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EXECUTIVE SESSION ON THE MARK-UP OF THE BUDGET DEFICIT

- REDUCTION PROPOSALS

THURSDAY, MARCH 8, 1984
U.S. Senate

The Comﬁittee on Finance
Washington, D.C.

The committee'met, pursuant to recess, at 11:20 a.m. in
room SD-215, Dirkseﬁ Senate Office Building, Senator Robert
J. Dole (ehairman) presiding.

Present: Senaters Dole, Roth, Danforth, Chafee,-Heinz,
Durenberger, Armstrong, Symms, Grassley, Long, Bentsen,
Matsunaga; Moynihan, Boren, Bradley, Mitehell and Pryor.

Also preseht: Mr. John Chapoton, Assistant Secretary for
Tax Policy, Department of the Treasdry; Mr. Ronald Pearlman,'
Deputy Assistant Secretary for Tax Poiicy, Department of the
Treasury.

Aiso present: Rederick DeArment, Esquire; Michael Stern,
Esquire; David Hardee( Esquire; Mr. Richard Belas; Mr. Randy
Weiss; Mr. Richard Gordon; Mr. David Brockway; Mr. James

Wetzler; and Mr. Harry Graham.
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The Chairman. First of all, we have a little agenda
here. I am not certain we will follow it in that order.
Senator Heinz. If'we did, it would be the first time.
we did anything in order.
- The Chairman. Well; that's not a requirement, is it?
(Laughter)
The Chairman. As long aé we take your amendment, you
don't care; do you? |
(Laughter)
Senator Heinz. I care that we have a good bill,
Mr; Chairman, and I think you do; too.
The Chairman. Well; your amendments make it better.
Senator Heinz. I've got 16 mofe.
The Chairman. Well, we had better have aﬁ agenda.
vThere was a question on agriculture cooperativés, and
I understand that has now been resolved to the satisfaction
of the Administration and those -- I guess; Cargili ahd
the National Council‘of Cooperatives. Is that correct?
Mr. Chapoton. .Yes, sir, that is correct. We are
happy with it, and I understand they are.
The Cﬁairmah. Could we just state briefly, for the
record; what that wbuld do? 1It's in FSC.. | |
Mr. Chapoton. Yes. Let Mr. Pearlman review that.
Also in the FSC, Mr. éhairman, while he is getting the
materials, I want to clarify that the effective date would
Moffitt Reporting Associates |
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3
be January 1, 1985. The draft we sent up last year would
have been effective this year, but the budget calls for
January 1; 1985. And we will need somé drafting authority
on a couple of technical changes.

The Chairman. I think theré is no objeCtign to the
dréfting authority; és long as you don't change what we
agreed on.foo much. |

Mr. Chapotonf All right.

Mr; Pearlman. Mr. Chairman; a rule has been devised,
with the cooperation of the cooperatives, that is intended'
to afford FSC benefits on a parity with other busiﬁésses
that e#port abroad. The basic apprbach is to try to
identify the portion of the cOoperatives'_taxable income,
which is eligible for FSC treatment. ‘So; it'creafes a piece
of their income that is eligible. |

I &m not sure whether Mr;AChapdton had mentioned it or
not, but there afe séme technical amendments that apparently
the staff is agreeable to.

The Chairman. All righﬁ. Well, if that has been worked
out to eQéryoné's satisfaction, I know of no objection to
the amendment.

Senator Durenberéer; Mr. Chairmén, may I jﬁsf téké the
time, since a lot of this lands in my State, one way or the
other, to compliment‘YOu and tb-compliment the staff and
Treasury for working out this problem? And also for the
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4

help that evefybody was on tﬁe small business concerns that
are in thié FSC bill as weli. I think that was very
appropﬁiaté.

The Chairmén. Now, if we Qiil move to No. 6 rather than
No. 1. |

Senator Mitchell?

Senator Mitéhell. I have a brief guestion regarding

the legislative history; I wonder if I could address a

question to Treasury on this?

According to some of the companies involved, under the

DSC rules; the way of computing foreign content and

.determining_eligibility for DSC benefits causes problems for

some electronic companies. . They urge that the legislative
hiétory of the FSC provisiohs make clear that in computing
foreign content for FSC purposes ohly the true net foreign
content of any product be taken into accoﬁnt, rather than some
l;rgér amounf.

Do you see any problems with making this clear in the-
legislative.history?

Mr. Pearlman. Senator, we are aware of that request,
and I think that we have two questions: Number one, what
the revehue impact of that is; and we.are>looking at that'
now; so I can't really respond on that point; the other
thing is; we-want to make sure that that change is not going
to have an adverse effect on the creation of U.S. jobs, by
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5
encouraging manufacturers to send property abroad for part
of its manufacturing and then bring the property béck in.
Aﬁd until we can react to those two questions, that's about
all I can tell you at this point.

Senatbr Mitchell. Well; I share your concern about the
American jbbs;'obviously. Could I ask, then, that before
we get to the point oflcompleting ac;ion on this, that you
let me know? | |

Mr. Pearlman. Certainly.

Senator Mitchell. You can work with my staff and thén
let me know what the prcgress is?

Mr..Pearlman. Yeé.

lSenatof Mitchell. Thank you very mﬁch.

Thank you; Mr. Chairmén.

The Chairman. It is suggested that we accept the
Heinz amendment. Is that estimate on revenue‘sﬁill solid?

_ Mr. Gordon. Yes, Mr. Chairman.

The Chairman.A Fine. Then there is no need t§ disturb
that. |

I have Mike handing Qut a package. I don't know how
many amendments are in that package.

Mr.‘DeArment. Thirty-three.

" The Chairman. I might say to the members that what we
have is a package of 33 miscelléneous, non-controversial,
very little revenue involved amendments that many of the-
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Members have brought to our attention.
These amendments have been cleared'by Treasury, by the

Joint Committee, by the Republican and Democratic staff, and

. I would hope we wouldn't have to go through each one of

these and spend a great deal of time.
Different Members have an interest in some, they are.:
on both sides of.the’aisle;iand I would hope that we might'

give Members a chance to run through the packége-quickly.

If they have questions on any of them, they could be raised;’

if not; we can just-adopt those amendments.

Senator Long. Why.don't you just read them by title?

The Chairman. All right.r

‘Buck orbDaVe, do you want,to just go down them by title?.

Mr. Brockway. Item No. 1 Qould be a two-year
moratoriﬁm on fringe benefit regulations. Item No. 2 would
be extension -- |

The Chairman. If there is no objection, the two-year
mofatorium on non-statﬁtdry - |

Senator Heinz. Just one gquestion, Mr. Chairman. Are
we extending that freeze to faculty housing as well?

The Chairman. Yes.

Senator Heiﬁz. A slight expansion.

The Chairman. Right, a slight expansion;

Senator Heinz. I have no objection.

The Chairman. All right.
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1 ' Mr. Brockway. Item No. 2 is the suspension of the

- 2 1976 Act rule dealing with net operating losses, giving

3 further time to come up with a proposal in that afea, that

4 the committee is working_dn.

5 Senator Durenbérger. Mr. Chairman, on No. 1, I am

8 informed fhat Senator.Symms has an intefést and probably an

f . amendment.,

8 The Chairman. ers; he has aAQhole amendmegt.

9 Senator Moynihan. Mr. Chairhﬁn; I am sorry to be

10 - academic;Abut, on the'nonsfatutory fringe benefits, it says

11 ."The.freeze woﬁld apply to faculty housing where the

12 professor pays the cost of the housihg.“ Thefe are usually

,5 very few professors and there are é great many faculty who
ﬁi) 14 do not have the rank of "pfofessof." Does that meaﬁ someone

15 who teaches?

6 . Mr. DeArmenf. That is correct, Senétbr. Any faculty

17 member will.

18 The Chairman. All right. Any objection to No. 2?

19 (No response)

20 The Chairman. If not, it will be approved.

21 And No. 32

22 Mr. Belas. This is an extension of the employee

23 educational assistance exclusion, without a doilar cap.

24 Senator Danforth, Mr., Chairman, this is a VEBA issue,
’ 26 isn't it?
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Mr. Brockway. It's a type of benefit that can be
provided through VEBA; but it does not have to be.

Senator Danforth. But isn't the issue that we were

discussing yesterday with respect to VEBAs the issue raised

in this Greensboro Pathology Associates case?

Mr, Belas. That is correct.‘ The extension of the
proviéion also would include a‘rest:ictién that would not
aliow -- for instance} the type of a situation where
children of the employees would be able to have a reServe
set up for thém; even though they are not going tp gb to
college for seven or ten.years. |

The Chairmaﬁ. Do you want to péss this one?

Senator Danforth. Let's pass it.

The Chairman. No. 4?

Mr. Brockway. The next item..deals with the disallowance

of income tax deductions for demolishing hiétoric
structures, and it would also provide that deductions for
demolishing any structure would be capiﬁalized.

The Chairman. You piék up 5 million, right?

Mr. Brockway. That ié corréct.

The Chairman. If there is no objectidn.

No. 5?

Mr. Brockway. No. 5 is the deduction for architectural

and transportation barrier removal. It would increase the
exclusion from 25 to 35; and extend it through 1985.
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The Chairman. Right. I might say that's a matter that
I have an interest in, That was in the.law. It expired;
and this would expand it to 35,000. I know of no objection.
It's a matter I worked on years ago with Senator Mondale.
The way he's running; hé may need this.

(Laughter) |

The Chairman. Without objectiqn.

No. 6? |

Mr. Brockway. No. 6 is the repérting of State tax
refunds. Tﬁis would allow the reporting of State tax refundéi
to be done at the time:the refund is made.

Thé revenue estimate on this, I should note, is high.
We will revise it down. This is on the earlier data they
have. |

The Chairman. If this is the amendment qf Senator
Baucus and Senator McClure, I think the revenue estimates
were actually lower.

Mr. Brockway. Yes, they will come in lower that this.

The Chairman. Without objection.

Nq. 72

Mr. Brockway. This corrects a technical error ip the
1975 Act dealing with percentage depletion. It would provide
that secondary and tertiary depletion -- there is a typo on
the write-up -- that the percentage depletion of secondary
and tertiary after 1983 would get 15 percent rather than
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drafting before we put it in concrete.

10
having it repealed. It would also apply that the anti-
transfer rules would apply to property transferred after
September of 1975.

The Chairman. There is no question about it, it was
an error in the Tax Redu;tion Act of 1975. There is no
revenue effect.

Mr. Brockway; That is correct. I£ simply puts it
wheré it was'intended.

The Chairman. It is a matter that I and Senator Boren
presented to the'committee.

Without objectioﬁ.

No.-8?

Mr. Brockway. This would allow the State tax installment
paymént’prcvision to appiy‘tc certain situations where there
is a holaing company for active business stock, and it would
also ailow -- well, that is the provision. 'I'm sorry. It's
a $22_milli§n loss.

Senator Danforth. 4Mr. Chairman, on this issue, this
is my amgndment. I understand that there have been some
drafting probiems at least on the House side, the House
version of this amendment. I hope that we would approve it,

but with the possibility that I could'take a look at the

Senator Durenberger. Mr. Chairman, I am informed
Senator Symms has a similar problem and would like to be able
Moffitt Reporting Associates
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to look at it

The Chairman. On. No. 82

Senator Durenberger. Yes.

The Chairman. All right. 1If there is no objection,
we will apércve it; but let;srmake certain that those who.
have an intérest -— Senator Symms; Senator Danforth, and
there'may'bevofhers -- have a chance to review the language.
And if the revenue estimates change, then we will bring it
back to the committee.

Mr. Brockway. No. 9 is a modificatioﬂ discussed in the
committee béfbre, dealing with the percent of the walls
that have to be retained when there is a rehabilitation of
a historic building.

The Chairman. .Makiﬁg it more liberai? Is it a
liberalization?

Mr. Brockway. Very slightly, but it deals with
situations‘where -

The Chairman. 1Is tbat going to exacerbate the problem
Senator Bentsen mentioned? |

Mr. Chapoton. I think the problem Senator Bentsen
mentioned is -- this is the standard."Thé prcblem he has
mentioned is whether you can greatly enlarge or have a
substantially new structure qualify‘for the credit.

As we reéd the rules yesterday, I think that is not

allowed under the rules. And we are still.trying to work
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with Senator Bentsen's staff, trying to get the facts on the

case that he saw.

will

But we don't have a tightening recommendation now.

The Chairman. All right. Then, without objection, we
agree to Nd. 9.

No. 10? This was passed before.

Mr. Brockway. That is correct.

The Chairman. And it was dropped in conference --

exemption from aviation excise tax for certain helicopters

who just fly out to Riggs; as I understand it.

Mr. Brockway. Yes.
The Chairman., With no objection.
No. 11?2

Mr. Brockway. This would change the effective date on

the multi-employer pension plan, an amendment to the Act so

that

as I

it would ndt be retroactive, the liability.

The Chairman. This is an ameﬁdment of Senator Danforth,
recall.

Senator Chafee. I am interested, also.

The Chairman. Without objection.

No. 12?2

" Mr. Brockway. The next amendment deals with a relief in

one instance where there is a rollover for pension plan

distributions transferred into an IRA..

The Chairman. I don't know whose amendment it is.
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Mr. Brockway. I believe it is --

Mr. DeArment. The rollover of IRAs?

The Chaifman. Yes.

Mr. DeArment. That is Senator Helm's.

Senator Grassley. I hope that is my amendment. If it
isn‘t; then I ﬁad something in this area. If it doesn't
cover what I was concerned about, I would like to make sure

that is included. From the description of it, it sounds

.juSt exactly what I wanted to accomplish.

' The Chairman. Well, unless theré is an objection, we
will approve this; then we will take care of youfs.
Senator érassley, Well, I hope this includes it.
The Chairman. Is there any revenue effect?
Mr. Brockway. It is negligible.
The Chairman. All right.

Senator Bentsen. Let me interrupt just a minute. I

"want to get clear again; because I was trying to talk to

someone else at the same time. I did not hear Secretary
Chapoton's comments as to whatvwe were going to be doing to
stop the abuse on the rehabilitation of historic structures,
where they build'somgthing outSidg the structure. I want
to be sure that is féally blocked, and that that kind éf a
ripoff is stbpped.

| Mr. Chapoton. Senator, in response to your inquiry
Yesterday; we looked at thevstatute and the regulations
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1 which are now in draft form, and it would be clearly stopped.
r 2 You cannot enlarge the existing structure and get the
O |

3 credit for it.

4 éenator Bentsen. I would like to see -the draft of the
5 | regulations. Would you have those prcvided to my staff?

6 Mr. Chapoton. Yes;.sir. It might be more helpful if
7 we just stated in a letter to yog; specifically, on thié

8 point what it would provide. And if you think it needs to

9 be further tiéhtened, we certainly would look at it.

10 Sehator Bentsen. This obviously doesn't take cére of

1" it.

12 Mr. Chapoton. This liberaliies it j#st a bit. .This

13 will make a change -- it is a slight liberaiiéation.' We
(:) 14 didn't have problems with this change.

15~ Senator Bentsen. I will look forward to your letter.

16 Mr. Chapoton. All right.

17 The Chairman. i hopé that if we neea tO'do.anything;

18 we can do it by statute, to tighten it up.

19 Mr. Chapoton. Weil, if there is any doubt about it,

20 we certainly will support a tightening.

21 The Chairman. All right.

22 Nd. 13 .-- is that Senator Mitchell's amendment?

23 Mr. Belas. No.‘ I believe this is an amendment that

24 Senator Packwood is interested in. It just ciears up a
1y _ 25 technical error in the Social Security area.
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The Chairman. No revenue-effect?

Mr, Belas. No, there is not. It is a technical
correctién.

The Chairman. I think I am correct, just so we don't
have to ask each time, Treasury; the Joint;Committge, ;nd |
our own staff have reviewed all of these amendments, and
they are not objectionable. Is that‘correct?

Mr. Chapéton. Yes.'

Mr. DeArment; That's correct. We sat down on
Saturday and went through all of these, and they alsd have
minor revenue effects.

.Thé Chaifman. All right.

-No.>14?

Mr. BrockWay.' No. 14 makes my technical corrections
in the treatment of regulated investment companies. The
principal one here>is that it clarifies how the gompuﬁafion
of Treasury bills is held by the regulétéd investment
¢ompanies.

The Chairman. All right, without objection it will be

’agreed to.

No. 152 This istenator Moynihan's, I think.

Mr. Brockway. This is Senator Moynihan's amendmen t
aealing with cooperative housing aésociations, allowing,
essentially, corporations to be'tenant.shareholders, and

certain other changes.
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The Chairman. Without objection, that will be
app:oved.

'No. 16?

Mr. Brockway. No. 16 allows U.S. civilian government
Vpersonnel_killed overseas to not be sﬁbject to tax during
the yeér they are killed or the-prior year. It treats
it the same way as --

The Chairman. I don't think there is any objec;ion,
but.as.I understand it we have a time problem. Would there

be any objection to agreéing to it as part of the package

"but also reporting it out separately? We are getting near

the April 15 aeadline.

Mr..Brdckway. Yes. This has also passed the House in
a separate. vehicle.

The Chairman. Right.

Mr. DéArment. That's H.k. 4206 that we would report
out separately. | |

The Chairman. Right. Hopefully we could keep it clean
and just pass that without anybody trying to load it up.

Is there any objection to just reporting it out

separately?

{No response)
The Chairnan. All right.
No. 17? |
Mr. Brockway. This deals with a situation where
befitt Reporting Associates
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a handicapped taxpayer waon a contest for a home, and this
would abate the penalties for six months on -

The Chaiiman. Oh. This is the child that Senator
Metzenbaum and Chairman Rostenkowski called to our attention.

No. 18?2 |

Mr. Brockway. This would allbw; in two estates, ‘allow
the payment of estate taxes with a contribution of pfopérty
to the Government rather than_paymént of the tax.

The Chairman. All right.

No. 19§

Seﬁator Chafee. Does it require special legislatidn
to do that? |

Mr. Brockway. Yes, it’would'requireAspecial

legislation.'

The Chairman. I think No. 19 is Senator Mitcheil's.

I know of no objection; we have done that in the past, and

I assume we will .continue tobdo it on a two-year basis.

No; 202,

Mr. Brockway. It would make a technical correction to
the Superfund legislation, to make surevthat light ha;bor
carbons uséd in the pfoduction of‘motor fuels and fertilizer
are -not doubly téxed. | |

Senator Bradley. Mr. Chairman, I object to this.

The Chairman. All fight.

We will sét it aside. If somebody wants to press ‘it, we
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will have to vote on it.

Mr. Brockway. No. 21 deals. with coordination of the

Sub-part F rules of the foreign personal holding company

rules., This is a provision that was raised by Senator
Bradley. |

The Chairman. Without objection.

No. 22?2

Mr. Brockway. No. 22; changes in the effective date

' for the distribution of qualified plans. It allows a delay

until January 1, 1986. It is a provision that I think
Senatof-Bentsen is interested in.

The Chairman. Without objection.

No. 23?

Mr. Bfockway. No. 23 deals with unemployment
compensation received by taxpayers after unemployment was
subject to tax. But it was with respect to a year before

we taxed unemplpymént; so we will just make sure that these

~ taxpayers weren't taxed on that unémploYment.

The Chairman., Without objection.

On No. 24, I might say to the non-farm State Senatbrs,
it is something that we need to dq to make cretain farhers
don't get socked ali in one year, because they get a PIC
péyment. We did it last year, and they_éxtended the ﬁIC
program. |

Wés it pick-up money in 1986?
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Mr. Brockwgy. What you have is a wash. That's right.
You lose in 1984 and 1985, and you pick up in 1986. It's
just a rollover.

The Chairman. Without objection.

No. 25?

Mr. Brockway. This allows the duck stamps to -- a fee
to be éhargéd for the duck stamps; and the funds will go
into the Migratory Wildlife Fund.

I don't believe there will be any significant increase;
but I think it is $4 ﬁiliioﬁ a year's worth.tﬁat'we are
estimating.

The Chairman. All right} without objéction.

"No. 26?

Mr. Brockway. No. 26 is a technical amendment to_the._
marital deduction and>the gift and dstate tax, and it will
allow a usdfruct interest to be treated as qualified income
interest for the marital deduction.

And we understand that the revenue on this item is
negligible.

The Chairman. I don't know what that word means,
but -- whatever,

‘(Laughter)

Sena tor Moynihan, Usufruét means a lifetime ability
to use a certain property, doesn't it?

Mr. Chapoton. You raised the question of usufruct?
Moffiet Reportiﬁg Assocliates
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The Chairman. Whatever it is, yes.

Mr. chapoton. That is the equivalent of a trust under
common law.

The Chairman. It is a whaﬁ?

Mr. Chapoton. ﬁQuivalent of a trust Under_éommon l;w.

Senator Moynihan. .I thought it was abolished by the-~
Mégna Cafta; but I guess not.

(Laughter) = - S - S

Mr. Chapoton. WelL; it is é Lousiana lawf' Senator
Long can tell you about it.

Senator Long. I think Louisiana law is about the 6nly
oné that uses the wordr"usufruct;“ but we have thé uSufrﬁét
and we also have the naked ownership. The_"usufrdct" refers
to the income from the properfy; and the "néked ownership"
refers tovthe~fact that if you have the naked ownership but
not the usufruct, you own it but you just‘don'ﬁ»get anything
out of it. The'person with tﬁe usufruct is the one that
gets the income.

The Chairman. Without objeétion, whatever-it-is will
be agreed to.

(Laughter)

The Chairman. No. 27? We proﬁised on the Senate
floor, if you recall, and I think Senator Bradley is}familiar
with it, that we would take care of No. 27, on portability
for AT&T empioyees. Is that correct?
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Mr. Belas. That's right.

All it does is allow certain employees who were
employees of AT&T's operating companies, which are just
divisions, subsidiaries, to contiﬁue to kéep their pension
even thougﬁ they may become employees of now4separate
éompanies, the same operating companies.

The Chairman. Without objection.

No. 282

Mr. Weiss.' No. 28 involves an amendment on the cheragé
of congressional employees unde#vthe Social Security System
and provides that if a congreésidnal employée elects out of
the Civil.Service»Systém; then that person will be covered
under the Social Security System.

Mr. DeArment. This is an item that this éommittee has
previously approved, but_wé just didn't put it on any
particular vehicle.

The Chairman. What is the effective date?

Mr. DeArment. I think it is January 1, 1984.

The Chairman. All right. Let's hear a little more
about tﬁis; because our staff may ask you about it.

Senator Heinz. Mr. Chairmaﬁ, I have'oﬁe question about
it. | |

The Chairman. Randy?

Mr. Weiss. Mr. Chairman, under the Social Security
amendments, the provision.for mandatory coverage for new

Moffitt Reporting Associates
2849 Lafora Court

Vienna, Virginia 22180
(703) 573-9198




10

11

12

13

14

18

16

17

18

19

21

22

23

24

25

22

Federal employees included a provision that said that, in the
case of a Legislative Branch employee who was covered under
the Civil Servide System in December of 1983, that they

would be in effect permanently exempted from Social Security
coverage.-'What that allowed was such an individual to be
covered under Civil Service in Deéember 1983, then in

January 1984 go off the payroll;‘or whatever had to be done
to get out-of the Civil Service System; so that as of |
January or Febfuary of 1984Athat individual-could be out of
both the Civil Service and the Social Security Systems, .. ..-
because of the way that was drafted.

So what this would do, it would say that if'sqch an
individual did,opt»out of Qivil Serviée, then the individual
would mandatorily be coVered under Social Secutity; So,
either one system or the other would cover'them.

The Chairman. . I think wé alsc addressed letters to our
colleagues in December to point that out} because it seemed
to us tha£ ifthathappened on a large scale, it would give
the reform efforts a rather black eye.

Senator Heinz. Mr. Chairman, I have no quarrel with the
policy thrust of what we are tryiﬁg to do; I jgst want to
bé éure that if a congressional employee goes off the
payroli for one or two months, as many congressional
employees do in campaign years -- to go and work in a

campaign they cease being congressional employees =-= that
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that is not going to cause them to give up their benefits,
any benefits.that they had prior to December 31, 1983.

Mr. Weis. Civil Service benefits?

Senator Heinz. Yes.

Mr. Weiss. Yes; I believe that that would not be
the casé. | | |

Mr. DeArment. That is pre;isely-the intention here.
They can go off for a full year to work‘on a‘campaign and
come back.

Senator Heinz. And they will not be precluded from

rejoining on the same status they had?

Mr. DeArment. That is correct, as long as they doh‘t.
use that as a device to go off and pull their money out
of the Civil Service Retiremeﬁt‘System,

Senator Heinz. But if Senator Bradley is running this
year, and if he has to take a member of his staff off for
four months, that Qill ﬁot render them ineligible under the
0ld rules for a continuation system?

Mr. Weiss. That is correct.

Senator Heinz. All right. Thank you.

The Chairman. Senator Bentsen? |

Senator Bentsen. If I could ask a question of
Mr. Hardee on No. 22: It has'been brought to my attentién
that the Kentucky Legislature will not be back in session
until 1986. I wonder if that date could not be, instead of
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January lst, 1986, be December 31st of 1986. That would
provide time for the Kentucky Legislatufe.

Mr. Hardee. Yes. We would need to move the date to
December 31; 1986; if we are going to take care of
Kentucky. Their State Legislature is getting ready to go
out of session; it will not be b;ck in until aftef -- until
1986. So wé would need to extend that.

The Chairman. I have no 6bjection-£o that. It that
all right with Treasury? Does the Joint Committee see any
problem with that? That is one'State, is that right?

Mr. Brockway. No problem. |

Senator Bentsen. Yes. That is my understénding;l

The Chairman. Then, without objection, 28 will be
approved. We will go to No. 29.

Mr. Brockway. No. 29 is the provision that Senator
Grassley is interested in; and that would treat taxéble
alimony received du:ing the year.as combensation for IRA
purposes rather than being subject to the conditions and
limitations of present law.

Mr. Chapoton. Mr. Chairman; if I could interrupt; we
didn't put this in this spread sheet; becguse I didn't
mention it. This is one of the proposals in the
Adminiétration's budget. Another proposal is the Spousal
IRA that we may or may not get to later.

But a related problem has been that; in the current-law
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spouse, that if the spouse does earn $100 during the year,
then thé Spousal Ira is limited to the $100 rather than
going to the full $250; which is just sort of a technical --
it seems to mé to be a very technical’mistake.

I would hope that maybe we édUld correct that in
connectidn with-this; in the event we don't get to this
larger Spousal IRA.

| The Cﬁéirmanf Is there any objection to tﬁat?
Senator Chafee. Well; Mr. Chairman, I have reservations

on this item. It seems to me that it leads us straight into

 the Spousal IRA situation,

The Chairman. All right. Let's set it aside for now.

No. 307? | |

Mr. Brockway. No. 30 déals with tax-exempt property
for daycare ceﬁters; if the daycare centers provide day care

to help parents work; and if it is provided to the general

public, it would be a tax-exempt organization,

The Chairman. Without objection, No. 30 will be
agreed to.

No. 312

Mr. Brockway. ﬁo. 31 would maké permanent the Tribal
Indian Tax Status Act, which would essentially permit
tribal.:organizations to Be.treated as State Governments for
purposes of the Code, but-without authority to issue
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industrial development bonds.

The Chairman. Without objection, it will be agreed to.

No. 32?2

Mr. Brockway. No. 32 is a modification of the
limitations on small—iseue IDBs. It wouid'provide that a
seller waste disposel facility to produce energy is not

included in capital expenditures for purposes of the

'SLO million limit.

The Chairman. Witnout objection.

The final one, No. 332

Mr. Brockway. No. 33 is to make certain technical
corrections ro the tipfreporting requirements adopted in,
last year's legislation; essentially allowing majorities
Qf employees of restaurants to demonstrate that their
average tip is-below 8 percent, to allow them to prove down
to 2 percent rarher than the present 5 percent, and to
require IRS:'to issue guidelines.in reporting of recordkeeping
requirements for tipped employees.

The Chairman. Without objection.

Senator Moynihan. Mr. Chairman, I'm sorry to go right
back to the.beginning, but --

‘The Chairman. Right.' No, I think we want to go nack
and see. -What are yeu on; No. 1?2

Sena tor Moynihan. Yes.

The Chairman. All right.
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Senator Moynihan. I just have a simple question. I
understand that this has not actually been drafted; and,
just as the word "prcfessor" applies to someone who teaches,
what does the word "cost" mean? What do you intend the
word "cost" to mean? That's where people pay rent, buﬁ is
it -- 2

Mr. Graham. Senator Moynihan, you have introduced a

bill providing that if an educational or other institution

provides housing to a faculty member at its cost, that in
that event it would not be considered taxable income to the

faculty member. And we were basically using your bill in

- this definition of "cost", sir.

Senator Moynihan. Thank you very much, sir.
Senator Danforth. .Mr. Chairman, No. 3 is all right.
Senator Symms. Mr. Chairman?

The Chairman. Let's go ahead and approve No. 3, and

- then we will come back to No. 1. I think Senator Symms had

a question on No. 1.
‘ ‘Senator Symms?

Senator Symms. Well, we will go back to No. 1. I still
have a propositibn-I want to bring on that, but we can do
it later. |

The Chairman. Yes. I don't think you have any
objection to this, but I think you have a broade; proposal.

Senator Symms. I have a broader proposal that I would
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at least like to have the committee iook at.

The Chairmén. Right.

As I understand} thefe are a couple of these that have
been asked to be set aside. I think Senator Bradley had
one, and Senator Chafee.

‘Senator Chafee. FMr. Chairman,_couldvI ask about one
more?

The Chairman. -Sure.

Senator Chafee; Mr. Chairman, on 16 -- income tax
exemption for miliarf and éivilian personnél ~- 1is that for
their government salariés;'no tax? Or for any.income they
might have from any source that there would be no tax? And,
in effect; it would be for two years, wouldn't it? Because
it says, "For the year preceding the,year in which the
injury was received. 1Is it two years?

Mr. Chapoton. That is cqrxect; The thought is that
these are cases where é returﬁ will not haQe been filed or
may not h;ve been filed. It is just a forgiveness, similar
to the military killed in action rule that is in current
law. This broadens it. But it doesn't apply where war had
not been declared. So this covers a broader range of people.

Senator Chafee. I suppose we ought to make them the

'same, but you are saying a military personnel -- you say

"U.S. Armed Services personnel” here.
Mr. Chapoton. But the problem under existing law is,
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if it's in a war,,wheré you have a nondeclareq combat, they
were not covered.

Senator Chéfee. Is‘the'current law -- this would make
the law similar as "under war"?

Mr. Chapoton. Let me verify that. As I understand,
that'is the intent of it.

Senator Cbafee. "My only problem, Mr. Chairmaﬁ -- I can
see doing it with the military or the government income,
but.any incomexéeems té'he to be'going é little far.

The Chairman.v'Well, it is a‘$5 millioﬁ annual loss.

Senator Chafee.. Yes. I am sdrprised it is-not‘more
than that.

Thé Chairman. I>don't imagine many,offthese servicemen
have much income.

Senator Chafee. Well, I don't want to hold things up.
Maybe we can éo on, and he can take a look and give us the
infbrﬁation.

The.Chairman. Well, this is one they would like to get

reported out separately, because we've got a time problem on

 April 15th.

Senator Chafee. Weli, all right._ I won't object.

Mr. Chapoton. Senator, current law gives this same
benefit if the death occurs to a military person in a combat
zone. And this broadens it beyond that.

Senator Chafee. All right.
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Now, Mr. Chairman, I had a reservation on No. 29 that
I indicated, and that's all right.

The Chairman. All right. No. 29, then, will be
agreed to.

What does that leave that Qe have objéections to? I
think jdst thé‘one; ;he Superfund?

Senator Boren. Mr. Chairman, I certainly want to bring
that up and bring it to a vote; if we need to have a vote
on~it. I feel very stréngly abou£ it.

The Chairman. Cén't you just ask your neighbor?

Senator Boreh. Well;.I don't know tﬁat w;_can.

The point is, really; I think it is necessary to keeé
faith with what was said at the time that the Superfund

Bill was passed. It was never intended that those portions

‘that were part of the stream in the production of gasoline

would be included in it. 1In fact, the revenue adjustments,

‘the estimates at the time clearly omitted that, and there

‘'was a collogquoy on therfloor by yourself and Senator Long,

and also remarks by Congressman Uhlman immediately following
passage of the Shperfund that it was not intended to include
the contents of gasoline. We tax gasoline under other

provisions.

Really, it has been very unclear. Treasury just has not

finally resolved this by regulation, and that is the reason I

thought we should go ahead and do it by statute. I think they]
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have had some doubt as to whether they have authoriﬁy. I
don't think they disagree with the intent of the law, but.
I think they have trouble as to whether or not they have
authority to handle this by requlation.

The very 1aréé, most modern refineries now take these
chemicals out of the-barrei ifself; but in some of these
smaller independent refineriés you still have them as
additives. But they all finallyAénd up producing gasoline.
It just seems to me it should be clarified. |

Mr. Cﬁ;poton. Yes. 'Senator Boren, we have ¢§ncluded

that the law was intended as you stated, and not only'that,

but the revenue estimates were made on the basis as you

state. We carried those revenue numbers, and if the laQ
were otherwise, it effects dramatically the burden of the
tax between industries.

We have looked at it.} We asked for comments ét the
regulation hearing. The regulations were publiéhéd imposing
-the tax, as you know, on the chemicals in gasoliné. And
-frankly, that was done without our specific knowledge,
because it was a "category-l" regulation, which didn't
require me to sign off on it.

When we saw it and reexamined it, the point was made by
the Internal Revenue Service and by my staff that we did not

have authorify to correct it. And that is what we
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asked for in the regulation hea;ing, if we did.

The::Chairman. Senator Bradley?

Senator Bradley.: Mr. Chairman; about 10 minutes ago Qas
the first time I saw this list.and saw this provision on the
list. Based upon what I see} it seems to me that the
Superﬁund Tax is on certain feedstock chemicals, ;nd'the fact
that they are in a strain of production of gasoline seems to
me, unleés there was something specific in the statute, to
be not the point, énd that it should be taxed just as any
other feedstodk chemicai that was determined to be toxié.v

I understand that it is a bufden on small refiners; but
so are toxic wastes. And it seems to me that there are not
enough revenue in the Superfund now to take care of the

clean-up of toxic wastes, and that if we are going to let -

that revenue erode further, we are just not going to have

the money to do the job.

This is, égain; a reaction based upon having been
provided this with.lO minutes -- 10 minutes ago.

The Chairman. Well; I think what we might do, let's
not vote on it now, Dave. iet's give Senator Bradley.until
Tuesday.

~Would that be enough time to look at it and study iﬁ?

Senator B;adléy. Sure, I mean; we are having a
Superfund reaufhorization cohing up in the next what --
month?
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The Chairman. As I indicated earlier; these are what we

felt were noncontroversial, where everybody was onboard; but

That doesn't ﬁean they can't be objected to.

Mr, Chapoton. Senator, I would just add, it doesn't

affect the total amount going to the Superfund. There is a

ceiling on the amount going to the Supeffund. The question'
is, who pays it?

Senator Boren. Mr. Chairman, I am a strong supporter
of the Superfund; but at the time the bill wés passed,
there were long negotiations.about hbw those-burdens would

be shared within the industry; compared to who was

contributing to the toxic waste problem. And it was

clearly the intent, because you had a $4-500 million
difference in revenue éstimates;_it clearly was not

intended. You and Senator Long spelled that out in a

 colloquoy on the floor.

All T ém saying is, 1 tﬁink it is rathef unfair to come
back in at'this point. If we want to reogen the whole
Superfund, put a lot more money in it, and faifly decide how
that burden should be shared, that's one thing. But I don't
think it was ever intended this way, and I am just trying
to clarify the intent-of the law. |

Mr. Hardee. Senator Dole, Senator Baucus also has a
concern about copper, lead, and zinc compounds used, and he
will be bringing that up when he gets back.
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Senator Bradley. Here we go. You know, we are going
to have copper, lead; and zinc; small refiners. We've
-eroded the law.

. The Chairman. Well; I'il have to see what I said.

Senétor Bradley. By the way, this colloquoy that you
had occurred after the law passed.. So, I mean, it's not
exactly a colloqﬁoy that everyoné kneﬁ wﬁat the situation
was prior to the law passing; it was a colloquoy after ﬁhe'
laQ passed.

The Chairman. Yes; but I don't remember having it at
all. | |

(Laughter)

The Chairman. But I must have.

Well; in fairness to anybody who wants to_hold something

4 ovér; we will do that. But if there are other things that

‘people want to raise; we will do,that‘ih the next group.

Yes? |

Senatér Grassley. Mr, Chairman, I want to raise
something new.

The Chairman. 'Doﬁ‘t raise it too high. .

Senator Grassley. Well; no cost.

The Chairman. Oh;‘gocd. That's good.

Sena tor Grassley. This deals Qith the penalty for
estimated tax. I want to give the Commissioner of the

Internal Revenue the authority to abate the penalty for

Moffitt Reporting Associates
2849 Lafora Court
Vienna, Virginia 22180
(703) 573-9198




10
1
12
13
14

15

16 |

17
18
19
20
21
22
23
24

25

35
reasonable cause. And the purpose of this is that, you
know, people who aren't in the business don't know about the
legal necessities of filing estimated tax and doing it on
time,.and_then they waké up after they get a notification
from the IRS that they are subject to a heavy'penalty.

I have discussed this with the Coﬁmissionex over -a
period of a year and a half, and he sees nothing wrong
with it,'aithough’I understand Treasury doesn't like it,
that it givés thém the right to waive that penalty.

Now, it is parﬁicularly a serious problem for older
people. But in my 1e§islétion I am not just covering older
people; I'm covering everybody.

The Chairman. He doesn't have that authority now?

Senator Grassley. No.

The Chairmén. Is Treasury oppbsed to it?

Mr. Chapoton. We were concerned that if it just had
a reasénable standard test, that you wouid have arguments
for evading this penalty all the time.

What we were suggesting, and I think what the House
adopted, was to say that the penalty could be evaded if it
would be inequitable to imposé the pgnalty on estimated tax.

The Chairman. Well; you don't have any quarrel with
that, do you?

Senator Grassley. Just a minute.

The Chaifman.{ We have a case in our State that I think
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Senator Kassenbaum has introduced a bill.

Senatdr Heinz. As a matter of fact; Mg. Chairman, that
is legislation that Senator Kassenbaum and I introduced, and
it was legislation that we'had meant to incorporate in
TEFRA in 1982. It was an oversight. I thought that we had
the bill in. Naﬁcy Kassenbaum realized that we hadn't,
and she quite correctly rehabilitated that legislation.

So-I hope we can do what Senator Gréssley wants. If we
can't, I'hope'We could do what Senator Kassenbaum Wants.

The Chai;man. Weli; I think everybody is in agreement.
If it is not equitable; you wouldn't want to abaﬁé the
penalty, would you?

Senatof Graséley. No, but.except ﬁot being a lawyer;

I am not sure that I understand the difference.

Mr, Chapoton. I think the difference is a little higher

' standard. If a reasonable cause is the standard, then it

is asserted any time the pénalty is asserted. ‘And thefe
ought to be a Little highér standard. We are probably
picking pins here, but a little higher standard than just a
general reasonable cause. o

The Chairman. I don't think the world is going tovcome
to an eﬁd either way, iﬁ it? |

Senator Grassley. Well, what are you going td do in the
case of older peoéle that don't have penalty notice, then?
How would you react to thét, as an example -- genior
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citizens? A senior citizen who has not had a pensién
notice, as an example? |

Mf. Chapoton. Well, I don't know. T would hope, if he
had no notice and no knowledge of it, I think it would be
inequitable to impose the penalty. I would also think he
would have reasonable cause férvabating the penalty.

The Chairman. Well, let’s agree to it.

Mr. Chapotqn. The Joint Comhittee is pointing dut, and
I think this is a good'poin;; Senator, that we want to make
sure that the action -- tﬁe p;oblem has been here that the
Commissioner has had absolutely no authority to'abéte'the
penalty, and he wanﬁs that aqthority. We don't want to be
put in a position where that action_is reviewable'by courts,
because we will,theh have this going on for a‘lohg'tiﬁe}

So that would be the main reason.

fhé Chairman. We are.going to have a break here after
a while. Let's letVSenatorAGrassley and Treasury work it
out, and unless there is-some objection we will égree to it.
on that basis.

All right, now, I wonder if we might then move to --

Senator Durenberger. Mr. Chairman, before we leave the
package, can I raise a éuestion about No. 7? It is reféfred'
to as "a technical error regarding the tax treatment of
secondary and tertiary production."”

" The Chairman. It is a technical error.
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Senator Durenberger. Well, it may be a technical
error:; but wﬁen the technical error is corrected, I find it
hard to believe that the revenue effect is zero.

The Chairman. I think it is continued to-get a‘certain
rate of depletion} which would have ended'because of a
mistake in the law.

Mr. DeArment. The estimate of the 1975 Act assumed that
inAl984 deplétion would go from 22 percent in one drop
straightvls{ '}Eecause of the defective drafting, it goes
from 22'to zero. But we are estimating -

Senator Durenberger. Why d;n't you just give me fhé
dollars that ére involved; that's all I want to know. I
understand that there is a technicality, bﬁt there afe some-
dollars in that. .

Mr. DeArmeht. There are no dollars involved. This is
what was éssumed was the congressional-policy.

Senator Heinz. I think wha£ Senator Durenberger is
asking is, if you didn't make the technical change --

Mr. Brockway. We can come back with daﬁa on what is
affected. The reason we carry it as a zero revenue estimate
is that, exactly as Rod said, in 1975 when percentage
depletion was phased down, that the rules providea génerally
would step down to 15 percent after 1983. Then there was an
amendment pﬁt on to keep secondary and tertiary at 22 percent

up to 1983 and drop down.
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What happened when that was drafted was that there was
a mistake, that both that percentage depletion fo# secondary
and tertiary would havé been repealed after 1983, plus,

the people could have avoided the anti-transfer rules. This

‘corrects both of those errors back to where it was, and so

that's the reason why we did it. But we can come back

- with the numbers.

Senator Durenberger. T understand that, but you are
not being responsive to the question.

Mr.‘Brockway. We will come back with the numbers.

Senator Durenﬁerger. We are here suppésed to be
reducing the deficit.

Mr. Brockwéy. We will éoae back with the dollars that -
we estimate to be affected-bi it.

Sena tor Dureqberger. Do you have an approximation?

The Chairman. Déllars of what?.

Mr. Brockway. Well, if I understand what'Senator_
Durenberger is asking; he is‘saying that it's fine that we
may be estimating that this is what was-intended, but I
belie&e what he wants to know is, suppose we don't correct
this mistake?' Wﬁat happens_to the taxpayers?

Mr. DeArment. The questibn is, what would the reQenue
estimate be o5 secondary and tértigry reccvery if you take
the depletion rate down to zero and leave it? It is 15
percent on primary recovery right now.
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The Chairman. All right. Well, let's just withhold
that until we get the figures.

What do we~havé-in the package, then, that we need to
come back to?

Mr. DeArment. Pass over that item?

The Chairman. Right.

Would_it jugt be those two?

Mr. DeArment.- Yes, those are the only two.

The Chairman. All right.

Are there-any other questions on anything in the
package?

(No response)

The Chairman. If not;VI would like to ask Bﬁck if
you could go over what you think would be a reasonable
approach in the Yreal estate area. i know you have been~
working on it, and I will say thegindustry has beeﬁ most
cooperative.

I think Treasury has some ideas that we would like to

‘at least have explained while we have a good attendance here.

Mr. Chapoton. All right.

The Chairman. I might:say, also, did you work out the‘
VEBA probleﬁ with Senator Packwood? |

Mr. Chapoton. No, we have not finished working out
that. We were going to discuss that this mofning, but I
see that Senator Packwood is not here. 1I think it wéuld be
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good if we could have alittle more time -on that.

fhe Chairman. All right. Let's go to the other.

Mr. Chapoton. All right. |

The suggestion haé been made; as I mentioned yesterday,
by Senator Bentsen and others to go to a 20-year life frbm
the l5-year life 6n real estate.

We would.suggest} instead; that you go to an 18-year
life on rea;Aestate.

>The Chairman. On both?

Mr. Chapoton. On both residential and commercial, but
keep low-income hqusing"at 15 years.

Senator Bentsen. The oﬁly correction I would like to
make is, I suggested it 26 on commercial.

Mr. Chapoton. I'm sorry; that's cbrréct. You said
20 on commercial; and you had all residential at 15. And
we would say all at 18; except low-income housing wQuld be
at 15.

And then, we would propdse_strengthening the recépture
rules in several reépects; because we think the recapture
is the problem.

The first item would be on an installment sale of
real property -- we would say that the érdinary income

portion that will eventually be recaptured could not be

deferred by election c¢f installment treatment, because part

of the problem is that the buye?; of course; will immediately
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take depreciatioﬁ on the property purchased, and we think
the recapture of prior depreciation should not be deferred
thie the buyer is again taking depreciation. So that is
the first rule.

Tn addition; we would say that in the case of
commercial resl propérty; which.now} ifistrsight line is
used there is no recapture. If acéelerated is used, there
is full 1245 recaptﬁre.T That is 100 percent recapture of
the prior depreciation.

We: would make no shangs with.respect_to the case"wﬁere
accelerated is used, but if straight line‘issused we would
suggest 1250 fesapture; that is recapture Qf the
depreciation in excess of straight line. But for making
that test, we would.assume-a 35fysar iife fqr the real
estate; so that, to the extenﬁ in'the year of sale recapture
had exceeded straight line over a 35-year life, there would
be a recapture as ordinary income on she sale, but we would
phase out that recapturevbeginﬁing in year 10. That is whst
we suggested. You could pick any year, but we suggested
starting‘in year 10 the 1250 fecapture would phase out, and
we have suggested'over a 20-year period, so that after
yearAJO there would be no recapture at all.

- The Chairman. Would'you alsoc make some adjustment
in the miniﬁum tax that Senator Moynihah was talking about?

Mr. Chapoton. We have been looking at the minimum tax
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as an independent matter. I think there is concern in the
industry, and we have some concerns ébout the_hinimum tax
as well,

We are suggesting that instead of the affect on
at-risk, that we look solely to the interest element in a
partrership, thata lésS~created in a partnership, in
Subchapter S corporétion, that is attributable to interest
come out of the partnership as investment interest, and
thét that be treated as a preferenée. So there would be
no-direct‘impact on the aﬁ-fisk rule; but to the extent the
loss is attributable to interest; it would be treated aé é

preference.

Senator Moynihan. Mr. Chairman, that went by very fast.

Did everybody hear all of that?

Mr. Chabotén. Well, I think we need to give you_that in
more detail, more slowly;.so.youAcan understand it. But
basically,Athe rule now -- let me back ﬁp -- the rule ndw
is that investment interest is basically, to the extent
your taxpayer's investment interest deduction, that 1is,
interest én debt incurred with respect to assets held for
investment, that that interest is not deductible in excess
of the taxpayer's investment income plus $l0,000.'

 But thaé rule does no;, for some reason, apply with
respect to interest incurfed in a partnership. So, if you

are in a tax-shelter partnership, there the interest
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deduction in the partnership has no special classification
when it comes out of the partnership. And we see large
interest deductions being created in ﬁax shelter partnerships,

So we are suggesting thét, if a partnership has a
loss, to the extent that loss is attributablé to interest,
then that interest come out and be a preférence item, that
that intérest be treated individually as a preference. It
would still be fully deductible.

Senator Moynihah. May i ask what prospectiye revenue
is involved?

Mr., Chépbton. Well; our preliminary estimate is that
that would be slightly over a billion dollars for this
three-year, 1985 toAl987.

Senator Bentsen. Well, that is just the one item. You
are not talking -about your totql proposal.

Mr. Chapoton. I'm sorry. That is just on the
interest element I H#ve just been describing.

Senator Bentsen. That is not your total preposal,
because when you talk about charging recapture when they
use straight line on 15 years,; and then you recapture ou@ to
the economic life of the project back to 35 years, with
some modifications, with some phase-out, you are talking
about quite a major chénge. You must be recouping a lot more
money than that.

Mr. Chapoton. I digressed to talk about the minimum
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tax element.

Coming back to the real estate spécifically, I described
the recapture rule with respect to commercial property. We
would have a similar rule with respect té héusing.

First of all, on normal housing theré'would be, as
I described, it would go to 18 year life, and recapture
would be cémputed under 1250 recapture, using a 25-yéar
life for4houéing, also witﬁ a phage-out.beginning at

year 10. So it would be a slightly less rigorous recapture

rule with respect to housing.

And then, low—income housiné Qouid have thg same
phase-out, would havebthe séme recabture rule, but would
have a faster phase—ouf, wbuld have the same phaée-ouf it
has under existing law of 1250 recapture.

Now, all told, we estimate -- and this is preliminary =--

that those real estate changes would increase receipts over

the three years of a little over §$2 billion} over ﬁhe
three yeérs period.

Senator Bentsen. As compared to what I had proposed,
my proposal would have raised ovérahl $3.5 billion, as I.
recall. |

Mr. Chapoton. I think that is correct.

The Chairman. That waé 3.4, yes.

Senator Bentsen; It was 3.4.

The Chapoton. The difference is in dropping it from
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20 to 18 years. You would reduce somg'of that.
The Chgirman. As I understand, there are still --

i don't say "negétiations" in that sense, but they are

still working with the industry. I woﬁld say‘they'have been

most fo;thcoﬁing in trying to cooperate in this effort.
Maybe by next Tuesday morning you could resolve this.
Mr. Chapoton. We have talked about these. They haye

not seen these details that I haQeijust described;

- The Chéirman.. Well, we do not want to act on it until

they have.

Senator Heinz. Mr.‘Chairman; on this subject -

The Chairman. Senator Pryor had aékéd for recognition.

Senator Heinz. Very well.

Senator bryor; Mr. Chairman, I would justliketo ask
Buck: Dé we have anything in writing, a breakdown of your
proposal?

Mr. Chapoton. Yes, we are putting together a write-up

_of it this morning. I just got this myself.

Senator Pryor. Now, Mr. Chairman, are we planning to
take a vote on this issue this morning, or hot? Are we just
going to look at it?

The Chairman. The staff and the Treasury have been
meeting with real estate people and will over the weekend.

Senator Roth. Mr. Chairman, on that point, could I

ask, for example, are those in the private sector who occupy
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their own buildings, have they been consulted with as well
as those who are -- ? |

Mr, Chapoton. Senator, there have been groups meeting
on this, I don't think we ought to represent ;hat everybody
who is interested in this has been in those meetings.

Senator'Roth. Let me just say as one Senator, and I

"may be very sympathetic to both of these proposals; talking

about the minimum -- wé already have one minimum tax.

I am very bothered‘byvthe fact that we a#e involved in a
third change since we passed it in 1981, and nine chances oﬁt
of ten we will have a further change_next year. ” |

What worries me is that we don;t move ahead without
knowing’what we are doing. And I know of no hearings that

have been held generally on this matter. Maybe these are -

‘good changed, but I am personally reluctant to move without

knowing exactiy what we are doing.

One of the things -- all we are talking about is how
much money are we recovering. That is very important, but
even ﬁore important is what kind of an impact does it have
on the economy.

Some of these changes were originally adopted with the
idea that we wére'not competitive and that we had to do-
something to modernize our plants.

S0, I think we need to have these -~ I agree with
Senator Pryor, we need to have these in writing. But I, for
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one, would like to know what kind of impact they are going
to have on the econémy generally.

I have had a lot of éeople come to me from the private
side and complain; particularly a small businessman plan.
He doesn't know what we are goiné to do next. Three
changes in three years -- rougﬁly. Ahd-I'il.bef you five»
bucks we will have another change next year; and maybe
should have; but I sort of agree with éomeﬁhing I think
Senatof Bradley Qas.saying:- If we are 96ing to have reéform, g
let's have real reform} and permanent reform. But this.
nibbling away at it just to get a buck ﬂere and a buck
there, I think‘is having a very negative impéct on the
economy. |

Mr. Chapoton. Senator; let me just state what I stated
the cher day. I am not sure whether you were here br not.

Our concern in the real estate area has been on the

: churﬁing problem.

Senator Roth. I share that concern.

Mr. Chapoton. SQ} we started out saying we want much
stricter recapture rules. The owner-occupied is not so
concerned about tougher recapture rules; but other segments

of the-industry are. They have suggested not doing recapture

~and if you want to lengthen the life; that might be a better

approach.
Senator Roth. But let me point out my original
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question, the case of occupiers. They are not involved
in churning.

Mr. Chapoton. 'That is correct. That is what I
am saying. So, they wouldn't be concerned about the
recaptufe rules.

Senator Danforth. Mr. Chairman?

-The Chairman.- Senator Danforth.

Senator Danforth. Buck; Qould you restate what your
proposals with respect to real estate would produce in
revenue? Not the alternative minimum tax part of it, but
the rest of it?

Mr.'Chapoton. The rest of it would be 2.1 billion.

- That is our preliminary estimate. And I emphasize

"preliminary."
Senator Danforth. Two-point-one billion ~--
Mr. Chapoton. Over the_three-year period.

Senator Danforth. As opposed to Senator Dole's

proposal which was 1.4; and Senator Bentsen's proposal which

was 3.57?

Mr. Chapoton. That is correct.

Senator Chafee. Amongst those pfoposals; Mr. Chapoton,v

do you have one that is 20 years for residential and
commercial?

Mr. Chapoton. Eighteen years for residential.

Senator Chafee. No. I am saying, do you have revenue
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estimates for 20:years? Now, that isn't quite Senator
Behtsen%s} because Senator Bentsen had some exemptions for
-- well, his did residential to 15.

I am saying take all commercial and all residential

‘except low-income housing to 20 years. What do you get

there for revenue? I am not asking for the answer now.

Mr. Wetzler. Weil, it's 4.5 for all property. We
would have to back out a iittle bit for low4inc§me houéing.

Senator Chafee. I see. Would that be substantially
increased by the anti-churning rules and the recapture. that
Mr. Chapoton was talking abdut?

Mr. Brockway. Not necessarily. We wouid have to run
that. - |

One effecﬁ of recapture rules is that it may cause
taxpayers to switch off of acéelerated‘deductions onto
straight iine, and vicefversé; so that, during the fifst
three-year period you could have some substantial swings.
But if you édd those on a long-term basis, that thase. rules
would pick upvmore revenue in the three-year period that
I am'lookihé-at, I'm not sure. |

Senator Chafée, All right.

But, with the 20 years for everything except for the
low-income housing, you get about 4.5 or thereabouts?

Mr. Brockway. That is correct.

Senator Chafee. Thank you.
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Senator Heinz. Mr. Chairman?

The Chairman. Senator Heinz?

Senator Heinz. -Let me ask Buck Chapoton: Euck, our
original reason for getting into this was to correct'aﬁ
abuse called "churning." How much do you believe churning,
however you define it; costs the Treasury annuélly.in tax
avoidancé?

Mr. Chapoton. Senato:; we can't give ygu a figure on
that. It is even difficult to estimate exactly how much.--
number one, you have to define "churning;" and how much is
going'on.

| We know it is a mathematical calculation, théﬁ at about
year 8 or 9 the property becomes more valuable to a newl
purchaser. |

SenatorvHeinz. Have you got any range that’you coﬁld
give us -- a high and a low?

Mr. Chapoton. The cost of chﬁrning?

Sénator ﬁeinz. Yes.

) Mr. Chapoton. Well; I don't héve it with me. We might
be able to get that for the record.
"~ Senator Heing.. Let's get that for the recdrd oh
Monday or Tuesday when we are all back here.
The Chairman. Could you also bring back -- I think if

we exempt the real estate industry from income tax or tax

at all} we save $§7 billion a year. Is that correct?
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Mr. Chapoton. If you exémpted income from real estate
and precluded all deductions from real estate, from
offsetting other incomg; there is a revenue incCrease.

The Chairman. Well; it is a pretty fat thing we are
looking at here.

Senator Heinz. Buck; one last point; I guess.

If we settle on sdmething other than the extension of
lives, I wéuld hope; Mr. Chairman; that if we adopt some
new recapturé rules; in.pgrticular;-that we will equally:
take care of the problems of low-income housing. The
recapture rules can trap them if they are not drawn
accordingly.

Thank you, Mr. Chairman.

Mr. Chapoton. Senator; could I respond to Senator
Danforth?

I said a preliminary estimate'on this proposal on
real estaﬁe generally was 2.1; it's $2.6 billion over the
three years -- 2.6.

Senator Symms. Mr., Chairman?

Now, you are going to give us the numbers, if I
understand correctly, on Tuesday on what the prepayment and
the minimum tax and how what Senator Moynihan was proposihg
relates to this. You will have those numbers? Or did you
say you can't figure out how much money in tax they
attributed to churning?
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Mr. Chapoton. We will give you some information on
dollars involved in churning. I do not have that now.

We are treating the minimum tax as an independent
analysis., |

Senatér Symms. What I am trying to get at is, what
is the impact of the prepayment and the minimum tax on the
real estate churnihg question?

Mr. Chapoton; .Well, we had not viewed the prepéyment
problem as a real estate matter. And the minimum tax, I
haven't seen it as directly relating to the churning problém,

Senator Symms.' You see, Mr. Chairman, my concern is
I was talking the other day in here about the small
businesSman whé wanﬁs to build a potato warehouse to pack
potatoes in Idaho or any Othef State. I1f we take away the
15-year present ACRS rules, we really hurt that owher-
occupantvwho wants to go in here and be an ehtrepreneur,
and go into some business.

I don't see how we get at this. Unleés you are pretty
careful; just stretching out theée years, you will still have
all the same probiems that we talked about,

Mr. Chapoton. Well, if the life on used property is
stretched out, it does-address it. But we agree with you
that we definitely want to have something in here on
recapture, because we think that is a major part of the
prdblem.
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| Senator Symms. Well, do you think recapture is more a
part of the problem, then; than the time distance?
| Mr. Chapoton. Reéapture is where we started out.

Senator Symms. SO now we are talking about 18 years,
if I heard you correctly.

Mr. Chapoton. That's correct, and that was with a
reduced recapture, because there ﬁad been a suégestion that
we go to Zd years. This was a cut-back from 20 to 18.

One of the‘problems from the committee's staﬁdpoint_ahdA

from the situation we found ourselves in: If you increase

recapture without doing anything on the lives; there is a

revenue loss during this period of time, because taxpayers
will move from straight line where there is no recapture
now to accelerééted; where there is a récapture now and
there would be under the proposal. -

Senator Symms. Well, Mr. Chairman, you know, what this
brings out to me is that we come in‘here in this committee,
we find a'problem, and Buck says hefe it'é recapture. vSo.
we end up‘here starting off -- whét we are really trying to
do is raise money, and whoever gets in the way is going tq
get hit by it.

I think Senator Roth is right on target: If we want

to reform the Tax Code; we shoﬁld start at the ground level

and reform it; or else, we should go in and cut spending so

we don't have all this pressure on the budget.
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But what we are doing here is juét nickel and diming
everybody around the country.

The Chairman. Well, we can vote-to exempt them from
tax;ithe real estate people. I don't think they want that;
they have so many éoodies in there they don't want to lose.

Senator Symms. Do we inqlude fhat guy with the produce
warehouse in:-there?

~ The Chairman., If wé vote to exempt them‘fromAtax and
offset that with deductibns, it seems to me that everybody
would like to be exempt from taxation.

- Senator Armstrong. Could we-ha&e a clarification of
that? What did that statement really mean? If you take
all of the income derived ffom real estate and e#empt it
from the income tax, and you do away with all of the

_deduc¢tions —--

Mr. Chapoton. All related deductions.

Senator Arhstrong: -- ‘that you end up with a
plus-7 billion?

Mr. Chapoton. Including interest. No, I don't waﬁt
to put a figure on it. It is a plus figure;

Senator Armstrong. I sée. Well, am I_correct in
thinking that this does not take into,aécount the fact that
many owner-used buildings on which depreciation is a proper
business expense nontheless would not show any income from

real estate because it would flow through and be business
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Mr. Chapoton. I think it would naot take that into

account,'right.

Senator Armstrong. Well; I just want to make that

point; Mr. Chairman. I never heard of this notion until

a minute ago; but it leaves the impression that the
ownership of real estate is a gigantic ripoff. And if that -
is true, then I think we ought to-know it. I would like
that to be a part of the hearing oﬁ‘this overall issue.

But obviously; a hugé proportion of the depreciation
expense in real estate is in buSiness enterprises that own
and occupy their own structures. And to leave the
impressiqn somehow that this is just a big ripoff, I think
would not 5e righﬁ; | |

Mr. Chairman, while I have the microphoné, I want to
renew my request that, if we are reaily serious about this,
that we ought to have a hearing on it. |

I regret that‘I had been splitting my'time between
meetings this mornin§ and returned to find this matter on‘the
table. I asked to be summoned back when it came up. And
in checking around at this end of the table; there is not
any certainﬁy as to exactly what is in.the package.

So, could sbmebody just state what the items are that
are under consideration?

The Chairman. The iteﬁ under consideration now is
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recessing until 10:00 Tgesday.

Senator Danforth. Could I ask one question,
Mr. Chairman?

Senator Armst;qng. Well; Mr. Chairman, did
Secretary Chapoton actually announce a'package?

The Chairman. I asked him to explain what Treasury
had been considering,Abécause we have been workign with the
real estate people over the past éeveral.days._ He just
outlined wﬁat'they were looking at. We haven't agreed on’
anything. - There is no package.

Senator Armstrong. I understand that, but could we
first have ordef, Mr. Chairman? And éecond, wihtout wanting
to discgss it or argue it, could we just ask the Secretary
to state again the elements of the package? Because I have
learned that I am not the oﬁly member of the committee that
is unaware of what the packagé is.

Mr. Chapoton. Senator, I wiil be happy to restate it
again. We want to harnd out something for you to have in
writing on what we are looking'at.

Basically the elements of the package would be to take
all real estate, commercial and residential, to 18 years,
with the exception of low-income housing, and to have --

I won't go throught the actual details becaﬁse it takes a

little time -- I did earlier -- but have recapture on

commercial real estate disposed of prior to year 30, even
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though straight line depreciation is claimed over 15 years,
and to have ~--

Senator Armstrong. Through year 30?
Mr. Chapoton. Through year 30. It would be a phase-out

so there would be no recapture if the sale occurred after

year 30, and to have similar rules -- less stringent

. recapture but also more stringent thanAexisting law -~ for

residential property.

Senator Danforth. Mr. Chéirman} could I ask Buck what
is Treasury's posiﬁion now? 1Is Treésury still Qupportivé
of the original anti-churning $1.4 billion idea; or is
Tfeasury.nbw supporting this latest idea?

Mr. Chapotbn. I don't know thatAwe have had to come
down on.éne. I think there were a lot of objections to
separating used property. We thought it was a good idea.

I think stronger recapture rules are theAbést way to
go. So( in direct résponse, if we héd'to pick one or the
other, I think we would pick this one, definitely.

The Chairman. I understand that you have worked out
the mining problem with Senator Wallop -- is that correct?

Mr. Chapoton. That is correct.

The Chairman. An agreement has been reached-with the
Treasury Department concerning the exception to the
premature accrual provision?

Mr. Chapoton. That is correct. And that rule is
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basically a current --

The Chairman. The solid waste disposal site
reclamation. Senator Bentsen;,Senator Wallop, and Senator
Heinz I think were involved in the:discussions. Has that
geen agreed to?

Mr. Chapoton. That has been agrged to.

The Chairman. All right; then; without 6bjection.

Senatér Moynihan? _ |

Senator Moynihan. Juét a very short question,
Mr. Chairman. |

-I came 'in here two weeks ago with a proposal which
éimply said that ouerbjectives in the minimum tax were
being defeated by various kiﬁds of tax avoidance.arrangements,
that this minimum tax; which asks persons -- as Senator
Long put it so nicely;Aif those peqple go to thé bank to
borrow money; they don't show them their inqome'tax return;
I mean that is not their real economic return, it's very
high. These are people with million dollar incomes paying
no income tax,

We tried to do -something about the minimum tax, and
thén it turned out this dbjéct was being defeated.

So we had something else in another proposal you:couldn't
deduct.’ |

And the alarms that made their way out of this room,
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to pay a margihal rate of taxation that Secretary's pay -
well, it just seemed to be, you know, the next thing you
know you have a Frenéh'Revolutioﬂ.

There is maore at issue here than just the mbney
involved; it is the appéaranceﬁdf the tax system.

Could I ask our distinguished -- you know hownmuch we

respect you -- would you say once again what I heard you

_say; that if all income from real estate was exempted from

tax; just begged free;‘but all deductions were disallowed,
the Treasury would make money?

The-Chapoton; The di;ect answer is yes. And I will
need to be more specific on that. I mentioned this to
Senator Dole the other day.. This is not new news -- and I
will have to be more specific on it ——_it.existed prior to
ACRS; because, when you throw interest into tﬁe picture,
there are §ery significant déductions for real éstate.

Senator Moynihan. ButAit does speak to the hature of
the Tax Code; does it not? Somehow?

Mr. Chapoton. It does speak to the nature of the
Tax Code.

Senator Moynihan. I thank you; sir.

The Chairman. 'Well; we are working on that.

Could 1 just ask one thing, if there is no objection
from the committee? S. 2062 is on the flobr;:and of course

we never got to it last year. As I understand, it is
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necessary to change some of the effective dates, and I
would only ask if Treasury and the Joint Committee and the
staff on both majority and minority sides have looked at the
effective dates? I think it is a technical matter. If
somebody wants to diécuss eachvdate, we caﬁ; but are
we satisfied that the Joint Committee looked at the dates,
and the Treaéu;y? Rod; have you? |

Mr. DeArment. We have reviewed these effective dates
on the staff level; of where some change would be
appropriafe;vof where.no_change'would be appropriate. -

The Chairman. Well, is the reasén for the change
bééause we didn't t;ke up the bill?

_'Mr, DeArment. In some cases; and in some cases if we
were looking at a 1986 Window; we are nOw.looking at a
1987 window; in-the case ofAthe postponement of the net
interest exclusion. -

Thé Chairma. Thé Joint Committee reviewed_ité

Mr. Bfockway. Yes, and Rod has accufately described
it.

The Chairman. If there is no objection; then, we will
agree to those changes; And if someone raises an objection,

we can discuss it.

Mr. DeArment. At some later point we will need to go

through;_on the,spending‘side; some of the appropriate

effective date changes.
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The Chairman. Right. And let's make the effective
date changes a matter of record, without reading them right
now.
Senator Mitchell?
Senator Mitchell. I just wanted.to.aSk Mr. éhapoton:
When you provide the fevenue figures for the latest

proposal that is being considered on real estate, if you

would break them down as to the various components, to

the extent possible.

Mr. Chapoton. Yes. We shall do that.

One of the problems you have is, there is so much
interaction in all of these things. But we Qill have that
line._ Somebody just hés to méke a decision on which line
comes first,_because the second thing-intérécts with the
first,

The Chairman. Senator Pryor?

Senator Pryor. Is it-possible if_we‘mget on Tuesday
at 10:00, is it possible or asking too much that we-ﬁossibly
have a hearing on this issue at 8:30, before we go into
session, so that people can come up and talk to uslabout
the impact it is going to haveé

fhe Chairman., Well; if we were makihg any major
changes in the law. We are talking about going from 15 to
18 years. Now, if that is a major change; I assume we COuid
have people come in and say that they object to that.
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What we are talking abopt may be changing fhe rate.
Mr; Chapoton. Changing the recapture is all,
Senator Pryor. Mr, Chairman, one more question?
The Chairman. Maybe if we could do it on recapture
or something.

Senator Pryor. Now, if the Treasury supports this, do

we assume the President supports this program?

The Chairman. I would assume that if we agree to it,
he will support it.

Senator Pryor. If we vote for Mr;:Chapoton's proposal,
are we going to be accused by the President of diSmantlihg
his program that he originally put into effect iﬁ 19812

Mr. Chapoton. I would think not, Mr. Pryor.

The point I want tb make, though, is that this is not
something we have come forward with yet. As the Chairman
has described, this is what we are presently:considering.
And this is-an attempt to bring togéther proposals tﬁat
were being considered Yesterday -- the 20-year proposal.

We definitely feel that thé recapture is needed, and
we would prefer to reduce the lives rather than.have longer
lives with no recapture.

So that is what ﬁe are suggesting now.

The Chairman. Let's see what happens between now and
Monday, Dave, And then if necessary, I would be happy to
have a hearing tonight. I think all of the people who want
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to be heérd are in the room. I see one of them standing
over there by the door.. | |

(Laughter)

The Chairman. But hopefully we will all be singing

‘the same tune on Tuesday.

Senator Matsunaga. I have one question.

Now, on Tuesday we will take other miscellaneous
Members' items? I note that you-have'fnoncoﬁtroversial,"
but 1 am'feferring to the item we diséussed last Ndvember;
Buck( where YOu said certain adjustments could be madé
relativeiﬁo invéstment,in real estate.

Mr. Chapoton. The financed property'and-thé
educational -- that is going to come up, and I would like tb
talk to you about thaf; Senator.

- The Chairman. Né, we are not going ﬁo preclude other
Membe;s; obviously. I know Senator.Armstrong has an
amendment and a technical amendment, and others méy have
amendments.

What we tried to do today is to go through the ones
we thought were totally noncontroversial. And out of 33,
we were right 31 times.

Is there ény 6bjection to agreeing that the action téken
on those noncontroversial items and other actions we have
taken so far on the revenue side are final actions?

Senator Armstrong. Yes, Mr. Chairman, there is
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objection.

The Chairman. Because the lobbyists are changing votes
faster than I can in some of.these areas.

(Lagghter)

Senator Bradley. Mr. Chairman, maybe you would like
that votés can only be changed to the end of the day,
instead of the end of the bill. |

The Chairman. Well, I have to check and see how they
are,

(Laughter)

Senator Moynihén. Well, Mr. Chairman, let uSMSay,V
as a service to the lobbyists, so they can prove:what théy
are worth, couid we have a daily posting of changes in the
bills?

(Laughter)

Senator Moynihan. Like a market? We could have a tape

running, "Minimum tax has dropped too low"?

(Laughter)

Sgnator Bradley. You could put up another blackboérd.
Just put another blackboard up there.

(Laughter)

The Chairman. See those things that have been removed
up there?

) Senator Moynihan. Oh, I think if we had a moving tape.
(Laughter)
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. Senator Mofnihan. All three would do it. "Real
eétate depréciation -- up three votes."
(Laughter)
Senatof Moynihan. Therearé a lot of real possibilities
here. ;
The Chairman. Well, there are a lot of real
possibilities out in the hallway, too.
(Laughtef)
Senator.Matsuhaga; After all, they répresent the
people. |
(Laughter)
The'Chairmanf Right.
Senator Moynihan. Some of the pecple.:
The Chairman. I don't quarrel with tﬁat; I just
suggest that we have a véry liberal rule in this committee,
where until_a bill is reported out you are authorized to

change your votes. I don't quarrel with that. I guess we

- have changed things. The luxury car went out the window,

is that right?

Senator Moynihan. Well, now, there you are. You
could say "Luxury car down six votes.“i I didn't know that.
So,rthe Rolls Royée is back today. |

The Chairman. And I have the feeling that while some
of thése people say they are coopgrating with us, they are -
really buying  time to work on Members on the committee. I
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detected that here this morning.
We will stand in recess until 10:00 Tuesday.

(Whereupon, at 12:43 p.m., the Executive Session was

recessed, to reconvene at 10:00 a.m., Tuesday, March 13,

1984.)
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