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1981-82 MISCELLANEOUS TAX BILLS, XIV

FRIDAY, APRIL 23, 1982

U.S. SENATE,
COMMITTEE ON FINANCE,

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT,
Washington, D.C.

The subcommittee met, pursuant to notice, at 8:58 a.m., in room
2221, Dirksen Senate Office Building, Hon. Bob Packwood (chair-
man of the subcommittee) presiding.

Present: Senators Packwood, Durenberger, and Matsunaga.
[The committee's press release announcing this hearing, the text

of bills S. 473, S. 474, S. 710, S. 1854, and S. 1923, and the Joint Tax
"Committee't description follow:]

[Press Release No. 82-119]

FINANCE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT SETs HEARING ON
FIVE MISCELLANEOUS TAX BiLS

Senator Bob Packwood, Chairman of the Subcommittee on Taxation and Debt
Management of the Senate Committee on Finance, announced today that the Sub-
committee will hold a hearing on Friday, April 23, 1982, on five miscellaneous tax
bills.

The hearing will begin at 9:00 a.m. in Room 2221 of the Dirksen Senate Office
Building.

The following legislative proposals will be considered at the hearing:

5. 473

Introduced by Senator Durenberger for himself and others. S. 473 would provide
that the amount of the charitable deduction allowable for expenses incurred-in the

operationn of a motor vehicle will be determined in the same manner Government
employees determine reimbursement for use of their vehicles on Government busi-
ness.

S. 474

Introduced by Senator Durenberger. S. 474 would provide that the amount of the
medical expense deduction allowable for expenses incurred in the operation of a
motor vehicle will be determined in the same manner Government employees deter-
mine reimbursement for use of their vehicles on Government business.

8. 710

Introduced by Senator Durenberger for himself and others. S. 710 would provide a
deferral for the payment of the manufacturer's excise tax on fishing tackle.

S. 1854

Introduced by Senator Durenberger for himself and others. S. 1854 would provide
tax-exempt scholarship treatment for amounts received as National Research Serv-
ice Awards under the Public Health Service Act of 1974.

(1)
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S. 1923

Introduced by Senator Matsunaga. S. 1923 would generally allow joint ventures to
use the annual accrual methods of accounting for corporations engaged in farming.

REQUESTS TO TESTIFY

Witnesses who wish to testify at the hearing must submit a written request to
Robert E. Lighthizer, Chief Counsel, Committee on Finance, Room 2227 Dirksen
Senate Office Building, Washih.gton, D.C. 20510, to be received no later than noon
on Friday, April 16, 1982. Witnesses will be notified as soon as practicable thereaf-
ter whether it has been possible to schedule them to present oral testimony. If for
some reason a witness is unable to appear at the time scheduled, he may file a writ-
ten statement for the record in lieu of the personal appearance. In such a case, a
witness should notify the Committee of his inability to appear as soon as possible.
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97TH CONGRESS 473
IST SESSION S * 7

To amend the Internal Revenue Code of 1954 to provide that the amount of the
charitable deduction allowable for expenses incurred in the operation of a
motor vehicle will be determined in the same manner Government employees
determine reimbursement for use of their vehicles on Government business.

IN THE SENATE OF THE UNITED STATES

FEBRUARY 6 (legislative day, JANUARY 5), 1981

Mr. DURENBEROER (for himself and Mrs. KASSEBAUM) introduced the following
bill; which was read twice and referred to the Committee on Finance

A BILL
To amend the Internal Revenue Code of 1954 to provide that

the amount of the charitable deduction allowable for ex-
penses incurred in the operation of a motor vehicle will be
determined in the same manner Government employees de-
termine reimbursement for use of their vehicles on Govern-
ment business.

1 Be it enacted by the Senate and House of Representa-

2 ties of the United States of America in Congress assembled,

3 That (a) section 170 of the Internal Revenue Code of 1954

4 (relating to charitable deductions) is amended by redesignat-

5 ing subsections (h) and (i) as subsections (i) and (j), respec-



4

2

1 tively, and by inserting after subsection (g) the following new

2 subsection:

3 -"(h) AMOUNT OF DEDUCTION FOR EXPENSFS OF OP-

4 ERATING A MOTOR VEHICLE.-The amount allowable as a

5 deduction under this section with respect to expenses in-

6 curred by the taxpayer for the operation of a motor vehicle

7 shall be equal to the amount the taxpayer would have re-

8 ceived if the taxpayer were engaged on official business for

9 the Government and reimbursed under section 5704 of title

10 5.".

11 (b) The amendment made by subsection (a) shall apply

12 with respect to the operation of a motor vehicle occurring

13 after the date of the enactment of this Act in taxable years

14 ending after such date.
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97TH CONGRESS S .4741ST SESSION •

To amend the Internal Revenue -Code of 1954 to provide that the amount of the
medical expense deduction allowable for expenses incurred in the operation of
a motor vehicle will be determined in the same manner Government
employees determine reimbursement for use of their vehicles on Government
business.

IN THE SENATE OF TTlE UNITED STATES
FEBRUARY 6 (legislative day, JANUARY 5), 1981

Mr. DURENBERGER introduced the following bill; which was read twice and
referred to the Committee on Finance

A BILL
To amend the Internal Revenue Code of 1954 to provide that

the amount of the medical expense deduction allowable for
expenses incurred in the operation of a motor vehicle will be
determined in the same manner Government employee's de-
termine reimbursement for use of their vehicles on Govern-
ment business.

1 Be it enacted by the Senate and House of Representa-

2 ties of the United States of America in Congress assembled,-

3 That (a) section 213 of the Internal Revenue Code of 1954

4 (relating to medical expense deductions) is amended by in-

5 serting after subsection (f) the following new subsection:
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2

1 "(g) AMOUNT OF DEDUCTION FOR EXPENSES OF OP-

2 ERATING A MOTOR VEHICLE.-The amount allowable as a

3 deduction under this section with respect to expenses in-

4 curred by the taxpayer for the operation of a motor vehicle

5 shall be equal to the amount the taxpayer would have re-

6 ceived if the taxpayer were engaged on official business for

7 the Government and reimbursed under section 5704 of title

8 5.".

9 (b) The amendment made by subsection (a) shall apply

10 with respect to the operation of a motor vehicle occurring

11 after the date of the enactment of this Act in taxable years

12 ending after such date.
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II

97TH CONGRESS
1ST SESSION S*710

Relating to a fishing tackle excise tax.

IN THE SENATE OF THE UNITED STATES

MARCH 12 (legislative day, FEBRUABY 16), 1981

Mr. DURENBERGER (for himself, Mr. BOREN, Mr. CHAFED, Mr. DANFORTH, and
Mr. PERcY) introduced the following bill; which was read twice and referred
to the Committee on Finance

A BILL
Relating to a fishing tackle excise tax.

1 Be it enacted by the Senate and-House of Representa-

2 ties of the United States of America in Congress assembled,

3 That (a) section 6302 of the Internal Revenue Code of 1954

4 (relating to mode or time of collecting tax) is amended by

5 redesignating subsection (d) as subsection (e) and by inserting

6 after subsection (c) the following new subsection:

7 "(d) TIME FOR PAYMENT OF MANUFACTURERS

8 ExcisE TAx ON RODS, CREELS, ETC.-The tax imposed by

9 section 4161(a) (relating to manufacturers excise tax on rods*

10 creels, etc.) shall be due and payable-
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1

2

3

4

5

6

7

8

9

10

11

12

13

2

- "(1) in the case of articles sold during the quarter

ending December 31, on March 31,

"(2) in the case of articles sold during the quarter

ending March 31, on June 30,

"(3) in the case of articles sold during the quarter

ending June 30, on September 24, and

"(4) in the case of articles sold during the quarter

ending September 30, at such time as the Secretary

may by regulations prescribe.".

(b) EFFECTIVE DATEM.-The amendment made by sub-

section (a) shall apply-to articles sold on or after the first day

of the first calendar quarter beginning after the date of the

enactment of this Act.
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97TH CONGRESS
1sT SESSION S

To make permanent the exclusion from gross income of national research service
awards.

IN THE SENATE OF THE UNITED STATES
NOVEMBER 17 (legislative day, NOVEMBER 2), 1981

Mr. DURENBEROER (for himself, Mr. BAUCUS-, Mr. HATCH, Mr. BRADLJ'I, Mr.
HEINZ, and Mr. DANFORTH) introduced the following bill; which was read
twice and referred to the Committee on Finance

A BILL
To make permanent the exclusion from gross income of national

research service awards.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 That paragraph (2) of section 161(b) of the Revenue Act of

4 1978 (relating to exclusion from gross income for national

5 research service awards) is amended by striking out "during

6 calendar years 1974 through 1980" and inserting in lieu

7 thereof "after December 31, 1973".
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II

97TH CONGRESSlST SESSION S • 9 2

To amend the Internal Revenue Code of 1954 to provide that certain provisions
relating to annual accrual method of accounting for corporations engaged in
farming be extended to corporate joint ventures, and for other purposes.

IN THE SENATE OF THE UNITED STATES

DECEMBER 9 (legislative day, NOVEMBER 30), 1981
Mr. MATSUNAGA introduced the following bill; which was read twice and referred

to the Committee on-Finance

A BILL
To amend the Internal Revenue Code of 1954 to provide that

certain provisions relating to annual accrual method of ac-
counting for corporations engaged in farming be extended to
corporate joint ventures, and for other purposes.

1 Be it enacted by the Senate and House of Representa-

2 ties of the United States of America in Congress assembled,

3 That (a) section 447(g) of the Internal Revenue Code of 1954

4 (relating to certain armual accrual accounting methods) is

5 amended-
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2

1 (1) by inserting "or qualified partnership" after

2 "corporation" each place it appears in paragraph (1),

3 and

4 (2) by adding at the end thereof the following new

5 paragraph:

6 "(4) QUALIFIED PARTNERSHIP DEFINED.-For

7 purposes of this subsection, the term 'qualified partner-

8 ship' means a partnership each of the partners of

9 which is a corporation other than-

10 "(A) an electing small business corporation

11 (within the meaning of section 1371(b)), or

12 "(B) a personal holding company (within the

13 meaning of section 542(a)).".

14 (b) Paragraph (3) of section 447(g) of such Code (relat-

15 ing to certain reorganizations) is amended to read as follows:

16 "(3) CERTAIN NONRECOGNITION TRANSFERS.-

17 For purposes of this subsection, if-

18 "(A) a corporation acquired substantially all

19 the assets of a farming trade or business from an-

20 other corporation in a transaction in which no

21 gain or loss was recognized to the transferor or

22 transferee corporation, or

23 "(B) a qualified partnership acquired substan-

24 tially all the assets of a farming trade or business

S
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1

2

3

4

5

6

7

8

9

10

3

from one of its partners in a transaction to which

section 721 applies,

the transferee corporation or qualified partnership shall

b"4 e-o havecomputed its taxable income on an

annual accrual method of accounting during the period

for wi-th---Trinsferor corporation or partnership

computed its taxable income from such trade or busi-

ness on an annual accrual method.".

(c) The amendments made by this se,' tion shall apply to

taxable years beginning after December 31, 1981.
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DESCRIPTION OF TAX BILLS

(S. 473, S. 474, S. 710, S. 1854, and S,. 1923)

SCHEDULED FOR A HEARING

BEFORE THE

SUBCOMMITTEE ON TAXATION AND

DEBT MANAGEMENT

OF THE

COMMITTEE ON FINANCE

ON APRIL 23, 1982

INTRODUCTION

The bills described in this pamphlet have been scheduled for a pub-

lic hearing on April 23, 1982, by the Senate Finance Subcommittee on

Taxation and Debt Management.
There are five bills scheduled for the hearing: (1) S. 473 (charitable

expense deduction for use of personal vehicle); (2) S. 474 (medical

expense deduction for use of personal vehicle) ; (3) S. 710 (postpone-

ment of time for paying exciFe tax on fishing equipment); (4) S. 1854

(exclusion from income of National Research Service Awards); and

(5) S. 1923 (relating to annual accrual method of accounting).

The first part of the pamphlet is a summary of the bills. This is

followed by a more detailed description of the bills, including present

law, issues, explanation of provisions, effective dates, and estimated

revenue effects.

94-640 0 - 82 - 2
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I. SUMMARY

1. S. 473-Senator Durenberger, et al.

Charitable Expense Deduction for Use of Personal Vehicle
Under present law, individual taxpayers who itemize their deduc-

tions may deduct charitable contributions up to certain limits (sec.
170). In determining the amount of their charitable contribution
deduction, taxpayers may deduct their actual expenses for gas and
oil for an automobile used to provide services to a charitable organi-
zation, or may use a standard rate of 9 cents a mile.

Under the bill, taxpayers would 'be allowed to use the standard mile-
age rates that government employees use to determine reimbursement
for use of their vehicles on government business (presently, 20 cents
a mile for use of an automobile). The bill would apply after the date
of enactment.

2. S. 474-Senator Durenberger

Medical Expense Deduction for Use of Personal Vehicle

Under present law, individual taxpayers who itemize their deduc-
tions may deduct the amount of their medical expenses which exceeds
three percent of their adjusted gross income (sec. 213). Taxpayers may
deduct as medical expenses their actual expenses for gas and oil for
an automobile used for medical reasons, or may use a standard rate of
9 cents a mile.

Under the bill, taxpayers would be allowed to use the standard mile-
age rates that government employees use to determine reimbursement
for use of their vehicles" on government business (presently, 20 cents
a mile for use of an automobile). The bill would apply after the date
of enactment.

3. S. 710-Senators Durenberger, Boren, Chafee, Danforth, and
Percy

Postponement of Time for Paying Excise Tax on Fishing
Equipment

Present law imposes a 10-percent excise tax on the sale of fishing
rods, creels, reels, and artificial lures, baits, and flies by the manu-
facturer, producer, or importer thereof (sec. 4161(a)). This tax gen-
erally is payable relatively soon after the fishing equipment is sold.

The bill would postpone the time for payment of the excise tax on
fishing equipment until March 31, June 80, and September 24 for
calendar quarters ending on December 31, March 31, and June 30,
respectively. Tax for the quarter ending September 30 would be pay-
able on a date prescribed by Treasury Department regulations.

(8) -
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4

The provisions of the bill would apply to articles sold in the first
quarter beginning after the date of enactment of the bill and in all
subsequent periods.

4. S. 1854-Senators Durenberger, Baucus, Hatch, Bradley, Heinz,
and Danforth

Exclusion From Income of National Research Service Awards

Under present law, amounts received as scholarships and fellow-
ship grants generally are excluded from gross income (sec. 117).
However, if such grants constitute compensation for past, present,
or future services for the grantor, they are not excludable, except in
the case of certain Federal grants where the recipient agrees to per-
form future services as a Federal employee. In 1977, the Internal
Revenue Service ruled that National Research Service Awards were
compensation for services and not excludable as scholarships or fellow-
ship grants.

The Revenue Act of 1978 provided that income from National Re-
search Service Awards made through 1979 would be treated in the
same manner as excludable scholarships or fellowship grants. This
treatment was extended (in P.L. 96-167 and P.L. 96-541) to awards
made through 1981.

This bill would make permanent the exclusion from gross income
under the scholarship provisions for National Research Service
Awards.

5. S. 1923-Senator Matsunaga

Allow Corporate Joint Ventures to Use Annual Accrual Method
of Accounting for Corporations Engaged in Farming

Under present law, corporations (and partnerships with a corpo-
rate partner) engaged in the business of farming generally are re-
quired to use the accrual accounting method with capitalization of
preproductive period expenses (sec. 447). However, certain corpora-
tions engaged in the growing of crops that are harvested at least 12
months after planting (such as sugarcane) are permitted to use -the
"annual" accrual method of accounting if they, or a predecessor cor-
poration, have continuously used the annual accrual method generally
since 1967. Under the annual accrual method, preproductive period
expenses are not capitalized, but are deducted currently. The annual
accrual method cannot be used by a partnership in which a corporation
is a partner.

Under the bill if a corporation that is allowed to use the annual
accrual method #or a farming business contributes the business to a
"qualified partnership" in exchange for an interest in the partnership,
the qualified partnership would be allowed to use the annual accrual
method for that business. A qualified partnership would be a partner-
ship of which each partner is a corporation other than a subchapter S
corporation or a personal holding company. The provisions of the bill
would apply to taxable years beginning after December 31, 1981.
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II. DESCRIPTION OF THE BILLS

1. S. 473-Senator Durenberger, et al.*

Charitable Expense Deduction for Use of Personal Vehicle

Present law
Under present law (sec. 170(a) ), individual taxpayers who itemize

their deductions may deduct charitable contributions made to qualified
organizations, subject to certain limitations.

Individuals who do not itemize deductions may also deduct charit-
able contributions, subject to limitations. For 1982 and 1983, the de-
duction is limited to 25 percent of the first $100 of contributions, or
a maximum deduction of $25. For 1984, the contribution limit is
raised to $300, or a maximum deduction of $75. For 1985, the deduc-
tion is allowed for 50 percent of contributions, with no dollar limit,
and for 1986 the deduction is allowed for 100 percent of contributions
(subject to the-general limitations). This provision expires after 1986.

Under present law, taxpayers may deduct unreimbursed out-of-
pocket expenses made incident to the rendition of services provided to
a charitable organization, such as expenses for gas or oil for an auto-
mobile (Treas. Reg. § 1.170 A-1 (g)). In determining the amount of
the contribution deduction attributable to the operation of an auto-
mobile, taxpayers may deduct their actual expenses, or, for 1981,
may use a standard rate-of 9 cents a mile.' In either case, taxpayers
may.also deduct parking fees and tolls, but may not deduct general
repair or maintenance expenses, depreciation, or insurance.

Issue
The issue is whether the standard mileage rate used to determine

the amount of a taxpayer's charitable contribution deduction for the
use of a motor vehicle should be the rate government employees are
reimbursed for use of their vehicles on government business.

Explanation of the bill
Under the bill, taxpayers would determine the amount of their

charitable contribution deduction for the use of a motor vehicle under
the same mileage rate that government employees use to determine
reimbursement for use of their vehicles on government business (pres-
ently, 20 cents a mile for the use of an automobile).2

*Cosponsors are Senators Kassebaum, Cranston, Boschwitz, Kasten, and
DeConcini.

" This rate was determined by the Internal Revenue Service. Rev. Proc. 80-7,
1980-1 C.B. 590, as modified by Rev. Proc. 80-32, 1980-2 C.B. 767. The IRS, for
1981, allows a deduction of 20 cents a mile for the first 15,000 miles of a business
use and 11 cents a mile for each additional mile.

'This rate was determined by the Government Services Administration pur-
suant to section 5704 of title 5, U.S. Code. 46 Fed. Reg. 58315 (Dec. 1, 1981).

(5)
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Effective date
The provisions of the bill would apply with respect to the opertion

of a motor vehicle occurring after the, date of the enactment of the bill,
in taxable years ending after such date.

Revenue effect
It is estimated that the bill would reduce fiscal year budget receipts

by $7 million in 1982, $55 million in 1983, $1.02 million in 1984, $115
million in 1985, and $135 million in 1986.
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2. S. 474-Senator Durenberger

Medical Expense Deduction for Use of Personal Vehicle

Present law
Under present law (see. 213(a)), individual taxpayers who itemize

their deductions may deduct the amount of their medical expenses
which exceeds three percent of their adjusted gross income. Payments
for transportation primarily for and essential to medical care qualify
as medical expenses. Such transportation expenses include amounts
paid for bus, taxi, train or plane, or for ambulance hire.

In determining the amount of transportation expenses which qualify
as medical expenses, taxpayers may include amounts paid for out-of-
pocket expenses for use of an automobile, such as gas and oil, or may
use, for 1981, a standard rate of 9 cents a mile 1 for each mile an auto-
mobile is used for medical reasons. Parking fees and tolls may be in-
cluded, but general repair and maintenance expenses, depreciation, and
insurance may not be included.

Issue
The issue is whether the standard mileage rate used to determine

the amount of the medical expense deduction for the use of a motor
vehicle should be the rate government employees are reimbursed for
use of their vehicles on government business.

Explanation of the bill
Under the bill, the amount of the medical expense deduction allow-

able for expenses for the use of a motor vehicle would be the same
mileage rate that government employees use to determine reimburse-
ment for use of their vehicles on government business (presently, 20
cents a mile for the use of an automobile).2

Effective date
The provisions of the bill would apply with respect to the operation

of a motor vehicle occurring after the date of the enactment of the bill
in taxable years ending after such data.

Revenue effect
It is estimated that the bill would reduce fiscal year budget receipts

by $3 million in 1982, $22 million in 1983, $38 million in 1984, $41 mil-
lion in 1985, and $46 million in 1986.

2 This rate was determined by the Internal Revenue Service. Rev. Proc. 80-7,
1980-1 C.B. 590, as modified by Rev. Proc. 80-32, 1980-2 C.B. 767. The IRS, for
1981, allows a deduction of 20 cents a mile for the first 15,000 miles of business
use and 11 cents a mile for each additional mile.

'This rate was determined by the Government Services Administration pur-
suant to section 5704 of title 5, U.S. Code. 46 Fed. Reg. 58315 (Dec. 1, 1981).

(7)
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3. S. 710-Senators Durenberger, Boren, Chafee, Danforth, and
Percy

Postponement of Time for Paying Excise Tax on Fishing
Equipment

Present law

Under present law, a 10-percent excise tax is imposed upon the sales
price of fishing rods, creels, reels, and artificial lures, baits, and flies
(including parts or accessories of such articles sold on or in connection
therewith, or with the sale thereof) by the manufacturer, producer,
or importer (sec. 4161(a)).

Treasury Department regulations require returns of manufacturers
excise taxes, including the tax on the sale of fishing equipment, to be
filed quarterly, unless the Internal Revenue Service requires more fre-
quent filing by an individual taxpayer (Treas. Reg. § 48.6011(a)-1).
Quarterly returns are due on the last day of the first month after the
quarter ends (Treas. Reg. § 48.6071 (a)-i).

Although returns generally are filed on a quarterly basis, the regu-
lations require monthly, or semimonthly, payment of the tax in certain
case (Trea& Reg. § 48.6302(c)-I). If an individual is liable in any
month for more than $100 of manufacturers excise tax and is not
required to make semimonthly deposits, the individual must deposit
the amount on or before the last day of the next month at an author-
ized depository or at the Federal Reserve Bank serving the area in
which the individual is located.

If an individual had more than $2,000 in manufacturers excise tax
liability for any month of a preceding calendar quarter, such taxes
must be deposited for the following quarter (regardless of amount)
on a semimonthly basis. The taxes must be deposited by the ninth day
following the semimonthly period for which they are deposited. In
addition, if the semimonthly period is in either of the first two months
of the quarter, any underpayment of excise taxes for a month must
be deposited by the ninth day of the second month following such
month. Underpayments in the third month of the quarter must be
deposited by the end of the following month.No special rules are provided to defer payment of the excise tax
with respect to sales of taxable articles on credit.

Issue
The issue is whether the time for payment of excise taxes imposed

the sale of fishing equipment should be postponed.
Explanation of the bill

The bill would amend present law to require payment of the excise
tax on fishing equipment on a quarterly basis, as follows:

(1) *arch 31, in the case of articles sold during the quarter
ending the previous December 31;

(8)
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(2) June 30, in the case of articles sold during the quarter end-
ing the previous March 31;

(3) September 24, in the case of articles sold during the quarter
ending the previous June 30; and

(4) On a date prescribed in Treasury Department regulations
in the case of articles sold during the quarter ending September 30.

The bill would not change the present time for filing returns of
manufacturers excise taxes or the time for payment of such taxes on
articles other than fishing equipment.

Effective date
The provisions of the bill would apply to fishing equipment sold by

manufacturers, producers, or importers on or after the first day of the
first calendar quarter beginning after the date of enactment of the bill.

Revenue effect
The bill would not affect the aggregate fiscal year receipts of the

manufacturers excise tax on fishing equipment.
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4. S. 1854-Senators Durenberger Baucus, Hatch, Bradley, Heinz,
and Danforth

Exclusion From Income of National Research Service Awards
Present law

Present law, subject to several limitations, provides that gross
income does not include amounts received as a scholarship at an edu-
cational institution or as a fellowship grant (sec. 117). In general,
amounts received from scholarships or fellowship grants are not
excludable from gross income if they constitute compensation for
past, present, or future services for the grantor. However, amounts
received under Federal programs are not disqualified for exclusion
merely because the individual recipients agree to perform future
services as Federal employees.

The amount excludable as a scholarship or fellowship varies de-
pending on whether the individual recipient is or is not a candidate
for a degree. In general, a degree candidate may exclude the entire
amount of the scholarship or fellowship grant, unless any portion
of the award is regarded to be payment for services in the nature of
part-time employment. An individual who is not a candidate for a
degree is limited to an exclusion of $300 per month for a period of
36 months.

In 1977, the Internal Revenue Service ruled that awards made
under the provisions of the National Research Service Awards Act
of 1974 to individuals who, in return for receiving the awards, must
subsequently engage in health research or teaching-or some equivalent
service and must allow the Government to make royalty-free use of
any copyrighted materials produced as a result of the research are
not excludable scholarships or fellowship grants.'

'he Revenue Act of 1978 provided that amounts received as Na-
tional Research Service Awards would be treated as excludable
scholarships or fellowship rants under sec. 117. This provision was
effective for awards made during calendar years 1974 through 1979.
This treatment was extended to awards made in 1980 by Public Law
96-167 and to awards made in 1981 by Public Law 96-541, pending
further study.

Issue
The issue is whether the tax treatment of National Research Serv-

ice Awards as excludable scholarships or fellowship grants should
be made permanent.

Explanation of the bill
The bill would treat amounts received as National Research Serv-

ice Awards after 1981 as amounts received as excludable scholarships
or fellowship grants under sec. 117.

1 Rev. Rul. 77-319, 1977-2 C.B. 48.

(10)
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Effective date
The provisions of the bill would be effective on enactment.

Revenue effect
It is estimated that the bill would re~Iuce fiscal year budget receipts

by-$4 million in 1982, $8 million in 1983, $8 million in 1984, $8 million
in 1985, and $8 million in 1986.



23

5. S. 1923--Senator Matsunaga

Allow Corporate Joint Ventures to Use Annual Accrual Method
of Accounting for Corporations Engaged in Farming

Present law
Under present law, the taxable income from farming of a corpora-

tion (or a partnership of which a corporation is a partner) generally
must, be computed using the accrual method of accounting with the
capitalization of preproductive period expenses (sec. 447(a)). Pre-
productive period expenses are expenses (other than interest, taxes,
or losses from casualty, drought, or disease) attributable to property
having a crop or a yield that are incurred during the preproductive
period of such property. The reproductive period for property is
generally the period before the disposition of the property or the first
marketable crop or yield from the property.

This requirement, however, does not apply to subchapter S corpo-
rations, family corporations, or small corporations that meet a gross
receipts test. Such corporations, and partnerships which have no other
type of corporation as a partner, may use the cash method of account-
ing and may deduct preproductive period expenses when they are paid.
The requirement to use the accrual method with the capitalization of
preproductive period expenses also does not apply to the business of
operating a nursery or a sod farm or the business of forestry or the
growing of timber.

A special rule provides that certain corporations may use the "an-
nual" accrual method of accounting (sec. 447(g)). Underthe annual
accrual method of accounting, preproductive period expenses are not
capitalized, but are deducted currently. Corporations that qualify for
this special rule are corporations that raise crops (such as sugar cane)
which are harvested at least 12 months after planting. In addition,
the corporation must have used the annual accrual method for the
10-year period ending with its first taxable year beginning after 1975,
and must have continued to use such method for each taxable year
after its first taxable year beginning after 1975.

In the case of a corporation that acquired substantially all the assets
of a farming trade or business from another corporation in a trans-
action in which neither corporation recognized any gain or loss, the
acquiring corporation is treated as having used the annual accrual
method for the period such method was used by the predecessor cor-
poration to compute the taxable income from the acquired farming
business.

Issue
The issue is whether the annual accrual accounting method should be

allowed to a qualified partnership when a corporation that uses the
annual accrual method contributes its farming business to the partner-
ship in exchange for an interest in the partnership.

(12)
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Explanation of the bill
Under the bill, a "qualified partnership" generally would be treated

the same as a corporation for purposes of the annual accrual account-
ing rules of section 447 (g). Under the bill, a qualified partnership is
defined as a partnership in which each partner is a corporation other
than a subchapter S corporation or a personal holding company. The
qualified partnership would have to meet the same general require-
ments that apply to corporations under present law. Thus, for example,
the qualified partnership would have to be engaged in a farming busi-
ness in which crops are raised that are harvested at least 12 months
after planting.

The qualified partnership would also have to meet the requirement
relating to continuous use of the annual accrual method. For this pur-
pose, the bill provides a special rule analogous to the rule for transfers
of a farming business from one corporation to another corporation.
Under the special rule, if a partner of a qualified partnership has
contributed a farming business to the partnership in exchange for a
partnership interest, the qualified partnership would be treated as
having used the annual accrual method for any period the contribut-
ing partner had used such method to compute its taxable income from
the business.

Thus, for example, if a corporation that is permitted to use the
annual accrual method with respect to a farming business contributes
substantially all of the assets of the business to a qualified partnership
in exchange for an interest in the patrtnership, the qualified partner-
ship would be permitted to use the annual accrual method to compute
the taxable income from the business.

Effective date
The provisions of the bill would apply to taxable years beginning

after December 31, 1981.
Revenue effect

The bill is estimated to result in an insignificant revenue loss.
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Senator PACKWOOD. The committee will come to order.
We have five miscellaneous tax bills before us today.
I would ask the witnesses to keep their statements to 5 minutes,

their entire testimony will be put in the record. We have as our
first witness today David Glickman, the Deputy Assistant Secre-
tary for Tax Policy.

Good to have you with us again.

STATEMENT OF DAVID G. GLICKMAN, DEPUTY ASSISTANT
SECRETARY FOR TAX POLICY, DEPARTMENT OF THE TREASURY

Mr. GLICKMAN. Thank you, Mr. Chairman. I am pleased to have
an opportunity to present the Treasury's views with respect to the
five bills that are pending before your subcommittee today.

At the outset let me say that since my statement, as you said,
will be included in the record, I will just paraphrase.

Senator PACKWOOD. Good. The entire statement of every witness
will be in the record.

Mr. GLICKMAN. At the outset, I would like to emphasize that our
position on each of these- bills is strongly influenced by this admin-
istration's commitment to the proposition that the best means of
providing tax relief is through general rate reduction and other
measures that apply equitably to all similarly situated taxpayers.
On the other hand, we recognize that the Congress wants to deal
with situations under current law that seem inequitable. Neverthe-
less, in view of the current concerns over projected budget deficits,
we are very reluctant to support changes in the current law where
there are sound reasons for the existing rules, and the changes
would reduce the Federal revenues, even though there are reason-
able arguments in support of the changes.

I would like to discuss very briefly our position with respect to
the five bills. At the end of our statement is a table which sets
forth the revenue estimates the Treasury has come up with, with-
respect to each.

The first two bills that I will discuss very briefly are S. 473 and
S. 474. S. 473 would amend section 170 of the Internal Revenue
Code to provide that the amount of charitable contribution deduc-
tion for the operation of an automobile in performing charitable
services shall be determined at the same mileage rate used in reim-
bursing Government employees for the use of their vehicles on offi-
cial Government business. S. 474 would amend section 213 of the
code to provide a similar result for medical expenses.

We acknowledge that a reasonable argument can be made for
using the same mileage rates to measure the cost of using an auto-
mobile for charitable or medical purposes as used for business pur-
poses. Nevertheless, we believe that there are sound reasons for the
differences in rates, and thus the Treasury Department opposes
these two bills.

At the present, the Federal Government reimbursement rate,
which is the same rate taxpayers are permitted to use for purposes
of computing business expense deductions, is 20 cents a mile. Tax-
payers who use their automobiles in connection with performing
services for charitable organizations or to obtain medical care bene-
fits is 9 cents a mile. The difference in the two rates results from
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the fact that the standard mileage rate permitted for purposes of a
charitable contribution and medical expense deduction reflects an
allowance for gas and oil; that is, the expenses that are directly in-
curred in the performance of charitable services or the obtaining of
medical care. On the other hand, the standard mileage rate for
business use of an automobile reflects the additional allowance for
depreciation, insurance, general repairs and maintenance, registra-
tion fees, and so forth. We believe this difference is justified.

The allowance of the lower mileage rate for purposes of the
charitable contribution and medical expense deduction reflects the
longstanding administration position that only deductible expenses
that are directly attributable to the use of a vehicle in rendering
charitable services or obtaining medical care should be allowed. No
deduction is allowed for a proportionate share of the other items
such as depreciation which I mentioned.

There are basically three reasons for this. First, the code section
itself uses the phrase "paid." Items have to be paid to or for the
use of a qualifying charity to be deductible. Section 213, the medi-
cal expense provision, in essence takes the same tack. Fixed or gen-
eral expenditures which would have been incurred regardless of
the use of the automobile for charitable or medical purposes cannot
be said to be amounts paid to or for the use of a charitable organi-
zation.

Second, it is difficult to identify and quantify the amount of the
indirect costs that are properly attributable to charitable endeavors
or to obtaining medical care.

And third, it is lifficuIltto insure compliance in this area under
the current rules, and to allow a deduction for these other indirect
costs would exacerbate this problem.

I would also note that-the rationale underlying the limitations
which I just mentioned applies not only to the use of personal auto-
mobiles but also to other properties such as the use of real estate,
both for personal and charitable purposes.

Thus, in all cases, fixed costs such as depreciation, insurance,
and general maintenance and repairs may not be deducted. If such
costs are allowable for the use of automobiles, it could also be
argued that they should be allowed for the use of these other prop-
erties. Such an expansion of the existing rules would compound the
problems of measurement and compliance which I have previously
mentioned.

We believe that the current rules provide an acceptable measure
of the charitable and medical deductions for the use of a taxpayer's
automobile. In most cases, the current mileage rate is adequate-to
cover the incremental costs directly attributable to the rendering
of charitable services and obtaining medical care. Moreover, tax-
payers are not limited to the standard mileage rate but may deduct
their actual costs of gas and oil if that alternative is more favora-
ble. Thus, the current mileage rate should not work a hardship on
any taxpayer whose actual out-of-pocket expenses exceed the mile-
age allowance;

One final reason for opposing these bills are their costs. As the
attached schedule indicates, the combined revenue loss from these
two bills would be $77 million in 1983, $140 million in fiscal 1984,
and would reach $210 million in fiscal 1987.
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I would now like to discuss S. 710, which would postpone the
time for payment of the manufacturers' excise tax on fishing tackle
and equipment. As with respect to the previous two bills, Treasury
opposes S. 710. The argument advanced for extending the time of
payment of the excise tax is that the seasonal retail sale pattern
for sport fishing equi ment leads manufacturers to grant lengthy
credit terms to distributors so that the latter will increase stock
during the off season and enable the manufacturer to produce at a
more even pace.

Under present regulations, the manufacturer thus must pay the
excise tax before he receives payment from the distributor. Howev-
er, the extended credit terms of the manufacturer also requires the
manufacturer to finance all other expenses, such as rent, wages,
and raw materials, for the same time pending receipt of payment
from the distributor.

S. 710 would have the effect of delaying the payment of the
excise tax more than other expenses of manufacturers. Moreover,
Mr. Chairman, different trades have different customary trade
credit terms which are designed to facilitate operation and maxi-
mize profits. Treasury sees no reason why the time of payment of
the excise tax should vary for different industries depending upon
the usual credit terms in the industry. If a special rule is fashioned
for fishing equipment, other special rules will have to be given to
other industries which have unique business practices. Passage of
this bill would lead to pressure from others seeking the same type
of specialized relief.

Senator PACKWOOD. Let me ask you a question.
Could you give me some examples of other types of businesses

that would be faced with the same excise tax problem?
Mr. GLICKMAN. Well, as you know, Mr. Chairman, all the manu-

facturers' excise tax are controlled by the same payment schedule.
Now, some of them that we would look at would be taxes on motor
vehicle parts, gas guzzlers tax, the tires and tubes, gasoline, lubri-
cating oil, coal, fishing tackle, firearms, and--

Senator PACKWOOD. So that somehow, unless the fishing tackle
manufacturers could differentiate their business from the others,
and they argue that because of the seasonal nature of their busi-
ness-manufacturing in the winter and selling in the summer-
unless they could be differentiated from all other excise taxes in
terms of fairness, you would have to extend that same right to all
of them.

Mr. GLICKMAN. That would be our feeling, Mr. Chairman. At
least there would be great pressure brought to bear to do that, and
when we start talking about when payment is made, I couldn't be
at all sure that some of these other industries do not extend credit
to their customers, and thus we will undoubtedly be hearing a very
similar argument.

The next bill is S. 1923--
Senator PACKWOOD. Let me interrupt you again, Mr. Secretary,

to say to the other witnesses, the reason we let the Secretary go on
beyond the 5 minutes is he has to comment on all of the bills we
have today. The time limit for witnesses is 5 minutes when they
are testifying on one bill.

Please continue, Mr. Secretary.
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Mr. GLICKMAN. It was a great relief that it was a short list, Mr.
Chairman.

The next bill is S. 1923, which would extend the annual accrual
method of accounting to certain corporate joint ventures. Section
447 of the code, which was enacted with the Tax Reform Act of
1976, generally requires corporations engaged in the trade or busi-
ness of farming to use the accrual method of accounting and to cap-
italize their preproductive-period expenses. The section involved,
which is section 447(g), provides a limited exception for corpora-
tions which have used something which is referred to as the
annual accrual method of accounting for at least 10 years prior to
1976 and which raise crops which are harvested more than 12
months after their planting. Such corporations are permitted to
continue to use the annual accrual method. Under this method,
revenues, costs, and expenses are computed on the accrual method,
but preproductive-period expenses may either be inventoried or
they may be expensed.

S. 1923 would amend section 447(g) to permit the use of the spe-
cial annual accrual method of accounting by partnerships formed
between corporate taxpayers that currently use the special ac-
counting method and corporations that cannot use such special ac-
counting method.

Treasury is opposed to S. 1923. It is not merely a technical
change in the existing statute. The legislative history of that provi-
sion makes it clear that this special rule was intended to permit
taxpayers who had a substantial history of using the annual accru-
al method to continue its use while prohibiting its use by new tax-
payers. In effect, the proposed change would permit new taxpayers
to use the method without regard to former tax practices. We be-
lieve that the special exception of section 447(g) should not be ex-
panded.

The final bill which I will be discussing this morning, Mr. Chair-
man, is S. 1854, which concerns the exclusion from gross income
for national research service awards. S. 1854 would make perma-
nent the temporary exclusion from gross income for national re-
search service awards, which are referred to as NRSA's. Treasury
supports continuation of the temporary exclusion pending review of
the tax treatment of similar Government grant programs and the
formulation of comprehensive legislative or administrative guide-
lines regarding such programs. At this time, however, Treasury op-
poses the permanent exclusion that would be allowed by S. 1854.

A reasonable argument can be made in support of the treatment
of the NSRA's as excludable scholarships or fellowship grants.
Since no Federal Government service or publication of research re-
sults is required under the program, requirements imposed on the
recipients would not seem to be primarily for the benefit of the
grantor, the Federal Government, in any direct sense. The primary
beneficiary of this program would seem to be the general public, by
virtue of the public benefits flowing from the research conducted
and the teaching skills created through the program.

Nevertheless, Treasury is opposed to making the NRSA exclusion
permanent at this time. We recognize that Congress three times
has passed temporary legislation excluding NRSA grants from
gross income. However, there are a number of other governmental
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education programs conditioned upon the recipient performing
some public ser-vice that may directly or indirectly benefit the
grantor. Treasury believes that developing comprehensive guide-
lines for the tax treatment of these educational grant programs is
preferable to legislating on a case-by-case basis with respect to each
particular program.

Accordingly, yesterday we initiated a project to consider whether
these standards can be developed within the framework of existing
law by ruling or regulation, or whether legislation is necessary. If
it is determined that new legislation is needed, we will be pleased
to work with this subcommittee in developing the appropriate gen-
eral rules. Pending completion of our review, Treasury supports
continuation of the temporary exclusion. We would suggest that
the exclusion be continued through December 31, 1983.

Mr. Chairman, that concludes my remarks, and I'll be happy to
answer any questions you might have.

Senator PACKWOOD. I want to ask you a question about S. 1923.
As I understand it, at the moment agricultural corporations can

use the annual accrual method. I do not understand the logic of
denying that to partnerships or to joint ventures where one of the
partners may be an agricultural corporation.

Mr. GLICKMAN. Section 447(g), Mr. Chairman, is very narrow in
its approach. In other words, it required a 10-year previous history
of using the annual accrual method. If we allow joint ventures to
use the method, an entity that has had no previous experience or
activity in this area will be allowed to take the benefit of the
annual accrual method, to the extent it is a partner in one of these
joint ventures, even though the entity does not have a 10-year his-
tory of using the method. I think that this goes well beyond what
was intended in 1976 by the Congress when it enacted this provi-
sion and really just provides this tax deferral benefit to an entity
which, as I said, was not previously using the annual accural
method.

Senator PACKWOOD. My second question relates to changing from
9 to 25 cents per mile both the medical and charitable mileage de-
duction.

Your argument here is that the deduction that should be allowed
would be roughly the proportionate cost of your car that is directly
related to charitable or medical activities without trying to factor
in your depreciation, insurance, and so forth. It ought to be the
equivalent of almost an out-of-pocket payment for gasoline and oil.

Mr. GLICKMAN. That is correct. That is why I said earlier in my
statement, Mr. Chairman, that if your actuals for gas and oil are in
excess of the 9 cents a mile, that is what you can use.

Senator PACKWOOD. I have no other questions, Mr. Secretary. I
appreciate you coming.

Mr. GLICKMAN. Thank you, Mr. Chairman.
[The prepared statement of David G. Glickman follows:]

94-640 0 - 82 - 3
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Mr. Chairman and Members of the Subcommittee:

I am pleased to have the opportunity to present the
views of the Treasury Department on the following bills: S.
473 and S. 474, dealing with the automobile mileage allowance
permitted for purposes of computing charitable contribution
and medical expense deductions, respectively S. 710,
relating to the time for payment of the manufacturers excise
tax on fishing tackle S. 1923, which would extend the
benefit of the special *annual accrual method of accounting"
to partnerships formed between certain farming corporations
entitled to use that accounting method and other
corporations; and S. 1854, which would make permanent the
exclusion from gross income for National Research Service
Awards.

At the outset, I would like to emphasize that our
position on each of these bills is-strongly influenced by
this Administration's commitment to the proposition that the
beat means of providing tax relief is through general rate
reductions and othdr measures that apply equally to all
similarly situated taxpayers. On the other hand, we
recognize that the Congress wants to deal with situations
under current law that seem inequitable-. Nevertheless, in
view of current concerns over projected budget deficits, we
are very reluctant to support changes in the current law
where there are sound reasons for the existing rules and the
changes would reduce Federal revenues, even though there are
reasonable arguments in support of the changes.

I will now discuss the Treasury's specific views on each
of these bills. Our estimates of the revenue effects of the
bills are shown on the schedule attached to this statement.
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S. 473 and S. 474: Increase in Standard
M!eage Rate for Purposes of Computing

Charitable Contribution Deduction (S. 473) and
Medical Expense Deduction (S. 474)

S. 473 would amend section 170 of the Internal Revenue
Code to provide that the amount of the charitable
contribution deduction allowable for expenses incurred in the
operation of an automobile in performing services for a
charitable organization shall be determined at the same
mileage rate used by Government employees to determine
reimbursement for use of their vehicles on official
Government business. S. 474 would amend section 213 of the
Code to provide that the mileage rate used in reimbursing
Federal employees also shall be used for purposes of
computing the amount allowable as a deductible transportation
expense necessary for medical care.

We acknowledge that a reasonable argument can be made
for using the same mileage rate to measure the cost of using
an automobile for charitable or medical purposes as is used
to measure the cost of using an automobile for business
purposes. Nevertheless, we believe that there are sound
reasons for the different rates used under present law.
Accordingly, the Treasury Department must oppose S. 473 and
S. 474.

At present, the Federal Government reimbursement rate,
which is the same rate taxpayers are permitted to use for
purposes of computing business expense deductions, is 20
cents per mile. Taxpayers who use an automobile in
connection with performing services for charitable
organizations or to obtain medical care may use a standard
mileage rate of nine cents a mile in computing their
charitable contributions or medical expense deductions. The
difference in the two rates results from the fact that the
standard mileage rate permitted for purposes of the
charitable contribution and medical expense deductions
reflects an allowance for gas and oil, that is, the expenses
directly incurred in performing the charitable service or
obtaining medical care. On the other hand, the standard
mileage rate for business use of an automobile reflects an
additional allowance for depreciation, insurance, general
repairs and maintenance, and registration fees. We believe
this difference is justifiable.
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Allowance of the lower mileage rate for purposes of the
charitable contribution and.medical expense deduction
reflects the longstanding administrative position that the
only deductible expenses are those directly attributable to
the use of a vehicle in rendering charitable services or in
obtaining medical care. No deduction is allowed for a
proportionate share of general maintenance, general repairs,
depreciation or fixed costs, such as insurance or
registration fees. There are three reasons for this
position.

First, section 170 of the Code requires that a
contribution be paid to or for the use of a qualifying
charity to be deductible. Similarly, section 213 of the Code
defines medical transportation as amounts paid for
transportation primarily for and essential to medical care.
Fixed or general expenditures which would have been incurred
regardless of the use of a vehicle for charitable or medical
purposes cannot be said to be amounts paid to or for the use
of a charitable organization or amounts paid to obtain
medical care. Second, it is difficult to identify and
quantify the amount of indirect costs that are properly
attributable to charitable endeavors or to obtaining medical
care. Third, it is difficult to ensure compliance in this
area under current rules, and to allow a deduction for these
indirect costs would exacerbate this problem.

I would also note that the rationale underlying these
limitations applies not only to the use of a personal
automobile, but also to other property, (such as real estate)
used for both personal and charitable purposes. Thus, in all
cases, fixed costs, such as depreciation, insurance, and
general maintenance and repairs, may not be deducted. If
such costs are allowed for the use of automobiles, it could
also be argued that they should be allowed for the use of
other property. Such an expansion of the existing rules
would compound problems of measurement and compliance.

We believe that the current rules provide an acceptable
measure of the charitable and medical deductions for the use
of a taxpayer's automobile. In most cases; the current
mileage rate is adequate to cover the incremental costs
directly attributable to rendering a charitable service or
obtaining medical care. Moreover, taxpayers are not limited
to the standard mileage rate, but may deduct their actual
expenses for gas and oil if that alternative is more
favorable. Thus, the current mileage rate should not work a
hardship on any taxpayer whose actual out-of-pocket costs
exceed the mileage allowance.



33

Finally, the proposed legislation, if enacted, would be
costly. As the attached schedule indicates, the combined
revenue loss from these two bills would be $77 million in
fiscal 1983 and $140 million-in fiscal 1984 and would reach
$210 million by fiscal 1987.

S. 710: Postponing Time for Payment of Manufacturers
Excise Tax on Fishing Tackle and Equipment

Section 4161(a) of the Code imposes a manufacturers
excise tax on fishing tackle and equipment at a-rate of 10
percent of the sales price of the various articles subject to
the tax. Under current law, a manufacturer must deposit the
excise taxes due on a semi-monthly basis nine days after the
close of the period involved if total tax liability exceeds
$2,000 for any month in the preceeding calendar quarter. S.
710 would amend section 6302 of the Code to postpone the time
for payment of this excise tax. Under the bill, the tax
would be due and payable as follows:

1. in the case of articles sold during the calendar
quarter ending December 31, on March 31;

2. in the case of articles sold during the quarter
ending June 30, on September 241 and

3. in the case ofarticles sold during the quarter ending
June 30, on September 24; and

4. in the case of articles sold during the quarter
ending September 30, at such time as the Secretary
may prescribe by regulations.

Treasury is opposed to S. 710. The argument advanced
for extending the time of payment of the excise tax is that
the seasonal retail sale pattern for sport fishing equipment
leads manufacturers to grant lengthy credit terms to
distributors, so that the latter will increase stock during
the off-season and enable the manufacturers to produce at a
more even pace. Under present regulations, the manufacturers
thus must pay the excise tax before they receive payment from
their distributors. However, the extended credit terms of
the manufacturers also require the manufacturers to finance
all other expenses (rent, wages, raw materials, etc.) for
some time before receiving payment from their distributors.
S. 710 could have the effect of delaying the payment of the
excise tax more than that of other expenses-of the
manufacturers.
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Moreover, different trades have different customary
credit terms, which are designed to facilitate operations and
maximize profits. Treasury sees no reason why the time of
payment of excise taxes should be varied for different
industries depending on the usual credit te-rms in the
industry. If a special rule is fashioned for fishing
equipment, other special rules will have to be given to every
other industry which has unique business practices. Passage
of this bill will lead to pressure from others seeking
specialized relief.

S. 1923: Extension of Annual Accrual Method of
Accounting to Certain Corporate Joint Ventures

Section 447 of the Code, which was enacted with the Tax
Reform Act of 1976, generally requires corporations engaged
in the trade or business of farming to use the accrual method
of accounting and to capitalize preproductive period
expenses. Section 447(g) provides a limited exception for
corporations which had used an "annual accrual method of
accounting" for at least 10 years prior to 1976 and which
raise crops which are harvested more than 12 months after
planting. Such corporations are permitted to continue to use
the *annual accrual method." Under this method, revenues,
costs and expenses are computed on an accrual basis but
preproductive period expenses may be either inventoried or
expensed.

S. 1923 would amend section 447(g) to permit the use of
the special annual accrual method of accounting by
partnerships formed between corporate taxpayers that
currently use the special accounting method and corporations
that cannot now use the special accounting method.

Treasury is opposed to S. 1923. It is not merely a
technical change in the existing statute. The legislative
history of that provision makes it clear that this special
rule was intended to permit taxpayers who had a substantial
history of using the annual accrual method to continue its
use while prohibiting its use by new taxpayers. In effect,
the proposed change would permit new corporate taxpayers to
use the method without regard to past practice. We believe
that the special exception of section 447(g) should not be
expanded.

K
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S. 1854: Exclusion From Gross Income for
National Research Service Awards

S. 1854 would make permanent the temporary exclusion
from gross income that expired in 1981 for National Research
Service Awards (ONRSAs") received by individuals pursuant to
the National Research Service Award Act of 1974 (42 U.S.C. S
289 1-1). Treasury supports continuation of the temporary
exclusion pending review of the tax treatment of similar
governmental grant programs and formulation of comprehensive
legislative or administrative guidelines regarding such
programs. At this time, however, Treasury opposes the
permanent exclusion that would be allowed by S. 1854.

Current law provides that, in general, amounts received
as scholarships or fellowships are fully or partially
excludable from gross income. The exclusion is restricted to
educational grants made by relatively disinterested grantors
who do not require any significant po quo from the
recipient. Payments to enable an in lvidual to pursue
studies or research are not considered to be scholarships or
fellowship grants if the payments represent compensation for
past, present or future employment services or for services
subject to the supervision of the grantor, or if the studies
or research are primarily for the benefit of the grantor.

NRSAs are awarded to individuals for biomedical and
behavioral research, or for pre- or post-doctoral training at
public, private or governmental institutions. In return for
an NRSA, most recipients must, within 2 years after
completion of the period for which the award was made, engage
in health research or teaching for a specified period of
time. If a recipient fails to complete the post-award
service requirements, he must repay all or a part of his
NRSA. In addition, some recipients must allow the government
royalty-free use of any copyrighted materials produced from
research performed under an NRSA. However, there is no
requirement that a recipient publish the results of his
research.

In 1977, the Internal Revinue Service ruled (Rev. Rul.
77-319, 1977-2 C.B. 48) that NRSAs are not excludable
scholarship or fellowship grants because the post-award
requirements and the copyright policy constitute a
substantial quid p quo in exchange for NRSA grants. In
1978, temporary legislation was passed to exclude NRSAs from
income pending study of the entire area of scholarships and



36

fellowships by the Joint Committee on Taxation. That
temporary exclusion expired at the end of 1981. S. 1854
would make the exclusion for NRSAs permanent.

A reasonable argument can be made in support of treating
NRSAs as excludable scholarships or fellowship grants. Since
no Federal Government service or publication of research
results is required under the program, the payback clauses,
post-award service requirements and copyright policy-imposed
on recipients would not seem to be primarily for the benefit
of the grantor -- the Federal Government -- in any direct
sense. The primary beneficiary of the NRSA program is the
_general public, by virtue of the public benefits flowing from
the research conducted and the teaching skills created
through the NRSA program.

Although there are policy arguments in favor of
excluding NRSAs from gross income, Treasury is opposed to
making the NRSA exclusion permanent at this time. We
recognize that Congress three times has passed temporary
legislation excluding NRSA grants from gross income.
However, there are a number of other government educational
grant programs conditioned upon the recipients performing
some public service that may directly or indirectly benefit
the grantoru For example, there are state programs providing
for cancellation of student loans if the student performs
specified socially beneficial services, which are excluded
from income under temporary legislation expiring on January
1, 1983. (P.L. 95-600, $ 162). New state or Federal grant
programs conditioned on public service requirements may also
beenacted in the future. Treasury believes that-developing
comprehensive guidelines for the tax treatment of these
educational grant programs is preferable to legislating on a
case-by-case basis with respect to each particular program.
Accordingly, we have initiated a project to consider whether
these standards can be developed within the framework of
existing law by ruling or regulation, or whether legislation
is necessary. If it is determined that new legislation is
needed, we will be pleased to work with this Subcommittee in
developing the appropriate general rules.

Pending completion of our review of this area, Treasury
supports continuation of the temporary exclusion from gross
income for NRSAs. We would suggest that the exclusion be
continued through December 31, 1983.

I would be happy to answer your questions.
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Revenue Effect of Five Senate Bills

(I millions)I
Fiscal Years

1982 1903 : 12984 : 1985 1986 1 1987

S. 473 Charitable contribution deduction
for automobile mileage 7.ee. 55 102 115 135 159

S. 474 Medical expense deduction for
automobile mileage ............ 22 38 41 46 51

S. 710 Time for payment of excise tax
on fishing tackle ............ L_/ I/ I L ../ L /

S. 1854 Exclusion for National lasearch
Service Awards ............... . 8 8 8 S

S. 1923 Annual accrual accounting for
corporate farming Joint ventures

Office of the Secretary of the Treasury April 22, 1982
Office of Tax Analysis

*•Les than $5 million.

/ This proposal has no revenue effect. Outlays are increased by lesa
than $5 million in this year.

Senator PACKWOOD. You bet. It is always a pleasure to have you.
The next witness from the administration is Dr. Doris Merritt,

the Research Training and Resources Officer of the National Insti-
tutes of Health.

Good morning, Doctor.

STATEMENT OF DORIS H. MERRITT, M.D., SPECIAL ASSISTANT
FOR RESEARCH TRAINING, THE NATIONAL INSTITUTES OF
HEALTH, DEPARTMENT OF HEALTH AND HUMAN SERVICES
Dr. MERRITT. Good morning, Mr. Chairman. I am Dr. Doris Mer-

ritt, a special assistant for Research Training to the Director of the
National Institutes of Health. The NIH is an agency of the Depart-
ment of Health and Human Services.

I appreciate the opportunity to speak to you this morning--
Senator PACKWOOD. Speak very closely into the microphone. It is

hard for the people in back to hear your comments.
Dr. MERRIr [continuing. I appreciate the opportunity to speak

to you this morning on the subject of extending the tax-exempt
scholarship status for the national research service award through
the end of 1983. In the interest of brevity, I will summarize from
my written testimony.

The NRSA program was established by Congress in 1974 through
Public Law 93-348. This authority, as amended, directs the NIH,
the Alcohol, Drug Abuse, and Mental Health Administration, and
the Health Resources Administration Division of Nursing to sup-
port research training in the biomedical and behavioral sciences.
These awards support individuals in their preparation for a career
in biomedical and behavioral research through a system of individ-
ual fellowships and institutional training grants. Selection of the
individuals to receive awards in the case of individual fellowships
is based on peer review of competing applications, and in the case
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of institutional training grants, is subject to the admission process
of the institution in which the training is to take place. The trainee
or fellow receives a stipend to permit full-time concentrated re-
search study and may elect, under supervision, his-or her own re-
search focus. The Department has set the stipend for predoctoral
students studying for the Ph. D. at $5,040 a year. The stipend for
the postdoctoral trainee-this is someone who has already earned a-
Ph. D. or M.D. degree-begins at $13,380 per year, with a 5-per-
cent-per-year increase for each year of experience past the doctor-
ate.

Congress, in passing the law, declared, and I quote:
The success and continued viability of the Federal biomedical and behavioral re-

search effort depends on the availability of excellent scientists, and that direct sup-
port of the training of scientists for careers in biomedical and behavioral research is
an appropriate and necessary role for the Federal Government.

It goes without saying that research cannot be performed with-
out well-trained investigators, and it requires approximately 7
years beyond the baccalaureate to produce a well-qualified investi-
gator. The purpose of the research training program is to assure
that a critical mass of well-trained scientists is available to carry
out the research needed to meet national health goals.

The NRSA Act of 1974 required NRSA recipients to engage in
health research or teaching for a period equal to the duration of
the training period. This requirement was introduced solely to pre-
vent misuse of the program and to assure a research commitment
on the part of the awardee. In 1977, the Internal Revenue Service
concluded that the NRSA should be considered taxable because, in-
its view, a health research or teaching obligation plus Government
copyright privileges involve a substantial quid pro quo, and there-
fore the award is made primarily for the benefit of the grantor.

Congress has temporarily nullified the IRS 1977 ruling by statute
on three separate occasions. The most recent of these statutory ex-
emptions expired on December 31, 1981.

In the Omnibus Reconciliation Act of 1981, Congress made sever-
al changes in the NRSA statute that are supportive of tax-exempt
scholarship status for the awards. Moreover, report language ac-
companying this act emphasized that the primary purpose of the
award is to help recipients become qualified for research careers
and not, I quote, "for the purpose of receiving services designated
by the grantor."

NRSA recipients, particularly physicians, forsake a marketplace
salary several times greater than the modest amount of the post-
doctoral NRSA award in order to train for careers in biomedical
research. NRSA recipients appear willing to accept a lower amount
to undertake research training because they view the program as
an investment in their own future and they are excited by the in-
tellectual challenge of participating in the future of an exciting bio-
medical science.

We urge the committee to favor an extention of the tax-exempt
scholarship status for NRSA awards from January 1, 1982, through
the end of 1983.

I will be pleased, Mr. Chairman, to respond to any questions you
may have.

Senator PACKWOOD. I do not have any questions.
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You make a very effective and good witness. I agree with your
presentation.

Dr. MERRITT. Thank you, sir.
[The prepared statement of Dr. Doris H. Merritt follows:]
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DEPARTMENT OF HEALTH & HUMAN SERVICES Public Health Service

National Institutes of Health
Bethesda, Maryland 20205

Statement by

Doris H. Merritt, M.D., Special Assistant for Research Training

The National Institutes of Health

Department of Health and Human Services

Summary

The National Research Service Awards (NRSA) program was established by
Congress in 1974 through Public Law 93-348 to support research training in the
biomedical and behavioral sciences.

The Department of Health and Human Services (DHUS) supports an extention of
the treatment of NIRSA awards as tax exempt scholarships under Section 117 of
the Internal Revenue Code through the end of 1983 for the following reasons:

o The sole purpose of the award is to prepare individuals for a career in
biomedical research.

o The primary beneficiaries of the program are the individual recepients
whose education and training are being furthered.

o Later service to the Federal Government, or even in particular geographic
areas, is not a requirement of the award.

o Any secondary benefits to the general welfare accrue to the nation, not to
the DHUS as spneor.

o Neither DHHS nor the sponsoring institutions may designate the NRSA
recepient's eventual employer.

o On three separate occasions, Congress has legislatively nullified, for
particular periods of time, an IRS 1977 ruling that the NaSA award should
be treated as taxable income.

/

I
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Mr. Chairman, and members of the Committee, I am Dr. Doris Merritt, a Special

Assistant for research training to the Director of the National Institutes of

Health (NIH), an agency of the Department of Health and Human Services

(DHHS). I appreciate the opportunity to speak to you this morning in support

of extending the tax exempt scholarship status for the National Research

Service Awards (NISA) through the end of 1983.

The National Research Service Awards (NRSA) program was established by

Congress in 1974 through Public Law 93-348. This authority, as amended,

directs the National Institutes of Health (NIH), the Alcohol, Drug Abuse, &

Mental Health Administration (ADAMHA), and the Health Resources Administration

(HRA), Division of Nursing (DN), to support research training in the

biomedical and behavioral sciences. These awards support individuals in their

preparation for a career in biomedical and behavioral research through a

system of individual fellowships and institutional training grants. Selection

of the individuals to receive awards, in the case of individual fellowships,

is based on peer review of competing applications and, in the case of

institutional awards, is subject to the admission process of the institution

in which the training is to take place.. The trainee or fellow receives a

stipend to permit full-time concentrated research study and may elect, under

supervision, his or her own research focus. The Department has set the

stipend for predoctoral students studying for the Ph.D. degree at $5,040 per

year. The stipend for the postdoctoral trainee begins at $13,380 per year

with a 5% per year increase for each year of experience past the doctorate,

M.D. or Ph.D.

Congress, in passing the law, declared that "(1) the success and continued

viability of the Federal biomedical and behavioral research effort depends on
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the availability of excellent scientists and a network of institutions of

excellence capable of producing superior research personnel; (2) direct

support of the training of scientists for careers in biomedical and behavioral

research is an appropriate and necessary role for the Federal

Government...." There is a close and reciprocal relationship between the

continued productivity of research and the availability and replenishment of

the supply of well-trained investigators who help to determine the nation's

ability to conduct research. Research cannot be performed without well-

trained investigators, and it requires approximately seven years of study

beyond the baccalaureate to produce a well qualified investigator. The

purpose of a research training program is to assure that a critical mass of

well-trained scientists is available to carry out the research needed to meet

national health goals.

The NIH is responsible for administering approximately 90% of the NRSA

awards. In FY 1982 the NIH portion of the NRSA program will support 9,702

budgeted research training positions of which approximately one half will be

held by predoctoral and one half by postdoctoral students. ADAHHA is budgeted

to support 1,073 students in FY 1982 and HRA/DN, none.

The NRSA Act of 1974 required MRSA recipients to engage in health research or

teaching for a period equal to the duration of the training period. This

requirement was introduced solely to prevent abuse of the program and assure a

research career commitment on the part of the awardees. In 1977 the Internal

Revenue Service concluded that the NRSAs should be considered taxable because,

in its view, a health research or teaching obligation plus government

copyright privileges, involve a substantial quid quo pro and, therefore, the

award is made primarily for-the benefit of the grantor.
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Congress has legislatively nullified the IRS 1977 ruling by statute for

particular periods of time on three separate occasions. However, the most

recent of these statutory exemptions expired on December 31, 1981.

The Department of Health and Human Services (DHHS) supports an extension of

treatment of NRSAs as tax exempt scholarships under section 117 of the

Internal Revenue Code through the end of 1983.* The primary beneficiaries of

the program are the individual recipients whose education and training are

furthered. Later service for the Federal Government, or even in particular

georaphic areas, is not a requirement. Any secondary benefits to the general

welfare accrue to the nation, not to the DHHS as donor. Neither the

Department nor the sponsoring institution may designate the NRSA recipient's

eventual employer. In sum, the sole purpose of the award is to train the

recipients for a career in biomedical or behavioral research.

In the Omnibus Budget Reconciliation Act of 1981, Congress made several

changes in the NRSA statute that are supportive of tax exempt scholarship

status for the awards. Moreover, report language accompanying this Act

emphasized that the primary purpose of the award is to help recipients become

qualified for research careers and not "for the purpose of receiving services

designated by the grantor."

NRSA recipients, particularly MDs, forsake a marketplace salary several times

greater than the modest amount of postdoctoral NRSA awards in order to train

for careers in biomedical research. NRSA recipients appear willing to accept

a lower amount to undertake research training, because they view the program

as an investment in their own futures, and they are excited by the

intellectual challenge of participating in the future of biomedical science.

We, therefore, urge the Committee to favor an extension of the tax exempt

scholarship status for NR$A awards through 1983.

I will be pleased to respond to any questions you or the Committee may have.

*Essentially, section 117 permits predoctoral students to exclude
the entire amount of their stipend from taxable income while it
allows postdoctoral students an exclusion limited to $3600 per
year.
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Senator PACKWOOD. It would be my inclination to extend this
beyond 1983, but I understand the administration's desire to want
to look at the entire problem:

Dave?
Senator DURENBERGER. Thank you very much, Dr. Merritt.
Dr. MERRITT. Yes, sir.
Senator DURENBERGER. I appreciate it very much.
Senator PACKWOOD. We will move on to S. 1923, and the next

witness is Richard L. Griffith.
Good morning.
Mr. GRIFFITH. Good morning, Mr. Chairman, Senator Matsunaga,

Senator Durenberger.
Senator PACKWOOD. Do you have a statement on this issue, Sena-

tor Matsunaga?
Senator MATSUNAGA. Yes, I do, Mr. Chairman.
Mr. Chairman and members of the subcommittee, I wish at the

outset to thank you for holding this hearing on the bill which I in-
troduced, S. 1923. Now, this bill would allow corporate sugar grow-
ers to enter into joint venture'with other corporations and still use
the traditional method of income accounting, the annual accrual
method.

The Hawaiian sugar growers had a catastrophic year in 1981 and
face an equally disastrous year in 1982. To obtain the capital
needed for continued operation, one of the sugar companies is seek-
ing to enter into a joint venture with another corporation. How-
ever, under present law the annual accrual method of accounting
currently utilized by the sugar company could not be utilized by
the joint venture. The joint venture is barred from using the ac-
counting method.

Now, this prohibition constitutes a major roadblock in keeping
the affected sugar plantation in operation. My bill would permit
them to seek their own means in the private sector to stay afloat.
The sugar industry is the- third largest revenue producer in
Hawaii. That industry is now severely threatened by huge financial
losses. The cost of production of sugar in Hawaii is far above the
current market price and the Federal loan support program price.

European Economic Community practices have in effect caused
this predicament for our domestic sugar industry. The European
Community guarantees a high price for its own sugar industry and
subsidizes enormous amounts of exported sugar. Up until 1975 the
European Community imported sugar. Today it is- exporting sugar,
and its subsidized exports are capturing more and more of the
world market. The Hawaiian Sugar Planters Association has joined
in support of a petition under section 301 of the 1974 Trade Act
that seeks to curb this European practice.

I have every hope that the proceeding under section 301 will
achieve its objective. However, although proceedings began in early
October last year, the European Community has only recently
agreed to consultations, 4 months after consultations were request-
ed.

Under the rules of both section 301 and the International Subsi-
dy Agreement, the consultations should have been concluded by
now. In the meantime, the U.S. sugar industry continues to incur
heavy losses due to the low selling price of sugar brought on by the
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dumping of government-subsidized European exports in the world
market. The Hawaiian sugar industry lost $83 million last year. It
anticipates losses this year approaching $80 million. Two of the
largest sugar producers temporarily closed plantation and factory
operations, thereby idling 4,400 workers. One plantation has initi-
ated a permanent closing affecting 500 workers and removing
16,000 caneland acres from cultivation. The permanent closing of a
second plantation is also under consideration. This would affect an-
other 500 workers and 18,000 acres.

Union workers on the plantations have agreed to forgo scheduled
pay adjustments. The Governor has organized a task force to deal
with the emergency. The State legislature is considering various
ways of helping the sugar industry, including a loan program. The
senior economist of the First Hawaiian Bank estimates that sugar
supports nearly 10 percent of the Hawaiian work force directly and
indirectly. Industry problems have grave repercussions throughout
the State of Hawaii.

I would like to include, Mr. Chairman, as part of the hearing
record following my statement, various news articles on the eco-
nomic difficulties of the Hawaiian sugar industry.

Senator PACKWOOD. Without objection.
[The prepared statement of Senator Spark Matunaga and the in-

formation referred to follow:]

94-640 0 - 82 - 4
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STATEMENT OF THE HONORABLE SPARK M. MATSUNAGA
IN SUPPORT OF S. 1923

BEFORE THE SENATE FINANCE SUBCOMMITTEE

ON TAXATION AND DEBT MANAGEMENT

FRIDAY, APRIL 23, 1932

MR. CHAIRMAN, AND MEMBERS OF THE SUBCOMMITTEE, I WISH AT THE

OUTSET TO THANK YOU FOR HOLDING THIS HEARING ON MY BILL, S. 1923.

THIS BILL WOULD ALLOW CORPORATE SUGAR GROWERS TO ENTER INTO JOINT

VENTURE WITH OTHER CORPORATIONS AND STILL USE THE TRADITIONAL

METHOD OF INCOME ACCOUNTING -- THE ANNUAL ACCRUAL METHOD,

HAWAIIAN SUGAR GROWERS HAD A CATASTROPHIC YEAR IN 1981 AND FACE

AN EQUALLY DISASTROUS YEAR IN 1982, To OBTAIN THE CAPITAL NEEDED

FOR CONTINUED OPERATION, ONE OF THE SUGAR COMPANIES IS SEEKING TO

ENTER INTO A JOINT VENTURE WITH ANOTHER CORPORATION. HOWEVER,

UNDER PRESENT LAW THE ANNUAL ACCRUAL METHOD OF ACCOUNTING

CURRENTLY UTILIZED BY THE SUGAR COMPANY WOULD NOT BE UTILIZED BY

THE JOINT VENTURE. THE JOINT VENTURE IS BARRED FROM USING THE

ACCOUNTING METHOD, THIS PROHIBITION CONSTITUTES A MAJOR ROAD

BLOCK IN KEEPING THE AFFECTED SUGAR PLANTATION IN OPERATION, MY

BILL WOULD PERMIT THEM TO SEEK THEIR OWN MEANS IN THE PRIVATE
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SECTOR TO STAY AFLOAT.

THE SUGAR INDUSTRY IS THE THIRD LARGEST REVENUE PRODUCER IN

HAWAII. THAT INDUSTRY IS NOW SEVERELY THREATENED BY HUGE FINANCIAL

LOSSES. THE COST OF PRODUCTION OF SUGAR IN HAWAII IS FAR ABOVE THE

CURRENT MARKET PRICE AND THE FEDERAL LOAN SUPPORT PRICE.

EUROPEAN ECONOMIC COMMUNITY PRACTICES HAVE IN EFFECT CAUSED

THIS PREDICAMENT FOR OUR DOMESTIC SUGAR INDUSTRY. THE EUROPEAN

COMMUNITY GUARANTEES A HIGH PRICE FOR ITS OWN SUGAR INDUSTRY AND

SUBSIDIZES ENORMOUS AMOUNTS OF EXPORTED SUGAR. UP UNTIL 1975, THE

EUROPEAN COMMUNITY IMPORTED SUGAR. TODAY IT IS EXPORTING SUGAR AND

ITS SUBSIDIZED EXPORTS ARE CAPTURING MORE'AND MORE OF THE WORLD

MARKET.

THE HAWAIIAN SUGAR PLANTERS' ASSOCIATION HAS JOINED IN

SUPPORT OF A PETITION UNDER SECTION 301 OF THE 1974 TRADE ACT

THAT SEEKS TO CURB THIS EUROPEAN PRACTICE. I HAVE EVERY HOPE

THAT THE PROCEEDING UNDER SECTION 301 WILL ACHIEVE ITS OBJECTIVE.

HOWEVER, ALTHOUGH PROCEEDINGS BEGAN IN EARLY OCTOBER, THE

EUROPEAN COMMUNITY HAS ONLY RECENTLY AGREED TO CONSULTATIONS --

FOUR MONTHS AFTER CONSULTATIONS WERE REQUESTED. UNDER THE RULES
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OF BOTH SECTION 301 AND THE INTERNATIONAL SUBSIDY AGREEMENT, THE

CONSULTATIONS SHOULD HAVE BEEN CONCLUDED BY NOW, IN THE

MEANTIME, THE U. S. SUGAR INDUSTRY CONTINUES TO INCUR HEAVY

LOSSES DUE TO THE LOW SELLING PRICE OF SUGAR BROUGHT ON BY THE

DUMPING OF GOVERNMENT-SUBSIDIZED EUROPEAN EXPORTS ON THE WORLD

MARKET.

THE HAWAIIAN SUGAR INDUSTRY LOST $83 MILLION LAST YEAR.

IT ANTICIPATES LOSSES THIS YEAR APPROACHING $80 MILLION, Two OF

THE LARGEST SUGAR PRODUCERS TEMPORARILY CLOSED PLANTATION AND

FACTORY OPERATIONS THEREBY IDLING 4,400 WORKERS. ONE PLANTATION

HAS INITIATED A PERMANENT CLOSING AFFECTING 500 WORKERS AND

REMOVING 16,000 CANELAND ACRES FROM CULTIVATION. THE PERMANENT

CLOSING OF A SECOND PLANTATION IS ALSO UNDER CONSIDERATION; THIS

WOULD AFFECT ANOTHER 500 WORKERS AND 18,000 ACRES.

UNION WORKERS ON THE PLANTATIONS HAVE AGREED TO FOREGO

SCHEDULED PAY ADJUSTMENTS, THE GOVERNOR HAS ORGANIZED A TASK

FORCE TO DEAL WITH THE EMERGENCY, THE STATE LEGISLATURE IS

CONSIDERING VARIOUS WAYS OF HELPING THE SUGAR INDUSTRY, INCLUDING

A LOAN PROGRAM.
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THE SENIOR ECONOMIST OF FIRST HAWAIIAN BANK-ESTIMATES

THAT SUGAR SUPPORTS NEARLY 10 PERCENT OF THE HAWAIIAN WORKFORCE

DIRECTLY AND INDIRECTLY. INDUSTRY PROBLEMS HAVE GRAVE

REPERCUSSIONS THROUGHOUT THE STATE OF HAWAII. I WOULD LIKE TO

INCLUDE AS PART OF THE HEARING RECORD FOLLOWING MY STATEMENT

VARIOUS NEWS ARTICLES ON THE ECONOMIC DIFFICULTIES OF THE

HAWAIIAN SUGAR INDUSTRY. CERTAIN ARTICLES ALSO RELATE STATE

ATTEMPTS TO COPE WITH THE RESULTING UNEMPLOYMENT AND ECONOMIC

PROBLEMS.

THE GOVERNOR OF HAWAII, THE HAWAII STATE LEGISLATURE, THE

FOUR COUNTY MAYORS AND COUNCILS, -- IN EFFECT ALL LEVELS OF

GOVERNMENT -- ARE GRAVELY CONCERNED ABOUT THE PLIGHT OF THE

HAWAIIAN SUGAR INDUSTRY. EVERYONE IS SEEKING ALTERNATIVE MEANS

OF SUPPORTING THE INDUSTRY OVER A DIFFICULT TRADING AND MARKETING

PERIOD.

ONE OF THE SUGAR COMPANIES, AS I STATED EARLIER, HOPES TO

KEEP ITS SUGAR PLANTATIONS AFLOAT THROUGH A JOINT VENTURE

OPERATION, BUT THAT EFFORT IS BARRED FOR ALL PRACTICAL PURPOSES,

BECAUSE OF THE RESTRICTION UNDER THE TAX ACCOUNTING PROVISION.
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IN 1976, I PROPOSED A CODIFICATION OF THE ANNUAL ACCRUAL

ACCOUNTING METHOD FOR HAWAIIAN SUGAR COMPANIES. THIS ACCOUNTING

METHOD HAD LONG BEEN SANCTIONED BY THE INTERNAL REVENUE SERVICE

AND THE CONGRESS ADOPTED MY PROPOSAL AS PART OF THE 1976 TAX

REFORM ACT.

WHEN I PROPOSED THE CURRENT PROVISION OF THE LAI, I LIMITS ITS COVERAGE

TO CORPORATIONS. THIS LIMITATION WAS INTENDED TO PRECLUDE ANY

TAX ABUSE OF THE ANNUAL ACCRUAL METHOD OF ACCOUNTING BY INDIVIDUALS

IN A TAX SHELTER SCHEME. As PROVIDED IN THE TAX REFORM ACT OF

1976, THE ANNUAL ACCRUAL METHOD OF ACCOUNTING MAY BE USED BY

CORPORATIONS ONLY,

AS LATER EVENTS HAVE SHOWN, I HAD OVERLOOKED THE NEED TO

INCLUDE CORPORATE JOINT VENTURES. UNDER CURRENT LAW, WHILE

CORPORATIONS ARE PERMITTED TO USE THE ANNUAL ACCRUAL METHOD OF

ACCOUNTING, CORPORATIONS ACTING IN JOINT VENTURE ARE NOT,

MY BILL S. 1923 WOULD AMEND THE LAW TO PERMIT CORPORATE

JOINT VENTURES TO UTILIZE THE ANNUAL ACCRUAL METHOD OF ACCOUNTING.

IN LINE WITH THE ANTITAX ABUSE PROVISION IN THE ORIGINAL PROVISION,

WHICH I PROPOSED, THE ANNUAL ACCRUAL METHOD OF ACCOUNTING WOULD
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REMAIN UNAVAILABLE FOR INDIVIDUALS, PERSONAL HOLDING COMPANIES,

OR CLOSELY HELD CORPORATIONS,

CONSIDERING THE DIRE SITUATION OF THE SUGAR INDUSTRY IN

HAWAII AND THE OVERALL GRAVE CONCERN OVER THE AILING INDUSTRY

THROUGHOUT MY STATE, S. 1923 WOULD PROVIDE A SMALL BUT NEEDED AND

WELCOME ASSISTANCE TO THE PEOPLE OF HAWAII. THE REVENUE LOSS

WOULD BE INSIGNIFICANT, IF NOT NONEXISTENT, THE COMMITTEE'S

FAVORABLE CONSIDERATION OF MY BILL WILL BE DEEPLY APPRECIATED.

THANK YOU VERY MUCH.
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go over the Puna Sugar situation..

However.' it was believed plans
for Amfac do not include' a state-
financed 'task force" approach such
as was created in the wake. of the
closing of Kohala Sugar Co. on the
Big Island several years ago. .
* Amfac officialss wou~d not com-.
ment on any facet of the Puns mat..
tar. C . ... . .

Sigar" follows, YwordilaeatO year
fromA fac president..

'Henry 'Walker" that the: firm'was"considering" closing up both Puna
and- the 18.000-acre Oahu Sugar .Co.
operation. ' . , " ' .' .. . ; .:

Thatannouncement 1d to la rash
of meeting among the company.
the union and others aimed at find-
ing ways of saving the 'two sugar.
operations..

Should the. Puna plantation shut.
'own go through, It will undoubted.

. .:.... I I...
* , I;.*1 l ~ ~

.. , .

* ly send, angry-ripples through
ILWU ranks. 'The union had been
asked -to cooperate with Amfac. -to
keep the killing plantations in
production. One' step widely
rumored was a move to have work-

rs -f&go' pay hikes for the tin,
being. ..

Walker reportedly met with,
union leaders yesterday afternoon
,on Oahu to discuss the situation.

The'losing of Puna Sugar, if it
takes place, is related to declining
worldwide sugar prices and the
gradual transformation "of Amf(c
into a. firm with substantial nonis-
-land ownership.
.. Axrac has reportedly been losing
In tbq.PW~l~crhood of $5 million a
month 'on lg sugar.'plantations. 'A
recent study.by the fir of Merrill
Lyncb.. Piece, Fenner and Smith
commissioned by Amfac directors
reportedly advises the firm to get
out of theinga business.

Aquarterly meeting of the Amfac
board of directors is set for Kauki in
about three months at which Walk-
er would presumably have to an-',wer to the Merrill Lynch repor
See Phaseout on'Pae A-ge,, of.



P aseout of Amfac's Puna Sugar plantation expected
/from page one

and to his actions on the losing
sugar operations.

A phased close-out, with the
possibility of replacement crops or
even retention of some sugar if
prices gain, would be preferable to
an immediate total shutdown.

Amfac. one of Hawaii's oldest
major firms with some $2.2 billion
in annual revenues, is today one-
quarter owned by Gulf and Western
Industries, a Mainland conglomerate
with wide Interests. including Main-
land sugar production.

Presumably, a stockholder with
that sizable a stake in Amfac wold
wield a lot of clout In pressuring

A.

Walker to end the substantial sugar
losses. Walker, a Hawaii native, has
long sought to keep the sugar end
of Amfac alive, but outside stock-
holders would not want that to be
done out of Island sentiment when
sound business judgment would dic-
tate closing plantations.

A phaseout of Puna might thus
help placate such stockloders by

ILWU leader looks at sugar problems during visit
James Herman. ILWU interna-

tional president, met with key lead-
ers of his, union in Honolulu yester-
day to discuss the future of Ha-
waii's beleaguered sugar and pine-
apple industries.

Herman. who flew here from his
San Francisco headquarters Mon-
day. declined to discuss the sugar-
pineapple situation.

A union source said Herman's
main purpose in coming to Hawaii
was to discuss the crisis in the

sugar industry, which is seeking re-
lief from a, 10 percent wage in-
crease due Jan. 31.

The ILWU and industry agreed in
March to a one-year extension of
the contract to Jan. 31. 1983, contin-
gent on the 10 percent pay increase
this year. At that time, sugar was'
making good money and'was agree-
able to the extension.

However, the bottom soon fell out
of the sugar market and losses are
expected to run into the tens of

millions on most plantations for the
past year.

The ILWU's sugar negotiating
committee met with Herman on
Tuesday. Officers of the Local 142
executive board met with him yes-
terday. I

Talks between the ILWU and the
pineapple industry, which began
Dec. 18, have been low-key since
management asked the union for a
one-year extension of the present
contract without a pay raise.

showing that some action is" being:
taken on the sugar front. The
theory might be that by taking tNs.
step. management might defleCt '
calls for a complete end to Amfaco@
sugar activities.

There has been a steady succes..
mn of sugar plantation cosures in•
the Islands In recent years. In addi-.
tion to the Kohala Plantation on the
northern tip of the Big Island,
Kahuku Sugar Plantation on Oahus
North Shore has been shu".

At Kohala, the state-organized
task force put up some $5 million in
loans for diversified agricultural
operations and other businesses to
repiaee sugar. That effort met with
limited success at best.

At Kahuku. several alternate
crops have emerged, some with
state help and others independent.
Including cash-crop farming and
prawn production. Results there
have been mixed.

At Puna, the strongest candidates
for alternate crops for the short
term seem to be papaya production
and flower nurseries. -



"rice support called safety net
to keep sugar produ
Isy Kit Smith
Addeitser h" 'w al Eda..e

Actually.tough times,

lobbyists wilTne U.S. farm b:'l enacted last month with sugar farm bil's ra
included for the first time 'is not a panacea, need- final floor dless to sav to this audience,'" louse Minority Whip "everyone iThomas Poley told the Hawaiian Sugar Planters' s okers noAssociation's 100th anniversary meeting yesterday. ho L)"But it's perhaps a safety net of a kind" to keep For U.S.domestic producers going: r., to prices "isdespite depressed prices.' Yet he saidthe Washington state' sense of thate saidDemocrat said.s

The 1981 collapse of the' containing dsugar market was illustrat- sugar- baned in a later talk to the P f the SenatHSPA gathenng, held in, - , sugar-Amfac Inc.'s board room.; r" " ' -.; Since everJohn Bunker. the new im - - 'president of California & , . .income, "eveHawaiian Sugar Co.. report- . . explained. Ined that net cash returns to e he said.Hawaii's sugarcane growers , he other
- including molasses re- p.The other

suits - will total about "o:ters amS376 million for 1981, down V , hoaxters anl
.,telling of alle

from the S530 million re- ' ":'.-- " ' tion.ported a year ago. I O'ConnellThe 1981 figure is based I "eal. H oodson a return of 17.8 cents I t oodsper pound - well below . X .. safe and doethe HSPA-eomputed aver- t s hf e isage cost of production for Foley that there is
creases risk

the Hawaii industry of 19.3 cents per pound. however. thatEstimates of aggregate losses among Hawaii He suggestedgrowers on 1981 operations have run as high as of nutntions$100 mi lion, said, "we muHawaii's industry, exposed to boom-bust cycles those who slastarting in 1974 and 190. today stands "in perhaps While perits most difficult position ever." said HSPA Chair- crose'" in theman John "Doe" Buyers. in opening the meeting. year in 1970Buyers. president of C. Brewer & Co. Ltd., later was consumptionelected to a third term in the HISPA post. sweeteners haSupporting his assessment was Amfic Inc.'s an- that same sp,ouncement yesterday of plans for a phased closing fructose cornAf its !ss-plagued Puna Sugar Co. has mped
em one pound a year to 20. he said.

ers going
sugar growers are not alone in facing
. said Foley, who is credited by HSPA
th securing the necessary votes for the
azor-thin 205-203 victory Dec. 16. (In the
debate. when Tom Foley rose to speak,
stened" - in marked contrast to earlier
ted HSPA Vice President Eiler Ravn.

agriculture as a whole, the ratio of costs
the worst since the 1930s." said Foley."1 don't think urban people have any

it was no surprise that the farm bill -
17 cents per pound price support for

ely passed the House after easy passage
e farm bill with an 18-cent prop for

y state has at least some agricultural
ry U.S. senator is a farm senator." he
the House, by contrast, perhaps two-

members "have urban constituencies,-

guest speaker was John -O'Connell
the Sugar Association. who blasted
quacks" for "lies and deceptions" in

ged harmful effects of sugar consump-

quoted a new book, "Vitamins and
the Great American Hustle," as say-

xng other things, sugar is "perfectly
s not cause diabetes or obesity - and

no evidence sugar consumption in-
of heart disease. (The book concedes.
sugar "is a factor in tooth decay.")
d the possibility of requiring licensing
s. "as we do with doctors." Also, he
st make clear we are willing to sue
under or libel us atrociously."
cap.ta consumption of sugar - "su.
trade - declined from 102 pounds a
to about 85 pounds a decade later.
of "nutritive" (calorie-containing)

a held steady. O'Connell said. During
an. per capita consumption of "high
syrup," a lower-cost sugar substitute.omn one pound a year to 2D. he said. * N.M... of pa.e& is 1991.

F

Costs 2nd highest
at Puna Sugar Co.

Anfac !nc.'s Puna Sugar Co...
shows up as Hawaii's second-
highest-cost sugar producer on #
Hawaiian Sugar Planters' Associa-
tion table.

Only Pioneer Mill. another Amfac..
unit, has higher costs. But Pioneer,
Mill is viewed by its parent as.internally subsidized, standing as.
part of Amfac's overall West Maui
operations including the profitableo'
Kaanapali Beach Resort.

The JNSPA cautions that differ-
ences in accounting methods had to
be adjusted for in arriving at figures
- and that individual plantations'
performances were affected by dif-
fering weather.

Almwdw a laviwim he.
W= ........... 377.1 t.o
.ksy S.uw ... Vil 18.9 .

Te ...... 40.2 18.2Andec bw
FAha ..u . 110.8 15.8
tON" plankwAf .... 14.8 21.4
o0 kv ..S . 204.4 21.7
P MA ....... 82.5 24.4
PunaSU ..... 107.1 23.3

Ted ....... 63.6 21.2'

C. l1ie.... & Cs "iCoow ....... 174. 19.1
Ko' Sar...... 124.2 163
04.1.. ...... 64.0 15.3
Waih v Sugr .. . 49.3 15.4

ToW ....... 412.0 17.2C11101 a C0116 1,,_
W"Mlu. Sugar. 142.0 20.3

The . Davin & C&. tUd.
HOWAkuo SUsg 218.4 19.6

TOWe bmidlky .... 1.984.2 19.3c
" raot of P&* if tg"I.

i
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Fuii proposes co-op
/ to save Puna sugar

>1",:

By Hugh Clark when Castle & Cooke shut Kohala Sugar Co..
Ajderiae, big bland Buet,, V Roy Blackshear, head of the Shipman es-

tate which leases land to Amfac, yesterday
HILO - County. Councilman Tomio Fujii. told The Advertiser he was caught by sur-

who represents Puna and is a Puna Sugar prise. He learned of the shutdown, he said;
employee on leave, yesterday proposed to from public officials and news accounts in.
save sugar in the area with a plan to use stead of Amfac officials.
non-Amfac sugar lands as the core of a new "'We've been in bed with Amfac for 81
plantation that couldbe.run by theworkers yeirs It'5 a strange way'to end things, said
asea cooperate d . .. ,.''"' Blackshear, whose grandfather, William H.

e iea would- ' .. 1 Shipman. first leased the lands to Arnfac in
require an agree. 1900.ment by Amfac to " "a , Blackshear said that shortly after the Punalease its sugar mill -Sga anouceen .. r he gop
at Keaau to the'co- , . -u anucmn ,w rtregop
at he ove ..- , -' . desiring the lands contacted him.

Fujii said sugar Matayoshi called the closure "a very de-
should be given A.,' -pressing situation" but said he refuses to
another chance. We'; ,1"- -j, give up on agriculture in Puna.
can make it if we
eliminate the high
overhead (in man-
agement)."

Fujii's plan is
based on the idea of
using some nearly
5,000 acres of prime
cane lands now leas-
ed by Puna Stigar
from the W.H. Ship-
man Co. of Keaau
which has 8,000
acres under lease to
Amfac.

Big Island Mayor
he would want "to

p Fjq.S u

Herbert Matayoshi said
put a pencil" to Fujii's

proposal and see if it would work out eco-
nomically. If it does, he indicated he would
support it.

Matayoshi said he was caught off guard by-
the Puna closure, which he believed was
forced upon Walker by out-of-state share-
holders in the large company.

Matayoshi said he would oppose any gov-
.ernment "task force" treatment for the Puna
crisis similar to the one used a decade ago

* "I'm a little upset they didn't tell us off the
bat," Matayoshi said, banging his desk with a
fist as he recounted how he met with Amfac
representatives last month in response t9
their pleas to help save Puna Sugar.

"We were all under the assumption if we
helped, they could continue," Matayoshi said
adding that Amfac lobbyist Robert Oshiro, a
Wahiawa attorney and Democratic Party'.
organizer, "said he was quite embarrassed by-
it (the shutdown)."

Oshiro. a former legislator, appeared before
the county council last month to urge sup-
port for Amfac's mini-sugar act at the state
level.

Matayoshi predicted all of the businesses
on the Big Island would be affected by the
closing. And he said the surviving sugar
companies would find production, storage
and shipping costs climbing because there-
will be fewer companies to share the costs.

The mayor said he would expand the six-
member Sugar. Advisory Committee he form-
ed three years ago as a lobbying group to
seek congressional support for sugar pric.e
supports in Washington.

,/,
>004100llopl(f -% -

W
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The Hn u Advertiser
Thuraon Twill-Smith " 6,e & .

' J n' Griffin u l pop U ..k ,
, . Mie Middksworth MUNq'.4 wEdk .

nd" thi fuure

The closing by 1984 j of Puna. We have, long said that the
Sugar Company is a blow to 'the. tial value -of the- Kohala Task Force
state economy. the industry and to operation and approach might ben
the already hrpesd B i ind. s owing nottodo it next time.
But as vIf ' Governor Ar yoshi, Amfac,

B ut as G o er o • Ut/ ' , . .. , . . . . ,s ' . .

this is also a circumstance wit a.: the ILWU 'and others 'have learnedfringe of hope 1".. . 'thelesson -
The challenge nw eto' e iiii ' -iM*,,. -In faft,. what -was notable yester-

best of a sad situation,, and 1"i da " the a o corob
it a learning exprec toward ,an 'tween the state, company and union
uncertain future for, s andqtae i the best of a bad but
Hawaii economy- in gene unvodabe situation.

,w T actual J s .
prise. the phase-out at Puna was
hot unexpected in that Amfac presi-
dent Henry Walker Jr. had talked
about this as his firm's' most trou-
bled plantation. It was a likely
candidate for being first to go..

Accepting the Amfac position that
this is a high-cost, low-yield opera-
tion with heavy.(some $10 Million a
year) losses now and no real hope
when sugar's picture brightens,
there nre snm. noalt.Iv. flReCt*

IF PUNA does turn out to be an
example of how to do it better, it's
uncertain what plantation might
.come next, and when.

The health of, each plantation is
separately measured (depending on
quality of land, weather, equipment,
etc.) within the general health of
the sugar industry in Hawaii and in
the nation. Some ,plantations here
are close to breaking even or mak-
ing a profit, even in the present
rough period.

...... . IT . 'ts notable tnat walker 81u
The phase-out. period will run Amfac was perhaps five years from

three years, allowing time for both a decision on the future of Oahu
transfer of some employees to other Sugar Company, the other planta-
Amfac operations and for a transi-., tion that. he suggested recently
tion at Puna. might have to close.

The plan to give each. employee H . e . '...
about live acres of land above regu- He also expressed more optimism
lar severance pay should both help u than before about sugar's future
workers economically and speed lere, saying that this may be a low
Puna's transition to other types of U point in its current round of trouble
agriculture. . {due to uneconomic prices and

-__ ".____ djimMn gi n-athhe mwrld-markeL.If so.

i
I

i

o

o
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AS Walker noted. tis means a
shift from industrial agriculture to
more of a cOttage type to be carried
out by individual families, with
some assistance from * non-profit
company to be set up by Amfac.
That may include papayas, flowers
and foliage for export, although the
economics of the situation are un-
clear. Perhaps cooperatives will be
part of the answer.

At the same time, Walker said
Amfac wants to accelerate its own
new agribusiness operations at
Puna in papaya and other fruit
production. That should also mean
marketing help for independent
growers in the area.

ALL IN ALL, what Amfac
promises in Puna stands in contrast
to what happened in the last planta-
tion closing, in the early 1970s
when Castle and Cooke announced
it was going to phase out Kohala
Sugar Company at the north end of
the Big Island. A state-county task
force, set up to deal with the eco-
nomic disruption, ended up spend-
ing more than $5 million with few
jobs provided and some scandalous
mistakes painfully evident.

that would be good news.
Realistically, however, it would

seem that eventually more sugar
plantations will have to close, re-
duce acreage or switch to other
crops. How many and when remain
key questions.

THE PIIOCESS of transition at
Puna and what it* says about the
problems and potential of. the. state.
are questions both for the state
administration and Legislature..

Walker says Amfac won't Seek a
subsidy or other financial help from
the state or counties. That is both
good and realistic politically. But
we are clearly in a period when
government can help in getting
past a difficult period, perhaps
delaying the inevitable a bit in
some cases, and in aiding the transi-
tion to the future.

The Puna announcement is a
dash of cold water in an already
cool economic climate, especially on
the Big Island. But at the least it
involves some compassion for those
affected- and it shows that more
attention must go to an innovative
agricultural volicv.
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Satayoshi Pledges Efforts <

fo Aid Puna ..Sugar. People
By Llewellyn Stone Thompson

and Russ Lynch ,
Stor.BDaliftn Writers V1

IHILO - Big Island Mayor Herbert
Matayosh said yesterday the news that
Amlaclnc. will phase its 500.employe
Puna Sugar Co. out of business by 194
was "very depress hen1."

But. tayoshi said be will not push
for any "task force"' approach like the
one used when another major sugr
company on the Big Island. Castle &
Cooke's Kohala Sugar, went out of busi.
nm in the mid-0L .

. said he will, 'how#vr, su t
diver agrk to sugar,
chV as papaya and t flowers.

wbh were among Amises propIs"so ossblem a me3,000 acre of
for ~bleusofaome sa3. itwiits =un land the company said. it will

Amfac lac. stocl mpd more
thas two polals 00 ew York
Soc ea today is what may
he a posiea os Wall Stree
to th gloomy news for lawail tha
the company plass to close itsfley. -Pa sgw Co on the
Il Amlaesi.lak y they do

* o newwwhy the slek, wdhc~

4WILROW-Wk 9k t sato h eA U.} ,
at - $; enPto 28% by) it'I.t e lae Jsps t 'r -.am- ,,

• *e 194,ma haetm ny cfu go f el a la aed e.'[die om lsto se f U 3 drlrm

fs,tsxe . sgslatueeaa..,..

netsch. as ~~d p,'o':'Cun

avaphopeo on the 1Wve

, omenof ypaic (low • :'rs. -
tenmpaue container s, wld eni.'

lSpoh' canr a. o 1ve een nsceea-,,

soE CONYMilas."e$0,0

Sdi papaye be, .ad.

Anot oasare he:lp.' wi:'ls,

,a "w ,' stp of 'le bu ..iunaSugar

0employeep ~ WOW ~~tdienlow,

and fu, i-o .n of iew wga

hld to "is W= t aaqo40wmp1M .

o sry ud WlavaMtw ob'w lo.

I uuMillais.epreeeit3 qisod andj

-Everything will be hard. said Mar.
tin Alconera, a truck driver with 11
years with Puna Sugar. He.said people
might return to the "old days" when fish
anx meat were bartered, but that would
not solvo the problem of making mort.
gage payments.

GEORGE CHIQUITA. a company reti.
ree whose son works for Puna Sugar.
expressed doubts about the value of the
fivo acres per employee offered by the
company. Chiquita said thieves would
steal crops and- equipment unless a

Turn to Pae A .Col
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Puna Sugar Co. News 'Very DE
/ Continued from Page One

hfouie could be built on each five acres.
That is something Amfac and county

officials have said would require zoning.
changes

Domingo Baguio, a truck driver with
18 ye3rs with the company, said he is
not interested in farming and even if he
had to take it up, he has 'no money to
finance livestock and equipknenL

Kiichi *Keke" Togashi. who started
working for the company in 1937. said
simply. "1 get no idea what. I'm going to
do."

Daniel Victorino said he worked as a
farm laborer in California for two years
in the mid-1950s when he was laid off
by Pun3 Sugar. but doubted he could do
that this time.
,,Matavoshi said he will begin studying

alternative employment possibilities for
Puna Sugar workers who' will be laid
off.

THOMAS TRASK. regional director of
the ILWU, said in Honolulu ,yesterday he
believes-the majority of the Puna work-
ers will accept the land grant and take
up farming on their five acres. After all,
Trask, said. the majority of the Puna
workers already are farmers.

But Trask said that before Puna
Sugar begins its shutdown a full agree-
ment must be reached with his union on
benefits for the laid-off workers.

Henry A. Walker Jr.. Amfac chairman
and president, s'lid yesterday the
company is a long way from making a
decision on the fate of Oahu Sugar Co..
its other big losing plantation.

He said there a st t can be
taken to improve heoutlook of Oahu
Sugar and Amfac's sugar operations on
Maui and Kauai, but at Puna. which he
said will lose $18 million in the next two
years, there was "no solution except dis-
solution."

Hawaii County Councilman Tomio
Fujii, an employee of Puna Sugar. held
out the possibility that the company
workers might run the sugar company
themselves. He said continued operation
might be feasible if marginal lands are
taken out of production.

MATAYOSHI suggested another alter-
native in which sugar grown in Puna
might be trucked approximately 20
miles through Hilo to the Hilo Coast
Processing Co. mill in Pepeekeo, north
of Hilo.

Amfac, however, has said that it
studied many different ways under

.pressing
which Puna Sugar might have been kept
alive and found that the high farming,
costs brought on by bad weather low
sugar yields and other factors make
sugar no longer feasible.

Amfae's Walker said one of the prob-
lems yet to be resolved is Puna Sugar's
five-year contract to sell its excess elec-
tric power -to Hawaii Electric Light Co.
That contract will still have two years
to run'when Puna Sugar closes in 1984.

He said Amfac "would not attempt to
disturb" the agricultural usage designat-
ed by the state Land Use Commission
for the Puna lands.

Walker said Amfae owns about half
the 12.000 or so acres at Puna Sugar.
with the rest, including the land around/
the factory, belonging to others, inclu4/
ing Shipman Estate and the Cathojic
Church.
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c ottage FarmingK
:,Puna Sugar Land\

Cottage farming in Hawaii -is to get a new trial when Amfac
phases out Puna Sugar Co. and grants each of its 550 employees
five acres of fee land as a consolation prize.. "

It will be Interesting to see how well the participants profit.,
from the lessons of the past

One of the first big attempts to launch small-scale farming
was through the Hawaiian Homes Commission program initiated
in 1920.

On Molokai, homesteaders soon sub-leased their lands to the
large pineapple companies. Thereafter they collected land rent.
M.nd many became laborers for the large companies - which
was not what the homestead program visualized.

Overall the principal attraction of -the Hawaiian Homes pro-
grams has been for home sites. Farm and ranch utilization
remains far less than was originally intended.

Puta Sugar, of course, is reversing things. It is going out of
large-scale industrial agriculture - sugar- - and providing lands
for its workers to farm in fee on their own.

The state government tried that on Oahu in the 1950s after the
sugar plantation at Waimanalo closed down. It sold the land off
as small farm plots with the restriction that the lands had to be
kept in agriculture for at least 25 years.

Now that the 25 years are up it finds the farmers challenging
the state objective -of keeping as much land in agriculture as
possible. The owners are looking at retirement. They would like
to urbanize their land to realize a higher return from it..

To prevent such future pressures to change land use, the state
administration has moved to a policy of keeping farm lands in
public ownership. That is the case in Walahole Valley on Oahu,
which the state purchased. It also is the case with agricultural
parks the state has developed or Is planning on the Big Island,
Maui, Oahu and Kauai.

An early question regarding the Puna Sugar lands is whether
homes can be built on the five acres. Amfa.'s chairman and
presdont. Henry Walker, says that will be ap to the coity
government of the Big Island. The (-ccJ.ty 1-i,) vill have t.. r:.i::
its lO-eru: minrniuai sime for farm b.:; : ,'ic pr',:..
go for', i-d.
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Permission to build homes will raise the value of the five-acre
tracts. But a 2,750-acre farm subdivision dotted with 550 homes
obviously will be quite a different thing than that much open
land. It may stimulate pressures to resell speculatively. That in
turn could make more difficult any effort to operate an owners'
association to farm the land cooperatively.

Cottage farming is idealized by many who believe that small Is
better. But it is hard work. It usually has higher costs than
large-scale industrial farming. Financial returns can swing from
feast to famine, as the Big Island's independent sugar growers
already know.

The state has learned on Molokai, at Waimanalo and elsewhere
that cottage farmers don't always respond the way planners want
or expect them to. Independence is one of their characteristics.

Keeping that in mind may be helpful to Amfac, the ILWU,
representing Puna Sugar employees, the County of Hawaii and

\the State of Hawaii as they plan the execution of Amfac's
pgnerous offer. - ...

94-640 0 - 82 - 5
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)apaya proposed for displaced employees
Charles "ruirner

h I . /- I t ite "

'una S iuar Co's 50W employees, faced with loss of
ii .)t.j t-cause the Ilig Isle plantation is closing, will'i h i:'t five acres of land and separation pay of up to,10 inter terms of an initial agreement between the
WU and Amfac Inc.. it was disclosed yesterday.
hut li blarnd Mayor Herbert Matayoshi expressed
-crvai'ns about the concept, noting it would require

'uny -noing changes. And he questioned whether it
is ec ironically feisible
Pna Sugar is expected to lose $S million, during theext two years and Amfac. its parent company.for sever-• months has been considering closing the Big Islandantation.

The unique plan to let the workers try their hand at acottage industry" approach to agriculture - with
owcrs ans papaya being the most likely crops - was
islosed yesterday at a press conference hosted by Gov.corge Anyosh.
Altt'-ugi there hive been closings of other sugar

iinpunii s in recet years. including Kohala Sugar on-e lig Isle. Kilauea Sugar on Kauai and Kahuku Sugar
Oahu. this is the first time management has offeredcc parcels of land to displaced workers to farm as they

i'h.
Ilenry Walker Jr.. Amfac's chairman and president,
id at yesterday's press conference he believed Amfac
s "n. some 5,00 to G.000 acres of land that are used byina Surar. It lea.s another 6,000 from the Shipman
;tate and the Catholic church, he said. He said he didit have the exact figures at hand. None of the leased
dts would be involved in the outright grants to the

.gar workers.
Walker said every eligible employee of the company
iuld get "five acres of fee land at Puna Plantation to
rm or work as he chooses. "In coming months, we will
'irk out a formula and timetable for equitable dustribu-
-n which will be related to years of service with
'1f.c -
Wju;k-r ,iid Tommy Trask. ILWU regional director.
iriunutd on the impending shutdown of the financial-
• uiuuu: 'unua Sugar.
Xriyo-hi. calling it "a sad (lay for ilawau." praised
ilker kr working Aith the state to provide new jobs.
eli'p new products to replace sugar and assist the

iployees and families through the thansition period.
\nil U S. Itep. Daniel Akaka. home from Washington.
d the proposals offered by Amfac could mark -a new

Ariyoshi. left. Walker and Trsk at yesterday's news
conference.

beginning for Hawaii's economy" if the cottage industry
plan works OUL

But Mayor Matayoshi expressed many reservations
about the land division, noting it would We legallyy impos-sible under the present county zoning that has the acre-age zoned in 10-acre agricultural parcels

Besides, Matayoshi said he pointed out to Walker, thecounty would require county standard roadways to beinstalled as well as water lines, which could make sucha land scheme economically Impossible.
Trask. who said later he thought the land alone wasworth $9.000 an acre, praised Walker and Amfac fortheir "open position in this current sugar crisis" and for"trying to meet their responsibility to Hawaii. the Punacommunity and the workers and their families."
Walker said it would be up to Hawaii County officials

to decide whether zoning changes should be made topermit homes to be built on the five-acre parcels. Trasksaid he hoped the county would be helpfuL
Walker told reporters that Amfac made the decision to

close Puna Sugar 'after an exhaustive evaluation of allof Amfac's sugar operations, aimed at cutting currentand anticipated future sugar losses.
Amfac also owns Oahu Sugar Co. in the Waipahu-Ewa

area, Pioneer Mill on Maui and Lahue Plantation and
See Plan for Puna on Page A-4

"tve acres is a landlot
- but not a lot of land

By Ceorge Garties
.dere.,t S.ll It ,i t, . .

Five acres of land is a whole lot better thai a coldwatch. but workerss who get that land %%hen 'ui
Sugar Co. closes wnn't strike it rich as farmers unh'-.
they find a way to solve come tough economy ir.h-
lems.

Local experts say agriculture on that small a '-aejust doesn't make economic sense for mst rr-i A
little farm can't take advantage of heavy ,equi;pmont
and can't grow enough of most commodities to make ia
living for the family that owns it.

Take papaya, which has been suggested ac a ,-sd
alternative at Puna. Robert Souza. head of a papaya
industry grouo said that "to make any kind of mejn.-
ingful type oi living as a full-time farmer" woull re-
quire 30 acres or more.

Therp's another problem with papayas: They need a
fairly dry climate. Most of Puna Sugar's land is too wet
and cold. says state Agriculture Chairman Jack Su%% a

Flowers and ornamental plants, the other favonte
option, can turn a good profit on a small plot, but
nurseries cost a lot of money to start.

First Hawaiian Bank vice president Ri'b,-rt Ota 'a.
it takes S30.000 or more an acre to start erowing
anthunums. and other flower and plant opepratRiti'L rt
almost as much. A bank is unlikely to make that kind
of loan to someone with no training or experience in
the business, he said.

Vegetables. even those that would grow weli on the
Puna land. face stff competition from big Mainland
growers, according to Lloyd Garret of the U.S. Agricul-
tural Reporting Service.

Officials of Amfac Inc. were discussing the plan withthe sugar workers* union yesterday and not available
to explain the details. But one Amfac official. whorefused to be identified. said the land giveaway is more
than a goodbye gesture to laid-off workers.

It's a brand new idea." he said. "By .rying to hir
Amfac agribusiness we hope to build somirthing Oif!,-r.
ent Obviously it's an experiment but one we ti-ant has
potential."

All of the outside analysts supported the pian. b-sj,said the only real hope for filling the gap in the stateeconomy was large-sale agriculture.
Ota said five acres "isn't an economical unit" for

someone trying to make a living as a farmer, but 'on apart-time baais it would make sense.-
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13 C=> ILWU Offers
to Cut Raise.
During Crisis

The ILWU today offered to forego
half of a wage increase for sugar work.
ers that is scheduled to take effect Mon-
day. and then only if there is no unex-
peeted rise in sugar prices in the next
six months

The ailing sugar industry has asked
the union to forego the entire 10 percent
increase for its 7.500 workers covered
under a contract with the ILWU. The
contract expires a year from Monday.

Thomas Trask. regional director of
the ILWU. said he expected a response
by the end of today from the Hawaii
Employers Council. which represents the
sugar industry in contract talks.

Trask said the ILWU offered to simple.
ment only 5 percent of a 10 percent
wage increase on Monday. postponing
the full wage hike for six months.

A 10 percent wage increase wou)d
amount to an average of 70 dents per
hour for each worker. Forgoing half of
that fIdr six months would cost a worker
a total of 360. Trask said.

IF SUGAR PRICES rise from their
current level of 18 cents a pound to as
mt..h as 28 cents a pound in the next
six;months and remain at least at that
level for 30 days or more. Trask pro.
posed. workers should be paid the entire
$360 they would have made if the entire
increase had taken effect Monday.

Trask also offered to accept the first
rent hike since 1946 for workers who
'ive on .plantations. but not nearly as
much of an increase as the industry is
seeking.

Workers now pay about 535 a month
in rent for a two-bedroom house on a
plantation. Trask said. The industry has
asked to triple rents, and the ILWU
offered today to accept rent increases of
$5 a month. Trask said.
. Trask. also offered to create. commit.
tees to examine problems of productive.
ty and sick leave, which have been con-
cerns of the industry, but he refused to
accept increased worker payments to
their medical plan. as the industry has
proposed.
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iinwan's sugar workers hive been
asked by f.nancially strapped
p:anlations not only to waive a 30
pereceit pay hike due Monday. but
alto o accept:

O Modifications or elimination of
inrenhive plans.

0 Ileduct.o.:s in current wage
r;.es. depenc,,z, upon cost savings
ard posiibe reiief from the Legisla-
turo. •

0 Improvements in productivity
and attitudes.

workers fate deep cuts
These were some of the proposals

presented to the ILWU officers and
negotiators at a meeting with man-
agement at the Hawaii Employers
Council on Wednesday.

Although the meeting was not
open to the press. The Advertiser
learned that the sugar industry.
which expects losses from last
Near's operations to run close to
S100 million. asked additional cost-
cutting concessions including:

* A 150 percent hike in present
rental rates for plantation housing
(except for pensioners).

* A doubling in medical dues ex-

cept ior retirees and acceptance of
a greater share of the cost of office
visits, drug prescription and
laboratory-radiotherapy-X-ray.'ees.

The sugar workers were to re-
ceive hourly increases ranging from
61 cents to 86 cents starting Mon-
day under an amended contract
signed a year ;go. They currently
make $$.09 to $8 62 an hour. de-
pending on their labor classification
(there are 11 grades).

But under the proposals made by
the sugar industry this week, they
would give up those increases until
the depressed market gets back on

Its feet.
In addition, new hires coming in

at the first four grades would get
only $5 an hour at the lowest grade
and $6.25 at the top. The current
rates start at $6.09 and go to $6.51
an hour. The reductions range from
an 18 percent cut in Labor Grade Ito 4 percent at Labor Grade 4.

Meanwhile. the IIWU and the
pineapple industry also are deeply
involved in contract talks that in-
volve a financial crisis for three
companies: Dole. Del Monte and
Maui Land and Pineapple.

They asked the union in Decem-

bet to forgo any wage creases foall of this year because of the dr
pressed pineapple market.

Tommy Track. ILWU recio-.i
director and chief spokesman ft
the union, has declined comment e
the sugar-pineapple talked other "t.,
to say that the deadline is rapid.
approaching for an agreement.

The current pineapple con ,ic
expires at midnight Sunday. ILW,
President James Herman. who
headquartered in San Francisco.
sitting In on 'both sets of negoiations.

tions.

.1

Bite the bullet,'plantations ask ILWU

T ". . ' 1k. . ,v - -L - '"". ''
• ',.'t t srWlqby~~~~..-..
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Leadcrb of lawais 7.OOD sugar
workers agreed yesterday to partial
deferment of a 10 percent pay hike
scheduled for Monday. along with
other concessions which they said
were aimed at havingg the indus-
try" from financial ruin.

Although the sugar industry
reluctantly went along with the
ILWU's concessions to proposals
made at a joint'union-management
meeting on Wednesday. industry
spokesman Albert Fraga said.

"We are disappointed in the
union's counterproposal. It falls far
short of what we needed. We want
to make at clear that this doesn't do
anything to reduce costs.

't actually is a deferment of
some wages and affords us no relief.
But even though it falls far short.
we have no alternauve but to ac-
cept"

Tommy Trask. ILWU regional
director, and James Herman. the
union's nterriauonal president, held
a press conference at ILWU head-

Tommy Trsk
Sas UAon Wool hop

quarters yesterday morning is- ' rask said sugar workers would
mediately after giving their coun- get about 36, per person if the
terpropo al to the sugar industry's pnce holds up during the 30-daynegotiaung comnutte. tral period.

Trask ali the umion offered to Praga saio his committee went-defer half ( Monday's 10 percent along with the ILWU's deferralraise for six months, provided that proposal. but with the understand-
industry would make a retroactive ing it would not be a compounded
lump-sum adjtmnent to sugar - increase (5 percent on top of 5 per.
workers in Au if the price of cent).
sugar rises to 28 cents a pound and The union also offered to extend
holds there (or 30 days in the In- the current agreement for three
tenm period. more months, making the effective

Sugar now is worth about 19 expitration date Aprd 30. 193.
cents a pound on the wholesale But Frage said industry *'isn't
market. interested in a 15-month agreement

and the union agreed to an expira-
tion date of Feb. 1. 1963" after dis-
cussing the matter further.

In further concessions the ILWU
agreed to a $5 monthly increase on

r rentals for some 1.600 units of.
i .'y plantation housing whose rates:

have not changed icebv aN tohave not well as appointment of committeesto get better productivity arid to-
correct sick leave abuses by Its:
members-

The sugar committee asked the:
ILWU on Wednesday to consider:'k e r s ~widoe-rangingftt-savngf revisom:g a • to the current contract as well as"for "impr'overnoenti in productivity:and stutudes" and an end to sick.,
leave abuses

But the major item in the indus-:urily pnUt off try's request was a complete defer-
, ral of the 10 percent pay boost

which was scheduled to begin Mon-
day.

The workers are averaging more,
toan $56 a day under existing-
agreement and the total payroll for

Pay hike for sugar workers partly put off
aid:from page one T*. f*act is there may be some e sad the West Coast JLWL

the industry as more than $138 ma- abuses by some of our members on warehousemen and the Teamsterilhon. Sugar offices sa i they expect sick leave. We are prepared to will go into talks with the Northerrto los about 100i million when all again set up committees to curb any California warehouses soon.
repots are in on the 1981 harvest. abuses that may be going on. All of the negotiations are affect

hfs union isprhred t help• "Par be It from this union to say ed by the 'donhil pace of thithe industry... We recognize their that we* would condone that type of economy." Herman said.pth is aid a. W e srecogzte s activity If it is going on." Meanwhile, negotiators for thep clfht." Trek e. t yesterday's Herman. who came here from his ILWU and the pineapple industr3press conference. - w union's international headquarters yesterday jointly announcedTrask sai the ILWU would Igre in San Francisco to assist in the three-day extension of the curren
to set up productivitystudying Cormo sugar talks, said the concessions by pact, which was due to expire a
miles on all plantations 'to make the ILWUJ were 'not intended to" midnight tomorrow.
ia4re that any practices which have p pastern" for other unions. '. '.' A brie! statement from Prraa an(

been going on than are detnmeoDt. he.itd tU I4WU "historically" Trasi said the basic collective bar(o productivity p and therefore not : has ind e t work out problems Iith gaining gh,ements with role. Demiking the plantatins costed ffi. . Industries which are in trouble, lie Monte ard .laul Land & lincapphcit nt" - are allev~art noted that the ILWU currently is in Co. were extended throul;tOn the issue of :k leave, TraSik such talks with the pineapple indus. Wednvay.
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DetailS of ugar Plan
THE NEW FEDERAL farm bill re- ,). e sugar plantations would begin

quires tWe secret of agriculture to.. augmenting t fund by an assessment
support the price sgtr at 17 cents a o 11'per tee of tuar produced annual.-
year f the 1M crop. - .. " . or about $5 million a year, until the

For tbe following three years l sup- fund reached a maximum of $100 mU.l-
port is to be at 171 cents, 775 cents lion.
and I cents a pondk
The secretary is to use duties and fees 3After. the fund reached $100 million,

on imported sugar or other means in. thi lndufty's portion of income from
clouding sugar purchase. Purchases are. the fund would be used to return the'
expected to be unnecasr.: or .nal 150 million to the sltat.

While the federal suppo y are above 4"Unproiltable supr companies withow ve world prdus the a s prdtil n cd osts lo than the average
al average prooton cots f the Hawaiian industry could make

wate n withdrawals from the fund sufficient to
Late 19 1 tio Hawaiian Sugar enable them to break even in a givenPlanters Associatio estimated theat at IL . I ... .":..

193 oenU a pound industry-wlde. but - i *. '
with plat iUon variations from 15.3 '5. Unprofitable.auger companies with
cents to 24.4 cenes. costs higher than the Hawaiian industry

One cent per pOund averaged acWo average could make *withdrawals from
the industry equals approximately $SWO the fund to a maximum of the differ.
million. ence between the average revenues and

Comparisons, it was stressed, are the average cost of the Hawaiian indus-
complicated by weather factors and di- try. This would reduce but not eliminate
ferent acctin methods. . their loss. Thus the fund would not re.

Here a thefi e released ward inefficiency.

Co/a 6. U total industry revenues exceeded
pm"Idwta* " po, d total industry costs in a given year, no

A o f I withdrawals would be permitted by any
8 .. sugar plantation even UI twas uaproti-

mcbkydsSugW 113.1 13.9
Total 1&0. 2 1 .2 7. Plantations that withdrew funds

would be obliged to repay them in
Amfoc I - profitable years by paying 50 percent of

Kektoeo Sow 110-4-" 15 each years pretax profit until the funds
tho Manwmoi . 148* 21A withdrawn bad been completely re

aw Su ... 2MA 21.7 placedL No interest would be charged
Vwm MA . 82-. 244 the sugar company for funds withdrawn.
Pao Sa .... 107.1 23.3 . No plantation could withdraw in

'lan ........ 653A 21.2 any 'ta more han that percentage of
C. Cower' C. . the fund that equalled its percentage of

1o Cor7 ....... - S 19.1 the Hawaiian Industry's total production.
Ko'u Suga ...... 1242 "!.3 In addition, no more than halu the total
Otelk Svg .... ,6A 15.3 fund could be withdawn in the first
W.oIAV Sugar ..... 493 15.4 year. . I-- ,

Tlael ........ 412.0 17.2 9. In the event that a sugar plantation

Castle & Coolie hit went out of business, it would have no
Wlole ger ... 142.0 3 obligation to replace its withdrawal

from the fund except for the obligation
H. " .U& to repay lof any pretax profits in itsHowtokm SoW .. *.. 2NA IV *9 fial'a years

.

The HSPA says the Hawaii industry
could aW lose M$5 ml no IM de-
spite the federal price

It has suggested the following plan for
a"Lton mate support of sar.
7L The s"t would establish the funds

'MIM 8 from the treasury surplus &Il
bond Lawu or othe borrowing.

10. Until withdrawn, the stabilization
fund would be invested to earn a max-
mum return Proceeds would accrue to
the state and the industry in drect
pr tion to their contributions to the

11. The stabilization fund would be
eliminated by mutual consent of the
state and the industry at suct 'time as
an adequate long-termn federal program
was established to protect the sugar
industry.
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The Sugar Industry's
Req uesfor at

srious prposal to help ,pr i id.ve odn'1No.Iagrlcultural:
industr'".-, sugar,- deserves respecfu omIderation at the
Legislature,. , -

That goes for the one advanced last Friday by the Hawaiian
,Sugar'Planten' .Association. It is detailed elsewhere on this page.
At first glance, however, the HSPA' plan 'appears to offer a lot
more to the Iidust y than It does t6 the public..

The public Is to' put up. $50 million Imhnediately. The industry
is to match It only over 10 years - even if therq should be a
return of the sugar price roller coaster to. soaring prices and
windfall profits before thal , .' , -i

The kas from the fund are intrt ree . .
Thereis no unqertatlnlon tie Ilusthys part tlWt any partic.

ula..lantatloo wille kept aive as a result, only a promise te
the =490lpun Public Uos would be $50 million.' -

* Fift, O s*&,"a m uch-used.flgure these al..":.', l
ltepesnt a~ot 50Per pesnfrevey Qa, Woman a&d

child lathe ,tat. . , ,:.^ ' . , .
It Is the amot Gov. George Ariyosh.,Would provieac

individual, 'ate resident as a permanent anual tax credit to
thS ;ofe a4 Permet tax nfo'n d rfrj.

Ill de unt Hawalaa Electric .Co, says Itcul 'hveoffelcrcb1llsby bprninjchepe bpt lgbe-V ppltn u at Wt
• . ,Kaaepower . "*.,'. .. .Plan..
-* .. Under the a $30 mmw'com ltmetnt to

suga might be. a bargan It ould be a ll, fors.than t. .c t Unemploymnt benfits if s portion
• d it. It s notdclear Wmt tw% actually buy

14 te. o i beane to tm'epub, , . '".
Nos IS It clear- what prcee ts Crysler-tpe bailout of

sugar.m t'n t'have for othmr Industries her Wi pinapple W
lsU beext in Vast

.The.HSPA hs put a provocatye proposal on the tabl& But the
state administratlo, the Legisature and the public need to give
it very atesve aUalpis, thought and debate before action is
even considered ..

The SituU is not o panic that ther has to be fnal actio
Intji pm! M elslatiyq. o&&

/
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Sugar Loans: 6%
or Ihtrest Free

By Gregg K. Kokesako
.siur-.uieicn Writer

The Senate Agieulture Committee
today agreed to the sugar lobby's re-
quest for a $50 million loan program.
but amended the measure to require
that interest on the loans be at least 6
percent.

Meanwhile, four House committees
also approved the sugar program and
passed it on to the House Finance .Com-
mittee with minor amendments. Under
the House proposal. the $50 million
package would be interest free.

The Hawaii Sugar Planters Associa-
tion proposed the so-called sugar stabi-
i.ation program to ensure the continued
viability of the sugar industry in Hawaii.
. The HSPA proposed that the loans be
interest-free.

THE NEW AMENDED Senate sugar
bill points out that "the demise of sugar
industry in Hawaii would be devastating
to the state's economy and would result
in the almost complete collapse of the
Neighbor Island economies."

The purpose of the sugar bill is "to
provide state financial assistance tO
producers of sugar, by supplementing
the, assistance provided under federal
laws, through the establishment of a
sugar stabilization fund, which woll en-
sure the continued viability of the sugar
)ndustry in Hawaii."

Both sugar bills have to clear the
Senate Ways and Means Committee and
the House Finance Committee before
they can come up for a floor vote by
the full House and full Senate.

The loan program would remain in
existence until "adequate federal sup-

port for the sugar industry is established
or until the sugar Industry has no fur-
ther need for.the '(und.". the bill

The four House committees approving
the loan program with minor amend-
ments were the committees on Agricul-
ture: Youth and Elderly Affairs. Ocean
and Mirine Resources; and Employment
Opportunities and Labor Relations.

IN A RELATED development, the
Senate Agriculture Committee yesterday
agreed to continue the state's subsidy to

Turn to Page A-3. Col. i



Senate Panel Tacks
Continued from Page Ose

t~d/nglitslow-nterest loan fund.
-Under the measure - which now

n~uit be approved by the Ways and
t g: Committee before it can be sent

floor for a vote by the fal Senate
- oer $2 million loan fund would be

The measure, drafted by Sen. Ralphlti's Agriculture Committee, said that
;,&cial one- loa program toti$5.1 million was est i n 1971.
"Some 952 loans were authorized undertbe- program, ttolin $& milo in

ah"e o A 7-Zk thebilod
"Of this $5. million loaned out, some

_St. million in pricia as,, beer"4

which T sn 528of the 952 loans
repaid in full Portions of the 424 loans
remain outstanding, with a principalamount of $&2 million." the bill said.

One of the outstanding loam is for $2

More Legislature
News in Section B

million to Mama Kea Sugar and is due
In December.

THi ONLY GROUP to oppose the bill
was representatives from the Offce of
Hawaiian Affairs because they believed
that the a r tion soud be applied
to "all agrictua activities" a -not
jut independent sugar producers.

,TSome Interes a thustra L- B" oeIteeto the Sugar-Loan Bil
* .. v.u runr etMp irm Ajifu's committee yesterday by the pasage of legisla-
tion that woud lower from 4 percent to
0. percent the gen excie tax rateon the sale of aputuMW raw materi-
s, snuc as fertlies ptficdes and

other similar poduct Ai's commit-
tee estimated that the chan, now

g considered by the Ways and
cans Cnoumtec would mean an annu-

al tax loss of $2.8 mlon.
, A similar bill was moved out of tue

Home Agriculture Committee. chaired
by Big Island Democrat Yoshito Taka-
mine, and sent to the House FinanceCommittee for further study.

Takamines committee al passed out
the $3 million requested by the Uutversi-.
ty of Hawais Colege of Tropical Agri-
culture for a research program Into the

Legislature
1982

development of disease reSistM az edhigh yielding veties of Mgar canm.

MFANWHME Gov. GeorgeAlop
yeserdy reluctantly disclosed that i
dmit rato n is tr n to work Out adeal under which a portion of Uawa'-s

sugar crop could be sold to Japmn.
The governor sad his pro al would

he more beneficial fo the SOW bn.
bry -whicho 00i e fY2SADacres of land and employs nearly 9M

empoyewaitl an annud payroll th
ec& 12million - than the suhsidy

,.ofsuarare produced annually in Hawaii.Of that au o to 90,000 tons
_ssed at the C and H refinery in

for retail sales.

1,,The rest is sold to Mdwestern indus-.Il users where it faces stiff competi-
tion from ,-" sugr Which is dm-
ed in the UMS. mar e

The Ja o oe w he

drto Japa Mike Masfed" w

moths ago, would be to so Hawai'industrial sugar to Japan under an-aueemn that wuNl rovde the aw:

n0Me with a stblie sugar
time when the price of sugariw -~ 4retalks with Japanese and u

officials will take place after Mansilreturns to Japan later this we,k,Ariyohi said.
Yesterday the governor alo met wlt.

former Big Island MaM g Dirc
Jack Keppeler who had been i:b=the state to review the circumstacsuroun"dg the announced closilf a
Amia luc.s Puna sugar plantation.

Ariyoshl has said that Keppeles u-.
sessment would help him decided
the state would become Involved in thE
Pun swr problem.

0
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(W R e Is>
,Bal-out for

Sugar Industry
By Lee Goams

Star-Buietis Writer ,

The ILWU, whilc repents Mearli,
all aVrtural workers UeM yesterday
declined to p the
million slate of eA u qk"

M Oe unin' powito. MGM tuag itI
highy unlikely th state legislators wl

pam ~ ~ WI th rpsl h a fim t h do
ofits Intedectrio as faced an . - 4
batte In the Legislat.r . Last w i,
key saindustly offiiad l said te
out w o be a u L " w l IV"tILWU support.

Torm Trakask bead of the WU, sa$"
that cOosWdift the state's CuMIg T
cal pasltloa, adthe likelihood of fourth
cuts in federal aid by the R&aM.,
administration, the ytpoal "may"ke

Traik said the Ides for the fund pbr
ably ci ldn't gt amo votes to ..

th ~lltur. He also said that #et101j
Sfund t need to be wo.ed *N
He noted, for example, that-.tk*
= CMd Incld any protisiq 4, ow company would. j'

While, not supporting the prouk4L
this UiM Trask also sa" the uhls.s
not Inhreatly opposed to the Idea. .

"Hopefully, on* day a stabillsstie'L
fund can be worked out," bed, .K *"A-
more stuw~o theigNI 17 tl
for hearings on the ball2'aat
queutions wer raIsed. aboat the-U

wbkt'.ILWU members thougt

TRAM~ MID his union was, -NOt fight.
I hie sugar companies, and
supported a nu m lt*Othft ow-d.
consideration by * LO&WMaur to.

resap funds, oats aMW nd =fsf
sugar a. among those the ILWUsV

anrtd, sa:id- the unIoN will heoOO

Swas critica -of reoe S~~,time from eome menmes of t

fund top hel Uindustry.
Tra* sai thW rpe ou

Idea was at he n in taie da~hi
reettalks Over coUtrAc cOeslf.

for sugar-workers.
"A week ag ewre uWA ngn
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Ariyoshi Is 'Very Skeptical'.
About Puna Sugar Rescue

By Gregg K. Kakesoko
Seior-fllelin Wnter

Gov. George Ariyoshi said yesterday
he is "very skeptical" that the sugar
industry can be kept alive to Puna on
the Big Island. where Amfac Inc. plans
to phase out its sugar operations by
194.

Ari-voosli told newsmen that a state
ci'n.ultant has suggested that an influx
of $138 million might help save Puna
sugar but that he doubts that it can be
accomplished.

-I hav to say in all candor that at
this point I am very skeptical of the
possibility of keeping sugar going at
Puna at this time.' Ariyoshi said.

Ariyoshi made his comments after
meting with former Big Island Manag-
ing Director John Keppeler who was

hired by the state to study the possibil-
ity of kee in sugar at Puna.

The endof Puna operations will mean
that 500 sugar workers will be dis-
placed. However. Amfac has said that it
would be willing to turn over Puna
sugar lands to its laid off workers in
live-acre plots.

DURING AN impromptu news confer-
ence yesterday after he briefed the Sen-
ate in closed-door caucus on Keppeler's
report Ariyoshi said that he is "very
skeptical" that anyone besides Amfac
would want to take over such a risky
venture.

Keppeler estimated that it would take
at least $13.8 million and cooperation
from Amfac to turn the equipment now
owned by the company to the employees
and help from the sugar workers' union

to prevent the phasing out of Puna
'sugar. Ariyoshi said.

"My immediate reaction is how can
you find someone willing to come up
with $13.8 million?" Ariyoshi asked.

The governor said he doesn't want to
close the door on the possibility that
sugar operations could be continued at
Puna. but ai the sme time lip doesn't
want to mislead anyone with false hope
or information.

In his meeting with senators. Ariyoshi
also disiusod his irip to the National
Governors' As o'iation meeting and his
administration's stand on President Rea-
gan's "New Federalism."

AFTER THE meeting, held in the
Senate Democratic caucus room and
closed to reporters. Senate GOP coali-
tion leader D.G. "Andy" Anderson. who
plans to oppose Artyoshi in November,
said he also doesn't believe the state
should be in the sugar business, especial-
ly at Puna.

Anderson also concurred with
Ariyoshi's assessment that the $50 mil.
lion subsidy, requested by Hawaii's
sugar lobby, is too much for the state to
loan out. The Hawaiian Sugar Planters'
Association proposed that the money be
made without any interest ,

The sugar lobby has argued that the
loan is needed to help cover, losses
amounting to $83S million last year and
which may climb'even higher this year.
' However, the Senate Agriculture Com-
mittet yesterday decided that the sugar
lobby's bill should be amended to re-
quire that the $0.million loan be repaid
at 6 percent interest annually. The
amended bill is now before the' Senate
Ways and Means Committee for further
study.

The House Agriculture 'and Labor
Tor to Page A-10, Col. 2
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tIs Skeptical
Abou Su ga r.
: . Continued fom ae One'.

committees, however, tentatively sided
.with the sugar. lobby and moved the'460
million subsidy bill 'to 'the House Pi-

•nance Committee, keeping" intact the
provision that allows various sugar

,companies to borrow interest-free
money.

BUT THAT WAS only after Republi-can Rep. JohnMedeiros questioned why
S.the sugar'lobby Ia9'golpg to put.
some collatera,-"berot .. e P)
million loan: . ", ...

Both the .Senate: Wayi and 'Meais
Committee and the HouTe lnance Coin-
mittee have until Marecb15"t'come up

' .with a bill that will be sent".t.the1.floor
' of both houses for'a vote., ' "

Anderson, *"R-3rd DiW (Windward
Oahu),'said the sugar lobbysr'ruest for

* a $50 million interest-free 0loan1 is
"premature" and "not well thought out."

!#I. don't think the state has the finan-
cial capability," Azdesn added, "togo
into a mini-sugar act. th .tke details
of that' just. too

On "New Federallsm"'both Anderson
"i-tbe Republican gubernatorial cballeng-

r.,er-and Ariyosbi-the 'Democratic.
,incumbent-seemed extremely cordial as
neither politician had. any sharp com-
ments, at, this, point..onPrefident Rea-
gan's program.

* ,,Ariyosht said the supplementary budg-
et he sent to the lawmakers this year
takes into consideration federal budget

ktuts that were in effect when the state's
,.financial document was drafted, last fall.

AS LONG AS no new federal cuts are
made that would take effect im'mediate-
ly, the governor sai4 he was confident

tat the state would be on sound finan-
cial ground until the completion of the
current fiscal -year Jdne 30.

"All the assumptions made about the
president's 'New Federalism' are just
that," Anderson said. "just assumptions
or political rhetoric."

Anderson and Ariyoshi agreed th3t it
would be wise for the Legislature to
hold off any legislative action until Con-
gress has had time to complete its work
on the federal budget.

"We ought to take an wait-and-see
attitude," the governor told reporters.
"We should not guess about where the
cuts are going to be."

"That is what I have been saying all
along," Anderson said. "It just would be
too premature to outguess Congress at
this point."

The governor said there was no men-
tion made during yesterday's Senate
caucus of whether the Legislature would
convene a special election year meeting
after the present session adjourns April
23 to consider federal budget cuts.

A smilar meeting was held with the
House Demo-rauc cauis yesterday, the
governor added.

Ariyoshi also said he briefed lawmak-
Qrs about the proposed sugar deal under
Vhich a portion of Hawaii's crop could
'be sold to Japan rather than in the
midwestern industrial market.,'



Governor 'skeptical' of plan to
Sandra S. Oshiro

i C'iarles Turner

,q influx of S13.8 million plus a handful
,avorable economic condition might

'p ;ugar alive in Puns, a state consultant
reported, but Gov. George Ariyoshi

*s he's "very skeptical" anything of the
*A can be pulled off.
-'leanwhiie. downstairs in the Capitol. an
l'.stry-sponsored proposal to set up a $50
!hon sugar subsidy fund cleared an initial
-ate committee h'.urdle. but still has a

h road ahead.
e governor's comments on the Puna

uation came after he received a report
s week by consultant Jack Keppeler. for-
.r Hawaii County managing director com-

sioned by Arlyoshi to look into the im-
riding closing of Amfac Inc.'s Puna Sugar
.on the Big land.
In light o Keppeler's report. Arlyoshi

said he was unsure whether the state could
find someone willing to invest that kind of
money into a company which has already
proven unprol'itable for its parent Amfc..

"I have to say in all candor that it thispoint rm very skeptical of the possibility of
us keeping sugar going at Puns at this
time," Arnyoshi told reporters.

The governor said Keppeler reported that
the situation is "very serious."

Keppeler told the governor that sugar
production could be maintained in Puna
under certain conditions. Some of the land
slated to be distributed to employees must
be kept In ftodtction, many of the sugar
workers must continue on the job and
equipment now owned by the company
must be turned over to employees at a
reasonable cost.

On top of all of this. an investment of
about $13.8 million will be needed to keep
the operation viable, the governor was told.

Ariyoshl said he made no decisions on

what the state should do at this point, but
directed K eppeler to talk to local lending
Institutions about finding investors.

Senators and representatives yesterday
came to grips with a proposal by the finan-
cially trouled sugarIndustry to set up a
850 million fund - using state dollars at
first and industry contributions later -
that would be used to substdize money-los-
ing p stations in bad years.

Afer voing some mi members
o the Senate Ariculture Committee ap-
proved the sugar-fund bill and moved it on
to the Ways and Means Committee. which
handles all money-related matters. Apprav-'
al by tIs f o committee is needed be-
fore the bill gets a floor vote

The Agriculture Committee amended ita
bill to provd for a minimum 6 percent
yearly interest on loans to money-losing

pthe socalled "sugar stabi.
But the bill has its detractors. Sen. D.G.

save suga
"Andy" Anderson. O leader d pb
able candidate for governor, said he
thought the $50 million "subskIr was to(
expensive and prematur. He said the
proposal was "not well thought out at thu
pont" and that the state might not have
the financial capability to " with a mini
Sugar Act at this time."

On the other side of the Capitol, member
of the House Agriculture and Empwymen
OpPortunities-'aLA Rlatlons committees
listened to two hours of testimony on the
same m sure. Most of the representatives
prese& at the hearing indicated a willing.
needs to pas the measure on to the Finance
Committee for further study, but that aw
tion requires mqoty approval on a com

mitte a rmalstep.-tat hasnt yeibeen completed.
State agriculture director Jack Suwa, wbe

was on hand for the House hearing. wa
asked why he didn't testify and said: "Thi
is not an administration bil .... we're no

r in Puna
-saying we're against the bill"- Suwa aid
the administration "needs more time to con-vince ourselves before we use tax dollars"
for such a loan fund.

s Much of the House hearing was devoted
to testimony by Robert Hughe president
of the Hawaii Sugar Planters Asociation.
who said the loan fund Is needed because
sugar lost S5 million last year and may
lose the same amount in 1982.

s Several committee members. including
Rep. John J. Medeiros. R-25th Dist. (Kailua-
Enchanted Lakes). questioned whether the
i Industry shouldn't put up some colateral
before getting loans from the fund.

"I think if you're going to borrow money.
you also have to have collateral" Medeiros
said.

Hughes said the issue came up in ducu-
sions within the industry but corporate
attorneys advised against offering collateral
on the loans.

'/
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4loha! Two-week sugar.' closing
Today is Sunday. I I1
March?. 1982 1 +, ctIIli

By Ilay Hartwell

Amfac Inc. yesterday announced that it
would close four of its five Hawaii sugar
plantations for two weeks starting March
I5. The shutdown will be the first of two
played for 1982 and will affect 2500 em-
ployees. management a well as field
workers"

The company cited a irt-quersu
loss that may reach a historic hegh as its
reason for temporarily closing the Pioneer
Mill Company on Maul. Kauats Kekaha
Sugar Company, Lihue Plantation and the
Oahu Sugar Company on Oahu.
" Spokesmen for the ILWU, the sugar
workers' unao" could not be reached for
coimeeL

On Jam. 7. Amf scai It would perma-
nently close its fifth 1 tantatiot, the Pun
Sar Compav on the Bi Ad. in a
two-year pham.out

Savings from the temporary shutdowns.
announced yesterday. are essential, accord-
ing to Rooert. Rostron. executive vice
president and chairman of the Hawaii
Sugar and Land Group.

Without the closings,' he said Anfac's
1982 sugar losses would be equdl to or
greater than the $30 million deficit In 1981.
even wth a federal price support program
and savings from the -Puna phase out.
(Rostron said the company earned $147.6
million in ita 1981 non-mlgar operations.)

Rostron also said the company had stop.
ped all wage increases for executive and
supervisory personnel in its sugar division

this yew. as well a declaring a moratori-
um on all plantation capital expenditures
except critical operating functions.

'she plantation shutdowns and wage and
capital freezes were instituted in part be-
cause the spot price for sugar on the
domestic market has decreased, almost
daily In the last two weeks, said Rostron.
who adde4 that a C&H sugar price outlook
for 1982 is 10 percent lower than predicted
earlier.

He also said the company decided to
space out the separate, two-week closings
in order to ease employee hardship and
avoid upsetting the crop cycle. The shut-
downs are not expected to significantly af-
fect the supply O electricity that Maui and
Kaus'i plantations are contracted to pro-
duc. sad t

1982
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House gives OK to, sugar subsidy

But 2 ag tax-break bills suffer setback
By Jerry Burris
and Sandra S. Oihiro
Adww C..Lemawar 8.1"C.

On Moloka fresh pineapples rot in the fields
for lack of a market.

On all islands sugar plantations are closing.
threatening to close or cutting back on opera-
tions because sugar cane in Hawaii is Just not a
profitable business these days.

Smaller growers face substantial marketing
problems and continued competition from much
bigger "agribusinesses" on the Mainland.

At the Hawaii Legislature, these gloomy sig-
nals. have produced a stack of proposals that
would loan tax doliirs to sugar growers, give
farmers a tax break, create public subsidies or
otherwise create a supportive relationship be.
tween govarrmment and the important agncultur-
31 Industry.

Many of those bills. including the keystone
sugar subsidy "stabilization- fund proposed by
the Hawaii Sugar Planters' Association (HSPA).
were approved in either the House or Senate
dunng floor votes last night.

However. two agriculture tax-break bills were

pulled back at the last minute in the Senate.
apparently because some lawmakers felt they
were going overboard in their generosity to the
troubled agriculture industry.

The two are a five-year excise tax holiday for
pineapple growers and a multsmllion-dollar in.
vestment tax credit plan for agricultural indus.
tries.
-That still left a 10g list of agricultural support

legisation moving at the Legislature. which in
total would be worth mll ns to large and small
farmers statewide

The sugar subsidy bill, debated and passed by
the House. now goes to the Senate.

House Minority Floor Leader Fred johlfing.
speaking against the "stabilization" bill, said
there was "little question" of the contribution
sugar has made to the state. But he added "there
are still real questions of the underlying condi,
tbon of the sugar industry."

Rohlfing suggested the sugar companies pledge
stock or agree to a mortgage on their land w
exchange for state commitment to the fund.

The subsidy bill passed with Reps. Robert
Dods. Gerald deHeer. Kina'u Kamali' William
Monahan. Vwginia bell, Tony Narvaes. Donna

Ikeda. James Wong. John Medeiros. Michael Liu.
Whitney Anderson and Rohlfin; voting no.

AS originally proposed, the -mailiz.,tioni" pro-
gram would have the taxp years put $'A mui:aoi
of public dollars into a fund from %lich .ur.,r
plantations could draw during prufitlh'.s year.
Over the long haul those ztcrc~t.free lani
would be repaid and once the industry g"t tiack
on its feet, It would replace the taxpayer dollars.
with S million of its own.

All references to a specific amount of money
have been deleted and the skeleton bill movel
ahead in in hopes a compromise arrangement
can be worked out.

But even if the fund idea dies entirely, the
sugar industry may get some help frnm guvern.
ment and the taxpayers thi. year. One hill cuts
the tax on fertilizer and other -gr'cultural raw
materials from 4 percent to .- of I percent.

That's worth around S4 million a year to the
agriculture industry as a whole.

Lawmakers last night also approved loarn pro-
grams for both big-scale sugar plantations and
independent growers. Those loans of public tax
dollars would be at low interest rates and are
separate from any kind of special subsidy fund.

Aloha!
Today Is Thursday.

March 18. 1982



Stocks
')ftw up 4n to 8'763 in
sve trading.

R ww" Xftir a I

VOL 70, NO. 84

~~13

A Ga:nett New.spaper
(r M932 n" 1--i I'OeIVW C rp All f.oqhf Rh etr.d

Six Sections Honolulu, Haw" 7hun€a, March 25, 1982 * 84 Pages

Home:

Oohu-25 Ce nt.'
Neighbor ls,,d-30 Centh

By Ellen Dyer
and Peter Wagner

t4ar-Bulletin Writp s
3car workers on the Neighbor Is.

laid off for two weeks starting
"rh IS in a cost-cutting meo by the
ir plant ions. say they are spending
time applying Ior unimployment

.ans.,atjon. looking for ottier jobs and
at:rring around tteir tuses

"1 l;'ols have left m.ny workers
_-rially strapped and union members
Ponter Mhll on Maui are to vote

today an using some $1i.t
funds to tide them ovt-r

Union treasurer Floreni
said many workers n,-,-l ti
cause they have rmortg.i'-.,
ofIs [sive -adversely alhtt
cootie

The lay "its. ord.rid I
ilal ,in Inc and Amfa- Is

nmiis. affect 4,300 .aug..t
al,nt i.tf a tlfer viploStleS' ,at.ir ilutry

Ainf. now ha% Z.S*0) %,,r
lough from its sugar planlat

00 in MnM sugar Co. o00 Oahu, Psiow-r Mill CA on
&Iaai. and Kekaha SUKncr and Lihae

di Ancheta tl.ntation on Kauai.
io Ioans be- A&L has idlrd l.R- -it.rs at
and (be lay. Itwaln ('oinisr-ial & '- Ci (o On
ed their to- Maw and Mc.ryd. Stogar -, - -1 Kauai

The union nu-mlor, vh,.- .i- repre
Atesander & ta-lid by the II.Wt'. ;.k. -,Z49 a

earlier this "rk in aes pio% t4. fit -,rih about
strkers - .112i a wi-s-k tiuriiig th. ,-.t the
yed in the mipon nrtibrsi art- ito' I Il keep

their m,-dcal N. fh. I t ,* ,. -ow -ment
r-i% on tur- nrd t.' VU menl-n. .- 1,. ,lily for
ions - Oahu un,-mplo)ment compen'o''

I- I i'L 1? l (D n
V/

SINCE TIEItl: ,s a one-week waiting
period to quality for state oremploy-
m-nt benefits the %workers will receive
unemployment compensation only for
the second week of .the layoffs. The
nianimiam amount they can receive is
!169 a week. state labor officials have

Some of the t.WlO sugar workers on
Kauai affected by the layoffs say they
are worried by the situation an have
,,nt15 the tiw Ufl tooking foe other jobs
Iut many i-ir-ro-ed this wteb are
inmply riding it out with little apparent

12

siet'rnl, olhtertn unemployment CoM-
lno-atlon. p-it-ring around their houses
anitl mtakinerosaiit repair%

On ktani. wliere about 1.510 workers
dve ht.n attected by the layolls.
rserylo.wh I% viiptog. says ILWU repre-

o-ntatiir thniiogioi Atbarit
A.tooi. alu, r,-pre-ints Pioneer %till

wirk-r in! many of them atre-ady
.tr Pat Is.. pithu and sume of their

• .MM-. Ir;.F, prt or lull time bile
l t. i-mi the h'ivrot i% a hird-

-iOp on i'w,- ikers and those rr faiili.
\lt ro %ai!.. -t rather .- the pl.#nta.

tions closed temporarily than pet
neatly

"For us It is not too bad. but
very bad for some of the workers
den't have part-time jobs.: said E-t
Clarion. 31. whose husband tmnri.
is a track driver for Pitoeer miill

ItOSARIO CLARION ons and;
alim- his own tani cab. His wile wiork
a house maid at Kapalua.

The Clarion, have our children .
12 t0. A and S tloarlo CI..rin no

Tarn to Pace A.It. Col I
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THE WALL STREET JOURNAL.
ISugar Industry
In Hawaii
Is Threatened

By WiU.UAM R. Wooi)
,Ifw'r ia to It W LuL PTil'ukr JUIRNAL

KEFAU. Hawaii-Daniel Cobile joined
Amfac Inc.'s Puna Sugar Co. as a welder

I five ycars-a-o becAuse lie wanted the secu-
rity ol wurling for a big. establisheo corn-
pan).

Bui a wcrld.wide sugar glut and de-
pr-s.,d supar prices have intervened. Ant-
lac plans to close the 94-ear-old mill over
tne next two years. and Mr. Cobile. who is
SJ. .id his 474 coworkers are prepanng to
become unemployed

StiLar has provided much of Hawai's
ucalth for the past century, and It has be-
come a syritiol of the islands. The state pro-
auces about one million tons of the world's
total annual output of 95 million tons. hile
i.,urisr is noiw Hawaii's top Industry. sugar

-;; -I . ) h,ti liod h%,
*j, i amci' 4i t.u.iPu vuroolr.

"I can't Unagine Hawaii wlhlout sugar."
says Henry A. Walker Jr.. the 5Wyear-old
president and chainnan of Amlac.
iCane Fields Could Vanish

But the industry is posting large losses.
- and some analysts speculate that Hawaiian
cane fields could eventually vanish. Taken
together. sugar producers in the state had a
lus of W3.5 million in 198)1. The price paid
for sugar at the refinery dropped to just

. above IS cents a pound while production
costs ruse to 193 cents a pound plus a penny
a ;P und for .oi g.lr . F ori-.istrs prdc.
that surpluses will continue to depress
prices In 94 and beyond. .

The sagar losses have hurt the balance
sheets of J-awall's diversified "Big Five"
corporations, which own plantations. The
slate's bIggest producer. Amfac. got 94% of
its S2.15 billion in 1911 sales from hotels and
uo.er nonsugar operations. But its 30 mil-
lion si.'gar loss turned a 3rt earnings rise in
nosugar operations into a 427, drop in over-
all cor-.orate profit. Hawaii's second l.rgesl

r-,ver. Alexander & Baldoin Inc., rejored
a 66' arnming docine from a year earlier
after a Ci.6 million loss on sugar.

Both companies recently closed opera-
unns for two weeks, laying off 4.400 worers
tei;.,ranly. Nio other big producers are
C..-it-d by u0fshore c -;'anies-C. Ereser &
Co. by I L'. Inle-nutli,.al Corp. of Pfi:-del-
!.ia a.nid Theo H. Da1les & Co. by Hur.g

)Kcng--.,-d Jardine. Math-stn & Co. Poberl
H. HL'g es. pre-.idnt O, :hte Hawaiian Sugar
Planters As- >ltian. is afraid that offshore
Ioldiig compionl's %hill be even less torrant
of the hotn'ubg hisses and shed their sugar
Olperutluns alttogetler.

Problems In a Phaseout
The islands' demographics and land-use

charactensics would complicate any phase-
Out. Hawaiian sugar workers are less mobile
than workers elsewhere in shaky industries.
"They can't just load up the family sedan
and drive to the next state to look for
work." says John W. A. Buyers. president
of C. Brewer.

In addition. Hawaiian sugar growers
haven't develooed a cron to suiceed sucar
,:I :he =0.", ,-,rcs r. -t -.. ;:*-". , .; r .-.n.

fields. Macadamia nuts. a nigh-priced deli.
cacy, are a possibility. C. Brewer is already
planning to convert 1.000 acres of cane field
to macadamia nut production. But it takes a
macAdanua nut tree a.ven years lo siirt
bearing nuts and 15 years to reach matunty.

When ,rnfac decided to close .Puna
Sugar, its production costs-23.3 cents a
pouid-were well above the average in Hi.
wai. Yiel os utre pour.and its S'J million up-
e'i.lng loi a~s |;cM.i¢r Se,'c-'d" lk,-iy too t,
repi'ated

Some veteran workers at Puna Suga"
'blame Puna's losses on mismanagement.
but A;mfic's executive vice president. Rih-
en Z. Ptostro. say, "TTe only manage:w,;:
mistake we made at Puna w.is in not decide.
ing to clozi it down 10 years ago." The corn-
pany denies there was any pressure fron
Gulf & Western industries Inc., which holds

.%S- of Amnfac's stock and produces its own
sugar in the Dontinicun Republic and Flor-
ida.
Worker Protests Avoided

Amlac and the rest of the industry are
trying to uso, tht- ix,.i14t' ui tte Pun. U
tag to gain leverage with stale legislswrs

. and labor. The industry has asked Hawaii to
set up a repayable SA million relief fund for

- ailing plantations. but legislators have been
cool to the Idea. Growers have also asked
the International Longshoremen's and Ware-
housemen's Union to waive a 10% wage i-
crease, but the union has only agreed to de-
ter haif the raise for six months.

Anlac has also hinted thai its Oahu
Sugar Co. mill faces the same fate as the
Puna mill unless local government pays for
a controversial $100 million waste-burning
power plant on the Oahu site.

Amlac probably avoided. • explosive
worker protests over the Puna closing only
because of an unusual concession. It plans to
subdmvde the sugar planltton and give each
regular worker live acres qf land In additlon
to severance pay. If the ehiployes decide to
leave the cane in the field. Amfac will let
them use the old Puna mill to process it for
a token $1 a year.
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Beginng of end starts
today at Puna Sugar Co.

By Gene Tao

KEAAU-One hundred and twenty.one
Puna Sugar Co. workers were laid off
today as Amfac took the first n a swim of
steps to end the We of the 83-year-od
plantation.

Employee relations rector Carmi ito
Arkangel said the workers finished their
last shift Wednesday afternoon.

"The final planting (for the sugar
company) was completed Tuesday."
Arkangel said. "The last harvest will be
about two years from now."

Because of sharp losses at its Keaau
sugar operation. Am!fac announced in
January that it will close the 16,000-acre
plantation in 1964.

The planned shutdown will leave about
500 workers jobless.

Both the sugar company executives and
workers' union representatives from the
ILWU have set up a joint committee to
help the workers apply for unemployment
benefits.

ILWU acting district director Watau'
Kawamoto said a temporary station will
begin operating Monday at the ILWU hall
on Lanikaula Street to process the ap-
plications for jobless benefits.

Mayor Herbert Matayoshl said he has
appointed an "in-house" task force.
headed by Managing Director Megumi
Kon. to help the workers look for other
jobs.

"We'Ul be going out to help them flnd
jobs," Matayosli said. "We also will help
, eem adjust to the changes."

Kor .'aid the service center at the ILWU
hali wil remain there Monday through
Thursday.

"From I to 9 a.m., there will be in-
terviews for applications for unem-
ployment benefits," he said.

"From 9 to 12, the University od Hawaii
Extension Service will Interview them to
collect some demographical data"

After the data is collected, there will be a

determination whether retraining Ia
needed to help the workers look for new

Kos, Kan said.
Puna Sugar, known first as Oas Sugar,

was founded In 1. Keaau thrived on
sugar while the plantation was In its
heyday with JIM workers.

When mechandition came in 1953 and
1954, the workforce at the plantation was
sharply reduced. Keaau'a population also
has been dwindling ever since-from more
than 4,000 to 1,334 by 1960, 951 by 1970 and
776 by the last headcount by the U.S.
Census Bureau in 1900.

After Amfac announced its plan to shut
down the plantation in 1964, Gov. George
Artyoshi named former Puna Sugar field
superintendent Jack Keppeler to find out
whether the plantation can be saved.

In his recommendation to the governor,
Keppeler.said the sugar company could
make money at a reduced scale of
operation if the union, management and
landownems are willing to cooperate in
saving the plantation. Ariyoshi has been
skeptical about the recommendation and
has not made a decision one way or the
other.

In announcing the shutdown plan. Ainfac
president Henry Walker sAd his company
would offer each worker five acres as part
of severance benefits. A bill enabling the
state to acquire the sugar land and then
divide it Into five-acre agricultural park
lots for the workers right now is stalled in
the State House.

Rep. Yoahlto Takamlne, chairman of the
House Committee on Agriculture, said
Wednesday state and private attorneys
would examine the bill because of possible
legal and financial problems.

The bill was supposed to be heard In the
House Finance Comrrittee Wednesday,
but Takamine said he has asked the

committee to wait until more informatior
is gathered.

If the attorneys cannot answer the legs'
and financial questions by this weekend
the bill probably will not move out of thx
Finance Committee, Takamine said.

"If it (the bill) doesn't prove workable, I
would like to recommend more stud)
during the (legislative) interim." he said

When the measure was first heard in a
Joint meeting of the House committee on
Agriculture and Water. Land Use,
Development and Hawaiian Affairs.
Takamine suggested that it be held up.

"That's the reason it wasn't originally
reported out," Takanmne said. '"Then I
said, 'Hey, we have a few more days, let's
take another crack at it.'

According to Takamine. the intent of the
bill is to cut through county regulations so
that a private agricultural park is possible
without a tremendous amount of outside
improvements such as roads for each of
the five-acre lots.

"There's no way you're going to meet
county standards and expect to farm." he
said,

Noting that Matayoshi has taken a
strong stand against allowing large lan-
downers to develop subdivisions like those
proposed for Puns and then sellinR lots for
speculation purposes, Takamine said:

"We're taking the position that
speculation and this (bill) are two dif.
ferent things.

"Here it's a different mutter. It's the
survival 0 a tv.vlulunity."

Matayoshi said he would not oppose the
agricultural parkidea if the state is willing
to meet the county's agricultural sub-
division standards.

"But I'm against speculation," he told
the Tribune-Hersld. "I'm opposed to
proposals for cutting up the land and
selling the lots for speculation purposes."
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Senator MATSUNAGA. Certain articles also relate to State at-
tempts to cope with the resulting unemployment and economic
problems. The Governor of Hawaii, the Hawaii State Legislature,
the four county mayors and councils, in effect, all levels of govern-
ment are gravely concerned by the plight of the Hawaiian sugar
industry. Everyone is seeking alternative means of supporting the
industry over a difficult trading and marketing period.

One of the sugar companies, as I stated earlier, hopes to keep its
sugar plantations afloat through a joint venture operation, but that
effort is barred for all practical purposes because of the restriction
under the tax accounting provision. In 1976, Mr. Chairman, I pro-
posed a codification of the annual accrual accounting method for
Hawaiian sugar companies. This accounting method had long been
sanctioned by the Internal Revenue Service, and the Congress
adopted my proposal as part of the 1976 Tax Reform Act.

When I proposed the current provision of the law I limited its
coverage to corporations. This limitation was intended to preclude
any tax -abuse of the annual accrual method of accounting by indi-
viduals in a tax shelter scheme. As provided in the Tax Reform Act
of 1976, the annual accrual method of accounting may be used by
corporations only. As later events have shown, I had overlooked
the need to include corporate joint ventures. Under current law,
while corporations are permitted to use the annual accrual method
of accounting, corporations acting in joint ventures are not.

My bill, S. 1923, would amend the law to permit corporate joint
ventures to utilize the annual accrual method of accounting. In
line with the antitax abuse provisions in the original provision
which I proposed, the annual accrual method of accounting would
remain unavailable for individuals, personal holding companies, or
closely held corporations.

Considering the dire situation of the sugar industry in Hawaii
and the overall grave concern over the ailing industry throughout
my State, S. 1923 would provide a small but needed and welcome
assistance to the people of Hawaii. The revenue loss would be insig-
nificant if not nonexistent.

The committee's favorable consideration of my bill would be
deeply appreciated.

Thank you very much, Mr. Chairman.
Senator PACKWOOD. Thank you, Senator.
Mr. Griffith.

STATEMENT OF RICHARI) L. GRIFFITH, CAi)ES, SCHUTTE, FLEM-
ING & WRIGHT, HONOLULU, HAWAII, ON BEHALF OF OAHU
SUGAR CO., LIAHUI PLANTATION, KEKAHA SUGAR CO., AND
PIONEER MILL CO., HAWAII, ACCOMPANIED BY WILLIAM A.
KRUSE, ASSISTANT TREASURER AND DIRECTOR OF TAX RE-
SEARCH AND PLANNING, AMFAC, INC.
Mr. GRIFFITH. Mr. Chairman, I thank Senator, Matsunaga for

that admirable statement, and it makes my task very easy. There
is very little I can add to what he said.

Mr. Kruse, who sits here with me, and I represent four major
growers on four different islands in Hawaii, and we are very inter-
ested in this bill because it would permit our sugar growers to at-
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tract outside investmefit capital. We are trying to solve the prob-
lem that Senator Matsunaga described in the private sector,
through private investment. This would permit us to do that.

It would also permit one other thing that Mr. Glickman did not
suggest, and that is that on one of the islands we are talking with
another grower, and we have to have two growers enter into a joint
venture to share certain expenses, and to share a mill. It would
permit them to eliminate a lot of duplicate expense if those two
growers could enter into a joint venture. Senator Matsunaga's bill
would permit that.

We respectfully believe this bill would cost nothing to the U.S.
Treasury, and it would enable usto help solve our own problems in
the private sector.

I thank you very much for your consideration. I think Senator
Matsunaga said it all.

Senator PACKWOOD. Thank you, sir.
Did you hear my question to the Secretary about what was the

logic in the differentiation?
Mr. GRIFFITH. Yes.
Senator PACKWOOD. And the response he gave was the 10-year

history involving corporations?
Mr. GRIFFITH. Yes.
Senator PACKWOOD. Would you address yourself to that question?
Mr. GRIFFITH. I would be glad to, and I would like to point this

out. The 10-year history was put into the original law, Senator, to
limit that application to those taxpayers who had already been
using this method under sanctions froni the Internal Revenue Serv-
ice. They all had had rulings. So it was put ii- there so that tax
shelters could not come in and use it, that sort of thing.

I disagree very strongly with the Secretary's comments because
under Senator Matsunaga's bill, this method could still only be
used by those plantations that now use the bill. The only thing it
does is permit them to attract outside corporate investors. But the
present plantations would have to be a member of that joint ven-
ture to take advantage of Senator Matsunaga's bill.

And in the one case I mentioned where two plantations may pool
their resources, they both are using that method. So I strongly dis-
agree with the position taken by the Secretary.

Senator PACKWOOD. Mr. Matsunaga.
Senator MATSUNAGA. I wish to commend Mr. Griffith for his

presentation. As a matter of fact, it was upon his urging that I in-
troduced the initial bill which is now law and unfortunately both
of us overlooked the possibility of joint ventures wishing to take ad-
vantage of the law which only individual corporations are permit-
ted to take.

And I agree with Mr. Griffith, if representations have been made
otherwise by the Treasury, that this would in no way entail loss of
revenues. The corporations intended to be permitted to use the neer
provision must be those already using the annual accrual Accounit-mng method.Mr. GRIFFITH. I thank the Senator.

Just one last point, Mr. Chairman. We are a very progressive, ef-
ficient industry in Hawaii. I think we may be the most efficient
sugar farmers in the world. But we are being victimized by selling
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in a free market that is being subjected to dumping, as Senator
Matsunaga says, and we have no control over our pricing. Our
costs to produce a pound of sugar is 19 cents. The Common Market
countries are subsidizing their farmers to the tune of 29 cents a
pound, and their surplus they are dumping in the world market for
whatever price it will bring. And on Monday, the spot price was 10
cents, and the European producers in large part are creating this
problem. They are dumping this sugar into the marketplace.

Senator PACKWOOD. How much does the European Community
produce of the world's sugar production?

Mr. GRIFFITH. Oh, not a great deal. I do not know the total per-
centage, but the problem is that the other countries have all had
an established market. The Europeans used to be an importer of
sugar, but because of their subsidy they are now producing a sur-
plus, and that additional surplus in the market has driven the
price down.

Senator PACKWOOD. Would the total production be 5 percent, 2
percent, 8 percent?

Mr. GRIFFITH. Oh, I would say well over 10, well aver 10.
Senator PACKWOOD. Is it?
Mr. GRIFFITH. Yes, yes.
Senator PACKWOOD. Senator Durenberger.
Senator DURENBERGER. With you, I think the cost of producing

sugar from sugar beets might be slightly over cane sugar--
Mr. GRIFFITH. Yes.
Senator DURENBERGER. But you have accurately portrayed the

problems, and you should be indebted to your Senator for continu-
ing to bring those of us who have an interest in agriculture in this
very broad Nation together on these issues.

I think the last time I looked at the world price it was 9.2,
and--

Mr. GRIFFITH. Oh, that is terrible, that is terrible.
Senator DURENBERGER. I do not want to give you that depressing

news, but--
Mr. GRIFFITH. I am sure the beet people cannot even come close

to that. Their costs must be 17 or 18 cents, maybe 19, which is our
cost, 19 cents.

Senator DURENBERGER. Thank you.
Senator MATSUNAGA. Mr. Chairman, for the record I might make

a correction. The cost of producing sugar in the European Commu-
nity runs about 29 cents, and of the 29 cents, 14 cents in the case of
France, for example, comes from the Government. The Govern-
ment pays to the grower, subsidizes it. And despite the cost of 29
cents, they bring that sugar into the United States through third
party nations and sell it here for as little as 8 cents a pound. At
one time it was down to 8 cents, then it was 9 cents, then 10 cents,
which is definitely unfair competition, and of course, as I noted in
my statement, the sugar companies are appealing through section
301 of the Trade Act.

However, until we get such relief, unless we get relief such as
that we are asking for, the chances of the industry going under
completely would be accelerated really, and I think we can at least
do thi much because we are permitting the industry itself to help
itself. We are not in any way subsidizing our own industry. And I
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think we ought to be because, as you know, sugar is an import com-
modity. We import 45 percent of our sugar and produce only 55
percent.

Supposing there was an embargo of sugar by a cartel formed
among the nations which export sugar to us. Just imagine the lines
that would be 'formed in the supermarkets for a pound of sugar
when in 1973-74 you recall we were importing only 3 percent of
our oil and there was an embargo of oil from the Middle East, the
long lines of cars at service stations. Just imagine what an embar-
go of 45 percent of our sugar would do.

We should be developing our own home industry, really, and we
are not doing it.

Senator PACKWOOD. Can we make gasoline out of sugar?
Senator MATSUNAGA. Oh, yes, alcohol.
Senator PACKWOOD. We might be able to solve that problem.
Mr. GRIFFITH. Thank you very much.
[The prepared statement of Richard L. Griffith follows:]
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STATEMENT OF RICHARD L. GRIFFITH

IN SUPPORT OF S. 1923

SUMMARY OF POINTS

1. S. 1923 is narrowly drafted to accomplish a single

purpose: to permit those farmers presently using the "annual

accrual method" of accounting under Section 447(g) of the

Internal Revenue Code to continue using this method in a joint

venture with other corporations.

2. To our knowledge the Hawaiian sugar and pineapple

growers are the only taxpayers using this accounting method.

3. Enactment of S. 1923 would enable Hawaiian sugar

growers to attract fresh investment capital from other corpora-

tions to stem the cash drain caused by heavy operating losses

due to the present depressed price of sugar.

4. This Bill should cause only a nominal revenue loss

to the Treasury because most Hawaiian sugar growers own and

operate other business enterprises which are operating at a

profit; and can absorb the losses from sugar.

5. Since the United States is the only country in the

world that makes no attempt to protect its sugar industry, and

since sugar is an earner of hard currency badly needed by so

many foreign nations, the U.S. has become the world' sugar

dumping ground. For example, the Common Market Nations subsi-

dize and encourage the production of excess beet sugar for

shipment to the United States.

6. The Hawaiian sugar growers are the most efficient

and productive in'the world, but are at the mercy of an erractic

world market dominated by subsidized growers in other countries.
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INTRODUCTION

This statement is respectfully submitted by Richard L.

Griffith, an attorney in Honolulu, Hawaii, on behalf of

Hawaiian sugar growers, in support of S. 1923. This bill would

amend Section 447(g) of the Internal Revenue Code (the "Code")

to provide that the annual accrual method of accounting for

corporations engaged in farming be extended to corporate joint

ventures.

Section 447(g) was added to the Code as part of the

Tax Reform Act of 1976 to codify the accounting method then

(and now) used by most of the Hawaiian sugar plantations, a

method long sanctioned by rulings from the Internal Revenue

Service. In brief, this method permits the current deduction

of crop costs even though the cane sugar crops have a two-year

or more growing cycle and thus straddle more than one taxable

year.

Section 447(g) in its present form is drafted so that

the annual accrual method can only be used by those taxpayers

who have used it for at least ten years prior to 1976.

Section 447(g) (3) of the present law provides that if

a corporation has acquired substantially all of the assets of

a farming trade or business from another corporation in a

transaction in which no gain or loss was recognized, then the

transferee corporation shall be deemed to have used the

"annual accrual method of accounting" during the period

(prior to such transaction) for which the transferor corporation
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had, in fact, used such method of accounting.

NARROW PURPOSE OF S. 1923

S. 1923 would accomplish a single, narrow purpose: to

permit a partnership of corporations (other than Subchapter S

corporations and personal holding companies) to use the method

if (and only if) the partnership-acquired substantially all of

the assets of a farming business from one of its corporate

partners in a Section-721 transaction, and the contributing

partner used this method immediately before the transfer.

Subchapter S corporations and personal holding companies have

been purposely excluded from the bill so as to prevent the

use of this method in tax shelter situations.

REASON FOR S. 1923

The Hawaiian sugar plantations suffered losses of

$83.5 million on their 1981 crop. Our best current estimate

for the 1982 crop is an additional loss of $68 million.

Losses of such magnitude cannot be long sustained, as

they are draining the sugar plantations of their cash resources.

One major plantation on the Island of Hawaii, Puna Sugar

Company, has announced that it must go out of business because

of the low price for sugar. A number of other growers have

announced temporary shutdowns.

Certain of the growers are negotiating with other

corporations having substantial cash assets to enter into a

corporate joint venture to operate the plantations and thus
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provide an infusion of cash. They are seeking a private

sector solution, not a government-financed solution.

SUGAR'S KEY ROLE IN HAWAII

Sugar is one of the three largest employers in Hawaii,

along with the tourist industry and the Federal Government.

Some 29,900 jobs in Hawaii depend on the sugar industry for

their existence. With total employment of 385,000, these

29,900 jobs created by the Hawaiian sugar industry represent

nearly 8% of total civilian employment. Moreover, three-

quarters of the crop land in Hawaii is devoted to sugar culti-

vation.

Dr. Thomas K. Hitch, an economist in charge of the

research division of First Hawaiian Bank and a member of the

President's Council of Economic Advisors under President

Truman, recently published a paper, "How the collapse of the

sugar industry would impact on Hawaii's economy," pointing

out that such a catastrophe would have a ripple effect in

Hawaii which would ultimately result in unemployment in this

State at levels more than double the current rate. Furthermore,

the State's tax revenues would decline by 10%. Dr. Hitch

further noted that:

"Hawaii would clearly become a disaster area if

employment were to drop by 8% and State general fund

tax revenues were to suffer a double-digit percentage

decline. There would be no way under these circum-

stances that Hawaii could cope with its welfare load
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or maintain anything like the essential services

required by its citizens.

"State welfare costs have more than doubled in

the last five years, and are running now at $250

million a year. If even half of those supported by

the sugar industry were forced to go on welfare,

the State's costs would increase at least 17 percent,

to nearly $300 million. This would represent almost

17 percent of the total State budget.

"It should be added that while a sudden collapse

of the sugar industry would be disastrous to the

State's economy, it would be even more devastating

to several of the islands in the State in which

sugar is the prime economic activity. For example,

over 96% of Kauai's crop land is in sugar and apply-

ing the above analysis to the Island of Kauai we

find that a collapse of the sugar industry would

raise unemployment on that island to 20 percent.

Similarly, the Island of Hawaii has over 82 percent

of its crop land in sugar, and collapse there would

raise unemployment to 16 percent. The situation is

not too different on Maui which has over 47,000 acres

in sugar. Collapse of the sugar industry there would

raise unemployment to 14 percent of the labor force.
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"The conclusion is that the closing of the sugar

industry would be devastating to the State's economy

and would result in the almost complete collapse of

the neighbor island economies.

"While it is possible that some sugar-producing

areas in the United States might be able to convert

to other agricultural crops, such is demonstrably not

the case in Hawaii and hence the loss of income, jobs,

and land use would be permanent here. Studies,

experiments, and history all combine to indicate that

most if not all land now in sugar would not find

remunerative agricultural uses if sugar ceased being

grown."

The Hawaiian sugar growers are not only important as

employers, they are also important suppliers of electrical

power, which is produced by burning the by-product bagasse and

other materials to fuel a boiler, the steam from which drives

a turbogenerator. Over 10 percent of Hawaii's electrical

power is now produced by the sugar growers.

IMPACT OF "FREE MARKET" IN SUGAR

When Congress allowed the U.S. Sugar Act to expire at

the end of 1974, U.S. sugar producers were placed in direct

competition with producers in the free world sugar market.

The United States is one of the few major sugar-producing,
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and also sugar-importing, countries that has no effective

government regulation of the production and importation of -

sugar.

About five-sixths of the world sugar production is

traded in "controlled markets," including most sugar that

is consumed in the countries where it is produced, and about

hali of that is traded on the international market. These

controlled markets involved such things as government owner-

ship of all or portions of a sugar industry, quotas, price

controls, subsidies, import restrictions, and long-term

politically-motivated trade agreements that price sugar well

above world sugar prices. Most countries have used these

devices to insulate themselves from the "free" international

sugar market, commonly referred to as the "world market".

The so-called "free world market"for sugar is a very

"thin" market that includes only about one-sixth of the-world's

sugar. When sugar is abundant, the free world market becomes

a distress area for the dumping of surplus sugar produced under

subsidies in some countries and in excess of controlled market

needs in those countries. Consequently, the price of sugar in

this "free world market" often falls below the cost of produc-

tion. At the present time the price of sugar (at 160 or less

per pound) in relation to the cost of production in Hawaii

(at 19 or 200 per pound) is the lowest it has been at any

time since the 1920s.

)
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SUGAR PLANTATION OPERATIONS

The sugar plantations in Hawaii grow sugarcane, harvest

it, and process it into raw sugar and molasses. Storage

capacity at the mills for the raw sugar is minimal, so thdt

the plantations have only a small inventory of raw sugar and

molasses at any time during the year. Title to the raw sugar

passes to a cooperative marketing organization when loaded

aboard ground transportation equipment for movement from the

mills to shipping terminals in Hawaii. Substantially all of

the raw sugar is then shipped to the mainland where it is

refined and marketed.

The total acreage devoted to the cultivation of sugar-

cane in Hawaii is fairly constant from year to year because

there are practical limitations on the amount of land and

water available for farming.

The land under cultivation is divided into fields

which, largely because of contour, are not uniform in size

or shape. Some contain only a few acres; others contain

several hundred acres. Each sugar plantation has a great

many fields. A field planted in sugarcane generally yields

three crops over a period of about six years. The first

crop is harvested approximately two years after planting.

The second crop, which grows from the stools of the sugarcane

plants after the first harvest, and therefore is a ratoon

K
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crop, maturing approximately two years later. The third crop

which develops from the same source after the second harvest,

and therefore is likewise a ratoon crop, requires still

another two years to reach maturity.

The sugar plantations plan their field operations

so that about the same number of acres of cane are planted

and harvested each year. There is an off-season of from

several weeks to upwards of three months, usually late in the

year and/or early the following year, during which no harvest-

ing or milling operations take place and during which major

mill repairs are made. As a result of the mill shut-down at

year end, the plantations have no inventory of raw sugar at

the end of their taxable year.

The principal kinds of sugar plantation expenses

related to growing crops--the items with which this state-

ment is concerned--are the following:

Clearing, plowing and preparing for new
crops.

Planting new crops.

Repairing and- replanting ratoons.

Weeding.

Irrigating.

Fertilizing.

Indirect expenses (employee benefits, super-
vision, repairs and maintenance, depreciation,.
taxes, insurance, etc.).

-94-640 0 - 82 - 7
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It is to be noted that because of the relative

continuity of sugar plantation operations, all of these

expenses recur annually, although the amounts vary from

year to year. When economic conditions are relatively

stable, the annual fluctuations are not great.

RATIONALE FOR ANNUAL ACCRUAL METHOD

Most sugar plantation expenses are comprised of items

that do not enter identifiably into the product of the planta-

tions. Seed is cut from the plantation cane, and the cost of

purchased seed is very minor. Of the direct expenses, labor

(for planting, plowing, weeding, irrigating, and fertilizing)

is much the largest element. Of the purchased materials

water, fertilizer and herbicides are by far the most important

items. It is impossible to identify any of these in the grow-

ing cane or in the raw sugar and molasses which constitute the

finished products of the plantations.

Because of the nature of most of the expenses, it would

be difficult to allocate them exactly among fields and crops.

Even some of the direct expenses can be assigned to specific

crops only in an arbitrary manner.

Any farming operation is subject to natural hazards,

and the Hawaiian sugar plantations are no exception. All of

the plantations are affected by variations in weather, drought,

flooding or wind action, and a small number have been and may

hereafter be affected by lava damage or tidal wave action.
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HISTORY OF ANNUAL ACCRUAL METHOD OF ACCOUNTING

All of the major sugar companies in Hawaii use the

"annual accrual method" of accounting for growing crop

expenses for both financial reporting purposes and income

tax purposes. Under this method all sugar plantation

expenses, both direct and indirect, are deducted from gross

income (i.e., charged against revenues) as incurred. The

annual accrual method requires that materials and supplies

not be deducted for tax purposes until they are actually

used by the plantation. For example, the cost of fertilizer

or herbicides would not be deductible until utilized by the

plantation.

Prior to adoption of the annual accrual method, the

plantations used the "deferred crop method" of accounting

for costs of growing crops. Under this method all such

costs were deferred until the crops were harvested.

Some of the plantations began to use the annual accrual

method for financial statement purposes as to a portion of

their growing crop expenses--those classified as indirect

expenses--prior-to 1913; others did so during the 1920sl

and still others did so during the 1930s. By 1937 all of

the plantations (except one small unit which is on the cash

basis) were using that method as to indirect expenses.



96

Eventually these companies extended the use of the

annual accrual method to the remainder of their growing crop

expenses, i.e., those classified as direct expenses. The

following shows the years in which the present plantations

began to use the annual accrual method with respect to all

growing crop expenses, both direct and indirects

-l-----l--pantation (but it did not adopt
the annual accrual method for income
tax purposes until 1937).

1934 -- 1 plantation.

i5 -- 5 plantations.

1952 -- 6 plantations.

1954 -- 3 plantations (but all of these
.T.---4op-ted the annual accrual method

for income tax purposes retroactively
as of 1953).

The change from the deferred crop method to the annual

accrual method for Federal income tax purposes by the one

plantation in 1937 was made after receipt of a favorable

ruling from the Commissioner of Internal Revenue permitting

the change in method. Similarly, the change to the accrual

method-for Federal income tax purposes of the five plantations

in 1951, the six plantations in 1952 and the three plantations

in 1953 was made with the consent of the Commissioner of

Internal Revenue.

It
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The annual accrual method is a significant aid to

management in controlling costs and expenses. This is

especially important during a period of rising prices such

as has characterized the economy for the past several years.

For the same reason, this method facilitates budgeting and

financing operations which necessarily are concerned with

the flow of cash receipts from product sales and disburse-

ments for plantation expenses and capital expenditures,

rather than with the allocation of these items to crops in

which were planted in past years or which will be harvested

in future years. Because this method results in income

statements that are readily understandable by employees,

stockholders, bankers and the public, it is a great help

in relations between management and those groups. This is

most important in labor negotiations which have been

extremely difficult for the plantations during recent

years. The method is simple-to operate, easy to understand,

and economical. The plantations have been able to eliminate

a substantial volume of costly detailed accounting work as

a result of using this method.

Thank you for your consideration of this statement.

Richard L. Griffith
Cades Schutte Fleming & Wright
Suite 1500, 1000 Bishop Street
Honolulu, Hawaii 96813
Tel. No. (808) 521-9206
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Senator PACKWOOD. Gentlemen, thank you very much for coming
this distance. We appreciate it.

Senator MATSUNAGA, And thank you, Mr. Griffith. We do appre-
ciate it very much.

Senator PACKWOOD. The next is S. 473, and we have a panel con-
sisting of Msgr. Lawrence Corcoran, Ms. Laura Lee Geraghty, Ms.
Patricia Curran, Mrs. Harold David, and Joseph Mizger.

Senator DURENBERGER. Mr. Chairman, I would like to make a
couple of remarks to the panel.

Senator PACKWOOD. Senator Durenberger has an opening state-
ment.

Senator DURENBERGER. Mr. Chairman, I very much appreciate
the opportunity to take part in this hearing on S. 473, the volun-
teer mileage deduction bill, introduced by me and by Senator
Kassebaum last February and cosponsored by Senators Cranston,
Boschwitz, Kasten, and DeConcini.

Perhaps never in the history of this country has the role of chari-
ties and voluntary organizations been more important to our Well-
being. The nonprofit segment of the private sector reaches into
almost every field of human interest, supporting a variety of insti-
tutions, many of which are represented here today.

Throughout my career I have had the good fortune to be involved
in a wide range of public service organizations. They have given to
me as much as I have given to them, and more, and these experi-
ences have cemented my belief that the private sector is ready and
willing to take on the many challenges facing us as a nation.

I see this is a rather long statement, Mr. Chairman.
Senator PACKWOOD. Yes; I was looking at it, too.
Senator DURENBERGER. And the value of this hearing this morn-

ing will be in those who bring their personal feelings about this
legislation to us, and so I will just ask that the balance of my state-
ment be submitted -to the record, and I thank you for giving us the
opportunity to present the problem of mileage deductions.

Senator PACKWOOD. Dave, thank you.
(The prepared statement of Senator Durenberger follows:]
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OPENINhG STATEMENT
BY

SENATOR DAVE DURENBERGER
RE

VOLUNTEER MILEAGE DEDUCTION BILL

APRIL 23, 2982

MR. CHAIRMAN, I VERY MUCH APPRECIATE THE OPPORTUNITY TO TAKE
PART IN THIS HEARING ON S.473, THE VOLUNTEER MILEAGE DEDUCTION BILL

INTRODUCED BY MYSELF AND SENATOR KASSEBAUM LAST FEBRUARY, AND

SINCE CO-SPONSORED BY SENATORS CRANSTON, DOSCHWITZ, KASTENj AND

DECONCINI,

PERHAPS NEVER IN THE HISTORY OF THIS COUNTRY HAS THE ROLE OF

CHARITIES AND VOLUNTARY ORGANIZATIONS BEEN MORE IMPORTANT TO OUR

WELL-BEING. THE NONPROFIT SEGMENT OF THE PRIVATE SECTOR REACHES

INTO ALMOST EVERY FIELD OF HUMAN INTEREST SUPPORTING A VARIETY OF_

INSTITUTIONS SUCH AS RELIGIOUS ORGANIZATIONS, HEALTH CLINICS,

CIVIC ORGANIZATIONS, MUSEUMS AND LIBRARIES, AND SOCIAL SERVICE

ORGANIZATIONS SUCH AS THOSE REPRESENTED HERE TODAY.

THROUGHOUT.MY CAREER, I HAVE HAD THE GOOD FORTUNE TO BE

INVOLVED IN A WIDE RANGE OF PUBLIC SERVICE ORGANIZATIONS. THESE

HAVE GIVEN TO ME AS MUCH AS I HAVE GIVEN TO THEM, AND THESE

EXPERIENCES HAVE CEMENTED MY BELIEF THAT THE PRIVATE SECTOR IS

READY AND WILLING TO TAKE ON THE MANY CHALLENGES FACING US AS A NATION.
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THE PURPOSE OF THIS VOLUNTEER MILEAGE BILL IS TO RECOGNIZE AT

LEAST IN PART THE VALUE OF THE CONTRIBUTIONS OF TIME AND ENERGY

MADE BY THE MILLIONS OF AMERICANS LIKE THOSE HERE TODAY. YEAR BY

YEAR, AMERICANS HAVE GIVEN ENORMOUS CONTRIBUTIONS IN LABOR AND

MONEY TO SUPPORT PRIVATE CHARITABLE ACTIVITIES, BUT NOT NEARLY AS

MUCH AS WAS NEEDED TODAY. CONTRIBUTIONS OF TIME AND MONEY ARE NOT

KEEPING UP WITH RAPIDLY GROWING NEEDS IN HUMAN SERVICES.

ONE OF THE DISINCENTIVES TO THE CONTRIBUTION OF PERSONAL

SERVICES IS THE POLICY OF THE INTERNAL REVENUE SERVICE RELATING

TO MILEAGE ALLOWANCES. THIS POLICY PROVIDES THAT INDIVIDUALS WHO

CONTRIBUTE THEIR TIME AND LABOR TO CHARITABLE ACTIVITIES AND USE

A PERSONAL AUTOMOBILE MAY DEDUCT A STANDARD RATE OF 9 CENTS PER

MILE AS A CHARITABLE CONTRIBUTION. OR, IF THEY CHOOSE, THEY CAN

INSTEAD DEDUCT THEIR ACTUAL UNREIMBURSED EXPENSES FOR GAS AND OIL,

PARKING FEES AND TOLLS ARE DEDUCTIBLE IN EITHER CASE, BUT

DEPRECIATION, INSURANCE, AND REPAIRS ARE NOT DEDUCTIBLE,

A 7 CENTS-PER-MILE FIGURE WAS INITIALLY SET IN 1958 AND IN
THE INTERVENING 24 YEARS THAT FIGURE HAS BEEN ADJUSTED UPWARDS

BY 2 CENTS. THE 7 CENTS-PER-MILE DEDUCTION WAS NOT REALISTIC IN
1958, AND THE INSIGNIFICANT 2 CENT CHANGE HARDLY REFLECTS EITHER
THE SUBSTANTIAL RATE OF INFLATION OR THE ASTRONOMICAL RISE IN

THE PRICE OF FUEL THAT HAS OCCURRED OVER THE LAST QUARTER CENTURY
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S,473 WOULD INCREASE THE "VOLUNTEER MILEAGE DEDUCTION" TO
MAKE IT COMPARABLE TO THE ALLOWABLE DEDUCTION FOR THE USE OF AN

AUTOMOBILE ON GOVERNMENT BUSINESS -- t, A RATE THAT IS CURRENTLY

20 CENTS PER MILE,

I WANT TO MAKE IT CLEAR, MR, CHAIRMAN, THAT MY BILL WOULD

NOT BY ANY MEANS ALLOW VOLUNTEERS TO DEDUCT THE FULL COSTS THAT

THEY BEAR IN USING A PRIVATE AUTOMOBILE IN SOME CHARITABLE SERVICE,

THE ACTUAL COST CF USING A VEHICLE, REGARDLESS OF LOCATION, IS AT

LEAST, ON AVERAGE, .50 HIGHER THAN THE 20 CENT-PER-MILE FIGURE IN
S.473. EVEN WITH THE PASSAGE OF THIS BILL, OUR NATION'S

VOLUNTEERS WOULD BE MAKING SUBSTANTIAL FINANCIAL SACRIFICES IN

THEIR SERVICE,

BUT I DO NOT MEAN TO UNDERVALUE THE IMPORTANCE OF THIS MEASURE.

RECENTLY, THE MINNESOTA GOVERNOR'S COUNCIL ON AGING FOUND THAT

VOLUNTEER DRIVERS IN ONE TYPICAL MINNESOTA COUNTY AVERAGE ABOUT

100 MILES PER MONTH. THAT MEANS THEY'RE SPENDING SUBSTANTIALLY

MORE THAN $350 PER YEAR IN THEIR VOLUNTEER DRIVING, NOT TO MENTION
THE TIME AND LABOR DONATED. CURRENTLY, THOUGH, THOSE VOLUNTEERS

CAN DEDUCT LESS THAN A THIRD OF THAT AMOUNT FROM THEIR FEDERAL

TAXES -- THE REST COMES DIRECTLY OUT OF THEIR OWN POCKETS
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MR. CHAIRMAN, I BELIEVE THAT WE HAVEN'T SEEN EVEN CLOSE TO THE -

POTENTIAL IN THIS COUNTRY FOR THE CHARITABLE GIVING OF PERSONAL

SERVICES. AND WE WILL NOT SEE THAT POTENTIAL REALIZED UNTIL WE

REMOVE MANY OF THE FINANCIAL DISINCENTIVES NOV FACING OUR NATION'S

VOLUNTEERS. S.473 WOULD BE AN IMPORTANT STEP IN THAT DIRECTION.

I WOULD NOW LIKE TO INTRODUCE THE REPRESENTATIVES OF SOME OF

THESE GROUPS W4HO ARE HERE THIS, MORNING TO TESTIFY ON BEHALF OF

S.473. HERE TODAY ARE:

MIONSIGNOR LAWRENCE J. CORCORAN, EXECUTIVE DIRECTOR, NATIONAL

CONFERENCE OF CATHOLIC CHARITIES,- WASHINGTON, D.C.

f's, LAURA LEE fl. GERAGHTY, DIRECTOR, MINNESOTA OFFICE ON

VOLUNTEER SERVICES, AND PUBLIC POLICY CHAIR, ASSOCIATION

FOR VOLUNTEER ADMINISTRATION, ST. PAUL, MINNESOTA

PIS. PATRICIA CURRAN, MEMBER, BOARD OF DIRECTORS, ASSOCIATION OF

JUNIOR LEAGUES, ON BEHALF OF ASSOCIATION OF JUNION LEAGUES,

UNITED WAY, AND INDEPENDENT SECTOR, NEW YORK, NEW YORK

IRS. HAROLD L. DAVID, NATIONAL*CHAIRMAN OF OFFICE OF VOLUNTEERS,

AMERICAN RED CROSS, WASHINGTON, D.C.

JOSEPH MIZGERD, 1.,D, ON BEHALF OF THE AMERICAN LUNG ASSOCIATION,

WASHINGTON, D4,,
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Senator PACKWOOD. Let me say a word of appreciation to all of
the groups that you represent for the help that you gave us last
year on the charitable contributions legislation. In the 1981 tax
bill, Congress passed a provision allowing nonitemizers to deduct
charitable contributions. This is phased in over several years. But
at least we started. That is a battle that had to be won over the
objections of the Treasury. We simply would not have made it had
we not had the broad base of support from your organization and
100 others, and I am personally quite appreciative.

Monsignor Corcoran.

STATEMENT OF REV. MSGR. LAWRENCE J. CORCORAN, EXECU-
TIVE DIRECTOR, NATIONAL CONFERENCE OF CATHOLIC CHAR.
ITIES
Monsignor CORCORAN. Thank you very much, Mr. Chairman. I

think that I would want to reciprocate with the gratitude, speaking
personally, and I am sure for the others also, for the great leader-
ship and help that you gave on that charitable contributions bill.

Senator PACKWOOD. You are very kind, but I can assure you we
would not have made it without the broad-based grass roots sup-
port we had from all of you and 100 other organizations all over
this country. I have never had a better collection of allies in any
bill or fight that I have undertaken.

Monsignor CORCORAN. Well, we are very pleased and also hope
for a similar alliance on the subject that we address this morning.

I think my statement can be very brief. I represent the National
Conference of Catholic Charities which is a broad collection of
social service, neighborhood and community organization pro-
grams, just every type of service practically that you can think of
across the country, and we -do depend considerably upon volun-
teers, as do so many other organizations.

This is a particularly important time, a time of change, of great
demands upon the services and the assistance that we provide. The
volunteer effort in meeting these demands can be considerably in-
creased, I think, if this particular bill is successful in wending its
way through Congress. I think of the great reliance upon volun-
teers, and of the increased costs of fuel and oil which they have,
but particularly the increased cost of operating an automobile, and
I think that is most impo rtant,

I feel the need of making some reference to what was said earlier
by the representative from the Treasury that the mileage allot-
ment is based on the actual out-of-pocket costs for gas and oil. If
you, begin to slice that each time a person gets in his car and start
figuring now, we are just going to count for this mile the gas and
oil contribution and we are not going to count this other costs as a
contribution it becomes very complicated. You could apply that to
almost anything, including business expenses. But the cost of run-
ning that car for that particular mile is what it costs totally for an
automobile, and I think it is a matter of equity to give the same
kind of allotment, same kind of mileage for this kind of a contribu.
tion, and particularly if you are comparing it to a business expense.

I think that we shouldattach this bill to the administration's en-
couragement of the voluntary sector, because it is a concrete en-



104

couragement. It is not just rhetoric. It is a matter of doing it in a
very substantial way. I think that is an important item.

I think the other and final point that I would make, is that this
would enable people with rather modest incomes to be more in-
clined to volunteer, where volunteering means that they are going
to have to step in their car and go someplace, and maybe frequent-
ly go someplace, which is the case so often today.

So I think that we are here substantiating the contribution that
they make, that volunteers make, and I think this bill is a real con-
crete way to encourage them and support this particular contribu-
tion.

Thank you very much.
[The prepared statement of Msgr. Lawrence J. Corcoran follows:]
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TESTIMONY

by

Rev. Msgr. Lawrence J. Corcoran
Executive Director

of the

National Conference of Catholic Charities

before the

Senate Finance Subcommittee
on

Taxation and Debt Management

April 23, 1982

Good morning, Senator Packwood and members of the Senate Finance Subcommittee

on Taxation and-Debt Management. I am pleased to be here this morning, as a repre-

sentative of the voluntary sector, to add the National Conference of Catholic

Charities' strong endorsement of S. 173, which would increase the deduction allowed

for use of a personal automobile to conduct voluntary service for a charitable

organization.

The National Conference of Catholic Charities is the largest non-profit social

service network ift the country, comprising more than 750.agencies and institutions

nationwide. Catholic Charities'agencies and institutions involve thousands of

volunteers in their efforts to provide human services, as do our major national

affiliate groups - the Society of St. Vincent DePaul, the Ladies of Charity and

the Christ Child Society. Volunteers from these affiliate organizations and those

involved with Catholic Charities are among millions of people who are the

quintessence of good and Godly work, and who are essential to the task of meeting

the emergency and ongoing needs of families, youth and the aging.
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In 1974 the Annual Survey of Catholic Charities Agencies revealed that the

total number of volunteers active in agencies was 56,1. Our 1980 Annual Survey

shoved a total of 95,089 volunteers serving actively, an increase in volunteers-

falling slightly short of 100 percent in six years. These figures do not take into

account the many thousands of volunteers active in our affiliate national organizations -

organizations which are almost entirely voluntary in nature. Our Parish Outreach

Program, begun about five years ago, has deliberately sought to expand upon the

concept of utilizing volunteers to perform human service functions within individual

parishes and neighborhoods.

Catholic Charities agencies participate in this and other volunteer-oriented

programs. For example, during its participation in an EnergyCare Project, Associated

Catholic Charities, Inc. of Baltimore organized a parish-based program of low-cost

home weatherization. The coordinated program - which provided home weatherization

materials for 500 households, 50 low-income families in each of ten inner-city

parishes - utilized staff to seek weatherization material supplies and train

parishes on installation, while the parishes utilized their volunteers to register

families for the program, distribute materials and assist in the installation.

In another instance of the work of Catholic Charities' volunteers, the

1Whitefield Emergency Energy Taskforce (WHEET), in the Diocese of Manchester, Nev

Hampphire, provides emergency fuel assistance, wood ior heating through a

cooperative sharing of labor from the recipients or church volunteers, and a food

pantry for food emergencies. Parish volunteers work with the volunteers from other

churches to cut the wood. They also hold fundraisers to purchase logs or other

fuel. Parishioners also donate one food staple per family each week at church

services.
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Also in the Diocese of Manchester, an experimental project utilizing

volunteers was initiated to speed up access to government fuel assistance funds

for the home-bound elderly. The over-burdened community action agencies, which

were responsible for processing fuel assistance applications, could not respond

to needs quickly enough. Through an agreement with State officials, the outreach

staff and parish volunteers received training from the State-appointed agencies,

then helped locate those in need of energy assistance and assisted in the

application process. Mobilization of parish volunteers during the initial phase

of the project resulted in the early processing of energy-assistance applications

from more than 100 home-bound elderly.

And in one more of a multitude of examples of volunteer charitable work,

Catholic Community Services in Washington State's Seattle/King County responded

to State budget cutbacks by expanding from five parishes to 47 of 53 Catholic

parishes in King County a volunteer-based chore services program. Volunteers are

mobilized by a coordinator in each parish to assume a major responsibility in

chore provision services for the community's elderly - heretofore provided by

paid workers - such as housekeeping functions, home repair, bill-paying, meal

preparation and client visitation. The initiative of Catholic Community Services

in coordinating work previously funded by the State is an alternative to traditional

service delivery arising out of budgetary crisis. Volunteers have worked to avert

literally thousands of individual disasters which might have occurred following

state termination of services to Seattle/King County's elderly chore service

recipients.
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Examples like these demonstrate the potential and capacity of a community

to respond to its needs, and of our increasing reliance upon the charitable work

performed by volunteers. But new needs replace old ones, and volunteers can

only give so much time, energy and personal resources.

During these economically straining times, as energy costs take an ever-greater

toll from our individual budgets, many of the people who donate themselves willingly

to helping others find that they no longer have the resources to expend in such

work. The efforts of volunteers involve largely that of self-giving, and this is,

of course, the essence of volunterism.

Volunteers service direct needs: they give their time and skill to enrich

the lives of the homebound or otherwise isolated; to organize clothing and food

banks, wood and other energy supplies, programs of education and sensitivity.

But volunteers do more than direct service: volunteers participate in advising

and carrying out the functions of our city and state governments, and serve on

the boards and determine policy of non-profit organizations. Volunteers participate

in school, church and other systems which shape the vision and growth of the

young and give support and counsel to the aging; and give actively to the arts,

to athletics, to hospitals, to fire departments, ad infinitum.

While the overall well-being of society should rely on the active contributions

of volunteers, we continue to take this contribution for granted, a contribution

which, incidentally, provides some services at a lower unit of cost than would

be possible with paid staff.
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We cannot reward our volunteers. The rewards of voluntary service are of a

personal and spirituaT But volunteers do have some costs which can make

their service difficult in pressing economic times. A retired school teacher, for

example, finds it difficult to continue delivering "Meals on Wheels" with the

current mileage reimbursement so low. The contributing nature of volunteer work

should not preclude us from givng-a-fair measure to those who, in turn, give so

much. We can help by increasing the automobile travel allowance incurred in the

course of performing charitable, voluntary work, as proposed in S. 473, introduced

by Senator Durenberger and H.R. 767, introduced by Representative Mikulski. Inasmuch

as our tax code provides heavy incentives to business we must offer a fair incentive

to volunteers who, like business, greatly contribute to the economic and emotional

soundness of our society. We believe that making the travel allowance more

equitable will attract many more volunteers.

We know there are limits to what government can do, and these limits are being

more tightly drawn. As service resources are strained, we are relying ever more

heavily on volunteers to service social, community and human needs. But, as with

government, there are limits to what individuals can do.

The National Conference of Catholic Charities believes that proposals such as

Senator Durenberger's, which provide encouragement and incentives to volunteer work,

are in keeping with our American humanitarian tradition and our Judeo-Christian

ethic of neighbor helping neighbor.

I thank you for the opportunity to appear before you today.

94-640 0 - 82 - 8
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Senator DURENBERGER. Thank you, Monsignor.
In the order-I guess we are going by the order on the witness

list.
Laura Lee Geraghty will be next.
'Welcome.

STATEMENT OF LAURA LEE M. GERAGHTY, DIRECTOR, MINNESO-
TA OFFICE ON VOLUNTEER SERVICES, AND PUBLIC POLICY
CHAIR, ASSOCIATION FOR VOLUNTEER ADMINISTRATION
Ms. GERAGHTY, Thank you, Senator.
I would like to urge passage of the volunteer mileage deduction

bill. I am here today representing two organizations. I am the di-
rector of the Minnesota Office on Volunteer Services and also as
public policy chair for the Association -for Volunteer Administra-
tion. Both of these organizations have taken strong positions in
favor of increasing the Federal tax deduction for volunteer-related
mileage.

The Minnesota Office on Volunteer Services provides statewide
leadership and supportive services to volunteer leaders to initiate,
expand, and improve the contributions of volunteers. We work with
private and public sector organizations which either provide or uti-
lize volunteer services.

The Association for Volunteer Administration is an international
professional organization for those working in the field of volunteer
management. Membership includes program administrators,
agency executives, educators, researchers, consultants, trainers,
arid authors who share a common concern for the future of volun-
teerism.

Today, leaders at the national, State, and local level are encour-
aging the utilization of volunteers and the allocation of other pri-
vate sector resources to fill service gaps created by Government
budget cuts. This concept -offers a concrete solution to meeting
human and other community needs with shrinking public funds.
However, in order to accomplish this we must develop public poli-
cies which encourage and enable this increased participation. This
bill is one way to do so.

A Gallup survey completed in June 1981 indicates that 31 per-
cent of Americans volunteer on a regular, active basis of 2 or more
hours per week. Ten percent of the adult population averaged 7 or
more volunteer hours per week.

Another recent study has valued the annual contribution of our
Nation's volunteers at $64.5 billion. This is an immense contribu-
tion to our country.

However, many volunteers are feeling frustrated that their work
is not recognized and supported. Many others would be willing to
volunteer their services but cannot afford to do so. At a time when
we are looking toward increased contributions from volunteers, we
cannot afford to discourage existing volunteers or to keep others
from volunteering because of the expenses incurred.

In recent years rising fuel costs have forced some volunteers to
reduce or eliminate their contributions. It is becoming increasingly
difficult to recruit volunteers for positions requiring substantial
driving. Additionally, volunteers are often finding it difficult to
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afford the driving necessary to simply get to and from their volun-
teer assignments. Volunteers cannot serve if they cannot get there.

Aside from the very practical aspect of making volunteering
more affordable, we must also consider the message that we are
giving to volunteers. The maximum Federal income tax deduction
which volunteers may currently claim for mileage is 9 cents per
mile. In contrast, paid workers may claim 20 cents per mile for
their business-related automobile expenses.

This difference implies that paid work is more highly valued
than unpaid work. Senate bill 473 would eliminate this disparity
and provide increased recognition of the valuable contributions our
volunteers make to their communities and to our country.

Several States have already responded to this need by enacting
legislation which increases the State tax deduction for volunteer
mileage. In Minnesota a bill was introduced this last session but
did not receive hearings due to the short session. However, this bill
will be reintroduced in the next legislative session and will have
the support of hundreds of volunteer organizations throughout the
State of Minnesota. Those same volunteer leaders are just as inter-
ested in increasing the Federal tax deduction for volunteer mile-
age.

This is a positive example of Federal legislation which expands
options for our citizens. It does not attempt to regulate or control
any aspects of our society. It is not a giveaway program. It will not
reward or compensate volunteers for their services. Instead, it will
enable our millions of volunteers to continue or increase their con-
tributions, and it will enable those who cannot currently afford to
volunteer to do so.

It is very appropriate that this hearing is being held during Na-
tional Volunteer Week. Just as local organizations throughout the
country are recognizing their volunteers in a variety of ways, we in
this room are attempting to recognize the full value of volunteer
contributions by equalizing the tax deduction allowed for unpaid
work with that of paid work.

On behalf of the Minnesota Office on Volunteer Services and the
Association for Volunteer Administration, and for the benefit of
the millions of volunteers these organizations serve, I urge passage
of the volunteer mileage deduction bill in the belief that it will
stimulate and strengthen volunteerism in this country.

[The prepared statement of Laura Lee M. Geraghty follows:]
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FORMAL TESTIMONY SUBMITTED BY LAURA LEE M. GERAGHTY

SUMMARY OUTLINE OF TESTIMONY
April 23, 1982

FROM Laura Lee M. Geraghty
Director, Minnesota Office on Volunteer Services; and
Public Policy Chair, Association fo, Volunteer Administration

BEFORE Senate Finance Sub-Committee on Taxation and Debt Management
S. 473 Volunteer Mileage Deduction Bill

I. Urging the passage of S. 473 on behalf of the Minnesota Office on
Volunteer Services and the Association for Volunteer
Administration

II. Increasing Need for the Legislation
A. Leaders at the national, state and local level are

encouraging increased utilization of volunteer services.

B. As financial resources decrease the need for volunteers
increases.

C. 31% of Americans currently volunteer on a regular basis
Their contribution is valued at $64.5 annually.

D. Many volunteers feel that their work is not recognized and
supported.

E. Rising fuel costs and-Inflation is making it more difficult
to afford to volunteer.

F. When business-related mileage tax deductions are higher than
volunteer-related, it appears that we do not value unpaid
work.

III. Response to Need
A. S. 473 eliminate an impediment to volunteering.

B. There is broad and diverse support for this legislation-from
the volunteer community.

C. Several states have responded to the need by enacting
legislation to raise state tax deductions for volunteer
mileage.

IV. Why Support For S. 473
A. S. 473 is a positive example of federal legislation.

B. It enables and encourages volunteerism, rather than creating
regulation and control.

C. S.-473 is a form of public policy recognition of the value of
volunteer work and enhances the status of volunteers.

D. This bill will stimulate and strengthen volunteerism.
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TESTIMONY
APRIL 23, 1982

FROM: Laura Lee M. Geraghty
Director, Minnesota Office on Volunteer Services; and
Public Policy Chair, Association for Volunteer Administration

BEFORE: Senate Finance Sub-Committee on Taxation and Debt Management
S. 473 Volunteer Mileage Deduction Bill

I would like to urge passage of S. 473, the Volunteer Mileage Deduction
Bill. I am here today representing two organizations. I am the director of
the Minnesota Office on Volunteer Services, and also the public policy chair
for the Association for Volunteer Administration. Both of these
organizations have taken strong positions iri favor of Increasing the federal
tax deduction for volunteer-related mileage.

The-Minnesota Office on Volunteer Services (M.O.V.S.) was established to
promote the effective coordination and channeling of voluntary action to
improve the quality of life for Minnesota citizens. The Office provides
statewide leadership and supportive services to volunteer leaders to
initiate, expand, and improve the contributions of volunteers. It works
with private and public sector organizations, which either provide or
utilize volunteer services in such areas as human services, environmental
and cultural affairs, and civic involvement.

The Association for Volunteer Administration (AVA) is an international
professional organization for those working in the field of volunteer
management. Membership in AVA is open to both salaried and unsalaried
program administrators, agency executives, educators, researchers,
consultants, trainerg and authors who share a common concern for the future
of volunteerism.

Today, leaders at the national, state and local level are encouraging the
utilization of volunteers and the allocation of other private-sector
resources to fill service gaps created by government budget cuts. This
concept offers a concrete solution to meeting human and other community
needs with shrinking public funds. However, in order to accomplish this, we
must develop public policies which encourage and enable this increased
participation. This bill is one way to do so.

Voluntary manpower is our greatest potential resource in meeting
the current budget crisis. A Gallup survey, cQmpleted in June 1981,
indicates that 31% of /mbricans volunteer on a regular, active basis of two
or more hours per week. Ten percent of the adult population averaged seven
or more volunteer hours a week.

Another recent study has valued the contributions of our nation's volunteers
at $64.5 billion for the year ending last October. This is an immense
contribution to our country.

However, many volunteers are feeling frustrated that their work is not
recognized and supported. Many others would be wi111ng to volunteer their
services, but cannot afford to do so. At a time when we are looking~towards
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increased contributions from volunteers, we cannot afford to discourage
existing volunteers or to keep others from volunteering because of the
expenses incurred. -

In recent years rising fuel costs have forced some volunteers to reduce or
eliminate their contributions. It is becoming increasingly difficult to
recruit volunteers for positions requiring substantial driving (i.e.
transporting seniors and handicapped to medical appointments and youth to
athletic events, library homebound and meals on wheels programs).
Additionally volunteers are often finding it difficult to afford the driving
necessary to simply get to and from volunteer assignments, particularly in
rural areas. Volunteers cannot serve, if they cannot get there.

Aside from the very practical aspect of making volunteering affordable to
all who wish to participate, we must also consider the message that we are
sending to volunteers. The maximum federal )ncome tax deduction which
volunteers may currently claim, for mileage and other automobile-related
expenses, is 9 cents per mile. In contrast, paid workers may claim 20 cents
per mile for their business-related automobile expenses.

This difference implies that paid work is more highly valued than unpaid
work. Senate file 473 would eliminate this disparity and provide increased
recognition of the valuable contributions our volunteers make to their
communities and to our country.

Several states have already responded to this need by enacting legislation
which increases the state tax deduction for volunteer mileage. In Minnesota
a bill was introduced in the last legislative session to increase the state
tax deduction for volunteer mileage. But because of a short session, it did
not receive a hearing this year. However, the bill will be reintroduced
next year and it will have the support of hundreds of volunteer
organizations throughout the state - from Girl Scout councils, hospitals,
neighborhood centers, court services, Voluntary Action Centers, headstart
programs, Red Cross, parent/teacher associations and a myriad of others
representing local and state-level programs. Those same volunteer leaders
are just as interested in increasing the federal tax deduction for volunteer
mileage. In fact, a number have asked me to bring letters from their
organizations supporting this legislation. Other Minnesota organizations
have also indicated that they will be mailing letters of support.

In Minnesota we have embarked upon a new project called "Volunteer For
Minnesota." The purpose of this project is to design and implement an
innovative plan for communities to use in order to increase and enhance
citizen involvement, by building community coalitions to assess needs and
resources and to determine where volunteers can most appropriately be
utilized. During the eighteen month term of this project, at least fifty
Minnesota communities will begin or increase the involvement of volunteers
in the delivery of services. The project will result in several models that
can be used by other states to increase volunteer involvement.

Leaders from state and local government, business, labor, academic and
volunteer communities are involved in the planning of this project. All are
very enthusiastic, but recognize that we cannot achieve our goal without a
substantial increase in volunteer contributions. Senate file 473 would
provide an incentive to encourage more volunteering.
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This is a positive example of federal legislation, which expands options for
our citizens. It does not attempt to regulate or control any aspect of our
society. It is not a giveaway program. It will not reward or compensate
volunteers for their service. Instead, it will enable our millions of
volunteers to continue or increase their contributions and it will enable
those who cannot currently afford to volunteer to do so.

It is very appropriate that this hearing is~being held during National
Volunteer Week. Just as local organizations around the country are
recognizing their volunteers in a variety of ways, we in this room are
attempting to recognize the full value of volunteer contributions by
equalizing the tax deduction allowed for unpaid work with that -of paid work.

On behalf of the Minnesota Office on Volunteer Services and the Association
for Volunteer Administration, and for the benefit of the millions of
volunteers these organizations serve, I urge passage of the Volunteer
Mileage Deduction Bill in the belief that it will stimulate and strengthen
volunteerism in this country.

Senator DURENBERGER. Thank you very much.
Ms. Curran on behalf of not only the Association of Junior

Leagues, but also the Independent Sector. Welcome.

STATEMENT OF PATRICIA CURRAN, MEMBER, BOARD OF DIREC-
TORS, ASSOCIATION OF JUNIOR LEAGUES, ON BEHALF OF AS-
SOCIATION OF JUNIOR LEAGUES, UNITED WAY, AND INDE.
PENDENT SECTOR, NEW YORK
Ms. CURRAN. Thank you.
I am Patricia Curran of Marcellus, N.Y., a member of the Associ-

ation of Junior League's Public Policy Committee and a past presi-
dent of the Junior League of Syracuse, N.Y. I appreciate this op-
portunity to appear before you today to express the association's
strong support for S. 473, legislation which would set the mileage
deduction for volunteers at the rate allowed Government employ-
ees as reimbursement when the), use their vehicles for Government
business. I also am submitting for the record letters from two other
major voluntary organizations, Independent Sector and the United
Way of America, in support of the association's statement.

The Association of Junior Leagues is an international voluntary
organization with 241 member leagues in the United States repre-
senting approximately 142,000 individual members. Junior Leagues
promote the solution of community problems through voluntary
citizen involvement and train their members to be effective volun-
tary participants in their communities. Every active Junior League
member must make a commitment to a volunteer position.

In our larger metropolitan areas it is not-uncommon for a Junior
League member to make a 50-mile round trip to her volunteer as-
signment. However, Junior Leagues, like many other volunteer or-
ganizations, are finding that their members are increasingly reluc-
tant to make firm commitments to regular volunteer placements
that are many miles from their homes. High gasoline costs and the
refusal of the Internal Revenue Service to allow volunteers an ade-
quate deduction for mileage costs in computing their Federal
income taxes jeopardize the quality and, in some cases, the very ex-
istence of many vital volunteer programs.
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Faced by high mileage costs, a volunteer may cut her involve-
ment with a program from once or twice a week to once every 2
weeks or even once a month. This could harm programs such as
Meals on Wheels or tutoring programs which require brief but fre-
quent time commitments.

For instance, a project sponsored by the Junior League of Syra-
cuse is facing difficulty recruiting volunteers to serve as leaders for
youth communications workshops sponsored throughout Onondaga
County by Contact, a local hotline. The director of Contact reports
increasing resistance from volunteers to requests for participation

-in workshops that are located in schools at considerable distance
from volunteers' homes. She further reports that the volunteers
find the costs of driving across the county, a 65-mile round trip,
prohibitive. In her view, legislation such as S. 473 would provide a
much needed incentive to permit volunteers more freedom to per-
form services at a greater distance from their home.

Junior League members in other parts of the country are report-
ing- similar difficulties. These are included in the full report which
I would like to submit to you for the record.

We believe that the volunteer mileage deduction should be com-
puted on the same basis that is used for computing the deduction
allowed businessmen and the reimbursement rate allowed Govern-
ment employees in receiving compensation for their mileage ex-
penses. To deny volunteers the same deduction as that granted
Government officials or businessmen indicates that the Govern-
ment does not consider the services of the volunteers to be of equal
value to society as those provided by paid employees. Some justify
this IRS ruling by pointing out that Government employees and
businessmen pay taxes on the salaries they earn while using their
cars. It is important to note that volunteers provide their time
without pay to those persons and institutions most in need. Dis-
couraging volunteer work with such policies as refusing to increase
the volunteer mileage deduction can only lead to increased costs
for the public sector ifit is forced to assume services now provided
by unpaid volunteers.

Moreover, it is especially critical at this time of massive cutbacks
in Federal funding for social services, the arts, and education that
volunteers be encouraged, not discouraged.

Many volunteers are beginning to ask the questions posed by the
Junior League of Eugene, Oreg., at a meeting of the Junior
Leagues in the Northwest last fall. Will this, too, be the year when
voluntarism becomes a luxury that many of our members can no
longer afford? Even as we sit here today, we are confronted with
the fact that our hours of labor donated to our communities are not
evaluated on the same plane as the hours of labor put in by the
businessman or the businesswoman. While we altruistically give up
our time, the businessperson's time yields monetary gains. Mileage
incurred on our job may be deducted at 9 cents per mile while the
businessperson deducts 20 cents per mile. Child care comes straight
from the pocket of the volunteer with young children while the
businesswoman takes a tax credit for her child care expenses in-
curred during her workday.

With this absence of monetary support, voluntarism can only be
an activity of the upper economic strata. Have you ever considered
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how many of us-might need to shorten our league career due to the
hidden expenses of voluntarism?

In conclusion, to cut costs, many volunteers may be forced to
withdraw their services This would be a great loss to many of our
country's neediest citizens, especially at a time when Government
funding is being withdrawn from many services. We strongly be-
lieve that society cannot continue to place increasing demands on
volunteers to provide services to the community unless it is ready
to recognize the worth of the volunteers. An adjustment is long
overdue. We urge you to consider S. 473 favorably.

[The prepared statement of Patricia Curran follows:]
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PREPARED STATEMENT OF PATRICIA CURRAN, MEMBER, PUBLIC POLICY COMMITTEE, THE
AssOCIATION OF JUNIOR LEAGUES, INC., WITH ATTACHED LETTERS OF SUPPORT FROM
INDEPENDENT SECTOR AND UNITED WAY OF AMERICA

SUMMARY

The Association of Junior Leagues urges the Subcommittee on
Taxation and-Debt Management of the Senate Committee on Finance
to support S. 473, legislation which would set the mileage
deduction for volunteers at the rate allowed government employees
as reimbursement when they use their vehicles for government
business.

The Association's testimony is supported by the INDEPENDENT
SECTOR and the United Way of America.

I. The Association

A. International women's voluntary organization

B. 241 Junior Leagues; 142,000 individual members in the
United States

C. Promotes the solution of community problems through
voluntary citizen involvement, and trains Junior League
members to be effective voluntary participants in their
communities

II. Volunteer Mileage Deduction Should Be Computed on the Same
Basis as Reimbursement Granted Government Emloyees

A. Volunteers such as Junior League members contribute many
hours to a wide range of valuable community projects,

-often traveling long distances to their volunteer
assignments.

B. The high costs of operating a car and the Internal
Revenue Services' refusal to allow volunteers an
adequate deduction for mileage costs have forced many
volunteers to reduce their volunteer commitment, thus
Jeopardizing the existence of vital community projects.

C. Denying volunteers the same deduction as that granted
government workers and businessmen indicates that
government does not consider volunteers' services to be
of equal value as though provided by paid employees.

D. It is especially important at this time of federal
funding cutbacks that government policies encourage, not
discourage volunteer work.
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I am Patricia Curran, of Marcellus, New York, a member of the

Association of Junior League's Public Policy Committee and a past

president of the Junior League of Syracuse, New York. I appreci-

ate this opportunity to appear before you today to express the

Association's strong support for S. 473, legislation which would

set the mileage deduction for volunteers at the rate allowed

government employees as reimbursement when they use their vehi-

cles for government business. We support S. 473 and supported

its predecessor, S. 1867, in the last session of Congress because

the proposed legislation reflects the Association's belief in the

importance of volunteer work and acknowledges the rising costs

incurred by volunteers in providing their services. I also am

submitting for the record letters from two other major voluntary

organizations, INDEPENDENT SECTOR and the United Way of America,

in support of the Association's statement.

Junior League Volunteers

The Association of Junior Leagues is an international

voluntary organization with 241 member Leagues in the United

States, representing approximately 142,000 individual members.

Junior Leagues promote the solution of community problems

through voluntary citizen involvement and train their members

to be effective voluntary participants in their communities.

Every active Junior League member must make a commitment to a
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volunteer position. In addition, Junior Leagues develop pro-

jects and raise funds for community programs. During 1980-81,

Junior Leagues sponsored almost 1400 projects in their commu-

nities and netted almost $12 million from various benefits and

ongoing money raisers such as thrift shops, cookbooks, auctions
V

and sponsorship of cultural and sporting events.

The money raised by these League fundraisers is used to

support projects in the community such as services to children

and their families, adolescents, the aged and populations ex-

periencing special problems such as drug abusers, alcoholics

and battered women, as well as programs concerned with the

arts, urban conservation and the protection of the environ-

ment. These programs are made possible by League volunteers

who often drive long distances to their volunteer jobs.

In our larger metropolitan areas, it is not uncommon for a

Junior League member to make a 50-mile round trip to her volun-

teer assignment. However, Junior Leagues, like many other

volunteer organizations, are finding that their members are

increasingly reluctant to make firm commitments to regular'

volunteer placements that are many miles from their homes.

High gasoline costs and the refusal of the Internal Revenue

Service to allow a volunteer an adequate deduction for mileage

costs in computing their federal income taxes jeopardize the

quality and, in some cases, the very existence of many vital
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programs. Faced by high mileage costs, a volunteer may cut her

involvement with a program from once or twice a week to once

every two weeks or even once a month. This could harm programs

such as Meals on Wheels or tutoring programs which require

brief, but frequent, time commitments.

For instance, a project sponsored by the Junior League of

Syracuse, is facing increasing difficulty recruiting volunteers

to serve as leaders for youth communications workshops spon-

sored throughout Onondaga County by Contact, a local hotline.

Since the workshops began in September 1981, Junior Leagues

participating in the workshop have traveled almost 2,000 miles

to conduct 38 workshops. However, the director of Contact

reports increasing resistance from volunteers to requests for

participation in workshops that are located in schools at con-

siderable distance from the volunteers' homes. The director of

Contact reports that the volunteers find the costs of driving

across the county--a 65 mile roundtrip--"prohibitive." In her

view, legislation such as S. 473 would provide a much-needed

incentive to "permit volunteers more freedom to perform

services at greater distances from their homes." Contact

cannot continue the workshops without volunteer assistance.

Junior League members in other parts of the country report

similar difficulties. For example, the Junior League of

Eugene, Oregon also reports that the high costs involved with
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volunteering have made it very difficult for the League to

recruit community volunteers for a parent aide program it

established at the request of the Children's Services Division

of Lane County. One parent aide reported that she had driven

54-7 miles in one year and contributed more than 250 hours of

her time to fulfill her volunteer commitment as a parent aide.

Certainly giving recognition to such activity by allowing a

higher mileage deduction would provide an incentive to the

continuation of such a valuable service.

Twenty-seven participants at the recent Presidents-Elect

Training Seminar of the Association's Area IV, which covers the

midwestern states, including Minnesota, signed a petition stat-

ing that "raising the volunteer deduction for mileage from nine

cents to 20 cents a mile would make a difference to me in my

volunteer activities."

Volunteers Should Receive Equal Consideration

The mileage deduction allowed volunteers is based on what

the Internal Revenue Service considers out-of-pocket expenses,

e.g., gasoline. The deductions allowed businessmen and the

reimbursement rate granted government employees, however, are

based on the computation of the average costs of depreciation,

maintenance, repairs, tires, gasoline and its related taxes,



123

motor oil, insurance and registration fees. Currently, busi-

nessmen are allowed a deduction of 20 cents per mile, the same

amount allowed government employees as reimbursement. Volun-

teers, however, are only allowed to deduct nine cents per mile.

We believe that the volunteer mileage deduction should be

computed on the same basis as that used for computing the

deduction allowed businessmen and the reimbursement rate for

government employees in receiving compensation for their

mileage expenses. However, the Department of the Treasury

refuses to do this because it considers volunteers' automobiles

primarily personal vehicles and refuses to allow consideration

of a proportionate share of general maintenance, general

repairs, depreciation or fixed costs, such as insurance or

registration fees, in computing the volunteer mileage deduction.

To deny volunteers the same deduction as- that granted

government officials or businessmen indicates that the govern-

ment does not consider the services of volunteers to be of

equal value to society as those provided by paid employees.

Some justify this IRS ruling by pointing out that government

officials and businessmen pay taxes on the salaries they earn

while using their cars.

It is important to note that volunteers provide their time

without pay to those persons and institutions most in need.

Discouraging volunteer work with such policies as refusing to
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increase the volunteer mileage deduction can only lead to

increased costs for the public sector if it is forced to assume

services now provided by unpaid volunteers. Moreover, it is

especially critical at this time of massive cutbacks in federal

funding for social services, the arts and education that volun-

teers be encouraged, not discouraged. While it is true that

increasing the volunteer mileage deduction would take away some

revenue from the federal budget, it is important to recognize

that increasing the deduction will help protect the continua-

tion of valuable services delivered by millions of volunteers

who have the ability to donate their labor as long as that is

the only major expense they will incur. The small amount of

money involved in granting the mileage deduction is multiplied

many times by the volunteer services given to the community.

High Costs of Operating a Car

Until the last quarter of 1981, government employees were

allowed reimbursement at a rate of 22.5 cents per mile. How-

ever, this rate was lowered by the General Services Administra-

tion after an outside consultant for the Internal Revenue Serv-

ice recalculated the cost of operating a car. The rates set by

the IRS are considerably lower than the estimates of operating

costs provided by the American Automobile Association (AAA).

The AAA estimates the operating costs to be 30.9 cents per mile

for large cars and 28.5 cents per mile for an intermediate car
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operated in high-cost areas. The figures are slightly lower

for cars operated in low-cost areas. The estimates developed

by the AAA are based on the assumption that the car owner would

use the car to drive 15,000 or more miles per year. The cost

per mile, of course, would be higher if the car were driven

less. According to the AAA, the cost of operating a six-

cylinder compact car is 32.4 cents a mile if the car is oper-

ated 10,000 miles a year and 24.4 cents a mile if the car is

operated 15,000 or more miles. (The AAA has not developed

mileage costs based on the 10,000 mileage distance for the

larger cars.) These high operating costs dramatize the need

for a reassessment of the volunteer mileage deduction.

Use of Automobile

We also question the government assumption that all cars

used for business or government purposes are solely business

vehicles. Persons with part-time jobs may have purchased their

cars well before becoming employed, yet all their business

driving is calculated at the higher deduction rate allowed for

business-or government employees.

In addition, the Internal Revenue Service's policy regard-

ing volunteer mileage deduction discriminates against the

volunteer who is not employed outside the home--housewives or

retired persons of both sexes. With gas costing approximately

$1.25 cents a gallon, many volunteers are beginning to ask the

94-640 0 - 82 - 9
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questions-posed by tha Junior League of Eugene, Oregon at a

meeting of Junior Leagues in the Northwest last fall. The

questions raised pertain to the business deduction, but they

could apply equally to the gap between the reimbursement rate

allowed government employees and the deduction granted to

volunteers.

Will this too be the year when voluntarism

becomes a luxury that many of our members

can no longer afford? Even as we sit here

today we are confronted with the fact that

our hours of labor donated to our communi-

ties are not evaluated on the same plane as

the hours of labor put in by the businessman

or businesswoman. While we altruistically

give of our time the businessperson's time

yields monetary gains. Mileage incurred on

our "Job* may be deducted at 9 cents per

mile while the businessperson deducts 20

cents per mile. Child care comes straight

from the pocket of the volunteer with young

children while the businesswoman takes a tax

credit for child care expenses incurred dur-

ing her work day...
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With this absence of monetary support,

voluntarism can only be an activity of the

upper economic strata. Have you ever con-

sidered how many of us might need to shorten

our League career due to the hidden expenses

of voluntarism?

Quite typical of the dilemma faced by many retired persons on

limited fixed incomes is the story of a retired couple with a

car, but limited income, reported by the Junior League of

Detroit. The wife wanted to volunteer for a local hotline that

provided daily reassurance to shut-ins. However, after a careful

assessment of their budget, the couple decided that they could not

afford the costs of the 12-mile daily trip to the offices of the

agency that operated the hotline. Nor could the agency provide

reimbursement. The agency, as many other community agencies,

relies on volunteers' efforts to run the hotline.

The higher mileage deduction would have provided the neces-

sary incentive for the woman to volunteer on a regular basis

for a much-neided service. In addition, the volunteer service

would have helped the woman gain a sense of accomplishment and

a way of using her empty hours. We know, from the Associa-

tion's experience with Volunteers Intervening for Equity (VIE),

a national project that organizes and trains older volunteers
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for community service, that retired persons make effective,

caring volunteers. In turn, volunteering gives them a sense of

accomplishment and being needed by their communities.

In conclusion, to cut costs, many volunteers may be forced

to withdraw their services. This would be a great loss to many

of our country's neediest citizens, especially at a time when

government funding is being withdrawn for many services. We

strongly believe that society cannot continue to place increas-

ing demands on volunteers to provide services to the community

unless it is ready to recognize the worth of volunteer work.

An adjustment in the volunteer mileage deduction is long overdue.

We urge you to consider S. 473 favorably.

Thank you for this opportunity to appear before you today.

Patricia Curran

Member, Public Policy Committee

The Association of Junior Leagues, Inc.
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April 19, 1982

Ms. Deborah Seidel
Executive Director
Association of Junior Leagues,

Inc.
825 Third Avenue
New York, NY 10022

Dear Deborah:

INDEPENDENT SECTOR strongly endorses the testimony of the
Association of Junior Leagues, Inc. on S473 which would provide
that the amount of the charitable deduction allowable for expen-
ses incurred in the operation of a motor vehicle will be deter-
mined In the same manner Federal Government employees determine
reimbursement for use of their vehicles on government business.

The need for this legislation is clear. Recent cuts In
federal funding make it critically important that Americans be
encouraged to volunteer their services. However, voluntary
organizations are facing serious problems in recruiting vol un-
tears to perform services which require those volunteers to use
their private automobiles. The problem cited, is the cost to
volunteers of using their automobiles. A Montgomery County,
Maryland report, December 1979, gives specifics on this problem.
It documents reduced volunteer involvement in services such as
daycare centers, boys' homes, nursing homes, handicap facilities
and similar organizations. The same report cites a University
of Maryland agency as follows: 'We have noticed a dramatic de-
crease in willingness of volunteers to make trips to provide
services." I am attaching a copy of the Montgomery County report.

Another organization, VOLUNTEER: The National Center for
Citizen Involvement which has the pulse of the status of volun-
teering throughout ALerica, states the following: "...Gasoline
prices have a ready caused a cutback in many volunteer programs
which require the use of a car. If this legislation is not passed,
future Increases in fuel cost will force even more volunteers to
give up their work."

The nine cents per mile tax deduction permitted by current law to taxpayers
who use their cars for volunteer work is wholly inadequate. The American Auto-
mobile Association estimates per mile driving costs to be 324 for those who drive
under 10,000 miles per year and 244 for motorists driving 15,000 miles per year.

Volunteers contribute time which Is valued at $64.5 billion each year. More
than 84 million Americans volunteer each year in this nation. In view of the
recent cuts in federal funding of human service programs, It Is exceedingly impor-
tant that everything possible be done to continue to encourage people to volunteer
their services. We strongly urge that volunteers be permitted the same deduction
(currently $.20 a mile) for the use of their private automobiles in carrying out
volunteer activities, as Goverment employees are permitted in using their vehicles
on government business.

Sincerely,

Brian O'Connell

President

60'C/lso

Attachment
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VOLUNTEER TRANSPORTATION
IN MONTGOMERY COUNTY, MARYIAND

A REPORT

Marit Thorson
Coordinator
Volunteer Services
Office of Family Resources
301 E. Jefferson St.
Rockville, Maryland 20850

December, 1979
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VOLUNTEER TRANSPORTATION
SURVEY REPORT

Montgomery County Executive Charles W. Gilchrist late
last spring became concerned about the availability of
gasoline for volunteers in various County departments who
provide emergency or essential service to citizens of the
County. These included the Fire and Rescue Department; Civil
Defense and Emergency Planning, Health and Social Services
and the Office of Family Resources, Volunteer Services. The
Executive also reviewed such essential services provided by
Meals on Wheels, HELP and FISH groups and others in the
private sector that could be adversely affected b-y gasoline
shortages.

Therefore, the Executive asked Volunteer Services to
determine what impact the then current crisis and foreseeable
future ones would have on volunteer recruitment efforts of
voluntary agencies and religious groups as well as of government
departments. Montgomery County Public Schools were included
in the survey as part of County Government. Volunteer Services
was also interested in the scope of volunteer involvement in
the County. Hence the first part of the survey questionnaire
addressed itself to the number of volunteers and the average
number of hours contributed monthly in all three groups.

A survey questionnaire was sent to 382 groups in the three
areas known to Volunteer Services as having volunteer programs.
Attachments I and Ia are copies of the cover letter and the
questionnaire. Ninety-four surveys were returned, representing
257. ofthe total surveys sent. Nine religious groups reported,
a 57. return; 51 private groups responded, a 327. return; and
34 government groups responded for an 857. return.

The two charts following show summaries of the findings
from the reported data.



Chart I

VOLUNTEER TRA!5PORMATION SURVEY REPORT

SOPE OF VOLUNTEER EFFORT

TOTAL NUMBER OF GROUPS SURVEYED - 382 TOTAL MMlER REPORTING - 94 PERCENTAGE OF TOTAL - 25%

Religious 182 9 5%Private Sector 160 51 32XGovernment 40 34. 85%

RELIGIOUS PRIVATE

Total Volunteers Reported 751 5,938
Total Vol. Hours/Mo. Reported 6,336 67,459

Total Value of Volunteer Work Per Month for All Three Groups
(based on average $4.76 per hour established in 1976 by
Wolozin study at 'State University of Pennsylvania)

Total Value Per Year

GOVERMEr

10,757
181,126

TOTAL

17,446
254,921

$1,213,424

$14,561,088

Estimated Total Volunteer Population (Reporting and Non-Reporting Groups)*

Religious Private Government

18,000 18,556 12,600 49,156

Estimated Total Volunteer Hours/Per Month (Reporting and Non-Reporting) 688,184

Estimated Total Value of Volunteer Work Per Month (Reporting and Non-Reporting)$3,275,756
(Based on 14 hours per volunteer per month average)

Per Year $39,309,072
*The number of volunteers was projected to estimate the 100% of the volunteer population-In each category. %



Chart II

MONTGOMERY COUNTY, MLAND
VOLUNTEER TRANSPORTATION SURVEY REPORT

PERSONAL VEHICLE MILEAGE USAGE

TOTAL NUMBER OF GROUPS SURVEYED - 382 TOTAL NUMBER REPORTING - 94 PERCiEAGE OF TOTAL - 251

Religious
Private Sector
Government

RELIGIOUS

Total Vol. Mileage/Mo. Reported*
Total, Vol. Mileage/Mo.

Reported for Direct Service**

Total Value of Mileage/Ho.
Reported (based on government
allocation of 18.5c per mile)

Total Value of Mileage/Mo. for
Direct Service (based on
18.5€ per mile)

41,340
31,060

$ 7,647.90

$ 5,746.10

* These figures represent mileage to and from
mileage for board/comission meetings.

PRIVATE

153,408
127,294

$28,380.48

$23,549.39

GOVEkNM

299,882
172,534

$55,478.17

$31,918.79

TOTAL

494,630 miles
330,888 miles

$91,506.55

$61,214.28

the work place, as well as administrative

** These figures represent mileage in transporting others as par t of the volunteer's job.

182
160
40

9
51
34

5%
327.
85%
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The first chart breaks down the reported totals
and average monthly hours for each volunteer in the
three groups. There is also an estimated dollar value
for volunteer work for all reported volunteers, per
month and per year.

In addition, the chart shows the estimated total of
reported and not reported volunteers, their monthly
hours and estimated dollar value in contributed work.

The second chart is a report on volunteer driving.
It is broken down into two parts. One shows the
reported total mileage of all volunteers, including their
driving to and from the work place. The second part
reports the amount of miles driven in direct service of
transporting clients.

Supplemental breakdowns of these two sections for
religious groups, private agencies and government departments
are shown in Attachments I, III, and IV.

Parenthetically, the greatest number of government
volunteers are found in the Department of Recreation
with 1,868 reported volunteers in their programs division.
The Conmunity Action Agency in the Office of Family Resources
records one volunteer averaging 1,051 miles per month.
The Department of Social Services reports an average of
510 miles per month for thirty-one volunteers each. Direct
services driving ranges from 20 miles per month to 1,051
with the majority cluster in the 65 - 95 miles range.

The survey also asked each agency for information on
purposes of the direct service personal vehicle use.
Services essential to the well-being of citizens ranked
highest. Social Services, hospitals, clinics, food and
meals for the elderly and friendly visiting ranked high in
all sectors. Many government agencies like the Department
of Corrections and the Department of Recreation perform
different types of service which are reflected in a high
percentage of meetings, training, recreation -and court
visits for their volunteer driving purposes. The total
response is shown in the next chart.
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TRANSPORTATION SURVEY

TYPES OF DIRECT SERVICES PROVIDED USING OWN VEHICLES

Government: 34 Reporting

Meetings
Recreation
Training
Clinics/MDs

Miscellaneous:

Social Service
Friendly Visiting
Hospital
Clinics/MDs

12 357.
6 187.
6 18%
6 187.

Courts
Social Service
Hospitals
Friendly Visiting
Shopping

Library; Tutoring; Police; Public
PR; Sr. Citizens Luncheons

Private Sector: 51 Reporting

18 35%
17 33%
14 27%
13 25%

Shopping
Recreation
Rehabilitation
Training
Meals on Wheels

4
3
2
2
2

12%
97.
_6%
6%6%.

Speaking;

13 25%
13 25%
11 22%

6 127.
6 12%

Miscellaneous: Moving; Furniture; Employment; Housing;
Mental Health; Voters Registration;
Tutoring; Police

Religious:_9 Reiorting

Friendly Visiting
Training (Rel. Ed.)
Hospitals

6 67%
5 567.
4 44%

Shopping
Social Service
Clinics
Recreation

Miscellaneous: Transportation to church; Administrative Meetings;
Tutoring .

4 44%
4 44%
3 33%

-3 337
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Another question referred to reimbursement policies.
Few agencies or government departments have budgeted funds
for this type of volunteer benefit. Some government
departments, however, reimburse direct service drivers on
request, and some County boards and counissions have money
allocated for meeting purposes. These reimbursements are
not reflected in the reported figures.

In order to develop data concerning current income
tax mileage deduction practices, the survey provided an
optional question. Response was scanty. From the reported
evidence, few persons take a mileage deduction at the present
rate of seven cents a mile.

Finally, the survey asked for an expression relating
to an increase of the present IRS deduction allowance of
seven cents a mile for volunteer driving to 17 cents a
mile (now increased to 18.5q a mile) which is the allowed
business deduction. Answers to this question are of
importance to legislators at the federal and state levels.
There are currently bills in the U.S. House and Senate which
would increase the volunteer deduction rate to that of the
business deduction rate. A large majority favored such an-
increase. The next chart gives a breakdown of responses for-
reimbursement policies, deduction practices and tax policy.
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Chart III

MONTGOMERY COUNTY, MARYLAND
VOLUNTEER TRANSPORTATION SURVEY

REIMBURSEMENT POLICY

RELIGIOUS:

PRIVATE SECTOR:

GOVERNMENT:

RELIGIOUS

PRIVATE SECTOr

GOVERNMENT

No reimbursement for volunteer drivers

9 agencies, or 187.%, reimburse on
request or as a policy for all volunteer
drivers
Range: 10c to 25C/mile. Average: 17C/mile

6, or 157., reimburse on request,
County rate: 18.50/mile

MILEAGE DEDUCTION PRACTICES

Agencies Reporting- Total Individuals
Deducting

4 117

---1 13

5

581

36

TAX POLICY

Favor 17C/mile tax deduction

Religious . 5
Private Sector 50

Favor less than l7c/more than 7C

Religious 1
Private Sector 7
Government 3Gover, nent 21
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Coments on the impact of the gasoline crunch on human
services and legislative action desired follow.

TYPE OF AGENCY
Rehabilitation Service

Rehabilitation Service
for Handicapped

A Boys Home

A Girls Home

Day Care Center

Service to Handicapped

Private Health Agency

HELP Group

Nursing Home

Private Literacy Program

COMMENTS

"Encourage (legislative) represen-
tatives to vote for increase to
17C.. Volunteers 'are careful about
driving."

"Retention of volunteers would be
easier if reimbursement were
available or a larger deduction
were allowed."

"In favor of any legislation to
enable volunteers to defray
driving expenses."

"Hard to get volunteers to drive.
(Cars) needed for job and family
necessities."

"...most of...volunteer drivers
have requested reassignment to
other services closer to home."
"...driver/escorts are now
available only for real emergencies."

"Almost impossible to recruit new
drivers at this time of shortage."

"We have lost 6 drivers recently,
3 also due to rising gasoline prices."

"Have had to cancel programs because
of shortage of supply and/or cost.

"Volunteers used to pick up clients
to take them to class. We have had
to drop this service."
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Government Office

County Department

U. Of Maryland Agency

'We have lost 3 volunteers and
5 potential interns because of
gas shortage."

"Energy crisis has been detri-
mental in recruitment." "High
cost of gas definitely detrimental
to volunteer retention."

"Have noticed a dramatic decrease
in willingness bf volunteers to make
trips to providq services."

CONCLUSIONS:

Volunteer driver recruitment and retention is increasingly
difficult. Cited reasons are increasing costs and the
availability of fuel. The latter appears to be more pressing
than the former.

The County agency volunteers may have to rely on use of
County cars to carry out their assignments. Some agencies
such as the Conmunity Crisis Center and the Detention Center
now use County cars almost exclusively. Increased usage by
volunteers will have an impact on availability of County cars
for all who need them. No study of the use of County cars by
volunteers has been made.

A large majority of agencies in the public and private
sectors favor increasing volunteer mileage deductions from
the current rate to the same deduction that is allowed for business.
Several indicated support for such legislation.
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*, 0
Unibed Wai
of America

801 North Fairfax Street
Alexandra. Virginia 22314Phone 703 836-7100

April 23, 1982

Senator Bob Packwood
Chairman
Subcommittee on Taxation and

Debt Management
Committee on Finance
United States Senate
2227 Dirksen Senate Office Building
Washington, D. C. 20510

Dear Mr. Chairman:

The United Way of America strongly supports the position of the Association of
Junior Leagues regarding S. 473. It is our belief that the factors included in
the mileage reimbursement allowed for government employees should be extended
to volunteers. Currently, volunteers are only permitted a 9¢ per mile deduc-
tion based on gas and oil costs, while government employees are reimbursed 20¢
per mile to reflect general upkeep costs. Business employees are also per-
mitted to deduct 20¢ per mile for general upkeep.

We believe the Department of Treasury is wrong to exclude proportionate shares
of general upkeep from the charitable mileage allowance. The Department of
Transportation, in "Costs of Owning and Operating an Automobile, 1976," defines
variable or operating costs as those directly related to the amount of travel
so that "the more a car is used the higher these costs become." Maintenance
and repairs, gasoline, oil and tires are included. Wear and tear on tires,
engines and exhaust systems are costs directly related to the miles traveled in
the course of providing voluntary services and, therefore, should be included
in the mileage allowance.

We believe this legislation is especially significant today in light of the
public focus on America's volunteer spirit. It seems only appropriate to pass
this legislation thereby removing a disincentive to volunteering and making a
public statement that volunteers are at least equal to paid employees.

Since ly,

/ Jack Mosk witz
Senior Vice President
Federal Government Relations

cc: Senator David Durenberger
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Senator DURENBERGER. Great timing. Thank you very much.
Mrs. David on behalf of the Red Cross.
Welcome.

STATEMENT OF JACKIE DAVID, NATIONAL CHAIRMAN, OFFICE
OF VOLUNTEER PERSONNEL, AMERICAN RED CROSS

Ms. DAVID. Thank you, Senator. My name is Jackie David. I am
the national chairman of the Office of Volunteer Personnel at the
National Headquarters of the American Red Cross. I am myself a
volunteer and I represent and speak for more than 11/4 million Red
Cross volunteers who serve their fellow Americans -in'3,053 Red
Cross chapters all across the Nation; 1,723 of those chapters are
staffed entirely by volunteers. On their behalf, I urge prompt en-
actment of S. 473 which would correct a gross inequity by permit-
ting volunteers who use their personal automobiles in their chari-
table work to deduct from their Federal income taxes the same
amount which Government employes are reimbursed for the use of
their automobiles on Government business.

As you know, the present mileage allowance for the charitable
use of a personal motor vehicle is 9 cents per mile, while the use of
a personal vehicle for Government or business purpose is currently
20 cents per mile.

Thus, a Red Cross volunteer who works in a hospital comforting
and aiding the sick is allowed to deduct only 9 cents per mile for
driving there while a salesperson calling on that same hospital to
make a sale of drugs or medical supplies or equipment is allowed to
deduct or is reimbursed 20 cents per mile. The salesperson has the
satisfaction not only of making a profit from the sale, but he also
has the benefit of receiving more than twice the mileage allowance
granted to the volunteer.

Likewise, a Red Cross volunteer reporting to a Red Cross disaster
shelter is allowed to deduct only 9 cents per mile to drive there to
assist the victims of the disaster while a paid employee of the Fed-
eral Emergency Management Agency is reimbursed at the rate of
20 cents per mile to drive to the same shelter.

There is simply no rational argument to support this unfair dif-
ferential. The same costs of operating a motor vehicle apply wheth-
er the owner is a Government employee, a business person, or a
Red Cross volunteer. Regardless of ownership, automobiles still
burn gasoline, still must be covered by insurance. They depreciate.
They still must be maintained and repaired.

Let me give you some examples of the number of miles which
some Red Cross volunteers in your own States drive to perform
their volunteer duties. You can easily infer from these figures the
degree of financial sacrifice these people are called upon to make
every time they use their personal automobiles.

In my own home chapter of Dallas, our chairman of volunteer
drivers drove a round trip of 140 miles from his home to the chap-
ter house for 90 days in 1980 to 1981, for a total of 12,600 miles.
Another Dallas volunteer drove a 25-mile round trip 166 times for
a total of 4,150 miles in this same year.

In order to come to Washington to perform my duties as national
chairman of the Office of Volunteer Personnel, I drive a round trip

94-640 0 - 82 - 10
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of 60 miles to and from my home to the Dallas airport. Under the
present allowance I am permitted to deduct only $5.40 whereas the
cab fare for this trip is about $50. I could take a cab and be reim-
bursed by the Red Cross. However, since there are so many de-
mands upon the organization's financial resources, I prefer to drive
my own car, even at some financial sacrifice to myself.

Senator Danforth would be interested in knowing that the chair-
man of volunteers at the Red Cross Bi-State Chapter in St. Louis
drives a round trip of 34 miles, 5 days a week, for an annual total
of 6,000 miles. Another volunteer in St. Louis drives a round trip of
38 miles, 1 day a week, for a yearly total of nearly 2,000 miles.

And in the Red Cross Rocky Mountain Division, which includes
all of Colorado and the southeastern third of Wyoming, there are
presently more than 13,000 volunteers, many of whom drive sub-
stantial distances to fulfill their volunteer responsibilities. The
chapter chairman in Denver drives 2,300 miles a year on Red Cross
business, the vice chairman drives 3,800 miles annually. And these
two live in the city of Denver. Those who live out of the city drive
many more miles.

In Richmond, Va., one volunteer drives 10,000 miles a year in
service to the Red Cross, another 2,200 to her work at. the Veter-
ans' Administration Hospital.

And it goes on, State after State.
By way of illustrating the unrealistic present mileage allowance,

I would like to quote from a study by the Hertz Corp.:
Average costs to own and run a typical compact-size car in 20 key U.S. cities

soared 51 percent in the past two years to reach 47.3 cents per mile in 1981.

Of the 10 cities in the United States in which the Hertz study
shows that operating costs are the highest, three are located in
States represented by members of this subcommittee: Denver is the
seventh highest in the Nation at 46.6 cents per mile; Houston is
eighth at 46.53 cents; and St. Louis is ninth at 46.49 cents.

Given these figures from Hertz, I am certain you will agree that
to grant volunteers an allowance of 20 cents per mile-or less than
half the real cost of operating a small compact-size car-is a step
which must be taken in order to retain present volunteers and to
recruit new ones.

I appreciate this opportunity to appear before you.
Mr. Wellington and I will be happy to answer any questions you

may have.
[The prepared statement of Jackie David follows:]
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STATEMENT OF JACKIE DAVID

NATIONAL CHAIRMAN, OFFICE OF VOLUNTEER PERSONNEL

AMERICAN RED CROSS

before

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT GENERALLY

COMMITTEE ON FINANCE

UNITED STATES SENATE

on S. 473, APRIL 23, 1982

Mr. Chairman and Members of the Subcommittee:

My name is Jackie David. I am National Chairman of the Office of

Volunteer Personnel at the National Headquarters of the American Red Cross.

I am accompanied by Edmund Wellington, Jr., a volunteer consultant in our

Government Liaison Office.

I am myself a volunteer and I represent and speak for more than 1.4

million Red Cross volunteers who serve their fellow Americans in 3,053

Red Cross chapters all across the nation. 1,723 of these chapters are -

staffed entirely by volunteers. On their behalf, I urge prompt enactment

of Senator Durenberger's bill, S. 473, which would correct a gross inequity

by permitting volunteers who use their personal automobiles in their

charitable work to deduct from their Federal income taxes the same amount

which Government employees are reimbursed for the use of their automobiles

on Government business.

As you know, the present mileage allowance for the charitable use

of a personal motor vehicle is 9¢ per mile while the use of a personal

vehicle for government or business purpose is currently 20C per mile.



144

Thus, a Red Cross volunteer who works in a hospital comforting and

aiding the sick is allowed to deduct only 90 per mile for driving there

while a salesperson calling on that same hospital to make a sale of drugs

or medical supplies or equipment is allowed to deduct or is reimbursed

20¢ per mile. The salesperson has the satisfaction not only of making a

profit from the sale, but he also has the benefit of receiving more than

twice the mileage allowance granted to the volunteer.

Likewise, a Red Cross volunteer reporting to a Red Cross disaster shelter

is allowed to deduct only 9c per mile to drive therg to assist the victims

of the disaster while a paid employee of the Federal Emergency Management

Agency is reimbursed at the rate of 20¢ per mile to drive to the same

shelter.

There is simply no rational argument to support this unfair differential.

The same costs of operating a motor vehicle apply whether the owner is a

Government employee, a business person, or a Red Cross volunteer. Regardless

of ownership, automobiles still burn gasoline, still must be covered by

insurance, still depreciate, and still must be maintained and repaired.

Let me give you some examples of the number of miles which some Red

Cross volunteers in your own states drive in order to perform their volunteer

duties. You can easily infer from these figures the degree of financial

sacrifice these people are called upon to make every time they use their

personal automobiles.

In my own home chapter of Dallas, our Chairman of Volunteer Drivers

drove a round trip of 140 miles from his home to the chapter house for 90

days in 1980-81 for a total of 12,600 miles. Another Dallas volunteer drove

a 25 mile round trip 166 times for a total of 4,150 miles in 1980-81.
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In order to come to Washington to perform my duties as National

Chairman of the Office of Volunteer Personnel, I drive a round trip of 60

miles to and from my home to the Dallas airport..Under the present allowance,

I am permitted to deduct only $5.40 whereas the cab fare for this trip is

about $50.00. I could take a cab and be reimbursed by the Red Cross.

However, since there are so many demands upon the Organization's financial

resources, Iprefer to drive my own car even at some financial sacrifice

to myself.

Senator Danforth would be interested in knowing that the Chairman of

.Volunteers at the Red Cross Bi-State Chapter in St. Louis drives a round

trip of 34 miles five days a week for an annual total of 6,000 miles. Another

volunteer in St. Louis drives a round trip of 38 miles one day a week for a

yearly total of nearly 2,000 miles a year.

In the Red Cross Rocky Mountain Division which includes all of

Colorado and the southeastern third of Wyoming, there are presently more

than 13,000 volunteers, many of whom drive substantial distances to fulfill

their volunteer responsibilities. The Chapter Chairman in Denver drives

2,300 miles a year on Red Cross business while the Vice Chairman drives

3,800 miles annually.

As thes6 two volunteers live and work in the Denver area, I am certain'

that the number of miles they drive is modest compared to those driven by

volunteers who work in the rural areas of this Division.

In Richmond, Virginia, one volunteer drives her car 10,000 miles a

year in service to the Red Cross. Another volunteer there drives 2,200 miles

a year to work in a Veterans' Administration hospital.

And so it goes in state after state.
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By way of illustrating how unrealistic the present mileage allowance

granted to volunteers is, I would like to quote from a study conducted by

the Hertz Corporation which states: L

"Average costs to own and run a typical compact-size car in 20
key U.S. cities soared 51% in the past two years to reach 47.3c
per mile in 1981".

Of the ten cities ia the United States in which the Hertz study shows

that operating costs are the highest, three are located in states repre-

sented by Members of this Subcommittee: Denver is the seventh highest in

the natiorl at 46.6. per mile; Houston is eighth at 46.53o; and St. Louis

is ninth at 46.49€.

Given these figures from Hertz, I am certain you will agree that to

grant volunteers an allowance of 20¢ per mile - or less than half the real

cost of operating a small compact-size car - is a step which must be taken

in order to retain present volunteers and to recruit new ones.

I appreciate this opportunity to appear before you.

Mr. Wellington and I will be happy to answer any questions you may have.

Respectfully submitted,

Jackie David
National Chairman
Office of Volunteer Personnel
American Red Cross
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Senator PACKWOOD. Thank you very much.
Joe.

STATEMENT OF JOSEPH B. MIZGERD, M.D., ON BEHALF OF THE
AMERICAN LUNG ASSOCIATION

Dr. MIZGERD. Mr. Chairman and members of the subcommittee,
thank you for the opportunity to testify on behalf of the American
Lung Association in support of S. 473. I am Joseph B. Mizgerd, a
physician specializing in diseases of the lung and the director of
pulmonary medicine at the Washington Adventist Hospital. Today
I am here in my role as a volunteer and vice president of the Mary-
land Lung Association.

It is appropriate that the lung association testify on this issue
which affects so many volunteers across the country since the
American Lung Association is the Nation's oldest voluntary health
agency. Our roots go back to the turn of the century when a group
of citizens banded together to mount an all-out public education
campaign to control and prevent what was then the No. 1 public
health enemy, tuberculosis.

Today our mission has expanded to take on all lung diseases-
including emphysema, bronchitis, and asthma. Lung diseases are a
devastating health problem for the country, ranking third among
the leading causes of death. Chronic respiratory disease symptoms
are now reported to one of every five persons. These are the rea-
sons so many volunteers-at a conservative estimate about
150,000-help lung associations with our programs and fundraising,
still primarily by means of Christmas Seals.

Volunteer work is absolutely essential to citizen health groups
like ours. Volunteers by and large depend upon cars to get to meet-
ings and perform their fine services. To give you an example of
what I mean, let me cite some figures from the volunteer experi-
ence I am most familiar with-the program of the Maryland Lung
Association.

There are 39 members of the board of directors for this statewide
organization. There are an average of four to six meetings of the
board. The average round trip distance is 100 miles and the trip for
a few totals up to 220 to 240 miles. For officers of the association
there will be from 10 to 20 meetings a year, again averaging 100
miles round trip.

There are another 75 individuals active on program committees
who are not board members and they average 100-mile trips three
or four times yearly.

A critical group of volunteers are those we call facilitators of pro-
grams we sponsor in the six regions of our State. These wonderful
people are invaluable in giving of their skills and time in putting
on family asthma education programs, smoking cessation clinics,
and breathing exercise courses for emphysema patients and their
families.

These facilitators are generally respiratory therapists, nurses,
physical educators, registereed nurses, and the like, often whose in-
comes range between $10,000 and $20,000 per year and who, there-
fore, certainly are not in the wealthy category. All told, there are
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several hundred such volunteers in the regions who must drive to
perform these extremely valuable services.

Our association's policy is to offer to reimburse volunteers for
their mileage costs and to be fair about it the rate is set at 20 cents
a -mile for anyone driving more than 30 miles. Interestingly, none
of these volunteers ever ask us for reimbursement since they real-
ize how hard-pressed groups such as ours are for funds these days.
However, those who then attempt to claim these expenses as chari-
table contributions on their Federal tax returns run into an ironic
situation.

These volunteers who are considered so essential by Government
leaders these days can only deduct 9 cents a mile for an Internal
Revenue contribution/tax deduction, while the business deduction
and reimbursement of Government employees is 20 cents a mile.
Something is seriously amiss when this type of inequity exists.
These volunteers I refer to work for thousands of different organi-
zations ranging from hospitals .to charitable groups such as Meals
on Wheels, which depend heavily on volunteer drivers.

In the past few years skyrocketing gasoline costs have forced
thousands of these individuals to cut back or even eliminate their
charitable work. The proposed legislation will save all of us taxpay-
ers millions of dollars in the long run by protecting the services in
the voluntary sector. If such relief is not forthcoming, and some
groups have already had to cut back on services, then the Govern-
ment will have to step in to meet these needs at considerably great-
er cost to the taxpayers.

Thank you.
[The prepared statement of Joseph Mizgerd, M.D., follows:]
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TESTIMONY

of

JOSEPH B. MIZGERD. M.D.

on behalf of the

AMERICAN LUNG ASSOCIATION

Mr. Chairman and Members of the Subcommittee:

Thank you for the opportunity to testify on behalf of

the American Lung Association in support of S. 473, This

legislation would give volunteers who use their cars in

doing charitable work a more equitable tax deduction allow-

ance for expenses incurred.

I am Joseph B. Mizgerd, a physician specializing in

diseases of the lung and the Director of Pulmonary Medicine

at the Washington Adventist Hospital. Today, I'm here in

my role as a volunteer and Vice President of the Maryland

Lung Association.

It is appropriate that the Lung Association testify

on this issue which affects so many volunteers across the

country since the ALA is the nation's oldest voluntary

health agency. Our roots go back to the turn of the cen-

tury when a group of citizens banded together to mount an

all-out public education campaign to control and prevent

what was then the number one public health enemy, tubercu-

losis. Today our mission has expanded to take on all lung

diseases -- including emphysema, bronchitis and asthma.

Lung diseases are a devastating health problem for the

Country, ranking third among the leading causes of death.

Chronic respiratory disease symptoms are now reported by

one of every five persons. These are the reasons so many

volunteers -- at a conservative estimate at least 150,000 --
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help lung associations with our programs and fund raising

(still primarily by means of Christmas Seals).

Volunteer work is absolutely essential to citizen

health groups like ours. And volunteers by and large de-

pend upon cars to get to meetings and to do good works.

To give you an example of what I mean let me cite some

figures from the volunteer experience I'm most familiar

with -- the program of the Maryland Lung Association.

There are 39 members of the Board of Directors for this

statewide organization. There are an average of four to

six meetings of the Board each year and all members usual--

ly drive to get to the meeting. The average round trip

distance is 100 miles and the trip for a few totals up-

wards of 220-240 miles. For the officers of the Association

there will be from 10 to 20 meetings a year, again averaging

100 miles round trip.

There are another 75 individuals active on program

committees who are not Board members and they average 100

mile trips three or four times a year.

A critical group of volunteers are those we call

"facilitators" of programs we sponsor in the six regions

of our state. These wonderful people are invaluable in

giving of their skills and time in putting on family asthma

education programs, smoking cessation clinics and breathing

exercise courses for emphysema patients and their families.

All told, there are several hundred such volunteers in the

regions who must drive to perform their service.
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Our Association's policy is to offer to reimburse vol-

unteers for their'mileage costs and to be fair the rate is

set at 200 a mile for anyone driving more than 30 miles.

Interestingly, none of these volunteers ever ask us for re-

imbursement since they realize how hard pressed groups such

as the lung association are for funds these days. However,

those who then attempt to claim these expenses as charitable

contributions on their federal tax returns run into an ironic

situation.'

Isn't it a condiction in values that these volunteers

who are considered so essential by Government leaders these

days can only deduct 9 cents a mile for an Internal Revenue

charitable contribution tax deduction while the business ex-

pense deduction and reimbursement of government employees is

20 cents a mile. Something is seriously out of kilter when

this type of inequity exists.

These volunteers I refer to work for thousands of dif-

ferent organizations ranging from hospitals to charitable

groups such as Meals on Wheels which depends heavily on volun-

teer drivers. In the past few years, skyrocketing gasoline

costs have forced thousands of these individuals to cut back

or even eliminate their charitable work. The proposed legis-

lation will save all of us taxpayers millions of dollars in

the long-run by protecting the services in the voluntary

sector. If such relief is not forthcoming, and some groups

have already had to cut back on services, then the government

will have to step in to meet the needs, at considerably more

cost to the taxpayer.

We commend Senator Durenburger and the other co-sponsors

for proposing S. 473 as a practical and simple step for letting

the 40 million volunteers in America know that the work tfioy

are contributing without charge is considered just as important

as the other vital business of the Country.
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Senator DURENBERGER. Thank you very much. I am going to ask
State Representative Jane Maroney from Delaware to come up and
introduce herself for the record. We had the pleasure of riding up
together from the Hyatt Regency this morning where I spoke to
the National Conference of State Legislators and she found out
that I had to leave early in order to come up here and I asked her
to come right along with me.

If you would not mind, Jane, saying a couple of words, I think it
will help the record in this case. We have a politician sitting out
there with all of those good volunteers and representatives of vol-
unteers. Welcome.

STATEMENT OF HON. JANE MARONEY, STATE REPRESENTATIVE
FROM DELAWARE, NATIONAL CONFERENCE OF STATE LEGIS-
LATURES
Ms. MARONEY. Thank you, Senator. I appreciate the opportunity

to interject a voice from the public sector. It appeared to me that
what we are hearing at this table this morning are wonderful
voices from the private sector which I represent as a volunteer in
our local activities in Delaware; namely, the Junior League and the
various hospital boards on which I serve.

But at the moment State government is in very great need of vol-
unteers and I think it is so appropriate that the President has en-
dorsed the concept of volunteers and I just want to add my voice to
the fact that human services in Delaware could not be served ade-
quately if we also did not have those same people.

Thank you for allowing me to speak. I appreciate it, and thanks
for the ride over.

Senator DURENBERGER. Thank you very much. I want to make
sure at this point that one of the real fighters for this cause has a
statement that she sent over to be introduced in the record and
without objection the testimony of Congressperson Barbara A. Mi-
kulski from Maryland will be made part of the record.

[The prepared statement of the Honorable Barbara A. Mikulski
follows:]
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TESTIMONY FOR THE SENATE FINANCE COMMITTEE
RE: S. 473

Mr. Chairman, I appreciate being given the chance to submit

testimony in support of S. 473. It is most appropriate that this

bill be considered during National Volunteer Week, a well-deserved,

hard-earned accolade for a group that is largely invisible. Long

before volunteerism became chic, they were at work by the millions.

Volunteers are a major labor force in the United States. To-

gether they contribute some $111 billion to this nation measured in

time and services. They are the candy-stripers, the scout leaders,

the civil rights activists, the veterans, the chamber of commerce

members, the Kiwanis Club, the Blue-Chip-In participants; the meals

on wheels bringers, the donaters and the telethoners.

But the volunteers' contribution can not be measured, and

should not be measured, in time and money alone. We must also

measure it in terms of the value system it represents -- a sense

of caring, and a heartfelt motivation to make the world just a

little bit better. Our volunteers are working at full capacity,

selflessly and effectively. It is time that we return something

to these tireless individuals.

With the tremendous losses in federal social programs there is
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a new call to our volunteer community to step forward and fill the

vacuum. Volunteers have been asked to substitute for the drug

rehabilitation programs, the aid to the handicapped,. the loss of

CETA, and a host of other needed social programs. Its a tall

order and the volunteers are going to need help.

We all seem to assume that volunteers are somehow immune to

the societal pressures that affect businesses. There are tax

credits for oil companies, and expense accounts for executives, but

volunteers are somehow expected to be an endless reservoir of re-

sources, money and energy.

Inflation has affected the non-profit world in the same way

that it has affected government and profit-making organizations.

Those ladies who work the auxiliary at the hospital are under pres-

sure to contribute additional income to the family. That boy scout

troop leader may be looking for a second job, or may have been laid

off from our steel, housing, or auto industry. That meals on wheels

volunteer may have to help out grandma because her Medicare costs

have increased. In fact, many volunteers are on fixed incomes them-

selves. Times are just as tough for the volunteer as for the mega-

corporation, and yet we blithely expect the volunteers to give more

and more.

Everyone has become more conscious of out-of-pocket expenses.

Many volunteers have to travel miles and miles to do the good

work they do -- driving to meetings, to youth centers, to visit the

housebound. Three million of our volunteers are giving their re-

sources to the federal government, working in parks, for the Vet-
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erans Administration, and the Coast Guard Auxiliary. In turn

the federal government says, "do more."

I'can honestly say that I am not asking for special treatment

for a priveleged few, or a new loophole for some would-be tax

evaders. I submit this testimony on behalf of the "good guys" of

our society -- men 4nd women -- who are out there every day help-

ing their neighbors and ours. They have never asked for a reward;

but now they are asking for relief. If it costs 20 cents a mile to

operate a car for government purposes, it costs just as much to

use it as a volunteer. And it is time that we recognize that

economic reality of life.

All over the United States right now, volunteers using their

own cars are providing essential services to their fellow citizens.

In my own community of Baltimore, for example, Meals on Wheels

of central Maryland serves 2,050 meals every day by driving 150,000

miles a week. Life Support Project volunteers visit elderly nursing

home patients who would otherwise have no visitors.- Last year,

they made over 6,500 visits to people in nursing homes. I know

of two patients in cancer clinics who were driven to treatment 40

times last year -- a total of 2,894 miles.

These are just some of the examples of the work done every

day by volunteers, without salary, without payment -- and too often

without recognition of any kind, but now these programs are in

trouble. The cost of gasoline is a serious threat to the kind of

neighbor-helping society we as Americans are so proud of. Every

day, we learn of more programs which have had to cut back, to

retrench, to deny services to needy clients -- because they do
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not have enough drivers.

I do not want to lose the volunteer programs that are the

bonding fabric in our society. I do not think we can afford to

have this kind of work done by salaried employees. We can not

afford it financially -- and we can not afford it spiritually.

Finally, I am deeply concerned because the American people

are now suffering under one of the largest cutbacks in government

programs in our nation's history. Thousands of government pro-

grams providing essential services to millions of Americans have

been eliminated. The need for charitable organizations and vol-

unteers to fill this void is enormous. It is imperative that

our government adjust its tax policy to encourage citizens to

perform charitable works.

I urge this Committee to take action to keep volunteers in

the programs and on the roads -- pass S. 473. Thank you.

Senator DURENBERGER. I am going to quote just one part that is
illustrative, as your examples here have been illustrative, of the
need, from her statement.

All over the United States right now, volunteers using their own cars are provid-
ing essential services to their fellow citizens. In my own community of Baltimore,
for example-

I guess it is "Balmer,"
Meals on Wheels of central Maryland serves 2,050 meals every day by driving
150,000 miles a week. Life Support Project-

That is the name of the project,
volunteers visit elderly nursing home patients who would othewise have no visitors.
Last year, they made 6,500 visits to people in nursing homes. I know of two patients
in cancer clinics who were driven to treatment 40 times last year, a total of 2,904
miles.

Just three more examples to add to examples that you have
given us today. Without any objection from anybody, your full
statements will be made part of the record here today. ram just
hopeful that while we have this great commitment to explore pri-
vate sector initiatives, and so far that has been reflected in broad
general terms, that everybody ought to give more in terms of
money and take advantage of the contribution deduction and now
the above-the-line charitable, I would hope that out of this whole
effort to recognize private sector initiatives in this country we
would give the kind of broad-based feeling that I got here this
morning about the disparity between so-called business and so-
called volunteer.

I mean, everybody is doing basically the same thing. They are
providing needed goods or services for their community and this
what I -call discrimination against the voluntary delivery of serv-
ices in this country is abominable. You are discriminating against
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those cancer patients who cannot get somebody to drive them to
the clinic and you are discriminating against people who live in
rural areas who do not have taxicabs or some other alternative-
they only have their car to help other people.

And it is just, to my way of thinking, to have IRS or anybody
come up here and justify it on some technical terms about depreci-
ation and maintenance and all of that sort of stuff is just really
hard for me to understand.

So I want to express my appreciation to the entire private sector
and particularly to Jane Maroney for coming up and representing
many people in the so-called public sector at the State and local
government level, and she expressed it so well. People who could
not perform their public services without the assistance of persons
who give of themselves in a private sense. So 1 thank you all for
being here today and, who knows, lightning might strike twice in a
row.

Nobody thought we were going to get the charitable above-the-
line legislation last year, and we got it. We might be lucky this
year. Thank you all very much for being here.

The next bill we will consider is S. 474, introduced by me, which
would provide that the amount of the standard rate medical ex-
pense deduction allowable for expenses incurred in the operation of
a motor vehicle would be determined in the same manner Govern-
ment employees determine reimbursement for the use of their ve-
hicles in Government business.

You can see some consistency in my public policy logic and our
witness today will be Grace Powers Monaco, attorney-at-law and
president of the Candlelighters Foundation on behalf of the Metro-
politan Candlelighters, Washington, D.C. Grace, we appreciate your
being here. Your full statement will be made a part of the record.
You may abbreviate it or do what else you will in 5 minutes. I
thank you for being here.

STATEMENT OF GRACE POWERS MONACO, PRESIDENT, CANDLE-
LIGHTERS FOUNDATION, ON BEHALF OF METROPOLITAN
CANDLELIGHTERS, WASHINGTON, D.C.
Ms. MONACO. Thank you, Senator, I appreciate the statement for

having my statement printed in the record and I offer you a greet-
ing from the Candlelighters of the Twin Cities area and on behalf
of the people who spoke before. I also want to commend the State
of Minnesota for some of the voluntary activities that have helped
elderly cancer patients as well as the ones I represent, particularly
the Volunteers of America CARE facilities, who have such wonder-
ful volunteer programs in your State.

Senator DURENBERGER. Thank you very much.
Ms. MONACO. Before I indicate why it is so important to cancer

patients, particularly the area that I represent, which is the fami-
lies of pediatric and adolescent cancer patients, why we should
have an expansion of the ability to deduct their automobile travel,
I think I would like to tell you a little bit about the specialized cir-
cumstances of children and adolescents with cancer, because this
puts in perspective, very sharp perspective, some problems that we

94-640 0 - 82 - 11
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have and some needs that we have that are not present in the
adult cancer community.

Cancer in children is only 1 percent of the cancer problem in this
country. It may be the largest killer of children next to accidents,
but it is only 1 percent of the cancer problem. For that reason, we
do not have facilities around the corner to treat our children. Most
of our families have to travel a considerable distance for their
cancer -services. That considerable distance may be only 250 to 500
miles, but in many instances it means thousands of miles a year
that families must travel in order to get their children the treat-
ment that they need.

In many instances, because the very, very special and specialized
services our children need cannot economically be offered in every
region that has even a cancer treatment center or a children's hos-
pital, they may have to travel clear across the country to receive
those services. A child in Minnesota or a child in Wisconsin that
may want to save a leg and need -a bone replacement to do that
may have to travel to Sloan Kettering or to Sidney Farber in
Boston, for example.

A child that needs a bone marrow transplant, which is now in
acute mylocetic leukemia a treatment of choice, must travel to one-
of five bone marrow transplant centers in different parts of the
country. They cannot always be assured that those services are
going to be available right around the corner.

Eighty-two percent of our families do still rely on their wheels as
their most important part in the transportation picture, and the
median cost for that ranges between $250 and $1,000 a year. That
just is for running the automobile. That does not include the indi-
rect costs of lodging away from home, meals away from home, child
care for children remaining at home that are a real problem for
our families.

So, of course, we are very interested and supportive for any ex-
pansion of the ability tQ deduct for automobile transport, so this
will be of assistance to us. But I would also like to put a bug in
your ear, Senator, about some other legislation that is needed.

Any catastrophic coverage that we consider in the future in this
committee and in other committees should certainly look at the
cost of transportation for pediatric and adolescent cancer patients
and their families as a part of the medical care package that is of-
fered, both by private insurers and by the medicare-medicaid type
arrangements.

I will say that not only will this help avoid bankruptcy for many
families but it will also help reduce the cost of medical care be-
cause it will change the attitude of reinventing the wheel in every
segment of our country for services that are occasionally offered
and give us the opportunity to concentrate those services which are
used only infrequently or only by a small segment of the popula-
tion in one area and the transportation costs to get to and from
those reimbursed will be far less than duplicating services.

About 13 percent of our families have to spend over $8,000 a year
in transportation costs, mostly in plane fare, to get their children
from a place that has no care to a place that does. For example, in
Nevada there are no treatment facilities for pediatric and adoles-
cent cancer and they must all go to California. The costs of care
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are tremendous. The transportation costs are overwhelming. You
have enough of a burden to overcome when you have a child with
cancer.

Children have a chance at cure today in the medical area, but
they may be deprived of this if the transportation costs are not
picked up because families cannot afford to transport them to
where they will receive the best care. So we certainly applaud
every effort that you have made to increase the opportunities for
us to deduct the routine automobile costs, but we would also ask
for you to consider future legislation to include costs related to the
plane and other types of expenses that we have.

Thank you, Senator.
Senator DURENBERGER. Thank you. Let me clarify. I think you

were making several points, one that within the cost of care is an
element called essential transportation. Currently the code permits
payment of money to others to be deducted; for example, bus, taxi,
train, ambulance hire. But with regard to your own vehcle within
the family, as the case may be, there is a 9-cents-per-mile limita-
tion, so this bill in effect brings some equity within the transporta-
tion sector, right? That is about all we do with this bill.

Ms. MONACO. I know. I know.
Senator DURENBERGER. Now you are suggesting two things, that

as we are looking at this whole area of the essential cost and the
difficulty of meeting the costs and the essential health care, par-
ticularly, like the cancer situations and so on, that there are other
costs that are currently not either reimbursable or deductible, and
you mentioned child care as an example and some other related
costs, and you suggest we look into that area.

Is that correct?
Ms. MONACO. I would suggest that, but really stress the reim-

bursable problem in the area of transport 'and the like because it
does not help you to be able to deduct something if your income is
so low that you do not have the money to pay for it to begin with.

Senator DURENBERGER. So you are suggesting, then, with regard
to third party coverage for medical expenses.

Ms. MONACO. That is correct.
Senator DURENBERGER. That particularly when we get into major

medical and catastrophic that we need a more comprehensive defi-
nition of reimbursable expenses, is that correct?

Ms. MONACO. Indeed, sir, I am.
[The prepared statement of Grace Powers Monaco follows:]
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STATEMENT

BY

GRACE POWERS MONACO, J.D.

PRESIDENT

CANDLELIGHTERS

MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE:

My name is Grace Powers Monaco. I am representing

CANDLELIGHTERS, an international coalition of families of

children and adolescents affected by cancer in 49 states

and 10 foreign countries.

The legislation before this Committee seeks to raise the

amount of deductions for the operation of an automobile

available as a medical expense. I reproduce below tables from

a survey done by Candlelighter families by Public Research

Associates in New Jersey in 1980 which should indicate to this

Committee the importance of and cost of transportation in the

treatment of a child with cancer:

DISTANCE FROM MEDICAL CENTER (Miles)

1- 25 - 35%
26- 50 - 20%
51- 75 - 9%
76- 100 - 9%
101 - 125 - 1%
126 - 150 - 3%
151 - 175 - 1%
176 - 200 - 2%
Over 200 - 13%
No Response - 7%

MODE OF TRAVEL TO CENTER

Car - 82%
Bus - 6%
Plane - 7%
Other - 4%
No Response - 1%
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COST OF TRANSPORTATION TO CENTER

$ 1 - $ 100 - 10%
$ L0-$ 300 - 18%
$ 301 -$ 650 - 13%
$ 651 - $1,000 - 12%
$1,001 - $2,000 - 10%
$2,001 - $4,000 - 6%
$4,001 - $8,000 - - 3%
Over $8,000 - 1%
No Response - 27%

The most telling financial impact on our families is the

plane fare needed to transport families from states like Nevada

where there are no facilities for the treatment of cancer in

children to California which may amount to $6-8,000 a year per

family. However, in other states such as Arkansas, New Mexico,

and Washington, families may have to drive 240 - 500 miles for

treatment. Gas, car upkeep, meals away from home can gut a

family's cash money.

The biggest problem is the cash money needed for trans-

portation when you have to drive 140 miles to the treatment

center. When you have a family of 7 to feed, there isn't any

money left for extras. Insurance pays for the hospital bills,

but the added expenses are catastrophic. A Mother in

Wisconsin.

One illustration is the circumstances presented for

pediatric cancer patients in Nevada. This child and the family

unit has three treatment options. The closest oncology care

K
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centers are in California (San Diego, Los Angeles or San

Francisco). They are from 250 to 460 miles away. Air

transportation ranges from $150-$300 per person round trip and

remember that a parent must always accompany the child. Visits

to the clinic vary in frequency from once every two weeks to

once every eight weeks. When a child is hospitalized, there

are food and lodging costs for the parents and often lost

wages.

One Nevada family spent over $6000 in out of pocket

expenses the first year their child was diagnosed. A few

months ago they spent $750 for a five day trip to San Diego for

tests. When they have to stay several days, the family makes

the trip across the desert in a camper to save on lodging.

Another Nevada family recently had to spend $2,350 in just

seven weeks for out-of-pocket expenses incurred during the

treatment of their child's cancer. These expenses were for

gas, lodging and food incidental to their needs when they were

at their treatment facility.

For this reason we are certainly in favor of raising the

deductible for all travel.
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However, let me leave another thought for the future with

this Committee. Although cancer is the second leading cause of

death for our children, children acount for only 1% of the

population affected by cancer in this country. What this means

is that specialized cancer care facilities to provide skilled

treatment for children are not right around the corner as they

are for the adult cancer population. What this means is that

even if a family can be assured that all its direct medical

expenses are paid, transportation costs to a care facility,

board, lodging, child care for other children remaining at

home, loss of work time must be borne by the family and indeed

are as "direct" costs as the medical treatment itself.

A Michigan teenager with a cancerous bone in her right

leg. Local doctors were ready to amputate but contacted a

specialist in New York that led to a special operation at

Memorial Sloan Kettering that saved the teena9er's leg. Her

mother had to quit her job in order to accompany the child to

New York for treatment and to care for her. The mother's

living expenses in New York, travel bills, and caring for five

other children completely depleted the family's savings. Thus,

even though the family's insurance covered most of the teen-

ager's medical bills and the State Crippled Childrens Program

paid remaining expenses, the family was in effect destitute.
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A further example involves a divorced mother with four

children in Irving, Texas. Her daughter has had osteogenic

sarcoma (amputee) since 1972. Every third week she goes to

M.D. Anderson with her daughter for treatment for a week stay.

She works weekends to make up lost pay and after using her

vacation time she has her pay docked. The Texas rehabilitation

agency will not help with her daughter's prosthesis or

education because they assume she will die.

A further example is the plight of families whose children

need bone marrow transplants and must travel to one of the half

dozen pediatric facilities in the country that can offer this

service with the same indirect expenses covered above.

It is obvious that catastrophic coverage for pediatric/

adolescent cancer facilities to avoid the transportation and

indirect expense burdens. Candlelighters suggests an approach

to this problem which will provide optimum care to the child

and true protection to the parent from catastrophic expenses.

Candlelighters suggests that catastrophic coverage for

pediatric cancer must include transportation costs.

If it does not, we are bankrupting families or depriving

children of the care of excellence they need.
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Senator DURENBERGER. All right. Thank you very much for your
testimony and for all work in this area. We appreciate it.

The next bill we will hear this morning is S. 710, a bill intro-
duced by Senators Durenberger, Boren, and others which would
generally require the payment of a 10-percent manufacturers'
excise tax on the sale of fishing tackle and parts and accessories on
a quarterly basis, the way it always used to be before the last
Treasury came along instead of the present monthly or semimonth-
ly basis.

We have today a panel consisting of Mr. Gene Howard, vice
president, planning and administration, Zebco, Tulsa, Okla.; Mr.
Paul A. Mulready, member, board of directors, Johnson Fishing,
Inc., Mankato, Minn.; and Mr. Thomas R. Schedler, executive vice
president, American Fishing Tackle Manufacturers Association,
Arlington Heights, Ill.

Gentleman, welcome to the annual battle. Dave Boren and I
have been tossing your cause back and forth between us. Depend-
ing on the outcome of the biannual elections we are more dedicated
than ever to the cause and hopefully this year might be an oppor-
tunity to do something about it.

Dave was going to try to be here this morning and since he is not
here now let me just briefly read his statement into the record:

I very much appreciate Chairman Packwood's inclusion of S. 710 on today's
agenda. This bill, which I introduced last year as S. 1549 and which was reintro-
duced this year as S. 710, is a vital interest to many small businesses which manu-
facture fishing tackle. Under current law, fishing tackle manufacturers pay a ten
percent excise tax on products being shipped approximately 4 /2 months before they
receive payments for the item.

Since over 85 percent of all shipments occur within three quarters, manufacturers
are forced to finance their tax for a considerable length of time. This creates an
external market force affecting employment, inflation and stable production
throughout the year and substantial financial hardship as a result of the nearly 400
fishing tackle manufacturers who pay the tax.

S. 710 would defer the payment of this excise tax for one quarter in each of the
first three quarters of the federal fiscal year, with the final quarter payments due
at such time as the Treasury Secretary prescribes. The legislation would greatly
reduce the hardships being experienced by this industry and would have no nega-
tive impact on the revenue which is earmarked for the Dingell-Johnson program.

That seems to me to be a very good statement of the cause. We
look forward to hearing whatever elaboration each of you might
make on this summary. If you have prepared statements, they will
be made part of the record in full and we will start with whoever
wants to go first.

STATEMENT OF THOMAS R. SCHEDLER, EXECUTIVE VICE PRESI-
DENT, AMERICAN FISHING TACKLE MANUFACTURERS ASSOCI.
ATION
Mr. SCHEDLER. Thank you, Senator Durenberger. On behalf of

the American Fishing Tackle Manufacturers, we would like to
thank you and the Senate subcommittee for giving us the opportu-
nity to present our views on this very important matter to the in-
dustry.

My name is Tom Schedler. I am executive vice president of the
association and I will endeavor this morning to comment very
briefly on the main points regarding our support of S. 710 and then
to let you hear directly from two manufacturers who have to cope
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daily with the financial difficulties that are caused by the current
regulations governing the Dingell-Johnson program.

The American Fishing Tackle Manufacturers Association is a
trade association comprised of some 400 manufacturers 97 percent
of which are small businesses. And it is our contention that one of
the very unique qualities of the Dingell-Johnson excise tax is that
unlike other excise taxes this 10-percent tax was self-imposed vol-
untarily by the fishing tackle industry back in 1952 and our sup-
port for the program has never wavered since that time.

So we wish to make it very clear and emphasize this morning
that AFTMA is not opposed to the D-J ta* as such but rather to
the current payment schedule as has been established by the De-
partment of the Treasury.

As you may know, the funds that are realized from the D-J tax
do provide States with a much-needed source of revenue for manag-
ing the recreational fishery. License fees provide the majority of
the funds, but the Dingell-Johnson program does provide additional
funds to enable the States to carry out their programs, although we
recognize the fact that more moneys are still needed.

Because of the nature of the industry, Senator, it is a unique ne-
cessity for fishing tackle manufacturers to have to extend credit
terms to their customers to prevent loss of sales, and this, of
course, translates, and impacts on employment, production, et
cetera. So in order to pay the D-J tax on a timely basis, that is,
shortly after shipment, most fishing tackle companies are forced to
obtain expensive short-term financing before they themselves even
receive payment for their goods.

In others words, they have to go to the banks to borrow money to
ay the Federal Government. This is inflationary and we do not be-

lieve that this was the intent of the legislation back in 1952.
Now while there are other inequities that are in the Dingell-

Johnson program, such as the inadequate enforcement by the In-
ternal Revenue Service, S. 710 only seeks to defer the payment of
the D-J tax for a minimum of 90 days, but no more than 180 days
and requires that all payments still be made in the same fiscal
year, thereby negating any revenue impact that might be per-
ceived.

The D-J tax payments would be deferred in the first three quar-
ters of the Government's fiscal year to the next quarter, but the
last quarter payments would be due in that same quarter. So in
effect the bill calls for only bookkeeping changes and the only po-
tential loss to the Government could be some slight interest
income, as we see it.

The current regulations it should be brought out, as were im-
posed by the Department of Treasury, really do distort the econom-
ic forces governing the production and sale of taxed fishing tackle
items. In fact, in stages Treasury, rather unilaterally, I might add,
has stepped up the timetable for the payment of the tax so that
now, manufacturers are required to make payments twice monthly.

We do believe that S. 710 is in conformity with the Regulatory
Flexibility Act and does not endanger in any way the Federal aid
in fish restoration program, more commonly known as the Dingell-
Johnson program. In fact, we believe it would enhance it. S. 710 is
consistent with the intent of the Dingell-Johnson act, when it was
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established in 1952, and as such, should not be viewed as being pre-
cedent setting for other tax interests.

Except for Treasury's opposition, Senator, as you are aware, this
is a noncontroversial issue. In previous sessions of Congress, identi-
cal legislation passed the Senate Finance Committee, was approved
with no dissenting votes, and also passed the House Ways and
Means Commiteee and the full House, again with no dissenting
votes. Only the fact that Treasury opposed it last year prevented it
from reaching the Senate floor at the close of the 96th Congress.

We urgently ask that S. 710 be given favorable and speedy con-
sideration so that finally, during the 97th Congress, the much-
needed relief sought in this bill will be provided to the fishing
tackle manufacturers, small businessmen, who otherwise will con-
tinue to suffer unjust, uncalled-for hardships.

[The prepared statement of Thomas R. Schedler follows:]



168

Statement of

THOMAS R. SCHEDLER
Executive Vice President

The American Fishing Tackle Manufacturers Association

Mr. Chairman: The American Fishing Tackle Manufacturers

Association (AFTMA) is a national trade association headquartered in Arlington

Heights, Illinois representing 400 manufacturers of fishing tackle and related

equipment, which equates to over 95 percent of the industry. Of AFTMA's

total membership, 97 percent of our firms may be defined as small businesses.

The basic objective of AFTMA is to educate, guide and assist

the members of the Association in matters of common interest so that the

members shall maintain a high standard of conduct, efficiency, and usefulness

to the industry, to the government, and to the public.

The Association is the instrument by which business competitors

cooperate to solve common problems, to launch and carry out industry-wide

endeavors, to put individual '<nowledge and experience to work for all.

For 30 years, the fishing tackle industry has totally supported

the concept of paying an excise tax on their equipment which, in turn, is

earmarked for the Federal Aid in Fish Restoration Program. commonly known

as the Dinge'l-Johnson or D-J Fund. This fund is one of the most substantial

trusts available for conservation and fish restoration. The industry advocated

the self-imposed excise tax legislation in 1952, further re-endorsed its support

in 1964 and our position has not changed.

Before going any further, it should be explained that the Dingell-

Johnson Program was the culmination of many years of effort by conservationists

and enlightened sportsmen and fishing tackle manufacturers who sow a need

to bolster the efforts of state fish and wildlife agencies in managing recreational

fisheries. Congressman John Dingell of Michigan and Senator Edwin Johnson

of Colorado introduced the legislation which provided that the ten percent

manufacturer's excise tax on fishing rods, reels, creels, and artificial lures,

baits, and flies be made available to states and territories for management
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projects and sport fishing recreation. In conjunction, the states must assure

that their fishing license revenues are dedicated for only the administration

of state fish and wildlife agencies.

The excise tax, collected by the manufacturer or importer and

paid to the Treasury Department, is appropriated to the U.S. Fish and Wildlife

Service annually for apportionment among the states and territories. Each

state's share is based 60 percent on the number of licensed sport fishermen

and 40 percent on the land and water area of the state. No state may

receive more than five percent nor less that one percent of the total.

The cost of each D-J project is supported with 25 percent state

funds and 75 percent Federal funds with most of the state money derived

from sport fishing license revenues. Thus, because of the Dingell-Johnson

program, most of America's 64 million sport fishermen benefit from the

wide-range of projects aimed at helping our nation's fisheries.

The major problems confronting the fishing tackle industry are

primarily as a result of the time schedule that is now required by Section 4161(a)

of the Internal Revenue Code of 1954 for the payment of the ten percent

tax on the value of applicable fishing tackle items. AFTMA and its member

manufacturers do not challenge the percentage level of taxation, nor the

amount of money that is ultimately collected from manufacturers throughout

the year.

Under the current law, if the liability for excise tax reported

exceeds $2,000 for any month in the preceding calendar quarter, the manufacturer-

must deposit his excise tax on a semi-monthly basis within nine days after

the close of the period involved. Consequently, the manufacturer is required

to deposit his excise tax at a time closely coinciding with the dote of shipment.

This is when the problem begins for small fishing tackle businesses. Currently,

fishing tackle manufacturers do not receive payment for their products on

the average of 4.4 months after the time of shipment.



170

The lag time between the shipping date and the time when payment

is received from the vendee is a direct result of the fact that the fishing

tackle industry has had to adhere to a highly seasonable, but predictable

production cycle that basically begins with product development during the

late spring and summer months; order taking during the latter part of the

summer; and heavy shipments starting in October and continuing through

March. In order to induce distributors and retailers to purchase the manufacturer's

goods during periods of the year when they are not being heavily sold directly

to the sport fisherman, it has been necessary for every member of the industry

to grant "doting" terms to vendees to maintain steady employment and production.

The granting of these terms is dictated by the industry's customers

and not the industry . This situation did not exist 30 years ago when the D-J

fund was created. New problems have developed since 1952 which mandate

that the industry seek relief from the contemporary problems of this increasingly

serious dilemma of paying an excise tax well in advance of getting paid for

the products taxed.

The overall consequence of this entire situation has been the

ever-increasing need for small to medium sized businesses particularly, to

obtain expensive, short-term financing in a highly competitive money market

for a tax that should not have to be paid until the manufacturer receives his

payment within a reasonable time period.

Other industries still covered by excise taxes such as gasoline,

truck- parts, inner tubes and tires, lubricating oil, etc., cannot demonstrate

the seasonal shipping variations to the extent that exist for fishing tackle

manufacturers and this is why we believe our cause is unique and non-precedent

setting. Worse yet, as opposed to other industries subject to excise taxes,

97 percent of the tackle manufacturers ore small businesses wherein cash

flow is proportionately much more intense problem, affecting every aspect

.of their operations.
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Under the present low, a concentration of shipments also means

a concentration of excise tax payments at a time when cash flow is crucial

because of the extended payment terms which are necessary and prevelant in

the industry. Consequently, most of the small fishing tackle businesses are

forced to use short-term financing in a highly competitive market to pay the

excise tax. The current excise tax payment schedule is causing substantial

cash flow hardships affecting absolutely every other phase of the fishing

tackle manufacturer's operation, from the purchase of components to

employment.

Like many other types of businesses across the U.S., fishinq4

tackle companies must also meet their obligations for various production

costs and business taxes which are traditionally related to the manufacturing

and sale of a product. But, the application of the ten percent excise tax on

fishing tackle shipments, that are earmarked solely for the Dingell-Johnson

fund and furthermore, a fund which only the fishing tackle industry pays for.

is a special tax in general comparison to vendors of other products. In

AFTMA's opinion, the schedule for payment of excise tax can be adjusted to

reasonably meet the specific cash flow and operational needs of the industry

without endangering the well-being of the trust* fund which, as noted earlier.

is totally supported by all manufacturers.

AFTMA and the fishing tackle manufacturers whose products are

covered by the excise tax seek to amend Section 4161(a) of the Internal

Revenue Code of 1954 in regard to the imposition and collection of the ten

percent excise tax.

The proposed bill, S. 710, merely seeks to defer the payment of

excise tax by the manufacturer for a minimum of 90 days, but not more

than 180 days. This bill would require the manufacturer to pay the full

amount of excise tax due at the end of the quarter immediately following

the quarter in which shipment was made to the vendee. The 'only exception
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would be for fourth quarter shipments for which the excise tax will be paid

as usual in order to avoid any revenue -or budgetary affects on the D-J

prograrr. The manufacturer is still totally responsible for the collection and

deposit of excise tax, regardless of the status of his receivables at the time

when the tax is doe under this bill's proposed schedule for payments.

It is AFTMA's strong belief that excise taxes, which are earmarked

for specific trust activities, should be imposed in such a way as to effect

the least possible distortion in the economic forces governing the production

of the items taxed. The proposed bill does not endanger, in any v4ay. the

Federal Aid in Fish Restoration program and provides a much needed stimulus

for fishing tackle manufacturers to further expand their production, stabilize

employment and reduce the inflationary pressure which has resulted from the

current requirement to pay excise tax on products shipped well before the

payment has been received.

S. 710 is an equitable compromise between maintaining a strong

Federal program for conservation and fish restoration and at the same time

providing much needed relief for small manufacturers thereby enabling them

to further expand their production, stabilize their employment throughout the

year and reduce the unnecessary financial pressure which has resulted from

the requirement to pay excise tax on shipments in advance of receiving

payment from their customers.

Positive action by the 97th Congress to reduce the hardship

resulting from premature payment of excise taxes can and will have a dramatic

effect on an entire industry, the majority of whom are small businesses.

The proposed legislation is highly important to the fishing tackle

industry. Therefore, AFTMA, on behalf of its membership and as a spokesman

for the fishing tackle industry, urges that favorable consideration be given to

S. 710. AFTMA wishes to thank the members of the Subcommittee for this

opportunity to present our views and background information in support of

S. 710. We will be happy to answer any questions that you might have.
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Summary of Principal Points

Made By, The

American Fishing Tackle Manufacturers Association

In Support Of

S. 710

I. Unlike other excise taxes, the ten percent Dingell-Johnson

(D-J) excise tax was self imposed by the fishing tackle industry in 1952.

2. The AFTMA is not opposed to the D-J tax, as such, but to

the current payment schedule as has been established by the Department of

Treasury.

3. The funds realized from the D-J tax provide states with a

much needed source of revenue for managing the recreational fisheries.

4. It is a unique necessity for fishing tackle manufacturers to

have to extend credit terms to its customers to prevent loss of sales.

5. In order to pay the D-J excise tax on a timely basis, most

fishing tackle companies are forced to obtain expensive short-term financing

before they themselves even receive payment for their goods. The effect of

this on the consumer is inflationary.

6. S. 710 only seeks to defer the payment of the D-J tax for a

minimum of 90 days, but no more than 180 days, but will still require all

payments to be made in the same fiscal year.

7. The D-J tax payments would be deferred in the first three

quarters of the government's fiscal year, to the next quarter, but last quarter

payments would still be due in that same quarter.

8. The revenue impact of S. 710 on the U.S. Treasury would be

minimal. This bill, in essence, only changes the manner of bookkeeping and

the only potential loss to the government would be some slight interest

income.

94-640 0 - 82 - 12
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9. The current payment regulations, as imposed by the Department

of Treasury, distort the economic forces governing the production and sale of

the taxed fishing tackle items.

10. S. 710 is in conformity with the Regulatory Flexibility Act

and does not endanger, in any way, the Federal Aid in Fish Restoration

Program, more commonly known as the D-J program.

11. Since the fishing tcj',(,e industry is comprised of 97 percent

small businesses, it is small business which is being hurt by the current

excise tax payment requirements.

12. S. 710 is consistant with the intent of the D-J Act, when it

was established in 1952, and as such. should not be viewed as being precedent-

setting for other excise tax interests.

Senator DURENBERGER. Thank you very much. Who is next?

STATEMENT OF PAUL A. MULREADY, MEMBER, BOARD OF
DIRECTORS, JOHNSON FISHING, INC.

Mr. MULREADY. Thank you. Good morning, Senator. We appreci-
ate the opportunity to appear today and also to have the opportuni-
ty to have my prepared statement entered as part of the record. I
just very briefly would like to perhaps amplify and add to that.

I guess the principal concern that we in the fishing tackle indus-
try have is that the collection speedup on our fishing tackle excise
taxes has the effect of giving us a tax on a tax because of the inter-
est on the borrowing of funds to meet the timeliness of payments of
excise tax. We are an industry which struggles somewhat anyway.
We tend to be made tp primarily of small business and that bor-
rowing seasonally creates a hardship which has an inflationary
effect, really, on the products that we produce.

Our industry is unique in its seasonality. Really, the principal
retail buying season for many years has been the April, May, June
period, but we, through what we believe are rather creative mar-
keting programs, have been able to spread out the calendarization
of our sales throughout the year, which has had the effect of level-
ing employment, allowing us to manage our businesses in a much
better fashion.

Treasury's opposition is based on the concern that they would be
setting a precedent by giving our industry the privilege of changing
the time for payment of excise taxes, and we claim that we do have
some uniqueness in our business because of its seasonality, as op-
posed to some of the other excise taxed kinds of products, such as
liquor, gasoline, and automobile and truck tires, are not simply sea-
sonal business like ours.

Our industry, as Tom has indicated, has always been very sup-
portive of this because we recognize the great accomplishments of
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the funds from Dingell-Johnson. We are simply saying that we
want to get rid of the tax on our tax by delaying the time for pay-
ment of these excise taxes, which creates a hardship on our busi-
nesses and the necessity for dating that we have granted to our
customers is borne out by the fact that we have been able to spread
our sales and our production seasons throughout virtually the
entire year.

That has had a beneficial impact on our businesses. It certainly
has had a benefit for consumers and the communities in which we
operate. We have stabilized employment because of our own efforts
to do this.

Essentially what happens is that we have customers who say yes,
I want to buy your goods and I will be happy to take the shipment
in November, but I cannot pay for it until April or May when we
begin to collect from the resale of that at the retail level, and
many of our customers say do anything you want with the product
or the prices or anything else, but do not remove our dating terms
because there is no way that we can really pay you.

So we have extended credit to these people. It sometimes runs as
much as 6 to 7 months, thereby not collecting revenues from our
sales but still having to pay the excise taxes at the time of ship-
ment, and relief from having to do that with no revenue impact on
Treasury really within the same fiscal year we think is a reason-
able request and that is what we are searching for.

[The prepared statement of Paul A. Mulready follows:]
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Statement of

PAUL A. MULREADY

Johnson Fishing, Inc.

Mankato, Minnesota

Mr. Chairman, and members of the Subcommittee, my name is Paul A.

Muready. I am Vice President of Johnson Fishing, Inc., a company headquartered

in Minnesota which manufactures fishing rods and reels, electric trolling motors

and artificial baits and lures.

It is well known that the fishing tackle industry in the United States is largely

made up of small, entrepreneurial companies. In fact, about 97% of the companies

engaged in manufacturing fishing tackle in the United States qualify as small businesses

under the federal definition of that status. These small businesses all tend to struggle

because of the highly seasonal nature of the fishing tackle retail business. The well-

established trade practice is for manufacturers to develop new products and programs

and introduce them to wholesalers and retailers during the late spring and summer

months of each year, to book future orders during the late summer and early fall, to

concentrate shipments of orders in the October through March period but not collect

payment for the goods until the April-May-June period of each year.

The benefit to manufacturers in extending late invoice dating to customers is

that it tends to level out and sustain employment throughout the whole year. Manu-

facturers of tackle can produce and ship gxds over a greater portion of the year,

even though the prime season for consumers to buy tackle at retail occurs in the

late winter through early spring period.

If manufacturers did not extend dating terms to customers, it is likely that

wholesalers and retailers would tend to accept goods only when they are immediately

placed on sale to consumers, and this would have a tendency to shrink the overall

size of the industry, and the base on which fishing tackle excise taxes are paid.
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Like all manufacturers, the producers of fishing tackle have faced high

financing costs for all aspects of their businesses in recent years, mostly related

to the financing of inventories and accounts receivable -- again -- because of the

seasonal nature of the business.

Tackle manufacturers recognized back in 1952 the benefits that they -- and

the nation as a whole -- would gain from a well-organized and well-financed fish

restoration system in the country. The tackle manufacturers not only supported but

enthusiastically sought the imposition of an excise tax on their own products as a

sensible and manageable means of financing such a program of conservation and

replenishment of their fishing resources. Their support was reasserted in 1964,

when a number of industries sought to abolish all excise taxes on manufactured goods

and services. And, today, fishing tackle manufacturers continue to appreciate and

defend the indispensable fisheries resource programs which are funded under the

Dingell-Johnson legislation.

The only real problem is that the Internal Revenue Service Code has permitted

the Treasury Department to speed up the time of collection of the excise taxes from

the manufacturers, now on a semi-monthly basis. During the peak shipping season,

tackle manufacturers must borrow funds at high interest rates in order to make

timely payments of excise taxes, so they are -- in effect -- paying a "tax on a tax"

because of this interest.

What we are seeking is very simple. Rather than having to deposit excise

taxes twice a month, even though we don't collect payment for the taxed goods for

many months in most cases, we ask that the taxes be made payable at the end of

U.
F
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the quarter following the quarter in which shipment was made. Under that system,

some taxes would be paid within 90 days of shipment -- or -- at the most 180 days

following shipment. Furthermore, the manufacturers ask for this scheduling only

for three quarters of the year, with the taxes to be deposited as they presently are

during the fourth quarter of the fiscal year. Under such a system, there would be

no revenue or budgetary impact on the Dingell-Johnson Program.

We believe that the fishing tackle industry situation is different from other

industries that produce goods covered by excise taxes. Such products as gasoline,

liquor, truck parts, innertubes and tires, and lubricating oils simply do not have

the seasonal factor in their businesses as do producers of fishing tackle. Also, it

should be noted, the fishing tackle excise taxes collected are earmarked for the

Dingell-Johnson Fund and are not part of the general revenues.

We believe the tackle Industry can grow and prosper if this relief is granted

and that we can continue to offer secure year-round employment to thousands of

persons throughout the country. Without the relief, we believe that a number of

companies are likely to close their doors each year. In the case of my company,

the "tax on a tax" we pay each year approximates $100,000 -- because of the interest

on funds borrowed to pay income taxes. We've had some years in which it has been

difficult to achieve that much in net profit

Thank you for your interest in resolving this issue and I will be pleased

to respond to any questions you might have.
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Summary
of

Principal Points
Contained In

Prepared Statement
by

Paul A. Mulready
Johnson Fishing, Inc.

1. Established trade practices call for future orders to be booked in late summer
and early fall, for shipments to take place during October - March, but, generally,
for payments from customers not to be received until April - June.

2. These credit terms assist manufacturers in leveling out and sustaining employment
throughout the year.

3. Without dating, sales would be lost and, consequently, D-J excise tax collections
reduced.

4. Tackle manufacturers support the Dingel-Johnson Program and appreciate the
resource-oriented programs that are funded by this excise tax.

5. The Department of Treasury has increased the collection time for funding tackle
excise taxes causing manufacturers to pay a "tax on a tax" because of the interest
rates that must be paid for short-term financing.

6. The fishing tackle industry is unique when compared with other industries that
are required to pay excise taxes.

7. The fishing tackle industry, in order to grow and prosper, needs the relief sought
by S. 710.
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Senator DURENBERGER. Thank you very much.
Mr. Howard.

STATEMENT OF GENE HOWARD, VICE PRESIDENT, PLANNING
AND ADMINISTRATION, ZEBCO, TULSA, OKLA.

Mr. HOWARD. Thank you, Mr. Chairman. My name is Gene
Howard. I am the vice president of Zebco, a Tulsa-based fishing
tackle company, and I would like to emphasize the fact that Zebco
back in 1952 was one of the original sponsors of this legislation and
we have not changed our minds since that time.

We have always supported the tax because we believe it impor-
tant to the development of the sport fishing industry here in the
United States. But the thing that has changed since the tax was
first introduced in 1952, as Paul just mentioned, is the fact that the
calendarization of sales has changed and the primary reason for
that calendarization has been the offering of dating or terms in the
industry and during that time we have to remit the tax on even an
accelerated basis.

I would like to say that really our company was built, the pri-
mary reason I think our sales have increased over the years is the
fact that we have offered terms in this off-season time of the year.
It has been very good for Zebco and, we think, also for the indus-
try.

I would like to spend the rest of my time commenting on Trea-
sury's opposition in the past. We believe really it is the same this
year, and that is the effect of revenue on the Treasury. They
merely act as a collection agency and during the year they collect
these funds, which are submitted on a semimonthly basis, no inter-
est is paid back to the States on it, but really the effect on Treas-
ury is minimal.

In the previous administration they said this would cost the U.S.
Treasury something like over $1 million of additional borrowings to
replace the revenues that come in as it currently has to be paid.
That created quite a stir in the local papers when we introduced
the bill that Zebco wants some kind of special interest legislation.
This is not so because if it becomes expense to the Treasury, it
would become income to the manufacturer and we do not have to
pay interest.

Assure you that we cannot borrow money at Treasury bill rates,
and in my prepared statement, on page 5, I show the computation
of the effect on Treasury by anything that is expensed to them at
Treasury bill rates becomes income to us at prime rate plus 2. The
Treasury gets back half of that in additionaltaxes anyway. So the
effect on Treasury, their position in the past has always been that
it affects revenue and we do not believe this is the case and we be-
lieve we have made a good point on that. It was never intended
anyway, I do not believe, at least when we were proponents of the
bill in the early 1950's, that the revenue deposited from this very
small sport fishing industry was intended to fund the U.S. Treas-
ury for any period of time or in any amounts.

Would like to comment also on the excise tax collections during
the past few years. In the previous administration the Treasury De-
partment estimated in 1981 they were going to collect about $38.9
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million in taxes. We actually only received in 1981 for the fiscal
year $31,900,000 and there has to be a reason for that because we
believe very much so that the industry was up during this period of
time.

I think what is happening-what may be happening-is that this
is such an unfair tax on behalf of these small manufacturers, par-
ticularly, that they just do not pay it or they wait until they do
have the money to pay it. So it has created a real situation. In the
fiscal year or an approximate tax year basis, the excise tax collec-
tions in 1981 were down 14.1 percent and during that same period
of time we believe the industry to be up at least 5 to 10 percent
just on price alone. So that is a very important point. I think it is
one that somebody needs to look into on why the excise tax collec-
tions are down.

The fact that this is an industry-sponsored tax on a voluntary
basis, designed to develop the indusry, I think makes it a very
unique tax and it is not special interest or a precedent for any
other excise tax interest. In fact, I think the only precedent that
we could see established here is this would be the last time we ever
volunteered to pay a tax on anything.

Senator DURENBERGER. Thank you for your testimony. I am just
going to ask any one of the three of you to elaborate on two points.
One, just so that the record is complete, elaborate on Dingell-John-
son and where the moneys are going-for what purpose, who is re-
sponsible for making the decisions, and who benefits in the general
sense.

And then, second, Tom raised the inadequacy of enforcement
issue, I believe, in his statement and, Bob, you have elaborated on
that. I think if we can either here in the record or in some other
fashion quantify the effects of-that change as you did with the 38.6
and the 31, I think everything you say is so logical that I do not
know why anyone other than an IRS agent would disagree with it.

Mr. HOWARD. Senator, could I introduce exhibit A which is an
analysis of the excise tax collections for the last 10 years and also a
tax year basis, which is the basis--

Senator DURENBERGER. You suggest that as being responsive to
my last question?

Mr. HOWARD. Yes, sir.
Senator DURENBERGER. It will be made a part of the record.
[The information referred to follows:]
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ZESCO
ANALYSIS OF EXCISE TAX COLLECTIONS

PERIODS INDICATED
($000)

Ist

1,840

2,160

3,190

4,430

3,090

3,680

3,940

5,030

5,260

3,600

02nd

3,000

2,950

3,980

4,820

4,580

5,610

6,370

6,290

6,720

7,650

U A R

4,760

6,150

6,470

6,670

6,990

9,190

7,490

8,640

13,260

11,020

T E R4th

4,280

4,620

5,980

5,490

7,430

6,940

10,560

10,450

8,400

9,670

Source: Internal Revenue Service News Releases

PROJECTIONS BY FISH & WILDLIFE SERVICE (D-J FEDERAL AID)

1982 - 39.0

1983 -. 42.9

1984 - 47.1

1985 - 51.8

1986 - 57.0

APPROXIMATE TACKLE

1973 15,540

1974 18,260

1975 21,900

1976 20,150

1977 25,910

1978 24,740

1979 30,520

1980 35,690

1981 30,670

(A) July 1 - June 30. Assumes Immaterial changes For month of July.

FISCAL YEAR

1972

1973

1974

1975

1976

1977

1978

1979

1980

1981

EAIL-t 1h

Tot

13,880

15,880

19,620

21,410

22,090

25,420

28,360

30,410

33,640

31,940

YEAR BASIS (A.)% Inc (Dec)

17.5

19.9

8.0)
28.6

4.6)

23.4

16.9

(14.1)
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Senator DURENBERGER. Will one of you provide us with a little
bit on Dingell-Johnson?

Mr. SCHEDLER. Well, the Dingell-Johnson program is essentially
designed to provide funds, moneys, back to the States to enable
them to properly manage and enhance the fishery resources in
their respective States. It is done on a matching basis with 75 per-
cent D-J moneys and 25 percent State funds going back to the
State programs.

Decisions on programs to be funded by the individual States are
made, I think, in combination with the Department of the Interior.
So it is a joint decision as to what projects should be undertaken
and which programs should receive D-J funding.

I might add that in conversations that we have had with the In-
terior Department on this particular issue, they also are very sup-
portive of the need for the manufacturers to gain the sought-after
relief as is called for in S. 710.

So in response to your question, it is a joint venture in terms of
who calls the shots and what projects are funded and the moneys
are on a 3-to-1 matching basis to the States.

Senator DURENBERGER. For some reason or other, in the last
month or so anytime in this context that someone mentioned the
Department of the Interior I get cold shivers up and down my back
and I am prompted to ask the question as to whether or not there
have been any efforts made to slow up the appropriation or alloca-
tion of D-J funds to the States either in fiscal 1982 or fiscal 1983.

Have there been any problems in that regard?
Mr. MULREADY. No, I think not, Senator. I guess one other point

with respect to D-J that makes us again unique and different from
other industries is that those are earmarked funds. Those excise
taxes go into Dingell-Johnson and the funds collected by the excise
tax in 1 year are disbursed in the following Government fiscal
year. So they are really a depository or, you know, a temporary
holding place for those funds, really unlike other industries where
the excise tax has become part of the general revenues. Our money
is earmarked and the tax is supported by our industry.

Mr. SCHEDLER. Senator, if I might just comment, one point fur-
ther or your second question having to do with enforcement--

Senator DURENBERGER. Yes.
Mr. SCHEDLER. Our association believes very strongly that since

the tax is in existence and supported by the industry, that all man-
ufacturers of products that are covered by the tax should abide by
the regulations. We are aware of the fact that there are some, for
whatever reason-either through being unaware of the program
itself or because of financial stress-are not paying any or their
proper portion of the tax.

AFTMA went so far as to discuss this problem with Treasury,
the Internal Revenue Service, and asked them if they could not
assist the industry by stepping up their enforcement procedures. In
essence, the reply that we received from Treasury was that they
just did not have the manpower to do the job and it would be ex-
tremely difficult for them to do much more than they are currently
doing.
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Senator DURENBERGER. So let's speed up the collection from
those who are good citizens and willing to pay. Were you going to
make a last comment?

Mr. HOWARD. I have one other'comment, Senator. This is some-
times referred to as Federal aid, the 75 percent. We object to that.
It is not Federal aid. It is an industry-sponsored volunteer contribu-
tion to the restoration of fishing programs throughout America and
this program has contributed more than $400 million toward that
since it was enacted and very, very important to the development
of the sport fishing industry in the United States.

Senator DURENBERGER. Thank you, gentlemen, very much for
coming in today and presenting us this very logical explanation for
this excellent piece of legislation that Dave and I have introduced,
and we thank you again very much.

Mr. MULREADY. Thank you, Senator.
Senator DURENBERGER. The last bill on our hearing agenda today

is S. 1854. S. 1854 would make the present tax exempt scholarship
treatment provided for certain National Research Service Awards
permanent for any National Research Service Awards made after
December 31, 1983. Our witness is Dr. Virginia Weldon, associate
chancellor, Washington University School of Medicine, St. Louis,
Mo., on behalf of the Asssociation of American Universities, the
American Council on Education, the National Association of Inde-
pendent Colleges & Universities, the National Association of State
Universities & Land-Grant Colleges, and the Association of Ameri-
can Medical Colleges in Washington, D.C., and all of those people
have written me on the bill.

I thank you for being here.
[The prepared statement of Gene Howard follows:]
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STATEMENT OF

GENE HOWARD
VICE PRESIDENT

ZEBCO, A BRUNSWICK COMPANY

MR. CHA!RMRt: MY NAME IS GENE HOWARD AND I AM VICE PRESIDENT OF ZEBCO,

A FISHING TACKLE COMPANY LOCATED IN TULSA, OKLAHOMA.

ZERCO HAS ALWAYS SUPPORTED

THE VOLUNTARY TAX OF SPORTFISHING ITEMS

To FUND A FISH RESTORATION PROGRAM

ZEBCO IS ONE OF THE COMPANIES WHICH INITIALLY SUPPORTED THE IMPOSITION

OF AN EXCISE TAX ON OUR PRODUCTS IN 1952 AND HAS NEVER CHANGED ITS PO-

SITION. THE COMPANY HAS ALWAYS RECOGNIZED THAT A DEVELOPMENT PROGRAM

TO PROMOTE THE SPORTFISHING INDUSTRY WAS IN ITS BEST LONG-TERM INTEREST.

IT IS MORE IMPORTANT NOW THAN EVER BEFORE TO ATTRACT NEW PARTICIPANTS

AND TO RETAIN THE OLD PARTICIPANTS. PERHAPS THE MOST CRITICAL LONG-

RANGE ISSUE FACING THE SPORTFISHING INDUSTRY IS THE DEGREE OF SUCCESS

THAT A PARTICIPANT HAS WHEN HE GOES FISHING. A REASONABLE CHANCE OF

CATCHING FISH IS INCREASED IF THERE ARE MORE LAKES AND, MOST IMPORTANT,

MORE FISH IN THOSE LAKES. WITH THE RAPID INCREASE IN POPULATION GROWTH

OVER THE PAST 25 YEARS, IT IS EVEN MORE IMPORTANT TODAY THAT THE RESTO-

RATION PROGRAMS FUNDED FROM THE SALE OF OUR OWN PRODUCTS AND TAXED ON

OUR OWN INITIATIVE BE MAINTAINED AND INCREASED.

FISH RESTORATION PROGRAMS ARE DEPENDENT ON

THE GROWTH OF THE SpORTFISHING INDUSTRY

ONE OF THE WAYS TO INCREASE THE AVAILABILITY OF DINGELL-JOHNSON FUNDS

IS FOR MANUFACTURERS TO INCREASE THEIR SALES. HISTORICALLY, THE FISHING

TACKLE YEAR BEGINS ON AUGUST 1, WITH NEW PRODUCTS, PRICES AND PROGRAMS,

AND ENDS ON THE FOLLOWING JULY 31. IN 1952, WHEN THE LEGISLATION AND

RELATED TIMING OF EXCISE TAX PAYMENTS WAS ENACTED, ZEBCO GENERATED 20Z

OF ITS ANNUAL VOLUME FROM AUGUST 1 THRU DECEMBER 31.
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MARKETING TACTICS DESIGNED TO GET THE PRODUCTS ON CUSTOMERS' SHELVES

AHEAD OF THE NORMAL SELLING SEASON (JANUARY-MAY) RESULTED IN THE PRAC-

TICE OF OFFERING AN EXTENDED PERIOD OF TIME FOR PAYMENT IF THE CUSTOMER

WOULD ACCEPT DELIVERY AHEAD OF THE NORMAL SHIPPING PERIOD. KNOWN IN

THE INDUSTRY AS DATING" OR TERMSS, THIS TACTIC MET WITH ENOUGH SUCCESS

SO THAT BY 1960 ABOUT 30% OF ZEBCO'S SALES WERE FROM AUGUST THRU DECEM-

BER. IT WAS ABOUT THIS PERIOD OF TIME THAT THE JAPANESE BEGAN TO MAKE

SOME INROADS IN THE UNITED STATES MARKET. IN 1961, TO BLOCK THE CHEAP

IMPORTS, ZEBCO INTRODUCED AN INEXPENSIVE REEL IDENTIFIED AS THE MODEL

202 AND USED THIS REEL IN A FREE GOODS PROGRAM THAT REQUIRED ORDERS TO

BE SHIPPED NO LATER THAN NOVEMBER 30 IN ORDER TO QUALIFY FOR MAXIMUM

DISCOUNTS AS WELL AS DATING. BY 1965, OVER 35% OF SALES WERE GENERATED

IN THE AUGUST THRU DECEMBER PERIOD, INCREASING TO OVER 40% IN RECENT -

YEARS AND SOLD UNDER SOME FORM OF DATING. IT IS OUR OPINION THAT THIS

PATTERN IS FAIRLY REPRESENTATIVE DF THE SPORTFISHING INDUSTRY. ZEBCO

NOT ONLY TAUGHT AMERICA HOW TO FISH, IT ALSO TAUGHT AMERICA HOW TO SELL.

THE CALENDARIZATION OF SALES HAS
CHANGED AS A RESULT OF DATING PROGRAMS

ALL THIS TO SAY THAT OVER THE YEARS SINCE THE EXCISE TAX LEGISLATION

WAS ENACTED, THE CALENDARIZATION OF SALES HAS CHANGED AS A RESULT OF

PROGRAMS AND PROMOTIONS WHICH, IN TURN, HAS RESULTED IN INCREASED SALES.

OUR EXPERIENCE HAS BEEN THAT IF THE PRODUCTS CAN BE PLACED IN THE HANDS

OF THE CUSTOMER, HE WILL FIND A WAY TO MOVE THEM AHEAD OF THE NORMAL

SELLING SEASON ALSO.
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DATING IS SOMETIES MORE
IMPORTANT THAN PRICE

OVER 50% OF THE SPORTFISHING INDUSTRY SALES WERE TO WHOLESALERS OR JOB-

BERS WHO, IN TURN, MUST OFFER DATING TO THEIR RETAIL CUSTOMERS. THIS

TYPE OF OUTLET HISTORICALLY HAS BEEN UNDERCAPITALIZED AND MUST RECEIVE

THEIR MONEY BEFOPE THEY CAN PAY US, THIS IS AN ADDITIONAL REASON WHY

DATING IS SO PREVALENT IN THE INDUSTRY.

THE ACCEPTANCE OF SALES TERmS
AFFECTS INVESTMENTS AND PEOPLE

WHILE THE PRIMARY MOTIVE IN OFFERING DATING IS TO INCREASE SALES AND RE-

LATED PROFITS, AN IMPORTANT BENEFIT IS THE LEVELING OF PRODUCTION TO

MAKE MAXIMUM USAGE OF THE PHYSICAL FACILITIES. THE SAME ANNUAL VOLUME

CAN BE OBTAINED FROM LESS INVESTMENT IN PROPERTY, PLANT AND EQUIPMENT IF

PRODUCTION IS RELATIVELY EVEN FROM MONTH-TO-MONTH RATHER THAN PRODUCING

AT AN ACCELERATED PACE FOR A FEW MONTHS OF THE YEAR.

THE SAME BENEFIT TO PROPERTY, PLANT AND EQUIPMENT FROM LEVELING OF PRO-

DUCTION IS ALSO RELATED TO THE FINANCIAL COSTS OF BUILDING INVENTORY

AHEAD TO MEET PEAK SHIPPING PERIODS AND TRUST THAT THE DEMAND WILL STILL

BE THERE AT THE SEASONAL PEAKS. HOWEVER, THE GREATEST BENEFIT OF MORE

LEVEL PRODUCTION IS TO OUR PRODUCTION WORKERS. A STABILIZED WORK FORCE

IS NOT ONLY MORE PROFITABLE TO THE COMPANY BUT IS EQUALLY MORE DESIRABLE

FROM OUR WORKERS STANDPOINT.

EFFECT ON THE U.S. TREASURy

SENATOR DURENBERGER IN HIS REMARKS TO THE SENATE WHEN HE INTRODUCED THE

BILL STATES THE EFFECT ON TREASURY AND THE POSITION OF THE INDUSTRY AS

WELL.
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'THE GOVERNMENT WILL LOSE ONLY MINIMAL INTEREST INCOME ON THIS PROPOSAL,

BUT IT IS MUCH MORE EQUITABLE TO THOSE WHO VOLUNTARILY PAY THIS TAX TO

TO MOVE TOWARD REGULATORY REFORM. IN FACT, THE REGULATORY FLEXIBILITY

ACT DIRECTS US TO FIND WAYS TO REDUCE GOVERNMENT REGULATION OF SMALL

BUSINESS. THIS IS A CLASSIC CASE WHERE WE CAN APPLY THAT PRINCIPLE.

THE ALTERNATIVE IS TO WATCH THE ECONOMIC BURDEN MOUNT ON THESE SMALL

BUSINESS PEOPLE, THEIR EMPLOYEES AND THEN ON THE THOUSANDS OF BAIT AND

TACKLE SHOPS SERVED BY THIS INDUSTRY. I URGE YOU TO JOIN ME IN SUPPORT-

ING THIS MEASURE.'

SINCE THE U.S. TREASURY ACTS AS A COLLECTION AGENCY, IT IS GRANTED THAT

THEY WOULDI-BE DENIED U vE OF THE FUNDS FOR THE PERIOD OF THE DEFERRAL.

HOWEVER, IT WAS NEVER THE INTENT FOR THE CASH FLOW FROM VOLUNTARY, SELF-

IMPOSED EXCISE TAXES ON THIS SMALL FISHING TACKLE INDUSTRY TO FUND THE

TREASURY FOR ANY PERIOD OF TIME.

ON SEPTEMBER 30, 1980, DONALD LUBICK WROTE TO CONGRESSMAN JIM JONES A

LETTER STATING THAT THIS LEGISLATION WOULD COST THE U.S. TREASURY ONE

MILLION DOLLARS PER YEAR FOR INTEREST ON ADDITIONAL BORROWINGS, MR.

LUBICK DOCUMENTED ONLY PART OF THE FACTS, (NOT UNUSUAL). IN HIS LETTER,

HE BASED HIS COMPUTATION ON AN ESTIMATE OF COLLECTIONS OF $38.9 MILLION

FOR THE FISCAL YEAR 1981. THE AMOUNT OF EXCISE TAX COLLECTIONS FOR 1981

ON FISHING REELS, RODS, ETC,j IS REPORTED AT $31.9 MILLION. A MARGIN OF

ERROR OF 18%, (AGAIN, NOT TOO UNUSUAL). THEREFORE, MR. LUBICK'S POSITION

SHOULD HAVE BEEN AN EFFECT OF $820,000 ON TREASURY.

THE OTHER SIDE OF THE STORY IS THAT IF IT COSTS TREASURY $820,000 AT

TREASURY BILL RATES, THE FISHING TACKLE MANUFACTURERS ARE BORROWING AT

LEAST AT 150% OF THOSE RATES. (PROBABLY CLOSER TO 200% FOR MOST OF THE

INDUSTRY).
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USING TREASURY'S OWN ANALYSIS, INTEREST EXPENSE TO THE TREASURY WOULD BE-

COME INCOME TO THE FISHING TACKLE MANUFACTURERS BUT AT 150% OF THE AMOUNT

IN QUESTION. THEREFORE, MR. LUBICK SHOULD HAVE OFFSET THE $820,000 AD-

DITIONAL INCOME TAXES COLLECTED ON A QUARTERLY BASIS FROM THE FISHING

TACKLE MANUFACTURERS FROM INCREASED PROFITS OF $1,230,000, (PROBABLY

CLOSER TO $1.6 MILLION).

COMPUTATION (INCOME (EUIEU)21

_ TREASURY MANUEACIURER
EFFECT OF THIS BILL ($820,000) $1,230,000

INCOME TAXES (50%) 6150D ( _)

AT THE WRITING OF THIS TESTIMONY, WE HAVE BEEN UNABLE TO DETERMINE THE

POSITION OF THE CURRENT TREASURY DEPARTMENT AS IT RELATES TO LOSS OF

REVENUE, ANOTHER IMPORTANT POINT IS THE DEFLATIONARY EFFECT ON FISHING

TACKLE ITEMS IF THIS BILL WERE PASSED. PRICES COULD BE MAINTAINED, WHERE-

AS THE PRESENT SYSTEM IS INFLATIONARY AND REQUIRES THE FISHING TACKLE MAN-

UFACTURERS TO BORROW THE MONEY TO PAY THE TAX BEFORE COLLECTION FOR THE

SALE IS MADE. THESE COSTS FIND THEIH WAY INTO THE SELLING PRICE OF THE

PRODUCTS AND ARE MARKED UP THROUGHOUT THE DISTRIBUTION SYSTEM,

SUMMARY,

THE METHOD OF SELLING AND THE SUBSEQUENT COLLECTION OF RECEIVABLES HAS

CHANGED SINCE THE INDUSTRY VOLUNTARILY IMPOSED AN EXCISE TAX ON ITS PROD-

UCTS, THE TIMING FOR REMITTANCE OF THE TAX HAS EVEN BEEN INCREASED. THE

PROVISIONS OF THE PROPOSED LEGISLATION WOULD ENABLE THE MANUFACTURER OR

IMPORTER TO MORE CLOSELY MATCH THE PAYMENT OF THE TAX WITH THE COLLECTION

FOR THE SALE WHICH WAS THE INTENT IN,1952. THEREFORE, THE PROPOSED LEG-

ISLATION SHOULD NOT BE CONSIDERED SPECIAL INTEREST OR A PRECEDENT FOR

ANY OTHER EXCISE TAX INTERESTS#

94-640 0 - 82 - 13
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STATEMENT OF VIRGINIA V. WELDON, M.D., ASSOCIATE VICE
CHANCELLOR, WASHINGTON UNIVERSITY SCHOOL OF MEDI-
CINE, ST. LOUIS, MO., ON BEHALF OF THE ASSOCIATION OF
AMERICAN UNIVERSITIES, THE AMERICAN COUNCIL ON EDU-
CATION, THE NATIONAL ASSOCIATION OF INDEPENDENT COL-
LEGES & UNIVERSITIES, THE NATIONAL ASSOCIATION OF
STATE UNIVERSITIES & LAND-GRANT COLLEGES, AND THE AS-
SOCIATION OF AMERICAN MEDICAL COLLEGES, WASHINGTON,
D.C.
Dr. WELDON. Mr. Chairman, thank you very much. I am Dr. Vir-

ginia Weldon from Washington University in St. Louis and the- or-
ganizations which I represent here today are very grateful for this
opportunity to address S. 1854, a bill to permanently define nation-
al research service awards as scholarships or fellowships for tax
purposes.

The organizations, on behalf of their constituents, enthusiastical-
ly endorse the objective of this proposal as equitable, as consonant
with tradition and as a positive incentive to attract creative aspi-
rant scientists to careers in biomedical and behavioral research.

National research service awards, or NRSA's, created in 1974 by
Public Law 93-348, are the device through which the U.S. Public
Health Service supports the pre- and post-doctoral training of bio-
medical and behavioral scientists. In the late 1960's and the early
1970's, OMB's reluctance to support research training moved the
Congress to revise the then existing training authorities and to pro-
vide specific authorization ceilings for them.

The resulting bill included a service payback condition, presum-
ably to make it less susceptible to Presidential disapproval and
more acceptable to the public at large. However, the new awards
program maintained the continuity of research training in a form
identical to that in which it had existed for over 30 years.

To the surprise and consternation of the academic biomedical
and behavioral research community, the Internal Revenue Service
ruled in 1977 that the service payback constituted a quid pro quo
and that it thus destroyed the traditional scholarship character of
the award. In 1978, enactment of section 161(b) of the Revenue Act
delayed the application of this IRS ruling through a moratorium
that expired at the end of calendar year 1981.

Consequently, the 1977 IRS ruling that mandates full taxation of
the awards has gone into effect, Revenue ruling 77-319. The associ-
ations have recently made another formal request that IRS recon-
sider that ruling, arguing principally on the ruling's strongous in-
terpretation of facts, but also on changes in the payback require-
ment effected by the Omnibus Reconciliation Act of 1981. However,
there is no assurance that IRS will reverse its current opinion.
Therefore, S. 1854 is most welcome as a potential permanent legis-
lative relief.

The 1977 IRS ruling relied on two lines of argument to justify
denying scholarship or fellowship tax status to NRSA's-the statu-
tory service payback requirement and the Government's reserva-
tion, in regulations, of royalty-free use of copyrighted material. The
ruling concluded that, in combination, these factors comprised a
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substantial quid pro quo and, therefore, that the awards are made
primarily for the benefit of the grantor.

As argued in the ruling reversal request, and as repeatedly enun-
ciated by congressional committees under whose aegis the pro-
grams fall, the service payback provision is not for the benefit of
the U.S. Government. Rather, the requirement that award recipi-
ents teach or perform research is simply to assure that recipients
devote at least a specified period of time to the careers for which
they are trained.

Neither the Government nor the institutional grantor has any
ability to determine the particular employer or area of endeavor
after the training period. The benefit received by the Government,
as fiduciary of the national interest, is only the prospect of better
educated individuals committed to working in the fields in whichthey were trained.The IRS argument, that the Government's reservation of royalty-

free use of any copyrighted material produced as a result of re-
search performed during the award period is a quid pro quo, is not
weighty. The right to ro alty-free use of such copyrighted material
has never been exercised.

Thus, neither putative benefit to the Government is of any prac-
tical value or significance, and the claim that the awards are made
primarily for the benefit of the grantor is untenable.

The other important dimension of this issue is that taxation of
NRSA's discourage individuals from entering research training and
hence impedes fulfillment of the purpose- of the awards. The situa-
tion is particularly critical with regard to the post-doctoral training
of young physicians. Incentives are badly needed to help encour-
ages individuals to enter biomedical research and forego the consid-
erably greater financial rewards offered by medical practice.

Mr. Chairman, you have heard from the Treasury Department
this morning that they now believe a reasonable argument can be
made in support of treating NRSA's as excludable scholarships or
fellowships. You have also heard from Dr. Merritt about the effec-
tiveness and importance of the program.

This issue has been debated for over 5 years now. During that.
period of time we have had three temporary extensions. The con-
tinued uncertainty is becoming a significant disincentive to young
scientists now. The time consumed by all parties concerned in this
issue, which is relatively minor in terms of tax expenditure, is be-
coming unreasonable. We therefore urge you to pass S. 1854, re-
solving this problem once and for all.

I thank you very much and will be happy to answer any ques-
tions you might have.

Senator DURENBERGER. Thank you very much. Would you just
again make clear, perhaps repetitively, for the record the issue of
benefit to-the universities and benefit to students and what is the
fact relative to who receives the benefit of this legislation?

Dr. WE ON. The benefit of the legislation or the benefit of the
program?

Senator DURENBERGER. Well, the benefit of the program.
Dr. WELDON. Well, the IRS ruling has been based on the fact that

the service requirement created a quid pro quo and that the bene-
fit, therefore, was for the grantor. The benefit derived to the Gov-
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ernment rather than to the individual or the public at large, and
we believe that we have made a significant case and apparently
Treasury feels the same since this morning they have, in effect, re-
versed a previous stand that they have taken and have said that
they now believe that we can make a good case for this being ex-
cludable.

The primary beneficiaries of the program really, then, are the in-
dividual recipients whose education and training are furthered and
certainly not the institutions, because the institutions have no con-
trol over where the individual will go after the training period.

Senator DURENBERGER. OK. Any other comments you would like
to make in your 5 minutes?

Dr. WELDON. We think that the amount of time that has been
spent on this issue in proportion to the tax expenditure involved is
becoming almost ludicrous. We are very appreciative of your efforts
to resolve it once and for all.

Senator DURENBERGER. Great. I have just written out while you
were testifying my argument about how this can logically fit in a
tax bill that is not supposed to make new policy and I appreciate
very much your taking the time to be here today and all of that
extra effort that you have to keep putting into this issue. We are
grateful to you.

Dr. WELDON. Thank you very much.
[The prepared statement of Virginia V. Weldon, M.D., follows:]
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Statement of the

Association of American Medical Colleges,

the Association of American Universities,

the American Council on Education,

the National Association of Independent Colleges

and Universities and

the National Association of State Universities and

Land Grant Colleges

on

S.1854

(a bill to permanently define National Research

Service Awards as scholarships for tax purposes)

The Association of American Medical Colleges, the Association

of American Universities, the American Council on Education, the

National Association of Independent Colleges and Universities and

the National Association of State Universities and Land Grant

Colleges are grateful for this opportunity to address S.1854, a

bill to permanently define National Research Service Awards as

scholarships or fellowships for tax purposes. Theseorganizations,

on behalf of their constituents, enthusiastically endorse the

objective of this proposal, as equitable, as consonant with

tradition and as a positive incentive to attract creative aspirant

scientists to careers in biomedical and behavioral research.

Submitted by the AAMC, AAU, ACE, NAICU, and NASULGC to the
Senate Finance Subcommittee on Taxation and Debt Management,
May 7, 1982.
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National Research Service Awards (NRSAs), created in 1974

by P.L. 93-348, are the current device through which the U.S.

Public Health Service (PHS), especially the National Institutes

of Health (NIH) and the Alcohol, Drug Abuse and Mental Health

Administration (ADAMHA), supports the pre- and postdoctoral

training of biomedical and behavioral scientists. These programs

were first authorized in 1930 under P.L. 71-251, The Ransdell

Act, and were conducted under authority in Section 301 of the

Public Health Act from 1944 until 1974. Throughout this long

period, the award were always deemed, for purposes of taxation,

as scholarships.

In the late 1960's and the early 1970's, the Executive Branch

developed a strong mind set against support for research training,

reflected in reduced requests for appropriations. The Congress

responded by revising training authorities and providing specific

authorization ceilings. The resulting bill included a service

payback condition, presumably to make it less susceptible to

Presidential disapproval, more acceptable to the public at large,

and compatible with the terms and conditions of support in

new legislation for the education of health professionals. Specifi-

cally, the payback requirement was seen as a means of preventing abuse

of the research training program by individuals seeking subspecialty

medical training. However, it must be emphasized that the NRSAs

did not break the continuity of the concept of research training that

had been in existence in essentially identical form for over 30

years.
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To the surprise and consternation of the academic bio-

medical and behavioral research community, the Internal Revenue

Service (IRS) ruled in 1977 that NRSAs are made primarily for

the benefit of the grantor, a ruling that destroyed the

scholarship character of the award. Enactment and later ex-

tensions of Section 161(b) of the Revenue Act of 1978 delayed

the application of this ruling only through the end of calendar

year 1981. Consequently, the 1977 IRS ruling that mandates

full taxation of the awards has gone into effect (Rev. Rul.

.77-319). The associations have recently made another formal

request that IRS reconsider that ruling, arguing principally on

the ruling's erroneous interpretation of facts, but also on

changes in the payback requirement effected by the Omnibus

Reconciliation Act of 1981. However, there is no assurance

that IRS will reverse its current opinion. Therefore, S.1854

is most welcome as potential legislative relief.

The 1977 IRS ruling relied on two lines of argument to

justify denying scholarship or fellowship tax status to NRSAs:

the statutory service payback requirement and the government's

reservation, in regulations, of royalty free use of copyrighted

material. The ruling concluded that, in combination, these

factors comprised a substantial quid pro quo and, therefore,

that the awards are made primarily for the benefit of the

grantor.

As argued in the ruling reversal request, (Attachment I),

and as repeatedly enunciated by congressional committees under
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whose aegis the programs fall, the service payback provision

is not for the benefit of the United States Government; rather,

the requirement that award recipients teach or perform research

is simply to assure that recipients devote at least a

specified period of time to the careers for which they were

trained. Neither the Government-nor the institutional grantor

has any ability to determine the particular employer or area

of endeavor after the training period. The benefit received by

the government, as fiduciary of the national interest, is only

the prospect of better educated individuals, committed to

working in the fields in which they were trained.

It should also be noted that the Omnibus Budget Reconciliation

Act of 1981 substantially modified the service payback requirement.

Thus, several of the facts on wpich Revenue Ruling 77-319 was

based have changed. There is now no payback requirement asso-

ciated with awards for prebaccalaureate training and no payback

requirement associated with the Lirst twelve months of postbacca-

laureate training. Further, to the extent that the option for

alternate service in areas considered equivalent to Federal

employment previously permitted the inference that the Federal

Government was in some circumstances to be the beneficiary of

the grant, the Reconciliation Act removed the possible inference

by removing the possibility of alternate service.

with regard to the government's reservation of royalty free

use of any copyrighted material produced as a result of research

performed during the award period, it should be noted that an

examination of the actual facts discloses that this has never had

any practical significance to the Government or the awardees.
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The Public Health Service is not aware of any instance in which

the right to royalty free use of such copyrighted material has

been exercised. The causes are obvious. NRSA recipients are

trainees, not engaged in independent research, but learning

research skills. It is, therefore, highly unlikely that a

recipient would ever own a copyright on work done pursuant to

the award. Further, the copyright reservation does not extend

to recipients of funds under the institutional training grant

awards; it is therefore inapplicable to about 85 percent of the

trainees.

Thus, neither putative benefit to the government---payback

or copyright---is of any practical value or significance, and

the claim that the awards are made primarily for the benefit of

the grantor is untenable.

The other important dimension of this issue is that taxation

of NRSAs discourages individuals from entering research training

and hence impedes fulfillment of the purpose of the awards---the

creation of a highly trained pool of biomedical research manpower

to carry out the nation's research agenda. The scholarship pro-

visions of the Internal Revenue Code (Section 117), under which

NRSAs have traditionally been handled, provide for exemption of

the entire amount of the award for predoctoral, or "degree can-

didates" and exemption of up to $300 a month (or $3,600 a year)

for a total of three years for poPtdoctoral or "non-degree can-

didates".

Thus, with denial of the scholarship exclusion, predoctoral

award recipients are subject to taxation on the full amount of
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the stipend, tuition and fees received that average $9,540

(Attachment II) and postdoctoral recipients have lost the

$3,600 per year exemption. The tax rates on these amounts,

are not insignificant to individuals trying to make ends meet

on modest incomes during these inflationary times. Simultaneously,

the resulting increase in Treasury receipts is miniscule. The

Senate Finance Committee report on "The Tax Treatment Extension

Act of 1980," the last extension of the Congressional moratorium

on full taxation of NRSAs, estimated the revenue effect of the

extension to be $1 million in FY 1982, $8 million in FY 1983,

declining to $5 million in FY 1984. (S. Rept. 96-1007).

A true disincentive to enter research training has been

created, if the scholarship status of NRSAs is not restored.

Further, the prestige of the awards, conferred by that status,

will be diminished.

The situation is particularly critical with regard to the

postdoctoral training of young physicians. Over the past several

years, it has become increasingly apparent that alarmingly few

physicians are being attracted to research careers. Incentives

are badly needed to help encourage individuals to enter biomedical

research and forego the considerably greater financial rewards

offered by private practice. Further, the level of postdoctoral sti-

pends available through biomedical research training programs are

significantly lower than 4den those that these individuals received

as residents. A postdoctoral NRSA recipient with 5 years of

residency training would have to take a $6,000 (or 26%) cut in
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stipend to enter research training. The mean salary of sixth

year residents was $23,013 in 1981 while NRSA recipients with

5 years prior experience received $17,040 (Attachment III).

Obviously, taxation of the totality of NRSA stipends would

further discourage individuals from entering research training.

In conclusion, on the grounds of consistent interpretation

of tax law and the need for research training incentives, the

scholarship tax exemption is warranted for NRSA recipients.

This issue has troubled the academic community for five years

now. Awardees have not known from one year to the next what

their tax obligation, and thus their net income, would be---a situation

that has inhibited their ability to budget limited financial

resources. Further, the problem has consumed a considerable

amount of effort and energy on the parts of the academic

community, the Congress and the IRS. The time for a permanent

solution is long overdue. S.1854 affords that opportunity.

The associations urge the Congress to take advantage of it.

Senator DURENBERGER. Thank you. The hearing is adjourned.
[Whereupon, at 10:52 a.m., the subcommittee adjourned.]
[By direction of the chairman, the following communications

were made a part of the hearing record:]
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* WASHINGTON OFF ICE * 1608 "K" STREET. NW * WASHINGTON. DC. 20006 *
(202) 861-2700 *

-49 April 26, 1982

Fof God end Counify

Honorable Bob Packwood, Chairman
Senate Finance Subcommittee on
Taxation & Debt Management
2227 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Chairman Packwood:

The American Legion would like to take this opportunity to commend you on the
hearing of April 23, concerning various tax measures. Included among those mea-
sures before the Subcommittee was S. 473, the volunteer mileage bill introduced
by Senator Durenberger.

During its entire history, the members of The American Legion have chosen to
unselfishly give of themselves not only in defense of their nation but in support
of their nation's needs. Providing more than 7.8 million hours of volunteer ser-
vice to both the community and the VA hospitals in 1981 alone, the Legion and
Legion Auxiliary view the current mileage deduction as unreasonable, prohibitive
and counterproductive.

The time of inexpensive transportation and energy have fallen by the wayside.
Volunteers, all to often, are enthusiastically willing to provide their services
for those less fortunate or in greater need than themselves, however, their own
strict budgetary constraints prohibit the expenditure of family funds for service
to others.

Recognizing the situation of these individuals and the increasing need for
volunteer services, The American Legion has adopted resolution #28 (copy enclosed),
addressing the issue of voluntarism. It is the opinion of this organization that
S. 473 and similar House legislation, H.R. 768 take positive steps to provide a
nominal reward for those who have provided such a wealth of service for others.

We urge the Subcommittee's swift consideration of this legislation in the in-
terest of maintaining and increasing volunteer activities. It is further requested
that this letter and attached resolution be made part of the printed record of the
April 23 hearing.

As always, your consideration of the requests of The American Legion is greatly
appreciated.

Sincerely,

e E;.P i' p. nDirector
Nati nal Legs slative Commission

Enclosure
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NATIONAL EXECUTIVE COMMITTEE MEETING
THE AMERICAN LEGION - INDIANAPOLIS, INDIANA

OCTOBER 14-15, 1981

RESOLUTION NO. 28

COMMITTEE: INTERNAL AFFAIRS

SUBJECT: VOLUNTARISM

WHEREAS, The American Legion is among the nation's leaders in providing
volunteer services; and

WHEREAS, The great volunteer efforts of The American Legion have touched
the hearts and lives of untold millions throughout the world; and

WHEREAS, The President of the United States has declared that the nation's
economic recovery depends heavily upon reduced federal spending and that the
nation's citizenry must engage in volunteer activity to replace previous
federally-funded services; and

WHEREAS, The American Legion, as a leader among volunteers, can have a
significant impact on a national campaign to promote voluntarism; and

WHEREAS, The federal government is capable of promoting the voluntarism
spirit by defraying the expenses of volunteer activity through tax incentives
and the removal of restrictions on fund raising for charitable purposes; now,
therefore, be it

RESOLVED, By the National Executive Committee of The American Legion in
regular meeting assembled in Indianapolis, Indiana, on October 14-15, 1981,
That The American Legion be on record in support of government efforts to
promote voluntarism; and, be it further

RESOLVED, That The American Legion National Organization make recommen-
dations and support government efforts to create incentives to encourage
voluntarism.
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SNAMY 17 Al o #.,
American Psychiatric Association

1700 Eighteenth Street, N.W., Washington, D.C. 20009 * Telephone: (202) 797.4900

May 3, 1982

Honorable Robert Packwood
Chairman
Subcomittee on Taxation & Debt

Management
Senate Committee on Finance
2227 Dirksen Senate Office Bldg.
Washington, D.C. 20510

Dear Senator Packwood:

The American Psychiatric Association, a medical specialty society
representing over 26,000 psychiatrists nationwide, strongly
suppQrts the provisions of S. 1854 -. a bill to make permanent
the exclusion from gross income of funds received pursuant to
the National Research Service Awards -- introduced by Senator
Durenberger and cosponsored by Senators Baucus, Hatch, Bradley,
Heinz, and Danforth.

We believe the statements which Senator Durenberqer and other
co-sponsors (many of whom are your colleagues on the Senate
Finance Coovittee) made when the bill was introduced In November,
accurately and clearly set forth the background, need and benefits
of the proposed legislation. We further believe the legsidtion
is critical since the proposed NRSA changes will encourage
increased numbers of young physicians to enter into training for
careers in biomedical, behavioral and clinical research. This
is an area of continuing need, particularly In light of the
striking advances in new knowledge -- medical breakthroughs --
during the past decade, and the high promise they hold in the
1980s and beyond for further significant research gains in
improved treatment and prevention of major illnesses -- including
the most severe forms of mental illness.

We feel that enactment of S. 1854 would be a prudent investment
in the nation's futttre, urge its adoption, and hope you will
make this letter part of the hearing record.

Sincerely, (

Melvin Sabshln, M.D.
Medical Director

MS:tf

94-640 351
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The National Center for Citizen Involvement

April 22, 1982

Mr. Robert Lighthizer
Senate Finance Committee
2227 Dirksen Senate Office

Building
Washington, D. C. 20510

Dear Mr. Llghthizer-:

VOLUNTEER: The National Center for Citizen Involvement would like
to be included In the record of the hearings to be held April 23
on S 473 as being in support of the bill.

This is an Important piece of legislation for the volunteer
community, allowing drivers who use their automobiles for volun-
teer work to deduct an amount equal to that currently deducted
by drivers who use their cars for business purposes.

Thank you for your attention to this matter.

S e ly,

Krs L. Rees
StaffALsistant
Program Services

1111 North Nineteenth Street - Suite 500 Arlington, Virginia 22209 (703) 276-0642
BOulder Office: P.O. Box 4170 Boulder. Colorado 8030 (303) 447-0492



204

CD The Junior League of St. Paul, Inc.
I'- 432 Summit Avenue

St. Paul, Minnesota 55102

APR 2tj 1982
April 19, 1982

Laura Lee M. Geraghty
Minnesota Office on Volunteer Services
127 University Avenue
St. Paul, Minnesota 55155

Dear Laura Lee,

I am writing in response to your request for information
from the Junior League of St. Paul concerning our
position on voluntarism. The membership voted on
April 13, 1982 to reaffirm this position statement on
voluntarism: The Junior League of St. Paul, Inc. is
committed to encouraging legislation and action which
will enhance the status and well being of voluntarism.

The purpose of the Junior League is exclusively edu-
cational and charitable and is: to promote voluntaris
to develop the potential of its members for voluntary
participation in community affairs; and to demonstrate
the effectiveness of trained volunteers.

Thank you for your testimony at the hearings on volunt
mileage. If I can be of assistance, please call.

Sincerely,

Kay Knoll
Public Issues Chairman
777-1725

KK/mb
Enc 1.
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Minnesota Association of Volunteer Directors

April 21, 1982

Robert Lighthizer
Chief Counsel Senate Finance

Committee
2227 Dirksen Senate Office

Buildinq
Washinqton, D.C. 20510

Dear Mr. Lighthizer:

As President of the Minnesota Association of Volunteer Directors I wish to take
this opportunity to familiarize you with our position in supportof Senator Dave
Durenberger's Volunteer Mileage Deduction Bill (S.473). At each of the Annual
Meetings of our professional organization over the past several years, we have unan-
imously supported resolutions to increase volunteer mileage deductions to the level
allowable for business mileage deductions.

As administrators of volunteer programs, we feel strongly that Senate Bill 473
can serve as an incentive to encourage more citizen participation in both formal and
informal volunteer endeavors within our state and throughout the nation. Increasing-
ly the economic pressures which Americans are facing are unquestionably limiting the
time and financial resources available to persons who would like to volunteer on
behalf of their respective communities. Therefore we believe that this bill would
serve to reduce some of the financial barriers that exist for a certain percentage
of the population that wishes to make volunteer contributions.

A major theme in current volunteer endeavors isj:o respond to the increased need
for services amid the current reductions of financial resources to provide these
services. The Minnesota Office on Volunteer Services has initiated the "Volunteer
for Minnesota" project designed to increase the effective utilization of volunteers
in the delivery of services at the state, regional and local level. Incentives such
as the Volunteer Mileage Deduction Bill can further enhance our ability to involve
volunteers in planning, implementing and evaluating initiatives such as the "Volun-
teer for Minnesota" project.

Therefore we urge the Senate Committee on Financeland Debt Management to pass
Senate Bill 473 in order to encourage maximum response to the call for volunteer
efforts to improve the quality of services we can make available to American
citizens.

Sincerely,

- 4,a

Nancy A. Jefferson
President
Minnesota Association of

Volunteer Directors

94-640 0 - 82 - 14
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unibwaq
of Minneapolis Area

404 South Eighth Street
Minneapolis, Minnesota 55404
Phone 612 340.7400

April 21, 1982

Hon. David F. Durenberger
United States Senate
353 Russell Senate Office Building
Washington, D. C. 20510

Subject: S. 473

Dear Senator Durenberger:

On behalf of the United Way, its Voluntary Action Center and its Government
Relations Committee, we wish to express our support for your proposal to
Increase the volunteer mileage deduction. At a time when our country is
expecting more from the voluntary sector and the many dedicated volunteers
who assist in service delivery, the proposal which you have offered would
be an important change in government policy. We believe that changing
the mileage deduction allowed volunteers to more accurately reflect the
actual cost incurred by these volunteers is appropriate.

Sincerely,

Art Cunningham, Chair
Voluntary Action Center Committee

Glen Skovholt, Chair
Government Relations Committee

AC:GS:et

Thanks to you -It works for all of us
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DESCRIPTION OF TAX BILLS

(S. 473, S. 474, S. 710, S. 1854, and S. 1923)

SCHEDULED FOR A HEARING

BEFORE THE

SUBCOMMITTEE ON TAXATION AND

DEBT MANAGEMENT

PREPARED FOR THE USE OF THE

COMMITTEE--ON FINANCE

BY THE STAFF OF THE

JOINT COMMITTEE ON TAXATION

INTRODUCTION

The bills described in this pamphlet have been scheduled for a pub-
lie hearing on April 23, 1982, by the Senate Finance Subcommittee on
Taxation and Debt Management.

There are, five bills scheduled for the hearing: (1) S. 473 (charitable
expense deduction for use of personal vehicle); (2) S. 474 (medical
expense deduction for use of personal vehicle) ; (3) S. 710 (postpone-
muent. of tine for payig excisee tax on fishing ejii i [HmInt ) ; (4) S. 1854
(exclusion from income of National Research Service Awards); and
(5) S. 1923 (relating to annual accrual mthod of accounting).

The first part of the p, miphk4-- i.s a suinmmary of the bills. Thmis is
followed by a more (letailedl description of the bills, including present
law, issues, explanation of provisions, effective dates, and estimated
revenue effects.
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I. SUMMARY

1. S. 473-Senator Durenberger, et al.
Charitable Expense Deduction for Use of Personal Vehicle
Under present law, individual taxpayers who itemize their deduc-

tions may deduct charitable contributions up to certain limits (sec.
170). In determining the amount of their' charitable contribution
deduction, taxpayers may deduct their actual expenses for gas and
oil for an automobile used to provide services to a charitable organi-
zation, or may use a standard rate of 9 cents a mile.

Under the bill, taxpayers would be allowed to use the standard mile-
age rates that government employees use to determine reimbursement
for use of their vehicles on government business (presently, 20 cents
a mile for use of an automobile). The bill would apply after the date
of enactment.

2. S. 474-Senator Durenberger

Medical Expense Deduction for Use of Personal Vehicle

Under present law, individual taxpayers who itemize their deduc-
tions may deduct the amount of their medical expenses which exceeds
three percent of their adjusted gross income (see. 213). Taxpayers may
deduct as medical expenses their actual expenses for gas and oil for
an automobile used for medical reasons, or may use a standard rate of
9 cents a mile.

Under the bill, taxpayers would be allowed to use the standard mile-
age rates that government employees use to determine reimbursement
for use of their vehicles on government business (presently, 20 cents
a mile for use of an automobile). The bill would apply after the date
of enactment.

3. S. 710-Senators Durenberger, Boren, Chafee, Danforth, and
Percy

Postponement of Time for Paying Excise Tax on Fishing
Equipment

Present law imposes a 10-percent excise tax on the sale of fishing
rods, creels, reels, and artificial lures, baits, and flies by the manu-
facturer, producer, or importer thereof (sec. 4161 (a)). This tax gen-
erally is payable relatively soon after the fishing equipment is sold.

The bill would postpone the time for payment of the excise tax on
fishing equipment until March 31, June 30, and September 24 for
calendar quarters ending on December 31, March 31, and June 30,
respectively. Tax for the quarter ending September 30 would be pay-
able on a date prescribed by Treasury Department regulations.
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The provisions of the bill would apply to articles sold in the first
quarter beginning after the date of enactment of the bill and in all
subsequent periods.
4. S. 1854-Senators Durenberger, Baucus, Hatch, Bradley, Heinz,

and Danforth

Exclusion From Income of National Research Service Awards

Under present law, amounts received as scholarships and fellow-
ship grants generally are excluded from-gross income (sec. 117).
However, if such grants constitute compensation for past, present,
or future services for the grantor, they are not excludable, except in
the case of certain Federal grants where the recipient agrees to per-
form future services as a Iederal employee. In 1977, the Internal
Revenue Service ruled that National Research Service Awards were
compensation for services and not excludable as scholarships or fellow-
ship grants.

The Revenue Act of 1978 provided that income from National Re-
search Service Awards made through 1979 would be treated in the
same manner as excludable scholarships or fellowship grants. This
treatment was extended (in P.L. 96-167 and P.L. 96-541)_ to awards
made through 1981.

This bill would make permanent the exclusion from gross income
under the scholarship provisions for National Research Service
Awards.

5. S. 1923-Senator Matsunaga

Allow Corporate Joint Ventures to Use Annual Accrual Method
of Accounting for Corporations Engaged in Farming

Under present law, corporations (and partnerships with a corpo-
rate partner) engaged in the business of farming generally are re-
quired to use the accrual accounting method with capitalization of
preproductive period expenses (see. 447). However, certain corpora-
tions engaged in the growing of crops that are harvested at least 12
months after planting (such as sugarcane) are permitted to use the
"annual" accrual method of accounting if they, or a predecessor cor-
poration, have continuously used the annual accrual method generally
since 1967. Under the annual accrual method, preproductive period
expenses are not capitalized, but are deducted currently. rhe annual
accrual method cannot be used by a partnership in which a corporation
is a partner.

Under the bill if a corporation that is allowed to use the annual
accrual method ior a farming business contributes the business to a
"qualified partnership" in exchange for an interest in the partnership,
the qualified partnership would be allowed to use the annual accrual
method for that business. A. qualified partnership would be a partner-
ship of which each partner is a corporation other than a subchapter S
corporation or a personal holding Zompany. The provisions of the bill
would apply to taxable years beginning after December 31, 1981.
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II. DESCRIPTION OF THE BILLS

1. S. 473-Senator Durenberger, et al.*

Charitable Expense Deduction for Use of Personal Vehicle

Present law
Under present law (see. 170(a)), individual taxpayers who itemize

their deductions may deduct charitable contributions made to qualified
organizations, subject to certain limitations.

Individuals who do not itemize deductions may also deduct charit-
able contributions, subject to limitations. For 1982 and 1983, the de-
duction is limited to 25 percent of the first $100 of contributions, or
a maximum deduction of $25. For 1984, the contribution limit is
raised to $300, or a maximum deduction of $75. For 1985, the deduc-
tion is allowed for 50 percent of contributions, with no dollar limit,
and for 1986 the deduction is allowed for 100 percent of contributions
(subject to the general limitations). This provision expires after 1986.

Under present law, taxpayers may deduct unreimbursed out-of-
pocket expenses made incident to the rendition of services provided to
a charitable organization, such as expenses for gas or oil for an auto-
mobile (Treas..Reg. § 1.170 A-1 (g)). In determining the amount of
the contribution deduction attributable to the operation of an auto-
mobile, taxpayers may deduct their actual expenses, or, for 1981,
may use a standard rate of 9 cents a mile.' In either case, taxpayers
may also deduct parking fees and tolls, but may not deduct general
repair or maintenance expenses, depreciation, or insurance.

Issue
The issue is whether the standard mileage rate used to determine

the amount of a taxpayer's charitable contribution deduction for the
use of a motor vehicle should be the rate government employees are
reimbursed for use of their vehicles on government business.

Explanation of the bill
Under the bill, taxpayers would determine the amount of their

charitable contribution deduction for the use of a motor vehicle under
the same mileage rate that government employees use, to determine
reimbursement for use of their vehicles on government business (pres-
ently, 20 cents a mile for the use of an automobile).2

Effective date
The provisions of the bill would apply with respect to the operation

of a motor vehicle occurring after the date of the enactment of the bill,
in taxable years ending after such date.

Revenue effect
It is estimated that the bill would reduce fiscal year budget receipts

by $7 million in 1982, $55 million in 1983, $102 million in 1984, $115
million in 1985, and $135 million in 1986.

*Cosponsorq are Senators Kassebaum, Cranston, Boschwitz, Kasten, and
I)eConcini.

JThis rate was determined by the Internal Revenue Service. Rev. Proc. 80-7,
1980-1 C.B. 590, as modified by Rev. Proc. 80-32, 1980-2 C.B. 767. The IRS. for
1981, allows a deduction of 20 cents a mile for the first 15,000 miles of a business
use and 11 cents a mile for. each additional mile.

' This rate was determined by the Government Services Administration pur-
suant to section 5704 of title 5, U.S. Code. 46 Fed. Reg. 58315 (Dec. 1, 1981).
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2. S. 474-Senator Durenberger

Medical Expense Deduction for Use of Personal Vehicle

Present law
Under present law (see. 213(a)), individual taxpayers who itemize

their deductions may deduct the amount of their medical expenses
which exceeds three percent of their adjusted gross income. Payments
for transportation primarily for and essential to medical care qualify
as medical expenses. Such transportation expenses include amounts
paid for bus, taxi, train or plane, or for ambulance hire.

In determining the amount of transportation expenses which qualify
as medical expenses, taxpayers may include amounts paid for out-of-
pocket expenses for use of an automobile, such as gas and oil, or may
use for 1981, a standard rate of 9 cents a mile' for each mile an auto-
mobile is used for medical reasons. Parking fees and tolls may be in-
cluded, but general repair and maintenance expenses, depreciation, and
insurance may not be included.

Issue
The issue is whether the standard mileage rate used to determine

the amount of the medical expense deduction for the use of a motor
vehicle should be the rate government employees are reimbursed for
use of their vehicles on government business.

Explanation of the bill
Under the bill, the amount of the medical expense deduction allow-

able for expenses for the use. of a motor vehicle would be the same
mileage rate that government employees use to determine reimburse-
ment for use of their vehicles on government business (presently, 20
cents a mile for the use of an automobile).2

Effective date
The provisions of the bill would apply with respect to the operation

of a motor vehicle occurring after the date of the enactment of the bill
in taxable years ending after such date.

Revenue effect
It is estimated that the bill would reduce fiscal year budget receipts

by $3 million in 1982, $22 million in 1983, $38 million in 1984, $41 mil-
lion in 1985, and $46 million in 1986.

This rate waj determined by the Internal Revenue Service. Rev. Proc. 80-7,
1980-1 C.B. 590, as modified by Rev. Proc. 80-32, 1980-2 C.B. 767. The IRS, for
1981, allows a deduction of 20 cents a mile for the first 15,000 miles of business
use and 11 cents a mile for each additional mile-

"This rate was determined by the Government Services Administration pur-
suant to section 5704 of title 5, U.S. Code. 46 Fed. Reg. 58815 (Dec. 1, 1981).
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3. S. 710-Senators Durenberger, Boren, Chafee, Danforth, and
Percy

Postponement of Time for Paying Excise Tax on Fishing
Equipment

Pre-sent law
Under present law, a 10-percent excise tax is imposed upon the sales

price of fishing rods, creels, reels, and artificial lures, baits, and flies
(including parts or accessories of such articles sold on or in connection
therewith, or with the sale thereof) by the manufacturer, producer,
or importer (sec. 4161(a)).

Treasury Department regulations require returns of manufacturers
excise taxes, including the tax on the sale of fishing equipment, to be
filed quarterly, unless the Internal Revenue Service requires more fre-
quent filing by an individual taxpayer (Treas. Reg. § 48.6011(a)-1).
Quarterly returns are due on the last day of the first month after the
quarter ends (Treas. Reg. § 48.6071(a) -1).

Although. returns generally are filed on a quarterly basis, the regu-
lations require monthly, or semimonthly, payment of the tax in certain
cases (Treas. Reg. § 48.6302(c)-1). If an individual is liable in any
month for more than $100 of manufacturers excise tax and is not
required to make semimonthly deposits, the individual must deposit
the amount on or before the last day of the next month at an author-
ized depository or at the Federal Reserve Bank serving the area in
which the individual is located.

If an individual had more than $2,000 in manufacturers excise tax
liability for any month of a preceding calendar quarter, such taxes
must be deposited for the following quarter (regardless of amount)
on a-semimonthly basis. The taxes must be deposited by the ninth day
following the semimonthly period for which they are deposited. In
addition, if the semimonthly period is in either of the first two months
of the quarter, any underpayment of excise taxes for a month must
be deposited by the ninth day of the second month following such
month. Underpayments in the third month of the quarter must be
deposited by the end of the following month.

No special rules are provided to defer payment of the excise tax
with respect to sales of taxable articles on credit.

Issue
The issue is whether the time for payment of excise taxes imposed

the sale of fishing equipment should be postponed.
Explanation of the bill

The bill would amend present law to require payment of the excise
tax on fishing equipment on a quarterly basis, as follows:

-(1) March 31, in the case of articles sold during the quarter
ending the previous December 31;
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(2) June 30, in the case of articles sold during the quarter end-
ing the previous March 31;

(3) September 24, in the case of articles sold during the quarter
ending the previous June 30; and

(4) On a date prescribed in Treasury Dep rtment regulations
in the case of articles sold during the-quaiter ending September 30.

The bill would not change the present. time for filing returns of
manufacturers excise taxes or the time for payment of such taxes on
articles other than fishing equipment.

Effective date
The provisions of the bill would apply to fishing equipment sold by

manufacturers, producers, or importers on or after the first day of the
first calendar quarter beginning after the date of enactment of the bill.

Revenue effect
The bill would not affect the aggregate fiscal year receipts of the

manufacturers excise tax on fishing equipment.
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4. S. 1854-Senators Durenberger Baucus, Hatch, Bradley, Heinz,
and Danforth

Exclusion From Income of National Research Service Awards
Present law

Present law, subject to several limitations, provides that gross
income does not include amounts received as a scholarship at an edu-
cational institution or as a fellowship grant (sec. 117). In general,
amounts received from scholarships or fellowship grants are not
excludable from gross income if they constitute compensation for
past, present, or future services for the grantor. However, amounts
received under Federal programs are not disqualified for exclusion
merely because the individual recipients agree -to perform future
services as Federal employees.

The amount excludable as a scholarship or fellowship varies de-
pending on whether the individual recipient is or is not a candidate
for a degree. In general, a degree candidate may exclude the entire
amount of the scholarship or fellowship grant, unless any portion
of the award is regarded to be payment for services in the nature of
part-time employment. An individual who is not a candidate for a
degree is limited to an exclusion of $300 per month for a period of
36 months.

In 1977, the Internal Revenue Service ruled that awards made
under the provisions of the National Research Service Awards Act
of 1974 to individuals who, in return for receiving the awards, must
subsequently engage in health research or teaching or some equivalent
service and must allow the Government to make royalty-free use of
any copyrighted materials produced as a result of the research are
not excludable scholarships or fellowship grants.'

The Revenue Act of 1978 provided that amounts received as Na-
tional Research Service Awards would be treated as excludable
scholarships or fellowship grants under sec. 117. This provision was
effective for awards made during calendar years 1974 through 1979.
This treatment was extended to awards made in 1980 by Public Law
96-167 and to awards made in 1981 by Public Law 96-541, pending
further study.

Issue
The issue is whether the tax treatment of National Research Serv-

ice Awards as excludable scholarships or fellowship grants should
be made permanent.

Explanation of the bill-
" The bill would treat amounts received as National Research Serv-
ice Awards after 1981 as amounts received as excludable scholarships
or fellowship grants under sec. 117.

Effective date
The provisions of the bill would be effective on enactment.

- Revenue effect
It is estimated that the bill would reduce fiscal year budget receipts

by $4 million in 1982, $8 million in 1983, $8 million in 1984, $8 million
in 1985, and $8 million in 1986.

Rev. Rul. 77-319, 1977-2 C.B. 48.
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5. S. 1923,-Senator Matsunaga

Allow Corporate Joint Ventures to Use Annual Accrual Method
of Accounting for Corporations Engaged in Farming

Present law
Under present law, the taxable income from farming of a corpora-

tion (or a partnership of which a corporation is a partner) generally
must be computed using the accrual method of accounting with the
capitalization of preproductive period expenses (sec. 447(a)). Pre-
productive period expenses are expenses (other than interest, taxes,
or losses from casualty, drought, or disease) attributable to property
having a crop or a yield that are incurred during the preproductive
period of such property. The preproductive period for property is
generally the periodbefore the disposition of the property or the first
marketable crop or yield from the property.

This requirement, however, does not apply to subchapter S corpo-
rations, family corporations, or small corporations that meet a gross
receipts test. Such corporations, and partnerships which have no other
type of corporation as a partner, may use the cash method of account-
ing and may deduct preproductive period expenses when they are paid.
The requirement to use the accrual method with the capitalization of
preproductive period expenses also does not apply to the business of
operating a nursery or a sod farm or the business of forestry or the
growing of timber.

A special rule provides that certain corporations may use the "an-
nual" accrual method of accounting (sec. 447(g)). Under the annual
accrual method of accounting, preproductive period expenses are not
capitalized, but are deducted currently. Corporations that qualify for
this special rule are corporations that raise crops (such as sugar cane)
which are harvested at least 12 months after planting. In addition,
the corporation must have used the annual accrual method for the
10-year period ending with its first taxable year beginning after 1975,
and must have continued to use such method for each taxable year
after its first taxable year beginning after 1975.

In the case of a corporation that acquired substantially all the assets
of a farming trade or business from another corporation in a trans-
action in which neither corporation recognized any gain or loss, the
acquiring corporation is treated as having used the annual accrual
method for the period such method was used by the predecessor cor-
poration to compute the taxable income from the acquired farming
business.

Issue
The issue is whether the annual accrual accounting method should be

allowed to a qualified partnership when a corporation that uses the
annual accrual method contributes its farming business to the partner-
ship in exchange for an interest in the partnership.



216

Explanation of the bill
Under the bill, a "qualified partnership" generally would be treated

the same as a corporation for purposes-of the annual accrual account-
ing rules of section 44 7(g). Under the bill, a qualified partnership is
defined as a partnership in which each partner is a corporation other
than a subchapter S corporation or a personal holding company. The
qualified partnership would have to meet the same general require-
ments that apply to corporations under present law. Thus, for example,
the qualified partnership would have to be engaged in a farming busi-
ness in which crops are raised that are harvested at least 12 months
after planting.

The qua'lifted partnership would also have to meet the requirement
relating to continuous use of the annual accrual method. For this pur-
pose, the bill provides a special rule analogous to the rule for transfers
of a farming business from one corporation to another corporation.
Under the special -rule, if a partner of a qualified partnership has
contributed a farming business to the partnership in exchange for a
partnership interest, the qualified partnership would be treated as
having used the annual accrual method for any period the contribut-
ing partner had used such method to compute its taxable income from
the business.

Thus, for example, if a corporation that is permitted to use the
annual accrual method with respect to a farming business contributes
substantially all o; fhe assets of the business to a qualified partnership
in exchange for i. interest in the patrtnership, the qualified partner-
ship would be permitted to use the annual accrual method to compute
the taxable income from the business.

Effective date
The provisions of the bill would apply to taxable years beginning

after December 31,1981.
Revenue effect

The bill is estimated to result. in an insignificant revenue loss.
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