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EXECUTIVE COMMITTEE MEETING

FRIDAY, OCTOBER 16, 1987

U.S. Senate

Committee on Finance

Washington, D.C.

The meeting was convened, pursuant to notice, at

10:08 a.m. in Room SD-215, .Dirksen Senate Office Building,

the Honorable Lloyd Bentsen (chairman) presiding.

Present: Senators Bentsen, Matsunaga, Moynihan, Baucus,

Boren, Bradley, Mitchell, Pryor, Riegle, Rockefeller,

Daschle, Packwood, Danforth, Chafee, Heinz, Wallop, and

Durenberger.

Also present: Mr. Bill Wilkins, Staff Director and

Chief Counsel; Ms. Mary McAuliffe, Chief of Staff, Minority;

Mr. Jim Gould, Chief Tax Counsel, Majority; Mr. Randy

Hardock, Tax Counsel, Majority; Ms. Anne Weiss, Professional

Staff/Health; Mr. Randy Weiss, Joint Committee-on -

Taxation; Dr, Marine Weiss, Chief Analyst for Health and

Human Services; Messrs. Ed Mihalski, Deputy Chief of Staff,

Minority/Chief Health Analyst; Joe Humphreys, Social Welfare

Professional Staff; John Colvin, Chief Tax Counsel, Minority;

and Frank Cantrel, Tax Counsel, Minority.

Also present: Messrs. Don Chapoton, Deputy Assistant

Secretary for Taxation, Department of the Treasury; Dennis

loss, Tax LegislativeCounsel, Department of the Treasury.
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Also present: Dr. Don Muse, Congressional Budget

Office; and Ms. Patricia Knight, Deputy Assistant Secretary

for Legislation (Health), Department of Health and Human

Services.

(The press release announcing the meeting follows:)
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The Chairman. This hearing will come to order. Please

cease conversation, and please take your seats.

We are presenting to the committee this morning a

package of appropriation cuts, spending cuts, revenue

raisers that will meet the charge to this committee of

meeting some $11 billion $600 million in the way of

reduction of the deficit and the budget~and trying to meet

the reconciliation deadline that is on the 19th.

In turn, if it is passed successfully out of this

committee, it will be given to the Budget Committee; and

we will have complied with our part of it.

It has obviously not been an easy process. It has taken

a substantial amount of time.

I would like to have us start through the revenue

raisers and hit the high points of those. Obviously, if

any member has any question concerning them, of course, do so.

Senator Packwood. Mr. Chairman, I have a series of

questions I would like to ask the staff, but I would be happy

to defer them until they go through the explanation of the

package; but I will need maybe 10 to 12 minutes to ask them

a series of questions.

The Chairman. That will be fine, and I am sure there

will be many questions that will be asked of the staff

concerning the revenue raisers and the cuts that have

been taken. Perhaps,.considering what you have said, Senator,
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maybe it is better that we go all the way through these and

then we begin to ask some questions.

Senator Packwood. All right.

The Chairman. So, let's start with the revenue raisers,

Randy.

Mr. Weiss. Mr. Chairman, the revenue raisers begin on

page 1 of the document. The first one is to repeal the

completed contract method, In last year's bill, you

repealed it to the'extent of 40 percent; this would go to

100 percent and require that all long-term contracts be

treated under the percentage of completion method, rather

than the completed contract method.

On page 2 is an item to repeal the vacation pay reserve,

which would requige that employers deduct amounts of vacation

pay only when they pay it or if they pay it in the first two

and half months of the following year.

The third item deals with installment sales on page 3,

and under this. proposal., there are several components. For

dealers, the installment method would be repealed. For

nondealers--so-called casual sales--the proportionate

disallowance method that you adopted last year would be

repealed, with several restrictions, first of all that a

transaction Where there was a pledge or a wraparound, it

would still be subject to disallowance of the installment

mnethod, and also to the extent that there are more than
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5
$5 million of sales in a year, there would be an interest

charge on the deferred tax.

The next item on page 5 deals with the treatment of

customer base intangibles when a company is purchased and

essentially says that amortization deductions are not

allowed for intangiblesthat are related to a customer base..

The.next item on pages 6 and 7 are two components of

the package dealing with estimated taxes.

The first one gives relief for individuals for one year

from the requirement that they pay 90 percent of tax

liability in the form of estimated taxes and basically

delays that until 1988. And there is also a provision which

allows a safe harbor for corporations for the first part of

this year..

On page 7 is a permanent provision which has the net

effect of tightening up on the estimated tax rules for

zcorporations to require that more of the tax be paid in the

Eorm of estimated payments, rather than when the return is

filed.

On page 9 is the first of a series of corporate

provisions. The first one deals with sales of subsidiaries

and provides that the basis of the stock of the subsidiary

for the purpose of calculating gain on the transaction takes

account of the regular income tax treatment of deferral items,

rather than the earnings and profits treatment.
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On page 10, there is a provision that deals with cases

where, if a group owns less than 100 percent of the stock of

a subsidiary, there is not--under this proposal--allowed a

full pass-through of losses. So, the losses are allowed

only with respect to the percentage of the subsidiary's income

or loss attributable to stock owned by corporations outside

the group.

On.page 11 is a provision that denies the benefits. of

graduated corporate rates to personal service corporations.

On page 12 is a provision that deals with liquidations

of corporate subsidiaries and essentially tightens up the

rules which allow corporations to be split up into separate

subsidiaries without the current recognition of income.

On page 13 is a provision which tightens up on the

distribution requirements for mutual funds so that more of

the income that the fund receives has to be paid to the

shareholders currently than is required under present law.

On page 14 is a provision that essentially requires

that losses and deductions and income of publicly traded

limited partnerships are treated as portfolio income-for

purposes of the passive loss rules.that were enacted in

last year's bill.

On page 15 is a Treasury Department proposal that would

exempt from the withholding tax interest on certain

outstanding Eurobonds.
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Item 16 is a proposal to tighten the allowable

deductions for pension plans which are overfunded so that,

if they have substantially more than their termination

liability, further contributions would not be deductible.

On page 17, this refers to a package of proposals

dealing with PBGC and underfunding of pension plans. The

package increases the premiums, introduces a risk-related

component, and also tightens up the rules requiring

accelerated contributions by underfunded plans.

On page 18, the proposal freezes the top estate and

gift tax rate at 55 percent, rather than allowing it to

decline to 50 percent. This affects estates of over $2.5

million.

On page 19 is a proposal that the chairman introduced

earlier this year to modify the deduction in the estate tax

for sales of stock to an ESOP and tighten it up to correspond

nore closely to the total revenue effect that was intended

in last year's Act.

On page 20, the telephone tax is extended at its present

rate for three years.

On page 21, the provision would require wholesalers to

pay the diesel fuel tax, rather than retailers, and there are

revenues there from improved compliance-as well as speeding

ip collections.

Page 22 would provide that, for the purpose of the
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Medicare component of Social Security taxes, there would be

no limitation on the amount of wages subject to the tax.

On(page 23 is a proposal to have additional funding

for the Railroad Retirement System by essentially increasing

the Tier II taxes.

On page 25 is a proposal.to extend through 1990 the

temporary .2 percent extra FUTA tax that has been in effect

to build up a reserve for the Federal Unemployment Trust Fund.

On page 26 is an Administration proposal to provide that

the IRS would charge user fees for letter rulings and similar

determinations.

On page 27, there is a proposal to increase the so-called

Qccupational taxes that are presently required by dealers

that sell albohol, tobacco, and firearms.

.On page 28 is a proposal that was suggested by the

Administration to repeal the so-called Schedule 8 exemption

and to extend the Customs user fee for one additional year.

On page 29 is a proposal to extend and expand the

Federal debt collection program which allows the IRS to

withhold tax refunds from taxpayers who owe debts to Federal

agencies.

And then, the last few. pages from page 30 to the end

of the document are various, miscellaneous amendments that

have been suggested with relatively small revenue losses.

The Chairman. All right. That takes us through all the

Moffitt Reporting Associates

(301) 350-2223

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25



revenue raisers. Is that correct?

Mr. Gould. That is right.

The Chairman. I think we will proceed at that point

and open it up to any questions concerning any of them. I

understand the ranking member has questions he would like to

ask.

Senator Packwood. Mr. Chairman,. let me address this.

Bill, it may be you, but I am not sure who is the best expert

on budget reconciliation; but if not, maybe you can ask Mr.

Humphreys.

Mr. Wilkins. I am going to ask Joe to sit next to me,

if he will.

Senator Packwood. All right. Is this being reported as

if it is the reconcilation bill?

Mr. Humphreys. Yes.

Mr. Wilkins. The intention is to send our

-econpendations to the Budget Committee for their inclusion

Ln a reconciliation measure.

Senator Packwood. And under the reconciliation order,

kow much are we ordered to produce in revenues?

Mr. Wilkins. The reconciliation instruction .under H. Con.

,es. 93 provides revenues reconciled to the Finance Committee

f $19.3 billion for fiscal year 1988.

Senator Packwood. And we are going to miss that target

substantially? 0
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Mr. Wilkins. This package would miss that target for

fiscal year 1988. The 1989 and 1990 numbers are $22 and $23

billion with the full fiscal year effect in those out years.

Of course, we are already in the 1988 fiscal year.

Senator Packwood. It looks to me like we missed it by

about $7 or $8 billion this year and $21 or $24 billion over

the three years; I may be off a couple billion, but roughly.

Mr. Wilkins. That is approximately right.

Senator Packwood. Now, under what authority have we

decided that we no longer need to meet the targets that

we were reconciled to meet and which haven't been changed?

The Chairman. I will be answering some of those

questions, Bill.

(Laughter)

Senator Packwood. That would be fine if the chairman

would answer. £ am curious as to how arrangements get made

to change the law as to the targets.we are going to meet.

The Chairman. I will be very happy to comment on that.

What we are facing is a sequester, and every story we

hear from downtown is that that is what the President is

going to do. And what we are trying to do is offer a

responsible alternative to sequester, and we have chosen as

a target--the House is doing $12 billion, and we are talking

about $11.5 billion--that is half of the $23 billion, with

the anticipation of the other half being made up either by
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cuts in appropriations or by a lessened sequester.

I happen to believe that a sequester is something that

we should strenuously try to avoid. I think that it is going

to be extremely punitive on some programs that are very

important to the American people, and I feel this is a

responsible exercise to try to avoid that.

Senator Packwood. Mr. Chairman, without quarreling as

to the merits of what is in the tax package, I am curious how

this committee came to a figure of $11.5 billion because I am

now going to go on, in a minute, and ask about some of the

other committees and what targets they were reconciled to

meet and whether or not those targets have been changed or

whether we know what they are going to report or if they

have reported.

How did we get to the figure of $11.5 billion? Just say

half of $23 billion?

The Chairman. That is correct.

Senator Packwood. But the law still says $19 billion.

Mr. Wilkins. That is the instruction in the concurrent

budget resolution.

Senator Packwood. And here is what I am curious about

)ecause budget reconciliation is a very significant process,

Lnd it severely limits the powers and rights of members on

the floor: 20 hours of debate, no extraneous material.

Are we at liberty to report anything we want in a return
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to the Budget Committee and have it put in a reconciliation

package, whether it meets the targets or not--over them or

under them--and have it go to the floor under the

reconciliation procedures?

Mr. Wilkins. Senator Packwood, that is a decision for

the parliamentarian to make based on the actions of the

committees and his view as to whether, on balance, the

package ought to be treated as a reconciliation bill,

weighing the concurrent budget resolution against the contents

of the reconciliation package.

Senator Packwood. And basically, however, whatever his

ruling, he can be overruled by 60 members'on a point of order.

Mr. Wilkins. I donL't think that is a waivable point of

order, but the ruling of the chair could be overturned. I

don't believe that is a 60 vote.

Senator PackwoQd. Here is the first thing I am worried

about. I indicated earlier I did not think this is timely,

and I see that Speaker Wright has now put off any action on

reconciliation in the House until October 27. And of course,

there is no time limit at all when the Budget Committee has

to report.

We report to the Budget Committee. We vote for or

against taxes. We don't know what the rest of the spending

parts of the package are going to be or the cuts, and the

Budget Committee may or may not report it out. They don't
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have to, as I understand it.

They are not constrained by a time limit, are they?

Mr. Humphreys. That is right.

Senator Packwood. I know I speak at least from the

Commerce Committee, because the chairman and I are on the

Commerce Committee; and I know the Commerce Committee hasn't

even met to consider its reconciliation targets, nor does it

intend to, nor does--based upon what Chairman Hollings said

on the floor yesterday- -the Commerce Committee intend to meet

its targets.

Has the Banking Committee met its targets?

Mr. Wilkins. We have not been monitoring the other

committees from our staff, Senator.

Senator Packwood. I' have monitored all of them. Most

of them have not even attempted to hit their targets, don't

plan to hit their targets, don't plan to submit to the

Budget Co.mmittee where they suggest cuts should come, period.

Some have; most have not. So, we are now being asked

to vote for a tax increase; and again, I am not commenting

Dn.the merits of the tax increase. We are being asked to

iote for a tax increase which, if it would become law--and

Lt isn't going to become law because the President is going

:o veto it, and the veto will be sustained--but if it were

:o become law, and nothing else happened, I suppose what we

would succeed in doing is cutting the sequester in half so that
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instead of programs being sequestered eight percent, they

would be sequestered four percent across the board; and we

still wouldn't make any rational budget decisions as to

whether or not the Appalachia Regional Commission is more

important than Title I and education. We would cut them all

equally.

But-we are being asked to vote for a tax package, send

it to the 5udget.Committee, which may or may not ever report.

We are being asked to do it, even though we don't know if

the reconciliation targets in the other committees have

been(changed. They have been changed here by informal

agreement, not by law.

We don't know if the other committees are still operating

under their old reconciliation orders or informally agreed

to new ones to meet a $23 billion total rather than the old

reconciliation totals.

We donet know if the money is going to be used if we

3end it out to cut the sequester in half or whether it is

1oing to be used to make rational budget decisions,

We donEt know i-f half of this might go for increase in

defense spending. It mnight or it might not.

And the reason I think it is not timely is because we

.on't know the pickage.; and one of two things is going to

Lappen. Either there is going to be a package, or there isn't

going to be a package.; and if there is no package, there is
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going to be a sequester, and we will cut spending by $23

billion, period--cut spending by $23 billion.

There will only be a package if the President is a part

of it because, unless I miss my guess, any package that he

vetoes, the veto will be sustained..

I think we would be wiser to wait in reporting this

until the President, Speaker Wright, Majority Leader Byrd,

and probably the chairman of this committee and of

Appropriations and a few others, and minority members get

together and see if they can hammer out a package.

Tf they can And the President agrees, we will have a

package. I dontt know if that will be all legislated cuts

in taxes: a~nd no sequester, whether it will be half--$5 or $6

billion in taxes and $5 or $6 billion in cuts and $10 or $11

billion in sequesterz--I don't know what the package might be

that would be acceptable.

I have indicated before that I am willing to work on a

package,, and I can ijiac9ine. packages that are more--to me at

least--more acceptable. than the sequester.

And I can imagine packages that, to me, would be worse

than the sequester.

T would prefer to wait and see if a package can be.

arrived At that includes other committees that at the moment

are not meeting their responsibilities nor do they intend to

neet their responsibilities.
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Two, I would like to see if we can involve the

President, and I am willing to involve him in negotiations

to see what happens. Three, if we get nothing out of the

President, then I think the Congress has to make a decision.

Do we want to pass a package, knowing full well it is

going to be vetoed and sustained, but we pass it because we

want to make.a statement.that we don't agree with the.

sequester? Here is our idea of how the sequester ought to

be eliminated or ameliorated or moderated or cut somewhat.

Here is where we would make the budget decisions; and Mr.

President, we send the package to you and we hope you will

accept it, but if you don't and veto it, we understand the

veto will be sustained.

And I am willing to ma~ke this bet. One, those

negotiations will not seriously come to fruition until the

day'after Veterans" Day. We have to finish this by

November 20; really,, we have to finish it by about

November 17 or 18 because, although QOx is instructed to

take into account what we do during the intervening month

between October 20 and November 20, and they can take into

account everything up to about the 17th of November, after

that it is pretty much a cut-off date.

And having been here almost 20 years, I realize that we

work best against deadlines; and we will be taking off

W7ednesday, the 11th, which is Veterans' Day; and if we
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continue the policy of no votes on Monday, we won't be here

on Monday. And my hunch is that Tuesday will not be an

overwhelming day.

And we will come back here on the day after Veterans'

Day, and the negotiations will seriously start. And if they

can be condluded, they can be concluded frankly in two or

three days.

Most of the important legislation--the very important

legislation--we have ever accomplished in this place is

Qften done on relatively short notice. If negotiations

cannot be completed, they wontt be.

I would prefer to wait. I would prefer to see if other

committees arze going to do anything to meet their totals.

I would'prefer to negotiate with the President, but I cannot

bring myself to vote for a tax package to be used for purposes

we don"t know, maybe for things I would rather not have it

used for, maybe for spending cuts I would rather not

4ndertake, as opposed to spending cuts I would undertake.

TIn short, Mr. President-.X~r. Chairman, I apologize--we

are actually --
Y

The Chairman. It had a nice ring to it.

('Laughter)

Senator Packwood. We do not know what we are getting

Ln exchange forfour passing this tax package, and I would

quote--and in this day of being very careful what you quote
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from--I will attribute this to Edna St. Vincent Millay:

It well may be that the rose for me is the rose beneath my

nose, but how can I tell until I smell the Carthaginian rose?

And with that, Mr. Chairman, I will vote no on this

package. I hope to work with you. Since this package is

not going to become law, I hope to work with, you in that

intervening month. I hope we get a-package.

I don't know if we will, but I will work toward getting

one and do my best to try to convince the President to

accept it.,

The Chairman. I am not surprised by the ranking

member's position. I think we have understood that for

some time now; but I do think. we have a responsibility in

the Congress to move.

There have been repeated attempts to try to negotiate

di fferences.w~ith.the President; he has chosen not to do that.

He sent us a budget that was dead on arrival, that was

defeated by both.parties in both houses when it was sent to

as. It was not a realistic budget, and that was generally

understood.

He did have sqie $6 billion of taxes in it. Now, he

says he wants no taxes At all.

I think we have , responsibility to send a message, if

that is what it happens to end up being, to show that we will

face up to that responsibility and that we think sequester is
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I . 19
a disastrous result and that we are prepared to see that

half of it is paid for by revenues and the other half by cuts

I do not dismiss the fact that the other chairmen in

other committees will work to measure up to their

responsibility.

I was in a meeting with the chairmen of all of the

committees in which the general concensus was that they

would work to try to meet their part of it. So, I think we

should move ahead, and I propose that we do that.

Now, are there further questions? Yes, Senator Heinz?

Senator Heinz, Mr. Chairman, although none of'%us on..this

side of the aisle was consulted on anything having to do

with-this package, I think it is not on balance a bad package.

I think that your side of the aisle, Mr. Chairman, has

done a credible job although I will say that I think, if

Republicans--including myself--had either been included or

wanted to be included, we might have done some things

differently; and we might even have convinced you that there

were some improvements you could have had made.

I say that not because we are smarter, but on previous

occasions, when the shoe has been on the other foot, your

3ide has made very important contributions to initiatives

:hat we started on our side,

There are, I might as well indicate, some very good

:hings that I would have argued for had I been in your caucus
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or meetings, and I commend you in particular on solving the

phantom mutual fund income problem, the Radon medical

deduction.

You have addressed the CPA's problem of the calendar

year7-a number of things that I and some others on both sides

of the aisle had petitioned this committee to address--and I

commend you for addressing them.

I also want to indicate that I start from the presumption

that it would be a very good idea to avoid a sequester, and

we can avoid a sequester by enacting good legislation.

And T suspect that we cannot meet the Gramm-Rudman--.

Hollings targets and avoid that sequester without some

revenues; and you have put into this package some revenues.

Now,. I--like Bob Packwood--have one reservation about

whether or not there is going to be real and substantial

and balanced spending cuts from the other committees when

we get to the floor; but just so there is no misunderstanding,

simxqpLy because'.I agree with Senator Packwood on that point--anc

I suspect there are some on your side of the aisle who feel

'he same way--]S want- to make it clear for the record, Mr.

Chairman, that although I may withhold my support of this

package until I see it all, I may very well vote for it on

:he floor.

And I am cognizant of what the President has said about

retoing this legislation; and if I vote for something on the
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floor, the chances that I will--if it isn't changed too much

in conference--continue to support that effort, even if it is

vetoed by the President.

So, I am announcing--so there is no misunderstanding--thz

substance counts with me; and I think it counts with most of

our colleagues. The process and procedure count, too. I

haven't been,. up until today,.a part of the process&.and'

procedure; and so, I will not today be voting for this

legislation.

But if there is an opportunity, and I suspect there will

be, for us to have a bipartisan process and procedure and

get substantively good legislation from this committee and

from the other committees, I intend to be very much involved

in that process because I think we need a solution, not

bigger budget deficits.

The Chairman. Senator, I very much wanted your side of

the aisle to participate in this all the way. The feeling

wFas strongly expressed, and has been reexpressed by the

ranking merber, that we should wait and not start down this

road.

And he spoke his position, I think, forcefully and

eoquently. I happen to(';disagree. I did not hear that

disputed on your side, and the interpretation by the

:hairman was that you all were choosing not to participate

in the revenue raisers prior to the date of October 19; and
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certainly, that was the impression of the press because

that is the way I read it.

But let me say that we have done something a little

extraordinary in this situation. You say you were not

consulted, but we have taken a lot of your provisions and

put them in here.

Senator Heinz. I just said that.

The Chairman. And we went further than that. At the

end of every meeting, we sent to your staff director on your

side the results of what we had done to fully apprise them,

to tell the staffs, and we listened and took consultation on

things that you all thought were important.

And a number of things were added, but not all of them;

and that is obvious.. And there are obviously things in there

that many of you.-would prefer not to be in there; and there

are some things on this side that some of them would prefer

not-to have in them.

But what was developed was the concensus insofar as on

this side. Now, insofar as the spending side, those things

have been in your hands and staff's hands on both sides for

nonths to work on; and what you have seen there is a concensus.,

I think, on the spending side of those cuts that pretty well

reflects a concensus of Democrats and Republicans.

Now, you didn't participate in the actual votes at the

end, but we sure were taking a lot of your input. And as you
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stated, we have put a lot of it in there. We did that with

some of Senator Chafees things; I know that is from Senator

Heinz, and certainly from Senator Durenberger, quite a number

of those things were put in there, things that each of them

wanted. I think it was on the spending side; that is true.

Are there further comments?

'Senator Heinz, Mr. Chairman,. I do want to make a

statement.

The Chairman, Yes, all right.

Senator Heinz. Mr. Chairman, I am not going to contest

anything, but X do want to make it clear that I commend the

chair for having done that.

But I wouldn't Want to leave unrebutted the presumption

that, because we find out what you have done after the fact,

that is the same as being in the room arguing and voting.

The Chairman. I understand that, Senator. The chairman

dQesn-.t like the position he is in.

Senator Heinz. I understand the chairman doesn't like

it.

The Chairman. )I am very strong for bipartisanship in

:his committee, but that is where we have been left; and it

was handled quite differently from the way it was handled

in 1982 when the majority took no consultation from the

)inopity and did not update them as the thing progressed, but

it was handled --
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Senator Heinz. Mr. Chairman, as I said, how you did

as well and got as far as you did without Republican help,

I will never understand.

(Laughter)

The Chairman. All right. Senator Packwood?

Senator Packwood'. I kind of want to echo what Senator

Bentsen is saying. Most of'the Republicans--not all--but

most indicated that they thought this was untimely, and

they would vote no on the package. We didn't mean to give

the impression we were boycotting the sessions, but I very

frankcly think.that the history.of bipartisanship on this

committee is such that you are not going to see what we

often see in some pther committees, where there is just a

diVi sion.

And I think after this bill is vetoed--assuming it ever

comes up on the floor to be voted on--you are going to see

a genuine bipartisan effort to try to put together a package.

We. may fail on a bipartisan basis to put together a package

that is acceptable to the Administration, but it will not be

Eor failure to try,

Senator Danforth, Mr, Chairman?

The Chairman, Senator Danforth>

Senator Danforth. Mr. Chairman, I would like to second

what Senator Packwood has just said. I think that the

situation we are in with respect to reconciliation isunique,
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hopefully not to be repeated.

This committee has had a very strong tradition of

bipartisanship, andl-it {still does. As I have said publicly

and privately before, I have no better ally in the Senate

than the chairman of this committee. We have worked together

on so many things in a bipartisan spirit.

That has been the basic-nature of the. Finance Committee.

Some committees of the Senate are quite partisan. The

Senate, as a whole, I think, has become partisan to a fault;

but I really believe that the Finance Committee has a

different tradition and that that tradition continues and

that that tradition is alive andwell.

I think it is obvious to all of us how we go to this

particular point. It is very hard to find a compromise

between losing taxes and advocating taxes. It is a hard

:compromise. I mean, there isn't any middle ground there

that I can see,, and that i~s how we got to this situation.

And as IT pointed put a week or so ago, I think basically,

from my standpoint, we are going to continue to be at a dead

end until the president and until Speaker Wright and maybe

Senator Byrd and others decide that we can do business and

come up with some sort of reasonable middle ground.

Until that, I think we are kind of at loggerheads; but

just wanted to point out that I in no wise feel that what

is happening in this unique situation is the basis of a
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generalization of how the Finance Committee operates.

This is still a committee where there is a tremendous

amount of mutual respect between Republicans and Democrats.

The Chairman. Thank you. Are there further comments?

:.-:Senator.-Durenberger. Mr. Chairman?

The Chairman. .Yes:, Senatok .. Ddrenberger?

Senator Durenberger. Mr. Chairman, just very briefly

on the subject of bipartisanship, the chairman alluded to

several of us whose initiatives have been accommodated in

one way or another in reconciliation; and that reminddd me

that some of this on this committee have just come off of

about a two-week marathon on the issue of catastrophic

health insurance, while you and the ranking member were

deeply involved in a variety of other things.

Your delegates, in effect, have been wrestling with an

enormous policy issue, and hopefully doing that successfully.

I would just say about my contributions from this side

of the aisle, and those of some others, to reconciliation on

the spending side, they have been in the context of i

bipartisanship.

We had the responsibility over here for sixyears for

.Medicare reform. That responsibility was shifted by the

electorate in 1986. I think we felt it our responsibility

to do everything we could to help the majority on this

committee continue the leadership that this committee has
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shown in health system reform and Medicare reform.

And I think that is just another example of how, in this

reconciliation package, while it may look as though some of

us may have been contributing more or accommodated more, the

reality is that all of this has been done to make the

leadership of this committee in some of these other areas

meaningful to our colleagues and to the country as a whole.

There hasn't been any partisanship at all.

The Chairman. Senator, let me really echo what you have

said on the work that you fellows have been doing on

catastrophic and on prescription drugs, Although I was only

physically present for part of it, we did make some moves

on our side on the bill that I had introduced to change the

indexing tQ try to give you the wiggle room to try to bring

out that kind of a compromise.

And there is A case where The White House sat down.:with

us and worked with us. And I think Senator Mitchell, who

has spent hour upon hour working with you and Senator Heinz

and others, has done an extraordinary job in bringing about

that kind of a compromise-

I am most appreciative to each of you in what you have

done there., and I think we are going to be able to move to

the floor early next week, I would hope, on that and do it

productively and save a lot of time on the floor, I hope, by

the amount of work that you all have done on the prescription
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drug part.

Do we have some further comments concerning what we are

trying to do here, on these specific revenue raisers? Are

further questions about any of the detail of it?

Senator Chafee. Are we into the specifics now?

The Chairman. Yes, on the revenue raisers; and then we

can get-...to.the. ..spending cuts next.

Senator Chafee. I have some questions on these revenue

raisers. First, let me say where I come from at this

gathering.

I voted for the Gramm-Rudman, with the view that that

is the only way we can get some deficit reductions. And it

was also my thought that when we came to sequester, Congress

,wQuld then start paying attention, recognizing that an

across-the-board sequester cut just didn't make much sense..

And it was my belief that, when things ended up, there

would be some kind of a compromise in which there would be

some tax increases; there would be some cuts in specified

domestic programs, deeper than in others; and some cuts in

defense.

Others have said here that they might not vote for this

tax package, but they mnight vote for it on the floor. I

don't know what I am going to do exactly, but I might do

the reverse.> We can get the tax package out, but if the

commensurate cuts aren't done by the other committees and
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nothing else is done, why go forward with it?

Did I understand Senator Packwood to say that the

Speaker said there is not going to be any reconciliation

bill? Or is that just a rumor?

Senator Packwood. No. In fact, I checked that with

one of the people from the press yesterday to verify it.

He said he now does not plan to bring it out before

October 27. There is no deadline at which he has to bring

it out at all.

The only deadline--and again, Mr. Humphreys, correct

me if I am wrong--but the only deadline in reconciliation is

for committees to report to their budget committees. There

is no deadling for the budget committees to bring it out;

and therefore, it is sort of a leadership decision as to

when they do bring it out. Am I roughly correct?

Mr. Humphreys., That is right.

Senator Packwood, In both the House and the Senate, any

lumber of committees have simply not reported to the Budget

2onmmittee at all, anyway.

Now, when that happens, under the budget law, in theory

:he Budget Committee. of course cannot change what is reported.

.n theory, they then take a reconciliation to the floor, and

:hey have to offer amendments or motions to recommit with

Instructions and how they suggest the budget ought to be

tade up to reach the reconciliation totals.
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In fact, that has not yet ever happened; but in theory,

that is what could happen.

But the Speaker has put it off, at the earliest, until

October 27; and he is at liberty to put it off again.

Senator Chafee. I have a couple of questions I would

like to ask the chairman or the staff. Mr. Chairman, I have

a couple of questions.

First, it seems to me if we are going to tighten up on

some of the tax provisions, why didn't you--because I wasn't

involved--get into the cash basis accounting for family farms

regardless of size? r think we have had that as a problem

around here. Here, yqu get the cash basis regardless of the

size of the farmi it could be a monstrous thing, and still

they are entitled to it.

The Chairman. Is will tell you, Senator

Senator Chafee. I am not trying to zing anybody --

The Chairman. No, I understands but I see one of the

members straightening up over there.

(Laughter)

The Chairman, But I must say you were represented at

Least in part because I can recall there was a movement in

:he group to put an excise tax on jewelry, and Senator Chafee

'as quoted at length on that one, and we backed off.

Remember the witness who said it wouldn't work--your

ritness--and talking about the fact that when it came to
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earrings, they would sell one earring at a time and avoid

going over the limit. And it was my comment that some

customers just wanted one earring, but --

(Laughter)

The Chairman. I will let whomsoever wants to respond to

the question respond to it.

Senator Chafee. I appreciate the thoughtfulness!: you

gave to not including the jewelry, but I am just curious.,

I think this is scandalous--this family farm thing--and again,

the size of it, if you just set some kind of a limitation.

It just didn't fly?

The Chairman. That is right; it didn't fly. I

understand it is in the House version, is it not--some

limitation? I believe that is correct.

Mr, Hiumphreys. That is correct, Mr. Chairman.

Senator Danforth. Mr. Chairman, we each got a sort of

preemptory strike of one possible revenue raiser.

(iLaughter)

Senator Danforth, I have one.

The Chairman.2 I guess you would.

(Laughter)

Senator Chafee. Ihave another; I have several things

here,, ancd I am not trying to monopolize it, but there seemed

to be sort of a deathly silence; and I was prepared to fill

this void.
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The Chairman. That has never been a problem around here

but go ahead.

Senator Chafee. In the existing Code, it provides that

agriculture and horticulture coops are entitled to the foreigr

sales corporation export incentives. I would like to also

include in that fishing coops--aquatic, if you wish--and I

wonder if they could-take a look at that. I.-don't think that

is a revenue changer of any consequence.

The Chairman. Let me have a staff comment on that one.

Mr. Weiss. My understanding is that--as Senator Chafee

has stated--this is a very small revenue loss, virtually

negligible.

Mr. Gould, As a matter of policy, but for whatever

revenue cost there is--given that agricultural coops are

included--it probably makes sense tQ include fishing coops.

You have a revenue, Randy, you say is less than --

Mr. Weiss. Probably less than $1 million. Less than

$1 million per year.

The Chairman. Is there comment?

(No response)

The Chairman, Is there objection? Yes?

Senator Moynihan. Mr. Chairman, do I have the happy

understanding that our full committee is now participating

in this exercise?

The Chairman. That is correct.
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(Laughter)

The Chairman. That is correct.

Senator Moynihan. Oh, good.

The Chairman. Is there objection? You are proposing

such as an amendment to it, are you, Senator Chafee?

Senator Chafee. Yes, yes.

The Chairman,, Yes.

Senator Chafee. I am not flying under any false colors

here. I don't want the belief to go abroad that, if this is

accepted, I am locked into the bill.

(Laughter)

The Chairman. Senator, at this point, I would be

delighted if you were just considering the bill.

Senator Chafee. I anm getting awfully close to that.

(Laughter)

Senator Chafee. But it is going to take more than

$1 million.

(Laughter)

The Chairman. Let me ask the members. Would you like

to cast a little bread on the waters here and see if it

returns?

(No response)

The Chairman. I don't see any objection to it. Is

there objection?

(No response)
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The Chairman. Senator?

Senator Chafee. Now, I have one with a little more

substance here.

(Laughter)

Senator Chafee. I am not enthusiastic about that

telephone tax continuation. We are going through all kinds

of efforts in every one of our States for the relief of the

telephone situation on the poor. The telephone-now is

considered an essential. And I notice it picks up $6 billion.

So, I would like to suggest that we substitute a

doubling of the cigarette tax and remove the telephone tax.

Where is my ally?

The Chairman. Is that a proposal?

Senator Chafee. Yes, that is a proposal.

The Chairman. All right.

Senator Chafee. And I think we are all familiar with it.

rhat would yield $8.5, and the telephone tax would take off

$6 billion; and then we would come in $2.5 billion over

currently what we have, and there are some things we might

lo with that.

The Chairman. All right. We have a vote on the floor,

and I suggest we go vote and come right back.

Senator Chafee. We have discussed this many, many times

Ln the past; and I do propose it.

The Chairman. All right. I suggest we go make the vote
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and come right back. We stand in recess.

(Whereupon, at 11:00 a.m., the meeting was recessed.)

AFTER RECESS

(11:31 -a.m.)

The Chairman. The committee will come to order. Cease

conversation please, and we will get under way.^

Senator Chafee has stated-his amendment, and he has.-

correctly stated that we are all quite familiar with the

issue; and we have discussed the various phases of this at

length. I am prepared to vote on it.

Senator Bradley. Mr. Chairman, before the vote, I

would like to ask Senator Chafee a question. We are in an

unusual circumstance here where we have not had the

willingness on the part of the Republican side to vote for

the bill out of committee; and that has precipitated our

meeting to come up with a bill by ourselves.

I was curious, if your amendment passed, does that mean

that you would vote for the bill out of committee?

Senator Chafee. I don't think that is quite a fair

question because we haven't seen the other side of the

Legislation-what is going to happen on it.

I' previously indicated a tilt toward voting for the

)ill, that is, the overall bill; but I don't want to cross

ay heart and hope to die at this point.

Senator Bradley. As the Senator knows, I have been his
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partner in this effort to get the cigarette industry to pay

their fair share for a number of years.

I certainly wouldn't want to see the cigarette tax

increased and then the bill in which it was increased not

pass out of the committee. That means that you have to be

very certain of where votes are on particular questions.

So, I think it is a legitimate question to ask: How

many Republican votes does the cigarette tax bring? And

that is certainly going to be one of the things that I will

try to calculate here in the course of this lengthy debate

on this issue that I know that we will have.

Senator Packwood. Mir. Chairman?

The Chairman. Senator Packwood.

Senator Packwood. I don't know how the Republicans are

going to vote. I know of only one Senator who isn't here

who said he didn't want tQ be recorded on this at all. I

donkt know where he would be on the merits of it if he ever

had to vote on it.

I am going to vote "no" on it for this reason: it

raises more money than the telephone tax does, and that makes

the bill an even higher tax bill than it would otherwise be.

I don't want the bill at all, so I am going to vote "no" on

the cigarette tax.

As you full well know, this is not a tax that offends me;

and I have voted "aye" for it before when it was raised higher
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substantially than it is now. So, at some stage, I will be

happy to consider it.

Senator Bradley. I certainly think that we ought to

double it, and index it frankly; but maybe that is an

amendment to an amendment. I also think that we want to

wait and see what this brings in terms of Republican votes

for final passage,,

So, I think that I will probably just keep the suspense

rolling for a little longer than one might expect.

The Chairman. We will try to end the, suspense, and I

am going to try to--I think it is quite possible that we can

get out of here before lunch, but I am not sure what time

lunch is going to be.

(Laughter).

The Chairman. But we have heard the comments on both

sides. Senator, you moved the amendment, as I understand it?

Senator Chafee. Yes, I did.

The Chairman, All in favor of the amendment as stated

make it known by saying "ayes"

(Chorus of ayes)

The Chairman. Opposed,?

(Chorus of noes)

Senator Chafee. We had better have a roll call.

The Chairman. All right. Call the roll.

The Clerk. Mr. Matsunaga?
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Senator Matsunaga'. No.

The Clerk. Mr. Moynihan?

Senator Moynihan. Aye.

The Clerk. Mr. Baucus?

Senator Baucus. No.

The Clerk. Mr. Boren?

The Chairman. No, by proxy.'

The Clerk. Mr. Bradley?.

(No response)

The Clerk. Mr. Mitchell?

Senator Mitchell. No.

The Clerk. Mr. Pryor?

Senator Pryor. No.

The Clerk. Mr, Riegle?

Senator Riegle. No.

The Clerk. Mr. Rockefeller?

Senator Rockefeller. No.

The Clerk. Mr. Daschle?

Senator Daschle. No.

The Clerk. Mr..Packwood?

Senator Packwood. No.

The Clerk. Mr. Dole?

Senator Packwood. No, by proxy.

The Clerk. Mr. Roth?

(No response)
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The Clerk. Mr. Danforth?

Senator Chafee. Aye, by proxy.

The Clerk. Mr. Chafee?

Senator Chafee. Aye.

The Clerk. Mr. Heinz?

Senator Heinz. Aye.

The Clerk. Mr. Wallop?

(No response)

The Clerk. Mr. Durenberger?

Senator Durenberger. No.

The Clerk. Mr. Armstrong?

(No response)

The Clerk. Mr. Chairman?

The Chairman. No.

Senator Moynihan. Mr. Chairman, if it is the position

of ouX side that we are voting "no," I will vote "no." I

didn't get the word.

(Laughter)

The Chairman. Senator, we are amused at your refreshing

candor.

Senator Chafee. That is what you call the ultimate team

player.

(Laughter)

Senator Bradley. Mr. Chairman?

The Chairman. Yes, Senator Bradley?
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1 Senator Bradley. As I understand, there are 12 votes

2 "no." Is that correct?

3 The Chairman. Yes, that is correct.

4 Senator Bradley. And the pattern of the committee is

5 that someone would be allowed to vote until 5:00, as long

6 as that does not change the outcome of the vote?

7 The Chairman. Unless the bill is reported out.

8 Senator Bradley. And unless that does not change the

9 outcome of the vote. Is that not correct?

10 The Chairman. That is correct, and unless the bill is

11 reported out prior thereto; then they have to vote by the

12 time the bill is reported out.

13 Senator Bradley. It that is the case, then I would be

14 recorded as "aye."

15 The Chairman. All right. Are there futther amendments?

16 Senator Heinz. fXr. Chairman, I would like to ask some

17 questions about some of the pension funding decisions or

18 recommendations, if this would be an appropriate point.

19 The Chairman. Yes, that would be appropriate. We did

20 not discuss. the'pension benefit guarantee corporation approach,

21 as I recall. That has not been discussed, has it?

22 Mr. Gould. It was briefly referred to and touched on.

23 The Chairman. All right, then, Senator. Go ahead.

24 Mr. Wilkins. I believe all the members have a more

25 detailed description in front of them.
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The Chairman. All right.

Senator Heinz. Mr. Chairman, what the committee has

done is available to us; and I know, for example, that there

is a variable premium that starts with a $14.00 participant

flat premium for all plans with a funding charge of

underfunded plans of $6.00 per thousand of underfunding, with

a cap of-as I understand it--$70.00 per participant; and

indeed, that is lowered for plans fully funded in recent

years.

The Finance Committee proposal, therefore, will give

underfunded plans with the highest premium payments of any

PBGC premium adopted by any committee; that includes Ways

and Means or House, Senate and Labor.

Now, that may end up being reasonable, but I do have

some concerns about an approach that will put additional

taxes on those companies that are least able to afford

funding their plan, not just as a matter of equity, but it

may precipitate the one thing T would think no one would

want to precipitate, which is pushing more of these companies

over the cliff into the laps of both Chapter 11 and the

Pension Benefit Guaranty Corporation, which was--as all of

as will recollect--exactly where the LTV Steel Corporation

wias only a few weeks or months ago.

There is another provision also here that I need to

understand the thinking behind; and that is there is an
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1 elimination of the tax deduction for contributions that would

2 increase plan funding above 150 percent of termination

3 liabilities. As I understand it, plans would only be able

4 to fund to pay benefits at current salaries, that is, assuming

5 termination today plus a 50 percent buffer.

6 Have I got that correct?

7 Mr. Hardock. Yes.

8 Senator Heinz. Now, I have a concern about that, if I

9 understand it correctly. The effect of this would be to

10 increase the cost for pension plans by increasing not only

11 PBGC premiums and forcing faster funding, but we are also

12 here hitting up the pension system for more revenue.

13 And my question is:, Why are we doing that'this way?

14 And if we do it this way, are we not discouraging either

15 the formation of these defined benefit plans or encouraging

16 more of those plans to go out of business?

Mr. HArdock. The proposal would basically say that

18 a plan which is over 150 percent of its current liability

19 would not be able to put more money in.

20 The theory behind the proposal is that we are giving

21 companies a tax incentive to fund their plans adequately,

22 but that plans that exceed their current liability by that

23 amount, or that level, should not be given the continued tax

24 incentive to basically overfund their plan.

25 It is interesting that many companies have been arguing
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that a 25 percent cushion is sufficient to protect the plan

and that assets could be withdrawn if the plan assets are

over 125 percent of current liability.

This is well beyond that. Certainly, if a 25 percent

cushion is sufficient to allow withdrawals, which a number

of people have proposed but. is not a part of this package,

then 50 percent seems like a reasonable figure.

Senator Heinz. Mr. Chairman, if I might ask an

additional question?

The Chairman. Yes.

Senator Heinz. Is it true or not that some plans that

do not have surpluses in an ongoing plan may be prevented

from making contributions to their pension plan if we adopted

this proposal?

Mr. Hardock. Clearly, the revenue raised is the result

of certain companies not making contributions to plans and

conceivably they would not be at 150 percent of a long-term

Liability, based on when the benefits will be paid.

However, the company would always be able to put in

enough money to get up to 150 percent of current liability,

which means that at any particular time the beneficiaries in

:he plan are completely protected; there is a 50 percent

cushion, and the PBGC is also protected.

Senator Heinz. There are two different levels that we

Lre dealing with. One is a level we call plan termination
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liability, which is what the 150 percent--as I understand it

-- is geared to.

Another level is what we might term the ongoing liability

for benefits. Now, could you set forth for us the extent

to which those are not the same and, most importantly, the

extent to which the latter often exceeds--as it is my

understanding that it does--the. former?

Mr. Hardock. The latter will almost always exceed the

former because it includes future benefit accruals for years

of service that have not yet accrued under the plan or

salary improvements that are assumed in funding the plan on

a long-term basis.

The former basically measures the degree to which the

plan has funded the benefits that have accrued to date, and

that is one of the reasons you have a 50 percent cushion.

rhat is why it goes to 150 percent--to make up for some of

that difference between the liability for future benefits,

the long-term liability and the current liability.

Senator Heinz. But as you have said, there will be some

plans which, although they will bump up against your 150

percent cap, in fact will be underfunded even if funding

it the maximum level because of the accrued benefits that

:hey will be liable for and which this provision will

effectively discourage the funding of. Is that not correct?

Mr. Hardock. The funding well in advance of when the

Moffitt Reporting Associates

(301) 350-2223

1

2

3

4

5

6

17

8

9

-10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25



45

money is needed to pay the benefits will be discouraged.

Those benefits would still be funded under the current law

rules when the money is needed to pay the benefits.

Senator Heinz. If we assumed that those companies are

going to be able to or will fund those benefits on an

accelerated basis.'-

Mr. Hardock. That is true.

Senator Heinz. Yes. Mr. Chairman, I know this is an

arcane and technical issue, but it is not technical if, in

trying to raise some revenue to meet a reconciliation target,

we create the result of having plans either not be created

or become premature wards of the PBGC or lead to a

circumstance adhere we create a disincentive for companies

to underfund their plans.

And I am concerned about',the net effect of this proposal,

andc I want to go on record as opposing it, as I do the former.

Nlt~hou h I would be prepared to offer a motion to strike it,

I donut happen to have a source of revenue in my hip pocket

to make up for it.

T wouldn',t want to do that, but I think this needs a

Lot of work. I don'!t think it is right yet.

The Chairman. I thank the Senator for his comments.

When I first went on this committee, we formed the Pension

5ubcommittee; and I got very deeply involved in it. I was

one of the principal authors of ERISA and in the founding of
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the Pension Benefit Guaranty Corporation.

I think the concerns that you have commented on are

legitimate concerns, but I think that we have a reasonable

compromise here and that they have been addressed.

I would assume that each Senator might have a different

version of the concerns, but a great deal of work was done

and a substantial amount of negotiation withivarious pension

groups and corporations.that have.pensions.

Are there further comments on this issue?

(No response)

The Chairman. If not, let's move on.

Senator Baucus. Mr. Chairman?

The Chairman. Senator Baucus?

Senator Baucus, Mr. Chairman, I have a very minor

modification to the miscellaneous provisions. Those

provisions include an amendment of mine which allow the

production credit associations the same loan loss reserve.:

treatment as small banks. It was drafted inadvertently

6qhich would not allow that treatment for PCAs while they

are RCAs.

There is a particular agriculture association that is

lo longer a PCA but should be allowed that treatment while

it was a PCA. I just ask for that modification.

The Chairman. Is this'a revenue loser or not?

Senator Baucus. No.
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1 The Chairman. Because I want it understood that we

2 will not be accepting any amendments that are revenue losers

3. that don't have a compensating, offsetting balance to them

4 by revenue raised.

5 Senator Baucus. It is my understanding that it is not,

6 from the staff.

7 Mr. Gould. Could we look at the possible revenue-

8 consequences for just one moment, Senator Baucus?,-

9 Senator Baucus. Yes.

10 Mr. Gould. As we understand the amendment, you would

11 merely apply the new rules that we are adopting for farm

12 credit banks, to, in effect, the loans of what used to be

13 a farm credit bank --

14 Senator Baucus. In which it was a farm credit bank;

15 that is correct.

16 Mr. Gould. The amendment seems to make sense. Randy

17 will just need to make absolutely sure that there is not

18 significant revenue loss.,

19 The Chairman. Let me ask on one point. Do I hear from

20 staff that the only question in their mind is the revenue

21 question?

22 Mr. Gould. I think that is right, Mr. Chairman. The

23 proposal would be to allow the same treatment that the

24 committee decided on tentatively yesterday, which is to

25 allow farm credit banks to have the reserve deductions that
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small banks are entitled to, essentially allow that treatment

for the reserves. I think it is an agricultural bank that

used to be a farm credit bank--only for those reserves.

The Chairman. Then, let's approach it this way because

I really would like to move through this piece of

legislation. I hear no objection to it. Staff seems to

think it is all right. If there is not a revenue loss, then

we will accept it.

Is there any objection to that?

(No response)

The Chairman. If not, all right. Senator Moynihan?

Senator Moynihan. Mr. Chairman, the front page of The

New York Times reports today that as a pre-Thanksgiving

notion, the Administration has decided to reduce the

benefits of any person who is blind, aged, or disabled and

is receiving supplementary security income, that any food

packages they may receive from Catholic charities will be

instantly taken away from them and deducted from their

benefits.

And it doesn't say here, but it is my clear

understanding that all the money that is taken from the

blind will be allocated to this space defense initiative,

and there is a reason; you know, there is logic to it.

If we can just keep them alive long enough that we can

continue to deduct from them, then we may beat the Russians
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after all.

May I point out, Mr. Chairman, that this was done with

a measure of contempt for this committee by the Social

Security Administration? The disregard expired at the end

of the fiscal year, yes. We have fully (intended to, continue

it. The legislation before us continues it.

If I could draw attention to it--if anyone in. the

audience wants to know--under the Finance Committee's

special spending provisions, Item No. 112, which extends the

energy and in-kind disregard of $100 million a year, we have

fully intended to do this. The House intends to do it.

The Administration sneaked past this committee those

regulations, and that is shameful. I so want to state. If

anyone wants to disagree, I would like to hear.

Thank you, Mr. Chairman. I just want to note that the

provision is in the bill.

The Chai.rman. Thank you,

Senator Bradley. Mr, Chairman, we touch on the railroad

retirement tax. One of the. things we do is, in the bill, we

establish a seven-member commission that represents rail,

labor, management, general public.

And one of the areas that is absent is a representative

from commuter rails; and I wonder if we could add one member

to the commission from commuter rails?

The Chairman. Does staff have a comment on that?
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Mr. Humphreys. I don't think there would be any problem

with that. It is just adding a member to a commission; that

is to study the future funding needs of the rail program.

The Chairman. Is there any objection by any member of

the committee?

(No response)

The Chairman. If not, it will be accepted.

Senator Durenberger. Mr. Chairman?

The Chairman. Yes, Senator Durenberger?

Senator Durenberger. Mr. Chairman, I have a couple of

questions about the item contained on page 22 of the revenue

reconciliation provisions, the repeal of the hospital

insurance wage base limit.

The first question is that, on January 1, 1988 by

current law,, I understand the cap rises to $45,000. Am I

correct on that?

The Chairman. That is correct.

Mr. Gould, That is correct.

Senator Durenberger. On January 1, 1988, the tax rises

to what figure)

Mr, Wilkins. I believe the Medicare tax itself does not

:ise. There is an increase in the old age tax.

Senator Durenberger. And what does that amount to?

Mr, Weiss. The old age tax goes up from 5.7 percent to

6.06 percent next January.
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Senator Durenberger. And how many dollars does that

raise? Does anyone have that ready estimate?

Mr. Weiss. That figure is available; I just don't have

it right here.

-Senator Durenberger. All right. The next question:

In current law, are there any rate increases built into the

Medicare payroll tax currently?

Mr. Weiss. No, there are not.

Senator Durenberger. The next question: How many

dollars under existing law--how much revenue is raised by

the Medicare payroll tax in fiscal year 1988? And what are

the projected outlays in reconciliation in the Part A or

ottlays from the trust fund?

Mr. Wilkins. Is the question: What are our

reconciliation instructions for cuts in our jurisdiction?

Senator Durenberger. I am trying to get the difference

between what current law will raise from the payroll tax

for theMedicare trust fund this year and what we are

obligating for expenditure from that trust fund.

Mr. Wilkins. We are trying to put that together right

now, Senator.

Senator Durenberger. Is it not true--for'any of you

who might be an expert on the impact of the 1983 legislation--

that the payroll tax which goes up substantially in general

-- Social Security, payroll tax, disability tax, and the
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Medicare trust fund tax--during the period over the next 20

years or so, or perhaps the next 15 years--and you can

correct me--raises a substantial amount of money from the

payroll tax in excess of the monies needed for either Social

Security cash payments or disability payments or for the

Medicare trust fund?

My impression is that of all three funds, the ones that

the Social Security trustees concern themselves about reaching

deficit most quickly is the Medicare trust fund, and that

the last projection under current legal rise for the point

at which we reach the so-called bankruptcy is around the

year 2000 or 2001 or something like that.

But the reality appears to me to be that we have put

in place for the next 15 to 20 years a payroll tax on

Social Security that raises huge amounts of money in excess

of the dollar amounts that are actually needed to pay

benefits,

And one of the reasons we have done that is that

somewhere out in the year 2010, we expect the demographics

to change in terms of who pays tax versus who benefits and,

at that point, we want to start drawing down this fund; but

the reality is that, for the foreseeable future--the next

15 to 20 years--we- don't need an increase on workers in

A\merica, regardless of their income level, in order to finance

the designated purposes of these taxes, which is social
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insurance payments, disability payments or Medicare Part A

payments.

Is that not a generally correct characterization of

the current status?

Mr. Wilkins. Let me just generally make the comment

that the Administration has proposed increased funding. for-

a couple of other programs that are projected to getto the

bankruptcy point at about the same time. - The PBGC' fund is

one, and the railroad retirement fund is the other.

So, for funds that have a similar funding outlook,

they have increased funding to improve the soundness of the

program.

Senator Durenberger. But whatchas that got to do with

the Social Security and disability? I understand they may

have proposed an increase for some other pension or income

security purpose. But what has that got to do with Medicare

Dr the Medicare trust fund)

Mr. Wilkins. I was just making the point that long-term

bankruptcy concerns lead to funding needs as well as short-tern

cash shortfalls.

Senator Durenberger. Does anyone want to indicate

whether I am correct in my general characterization of the

Social Security and Medicare tax, that it is generating huge

amounts of money which are being used by debt in this country,

'urrehtly incurred? And any increase in the payroll tax,
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from wherever it comes, is going to go to buy more of our

current debt. That is the way the law is currently

constructed.

Mr. Humphreys. It is correct. For the next several

years, the funds are running surpluses. The information I

have, which is a little bit old, is that the HI fund begins

to start declining fairly-rapidly towards the end of the

century.

The Social Security trust funds in general have

traditionally been financed on a long-term basis; and the

old age survivors and disability insurance, for example, is

slightly negative, not enough that the actuaries are

concerned; but pretty nuch in balance over its traditional

long-range funding basis, the income balances the outgo.

In the HI fund that is quite different. The HI fund

is quite badly underfunded on a long-term basis; but on a

short-term basis, you are correct that, for the next several

(ears, the income to these funds is projected to exceed the

)utgo.

Senator Durenberger. it isn't just the next several

rears, is it? It is a long time after I am off this committee

-hat the Medicare trust fund, even by current projections,

reaches the point where you have to even consider a payroll

,ax increase.

I mean, when I got here, we were talking about 1987; and
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we have made a lot of changes in the Medicare system. Today,

we are talking about 2000 or 2001.

I just want to know why--and maybe I should address

this to the proponents--why do we have to raise the payroll

tax in 1987, given the condition of the trust fund?

Mr. Humphreys. I don't have the current trustees'

report. Last yearns trustees' report showed that the.

HI fund began to have outgo exceeding income in 1995, which

is about eight years,

The Chairman. Are there futther comments?

Senator Mitchell. Yes.

The Chairman. Senator Mitchell?

Senator Mitchell. Just following up on Senator

Durenberger's line of inquiry, in which I think he made

some excellent points, I would merely want to clarify the

use of the phrase "raising the payroll tax and affecting

the workers of America.'

It is my understanding that the change will affect only

:hose persons who, in 1988, have incomes in excess of

$45,000 a year.

The Chairman. That is correct.

Mr. Wilkins. That is correct.

The Chairman. That is right.

Senator Mitchell. It is my recollection from the tax

eform debate of last year that of the approximately 100
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million tax returns filed in the country, that only five

percent of them report incomes in excess of $50,000 a year.

Randy, do you have a recollection on that?

Mr. Weiss. With respect to this particular proposal,

it appears that perhaps it is closer to eight percent.

Senator Mitchell. That is what I was going to say.

Mr. Weiss. Yes.

Senator Mitchell. If it is five percent of households

or tax-paying entities reporting incomes in excess of

$50,000, you can estimate that it would be about seven or

eight percent which have incomes in excess of $45,000.

So, the bottom 92 percent of income earners in our

society would not be affected by this; and I think they are

already paying the full amount. Their entire income is

already subject to the tax.

Senator Durenberger. George, would you yield on that

point? You are probably correct. The figure is eight

million taxpayers or something like that. I wonder if staff

can describe for us, since this is a tax on earned income,

the.nature of the taxpayers who will bessubject to this tax

compared to a lot of other taxpayers in the so-called high

income brackets who will not be subject to it?

The reality is that there is a whole lot of wage income

in here for people at $46,000--the two-worker families and

all that sort of thing--struggling to keep ahead in Portland,
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1 Maine and places like that.

2 Senator Mitchell. Right.

3 Senator Durenberger. On whom this will fall more heavily

4 than it is going to fall on somebody who makes $1 million a

5 year in unearned income.

6 Senator Mitchell. Excuse me. No, I just wanted to-

7 respond. There is no doubt that there is an overlap in

8 income categories, and the example you cite surely does

9 exist; but I think that we can agree that, on balance, if

lo you take the highest eight percent income earners in American

11 society in one category and everybody else in the 92 percent

12 category, most of the people who would classify themselves

13 -- to use the Senator's phrase--as American workers fall in

14 the bottom 92 percent of income earners and not in the top

5 |eight percent of income earners.

16 The Chairman. Let me get into another point on that,

17 Senator; and I think that Senator Durenberger made a

18 misstatement, if I understood him. When you get to the

19 two-earner families and you have two of them that are earning

20 $44,000 apiece, there would be no increase for either one.

21 Isntt that correct?

22 Mr. Wilkins. That is correct.

23 The Chairman. So, if you had a family there making

24 $88,000 a year, there would be no increase.

25 Senator Mitchell. Which makes the point. I think you
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made some good points about this, and it is a matter that

troubles many of us, having a proposed increase in this tax.

But I think the only point that should be clarified is

that this affects only the top eight percent of income

earners in our society. It does not affect 92 percent of

all taxpayers.

The Chairman. Yes, Senator?

Senator Moynihan. Mr. Chairman, just one word. The

condition of any one of the three funds may be, for example,

what HI might be; but if we are to understand the overall

condition of Social Security in terms of the accumulation

of the three funds, we can kick those percentage points

around as we wish.

I~n fact, in spite of that, the world's greatest

bankruptcy--as Mr. Stockman predicted--did not take place

on October 1, 1981, nor will it ever do that.

The Chairman. I would like to get on to the spending

side as soon as we can finish this.

Senator Durenbegger. Yes. Just a final comment, and

this more contributes to the record because I don't want

to be close-minded on this subject. I admire what you all

have been able to accomplish in a relatively short period

of time, but this opens up an area --

The Chairman. Senator, you ought to. There is a big

piece of you in this.,
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1 Senator Durenberger. Thank you very much.

2 (Laughter)

3 Senator Durenberger. I feel myself being twisted.

4 Senator Bradley. Conflicted, did you say, or twisted?

5 Senator Durenberger. And I don't have an alternative

6 to offer you here, but it seems to me that one of the good

7 things that we have been talking about is income relating

8 this Medicare benefit; and that is reflected in the work

9 that the chairman of this committee did on catastrophic.

10 But you are not accomplishing that by taking the can

11 1Joff on the pay inside because not everybody consumes the I
12 same amount of hospital benefits; but there is only so

13 much that anybody consumes.

14 And I think the purpose of having put this cap on the

15 payroll tax, on the Medicare side in the. beginning, was to

16 reflect the fact that you should only have to pay for what

17 you get.

18 In effect, you are making a major policy change in the

19 theory of taxation for Medicare when you take off the cap,

20 and I trust that you have given some thought to that.

21 The Chairman. Thank you. The Senator has well stated

22 his position. Are there any further comments on the tax

23 side of this?

24 Mr. Gould. Mr. Chairman?

25 The Chairman. Yes?
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Mr., Gould. Before you wrap this up, there are two

clarifications or clerical changes that have been brought

to our attention, one by Senator Worth and another by

Senator Childs.

The Chairman. Yes.

Mr. Gould. They would merely change the descriptions

of a couple transition rules that were in the Tax Reform Act.

One merely changes a date that said the day of a city council

meeting from December 9 to December 13; and another one

changes a date of a public hearing from November 14 to

November 13; And they are clearly technical corrections.

The Chairman. Any objections?

(No response)

The Chairman. If not, they are adopted.

If there are no further comments on the tax side, let's

get a presentation on the spending side.

Mr. Wilkins. Mr. Chairman, at this point, maybe it is

appropriate to ask generally for staff drafting authority

to make the provisions operate smoothly and to bring any

provisions into compliance with the Budget Act on the floor.

The Chairman. Is there any objection to that?

(No response)

The Chairman. If not, it is authorized.

I would say to the members here that I think we are

going to finish up rather quickly because both sides of the
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aisle have had the spending cut projections for quite son

time and have been heavily involved in it. And the staffs

have been heavily involved in it.

Senator Packwood. I might add that I think we understand

this side pretty well, I believe from our side. I don't

think there are any comments or questions about'it.;, I am

going to vote "no," on the bill, Mr.iChairman, butI hope

you can get it out before your quorum disappears.

Senator Bradley. Mr. Chairman, I think everyone has

real-familiarity with what is on the spending side.

The Chairman. Good. Senator Riegle?

Senator Riegle. Why is it necessary to go through an

explanation? "Why not just accept it?

The Chairman. All right, That is fine. I am ready

to vote it out then, if you are.

Senator Chafee. Mr. Chairman?

The Chairman. Yes?

Senator Chafee. Mr. Chairman, I have a couple of

questions, We don't need to go through it.

The Chairman. All right.

Senator Chafee.. I must say you folks are much more

:amiliar with it than we are.

The Chairman. I must say to you, Senator, you have had

:his one for a long time; and the staffs have been working

together on both sides of the aisle, but go ahead.
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Senator Chafee. On the hospital reimbursement, the

package would only give the hospitals a one percent increase

next year, and that is really very, very difficult for the

hospitals in my State. I know nothing about other States.

I know there is a variation that is in there for

so-called rural hospitals, but the situation we have is

that we really are approaching a situation where one.of

our major hospitals may close. They are losing an awful

lot of money; now, I don't want to say they may close, but

they are just losing an awful lot of money because they have

a high occupancy rate and a very high Medicare population,

much higher than the national statistics, because our State

has the second highest elderly population of any State in

the. country.

What I would suggest is that those hospitals which are

in States which have more than 50 percent--are the Medicare

people here, the experts?

'Mr. Wilkins. Anne Weiss from our staff is here, and

Ed Mihalski from the minority staff, and Marina Weiss is on

:he way.

Senator Chafee.. All right. Those States which have

more than 50 percent of the reimbursement for Medicare and

where a hospital has more than 50 percent Medicare

:eimbursement--in other words, you have the two-gate process

--that those hospitals could go up to the two percent. We are
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really in a very, very difficult situation. We have been

doing this and going right along.

You know, every year we hit the providers, and that is

fine; it seems to work out all right, but now we are coming

to the fellow who every day fed his horse one less straw of

hay,. and he just got it down to zero when.the-horse died;.-

and we are close to doing that here,. I.think.-

I wonder if it would be possible for them to take a look

into that suggestion and possibly do something about it?

The Chairman. Senator, we looked at many gradations

of it, and we had many questions about regional changes;

and what you have seen is one concensus that was achieved

after visiting with your staff and all staffs of the members

of this committee over a substantial period of time.

Go ahead; you have some comment on it?

Ms. Weiss. Senator Chaffe, we did request the

Administration to look for us at how many States and how

mqany hospitals that proposal would involve. I think the

Administration spokesmen are on their way, and I don't

know if they have been able to get that information; but

our first step to have a sense of how many hospitals and

hlow many States that would affect, partly so that we could

ask CBO to assess the budget implications of it.

Senator Chafee. I am just very worried about it.

The Chairman. I understand the concern, and I have some
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of the same problems. I think we will obviously have some

differences with the House, and we can bear those in mind.

I doubt that the committee is prepared to change the

formula at this point. Are there further comments?

Senator Durenberger. Mr. Chairman?

The Chairman. Yes?

Senator Durenberger. I have two other points to raise

on Medicare, if we are waiting for somebody.

Senator Chafee. Have we finished this one? Or where

does this one lie now?

Ms. Weiss. If the staff could have --

The Chairman. Let me say this, Senator. If you would

like to make a proposal we can vote on it, up or down.

Senator Chafee. The trouble is that I don't know the

revenue implications. Maybe we had better wait until the

Administration gets here.

The Chairman. All right.

Senator Durenberger. Mr. Chairman, there are two items

that I have discussed with your staff this morning. One is

an issue that comes arQund every single year, and that is

a;,provision which we usually have in reconciliation to

terminate the Secretary of HHS's authority to conduct

demonstrations involving competitive bidding for clinical

Laboratory services,

We stopped it inCOBRA. We stopped it in OBRA. It keeps
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coming back. The House has a provision for a two-year

moratorium, and I am just offering or suggesting that we

put in language in reconciliation that would terminate the

Secretary's authority; or if you are not willing to do that,

to at least adopt the two-year moratorium language that is

in the House bill.

The Chairman. Staff?

Ms. Weiss. Senator, we were made aware of that this

morning; and my understanding is that it would be included

in the package.

Senator Durenberger. All right. And the second point,

Mr. Chairman--and I thank you very much--the second point is

with regard to a. bill introduced by a number of us which

would provide for payments to certain rural hospitals,

nonprofit or public, with fewer than 10O beds $50,000 a

year grants for up to two years to provide planning money

for changing the nature of the business that they are in.

All of us are experiencing this revolution in small

hospitals where they are trying to change what they are

doing so they can stay in the communities.

The bill is cosponsored by Senator Dole, Senator

Mitchell, Senator Lugar, Senator Pryor, Senator Riegle,

Senator Danforth,-Senator Heinz, Senator Kassebaum,

Senator Hatch, and a number of others.

It doesn't have a dollar implication here, as I
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understand it, we would be merely authorizing it. It has a

$15 million authorization nation-wide. It is one of those

amazing little things that doesn't cost much money, but in

certain communities it means a tremendous amount.

And I think the dollar problem gets shifted off to the

appropriations process, rather than to us.

The Chairman., Dr. Weiss, if you would comment?

Dr. Weiss. Yes, Mr. Chairman. We could include in

the package an authorization for expenditure of those funds,

and it would not have a dollar implication insofar as your

package is concerned. Those would have to be appropriated

dollars..

The Chairman-.- Is there objection? Comments?

(No response)

The Chairman. If not, we will adopt it then. All right.

Senator Durenberger. Thank you, Mr. Chairman.

The Chairman. Senator Mitchell?

Senator Mitchell. Mr. Chairman, I just wanted to make

4 comment on one aspect of the package. Earlier this year,

I joined with Senator Bradley in introducing the Medicare

iome Health Services. Improvement Act of 1987, and I am

pleased that most of the provisions of that bill have been

included in this package.

I am disappointed that the provision which would recognize

occupational therapy as the fourth skilled service, which

Moffitt Reporting Associates

(301) 350-2223

I

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25



67

would qualify beneficiaries for the home health benefit,

was not included.

It is my understanding that CBO in its preliminary

indication was that the cost of such a provision would be

substantial; and for that reason, it was not included in

the package.

I ask that CBO be directed to continue research on

this issue to determine the extent of utilization and

increase in cost in delivering occupational therapy services

at home so that this committee may-have an opportunity to

reveew and hopefully include such a.,provision at a later

time.

I have requested that CBO be directed to continue

research on the issue which I raised, Mlr. Chairman, so that

we can have perhaps a more precise.estimate and be able to

reconsider it at a later time.

The Chairman, I assume there is no objection to that.

(No. response).-

Senator Mitchell. Thank you.

The Chairman. We will-accept that. Yes, Senator
I;

?ryor?

Senator Pryor.. Mr. Chairman, thank you. This is a

staff request, Mr. Chairman, and this would relate to Item

-0--.I guess it would be page 10--under Outpatient Radiology.

It has come to my attention that the HCFA figures being
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1 used to compute the payments under Medicare for the

2 outpatient services are somewhat outdated, and it would be

3 my request that it be called to HCFA's attention and also

4 to request a more updated or more.recent figures.

5 The Chairman. All right.

6 Senator Pryor. I thank the chairman.

7 Dr. Weiss. That could be included in the report

.8 language. Is that what you would'prefer?

9 The Chairman. Please. If there is no objection, that

10 will be done. Are there further comments?

11 Senator Chafee. Mr. Chairman?

12 The Chairman. Yes?

13 Senator Chafee. I have a question. It seems to me

14 that in here there is a preference created for State

15 organizations to do peer review. Is that intentional, and

16 i's that going to restrict it to State organizations doing

17 peer review?

18 Dr, Weiss. I assume, Senator Chafee, you are referring

19 tQ the proyision regarding reopening of contracts in the

20 event that there is an in-State bid?

21 Senator Chafee.: That is right.

22 Dr. Weiss. All right. That was an effort to arrive

23 at a compromise that would be acceptable to several members

24 of the committee who have'interests in seeing to it that State

25 organizations bidding have an opportunity to compete for the
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contract.

Senator Chafee. But it gives them a preference, doesn't

it?

Dr. Weiss. No, there is no preference. All that it

does is that it opens up the opportunity for the contract

to be rebid.

Senator Chafee. But wouldn't they normally have, a right

to bid? What does it do? It changes something.

Dr. Weiss. Just a moment, please.

(Pause)

Senator Nitchell. l4ay X address that?

Senator Chafee. Yes.

The Chairman. Senator Mitchell?

Senator Mitchell. It is intended to address a situation

where an out-of-State'organization gets the contract; you have

peer review in another State,

Senator'Chafee. Right.

Senator Mitchell. That is precisely the situation now

where, 4 'Rhode Island organization conducts the peer review

Ln Maine. It is -A good setup.

(Laughter)

Senator Chafee. And so what?

SenatorNMi~tche-ll. So, all this says is that if an

)ut-of-State contract is in place, and the contract expires,

.nstead of being automatically renewed if there is an in-State
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organization that wants the bid they have the right to bid

on it. It doesn't permit HCFA to just constantly

automatically renew these contracts.

And I personally think it is an outrageous circumstance,

where the HCFA denies the opportunity for a physician-based

organization within the State to have the opportunity to

participate in peer review and gets someone else to do it.

That would be tantamount to having someone from Indiana

conduct peer feview in West Virginia, and I don't know how

the Rhode Island people like the situation in reverse; but I

can tell you that the physicians and others in Maine don't

like it one bits

Senator Chafee. All you are saying is they have a

chance to bid.

Senator Mitchell. That is right.

Senator Chafee. I dontt want to contradict you, but

could I juest ask Mr., Mihalski a question on that? It just

Lets the others get into the bidding process?

Mr. Ilihalski 'Reading the explanation, sir, it says

that the. Secretary wji1 be required to give additional weight -

:o selecting a PRO t6 the in7State organization, which would

Lndicate to me that there is --

Senator Chafee. That is even better than I thought it

was,

(-Laughter)
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Senator Chafee. Your explanation fell a little short.

The Chairman. Are there other comments?

Senator Chafee. I don't like the provision. Note that.

The Chairman. Are there other comments?

(No response)

The Chairman. Let me say then that- 1 think we are

prepared to report the bill out.

Senator Heinz. Ma. Chairman, I don't want to discourage

you, but I have a couple of things I would like to bring up,

if I may.

The Chairman. All right.

Senator Heinz. And I don't wish to detain my colleagues.

The first has to do with the nursing home quality

provisions in which Senator Mitchell has played such a

leading role and which this legislation reflects a good

deal of his and my bill, S. 1100.

Mr. Chairman, one thing that the bill does that I think

we could improve upon, which has no cost, although I haven't

had a chance to discuss this with Senator Mitchell, is that

the intermediate sanctions proposed in this legislation and

there is a list; and then States are given an option to

choose as many or basically none of the intermediate

sanctions that they want.

We know that it is sometimes pretty difficult to get

States to adopt these intermediate sanctions because of the
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political pressures against them. That is what the General

Accounting Office documented for us all too recently in

their study.

And I would like to propose that we, in effect, by

contract specifically authorize the States to utilize all

of the listed intermediate sanctions so that those

authorities are not made available to them, as I guess we

originally proposed.

The Chairman. Can I have staff comment on that?

Frankly, I am trying not to lose my quorum and get this

bill reported out.

Dr. Weiss. Yes, Pr. Chairman. The Mitchell bill allows

the States to choose fromj a variety of intermediate sanctions.

We are looking for you right now to tell you what those

sanctions might be.

(Pause)

Dr. Weiss. Under the Mitchell bill, the States would

be required to impose three types of sanctions: directed

plans of correction, the appointment of receivers, and one

or more of the sanctions specified in this next list: civil

finds, on-site monitoring by an agency responsible for

conducting the certification surveys, withholding or reducing

amounts otherwise payable to a facility, and any other

sanction designated by the Secretary.

As I understand your proposal, Senator Heinz, that would
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be to mandate?

Senator Heinz. That is right. To mandate the

availability of each of those sanctions. Obviously, it

would be up to each State to decide whether in a particular

case they would want to use any.of them.

Dr. Weiss. So, the issue here then is one relating

to whether you would prefer 1~to-retain.Stat- flexibility or

a mandatory system, or a mandatory..set of sanctions?-

Senator Heinz. That may be right, but it ought to be

clear that States are not compelled to use any of the

sanctions, but we wQuld make them available to the States

so that they would not have to legislate them.

Senator Mitchell. :MDr. Chairman,. may I.. inquire. of .Senator

Heinz?

The Chairman. Yes.

Senator Mitchell.- zIs.ithy.our.intention 'to offer an

Amendment so this is something we may debate, or is it just

something you are discussing?

Senator Heinz. No, I am offering an amendment.

Senator Mitchell. Oh, all right. Mr. Chairman, may I

respond?

The Chairman. Yes, please.

Senator Mitchell. Reluctantly, I oppose the amendment,

and I urge the members of the committee not to accept it.

I have worked veFy closely with Senator Heinz, who has
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been an outstanding leader in this particular field and in

others. I am sorry I was not aware that this was going to

come up until just now, but the bill that I introduced--and

much of which is included in the pending legislation--is a

very carefully balanced compromise involving all interests

and is an effort to move forward with some substantial..

areas of reform.

Senator Heinz has contributed greatly to that effort,

and I understand the point he is making.

My bill gives State legislators the list of sanction

options to choose. from, and I think that, if we start now

changing the provisions, I am concerned that we would upset

the balance that this legislation seeks to achieve.

Therefore, I would hope that the amendment would not

be accepted; but we are going to be at this process for

quite a-while, and I would hope that I could discuss it

gurther with Senator Heinz and perhaps at some later time

try to reAch some understanding.

Senator Heinz, Mr. Chairman, if the Senator will yield,

I would be pleased tp not insist on the amendment right now.

It worked out pre.tty well on prescription drugs, I think; but

this is a reconciliation bill, and we may be. precluded from

offering an amendment to it on the:<'floor.

Senator Mitchell. -Right. Senator Packwood, in his

opening remarks earlier laid out what he expected to occur,
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which was a presidential veto and a failure to override, and

then we would be back At this process again.

Senator Heinz. I didn't necessarily subscribe to

Senator Packwood's scenario.

Senator Mitchell. And I am not agreeing or disagreeing..

I think what certainly is possible that may occur, and'--.

Senator Packwood. I am sure of-theveto.

Senator Mitchell. Yes.

Senator Packwood. I think I am sure of.the override,

but I wouldn't swear to it.

Senator Mitchell. I think we all acknowledge that that

is at least possible--some would say likely--and I can't

assure that. But all I am saying is that, for now, I would

feel constrained to oppose the amendment; but having had good

experience 'with Senatog. Heinz and many others, I would be

happy to discuss this at another time.

Senator Heinz. Mr, Chairman, I won't insist on pressing

it to a vote because I hope we can work something out, but I

think this is. something we Qught to do,

ir. Chairman, I'.would like the staff to comment, if they

would, on two proposals; one involving the Medicare home

iealth and the other invplving nursing home denial reforms.

Qne involves physician review of home health care claims

denied on the basiks of medical necessity and appeal to fiscal

Intermediaries, and the second that a simple, just plain
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English notice of beneficiary coverage and appeal rights

for home health and nursing home care be given to patients

by appropriate providers when care is sought and by FIs

when care is denied.

The first question: Are you familiar with my proposals?

Dr. Weiss, Yes.-

Senator Heinz. Second; Have we got a reliable cost.

estimate as yet? I am advised that CBO now says that there

would be no cost counted toward the budget target. I want

to be sure that as correct.

Dr. Weiss. With respect to physician review, we were

told this morninq that theicost would be in the neighborhood

of $5 million.

Senator Heinz. A physician review would be $5 million?

Do. WIeiss. That was the estimate we were given this

wopning9. Yes,.

Senator Heinz. And as to the beneficiary notice

provision,?

Dr. Weiss. From the committee ts perspective, it would

be a zero because 'it.is' an appropriated amount of money.

Senator Heinz. Qn the beneficiary notice provision?

Dr. Weiss. Yes, sir.

Senator Heinz. Is that true as well of the physician

review?

Dr. Weiss. I captt answer that question right now,
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Senator Heinz.

Senator Heinz. I am advised that it is an administrative

cost, subject to appropriations action, and therefore would

not be counted toward the budget target. Is that correct?

Dr. Weiss. CBO says that is correct.

Senator Heinz. Mr. Chairman,. I would"urge that we adopt

both of these-.. They will not cost or be scored against us

and the Appropriations Committee will ultimately decide

whether this is funded, as I understand it.

And I think we all are familiar with the problem we have

with the denials of homes health care by people who don't

know what they are doing because they are well meaning

people but they are not medically qualified to look over

the shoulder of a doctor.

I think Senator MitchelV's admonition that he wouldn't

want someone from Indi~ana making judgments about Maine--boy,

do we have that in spades right now--on the review of home

health care reimbursement where the FIs are concerned. They

are second .guess-i~ng doctors using those 4-85 forms, and

it is a mess. So, Iwould hope we could do this.

Senator MJitchell. Mr. Chairman?

The, Chairnian. Senator Mitchell?

Senator Mitchell. I am sorry I was6ccupied while

Senator Heinz was making his statement. If you are going

to go on to other things, could I have a few minutes to talk
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with him so I can find out what it is he is proposing and

then be able to express a view on it?

The Chairman. Yes.

Senator Mitchell. Or are you near the finish?

The Chairman. I am near the finish. While they are

talking, why don't you go ahead, Senator Boren?.

Senator Boren. Mr. Chairman, this is a proposal. on

the spending side which has no cost--I think, in fact, a

small saving to the Federal Government--and I will explain

it if I can.

There are five or six States which provide optional

income benefits--SSI benefits--to people in their States

who are over the income line. In other words, they are not

people who are mandqtoi-ly covered under the Federal program.

In some States--five or six--have just decided it is

their own option to proVide additional benefits to them.

HCFA has- now- come in with a proposed regulation that would

say that those States-mon that part that is just optional,

that is being funded by the State funds--that they have to

also apply the income disregard to the first $20.00 of

LncQme to those people in order to make more eligible for

what is strictly an optional program.

And I see no reason to do that. In fact, if these

States end up with State funds that we are costing here,

Žt is going to end up with Oklahoma, for example, needing
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$9 million to do that. What is going to happen is that a

lot of those optional State programs will simply be ended,

and the Federal Government in the long run will have to

pick up more people probably, ultimately, in their own

Medicaid program,

So, I would like to propose-that affected-States that

have these purely optional SSI payments to individuals

whose income exceeds the Federal SSI standard will be

allowed to determine Medicaid eligibility for these

individuals receiving only optional State assistance without

using the Federal disregard standard in determining-this.

The only purpose I can possibly see as to why HCFA

is going to do this is just for some reason of purity of

standardization.

I think it is really a hardship on these States, and

it is just going to discourage States from going ahead with

these Qptton'l programps.

It has no cost, as I'can see, 4nd maybe a very slight

saying down the road to the Federal GQvernment. It saves

the States money, but not the Federal Government.

Senator Matsunaja. Will staff comment on this?

Dr. Weiss. Yes, Mr. Chairman. Senator Boren, we have

some confusion here with, espect to the Congressional Budget

9ff ice not being clear on precisely what it was that they

were supposed to be costing.
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Senator Boren. Yes.

Dr. Weiss. So, while I believe you have or your staff

has an estimate that it wodld either save or have no cost

associated with it, we have Don Muse looking at it right

now again to be sure.

Senator Boren. Right. As I say, we are only. affecting

State money. We are not affecting any Federal money. So,

there is no potential way it could possibly cost the Federal

Government any money.

It would be a matter of whether or not it is going to

save the Federal Government money down the road, as I think

they will; but we are talking about State money in an

optional State spending program.

Dr. Weiss. Dr. Muse evidently has a couple of questions

he needs to ask you for clarification so that he can make

that'determination.

Dr. Muse.' Sir, the way the Federal Government is

inyolyd sin this at All and why HCFA has some jurisdiction

is that if a State chooses to have a supplementary program

and a person under that program gets a check, they are

eligible for Mledicaid; and Medicaid is a federally matched

program..

Senator Boien. Yes.

Dr. Muse. As I understand your amendment, in your State

i somebody walks in who is, $20.00 over the limit, the State
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can choose not to disregard the $20.00.

Senator Boren. No, it is the opposite. Yes, that is

right. The State can choose not to disregard it.

Dr. Muse. Therefore making the person eligible?

Senator Boren. No,rit is the opposite. This will

cause more people to be eligible under what I am proposing.

In other words, if we are forced to disregard--and right now

we do not disregard--but if we are forced to disregard, we

will make More people eligible.

That will cost both the State governments more and the

Federal Government more.

Dr. Muse. Yes, sir. That is the way I originally

understood it.

Senator Boren. That is correct.

Dr. Muse. That would save some amount of money in the

States with such programs.

Senator Boren. It would save the States some money, and

in theory would save the Federal Government some money

because it would make fewer people eligible. Since it is

an optional system, it seems strange the Federal Government

would be wanting us to apply an income disregard to make

more people eligible for State funds and Federal funds than

otherwise would be. eligible.

So, MIr. Chairman, I would like to move adoption of the

amendment if there is no objection to it. It simply would
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leave it as it is now, with the States not being mandated

to apply the Federal disregard.

Senator Matsunaga. The chairman indicated before he

left that he had no objections to it. Any objections to

the proposal?

(No response)

Senator Matsunaga. If not, without objection we will

adopt it.

Senator Chafee. Mr. Chairman?

the C-haiM-an-... Yes, Senatdr,:.Chafee?..

*Senator Chafee. I have an amendment which deals

with the current system of Medicaid waivers for the disabled.

Curqrently, the way it works is if a State gets a waiver for

those cases-Medicaid cases--with a physically or mentally

disAbled peprs-,n, they cpan apply ,-Iedicaid funds to home care

or to cor unity care,' rther'than just institutional care.

What -iy bill would- do, wyh.ich is supported by Senators

Mitchell, Armstrong, Bradley, and Daschle from this

committee, would say that it would change this system and

not Rzake the waiver required and would permit the State to

31royide a host of services, both in the community and at

-ome, for those who are physically and mentally disabled.

The Chairman. Do we have a cost problem on that?

Senator Chafee. We actually save some money. CBO says

we save money in the first three years.
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The Chairman. I would like the comments of staff on

the provision.

Senator Chafee. This is 1673. Go ahead.

Dr. Weiss. Yes. This measure is very controversial.

While it does have significant support in the committee,

there was some concern, particularly on the part of the

Administration, with respect to including this measure inP

the package.

The bill is opposed by groups of parents who believe

that devejLopnentally disabled children receive better care

in-larger institutions; and the Department of Health and

Human Services estixnates the cost of the bill at $800 million

in fipsce( year 1989 and $1 billion in fiscal year 1990.

Now, CBO does not concur in that estimate.

Senator Chafee, X think that is unfair. I thought the

rules we played by here ,ieree CBQ estimates; is that correct?

The Chairmnan. Yes. Qenerally, I think that is correct.

Senator Chafee. So, thus, to come up with other than

that that we cannot. rebut or dqnkt know about, I don't think

ils quite fairl but the CBQ.says it saves.

The Chairman. Are there further comments on it?

(No response)

The Chairman. I understand it is quite controversial,

this particular amendment; and I have had quite a number of

constituents who so advise me. Are there further comments
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on it?

(No response)

The Chairman. If not, the amendment is proposed. All

voting in favor make it known by saying "aye."

(Chorus of ayes)

The Chairman. Opposed?

(Chorus of noes)

The Chairman. Let me see a show of hands.

Senator Chafee. We can take a hand vote.

The Chairman. All for it make it known by saying "aye.

(,Show of hands)

The Chairman. Qpposed?

(Show of hands)

The Chairman. Did you get a count?

Mr. Wilkins. I counted four ayes, six noes.

The Chairman., All right. The amendment fails.

Senator Chafee. Mr. Chairman, could we do this?

wonder if you would be good enough to commit the committee

to having a hearing on this at some time? We have had

hearings in the past, but I would really like to have

another hearing., This is a big, important measure, I

believe.

The Chairman. Senator, I will be happy to do that. I

am not sure we will get it thjs year.. You know what we are

up against.
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1 Senator Chafee. I am not saying this calendar year.

2 The Chairman. All right.

3 Senator Bradley., r -Chairman, it is very important.

4 The Chairman. It is an important issue. I agree with

5 that. It is a highly emotional issue, particularly with

6 those parents who are personally involved.

7 All right.. Yes, l will do that..

8 We had another amendment that was frankly 
agreed to

9 last night, and that was the one on the computer, 1706.

10 Senator 1.loynihan. 1706 was agreed to.

11 The Chairman. And that was to be a part of this.

12 Would staff have any comment on that?

13 Senator Moynihan. Mr. Weil was going to do that, but

14 the arrangement on 17Q6 is that we will find the revenues,

15 plus $20 mi~llion., It is a question of date right now.

16 The Chairman. The industry willq That is right.

17 Mr., Wilkins. I just want to be sure that that is

18 worked out and that the potential Budget Act problems 
with

19 t.At; are being addressed.,

20 Senator QMoynihan. It is within three minutes of being --

21 The, mdel is being run right now. Yes.

22 The Chai~rman. Are there further comments?

23 Senator Pryor. Could I ask a question of the staff,

24 Mr. Chairman?

25 The Chairman. EYes.
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Senator Pryor. On the patient needs allowance, it is

my understanding that we have found the extra dollars--is

that correct?--to increase from $25.00 a month to $30.00

a month. Am I correct?

Dr. Weiss. Yes, that is correct, Senator Pryor.

Senator Pryor. And the last change made in that was

1974?

Dr. Weiss. That has not been increased since the program

went into effect in 1975.

Senator Pryor, And would this extra $5.00 be payable

i.n 1988? Mr. Chairman, they can answer that later. We can

talk About that later.

The Chairman. All Fight.

Dr. Weiss. That would be 1988, Senator Pryor.

.Senator Pryor. All) right. Thank you.

Senator Moynihan, 14r. Chairman, T move the arrangement

on 1706.

The Chairmgn. It is in the package, but we had to work

out saole of the details.

Mr. Gould. We have worked out some of the details on

^ proposal that would repeal Section 1706, which is the

prpposal on the provision that has caused all the furor among

:omputer programmers. It would repeal it effective the

Eirst of next year for Income tax purposes.

The revenue offset would be the imposition of a
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withholding tax on the contractors who have benefitted by

the repeal of Section 1706. That rate appears to be a 10

percent rate, but the agreement would be that that would'be

adjusted up a point or two if necessary to come within the

revenue constraints.

The Chairman. All right. Are there further comments

on it?

Senator Moynihan. I thank Mr. Gould.

Senator Mitchell. t4r. Chairman?

The Chairman. Yes?

Senator Mitchell. I was under the impression as a

result of the discussion that there would be a compromise

proposal made. What we gre hearing now is simply repeal of

the-.;provision.

Mr. Gou]d. This repeal of 1706 is only for income tax

purposes; and then, in turn, it institutes withholding so

that these computer programmers would nollonger be labeled

'*employees," which they- donut want to be labeled "employees."

Flowever, they wQuld still have income tax withholding

at a 10-11 percent rate-,-s~omething in that neighborhood--which,

of course, normally independent contractors do not have.

Senator Mitchell. Mr. Chairman, I am not going to object

just to hold up these proceedings, but I would just say that

:his is a very controversial issue. There are two very

sharply divergent points of view here; and I understood, based
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on the discussion, that there would be a compromise. I

don't regard repealing the provision as much of a compromise.

Mr. Gould. In addition, Senator Mitchell, this

proposal would not repeal the provision for blanket purposes

--like a payroll tax would continue to apply. It repeals

it for income tax purposes 1 but it arguably splits it down

the middle and then applies withholding --

Senator Mitchell. But it places taxpayers in one

category for income tax purposes and in another category

for other types of taxes?

Mr. Gould. That is right.

Senator Mitchell. I won't object on the grounds that

I know you want to get this thing 4oing, but I don't agree

with this. And if this matter comes up again, I think we

ought to revisit it and discuss it.

The Chairman. Yes. I assume it will be coming up in

:he conference. All right. Can we have a vote then?

Senator Moynihan. I move the amendment.

The Chairmnan. All right.

Senator 'Mitchell. Mr. Chairman, I would just like to

;ay that I have had a chance to discuss with Senator Heinz

iis two amendments.

The Chairman., Let me get his. He has moved on his now.

Senator fitchell. Oh, I am sorry.

The Chairman. All in favor of the amendment as stated
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make it known by saying "aye."

(Chorus of ayes)

The Chairman. Opposed?

Senator Mitchell. No.

The Chairman. Carried. All right. Now, let me hear

what you and Senator Heinz have been able to work out.

Senator Mitchell. Mr. Chairman, I have had a chance. to

discuss with Senator Heinz, and I'believe the amendments

have merit. I am advised that CBO has an estimate that is

$5 million and that, since it is a Medicare administrative

cost subject to appropriations action, it would not be

counted.

I think that both the amendments have merit. I

understand the Administr tion is opposedhowever. That

should be known by anybody.whQ votes on it, if they have

to vote. I am prepared to accept and support the amendments

that the Senator has offered.

The Chairman. Are there objections on the committee to

the amendment?

CNo response)

The Chairman. If not, if you will move the amendment,

Senator?

Senator Heinz. Mr. Chairman, I move the amendment.

The Chairman. Ye:s, sir. All in favor of the amendment

is stated make it known by saying "aye."
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(Chorus of ayes)

The Chairman. Opposed?

(No response)

Senator Heinz. Mr. Chairman, I want to thank Senator

Bradley and Senator Mitchell most specifically for their

help.

Senator Bradley. Mr. Chairman?

The Chairman. Yes?

Senator Bradley. If I could, on page 18, it is simply

to give the staff the latitude to describe the publication

of home health care policies properly. I think the staff

understands the problem on page 18, and it simply would mean

rewriting-,.-when the Federal Register publication would be.

The Chairman, Is there objection? Does staff have any?

(No response)

The Chairman. If not, it will be approved-:'

Senator Chafee. Mr. Chairman, if you are going to vote,

I would like to make a very brief statement, if I might.

The Chairman. All right.

Senator Chafee. First of all, I do want to thank you

for including some measures in here that I have been deeply

concerned with, and I appreciate that.

Second, I think there are a lot of flaws in this bill.

I think when we keep on a telephone tax but not a cigarette

:ax, it is not right. I think extending the Medicare tax
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to higher brackets but no Medicare tax on people who are

going to use the service, such as State and local employees,

I think is unfortunate.

And I must say I think this has been rather an unhappy

experience. There have been statements that we have the

opportunity to be included, to contribute; but I personally

have not felt that way, but I am not.going to beat that.

There are.many things that I have long believed in that

are included in this. So, I am going to vote for this

package, but that doesn't mean I am necessarily going to

vote for it on the floor.

I want to see what the other committees, whether there

are savings in the other committees, how these proceeds that

result in additional revenues are going to be used.

So, therefore, while I am voting for this today--that

?ackage--.that doesn't mean that I will necessarily vote for

Et when we are finished, that is on the floor.

The Chairman. All right. Thank you, Senator.

With that, we will move the bill; and we will put it

:o a roll call.

The-Clerk. Mr. Matsunaga?

Senator Matsunaga. Aye.

The Clerk. Mr. Moynihan?

Senator Moynihan. Aye.

The Clerk. Mr. Baucus?
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Senator Baucus. Aye.

The Clerk. Mr. Boren?

Senator Boren. Aye.

The Clerk. Mr. Bradley?

Senator Bradley. Aye.

The Clerk. Mr. Mitchell?

Senator Mitchell. Aye.-

The Clerk. Mr. Pryor?

Senator Pryor. Aye.

The Clerk. Mr. Riegle?

Senator Riegle. Aye.

The Clerk. Mr. Rockefeller?

Senator Rockefeller. Aye.

The Clerk. Mr. Daschle?

Senator Daschle. Aye.

The Clerk. -Mr. Packwood?

Senator Packwood. No.

The Clerk. Mr. Dole?

Senator Packwood. No, by proxy.

The Clerk. Mr., Roth?

Senator. Packwood. No, by proxy.

The Clerk. Mr, Danforth?

Senator Packwood. No, by proxy.

The Clerk. Mr. Chafee?

Senator Chafee. Aye.
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The Clerk. Mr. Heinz?

Senator Heinz. Aye.

The Clerk. Mr. Wallop?

Senator Packwood. No, by proxy.

The Clerk. Mr. Durenberger?

Senator Packwood. No, by proxy. ,.*.' - ** '

The Clerk. Mr. Armstrong!

Senator Packwood. No, by proxy.

The Clerk. Mr. Chairman?

The Chairman. Aye.

And I must say I am just delighted. We have you out

for lunch, and we have met the schedule and fulfilled our

obligations. Thank you.

(Applause)

(Whereupon, at 12:58 p.m., the meeting was adjourned.)
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