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THURSDAY, APRIL 27, 1978
United States Senate,
Committee on Finance,
Waghington, D.C.

The Committee met, pursuant to notice, at 10{05 a.m.
in room 2221, Dirksen Senate Office Building, Hon. Russell
B. Long (Chairman of the Committee) presiding.

Presgent: Senators Long, Talmadge, Ribicoff, Byrd,
Gravel, Bentsen, Hathaway, Moynihan, Curtis, Hansen, Bole,
Roth, laxalt and Gravel.

The Chairman. The Committee will come to order.

The first order of business is where we left off at the
previous meeting with Senator Dole's proposal involving
a resolution on oil imports.

Mr, Cassidy. Mr. Chairman, Senator Dole's resolution,
S. Con. Res. 73, it is explained in Attachment A vwhich is
before you, and the text of the resolution is included in
Attachment A.

Under present law, Section 232 of the Trade Expansion
Act of 1962, the President can, in the interests of-national

security, adjust imports of any article,

Currently under present law, there are import fees imposed

D

!
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on crude petroleum and on refined petroleum products, 21
cents per barrel of oil and 63 cents per barrel in general
on refined petroleum products,

In addition to the fees, there are tariffs on oil of

between 5 and 10 cents a barrel, depending on the specific
gravity of the oil. 1In the Energy Tax Bill which is now in
conference, there is a provision which was adopted by the
Committee on Finance which would prohibit the President from
exercising his authority under 232 with respect to imports
of crude o0il, except in situations of war, hostilities,
et cetera..

However, the President, under that amendment, could
impose fees on refined petroleum products. .

The Senate Concurrent Resolution introduced by Senator
Dole expresses the sense of the Senate that an import fee on
imported oil should not be imposed by the President of the
United Stétes as a way to reduce imports of crude oil.

The Chairman. Mr. Dole, do vou want to speak to your
resolution, or shall we hear from the Treasury?

Senator Dole. I think, just to make it clear, I have
two resolutions. One is to impose a fee; the other is not
to impose the fee.

We have a chance to express oufselves either way this

morning. I am not sure which one I will offer first, Those

who want to impose a fee have a right to vote for that
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proposition. Maybe we could hear from Treasury first.

ThEiChairman. Let us hear from Treasury. Who is here
to speak for the Treasury?

Senator Dole. If they are for the fee, I could offer
one for.

Mr., Cassidy. This is Deputy Assistant Secretary Junz
of the Treasury Department.

Ms. Junz.. Sir, as you kno¥, the Assistant Secretary

last week and the Administration feels strongly that the

President needs to have this flexibility, and we would like !
to see it reserved.
Senator Hansen. I am sorry: I did not hear you.

. i
Ms. Junz. I said, the Assistant Secretary last week '

strongly that the President does need this flexibility and
we would like to see it preserved. I am ready to answer any
questions you may have on the details.

Senator Hansen. Mr., Chairman, if I understand the obser-
vations by the Treasury representative, it is that the Presi-

dent would like to preserve the flexibility that present law

affords him, am I right?

Ms. Junz. Exactly.

Senator Hansen. You are not saying whether he wants the
fee or whether vou do not, is that right?

Ms. Junz, That is right.
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The President has not made any decisions on this matter
at all.

Senator Danforth., Mr. Chairman, it is my understanding
that this resolution would have no binding effect at all,
but.would simply state the position., Is it the Senate or
the Congress, that is a matter of policy, that the fee should
not be imposed. Is that right?

Senator Dole. Right.

Senator Nanforth. It would, in no way, veduce the
discretion of the President but would simply be a policy-
statement.

Ms., Junz. I believe that if the Administration decided
an import fee were needed, it would wish to explain why that
was so, and would find it difficult, really, to get the
cooperation, if you decided not to do this,

Senator Danforth. Not as a matter of law, though, It
is a matter of beina able to explain it to the public, You
might have a more difficult time if the Congress had a
different view on the policy,

Mg. Junz. Exactly. If the President decided to go this
way, he would clearly not do so lightly, and we would need to
have all the information necessary for this deliberation,

We feel that it would be useful for him if we were free to
do so, if we had a resolution from the Congress,

Senator Dole. I do not take issue with anything you
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stated, Ve do have a report which indicates, and the comment
made by Senator Ashley, that there is no doaibt in my mind
if we do not move on the crude oil tax that they will close
the import fee. Tom Ashley said, he reports the Administra-
tion has the import fee plan just about ready.

I cite that to indicate that I think there is to some
merit to expressing, as Senator Danforth has indicated, just
a sense of the Congress that we oppose the imposition of an
import fee.

I understand that there is some reason, maybe justifica-
tion, for éroperly applying pressure to the Congress to
enact the COET equalization tax. There is some.feeling
around that this is something that the President has con-
sidered and could impose within a short tima.

Ms, Junz. Well, sir, I think the information does not
quite accord with the facts. While it is true, as you know,
that the President, in his press conference, did say in the
absence of appropriate legislation, he might have to consider
the administrative fashion, and I think that clearly prepara=
tory work to leok at all the actions that would be possible,
but no final options papers have gone to the President as
yet.

Senator Dole. I am going to propose the one that is
outlined as the first order of business, opposing the imposi~-

tion of the fee. It just seems to me =-- I know it would




000000

10

11

12

13

14

15

16

17

18

19

20

21

22

®

1-6

generate a cornsiderable amount of money, $12 million to

$15 million a vear. It is not cost-effective, according to é
my staff's estimates., It would cost $150 to $250 to save a
harrel of oil with the $5 import fee.

We learned, under President Ford's Administration, that
imposition of the fee did not reduce imports. He found out
the-will of the Congress very quickly when he attempted to
increase the import fee. It seems to some of us that what

we would do if we added another $5 or $4 or $6, we send a

clear signal to the OPEC countries that we are willing to pay
i
more for oil. !

It just seems to me that since we have not been able to

resclve the issue yet in the conference, that this reninder

is only proposed because there had been some Aiscussion at

high levels that théy are about to impose an import fee, I
do not wgnt to quarrel with the Administration unduly; that
is the problemax

This Cormittee voted, ten to six, to scrap the author-
ity, with certain limitations. I would just zs soon have a
vote on that.

Senator Moynihan may have an amendment to my resolution.

Senator Moynihan. Mr, Chairman, our amendment really
reflects the concerns of those regions in the country which
import refindd petroleum products as well as -- and Senator
Ribicoff is a co-sponsore and Senator Hathawav, we have passed

it around. The three paragraphs simply say if there is not to
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be a fee on crude oil equalization tax, neither should there
be import fees on refined petroleum products.

Finally, before imposing addiéional import fees, the
President should hold open public hearings to assess and
mitigate such fees on the economic well-being of affected
regions, because there is a great regional imbalance in the
use of imported products of this kind, and I believe Senator
Bole finds this acceptable.

Senator Dole. Yes,

Senator Moynihan. He does.

If I may say one other thing before going oa, I have
suported the President's program from the beginning. I
believe the crude oil equalization tax is a wise tax, and I
will support it to the end. which hepefully will be a happy
end in your Committee, about which we read such pleasant
things in the Washington Post this morning.

Senator Long. I do want té try to cooperate with the
President to try to do something effective aoout this situa-
tion.

Senator Ribicoff?

Senator Ribicoff, Mr, Chairman, as you know, I have
supported, in Committee and in conference and on the Floor,
a whole galaxy of taxes, hut here, this import fee,would

have a disastrous consequence for New England and I assume

for New York and other areas,

IIIIIIIII........IIIIII---———E;
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The New England Eooomic Research Office estimates that
the likely impact on the region for the first three years of
the import fee would be $1.27 billion with the fiqure rising
to $2.6 billion for the first five yvears. HNew Ingland is
heavily dependent on imported oil.

In 1976, 79 percent of New England o0il demand and 23
percent of the petroleum requirements were direct product
imports, and 69 percent of New England‘'s distillate fuel oil

is from the foreian market. There are not anv significant

energy resources in the region and we are more devendent on
0il than any other areas.

71 _percent of all New England's buildings are heated by ;
0il and 74 percent of the population heats with oil. %

In Connecticut, 72 percent of the population, 2,2 millioé
people, depend on oil for space heating and enerqv prices in ;
New England are 31 percent higher than the country as a whole
and since the OPEC embargo, the price of fuel is *ripling,
heating o0il has increased to the rate of 159 percent.

It seems to me that before there should be any action
by the President to impose an import fee, there should he
an opportunity for hearings to determine the question of
impact on a regional basis.

I am for increasing the price of o0il and oil products,
but there should be a sense of equality, There should be a

proper, equal sharing of the burden, but I think it is wrong
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so I do suppbrt both the Moynihan and the Dole proposals.

Ms. Junz. I wonder if I might speak to this noint as
well as a couple of points raised by Senator Lole before.
First of all, on the distribution on the regional impacts
of the possible import fee, of course, the Administration
would attempt to see that it was distributed equally through-
out the nation, and this could be done by various means.

First of all, it would be possible, initiallv, to levy
an increased import fee on crude oil orly. This would cause
no direct increases in the price of imported products such
as residual and distilled fuel oil used in New England.

If later it should become necessary to impose import
fees upon products also, one could use the entitlements serviqe
and one could alsc, if we could get the energv hill passed,
use the-credit system whikch would exempt residential as well
as hospital schools from increases in the price of heating
oil so that I think that the Administration wants to make an
attempt to assure, in whatever way possible, that the burden
would fall equitably across the country,

Secondly, there was a question about what the reaction
of OPEC would be if we raised the price of imported oil
domestically. We have, in fact, in all of our discussions
with OPEC nations last vear when we attempted to avert and

successfully did so in the world price of oil, We have to face

- T
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the questions about why our domestic price was so much lower i
than the world price was and, in fact, certainly a number of
the OPEC nations would welcome our beginning to move the
domestic price towards the world price.

We still would fight very hard to prevent increases in
the world oil price. Those effects would fall on other
nations. We happen to be together with Canada, the only
nation that have domestic prices below the world price.

Senator Ribicoff, Mr. Chairran, what troubles me -- I
am not an expert in this whole question of 0il. There are
experts around here.

My understanding herp is that there is no way that the
current entitlement program could accommodate a $5 or §$6 :
per .barrel import fee,

The entitlements brogram has not worked, at best, and
then, 6f course, I am afraid that having this increase would
disrupt the petroleum marketplace, There is enouqglh dissatis-
faction with the entitlements program around the country
anyway with the conflict between regions, Maybe this could
be worked out 1f there were hearings and we vould oo into it,
But I think that we have a very difficult problem, and I think
that there is an obligation, certainly, to have hearings before
there would be an imposition on anything so major and so vital.

Senator Hansen, Mr, Chairman?

The Chairman. Senator Hansen. !
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Senator Hansen. Mr. Chairman, if I recall correctly,
more than a ﬁear ago, when the President first proposed the
COFT tax, he had two.basic ideas in mind, one thiat by raising
the price of o0il there would be reduced demand reflecting
the normal signals from the marketplace, Obviously, the
impact that this extra price would have on many people was
deeply disturhing and, as a consequence, aloag with the
approach that was made to dampen demand was added the second
observation of the rebate so as to make cerzain that that
burden, that increased cost, would be shifted away from those
iq median dand lower incomes.

The thing that I have to find most unreal about the
proposal today is it fails significantly to address the prob-
lem of supply. I think that most people realize that someday
we will do wvhat othér nations throughout the world have done,
and tha£ is treat oil and gas like some other commodity, If
we want more of it, we pa? more for it. It is just that
simple.

As a matter of fact, right today, you can buyv natural
gas right from Canada and from Mexico at not too much above
$2 a thousand cubic feet,

There are those in this country who subscribe to the
idea that wherever the regulated price of natural gas may he

set, everything is going to go up to that price. That is not

true,
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I frankly prefer to see his options kent open and see
if he cannotlwork out with, whatever he might do, the tnings
that would bring ahout equity across the country as suggested
by the representative from Treasury,

The Chairman. Let me state my views for whatever it
may be worth. It may not change the vote here, but I would

just as soon have it on the recorad.

It seems to me that we should go to world narket energy

prices. That is what the President has been trvine to do with

the COET tax.

If he uses his power, it is because he cannot get the COEf
tax. Maybe he would use it as a lever to ge* the COET tax.

I am not just trying to say that you oucht +o help ~- it
need not be done in é way that makes the rich rich at all,
You could do it, if you wanted to, in a way that spreads the
Pealthrbf the nation a little more evenly by §iving everybody

in the nation:-a tax credit to mske an investment in enerav

so that the poor man would get the same break as the man at

the top of the ladder. Let the poor man have a double dip;

Lt is all right with me.
But the money ought to go bhack in to getting more energy

or into conserving more energy. It should not just be

rebated where there is a tax on gasoline and the fellow starts
across the country to do more travelling, or vhatever,

So, if we could work out a way where we raise some money
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and put it into more enercgy, I think it would help. |

Of courée, I would favor deregulation. I could not
bring it about. I have domne all I can, backing Mr. Bentsen
and Mr. Pierce and those who share our views on that. It
was about the last stand by those who want £ produce more
energy.

We have to find some way to put the pieées together.
We either conserve more, or produce more, or convert some

olants, something that is going to heln the nrohlem.

Now, it seems to me that if we cannot do anything else,

i
§

the President might use this thing as a lever to try to get
the Congress to act. I am in the minority in that respect,
i
I tried to keep the CORT in the bill long enouch to put a %
package together sufficiently attractive that I lhope a majoriéy
could vote for it. I could not get that far, %
!

I know I am in the minority. I really think we should
lead the President to whatever powég he 2as =0 nove sorettirg.
He is in a very difficult situation.

That being the case, the only thing I *hink I could do
is vote against this whole thing that, insofar as we might
have some level to bring something ahout, that this might
contribute something to it,

The last thing on earth I want to do is penalize any

part of the country. I voted for amendments to spread the

impact of these eneigy bills where New England, for example,
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adversely affected, and I do not think ﬁhe Administration
does either. I think if they can, they will try to spread
the burden.

Having said that, I am ready to vote,

Senator Dole, I do not quarrel with the Chairman. I
think you have it right., If the import fee was imposed, then
there would be the leverage to get us to accept COET or
keep the import fee. I do not think that is a choice that we
have to make.

It is not a question of the President. He has a diffi~
cult job,.

I remember when President Ford wanted to impose the
import fee, the members of this Committee voted to strip-him
of that authority. It was done, and I guess we learned
under President Ford that that was not a verv successful way
to reduce imports. It did not have that impact at all. It
did not do anything for the New England states. It did not
do much else for President Ford that I can remember,

Maybe we are going to help the President here by voting
not to do this.

The Chairman. Let us vote,

Call the roll.

Mr. Stern., Is this on the Moynihan substitute? What

is the vote on?

—
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1 Senator Dole. It is on the Dole resolution, as modified:
2 by Moynihan. |
3 Mr., Stern. Mr, Talmadge?
i 4 Senator Talmadge. No.
5 Mr. Stern. Mr. Ribicoff?
6 Senator Ribicoff. Aye.
7 Mr. Stern. Mr, Byrd?
8 Senator Byrd. Aye.
9 Mr. Stern. Mr. Nelson?
;§6  10 Senator Bentsen. No, by proxy,

11 Mr. Stern. Mr. Gravel?
12 Senator Gravel. No.
13 - Mr. Stern. Mr. Bentsen?
14 Senator Bentsen. No.
15 Mr. Stern. Mr. Hathaway?
16 Senator Hathaway. Aye.
17 Mr. Stern. Mr. Haskell?
18 Senator Bentsen. No, by Proxy.
19 Mr. Stern. Mr. Matsunaga?
20 Senator Matsunaga. Aye, by proxy,
21 Mr. Stern. Mr., Moynihan?
22 Senator Moynihan. Aye.

‘ 23 Mr. Stern. Mr. Curtis?
2% Senator Curtis. Aye.

25 Mr. Stern. Mr, Hansen?
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Senator Hansen. Ave.

Mr. Stern, Mr. Dole?

Senator Dole. Aye.

Mr, Stern. Mr. Packwood?

(No response)

Mr. Stern. Mr. Roth?

Senator Dole. Aye, by proxy.

Mr. Stern. Mr, Laxalt?

Senalor Laxalt. Z2ve.

Mr. Stern. Mr, Danforth?

Senatér Danforth, Ave.

Mr. Stern., Mr, Chairman?

The Chairman. No.

{Pause)

Eleven veas, six hays. The ayes have it,

Well, let us move onto the next one, H.R. 732Q, a bill
to revise miscellanecus timing requirements of the revenue
laws. Who is going to explain that to us?

Mr. McConaghy. This bill, Senator Long, was developed
from recommendations by the American Bar Association, the
AICP and local Bar Associations.

Senator Talmadge. May we have order, so we can hear?

Mr. McConaghy, The bill deals with different timing
requirements under the Internal Revenue Code, such as filing

Subsection S and various other minor timing matters,
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The revenue loss is negligible. !

In the hearings held by Senator Byrd's committee they )
made various recommendations to amend the bill in three
different ways. Two of the amendments deal with Subsection
8 election and the third amendment‘deals with certain

corporaté liquidations under Section 337,

The amendments are outlined on the page that you have
in front of you., The first one deals with the Subsection S
and the time for making the election. Under present law, in

order for Subsection 8 election to be effective for the

. e s —— o Ve o

taxable year, you must file the election during a limited

two~-month period.
Senator Talmadge. Will you suspend at that point until

we have order in the room? a1l conversations will cease.

Our visitors are reminded that you are guests of the Committee,

H
H

We canﬁot operate unless we can hear each other explain our
views and explain this bill.

Proceed,

Mr. McConaghy. The Subsection S election must be filed,
under present law, during a two-month limitéd period of time;
from November,; basically, when you have a calendar year tax-
payer, you must file an election between December lst and
January 3lst,

The bill expands this time period to include the entire

preceding year and, in case of newly formed corporations, it

— | !
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extends the 30-day period after January 1 and makes it a t
75-day perod. It is to permit a long period of time for
taxpayers to make elections rather than this limited two~
month period.
The first amendment that has been proposed would allow
existing corporations to get the benefit of the . 75~day

rule which would apply to newly-formed corporations. In

other words, both new corporations and existing corporations §
would be able to have 75 days after the taxable year begins
to make the election.,

The second amendment would deal with what shareholders

have to consent to the election. The shareholders that are

shareholders at the time the election is made, or the share- !
holders who are shareholders at the start of the taxable i
year.

The amendment would basdically provide that you lock to
the shareholders at the time that ?he election is made and
that any additional shareholaers, oi change in shareholders,
prior to the time of the taxable year begins has to affirma-~
tively refuse to consent in order to break the election. It
is kind of a trap for the unwary, and this would say that the
Subchapter 5 election is effective if all of the shareholders

at the time the selection is made consent, and if you have

new shareholders coming in prior to the start of the taxable

Year, those shareholders would have to affirmatively refuse to

—
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corporation level and at the shareholder level. !

The bill changes this result as to involuntary conver-
sions and eliminates the tax at the corporate level if a
plan is adopted within 60 days after the conversion, in
other words, a fire, or whatever it may be.

The proposed amendment in the bill would extend that
12-month period during which you have to distribute assets
for liquidation of a claim against either an insurer or a

condemnation authority until the claim is liquidated in for
60 days thereafter. :

Under .present law, you have 12 months to sell and distriJ
bute down to shareholders where you have a claim against either
an insured or a condemnation au*hority, This proposed amend- |
ment would give you a period of time until the claim is
liquidated, if that happens to be after the 12 months, and the#
for 60 days after.

Senator Byrd. May I ask a gquestion, Mr. Chairman?

The Chairman. Yes,

Senator Byrd. As I understand it, the amendment which is
recommended by the American Bar Association, it would apply
only to involuntary conversion.

Mr. McConaghy. fThat is correct, sir.

Senator Byrd. Using it as a tax-planning tool would be

remote, since God has control over taxpayers, but the tax-

payers do not have any control over God. The amendment is

|
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limited to proceeds from involuntary conversion. It does
not extend té other matters, such as legal claims that may
go beyond the l2-month period. It is only the involuntary
conversion aspect.

Mr., McConaghy. That is correct.

Senator Byrd. It seems to me that what the American
Bar Association recommends is reasonable. I understand
Treasury may have a different view.

Senator Hansen. I would ask, when we speak of involun-
tary conversions, the final stand that Senator Byrd is
recommending, he is alluding to the effect that the weather
may have.

Mr., McConaghy. Fire, theft, or something like that.

Senator Hansen. It would also be the situation where

condemnation takes place; is that not known as an involuntary‘

conversion and this same law would apply in that situation?

Mr. McConaghy. Under the proposed amendment, ves, for
extending.

Senator Hansen. Suppose a road goes through a person's
farm or something?

Mr. McConaghy. That is correct,

Senator Hansen. I am ready for the question.,

The Chairman. Is there any objection?

Mr. Halperin. The Treasury has objected to this., We

are concerned about the extension of the philosophy of this
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then the tax is delayed until that time.

Senator Gravel. If there is no money received, why

should the person have to go borrow the money to pay it while

it is in litigation, or while it is delayed?
Mr. Halperin. If the corporation liquidating the
assets are taken into account, taking into account the value

of the assets at the time the corporation liquidated -~

The Chairman. I would just as soon leave that provision

out if Treasury is opposed to it. If no one is interested
in that particular provision, I think we should leave it
out.

Is there something else that needs to be suggested?

Senator Byrd. The only question, Mr, Chairman, if it
is reasonable, if the corporation is not able to receive the
insured's proceeds, why should they pay a tax on proceeds
that they do not receive?

The Chairman. Whét is your opinion about that?

Mr. Halperin., Of course, the implications of that go
far beyond the bill because there would be lots of other
situations where you would pay tax on the value of claims

that you are not able to collect if the corporation had not

been liquidated. The shareholders would be taxed on the value

of the assets distributed, whether or not they could all be

turned into ecash,

I understand the concern, but this is getting at it and
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|
11 is picking it up in a particular situation. i
. !
ll' 2 Senator Byrd. This does not apply only to the involuntary

3 || conversion. We are talking about an act of God, not what

- . 4 the taxpayer might have done or the corporation might have
5 1 done.
6 Senator Gravel. Which means, if you had your barn

7 destroyed or had a highway that went through and your property

8 was condemned that you may not have received the benefits of

: 5
8 that, but, because of that, you would have to go to the bank |
]

i; 10 and borrow money to pay taxes. I do not think the philosophyi
';3 H is impaired. |
o 12 You have a consistency that you pay a tax and hopefully
‘1" 13 | it will just be one tax, which is what the Adminidration is |
':: 14 for. But I agree with Senator Byrd. To me, this sounds like
- 15 | it has merit. I think we excessively punish the innocent
F’ 16 party since we did not initiate it.
zz 17 Senator Hansen., Mr. Chairman, one other situation that

18 I grant is not all that prevalent throughout the country but,
19 nevertheless, does exist, I am on the energy committee and
20 | oftentimes within national parks are found end holdings and

21 || sometimes there will be a legislative taking and other times

22 | condemnation. 1In the action, in the failure to arrive at a
23 || willing basis to agreement, and not too often =- I mean, not
24 | too infrequently ~-- there may be a delay between the time a

25 | person knows, unequivocably, that the government is going to
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trust mechanism,

Senator Byrd. I favor the principles of the Treasury
Department, which is to adhere to -~ I think it is a good i
principle, but I just wonder whether we are being reasonable
not to grant some.leeway to a taxpayer who does not receive
the funds, he has not received the funds, the insurance
company has not paid him, he does not know what he is going
to get from the insurance company or from the condemnation

suit.

Senator Gravel. Plus he has to go borrow the money.
That costs money. He is going to deduct that from his taxes

so Treasury is going to lose in any event, and the Treasury

can borrow at a better rate than individuals can. I do not

e

see that there is any net gain to our governmental society
by doing this, |
Is’it not really that you are forcing the individual i
onto an accrual method rather than on a cash method, which
is really what this would do? This would turn it into cash,
When a person gets his money, he pays his taxes, but

you would force him, under the accrual method, for an apparent

gain to the Treasury, which I do not think that gain is there ;

in the long run.

Mr. Halperin. Ordinarily, they would be placed on what

you might think is an accrual method. 1In the case of

corporate liquidations, I can understand the concerns expresseé

1
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here. I think that we are worried about the fact that the

!
!
i
|
z
|
|
!

original proposal can be pushed one step at a time., I think
that it is important to make clear that you are limiting
your concerns to the involuntary conversion. But the next
step that comes along --

Senator Byrd. That is all we are speaking to.

Mr. Halperin. The next step we will hear about is
people who had contingent claims at the time they liquidated
or sold their assets, and one of the assets of the corpora- |
tion has this contingent claim against somebody which is not
collectiﬁle at that point. t

Senator Byrd. That is not involved. ;

Senator Bentsen. They face‘up to that by making volun- %
tary conversion, That is how you answer that. I am just :

speaking of the involuntary, where a fellow has a fire,

Sénator Gravel. Certainly‘a record can be made very
clear on this. I am sure the IRS is not Qithout tools and
rule-making power to guarantee that this is not going to
happen. I would hope Mr. Chairman, that we would leave it
in.

The Chairman. Let me make this suggestion, gentlemen,
I think the suggestion is meritorious, We have a hill here

that was passed and sent to us by the House,

As far as I know, Treasury would be willing to go along

with everything that the House sent us, except this first




1 amendment —— is that right? |
. 9 Mp. Halperin: ves, Sir. g‘
3 Mr. McConaghy. rxcept two amendments on Subchapter S. \

’ 4 The chairman. 1s that two?

Mr. McConaghy. Actually £WO .
6 The Chairman. Two. BAl1 right.
1 There are two amendments proposed py the american Bar \

8 Association hat we can add to rhis and gtill have the

o

9 Tyeasury support of the pill as it stands. while I have no

10 doubt that this provision has merit, if we add this to ity

11 | ve have the Tyeasury objection o this sectiony and it is

1
§

12 1ikely t© cit there on the calendar and not move: \
13 I would just think that it would he petter. personally, X
14 just ro leave off this amendment that we are discussing nov, \

i
'

15 1f you want to. put it on 2 pill that is going +o have some
16 controversyY to it anyway - Conind alond with the rax reform
17 pill, you can add that item on‘there. gince We are going to \
18 have to argue about it and have @& kxnock-down drag-out fight
19 anyhow pefore W€ do the taxX reform pill, we could debate or
20 +hat oné.

21 put if you put it on this, here is a pill that could
92 go through on the consent calendar: and it is not going to
98 go through on the consent calendar. It is»going to have tO

wait its rurn with all of the other objected—to bills.

That being the case ~~
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Senator Bentsen. For clarification purposes, is this
last one amendment, was it not in the House bill that came

over?

Mr. McConaghy. That is correct. The proposed amendment

was on it. There was an amendment to the bill as it came
over to the corporate liquidation provisions, but this
additional amendment -~-

Senator Bentsen. This question on involuntary conver-
sions was not a part of the House bill?

Mr. McConaghy., It was a part of the House bill,
basically to say that when you have involuntary conversion

if you had not had a plan adopted beforehand, you are not

going to be penalized, basically, with a double tax. We will

give you 60 days after the involuntary conversion tc adopt-
a plan. That was in the bill,.

Senator Bentsen. Treasury is not objecting to that?

Mr. McConaghy. They are not.

Senator Gravel. Speaking to the point vou raised, I
think there is some validity to it, but I think we have to
recognize -- and I have another instance where a orior
issue was raised on something non-controversial and it was
pulled out. Now it is coming back to the Committee and the
arguments, as 1 see it, are abundantly clear that we should

dispatch it the first time.

It was the bureaucracy who misunderstood the issue. We

e
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have just heard the best shot of the Treasury. I think I !
understand £he issue well enough. If they want to insist on
making a controversial find -- but we understand the issue.
Let us vote this out. If they want to delay it, it is up

to them. Otherwise, it will come back and we will spend

another twenty minutes on it.

The Chairman. We have plenty of bills sitting out there

being delayed as it is now. I would like to put some out

there that will sail on through on the consent calendar.

]
I think this one would do that, if you left this one provisiop

out of it. ;

Then I would suggest, if you want to fight on this one, E
we debate this one on some bill when we are going to have to
take on those who do not agree with us anywav,

Senator Gravel, That makes so much baggage on a bill ;
it will probably never go anywhere. This has a little bit of,
suction. It might pull itself through.

The Chairman. Then you hang an amendment to.it, and it
will be objected to. I have been on both sides of that fence,
I know, on accasion, when I thought I had something all
clear that would sail right on through without objection and
some fellow would go hang an amendment on there that would
cause the Treasury to oppose it and put it in the prospect of

either not passing or the President vetoing 1t.

I would get so mad I would want to fight somebody with my
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fists. Here is something with no objection at all. Now !
somebody got it all loused up that puts controversy into it.
They should have saved that for a controversial bill. That is
how it seems to me,

It does not mean that much to mean if the bill sits

there. I guess eventually we will get the joh done.

Senator Byrd. Could I ask the Treasury a question? As

I understand it, what you mentioned a moment Ago, Treasury

does not really object to this particular provision. You
only object to the fact that it might be used to expand it

in the future, but you do not object to this particular

provision?

Mr. Halperin., Senator Byrd, it is very hard to object
to this one on a policy ground or a matter of logic, What
has happened with this particular section, it has been moving !
one inch at a time for fifteen di twenty years. We have lost
sight of why we got into this in tQQ first place.

I think that the correct treatment perhaps originally
was to have a tax at the corporate level, even though they did:
distribute corporate assets to shareholders. The Supreme
Court held otherwise, and the Congress confirmed that in 1964
and we moved one step at a time from that point, and this

amendment, one could argue, if one wanted to be totally tech-

nical about it, even that the original proposal was not con~

sistent with it, because they did not take the opportunity to

—
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have this sale at the shareholder level because the fire
caught them when they were not looking. We did not take
that position.

We thought it was fair to have one tax at the corporate
level. But I am concerned about finding one equitable
position to move further.

The Chairman. Let us just vote on the amendment, to
see if you want it in the bill,

Those in favor of adding this amendment to the bill,
say aye.

(A chorus of ayes,)

The Chairman, Opposed, no?

{A chorus of nays.)

The Chairman. Let's have a shew of hands. Those for
it,, raise your hands?

(A show of hands.)

The Chairman. Those opposed?

(A show of hands.)

The Chariman. The amendment will not be added. Please
understand, as far as I am concerned, put it on some other
bill. It is all right with me. I just would hope that this
bill would get by.

Senator Byrd. I think that the consensus of the Com-
mittee is it probably should be enacted,

The Chairman., Is there any objection to reporting the

.IIIIIIIII...llllllllllll..---______
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Senator'Curtis. Mr. Chairman, I am in favor of report-
ing it and I do not want to bring up anything else at this
time, but it may develop later on that I would offer an
amendment that would not be controversial that I might want
to raise a question, should it be applied to this bill.

Senator Bentsen. Mr, Chairman, I would like to urge
Treasury to see if they could not come up with some answers
for this problem that we have brought out that will put
limitations on us,

Mr. Halperin, We will take another lock at that and

see if we can come upwith something satisfactory.

The Chairman. With that understanding, we will order

the bill reported..

This next item we have down here is temporary suspension
of duty on insulation.

Mr. Cassidy, Mr. Chairman, this is Senator Hathaway's
bill. It is described on Appendix C of the materials. in
front of you.

It would suspend, until June 30, 1979, the duties on most
favored nation imports of horic acid, rock wool, and glass
fibers, all materials used in making insulation, The materials

primarily come from Turkey, in the case of boric acid, which

gets duty-free entry no matter what because it isg a beneficiary

developing country under the system of preferences. Mineral

:
J
_ |
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way the cost of housing has gone up, and these plants are
operating at full capacity.

The Chairman, All in favor of the bill say aye?

(A chorus of aves.,)

The Chairman. Opposed, no?

(No response)

The Chairman., The ayes have it,

Mr. Stern. This is a Senate numbered bill, If you
do want to act on it, you would put it as an anendrment.

Senator Gravel, I have a bill that you can amend,

The Chairman. Can you suggest a House bill that we
might want to approve and report out with this amendment?

Mr. Stern. Senator Gravel?

Senator Gravel, No, I have chanted nmy mind, Do not
touch it.

My, Stern. There is a bill pending before the Committee
whose text has actually been enacted, a minor tariff bill
relating to sheets.

Senator Dole. You could wrap it up in that.

Mr. Stern. There may be some relevance to insulation,

The Chairman. Can we take a bill?

That bill has already become law, has it not?

Mr. Stern., VYes, sir.

The Chairman, Could we take a bill that the House has

sent us that the House would like to see passed and add our

IIIIIIIIl....llllllllllll...--—-—-_i_f
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Senator Curtis, Why do you not take the one you just
acted upon? The Administration is not opposed to this one.

Mr. Stern. One bill that comes to mind is the Inbker-
national Trade Commission Authorization bill that the Ways
and Means Committee has reported and the House will be acting
on shortly.

Senator Gravel. Is that not controversial?

Senator Ribicoff. There will be a difference in amount.

Mr. Stern. There will be differences otherwise between
the two Houses., .

The Chairman. Senator Curtis suggested since the Admin-
istration is not opposed to the bill we just voted to report
that we simply add this one to that bill, if there is no
objection,

Mr. STern. This is the one on the timing requirements?

The Chairman. Yes. If there is no objection, we will
just add it to that bill. Without objection, agreed.

Senator Bentsen. Mr., Chairman, I would like to bring
up something on behalf of Senator Haskell. 3His bill, S.

2753 that involves student loans, and we extended the mora-
torium on the forgiveness of student loans so they would not
be declared income to those students, we did that in the '76
Act and that moratorium is expiring. You have a situation in

states like Colorado where students will go into areas where

—
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they are pzeded and render their professional services. For
example, a young doctor and nurse who might be willing to
serve in a position in a rural area. In those cases, those
loans are forgiven, and I would like to see the moratorium
extended so that is not declared income to that student,

We want to continue to encourage them to do that. I
present that on behalf of Senator Haskell this morning.

Senator Hansen. One question, if I may ask Senator

Bentsen, this provision would apply where a student who has

benefitted from a student loan goes'into an area and responds

to a real need that otherwise would be denied the professional

sexrvice?

Senator Bentsen. That is right. More or less a public
service.

Senator Curtis.. Change his loan into a grant and the
grant is not taxable,

Senator Bentsen. That is a»fair statement,

The Chairmsn, . I am willing t; act on this bill but I

would like to take the .nekt item first, if you would permit

ug. We have this item -~ it will only take a few minutes --

the authorization on the U.S, Trade Commission, Let us dispose

of that, then we will deal with the one you want as the next

order of business.

Senator Ribicoff is very anxious on the Trade Commission.

Mr. Cassidy. The authorization of appropriations for the

IIIIIIIII......lllllllll------a¥
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! 1.8, International Trade Commission for fiscal '79 is f
‘j!!.k‘ 2 described in Attachment D which is before you. The Finance :
’ 3 Committee must, pursuant to the amendments made by the Trade
 ;‘.’ 4 Act of '74, wmust authorize appropriations for the ITC, We
5 must report authorizations of appropriations before May
6 15th, which begins on October 1, 1978,
7 The House Ways and Means Committee has ordered a report
8 of an authorization for $12,813,000, It is now on the House i
‘::l 9 calendar., We expect it sometime later this week, or on
',a;  10 Monday. The Commission has asked for $13,113,000 for FY é
o 10 179, The House reduced that amount by $300,000, however, the '
S 12 report gives no explanation whatsoever for the cut, |
;:;I' 13 During hearings last week before the Subcormnittee on |
<y 4 | International Trade, the Commission requested the full amount .
=] 154 of thei?i‘ budget request, which is $13,113,000, |
: 16 Senator Ribicoff, I think-they deserve it. They have
17 been a very conservative commission on spending. Thev have
18 been very, very busy and they have been doing a very good
19 job.
20 As you know, this is a commission that has a close
21 relationship with the Committee on Finance, and I would !
22 | recommend that we authorize the full amount, Mr., Chairman, |
‘ 23 The Chairman, All in favor, say aye.
24 (A chorus of aves.) !
25 The Chairman. Opposed, no? %
i
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. 4 Mr. Stern- Mr. chairymans procedurally, since the pill
| 5 is pending in cormittee as soon as the bill is referred to
¢ | the comnittee: in effect, you are favorably reporting it, and
q || we will prepare a report. \
8 The éhalrman. without objection, agreed. %
9 Now, let US talk about genator Haskell's. \
10 Mr. McConaghy. In 1973, the Internal Revenue cervice E
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92 pill, S- 2753, extends the date for four years: through 1982.
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The Chairman., How does Treasury feel about that bill?

Mr. Halperin. We do not object to the extention. The ;
description handed out to the Committee indicates that the

bill, which deals with the armed forces health professional

scholarships has heen extended with respect to students

entering the program through September 3, 1979. I think this

bill has basically the same effect, although, for consistency

purposes, it might be better or acceptable to use the same

language. i

We would hope that this issue would be studied. Congresé

)

has asked that it be studied and we are loocking into it and

the Joint Committee will be looking into it,

So, pending a study, we have no objection to extending

it. |
The Chairman. Without objection, it is recommended. i
Does this have to be on the House bill? ;
Mr. McConaghy. Yes, I think so.
The Chairman. What House revenue bill can we put this
on?

Senator Bentsen. Mr, Chairman, he was hoping that.it

could be offered as a committee amendment to H,R, 9251 which

now has passed here and is on the Senate calendar, as I under-|

stand it,

Mr. Stern. That is the bill that extends, among other

things, the Section 911 treatment, The bill is on the

— ;
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and you still want Floor action on it? ‘
Senator Curtis. I want a chance to look at some of the -
language before it is taken up on the Floor. Just do not
take it upon the' Floor for a week or so.
The Chairman., All right.

Senator Curtis. Now, Mr. Chairman, if I could have

the attention of the Committee, I will explain what this item|

is. E
Prior to 1968, there was no limitation on the issuance

of tax-free industrial bonds. At the time the law was

changed, first by regulation and then Congress tocok some

action.

The matter that I am talking about relates to some of

i
]

those old bonds. Under the practice followed by the Treasury'

Department over the years, a bond issue could be refunded,
Many circumstances arise that they need to refund,

On November 4th of last year, the Treasury ruled that
these bonds could not be refunded as tax-free industrial
bonds.

I questioned that, but that is not what we have raised
here. I think that if that change in substantive law was
made, it should have been made by Congress, but what we are

asking for in S, 2943 is a transition rule,

The Treasury rules that they are out, There were trans-

actions in various stages of completion relying on s&he law,

—
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Some of them are very close, just ready to pass the check.
There were others in different circumstances.

But it has been the practice of the Congress in such
matters to provide a transifiion rule., We did it when indus-
trial development bonds were first curtailed.

What we are arguing for here this morning is a transi-
tion rule on those situations where they were about to
complete and the Treasury, by regulation, said

-you .g¢annot .refund. those bonds that hadgbeen -

were issued as industrial development bonds.
The Chairman, Does Treasury have a position?
Mr., Samuels, The Treasury Department strongly opposed

S, 2943, We think it is important to understand the purpose |

for action in December was essentially to prevent private
industrial corporations from issuing new tax~exempt debt, |
We thoﬁght we were implementing the intention of the Congress'
in 1968 that said tax exempt debt'should be issued to provide
schools, fire houses, city halls, It should not be issued

to enable private companies to build facilities.

Let me make a point «~-

Senator Curtis. They were not eliminated entirely,

Mr. Samuels. They were not eliminated entirely, that is

correct. They were permitted for certain kinds of public

interest facilities,

Senator Curtis. Like any kind, There was a dollar '

—
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limitation.

Mr. Samﬁels. $5 million or $1 million.

These refundings that Senator Curtis referred to essen-
tially resulted in any company that had issued a bond before
1968 that was tax-free having the right to issue an additional
amount of bonds that were tax-free, and just those companies.
It did not result in any new plant being built. It essen-
tially was an interpretation of a loophole in the regulations
It was ambiguous. It would permit these companies to issue
additional tax-free debt,

There was no benefit whatsoever to any state or local
government from these issuances., Indeed, the state and local
governments and the municipal finance offices of America i
urged Treasury to act when it did and urged it to act with
the effective date that we chose,

Senator Curtis, What was that date?

Mr. Samuels. The effective?date was November 4, 1977,
If bonds have been issued before November 4, 1977 the Treasury
was not going to challenge, or at least preliminarily we have
taken the position that we are not going to challenge the tax-
free nature of those bonds. But if the bonds had not been
issued by November 4, 1977, we said you cannot proceed to

issue these bonds.

Senator Curtis, What was the December 1 date?

Mr, Samuels. December 1 was the date that the regulations
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were actually published. I can explain, if you would like,
the reason for why we used November 4 as the effective date.
Senator Curtis. All right.
Mr. Samuels. About, I would say, the last week in

October and the first week in November, the phones at the

Treasury Department began: to ring =--
Senator Curtis. When?

Mr. Samuels. The last week in October and the first

week ‘in Movember, from investment banking firms all around |
the country, law firms all around the country, and from
officers of municipal finance groups and associations repre-

senting states and local governments, telling us that there

This debt was all industrial development bonds, all
corporate debt, no benefit to any state or local government. i
It was going to disrupt the market and they thought that we
ought to know something about it, we ought to do something
about it, plug up this loophole in the regulations,

A very important point is to be made here.

Senator Curtis. What do you refer to as the loophole?

Mr. Samuels, The loophole is the provision of the
regqulations that was inte¥preted to permit corporations that

had had tax-exempt debt before 1968 to issue taxrexempt

debt after 1968 indefinitely,

Senator Curtis. That had been the procedure through all
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the years. ’ ,

Mr. Samuels, WNo, sir. That regulation had keen in
effect for seven years, but it was only at the beginning of
1977 that this loophole either was exploited or seen.

Senator Curtis. The refunding is usually when the bonds

mature.

Mr. Samuels, Usually when the bonds mature, these

transactions were issuance of bonds before the bonds matured,

25 years this tax-exempt debt that the private industrial
company had, not building any new facility and not benefittinq
the state or local government.

It is important, in addressing your bill specifically,

]
1

to know that the entire financial community knew, first of

all, knew that the practice was inconsistent with Congressional

i

intent and the bill éﬁat Senater Ribicoff introduced ang whicq
t

was passed by the Congress in 1968, Nobody has argued, to

date, that these companies should continue to be able to

issue tax-exempt debt when other companies cannot and there
is no benefit to the state or local government, l

What we were saying, if You are going to start us down
this road, let us complete it. ILet us finish the issuance

of these transactions,

Generally, that has a lot of appeal, that aprroach,

Certainly, when the Treasury changes the law, someone has '

— !
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closed alitransaction, they arsentitled to finish that
transaction. Similarly, if they spend a lot of money on the E
transaction in reliance on that regulation, in my judgment
they should be able to finish the transaction, see the
consummation. It would be an added part of their loss.

Senator Curtis., VYou are agreeing with the idea that

there should be a transition ruling?

Mr. Samuels, Iet us say in this case, this case is
different. The Treasury, in June of 1977, announced that

these regulations were going to be changed., Everybody in

the financial community knew they were going to be changed.
They acknowledged they knew it. The§~acknaﬂédged that what ‘
they were doing was inconsistent with the statute.

Nonetheless, they proceeded with their transactions, |
taking the risk under the knowledge that the Treasury did notz
think this was an appropriate reading of the statute or the
regulaéions. Essentially theyv.gambled.

Senatex Curtis. What was the éate of the Treasury
release, according to your version, notified that it was
going to be changed?

Mr. Samuels., Everybody knew the requlations were going
to be changed.

Senator Curtis. I did not ask that, Whiat was the date

of your relase?

Mr. Samuels. November 4th, three days after we began
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to receive calls from the Federal Reserve Bank, among
others.
Senator Curtis. That was the first notice?
Mr. Samuels, No, sir. That was the first notice of
the date. Everybody knew we were going to change it. Nobody

knew when the date would be. That was the first notice.

Senator Curtis. You did have a news release?
Mr, Samuels, November 4th.

Senator Curtis. Your first news release?

Mr. Samuels, VYes, sir,

Senator Curtis. According to your statement, you say yoqi

did change the law. !

i

Mr. Samuels. No, sir., I think we clarified the law. ;

But you write the law. :

Senator Curtis. I think you are right in the first
instancé.

Here is something that was taxed in a certain manner over!,

aperiod of years which changed. You say you clarified it, but

so far as the taxpayers are concerned, the law is changed, It

is different,
If the Congress chose to provide a transition rule,
in this instance, what would you have to say about the date?
Mr. Samuels, That is a difficult question, since we
generally bé&lieve in transition rules to protect persons who

are acting in good faith reliance on regulations, not when thej
|
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know they are going to change,

Sepator Curtis. You are surely not saying that every-

body acted in the absence of good faith?

Mr. Samuels. I am saying that everybody who acted knew
the regulations were going to be changed, They just did not
know the date.

Senator Curtis. Or what the change was.

Mr. Samuels. They knew what the change was. They knew

what the change would be, or otherwise, they would wngmeb e

be rushing to market,

Senator Curtis. I am talking about those who did not
rush. I am talking about normal business transactions,
Because you believed that some of them rushed in, you are
taking a position contrary to the interest of all taxpayers
and you are setting a very bad precedent for application to
the Internal Revenue Code, B

Mr. Samuels. No, sir, we were not reacting to just
attack those persons who were rushing to market. That is not
what our intention was.

What had happened, between $3 to $5 million of these
bonds were going to be sold within a very short period of
time, something like a week or two weeks. That would have
disrupted the tax-exempt market, and what our concern was

was keeping that markef: steady and available and open to the

local govermnments, and that was the local governments concern,'

i
+

*
H
i
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And we felt that we had to act on November 4th because of ’
this large volume, and the rumors were that they were trying
to beat the deadline, beat the Treasury. We do not know
vhether that is right or not.

Senator Curtis. I do not know whether it is. I am

also convinced that there are many transactions that, in the

normal course of things, would not have been seeking refund- i
ing. ;
Mr., Samuels, Yes, sir. Even those began when they knew!
the regulation was going to be changed. In June we announcedi
that the regulation would be changed,
Normally, it takes at most a month or two months, some~

times three months, for these déals to close. If they began

in June or July, they knew very well that they were beginning
at a ti@? when they were relying on a regulation to be changed}
Senator Curtis. You are telliﬁé us that your first |
release was on November 4th.
Mr, Samuels, That was the release announcing the effec-

tive date of the change. 1In June, we announced that they were!

going to be changed.

Senator Curtis. What did that announcement contain?

Mr. Samuels, It contained a statement to the effect -

I do not have it with me, I can supply it for the record.
Essentially it said that the relevant subsection of the

regulations govenring the refunding of industrial development

H
{
t
t
|
+
'
)
'
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bonds and the tax consequences to the issuer and user was
a regulations project of the service that was under review.

Senator Curtis., In other words, what you are saying is
that you announced that it was under review?

Mr, Samuels, Yes, but everyone in the bond community
knew that Congress and the Treasury did not intend to allow
these companies who were lucky enough to have tax-exempt
financing before '68, because maybe they had built their
plant before '68 and their competitor across the river built
in 1972, Treasury and the Congress could not have intended
the companies who built before '68 to have indefinite tax-
exempt financing, which was the reading being given to the
regqulations -~ the reading the financial community was giving
to these regulations.,

They knew we were going to cut this off.

Senator Curtis., I think you changed the law by regula-
tion. That is not the issue here this morning. The issue
is, when the change was made, what was the status of those
cases that were closed?

Mr. Samuels, In the normal course, vhen taxpayers are
relying on a regulation and do not think that the regulation
is going to be changed and they spend a lot of money, we have
an obligation to permit them to proceed with that action or
make them whole for their loss, Those are he people wearing

the white hats, if you will, What these peorle were wearing

[PV U
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was charcoal grey to black. They knew very well that this

' regulation was going to be changed. They also knew --

Senator Curtis. By your own testimony, you are telling
us that they knew it was under review and you announced your
change November 4th, I do not want to cut the Treasury off,
but I would like to hear from staff.

The Chairman. Senator Hathaway?

Senator Hathaway. In light of what was said by Senator
Curtis and the Treasury, it seems to me that the cut-off
date should be modified. November 4th, they certainly knew
then, and not December lst that you have in your mema,

and then, under iii that you have at the end as a condition,

+ it seems to me that that is not that great of a reliance, if

they have only taken that step. The corporation obligation

to make payment, they just had a vote of the corporation thati

they are going to go ahead and do this, that does not show
enough reliance that that should be included as a condition,
although i and ii before that should be.

It is just that we change the ii to before November 5th
and leave out iii, I have an amendment here,

Senator Curtis. I have some alternate language for iii,

Senator Hathaway. Would that meet with Treasury's

approval?

Mr. Samuels, That makes it more acceptable to Treasury,

We still oppose the bill.
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Let me point out that i does not show much reliance.
Very often i talks about getting the approval of the local
governing bodies; A lot of the press has asked why the local
or state government would even concede or agreed %o issue

the date. There is nothing in it for them and indeed, it

hits them; the more debt there is outstanding, the higher the
interest rates they have got to pay. And a lot of eyebrows
have been raised as to why the states and localities would
even agree to these transactions.

But, in any event, you go to them frequently very early
on in the transaction and you say, will you agree to the
issuance of this particular debt and they say, yes, we will, %
for reasons that are sometime not clear, :

When they agree to that, no money has been spent, it is |
at a very early stage in the transactions. And we think to |
go to any kind of an effective date that would sav if the
local governing bhoard had approved the bond resolution, we
would be going to a very preliminary stage in the transaction
before a substantial amount of money had heen expended,

To be sure, in some transactions, you do all of your
work and then you go to the local board and you assume whether
they issue the bonds, but that does not seem to be a very
prudent way to proceed from a businessman's point of view,

Senator Curtis. I wonder if staff could tell us what

this alternative language is. Would it narrow it down?
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Mr., McConaghy. This language, Senator Curtis, would {
substitute the iii, The substitution basically would be ;
corporation obligated. to make payments to the governmental
unit for payment of debt serviee on obligations to be
refunded approved by ~- and the change here «~- by its board
of directors or by any committee thereof émpowered to: take

action of that nature.

Senator Curtis. That is more narrow than the original

language, is it not?
Senator Hathaway. Are you agreeing to back up the

dates of November 4th? :

Senator Curtis. Yes.

Mr, Samuels. Let me state another factor, that every
corporation that had issued a pre-1968 industrial development_
bond thought about this transaction. That may be an over-~
stateﬁ;nt. Almost everyone thought about this or considered
it,

That was a very attractive opportunity, and we think that
iii would essentially result in every corporation that had
issued a development bond before 1968 would be able to lssue
additional industrial bonds for 25 to 30 years, whatever
their term, because the boards had considered it,

Senator Curtis. Would the staff comment on that substi-
tute language?

Mr. McConaghy. I think 1t is a little bit tighter than

the language in the original bill, the iii language that you
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i

1 have as a substitute, !

'

]
2 Senator Curtis. I wonder 1f we could have a vote on the’

4 Senator Hathaway. I think you tightened it up enough

5| to suit me, If you will take back-dating it to November

@

i o 3§ date?
®

|

E

6 | 4th, I have no objections.

7 Senator Curtis. Could we have a vote?

8 The Chairman. You are talking about voting on the ;
= 9 1919
o Senate bill:
f&g 10 Senator Curtis, Yes, i
s 1 The Chairman. Those in favor of the Curtis bill, say i
B v %
- 12 } aye.
a
gﬁ" 13 Senator Curtis. With the Hathaway-~suggested amendment, j
¥ 14 The Chairman., All in favor, say aye. ,
o :
N 15 (A chorus of ayes.)
Qz
o 16 The Chairman. Opposed, na?-
e 17 (No response)

18 The Chairman, The ayes have it.

19 Mr. Stern. This is a Senate-numbered bill, The question

20 | is, what do you want to do with it as an amendment .
21 Senator Curtis. I think it should go on some hill,
22 |l What does the staff have to suggest?

23 Mr. Stern. There are other bills in Committee as well

S

as three tax bills on the Floor., TIf you want a new bill you

25 | have not acted on -~ for ekample, there is a bill -~

—
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Senator Curtis., Inasmuch as the Committee has approved °
it, it would be offered as a Committee amendment? '

The Chairman. Right, “ I

Senator Curtis. All right, I will conform with the
Chairman's suggestion.

Mr. Chairman, I have one other little item.

The Chairman, Senator Gravel wanted to call up,

Senator Gravel. This is on the tax on foundations. We
have presently a 4 percent tax. This was initiated in 1969
as part of the total reform package we had on foundations,

The year before last, I believe, the Senate passed
legislation that would change that ta% from 4 percent to 2 |
percent. The original rationale for the 2 percent was to %
cover the cost of administration.

We subsequently found that the cost of administration is;
considerably less than 2 percent, so the recommendations |
and the request of the foundation would be to lower it dewn
to what:bhe original intent was, to cover the cost of adminis-
tration, and thereby permit this money to go to charitable
purposes.

We have 50 co-sponsors, Mr. Chairman, in the Senate,
As I stated, we passed it once in the Senate., It fell out

in the Conference. The House has now passed a bill, 1HLR, 112,

and so if we could pass H,R. 112 here, then it would go to

law because there would be no need for a conference. So I

— ,
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would hope that we could reaffirm the decision that we have
already made before.

I understand Treasury does not oppose this. It would
be a loss of revenue, hut the Treasury wnecognizes that the
purpose of the revenue was to pay the cost of administration.
They now have experience on what that cost is, and that cost

can amply be recovered with the 2 percent tax.

Senator Curtis., I am very much in favor of what you are:

proposing. Just pass the House bill as is.
The Chairman. What is the Treasury position?
Mr., Halperin, We support that amendment.
Senator Gravel. I commend the Treasury.
The Chairman. I am not for this, but I am going to let

the Committee vote on it., In all respect to my good friends

on the Committee who are for it, and I think you can probably

pass it without my vote, and that being the case, with a
minor protest, I will permit you gentlemen to vote this on
cut.

All in favor, say aye?

(A chorus of ayes.)

The Chairman, Opposed, no?

(A chorus of nays.)

The Chairman., The ayes have it,

Senator Gravel. We thank the Chairman for his gracious-

ness.
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The Chairman. I just want these people to know that
I am the one.man in this Committee who voted against these
foundations.

Senator Curtis. Now, a related matter. In fact, I
have two very brief ones which I would like to have put on
some other bill and not on the one that we just approved,

Senator Bartlett of Oklahoma calls our attention to the
fact that he has, in his state, a home for the aged that is
operated as a truly charitable home -~ Sand Srrings, I

believe he called it. :

!

It is operated by the Grand Lo@ﬁé of Masons, Oklahoma,

If it were operated by a church or labor union or other

groups, they would have no problem, but here they are running:
a totally charitable operation and what he is asking for is
to include from these organizations that ¢an operate such an

institution, fraternal orders.

Is that a correct statement?

Mr. Pritt, Yes,

Senator Curtis. I believe Treasury finds no objection
to it, |

Senator Gravel. I would support it also, Mr. Chairman,

The Chairman. What is the Treasury position in regard

to that amendment?

Mr. Halperin. Mr, Chairman, I did not know that it was

coming up today, We have taken the position of opposing this

—
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amendment in the past and I think the consideration of |
the aefinitién of private foundationé was clearly considered %
a number of years ago in the '69 Act: There is no indication
that lines were improperly drawn at that point,

The problems that these institutions might face, they
were worried about the surtax, the Committee reduced it,
They were worried that a private foundation had to spend a
certain portion of its income, or percentage of its assets,
on charitable activites. That has been modified by the
Congress last year.

T would think that the other restrictions on private i
foundations, the restriction on holdings of business by
private foundations, the restriction on political activities,

are important,.

Senator Curtis, If you would yield, briefly. I beg you£
pardogmfor not telling you in advance that I was going to
call this up,

In the 93rd Congress, the Treasury Department supported

similar legislation., Somewhere we have the letter from

Treasury,

Mr. Halperin. Was that for a complete exemption from
the private foundation provisions, or to modify some of the

impact of particular portions of it?

Senator Curtis., It was written by the Treasury in '73,

Do you recall, George?
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1 Mr, Pritt. 'Senater, I think it was in regard to the

{!9 2 predecessor 6f S. 2825, which was more broadly drawn than

3§ 2825, They approved a more liberal bill than 2425 which you |

3 . 4 | are introducing now.

5 Senator Curtis. Senator Bartlett is under the impres-

6 | sion that Treasury had no objection.

7 Mr. Halperin., I am not aware of that. It is possible,

8 || certainly a number of years ago -- I note in ''74, this |

;?3* 3 | letter appears to be on the subject and there is an indica-
£~9* 10 | tion of the Treasury position at that time that would spggesti
E5§ 11 | that the 4-percent tax could be reduced and there may be some’
Ez? 12 | modification of the pay-out requirement under Section 4942,
;;" 13 | Senator Curtis. That does not go to the question. Thisz
oy 14 is a question to allow fraternal organizations to operate
o 15 ¢ charitable institutions, just as we let labor unions and otheg
::‘ 16 tax—exéﬁpt oxganizations; |
(o 17 I wonder if we could give Treasury a little time ~-

18 Senator Gravel. Could we take up this other matter?

19 The Chairman., With regard to thatmatter, that can be

20 | offered as an amendment to the bill. The bill is not here at

21 | the moment anyway, so between now and the time that the bill

22 || is before us, we can discuss this with Treasury and get

23 || Treasury's views in greater detail.

24 Senator Gravel. If I could just touch upon one that ;

‘ 25 || deals with something that was before the Committee before as !

. ]
R
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a noncontroversial matter, but because of an HEW letter, we ?

2 |l decided to hold off on it, and that deals with frutose, f

@

n that is only manufactured in

e

2 type of sugar that comes

Finland. They hope to set up a plant in the United States.

@
s

What it is is probably the sweetest stuff in the world.

It comes from bees and apparently does not compete with any~

7! thing in the United States.

8 ! The Chairman, Could I see that? ;
ey 9 Senator Gravel. VYes, and there is a spocn, if you want
BT, S 10} to taste it. It is made from bees honey in Finland and §
%_ga 11 Presently it was coming into the country about 2,000 to 3,000t

?i? 12 metric tons was used in pharmaceutical products.
%le' 13 As I say, it does not compete with anything., We are ;
ZQD‘I' 4 | talking about .1 percent of the sugar of the nation, It is
z: 15 | used in pharmaceutical products and other foods for the §
:f 16 simple-purpose, we need something extremely sweet but it has i
> 171 a low caloric content. |
18 fhe Chairman, I did not know\;here was such a thing,
19 ' 1 was hoping that somebody would put something out like this
20 | for a long time.
21 Some of my friends who are health food buffs think that
{ 22 | honey just has a lot more things in it that are good for
. 23 || health than sugar. Former member George Smathers drinks tea
24 | rather than coffee and he takes honey with the tea, to sweeten !
25 || the tea, |

—
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Since I do not drink tea, if we had something like

thig that you could sprinkle on your cereal in the morning,
that might get a few more vitamins than you do if you use
sugar,

I am not trying to harm the sugar industry.

Senator Gravel. They hope to set up a plant. What I
am asking, we approve legislation that would permit this to
be treated on a tariff basis, like sugar is presently treated,

like a saccharine, which it is not, It is not a sugar substi-

tute, and therefore it suffers a 50 percent tariff, :

Nobody manufactures it in the Uﬁited States so we are '
unusually punishing the consumers of this product in the
United States, although they are very few, in an unjust
fashion,

I would hope tﬁat the Committee would grant this tariff
statusvas they have to sugar.

Maybe staff would want to amplify it.

The Chairman. What can you tell us about that?

Mr. Cassidy. The bill Senator Gravel is referring to is
5986. When it came up, and it had hearings, and the Committee
deferred action because of a letter from HEW opposing it,

They said, in light of the current controversy over
sweeteners and the fact, in their opinion, this had no

pecitliar dietary characteristics ~-

The Chairman. That is debatable. Some people argue abouﬁ
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1 ad valorem,

. 2 This iz only a temporary reduction until June 30, 1980, °
’ 3 | at which time they believe they will have this'plant built.
4 The staff recommends two things: first of all, that

5 | we eliminate the reduction in duty on Communist-source

6 1evilose;primarily from Finland, We would rezormend to the

7 | Committee that you conform the bill to the existing charge

8 | on sugar. If vou just wanted to do the duty, 2.9 cents per

pound, the total charge assessed on refined sugar, 6 cents

t
¥
61 |
10 | a pound, :
ALy '
‘é5 11 The Chairman. Why not make it the same charge sugar i
yﬁj 12 | bears, 6 cents a pound? |
?ﬁ} 13 Mr. Cassidy. 6.1 cents, :
o@ ;
‘C} 14 Senator Gravel. 1Is that what sugar bears? ;
] 15 Mr. Cassidy. Refined sugar, duty and fee. ?
- J 16 Senator Gravel. I am not an expert on this.
- ,
17 Mr. Cassidy. That would cut the duties paid on levilose
18 |in half,
19 Senator Gravel., When refined sugar comes into the

20 jcountry, it actually pays more than the tariff on normal

21 jsugar, on refined sugar. Is that what you are saying?

99 Mr. Cassidy. Slightly more,

. 23 The Chairman. Without objection, the bill will be so

" o4 |modified, .
25 Mr. Cassidy, Do you want to make it 6 cents a pound or f

i
'
i
;
— '
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Vitamin C, whether it helps you with colds,

Mr., Cassidy., It is clearly debatable, ' The basic
point ==

The Chairman, Anybody who thinks that honey is better
for you than sugar would challenge that.

Mr, Cassidy. The point the industry people make is
that this particular product, there is some evidence that
this particular product produces fewer cavities in people's
teeth than does regular sugar. That is also debatable,

At any rate, the bill itself would reduce the 1,987
cents per pound duty. Currently the;duty is 20 percent ad
valorem if it is imported from a non-Communist country and
50 percent ad valorem if it is imported from a Communist
country.

At the time the bill was introduced, 1,987 cents was
the duty on sugar. At this time, the duty on sugar is

approximately 2.9 cents per pound and in addition, there is

a fee on refined sugar, and this is basically a refined sugar

product, of 3.1 cents, so the charge on refined sucar coming
into the United States is about 6.1 cents per pound,

S0, if you were to make the duty of levilose 6.1 per
pound that would be equivalent to; oh, 1 percent rate of
dygty, half the duty that they are now paying; 1if vou were
to impose the tariff which is on sugar of 2,9 cents per

pound, that would translate into a rate of duty of 5 percent

D
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10 percent which would be the rate?

Senator Gravel. Which would be lower?

Mr. Cassidy. It would be almost exactly the same.
It is easier to administer a percentage rate. Of course,
it depends on the price of the product the day it comes,

Senator Gravel. Make it a percentage,

The Chairman. Make it a percentage, 10 percent,

Mr. Cassidy. Until June 30, 1980, and that will cut
the rate of duty in half,

The Chairman. Any objection?

Senator Gravel. I want to be assured that ié uniform,

That is what happens to all other refined sugar coming into

! the United States. This will not be getting anything

special.

Mr. Cassidy. The 6 cents -

Senator Gravel. Whatever we decide, I &0 not want to
in the position that we are trying to get something special
that refined sugar does not get. I want to be sure they are

getting the same treatment,

The Chairman; They want to be uniform with refined
sugar,

Mr. Cassidy. One problem is that you have a fixed duty,
which is 2,9 cents. That probably will not change, but the
fee is adjusted every quarter by the President. It goes up

or down, depending on the domestié support,
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The Chairman. Make it 10 percent,

Senator Curtis. Mr. Chairman, this matter is very
brief, but I would appreciate the attention of the Treasury
and the staff and the Chairman. u

It has been a nightmare for a husband and wife in my
state who earned his money the hard way by working as a

laborer for a company and they had a pension plan and he left

the company, not far, and he made a rollover into the individyal

‘

;
retirement plan,

His total earnings, or his total benefits, was only

$23,000. When he left the employment, the company suggested

that the life insurance that he have, they just take out for

that and pay it up for his life. i
He did not understand the rules., The IRA was new, They%
did not realize the nature of it: Then he took the rest of l
the money to a local bénk and they set up an IRA, ‘They did
not catch the point. | |
When he went to file his income tax return, the local
lawyer discovered that when you have a pension fund turn over
to you and turned into IRA you have to put every penny in
there or you are subject to a heavy penalty and this pooxr
couple are subject to additional taxes for having paid a

life insurance bill of $368 of $3,800, It would be 16 percent

of their lifetime earnings.

When the matter was called to my attention, we went into
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i
!
T

the situation rather in-depth. Did the Treasury, in this f

particular cése, have authority by regulation to do something§
I think there are cases, there are statutes, where something
is an unconscionable result, the Treasury could do it by
regulation,

There is no administrative relief. These people are
subject to a tax of $3,800 which, I say, is 1f percent of

their whole lifetime earnings, The company that he worked

for did not tell him, the bank did not tell him, Nobody was
aware of this, f

We have drawn a bill -~ and I ordinarily am in favor of
bills in general language -~ but we did not want to create a
loophole here, . so this bill names the taxpayer and would .
remedy this situation.

1 cannot imagine that there would be any objection to
it. By paying off a life insurance policy in advance of
$368, they incurred a penalty tax of $3,800. They could-very
easily arrange to pay that out of some other funds, but the
law was new, and it happened,

The Chairman. %You want to make that, add it as an amend-

ment as a private relief bill, in effect? Name the individual

-7

Senator Curtis., There is a bill already drawn. Will

you tell us what it is?

Mr. Pritt, 8. 2194 and it does exactly as you said,

It only applies to the one taxpayer. It specifies his name
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and Social Security number?

Mr. Halperin. Mr. Chairman, it is obviously very hard
to come down against somebody who gets himself in this
situation. I think the problem of private relief bills ~-
I am sure this is not the only case where people thought
they were contributing their entire distribution into the
IRA and found out they were not,

The IRA provisions are very technical and there is a

1
i

large number of cases where we have discovered hardship beingi

imposed upon people.probably beyond what anybody ever intendeé

and I think that it would be better .if this is conceded to be

a problem to take a look at what could be an overall solution

I'think if we start with one taxpayer, there has to be
a large number of others who are in similar situations and
it would seem to me to be unfair to pick out one for relief
and leave the problem uhcorrecte@ as to a number of others.

Sé;ator Curtis. I think as the cases come here they
should have attention and probably at a later time, we can
write a general rule. I do not want to create.al.lopphole,

At the same time, for having made an ekpenditure of
$368, a perfectly legitimate object, to pay up his life

insurance, he is now taxed $3,800.

Mr. Halperin. Is that in addition to what he would owe?

I take it that he would normally pay some tax as the money

came out of the ®ndividual retirement fund,
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Senator Curtis. As I understand it, that is the
addstional amount, 16 percent of his earnings.

I would like very much to get this approved and before
it finishes its complete course we can have general language.
I would not be adverse to that.

Mr. Halperin. It is a difficult road to follow of
trying to take care, on an individual basis, every person
who géts himself into trouble.

Senator Curtis. They did not get themselves in trouble,

Mr. freasury, they did not do that at all, Here is an uncon-,

scionable thing, taxing some money, 53;800.

Mr.” Chairman, do you have any questions?

The Chairman, It seems to me that a better approach
might be to make that a general proposition, to say that
the Treasury would have the authority to wyayve the tax or
the peﬁélty in a case which works out to be a very grievous
miscarriage of justice by mere inadvertence or lack of
knowledge of the cocnsequence on the part of the taxpayer,

In other words, where a Eerson in good faith does somer
thing that he is not aware of the consequences of it, and
he runs in and makes $300 and runs into a $£3,000 fine,

There is something that does not -~ there is something
in the Constitution about cruel and unusual punishment, and
I think that is cruel and unusual punishment on a completely

legitimate transaction, for a $300 profit, 1000 percent tax,
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for others,

Mr. Halperin., What we could do as .a matter of relief
is give the taxpayers some leeway in this kind of situation
to put that additional $368 into the Individual Retirement
Account. What he needs is more time, We did not know he
had to, but he is told he has to,

Senator Curtis., I think that is a good suggestion,

to extend,

Senator Curtis. Can we agree on language on that? It

words, you would approve legislation that would permit him
to restore the $368 to the IRA account,

Mr. McConaghy. We would bring langmage that would
accomp;ish that . within the parameters necessary,

Senator Curtis. I would accept that amendment.

Mf. Pritts, The problem with the timeframe here of

extending the 60 dayscor 90 days in which to act, in this

case, this happened in November of '75, so it would not be
[very appropriate or attractive to change the statute to allow
that much time,

Mr, McConaghy. I think it could be done.

The Chairman. I would just suggest, Senator, that you
let the staff, in consultation with the Treasury, draft up

what they think would be the appropriate answer to the

cme o e

Mr. Halperin, You need some leeway to allow that period ;

does not have to be finalize right tﬁis moment, but, in other

i

w
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problem and, at our next meeting, let's take a lock at it.

As far Qs I am concerned, if you do it that way, I can f
go for it. I do not see why anybody would want to vote
égainst it.

Senator Curtis. Can we have this understanding with

Treasury and staff that we might offer it as an amendment?
The Chairman. Yes.
Senator Curtis. Very well,
Senator Gravel. Mr. Chairman, just to take a brief two

minutes, I mentioned the last time that my purpose for

clearing ~= I am interested in having the prototype ESOQP
in Alaska. I want to sensitize the Committee to a plan which

we formulated in this report and I have given copies to all;

of the members and to the staff and to Treasury just to lay
out the points,

We would have legislation trying to give this the same
treatment as ESOPs., We would try to get legislation -- and
Mr. Lubick has already assured me that it would receivye
investment tax credit. We want to define that,

We have, in this Committee, and the Senate has confirmed,
tax~exempt bonds for certain enexgy projects. I would hope
that since the projects involved here are energy projects also

that we extend that same consideration 80 as to properly launch

f GESOP and they would only go for energy projects, since we

plready passed on that proposal,

—
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That would be the Federal side, The state side would f
‘l’ 2 be, of course, the state would gquarantee the bhonds additionaliy
: and the benefits, of course, would be that we would then be
il' 4 in a position to actually see what the revenue impact was

51 one way or the other, as to what the impact would be to

6 | individual stock holders, what the debt situation would be,

7 what !would be the attitudes of the individual people to the !
8 || free enterprise system and corporations and all of that, and §
9 | what would be the work habits of people as they begin to i
10 experience that., What would be the impacts on welfare and ,
11 | on social security? |
12

And I would go for a percentage of the monies involved

13 | that would accrued to this GESOP that this would go to a

4 || study, so we would study this entire thing, The cost of the

15 | study would be borne in here and then reported back to the :
16 Congress‘in a timely fashion.

17 So I would just marely bring it up now and maybe my

18 | colleagues will read this newsletter that I am sending out to
19

Alaskans and sensitizes us to this and hopefully look for
20 || cosponsors on what T think would be a most unusual prototype.
21 We have 10 million people under ESOPs. That is a credit

22 || to yourself, Mr, Chairman,

23 We have «=-

®

The Chairman. It is a credit to the Committee,

25 Senator Gravel. Very much.

IIIIIIl..l..ll.llIIIIIIIII-----___;;
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We have 867 in Alaska, What I am essentially saying is

et us extend those 10 million people toc an additional 430,000

| aad

3

eople in one specific experiment with the GESOP, that the
results in two, three, four years to the Committee could be
a guideline as to how we should handle this entire free

enterprise system add the difficulties we have.

We know Social Security has deep problems, Welfare
has deep problems. If we could make people to a dependency
on the productivity of our nation rather than upon govern- {

ment munificence, I think we would really accomplish some-

thing unusual,

-

I would hope my colleagues would look at this, and I

will approach them individual for co-sponsorship or look for

guidance from the Committee, or anybody, who would like to
give it, ;

Tﬁank you, Mr, Chairman.

The Chairman. It was not on the agenda and I intended
that it would be but it is not there, but I had one for the
Committee to talk about, the waterways toll charge legislation
which is stopped at the desk,

In view of the fact that we do not have a quorum at this
point, I suppose that we night pass it over for now, but I

would like to alert members *hat we would like to talk about

it and if the bill is called up prior to that time, we might

try to poll the membeys to get their suggestions as to what

—
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they think the lLest answer to that problem would be.
Senator Gravel. What was the time agreed on that? Is
that coming up next week?
The Chairman. As I understand it, it is expected to
be up in the middle of next week.

I personally -- I will not be here Monday. I will be

making a speech in Louisiana. We could meet Tuesday and
talk about it. Hopefully the Committee would not taﬁe a
position on it before the Senate meets. ‘
I have been very pleased and I think most members have
by the fact that many times in this committee we mangge to
resolve all of our differences and get togetier on things.

(Thereupon, at 12:05 p.m., the Committee recessed, to

reconvene on May 2, 1978,)




