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EXECUTIVE COMMITTEE MARK-UP SESSION ON BUDGET DEFICIT

REDUCTION PROPOSALS

WEDNESDAY, MARCH 14, 1984

U.S. Senate

Committee on Finance

Washington, D.C;

The committee met, pursuant to notice, at _ a.m,.in
room SD-215, Dirksen Senate Office Buiiding, Senatof Robert
J. Dole (chéirmah) presiding. |

Present: Senators Dole, Packwood, Roth, Danforth,
Chafee, Heinz, Wallép, quenberger,.Armstrong; Symmé}
Grassley, Long, Bentseh, Matsﬁnégé,AMoynihah, Baucus, Boren,
Bradley-and Pryor.

| Also presént: John Chapoton, Aséistaht Secretéry for
Tax Poliéy, énd Ronald Pearlman, Assistant Secretary  for Tax
Policy, U.S. Department of Treasury.i

Also present: Roderick DeArment, Esquire; Michael Sﬁern,
ESquife; Richard Belas, Esquire, Clint Stretch, Esquire;
David Hardee, Esquire; David Bréckway;-James Wetzler; Clint !

Stretch; Randy Weiss; and George Pieler.

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

The Chairman. We have rather a long agenda this
morning. I'm not certain we can finish all these issues
thié morniné, but, hopéfuily, we can make a great deal of
progress because it is almost imperative that we conclude
sometime tomorrow night.

And I think some of these matters Havé been pending
here for a couple or three weeks. It's my hope that rather
than to take any more time trying to resolve it in open
committee that we juét Vote up or down; Win or‘lose,.aﬁd
move on. .

And if it's something that needs discussions, obviously,

.we are willing to do that. But we have seven items that were -

c?rried over from yesterday; folloWed by.fivé items that we
hoéé we can take up and teptatively approve,'éubject to
finding revenue offsets.

There:arevédditional revenue options, and then there
are a number of nominations thét we may take out of order
when more membefs are present. And then some items ﬁnder
review by Treasury and the tax staff.

So let's start off on VEBAs. And I think Senator
Packwood would like to be heard.

And then, Treashry, I understand you have tried to reach

an agreement, but haven't been able to. So I think we need

to vote on it.

Senator Packwood. Mr. Chairman, VEBAs are simply a form
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of fringe benefit plan that has been collectively bargained

since 1928. Aand, in addition, many, many employers provide

variable employee benefits to their employees, even if they

don't happen to be unionized, and, therefore, don't have

collective bargaining in the bérgaining adversary sense, but

provide roughly the same benefits.

And VEBAs are used for a variety of benefits, not unlike

. normal fringe benefits -- supplemental unemployment insur-

ance, life insurance, burial or death benefits, sick pay,
disability, workers compensation, child care, disaster loans,
education or training assistance and so on.

There has ¢répt into the VEBAs an abuse by small,

- closely held corporations or partnerships, not unlike the

pension abuses we.have‘found before where fou have a'sﬁall‘
corporation and the variable employment benefit plan is
used to-compen§a£e the éwners or the hiéhly.paid employees.
And because when an émployer pays money into a resefve
account to.také care of subsequent liabilities, it's a
deduction at that time for the employer.

And, cléarly, there are occasions wﬁen you could abuse

it. What I offered to the Treasury Department last night,

~and I will say again, Mr. Chairman, is that the AFL-CIO '

strongly opposes the restrictions on the VEBAs; most of

your major employers oppose them. They were unaware of how

deeply we were intending to strike.
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But what I offered to the Treasury Department last
night was to put in exactly the same limitations on VEEAs
that we\have now on prepaid legal insurance, on day care,
on educational assistance, and almost‘idéntical to the 1982
TEFRA top~heavy pension 1imit so that this kind of a prqgrém
could not be used to compensate or overly compensaté the -
very wealthy employees or the owners.

I think therevw§s no question in Treasury's mind that
at least those 1imita£iohs‘wou1d take care of the so;éalled

top-heavy abuses.'_For whatever réaéon that offer was not

acceptable, and I am strongly opposed;'and will ask for a

vote if we have to come to that. . I would prefer to put in

these limitations so that you cannot have top-heavy VEBAs,

but if the vote has to be up or down.

And on éll VEBAs, with é few abusés, which have been
used to genefalize.from in areas wheré there are no abuses,
we don't have any évidehce, any evidence of abuses of VEBAs
involving collectively bargained plans where you are talking
about a broad cross-section of employees, and normal
benefits thaf all of #s would consider as part of an
employment benefit -- no evidence of abuse. -

No evidence of abuse on the same kind of plan.wﬁere it
is provided by an employer, although you don't have a
union contract.

The only evidence of abuse we have are from either these
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top level, highly skewed VEBAs or a few allegations that
in some Casés the reserves_that employers set aside for
disability benefits, future disability liabilities, and the
resérves are greater than are-needed. That can be cured
under present law. You don't need any change on that.

But, Mr. Chairman, I'm ready to vote on this. I just
think we aré striking at the very heart of something that

has been part of the collective bargaining process of this

“country for 60 years, and we are striking at it without

knowing what we are doing.- And we are étriking at it
because of’é few.abuses_thét have crept into it in recent
years, as where some>Véry wealthy professiopal corpérations
haVe tried to takgiadvantagé_of this law.

Senator Moynihan. Mr. Chairman;'just on this sidé-of
the»éisle you might4say that I express my completeAsympathy
with and support of Senator Packwood's position. I can'tv
séeak for all of us, but I'm the 6nly one hefe, but you have
got 100 percent supéort on this side.

(Laughter)

Senator Danforth. Mr. Chairman.

The Chairman. Senator Danforth.

Senator Danforth;. Mr. Chairman, Senator Packwood had
discussions with Treasur? yesterday afternoon, and i had
discussions with Treasury yesterday afternoon. And I thinkl

that there are points of agreement and then very definite
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points of disagreement.

And let me describe both. first with respect to the
points of agreement between Senator Packwood and me, we
both agree that we want to get at abuses. And Senator
Packaod recbgnizes that VEBAs have been.abusednand can be
abused, énd he wants to cbrrect that. And i.want to correct
that.

The abuses are situatiéns Whéfe, just for e?ample;vsay,
a group of threé.dénﬁists caﬁ incqrporate, sef upAthe.VEBA,
and put in very large sums Qf_monéy to fund‘what‘aﬁqﬁnts to
an unqualifiea pension plan for themsélveg.

| And Senator Packwood recoghiéeé-the abﬁées,.éna.yénﬁs_to;
cérreCt them. And I think that is fine. |
 Now béyond~that point of agreemenf,'there'is a,féfy

substantial point of disagreemént.- And I think that thé»way

to put it is: To what extent do we in the Coﬁgress want to

stéck the‘tax lawé so as to favor’fringe.bénefifs as opposed
to cash compensation.

Néw we already do stack the tax laws-in that regard.
That is, we provide for certain non-taxable fringe bénefits.

So under any circumstance, I suppose we have made the

~decision -- whether we actually thought it out, I don't know -

but we have made at least tacitly the decision that we like
fringe benefits better than we like cash contributions.

Now the question is how far do we want to go in
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7
providing added incentives, added weight, for the creatioﬁ
of fringe benefits as opposed to cash compensation.

Let mé give ybu an'example, If an employer was paying
cash to his emﬁloyees and -that was it, and the employer
decided,'well,_this year we have had a good year and we
have made a profit, and we are not sure we are going to have

a good year next year so we want to make sure we have got

our deductions maximized this year. What we would like‘to

do is to deduct next year's salaries.
The tax laws says that the employer can't dO'thaﬁ; " The

employer can only deduct the salaries that he is paying_néw.

By thevgréation of a VEBA, the empioyer can pre-deduct the

costs of future compensation,vprovided that compensatidn
gomeé-in the form Qf fringe benefiﬁé.

And the ability to pre-deduct, the apility-to decide
what Year you are'goithto take'your-deduction, is é very
substantial advantage. And it is a very substantial reason
for the employer opting for the fringe bepefit and opposed .
to the cash method of compensation.

Now i think that Senator Packwood is c@rrect in wanting
to gét at the abusive situations. But I want to go farther
and establish a basic proposition that in addition to
getting at the abusive situations, we do not want an over-
funding of-VEBAs. We do not want éﬂ over-funding of future

year fringe benefits with the deductibility presently of the

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




10
1

12

13
14

15

16

18

- 19

20

21

22

23

24

25

8
cost of future fringe benefits. And that really what is ét
issue.

Finally, Mr. Chairman, let me just add one footnote.
And that is I believe that whaf we are going to sée‘is_a
proliferation of VEBAs in ihe future. And the reason is that
I -- I think the staff has copies of some of the tax

journal publications that have been put out which have, in

effect, put forth the érgument for the creation of VEBAs.

Ahd, therefbre, I tﬁink»that any potential for overdoing.it
is going to be maximized by virtue of the fact that ﬁhe
availab;lity of VEBAs has béen so widely publicized.

So we arevgoihg to havé_a.loss of revenﬁe, which-i54 
going to escélate if we don't d§ something about,ﬁhe whoié>
concept of VEBAs.. And that:is what I prdpose._ Ahd I think
that Treaéury is able to déscribe(better than I could what
the recommendations are for getting at the conéept.

The Chairman. Right. We have got about 50 items here
today, so I'm going to ask Treasury. If we afe.going to
move, we are going to move. If we are not going to move, we
will meet when you get back from China so let's speed it up.

Secretary>Chapoton. Mr. Chairman, I will just make one
point by way of background or for information. The VEBAs
have been in existence for a long time. Prior to 1969, if
a VEBA had ﬁore than 15 percent of its income from investmeﬁt

income, it did not qualify for tax exemption, which should
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not allow VEBAs to be used for pre-funding on the tax freé
basis of employee benefits.

They were, Basically, employee céntributions rather
thah.employer contributions at that time. We now have in
effect VEBAs being used in lieu of qualified retirement plans,
but have the éame benefits =- in addition to, I should say,
qualified retirement plans, and héve_the same benefits as
qﬁalified retirement plans éven thoggh we very jealously;
as you kndw, guafd théibénefits_prpvided under qﬁélified
pension ana profit shafinq plans.

The proposal woﬁld bé ﬁhatbaniamount'wbuld be allowed
into a VEBA. VEBAs:would remain tax égempt. And - amount
would be allowed in é VEBA as a current dedgction_for
benefits paid during the year, plus amounts necessary to
satisfy élaims arising during the yQar. The' VEBA would be
allbwed to,fund on a tax free bésis an immediate deduction
or claimsfinéurred dgringzthe:year that would be estimated
to be paid in later years.

That is number one. And that wéuld allow adequate
funding of current benefits.

The second part of the proposal would be that long-
term benefits, suéh as 1ong—term-disabili£y, medical and
life, would have to be treated basiéally.

What we are saying is thét life could be funded.'over-.

the employment, and, therefore, the amount funded could earn
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10
tax free.

Okay. Let me amend that. We are broadening fhe_
prpposél to cover long-term disability,'life and accident
and hea1th to.provide that the employer could fund that but
the VEBA would be -- it would be a taxable VEBA, and it
would have to bé on a non-discriminatory basis.

And so the emploYer could fund for post-retirement

"benefits, but could not earn to do. it on a tax exempt basis.

Thaﬁ WOuld be a changé, but it would allow pre-funding. It
would mean that in addition to the current deduction when |
those amdunts,are paid, thafAthe tax system would not érqvidg
an exemption-forithe.aﬁounts earned that Will ultimateiy'

go to pay the employee. |

The Chairman.',éould I ask ﬁhis‘question? Is anybody
opposed to_closing abuses? I mean could we do fhis in two
parts? Obviously, we ha?e a aisagreement.

Sécretary Chapoton. I thihk Senatof Danfo;ﬁh, Senator
Packwood and ﬁe.afe in agfeement on that part of the package.

The Chairman. And_vote on the other? Or would yoﬁ just:
re-offer the --

Senator Packﬁpod. That would be satisfactory to me
because I would be deiighted to close the abuses. I don't
like them; I don't support them. And they creep into these.

Senator Danforth mentioned some articles on tax planners.

I have got two of them here. These are both tax planning
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tax planning for the employees of Metropolitan Life or
Genera; Motors.
Senator Moynihan. There is Dr. Smith at age 55 who
has annual salary of $200,000.00. 1Is that what the --
Senator Packwood. That's just the average employee at

DuPont.

Senator Moyhihan. Just one of those guys on the assembly]

iine.

Senator Packwoodi 'AI; I'm saying, Mr.'Chairman, is -
this;. Ve héve not found any.abuses,in,VEBAs tﬁat'have mass
covefage.. I'm perfectly willing to vote first, and say
let's limit the abuses and put into them thosetsame —-AV”5
although I will read them out so that we kﬁow what we ére
talking about. They’aré the same limitations that wé haﬁe

now in TEFRA and on day care, pre-paid legal care, and one

other. -
But there is no need to go any further than that; Therég
is no evidence of any abuse in these in normal employment !
situations.
Secretary Chapoton. Mr. Chairman, let me just add
that I think the term "abuse" is —- I think I agree with
Senator Packwood -- probably not an appropriate term. We just
have to recognize that VEBAs are being used for pre-funding,

as Senator Danforth said, on a current tax deduction, and the
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We now have in the law the power to stop abusive pre-funding

12
earnings on that fund are tax exempt. And that is the
benefit we have heretofore reserved for qualifed pension
and profit sharing plaﬁs. No question that the use of
VEBAs is going to grow in large plans as well as small
plans}if you have that benefit continued and is virtually
an.unlimited benefit.

So to do it now -- if you do it correctly, it doesn't
éffect tqo many.emploYeré. To do it in a few'years-frbm
now, it is going to affect a lot of empioyers.

'Senator.chafée. Well, Mr. Chairman, what is Senator
Packwood'é fequnse'to this pre—fuﬁdiné?. Is he for thét or
where do we.stand? | |

Senator Packwo6d. Yes. And Buck agreed last night.

in terms qf reserve requirements. Isn't that right?
.Secretary Chapoton.- I think we theéretically can --
Senato? Packwood. Let'é take a look at.some of the
benefits. Disability -- and you have got a reasonably good
actuarial basis as to how many people are going to be dis-
abled. And so what you do is’yOu'set up a reservef Some-
times you will do it witﬁ an insurance company; sometimes you
do it internally; Then you have enough money to pay oﬁt the
disability claims as they come dﬁe. And you have got a
reserve for those. And, again, over-reserves can be corrected

under present law.
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Your alternative to that is to say to every single.
employer in this country -- "You ére going.to haveto pay
those claims as they beéome due but of current income at
that time. You are not going to set aside any reserves for,
again, non-abusive benefits." And nobody is arguing these-
are abusive. |

But if you are going to say that you are only going td

~pay them out of current income, disability benefits,

supplemental unemployment benefits, then ybu_are séyihg tb
an employer at the very time -- "When yoﬁr business'ié down
énd_your unehplbyment is up, and you;'profiﬁs'are down, you
are goinélto.havé‘to*pay“the supplemenﬁal ungmployhent
bénefits_out of current income_ra;her £han fundiné it."1:

Senator Danforth. Nobody is arguing that, Bob.

Senaﬁor Packwoodf‘ éuck is.. o

Secretarylchépoﬁon. No.. i‘ﬁ.saying yoﬁ.éan pré-fund;'
Senator, but you Cannot pre-fund it on a'tax ekempt.baéis.
That's the difference. ‘That's the{argument hére.b Whethér
you ought to be able to pre-fund these ty@es of expenses on
a tax --

Senator Packwood. What you are saying is you can't
put aside what is recognized as a iegitimate amount to pht
aside, a legitimate amount. And where you have got to count
the income from it as part of the income of the reserve.

Jack, you and I have got a fundamental difference on
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fringe benefits. But to strike out at VEEAs because of a
fundamental disagreement abqut whether we should use the
tax-code to provide benefits that iﬁ most other countries
govérnments provide -- we proVide'them tﬁrough business
through I think the wisdom of using the tax code. That's a
perfécfly.legitimate philosophical-argumént.

That is not an argument that ought ﬁo be used to.étrike
out at VEBAs here. |

Senatof Danforth.- Well, heré is an‘a%ticle in the.
Augqst 1983 issue of Financial Planner, and it's_part bf a

packet that was passed out, on how to provide_low-cost

vacation benefits through VEBAs.

Senator Packwood. Andthis is aimed at,émall
professional co;pbrations. These abuses we can stfike.'
Senatér Danforth. It coﬁld be used by anybody;

- Senator Packwood. Sure. VAna it also can ﬁe aimed at
the recreational facilities £hat a éompaﬁy providés for éll
of its employees, a work-out room, a gymnasium.- Now if you
want to say that that's an excessive, frivolous luxury
even though evéry single employee gets to use it, sufe you -
can cut those out. |

Senator Danforth. I'm not attacking‘fringe benefits.
All I'm saying is that I think you geally stack the deck in
favor of fringe benefits if you say that the employer can

over-fund future benefits for fringe benefits, but he can't
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~do the same for salary.

Senator Packwood. He cannot over-fund them. He can
setgéside reserves for likely liabilities. But Treasury
has the power now in the Internal Revenue Service to
prohibit_over-funding. You don't need to change tﬁe‘law
for that.

Senator Danforth. Then you haveAagreed to what we have
proposed.

Senator Paékwoéd. No. I certainly do not agree to
what you pfopose._

Secretary Chapoton. The question is if you fund in

12 I addition to current benefits long-term benefits, aﬁd allow

the accrual to be tax exempt, that is what we are proposing.

We would not allow that. And Senator Packwood would’

Let me point out that if the frihge benefit is not

taxable and you allow a deduction when it'is paid, the

.employer pays 54 percent of the cost and the government-paYs

46 percent of the cost. That's just the general ;ule"if
you don't have a VEBA. |

if you put that benefit in a VEBA and allow earnings
tax free to pay that additional cost, obviously, the
'goverﬁment is paying more than 46 pefceﬁt of the cost,
depending on the length of time.

Senator Heinz. How much did the government contribute

to VEBAs last year? How much did it contribute to VEBAs ever?
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1 Secfetary Chapoton. Senator, I'm saying that if you.
. , 2 allow the tax exemption -- ‘
3 Senator Heinz. I guess I know what you are saying. I
4 just object to the way you are saying it. You know, there
5 is -a notion -- and I'm listening to‘this argumént. It's:a
6 fascinating argument. But there is a notion that anything
; "that the governmént doesn't get got away from the government
g | and is-somehow their's.
9 ~And when you-éay theAgovernméht is payihg 40 percent or
0 “50.pe;cent or.60 percent -- when the govefnﬁent.isn't
" putting in a ceﬂt{'the~empioyer is putting all of it in or
12 in some»cases employers“and employéés. That suggeété'to me
. way of thinking that I -- | | -
6?5‘ o ]; | : Secretary Chapoton. I think you fina, Senafér, thaﬁ
15.? when the-emplqyer computes the cost of thatApayment, he»
s § computes it in-an after-tax basis.
AH%% Senator Packwood. About 10 years ago; we had marvelous
o _ : . . ;
" E testimony from Ed4d VeeVy who later became Attqrney General.- %
5 | And he c;me in to testify on this theory of the tax
2 expenditure, and the money belongs to the government.A
. And he said, you know, that's being banded about by
éz reformers as a new theory. Ee says that's not a new théory.
’s We used to call it "futilism." And the govefnment owned
24 everything, and by grace and by grant you were entitled to
L,)‘ s what the government gave you rather than the other way around.
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Senator Moynihan. Secretary Chapoton, you are guilt&
of grave ideological non-conformity. And it's a good thing
that Mr. Meese is 6thefwise preoccupied. And you have
alarmed thcse gentlemen outrageously. Get to China fast.

(Laughter) |

Secretary Chapoton; I was not trying to raise the téx
expenditu:e argument. I was simply-pointing'out what thé
after-tax cost oflproviding cbmpenSation is; And yoﬁ.will
immédiately Séé -- the employer will immediately see, whetherv

we see it or not, that the after-tax cost is less if you-

| do it through a VEBA rather than not through a VEBA.

Sehator Long} Could Itjust get this straight? I'm‘not :
sure IAunderstood_it.- I gét.ihtit in the middle, I guess.

You said that the government, in effect -- 46 pefééht
qf the cost of dcing something is borne by the government in

the one instance, and is it more than 46 percent if‘théy

" use a VEBA?

'Secretary Chépoton;, Yes, sir.
Senator Long. Would you explain wﬁy?

‘ Secretary Chapoton. Because if you use a VEBA, you éan
accuﬁuléte pre-tax déllars to pay that séme expense. And so
as compared with accumulating after-tax doilars'to payAthat
same expense. So over the years you accumulate tax free,
there is obviously lost federal revenues to pay the same

expense, and the expense is cheaper after-tax to the employer.
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Senator Long. .You mean what the money earns in the
trust?

Secretary Chapoton. That's correct. What the money
earns.

Senétor Long. That is not being taxed ana so the
government is --

Secrétary Chaboton. That's right.

Senator Danférth.. Let me just réiée this. The
hyPoﬁhefical is would it bg"reasonable.fo£ us fo allow

employers to put money into a fund for future salaries,

cash salaries, and to get the immediate deduction for putting |

the'mohey into’the‘fund for next year orAthe-yeaanfter“
salaries, and then the income that was created by-theifund
wouid be tax free income; And I think the answer to that.
would be no, we wouldn't allow it; and we don't allow it.
© And if we'don't allow that for casﬁ'salaries, why

should we allow the over-funding of VEBAS? Not the necessary
funding, buf the over—fundiﬁg of VEBAs. That'they would'be
deductible today. And further, why should Qe allow the
incoﬁe derived from that over-funded portion, to be tak free?

I .think that is a terribly strong incentive.we are
providing for businesses to create'these fringe benefits as
opposed to'just'paying cash to their employées.

Senator Packwood. And I would conclude, Mr. Chairman,

by saying what evidence have we had presented at all about
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abuses in broadly based employer plans where they are
proviilding benefits for tﬁe broad crossfseqtion of employees?’
Rather, they are collectively bargained or given by the
employer because they don't happen to ha&e a uﬁion contract.
But the same kind of benefifs.

We have no evidence of abuses. That they are deliber-

‘ately building up pre-paid reserves in excess of what they

need fpr the normal judgment of what the benefits are to be.
paid.

| And until we have some evidence of abuse_qn ?hat, thétn
cannot be corrected in any other fashion. To strike 9ut~in"
thié fashion because some meﬁbers'ddn't like fringe benefits,’
is wrong. |

Senator Heinz. Mr. Chairman, I have a question for

_ Senator Danforth. I find this a fascinating. argument, but

I find at times_people talk past each other.

And, Jack, let me ask you this. Bob Packwood says the
Treasury has the power to éﬁrb over-funding of VEBAs. You
say you are against the over-funding of VEBAs. As i-under—
stana-Bob, hé says he 1s against the over-funding of VEBAs,
and that it's not happening but he wants to shut down ény
abuses. |

Why is there én argument? Why, if Treasury has the
power to curb it, do we need to do anything about it?

Senator Danforth. Well, as I understand it, Treasury
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does not have the power to do it.

Secretary Chapoton. That's correct.

Senator Danforth. And that this really is a loophole;
not'only for the three dentists who want to'set up a kind of
substitute for é qualified pension plan, but élso for all.
kinds of progréms.

I would like Buck‘to answer on that.

Secretéry Chapoton. I think ﬁhat's correct. Our
authofity to curb over;funding‘is‘not clear. And that is
what this would do.

Seﬁafor Heinz. Well, let'menask Seﬁatér Packwood.
They ;ay they.don't have the'kind of éuthority'you éiaim
they havef "How do we resolve that argument?

Senator Packwood. Buck, you indicated last night that

“you had the legal authority to prohibit deliberate,

malicious pre-payment.

'Sécretary Chapoton.> Wel1, I think we could.always
prevent that, but to prevent just over-fuﬁding in the generél
sense =-- |

Senator Packwooa. Well, let me ask you this. Over-
funding whereby any actuarial stretch of the imagination
the benefits to be paid out will nevér equal the amount you
have paid in, do you have the power to stop that?

Secretary Chapoton. I don't think we do.

Senator Packwood. That wasn't what you said last night.
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The Chairman. Do you object to giving him that
authority? |
' Senator Wallop. 4Mr. Chairman, I would ask Senator
.Packwood if it is your claim that it ise't happening, what
is the problem with prohibiting it?.
Senator'Packwood. I jUst want to ﬁake sure, because

this is what we do with pensions -- if we are going to get

to this, I want to make sure that their argument is the

fact the taxes are not being paid'is_of benefit to the
company and notesimply.in addition to the reserve which is

alfeady committed to employees for benefits that they know

they are going to have’ to pay out. And if they have to pay

taxes on them,; they are going to have to set aside greaﬁer_

reserves.

Because I haven't seen, Malcolm, any evidence of abuse.
of oVerfpaymeht of reserves in broadly based employee
benefits. i'ﬁ'notAtalking about the small professional
corporation.

Senator Wallop. To restate the question -- if there
isn't any abuse, there is no harm in érohibiting an abuse
tha£ might occur.

Senator Packwood. And»the answer, I am saying, is that
if you tax -- because Qe don't tax it for pensions. And any

money that is accumulated in a pre-paid pension fund to be

‘paid to employees is not taxed for the simple reason that if

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




p .

- 10

1
12

13

14

15

16

18

19

20

21

22

23 -

24

25

22
you tax it, you are simply going to give part of it to thé
government, and have to set aside additional monéy_to pay the
sa@e pension.

Secretary Chapoton. I think that is the nub of the

.difference, Senator. And in pensions, of course, we have

limits. We have the Seption 415 limits, which were
tightened in 1982. There ére no such limits in VEBAs.

So what we are saying'is the same»benéfits for
quaiifiedApension-pians would bé'aiiowed in VEBAs.- We are
propésing.some resﬁrictioﬁs on those.

Sehator-Packwodd. I want to make sure, Buck. Yéu are
sayihg-something. Are you saying‘that it's all right in
pehsions? You don't have td pay taxes on the ihterést
becaﬁSe the money is being used for the pensions anyway;'

Secretary Chapoton. That'sfright. That's the policy.

Senator Packwood. Now to the'éxtent.that you have
fringé Beﬁefits that are regarded as legitimate by people
who regard anyAfringe benefits as legitimate, do you havé
any objection to the noﬁ-payment on the interest earned also,
so long as the money is paid out in the benefits?

Secretary Chapoton. For a reasonable accrual for
currently accrued behéfits,'it would be paid later? The
answei'to that is no. But for funding of post-retirement
benefits, yes, we do have.

_Senator Packwood. So you don't want to treat them like
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pensions?
Secretary Chapoton. No, that's correct. Would not be
treated 1ike'pensions. That is our concern.
Ay ) . ’
The Chairman. Do you just want to vote on the whole
package, then, and come back‘to the abuses? -
All right. Let's call the role.
'.Senator'Heinz; What are we voting on, Mr; Chairman?
Mr. DeArment. This is a-vbté on‘Sénétor'Daanrth's
proposal ténféétrict VEBAs;‘
The Chairman. The restriction is in the Houée>bill?
Is that cb;rect? |
Mr. Belas; It is similar to the Hbﬁse bill, but there’

are several provisions which. are intended to make the

proposal to work a lot better, and conform to}generaliusage

such as medical benefits, longfterm disabilify and theflike.

Senator Heinz. Mr. Chairman, éan'I just asktBuck if
ﬁhese are stricter or less étrict, let's_Say; than 4;5
limits on --

Secretary Chapoton. They really don't go to the 415.
The 415 is a-dbllar ceiling on the amount. These go to --

Senator Heinz. The way we treat accruals.

Secretary Chapoton. . These woﬁld be a more direct.A
attempt at preventing over-funding.

Senator Heinz. All right.

Secretary Chapoton. A more tailored approach than the
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what?

bill.

The Chairman. We are talking about revenue-wise here,

About $500 million?

Mr. Weiss. The revenue is about $600 million.
Senator Packwobd. Over how many years?

Mr. Weiss. Three years. Three to four.

The Cﬁairman. Let's vote.
Mr. DéArment. Mr. Packwood?
Senator Packwood; No.

Mr. DeArmenﬁ. Mr. Roth?

Senator Roth. No.

'Mrh_DeAiment. Mr. Danforth?

Senator Danforth. Aye.
Mr. DeArment. Mr. Chafee?
Senator Chafee. Aye.

Mr. DeArment. Mr. Heinz?

* Senator Heinz. No.

Mr. DeArment. Mr. Wallop?
Senator Wallop. Aye.

Mr. DeArment. Mr. Durenberger?
Senator Durenberger. Present.
Mr. DeArment. Mr. Armstrong?
Senator Armsirong. No.

Mr. DéArment. Mr. Symms?

Senator Symms. No.
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Mr. DeArﬁent. Mr.
Senator Grassley.

Mr. DeArment. Mr.
Senator Long. No.

Mr. DeArment. Mr.

Grassley?
No.

Long?

Bentsen?

Senator Bentsen. No.

Mr. DeArment. Mr.
.(No response) -
Mr. DeArment. Mr.

Senator Moynihan.

'Mr. DeArment. Mr.

Senator Moynihan.

Mr. DeArment. Mr.

Senator Long. No,.

' Mr. DeArment. Mr.

(NO'reSppnse)
Mr.:DeArment. Mr.
Senator Moynihan.
Mr. DeArment. Mr.
(No reséonéé)
Mr. DeArment. Mr.

The Chairman. Aye.

On tﬁis vote the yeahs are 4, the nays are 12.
amendment is not agreed to.
"abuses?"
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‘Senator Packwood. Well, I will read the abuses I woﬁld
like to correct. I'm not going to‘agree with Buck at the
moment about the interest free reserves for the benefits or
where the money is indeed paid out in benefits.

Secretary Chapoton. That's what we just vpted no on,
I think, Senator.

Senator Packwood. I thought we just voted no onvthe
entire Danforth proposal. |

Secretary Chapoton. I mean-that?s a part 6f if.

Senator Packwood. What I had proposed was two

.restriétions would be applied to'topfheavy VEBAs. One, the

tax exemption would be denied. And, two, the employer

deductions would be limited to payments from the VEBA for

that year. And a top-heavy VEBA is defined as one whe:e'moré"

than 25 percent‘of the benefits of théVVEBA go'to owners of
5 percent or more of the stock, or to officers up td-SO,ﬁor
if leSs;'then to 10 percentrof the employees, or to 1 peréent
of the owners who earn more than $150,000.00. And thosé'are
the samevreStriétions we have in pre-paid iegal day care
and education, and very similar to the 1982 TEFRA pensién
limits.

Secretéry Chapoton. Yes. Those are the ﬁype of
restrictions that we might want to work with Senator
Packwood on on-the;teqhnicalAaséects of it.

The Chairman. Without objection,; they will be agreed to.
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If you want to work them out in detail -- |

Senator Packwood. Buck, I very much want to meet with
you on the dréftiﬁg of this.

Secretary Chapoton. Oh, sure. Right..

The Chairmaﬁ, All right. Let'sAmove onto church audits.

Senator Grassley? Did he drop off over thgre?

(Laughter) |

Thé Chaifman; I just saw him over there.

All right. What about number thrée-whiie we_ére:trying
to fiﬁd Senator Grassley? Have we agreéd onfnumbef three,
the exchaﬁgé of informatioﬂ 6f New York City?

Secfetary Chapoton. Mr. Chairman, I now.undefstéhd the”
IRS is somewhat concerned. <Could we épprove it.wifh the
authority of the IRS to enter.into the agreemeht if it's:
confident that you do not have discloéure problems? 'Leave

the IRS discretion not to enter into the agreement if it is

concerned that you might not be able to protect

confidentiality of information. Frankly, that is the con-

cern of the IRS when you start dealing with the cities.

' And I understand this proposal would be limited to
cities of over 2 million population?

~Sehator Moynihah. Of course, we would leaVe‘this-mattef
to the discretion of the IRS. If. there is anybody who would
like, we could limit it to cities over 5 million. Mr.

Chairman, do you want to make a decision on that? Want to
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make it $1 million, $5 million?

Secretary Chapoton. I would say that we would be
mdre_comfortable with a larger number. Two or $5:million,
certainly. |

.Séﬁator Moynihan. Say72 miliion. That's about ﬁhé-
point where cities begiﬁ to have income taxes.

Sec:etary Chapoton. And I would think we should say

the'city'would -~ I'm assuming the city would have to have

an income tax. Otherwise, the change is not very meaningful. 

Senator Moynihan. That's perfectly agreeable with me..:-

Mr. Chairman, for what it is worth -- now this may not

-be so -= but it is the{serious judgment of the City.obeew'

York that the Intérnal Revenue will pick up $150'million

.in the three-yéafs on this. " It's not a guess. 1It's a real

calculation.

The Chairman.A We have the Joint'Comﬁitfee iooking at
that. |

Da&e, do you ha&e any figures?

Mr. Brockway. We don't have numbers on that yet. I
believe that New York City glaims that that would be the
benefit to the federal government.- I don't know that we are
convinced that would be the case.

The Chairman. We won't put down any gains until we have
an estimaté.

Senator Bentsen. Lét me ask on that. Does this mean
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that the limitation is not just the $2 million, but you.séy
the city has to héve, what, ah income tax?

Secretary Chapoton. Has £o have an income tax, and
the -- that would be another limitation. Yes,. sir.

| Senator Bentsen. 'All right. Fine. Thank you.

The Chairman. Okay. vWithout objection.

What about number four? A strong foundation. I under-
stana Treasury has no problem with that.

‘Secretary Chééotdn. - Yes.

The Chaifmén.: Clarification —- we still haven't
resdlve@lthaf. Number six, we ére.—-

éénato¥vMofnihan. I théught we had reSdivéa strong
foundation. |

Secretary'Chapoton. We have. .

The Chairman. We are élready on the nextAone;

Senator Moynihan. Thank you.

The Chairman. There is still some dispﬁte‘oh’number

five.

Nﬁmber s5ix -
Senator éhafee. Mr. Chéirman;’on humber six, the idea
was to defer-it. Can I put a substitute in there on the
30 percent withhélding on foreign invéstofs?
TheAChairman. Well, we have that on the agenda.
Senator ‘Packwood. That's a substitute for the methanol

tax?
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1 (Laughter)
| 2 .Senator Chafee. No. Substitute for the item.
O | | |
3 | In four minutes equally divided.
4 | The Chairman. Is there any objection? 1It's not on
5 the agenda.
6 Senator Wéllop. Mr. Chairman,.it may take longer than
7A four minutes.
8 Senaﬁot'Chafee. Well,-let's hear the a;guments and
9 vote; I mean this hasibeen around a long, long time- and
10 I'm ready to vote On:it. |
1 fhe Chairman. 1 wondér if we might finish the f—’how
2 about,thevclérifigation»qn_sound recordings? Rdd;_you'put
13 it on. |
éé; - 14 Séé:etary Chapoton. ,Yesf I think there is é general
'15 agreeﬁent on this thét -- I guess theré.are two aspects of:
i6 this. -The first onnéouhd recordings that -
‘7 -Mr. Brockway. tMr.”Chairman, £heré are £WOAéspect§ of
18> thg proposal. One 1is just clarifying the rules in connection
19 with movies and making it clear that fér the future that
20 movies a;e‘not eligible for the 10 percent investment credit
91 as a recovery prxoperty as they get to 6;2/3 credits. And it
- also made clear that #hey have a one-half basis adjustment.
- And that embracing that at-risk rules apply in the case of
- qualified -- the investment credit at-risk rules do not
(;) 25 apply because they have their own movie rules.
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In the'casé_of sound recordings, it makes it clear that
souqd,recordings can téke a6 peréent credit using the
ACRS three year schedqle. Alternatively, they can usé
inéome forecast methods without any investment credit.
The Chairman. But it is a ;larification?
Mr. Brockwéy. It is a clarification. It-just nmakes
the -~
| The Chairman. Without 6bjec#ion,‘we will agree to it
and puﬁ the,reét of it.in the reéord.
_ All right. Now.We'havé left the methanol. ‘And
Senétor Grassley -- is he around?>
(No réspénsé)_
The Chairman. " All righﬁ.A Lef(é,mqve onto number eiéht;
Twé'year’éxtension of moratoriuﬁ.oniallocations of domestic
research and deVelopment ex?ensé.

Secretary Chapoton. This, Mr. Chairman, is a proposal

in the administrétion's budget which simply says the

moratorium, which haé_been'in effect, that po.portion of
domestically pefformed R&D will be allocated for --
The Chairman. Thé administration supports it?
Sgcretary Chapoton. Yes, we support it(
The Chairman. Any objection?
Senator Wallop. Mr. Chairman, I would say that
Senator Bradley has a very direct interest in this. I would

also say that last year we had come to an agreement with
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Treasury on a five year extension of it. And I think tha£
two years is really rather minimal if we are_going to get
the benefit of domestic research and develbpmenf and not
ﬁave i£ franchised overseas.

Secretary. Chapoton. Well, Senator, I don't think we
reached agreement because this was conéidered ~- this has
bgen‘aAvery much débated issue Within tﬁe administra£idn as
to exactly how.we should handle this.

ﬁe had a réport, as yoﬁ.know, on the impact Qf-this.
iﬁacleérly showed that it helpéd companies in an exce§s
foreign tax credit situétion, and- that it did have an
adverse impact‘withoutkﬁhe_moratoriuhAon'dbmestiéally
performed R&D. 'So, fherefore, it is an incentive for
domestical;y performed R&D.

” Senator Wallop. You say.itris not?

‘Seéretary'Chapoton. It is.

Senator Waliop. Yes;

Secfetary.Chapoﬁon. And the question we had was whether
it was an efficient incentive, and we wanted to extend it
further while we got further respbnsé to our study.

Senator Wallop. Let me ask this then. Is it the
administration's position that domestic R&D is beneficial
to the overall economic structure of the United States?

Secretary Chapoton. Sure. The question is at what

cost.
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I_think the issue here, Senator, is the

Mr. Brockway.

And 6n a five year moratorium it's $500 million,

‘revenue on it on .a two year moratorium -- it's $250 million.
Through '88, it's $650 million.
I don't

approximately through '87
And I think that's one of the concerns.

Senator Wallop. All right. But I mean we ought to keep

it within the timeframe of which we are talking.

Senator Wallop. We don't want to goldplaﬁe-the confliét.

16

6
7
8 see '88 up there.
9 Mr. Brbckway.' Correct.
10
" here. ButrI would just say, Mr. Chaifman, th;t Senator
52 Bradley does have a Very'strohg interest:in this.
. 13 I'm disappointed in the two-yeérs, but I would rather
ii;_ 14. havé two years than no years. | |
5 The Chairman. Why don't we agree to this, and then if
-Seﬁator Bradley wants to raise a question -- otherwise, WeA |
vhave,béen putting off some of this stuff for weeks.
Senétbr Wallop. I.underétand that.
So without objection, we will agtee to
Can we hear the Treasury's
:
I

17
The Chairman.

18

19
| that.v
The next is one that Senator Danforth has an interest

That's the R&D extension.

20

21
~in.

"view on the three year extension?

extension. We have attempted to work out some other -- well,
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I guess if we are just talking about the extension -- we
P ‘ .
haye been regarding this as part of a braoder-package on
which we -have been working with Senator Danforth.
I thought that we had agreement on all_aspects of the
package, which would be a fﬁrthet sligﬁt liberalization on

software contributions and on contributions in connection

with gifts to colleges and universities for scientific

- research. And a three year extension of the credit. That

would be from 86, 87 and 88.
And I'm not clear on whether that aspect that we had

opposed -- there were two aspects that we had oppbéEd.

One is gifts of'contributiéns of ‘services would not qualify,

and deprgciation on R&D eéuipﬁent woﬁla not qualify for the
credit. I'm:not clear whe#e we are on-that. o

We had oppbsed both of thosé changés. ﬁe_had supéOrted
the new definition of R&E, and a three:year éxtension of
R&E. |

Senator Danforth. I think we are in disagreement on
this, on those three pqints.

The Chairman. What are the three points?

Secretary Chapoton. The three points are whether the
exfension should be limited to three years or made perﬁénent.
Secondly, whether contributions of serQices to‘higher
education related to scieﬁtific research, contribution of
services, would qua;ify as a deduction. And, then, thirdly,
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whether depreciation would quaiify for the R&E. credit whes
that depreciation isAwith respect to equipment used. for
R&E’purposes.

| And in '81, we excluded depreciation from the credit.
So»thbse are ths three issues.

. The service, contribution of services, we have taken

“the ﬁosition forever that contributions of services should

not,qﬁalify for a chéritabls deduction.

The Chairman. What was the estimated.three yéar cost -
based on? Is that based on including those two iteﬁS-br nst?

~Secretary Chapoton{ -Ourvestiﬁaté is based Qn‘ex61uding '
fthosé‘tWo;items.

The Chairman; What if we>include_them?

Secretary Chapoton. The dspreciation-—— just a minute,
Mr. Chairman. I do have that.

Senator Durenberger;' Mr. Chairman, while he is checking 
that out,_maj I ask3a-clarifying question? -

The Chairman. Sure.

Senator Durenberger. Are we looking at the larger

“picture, including S. 2165 in this discussion, or are we

just talking about the extension? Because I have a couple of
questions that I Qouid like to ask.

Secretary Chapoton. I think this is the larger. I
am discussing the larger picture.

The Chairman. Have you got it in there?
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Secretary Chapoton. Yes. |

The Chairman. All right.

I might suggest we have a number of these items in the
revenue, subject to approval of offsets. We are in the area
now where it's easy to give away money.

Senator Danforth. Mr. Chairman, on this R&D tax
credit, this is not a new question. This, of course, is in
the law'npw.‘.And we had hearings on it. We_haa an array
éf-buéiness peqple'and academics‘festify'on_the:importance.
of the R&D tax credit to them. |

" And I think that in the high tech research oriented,
academic communities this is the most impqrtant thing_that
we haveléoing in Congress right now. With respect éé whetherAl
it should be permanent or whether it should be:threeiyears,
the'arguments.for making it permanent are as follows:

First, we have alread§Ahad a trial run. This ﬁas first
put into the léw in '82.

Secretary Chapoton. Eighty-one.

Senator Danforth. Eighty-one.

Secretary Chapoton. Effective July 1 of '81.

Senator Danforth. First put into law on July 1 of 1981.
So we have had a trial run already;

Secondly, I think all the afguﬁents that go against the
sunsetting of provisions in the tax laws go against this.

There are those of us who believe that sunsetting provisions
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in the tax laws is a bad idea. And it's a bad idea because
it makes planning impossible.

We have heard testimony that the average length of one

- of these research oriented projects is six years. And if

you provide a three year credit, it just doesn't provide

enough planning to cover the program.

Furthermore, if you had, say, a longer time -- five
years, six years -- then another two'years from now you would .
be in exactly thevsame'SOUp we are in right now.

So I think it's just terribly important that we make

" this permanent in order to get the certainty that is viewed

to bé necésSary by those wholare»invoived ih research.

Senator Chafgé. Mr. Chairman?

The Chairman."Yes, Senator Chafee:

Sénator Chafee. We had £he‘high tech peoplé iﬂ here
testifying on this. ' And as you know, they have some con-
cerns about the'ACRS and what iﬁldidn't éo-for them. They -
have concerns about venture capital and getting-more.' But
they set all those aside and zeroed in on ;his as their
number one pribrity. And I would hope we would do it and
make it permanent.

Secretary Chapoton. Let me emphasizé that we are

very supportive of extending the credit. Our only point is

that we have had some experience, and, frankly, the experience

has not been very =-- maybe not been too good is one way to
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' sométhing'that we ought to try to encourage. And the idea
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look at it. Certainly has not been very informative; Ahé
eveﬁ .. companies that we talk to agree that the incentive
affect of the qredit,vthe way it is now designed, is not
at all=cléar. ’

We want to design a credit that does.have the incentive
affect. We think we need to reexamine it and Congress needs
tO‘reexamine it again. So the fact that it wili 5§ in the

law permanent doesn't bother us. What we want to force is

a reexamination and a redesign, if necessary.

Senator Bentsen. Mr. Chairman, if it's a good idea,

\
\
The_Chairman.v Senator Bentsen. : )
that we stall it or sunset it because we might want to chanQe
it -- nothing stops us from changing one that we have put
in force actually on a long term basis. If we see something
that can ‘be done to. improve it, we will do that.

And you put the incremental point in here so they don't

get rewarded for something that is a status quo where they

how many of you have read this new book -- "The World After

|
|
|
|
have to continue’to try to build up the R&D. I don't know
0il" -- but it gets to the point about what has to be done

on R&D and how we are moving ahead in this country, and must

continue to, and the competition that we are having with ;
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notvdoing what has to be done on R&D. We have an advantaée
and we ought ;o try to accelerate that advaﬁtageg.

And I éertainly support Senator Danforth-in his
proposal. Aﬁd I think very much we shouid make it permanent;
 The Chairman. Have you gotten thé revenue figufes?
'Secretary Chapoton. The revenue on this point would
not chénge because we are talking about the same period,

provided we have a redefinition.

On the other point, I would like to get the revenue

on the depreciation part. I had a table last night, aﬁd

I simplylcahnbt iocafe.it.'-Thefe'was a significant-revenue
concern about that. Whén you add. depreciation to the credit»
base.

'ThegSerQices, I don't have that. .Ibdoh't think it as
Significant, though.

,Senator.Danfofth. Just tovexélain Qhat'the services

are,‘this:has to do with, for example, a computer company

t that gives a computer to a university. The question is

whether or not thé servicing of the computer would be covered
by the provision.

The Chairman. It's pretty hard to act unless we know
what the revenue impact is going to be. Because if it-is
going to be substantial, then we had better pass it. We
are going to find ourselves with about $30’billion in revenue
in this package.
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Mr. Brockway. We will help you do some work on the
esﬁimate on this, Mr. Chairman. A straight extension would
have been $1.8 biilion; And then it is cut back some. And
I 5ust don't-know how to quantify that at the moment.

Secretary Chapoton. We have a straight extension Qithbut
the other changes at $l.1-billion,_with the limits on the
definition of the credits, with the redefined credit. .It
would'be'$l.l‘billioﬁ. But the addition of £he --

-The Chéirman. I thought:e?erything wés-agreedjon excepf
the duration.

Secretary Chapoton. I thought that ﬁoo, frankly,
Sénato;.'-I'thohght”théuagreement*waé to -- Wheh'the;éoliegé i
situation wasAcleared up, I‘thqught these other ppints“wére
agrééd to as well,‘except I knew that there was hbtvag£éément_t
on the three year or permanent.

The Chairman. Obviously, that's not the case. I think
we had better wait.

Senator Danforﬁh. You and I werén't negotiatiné so I
don't know what was ag;ged or what wasn't agreed. But my
uﬁderstanding was that there were at least three points
still open —-- the duration, the services, and depreciation.

-Senator'Symms. AWhy don't we just vote on it?

The Chairman. Well, until we get the revenue figures on
the other, I think we might-as well just pass it.

"Senator Bradley. Mr. Chairman, may I inquire? I
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understand we addressed the 861 issue.

The Chairman. Right.

Senator Bradley. And I understand we approvea it,
which I think is positive; The question is: Did we approv
it for three years, four years?

The Chairman. Two years.

Senator Bradley. VFor two years?

The Chairman; Two years.

Senatqr Bradley. Ié there any chanceAthét we éould
extend it to three years.

The Chairman. I think we égreed to extend it to tﬁo
years for reasons expressed by Treasﬁry.

Secretary Chapoton. Ahd the révenuefimpact; VJust to
state briefly, éenatof Bradley, we aré'subportingxén
extensive. dur own question is because it is an incentive

for domestically performed R&E, our question is whether it

e

is

the most efficient incentive given the cost, and the cost .~

is>—— there is cost involved. And there would be further
cost for a further extension.
The Chairman. I think there is another question that

might satisfy Senator Bradley. When will you have -- will

you be in a position next year to address this in more detail?

Secretary Chapoton. Yes. I think what we really need
is more reaction to our stﬁdy. We have released a study on

the affect of the 86l.
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The Chairman. I think what their concern is wait unéil
the end of the two years, and £hen we say, well, because. :
fhgfe are a lot of people wanting to make decisions. -= if we
ca;'get some indication from Treasﬁry that we caﬁAevén start
looking at it later this year.

| Secretary Cﬁapoton. I think this is a part of the

overall R&EApaqkage, which is the othé; thing we are looking
af_here,i Yes.- | |

-Senator-Bradley.A Mr: Chairman, I think that és you
kndw, I mean thése reseafch decisions are made fivé, ten years
in‘advénce, andiypu ﬁake them based uéon:certain assumptions
of what yoﬁr téx bill is going to bé;~ And I thiﬁk the'iénger
it coﬁld be, the ﬁore benéfit‘we aré.going'ge£ in-increased
reéearch;

‘The Chairman. I doﬂ't quarrel with that.ekcept if, in
faét, there is something underway now at Treasury thét can --

Secretary Chapoton; Yéé. Thére is.

The Chairman. And everybody wants these things
permanept. If theyAare bad, they never want to change them.

Secretary Chapoton. We have to recognize this has beeh
described as an incorrect éllocation. I think now most
parties, if not all parties, would agree it is not an
improper allocation from a question of relating expenses to
the income they earned. It is, instead,-a reallocation of all

expenses against domestic income as an incentive for R&D. I
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is_Commerce's-concern, and that is our concern.

start-up companies.
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think that is how it has to be viewed. As an incéntive.
And the question is: Is the incentive best when thaf

incentive is limited to a few companies that happen to be

in an excess tax credit position? And the larger companies,

as opposed to the smaller start-up companies, which are the
that provision or much benefit ffom the R&E credit. And that
We design a credit that is not helping the smaller-

'Senator'Brédley; So that what we_aré going to do is
look at this issue in the next year. And we have_éone'two
additional years. ﬁntii whét date? |

Secretary Chapoton. lI'bélieve'it's two years from

August of '83.

'Senatof Bradléy; August of '85.

Secrétary Chapoton. August of ;85.'

Senator Symms. Mr. Chairman, if that's the best we
éan do, that'é the best we .can do.

‘The éhairman. I understand the probleﬁ. I think if
Treasury is willing to make that commitment to the committee -

Secretary Chapotoﬁ. Yes, sir.

The Chairman. I know Senator Wallop expressed the same
concern.

All right. ©Now phase-in of administration's spousal IRA
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proposal.

Senator Symms. Mr.,Chairman, before we go on, I thought
we were going to have a vote on the Danforth proposal.

The Chairman. No, we ére-not.

Senator Symms. ‘Well, in that case, then, I thought
Senator-Matsunaga had a good suggestion yesterday when he
discussed with me that if a company makes a commi tment that.
then they got an additional year.

Senator Danforth. Well, that’goes;to the duration. I

‘wonder if we could just -- I would like to hang tough for

vthe permanent.

Senator Symms;‘ Well, that's what I wéuld like tordo.

The Chairman.' If-we agree on tﬁevpermanent, can we
drop the'bther two? |

Senator Danforth. Well, I woula like us to at least
look at the revenue.figures as oéposed to the other two and
see Qhat difference it makes. "I would like to have them if
I could. -

I think, for example, if a busiﬁess is giving a
university a computer, the university is4going to thank the
business, but it's also going to say what do we do when it
breaks down.

The Chairman. Fix it.

Senator Danforth. What?

The Chairman. You fix it.
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Senator Danforth. That's right. And the questionis
whether the cost of fixing it, whether the business can
prévide that along‘wifh'the cémputef;

The Chairman. I don't think the service things is a

‘matter of concern. I think it's the other -- depreciation.

Is that correct?

Seéretarylchapoton. Well, the service is a matter of
ééncern. We iust have to fegognize'that if we start saying ‘
in this case that Servicéé are dedﬁctible as a Chéritable
contribution, there wilL'bé no holdiné the line_bn sérvices
in general because there aré a loﬁ of Qery worthwhile»
contributions of gérviCeé in'this'country,.ahdunot_everyone
agrees‘thaﬁ_only those for rééearch and developmen£ related
are worthwhile{

Senator Durenberger. Mr. Chairman,-can I ask.two
clarifying questions?

The Chairﬁaﬁ.‘ Sure.

Senator Duienberger. ‘One is on the compﬁtation of the
tax credit. As I understood 2165, it provided a maintenance
of effort’floor which reiated back either to a cdmpany's
historic '81 through '83 research purchases or 1 percent of
the average research'expenses during those same years,
whichever was greater.

Secretary Chapofon.- That's correct.

Senator Durenberger. Is that still the situation or has
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that been changed? I have been led to understand that 1

percent is pretty high as a figure. The average is

subétantially less than 1 percent.
And what we are trying to get out of this is not, as

Jack said, the avefage length of these purchases is six

in the system.

Secretary Chapoton. Thét's right; And ;hét is what
this is designed to do. We fropose'an alternative which
said you could make a grant'in one year, and.treaﬁwis as

though it were made over a number of years for purposes of

~a base. But the dgroups that were cbncerned about this 1liked

this proposal be£ter.

And so We'have'sigﬁed onto'that approach, makihg it
clear that you $imply'can't reallocate contributions in
computing the base. »Excuée, in futu;e'contributions and
away from otﬁér.uses to scientific_reséarqh.

Senator Durenberger. The secdnd question: Dé we still
have Section 203 in there with.the'tax forgiveness for
scholarships} fellowships and studeﬁt loans? |

Secretary.Chapqton. Yes.

Senator Durenberger. Maybe you want to tell us to

'whom it .applies.

Secretary Chapoton. 1It, in effect, says that if you

would be entitled to a tax free scholarship, that a
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forgiveness of the loan on those same terms would be alsol
tax free.

. It is limited in this bill to scientific features. We
suggested ﬁhat it -- we don't necessary agree that it ought
to be eo limited.

But I want to emphasize it's not forgiveness of.all
scholarship educational ;oans. It is loans where there is

no quid pro quo. . The forgiveneSS-where there is no

employment related forgiveness, which would be compensation.

}SenatOr Durenberger. Well, this is some kind of an
indirect way'eo finance»Certain scientific-discipiines.-
The education of ce;tain scientific disciplines.' Is that
right?

Secretary Chapoton. That's right. It is making these

| rules consistent with the scholarship rules.

Senator.Durenberger. And it doesn‘ﬁ aéply_to social
sciences or education or enything else? |

Secretary Chapoton. That's correct. We don't neces-
sarily sign onto that distinction. That if it's correct
as a scholarship, then we wouldn't necessarily limit it to
this. The bill would limit it, but we testified that we
don't necessarily see the reason for so limiting it.

While we are talking about it, I don't know the revenue
impact, if any, of broadening it. So the bill would limit

it to that scientific rule.
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Senator Durenberger. But your positioﬁ_is that you
wouldn't mind applying thié to all --

Sécretary Chapoton. A broader range of educational
lqans. Thaﬁ's right.

The Chairman. All right. How soon can we have the
revenue estimateé?

Mr. Brockway. Hopefﬁlly this afternoon.if_we can have
a chance to talk to the membef staffs and.go 6Ver,thé details
of the pfoposals. And.also.attempt to reconcile a difference.
in the basic estimates bétweén those;of Tféasury and ours.
We are looking at more updatéd ihformation,vl think.

The Chairman. All right.l

Senator Armstrohg. _Mr; Chairman?A

The‘Chairman. Yes.

Sénator Armstrong. Bgfore we leave thé issue that
Senator Durenberger raised, my-interest.is‘afouséd because
the committee and the Senété has put through a twbjyéar
moratorium on taxing the forgiveness of loans fof medical
and dental students. And I believe it's-the_same issue we
are addressing here.

We ought to broaden this provision in here to make that
permanent, in my opinibn. And if the Treasury has no.
objection to broadening it even beyond medica; and dental,
we ought to at least find out wﬁat the cost of that is and

perhaps do it. N
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Secretafy Chapoton. Let us look into that, Senator
Armstrong..

The Chairman. We will do that. Thanks.

If there is no objection, let's move to page two
quickly and see if we can take up nomiﬁétions one through
five. Mr. Fred Goldberg to be ¢hief qounsel; Julian

Jacobs to be judge of the United States Tax Court; Alfred

Kingon to be Assistant Secretary for Treasury; Stephanie

Lee-Miller to be Assistant Secretary for Health and Human

-Services; Dr. Dayid Gampbell Mulfotd to be Deputy

Undersécretary-of tbe Tréasury.
We will not act on six and.seven-atlthiS'tiﬁé. Is‘ 
there any ijectibn tovreporting those nominatibné?
Senatér Long.  Wou1d you rééd those names agéin? I
don't think so. |

The Chairman. Nominations one through five on page two.

Fred Goldbérg to be chief counsel of the Internal Revenue

Service._

Senator Long. No.objection;

The Chéirman. -Julian Jacobs to be a judge of the United
States Tax Court.

Senator Long. No objection.

The Chairman. Alfred H. Kingon to be Assistant
Secretary of Treasury.

Senator Long. No objection.
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The Chairman. Stephanie Lee-Miller to be Assistant
Secretary for Heaith and Human Serviqés.

Senator Lbﬁg. No.objection.

The Chairman. Dr. David~GambeLl Mulford to be
Deputy Undersecretary of the Treasury.

Senator Long.. No objection.

The Chairman. And we ﬁill withhold the other two for
the-time‘being. |

Without objectioh, we will report_those nominations. o
Thank you.

Now we are back to number 10 ——”phase-in of.
adﬁinistraiidn‘s spouSal_IRA proposal. “

Senator Moynihan. Mr. Chairman, on that could we hear

specifically what the proposal is? I had a bill in . of no

large cénsgquence, but there is a problem with the
administration proposal which is simply that it is of
necessity biased in favor of higher income families.

A $2,000.00 deduction from a 50 percent bracket family

means one thing, and from a 25Apercent bracket family it

means another thing.

And a possibility exists of giving a tax credit, which
wouldAbe prbportionaié to the céntribution,_and-the same for
everybody. I don't want to detain the committee, but this is
an issue of fairness in the tax code.

The Chairman. I might say I have raised that same

Moffitt Reporting Associates
2849 Lafora Court
Vienna, Virginia 22180
(703) 5739198




10

1

12 -

13

14

19
20
2
22
23
24

25

51

question with Treasury of how we could design this so it

_would not have the affect you'have suggested.

One thing that I thing Treasury will do, if not to
go'the whole distance immediately =-- Senator Grassley has
a»difect interest in this. We are trfing'to locate him.
He, I think, several yearsxago in the‘House introduced this
propésal. |

And, Susan, do you want to try one more time? Are you

sure he didn't drop off over there?

(Laughter)

_ The Chairman. .Buck, would you explain the spousal IRA,

-and-how.we might_address the obvious probiems.

Sedretary'Chapoton;’ The rules now are that anyapefsdﬁA

_including both members of a married couplerméy'contribute up

to $2,000.00 to an IRA out of thei; earnings.' And‘if they
don't earn -- if one of the members does not eérn.$2,000.00,
then that meﬁbef can contriﬁu£e~up td.theAémount-he or she .
earns. If he earns nothing, can cbnﬁriﬁute ué to $250.00.
So people think generally the spousal_iRA rule now is |
‘1imited to $2;250.00.'

We are proposing in the budget’to take that all the way
to 54,000.00, if the non-employed spouse can make thé same
contribut;on out of the husband's earnings -- it has to be
out of earnings -- that she or he could make‘if employed.

Senator, the beauty of the individual retirement account
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mechanism is its simplicity. And it's simplicity is that

the institutions can sell it as a savings vehicle. You put

the limit at.a certain amount. And we have seen what has
happened. It has been highly marketed. We think it is going
to have a benefiéial»affecﬁ on savings in the country. And
we think this will add to us.

It has ité most impact, if it affects peéple, at the

margin so they have an incentive to save‘the additional

’dollar, We think there is a definite an inequity problem

ihvolved when it is denied the non-employed spouse to set
aside améuntsvfo: her benefit; for he; future retirement,
and we have thg spectbr‘of_what-happensviﬁ the caée °f a“?
divorce. Typicélly, the wife would then not have hef own
individual retirement éﬁcéunt;; |

So wé think this is an equity-change. Now when we have
tax deductions, they always have different affeéts_than tax
credits. But whén you look at other ways to handle this
throﬁgh the credit system, it becomes, frankly, awfully
complicated. And I think it will not sell as wellf

And so most of the benefit is going —-- it fluctuates
across the income scale. Seventy-three percent of the
benefit is under $50,000.00; 56 percent iﬁ_for incomes under
$40,600.00.

So wé are modifying the proposal»in the budget, taking
into account the revenue consequences to make the -- instead
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of going to $2,000.00 immediately as we had proposed from-,
4$250‘00’ to go up in $500.00 increments for '85 and '86.

It would be $500.00 in '85 and it would stay that way for
tﬁo;years.

So .the spousal IRA for '85 and '86 would be $2;750.00.

Then in '87 and '88, it would be $3,250.00. And then on up.

But ultimately reaching the full $4,000.00.

Senator Moynihan. But it's your view that no

'adjustment -- there is an iﬁequity'here; The.SO percent

taxpayer gets a thousand dollar tax benefit, and the the,

25 percentvfaxpayer gets a $250.00 one. And so, therefore;

there is a lesser incentive at lower income levels, which

~

' you might want to --

Secrétarf Chapoton. There is a --

Senatdr'Moynihan. You can't solve it, is that it?
A tax crediﬁ'would'solve it.

Secfetary Chapoton. Yoﬁ could obviously gorto a-cfedit
mechanism. -You could change thé.entire mecﬂénism and deal
wigh that situatioﬁ. There is a differeﬁce in incentiye.
There is no doubt ébout it. The incentive is sﬁill guite
stfong,las-we are seeing, but there is a diffefence in
inéentive.

Taxpayers that are in higher taxes, are paying higher
taxes, if you give them a tax benefit, they save more in

dollar amount than other taxpayers.
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"to the economy.

Senator Moynihan. Does anybody else on the committee
as I do that it is a problem?
Senator Danforth. I do, Senator Moynihan. My

preference would be to just drop the proposal. I think

that this really is adding something new. And I think that -4

my guess islthat_the éeople who are going to sa?e would be
doing it anyhow at about the same amount.

And it would Seem to me that in these Cases:where.you
have fhe'hon—working wife and IRAs which do opéraﬁevagAa .

incentive to high income people to save, yoh would have

away anyhow. Therefore, it would seem to be doubtful thét =

the revenue loss would be justified by any offsetting value

Senator Bentsen. Mr. Chairman{

The Chairman. Senator Bentsen.

Senator Bentsen. Mr. Chairman, let me speak for the

proposal. I understand some of the concerns of Senator

Moynihan. But I must also say that you have got 30>to 56
million people reaching retirement age in this country
without any_kind of a retirement program other than social
security. That you have got =-- this would hélp ease some
of the pressure on social security.

And I think it also shows the economic contribution that

is made by, and I quote, "the so-called non-working wife."
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Time and time again with situations of divorce where
a husband is taken care of on his pension, the wife suddenly

fi@ds that she is of an age where she finds it very difficult

to find employment and she doesn't have so-called market-

able skills.

And I realiy think it's a travesty in that kind'of a
situation. "And this helps take care of it.
| Savings in this'country ére still loﬁ. They ére nét
anythiné likéiwhat they shbﬁld be or'cémpared to what is
true in other natiqns.around thé_wérld. Nothing like the
European nations. |

This will contribute to additional savings. So ovéréll

I think‘it's_é meritorious pieée of legislation.‘ I intro-

duced'this years ago. Senétor Grassley and.I are‘coFsponSOrs>
of the legislation. I'm pleased tb see the administration ‘ |
adopt that'approach and present it fo us.

| Senator Chafee. What are the fevenue affects? Have
we had those?

The Chairman. Well, it depends on how we phase it in.

- Starting with $500.00 increments.

Secretary Chapoton. If you start with $500.00 incre-
ments over $200.00, £he'revenue affect over the*periodlof
"85 through '87 is .9 or $9 billion.

Senafor Chafee. Point nine?

Secretary Chapoton. Yes, sir.
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Senator Chafee. Billion? o

Seéretary Chapotén. Billion, yes, sir.

Senator Moynihan. Nine hundred million.

Secretary Chapoton. Nine hundrea million.

Senator qunihan. One year or threevyears?

Secrétary Chapoton. For three years.

The Chairﬁaﬁ. I'm going to ‘call on Senator Grassley.

Secrétary Chapqton._'QurIOriginal proposal, whicﬁ‘wouid
have been straight to $2,0QO.QO, was. $1.8 billion over the

three year period.

. The Chairman. ‘Senator_Grassléy, I’think you.and Senator |

Bentsen co-authored this several years ago when you were -in

the House so we want to heéar from you on it too.
Senator Grassley. Yes.

I have to thank Senator Bentsen for his leadership in

this area over this period of time. I would come at the

issue from two directions, and understanding that we are

talking about a»revenue loser here when we 6ught to be

‘thinking‘in terms of the other. And also with the prospect

" that I would have to vote for a revenue raiser to

accommodate it.

But I-think viewing the three years that I have been
on this committee, and also what I hear at fhe grass roots,
it seems to me there is an awful lot of concern amohg

politicians, policymakers about middle income taxpayers.
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And this is something for middle income taxpayers.

Now what this does is it recognizes the économic con-
tribution:to our economy by a large segment of our
popﬁlation that contributes so much, but we don't reéognize
it because it ddeSn't have a dollar value,‘and that is

basically the homemaker. And this is one way to do that,

bbth fdr any income level; but partidularly for middle_income :

people.

And I list§n so‘éften when I am driving'home_atAﬁight
to Bruce Williams on WRC. And I would qoﬁmend him té a;l: 
of you. He's got a lot of sound advice.~

And I remember him saying night after night £hat'the]

middle income or that the IRA -- and he would also include = -

"in that the spousal IRA -- the best little middle income

tax shelter to come down the pike in a long~time.' Those are

his words.

‘And I think thaf we ought to look at this in terms of
stimulating savings, doing-justice for the middle income.
taxpayer because they are the ones that feally do not have
tax shelters, can't take advantage of them. This is a
real incentive to do that.

It also brings eéuity to the women of this world, of
this nation who don't want to and who are not workiﬁg outside
the home. It gives them an opportunity to provide for theif

retirement independent of their husband for all sorts of
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insurance reason and pension reasons that that would give;
Ahd, then, lastly, and a third feason, I would give
that this ié just beginning to be the institutionalized
offset to where social security is coming up short and for

the-péople in their 20s and 30s now are going to come up much

more short in the next century than it is in this century

" because people drawing out of social security today are

going to draw out many times more than they:pay in..
"But for the person who is 20 and 30 working-today'and'
going to be paying into that social-security'system for 40

years, he will be lucky he draws out of it what. he puts into.

it. And it's still only pértiai retirement. And an IRA

either foi the wége earner or for the spousal fits into that
category of making complete a retirement package that |
otherwise is nbércompléte. )

Senator Durenberger. Mr. Chairman.

The Chairman. Senator Durenbergér.

Senator Durenberger} Buck, may I ask you a questioh
about what affect this has on the $3,000.00 earnings,
spouéal earnings? Does that change that amount? Or are
we applying this only to thevnon—working, non-income earning
spouse?

Secretary Chapoton. We are aliowing the non-employed

spouse to claim a deduction against the employed spouse's

earnings.
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Senator Durenberger. The maximum stays the same on
the $3,000.00?

Secretary Chapoton. No, there's no $3,000.00. Thére is
a $2,000.00 now, and a $250.00 for a spousal IRA. This
increases the $250.00 ultimately té an equal $2,000.00. It
does it in $500.00 steés.

Senatdr Durenberger; Mr. Chairman,’let me just make
this comment. In principle, I think this is great for all
the reasons that have been statéd_ﬁéfe. But if wé really
wan£ to dovsomething-for‘thé mothers‘éf Ameriéa éna_the

women of America in general, I think we ought to go back to

our 1981 position on dependent care tax credits. We ought to

go back and look at some of the things like the targeted
jobs tax credit-fbridispléCed homémakersi We ought to look
at the zero b:aéket adjustments for head of household if

we have some money here that we want to bestow on these

people.

But if we wént to do this and'that, then I would
suggest ﬁhat we go-to Chuck's theo;y, which is do some good
for middle incomé taxpayers. And leﬁ's go back to a
proposal where we give them the benefit of the savings on
the IRA, but we take away just a Little bit of the current
benefit, a consumption, which is the proposal that staff
gave us here some weeks ago on limiting non-housing, non-

business, non-investment interest deduction on the other side.

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




10

11

12

13

18 .

19

20

21

22

23

24

25 |

60

If you put a $4,000.00 for a married couple, a limit;
on the deductibility of non-business, non-investment,
non-housing interest, you raise substantially; .I think
yoh raise a little bit mére than nine hundred. And then
you can coﬁé over on this side and say now we are doing some
good over on the other side in terms of investing that
income. Not penalizing anybody.' Everybody gets at lea$£.
$4,000.00. It has nothing to do with your home; nothing to-
do with your.business;.néthihg to. do with your investmepts,”

It's your finance charges; it's your Mastercard charges;

it's all that sort of stuff. You put 'a little crimp into it} B

But the governmentiis saying it's good poliqy to givé you ==

you know, put some money in savings. The trade off is to

eliminate a little bit of the éohéumptioh incentive that we

g_give you in the present tax code.

So if the Pfesident wants to pay for this --

Senator Moynihan. Mr. Chairman, could I_speak in
support df that idea? |

| The Chairmaﬁ. Sure.

Senator Moynihan. There is,a basic problem, which is
everytime we have changed the tax code in the last three
years it has been £o‘the advantage of upper income pepple
against lower income people.

And inevitably and unavoidably this is an advantage to

- that middle income person in the 50 percent bracket which
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starts at $153,000.00 a year.

. I wish I knew more middle income people liké that. But

'there is probably a skewing of interest payments of the kind -

that Senator Durgnbérger speaks of toward a higher income
bracket. Would you know? Would fou know how to know?

Secretary Chapoton. I'm sorry. On the spousal IRA
proposél?'

Senator Moynihén. No.  Senator Dﬁrénbérgef'is spe;king
of -- |

Seéretary Chapotoh" CQnSume; interest,Ain,effeci;

. Senator Moynihan. — of limiting an interest structure

for certain items or'rather saved for certain items.. Would

it be your inclination to think thatAsuch’interest'
deductibns tena to be highet in high income brackéts?- Or
that there.would be some compensatory.effect‘here?

Secrétary Chapoton. Bgcause'they aréHlimited-to people
who would otherwise_itemize, you éreAtalking about basically
higher middle or‘hiéher-income taxpayers. So to some éxtent
they would offsetting. We might be able to give ybu a --

Senator Moynihan. It seems to me that kind of off-
setting affect would resolve the question of fairness here.

Tﬁe Chairman. I think we haQe some figufes on
limitationaof deduction of non-business interest, don't we?

Secretary Chapoton. Yes. I think Senator Moynihan is

going to the point of distribution across income classes.
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One of the concerns you always have about such a |
proposal is that taxpayers who,can have ample capital
assets and therefore can borrow against investment assets
probably will not be affected by such a proposal. In other
words, it'sAhard to trace. That's jﬁst a given, but it's --

The Chairman. Are tﬁere any limitatibns? I think
Senator Long wondered aboqt that.

Senator Long. I juét wanﬁed‘té ésk a cbﬁplé of
questions.\rlf someone merélyAtakes_money thét he has in a -
checking accoﬁnt or savings account and puts that into anv
IRA, doeé he get the,dedu;tibn?

Secretary Chapoton. Yes, sir.

Senator-Long. So that inéofar aé a-person‘merely shiftér
his-in&éstments'from'his savings accounﬁs or'from whatevér-
inVestment ;~ stocks or bondé'or whatever -- and jﬁét shifts
it o§er into an‘IRA, he gets the investment.
| Secretary Chapoton. ' Gets the deduction.' Yes, sir,

that's true. Somé amounts going into IRAs now are clearly

transferred wealth.

Senator Léng. That does not then amount to any increase
in savings.at all. 1It's just shifting from oné form of
savings into another form of savings; Yoﬁ get a tax
deduction.

Secretary Chapoton. .That is correct. And we know there

is some of that. We know there is some new savings, and we
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know there is =--

Senator. Long. There has got to be é lot of it.

Secretary Chapoton. But the longer the IRAs have
been in place -- and if this comes in, thé loﬁger this is
in<pléce -~ you will have people running out of existing
savings. And, therefore, you will be rewarding new sévingéf
You have to look at the long haul. .

But, clearly, there wiil be some transferred sévinés.

‘Senator Long. Now here is axprbblem that is'bothering

me also. And that is that we need to be developing energy.-

‘We need to devéloping-sburces'of.energy. Can these IRAs

invest in a_drillihg'program to drill oil and gas wells?

Secretary Chapoton. 1I. think there are no specific limits| -

‘to prevent use of an IRA investing in oil or gas wells or

other -- there are limitations on investment and

collectibles that Senator Moynihan knows about. But no

 specific limitations otherwise.

Senator Long. Do we have a prudentiman rule problem
there to keep them from investiné in a drilling program?

Secretary Chapoton. No. IRAs are not subject to the
EﬁISA rules. I might check this further, but I believe
there is no prudent man rule applicable to individual
retirement accounts.

Senator Long. So they could invest ih energy just like

anything else then?

Moffitt Reporting Associates
2849 Lafora Court
Vienna, Virginia 22180
(703) 5739198




10
T
12

13

14

15

16 .
17
18

19

20

21

22

- 23

24

25

64
Secretary Chapoton. That's correct.
- Senator Long. I see.

Now it would occur to me that there would be enormous

cost if you just look at the amount of savings out there

that have not yet been shifted over into IRAs. So far you

have picked up a huge amount of money in IRAs that were just

taken from savings accounts and various other investment,

_buiidings and loans or whatever, various'aqcounts that people

had, Ehey simply shiftéd_oVer into an IRA.

Now hbw.long would it take us to run out of all of

- that?

~ Secretary Chapoton. Well, Senator; we tealiy‘gannot'

~say. We have tried to see if we can determine how much

new savings is going into individual retirement accounts..

We. are interested in the fact that they have been very, very

successful. That has been a positive result we think.

But we cannot give YOu godd hard figures about how much

of it is new savings. We would like to be able to but --
- Senator Long. Now is it fair to say that that was not
the purpose of the IRA? None of this, it seems to me --

it seems to me that the purpose of the IRA was to encourage

people to save out of current income and to invest it in the

IRAs. I wasn't under the impression that we were trying to
encourage the mere taking of money from one account and

putting it into another account.
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Secretary Chapoton. Well, the purpose of the |
provision is to give a.vehicle foritaX'preferred savings.
And even if it is transferred weélth,lit is transferred into
a long-term savings vehicle which has its own benefits.

But it was clearly recognized that thefe'would be some
trénsferred wealth,involVed.

Senétor Bentsen. If it is transferred, then, as you
say,-have a lOng;term.

Secréﬁary Chapoton. 'That'é corréct.

Senator Bentsen.‘ Or they pay a penalty.

- Secretary Chapoton. So even to the extéﬂt you‘afe"
talking about simply shifting frém‘oné éccouni‘tsianother,
you have decided that to an account_for'practical-purposes ::
is.longéterm.: You cannot'get«it_out_béfore retirement. And.
SO you are committing those funds, unlike the oﬁhér funds
in your-pqrtfoiio, to retirement.

The Chairman. The clerk will call the roil;

Senator Bradley. Mr. Chairman, before we take this

vote, I would like to just raise another issue. This would

be a‘*vote on the --

The Chairman. On the phased-in spousal‘IRA. And I
have. asked the staff to put Senator Durenberger's suggéstion
on the afternoon agenda. |

Senator Bradley. Could I raise just a point before

we vote on the spousal IRA? I think Senator Moynihan raised
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-1 the fairness question of who benefits and so forth, and 1
‘ : 2 hAav_e no problem with the spousal IRA. But what I would
3 like to raise for the cqmmittee's attentioh'is the fact that
4 pe;ple’at the lower end of the income spectrum- not only

5 || will not be able to benefit from this, but will be paying a

6 higher tax. People in poverty in 1985 without any changes

7 invcurrent law are actually going to be taxed.

8 | So from an equity standpoint, I'would.like.us,tb

9 cénSidé# pé;haps increasing the earned,income tax-credit
10 from say 10 to 11 perceht and raising the base say from

$10,000.00 to $12,000.00. And I'm curious what that would

(703) 5739198

42 || mean.
, . 13 ~ Last year when I suggested raising it from 10°to
o a 10-1/2 percent, I was told by Treasury that was $100 million.
15 Simultaneoule3, I think we would be able to address the
16 concerns of béth middle income people and Iower income people
0 o - o
,. .l without a significant increase in loss of revenue. ‘
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The Chairman. It wouldn't prevent what Senator
Moynihan suggestéd -- I mean, the transfer of money at
the top. That is not going to address that.

We can have staff look at that. It is a separate issue.

- I don't have any objection to taking it up.

Mr. Chapoton. I believe we can certainly look at it.
I believe it is a separate'issue, Senator. It is an
incentive;fbr savings, and you are saying that it will not

be a'benéfitAfor people who don't save, and that is:certainly,

" true.

Senator Bradley; My pointvis that the spousal IRA is
aimed at éssentially women -- wives -- and I am saying for
the working poor thét are, in many cases, female heads of

households, that we have essentialiy not adjusted their

~income tax.credit since 1977. And I think that, while we

are‘looking at this issue in its propéf cbntext as an 1issue
thét will'behefié the women of America, I think we have to
lodk at.all of the women of America in the éontext of how
the Téx Code either benefits them or penalizes them.

So, I hope that we would be able -- maybe as soon as
this is disposed of -- to deal with the income tax.

The Chairman. If-we can't dedal with it then, I will
have the staff and Treasury get the information and we can
put it on the afternoon agenda.

Senator Long. It would seem to me that he has got a
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very good point there. 1In the matter of tax fairness, it
doesn't seem fair that we start out by saying at any
particular point -- middle income or wherever or at the

upper side -- and never get around to ever getting down to

where you touch ground with it.

It seems to me as though it ought to go from ground zero
on up to wherever you want to go with it. I think the

Senator has got a good point -- that we shouldn't take care

of the middle income and then wait around to find that .the

low income -- oh, it is too bad, the money isAall'QOne -
so we can't do anything for them.

Senatof Heinz. _Mr,-CHairman, I would just like to ask:.

~how we are doing on the_regulaf 0ld IRAs. My understanding

is that £hé revenue loss estimated for IRAs in'fisééi11985
is roughly $9.8 billion. 1Is that right, Buck? |
| Mr. Chapoton. Senator, that sounds about right, but
I don't have those figures with mé;
Senatof Heinz. And I ém tola tﬂat that is more than

double the loss estimated in the fiscal 1984 budget for

- fiscal 1985 -- $4.2 billion.

That is to say, last year we estimated the revenue loss
at $4.2 for fiscal 1985. This year we are estimating it
at $9.2 -- a $5 billion increase in revenue loss.

Now, do you knowrwhether or not thoée‘ére valid numbers?

Mr. Chapoton. I am surprised if it is that quick. I
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know that our estimate in 198l of the IRA use was low, and .
the cpntributions to(IRA were more than two and a half
times what we eétimated the contributions to be.

Senator Héinz. That is fihe,vbuf,I hope you will check
and find'out whether we are -- within the last 12 months --
that far off.

Mr. Chapoton. We will.-check that out.

Senator Heinz. If my staff is wrong, we apologize.

The second point I would make is -- and it has been

.made by somebody -- the utilization rates of IRAs on

families —-- not poor families, not moderate income families

-~ but families $20,000.énd;beiow —— is very tinf.:-Mésf
utilization is families of $50;000 and above.

This makes them ﬁeither good'nor bad. It ié Iogicalx
that upper income people are going to.be able to save more,
and-IRAs cerfaiﬁly increase savings.

Senator“Moynihah. And they are,savings that the ték
raté makes it pronouncedly_more attractive decision.

Senator Heinz. " That is correct. But‘if we are going
to look at this whole proposition in terms of revenues,
we can eithér look at them the way Dave Durenberger has
proposed -- whicﬁ is set some priorities as to the bes£
way ﬁo use loss revenues -- and/or realize that perhaps
the IRAs that we have have been a little more successful

than we had planned or maybe even wanted, and in order to be
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fair to spouses, take some of the anticipated revenue loss
away from the existing program -- not changing the rules in
#he middle of the game'«—'but sharihg some of the wealth, if
you will, in the anticipated ;evenue”losses with existing
law with épouSes.

Maybe we donft.have to havé an add-on. Maybe all we
need tq do is share the wealth. |

In that wéy, Qe.ddAth increase the.re&gnue'loss. We -
would prdbably adjﬁst.dowhwérd_for the time being existing

IRA law in some amount, and so my question to all of you is,

can you work out a tax neutral revenue loss neutral way of

doing thaté

Mr. Chapoton.- Sure, it would be possible. You would
have to lower ‘the $2,000 for existing IRAS.

' Senator Heinz. You would ﬁave'to figure out the best
options, but‘clearly,bif my numbers are right, we are in
a sense overperforming on existing law, and there is some
logic to doing that —f'to having something that doesn't
cost as much money.

The Chairman. Senator Roth?

Senator Roth. Mr. Chairman, it seems to me --— and I
regret that I misséd.the early discussionzabout-IRAS -- but
it seems to me that people are overlooking the basic purpose.
The basic purpdse of IRA was to promote savings, because

we felt that savings were important if we were going to
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modernize our industrial plants.

Onhe of the reasons we have fallen behind is that we
don't have a néw capital that countries 1like Japan and’
elsewhere have because they have tremendous incentivgs for
saving.

Now, there is no point in trYing to give an incentive

" for savings if it is going to be tax neutral. We are not

promoting anything.

AAnd the thing'that bothers.me as we sif here ié that'.
the only thinngé are lookihg aﬁ as we go through these
tax meetings is 10ss of'revénue.» Noboay is cbnéidering
what is_going.té-happen to ﬁhe economy -- to the reéovéry.

Now, I,happén to think thét we ought to be éxtending
savings. It was. my original idéa back in lQﬂS-that-wéléught
to expand it to housewives, and just let me say that
housewives have never been recognized -- never been
reéognized in any degreé.

And so, I would hope that we would support them. I
would like to go all the way, but I recognize that with
our deficif problem it is difficult.

I think the compromise is a reasonable one, and I
Would hope that we would support it.

| The Chairman. Let's vote on it.
Mr. DeArment. Mr. Packwood?

Senator Packwood: Avye.
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Mr. DeArment. Mr. Roth?
Senator Roth. 'Aye.

Mr. DeArment. Mr. Danforth?
Senator Danforth. No.

Mr. DeArmenﬁ. Mr. Chafee?
Senator Chafee. No.

Mr. DeArment. Mr. Heinz?

Senator Heinz. No.

Mr. DeArment. Mr. Wallop?

Senator Wallop. Aye..

Mr. DeArment. Mr. Durenberger?

lSenator’-Durenbérger. No.

Mr. DeArment. Mr. Armstrong?

Senatof Armstfong. Aye.

Mr. DeArment. Mr. Symms?
Senator Symms.v Aye..

Mr. DeArment. Mr. Grassley?
Senator Grassley. Aye.

Mr. DeArment. Mr. Longé
Senator Long. Aye.

Mr. DeArment. Mr. Bentsen?
Senator Bentsen. Aye.

Mr. DeArment. Mr. Matsunaga?
Senator Matsunaga. Ave.

Mr. DeArment. Mr. Moynihan?
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Senator Moynihan.. No.

Mr. DeArment. Mr. Baucus?

Senator Baucus. (No response)

Mr. DeArment. Mr. Boren?

Senator Boren. - Aye.

Mr. DeArmgnt; Mr. Bradley?

Senator Bradley. Aye.

"Mr. DeArment. Mr. Mitchell?

Senator Mitchell; ‘(No response)

Mr._DeArmenﬁ; >Mr. Pryo;?

Senator Prfof.x (Np résponge)

Mr. DeArmeﬁt. Mr. Chéirmah?,

‘The Chairmah.. Aye.

On this vote, the ayes are 121 the nayé are 5, énd-tﬁe
amendment is agreed to, but we are goingAto.bring up Senator
Durenberger's suggestion and élso Senator Bradléy's this
aftérnoon some time.  N

If We kegp‘adding things tolthe agenda, we'a:e never
going toifinish this agenda. They will be on the agenda
this afternoon. If we caﬁ mo?e along, we might even ggt
to them.

Let's go to number eleven. Senator Chafee?

Senator Chafee. Yes. Mr. Chairman, this is not néwf
We have had hearings on this. The Administration is

strongly supportive of this. What it provides; Mr. Chairman,
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is that there be over a three—yeaf period 75 enterprise
zones in the nation which are selected by the mayor or
the county commissioner, with the apbroval of the governor,
and they are submitted to the Secretary of HUD and then,
within that zone —f-which, of course, has to have the support
of the mayor -- the;e are varioﬁs tax breaks that are
provided by_tﬁe'Federal Govérnﬁent.

'No.mbre'than'ZS a year can bé——tﬁe idea is 25 a year.
Ana it is an experimenf. There are many thatfthink_it_ié
going t&'succeed; I personally-thinkvit is WOrth a try.

The revenue_impliqations~are relativély modegt, and
it is feally designed_tp dé'sometﬁing»about-thé;inner'cities.-

Now, the provision we have provides thaﬁ, I-think;.é
20 percent -- or something like that -- has to'bevforr
rural comﬁunities.

Rpﬁ, do you know -- is it 25-percent‘forlthe rurai?

M;. Pearlman. It is one—thira.

Senatof Chafee. It is one-third rural. Okay. So,
that is it, Mr. Chairman. .It.encourages the local
communities to do something. They cannot waive fire or
safety regulations. - Somé people have been leary of this
because iﬁ provided for -- or people thought -- a subminimum

wage. That is not in the bill at all.

Senator Moynihan. What is in the bill? Do we have a

piece of paper showing that?
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Senator Chafee. Yes. .

The Chairman. We will pass that out. The Joint

‘Committee, have you addressed this? We passed this a

couple of times in our committee.
I guess we are trying to reduce the cost of it this
time. Ron, is that correct?

Mr. Brockway. We are looking at some proposals. to

redhceAthe cost. To date, we have not put a revenue estimate

on it because we can't identify what-the size of a zone is.

So, neither we nor CBO has --

The Chairman. I think one thing, at tﬁe outset; we
want té make certain thaﬁ tﬁere will be no deSignations
of zones prior to January 1985; Otherwise, I think it
becomés a pqlitical -

Senator Mojnihan- That 1is what Presideﬁt Johnson did
when ﬁhe OEO,législétion passed in 1964.

The Chairman. I think there is some-conéefn that the
President would spend the next two months just announcing

zones.

Mr. Brockway. On the second page, there are listed a
number of options that would reduce the.revenue impact.
Théﬁ is on the second page of the handout.-- five possible
options to reduce the revenue impact.

The Chairman. I might say that I have talked to

Secretary Pierce, who doesn't want to reduce it at all.
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He feels that he is sort of caught here. Here is a measure
thaﬁ has been passed by this committee -- By the Senate -- on
two other occasions -- at least two —-- and now we are coming
in with a lot of new add-ons, and he is being asked to pay

for them.

I think he makes a legitimate point that, since we have .

addressed this before, wglhave indicated what the revenue
loss might be, and,how we afé comiﬁg back aha séying that
we are‘hof.gdiﬁg.to let-you'ﬁave_ﬁhat-ﬁe indicéted beforgA
because we have got a deficit bfoblem,

My own view is thgt we are géing to have foifind'somef
more revenue, and I woﬁld'ﬁbpé‘that we might»juéﬁ gbvahead
and pass,what'wé passed before, and if Qe can‘t.come“up‘ |
with the revenue, tﬁen we can go baéklaﬁd scale these doWn.

Is £here any objecﬁion to that? I am certainlf willingi
to do tﬁaﬁ. |

Senator Bradley. 1Is this the préposai we have in front
of us?. Is that essentially what we did befofe?

The Chairman. Yes. That is right. TIs there any
objection to that, John?

Senafor Chafee. No. That is.fine. I think that is
fine. With the January 1, 1985 starting date.

Thé Chairman. But I think we ought to make certain
that we are not setting up something that 'someone would

view as political. There would be no designation prior to
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January 1, 1985 -- in fact, there would be no announcement

that it would be January 1, 1985. It doesn't meanAthat you
can't go look at some between now and January 1985, but we
can go ﬁogether. At least, there will be one in Kansas,
I hopé; |

Senator Symms. Mr. Chéirman, all I Qant-to say about

this is that I am not going to oppose this issue, and I

“have discussed this with Senator Chafee. But I think at

least we ought to consider my posit;on on £he entérprisé
zone which is that I think we oﬁght to do this for the
Qhole,Uﬁited States.

| And by having these enterprise zones, we do puﬁ-thé
Governmeﬁt in a éosition ofvdeéiding where growtﬁ and so
forth is éoing téAgd.' Ahd I think there is some risk iﬁ it.

I hope that we wili consider this as we mo?e:into it.
We should be working immédiately, once this is paésed, fo
expand it té everywhere in the country;

Senator Chafee. Mr. Chairman, the answer to that is
that wé don't know.. We think these_are going to succeed.
There has been a lot of testimony. Congressman Garcia
from the Bronx haé been very active in this, as has
Congressman Kemp énd Senator Durenberger and others.

Let's give it-a trf. I don't know whether it is going
to be a panacea, but it is worth a try.

Senator Moynihan. Mr. Chairman, can I speak to this
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now? We have had a lot of enthusiasms around in urban
affairs and in economic affairs, -- meant we weren't going
to have a deficit, if you remember, not long ago.

But the idea of enterprise zones is specifically an

idea proposed first by a British professor, and it has been
very slowiy commenced in Britain, and I don't think there
are ahy results. I went around to the Ministry where it is

.being done -- about two years ago -- and they have nothing

much to say.

Two. The idéa'éfiénterpriSe.ZQnes is to-Substiﬁufejfor
PQSitive -- in-this bresent'political ciiméte, héyiﬁg>cut
back so sharply so manj urbén programs --— thié i$1£he way
to do phrough'tax-policy what YOu won't do through positive
programs.v Very well.." | | -

Threé{- The nuﬁbers involved -- Very much like model

cities_whibh began about 15 and ended up by the magic

‘number of 435 -- I observe élready one-third of these are

gqing to be rﬁralg

So, I won't oppose this,'but I have a long experience
in these things, and it seems to me that we really ought
to write into this language a serious requirement that
thg Secretary of Housing and Urban Development build into
the program a research component that can give us some idea
whethef anythiﬁg is happening.

Remember what enterprise zone means -- it means on one
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side of a street you can earn $3.10 an hour, and on the

" other side of the street, you earn $3.60 an hour, and*thé

péople are not supbosed to notice‘across the street.

Senaﬁor Chafee. There is no éubminimum wage, if that
is what you are taiking gbout.

Senator Moynihan. No. No,;I am not.

Senator Chafee. You are goingAﬁo have ﬂq-draw
boundafies.' Those thingS'happen iﬁ UDAG areas and every
otherAplace ﬁow, and‘no oﬁe is.stahding.herevénd'saYing

this is the mellinium. All we are saying is give it a

tfy, and there are plenty of people who are more experienced -

in‘ufban éffairs and have éeen deepef into-the.iﬁner city.
than'IVﬁaVe, such>as Congpessmén Garcia who is - EJA Be
enthusiastically behind this, and ‘think it will do.gbéd-
agd will work. |

I personally am prepared to giveAif a go. -

éenatof Mdynihan. AMy quéstibn was can we build a
serious fesearch cdmponent into this?

The Chairman. Treasury, . wduid you be_wiiling to draft
somethiné? I think he makeé a good point.

Mr. Pearlman. Sure. Treasury and HUD would be happy
to undertake a research component of this and report back
to you.

The Chairman. Knowing about the model cities disaster

-- I used to be a strong supporter of this enterprise zone,
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but I must say that I have some serious concerns about it.
But I do know there is a lot of in£erest in the
Administration, there is a lot of interést on the House side
-- some on the Ways and Means Committee with Charlie Wrangle
and others. -

Maybe at least tﬁis time, in conference, we can finally
end up with a few pilot projeétsi I am not certaiﬁ'what
the House is willing to do, but I'share the gqncern.
expressed by SenétorAMoynihan.

va'there is no objéctiqn,-iét;s go aheéd.énd do whét
we have done in the past. Then,.wheh we finish éurréétion
on all these things, we aré’gdiné to have to come back and
make some adjustmenté, and if fhat is the case, wé:wili:
‘have té_develop an option.

Senator_Moynihap. Could I ask jﬁét one more quéstion?
When did Qne—third of these inner city entérprise zones
turn out to be rural?

Senétor Chafee. Rigﬁt in this committee.

Senator Moynihan. Butvis that not part of the problem?

Senator Chafee. You have seen it in our otherlcommittee
"where 85 percent of the country is eligible for disaster or
distressed area loahs. |

Senator Moynihan. That is precisely what happened in
the model cities, if you will remember.

Senator Chafee. I think we are lucky to hold it to
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Mr. Chairman, I take it you have also

adopted it with the proposal to add a research component

with Treasury and HUD?

The Chairman.

Mr. DeArment.

Right. Let's just have a vote on it.

This_is the proposal that is described

as modified by the research component?

The Chairman.l

Mr. DeArment.

Right.

Mr. Packwood?

Senator Packwood. Aye.

Mr. DeArment;

~ Senator Roth.

Mr.'DeArment.

 Mr. Roth?’

Avye.

Mr. Danforth?

Senétor,Danforth. Aye.

Mr. DeArment.'

Mr. Chafee?

Senator Chafee. Aye.

Mr. DeArmént.

Mr. Heinz?

Senator Heinz. Aye.

Mr. DeArment.

‘Senator Wallop.

Mr. DeArment.

Mr.. Wallop?
(No response)

Mr. Durenberger?

Senator Durenberger. (No response)

Mr. DeArment.

Mr. Armstrong?

Senator Armstrong. (No response)

Mr. DeArment.

Mr. Symms?
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Senator Symms. Pass.

Mr. DeArment. Mr. Grassley?
Senator Grassley. Aye.
Mr._DeArment. Mr. Long?
Senatér Long. Aye.

Mr. DeArment. Mr. Bentsen?

Senator Bentsen. (No response)

‘Mr. DeArment. Mr. Matsunaga? .

Senator Matsunaga. Ave.
Mr.;DeArment. ‘Mr. Moyhihan?

Senator Moynihan. Aye.

'Mr. DeArment.. Mr. Baucus?

Senator Baucus. (No .response)
Mr. DeArment. Mr. Boren?
Senator Bofen. .Aye.

Mr. DeArment. Mr.lﬁradley?

Senator Bradley. Aye.

. Mr. DeArment. Mr. Mitchell?

Senator Mitchell. (No resbonse)
Mr. DeArment. Mr. Pryor?
Senator Pryor. (No response)
Mr. DeArment. Mr. Chairman?
The Chairman. Aye.

The ayes are what?

Mr. DeArment. 12.
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-Mr. DeArment. That is correct..

The Chairman. That will leave fhe record open.
Senator Heinz -~ targetted jobs credits?

(Pause)
Senator Heinz. Mr. Chairman, as I -think most of our

colleagues know, the Administration has proposed a one-year

_extension Qf'the ta:getfed jobs tax credit.

Théré areva number ofbus on the’éoﬁmittée WHO wguld
like to see us give the progfam substantiéllf.moré
COhtinu;ty thanvthaf,_aﬁd‘we_propésea:a five—year éxfenSion
of the pfbgram; |

‘And we had”testimony a week ago Fridaylwhen we had a
hearing on the targéfted jobs fax*credit, andvin addition
to hearing from a pumbef of people who have experience
with the program -- peoble who hire under the progfam -- we
heard frém a number of experté whb did not ﬁavé any
particular axe to grind.

And I think the-most significaht thing fhat we.learned
about the program was-that if you analyze the cost of
placement under this program -- which in 1983 served as
an employment lever into the work force for some 431,000
Americans who had been disadvantaged and unemployed, on AFDC,
handicapped physically, blind, disabled in some way -- the

experts testimony indicated that we.were successfully placing
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them -- in the case of other than the summer employment

people -- at a cost éf about $470.00 per jbb gross cost.

| The experts also éstimated that in terms of the het
cost to the Fedefal Government, by gettiﬁg these people
off'éf‘welfare programs and other progréms onto employment

rolls, and including the revenue generated, that it cost

the taxpayer about $100.00 —- on a cbnéervative analysis --

- for each of the 431,000 people so helped.

"So, what We have gbt'is a program~£hat-appeafs tox
be helping about 431}006 pebple-as of‘£he ehd of 1983
for a ﬁotal ébst to fheAtéxpayer -~ the Treasﬁry ;~-of
about.$40 miliioﬁ é.Yéér;

That is ‘an extraordinary record of performance for a

program. Would that every pfogram that we had -helped

431,000 deserving people at a cost of $40 million.
So, it-is,my hope_——.baséd on the other>testimony we

had -- ‘again from experts -- that this program could be

substantially more effective if, rather than kind of renewing

it for one or two years at a time, as we have done on
several occasions, that we give it a much more secure lease

on life and extend it for five years.

Senator Symms. Why not make it permanent?

Senator Heinz. I am-not opposed to making it permanent,

but I think that it is good to keéep pfograms'iike this on

some kind of a leash because we may find out something within
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within the next five years that would cause us to want to

change it.

I am not going to oppose the Senator's suggestioq, but
I would rather we consider a five-year extension. Maybe
uhemployment will be so low five years from‘noﬁ that Qe
won't need it. I don't. know.

But I appreciate the Senator's suggestiqn. If he
doesn't mind, I wduld rather.just keep it at fivevyears,/

but if the will of the committee is to increase it more

.than that, I wouldn't oppose that. And I .thank him for

his supportf
Mr. Pearlman. Mr}_Chairman?-
The Chairman. Yes?
Mr. Pearlman. This was a pfoposal that is includéa

in the Administration's budget. It was included on the

suggestion that it be a one-year extension. It was done

that way for two reasons.

Number one, because we believe —- as Senétor Heinz
believes -- that programs like this shouldAbe reviewed on
a regula:ibasis. In additibn to that, there is a-rather
sﬁbstantial revenue difference between extending.the crgdit
for one year where the cost is $900 million énd exténding'

it for five years, where the cost is $1 billion $600 millién,

over the period 1985 through 1987.

Senator Heinz. I would like to agree with what he has
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just said. "Mr. Chairman, ‘I think that is very significant.

He pointé out correcfly that a one-year program will :cost

$900 million, and a five—yearAprogram will cost only $700
million dollars more.

Mr. Pearlman. During the first thfee years. Obviously{
thefe is sﬁbstantial additional-cost in.the -— |

Senato; Heiﬁz. Through 1987.

Mr. Pearlman. ThatAis_corfect.,'

Senator-Hginz. That is correct.

Théichairman. You are talkiﬁg aboﬁt a three—year Cbst
of --

Mr. Peérlmén..:A three—yéar cost. fhe toﬁal‘cost;
would add aﬁother>$l.3'billion‘on a five-year extensiqﬁﬂ

The Chaifmah;' I undérstaﬂd theré was also some tésﬁimoﬁy
-~ in fact, I Was‘here for-paft ofvthé<hearings -- on how |
we mightvmodify the program and still make it more»efficient)
more effective.

George, do you have. any information on that?

Mr. Pieler. Mr. Chairman, the Joint Committee has
estihated what yoﬁ would save in the program from changing
it'to'a first-year credit from a 50 percent of the first
$6,000.60 of wages to 25 percent, and that was a
;ecdmméndation'made at Senator Heinz' hearing by John Bishop,
who has done some research on the program-

And I believe the Joint Committee has revenue numbers on
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that particular option.

The-Chairmani Randy?

Mr. Weiss. va you essentially cut the firétfyea:.
credit to 25 percent, it would cut the revenue cost by
about 45 percent of whatever the extension was. So, if
it was a one-year extension, revenue costs would come dan
to about $500 million. If it were a five-year extension,
the revenue costs would come down to about $900 million,
by making that change.

The Chairman; All right.

Senator Heinz. ’Mr..Chairman,-it.is accurate to séy-
that Mr..Bishop'testified in favor of cutting back frqﬁ
50 to 25 percent, but he also téstified ip favor of
reimbursingrembloyers for training costs in additibh.
which is not now done by this program.

So, we_afe-getting half of Mr. Bishop's recommendation.

The'Chairman. He made a number.of recommendations, I
was told.

Senator Heinz. Yes, but the one that the sfaff<is
referring to, Mr. Chairman, is a combined recommendation.
He said if you are going to cut it from 50 to 25, you have
got to cover training costs in addition to this credit for
the otherwise.difficult—to—employ person.

The Chairman. I support the program, but again,‘it is

like everything else. Who benefits from this program?
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MacDonald's, Pizza Hut, who else?

Senator Symms. Unemployed kids.

The-Chaifman. I am not sure they benefit as much as
the employers. It is a wage subsidy program.

Senator Heinz. _Mr. Chairman, do ydu want me to supply
that information?

The Chairmén. Yes.

Senator Heinz. 'if bénefits‘economicaliy disad?antagea"
youths - 18 to 24 -- econom%éally-disédvantagéd Vietnam
era vete;ané -

The Chairman. I khbw that classificatién.

Senator Héinz. I am éorry, Mr. Chairman. I
misunderstood your question.

‘Tﬁe Cﬁéirmaﬁ. Which employers benefit the most from
this program?

(No.response)

Everybody rushés in here sayiﬁg it is a great thing,
if they are a beneficiary -- that hasn't changed in this
committee for 100 years.

Senator Symms. Mf. Chairman, I would say this. 1In
defense of some of those employvers, I don't think any have
benefited that muchf A lot of this is a hassle to havé to
go through_ali the red tape -- hire these people, hire these
young people, try to train them, and they are unskilled.

They can go out and hire a regular employee.
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The Chairman. But they don't hire them if they can

avoid it. Do we have any information on who the big
beneficiaries are?

Mr. Weiss. When the.targetted jobs credit was first
enacted, the original provision.called for a report to be
submitted to the Cbngreés in 1981, giving information about
who ﬁsed it, and that report has still not been sent.

Unfoftunatélyt therefdre,lthere isﬁ't feaily any data
that is publicly available.

The Chairman. 'Who.is.supposed tovfile the repért?

Mr. Weiss. The_Secretaries of Treasuryrand LaBor-are
jointly suppoSéa to deliVer this report;

Senator Moynihan. Mr.»Cﬁéirmap, éould I comment on

that point? We have been trying to use the Tax Code in a

number of -specific social purposes that previously'had

invblved actual expenditures.
The urban programs of the 1960s. and 1970s have'pretty

much been dismantled, and we are doing to enterprise zones,

and thevemployment training and so fbrth. It has been very

much cut back, and we are going to targetted tax credits.

Now, at minimum, we owe ourselves some information on
whether thére is simply a displacement. I mean, the thing
about enterprise zones is -- the central questidn is —-—
does it simply move aétivity f;om here to there without

making it more profitable without increasing the net.
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And the question of targetted job credits is the same.-
What is the answer from the staff and_from the Treasury since
we have not got the study? The Department of Labor was to
do it for us, wasn't it?

The Chairman. Where is it stuck? .In which department,
or is it both?

Mr. Pearlman. Sorry, Mr. Chéirman, i can't answer you.

We will be happy to find out but I just don't know.

Senator Heinz. Mr. Chairman, one point. - Your question

about who uses it is partly aﬁsQergd, I»guesé, by some of
Fhe,peoéle who ééme foryard and.testifiéd af the hearing._

We didn'£ invite a idf of geéple'who'didn'taﬁéélthe
credit because they didn't know“much about it. I think éne
of the issues involQing the ta% credit is héw do you get it
to be more successful? 'We‘know,Afor example, thefe were
294,000 AFD recipients'vbuchered, but only 50,000 of them
certified and employed.

Now, the significaﬁce of thét is'that we could have
even greater savings to the taxpayer if we could get those
244,000 vouchered AFDC recipients off of AFDC and onto
payrolls if the program had broader acceptance, and part
of acceptance is being around for a while and being-perceivéd
as a program that has a t:ack record so that it is a plus
and so that any initial stigmatization -- and there was

some initial stigmatization under this program -- is overcome
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~One other point -- may I yield to my friend in a
second?
The Chairman. Yes. I just wanted order.
Senator Heinz. Oh, I thank you. The other poiqt is
that we had some testimony --- I don't think the chairman

was present for this part of it -- which was that while

- there is some disagreement as to how many additional new

jobs this program. creates -- we got téStiany from:some
people who’SQid we would never ﬁave opéned»tﬁis,oﬁtlet in
Jersey City if we.hédn‘t had ﬁhis progfam ;—,wé di§ get
some testimony like that.A |

One of the fhings I think —- - ir:efutablefon.the‘record , 
-- was that we heightened levels df employment tﬁréugh this |
prggram that would not otherwise have'been'heightehed
without the program. |

And that is significant because this mean§ you are
not. substituting one person for anothe?. You are'bringing
people into the work force for those jobs thét exist but
that don't, fo: one reason or another, get filled -- the
ones that President Reagan was fond of pointing to in the
Help Wanted adsifwo ana three-years ago, and it also means

that, from the standpoint of the Treasury, their analysis

probably eXcludes'the benefit to the Treasury of having

done that. namely the money the Treasury doesn't have to lay
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out in AFDC, and Voc Rehab and all the other costs.

My question, I guess, is to the Treasury. Does your
so-called cost of the program include the other direct
satings to the Treasury in terms of payments you don't have
to make and taxes you do get in as a reéult Qf the incréésed‘
employment levels? - |

Mr. Pearlman. Our revenue estimates do not include
those; Senator.

' The Chairman. Wasn't there a GAO study ot thi§~pr0gréﬁ?i
(Novreépénse) -
.Senator Moynihan. = Can I just say to Senétét ﬁéihé;'if_.

Ivmay, that-we>may be onto something very_good'here and |
not know it. It may be that a tax system of préviding
iﬁcentives for ceftain kinds of employment does Qork éhd
does not have a very significant substitution effect.

But we ought to know it. I meén, we ought:to be keenly
interested in.it. Do we have any idea where that rebort ié?

Mr. Weiss.  Senator Moynihan, I think - to the best
of dur knowledge -- we have not yet seen a carefully
designed statistical study that would get at this
di§placement questionT

Senator Moynihan. It is not an easy study.

Mr. Weiss. There are certainly some businesses that
cén say that thev may well havé been influenced to increase

employment, but what we don't know is whether there are
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other businesses that would have been hiring those same

people had the credit not induced the first group of

businesses to hire them.

It is possible that there would have been, and therefore,_

looking at the economy as a whole, not enly is thefe no
net inCreese in employment for the economy but not even
a net increase'employment for this particular group.

It is only-a‘small fraction of these groups that ever
ehte: thevpfogram.

‘The Chairman. if we were_esking this committee to
apprepriate $3 billion for a jobe progfam, i bet you
wouldn‘£ ge£ five.votes;'but Bere weeafe doing it to the
Tax Qode, so it doesn't Make aﬁy difference.

We_Qouldn't spend that money, but we are willing'td,ao"
it through the back door that nobody understands. We:den't
knowvwhether it is an effecfive p;og;am or not. |

I intfodueea a similar bill when I wee in the House
about:lB years ago called "The Human Investment Credit Act."
It was a big Republican strategy. It never passed.

(Laughter)

The Chairman. But it would seem to me that if we are
going to continue the program, whether it is one year or
three years or whatever, there ought to be some evidence
that it is actually putting people to work.

Obviously, it is a wage subsidy. You build MacDonald's
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with an IDB, and then you get a wage subsidy, and it is

pretty hard to lose.

Senator Symms. Mf. Chairman, if I could just make one
comment on that?

The Chairman. ‘Are you for SITA jobs? " Did you vote
for that?

Senator Symms. No, sir, I don't'becauSe,I'don't‘think
it.is an efficient allbcétion of our resdurces,‘but.this
is. What we are asking‘people to do is td\hire employees
that come froh'a disadvéntaged é:oﬁ? of socigty who afe

less educated, who are less skilled, and who ére.iess-

motivated; and that costs the business mohey.

And‘as one Who has -- before I came to Congress - that
is what I did mostly —— was employ'unskilled workers, and

the :capital cost of the job is more important to the

_deciSibn of hiring them than the tax credit.

Now, I wouid venture to say that.the Macbonald's of
the world could care less WHether we have this program.
The.Chairman. oh, no, you are wrong.
SenatorASymms. But they will survive with or without
thié. It won't hurt them, but the people that are going
to get hurt are thése disad?antaged yohng peoplé that_might
have an opportuﬁity to learn some on-the-job training.
So, I think-we 6ught to move ahead with this. It is an

efficient way to do it. It is better than having a SITA
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program by far.

Senator Matsunaga. Mr. Chairman, does the Treasury

have any figures as to how many have claimed the tax credit,

that is how many employers énd how many employees have?
| Mr. Chapoton. AThe Joint Committee'has the figures.
Senator Matsﬁnaga. You have the figures?
Mr. Weiss. We have datq fo; the activity in the

targetted jobs credit for fiscal year 1983. And what it

.shbws is that there were approximately 430,000 new hires

during that year for whom employers requested a targetted
jobs éredif certificatipn;

Senatér Matsunaéa. I see. InvolVing how many?

Mr. Weiss. 430,000..

The Chairman. I understood we were in a recovery

period. 1Is that right?

Mr. Weiss. That is right. What we don't know is how

many of these new hires would have occurred anyway because

" there are always lots of new hires in the economy, and lots

of these people certainly would get jobs and did éet jobs
even before there was a targetted jobs credit.
| So, what we don't kﬁow is the question of whether this
represents_an increase.
Senator Heinz. Mr. Chairman, on that point, if I may.
Senator Matsunaga. One question first. How ﬁany

employers involved?
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Mr. Weiss. Unfortunately, we don't have any information
on the number of employers that claimed this.

Sénator Heinz. Mr. Chairman, just on that point. Most
ofAthe people Who went back into the work force last year
were, as i undérstand it, people who ﬁid not fall into
these categories. They were moétly éeople who, if they had_
fallen,into'the‘category,_we‘would have found on ungmployment
compensation, the purpose of which is to keep people ogt
of these cateéories.

| So, while that is only anecdotél, éircﬁmstantial:
evidence, T think.it’igsfair to say that oneAcould maké a
deceﬁt casefthét a lot of thqse peoplé who,:by and:large;
come erm groups of very high uhemployment fates.

Take ecdnomically-disadvantaged,youthsA18 to 24 - their

_unemployment rate is 50 percent. It is today 50 percent.

It wasvthen‘SO-perceﬁt.
This.program seems to work best‘for those péople.who
do not normally enter into an economic recovery fhe way we
would like.
-Senator~Chafee. It seems to me that the best thing that
we could do for this counﬁry is to reduce the deficit.
The Chairman. Oh, we have forgotten that already.
(Laughter)
Senatqr Chafee. And_thét seems to have fallen by the

wayside here. We have got spousal IRAs and a few other things
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and, indeed, I supported the enterprise 'zone.

‘Senator Moynihan. The enterprise zone only costs
'$150 billion over the period.

Senatdr Chafee. Well, that is not quite accurate.

Senator Moynihan. And that wouldn't balance the budget. |-

Senator-Chafee.A Let's not quarrel over decimal points.
(Laughter)
. The Chairman. Bgt obviously,.this pfbgram has to be
extended. I am ﬁot quarreling with that. ‘It is jﬁst.a
question ofvwhét wé do.

And what we have been trying to do wiﬁh(some of these

- programs -- I think we made it clear on the agenda.-- revenue

losers are subjégt tq approvaIAof revenue offsets.

Now, I know it is éésier to vote for the .losers énd_
p;obably not get the votes for_ﬁhe offsets, but we don't
have to repor£ out any'bill at all, as far as I know.

Sénator Chafeé. Mr. Chairman; it>seems_to me that,
as I understand it, Treasury has recdmmended one year.
Senator Heinz wants five years.

Why ddn't we take a couple of years énd éet the thing
over with, and go ontq something else?

Mr. Chapoton. Let me add one thing. I was checking
this proposal. One of the bases of our thought about the
one year is that we all feel that we don't have sufficient

information on the targetted jobs tax credit. And the Labor
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Department is conducting a further study of the impact of it.

So, a‘limited extension is to await that study.

Senator Chafee. Yours is one year?

Mr.lChapoton. One year.

_Senatér'Heinz. Mr. Chairman? I hear what Senator
Chafee is saying, and maybe we will'want to decide atAsome-
point to feduce‘the number of years fromffive to a lesser

number, but I would caution my colleagues that the House

has no such provision.

~And if we agree to three years now, they are gding 

' to nickle and dime us down to é:yéar and a half,'WhiCh

réaily is, for all practiéél purpbsés, what the'Admiﬁ;stratiof
is asking fof. -

Wé know what the real weakness is with keeping:the
program'op that short_é tether because it tells everybbdy
-= it tells all the Stafé employment offices -- don't count
on this‘program being éroundﬁ andAit réally beéomes
éounterp:oductive.

. So, I would hope that we wouldn't put ourselves in
a nickle and dime position with the House.

The Chairman. The thing that I am primarily concerned
about is not so much the extension time, but‘&hether or
not we are gbing to be locked into a program that we don't
have any answers to many of the questions raised for five

Years, three years, or one year.
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Obviously, every witness.who comes before the committee
is going to tell you how great the program .is. They are
all benefiting -- it ié a wage subsidy program. It helps.
It pays part of the cost of their labor. |

Senator Heinz. Mr. Chairman, I haVe to teil you. We’
have made a lotjof chénges ip the Tax Code here today.
Thelone benefit I wouid claim for this one over most of the
othérs isrthat welhad:a full afternoon of hearings on this
one.

The Chairman._ Yes, but they were al1 testimoniélsf
fhat is whét that was.

Sénétor Syﬁms. 1if'I_could‘just'make one more comment.
I know you don't want £oAdelay.this, Mr; Chairman, but
if I could, I will_keep it as bfief as péssiblg.

The Chéirman. All right.

Senator Symms. I happen to support what»Sehator Heiﬁz

is trying to say here and what he is trying to do here.

efficient way we can help these disadvantaged,undereduqated
underskilled, undermotivated groups to get into the employment
sector and Stért becoming part of our society.

" Now, we have passed these minimum wage laws over the
years that have been very detrimental to these same people
because they cause them to be unemployed,‘and here is oné

way that we can try to offset some of the bad impacts of
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Government minimum wage laws by doing this and giving a tax
credit,
And I will tell yéu, as a personnel manager that used
to hire SQO people, the personnel managers of MacDonald's
may-come in here and testify, but just so that the committee

understands what I am saying -- it will not make one bit of

difference to the fast food chains, the corporations of

,Ameriéa, whether we have .this program or not.

They are cqoperafinglwith fhe Coﬁgress'to try té help
some of these groups out, and‘this-ta#Aadvantagé makes up
the.aifferencé of what»it costs you to hire a less
motivated'wbrkér aﬁd'train them on tbe‘job.

so, I just don't think that there is anything réallf
negative aboﬁt tﬁis ﬁrogram. ‘And as fér as £his budget
cldsing thing,Ayou_know, it is going to.take'a lot more
than this bill to make a big diffefencé on this deficit,
anyway .

. I know what the~chairman is trying to do. We willk
cut spending by $700 million more.

The Chairman.r No, I think all of these people are
going to move into these enterprise zones. That would be
another subsidy. And then they wili have the Ist, the‘
enterprise-zones ana wage subsidies, and then there are
surely two or three other things we have forgotteﬁ.

Or the luxury cars -- they drive to work in their
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luxury cars --
(Laughter)

The Chairman. I am not quarreling with MacDonald's

or anyone else. If the tax laws are there to take advantage :

of, they ought to do it.

T just wonder if it works. Not that we are going to

‘'reduce the deficit with this one provision, but if we don't,

these'littie-job érédits_éren't going to keep people.working
anyway. Théy are.gbing'to‘be.out on the étréet again.'
| So, why don't wé,come back:at-3:00 and work on some
compromise.
(Wﬁereupon, at. 12:36 p;m., the hearing-was fécessedf)

(Continued on next page.)'
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AFTERNOON SESSION

(3:33 p.m.)

The Chairman. To go back to the nominations, on page 2 -

there are two nominations pending for the International
Trade Commiséion -- David B. Roﬁr and Susan Wittenberg
Liebler. AAnd I understand that Senator Long. now- indicates
we can go ahead With those?

Senator Long. Nvobjection; Mr. Chai{man;

The Chairman. Any objéction?

‘Senator Long. " No objeétion.

Senatbr Heinz. Beg ybur pardOn; Mr. Chairman?

The Chairman. We -are approving the'two ITC no@inatibhs
on page 2.

Senator Heinz. Mr. Chairman, I don't object, but I

.either want to record myself against Susan Liéblér; who I

don't believe to be qualified fér theujob; or I would prefer
we would just vote on both Of them. I,imééine they will
both paét.

Is.thére anybody else Who wants to be recorded on
Liebler? |

Senator Long. I want to be recorded for her.

Senator Heinz. Why don't we juét have a rollcall vote?

Senator Moynihaﬁ. Vote.

The Chairman. Is anybody opposed to the first nominee?

Let's don't waste any more time than we have to.
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Senator Heinz. I don't think there is any opposition
to the first one.
The Chairman. Is there any opposition to the second
one}-except to record yoﬁ in the negative?
Senator Heinz. You can record me in the negative. . If
someone eise wants'to vote;lwe'll have it. If not --
| The Chaimman.‘ All right. Without»quection.

A1l right, let's‘gQ back. We were on the targeted jobs

credits. Does the Treasury have any more information on

this?

Mr.'Chapotbn. Mr.-Chairmah;_I don't think weé have much

_tb add to the revehue figures this mofning.’ There,is'still

a great deal of uncertainty about what the effect of the

targeted jobs credit is; and I talked to myApeople over the -

lunchtime about who was benefitted and whether one can say

it increases total employment. We clearly do not have data

that would lead one way or the other.

They point out; of course, that a certain amount of the
workforce} eiﬁher the new workforce or entering~the Qorkforcg,
¢omes from economically disadvantaged families; so we can |
expect an inéreased use of the targeted jobs tax credit.

- We also estimate that about 15 percent of the potential

eligible persons are claiming the benefit of the targeted

jobs tax credit, so that we could expect a significant
increase in the claims under the credit. And we have seen
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a very»significant increase in the last quarter of Calendér
1983, and a large increase from 1982 to 1983,

I don't know thatAthét adds much to what we knew this
morning. No one can really.say; without a lot more
information than is even'being collected ﬁow; rmuch less
being studied;:but‘that is even being collected on what the
impact of the targeted jobs tax credit is. -

The Chairman. All right.

‘Does the Joint Committee have any additional information?

Mr. Chapoton. I just might mention that the

certifications ?ffI.said.“éalendar;? but this is Fiscal 1983

~- in Fiscal 1983 were 31,000 certifications. That ddés not

inéludeAeconomically‘disadvanfaged co-op studénts;-because

the Labor Department is not collecting thét}information on
the economically_diéadvantaged, "We don't know; bécause they
are not collécting that_informatioh.separétely; however it
is 431,000 in Fiscal 83 as cdﬁpared to.ZOZ(OOO in Fiscal 82,
SO we are. seeing a‘significént growth in the program;

Senator Heinz. Mr. Cﬁairman; what doAyou waht to do?
Shall we. vote?

The:Chairman.' I woﬁld suggest we accept»the three~year
extension. - |

Senator Héinz. I wouldn't object to that on one
cohdition: Do we have any.assurance that we are not going
to be nickeled and dimed by the House on that?
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The Chairman. I don't think the Hoﬁse -- I am also
going to suggést that we get a GAO study.én this program and
that we take a look at it before thé three years expires; |
but beyond that} I am éertainly willing to extend it for
three years.

I think we are going to have to extend it -- I am not
quarreling with the extension coﬁcept.

Senator Heinz. NQ; I_unde;stand thét.

My only concern is -- and otherwisg I would accept your

offer quite happily -- that the House, which has no provision

in it;ﬁand I don't know how ‘they are’disposgd’on this issue, |

might force us to  compromise on it-fﬁrther} And I WCuld-

rather haﬁe more leveragevto compfomiseAin conference.

I would not object to compromisiﬁg in conférence at
tﬁree yearS} but I am a little reluétant to compromiéé»on
it now witﬁoﬁt khoﬁing where the House stands.

The-Chairman. Well, I don't know hdw we are going to
know until we get over there. Do you have any idea, Dave?

Mr. Brockway. NQ; I don't know what‘the reactioh will
be to this item.

Senator Heinz. Weli; put it this way, Mr. Chairman.
If you want to cut it downAto three years in conferéncé, I'1ll
support you. " But I would prefer to stick with five right
now. There is no difference in the revenue estimates.

Senator Chafee. Well; Mr. Chairman; I was gaing to
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two;_and if we can't settle on that then lets have a vote
on three and get it over with; and go on to the next one.

The Chairman. Well; we are giving things away. I

- know how easy it is to vote for everything we give away in

here. We haven't won one yet; so I am just trying to work

it out in advance.

The savings, as ‘Senator Heinz pointed out, for a three-

year'program; or the revenue loss, is $1.6 billion. - Is that

correct?

Mr. Brockway. Well} anything with three years or more,

'in that three—yéar period it would be $1.6 billion.

‘The Cﬁairman. .That's what I mean.

Senator Heinz. And the one—yéér extensionris‘the'§00?

Mr; Erockway. ' Nine: hundred.. And two years is 1.4;
tﬁen three yearsAand lénger is all 1.6, beéause everything
is occurring afterwards.A You have substantial revenue in
plus-nine years.

The Chairman. I am willing to Stick with the three
years; but it seems to me we are almost getting into the
realm of permanency without even knowing what the proéram
does. We've had a study aue for three years; we don't have
it yet.

Senator Heinz. Mr. Chairman; I am willing to make a
public commitment to support; in conference; three years

on the program, if we can get five years here, so we have
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something to give the House ih conference.
The. Chairman. They may not want anything. If you are
giving money away; they would take it over there.
‘ Senator Heinz. Wel;; I am just telling you what I am
willihg-to_dp: Mr. Chairman.‘ |
The Chaitman.- Yes.
_Senator.ﬁeinz. :I1f you don't want to do if, let's
vote én it. |
| The Chairman. The Adﬁinistration hés aéked fér a
bne;year extension so they might look at the.program. ¥ou
ha&e suggested;five; and half-way betweeh'is three; I hcpe:
we miéht véte on_é three—yearfprogrémafor'the targéted jobs.
credit. |
Senator Heinz. Mr. Chairman, do you want to have a -

vote on an amendment reducing the five-year proposal to

three years? Let's vote on that.

-I am going to vote.No on it, for obvious reasons. I
will still stick by my commitment, hcocwever, to work with
you toireducé it in conference

The Chairman. Well} I will stick by mine, too.

Senator Heinz. But I would like to go to conference
with five; and I woula urge my colleégues to vote No on your
amendment, theﬁ vote Yes on what survives.

| Senator Chafee. Mr; Chairman, I move we éxtend it for
one year, and ask for a rollcall vote.
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Senator Heinz. ANow;‘as I understahd what Senator Chafee
is proposing; he is. proposing to cut my proposal from five
to one year.

Senator éhafee. Right. Let;s vote.

Senator Bradley. Coﬁld reason prevail here, and let's

just go with what the Chairman has suggested. I mean, we've .

got one and five. We are going to have two.Votes; and we

are going to end up,Where'the Chairman is anyway. Létfs,jugt

do what the'éhairman suggests. | |
_Sénator Chafee. I asked for a vote. Let's vote.
Sénator Héinz, Let'svvote on the Chaifman;s.propgséi

first.

Well, Mr. Chairman; you decide what we want to vote'on.: 

(Laughter)

The Chairman. I think one year is not a badvidea.
.(Laughtér)

Seﬁator MOyniﬁan{ 'Mr. Chairman, we should be allowed

to vote for the longest period that is before us, in order’

that we do not vote in a tactical way MNo against a shorter

period. That is fair to those of us who want this program

to continue.

Senator Chafee. Mr. Chairman, I made a motion. I asked

for a rollcall vote; why don't we vote on it? .

Senator Heinz. The Chairman did, too, John.
Senator Moynihan. Mr. Chairman, I offer a substitute
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amendment.
(Laughter)
Senator-Moynihan.i The substitute motion is five years.
The Chairman. vHow many want to extend the program at
all? Let's vote on Ehat.

(Showing of hands)

The .Chairman. ~ All right. Now we will vote on how many

want to extend it for one. year. o

(Showing of hands)
Senator: Moynihan. . Only one.
Senator Heinz. Only one year.
The Chéirmén. Well, one is one.
»(Laughter)
The.- Chairman. How many did yog.have.tﬁere?l
(Laughter)v
Mr. DeArment. Six.
‘The Chairman. Six? Three? How many ére léft? -
Senatdr Bradley. I supported the three yegfs; because
that's what the Chairman suggested. |
The Chairman. Threé years? .
(Showing of hands)

" Senator Heinz.- Well, I wish you would do it the other
way around, Mr. Chairman. I don't know when a deal's a
deél.

The Chairman. Well, I was trying to make a deal with
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Senator Heinz, but I couldn't work it out.
(Laughter)

Senator Bradléy. " You know; I would take that three

~years if I were you.

Senatof Heinz. Mr. Chairman; if I may say so --

 (Laughter)

Senator Heinz. And I want to be serious fwf a minute.
Normally I doh'£ object to the bfbcedures of this committee.>
I am going to object to the procedures of this committee,'
because £here is a normal way to proceed, Mr:_Chairman;

. Normally there is a method that is far, where you
decide;.upfrOnt; how you are gbing to proceed. 'There is an
item before'the committee that has been madé available to
evefybody,.and it is:hormai-tb‘amend it.

Now; normglly we don't stand on a lot of fdrmality. _But
using'the procedufes you used, I find it a little tricky.

The Chairman. Well, we-doh't want to be tricky.

'(Laughter)-

.The-Chairman. We don't even want to reduce the'deficit}

I am about convinced of that. But we want to vote on a lot

of good things, so let's vote on -- yours is a five-year

 extension; Senator Chafee has offered a substitute for one

year, I assume.
Senator Heinz. Oh, I have a perfecting amendment for
Senator Chafee; of three years.
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Senator Moynihan. Mr. Chairman, it would be so simple

to do a cascade -- five, three, one -- and see where we are.

The Chairman. All right, let's vote on five.:
thefully; WOn't‘pass.
Mr. DeArment. This is on five Yéérs?
The'Chairman. Yes.
Mr. DeArment. Mr. Packwoqd?»
Senator Packwéod."No.~
Mr. DeArment. Mr. Roth?
Senator Roth. No.
Mr.vDeArment; Mr. Danfo:th?
Senator Dénfdrth.-_ﬁo.
M;. DeArment. Mr. Chafee?
éehatdr Chafee. Né,
Mr. DeArment. Mr. Heinz?
Senator Heinz. Aye.
Mr. DeArménf. Mr. Wallop?
(No response)
Mr. DeArment. Mr. Durenberger?
Senator Durenberger. No.
Mr. DeArment. Mr. Armstrong?
(No respdnse)
Mr. DeArment. Mr. Symms?
Senator Heinz. Aye, by proxy.
Mr. DeArment. Mr. Graséley?
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Senator Grassley. No.
Mr. DeArment. Mr., Long?
Senator Long. No.
Mr. DeArmenf. Mr. Bentsen?
Senator Bentsen. No,
Mr. beArment. Mr. Matsunaga?-
Senator Matsunaga. No.
Mr. beArment. Mr. Moynihan?
‘Sénatof Moynihan.A No.
Mr. beArment; 'Mr. Baucus?

¥Na response)

Mr. DeArment. Mr. Boren?

(No response)-
Mr. DeArment. Mr. Bradley?
Senator Bradley. No.

Mr. DeArment. Mr. Mitchell?

{No' response) : . .

Mr., DeArment. Mr. Pryor?

Senator Pryor. No.

Mr; DeArment. Mr. Chairman?

The Chairman. DNo.

So now it is n§t4extended at’ali. It expires, right?
Now we will have a vote on one year.

Senator Heinz. Oh, Mr. Chairman, I thought we were

going to vote on three.
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Eleven Nays and three Yeas. The

amendment is not agreed to.

Senator Heinz.
The Chairman.
started it about a

Three years.

Mr. DeArment. -

three'yearé;
Mr. Packwood?
Mr..DeArmenE.
Seﬁétor’Rotha

Mr. DeArment.

Can we vote on three?

113

It is all right with me. We could have

half-hour ago.
This is the vote on extending it for
No.

Mr. Roth?

No.

' Mr. Danforth?

Senator Danforth. No.

Mr. DeArment.

Mr. Chafee?

Senator Chafee. - No.

Mr. DeArment.
Senator Heinz.
Mr. DeArment.
(No response)

Mr. DeArment.

Mr. Heinz?
Ayé.'

Mr. Wallop? -

Mr. Durenberger?

Senator Durenberger. No.

Mr. DeArment.
(No response)
Mr. DeArment.

Senator Heinz.

Mr. Armstrong?

Mr. Symms?
Aye, by proxy.
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Mr. DeArment. Mr. Grassley?
-Senator Grassley. Aye.
Mr. DeArment. Mr; Long?
Senator Lohg. Aye.
Mr. DeArment. Mr. Behtsen?
Senator Bentsen. No,
Mr. DeArment. Mr. Matsunaga?
Senator Matsunaga. ‘Aye. |
.Mr. DeArment. Mr. Moyﬁihan?
Senator Moyﬁihan. Aye.
- Mr, DéArﬁént. Mr. Baucus?
(No responéé)”
'er;.DeAfment. Mr. Borén?
(No fesponse)_
Mr. DeArment. Mr.-BradleY2
Senator ﬁradley. Aye.
Mr, DeArmenf; Mr. Mitcheli?
A(No_reéponﬁe)
Mr.vDeArment. Mr. Pryor?
(No responée)
Mr. DeArment. Mr. Chairman?

" The Chairman. No.

The Yeas are 8, the Nays are 7. Temporarily it is

three years.-- a three-year extension.
Voice. Senator Boren votes Aye.
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The Chairman. It is now tied, No -- it loses.
Excuse me,

Mr. DeArment. That makes it 8—to-8,Aand the motion
would féii.

Senator-chafee.‘ I move oOne year; Mr. Chairman. -

Senator Heinz. Well, I think the rollcall is still

open, isn't it, Mr. Chairman?

- The Chairman. Well; we would need to conclude.it. Let's

just go for two years, a voice vote.

(Chorus of Ayes)

The Chairman. All right.

Senator Heinz. Report me in the négative; Mr. Cﬁaifman..

The Cﬁairman. All right.

SénatoriHeihz. I don't waht to cut it'fOf éll'tﬁree.

Tﬁe Chaifman. what about ﬁhe church audits? Is that
feady; Chuck? |

.Senator'Grassley. Jusf about ..

Senator Bradley. Mr. Chairman, how is our blackboard
doing?

The Chairman. Has it been updated?

Mr.4DeArmeht. It is current. The revenue losers that
we have adopted tentatively presumably are subject to
approval of revenue offsets; sO --

| The Chairman. But how much have we adopted?
Mr. DeArment. Let me just look.
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(Pause) 

Mr. DeAiment. Appro#imately $4 billion in revenue losers.

The éhairman. That's a pretty good start.

Senator Bradley. Over three years.

The Chairman. Over three years..

What i about chufchlaudits?

Mr. Chapoton. I think Senator Gréssley Said.he'was_not
quiﬁe feady.

The Chairman. Oh, all right.

Let's move to the-enérgy téx crediﬁs;_

Senator»WaIIOp. Mf« Qhairman; as fér és Ilkhcw;_éuék;
énd I and my staff and ﬁhe committee'Staff have aéreéd on
those_which basiéally call forAavthree-y¢a£~extension of the"
15-percent energqgy investmeﬁt takvcredit for business.soiar,;»
wiﬁd; géothermal, and oceanthermal p:operty; and aAlO-perceﬁt
energy tax crédit for biomass is élso extended fb£ three
years. |

The affirmative commitment rule for sYhthetic fuel
projects would be extended until 1-1—87; at which point the
Synfuel Project;‘inﬂorder'ﬁoncontinueZtO'qdalify for. the
credit --

The Chairman. I think we ought to notify -- I think
Senator Pryor‘and Senator Baucus wanted to be present on
this, and Senator Boren. I think they have staff here,

so go ahead.
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Senator Wallop. The tar sands and oil shale
hydrogenatidn equipment, which were previously covered, will
also qualify for the energy tax credit at the l0-percent

level. And the 5-cent a gallon exemption from the Federal

Fuel Exise Tax for alcohol fuel would be increased by 1 cent.

That is one that the Chairman and Senator Durenberger and
Senator Grassley are interested in.

.And the credit orderingfproposal that was in H.R. 4170
will also Be éart of that'amendment. I think Dave Brdckway
can explain that better than can I.

MrL'Brockway. The credit Qrdering proposals are simply

.the proposals that were discussed in the committee before’

and have been‘appréved by,the House. It would.combine all
of the business tax credits‘into one credit and allow
160 perceﬁt against the first $25;000 of income, and 85
péfcent of the rest of the tax liaﬁility.>-

vSenator Wallop. Mf.iChairman, IAwould‘say-ﬁhat the
energy tax credit package for 1984 through 1987 has a total
revenué loss of $654 million; and thé credit ordering
prbvisions raise $656 million; so we are in effect adding
$2 million to the revenue pie. It is as close to neutral
as we can dget in this'thing.

Mr. Chapoton. Yes. We have worked with Senator Wallop
aﬁd.his'staff. Wé had proposed allowing the credits to

expire. This is a limited extension of the credits, and we
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I think:this would just extend the affirmative-commitment

"the affirmativeféommitment rule would be restricted, as he

“has just described.

118
think it works out a package that we certainly can accept.
.Sepator Matsunaga. Mr. Chairman; I offer an amendment

to extend by one year;_through an affirmative-commitment

rule ~- that is;,on condition that the permit applications

'were filed and design plans completed by December 31; 1988.--

That is before the:expiration of the threeéyear term -- and
significant expendiﬁures were contracted for or made by
July 31, 1989. ihen it would hayeféneadditional year.
This was in the original bill in 1983; that is, last
year;_ahd the Treasury had épproved it. | |

Mr. Chapoton. Sehator'Matsunaga;'as I understand it,

rule one year. And in an attempt to reduce the revenue

package, I think Senator Wallop had generally agreed that

‘Senator Wallop. Sparky; I amlsympaﬁhetic with it, We
were'trying'thehbést we Could; and we came'down ﬁo a choice
of extending the.affirmative-COmmitment ruie or just a pure
extension, but not both éf them. -

Senator Matsunaga. But the cost is very minimal, R
because this would oﬁly cover those projects whiéh have been
started within the period.

As you well know, and as a cosponsor of the measure with

you -- and we have practically every Member of this committee
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as a cosponsor of the original bill.
Senatof Wallop. That is true; énd I agree with that,
and I tried with the McDonnell Douglas wind projects thing
to do it. I am more than sympathetié. I was simply trying

to get into the envelope --

Senator Matsuhaga. I just wanted to bring out the fact

that the cost is minimal; that we have practically every

Member, as I said, of this committee as a cosponsbr, and it

would merely mean an extension of one year :and an affirmative’

commitment}Aand only extend it to those who have already

made commitments and entered into contracts for construction,-

et cetera.’
Senator Wallop. I understand what it would do.
Do you have a revenue figure?

Mr. Chapoton. NQ; we don't. That's what I was just

~asking for, I think we will, definitely. I understand the

propoéal nqw; and I think we ought to see what it costs in
revenue. | ’

The Chairman. Well;.what does that mean, thé
"affirmative—commitment rule"?

Mr. Chapoton. As I understand it, it means -- Ron,
maybe you had better speak to that.

Mr. Peérlman. Well; the affirmative-commitment rule is

a rule in the present law that will be extended, if I

understand Senator Matsunaga correctly, which simply says
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that in developing one'of,theee projects -- in this case, a
renewable energy project -~ if the taxpayer accomplishes
certain things;vdoes its engineering at certain points

and then gets its plans and specifications to_do the project

- at another point;_that even thoughithe project is out some

years from the date that the credits would otherwise not be
effective; that the credits would be available.

If you_take a COuple:of small steps du;ing‘ghaﬁ period,‘:
then you are eligible for the credit out seVeral>years.in
the future. |

Senator ﬁalldp. - This has to de with prOjects_hevingr
enormously long lead times._-They afe sometimee'hampened.by
Federal regqulation not to desire. the company.

Just for example;“with the-synthetic fuels affirmative
cemmitment,_they have tq have completed their engineering
studies and their permit applications by 1987. Then three
years later it requires'that half of the snecifically—defined

equipment has'been ordered. And the third part of it is

.that the project has to be placed in service by three years

after the second date. So there.is an ordered sequence of
such things which are necessary with these large lead time
pfojects, and the complieetions of environnental law and
the Federal Energy Regulatory Commission, and others.

| Senator Matsunaga. That's right, EPA and others take
time. It takes anywhere from two to six years in order to
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get the project developed. Apd,we'are talking about
major commercial-sized renewable eﬁergy,projects which will
coét the sponsors anywhere from $100 million to $400 million
in.l984_do;lars;‘
- The Chairman; 'Do_yog héve any idea at all»wﬁat the
révenue will be? |

Mr. Pearlman. Mr. Chairmaﬁ; if those numbers are
accufate the credit'is Ib percent} -So iticould be
sighiﬁiéant._

I_wquld,suggeét} if YOufcan; let us get a handlé on =
what Senatqf Métsﬁnéga's exténsién wiil coﬁt} éﬁd'we will |
report that -back. : »

Wé had_té cut £hevaffirmative—commitméht ruié»doWn in
order to_@aké_this package revenue neutral.' That was part 
of the dichssions~With Sénator Wallop and his staff,

Senator Bradley. Mr. -Chairman? |

The«Chairman. Senétof BradleY?

Senaté} Bfadley. While you are getting those numbers;
Mr. Pearlman; could you also get the number that would
demonstrate the degree of Federal subsidy té these projects
that have affirmative commitments, and the degree of Federal
subsidy -- total Federél subsidy; not.just the-investment
tax credit but also{the ioan guarantee and everything
else that coges out of the synthetic fuel corporation?

: Now; last year we hdd this debate in here, and we‘:aired
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it fully. 1I'think is important that maybe in the time when
we=are looking for a little’revenue; that we should refocus

on whether we want to allow synthetic fuel projects to

double~dip into the Federal Treasury; because that is
precisely what they are doing. On the one hand we appropriat¢

10

money to synthetic fuels corporations, and on the other

122

hand we give. them investment tax credits. So we lose on

both enas of thefdeal;

Now, last yéar in the cqmmittee'that view didn't
prevail, but maybe this year it might. And I would hopé

11 they would get those ﬁuﬁbers; ét least, wheﬁ we come back
sd.the committee might khowAthe degree'df subsidy.

15- Mr. Pearlman. We will be happy to. ' '
.Let me poini out, though, Senator, that the affifﬁati&e

14
commitment rules can apply to projects that are not :.. .

to synfuels subsidie$, or other government subsidies.

15
16
Senator Bradley. I am asking ycu specifically for

those projects that are recipients of synthetic fuel

I think that is a good idea.

18
subsidies. _
Mr. Pearlman. All right. We will try to provide those.

19

20
21
be readily obtained, right?

The Chairman.
Mr. Pearlman. I assume that information is readily

22

23
obtainable. We will try to do that.

The Chairman. Sparky?
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Senator Matsunaga. I might point out that the amendment

is necessary, beécause many of the projects would not even

be. started unless we have this.

I will give you an example. In my

home State, the

wind energy. We have proposed the 80-megawatt windfarm,

and that is a major project which would

cut down the ohm

imports, Yet, because the energy credits were running out

-and the Administration had proposéd termination of‘the

energy_tax_credits; they just withdrew and abandoned the

- project altogether.

The Chairman. I wonder if we might -do this; unless

there is some-objection,7and I know Senator Durénberger'

has some amendments; but go ahead and approve the basic

is a minimal revenue loss, I don't know

Senator Matsunaga. As a matter of

-we are going'to enjoy a profit, because

~credit -- experience has shown that for

givén; we have enjoyed $9 in revenues.
venture.

'I would be amenable tb having this
we have a vote on it.

The Chairman. Well, if we get the

amendment and then let Treasury get back to us on

- Senator Matsunaga's concerns. And if it is true that it

anj‘problem with it.
fact; Mr. Chairman,
the energy tax

every dollar'credit

It is a profitable
postponed, provided

revenue figures

first; maybe there won't be any need for a vote on yours.
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Senator Matsunaga.‘ Oh, I see.  All right.
Senator Packwood. Mr. Chairman?
The Chairman. = Senator Packwood ?
Senator Packwood."What is yourAintention in dealing
with the residential altefﬁative’energy credits that run
out at the end of 1985?

Sehator.wallop.b'The reSidentials are not a.part of the

. package.

Senator Pa;kwdod, No. ‘I‘undersféﬁd-that.

SenatbrfDurenbergér.»'i-intend-td offer an-émendmeﬁt,
if this is the appropriate ﬁime.

Senator‘Packwood. .Wéll;;I wouid-iike to offer an
amendment; too; but that is why I was askiﬁg the Chairman;
I don't know how many véhicleé wé are Q6ing to haVe to_offer

these two, but if we are going to extend the business credits

I would like to add the ektension;‘ There would be no change.

in the percentagés, juSt extend the éresent residential
éredits.

The Chairman. Right. I think if you can findvan offset,
maybe VEBAs or something; we could probably take care of it. -

(Laughter)

:SenatOr Wallop. Over the three‘yearé it is 1.5 billion.

The Chairman._}How much?

\Senator Wallop. One and a half billion.

The Chairman. Well, that's a profit.
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Senator Symms. Mr. Chairman, I had some questions on
geothermal energy, whenever it is appropriate. I would
like to aék ‘him about this.
The Chairman. Go ahead.
Senator Symms. I héve two sets of questions; one on

gecthermal energy, and then I have one on Ehe l1-cent alcohol

‘exemption that I wanted to inquire about.

But»firSt of ail; on geoﬁhermal energy, I introduced a'>
bill-earlier this yéaf; S. 1237; which.was to-élarify the
Internal Revenue Code of the definition of "geothermal
énergy.“

As you know; I'beiiévé it wasjiﬁ 1978_When-th¢4qgmmitteé
and fhe Congress péssed the Energy Tax Act, £hére waé'sdme'
reference in that to what geofhermal energy tax'credits and
sd forth were allowed. |

But there is a requirement, 'a temperature requirement,

. in the language of the IRS regulations.

Mr. Chapoton. Is this on the deplétion question,

Senator?

Senator Symms. Not on the depletion question, just on
whether you can get a tax credit.:” |

The IRS has arbitrarily said that a cértain temperatﬁre,
I think they say 122° -- if your water temperature is beloQ
122° you are not qualified. But thére are a lot of peoéle
out there who have 95 or so degree water that would work.
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Senatbr Wallop. If I can say; under this the water
température threshhold qualifying geothermal property is
reduced from the present level of 50° to 40°.

Senator Symms. Well, what is 40° -- 1062

Senétor Wallop. Yes.

Mr.>Str¢tch. If’is 104; I believe, Sénator,

SenatOr-Sfmms; Could we bring that down to 90°
Fahrenheit without any trouble?

"Mr. Chapoton. Senéfor; I don't.ha§e any idea. i’would
have to see what is invéiﬁed. I am sure there is a réaéon>>
for'piqkihé-a temperaﬁure levé1} but I am not sure whét ﬁhé
effedt»of it is.

‘Senator ‘Symms. And then, say, what if they mixed
Qeotherﬁal with anofher soufce_of enérgy, soméikind of
biomass or éomething?

* Senator Wallop. This:addpts the provisions of the_

-Packwood Bill, as I understand it. It is substantially more

attractive than it wés where we are. You know, going from
there really gets into some problems.

Mr. Chapotbn. I would assume it substantially enlarges’
the property that is eligible for the credit; but I don't
know what is involved ér what the logic'of the cut-off now
is.

Senator Symms. Well, we had some hearings on it. I
don't think it would be much different. But what I am
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put the temperatures and so forth; of who is eligible and who
isn*t., I would be interested in having ybu look at>it fo
see if tha£ could be included. |

Mr. Chapotbn. We would be happy to loék at it.

Senator Symms. I don't want to interfere with what

Senator Wallop is trying to do here; or in any way impbse

on what he is tfying to db;_excepﬁ; if we could do it all
at 6nce; I don'tAthink it wohid makeia'lot of difference.
| Mr.“Chapotdn. Weli; I will be hapéy to‘look at.it;
Sénator:SYmﬁs} The way.I'understéﬁd-it.right ndw,.if>f
ybu'use_bidmaés>aﬁd ertﬁermai yau’dbhft'gualify;Aif’you :
qualify under geothermal unaef present léw; ?dﬁ dq. 
I dén't know how Senator Waliop's amendment'woﬁld
affect fhis.

Mr. Chapoton. I don't think it would affect that at

.all. Evidently YOu are talking about an existing léw

restrictioh; and I think Senator Wallop's amendméﬂt does
not change those rules.

But Senator, I am just not aware of this problem, and I
will have to look at it. | !

Senator Symms. Well; we might go ahead and accept“his
part, and then take a look at this to see if maybe it
wouldn't be a problem.

Mr. Chaéoton. All right.
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The Chairman. Well, Senator Packwood has raised a
question, a legitimate quéstion, if we ére going to extend
expiring‘provisions in éne area, maybe we had better focus
on‘;hé expiring residentiai provisions.

I am wondering if we might get Tﬁeasu;y to take éjcareful
look at all the expiring résidential credits. Some may-have
been very effeétive;Afhere may be some that we want not to
renew. And let us'knOW.‘

'Is there somebody~wh0‘could start Qérking on that
this afternoon?

Mr;'Chapéton. Yes,_sir.

‘Senator Symms.-'And then the other question I have ié:
on this one ceﬁt,for thé gasohol exemption. fIs that going
to be treated so Onl§ the alcohél gets £he.one—cent |
e#emption, or when they pour itfinvwithﬁnine;galionswofp
pétroleum they get the exemption on all 10 gallons?

| Mr. Chapoton. Wé went through this, I remember, in the
gas ta# rate., I think the entire gallonage gets the
exemption; not just the alcohol content.

Senator Symms. I would just say £o my colleagues, I

don't think everyone in the Congress has always fully

understood what the gasohol exemption is. I kndw, for those
of us who come from farm States, they do make some alcohol.
But when they mix that with nine gallons of petroleum, they
are getting an exemption on 10 total gallons.
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I would prefer to see us give the alcohol exemption to

the full 9 cents; and do iton just the alcohol, and not give

it Qg the mix; because what we are trying to do it to go out

and make the market do something that the market may not

want to do. And what happens is, the trust fund;aiways comes

out witﬁ less money on these deals.
~ Mr. DeArment. Gasohol is a product that is at least
10 pefceht alcbhol. And when itAis blénded in that way,
then it is'eligible for the exemptién;A
Sb you-are fight. it édes-oh each gallon of gasochol,
which is_the bléﬁd;- |

Senator Symms. We are talking about:a lot of money to

the trust fund. That is what we all need to understand here.

Mr. Chapoton. Yeé; Well;lthe point yoﬁ‘are méking has
béeﬁ made beforé; Sehator. I think fou transléte»the
benefit off of the entire mix into the.benefit to the
alcohol component, and yéu just éee what the value is to the
alcohol component. i think this question has been'discussed
before.

The Chaifman. Can we get a.-quick fix on Sparky's
revenue esfimates?

Senatér Matsunaga. This measure has been before us,
Mr, Chairman, since.last yeér.

o Mr, Chapoton. I'did not know it was coming up today,
Senator. We do not have a number.
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Senator Matsunaga. But then, you see, in working out

 the compromise, the Wallop-Matsunaga Bill --

Thé Chaifman. " Do you think it is less than 50 million?

Senaﬁor Matsunaga. It would actually be a profit,
becaﬁse unless we give the credit; théy'won't go into
business. And if they won't g6~in£o business, we lose all of
that revenue. | |

It is'én incenfive to get people to gobinﬁo business to
pfoduce electricﬁiy on.a large scalé.' Thét>is whét_we wén£
in ordgr to become energy self-sufficient.

"Mr;.Brockway; We have soﬁebody on thé phone-With ﬁhé,
estimate. BeCéuse it was up-before,_weiShoﬁldzbe able'to_:
get soméfhing'béck in énother 10 minutes ofiso.

The- Chairman. I.think‘we can‘get it>very qdickly.

Senator Matsunaga. You see; mény‘of:the Membérs here
would iiké to vote.on it.. They came here specifically to
vote on this,'and I would hate to lose the forum. |

‘The Chairman. Well, if it is a 10W‘reveﬁue, you don't-'
even need to vote. If it is a high revenue, you may not want
to vote. |

Senator Matsunaga. According to the experts providing
me with my'informatiqn; and these are peopie who represent
the Renewable Fuels Association, the American Wind Energy
Association, the Geothermal Indﬁstry Group, the National
Hfdropower'Association,.et cetera, it is minimal.
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The Chéixman. Thét's what they all say when they |
want. something. |

Senator Brédléy.‘Did we dispose of Senator Symmé'
amendment on the --

The.Chairman. Rooﬁ temperature?

Senator Bradley. The lukewarm energy tax credit?

(Laughter) |

The Chairman. Have we figured out how hot the water

had to be?

Mr. Chapoton.A No. Senator Symms said to go ahead and
disposé of fhe other; énd.wé would get baék:to him on .
the effect of this.i

Senator Bradley. The average temperature. of watér in'a
whirlpéol is about 105, just.as a point of refefencé, in

case you want to know that. You are suggesting it is

. geothermal at 90°?

The Chairman. - No; it is higher than that, iénft it?

Senator Symms. When Congress passed the Act, ;hey
didn't set a temperature threshhold. And the IRS set a
temperature threshhold at 122 Fahrenheit. There is a lot of-
90-degree water that can be used in geothermai, but it is
being cut out of the ﬁse of it by an érbitrary setting of
the temperature. Aqd that's the question I have.

If you could look at S. 1237 -- to the Treaéury pecple
-; and see how much it would affect this amendment, that.is
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what I would like to know. But I don't want to interfere

with what Senator Wallop is trying to do.

- The Chairman. All right, Can we agree to the basic

amendment ? And then we are checking on Sparky's deal, and

. we will check ‘on Senator Symm's, and I will recognize

Senator Durenberger.
WithoutAobjection, then.

Senator Symﬁs. Did théy'have an answer on how much

fhat costs the trﬁét~fund?

The Chaifman. Oh;'that one.little penny-theré? it's 

not~astuéh”asf§ou hé&e*cost me'this morning, so far;
.‘%Laﬁghfer)

The Chéirman. Senator Durenbergef?.

.Senator'Durénberger. Mr. Chairman, when we’gef around
té'the reéidential energy investment téx credits, I ém goiné
fo support the Senatér fro@ Oregon in his éfforts to extend
those credits;' | |

But now I would like .to move that we-exﬁend the
exemption ff@m the gas tax for ethanol fﬁel to 9 cents from
the existing 5.

This is a proposal that went through this committee in
the Surface Transportation Act last Decémber, got cut béck,
passed on the floor.of the Senate and go£ cut back in

conference with the House. Sd we have already approved a

9~-cent ¢ethanol exemption, along with an increase to 90 cents

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
2

25

in the tariff on imported alcohol fuels.

I can make the national security arguments, or I will -
make the PIC arguﬁent; bf I can say we are in theiprocesslof_
binning leaded fuel; and this as a tremendous way to gb back
to a higher‘octane fuel to replace the difference between
leaded and unleaded fuel. I can make ény of those arguments,

but T hate to take your time to make them, because we have

~made them before in this committee. And this committee has

approved.

| The Chairman. But I thiﬁk'wevdo have to address
Senator Symms' question: If YOu'go up tb 9'§ent§,.how ap
we replenishithe trust fund?’

Senatér Durenbefger. Wéli; we have a cbuple of ways
of doing it, I subpqse; One is the one where you have éot
to trust the folks at the State level. If you lboki this
is commoﬁly called'out-there the "federaliﬁation of tﬁe
éxemption;" And most of the States in this country have
told us tha£4if we pass.a 9-cent exemption at'fhe federal
level; they-'re going to get out of the State exemption
business.

" One of the problems that they have bought for themselves

with their State exemptions is that Ehey will have their

State exemption apply only tc alcohol fuels purchased in
tﬁat State, and they end up discriminating against fueis
from other States.
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So, most of the States would like to get rid of their
exemptions; if only wé had an economical tax exemption at
th%gﬁlevel. And I think that is going to end up going into
hiéﬁways at the State level; as the States get rid of their
OWﬁ exemptions. So it may not help the trust fund directiy,
but it is gding fo go into highways.

Wé could look at the blenderuCredip, too, I suppose.

Senator Symmé. Let me ask a qﬁestion on that. Decn't:

you think'—— many of you have been in the State

legislatures,;I haven't. But I would think that the préssure'

would be -on them if we give the éxémption, then all the .~

pblitical pressure from the same interests who want the

- exemption will be on thém;'saying, "You've got to have a

gasohol exemption." So, they will lose money.

Right'now; Senator Grassley knows this better than I

do, but Iowa has written me letters. They are having a hard

time getting eﬁough moneylto'matCH their.funds, because of
their gasohol exemption. Ahd they are a donee State. I -
mean;'they take out mOré than they put in the trust fund.

Senator Durenberger. Somewhere here I héve a letter
frocm Iowa. JIowa wants to get rid qf their exemption for
that very feason. And Iowa is one of the Sﬁates'thét wants
us to do the 9—centAtax at this level.

Senator Symms. Oh. I see what you are saying.

The Chairman. In other words, if they eliminate their
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exemption, it doesh't create a problem?

Senator Durenbefger;' Not for them, no. It éuts 4 cents
mpré back;idr»whatevervthey may have; back into their |
hiéhway trust fund.

V'Mr. Bfockway. Well; what the committee has done so far
in gding t§.6 cents on géséhol‘is about 200-million.' This
wouid increase that loss.by another 550 miilion;_roughly.

I gather that,this proposal ddes1not have anything

that would have the eXémptioh;'the increased exémption, turn

on whether the State elimihated_their subsidies.

The Chairman. That is what I am tfyinq:to'determine.

'Maybé theré’is sémething we can do in that area. -

~

4'Mr. ﬁrockway. You have something in the léw'right néwuv

in the case of certain of‘the.bther ehefgyiéredifs that,
té the extent that a State provides‘a'subsidy, that the
Federal subsidy isn;t allowed. And éonceivably you cquld do
that here. |

The Chairman.’ - You might also .look at'the blender credit
£hing that Steve was talkiné about.

SenatorVSymms. What is Secrefary Dole's position on
this?

Mr. éHapotpn. ‘I think Seéreta;y Dole-is strénglf
opposed to this provision; this change.

| Senator Symms. Mr. Chairman, ycu didn't hear what the
Treasury just said. I asked a queétion about Secretary Dole.
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Mr. Chapoton.- The Secretary of Transportation is

~opposed -to this change, Mr. Chairman.

iiThe Chairman. Well, we all make mistakes.

(Laughter)

The Chairman. I am probably making one here.-

(Laughter)

| Senator Wallop. Let me just say that the argument is
only'partially’right; we are noWLtalkihg from:6 cents; not
five. | |

Mr. Brockway. ‘That is COrreCt.‘ Going to 6 qents was
200 million, and this ig an additional 556 above that,.ih'
the ﬁhree yearé.

Senator Chafee. Well, Mr.‘Chairman, i remémbér we
discussed this aAcouplé of years ago;. Doesn't this
répreseht'a very substanfial in effect "subsidy"?

VMr. Chépotoﬂ. Yes. |

Senator Chafee. And if I remémber the figures, it was a
something like $37 a barrel; waén?t it?

The Chgirman. It has gbne up.

Mr. DeArment. At 9 cents, it amoun;s to 90 cents a
gallon; times 42 gallons.

The Chairman. If is 55, isn't iﬁ?

Mr. DeArment. 'I think 42 in a barrel.

Senator Chafee. Go ahead.

Mr. DeArment. Thirty—seven_dollafs.
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Senatot Chafee., Thirty-seven dollars a barrel? That's
fairly generous.

" senator Symms. Well, Senator Chafee, what it is trying

"to. do is to divide free enterprise and say we are going to

give people 9 cents a gallon times 10 gallons; so they
réally get a bigger exemption than what meets the eye here,

because it is what it is diluted into. They put one gallon-

" of alcohol .in 9 gallons of petroleum and go out here and

sell'iﬁ; and then>théy get -an exemption of 9 cents a gallon
on each gallon, to try to get people to drive a car with

gasohol in it instead of gasoline in it. ‘That is really.

what the whole thing is about.

And so, we are trying to force that issue thrdugh
the Tax Code, at the expense of the highwéys.
Mr. Brockwéy. Mr. Chairman, the numbers I gave

you unfortunately were only for 1984 through 1986. For

1984 through 1987 it would be -- going to 6 cents was

300 million, and‘going to 9 cents is an additional 900
million on top of that.

The Chairman, And where does that come from, the

i

Highway Trust Fund?
Mr. Brockway. Yes.
I think these may be net numbers, in which event --
Senator Heinz. Mr. Chairman, why do we want to do
this? Why do we want fo enrich current law?
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The Chairman; "I am not certain we do., I méan;‘
SenatQr Durenberger has OfferedAthe-amendment.

i ' Senator Durenbérgér. what we are trying to do,
baéically;_is to get an industry on its feet, and trying to
achieve some energy independenée.in this country;_trying |
ﬁoAsave us from putting our méney into PIK programs for

cdrn. You get two and a half gallons of alcohol out of one

‘bushel of'corn;'at'an expenditure here of -- whatever this

figures out to -- the equivalent of one-tenth of about
18 of 21 cents.

‘But‘it is the difference between that.p:ogram being .-

economical and not being economical.

Senator Heinz. Would you yield?

. Senator Durenberger. Sure.

Senator Heinz. David; I'll tell you, I am going to have

to oppose you, for this reason:

If it is a choice between getting.some beople-back on
théir feet by the targeted’job; tax credit or‘getting an
industry back onlits feéf, I am fOr people and against
starting some ﬁew business. So I have got to oppcse you.

Senator Durenberger. Well; I could take you back
through the energy cfises in this country that put people out
of work; and séy that this is the kind of effort that is
going to make sure you don't go through the recessibns we
have gone through, that are enetgy induced. Do you want to
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get to the heart of the prcblem, or do ybu:want to come at
it-aftér~the fact with your targeted jobs tax crédit?

Senator Symms. Well, David, let's talk about that.
Let me ask a question. You say you gét two and a half
gallons of alcohol out of a bushel of corn.

Senator Durenberger. Right.

Senator - Symms. Well now; we have got a little farm out

thereAin'Idaho; and there isn't anybodyil know who wants to
gfow corn for —- that's only $2.50 a bushel. You'can‘t
afford to grcw it. You would be better off to:grow'ground'
ltﬁan to grow éotn.for that.- Just.lét the weeds grow -- it's
cheapér. |

(Léughtet).

-Senator”Symms. That's the problem, how. That is what
wé are trying to figﬁt right hefé.

If this éommitﬁee wants to give a 9-cents a gallon
exemptién to alcohol, I'll vote for it, if you will juét

keep it to the alcohol.

Senator Bradley. I think the Senator makes a good point.

He makes a good point.

Mr. DeArment. Senator Symms, that would be a substantiall

cﬁtbaék.from current iaw; because, to the extent that i£ is
not bleﬁdedﬂand used straight --
Senator Symms. -I have: made my point.
Senator Bradley. But I think it is still a good point.
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‘Mr. DeArment. To the extent that it is used straight,

" right now we have a 50-cent alternative credit.

Sénator Bradley. Sure.

The Chaifman. All right.

Now; wé have adopted the basic amendmént; the Wallop
amendment. Before we vote on this, I would like to find out
if we_can-doAsome of these ﬁﬁings; the so-called State --
or we might put SOﬁe_language.‘ There is also é tariff
questiéﬁ iﬁvolved. We'&é got the Brazilians who want to
run ué all of their material up here.

Mr. BrockwayL To éhange it to‘the'State; Mr.-Chairman;

' to the extent you reduce the additional subsidy to the

State, that might reduce somewhat the growth, I don't know

how mdch effect it will have on the overéli-revenues.

-Obviously; if they have large State benefits on top of what

‘would now be a 90-cent a gallon subsidy for gasohol, at

some point you would have a real inducement to use it.

In the aggregate, going fully to 9 cents from the
5 cent currently,iit would be 1.2 billion -- 300 from going
to 6, another 900 from'going all the way to 9. That is a
net revenue loss. The amount lost to the trust fund is
something more; it would be about l76 biliion. The reason
why you have a s@alLer revenue loss is; because thefe is
less tax paid, people can ge£ that, have a larger.income.

The Chairman. Let's take a look at it overnight,
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Dave;.if it is all r.ight_5 to see if we can figure out some
way.

Senator Bradley. Mr. Chairman, could I ask you, you
said.qvérnight. So we are going to be back tomorrow
morning on the bill? |

The Chairman. Yes.

‘Sénatorleadley. How long do you think we Will_go'
this éftérnQQné | |
| 'The‘Chairﬁan. I hope about another hour. I think we.
are making such good progress.

v:(Lauéhtér)

Senator Bradley. Mr. Chairman, aré you ready for,;hé
amendment théﬁ I wanted to offer, that I talked‘fo’you>
ébout) to raise a little'revenUé?> 

The Chairman. No, not quite. -

(Laughter)

Senafor Bradley. All right.

The Chairman. If it is the one I have in ﬁind;

The R&D credit -- have you been working on that? As I
understand it, we have got about -a $700 million additional‘
cost if we do the depreciation and services.

" Mr. Chapoton. We are waiting fof a complete breakdown
that I wanted to wérk on, on the revenue, that I wanted to
show to Senator Danforth.

Senator Danforth, one of the prcblems is, the basic
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three-year extension is more expensive. As I was
explainiﬁg.to youf.staff, it is more expensive than I
described this morniﬁg. The basic three-year exﬁénsion,

as the Joint Committee pointed out; and my people have

_advised me earlier, and I misstated today, we carry a

threé—year extension:in the budget of 1.1 billion; and it
is now almost l.é billion. |

The Chairman. That ié.withqut the depreciation.

Senator Dgnforth._~Everybody agreed on fhaf.‘

Mr. Chapoton,_ All right. |

The Chairman. bo you want to tryAyéur:metﬁanol When
ydu finish thié?‘

Mr. Chépqton. Yes.- I do haye.the‘others in thé
ballpark,-if you want to go to that. |

(Continued on next page)
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Mr. Chapoton. Allowing the depreciation.on equipment
used in R&E and ‘in the base is 211, 475, and 547 over these
three.years, so-that ié 1.2.. You would offset that by
removing R&E eequipment from the three-year class to the
fiVe;Year.class which would more than offset the 1.2.

That, during those years, would increase receipté by

. $70 billion, and $80 million, and 847 an 1968 and 1.8 in

'1987.

Senator Danfofthf That would be a net?
" Mr. Chapoton. That would be a net gainer for these

three years.. Obviously, when you are moving them into

the five-year class, that means, for example, those same

figures go 78, 74 -- these are bickups -— 78, 174, 1.8, 1.4
and<thén'dr6p in 1989 to oniy $229 million, and we ¢an>
see that we are gping down after that.

It would not be a plus in 1989 -- it Woula be a $500
million»negative. |

Senafor-Danforth. Okéy._ What about services?

Mr. Chapotbn. The services over the three-year period
are between $100 and $125 million.

Senator Danforth. $100 and $125 million--

‘Mr. Chapoton. .I am sorry. I do not have ﬁhe table here.
I have a handwritten note. I am advised that that would be
$100 million per year -- it would be point 3. My table is
on its way up here.
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The Chairman. You gain it initially and lqse it
later.

"Mr. Chapoton. 'Yes. Throuch 1987, it is.a gainer of
about 1.5.

The Chairman. If we could just-stdp it there, it wéula
be all riéﬁt.’

Mr. Chapoton. Senator, one thing that wofries»me about

 this is that obviously even on a cash flow basis we are

rewarding people who are eligible for the credit at.the
expense of those who -- for one.:easoh or anothef - cannbt'
use ‘the credit, and Qhen you are changing'equipmehf fom‘ ‘
the threé to fiQeeyear claés( fhét is the depfeCiaﬁion
p;ovision.
- The Chairman. What is the test-to qu&lify for éfedif?
Mr. Chapoton; The test to qualify for the credit is

whether the expenditure is research and development, and

that is the definition we have been working on.

This would.add to costs which qualify for the credit
depreciation on equipment used in research and development.
In 1981, this came up and we decided not to covef equipmeht
because the concern that you could debt finance equipmeqt
and because ostensibly the ACRS benefit was given té the
equipment, apd it was thought that it should nog be the ACRS
and the R&E credit as well.

The Chairman. How do you interpret that? Who is going
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to decide? 1Is it that easy to interpret?

Mr. Chapoton. What is or is not .research and
expérimentation is a very difficult decision. That has been
the probiem since 1981, and the definition of that term
- quaiified research and experimentation -- is what we

have been working with Senator Danforth's staff and with

representatives of industry, particularly the electronics

"industry association:

We do have a definition that we are happier with. Ve

do not know that it solves all the prbblems; Without -a good -

definition, the R&E credit is not an incentive at all. It

is simply a tax reduction for a broad range of industries

far beyond those cdmmonly thought to be engaged in research.

And we are attempting to limit it where it has an
incentive effect in research.
Senator Danforth. Mr. Chairman, there is a definitional

problem, and it has been recognized from the outset, and it

-has been something that we have been working on. And I

don't thinkAthere is any doubt that this bill is an
improvement over present law.

The basic concept of the R&D credit is not only
suéportea by the Administration but was mentioned by the
President in the State 6fAthe Union speech.

The Chairman. Right.

Senator Danforth. I think that the issues before us
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are fairly narrow, and one is the question of the permanency
and the othérAis these other two items.

The -Chairman. Ana_the Treasury suggested what? I
think we ought to do it as we dia earlier.

Mr. Chapoton. We suggested a three-year extension of

the credit and no credit for depreciation and no charitable

deductions for services.
The Chairman. Let's first try(to'establish the duration’

of the program. Should we vote on the three-year first?

The Administration's?

’Sehator Dénfdrtﬁ, Three_yéars and then permanent?

The Chairman. There aré:a lot of”options between three
and permanent. |

Senator Danfbfth. Mr. Chairman; I would hqpe that we

don't start arguing number of years because I really think

"the difference in business or university planning on research

projeqts is whether or not tﬁey are able ﬁQ plan.

Tﬁerefofé, I think that ‘any time limitation really
restricts that. In that sense, it is unlike the- job credit
issue -- it is not just a question of arbitrary years, but
whether or not there is an arbitrary year limitation. I
think that féct alone is feally a deterrent.

And there was substantial testimony on this.

The Chairman. Again, the Administration has proposed
just three -- ,
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Mr. Chapoton. I don't mean we are hung up on three
years. We would like the program to be sunsetted so that
Congress and that we would reexamine whether the program

is working well. And that is a question that we have

effect.

Obviously; it is saving people's money, énd it is saving
some tax.money. It is savihg.some ménéy'that, I think, noné;{
6f us. intended, ahd‘fhatvis Qhat'we have been Qorried.about,,‘
andHWhy we are redefining the cfedit now.

| But I_dqn't fee1_and‘we cértéinly don't feel in tﬁé
intra—égency effort =- éommerce, the:National'Science
Foundaﬁion has been involved, the Office of Poiicy

Development in the White House -- we are not by any means

thihk we need to see how wéll it is working, and we wén£
the Congress to looklat it again.

So, three years, fivevyears,vsomething,in that
neighborhood would certainly be acceptable to us.

Senator Danforth. Mr. Chairman, just very briefly/-We
have been working with Treasury very closely on the whole
issue. We resolvéd every gquestion but three.

I have offered to Secretary Chapoton the possibility of
dropping those other two provisiohs in exchange for the

time line. He can't do that. So, therefore, I think the
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most important question is the time deadline issue, and I

think that any deadline is just aAmistake;

Seﬁator Moynihan.. Is it not the case that if we decide
after review that we don't like ﬁhis program, we can'repeal
it?

Seﬁator Danforth. We can repeal it or modify it in

any way. Sure.

The Chaifman. - That is like any other temporary program

in the Government -- I think they are still breeding cavalry -

horses - -- that was'another.teméorary progrém.

rIiguess tﬁé_point is ;s the'onlfﬁoptién th#ee years?

Mr. Chapoton. No, I said five yeéfs>wouid”be
accebtable to us. Six years. Ixthink it bught'tb be loﬁg
enbpgh. Three years may be too shorf. Itléﬁght to be long
enough that YOu'can have an evaluation of the program,
just as long as the program is reevaluated within a pefiod'
of time when the information is in.

And we~ffankly were-afraid that we woﬁld not dé that
unless we sunset it. That is the practice we followed in
the past.

I recognize Senator Danforth's point about plannipg,
but at the séme time, that was what was done in‘l981, and
we are fully aware of those arguments -- the people who
are doing résearch and experimentation.

The Chairman. We have already done jobs credits on
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five years, whféﬁ‘@éé'Senator Heinz"proposa;, and Senator
Danforfh's is permanent, so let's vote first on Qhether or
not it should be permanent.

Senator Heinz. Mr. Chairman, could I justfask a
question about the Treasury ppéition? The Treasury's poéition
is that you don't want it permanent ——‘you want it five,
seven, some number of years."

Mr. Chaéoton. Right.

Senator’Heinz. _ Sé you can evaluate it.

"Mr. Chapoton.' Yés;

© Senator Heinz. How lohg.do you need to evaluate it?

Mr. Chapoton. I think we ﬁééd\a perioa.of time after
the'chénges’that we are ta;king abqut are in'place. We
aré talking about th or three years.plus a year £o study
the two or three years. |

Senatof'Heinz. So, you need two or three yeafs
experience plus another Year to evaluate?

Mr. Chaﬁoton. Yes.

Senatqr Heiné. One of the feasons I raised that, Mr.
Chairman, is that we only have tﬂe targetted jobs credit
on the books for about a year, too, in its present form,
so if we want to'evaluate that we are ﬁot géiﬁg to do it
in the short space of time that the Secretary is for.

The Chairman. On that one, we are still waiting on

1981.
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Senator Heinz. I understana, but tﬁat is not our fault,
Mr. Chairman.

The Chairman. Oh, I understand that.

Senator Heinz. I am as anxious. to hgve all of these

prbgrams evaluated as the chairman is, but I want to

-understand what they think is necessary for an evaluation.

But, Mr. Chairman, your point is well taken. Sometimes

.even if you say.it is going to be done in three years ana

then to us in the year after that, you don't get it then;

Now, what is the cost of this.brOgram,again'for~extending

it?
| Mr. Chapoton. If is $1.8 biliion §ver ﬁhe;three=yea?
period.
Senatdr Heinz. Did we find é way to pay fof'this?

The Chairman. It goes into this little group.. We have

~a little group called tentatively approved based on

offsetting révenues. That is where spousal IRAs are resting,
enterprise zones, targetted jobs crédit.

Sénatdr Heinz. Are we going to have a credit ordering?

(Laugﬁter)

The Chairman. You know, we are doing pretty well. We
are_losing it about as fast as we are taking it in today.

So, lét's,vote on thits. The Administration is opposed
to its being permanent?

Mr. Chapoton. Yes, sir.
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The Chairman. Did I hear Senator Danforth say thét if
it were permanent, he would drop the other two?
Did you say that, John?
Senator Moynihan. Yes, he did.
The Chairman. If it were permanent, you would drop
the other two items?
.Mr. Chapoton. I think Senator Danforth said if we
wou;d not reﬁew Ourvopposition in the.conference, aﬁd:I
am not authorizéd to do that.
>.Senator Danforth. That is the point; Thg only ﬁay to
give something-is to get.something. i don't want to giv¢ _

anything, but Treasury's position was that it wasn't really

'going to give anything.

The Chairman. Let's vote on Qhether it ought to be
pérmanent. I don't know how- long that isf

Mr, DeArﬁent. Mr. Packwood?

>Senator Packwood. _Nd.

Mr. DeArment. Mr. Roth?

Senator Roth. (No response)

Mr. DeArment; AMr. Danforth?

Senator'DanforthT _Aye.

Mr. DeArment. Mr. Chafee?

Senator Chafee. Avye.

Mr. DeArment. ‘Mr. Heinz?

Senator Heinz. No.
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Senator Wallop. No

Mr.'DeArﬁent. Mr. Durenberger?
Senator Durenberger. (No response)
Mr. DeArment. Mr. Armstrong?
Senator Armstrong. (Nd‘réSponse)
Mr. DeA;ment. Mr. Symms?

Senator Symms . AYe,,'

Mr. DeArméhﬁ.A Mr. Grassléy?

Senator Grassléy; (No,respnnsé)

"Mr. DeArment. Mr. Long?-

Senatqr Lbng. (No responée)
Mr. DeArment. Mr. Bentéen._
Senator Bentsen; Aye.

Mr. DeArment. Mr. Matsunaga?
Senator Matgunaga. Aye.

Mr. DeArment. Mr. Moynihané
Senatbr Moynihan; . Aye.

Mr. DeArment. Mr. Baucus?
Senator Baucus. Aye.

Mr. DeArment. Mr. Boren?
Senator Boren. (No response)
Mr. DeArment. Mr. Brédley?

Senator Bradley. No.

Mr. DeArment. Mr. Mitchell?
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Senator Mitchell. (No response)

Mf..DeArment. Mr. Pryor?

Senator Pryor. (ﬁo response)

Mr. ﬁeArment. Mr. Chairman?

The Chairman. No.

The ayes are 7, the‘nays_are 4. It is temporarily
permanent.

(Laughter)

Senator Matsunaga. You have already announced'that the

Joint Committee has figures on my earlier amendment, Mr.

Chairman,'which IQsaid:was ﬁegligible.

Mr. BrbékWay. “In the window'it ohiy‘gets $3 million}_>
but it oﬁly'reaily.Starts.atVthe‘end of 1987, but it>is
like $éO miliion a year -- |

Mr. Stretch. What the amendment does is provide a

one-year period for affirmative commitments after 1988,

so it is in calendar 1989. There is a $3 million effect
in 1987, about $lS in l98é, ahd,then there would be $60 or
so in 1989. And then‘we are finished with the-effeéf.
The Chairman. So, it is about $75 million all together?
Mr. Stretch. Yes.
Senator Matsunaga. Actually, it would be.only for the -
one additional year. That is because up to 1988 -- |
The Chairman. Because it takes a while.

Senator Matsunaga. Yes.
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Mr. Stretch. All right. THere are some expenditures
that will be made earlier becaose people will see the
affirmative-cohmitment and will go aheadAand start doing
things that they otherwise would not.

The Chairman. Does Treasury have any comment on that?

(Pause)

Mr. Chapoton. I.fhink we agree.

The Chaifmén.:‘Without objection; it will be agreed to.

Senator Motsunagag I have-another amendment{ if this
isoappfopriafe,.on the ehergy tax matter. For solar
photovoltaicboelis(-an'énhanoemeoﬁ ta*»credit of'lsopérceﬁﬁ."
I believe Sena£or Wallop is familiar with fhis.-

This‘is’an amendment for 15 percent enhancement for
photovoltaic cells.

Tﬁe Chairman. What kind'of cells?

Senator Matsunaga. Photovoltaic cells. I am sorry but
my foreion accent comes oo.

(Laughter)

Senator Matsunaga. And this would grant an additional

15 percent credit for developers of solar photovoltaic cells,

50 percent of which now are being exported, and to help the

export industry. Without this 15 percent they tell me that

‘they won't be able to compete on the foreign market.

And I offer it in order to save this industry.

The Chairman. What is the revenue impact?
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The revenue impact is a loss of

$170 million over the --

- The Chairman.

Senator Wallop.

but it has another

and niore serious. I

it is just too rich.

I hope we defeat it, you know.

It has not only that revenue impéct,

‘impact that is still a little larger

am in - favor of it conceptually, but

. The Chairman. -Yes. I would hope that we can draw

the line here 'somewhere. . We did'$2'billion‘there‘in'about

5 minutes, and now here is another $200 million.

to vote on it.

‘Senator Matsunaga.

The Chairman.

Mr. DeArment.

Senator Packwood.

Mr. DeArment.
Senator Roth.

Mr. DeArment.

I aék-for a vote.

The clerk will call the roll.

Mr. Packwood?

(No response)

Mr. Roth?
(No response)

Mr. Danforth?

Senator Danforth. No:

er. DeArment.
Senator Chafee.
Mr. DeArment.
Senator Heinz.
Mr. DeArment.

Senator Wallop.

Mr. Chafee?

(No response)

Mr. Heinz?

(No response)

Mr. Wallop?

No.
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Mr. DeArment. Mr. Durenberger?
Senator Durenberger. No.

Mr. DeArment. Mr. Armstrong?

Senator Armstrong. (No response)v

Mr. DeArment. Mr. Symms?
Senator Symms. (No response)
Mr. DeArment. Mr. Grassley?

Senator Grassley. No.

Mr. DeArment. Mr. Long?

Senator Long. .Aye.
Mr;jDeArmént. M;.VBentsen?
Senatqr'Béntsen. No.
Mr,:DéArment. Mr. Mafsunaga?A
Senator-Matsunaga{ Aye.

Mr. DeArment. Mr. Moynihan?
Senator Mbynihan.' (No respohsé)
Mr. DeArment. Mr. Baucus?
Senator:Baucus. No.

Mr. DeArment. 'Mr. Boren?
Senator Boren. (No respdnse)
Mr. DeArment. Mr. Bradley?
Senator Bradley. Aye.

Mr. DeArment. Mr. Mitchell?

‘Senator Mitchell. (No response)

Mr. DeArment. Mr. Pryor?
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Senator Pryor. (No response)
Mr. DeArment. Mr. Chairman?
The Chairman. No.
The nays are 7, the ayes are 3.
Ali right. ThereAare still two remaining issues on thg
Danforth basic propéséli—- services aﬁd‘depreciation.

Mr. Chapoton: Yes, one of the questions is whether

services qualify ——.Contributibns of services in tHe
scientific field -- for scientific research -- educational
research -- if it would qualify for charitable cdhttibutions}_

This issue arises in connection with gifts of
scientifié equipment,.comﬁuters, and bthers,. It:first arésé_
that they wanted to give parts and related supplies. We
agreed, and this proposal.wouldibroéden the contribution
that was adopted'in 1981 fo,cover those types of property.

And now the request is_services in connection with that
equipﬁent that haé béen given would als§ qualify for the
charitable‘deaﬁction;

Our position has,been that there is no place in the
law now where services qualify for the charitable deduction,
and‘so we would be very concerned if breach that principle
and start qualifying services for charitable contribution
deductions, without regard to how worthwhile the recipient
of those services his endeavor might be.

The Chairman. All right. Can we just have a voice
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vote on this? Thoseiin favor say aye.
(Those in favor responded aye.)
Oprosed no. o
(Those opposed responded no.
-The no's have it.
Senator Bradley. Could we have a r§ll call on that then?

Senator Danforth. Mr. Chairman, on this kind of .

research equipment and don't service it, you have given

them a white élephant. This is. not just ordinary services. |

This is-éervices which are incidental'tovthé'teéhnicalf
équipmenf that isifurhiShéd,,and it séemsztoime:toAbe'é
package. | |

| Senator B:adléy._ Could we have é foll call on it?

The Chairman. What is the cost?

Mr. Chapoton; $100 ﬁillion a year.

Senator Durenberger. Mr..Chairman, can I ask a
clarifying question? It is services in connection with
the installation of -- |

Senator Danforth. And‘maintenance.

Senator Durenbgrger. And maintenance of donated
equipment‘only; not other services? Just to iﬂstall it and
repalir it.

The Chairman. How do you determine that?

Senator Durenberger. I don't know.
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The Chairman. I mean, they fix everything in the
ﬁnive:sity; and they say they are fixing the equipment.

Mr. Chapoton. Yes. Of course, the donor of the
equipment, who is already getting a benefit unlike other
donors in the tax law -- that is, he is‘ge@ting the full
fair market value deduction for the equibment - whereas

others, if it is an inventory item, is getting a deduction

- only limited to cost, he frankly‘could give the additional -

amount of money if he wants to.

And of coufée,'he would'ggt a deduction for Bis cost’
6f the serviées_pfovided. - The question is whethér he also
gets ah additional deduction fof’thejfair markétvvalue‘of
the .services.

Mr.'Bfockway. Or limited to 150 percent. ‘I think this
would be, rather than in a typicalAcase where you deduct
the cqst of your employee performing fhe service, £his
would allow you Fhat plus an additional 50 percent deduction
above and- beyond that. That is limited to fair market
value. |

The Chairman. Is there any precedent for this?

Mr. Chapoton. There is no case now, even though it
has been pfesented in a number of instances, that ﬁe oﬁght
to allow a charitable deduction for contributions of
services to charities, and.ﬁany citizens of this country

contribute their services to charity every day but to not get
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the charitable deduction for the value of those services.
So, thereiis no precedent for this.

Senator Bentsen. But £hat deduction would not be just
at the cost to the contributor, but at the fair market
valué?

Mr. Chapoﬁon.' Correcf. It would be tantamount'to a

volunteer going down and working in a hospital in the

afternoon and claiming a deduction for.services. Indeed,

this is the case we will hear next; and it will be difficult

to say that thiSvis not a worthwhile>case.v
'1_ The volﬁntééf éoes to the hospital and works all
afternbon'and cléihs_ﬁﬁé charitable deduétion»for the véiﬁe
of his or her serviées. |
Senétor DanfOrth. Mr. Chairman, that is the most
off~point analogy‘I_have eVer heard given by_Buck Chapoton.
(Léughtet).A |
Senator Danforth. That has‘nothing to do with the

candy-striper pushing the cart around the hospital. This

"is a company which gives very expensive -~ usually research

types, sophisticated equipment to a university.

The Chairman. Is it limited to that?

Senator panforth. Yes, it is limited to that.

Mr. Chapoton. This is limited to that. I didn't mean
to say that this would.allow that deduction.

Senator Danforth. The question is whether that

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




10

11

12

13

14

15

16

17
18
19
20
21
22

23

24

.25

}61

expénsive, sophisticated research type equipment is going
to be serviced or not. That is the issue. |

‘Mr-. Chapoton. Senator, I didn't say this would allow
that. I said that is thevnext case, and it will be
impbssible to say that this case is distinguishabie-because
people do worthwhile ser§ices daily. |

| Semator Danforth. I think it is simple to distinguish.

Senator Symms. Buck, isn't it a fact that what you

'are_saying is that if IBM gives a sophisticated computer -

té thérUniveréity of Kahsas, they get a tax crédit_for it.

Mr. Chapoton. .Tﬁey get a tax deduction uhlife‘bther';
mapufacturers'of equipment.

Sénatqf'Symms. They get more than 50 percent.dblla:
tax is what you are saying. And then if thef éeﬁd'a
maintenance man doWn‘tQ work on it, they pay his wages so
that is a business expense. |

_Mr.AChapqton. Right.

'Senator Symms. But what jack is saying‘isvthat wé
need to have a littlé more incentive s0 they will actually
send a maintenance man down there?

Mr. Chapoton. That is What‘he is saying, yes.

Senatbr Symms. fhat is what hevis saying, so it is
coming off the bottom line of the tax retﬁrn instead of up
in the deduction part. It comes off of the actual tax
dollars. 1Is that right, Jack?
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Senator Danforth. ©No, this isn't a credit. This is
a deduétion of 150 percent of the basis.

Senafor Symmé. In other words, you are paying a guy
$100 to go do this maintenance job, and you deauct of £
$150. is that what you aré éaying?

Senator Danforth. Yes.

Senator Symms. Okay.

‘The Chairman. That is bettef‘than I thought it was.

>(Laughter)

»Senatqr Symms. . But_the_point is that the company should
still get the $100 off if the chairman prevails.

The-Chairman. I am Aot trying ﬁo préyail. I am just
trying to keep some sanity in this package.

'Sepator Symms. I undefstana‘£hat, but I am just ﬁryiﬁg
to get it.through my head whét is gding on. They can still
send a maintenance man down there to the céllege and fix
the computer énd charge it as business expense if the éﬁy
is on the pay:oll for IBM. If they send him over there to
WOrR on the campus, it is their businéss where he works.

The Chairman. Does the Joint Committee have any
informatioﬁ on‘this?

Mr. Brockway. No, I think that description is accurate.
You could deduct it right now, and this would allow you a
deduction up to your cost plus 50 percent for your employee

having provided services.
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. Senator Heinz. Mr. Chairman, how is.cosf determined?

Is it the cost of fhe ﬁerson's.salary divided by fhe hours
of is it the SO—caliedlfull cost? I mean, does it include
overhead and thoée other kinds Qf costs?

Mr. Bréckway. It is.just your direct costs of providing
the_sefvices.

Séqa£or Heinz. What is the_dgfinition Qf direct costs?

Mr._BfoCkway, I would assume that it was what you

 would deduct on your return as compensation -— that expenée

rather than alSé including a pro rata pbftion of_Qvérhead(
fo;.example. I£ wbﬁld'limit.i£.t6Athe Salafy—paid employee
and otber relatéd,coété. : | |

Senator Heinz.'.I am trying to fiﬁd out what those
related céSts are. Now, this'ﬁellow has a supérvisor.
Are supervisory costs -= even‘thouéhvthe supervisor.may
not be pfesent - includédé

Senator Danforth. No. The ahsWer is-no?

Senétor'Heinz. Is iﬁ in fact correct that nothing
othervthan-the salary of the person --

qu. Brockway. No, I would think that the supervisor
was spending some time on providing this éervice. The
trahsportation costs,'and other costs that were directly
related to providing the service.

Senator Heinz. Would his travel time beiincluded in

that?

Moffitt Reporting Associates
2849 Lafora Court
Vienna, Virginia 22180
(703) 573.9198




AN

10

1

12
13
14
15
16

17

18

19

20

21

22

23

24

25

164

Mr. Brockway. Surely._ His salary-plus any. costs
incurred in travei, plus the otﬁe; 50 percent above and
beyond that;

Senator‘Heinz. I understahd the percentage édd;on.'
That I understand. I am just trying to figure out what j
the base is.

Senator Wal;op.. Mr. Chairman, i just do no£ understand'
Why we would be involvéd‘as the taxpayers‘df this country
in paying IBM for ﬁheir noncharitable instincts, if»thaf
wag_thé case.

The Chairman. That is what I wanted to ask.

SénatorVWallop. "And it is US.that is picking. it up, .
and them that is getting the credit. :

- The Chairman. is this a little mom and pbp operatioh"
we ére talking about?

Mr. Chapoton. I thihk for the most part these are
manufacturers of very sophisticated equipment.

Senator Wallop; _If-they deduct 100 percent of it now;-

then We are picking up the other 50 percent —-- the taxpayers

baré -- and they are getting the charitable credit. I don't

understand that. It just doesn't make any sense.
The Chairman. Not to me either.

Why don't we vote on it because we have got several

other items.

Mr. DeArment. Mr. Packwood?
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Senator Packwood. No.

Mr. DeArment. Mr. Roth?
Senator Rofh. (No response)
Mr. DeArmént. Mr. Danfofth?
Senator Danforth. Aye.

Mr. DeArment. Mr. Chafee?

Senator Chafee. (No response)
Mr;:DeAfment. Mr. Heinz?

Senator Heinz. No.

Mr. DeArment. Mr. Wallob?
Senator Wallop. No{

Mr. DeArmeht,,iMr. Dﬁrehbergér?
Senator.Durenberger. No.

Mr. DeArment. Mr. Armstrong?
Senator Armstrong. (NoAresponse)
Mr. DéArﬁent. Mr; Symms?
Senator Symms. No.

Mr. DeArment. Mr. Grassley?

-Senator Grassley. (No response)

Mr. DeA;ﬁent. Mr. Long?
Senator Long. No.

Mr. DeArment. Mr. Bentsen?
Senator Bentsen; No.

Mr. DeArment. Mr. Matsunaga?

Senator Matsunaga. (No response)
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Mr. DeArment. Mr. Moynihan?

Senator Moynihan. (No response)

Mf. DeArment. Mr. Baucus?

Senatqr Baucus. Aye.

Mr. DeArment. Mr. Boren?‘

- Senator Boren. (No response)

Mr. DeArment.  Mf. Bradley?

Senator Bradley. No;

Mr. DeArment. Mr. Mi t‘chell_?.

Sénétor Mitchell. (NO'response)

Mr. DeArment; er. Pryor?A:

Senatér Pryor. (No response)

Mr. DeArment. Mr. Chairman?

The Chaifman. No.

The nays are*?, the ayes are 2.

The othgr issue is wﬁat - depfeciation?

Mr. Chapoton. Whefher depreciation qualifies fothhe
credit. Depreciation of reseé;ch'and ekperimentation
equipment.

The Chairman. Who gets the depreciatién?

Mr. Chapoton. The same taxpayer géts<the depreciation,
and the questioh is about the depreciable equipment.

When we adopted the provision in 1981, there was a lot
of discussion whether you limit it to direct costs, whether

it would include supplies -- that type of thing.
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It would cover ail out-of-pocket costs. It does not
cover depreciation on equipment that is used in the research
activity. And this would cﬁange'that and it would cover
it -- it would allow the depreciation deductién.

Senator Packwood. I am still. confused as to who gets

it.

Mr. Chapoton. I am'sorry. We have moved on, Senator

- Packwood, it doesn't have anything to do with the gift to

the college. This is a research activity conducted by
IBM or a small company or.a large companyf and they have
éalaries that they pay which clearly qualify for the'credit,

:We are assuming the activity is_cléarly research.. .They

‘also use supplies -- those costs qualify -- but they also

ha&e a»macﬁine that-they‘use fbr résgarch, and they take
depreciation deductions. with respect to that machine and
an investmént tax crédif with respect to that machine.

Ahd the question is whether they élso get the R&E
credit for that machine.

Senator Danforth. Is the useful life-as part of this
package - aoes that change from three to five years -- and
the effect of this amendment is a revenue gain --

The Chairman. Early on. Then-it is a big loser.

Senator Danforth. We are not talking about what happens

in the year 1990. The whole tax program that we are talking

about is a three-year program, and for that three-year
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period of time, this is a gainer of what -- 1.5?

Mr. Chapoton. Approximately $1.5 billibn.

I think we should keep in mind, Senétor, that between
the three and five year class -- we pointed out I thihk
several tfﬁes last yeér -— at the present value behefit
of the tax write-off -- whether you are in ﬁhe tﬁfee'of'

five yeér class -— 1is rOughly the same. . Maybe even a little

better in fact because if Ybu go to the five-year class you

.get the 10 percent investment tax credit depending on

how long you are going to hold‘the equipment.

Tﬁe five is roughly the same_aé the three yéar,'sovin_
tbtal cost to the Federal GoQérnment,'fba'are not saving
any mdney_though you are saying it over these thfee years.

‘The Chairman. -Can we tefminaté it at"the'ena of thrée
years?

.Mr. Chapoton. That is not the proposal.

The Chairman. I know, buﬁ we could sure use the money.
wﬁat would‘héppen if ?ou did that at the eﬁd of three yegrS?
Senatof‘Packwood. Let me understand what you are
suggesting. If we change the depreciation to five yeafs

but terminate the program after three years?

'The Chairman. No.

Mr. Chapoton. No, I don't bhelieve that would work.

(Lauéhter)

Mr. DeArment. Mr. Chairman, what that would do is, if
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depreciation, if you switch back to three, then you would

‘say sorry about those last two years.

The Chairman; Treasury is opposed to it, right?

o Mr. Chépdton. Yes, sir. We did not wént in 1981 these
non-out-of-pocket type expenses to qualify and particuiarly
becausé this type of equipment already gets the benefit
that.was'significantiy incrgaséd in_l9él,,thatlis tﬁe
ACRS-benefit ana the investment tax éreditf

Sé, we did not want it in the R&E prégrém.,
. The Chairman. Ié‘the¥e a request~f5r a recofd Qote?
(No responseé) |
The Chairﬁan. If not, ali those‘in févor saf aye.
(Those in favor responded aje.)
Opposed no.
(Those opposed responded no.)
The ﬁo's have it. |

Let's move on to some items under review by Treasury.

‘On page 2, Senator Chafee is --

Senator Danforth. Before we do that,.may I clarify
something. Has the rest.ofAthe R&D all been agreed to or
not? |

The Chairman. Tempérarily, it is permanent.

Senator Danforth. I know the permanent part, but I mean

the underlying --
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Mr. Chapoton. The other parts of the package we had

-agreed to, vyes.

Senator Danforth. That has been agreed to so that is

part of the package.

The Chairman. Mr. Chapoton, in our discussions in the

.past few dayé,'we-have been putting in ‘this category items

under review by Treasury and tax stafff I think we might
aiSPOSe of'some_of those, and.then Senator Bfadley wants
to-be recognized.

So, let's'try some pf these.

" Mr. Chapoton. Okay. As you know, én the first item,

Mr. Pearlman and I.have disqualified'on'that beéauge_thé
taxpayer involved was a client éf.my old firm.

The Chairman. As i understand from Mr. Pearlman, there
is no way to-estiméte wﬁat wouid happen in that instance.
becausé you ¢an't get the infOrmation. Is that correct?

Mr. Pearlman. That is correct, Mr. Chairman. We have
not received’the kind of information that woﬁld permit us
to make an estiméte. |

The Chairman. Then I suggest, until the information is
available, that we just eliminate it. Any objection to- that?

(No response) |

The Chairman. So, we will juét eliminate that.

What about number ﬁwo -—- employee awérds? That is

a proposal by Senator Garn.
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Mr. Chapoton. Yes, sir, that is Senator Garn's
proposal; It has a revénﬁe impact over these three years
of,$l97.

Thé Chairman. I thought you were going to reduce that.

Mr. Chépoton. That has been.

~ The Chairman; But it is still not enough.

Senator Packwood. What'is1the provision?

Mr. Pearlman. Senator}'this provision is a package of
provisions that is intended to increase the exélu#ion.from
income to:the,emploieé wﬁén the employee receives a variety .
of'awards_that might be given by an employer. - In 1981 --

The Chairman. I think Bob understénds. I.think:it

is still too expensive, so let's go back to the drawing

'boérd.

What about'hUmber threef—; foreigh tax credit changes.
That was one that Senator Danforth —-
Mr. Brockway. Senator Danforth had some proposals.

We have been looking at them. They did cause substantial

‘revenue-- We have been looking at some other proposals in

the foreigh area that possibly would not make it revenue
neptral, but we haven{t reached a concensus on those.

The Chairman. I don't Want to do this without Senator
Danforth being in the room, but I had hoped we could just
eliminate some of these items from considération.

We are never going to finish the package.
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~Senator Symms.A While you are waiting, Mr. Chairman,
I have one we could bring up and dispose of that is revenue
neutral. | |

The Chairman. I would want to look at it.

(Laughter)

The Chairman. Maybe while we are waiting to deai with
that number thfee, we can recoghize Senatof Braaley.

_Squtér Bradley. Mr. Cbairman{ this is'a;propoéal.
that I offer that would brovidé for an olYﬁpicAcheckoff
on the tax returns so if a citizen-wanthto'contribute to
the Unites States Olympic effort;.he can do so_in a littie:f
box on £he tax return. It has no revenue éffecti: The cost
of administerin§ it comes off the top<§f what is,raiSed"
in fhe course 6f»the year in-which there is a checkbff.

It has;been introduced by Senator Stevens and Senator
Innouye, and it provides ‘and facilitatés a way for
indiviaual citizens to finance our U.S. Olympic effort.

It is quite straightforward and simple,'and frankly .

we operate at a real disadvantage when we are comparing

othef nations' Qlympic finéncing because they just take it
right out of their Government treasury and send it right
down.

Senator Packwood. Bill, let me ask yoﬁ this. I am
trying to remember that tﬁere was some justification made

-- and I can't remember what it is -- for making an'exéeption
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for the Olympics in allowing this whergas we are not going
to allow it for the National Symphony or the Pittsburgh
Museum or anything else;
Senator Bradley. The basic rationale is that this is
a quadrennial event that is much more than a normal national -
event or a charity. It is the kind of manifestafion of
our national spirit that is a worldwide event, and thereforei
it reduires'a.speCial treatmgnt.'
. Sénator Moynihan. And the faét that the other nationé_
really do finance in one way-all of fheir teams.and we aonft.

Senator Packwood. Senator Long. And then I am curious

~about Treasury's views.

‘Senator Long. Let me ask you -- does Tréasury favor

- this?

Mr. Chapoton. Senator, the TreasUry_does nbt favor it,
but let me be candid, I think there are those in the»
Administration who ab favor it.‘ We are concerned about
the impacf on the tax form, Some compiexity when you have
made the cpntribution aﬁdAlater have a deficiency for that
year. Buﬁ principally, I think the tax-decision has to be
whether you are going to worry about tﬁe‘tax form and the
pfecédent you are setting.

ihis is not the first time this has come up, of course.
For National Science Foundation and for other-types ongifts._

So, we have not favored it for those reasons.
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I might .say, for example, California started this on
allowing checkoffs, and they now have on page 2 of their
fé:m some six or seven items that are aliowed a checkéff;
Senator Packwood. I take it you are aiming at small
contributiohs, ﬁot unlike the polit;cal funding? :
Senator Bradley. That‘is right.

Senator PackWood. Let me ask Buck a question then.

If you‘are aiming at small contributions, this ¢ommittee has 

already very firmly decided to continue oh with the above
the line charitable contributions, which will achieve 100
pérCeht at -a relatiVely small antribution level.

Could not the Olympics of-anybody else use that as a.

sellingrpoint;‘assuming you convince somebody that you

are the'priority,.to in.essence get 100 percent
contributions and they will-get it off their income tax
under the existiﬂg charitablé contribution law as it extends
out through 1986.

Mr. Chapotdn.i That is correct. Whether or not they
itemize their deductioné.

Senator Packwood. Yes.

Senator Long. The‘thought occurred tome that there
ére all kinds of ways if you want to use the tax law thaf
you could use the tax law to help the Olympics. And I am
willing to help them by way of a tax credit or some other.

measure, but I don't think we ought to put another line on
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the tax return for the taxpayer just to look at and to make
an individual decision because we have got one there with

the presideéntial campaign fund. That was dehated up one

side and down the other for years before we finally concluded

that.

And I tﬁink it would just confuse matters to have an
additional line that every taxpéyer has got to decide on
his_tax‘return. and:I thihk you feel the same way .

No&, I am perfectly willingAtQ'vbte for a tax qréait
in.additionvto'a deduction. I am willing to go élong with =
the kind of-ﬁhing Sénator-Packwbod indicated Qhére Qe give
them the shoft formvrefurn to gd ahéaa ahd claim it above
the line, jUSt like Senato;.Packwéod wéhted‘to do for -
religious contribuﬁions.

I am willing to vote for something to get them money;

I just dqn"t think we 6ught to ﬁseAthat teéhnique. Aﬁd may
I say that ohce we stért that, Ralph Nader has gét_a schemei
wﬁere he wanﬁs us to use the tax Credif. Common Cause has
some plan, I think, where they want to use the tax credit
for their purposes;

Every time we turn around, someone wants to use this
tax checkoff to finance something where they might have'.
difficulty financing it otherwise, and'I just don't think
it is that hard to finance the Olympics if we are left with

no other choice but this.
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It seems to me that you could just provide a tax credit,
for example, 'in addition to the deduction and make it twice
asiéasy for people to coﬁtribute as it is now.

Senator Bradiey. Let me just-say that a tax credit
requires a line Qf your income tax return just as well as
the checkoff.l A tax credit would also cost the Treasury
money, and this does not cost the Treasury anything, and I

happen to thirnk that the Olympics are a special kind of

‘experience, a special kind of national endeavor.

Senator Wallép. If‘the Senatof would yield, I dafe say'-~
nobody in here would ﬁave muéh-trouble diétingﬁishihg 
between the reﬁuest from theAOlympics Commiﬁeé and Ralph
Nader; | |

Senatof'Bradley. Hypdfhetically, what Senator_Léng
says 1s correct.- .Yoﬁ could get a whole lot of peiitions,

but I have no problem saying no and drawing distinctions

between this and whoever else made the request.

Senator Long. Here is a list. It is so lpng that I
have to uée bifécals to read it off. Ahdvhére are all the
things that it says you can contribute to -- you can
contribute to United Way, but that doesn't require a
separate line on your ﬁax return.

To put a separafe line on there for the Olympics I
think is going to complicate the tax return.

The.Chairman. Can we vote on this?
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is put on the tax return that then their legitimate
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Senator Symms. . Could I ask just one question? I
the Olympic Committee people have any fear that if this

charitabie fund—réising-effortsiwill be -- that people will
say we are dqing'that on'the tax retﬁrn so we don't need to
make any other donation.

Senator.Bfaaley; No, T wouid'think ﬁot;- You are dealing
with different catégo:ies 6ftc§ntfibutors.  Ydu gre>talking:
about on a'tax(réturn‘a person who is géing'to'send $${QO,
$10.00 ana check it‘off;

N .Aﬁd you are not deélinngithvthe major corparate
sponsors_thét now ére thé ohly supporters.

Senator S?mms; 'ﬁhat is Bill Symoﬁdé' position on this,
do you know?

Senator Bradléy.__He supports it, I assume.

Tﬁé Chairman.'_Bill is against spending 6f any kind.

Senator Bradley. And this isn't spending.

The Chairman. It is collecting. He is against thaf,
too.

(Laughter)

The Chairman. He wrote a book on it.after he left the
Treasury.

(Laughter)

The Chairman. There has been a lot of talk about
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simplifying the tax return. I think that one way
is to defeat‘this amendment. So, I would just as
vote on it.
Mr. DeArment. Mr. Packwood?
Senator Packwood. No.
Mr. DeArment. Mr. Roth?
Senator Roth. (No response)_
‘Mr. DeArment. Mr. Danforth?
Senator banfbrth. No.
Mr. DeArment..AMr. Chafee?
Sénator Chafee. .Aye.
Mr. DeArment. Mr. Heinz?
Senator Heinz. ‘(ﬁo response)
Mr;_DéArment. Mr. Wailop?
Senator Wallop. Aye. |
M:. DeArmentL Mr. Durenberger?
Senator Durenberger. (No respuhse)
Mr. DeArment. .Mr. Armstrong?
Senator Armstrong. (No response)
Mr. DeArment. Mr. Symms?
Senator Symms. Pass.
Mr. DeArment. Mr. GrasSley.
Senator Grassléy. Pass.
Mr. DeArment. Mr. Long?

Senator Long. No.
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Mrf'DeArment. Mr. Bentsen?
Senator BéntSén. (No response)
Mr. DeArment. Mr. Matsunaga?
Senator Matsunaga. Aye.

Mr. DeArment. Mr. Moynihan?
Senator Moynihan. Aye.

Mr. DeArment.‘ Mr. Baucus?
Senator Baucus. Aye.

Mr. DeArment. Mr. Boren?
Senator Boreﬁ. Aye.

Mr. DeArment. Mr. Bradley?

. Senato?‘Bradléy. 'Aye.
'Mr;vDeArment. Mr. Mitéhell?.
Senator Mitchell.. (No response)
Mr. DeArment? Mr. Pryor?
Senator Pryor. Aye.

Mr. DeArment. Mr. Chairman?

The Chéirman. No.

On this vote,-the ayes are 7, thé nays are 3. Let's
leave the vote open, so maybe we can change that.

(Laughter)

' The Chairman. Well, they ére all 6pen anyway, but I

would hope that we don't start a étampede here on what we
include. I thought somebody wanted a fairer tax or a

simplified tax, or whatever it is.
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. Senator Bradley. Mr. Chairman, I would be glad to give
this up for the fair tax.

(Laughter)

The Chairman. You figure out a fair tax, and I will
deal with you. But we just further cqmpiicated it{'

Senator Grassley. Mr.:Chairman, can we do the Church
audit noW?

The'CHairmen. Are you‘ready7with it? Have you got
everybody happy?

,Seﬁator Graésley. tYes,'we'do have.

The)Chairmap. Great;. That-is,number-oneiqn page one.

Senator Grassley. If I couid'jhst defer to Mr.

Pearlman except, before he speaks, just to say that over

the lest.thtee or.four.months -~ well, ;eally we- only
started.a month ago ——'but”there was a lot of disagreement
between those of us that introduced the biil and Treasury,
and there hes been a real good%faitﬁ effOrt to work these
things out. And i‘think both sides have given considerabl?,
and I think we have a good bill.

And I think he can explaievit very quickly, and I thiﬁk
it will be adopted by concensus. Mr. Pearlman.

Mr. Pearlman. Mr. Chairmen, we have worked out an
agreement. We feel also that it is a good bill and it
will cover concerns of the churches, and we are most

appreciative to Senator Grassley and his staff in working it
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out with us.

The Chairman. Right. Could you briefly, for thg
record, givé,us the shorﬁ form? -

Mr. Pearlman. Sure. The‘bill seeks to establish a
serieé of rules that the Revenue Service musf comply with
in examinations of éhuréhés. It,basically‘requires the
Internal Revenue Service to defer thé commencement of
audit of a.qhusch until it has established that'it has a
reasoﬁable basis fo believe that the church either is not
qualified-—not eiigible.for tax éxemption 6r has engaged in
an unreléted t:ade or bﬁsinéss,activity. |

The Internal Revenue Service is given the ability to

develdp certain third party information records, for'example'

held by third party'recordkeepers, but only under restrictions

that protect the churches so that theif_——

The Chaifman, Is that satisféctdry Qitﬁ Senator
Grassley?

Senator Grassley. Yes.

The Chairman.‘ and others who have been working on it.
I understand that there has been a lét Qf staff input on
that.

Mr. Pearlman. Right.

The Chairman. Is Treasury satisfied?

Mr. Pearlman. We are satisfied.

The Chairman. Then, without objection, it will be
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agreed to. Do you want to take methanol?

SenatorAChafee. Mr. Chairman, I would be4glad to take
methanolf The only trouble is that Senator burénberge:
had gome'thoughts on that.

The Chairman.. Oh.

Senato; Moynihan. I have got a few little things.

Senator Chafee. Can T take up the 30 percent

‘withholding?

The Chairman. WéAare coming to £hat._ What;abgut-tﬁé_
foreign fax cfédit cﬁanges? Is Senatof_Danférth-in thé B
areé? -
| (No réspbnée)

The Chairman. What wés the cést of Senator Danforth's
proposal; Ivaon't want fo blindside.aﬁyone but I would
like to eliminate that_from’the list.

Mr. Pearlman. Senator, the propoSél started out at
a very large dollar amount. Iﬁ‘wés baéked qff first to

$530 or $550 million, and I simply don't remember. We have

" been working with Senator Danforth's staff, and the number

was brought down to-$280 million over three years, and we
were asked this morning to give Senator Danforth's office
some information on a further cutback of the proposal, which
we have done, thatAreauces the cost in $1001million plus
range. Frankly, I am not sure what Senator Danforth's

proposal is at this point.

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




10

1

12

13

14

15

16

A7

18

19

20

21

22

23

24

25

183

The Chairman. I understand that Senator Danforth is

coming back, so let's go to some of these we can dispoée of.

I think number six -- I am prepared to offer an
amendment that would remove the cap. I have discussed this
with a ﬁumber of senators. I had a call from Senator Peréy

énd a letter from Senator Percy and I think Senator Dickson.
I know Treasury -- that is not the beét solution, but
I ddn't‘khow of any-o@her solution; Do you?
Mr. Chapotén.' Mr. Chairman,‘no. Thé problém here does
:rélaté back to what was done in 198i; 'Thﬁt i's soft,of one

category of it..

We now have andthér set of invéstments that aré.related'

to the commodities straddles that weré handled in-19él by
a mark-to-market solution.. |

~We now probably have to go mark-to-market on some,Abuﬁ
this goesAto most of those‘otherltypés'oﬁ optionsiand
related investments.

And we think that when you go to mark;to—market, you
simply cannot start by saying you go to a 32 percent rate.
We are going to hear advertisements on the radio -- we
already hear some of them -- that in investmgnt commodities
straddles you get a 32 percent rate on your tax, and it
is not long-term capital gain or anything like that. It
is short term investment activity, plus.we are talking ébout

traders and market-makers who are their day-to-day income,
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and we are talking about héving a 32ipercent rate without
limit on the total dollar am@unt that these taxpayers will
receive. |

So, we have a great deal of difficulty with that.

The Chairman. It seems to me that, riéhtly or wrongly,.
we made a judgment in 1981. And then to say we are going
to change the rules in 1984, so What wé are going to do is
coﬁform stock ahd_options to_the rule we méde in 1981.
That may not be the beét policy but unless you know_of'a
better way to proceed.

Mr. Chapoton.> No. I think we coﬁld coﬁsfdéf éimply'
not leQeling‘the playing fieid, énd we are not sure how,:
much competitiOn there is between the two markets, and hé?e
a different rate of tax on.this type of aétivity;

I have to concede that is not going to make a lof of
people . happy. |

The Chairman. I caﬁ think-af a number that wouldn't
be very happy witg that.

Senator Moynihan and then Senator Heinz.

Senator Moynihan. Mr. Chairman, I think the proposal
yesterday had substantiai agreement. Getting rid of that
secona provision is right, I‘aﬁ sure you are right in that
hatter, and I think we are doing the right thing.

The Chairman. Senator Heinz?

Senator Heinz. Mr. Chairman, just a revenue question.
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-Were we to éet a ceiling of $250,000 on the amount that
Qould be taxed at 32 percent, aﬁd taxed everything above
that at the higher rate? Were we to set that ceiling at
$250,000,.how much revenue would we fealize from this?

Mr. Wetzlef._ Senator Heinz, we have not made a revenue
estimate of that. It would depend on exactly how the
cap was drafted, and we have no£ made an estimate.

Séﬁator Heinz. ‘How about_for'boﬁh groups?

,'AMr. Wetzler. 1There are a lbﬁ of technical aépects to.
it that_éoﬁld sigﬁificantly affect the révenué, and we have
not made an estimate of that.

| Senator>Héinz, But We'had:a-proboéél the other -day
that had é cap ‘in it.

MrLIWetzler; And we had not made an estimate»of.the
proposal.

SenatorAHeinz. 'All right. 'Could_you do a rough
estimate between now and tomorrow?

Mr. Wetzler. We.can'try. -Iiwould be hesitant to
Vouéh.for its accuracy.

Senator Heinz. Some ranges?

The Chairman. Does Treasury have any information on it?

Mr. Chapoton. Yes.
(Pause)
Senator Heinz. We don't have to get the information

now, Mr. Chairman.
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Mr. Chapoton. I have got some figgres, but frankly,
theyfdon't — |

The Chairman. While you are getting that information
for Senator Heinz, maybe we could go ahead and approve
what I éuggested, and if thére is some indication --

Senator Moynihan. Let's do that, Mr. Chéirman.

Thé Chairman. 1Is that all right, John?

Senator Heinz. Sure.

The Chairman. All right.

Senatpr Chafee. Now, as_I'understahd that, that keeps.
the optién fraders ana the --

The Chairman. And the futures in the séme_le&elw

Senator Chafee. What was it -- 60-40 that we did?

The:Chairman.‘-Yes, they‘are ail on the saﬁe yaéht.

(Laughter)

, The Chairman. What about number seven? 1Is that oné
we can dispose of?

Mr. Brockway. This is an amendmént:of Senator Béntsed‘s
on bonds, I Bélieve. It is my understandiﬁg that Treasury
opposes it.

Mr. Chapoton. Yes. This is a change in an amendment
we adoptéd in 1981 or 1982 —-- I am not sure which -- .dealing
with tax exempt financing feor Gulf Coast waste disposal

authority. And at that time, there was a limit placed on

the benefits from the tax exemption that could flow through
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The Chairman. Is this one you support?

Mr. Chapoton.. No, Treasury is.oppoéed to this. We
think the amendment in 1981 may not have worked correctly,
but wevare not williﬁg to accept this.

The Chairman. 1Is there a revenue losé involved?

Mr. Chapoton. It is principallY one taxpayer, so it
is 'in the $5 million range.~ Excuse me, qne issuer of tax
exempt bonds, so thére would be a number ofxindustriés,
but in the $5 to $10 million range.

The Chairman. We will probably hold that over. Senator

What about number eight?

Mr. Brockway;‘ Again, this is an item of Senator
Bentsen's. He is working with the.étaff to try and come
up with a revenue neutralAitem, and I believe he woula prefer
that it be held over. | | |

The Chairmaﬁ. Okay. Let's go ﬁo number nine. . Senator
Wallop is here and Senator Chafee is hére.

Senator Chafee. Okay, Mr. Chairman. We have discussed

this many times before here, and the basic fact is that

are subject to withholding of 30 percent.
In order to avoid that, they go through a circumferential

highway through the Netherlands and the Antilles. So, they
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are then not subject. The buyers of the bonds issued
through Antilles and tﬁe Netherlands are not then subject
to the 30 percent withholding.

wa, it~seem$ to make considerable sense to giveAup
tﬁe 30'percent Withholding and thus make our markets more
readily available td foreignérs to purchase Government debt
or a corporate debt.

Wﬁether there'would:be some jobs éreatedvin the U.S.,
there probébly would be -~ shuffling papers, and printing
certificates, and ali‘that:in,New York City. |

-Now; when this was presented to us originally, Mr.

Chapoton indicated by a letter that this was revenue neutral.

Why .is it revenué heufral? Well, you piék up a little bit
on ydur 30 perden£, but;by going through the Netherlands
and the Antilleél the U.S.*corporationé are taxed by
the Netherlands and the_Antilles,_thué the U.S. corporations
are entifléd to a fofeign tax credit, thus reduping.their
U.s. income taxes, thus reducing revenue to the U.S.

Sé, ofiginally, it appearéd to be revenue neutral.
Now, we are hearing otherwise. And that is Qhere we stand.
On the revénue facts, I just don't know.

That obviously is a factor, but there is no question
but it makes a lot of sense for the U.S. to get rid of this
30’percent if it is not too costly and Iiwoula iike to hear

the revenue figures.
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Sénator Packwood.  Can I ask a question?
The Chairman. Yes.
Senator Packwood. Is the use of the term withholdingj
here its normal use, or does this have a different meaning?
Mr. Chapoton.A That is a good point. -It has a differénf'
meaning. This is withholding that you‘takefand run with it.
This is the tax -- a tax on gross.
Senator Chafee. fhey can't éét a refund if %—
'ASenator Packwéod. Then, we ought to'uge fhé erd,tax
rather £ﬁan withholding.
~ Senator Chafee. You are right.
 Senator Packwooa; Because withholding gives the
impression-tha£ yoﬁ are simply prewithholding the tax,
but you are withholding the-tax,A But YOu>are céilecting
the tax ahyway. |
: Mr.-ﬁrockway. In theory., that is the way these
withholding ta#es wofk with foreigners. fhe U.S. payor
of thé income withﬁolds and in theory theré is a tax on
the fioreign person that they take a credit for, but the
truth is that the U.S. paydr collects the tax because the
foreign person doesn't file an income tax return in the
United States, and-that is why 'you do it.
We would estiﬁate if. it were effected 1185 A -- Revenue
Loss —- of'roughly $400 million that Treasury estimateé

that they were using an offset -- as you pointed out -- that
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they had suggested there would be some offset if you .

repealed the tax becausé bonds that presently go through
the Netherlands and the Antilles would come home.

I guess there are two things abput that. One, I guess
we have had some queétion whether that was appropriate to
reflect those revenue'estimétes, but whether or not it is
that the earlier action that the commiftee took on
resourcing inéome through ereign suﬁsidiariés wéuld have
alréédy picked up £hevrevenue - picked ﬁp the. secondary
effect ﬁhat Treasury was taking into_acéount;

So, I think the net of where the committee is right

now would be in that order of magnitude under either theory.

because the revenue pickup-that the committeé has already
received by the earlief reéourcing qhange;‘

Senator Chafee. Now, is that a figuré per year or
for three years?

Mr. Bfockway. No, that is the entire-- It gets'ﬁp
by 1986 to $150 million a year,'rqughly. In terms of
withholding tax that is presently paid, this would be
withhqlding tax paid to! borrowers, let's say., in Canada
or. in Franée or in other countries which refuse to agree
to a zero rate and treaty so that their investors currently

pay tax to the United States on interest income. There are

certain ways that U.S. investors in those countries pay

tax.
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Mr. Chapoton. Sepator Chafee, let me give just a liftle
background on this. We have got a heck of a problem here,
whether we face up to itAgodéy_or some later tiﬁe, and we
are going to have to.

We do have a nominal 30 percent withhgiding rate on
interest péid,to foreign holders of U.S. corporate
6bligations and U.S. Govefnment.obligations._

'That p:eﬁt} ngl keeps‘our»Corporations out of the
wé#ld money ﬁarkets. Where an-inVestment is méde:thr§ugh
a tréaﬁy countfy, orfthe'bqrrOWef'or the leﬁder_is in>av
a treaty édunﬁry, that‘rate is reduced'ofteh'to,zero.

‘We‘néw havé'combanies that4aré ﬁSing-the Netherlands.
and Antilies treaty té acéess the Eurodollar market; It is
a_cumbersdme de&ice aﬁd:indeed an expensive'device to this
country and,'ih ali‘candor, it is not all together clear
by any means that it is permitfed under existing law.

We wouid liké aécess to the Eurodollar marketh_and
therefore tHe»Administration*Has supported YOur proposal

for repeal of the 30 percent withholding. ' There has been

a significant disagreement between the staffs on the

revenue impact.

It is related both to the-- I think_a principél unknown
question is: How much will be refinanced and;how much of
the existing bonds issued through the Antilles will be

refinanced because now they do claim a credit for the taxes
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paid to .the Antilles against the U.S. tax liability,

We‘ca:ry a lower number than the Joint Committee staff
does, so, in contrast to my letter to you, we are carrying
some revenue impact of over $100 million for the three
years -- $160 million or so for the three years.

Senator Wallop. Mr. Chairman, I would like to raise.

some points on that. First, I think that Treasury is asking

us to do what they have been negotiating and nearly have -

negotiated. I would like to read a telegram from Mr.

Martina, the Minister of the Netherlands-Antilles, which

reads”as follows:

"Our understanding is that the Senate Finance Committee -

may consider various legislative proposals which would have -

a severe impact on my coﬁntryi _These proposals cdncern the
withholding tax earned'by'foreign investors, principally

on Burobond. 1In éubstance, they wéuld destroy a time-tested
system_for financing of the U.S. bgsiness at léw interest
rétes through the Eurobbqa market. The current system using
the tax treaty between our governments has been in place

for 20 years and, until recently, was actively encouraged

by the U.S. Treasury. Enactment of such proposals could

be devastating to my country because by immediately reﬁoving
any incentive for borrowing through the Netherlands-Antilles

would eliminate overnight 30 percent of the combined

Federal and Curasar revenues and increase unemployment in
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the islands by approximately a third. Such a result could

immediately create social unrest and desrabilize this
goVérnment, whioh has been one of your»staunchest allies -
in this volatile region. We have.not even been given a
formal opportunity to express our views on these proposals,
and>we are lost to uoderstand why your committee would seek
to puoish our country in this way. when the current system
is working well for all concerned. To the extentothot.ﬁhe
United'Stéfes has raised any concerns, we have agreed to
negotiafe them. |
"In.féct, we have been actively méerihg'io QOoo faith
with the Treasury Deoortment.for'over rwoAyears onta new
treaty and, in fact, have already agreed.toAén effoctive
Eurobond provision. To legislatively abbrOgéfe the treary
now would, we believe, constitute a serious breach_of faith."
Now, let me just ask the Joint Tax Committee what the
impact on corporate borrowings would be if we repealed
this 30 percent withholding tax?
'Mr..Brockway. I think that that is an item that there
is some substantial disagreement as to what the impact
will bé. Under this ameodment, as I understand it,Ait
will apply both to allow corporations to issue Eurooonds
as they presently can through the Nethorlands—Antilles,
but also allow the Federal Government to issue Eurobonds,

both directly.
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And some people in the investment.communitybbelieve

that both would end up doing well. Others in the investment

bank and community feel that the result will be to reduce

borrowing costs for the Federal Government, because of their

access to the Eurobond market, but because they have a

" stronger credit position than corporate borrowers, that

they would tend to drive up- the interests costs_of corporate
borrowers in that marketplace.

Right now, there is a differential of about 42 basis

'points, I gather between the Eurobond market and the U.S.

one, and this would eliminate the differential.

So, that is what the argument is.rlBut there is a éplit»

in the investment banking community as to whether that
impact would happen or not.

Senator Wallop. But- there is:a substantial opinion
that it would drive up corporations, wouldn‘f it?

Mr. Brockway. We have had rebresentétion from
investmentAbankers on both éides of that issue.

Senator Wallop. I would suggest that if that is one
of the-- If there is a significant portion of it, whether
majority or otherwise, that thinks it would, we are piaying

with a little fire.

Mr. Chapoton. Senator Wallop, the Securities Industries

Association -- I don't know if I have heard a substantial

authority that would say it would drive up rates in the
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securities industries, that Association strongly supports

this proposal,‘and I think the genéral thinking is that
it would —-

Senator Chafee. We had a hearing on this, and I don;t
Enow where you are getting your information> from Dave.
Nobody testified at that heériné that it would drive up
interest-fates. The tes£imbny was that it would --

Mr. Brockwéy. That>was the.securities iﬁdustfies,
wasn't it?

Senator Chafee. No, it waénit just the securities

industries, "We had a host of witnesses, and thefonly witness

against;it:wasvsomebody from the consumérs' -

Mr. Brockﬁay. Senator Chafee, let me make this cléar
that both investment bankers that came in -- fhét‘weré'with-
the Securities Industries Association -- bothVWGre>for
the amendment.

Senator Chafee: Oh, sure.

Mr. Brockway. But one was sayiﬁg that the net effect
was thatithey would be able to sell Government bonds overseas.
Either way they thought it was a Qood idea, but there was a
disagreement between them as to whether it would increase_
corporate borrowing costs or reduce corporate borrowing
costs because the Federal Government would be over there.

The only disagreement between them was whether it

should be limited to corporate bond offerings as some
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proposals have been, or whether the amendment should allow

for both the Government to issue bonds in the Eurobond

market as well as the corporate bonds right now.

But I think that either way that these advisors who

market the bonds would favor the change. But I gather there

is thatvdispute, and it has been reported in B and A that

" there is that dispute among the Securities Industries

" Association.

Senatdr,Wallop.> Mr. Chairman, let me just suggest.

- As long as there is this_differéncé'between the Joiht Tax

and.Treasﬁry as to the revenue impact -- and $400 million

is no small difference -- let me suggest that this is a

premature time to act.

We are in'negotiatiSns with the Netheriands;Antillesf
The'telegram'indicétes that they have alréady reached
agreemeht 6n éne of theéé things. And.I just think thét
for fhis_commitﬁee to look only at the revenue and only a£
the tax policy standpoint wheh we are saying that they

are going to take 30 percent of the combined revenues of

Netherlands-Antilles and Curasen, increase their unemployment

by 27 percent, and give ourselves the potential of a $400
million deficit -- I think that is damed fool policy.

I think I would rather see the'negotiations continue

and have Treasury do what it is designed to do, and that is

~to come to a piece of tax policy that is satisfactory to
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both regions. It was, after all, this Government which by
tax letter and the IRS by tax lettér or Treasury which
initiated this whole process in the first place.

And now, for us to just unilaterally pull it out while
a treaty is being negotiated, I think is irrespoﬁsible,
and I hope we don't do it.

. Senétor Chafee. Mr. Chairman, this is the most ersatz

type of arrangement thaﬁ wés ever created. Thét isn't the
Qay to do business, to go through some round-about route
through the_Netherlands—AntilleS toviésue General Motors
bonds or whatever it is.‘ It makes no senseiwhatSOeV¢f.

»And:if,lindeed, the Né£herlands;Antillesrhaé-built an
industry aroﬁnd this; I am-prepared to work 6ut‘some kind
of gradual dimunition of it, but it makes nd sense to
continue this foute. And it is just a make-work process
that has been created;

And as you understand{ the whole route -- the whole
reason bf the Netherlands-Antilles route —- is to avoid the
30 percent withholding.

So, nobody who is doing this in any substantial way
is subjecting their purchasers to the 30 percent withholding.
The small person who haén‘t got the capacity to go thrbugh-
this route -- he issues them through New York or some other
place -- and if some foreign purchaser is foolish enough to

buy them, they are subject to it.
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198
I don't know why anybody is paying the tax anyway. I

am open to some suggestibns,ﬂbut I think that to just keep
putting if off -- this isn't the first time that we have

brought up this subject, Mr. Chairman -- this thing has been

would just like to see this start down the route to ending

it.

I don't‘know what Mr. B:ockway-is talking about. We
had éestimony;—} we haa witnessés here>—f and I am not
contradicting hi@ -- I don't mean to -- but I don't recall

the witnessés éayihg that.this is goihg tdldriQe.ﬁp interést,
rates, anyway .- | |

Mr. Brockway. Senator Chafge,'let me be very,'§ery clead:
on that. The dispute on your approach on the way to doing'
this —- that is épplying it to vae;nﬁent and corporaté,-or -
just limiting it to corporate -- that is the dispﬁte between
the iﬁvestmen£ bankers as towhether that is a good or bad
policy. All of them, I think, think that it is a good idea
to repeél theAtax.with.respect to corpérate.

The only Question among the indusfry is whether it
should also be extepded to Government issues.because there is
fheir argument -- and this is where I have no idea whefher is
it is correct or not -- is that if you allow the Government
tﬁere that will tend to push the corporate issues up orAnot.

Senator Chafee. Wwe don't even have to let the Federal
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Government because currently the Federal Government is not
going the less Antilles route. So, they are just cut out
from that foréign market.

| Mr. Brockway. That . is correct.

Senator Chafee. 1I don't care if we restrict it to

corpbfate. I just think we ought to :start down the path to

- ending this foolishness.

Senator Wallop. ;But, Mf. Chéirm;n, we are on that path;
We ére négotiafing. The Treasury has beén_negotiating for |
two years. The telegram'indic§tes that they have reached
agréemenﬁ»preéentli dn the Eurobond procedure.

This-Congress-had'onerhell of a time passing the most

minimal CBI -- Caribbean Basin Initiative -- without a whole

lot 6f expenditures;> No@, we are going to'disrupt.a chunk
of what we did down there and coSt-ouréelves‘$4OO million
more than we voted for the whéle CaribbeanABésin_Ip;tiative.
v I Jjust don't understand that kind of a procedure, when
we are in acfiVe negotiations. |
.Mr; Chapoton; Mr. Chairman, it is ﬁrue that we haQe

been in negotiations with the Netherlands-Antilles on this

- question for some two years now. I said sometime last year

that you could not possibly extend beyond the end of 1983
and that we would have to terminate this matter.
I think those negotiations have proceeded in good faith

on both sides and are proceeding in good faith on both sides,
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but I seriously questiqﬁ whether we shéuld debate this
question -- this very-important question -- of access to
the world-money markets oﬁ the need to sustain an industry
in the Netherlands-Antilles.

That is far too important-a question for that. The

question is whether we should have free access to the markets,|

and if ﬁhe decision is that we_shbuld, we should not attempﬁ
to do'sorthrough only.one outlet..

"Indeed, if'we'do rehegotiate the treaty with the .
Netheriandszntiiles, Guam and the;Virgin Islands a;é
suggesting théﬁ they oﬁght to have the samé deal, and.we
ought to allow some of tﬁé,compahies to.go th;bugh those
port holds to theHEuromé;ket,'and they will.extract a
fee on obligations gqing through, and so qﬁr cémpanieé-Will
pay a transaction tax to aécess.the Eurodollar market.

I think we should address the question straight up.

‘And we support broad access to the marketsﬁg

The Chairman. Why can't we impose some deadline -- six
months -- and if nothing happens, it is repealed or
something?

Mr. Chapoton. On the treaty? I don't know.

Senatof Wallop. Mr. Chairmén, I just find it very
uncomfortable to take a tax treaty that has been between
two governments for 20 years and, by an act of this

committee -- when there is an uncertainty between Joint Tax
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and Treasury as to the revenue impacts, do that in the late
aftérnpon of a Finance Committee mark-up when we are trying
to raise revenues ~- not éxpend them.

| Senator Chafee. Mr. Chairman, we are not dealing with
the treaty. We are dealing with this withholding‘tax, and
that is no£ tampering Wifh the tfeaty. This épplies to
-anybody. It appliés to Canada. It apélieé ail aé;oés the

board.

So, yes, it will affect the Netherlands-Antilles because

they set up .an industry to take édvantage of this existing_i
téx;‘but»tﬁe question f4.the reai quéstion —- before 95 I
think Mr. Chapoton phrésea: Are we going to open 6ur débf-
market to foreign.investment diréétly, or are we going.in
this very elaborate artificial route? I think thét:is it.

Senator Wailop. Mr. Chairman, I would be willing fo
look into some kind of phasing of this thing.. To do it
overnight; I think, is unfair énd unreasonable;

The Chairﬁan. Why don't we overnight --

Senator Wallop. I know'they have set up the industry,
and-I don't quarrel with Senator Chafee, and I don't quarrel
with the idea that we'ought to have access in this count;y
to Eurobonds, but to do it --— whap -- like that is-unfair
and bad international politics. It is a breach of faith,
and on top of it, it was we who encouraged them to set up

that industry.
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And if we did that, it seems very strange that we would
just turn it off like a switch. I think that if we can
phase it, I am all for that. But to do it as is proposed
with your solution --

Senator B:adley. Mf. Chairman, I think that.we have
to consider,the possibility that if:weidon't act on these
deficits -- and I.don't think even_iﬁ we_db this, we have
done a‘whole lot -- but at some pdiﬁt'in the_hext twq years, -
you could see a lot of people makinglthe calcdlation_that
the dollar is.goiné tovdfop taking their money'oﬁt of U.SQ
securities-and>putting réai préssupe on the ihtefestAraté.

And if we had>élimihated‘this 30'percent-withh01ding;
tha£ might be just enough to preQent the interest rate from
going béék up,vand‘to keep some_of that mbnéy_here.

And ‘I think thatithat_is ngt an insigﬁifiéant
consideration.

Senator Wallop. If tﬁat is whét it is going to take,

we are in worse trouble thén I thought. And we are doing

.one thing to .the deficit on the one hand -- which is

increasing it-$400 billion -- while --

The Chairman. Let me suggest that get the pfincipals

"together here after we have adjourned -- if we adjourn --

and see if we can't figure out something. If not, we will
just have to vote on it.

I think that there is some indication that we might be
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Let's see now. Seven and eight are Senator Bentsen's.

Senator Danforth. All right. Let's go back to additional

revenue options. What is the talley so far of the

expenditures today -- the tax expenditures, Rod?

Mr. DeArment. $7.35 —- $7.4 rogghly.

The Chairmaﬁ. Sof we didn't do anything on the réising
side or.we would be dowﬁ to.$40 billion?

Mt. DeArment. That is cérrect.

‘Senator Heinz. Can we have those breakdowns?

Thé'Chairman. We don't have room on the biackboard}“bﬁt
we can read them for you.

Mr. DeArment. ' Yes, fof the R&D extension,j$é,l billi;h.
for targetted jobs --

The Chairman. That was $1.8.

Mr. DeArment. But with the additional material that
Treaéury agreed to -- the siﬁple extension --

The Chairman. I'didn't know they aéreed to anything.
I thought‘we voted down the two édditions.i

Mr. Brockway. But there were some minor provisions,
in additioh.

Mr. DeArment. Yes.

The Chairman. $300 million?

Mr. Qrockway. Relatively minor., compared to the rest.

Mr. DeArment. The targetted jobs tax credit extension,
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$1.4. The 861 moratorium, $.2 or $.3. Spéusal IRAS; $.9.
Enterprise zones, $1.3.

Senator Bradley. What was spousal IRAs?

Mr. DeArment. $.9.

The Chairman. All right. Let's zip through here and

pick that up right quick.

Mr. ﬁrockway, I don't know that we can piék it all up,
but we have got a handout thét has got, I guesé; éigﬁt
differentAitems‘that would go'somg of tﬁe way.

The first item deals with -- I belie&e thgy»have been
discussed at all the staff lévels'aﬁd with Treash;;,:aha I
believe th;t,Treasury supports this package..

‘The first item deals'with'deferred rentals.trgnsactiohsv
whérexypu have a tennant on £he acqrual ﬁethod énd‘a leasor
oﬁ a cash methodﬂ This particularly happens in_sale leaée
back Qhere they have a balloon rent, and in the end.they
donft‘pay the_tax.- They go aldng éo the fennant accrues .
the deductions, and the leasor doesn'f take the deductions
in income but does take depreciéﬁion. This would éave where
there is a lease payment that exceeds $250,000. .The‘leasor
would be reqmiréd to accQunt for the rental income on an
acprual basis,

It is like the OID rules you approved earlier.

The Chairman. DoesvTreasury object to thaﬁ?

Mr. Chapoton. No, sir. We support this.
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The Chairman. 1Is there any objection?

(No response)

The Chairman. .Then it will be agreedAtof Number two?

Mr. Brockway. Number two is a related party for --

' The Chairman. How much revenue in that?

Mr. Brockway. That is $.6;

fhe Cﬁairman. $.6. Noﬁ, Qe only need $8 billion more.

Mr. Broék&éy. The next'item ié'a related party rule,
the rules that*disailow’deduétiqns for expehSe incurred to

carry takéeXempt obligaﬁions. This would make sure that

when a related party borroWs‘the money to permit;-for_example‘

"a related corporation to invest in taX—exempt,lthe deduction ‘|

would also,be_denied in that case.
The Chairman."Does Treasury éupport that?
Mr.:Chapoton. Yes, sir..
Senator Heinz. How muéh is that, Mr. Chairman?

Mr. Brockwav. That shouldn't have any revenue effect

because we believe it is a clarification of present.law.

The Chairman. Without objection, we will agree to that.

Mr. Brockway. The next item deals with zéro coupon
municipals. - This conforms to treatment of municipal bonds
with your OID rules Where it would take straight-line |
inclusion of income on an overstate basis and take an
artificial loss. | |

The Chairman. Does Treasury approve of that?

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




10

11
12
13

14 -

15

16

17
18
19
20
21
2

23

24

25

206
Mr. Chapoton. Yes, sir. We support that. Yes, sir.

The Chairman. Then, without.objection it will be agreed

‘to. - There is no revenue there.

Mﬁ. Brockway. Very minor. The next item is an item
dealing with thé dividends received hblding period
reéuifementﬁ Right now, in ofder to qﬁalify, thé taxpayef
heeds to hold the dividend-paying étoék for~15-days and in
certain siﬁuatibns fqr'longgr pe#iods, but the holaing
period is told where thé taxpéyef has‘ébld stock éhortA
== Substantially identical stéck ~— thi; would expaﬁdfthati
to -~ if the tax wére'told £hé_ﬁdiaihg.p§rigd -- any placél
whefeithejtaxpayef heid éﬁother bosition.that Subétéﬁtially-‘
diminished the risk of loss}‘

’6r this ektended losé there'ﬁould-be a:brovision in the
GATT fhaf Senator Heinz is Lnterestéd.in>that Qoula'provide
én extension for brokers 6r dealers.-

The Chairman. Did yo; take caré'of_Seﬁétor'Heinz'
problem? |

Mr. Brockway. Yes, thgt would be taken care of.

The Chairman. Does Treasury approve of this?

Mr. Chapoton. Yes, sir.

The Chairman. With the amendment of Senator Heinz?

.Mr. Chapoton. Yes, sir.

The Chairman. Without objection, we will agree to that.

What is the revenue?
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Mr. Brockway. This is really part of a larger
Administration proposal and the revenue was réally cqunted
eérlier when you agreed to the rest of the proposalf
The Chairmap. Okay. Go on. |
Mr. Brockway. The next item is again a very small
revenue item in the case where someone sells short'in
municipal bonds, and both taxpayers exclude the.income as
being aﬁtributable to the bqnds.‘
The Chairman. That is anqthef clarificétion?
M;. Brockway. Yés; sir.
Thé‘chairman. Does Treasﬁry apprové of it?
Mr. Chapoton. Yes, sir;
‘The Chairman. If there is no Objeétion, it will be
agreea to.
Mr. Brockway. The next item is a‘:evenue of about
$.1 and deals with a use oflmulticompany structure to reduée
tax in coal operations.
" The Chairman. What hapbened to number 122
Mr. Brockway. No, I think there is an intervening sheet.
" The Chairman. Maybe I have an early copy.
Mr..Brockway. Senator Doie, the. earnings and profitsr
proéosal was on a separate sheet, which is the last of-the
three sheets in the thing we just handed out.

The Chairman. Oh, okay. .

Mr. Brockway. We have a couple more before we get to
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~earnings .and profits. The multicompany coal structure is

where you gét capital gains for iron and coal reserves,
bdt in the éase of iron ore,'yoﬁ can't use this between
relatea companies, but in coal you can have one subsidiary
leasing éoai reserves to another subsidiary, and the 6ne
subsidiary_takes it to inéome the royalty on the capital
gains rates, and th¢ minihg subsidiéry deducts it over»their
incdhé rates.

That wouid be a pickup of $.1. It would treat coél the
same way as iron ore.

Tﬁe Chairman. Does Treasqry appfove of tﬁat?i

Mr. Chapoton. Yes,Asir{:

Senator Wallop. Mr. Chairman, I wouid hope that we
would not at this moment in.time enact this. Thé coal
industry in Amefica is one very sick industry today.

They are losing —-- or they are having'é— a 15 percent

deduction this year in their depletion allowance. This is

another sort of double whammy on an industry which is

not really all that prosperous, so I would hope that we

‘might postpone doing anything on this one.

The Chairmén. Would it be better in the morning?
(Laughter)

Senator Wallop. No, but it would get a longer sentence.
(Laughter)

Senator Wallop. I would just hope that we wouldn't do

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




10

1

12-

13

14
16

16

17

18
19
20
d
22
23
24

25

209
that at this time.
The Chairman. Let's put it over, and let Malcolm get
a good night's sleep.
| -Mr. Brockway. The next item deals with foreign
coliapsible corborations ;- a provisibn’ih the Houseé bill —-
where we taxpayers can avoid the claSsicalvcorporatiqn rules 
by selling.a foreign corporation_—; a_collapsibleAcbrporatiopﬂ
- to another foreign sharehplder and'ggking a coilaésible |
corporatiqn consent decree. ThisvwouldApgeveht tﬁap gbuSe.
The Chairman.  That doesn't make any money either,
dbes_it?»
Mr. Bfoékwaf. I don't think so. The ﬁe*t»bﬁeg eafnings
and profits,.does. |
| The‘Chairmén; All fight. So, we wiil'péss‘over 13;
and we will now take up earnings and>prqfits.
Mr. Brockwaf. And did you éddpt,collapsibleh
corporations? Thé last item deals.with earnings and profits.
The Chairman. I would just say fhat I think-the total
revenue pickup thére is less than $800? |
-Mr. Brockway. Apprdximately. The next item is $i;7.
The Chairman. We are just $8 billion short fo;_the day
then, right?
SEnator Heinz. Which is $1.7?
Mr. Brockway. The next item. The one we are gbing

through right now -- earnings and profits.
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1 | Senator Heinz. Which item is that?
(:> “ 2 Mr. Brockway. This is earnings and profits. There is
3 a separate sheet on this.4 | |
4 ~ Senator Heinz. All right. -Go'ahead.
5 ’ Mr. Broékway. On the agenda that is item 10 of the
6 additionalloptions. Redefinition of earnings and profits."
7 And then there is a longer descriptioh. |
. 8 - Senafor Wallbp( Is thi; the-one thatlcapitalizes
9 intaﬁgible drilling costs? " And mine dévélopment costs?
10 Mr. ﬁrockwéy. Thaf‘is co:rect. |
11 _ . Senator wallop.- f:would~like a.iittie'timefto ;oék
'i2 into thé'specifics of‘that. it is the first I-haQé_known
- 13 of it, and T am éorry, but I'just think there are:-some things :'
: 14 in phere that are significant tax policy changes.
15 Senator Symms. I would be'in the same catggory on

.18 that,-Mr. Chairman.

17 The'Chaifman} Is this the.three—page proposal?

18 Mr. Brockway. On the third page, there is-the

19 || descfiption of‘earnings and profits.proposals to prévént
20 corporationé from paying out tax-free dividends.

21 Senator Packwood. 1Is what yoﬁ are saying is that if

1

22 there is a deep hard-rock mine, that that has to be
23 capitalized?

. 24 (Continued on next page.)

~-) o 25
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The Chairman. 1Is this the three-pace proposal nere?

Mr. Brockway. Well, on the third page there is the
description of earnings anua profits prcposals to prevent
corporations from paying out tax-free dividends.

Senator Symms. Is‘what you are saying that if there is
an explorétion shaft in a deep pargroff mine, that that has
to be capitalized?

Mr. Brockway. Well, this is an overall proposal. ..

I think fhat is a relatively limited aspect of it. What it
is is to say that this is just a change for earnings and
profits, so it doesn't affect the taxation of the corporation
itself at all. It is only'whethér'distributions it makes to
its shareholders are treated as dividends or whether‘they

can récharacterize those as téx—free distributions

Senator Symms. But you've got down here in point lo. 2,
if I am looking at the séme page, it says, “Capitalize
intangible drilling costs and mine development costs apd
treat them as part of the cost base of the property."

Mr.‘Brockway. That is only for purposes of -- If I
could start maybe with the beginning of this, to lead you,
that is not for the taxation of the corporation at all. It
would not affect its taxation.

The way the general rules work on a dividend, a
distribution to a shareholder is treated,: in‘the ordinary

course of business, that is allowed as a dividend for State
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tax purposes. It is also taxable to the shareholder.
However; if the corporation does not have earnings and
profits; which is a different item than taxable income, it
might be treated as an exempt distribution.

So what this rule does -- and earnings and profité are
supposéd to reflect bésically.eCOnomic income. If the

corporation has been earning income and it has an ability to

pay out items out of its current earnings to its shareholders,-

those ;hould be taxable.to the corporation, rather than
being tréated'as a paydown'of ifs original capiﬁal investment.

These rules are simply rules to éttémpt to make
earnings and profits more accurately réflect the economic
income of the corporation; so that, where they make a
distribution of incoﬁe, that reflects théir current earnings.
So it is just whether the shareholder is taxed on that
distribution or whether they caﬁitreat that as an exempt
distribution.

I think the largest area where this has an efﬁect is
utilities, which typically, becéuse they don't capitélize
theif.coﬁstruction pefiod interest and taxes, and certainly
their equipment, manage to pay out a significant portion of
their earnings as tax-free distribution; but it also affects
other corporations because of particular rules in the Coce.

But it would not affect whatsoeverithe taxation of the

corporation itself. It is merely a more accurate reflection
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that, if there is this cash available to distribute, it is
out of earnings.

Senator Symms. What is the revenue impact of the
legislation?
| Mr. Brockway. It.is 1.7 over the three years. In good
paft; that is out of utilities,,I'believe;

Senator. Symms. That is what?

Mr. Brockway. About 80 percent. About 80‘percent of
the 1.7 is from utilities,‘from the shareholders. I mean,
the utility itself doesn't pay the téx; it is just that they.
are paying out distributions, and the shareholders are
claiming them as tax-exempt.

Senator Symms. It will raise their capital costs, then,
won't it?

Mf. Brockway. It may or may not. It will simply mean
that it is the same as distributions for other corporations,
that those are taxed to the shareholders.

Senator Symms. If it would raise a billion seven
hundred million, it has to come out of somebody.

Mr. Brockway. That 1is correct; it will come out of the
shareholders.

The Chairman. It is just a question of whether they are
going to pay tax on dividends, isn't it? That's all it is.

Mr. Brockway. That is the question.

Senator Heinz. On the 11 items, which one is the one on
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utilities?

Mr. Brockway. The first item is basically the one that
1s most important for utilities, because they do not
capltallze interest and taxes and other carrying costs and
include them in the basis of the property. For equipment,
they currently expense those, even though they are allowed
a return by the Regulatory Commission. So they are

generating-current earnings and diStributing them. It is

the same way as that on the real property they may write them

off'more rapidly thaﬁ theiproperty declines in value.

Senator Eeinz. So, Qhat you.are.S;ying is that only
utilities are affected by the fi;ét pfbviéion? |

Mr. Brockway. No; I think that that would affect other
taxpayers. But ;he bulk of £he revenue in this proposal
ié from utilities, and for utilities this is the most
significant.

The Chairman. It is not utilities, it is the taxpayer.

Mr. Brockway. I mean from the utility shareholders.

The Chairman. I wanted to clarify that one point.

Senator Heinz. Right. Thank you, Mr. Chairman.

Now; the other thing you were: saying is that; with
respect to utilities and/or their shareholders; you would
anticipate that there would be no increase in utility rates,
even though we are causing utilities to capitalize all of

these. things?
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Mr. Brockway. I don't think so.

The Chairman. Jim?

Mr. Wetzler. The way the situation works now; some
utilities, usually the ones that have big construction
budgets and that are not -- I guess usually the ones that
have big construction budgets are .able to pay out
tax-free dividends on a sporadic basis. Yqu know, When a
utility is raising capital, if it is likely to be'iniﬁhis
position, presumably people would be more willing to bgy its
stock because some of the dividends coming out will be
tax free.

On_the other hand; you can't usually prééict-ail that
accurately when a utility ié going -to bé paying tax—free
dividends, so shareholders only pay a rather small prémium
fér the -- in effect the expectation of réqeiving the
tax~-free dividends.

So I think it is correct to say that there will be some
effect on the capital cost of some utilities, but probably_
the effect will be relatively small in relation to the revenue
gain we are picking up.

Senator Heinz. Now, don't we have some provision in
the Tax Code now, in addition: to this, that favors utility
shareholders' dividends?

Mr. Wetzler. You enacted the dividend reinvestment

provision in 1981.
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Senator Heinz. And principally it benefits utilities,
as I recollect. Doesn't it?
Mr. VWetzler. And their shéreholders. That's right.
Senator Heinz.  Yes, and their shareholders.

What would be the tax savings of repealing that?

That is, the Dividend Reinvestment Plan for Utilities. We

- did it, as I.recollect, because we were very concerned about

capital construction back in 1979-80, and we were afraid the

utilities were going to go bankrupt.
The Chairman. Yes. ©Now they are good.
Senator Heinz. UlNow the utilities are doing soméewhat

better, as I understand it; and I am wondering if we need

-that today.

I think I raised this during TEFRA,.and people were:-—

The Chairman. Well, we have gone to conference with
it twice, the repeal, and-Jake Pickle -- it was his
amendment.

Senator Heinz. Maybe it is a good one to put in, just
on general principles.

Mr. Chapoton. I believe it.is sunsetted. We will have
to look that up.

Mr. Wetzler. It sunsets at the end of 1985.

Mr. Brockway. We have a year left.

Senator Heinz. Let's find out how much we could save

if it sunsetted at the end of 1984.
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The Chairman. We generally used it just to negotiate
with Pickle in conference. I mean, we take it over there,
and he trades off something. I think he would be
disappointed if we didn't repeal it again.

(Laughter)

Senator Heinz. The last question, Mr. Chairman:

The utilities are unusual creatures. I guess I wouldn't

oppose this rule for utilities. I am a little uncertain,

however, and that is No 1 on this handout, I guess I am a

.1little uncertain as to what the effect would be on

non—utilities. But I think I could go for it for utilifies.

The Chairmaﬁ.' We haven't heard from Treasury.

Mr. Chapoton. Yes..

Thé treatment of earnings and profits deals, as
Mf. Brockwéy has explained, solely with the qﬁestion of
when a company is_paying dividends, whether its shareholcders
are taxable on that or not.

The rules for earnings and profits attempt over the
years hot to restate taxable income.but to_stay closer to
economic income, do that the benefit given the corporation
to reduce its tax liability does not have the second-effect
of also reducing the tax liability of its shareholders on
dividend; on income distributions from the corporation to
its shareholders.

There have been changes over the years from time to time
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in the definition of "earnings and profits," and the committee
staff in its work in the corporate area came up with a broad
number of changes, proposed changes, in the treatment of
earnings and profits. We have been over those changes. We
think these are the ones that clearly should be changed --
there may be others in that proposal, but there are a number
that were in.that thét were not on this list.

We think these all do clearly go to the --

The Chairmaﬁ. Well; this doesn't have. any impact on the'
oil and gas producer, does it?

Mr. Chapotbn. It has no impact:on~any corporation. It.
only can have impact on the recipient of dividends from a
corporation.

Senator Boren. Mr. Cﬁairman, on the second one, ip terms

of intangible drilling costs, what is the revenue imvact of

~ that item?

Mr. Brockway. We don't have the others separately
stated.

Mr. Chapoton. It is 1.7, the total, and 80 percent of
that is with respect to utilities.

Senator Boren. There would be some impact, would there
not? in terms of that?

‘Mr. Brockway. ihere would be some on the shareholders.

We know of scme situations . —-- I think Mesa's original
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Royalty Trust, for example, was tax-exempt to the share-
holders because Mesa would take intangible drilling costs
in drilling for the o0il, and so it would break down all of
the assets, and before recognizing the income it would
aistribute the appreéiated property, so that there would be
no tax at the entity level; and there would be a tax-freé
distribution. to the shareholders. The shareholders wouldn't
pay tax on it either. .

But this change would not affect the operating entity.

The Chairman. I would just ask the basic question I
asked earler: All we are trying to do is make certain that
their taxes are paid by the shareholders. = Right?

Mr. Chapoton. That is correct.

Mr. Belas. The issue is éolely an_iséue of whether
dividends are taxablé dividends or are considered a non-
taxable return of capital. That's all.

The Chairman. I mean; are we doing something We
shouldn't be doing?

Senator Wallop. Well, Mr. Chairman, what we are doing is
providing yet another disincentive for people to invest in
corporate America; or things, and making it better to buy
Treasury Bonds than it is to buy stocks in companies.

Mr. Chapoton. No question, this has the effect of
strengthening the double tax on corporate earnings.

Senator Wallop. That's right.
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Mr. Cﬁapoton. For industries that have special
provisibns with respect to taxable income, some of those
special proviéions carry over into the earnings and profits.
And to the extent they do, there is only one tax on earnings
through that company.

This does correct that to some extent, and therefo;e
those earnings will hereafter be subjected to a double
tax.“

Mr. Brockway. But I think, typically, any situation
where the shareholder is receiving a tax-exempt dividend,
the distributing corporation"is also not paying any tax,
because taxable income is a much smaller nuﬁber than earnings
and profits even under current law. So all of these cases
are taxpayers where the corporation is not paying any tax
cﬁrreﬂtly, and thé shareholder is not paying any tax én the
distributions eijither.

So, currently these are situaﬁions where there is_no
tax, in effect, until the stock is sold.

Senator Boren. Mr. Chairman, this may well be something
I am for, but it seems like a rather major proposal, and it
it is something I would at least like to look at overnight
and do some thinking about before we Vote-on it.

The Chairman. Right. It was described to me that it

wouldn't prejudice anyone. ie might have to pay taxes, but --

Senator Heinz. Mr. Chairman, how much money is
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The Chairman. It is 1l.7. Is that correct?
Mr. Chapoton. Yes.
The Chairman. Over three years.
Mr. DeArment. It would be about 2.5, wouldn't it?

Mr. Brockway. Do you mean in the three phases, or just

- that earnings and profits sheet?

Senator Heinz. Just the earnings and prcfits.

Mr. Brockwéy. ‘That's 1.7. |

The Chairman. We have approved all but one portion of
this. Wé have'approved all of those that didn't réise any
revenue.

Mr. Brockway. Thé first one that you approved raised
point-six, I guess, deférrea rentals.

The Chairman; Let's go back on the,agenda list. Church
audits is completé; clarification of the general repayment
rule, that is still under discussion; the three-year
extension of incremental research and the‘experiment credit,
that's complete; reduce the exise tax on methanol -- do you
want to take that up?

Senator Chafee. Yes. Mr. Chairman, what that does is,
the current tax is 9 cents, and it takes two gallons of
methanol to get as far as one gallon of gas does. So this
would just reduce the tax to 4.5 cents. There are only
a thousand cars in the United States that run on methanol
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today. Methanél is environmentally superb. It produces no
sul fur emissions; and lower emissions of nitrogen oxide
and particulants than either gasoline of diesel fuel.

The idea is to try to encourage this. Currently,
methanol is being produced from gas; but the thought is that
it can_bé eventually produced from coal if a big enough
market develéps.
| So that is the suggestion, just cut it in half. The
revenue effects are zéro, I think, because there are so few
cars using it now.

Mr. Brockway. The revenue cbsts_are very small. Right
now the methénol produced from coal ié exempt. Thaf
prodﬁced from matural gas and petroleum is subject to the
reguiar 9 pércent tax. This would cut the’ta#‘on thét
pfoduced from natural gas and petroleum to 4.5 bénts. It
is less than $5 million in all.

The Chairﬁan. Does the Treasury have a viéw on this?

Mr. Chapoton. Mr. Chairman, let me just comment that
DOT has advised us that they oppose th¢~change, because they
don't want to be pﬁt in the position of considering the
Btu content =- the different Btu contents of motor fuels.

The Chairman. It going to become more important than
I thought it originally was.

(Laughter) |

Mr. DeArment. Methanol from biomass, Mr. Chairman, gets
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renewable sources; it gets the nofmal exemptions and credits
that ethanol from grain does.

Senator Chafee. Let me just say that, Yes, from those
sources it does. But there is no demand for it. Now all
methanol is made from gas, and the hope is that --

‘Mr. DeArment. There is some methanol from biomass,
from tree wéste I think from the Pacific Northwest.

Senatof Chafee. Well, not that is propelling thesé
thousand cars.

Senator Moynihan. Mr. Chairman, could I say, I don't
think there is a ﬁore important experiment going on in this
country than the qﬁestion of whether we can develop methanol
transporation. And I would hope we would do this.

The Chairman. Do you want to vote on it?

Senator Chafee; Yes.

The Chairman. All right. The Clerk will call the roll.

Mr. DeArment. Mr. Packwood?

Senator Packwood. Pass.

The Chairman. We are voting on reducing the tax on
methanol, because it takes twice as much to get anywhere.

Senator Chafee. That's right.

(Laughter)

Senator Chafee. And it isn't a suggestion that has
come in here with many of these fuels, to have no tax. Here,
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they are‘érepared -- they just don't want to carry a heavier
burden than would be normal, and they want to develop the
market.

Mr. DeArment. Mr. Roth?

Senator Roth. Aye.

Mr. DeRrment. Mr. Danforth?

Senétor.Danforth.' Aye.

Mr. DeArment. Mf. Chafee?

Senator Chafee. Aye.

Mr. DeArment..‘Mr, Heinz?

Senato; Héinz. Ayé;

Mr. DeArment. Mr. Wallop?

Senator Wallop.. Aye.

Mr.lDéArmenf. Mr. Durenberger?.

(NO'responsg)

Mr. DeArment. Mr. Armstrong?

Senator Armstrong. Avye.

Mr. DeArment. Mr. Symms?

(No response)

Mr., DeArment. Mr. Grassley?

(Mo response)

Mr. DeArment. Mr. Long?

Senator Long. »Pass.

Mr. DeArment. Mr. Bentsen?

Senator Bentsen. I will let it pass.
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Mr. DeArment. Mr. Matsunaga?

(No response)

Mr. DeArment. Mr. Moynihané

Senator Moynihan. Aye.

Mr. DeArment. Mr. Baucus?

Senator Baucus. Ayve.

Mr. DeArment. Mr., Boren?
- Senator Bofén. Aye. |

Mr. DéArment. Mr. Bradley?

Senator Bradley. AYe.-

Mr. DeArment. Mr.. Mitchell?

(No response) | |

Mr. DeArment. Mr. Pryor?

Senator Pryor. Aye.

Mr. DeArment. Mr. Chairman?

The Chairman. The voté? AAre there any Nays?

Mr. DeArment. DMNone yet.

The Chairman. I vote Aye.

{Laughter)

Senator Packwood. Packwood votes Aye.

Senator Chafee. Well, I didn't note much eﬁthusiasm,
Chairman. But I'll take the votes any way they come.
(Laughter)

Senator Long. I'll vote Aye.

Senator Bradley. Mr. Chairman, did everyone vote Aye?
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The Chairman. So far..

Mr. Bradley. Ave.

(Laughter)

The Chairman. Now we are short $8.5 billion. Thirteen
Yeas and no Nays.

All right; that takes care.of that little group. Now
we will go down to the additional revenue options. We have
passed 13 and passed -- what is it? -- 117? .Or 10? The
nominations are complete. Employee awafds are still under
consideration.

What about“voluﬁteer mileage? Senatbr Armstrong is here.
now. . | |

Senatof Armstrong. Mr. Chairman, the essence of thé
proposal is very simple: It is only to spggest that peréohs
wﬁo.are volﬁnteering in various kinds of charitable activities
be permitted to deduct for their mileage the same amount as
government employees or business persons.

This amount is presently set at 9-cents a mile, and that
was established in 1958. At that time, gasoline wés 29 cents
a gallon, o0il was 15 cents a quart, and it just appears to me
that this is only a matter of equity, as far as I am
concerned.

It appears to me that, if the principle of having
volunteers performing some of the most important tasks of our
country is a good one, and I think it is, and it is of course
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something that is increasingly in the public focus, then it
makes sense to let these volunteers take the same deduction
forAtheir mileage costs that other persons are permitted to
take.

I think a case could probably be made that they ought
to get a better break than;4say;_business people or
government people; who after all are paid for their time. Bu
I don't sugjeét that; I simply say let's tie it to the
business deduction rate.

Now;_I-want to stress one thing: The exact comparison

here is this; that if you have a natural diSaster, if you

have a flood or a fire or something, and you have volunteers

L

[

going. to the scene of this disaster, and you have government .

employees going to this disaster; and you have;gsay;

- somebody from a medical. supply house going to sell supplies

at.the.scene of the disaster; the people who are there as
a part of. their occupation -- whether it is private sector
occupation who are being paid to be there or government
employeesrwho are being paid to be there -- they at the
present time can deduct 20 cents ‘a mile. The person who is
going at no charge, just as a volunteer for the Red Cross or
whatever it might be} gets to deduct only 9 cents.

So I am just saying; let's make it even forAeverybody.
There is a revenue implicatioh; and I think it is around

$400 million for three years; according to the Joint Tax
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Committee.

The Chairman. That is correct.

Senator Armstrong. That is a substantial amount, but
.the issue of equity is I think important, particularly in
view of the fact that we are in a stage in our national life
where we are increasingly disposed to turn over some of these
tough problems in communities and areas around the country
to private agencies; to community chests;Ato the Red Cross,
to Meals On,Wheels; and you name it.

Mr. Chapoton. Mr. Chairman; the background on this
is thdf the 9 cents; which is designed to cover out of
pocket costs in performing the charitable service; and
excludes depréciation;_insurance}_general repairs, and fixed
costs such as that; the Code requires that a contribution be.
to‘or for the use of a charitable obligation and therefére
fixed or general expenditures which would be incurred
regardless aof this'particular activity do not fall within the
definition of actually being paid to the organization.

It is the same rule now followed with respect to
medical expenses -- that is; out of pocket expenses and not
fixed. Depreciation is the main one we are talking about
that do not qualify, or moving expenses.

Any time you haye an asset that is used generally for
other purposes; the cost in using that asset for a particular

activity such as moving or medical expense is limited to the
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actual out of pocket costs.

So the logic of Senator Armstrong's argument would: take
it; I suppose; to the use of any asset that is used in a
charitable endeavor; although I guess you are just directing
it at automobileé.

Senator Armstroné. Weil, Mr. Chairman, I don't think we
need to draw. this out. There are two points; though, that
we do need to have invperspective.

We are only talking about the use of automobiles here.
There has been very; veryvéxtensive tesfimony'by volunteer
organizations who say that this is a tremendous problem fof
them. ,We'heard from =- I don't know =-- two dozen orgéniza—
tions who came to testify that this is a real problem; it
is not a theoretical iésue with them; and it isn't a question
of somebody takingha deduction for some other asset that
may be devoted part-time -- for example, a piece of
equipment they may own; a typewriter, or SOmething, where
they might take it down to the Red Cross and use it to type
envelopes. We are not talking about that at all. Although,
as Secretary Chapoton points out; the principle might be
the same, the practical reality is quite different.

The reality is that volunteers use their private
automobiles in the cpnduct of their volunteer activities.

And in many cases;,Mr. Chairman; volunteer activities which
would otherwise cause expenditure by either local or State or
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national governments. So we really have an element, I think,
not only of justice but of cost saving.

Finally; Mr. Chairman; let me make this point: We are
talking about a deduction. Let us suppose, just
hypothetically, that some volunteer takes a deduction of
20 cents a mile; which is what the private sector people or

government employees can take. If they happen to be in the

- 50-percent tax bracket; which most of them are:not, that

means the deduction is only worth a dime a mile. Well, you
can't begin to operate a car, even ignoring depreciation, for.
10 cents a mile -- at least, I can't operate my car fof that, |
and I happen to drive a car that is about 11 years old. But
I can't drive my car for 10 cents a mile, even ignoring
depreciatidn.

If; as is more probable, they are in the 30-percent tax

bracket and they get a 20 cent deduction, that value to them

is 6 cents a mile.

Now, at the present time, with a 9-cent deduction, if
they.are in the 30-percent bracket, that means their actual
reimbursement is 2.7 cents a mile.

So, even though I regret the fact it does have some
impact on revenues, I just think this is fair, and we ought
to go with it.

Mr. Chapoton. Senator, let me point out that the actual
expenses of the gasoline and direct out-of-pocket expenses
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for thg trip, thougb},could be deducted. You can elect the
9-cents a mile; but you can always show your actual expenses
Oor more.

Senator Armstrong. I understand that, but that doesn't
cover tires; battery; wear and tear, oil.

Mr. Chapqton. NQ; it does not cover those depreciable
items. That is correct.

SenatofﬁAfmstrong. Well, those aren't "depreciation"”
in the sense of the value of the éar, but they are expenses
which don't recur on a per-trip basis. And I suppose you
can imagine somebody might haVe'a'sophiéticated enough
accounting.sysﬁem to keep track of sUch-things and claim it,
but we are really‘talking about volunteers and not somebody
Qho has a éomputer. ' |

The Chairman. Is the Treasury inclined to do anything
like inc?ease it from 9 to 12 cents?

Mr. Chapoéon. We can certainly look at whether the 9
is adequate to éover out-of-pocket expenses, though the
Internal Revenue Service sets this percentage amount
periodically. I have no reasoh to think that.they héven't
looked at recently. But we certainly could look at it.

The Chairman. When was the last change?

Senator Armstrong. In 1958.

The Chairman. Where is Roscoe? 'Is Roscoe here?

Mr. Chapoton. No, sir, he is not.

N
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The Chairman. It was 1958? What was it before then?

Mr. Chapoton. No. It was changed the last time --

Senator Armstrong. Mr. Chairman, I am wrong. It was
established in»l958 at 7 cents. Since 1958 it has been
raised from 7 to 9 cents. |

Mr. Chapoton. This was set in 1980, the 9 cents. I
don't know what it was ﬁistoriéally,befdré that.

iThe Chairman. Well;‘I wonder if you might be willing
to do this. I mean; I don't want to spend $400 million,

but could we take a look at it?

Mr:. Chapoton. We could surely take a look at that. That|

doesleStablish the 7 cents in 1958} did you say, Senator?

Seﬁator Armstrong. Aceording to my notes, it was
eétabliéhed at 7 cents in 1958; af a time when gasoline'was
mﬁch less and o0il was mgch less.

Mr. Chapoton. Certainly that is worth looking into.

tThe Chairman. Could you get us an answer by morning
on that?

Mr. Chapoton. Surely.

The Chairman. I know the inflation pfogram is working,
but I didn't know it had gone backwards.

Senator Heinz. Mr. Chairman, if we are looking for some
revenues -- and I don't link Senator Armstrong's proposal to
this at all -- it reminds me that there are some taxes that

haven't been increased since the Fifties. Some of our taxes
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on distilled spirits, beer, wine -- I don't necessarily
insist that we increase .them all; but they haven't been
increased for a long time.

The Chairman. Well; that's a thought. We are going to
be looking for revenue. We will take a look at those
overnigﬁt.

Let's go down to No. 7 and 8.

Senator Heinz. I can see the committee is intoxicated
with the idea.

(Laughter)

The Chairman. Well, we are down $8 billion, and we still

haVe a few things to take up.‘ We'll check in the morning.

I think Senator Bentsen has an interest in 7 and 8.

Sena£or Bentsen. Weiij let me say, on No. 8, we have
not been able to work out the problems, as I understand it.
So I am not proposing to push that one unless we can work
something out with Treasury on it.

The Chairman; Do you have anything on that, Ron?

Mr. Pearlman. Senator, we haVe;had some conversations
with your staff, and I thought we had worked them out. But
perhaps oyer‘ﬂueevening we can confirm that, and then we
will report to the committee tomorrow.

Senator Bentsen. All right. If that is the case, fine.

Senator Symms. ' Could I ask a question on No. 8? 1Is
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No. 8 what you worked out that it is only one company?

Mr. Pearlman. No. The way it has been worked out, it
would be broader than that; Senator Symms.

Senator Symms. Good.

Mr. Pearlman. We will be happy tc go cver it again.

Senator Symms. Well, I hope we can get something done.
I agree with Senator Bentsen on that.

Mr. Pearlman. Well, it is broader than thét. Yes.

Senator Symﬁs. All fight.

.Senator Bentsen. Then, No. 7 -- that is a situation
where we have a nonprofit corporation, the Gulf Coast Waste
Disposal Authority, and we thought we had worked thié problem
out where you could use the proceeds éf tax-exempt bqnds to
acéuire eXigting pollutiqnfcontrol facilities.

Now; what happened on thaﬁ, Senator Tower and I were
both pushing that particular provision, trying to help in the
acquisition of these facilitieé for pollution control. But
it was then written up and effect precluded what we were
trying to accomplish.- They said the acquiring authority -
fees had to be charged as if the_acquisition had been
finanéed by taxable bonds.

Well, you get into the strange problem of situations
where the Gulf Coast Authority is then really in an untenable
position of charging fees$ to a user-seller that are in excess

of Gulf Coast's costs, and that is a violation of the State
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law, as I am gdvised.

Moreover, to the extent that other users are charged
lower than cost because of this kind of an approach, it
results in the seller-user higher fees, and the IDB would
still be benefitting a private user; just not the seller,
in that kind of a situation.

I would like tofsee it back to the original intent that
Senator Tower and T gad when we worked this out; and not what
was finally drafted.

Mr. Chapdton.. Well; Senatdr, the original intent, as
I remember it; was that; as an understanding that the Gulf
Coast Waste_misposal‘Adthority could issue tax-exempt bonds,
that in these circumstahces where existing facilities -- we
had existing facilitieé;'and we have thé rule against
réfinancing existing facilities with’tax—exempt bonds --

Senator Béntsenf That's right. ’

Mr. Chapoton. :; that you couid buy these facilities
with téx—exempt finanéing, but we didn't want it to be
simply additional working capital for the seller of the
facilities. And therefore, the agreement was that no part
of the tax exemption would be passed along to the seller.

Now, I ém not sure, frankly, what has changed since that
agreement.

Senator Bentsen. I don't remember it that way, frankly,
Buck. I am sure you are gquite sincere in your judgment on
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that and your memory of it; but I don't,.because it seems to
me that we negate what we were trying to accomplish in that
kind of a situation.

You end up with the Gulf Ccast situation having to charge
more than their costs. I am told that is against the
law.

Mr. Chapoton. Well, I am told that it does present a
problem under State law to the Authority; but the concern was
that there has been a rule in the law for some time that you
cannot take an existing facility and refinance it with
tax-exempt bonds; because the exemption is for providing --
it applies to a number; but this is pollution control we are
talking about -- for providing pollution control facilities.

So a company that has an existing poliEtion control
fécility should not be able to refinance at the tax-exempt
rate; because obviously it is not providing new pollution
control.

If you allow a new entity like the Authority, in this
case; ﬁo issue tax-exempt bonds and buy the facility, an
existing facility, from an existing user; and the user of
that facility remains the same; then it has the same effect.

So we objected to the proposal as it was originally
designed a couple of years ago; and the solution was to
prevent the benefit from tax-exempt financing to passing to

that user.
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NQW;_we wopld be happy -- if we can stay true to that
rule -- to do anything to avoid the problem under State law.
And I understand there have been some discussions to try to
avoid that problem that I believe were unacceptable to the
Authority. Perhaps we can talk about it more over the
evening;

Senator Bentsen. All right. Fine.

Mr, Chairﬁan; then we will delay further consideration
to see if Treasury can come up with some kind of an aﬁswer
where we can avoid this problem of it being in conflict with
the State law.

| . Thé Chairman. All right. 'The; No. 8, as I -understand,
you héve got some agreement on it.

Let's gb to foreign tax credit changes.

Senator Bradley. Mr. Chairman; how much longer are we
gbing to.continue tonight? |

The Chairman. Well; maybe while we are getting ready

- on this one -- let's see. What do we have left tomorrow,

then?

Mr. DeArment. We have --

Senator Packwood. Are you doing the foreign tax credit
now?

The Chairman. I just asked if we might.

Mr. DeArment. We have mortggge revenue bonds,
industrial development bonds, insurance.
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The Chairman. We may do fringe benefits yet tonight.
Mr. DeArment. ' Yes. We have the items we have passed
over on this list here.
The Chairman. And truck taxes.
Mr. DeArment. And truck taxes.
The Chairman. And we have the real estate package.
Mr. DeArment. We have the real estate package.
The Chairman. Then; Qe are going ﬁé have to figure ouﬁ
some way to raise some money. |
Well, I think there is.a chance we can finish tomorrow
evening. It is rather important, - since both the Treasury
Secretary and Mr. Chapotbn.need to'be_ou; of town.
Senator Bradley. Mr. Chairman, how muqh longer Will
we go tonight;_would you say?
The Chairman. Well, hopefully not very long.’ We have
é couple more items on the agenda. |
" Senator Bradley. This afternoon I raised the earned
income tax credit -- I mean this morning. And YOu said we
would put it on the afternoon égenda. If we don't get to it
tonight, could we get to it the first thing tomorrow morning?
The Chairman. We will get to it in the morning, right.A
Senator Moynihan. We are not going to meet in the
morning, are we?
The Chairman. I don't know how we are going to finish
if we don't. I know there is a Joint Session. When will that
Moffitt Reporting Associates
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Senator Moynihan. Noon.

The Chairman. When does it start?

Senator Moynihan. Eleven or so.

Mr. DeArment. Ten forty-five it is supposeFi to go.

(Continued on the next page)
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The Chairman. Why don't we just invite him over here?
(Laughter)

The'Chairman. Weil, I don't know how we are going to
finish tomorrow if we don't meet in the morning. So maybe
we can come in a£ 9:30.. Would that be all right? Any
objection to that?

(No response)

"The Chairman. I think we have been very well attendéd.
We do - want to take up insurance tomqrrbw; take up everything
tomorrow. But let's see if we can dispose of these foreign
tax credits.

er. Brockway. Wéll, Mr. Chairman, I'm not sure eXactiy'
whaﬁ the status is here. There will have beeﬁ some --

The Chairman; What dp they cost?

Mr. Brockway. I'm not sure exactly what Senator
Dénforth is proposing-gt this point, so I'm not sure what
the --

The Chairman. Jack, do you want to be heard 6n it?

Senator_Danfcrth. Yes. Mr. Chdirman, this issue is
enormously complex, I think. But it's my understanding that
the thrust of the proposed amendment -- at least as a matter
of policy as agreed to by the Treasury, and it does amount
to a mirror image of what was done by the committee back in
1976 .with respect to foreign loss recapture.

And the only problem, as I understand it, is not the
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policy and not the equity of it because it is the right
policy and it is equitable. The only question is how much
revenue we can afford to lose.

So there is a fallback position which I am willing to
propose now, which is a 25 percent domestic loss recapture'
provision. So in other words, it will only mirror 25
percent of what we have done on the reversal.

Senator Packwood. Could I ask a question?

The:Chairman. .Sure.

Senator Packwood. Has there been any notice of this
to.the parties that are affected?

Mr. Brockway. The reduction?f The proposal —-- Senator
Danforth has had a proposal and you have had hearings on %
that in the original form would have, even as modified earlieﬁ
today, had a revenue loss of $500 to $600 million. Now I
gather there are some additional changes.

He has described it where rather that allowing a
resourcing of half the income, he would have the: resourcing
of 25 percent so that would reduce the revenue loss.

Senator Packwood. You are answering more than I want
to know.

Mr. Brockway. I'm sorry.

Senator Packwood. 2All T recall is that in years past
we have had momumental battles over both foreign tax credits

and deferral of foreign source income. I'm unfamiliar with
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what it is he is proposing. I may or may not support it.
But if it is akin to anything we have done in the past
relating to foreign tax credits, it stirs-up a hornets nest
of immense proprotions. That's all.

And I haven't had anybody contact me, whiéh leads me
to believe either this provision is innocuous or no one
knoﬁns anything.

Mr. Brockway. Well, I think the provision that
Senator Danforth iS‘intérested in is not necessarily

innocuous, but it's favorable to taxpayers, to certain tax-

payers to a substantial extent. But it has been an item thatg

he has brought in front of the committee several times beforei

If the committee were to pay for it, it might pay for
it with items that have not been fully éénsidered in the
committee. |

The Chairman. Who does it impact if we pay for it?

I mean if we are going to benefit someone and penalize some-
one else, why not just forget it?

Mr. Pearlman. Senator, I think in response to Senator
Packwood, clearly you are not hearing from people because
they would like this proposal. This is a taxpayer oriented
proposal.

.Senator Danforth's proposal, as'we understand it, does
cut the revenue down substantially in the years that we are

talking about, the budget years from his original proposal.
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But I think it is important to point that in the out-
year, beginning in 1988 -- for example, if you go '88 through:
'90, this proposal has a bill}on dollar revenue impact so

that from our standpoint, while we are interested in trying

to work to cut this préposal down, we can't look simply at
fhe budget years in focusing on ;eQenue. And we have to
express our concern about the outyear revenue‘implications.
Senator Danforth. The people who want this are heavy
industries, troubled in the United States, who have losses

in the United States -- steel industry in particular -- and

which have had profits abroad.
What they want to do, in essence, is equalize -- in no
way can I explain the technicalities. But what they vant is

a mirror image provision for the situation that was agreed

5 fo by the Congress in 1976 for businesses which have the

reverse of that. Namely, profits at home and losses abroad.

H !

t That's my understanding of it.

Mr. Pearlman. Senator, if a business had a domestic
loss and a foreign profit in the same year, it presumably
would have paid a foreign tax on its foreign profit. But
5 if the domestic léss were sufficient to fully offset its
foreign income, it would not get the benefit of that foreign

tax credit.

23
24
. - unused foreign tax credit in a subsequent year when the
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corporation has a domestic préfit.

Senator Danforth. Explain the reverse of that, Ron,
if you would. What did we do in 19762

Mr. Pearlman. In 1976 it was just the opposite. We
had the situation where foreign losses were being used to
offset domestic income. And I think at Treasury's insistenceg‘
the Congress reacted by enacting Section 904 (f) to, in
effect, do the same thing in reverse -- not permit credits
from one year to be utilized, and the income to be offset
by domestic losses in another.year. I think I'ﬁ correct in
that description.

The Chairman. Does Treasury haQe a position on this
one?

 Mr. Pearlman. Our position has been =-- we testified
before the committee on this amendment. Our position has
been consistently that conceptually this proposal makes
sense. We think it is, as Senator Danforth pointed out, a
mirror image of what-the Congress did in 1976.

Our concern from the outset -- there are three parts of
Senator Danforth's proposal. I'm only referring to the first
part, the loss recapture rule. Our concern from the outset
has been the revenue impact. But, conceptually, we think
Senator Danforth's proposal makes sense.

The Chairman. Well, what are the other two parts?

Do they all make sense?
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Mr. Pearlman. He has two other parts. The second
part has to do with an extension of the'foreign tax credit
carry forward period which is presently five years. There
have been proposals to extend it anywhere from 10 to lS.years;
I understand that Senator Danforth's proposal is now to -
extend it to 10 years on a fully prospective basis.

The third part of Senator Danforth's package had --

Senator Danforth. It had ;—

Mr. Pearlman. I£ had»to do with FIfA, and I understand
that has been dropped.

The Chairman. Still the cost is still $600 million.

Senator Danforth. No. ie cut it down to $105 million;

The Chairman. For three»years?

Senator Danforth. . Yes.

Mr. Brockway. I gather that's from, one, reducing the
amount that you can take into acéount in any year and, two, 
delaying the effective date.

Senator Danforth. Pardon?

Mr. Brockway. Those changes come from saying that the
amount recaptured is only 25 percent in any one year, and then
delaying the effective date of the amendment -- is that how
the revenue drops?

Senator Bentsen. Wouldn't you also have it because
they are not going to -- and staying with --

Mr. Brockway. I think this $500 million or $600 million
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just on this first piece, if it were éffective on a
prospective basis, it wquld be $500.or $600 million.

The Chairman. Does the Joint Committee agree with the
present cost estimates of $105 million?

Mr. Brockway. I haven't runithose.

Senator Heiné. Mr. Chairman, while that is being con-
sidered, there is one other item 1 could_bring up.

Mr. Brockway. I think that what is happening in the
cost estimates - andee just have to see‘—~ is‘jﬁst that

the revenue that you would otherwise lose in the three year

‘window, you are just pushing to just outside the window.

The Chairman. But, again, we have this additional
growing cost‘in, what, '88~and '89. 1Is that‘correct?

Mr. Brockway. That'svcdrfectléhif the number is a
reduction of the loss of $500 million in the three year
period, that just means youAhave lost five million more
outside the three year period.

Mr. Pearlman. I think we agree with that. Senator
Danforth's revision =-- and that's the reason I mentioned the
outyear numbers -- does cut the revenue cost down in these
three years. But there's a very substantial revenue cost in
the years '88 through '90. And it is as a result of pﬁshiﬁg
those losses forward.

I made a misstatement that I want to corfect, Mr.

Chairman. I indicated in describing Senator Danforth's tax
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credit carryover provision that it was fully prospective.
And I want to correct that. I apologize. It would apply,
as I understand it, Senator, to losses incurred in taxable
year 1982 and forward. Excuse me.

Senator Danforth. Now, Mr. Chairman, basically there
are two arguments in favor of doing this. First, it makes
the foreign tax credit available to cémpanies that are basket:
cases in the U.S. The second is that this does mirror what g'
we did in 1976. It is truly an equitabie arrangement. It'isé
the correct tax policy. And it seems to me that thé foreign
tax credit, if it's going to apply to4§rofitable companies . 2“
at home, should also apply to unprofitable ones.

The Chairman. If you are trying to find some offsetting

revenues, you --

Mr. Pearlman. Yes. We have several proposals that we é
have been working on and discussing at the staff level. .

The Chairman. Lef's take a look at those overnight
before we ring the cash register again.

Senator Heinz. Mr. Chairman?

The Chairman. Senator Heinz;

Senator Heinz. Could I inquire of the staff where we
finally came out on the vote on three year extension of the
private jobs tax credit. Now I find out -- how many people
recorded themselves in favor of that?

Mr. DeArment. The vote following the practice that we
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1?2 have had, closed when the cormittee agreed --
(j) o f Senator Heinz. Just tell me how many people were in
3 § favor of it.
p ‘ ‘
4 ? Mr. BeArment. Op three years, I have a tie vote of
5 8 to 8. _And let me see how many other people.recorded
6 their -- there are three people who indicated their expressio&»
7 after that voted closed that»were>in favor of it, and one 3
8 against. §
9 _Senator Heinz. So the vote was 11 to 9 in favor of %
16 that? §
- Mr. Dehrment. No.
12'£ Sénator Heinz. If it had still been open. 3 é
é%; ' 3 % Mr. DeArment.. Yes. | , : : é
N ,?4.2 . Senator Heinz. If we had left the-vote open as we . | %
!s'i normally do. ' ?
16 i Mr. DeArment. No. Our normal practice is what we
?:‘i followed.
15 i ' Senator Heinz. Oh. Well, my. point, Mr. Chairman, is
o i normally the way I have éenerally found we proceed around here
T
- i is that we don't have kangaroo votes and normally the
. % chairman is very fair about it and leaves the vote open --
- % The Chairman. I gotice that you used the wérd
- g "normally." I'm prepared. Go ahead.
2 % Senator Heinz. Normally the chair@an is very fair on
{ ) % it. And it strikes me that this is a little unusual that

r
(2]

Moffitt Reporting Associates
2849 Lafora Cont
Vienna, Virginia 22180
(703} 573-9198




D

N

22

23

24

people didn't have a chance to get recorded.

Mr. DeArment. Mr. Chairman, let me explain this. This
has been a practice that Mike has followed over the years.
When you have a succession of votes on the same issue --

The Chairman. I think we understand.that.

Mr. DeArment. -- and one closes off the rest, we stop §

recording it. I mean anybody can reopen it and revote again. : -

The Chairman. We can still bring it up. I don't want tdA

shut Senator Heinz off. As I understand, following that

vote there was -- : : ‘ B

Mr. DeArment. It would have been 1 on 1 for one'year,_ f»

and'when it was compromised to two years,'YOu cén't;
The Chairman. Well, you can if you have thé votes.
But I think we would have to réopen that. Do you want to do
that in the morning?
Senator Heinz. Yes. Let's ao it when people are here.
The Chairman. There are quite a few here right now.
Senator Boren. Mr. Chairman,Aon another question, I
wanted to see if this is non-controversial or not. I notice
on the list -- I had raised an issue a while back about the
1 percent of loan, outstanding loans, to be put in the loan
loss reserve for banks, and it's the same sort of item that
has been raised in S. 1519. Senator Bentsen and Senator Symms
and Senator Roth had previously introduced that.

We have had a situation in our state where we have had --—
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I thiﬁk it has been very well publicized —-- large banking
losses. We ;till have $256 million of uninsured deposits
still resulting from the Penn Square Bank collapse, for
example. And with the rapid changes in thé oil industry, our
banks tell us that the experience -- it's running higher than
the six-tenths now in effect. | !

And we had discussed the idea of perhaps the Bentsen-
Symms-Roth bill was a permanent 1 percent, but perhaps just
for the next two years while we are in this period of
unéertaihty allowing a 1 percent figure just for the sakevof
encouraging security of ouf institutions because that has
become a reél question in our area of the countfy. -I don't
know to what extent -- it's also true, I think, in agri-
cultural areas. But it is a matfer of general concern.

‘I had understood earlier that perhaps Treasury did nqt
object to a temporéry -

Secretary Chapoton. Senator, this question has come
up since 1982. We have>supported‘it. I'm looking for the
revenue estimate. I think it's about $206 million over these
three years.

The Chairman. I think thefe is an interest in it.
Maybe we can get together tomorrow and decide how we are
going to pay for some of these things. There are probably
70 other items that members have called our attention to,

all of which lose revenue. And there is interest in every one
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of them.

If you added up the total bill, it would be $10 or $15
billion. So I think we have to decide if we are going to
dump all this in the House's lap. They didn't add anything
to their bill to speak of, did they?

Mr. Brockway. Relatively few provisions of revenue.

Senator Boren. I would be glad to defer. I just want
to raise it. We are talking about the security of the.
financial institutioﬁs. I talk to people all the time that
haye lost life savings. For example, the Penn Square Bank
situation.- And I’ﬁ just concerned about it. And.I-know
Senator Bentsen had introduced this bill, and Senator Symms. -

The Chairman. I'm very willing to consider that.

Senatqr.Boreh. We.might be able to figure out a way to
hold the cost down to a minimum someway.

The Chairmén. I'm not so interested in holding the cost
down even in that matter. I'm willing to do it. But if we
can all get together and decide how we are going to raise
enough revenue to reestab;ish our priorities, I don't have
any problem with that.

But if we keep just saying, well, we will just do four
or five more, they don't cqst much ~-- what's the total now
we have done today on revenue?

Mr. DeArment. Mr. Chairman, I had two items in there.

I think that the total that we have done is about $6.1.
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The Chairman. So the 47.6 figure is now $41.5 billion.

Right?

Mr.

252

DeArment. That's correct.

The Chairman. And we lose 1.5 in insurance, that's

40. What other?

Senator Heinz. Mr. Chairman, I have got a revenue

raiser for you, if you are interested.

Senator Moynihan. May I ask a question?

The Chairman. Sure.

Senator Moynihan. Mr. Chairman, thank you.

I asked the staff on the insurance matter that will come

up tomorrow. A number of mutual companies have trouble with

‘the way capital surplus is handled under the new insurance

bill. But I understand that the staff has been able to-Work.:

out a compromise that satisfies the high surplus mutual-

companiés. And can I ask Mr. Brockway if that is the case?

The Chairman. I think Rich has been working on it.

Senator Moynihan. Oh, Rich, I'm sorry.

Mr.

members.

Belas. There are alternatives to present to the

I'm not'sure whether it would be anything that would

come as a staff proposal for you. It would be one that would

be up to the members to decide whether they want to provide

special relief.

Senator Moynihan. But you are making some progress?

Mr.

Belas. There are some options for you.
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Senator Moynihan. Thank you, Mr. Chairman.
The Chairman. Senator Heinz.
Senator Heinz. Mr. Chairman, we have all ready of all

the oil company mergers in the last several weeks and months.

And most of those o0il company mergers are being financed with

loans, all of which end up being deductible. And we lose
revenue as‘a result of those deductions.

Néw it seems to me that there is a significant tax
policy issue involved with all these mergers. We have given'

0il companies for good reason intangible drilling cosfs,

We give them over the years depletion. And the reason we

have given them that kind of help, that kind of preferential

tax treatment, is to encourage them to go out and look for
oil, drill for oil, take risks, develop and éroduce that
0il. Well and good.

The result of those tax preferences has been that oil
companies have paid a lot less in taxes than they otherwise
would pay. And it troubles me somewhat when I see two
compaﬁies that have been accorded this kind of preferential
tax treatment use théir strong financial position to go out
and borrow a lot of money which one or the other of them will
deduct from their profits, and use what in effect is the
value of the tax benefits we have given them to bring about
a variety of mergers, some of them béing tax free as a matter

of fact.
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So I am working on a proposal which would apply to
these kinds of corporate acquisitions. They, as a practical
matter, would apply simply to 0il companies because as far
as I know they are.the only ones that claim intangible
drilling costs, and get o0il depletion, or used to get oil
depletion.

And what I am suggesting we do is that we disallow

‘interest deductions on money borrowed to do those deals,

treating the money as entirely fundible. That is to say

even if they have got a million dollars in cash lying around,

i

i-
'
H

i

but they have a million dollar bank loan outstanding, and theﬁ

use the million dollars in casﬁ, that that still be treéted
as if they had borrowed the money.

And I have soﬁé other constraints as to how to handle
the taxaﬁle and the tax free deals.. I wéuld require the
target to be fully taxable with respect to gain realized
in liquidating distributions or liquidating sales. And
with respect to tax ffee deals, reorganization. Treat the
transaction as fully taxable to the target or shareholders.

I don't want to press this to a vote toniéht, Mr.
Chairman, but I would like people  to sleep on it and think
about it because it seems to me that we are unwillingly
and unwittingly participating in a tax abuse, having granted
the tax preference for one purpose and to see it preverted

into the use for another purpose.
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. Znd I would think that given the fact that we are

O
]

talking about maybe $50 or $60 billion worth of borrowed
3 ” money to consummate this rush of mergers, both rash and
4 lush, and that adds up in round numbers to $6 billion of

5 deductions that these corporations will take for the interest

6 that -- $6 billion annually in interest deductions which at

7 || 42 percent gets around $2-1/2 billion in lost revenues to

8 the Treasury. That we‘ére talking'about a significant amount
g\.-bf money over three years. It cou}d be as much as $7-1/2 i

Senator Symms. Would my colleague yield?

| The Chairman. I think before we get into a discussion

12
= 13 § ofAthis, you don't even have it draftedf §
’ 14 ; | Senator Heinz. We do have a spec sheet drafted. é
s g The Chairman. Let's lét Treasury review it. I don't |
18 i think you can come back with an answer by morning. But while
. % you are talking about that same area to pick up money, have
1 j you figured out what happens if we exempt real estate from
19 taxes? Do we pick up $7 billion? Do you have that drafted? %
0 We can vote on that tonight.
! 1 Mr. Brockway. We have a general proposal. I think
| - it's more than $7 billion. The $7 billion was the number that
. was used prior to 1981. Our estimates, using the same
sa transitional rules that we would consider on any proposed
[ - f changes on the depreciation of real estate -- that is only
: Moffitt Reporting Associates
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‘have about that much of a revenue loss just from the leasors

affecting leasor real estate and not the owner occupied.

The Chairman. Right.

Mr. Brockway. And only applying to new buildingé or
used buildings put in service after the effective date.
That would be in the periods through '87. That would be a i
$15 billion revenue pick up if you would e#empt them from |
tax, and require capitalization of their related_costs.

And by 1989,. it would be about $15 billion a yéar of revenue
pick up.

Or in other words, saying under present law that you

of real estate.

?he Chairman. Do you have that prepared'yet in the
draft?

Mr. Brockway. We have the specifications upon which
that was estimated. It would be easy enough to put it' in
legislative language.

The Chairman. Well, how could anybody oppose exempting
someone from taxes? Anyone here want to oppose exempting real
estate from taxes? That may be a way to close this gap here.
We are having a little trouble getting together on anything
else. But if you are gbing»to exempt them from tax, I think
that would be unanimous.

Mr. Brockway. That would be a pick up of roughly

$15 billion. You might lose some from changes in behavior.
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I don't know how to quantify that.

(Laughter)

The Chairman. It would be a change in behavior all
right.

Well, I do want to get that up tomorrow morning.

Mr. Brockway.A We will have it.

The Chairman. I don't see much progress anywhere else
so .let's move on that. |

VSenator Chafee.

Senator Chafee. Mr. Chairman,-i would just like to
finish up the golden parachufe which was voted on yesterday.
But what we did was we denied thé deduction to the employer.
As you know, in.my original prqposai I Qanﬁed a 90 percent
tax on the employee. But-I have backed off from that.

What I would like is an additional 15 to 25 percent
excise tax on the entire amouht; And Treasury indicated that
that could be worked out; that wés acceptable.

Secretary Chapoton. It cquld.bé worked out, Senator.

I think the denial of the deduction will probably prevent
the transactions in this class from going forward.

Senator Chafee. Well, I just wanted to lock it up
completely. If there is no objection --

Senator Symms. Well, I want to reserve the right to
object on that.

Senator Chafee. Mr. Chairman, on the golden parachutes,
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I would like to impose a 15 to 25 percent excise tax on the
amount that the parachutor uses.

(Laughter)

Senator Chafee. And receives.

Senator Symms. Prospectively or retrospectively.

Senator Chafee. Oh, no, it's all prospective. 1It's
all prospective. We are not gqing to get anybody who has

landed, but we are getting those --

(Laughter) : ’ « -

Senator Chafee. -~ those who haven't jumped yet. And
so, Mr. Chairman( I'm for this; And if thére is_objectién;
~I would press it to a vote. |

The Chairman. Can. Treasury worked that out?

Secretary Chapotoﬁ. We - can cértéiﬁly work it.oﬁt;

Mr. Chairman. As I have indicated earlier, the initiél
part of it, denying the aeduction, is consistent with the
normal tax rules, and we can set presumptions, which this
would be doing, that this is excessive compensation, and,
therefore, not deductible.

When you get on the other side and put a penalty tax,
it would be beyond tax poliéy. It is simply saying that the
Congress wants to impose a penalty on this type of situation,
and it is using the tax code to impose a penalty. But it's
just a punative --

Senator Symms. Mr. Chairman, I would just like to say
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one thing about‘this. ‘I appreciate my colleagues, both
Senator Chafee and Senator Heinz, when they talk about theée
mergers and takeovers, but what they are doing by -- when we
start legislating on this, we are trying to interfere that
the Congress knows what is best. And that's very,.very
difficult for us to do that.

And I would hope that we wouldn't vote on this tonight,

and we could have time to reflect about it and think~aboﬁt'it§'

tombrrow.

The Chairman. Pardon?

Senator Symms. What I said is ﬁhat‘by -- I mean it
may have’greatipoliticél popuiar appeal éut here to go
after mergers>and all theée things, but there is another g

side to this argument. And I think for us to try to vote i

-on something like this -- what we are doing is trying to

subject the Congress to say that we know what is best for
these business.decision; that are being made by people that
have other reasons and éfher economic reasons of why they
make these decisions.

Senator Chafee. Mr. Chairman and Senator Heinz, I'm
not associating this —-- this has nothing to do with what
Senator Heinz proposed. This is completely separaté. This
deals with those people get into mergers. They are welcome
to go into mergers.

Senator Symms. Senator, let me make a point.
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(j) . f Senator Symms. Senator, I know what you are saying,

: but I made the point in here the other morning that in my

(73]

¢ 4 own state we had a hostile takeover between two mining :
5 g companies. And these people were all good friends before %
6 { this takeover. %
7 ; And the board of directors of the coﬁpany that finally ;
8 ? ended up getting taken over did éay é-two-year salary to é
9 | two or three officers_Who héd run.that company vefy well_fork'E

10 them. - Now maybe their judgment had been wrong-thgt they

hadn't bought up all their stock, because their stock had

12 | gone public and the board of directors had agreed to go

13 | public.

14 But you are really getting into an area here -- if the

takeover thing becomes a big problem, corporations that ' §

")

-

recognize that their stock is selling at a price less than

1 i Senator Chafee. But those who leave by this -- :

- % what they think the value is will start buying their own
|
|

i stock back to prevent a takeover. So astute people will

0

i avoid this.

And in this case maybe it didn't happen, but I don't
think any injustice was done in the éarticular case I am
talking about. But in the future that particular case would
* be punished.

And we are trying to stick our nose in here in some

1 area and say we know what is best. And I don't think we are

i Moffitt Reporting Associctes
i 2819 Lafora Court

: Vienna, Virginia 22180

1 (703} 5739198




261
capable to do that. That's all I'm saying.

Senator Chafee. It's my understanding we adopted all
this last night with the provisions clarifying the
definition --

Senator Symms. No. We adopted a provision, if I
understood it right, to say that Treasury could rule on
whether or not it was just compensation.

Senator Chafee. Thét's right. That's right. And if

they decide that it's unjust compensation, then I want to

go to the other side of the equation and make sure that it is |
" not only not deductible but that the fellow who is receiving

it, or woman -- this is a nonpartisan, non-sexist amendment --

gets a severe penalty. I want to stop this business. And
this would do it. |

and I originally proposed 90 percent, but some said
that'was high.

(Laughter)

Senator Chafee. So I backed off to 15 to 25 percent on
top of whatever the bracket they are in.

The Chairman. And take away his car too?

Senator Chafee. No, he can keep his car.

(Laughter)

Senator Chafee. Of course, he wouldn't have a car if

he was over $15,000.00.

The Chairman. That's right. Do you want to vote on it?
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Senator Chafee. Yes. We haven't got many here.

The Chairman. We have a few. We have enough to act
on an amendment. | %

Senator Chafee. It's my understanding from Treasury
that they say that while they are not wild about doing it é
on this side of the equation --

Senator Symms. Are we voting on the whole thing now?

4Senator Chafee.. No. We have done the other part.. ThisgA
is just on the excise part. That is the tax on the ;ecipien£é 
We previously decided that it's non-deductible if it meets »é
these definitions which are acceptable to Treasury. And by |
thé way, you dbn't:QVen look at it unless it eéxceeds 200
percept of the highest oompensation. So hé gets that.

| VBﬁt‘when it gets beyond that, then we begin to look at

it. And if Treasury says it is non-deductible then on the
other side of the coin we say that it is very heavily
taxed. -i want to stop this.

The Chairman. All rigﬁt.

Mr. DeArment. Senator Chafee, your proposal would be a
sliding scale of 15 to 25 percent?

Senator Chafee. No. I will leave it to Treasury to
decide whether it should be 15 or 20. I don't care what it
is.in that bracket.

Senator Wallop. Mr. Chairman, my goodness sakes, that's

a hell of a way to try to vote on a penalty when you don't
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know what it's going to be.

Senator Chafee.
(Laughter)

Senator Chafee. An excise tax.

everybody?

Senator Wallop. ' No.
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I make ti 20 percent.

Does that satisfy

Senator Chafee. I didn't think it would.

(Laughtér)
The'Chairman;
Mr. DeArment. Mr. Packwood?
Senator Packwood. Aye.

Mr. DeArment. Mr. Roth?
(Fo response)

Mr. DeArment. Mr. Danforth?
Senator Danforth. Aye.
Mr. DéArment. Mr. Chafee?
Senator Chafee. Aye. “
Mr. DeArment. Mr. Heinz?
Senator Heinz. Aye.

Mr. DeArment. Mr. Wallop?
Senator Wallop. No.

Mr. DeArment. Mr. Durenberger?
(No response)

Mr. DeArment. Iir. Armstrong?

Senator Armstrong. No.

Let's vote. Let's do something.
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Mr. DeArment. Mr. Symms? ’ % |

Senator Symms. No.

Mr. DeArment. Mr. Grassley?

(No response)

Mr. DeArment. "Mr. Long?

Senator.Long. Aye.

The Chairman. The rest of them aren't here.

Mr. DeArment. Mr. Chairman?

The Chairman. Aye.

(Laughter)

The'Chairman, I mean yqu can call the names, but I
don't see anybody here.

(Laughter)

“s

The Chairman. Wé will leave this open. Ayes are 6 : §
the neahs are 2..

All right. Let's come back at 9:30.

Senator Long. Could I just ask a gquestion?

The Chairman. Just é second, yes.

Senator Long. Could I ask a question about what we voted
on? Does that mean that there would be a 20 percent tax
imposed on something on top of a 50 percent tax rate? So
it would be a 70 percent tax on this transaction?

Mr. DeArment. Yes. As I understand it, to the extent
that the Treasury determines that there is this excess

compensation, then there would be a 20 percent excise tax
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which would be in addition to his reqular income tax.

Senator Long. So it could be as high as. 50 percent?

Mr. DeArment. That's correct. Yes. So the total tax
could be as high as 70 percent.

The Chairman. CouldVI sort of announce the schedule
because there may be some people in the audience who may not
have to be hereiat 9:30.

I think what Qe need to do is go back and pick up £hese
items under review by Treasury and tax staff; if we can
reéoncile_those. And then if Qe can work out number 11.

Mr. DeArment. It was number 10.

The Chairman;_-Number 10.

Mr. DeArment. And-then we also had number 13 open.

The Chairman. All-riéht. Ahd then we will move to
insurance. And then to truck taxes.

Mr. DeArment. And then mortgagé bonds.

The Chairman. No. And then we will see if that
amendment is preparéd on exempting real estate from taxes.
That would raise how much?

Mr. Brockway. Fifteen billion over the period through
'87.

The Chairman. Is there any opposition to that that you
know of?

Mr. Brockway. I'm not aware of any yet.

(Laughter)
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o The Chairman. Maybe we can do it without a vote. We

5
{ij) s i don't need a rolllcall on these minor things.
3 ﬁ (Laughter)
4 i The Chairman. So let's do that. And then I think
5 ; everything else we have on the list, we want to put there.
5 i So we will be in at 9:30.
7 Senator Heinz. Mr. Chairman, is there any way we could
5 i resolved the targeted jobs tax credit tonight in view of --
3 ; The Chairman. I think I would rather wait until
10 morning.
" Senator Heinz. All right.
12 The Chairman. There isn't anybody here.
e 13 (Whereupon, at 7:04 p.m., the mark-up session was
£ - . . i B
N : : ‘ ' :
o 14 recessed and scheduled to reconvened at 9:30 a.m. on
"
.. | Thursday, March 15, 1984.)
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