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EXECUTIVE SESSIOX

TUESDAY, AUGUST 19, 1980

United States Senate,
Committee on Finance,
Washington, D. C.

The comhittee met, pursuant tc adjournment, at 10:50
a.Me, in room_§221 Di;kéen Senate 0Office Building, the
Honorable Russell B. Long (chairman of the committee)
presiding.

Present:: Senators Long,-Ribicoff, Byrd, Nelson,
Bentsen, Matsunaga, Hoynihan, Bradley, Dole, Packwood, Roth,
Danforth, Chafee, deinz, Wallop, anc¢ Durenberger. |

The Chairman. The committee will come to order.

Gentlemen, we have had some discussion about what we
might do, and I would like to make a suggestion to the

committee which T think might make it possible for us to

vote this week, and that is this:

There are a whole lot of items that we have voted on,
and a lot of which we have reported even. They are items
that we don't call "big ticket™ items, but they are very
important to the s2nator offering them. I wculd like to
propocse, not for the items that we have on this sheet that

the staff nas shown us, and not including the matter that
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Senator Koynihan wants to bring up about the charitable |
contributions (we will put the charitable contributions on
this sheet), but with regard to these other items, many of
which have overwhelring merit that we would not vote on
those prior to ordering the bkill reported, but that we
would, after having reported the bill, meet between that
time and tha time the bill is called up in the Senate, and
sdch amendments of that sort that we wanted to add would be
agreed to by the committee. As the manager for the bill I
wouid propose, after having laid the bill down, to simply
modify the committee amendments'andAadd them to the bill.

We cculd provide whatever kind of committee document,
or whatever kind of information we wanted to' support it. It
would not be inAthe committz2e report, but it would be in an
addendum that would add to the committee rerort. That peing
the case, we would séve ocourselves all the time it would take
to go through 211 these items.

For example, Senator Packwood has something that I want
to help him with about reforestration. If he wants to bring
it up, and if he wants to suggest that we put it on
subsequently, fine. TI£f it looks 1like ihe committee is
disposed to suggest we add it, it will be all right.

When we dc that there will be a2 1ot of other
subsequentlye. Zut hy staying out of that for ncw, or

ALDERSON REPORTING COMPANY, INC.
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staying dut of it prior to ordering the bill reported, we
would Jjust be able to make a good deal of progress, which
othervise would be foreclosed.

We have talked about it in ‘the Democratic caucus. I
think that it was generally agreed to. I would hope that
our friends on the Republican side of the aisle would agree
with that approach.

Senator Dole.

Senator Dole. I think thatvwe were meeting at the same
time as fhe Democrats-weie meeting. I think that approach
has a great deai of merit. It seeﬁs to.me that we make more
progress when we ﬁeet and you meet, and ¥r. Shapiro and
others sort of.trot back and forth, and then we get together
on certain areas. It saves a lot of time from the
standpoint of discussing everything in detail in the
committee. We are not opposed to that, but it seems that we
make more progress.

We would 1like to do it this ueek; We have no guarrel
with that. At the zppropriate time, I think Senator Roth
would like to off=r ths so-called K=publican package, and
have that up front. There is a good chance that this will
be adopted, but if not then we would proceed to put the
pieces together.

_We certainly want to coopeféte with the chairman. 1

don't know anybody on this side who does not. I think

ALDERSON REPORTING COMPANY, INC.
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Senator Packwood has a different view on whether or not
there should be anything enacted this year,‘bug he is
certainly willing to.cooperate with the chairman and other
members of the committee. |

Senator Nelson. Mr. Chairman, I think your idea is an
excellent one. I think to further expedite it, I would
suggest that after reporting this biil out that evefy member
of the committee whc has specific proposals to submit thenm
to the staff. Then the staff can put them together so that
we can all take a look at them. So when you havé that
meeting, after the bill has been reported oﬁt, and after
Labor Day, we will be familiar with what is before us.

The Chairman. Without objection, we will agree tc
that.‘

Let's understand this, no one will be precluded fronm
offering any revenue amendment he wants to offer. It is
just that for thosas that are not big ticket items, such as
the ones that are listed here, we are going to look at those
after we have ordered the bill'repdrted.

Let me just suggest further, if it appeals to the
senators, and this is purely a tentative agreement, that in
looking at the individual tax cut that we are more or less
agree that we are going te confine ourselves somewhere
within the figures that are on that sheet.

In other words, the first year costs there is something

ALDERSON REPORTING COMPANY, INC.
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suggested as low as §$6.4 billion for the first fiscal year
and somethiﬁg as hiéh‘as $13.5 billion. The 1lowest
suggestion on the out years being $24 billion in 1985, and
the highest figure being $42 billion.

We can go higher, but I think that I would like that we
tentatively agreé~that we are going tollimit ourselves to
that general area.

With regard to the business tax cuts, looking at the
highﬂand low figures.-- They did not put én estimate in here
for the ESOP prdposals, but I think that is §1.4# billion.
For the business cuts-that we think in terms of limiting
courselves within those figures.

In terms of the other proposals, you do not see here on
£his sheet the charitable‘;ontributions, but with the
exception of that one, I think that we should think in terms
of limiting ourselQes within thosé limits..

If we know about what the parameters are, then we know
about where we are going to come down in terms of the
overall cost of the bkill, if that is all right..

Senator Koth. ¥r. Chairman, that, of course, wvould
eliminate from consideration, as I understand it, I have not
had a chance to éonsider them carefully these individual tax

cuts.

Th
i

[t}

Chairman. I agree that we will have the

opportunity, whenever you want to, Senator, allowing the

ALDERSON REPORTING COMPANY, INC.
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right of other senators to offers theirs, to offer the
it

various proposalé that you have offered on the floor and

'that you have offered on the committee. You can offer then

at the beéipning, and you can offer them at the end, if you
want to, it is all right with me, and I think that most of
the other senators would be willing to agree with that.

Senator Roth. That is agreeable with me.

I would like to say that I am pleased to see that wve
ére ialking about rate cuts here, as I understand the
option. f think that this is a very important proposition,
and in that sense I am pleased to see £hat yocu have proposed
that. But I would iike to reserve thé right, at the
appropriate time, to bring up the package.

The Chairman. Senator Nelson wanted to suggest the
type of things that are in ifem 1 up hére. If prior to that

you want to suggest going ahead and voting on the proposal

. you have offered on the flocor, it i all right with us, if it

is all right with Senatocr Nelson.

Senator HNelson. Which one are fou talking about, ¥r.
Chairman, on what chart? Is it on the rate cuts?

The Cﬁéirman. Yes. |

In the various rate cuts, vyou have tﬁe suggestion that
Senator Nelson has in mind. I think that #r. Roth might
want to offer his 10 percent across the Lhoard cut either

before cr after we agree on this. It is all right with me

ALDERSON REPORTING COMPANY, INC.
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to vote on it either way.

Senator Nelson. I made that motion the other day. I
will ask that it be set aside, if Senator Roth wants to make
proposal.

SenatorlRoth. Mr.‘Chairman, I think that we have a
vote at. 11:00 o'clock.

The Cﬁairman. We are not voting vet, though.

Senator Heinz. ¥r. Chairman, one,ihing that I think we
should have on our other proposal list is a proﬁosal on
DISC, which we talked about earlier, and which wve aggéed we
would consider.

Senator Nelscn. Expand it or reduce it?

Senator Heinz. Expand.it. .

The Chairman. How much weculd that be, lr. Shapiro?
How much money is invclved in the DISC?

Mr. Shapiro. I tﬁink the esfimate that I understand
has been given is abproximately F40C million in the first
yeare. It goes up, but I don't remember what the out years
are.

Senator Heinz. This goés hand and ip hand with our
trading company legislatione. «

The Chairman. If there is no objection, then, we will
consider that proposal along with these others.

Senator Durenberger. ¥r. Chairman, point of

clarification.

ALDERSON REPORTING COMPANY, INC.
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I am not sure, if I wanted to toss refundable

investment tax credit into the pot, which one of these

kettles it might fall in, and whether it should be brought
up later, or whether it should be under business tax cuts,
or whether it should be Analyzed in the mix with 10-5-3,
rate reduction and other things.

The Chairman. I am for the refundable tax credit. I
tﬁink that it might bé bétter if we save thaf until after we
have voted to reéort, just to keep these other things
moﬁing. |

.Senator'DuFenberger. I juS§ vant to be sure which
kettle it falls in.

The Chairman. I want you to underétand that we are not
éutting off othér prcposals, but we are simply =aying that
we will confine ourselves tc what we see here in voting.

Senator Byrd. .Mr. Chairman, a point of clarification;

Do you propose to voté on this sheet that we have here?

The Chairman. I am simply suggesting that we confine
durselves to the items that we see here, with the additions
that have been suggested. In addition to that, we agree --

this is purely tentative, and it does not take anything but

an agreement by the committee tc go bevond it -- that we are

going to limit ourselves to generally the areas that are
spelled out in these figures before us.

In othér words, between the high and low figures for

ALDERSON REPORTING COMPANY, INC.
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those areas on which we are going to work, so that if

someohe com2s up with something such as a corporate rate cut

that is going to cost ¥20 billion, we can- say that we more
or less agree that we are not planning to go all the way up
to $20 billion, andi that we ought to think in terms of a

corporate rate cut of about §1.4.

Senator Roth. Could I make a =suggestion, Mr. Chairman?

The Chairman. Yes.

Senator Roth. We do have a vote now. We do have these

two sections here. I wonder if it would not be helpful, as

our first step when we conmne back, to lét the staff or

whoever prepared these review what is in mind. I have not

had a chance,'really, to look at these. I think if we could

spend the rest of the morning lcoking over what the various
options are, and then ifiwe.are going to be in this
afternoon, as_it Wwas my understanding, we can proceede.

The Chairmane. _We will have to meet near the floor.

Mr. Stern: We have a roon for this afternoon, MNr.
Chairman, S-206 which is off the floor, which will be
availakbkle when you meet this afternoon.

The Chairman. I suggest that we meet at 2:30 cver
there; if that is all right.

¥r. Stern: Yes, sire.

Senator Rothe. Rgain, what T was going to suggest, if

we could spand the rest of the morning going over what has

ALDERSON REPORTING COMPANY, INC.
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been prepared when we return from the vote, then this
afternoon we could begin getting down to the business of
voting.

The Chairman. Good.

Senator Dole. Do you want to cffer yours this
afterﬁoon?A

Senator Roth. Let's wait. , R

Senator Dcle. I assume that Treasury is in aécord with
what we are doing ﬁere.

The Chairman. PleasSe don't try to get Mr. Lubick
aboard. He hears'you. | |

Senétor‘Dole. I think that it has been helpful. if ve
can narrow this as it has been suggested, - I don‘'t see why we
could not put it together rather quickl&.' It seems to me
that if we reach general agreement cn the different pieces,
then we can sort of shape the pieces so that they fit into
the puzzle.

I think that the process that we héve been following
has worked rather well. As I said, we meet on a daily
basis, and so does, as I understand, your side. I think
that if we don't mske any progress this afternoon, I think
that we can make some tomorrow mcrning.

Senator Matsunaga. Mr. Chairmdn, perhaps Treasury can
comment on a disturbing report I heard on the radic this

morning, ani that is that they hava calculated that there is
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11
ﬁore money on the market than they had expected, so they are
going to raiée the interest rates agéin. Here we are trying
to increase the supply of money so that we can stimulate the
econoiy.

I wondar what the position of the Treasury is on this.

Mr. Sunley. I am sorry, Senator Xatsunaga, I have not
heard that report. Are those the money supply figures from
last Fridaye.
| I think that adjusting .the money supély.is more a
functiop of the Federal Reserve than of the Treasury
Department.

Senator Ribicoff. While I was on the phone, I
understand that the committee meets this afternoon. We have
set down, because of a time limitation, to override the
President's vetoling the International Trade Commission on
leather goods manufacture. This has been called at the
request of Senato: Heiﬁz, Senator Danforth, and Senator
Moynihan. W®We did set that down for 2:30 this afternoon.

I just wanted to call this to the attenticn of the
membgrs.

SenatorADole. Is that on the flcor?

Senator Ribicoff. No, we have a hearing cn it. A number of
senators are interested in it.

The Chairmane. Do you want to move this to 2:0C

0'clock, then.

ALDERSON REPORTING COMPANY, INC.
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Senator Ribicoff. We have called the hearing for 2:30,
and we have witnesses coming.

The Chairman. Ycu have a 2:30 hearing?

Senator Ribicoff. We have a 2:30 hearin§ this
afternoon.

The Chairman. How long do you think your hearing will
take?

Senator'Ribicoff. I dén't know. The Trade

Representative wants to be heard. There will be other side,
~the exporters and importers, the manufacturers, the labor

‘unions. It protably could be a hearing that lasts a number

of hours.

The Chairman, I think that we might as well go ahead

with both of them. You just go ahead and hold a hearing,

and thqsé who want to be at the hearing can be there. It is
nét unusual, we will just hold a hearing and hold an
executive sassion simulianeously.

Senator Heinz. ¥r. Chairman, one last point. I would
like to have the right to bring up, possibly, as a
substitute for some of the items on the list a legislation
to treat pollution control expenditures as an expense. It
is a major item.

Senator Dole. %hat 1s your substitute?

Senator Heinz. Pollution control equiﬁment, and one

year amortization.

ALDERSON REPORTING COMPANY, INC.
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The Chairmane. I would suggest, ¥r. Shapiro, that you
add that to the 1list, and see what the éost of that is going
to be.

Llet's go vote and come backe.

(Recess.)

The Chairman. It has been suggested to me that one way
to get the Jjob doneAis to agree on what we are going to do.
So Qe know the areas in which we are going to vote, and we
can vote either up or down on all that. And wve knéw that we
are goind to limit ourselves to the big ticket items, and we
know that we are going to reserve the right to submit some
other amendmenﬁs on behalf of the committes when the bill is
brought up on the floor.

That being the case, it has been suggested, and I think
that it is meritorious, th;t we do like the Senate does on
occasion, that we agree that at a certain point we are just
going to start voting, and need be we will keep on voting |
until we have completed doing our business.

Therefore, it is suggested, and I would like to suggest
that we do this, that we agree that we will vote on
reporting the bill no later than 12:00 o'clock noén on
Friday.

Senator -Dole. I think that it is an excellent idea. I
have discussed it with all the Republican members who are

here, and also Senator Zoth. %e have no obiection. It

ALDERSON REPORTING COMPANY, INC.
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indicates, too, that we are serious about what we are doing,
and we wou;d like to have it done that WayYe

The Chairman. The Senate does that,Aand that gives
every Senator who wants to make an argument or sometﬁing
plenty'of-time to explain his position and make hié argument
between now and then. Anybody who wants to sgbmit any
additional infqrmation éan submit it between now and then.

T am willing to stay around here as late as anybody
wants to stay around, and consider thoughts, and consider
wvhat can be suggésted. The staff is willing to work extra
hours, I assumé, MYr. Shapiro, because you ﬁave worked
évfully hard so far. #e will bring the information
tbgether, and we will vote at the conclusion.

I think that it might be well if at this point Senator
Bentsen would explain what he has in mind. He.has made a
spe2ch on the floor of the Senate, but I think that it would
be good if he would explain what he has in mind with his
2-4-7-10 depreciation suggestion.

Senator bole. Have we agreed on the 12300 o‘clock,
then.

The Chairman. .Is there any objection?

(¥No response.) )

The Chairman. If we have not reported it by 12:00,
then I would suggest that at 12:00 o'clock we just vote

without further debate, if that is all right, on what we

ALDERSON REPORTING COMPANY, INC.
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(;) T have oﬁt there, just as we do in the Senate when we say that
2 ye are going to vote at a certain time.
3 Senator Chafee. ¥r. Chairman, as I understand it, at -«
12:00 o’clozk, we are going tb vote on some final package
5 that we have arri§ed at. Prior therefo, we presumably would.
6 have a series of votes,»say, Jjust taking business cuts‘a, b,
47 and c, and at some point.we would vote which way we wantAto
go. |
9 The Chairman. That is right,
- _ 10 Senatof Chafeé. Té do that, of course, we have to have
M 3 series of meefingé, scheduled meetingse.

12 The Chairman. My thought is that when senators know

13 that we are going to do something, they Wwill make their

P
\. a

4 plans to be here, and they will make their plans to be in
15 town or represented . by PLoxy, and theﬁ we will do business.
16 Senator Roth. >Mr. Chairman, could I Jjust raise a
17 Qquestion?
18 The Chai;mén. Yes.

j _ _ 19 Senator Roth. As I said earlier, I do hope that we
20 will have a chance to go quickly through your various
21 options, so that this earlf this afternoon I can decide what
2 +to do about the Republican tax cut. But I would also like
23 to retain my right, whatever I do on'that day, that if we

25 cut at that time.

vote cn whatever is developed, to raise the Keprublican tax

ALDERSON REPORTING COMPANY, INC.
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The Chairman. I think we ought to have it understood
that within these parameters tha£ any senator, and
particular the Senator from Delaware, has the right to offer
a substitute for the whole bill, or for any part of it. Is
that all right.

Now, let's hear from M¥r. Bentsen, because I would like
him to explain to those present the difference between his
suggestion of the 2-4-7-10, and the 10-5-3.

Senator Bentsen. ¥r. Chairman, let me say first that I

was one of the original sbonsors of 10-5-3, and I agree with

the objective. The more we studied it, the more we found

serious distorfions in the allocation of capital. So what

.we have had the benefit of is a study of that, and I propose

one that is é simplified cost recovery.

That would put assets in four different classifications
wheré they could be written off in two years, four years,
sevan years, or 10 years. The general thrust sf it is that
it improves the depreciation by approximately 40 percent
faster than the present law.

In addition to that, we go to open-end accounting, and
that has been proven under the Canadian system. It
simplifies the job substantiaily in keepig up with assets.
You get away from the vintage accounting that you presently
have.

The second part of it would be on structures. Instead

ALDERSON REPORTING COMPANY, INC.
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of 10 years. on structures, we go to a 20-year straight-line
with Section 1250 recapture cn it. I think that that is
much more realistic than the 10 years that they were talking
about under 10-5-3.

.Then w2 have one that I believe helps to address the
concerns of a lot of people in the_ﬁiddlewést. They are

concerned that under an accelerated depreciation schedule

-'that a lot of industries migcht get up and move, and go to

the Sunbelt.

First, I thiﬁk} they are under a misapprehension if
théy:think_we wantvthem all down there. ¥e would like a
little breathing room ourselves. I believe that you havev
something substantially more than just a loss on the
éorporatevledger when you mcve induétry;

You have a situation where all of a sudden your utility
lines are stopped, serving no one. You have mass transit
systems that are dead-endéd, and no longer serving peqple.
You have churches and schools that are half empty. You have
an incredible distortion and disruption in the lives of
peoéle.

You have unemployment compensation. You have TRA. All
of those things are not just going to be paid for by the
Ohio Valley and the Y¥idwest.  They are going to be paid for
by people around this country.

What I have proposed is a 25 percent investment tax

ALDERSON REPORTING COMPANY, INC.
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credit for buildings that are 20 years or older for the
rehabilitation of those buildings. On the eguipment, they
would have the advantage of the 2-4-7-10.

The next point,-I had originally set a $50,000 write
off as an option for small business. I have come to_tﬂe
conclusion that we probably-should cut that to $25,000
because.of.the'amount of.monéy we are talking about trying
to spend here.

The Chairman, I wish you would do that.

Senator Bentsen. I will be happy to do that, Mr.
Chai;man. | |

The Chairman. The cost are getting vety'he;vy there.

Senator Begtsen. You are very persuaéive, Mre. |
Chairman, and I will agree to do that.

They would, then, have the option of going under the
2-4-7-10 with the investment tax credits, or they could go
to the §25,000 write off on equipment for the first year.
With the 2-u—7—1o -- on two they would have a 2.5 percent
investment tax credit. On four they would have a 6 percent
investment tax credit. On 7 and 10 they wbﬁld have the full
10 percent investment. tax credit. ~

Some people have said, why does yours level out after
the third year. It 1eveis out pretty well after the third
year because this one is not phased out. This goes into

full effect, where the other examples you have seen are a
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phased in effect.

So you are seeing an original cost that will_be
somewheﬁe between §4 and §5 billion, and then you are seeing
at the eﬁd of 1985 a figure that runs up to around $18
billion, as I recall. |

Once again, what we have tried to do is to establish

some neutrality in the investment of capital to get avay

from some of the distortion. When you get to 10-5-3 that

heavily favors long-lifé assets. For example, take the
electronics indﬁstry, the semi-conductor‘industry ﬁhere‘ddes
nothing for them. If it was mandatéd, actually it would be
a penalty for thenm.

I believe we have evened out, and we have been able to
gét away from some of the_distortions in some of the other
approaches. I would yield, Mr. Chairman, to any gquestions
that might be asked.

The Chairman. I think that the Senator's proposal has
a lot oé merit. One thing that appeals to the Senator from
Louisiana in connection Qith this is that this holds down
the cost in the out years, in 1984 and 1983, when the costs
of the 10-5-3 become so great.

I would ask the Senator if this is correct, but if we
assume for the sake of argument that after we have thought
about it for a year or two that maybe we should go ahead

with the 10-5-3, would it still be possible, based on the
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phase in schedule of the 10-5-3, for the Congress to then
voﬁe whethar we wanted to be more elaborate with the
depreciation arrangements, and then go for the thing that
costs more monesy, if we wanted to de that in the out years?

Senator Bentsen. Well, of course, we could, Hr.
Chairman.

What w2 have done here is to try to give an early
impetus to the early purchase of equipment, so that we can

start dcwn the road of trying t¢ improve the productivity.

Let me also state, when ve talk>abdut supply side economics,

we are not talking about turning this productivity around

overnight. It is going to take time.

We did not get into this mess overnight, and it is goin

to take a whila to work out way out of it. It is time that
we did some of the long term planning in this counﬁry that
is necessary so we can offer hope, and we can talk about
meeting this problem with production lines and not
unemployment lines. This is a step down thét road.

When they talk about this being a business tax, I must
say that it is fully as much é téx for American labof, to
keep jobs in this country rather than exporting those jobs.

Senator Byrd. Would the Senator from Texas give an
example. Let's assume that a piece of equipment has a
12-year life at the present tirme, how would that 12-year

life be regarded under your proposal?
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Senator Bentsen. That proposal would drop down to the
next one. It would go to the seven because you have a
minimum of the acceleration and depreciation. So it wquld
drop to .sevan.
| Senator Byrd. You have & minimum of 4C percent, is
that it?

Senaﬁor Bentsen. Yes.

Senator Byrd. Every rate wouid drop at least 40
percent; |

Senator Bentsen. That is correct.

Senator Byrd. Thank you.-

Senator Chafee. I would like to ask Senator Bentsen
one question. |

Did I undérstahd that if you have a piece of equipment
on the two or the four that the investment tax credit, you
would not éet your entire investment tax credit?

Senator Bentsen. That is corrsct. ~If you had it oﬁ
two, you would get 2.5.

The problem you run into, Senator, is that if you give
the full'investment tax credit, you coﬁld actually have a
negative that occurs, where they would actually have a
profit in that situation.

Senator Chafee. One of the problems that I encountered
in discussing this =-- I had a proposal originally on the

10-5-3, where at the three or even at the five they would

ALDERSON REPORTING COMPANY, INC.
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not get their full investment tax credit. The small
business people I met with were disturbed with that because

i

they felt that once again that threw them into the problen

" of going to accountants to figure which way they are going

to come out the better.
Actually, if you don't get your full investment tax
credit now, you don't get it until seven, I believe. If we

kept that so that you would not get it until seven, you

‘would not win by depreciating a piece of eguipment in five

years with 60 pe:cent»of the investment tax credit. You are
thrown into a decisipn—making ptpceSS‘that is expensive and
cumbersome. | |

So I would suggest that you might take a look at the
problems that are ariée by reducing the percentage of the
investment tax credit that a person can take full advantage
of.

Senator Bentsen. Senator, we have, and we get into the
immediate problem of someone actually having a negative tax,
or making a profit off of buying the piece of eguipment if
you give them the full 10 percent investment tax credit, and
yet a write-off in two vears.

‘Senator Chafese. Let's take the four, for example. At
your four, what percentage of tﬁe investment tax credit do
you get?

Senator Bentsen. On the four, it is 6 percent.

' ALDERSON REPORTING COMPANY, INC.
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Senator Chafee. As opposed to the 10 percent.

Senator Bentéen. Yes. Of course, you would not get 10
now. You have to go to seven years to get 10.

Senator Chafee. I‘think that does present'some
problems bécause a persén may not win under your proposal.
They may prefer to wait the seven years, or not take
advantage of the fouf yeér depfetiation because they iost in
thevinvestment téx credite.

Senatqr Bentsene. .We only let them go one step up to
the seven. |
| Let me say., Senator, you'are really never going to get
away, I don't think, from their having to make a choice, or
get their pencil out. ‘They are going to have to. Qe have
given them the ‘alternative that they can gec to a $25,000
first year write-off and not ﬁave»to keep track of the
asset, in effect.A You cannot get much simpler than that
one.

Senator Chafee. -Thank you.

Senator Danforth. It seems to me that making choices
always has been at the heart of deprecition. As a matter of
fact, this proposal is significantly simpler than existing
methods for_depreciation.

Now, l=t's suppcse you have three pieces of eguipment
that you acguire iﬁ year one, and it is in the seven-year

category. Then you acqguire in the second year another piece
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of similar equipment. What would happen to that?
It is my‘understanding that under method they would be
aggregated. |
Senator Bentsen. That is correct. They go into an
open account and be aggregated, and not have to go to

individual following of that asset.

Senator Danforth. So as far as the accounting costs of..

the business were concerned, they would much less. It would
be a much simpler process as far as the businessman is
concernéd than under the preseni depreciatipn.

Senator Bentsen. .The Senator is abs&lutelf right. It

is a major simplification in accounting, and it is not some

new idea that has been dreamed up that has not been tested.

It has already been tested in Canada, and is wérking out
very well.

Senator Danforth. Some of the initial acguisition
costs, they would also be permitted to expense those in the
first year; isn't that correct? |

Senator Bentsen. Initial acquisition costs?

Senator Danforth. Some of the initial interin
financing.

Senator Bentsen. That is an option.

Senato; Danforth. It is an option?

Senator RBentsen. -Yes,

M

Senator Danforth. ¥Mr. Chairmarn, I think that there has
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beeﬁ a general coﬁsensus on the part of the committee that
in this tax bill, if ve afe-going to have a tax bill, this
is the year of capital formation, and trying to rebuild our
competigiveness as a cohntry. There has been a very broad
consensus that accelerated depreciation is the wéy to do
that.

The basic.problém with accelerated depfeciation has
been the éost. A simple lock at this chart across the
10-5-3 in»out years becomes out of this world. Senator
Bentsen has come up with a proposal which certainly gefé
around that problem, and also get around one of the
criticisms of the 10-5-3, and that is its effect on

encou:aging people to build shopping centers and also to

relocate industrial plants in other parts of the country.

I tﬁink that iﬁ this proposal, Senator Bentsen has |
solved a nﬁmber éf the problems that existed with 10-5-3,
and has created something which seems to me to be both
workable and very econcmical.

Sehator Bentsen. Thank you, Senatcr.

Senator Moynihan. MNr. Chairman,

The Chairman. Hdr. ¥oynihan.

Senator ¥oynihan. I would just like to put something
on the record which follows from the remarks that Senator

entsen first.

rxs

Danforth has made, and Senatcer

," and it seens

ct
=9}
fid)
9]
o
<
1]
a]
]

This is called "Sirmplified Cos
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to that we have a major tax reform here, which gces to a

different question than Jjust tax rates, with the guestion of

simplifying these decisions,

If‘I understand, at the present time -- Hr.vLubick
could tell us -- I believe there ére aboqt 130, or in the
range of 130 categories of equiﬁment_and structures for
purposes of scheduled rates of depreéiation, life use, and
the time.

Senator Bentsen. The Senator is correct. There are

130.

Senator Hoyniﬁan. We‘redUCe the 130 categories to four
categories. |

éenator Bentsen. That is correcf. and five with
structures.

Senator Yoynihan. Five with struétures.

Senator Bentsen. Yes.

Senator Yoynihan. This seems to me to be an important
change. This is the Lawyers and Aécountants Relief Act of
1980. This might even céuse distress in the world of
accountancy, but let's not talk about that.

To get the categories from 130, which obviously is the
result of the accumulation of one decision on top of
another, year in and year ocut, and cuf it down to five, this
seems tc me to streamline the tax code, and this is whét wve

have been talking a2bout. It secems to me that it would be

i
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very importante.

The Chairman. You would still leave 20 for buildings.
Senator Bentsen. Yes, T would. Buildings, I would
leave the 20 in straight-line plus recapture, and that would

be substantially faster than you are seeing on some
buildings now. |

The Chairman. I think I heard from the real estate -
people to the effect that they would hope that the recapture
part would not be in.

- It is not there now, is it, fhis'recapture?

Senator Bentsen. Ygs. Under the present law you have
a recapture if they go to a depreciation schedule beyond
straight-line. You certain have that. What this proposes
is 20 years where you have industrial structures normally 35
years, and apartments normally 30 years, and 40 years.for
commercial structures. |

This would include the cemponents, so they would have
the option of going straiéht-line for 20 years, including
the comporents.

Senator Bradley. The recapture provision of your
approach is the same as in present law.

Senator Bentsen. That s correct.

The Chairman. Are there any further questions'about
this at this mcment? VI would réther not vote, but I wanted

the senators to discuss it sc that they understand it, to
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the extent that they can. - .
Let me suggest that we talk about the capital gains
provision. Isn't this what the Senate voted, Mr. Shapiro?

Mr. Shapiro. That is correcte. This is the provision

~that the S=nate veted in the last tax cut in 1978. It is a

70 percent exclusion, which means that you would include 30
percent of your capital gains in income. It would reduce
the maximum tax on capital gains down from the present 28

percent level to a 21 percent level, and possibly lower to

the extent that the tax rate is reduced.

The Chairman. It seems to me that this is what the
Senate voted. I think all the evidence indicates that we
were right. In fact, I have not seen those who voted

against it complain about it since that time. I think the

gvidence all tends to support it. ‘To the extent that we did

move in this area, we were ridht. I just think that this is

something that is unfinished business that we ought to take
care of.

Senator Danforth. vAm I correct that there is no
revenue loss?

The Chairman. Kr. Lubick might argue about thate. ﬁe

-might contepd that there is some.

What is your position, #r. Lubick?

¥r. Lubick. ¥r. Chairman, I don't believe we are alble

to say, until the returns for last vear, which was the first
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real year of operation, have been collated. We just don't
have the data yet. We had indicated at the time it was
considered that we thought the reduction would produce an
initial unlocking of a substantial amount of realizations,
vhich would then level off.

'Again, it is very difficult to judge just on the basis‘
of 6ne year, ‘but wé don;t have the one year of evidence at
this tinme. |

The Chairman. On £he othe; hand, you don't have and .
you never are goingAto have the evidence to show the
féedback. This is somgthing we discussed before.

Here is a person with an o0ld building, and here is

someone else who can use the building. Let's say that it is

sitting there idle, the person whq can use the building buys
it. He refurbishes it. It fixes the thing all up. He
spends a lot of money doing all that, but then it is a good
building.

That provides jobs. It brings income. It does all
kinds of things that we ought to be trying to encourage
these days. That just does not show in the estimates. They
don't have any way to estimate the fact that the person who
buys fhe building had a higher use for it than the person
who is selling it.

The result is that it brings about a transaction that

creates a lct of additicnal emplcyment. It creates wealth

ALDERSON REPORTING COMPANY, INC.
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because people pick up these structures. Ctherwise, it is

not a good 3jeal to make those transactions.
There are all types of situation where if it were not
for the tax, people would engage in putting property into

commerce which would increase the gross national product,

increase the incone.

So I am convinced that while the Treasury will ihsist

~that there is a loss that is reflected here, that this 70

percent exclusion will benefit all taxpayers, isn't that
correct, Mr. Shapiro, because you only pay on the 30
percent. Now, of course, there are some people who benefit

by not taking capital gains, I guess, in the low tax

brackets.

Mr. Shapiroc. That is correct. All taxpayers would
benefit generally to the extent 6f-the exclusion. The ones
that have a distinction are in the corvorate area. Some of
the’corporations are better off at the lower corporate
income tax rate rather than the capital gains rates. As far
as individuals are concerned, though, 2ll individuals that
have capital gains would benefit.

The Chairman. It seems to me that this is something we
have done before, and we ought to do that. I would like to
let ¥r. Chafee'explain'something about Section ¢11 recause
he has been active in that, and I think that he is right

about it. I am not saying that you could not improve on it

ALDERSON REPORTING COMPANY, INC.

400 VIRGINIA AVE, S.W., WASHINGTON, D.C. 20024 (202) 554-2345




Ry

N

10

1

12

13.

14

15
16
17
18
19
20

21

24

25

31

in one respect or the other, but I think he is fundamentally
correct.

Senatoerhafee, do you feel that you could explain it?

Senator Chafee. Yes, ¥r. Chairman.

We have had considerable hearings on this, and the
problem is as follows. Up until a few years ago, we have
héd,the'ééme syétem that every other industrial nation we
know of, aﬁyway, has, andvthat>is thatvtheir citizens who
are ﬁorking,abroad, ahd ybu can choose some period that they

can stay abroad, will not have their income taxed by their

native country.

Then we changed the lavw in 1976, I think, and applied

the full U.S. income tax to the income earned abroad by

Americans. The result of this has been that the American
companies pay the American an additional amount in order to
compensate for the facf that he is now paying taxes abroad.
Frankly, somebody does not want to work in Saudi Arabia if .
they are going to be taxed like they are in the United
States.

So the American companies that hire Americans over
there have to pay an additional éﬁount for those Americans
working there. The result of this is that the costs to hire
Americéns abroad become so substantial for these companies
that they do not hire Emericans, but iastéad they hire a

third country national, that is, from Great Britain, or from

ALDERSON REPORTING COMPANY, INC.
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Germany, or wherever it might be.

Ihié has had a doubly deleterious effect. First, it
has reduced thn number of Americans that are on the payrolls
of American companies abroad very, very dramatlcally. We
have a whole series of testimony principally fronm
construction companies, and other companies as well.

The other effect which is less directly calculable is
the fact that ycu do not have an American working for an
American constructlon company abroad, or some other company:
abroad, and that the person who serves in the American'’ s
place tends to orde; the equipment from his natiye land, not
becéﬁse he is trying to doc in America, but instead he is
ordering equipment that he is familiar with.

We had a great deal of testimony on that as well, that
the British tend to order Britisﬁ equipment. They know it.
They are familiar with it. They rely on it. The West
Germans do the same, and whoever it might be.

.We had a pressntation of a2 Chase econometric study that
was very dramatic in the loss of jobs té America. 1 thdught
that it was a little over-dramatic. Mr. Lubick went even:
further than I did. FKonetheless there is no question but
that this is a real loser.

The astonishing thing is that if we required no tax at
all on earned income -- we are only talking about earned

income,. not unearned income -- abroad, the loss in revenue
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would be, I believe, somethin§ like $350 million é yéar
above what we now permit in exclusions.

What I have proposed is that the first $50,000 of
earned income abroad will be excluded from the U.S. income’
taxe. If the individual serves more than two years, then his
exclusion would rise to $65,000.

In the really induStrialized countries, such as
Switzerland, th U.X., Canada, or whereyer it is, the person
is hit with very Steep taxes from that cduntry anyway. So
you are not going to haQe the example of somebody living in
Canéda and getfing away with payin§ no fax. He is going to
pay a very steep Canadian tax.

Where you are really going to help out is in the lesser
developed countries. This is where you are going to
encourage the preseace of -Americans. It would be in the
Philippines. It would be in the Middle-East. It would be
in Africa. It would be where those countries do not have
heavy native income taxes themselves;

The Chairman. Actually, the fact that we have a high
inéome tax would encourage these developed countries to tax
our people at a higher tax rate because if our treasury does
not get their money, their treasury does because of the tax

credit, which I think is a sound principle, where one nation

[a}}

credits the other nation for the taxes paid in that

country.
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It is amazing to me that some people have not
understgod that. They want to look upon the tax paid in a
foreign nation as a1 deduction. That is completely contrary
to all principles of taxation. As among equal sovereigns,
the principle is that you al%ayé credit for the tax paid |
elsewhere.

For example,Abetween one state and another state, if
you péss a sales tax, to the éxtent that you paid it, let us

say, in New York, you don't owe it in Louisiana, or vice

versa. Or, to the extent that you péid an income tax in New.

York, you don'i'owe an income tax in Louisiana. They have
tried to work it out on that basis.

They have tried tp work out a formule that-is based on
the amount of business you did inAone state, you pay a share
of it there and a share of if he;e. Eut they don't view it
as a deduction. As betveen equal sovéreigns, you credit for
the tax paid to the other sovereign.

When you look at the situation applied to tﬁese less
developed.countries, it has the effect of precluding
Americans from doing business there.

Someone told me that the purchasing agent for ARANCO,
Arabjian-American 0Oil Company, used to be an American, but
now he is an Englishman. Think of all the business that
gives to ths United Kingdom. They have a fellow there whose

loyalty is to England.
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Senétor Bentsen.. ir. Chairman, we had nine'days of
hearings in the Far—East; and they substantiate what Senator
Chafeevhas stated. I strongly support that. I have a
comparable bill-i It.varies somewhat, but it is trying to
get to the same objective he is.

Time and time again, we listened to.accbuntants wvho are
mdkiﬁg ouf tax returﬁs of third country nationals and
American nationai abroad, and then we were talking to the
people who wéte'hiring them; They said, "Frankly, it is so
much cheaper to hire a third counfry nationai under these
tax provisions, so that is where we afe moving."

Senator Bradley. Hr. Chairmén, I have heard the sahe
storiés.

I am curious, why did you select the $50,000 and
$35,000 exclusion, instead of excluding 311 the incomé?

Senator Chafee. Frankly, I did it because I thought we
had a better chance of getting it passed. There are some
senators who launch into dissertations on rich.movie
actresses going abroad and lolling on the Bivie;a with
ermines and pearls, in the winter that is, and that this is
just a big give-away.

(Laughter.)

Senator Chafee. Why shouldn't they be subjected to the
tax. Therefore, I took the §50,000, and increased itbto

§65,000 in two years. I thoucht that there would be less of

ALDERSON REPORTING COMPANY, INC.




O

-

10

11
12
13
14
15
16
17

18

19.

20

21

24

36
a dispute, less hassle.
Senator Bradley. I think that there is a strong

argument for it being greater, frankly. I don't know if

. there are 51 senators who would make the argument about

ermines and pearls, but I certainly can support $50,000.

Senator Chafee. We had some very interesting hearings,;

‘and I asked those who were from abroad which they would.

prefer, and oddly énough they went with your viev.

(Laughter.)

Senator Chafee. I ddn't'know. I would have to leave
it.fo the judgment gf'others as to whether we would get to a
16t of trouble with excluding it completely. I wculd be |
satisfied myself to take this step, conscious that if
inflation causes pcohlems we would increase it in future
Years to some degree.

Eow do you feel, Lloyd.

Senator Bentsen. I think that_we probably ought to
keep some limitation on, so that wve ddn't run into that kind
of an argument. Actually, I have a $60,000 exclusion, but
there 1is not thaf much difference. I d4id the housing 16
percent of tﬁe GS-14s, and there is some modest difference
in residency. |

I really don't want to see us charged Qith someone
making a very high income and paying no tax.

Senator Chafe=2. I feel more ccmfortable with this,
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Senator Bentsen. Yes.

The Chairman. ¥r. Lubick, do you want to comment on
that?

Mr. Lubick; ¥r. Chairman, we have been studying this
issué a greét deél, and ve had numerous éonversations with
Senator Bentsen and Senator Chafee. Indeed, we think that
there is a fundamental principle ihvolved that American
citizenship does carry with it the obligation to pay some of
the costs of government. 'To that extent, we haye an inconme
tax that is applicable to people in the United States, and

we think that our citizens abroad do get protection from the

'Federal govarnment that ought to be compensated.

Having -said that, we do recognize that there is a very
serious problem, in particuiar the exémples of Middle-East
construction countries. The difficulgies of getting people
to go to live in uhdesirable éituations at the same
compensation that they would get for working in the United
States does create a problen. |

It appeared to us, however, that you have a very
different situetion with Americans who have earned inconme
derived from the BRahamas, or European ccuntries. We have

heard no complaints in that area.

[#7

So we have testified before yocu, Senator Chafee, that

you might very well give some serious consideration to an
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expansion of the exclusion a}ong the lines that you have
been talking about in these zgrgetea areas where it is
appropriate to encourage American export policy and where
there may be overridiﬁg_reasons to dispense with the
citizenship basis of taxation.

So we think that an appropriate way to handle that
might very well be to allow an expandéd exclusion in
hardship countries, which is pretty much all of the third
vorld, all the_ﬂiddle—Eastern countries, and the Rfrican
éountries,_and a numbeé_df othérs, and to retain the
existing system of allowing deductions for the extfaordinary
expenses of living in the Européan countries or Jaéan --
excess housing costs, and costs of return trips -- that were
in the bill that you passed in 1978.

"It seems that that combination would satisfy the
problems which you have in dealing with our ability to
compete in these ¥iddle-Eastern countries, and in the
devéloping world. We den't seem to have that same problenm
in the highly developed Eyropean countries and in the resort
areas. Therefore, we cculd see a reconciliation of the two
objectiyes{ One, to edéourage expansioﬁ of our export, and
to get Americans to gc where it is unpleasant to go, and
where it is a hardship to live; and to protect those in the
develcped countries, where vou deon't héve thke same need for

it, and preservz the same citizenship basis, but allow for
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their extraordinary expenses.

The Chairman. . Let me turn to this, and see if we can
help give the staff some additional suggestions.

I just don't know of anybody, on these proposal things
for the tax cut, who would support this number V, which
says, “Same as Né. 2, except the smaller ZBA." What is
that?> |

Mr. éhapiro. That is therstandard deduction amount.

‘The Chairman. "eeo except the ZBA and smaller rate
cuté." I don't know of anfbody vho is for that. I wéuld
like to suggest that we just drop that option. It helés to
narrow what.the staff ié going to do. ‘

Basically, IV, that.is the Roth-Kemp proposal, I would
think thai we would be considering that one. If Senator
Rothrwgnts to offer it;:he will muster his evidence for that
one.

¥r. Shapiro. Senator long, that ¥c. IV is not the
Roth-Kemp’as'éuch. No. IV is rate cuts only, meaning that
it does not have ény change in the personal exemption, or in
the standard deduction.

The Chairman. That is rate cuts cnlye.

Mr. Shapiro. That is right.

The Chairman. It seems to me that we are not going to

15 = 3 res tra - | N T e T d s
de that. de can talk about it i we want to, but I believe

Hh

that we are going to take the view that scmebedy -- For
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example, Mr. Moynihan is goingAto_make a strong fight for
éométhing about the marriage penalty. I think that we will
do something for the marriage penalty, but even if we don't,
we are goingxto do something to take into account the Social
Security tax. It seems to me that by putting it all in rafe
cuts, we are not going to do that.

This would limit you, then, to where you are going io
be 1ookin§ at the options in the top three. That is,. the
rate cuts, the exembtions, and the zero based amount, and
the incréased in earned income tax credit.‘ You are going to
ﬁe.looking at how much of a rate cut you want. It seéms to
me that this is basically what we want to be thinkingAébout
here.

Mr. Shapiro. That is righ£, Seﬁatory

As T understand, it seems like from talking to the
members, both on the Democratic side and Republican side,
there is a general agreement to support some reduction of
the marriage penalty, also taking into account the
charitable contribution, maybe provide alterna£ives with and
without. VAs far as rate brackets in general, to héve
general reductions in rates across the board;

The Chairman. Yes.

I believe that we could pretty well agree here, and
from talking to other senators I gained the impression, that

at least to some extent that they want an across-the-board
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rate cut. Yaybe we cannot go as strong as 10 percent.
Senater Byrd said that he thinks we ought to cut the rates
for all.

I think that sverybody is going to get something.

Those in the starting brackets, we aré going to'increase the
Zero base and we arefgoing.to ine themnm a 100 percent tax'
cut, and I think that we could take this into account.

I hqpe'that'when you get your chart together, you will
pick some. figure, wvhether it be five, seven, or eight, |
somewhere in.there, and say: "This is what this amount of
tax cut will dec across the board, and then hére are. these
ofher people who are going.to get more th;n that much
because we are. going to give them the adjustment which will
take care of them in order to offset the Social Security tax.
increase. These people are going to get.a better break
because they are hard-squeezed by the inflation." So .taking
all that into account, we will then lock at what we can do
for the rest of then.

I would think that as far as the people who are méking,
let us say, $MO,COO and above, as far as peorle in that

category, the rate cut will do the same thing for them that

the cost of living increase does. At least you can see when

you start putting the table together.
I really hope that you can show us enough,ﬂand that

with the help of the Treasury you can muster enough chart
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and blackboard material that you can give us, so that we can
see how this would tend to work\gut because in some cases it
might be that in‘a,given tax bracket, at $40,000 for
example, it migh£ be horé.tq the fellow's advantage to -take
it all in the ratés, rather than to take it partly as some
gimhick to try to anake hiﬁ whole for inflation.

Obviously, you aré going to have some theory for all
;hat-in working it out, but hopefully by»toﬁorrow you are
going to be able to éivé us a pretfy good suggestion as to
how we can do this; i

Senator Yatsunaga. Mr. Chairman, the rate cut, as I

-understand it, is intended to compensate for the

inflationary rate which would take wage earners into the
upper brackzat whene#er they are éiven wage increases to
compensate for inflation. Am I right?

The Chairman. Thgt is right.

You can either do it by a rate cut, or by increasing
the exemption.. There is more than one way to do it.

Senator ¥atsunaga. So, if I am correct, then the staff
would need to take into consideration the impact upon
particularly the lower incéﬁe brackets. |

The Chairman.- The lower income pecple are going to
have to get something extra to take care of their Social

Security increase, and also the inflation that has hit

them. Is that right?
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Mr. Shapiro. That is right. The earned income credit,
as well as some of the other options, are a way to deal with
those in the lower income brackets.
The Chairman. If there is no further discussion at
this point, we will meet this afternoon.
¥r. Stern. Yes, at 2:30 in room S-206 of the Capitol.
The Chairman. S-206 is the reception foom?
"Mr. Stern. It is right off the Senate floor.‘
(Whereupon, at 12:30 p.m., thelcommittee adjourned, to
reconvene at 2:30 pem., the same day, in Roém é-206, The

Capitol.)
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