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EXECUTIVE SESSION

LEGISLATION REQUIRED BY RECONCILIATION
INSTRUCTIONS IN THE FIRST BUDGET RESOLUTION

WEDNESDAY, JUNE 25, 198C

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

The Committee met, pursuant to notice, at 10:15 a.nm.,
in Room 2221, Dirksen Senate Cffice Building, the Honorable
Russell B. Long (Chairman of the Committee) presiding.

Fresent. Sehators Long (presiding), Talmadge, Bentsen,
Matsunag¢a, RBaucus, Béfen, Bradley} Pole, Packwood, Roth,
Danfcrth, %allop, Durenberger.

The Chairman. Let me call the Committee together, blease.

How much longer dc we have to report on the budget

reconciliation package?

4
gl
[#2]

¥r. Stearn. The reconiliation package confains tvwo
parts. You have already transmitted to the EBudget Committee
the spending part of it, and hopefuliy you would ke able to
complete the tax part today, sc that the staff coculd put

together the languacge for rzport purposes and the bill to
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transmit by next week, which is when it is required.

The Chairman. Do we need to act on this today in order
to get it done?

Mr. Stern. Well, that would give the staff the amount
of time that I think we need in order to have the bill and
report prepared.

The Chairman. Let me just suggestion that, now, this
can stand some fine tuning, if people gant to do it, but let
me just suggest or propose something which I believe the
majority‘on this side of the aisle are willing to supporte.
Part of it starts out with the proposal that we have agreed
to by Er. Wallog. That_is the tax change on foreigners;
real estate, §200 million, tax employer payment on employee
payroll tax, $.1 biliion, maintain telephone taxrat 2
percent in 1981, $.4 billicn, cash maﬁagement -- minimum tax
to estimated tax, that would be $.5 billion, basic 80
percent rule to 85 percent in 1981 for large corporétions,
that would raise $.9 billion, require large corporations'’
estimated tax to be 50 percent current in 1981, that. would
raise $2.2 billion, and that would give you $4.2 billion.

let me Jjust suggest that as a package which would
fulfil cur responsibility oo the budget resolution, and the
discussions that I have had indicate that a majority on this
side of the aisle would be willing to go along with that,

and perhaps somecone might want to amend it or make changes

~
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in it.

Senator Taimadge. Hr. Chairman, may I ask a cuestion?

The Chairman. Yes, sir.

Senator Talmadge. That seems to me to be a reasonable
package, but how are you going to subject minimum tax to an
estimated tax? For instance, how do you know you are going
to sell some real estate during this year or some stock that
is going to subject you to the minimum tax and then make an
estimate on that and pay it in advance béfore you make the
sale?

The Chairman. Kow would you do that, ¥r. WKetzler?

¥r. Shapiro. That is the sanme way you have today when
you have income. You don't always know when you have the
appropriate income. Some reople have a salary or income,
they kncw they éfeAgoing_to get so much each week or each
month. Others have lump sum pavments. Others sell capital
assets and receive capital gains, and they make those
adjusments in the guarterly installment As they receive the
income, and the minimum tax would be on the same basis,
meaning that to the extent Ehey have it, they havé to make
their projecticne.

Senator Talmadge. It would be related to ‘installment
sales, then.

¥Yr. Shapiro. That's correct.

Senator Talmadge. I can understand that. Then they

ALDERSON REPORTING COMPANY, INC.
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know there is a fixed sum they are going to receive.

A1l right. You take a fellow that owns a farm in
Georgia, now. He might not have the slightest idea he 1is
going to sell that farm. He may sell it, and then he is
going to be subject to the minimum tax, but he had no idea
that he might make that tranéaction vhen he filed his
estimated tax returne.

¥r. Shapiro. That's correct.

Senator Talmadge. That wouldn't be applicable in those
conditions.

r. Wetzler. Senator Talmadge, there is a rule under
the estimated tax where for your first paymént which océurs
in April, you can base it on your income and deductions for
the first three months of the year, and so if you don't sell
your farm.until the end'of the year, you don't really have
any objection to make an estimate based on that until the
last payment in January.

Senator Talmadge. What I am asking is this. The
estimated tax would not be triggered until the sale is
made. Is that right?

Mr. Shapirc. That is correct.

Senator Talmadge. Fine. That is all I wanted to know.

Senator Packwood. ¥r. Chzirman?

The Chairman. Senator Packwood .

Senator Packwood. We had three minor revenue bills in
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December, all cof which had the reforrestation provisions I

wanted in them, some stock option provisions. They were all:

dependent for revenue on Senator Wallop's tax gains on
foreigners® real estate, and I think if we are goin; to move
that to the reconciliation package, we ought to move those
provisions of those bills to the package also.

Qthervise, they are all going to be subject to a point
of order, because you have taken the revenue out of thenm.

Mr. étern. They wouldn't be subject to a point of
order until after a second budget resolution has been
adopted, and if that revenue total is sufficiently low that
you wouldn;t be able to -- or T should say, if that revenue
total is sufficiently high that you youldn't be able to have
any.amendmenté that would losé.you any révenue.

In other words, if you can bring it up before the
second resoiution. |

Senator Packwood. Let me ask you a second guestion.
1t indeed theré is no problem, why not move them with the
reconciliation rackage? |

ﬁr. Stern. @ell,;I guess this just gets to the
question of'what kind of legislation you want to include in
a reconciliation rackage. Cn the spending side, all you
included was spending cuts, nqt other kinds of legislation.
It-is a2 fast track for legiélation.

The Chairman. ks far as I am concerned, whatever
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revenue legislation we have passed is going to have your

proposal in there. In other words, that, I think, has a
priority cléim, because it had overwhelming support, and wve
have agreed to it a couple of times. It ought to Le passed.

But you say, though, that this wouldn't apply until
when?

¥r. Stern. If it affects fiscal year 1980, I am sorry,
I just don't know how the revenue total stands against the
amount allowed in the fiscal 1980 resolﬁtion, but as far as
fiscal year 1981 is concerned,.a point‘of order only lies
after the s=2cond budget resolution is adopted.

The Chairman. When iS'thét likely to bef

¥r. Stern. Well, you have moved that date up to the
end of August, for this year. 1In the first budget
resolution, you have changed the date just as it applies to
this year, to the end of August.

The other thing, Senator, is that to the extent that
you offset revenue savings in the reconciliation pgckage,
you would have to raise more revenue. In other words, you
have to ccme up with a net of §4.2 billion.

SenatorAPackwcod. A1l right. 1Let me ask you this. If
we are aiming toc pass the second concurrent resolution --
What is the date, August 28th?

¥r. Stern. Yes, sir.

Sernator Packwood. That means that any of these other

ALDERSON REPORTING COMPANY, INC. 4
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revenue bills that have the reforrestation, stock option,
and other provisions in them are going to have to he passed
prior to that time?

Mr. Stern. That's right.

Senator Packwood. Okavy.

Mr. Stern. And you may have to do something about the
effect;ve date so that they don't affect fiscal year 1980.
I am not sure of that.

The Chairman. Senator Bentsep?

Senator Bentsen. Mr. Chairman, on the Wallop
amendment, which iﬁ part of this, it states, the Committee -
chose to say it shall not apply to dispositions after
December 31st, 1979. For.purposes of equity and
clarification, I would like that to include those that were
subjected tO'binding contracts prior to December 3lst,:l979,
if there is no objéction.»

The Chairman. What does that do to the reveﬁue
estimate if you do that?

Senator Bentsen. It does very, very_little.

.(Pause.) |

Senator Dole. What was that date?

Senator Bentsen. The same date. You know, they say
disposition. I want to be sure fhat a binding contract
falls under tha2t classification.

“r. Shapiro. ©One of the suggesticns —-- Rpparently the
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binding contract rule woculd not cause a potential problem of
revenue with one exception that we can't get a handle on,
and that is that when the Committee made its decision, there
probably were not as many binding contracts, and that was
December 15th. After that date, and before the end of the
&ear, you may have had a number of situations where peorle
were trying to enter into transactions very quickly.

Now, f don't know of any cases, so I am not familiar
with any particular case, but if you went back to the date
that the Committee made its decision, which is December
15th, -where no one was on notice, there would not be much of
a revenue loss. If you did it after December 15th, and we
are talking about a 16-day interval between the 15th and the
31ist, and many transacéions do occur near the end of the
year, but if it was done in order to try to change this
date, or done very qguickly, there may be some revenue
implications.

#e are not aware of the cases. It is Jjust that there
is more of a potential for révenue factors.

Senator Bentsen; I have no objections tc that, ¥r.
Chairman, if that takes care of the revenue prdblem.

The Chairman. All right. Without objection that will
be done. |

¥r. bole, do you want to make a suggestion?

enator Dcle. Well, I wanted to raise the question for

[#2]
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,ﬂ) 1 myself and Senator Talmadge on the alcohol exemption, the'
2 Brazilian exemption, and I think the staff has a memo

3 prepared on that. It would save, rounded off, about $100

O

4 million. It is a matter of interest, I think, to a number

5 of people on this Committee. T know the Treasury wouldn't

6 support it, but that is not unprecedented, either.

7 ¥r. Shapiro. What Senator Dole and Senator Talmadge

8 ha&e discussed 1is to\deny the gasohol credit for imported

9 alcohol. Under the present law, which was the provision

10 énactéd in the windfall profits tax bill, a blend of gasohol
1 or automotive fuel and alcohol in which alcohgl is at least
12 10 pecent of the fuel, is exempt from the 4 cents gas tax.
13 There is a & cent gas tax across the board, but if you

ij 14 have alcohol in it, there is an exemption, and at least 10

15 pefcent alcohol, and you do not pay that U4 cents excise tax.
16 The exemption extends thrcugh December 31st, 1562. |
17 At the time that the Finance.Committee originally

18 ag:eed to its proposal, it would not have apélied it on

19 imported alcohol. The proposal was changéd on the Senate

20 floor because of the concern about the industry, and they

21 yere not as concerned about this particular feature.

N

Subseguent to the passage of the windfall bill, there
23 is & significant amcunt of zlcohol that is coming in from
24 abrocad, and as a result of that, there is concern that has

25 been renewed about the possibility of denying that exemption
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becéuse of the large amount of alcohol that is coming ffom
abroad.

The proposal is to deny the exemption, that is, the 4
cents gas tax exemption, to any of the gasoline, motor fuel,
and alcohol which is imported. The staff would like to
suggest an easy way to deal with it, and I think we may need
to have some advice from the tariff point of view, or the
trade point of view.

That is, instead of a U4 cents exemption to convert that
into a tariff at 40 cents, which is the same thing. The
reason for that is that if you have the imported alcohol
coming in aﬁd Yyou don't really know whether it is imported
or not, the person who\has~to pay the tax, unless }ou put a

die in it of some sort to know that this alcohol is imported

and the cther alcohol he. . is getting is not.

., So, once it comes into the country, and it gées back to
the United States, you have no way of méking the distinction
without a lot of complexity. A& suggestion that the staff is
making, and as 1 said, it is anfadministrative one, and I
would like to.haVe the advice from Dave Foster with respect
to how it relates to MTN or other trade matters, is to
convert that into a U4C cents tariff, which means that whén
it comes into the country, they immediately pay that tariff,
and therefore it is exempt down the road, but there is =

tariff on it immediately which suggests that ycu may want to
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put that tariff into the highway trust fund so that the
moneys‘qo right into it, and that would provide
administrative codvenience.

I would need the guidance from Dave Foster as to

whether or not that would have any trade problens.

Mr. Yoster. ¥r. Chairman, the imposition of a 40 cent

fariff at the border would again be a violation of GATT in

that we have formally bound in our international obligations
that we would not raise this tariff. In fact, that is an
obligation that we have undertaken on most of our duties.

Hoyever, it would not put us in any more violation than
the other proposél,.which'was to deny the tax exemption to
impcrted alcohocl. Both would be equally violative of GATT,
unless youicould asseft'some national security defense in
the GATf. I think that many people think that a national
security defense would be somewhat tenuous, but if the
Congress decided it, the Administration would certainly
attempt it. They afe.just not very optimistic that they
would béAable.to succeed. |

The Chairman. %hat do you mean-a national security

.exemption would be tenuous? For many years we had -- maybe

we still have it, but for many years we had the so-called
Defense Amendment in the trade law, and it said, any item
that is central to defense was something that we intended to

produce-our requirements of it, and the President was
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required to put guotas where necessary to do thate.

’

So, we had quotas on all imports for many years. Now,
here is something where.we are trying to build our
capability. We are not anywhere close to providing our
requirements for energy. So, we are trying to better our
capabilities to produce it. %hy can‘t we assert the sanme
thing we asserted in the law for many years?

¥r. Foster. Well, I thirk, again, the STR would assert
in the GATT that it was a proper defense, but generally
speakine, the national sécurity exemptions 'in GATT are
rather rarrowly written, and even with our o©il import quotas
and all, th;se could have been taken to the GATT, but
because those are very cleazly-defehse related, other
coﬁtracting parties'to thé GATT have simply not chosen to
press the issue, and they have accepted that that is a
legitimafe actién by the United Stétes.

There is some feeling that with respect to alcohol, the

rroduction of enthanol, that that would not be as acceptable

an assertion by the United States, and that there would be a

challenge in the GATT.

Senator Dole. I think you could make a natiénal
security argument, if in fact -- this has only been in
effect for a few months. %ell, we had it, then we renewed
it in the windfall profits tax, but I serve on the Alcohol

Fields Commissione. I think Senator Bavyh has been in tocuch
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with the Chairman. Not that we have all the expertise, but
we have been.taking testimony which indicates that this is
going to be a disincentive as far as dcmestic production of
ethancl is concerned.

That does tie intp our national security. You can make
a case that by providing this exemption to sonme fofeign

producer, that we in effect have an impact on developing

more alternate socurces of energy and we have had testimony

as recently as last week before the Alcohol Fiélds
Commission that this was in fact happening, and I wanted to
indicate Senator Bayh's interest to the Committee also.

The Chairman. Why don't‘you Jjust put some language in
there, just go look at the o0ld Defense Amendment, and take
some of the language out of thét amendment that has to do
with defense, and jdst put it in there, that in order to
build a defense base and that type of thing, that we are
doing this. Just put some defense language in there so it
is clear that we are relying on the defense exception.

Doesn't the GATT permit that?

Mr. Foster. W®Well, again, the national security
exemptions in GATT are narrowly drawn, but if you put in
that language, I think vou would be in your best possible
position in GATT, because that would be a clear recognition
that at least the Congress and the Administration felt that

way.
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The Chairman. MKeanwhile, if history is any guide to
vhat we will do in the future, meanwhile, while we are
arguing about the thing, we will find a better way to
achieve the same result.,. |

Yes, sir, ¥r. Sunley?

Mr. Sunley. _Mr. Chairman, we have had considerable
discussicn within the Administration on this pending
amendment, and I should tell you that the Special Trade
Representative 15 concerned about it, and it does seenm tﬁat
either of the two approaches that your Committee staff has
outlined for you either violates Article III or RArticle II
of our GATT obligations.

It also seems to us that, you know, in the windfall

profits bill, you required the Administration, the Treasury

Department to study this problem on how to get around the

GATT problem, and gave us 180 days to look into it. I think
the Cffice of the Special Trade Representative would hope
that you would delay acfion until after that study is
cdmpleted.

The Chairman. Wel;, ydu used.to have a man over there
who was a get it done man over there, running that. I am
not sure that vou've still got that, but if you d4iad, I-would
thipnk if Eob Strauss was still running that show, he wculd
find a2 way where he could accommodate ycu.

Senator Talmadge. May I ask this guestion? TDoes
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Brazil comply with GATT?

Er. Suneli. I believe so.

Senator Talmadge. I don‘'t think so. I think there are
some things‘that have outright quotas of 100 percent.

The Chairman. I think'we are talking to them about it
right now, aren't you?

Senator Talmadge. There is a tariff on automobiles of

"about 100 percent in Brazil, isn't there?

The Chairman. Aren‘'t wve quérreling with EBrazil about
some GATT matters right now?

Mr. Foster.-.We have disputes wiﬁh_Brazil, and we are
trying td encourage them to continue to live up to the GATT
commitﬁents, to adopt some of the codes that they have not
adoptéd.

The Chairman. Okay. This will»give you something to
bargain with, at a minimum. It will give you leverage to
workx withe.

Senator Dole. Is it easier to do it with a tariff or
with the U4 cents per géllon?

¥r. Wetzler. The fariff is administratively easier,
because the‘excise tay exemption applies to the person who
blends the alcohol with the gasoline, and he doesn't
nécessarily know whether he is tlending domestic or imported
alcohol. So T think the tariff is easier.

Senator Dcle. T don't have any rreference. I donrn't
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want to put it into the Highway Trust Fund. I wouldn't want
to do that. We are going to be using it for something else.
Senator Borene. Mr. Chairman, let me ask you about

that, because I do want to modify the amendment by making a

"suggestion about the proceeds, and I wonder if it woqld make

any difference as to whether or not we exempted from the
excise or we did it through the tariff.

The Chairman. For the purposes of a balanced budget,
it doesn't make any difference whether it goces into the
Highway Trust Fund or somewhere else. i

Senator Dole. Hell, except that Senator Boren may be
offering a little amendment later on that would absorb some
of this.

The Chairman. But for the purpose of a .balanced

budget, it doesn't make any difference whether iﬁ goes into
the Higﬁway Trust Fund or somewhere else. That is the point
I am makihg.

Kr. Wetzler. £es, the budget is a unified budget.

The.Cﬁairman. We are dealing with a unified budget
here.

Senator Dole. We will just put in the langﬁage then
that this is taken because of national security concerns,
and that will satisfy Treasury.

Senator Boren. I just want to make sure we don't get

into this in terms of -- I want to make a modification of
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{j) ! the amendment, if it is in order.
2 Senator Dole. Can we adopt the amendment first?
3 The Chairman. " Let's vote on this part of it.

(Z)

4 Mr. Shapiro. What you are really doing is, you are
5 just going to agree to the 40 cents tariff, and without any
6 of the disposition, because there is a guestion on that,

7 just the 40 cents tariff.

8 The Chairman. All in favor, say aye.
9 (A chorus of ayes.)
10 Senator Bentsen. ‘Let me say this. Let's put it, if we

"1 are staying with a unified budget, and it doesn't give us a
12 problem, then where it is supposed éto be going finally is
13 the highway trust fund. Let's see if we can.

Ef) 14 ¥r. Shapiro. I think it would be better maybe at this
5 point for the Committee to agree to the tariff.
16 M¥r. Wetzler. If ycu denied the excise tax exemptiocon,
17 then that would go into the Highway Trust Fund. That is the
18 only reason we see.
19 The Chairman. On a unified budget basis, it doesn't

20 make any difference. That is what we are dealing with.

21 Now, those'opbbsed?
2 (¥o reséonse.)
23 The Chairman. The ayes have it.
- 24 Senator Dole. ¥r. Chairman, may the record just show

25 that we have also had, in addition to the letter from
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Senator Bayh, a letter from Senator Jepsen supporting this?

Senator Bentsen. H¥r. Chairman, I don't want to leave
this Highway Trust Fund. Now, if it can be done, and
accomélishes a unified budget approach, and takes care of
the budget resolution, then I would like to see it go to the
Highway Trust Fund, wﬁere it is supposed to be.

Senator Bradley. How can we determine where it goes?

- The Chairman. It is a unified budget. It doésn't make
any difference.

Senator Bradley; ﬁe can'i—determine where it goes,
unless we spend ite.

Senator Dole. Uniess they send it to the Committee.

The Chairhén. Hell, 1f somebody wants to put it in the
Higbway-Trust Fﬁnd -- |

Senator Bentsen}' Apparéntly staff has a concern, but I
would like 'that probed to see if we can accbmplish our
purpose.

¥r. Shapirc. What had happened is that when the
proposal was originally raised, and we were putting together
the write-up, it was the idea that were it to be used, if
you.héd had the excise tax put on it, the funds would have
gone in the trust fund. So, when we were working cn the
original proposal, the idea was that it would go where =-- if
the excise tax was going td the Highway Trust Fund, the

tariff should, too.
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The only concern is that we understand that there may
be some other pioposals that are coming. The Committee may
want to reserve on exactly what they do, depending on where
the Committee finishes up on any other modifications.

The Chairman. I suggest we just let this go where it
ordinarily would have gone, which is into the general fund.

¥r. Boren?

Senator Boren. Mr. Chairman, perhaps this is time to
bring up a ptoposal I vant to make. The fact that we have
recouped an additional approximately §100 million here -1
have written to members of the Committee about the problenm
that we have run across -- I think it was unanticipated --
with the small royalty owners, and I want to make a proposal
this morning on behalf of myself and Senators Dole and
Wallop, and Chairman Long, Senator Beﬂtsen, and Senator
Baucus, that we try to providé relief.

Senator Dole and I recently held a hearing attended by

some 4,000 people, one morning session and one afternoon

session, in Kansas and Oklahoma. What We fouﬁd, and we
foliowed this up with some studies, indicated tﬁat a very
large part of the péOpie who are paying the tax on toyalty
interest under the windfall bill are Social Securit&
recipients and low income people.

He also found that over half of the recipients of

royzlty income were making 3200 a month or less in terms of
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their royaity income, 54 percent, and so what we have done,
in effect, for many of these people, is reduce their
retirement income by a net of 36 percent. This is because
many of these people had royalty checks based upon stripper
qil.

I will just read you one gquick example. This lady
writes to me and she says her husband is 78, she is 7u,'the
two of them fogether draw $170 a month Social Security.

"Our only other source of income is a check from the Permian
Corporation for royalty interests of $74 a month." That is
what they were getting. Thg windfall tax is now taking
$25.42, so now they are getting Jus.ou.

So, here we have got a couple with a combined income of
$240 a month tﬁét we have reduced by $26, roughly.

I would propose that we take the proceeds that we have -
recouped, because in essence we. are doihg-awéy with the
credit that was granted under the windfall tax itself, we'
are recouping it back out of what we did wiph the windfall
profits tax, and that we make whatever additionél
adjuétments ve would need to make in @he'inflation factor on
the base price of oil underAthe windfall tax, to recoup the
funés that would be necessary, and I think that would be
about §$200 million, to provide as a stop gap measure a tax
credit zgainst the windfall tax of $1,000 for royalty ownhers.

Now, this, of course, would mainly help the small
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royalty owner, and would be aimed at helping them; and it
would be paid fﬁr out of what had already been done in the
windfall profits tax itself, and it is the kind of thing I
think, ¥r. Chairman, had it been able to be taken care of in
conference, it is the kind of thing that might have been
done in conference by just shifting within the tax and
trying to take care of these low income people.

I think the image is that royalty owners are rich
people. Senator Dole and I heard from a iot of them, and I
wish all of you could haQe been there, that were by far not,
and they bought royalty just like yoﬁ'would buy a share of
stock or something else for their retirement, and here they
are getting 36 percent out of the net of their check. I
just don't think we should do that.

The Chairman. Let me just make the point that I have,
been moving arocund north -- ﬁhete we have a lot of stripper
wells, and it is a point that does very much upset those
people. You see, we had already, back on the Alaskan pipe
line till, we voted a prdposal_that'exempted these little
stripper wells, so both the producers of those little
stripper wells as well as those royalty owners, they were
exempt. There was no windfall tax, and they were getting
the market price.

You take somé old man cr some widow woman who has got a

little check there of $200 or $300 & month. They are very
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happy about the situation, to get a2 little something from

the oil company for their property, and then most of that
land is not being farmed any more, but they have a little
income from timber, maybe, and a Social Security check, and
then when they come back and put the tax on it, their income
has been reduced by 36 percent.

wa, as far as the people on all the good wells are
concerned, that is no real problem. Their income is going
to ke increased. Well, sure, you are ¢going to pay a tax,
but you are going to have more income.

So, once you explain that to them, well, after you get
through paying the tax, you have still got more money than
yoﬁ had before. That is not the problem. The problem is
these little people that just can't understand, why did you
do_this tc us?

May I say., when you are talking to some little lady or

something, and that is about the only income she has besides

that Social Security check, you can't defend it, and
frankly,'we would have taken care dfvthaf in ccnference, but
it wasn't in ccnference.

¥r. Bentsen offered an amendment to exempt the
independents. It would only take care of the recyalty owners
who owned the independent wells. It wouldn't take care of

those who owned the major company wells, and Six cut of

seven of those wells were mz2jor company wells.
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So, the only way you can take care of those people is
the way you are’suggesting. Now, if we had had it in
conference, we would have taken care of those little people,
and we would have squeezed 1t out of those who are better
able to pay. ¥%e would jus£ squeeze it out somewhere else.
And that is what you are suggesting.

Senator Boren. Yes, sir. I am suggesting that it
would have no effect on what we are doing, that we take ¥Mr.
Dole's gasohol proposal, which in effect modifies the
windfall tax, what we were recouping there, and we adjust,
in addition to that, whatever we need to make up the-$200

million, we adjust the inflation factor on the base pricé of

oil.

Senator Dole. Would the Senator }ield there?

The Chairman, Senator -Dole?

Senator Dble. Well, we want tc meke the point for
those who support the windfall profits tax that we are not

cgoing outside the tax itself for any revenue. Ye are making

“the adjustments within the tax, and having been in Oklahonma

City, and in CGreat Bend, Kansas, and in fact,‘I think in
both cases wé asked the retired people in the audience to
stand, and about 80 percent of those stood, and 80 percent
of those 80 percent were landowners, and they den't have a
lot of income.

I think 1f you just lcock st the facts, we are imposing
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on the small royalty owner a 70 percent tax in some cases, a
60 rercent tax in some cases, and on newly discovered, a 30
percent tax. They are paying the same rate, the little
royélty owner, as Gulf and Exxon and other so-called big oil
companies.

The thing that astonished the royaltf owners, they

don't have any lobbyists in Washington. They weren't

represented every day at these hearings and during the

debate at the conference that lasted for months. They are
not organized, and they didn't even know this tax applied to
them. They kept hearing President Carter and others saying,
we afe going to stop this big o0il ripoff, and they didn't
think it concerned them, because they were getting $74.36 a
monthe. |

So, they were somewhat surprised when they got a

rollback in their check, and I just say, we are pot damaging -

this. %e are still going to have $227.3 billion. We are
going to take care of it within the windfall tax itself.
This will be a tax credit against the wiﬁdfall tax, so it is
against the windfall tax. In my state it takes care of
about, I think, 70 gome percent that'have'less_than that,
and I think Senator Bentsen has_an even better example cn
the rart of Texas, wﬁere some 7& percent would be low income
royalty ovners who would be help=ad.

S0, I would hope that we could change this. V%We are
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taking away 36 percent of their income. As Senator Boren
has indicated £hey are not big oil people. I think there is
a feeling on the part of the roya;ty owners that we took
care of independents, in many cases, and some of the majors,
and we loaded them up with the tax, and they are at least
able to pay it.

Senator Bentsen. Mr. Chairman, I want to congratulate
you and Senator Boren and Senator Dole on what you are doing
here. I am very supportive of it. The kind of letters that
I received -- here is an example of one of the just,
voluminous amount of mail I receive. Here is one that says,
"My share amounted to $12.63, less $4.25 tax, leaving a net
value to me of §8.38. My total income from this particular.
lease‘during 1279 was $110. It seems ridiculous for a widéw
on a small civil service'annuitY~to pay 34 percent tax on
that amount. I am sure there are many others in the same
position."™ And we get that repeated over and over.

The big point that you have made, Senator LCole, is that
we are talking about taking it out of the windfall profits
tax itself. Sc, in effect, yocu are trying to take care of
some of these people that really are being penalized the
heaviest by it.

Senator Wallop. ¥r. Chairman, if I may, it is not
exactly accurate to say we are taking it out of the windfall

profits tax, but we are adijusting within the tax, so that
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Zt) ! the amount will be the same. I don't mean by that that
2 there-would be any implication that there is a loss in
i) 3 windfall revenues.
| 4 Senator Bentsen. No, that is a better choice of words,
5 and I agree to that. That is fine.
6 Senator Durenberger. I wonder, Mr. Chairman, if one of
7 the authors of this measure could explain to some of us that
8 latter point. The Senator from Kansas said it is coming out
9 of the windfall profits tax. The Senator from Wyoming says
10 there is no net loss.
n Senator Boren. What it means is, if we take Senator
12‘Dole'5‘prop§sél, the effect of which would do away with the
Q tax credit on gasohol, which increases revenues, all right,-
ji) 14 that'increases revenues $100 million under the windfail tax
15 by doing away with the credit on the foreign gasohol, and
_15 then, we add to that whatever adjustment we need to make in
17 terms of the base price adjustment, which is a revenue
18 :e@ucer, by inflation.
19 In other words, the producer gets an inflation
'20 adjustment.  And we make up -- the staff, I believe,
21 estimates around $200 million, something like that --
| A
| ‘ 2 Senator Dole. & little less.
| 23 Senator Boren. A little less, mavbe, about $175
. 24 pillicn, I believe. TIs that correct?

25 ¥r. Shapiro. It is in the range of close to $£200
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million.

Senator Bofen. Somewhere around that area.

Senator Dcle. There is a provision in the ;aw that
says you adjust for inflation plus 2 percent, and what we
don't do, we just don‘t adjust as much, and we pick up that
revenue, so it is really being paid by others in the
industry to a forgotten group.

Senator Boren. In other words, if we pass these

proposals that have been handed out by staff and so on on

what we are going to have to do on the revenue side, what we

are doing here would have no effect on that. It does not

reduce our revenues. We are offsetting it by the Dole thing

and the inflation adjustment, and- just in essence we are
using thaf to help the small royalty owners, internal Qithin
the windfall tax structure.

Senator Durenterger. Pferhaps we could Jjust expldre
additionally and briefly who in the industry it is that is-
going to end uv paying it. Qne of ydu, I presume, passed
out this article from U. S. News that indicates thét experts
disagree on juét how hard royalty owners will be hit by the
tax,>and points cut that the kind of péople that are writing
me letters and all the rest of you lettersvaré somevwhere in
the neighborhood of perhaps 60 percent cof the persons that
are being adversely affected by this.

#y concern would be about the other U0 percent, and the
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degree to which they either benefit from this or are being
hit in some other way.

Senator Dole. They are going to take it out of one
pocket and put it in the other.

Senator Boren. I would say that on the others,
typically a royalty owner, if you could pick an average
royalty owner, and take the 60 percent of all royalty owners
-- I think this is pretty accurate -- would fall into this
category, probably the most typical is the retired farmer.
He sold his land somewhere back several years ago, -and
retired, and is now on Sociél Security, and when he sold his
land, he decided he would keep his mineral interests; and hé
solédé the su;face, or he might have kept a portion of his
mineral interests, and that is the typical fellow.

FHe is nof in the o0il business. He is retired, and he
is using this as an income. Or his descendents or éomebody
else who Jjust bought it as part of their retirement plan.

Now, that would be typical. I would say your”larger
royalty owner, the people who have more than $300 a:month
income from royalty, which is probably about 25 peréent of
the royalty owners that have roughly more than $300 a month
income from royalties, very often, those are your pvroducers,
who have taken a'royalty interest somewhere along the way in
making'an cil deal, and they may have accumuiated'-— there

are a feow peopls that are really heavy into this. They
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might have $10,000 a_month income. They are generally your
prodﬁcers vho héve gotten into it.

Now, if you pay for it, partly, whoever is producing
gasohol in Brazil will pay a good chunk of the cost of
this. If you adjust the inflation base, why, some of the
producers will ray a part of this, but I would think that

about 90 percent of them are going to recoup part of that

~

‘back with the $1,000. They are royalty owners, too,

probebly.
So, I don't think you are going to hit anyone very hard
in terms of paying for it, and I think that the major

benefit is going to go to people who really do need it, I

mean, these people in the low income bracket.

The Chai:man;.'You are speaking of the.peOple in the
producingAend, even a majot company, their income will be
increased, and we hope that they are'going to-put most of it
batk.intéAproduéing more energy, but there is going to be a
big increass iﬂ income for thoée companies, and also for the
indepéndenf produceré, they will have an even hetter break
because of the way we_ﬁave passed the law.

Now, ﬁhe suggeStion is that we -- in fact, even those
strippers,.on those little stripper wells, we did very well,
in relative terms, by the people who produce the stripper
vells. The peogle who get the worst of it because it wasn't

in conference to do any better by them. . The people who get

—_—
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{j) 1 the worst of it are these little royalty owners. Aand so, I

2 pmean, this second letter is easier to read, and we can see

{j) 3 pretty easily what the protlem is for people.
4 Here is this person writing in, this woman. She says,
5 the total value of her check -- these are two old reople --

6 the total value of their check runs $114.45. The amount the
7 government took was production tax, $8.11, wigdfall tax,
8 $36.72, total §4u4.83.
9 Now, mind you, this is a reduction from the income they
10 wvere géttiﬁg prévious tg the tax. All righ;, now, sSo you
.11 subtract the $44, of which §36 is windfall, and they've got
12 469 left. "My ﬁusband and I are both ¥$79 years old, and
13 have deperded on this money to help pay our utility bills,
i:) 14 and any overage charged for living. ﬁe receive a Social
15 Security check in the amount of $216.70, and still have a
16 small amount of savings." |
17 . How would you like to be looking for some votes down in
18 Podunk and run intoc that person and try to explain.all that
19 to her?‘ But as I understand it, there are more than a
Z)million people like that in this country.
21 Senator Boren. There are more than a million people
2 1ike that, and the ireny of it is.that we ended up taxing

23 that couple that you are talkinc about at the major oil

o 24 company rate. They didn't even get taxed at the inderpendent

25 0il company rate. You see, we tax them, for example, from
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looking at their check, I would imagine that their royalty
owners under stripper o0il production, under o0il wells. So,

they get that $36 taken out. Their taxed at a 60 percent

rate on the base, as opposed to independent companies, which

are only taxed at 20 percent. They are taxed at the major
0il company rate.

Senator Bradley. ¥r. Chairman?

The Chairman. Mr. Bradley?

Senator Bradley. Could I get one thing étraight here?
You referred to this letter from Margaret Lutz, and you said
that she was getting less than what she got the year
befqre; Hy“question is, these royalty owners, they don‘'t
benefit from higher oil prices? |

Senator:Boren. No, they don't.

The Chéirman. These don'i,»for this reason. You see,
when we passed the Alaskan pipeline bill in 1976, we put an
amendment-on there that exempted these stripper wells fronm
the controls, so these people were not -- they had the
decontrels, ané they were not paying any windfall tax, and
so, we came along and passed the windfall tax, and that
amounted to a rollback, a cut in their incone.

Now, if you were under a well that was making more than
ten barrels, you did not have the decontrols. So, you pay é
tax, but your income increases by more than the tax. That

is not the case of this lady or a million others like her.
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They were already paying -- the§ were already getting this,
an we said, well, for these little small stripper wells, we
shouldn't have the controls on them, so they were already
getting the free world price, and we put the tax on, and
that was a disaster to those people. They had adjusted
their standard of living to this little income that they
had, this little royalty incone.

_Senator Bradley. But if the ftee worl§.pricevdoubles,
doh't they get more?

The Chairman. Well, if it should double again.

" Senator Bradley. Hy question is whether, for example,
in all these létters, ve see, for example;-the Kocﬁ 0il
Company sends their bill o@t and places on the bill what the

windfali pfofits;tax is taking from these poor old people,

and I am Jjust curious as to whether this reflects the

inerease in price that we experienced in the last year on
the world market, and that it is true that stripper was
decontrolled, but it is alsc tfue.that 0il prices more than
doubled last }ear, and they could in the future, and we
might rte in a position where we are eliminating the tax on
somsone who is actually getting.more than they got last year
because the world price of o0il increased, doubled.

Senator Rentsen. If I might respcnd to that, if we are
doing that, on the other side we are in effect increasing

the tax on some of the others, because we have not given
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them as much of the inflation f%ctor adjuétment as would
happen otherwisé. What we are striving to do is to put a
little more eqﬁity in the tax, and a little more balance.

'Senator Boren. You.are helping the lover incéme person
as opposed to the major oil company.

The Chairman. A person in the industry whq had a lot of
incomg, he will pay more tax. These people here would pay
less.,

Senator Dole. You are going to have a decline in
production, too, you knowe. If production declineé, that
affects income.

The Chairman. Mr. Sunley?

¥r. Sunley. I would like to say, I wbuld ag;ee_with
Senaztor Bradley that the stripper case and the rollback is a
case of a producer, a royalty holder who, though his inconme
may have decreased from febtuary to March.of 1980, he is
substantially ahead of where he was in March of 1979, and I
would suggest that if this is the logic for adopting this
amendment, it weculd Pe limited to stripper, royalties fronm
stripper production, because with respect to Tier 1 and Tier
3, the small royalty holder has not had a rollback, and you
are really going to treat him now much.better, more
favorably than the independent, the person with the

producing interest.

b

The whole discussion in the conference committee, if
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recall, was one of, where do you get production? 2nd the
conclusion was that you do not get much increased production
from more favorable treatment to royalty holders.

The Chairman. Hr. Sunley, you go back and put your
thinking cap on, and see if you want to tax people in the
poverty area with a 60 percent tax on their inccme, because
I don't th;nk even Hr. Carter would want to do that with his
eyes wide open. You might do it by accident, and that is
the way we did this fiasco, but as far as doing it knowing
and deliberately, with malice aforethought, taking somebody
who is in poverty and taxing thé eyeballs off of them cn
some little check they are getting for some oil beneath an
old piece of cutover land, that is utterly ridiculous. I
would like to be a co-sponscr.

Senator Boren. ¥r. Chairman, you are also gocing to
create horrible administrative'problems if you put it on
these farmers to decide what kind of o0il they've gof, aqd tc
divide it all out.

Senator Bradley; Could I ask Senator Boren if -- T
mean, I den't want to tax people who are at low. income
either, and who happen to get this check. ¥%ould you
consider puﬁting an income limitation onbreceipt of the
check, for example, anybody that makes under §$20,000,
$30,0000 could get the cheack, but socmelhody who makes over

that couldn't get it?
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Senator Borene. I would object to it for this reason.

Number One, we are praying for it out of the windfall tax
itself, so just a while aéo, vhen Senator Durenberger said,
well, who is paying for it, well, at least you are letting
the person who is r;couping it, the producer, who is going
to be paying the bill for this, to help the low inconme
person recoup §1,000 back himself, and he is paying for it.

The other thing is, you are going to create very
difficult édministrativé problems, whenever you put income
tests into it, ahd the wayiit is now, it is very simple.
Everybody involved can file a refuhd'with their income tax
return againét the windfall profits tax for up tc §1,000 a
year. I think it is a simple program. When you are talking
about the vast percentage of thenm being under these income'
limits anyway, and you are talking about probably 8¢ percent
of any of the others thatrare going tq be payin§ for it out
of the other pocket, recouping a litﬁle back, I don't think
that 1s -- |

Senator Dole. Well, there is another poiht there, too,
Dave, ahd that is, if you live in the farm belt, and you
have a goocd crop, you would be wiped out. I mean, you might
not have but about one every three or four years.

Senator Boren. That's right. For that one year, you
might not get it back, and the next two or three years, you

might.
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Senator Danforth. Mr. Chairman?

The Chairman. Mr. Danforth?
Senator Danforth. I wonder if anyone has any idea of

the geographical distribution of these two million-royalty

ownerse.
' Senator Boren. I would say that they are mainly in the
states where there is production, obviously, but it is not

limited to that, because you can buy royalties just like you

buy shares of stock', so they are scattered all over the

countrye.
I worked hard to_try to find some producing wells in
your states, you know, earlier this year. I think I could

find a2 lot more royalty owners in Missouri for you than I
coulé -

Senator.Danfofth. No, I know there are scme, but just
génerally, the geégraphical distribution would tend to be
concentrated in oil producing states.

Senator Boren. I think that is right, and these are
the‘éeople paying the tax.

Senator Dole. Wé were tcld back in our hearing in
Great 3end, and it surprised me, tﬁat there were 200,000
rcyalty owners in Kansas; 120;000 were domestic; 80,000 were
living in other states -- they were heirs whc had moved
away; 600,006 and some in Texas, but a big bulk of those

lived in other states, and I con't know, 300,000 in Oklahoma?
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The Chairman. This is just limited to stripper wells.
Is that right?‘

Senator Boren. No.

The Chairman. These are only royalty owners of
stripper wells.

Senator Boren. No. Then you would have administrative
problems to figure. It is the first $1,000 of tax paid by
royalty owvners.

Senator Bradley. ¥r. Chairman, I have no objection to
this whatever. Tt is just that --

Senator Dole. That is one company broken down by state.
Senator Bradley. Good. Scmetimes the people of my
state ask me what we are doing for them, and I would like to

éive them an answver. |

Senatcr Dole. There are 514 there from Missouri.

Senator Bradley. There are 514 from Missouri?

Senator Dole. Just from one compény; Yyou see.

Senator Boren. Well, ¥r. éhairman, I think we .
understand it. I move that we vote on it.

Senator Bentsen. ¥ost peoprle in my state want to know

what we are doing to then.

Senator Dole. This is just for one year, and we still
hope to pursue our other exemption.
Senator Boren. This is a one year thing that would

protect these people whec have suffered.

ALDERSON REPORTING COMPANY, INC.
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The Chairman. I would like to be a co-sponsor. I

think HMr. Bentsen would like to be a co-sponsor, and ¥r.

.Baucus might want to bte added as a co—spoﬂsor. Would you

like to be a co-sponsor?

Senator Dole. I would like to get Senator Bradley on
there.

(General laughter.)

Senator Bradley. Mr. éhairman, when I come in in a
couple of weeks with some letters from people who have been
trying to get a job and haven't been able to get a job, and
need a little special treatment, and we don't want to limit
it to low income people, you know, So we won't put on a
means test or income test, I know the Committee is going to
bte very responsive to that reguest.

Senator Dole. We did that last week on. the trade
adjustment assistance.

Senator Bradley. That is right. That is why .I haven't
raised a stronger --

(General laughter.)

Senator Bradley. -- I made a very .weak argument.

The Chairman. Rll in favor of the émendment,-say aye.

(A chorus of aves.)

The Chairman. OCpposed, no.

(Yo response.)

The Chairman. The ayes have it.
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{j) 1 Any further amendments?

2 Senator Dole. Have yoﬁ agreed to that package yet?
(j) 3 kre.the Democrats going to vote for that?

4 The Chairman. I proposed a package here. Well, I

S think we might have it sweet enough now, with your
6 amendments on there, that you can vote for it.
7 (General laughter.)
8 The Chairman. Will all in favor of the package with

9 the amendments let it be known by saying aye?

10 (R chorus of ayes.)

no . The Chairman. Opposed, no.

12 (One-no.)

13 The Chairman. The ayes have it.

Senator Dole. Senator Durenberger recorded as no. He
15 is zgainst taxes.
16 ¥r. Shapiroe. Mr. Chairman, we have one 6ther item we
17'wouldnlike to bring to‘the Committee's attention, and that
18 deals with the multi-employer program.
19 Rs you may know, the éxpiration date is June 30th on
20 that program.
21 Senator Bradley. Mr. Chairman, before we go to this
2 issue, could I raise one other revenue raising issue?
23 The Chairman. Yes, sir.

7 ' 24 éenator Bradley. In the original 1list of revenue

25 raisers, there was the guestion of the superfund for cleanup
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of toxic wastes that in the Senate bill was a small amount, |
and this is a bill that is now working its way through the
Environment and Public Works Committee. It has moved
through the House, and the Ways and Means Committee
addressed it last weeke.

This is a bill that will brovide funds to clean up the

\
toxic wastes that are in many states around the country, at !

least contain them, and I need not say how important it is

i
to many states where there have been toxic wastes dumped,
and with no cleanup at all, and it is really a time bomb
that ticks until somebody cleans it up.
The supeffund is directed at cleaning itlup; The real
guestion is hqw'it will be funded, what part governmant,
whét part industry. I think that from a budgetary
standpoint we could get significant revenues if we included
the superfund provision in cur revenue'raisefs, andéd had the
industry share of‘this, at least, say, 75 perceht, so:that
you would end up raising by that clese to $1.8 biliion.
T 2m curicus as to the staff'é éssessment of that.
Senator Bentsen. T might, being a member of that
Committee -- and in fact, they are meeting at this very
moment on that particular piece of legislation, and that is
a fee that is going to ke levied on industry, and it is a
very substantial fee, and we are talking zbout something

that is far more extensive than what the House legislation
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(i) 1 happens to be;_

2 That bill may well be reported out this morning, and it
{j) - 3 at least thus far has been deemed the jurisdiction of that
| 4 Committee, being on a fee basis.

5 The Chairman. It seems to me that if they are going to

6 —- T don't think that the Finance Committee is divested of

7 jurisdiction just because someone calls a revenue measure a

8 fee rather than a tax. What is your thought about that, ¥r.

9 Shapiro?

10 ¥r. Shapiro. Yr. Chairman, the same situation occurred

11 in £he House, and the parliamentarian referred to the

12 Committee to the Ways and Neans Committee. The Ways and

13 Means Committee restructured it as a tax, and they have made

(I)

14 some modifications to it, sc it ié a jointiy considered bill
15 in the House of Representatives. |
16 Eecaﬁse the Ways and Neans Committee had élteady agreed
17:to the superfund.legislation, they have added5it in their
18 reconciliation list, because they get credit for it. They
19 héve also increased;tﬁe amount of the tax, so thé amount is
20 dp to ¥300 million right now, so that when you go to a
. 21 conference on the reconciliation packace, if there are no
2 changes in the‘Ways and ¥eans Committee package, that will
23 be in there,‘but,they did have the same problem that is
. 24 being referred to now, and that is that the bill was

25 originally intrcduced as a fee, it was not referred to the

—_—
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Ways and Means Commitfee. When the issue was raised Qith
the parliamentarian, it was subseguently referred to the
Ways and Means Committee with respect to the fee and the tax
ASpect.

The Chairman. It seems to me we have a right to look
at it if we want to.

Senator Bentsen. Let me say, ¥r. Chairman, and the
staff can help me on this, because I think we probably do
have some grounds here to share a jurisdiction if we desire
it. HaQen“t théy tried to draw a line between a fee that is
used fér a specific purpose in an industry, totally
correla£ed, and said that in effect was not a tax, but that
if it was more generalized in its usage, it became a tax?

¥r. Shapiro. Questions have been raised from time to
time. The ways and Means Committeé, however, is getting
very concerned about a number of fees and other Committees
getting involved in é lot of areas of their Jjurisdiction.

As a result of that, they are-raising the
jﬁrisdictional question. _?he deep seabed mining is another
example where it is referred to the Ways and Means and then
to the Finance Committee, where it dealt with a
self-contained subject matter.

You have your trust furd programs, the airway and the
highway, and so forth, where you have trust funds set up

just for that particular industry. The black lung started
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out that way, you know, as a fee, and then it was
subsequently réferred to the tax writing Committees.

What happened is, over the course of the last several
Years, bills have been introduced either by the
Administration or by members with fees that were not
referred to the tax writing Committees. 1In effect, they
could be referred to as taxes, and many of these have
sﬁﬁsequently been,éonsidered by the tax writing Committees
as taxesf

Senator Bentsen. Well, I think, too, that as this bill
has progressed, they have Lroadened its original intent, and
tﬁe'usage of the fee.

ﬁr. Shapiro. That is correct.

.Sehator Bentsen. So I think that it comes more ;ﬁd
ﬁore into the jurisdicﬁion of-this Committee as they have
done that.

Senator Bradley. The bill that is before the

Environment and Public Works Committée now is about a 32800

‘million proposition with seven—eighths of that being picked

up by industry, and I am suggesting that we certainly, if we

do take jurisdiction over that, can claim more than $100
million in revenues. That gives us more revenues that we
can raise. M¥aybe we cut out some of these other thihgs, or
substitute.

The Chairman. I don't know how much we are going to
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want to raise with that. In other words, you are suggesting
a lot more than the House bill already, aren't you?

Senator Bradley. No, the Ways and Means Committee did

75-25, which would raise $1.2 billiocn, if I am not mistaken.

Yr. Shapirc. The WaysAand Heans Bill raises
approximately $300 million.

Senator Bradley. What was the $1.2 billion, with 75-252?

Senator Bentsen. The Senate isAstill substantially
ahead of the House, I believe, even with the increase.

Mr. Shapiro. The Ways and Means Committee has reported
the bills out, and they contain a revenue pickup of |
approximately ¥300 million.

Senator Bradley. And that is at a 75 percent
stessment,A7S percent of costsé

¥r. Shapiro. I can't recall the exact-profisions in it,

but ‘there are a number of modifications.

Senator Brddley. it is $1.2 billion over a numbér of
Yyears. /

ﬁr.:Shapiro.- I am sotry. The.$1.2 billion is the
four-year progran.

Senator Bradiey. Fbur—year programe.

¥r. Shapiro.A I am talking about the first fiscal year.
Senater Bradley. $300 million a year .pickup?

¥r. Shapiro. That is ccrrect. BRight.

Senator Bradlevy. And in the Senate, you are talkinc
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about a pickup of, if you Jjust did-the fee, $700 million
over the duraticn of the program. So, actualiy, it is less,
the Senate approach is less on a per year -- You are talking
about $800 million in one year?

Well, at any rate, Mr. Chairman, this is $300Amillion
at least that we could pick up here.

The Chairman. How do you know we ant to make it a
$300 million tax. And isn't that. tax ta pay fo; part of an
expehditure? | |

Mr. Shapiro. That is correct, it is.

The Chairman. Then, does: the budget include the
expenditure at this moment?

¥r. Shapiro. Well, it is intended to provide for
claims of oil spills or certain waste sites for chemicals,
and also for certain damages. It raises the revenues, and

the spending comes down the road a little bit, so

ultimately, the revenues will be spent, but from a fiscal

Year point of view, it raises $300 million.
The:Chairman. There is a net gain of $300 million?
¥r. Shapiro. %ell, it is not a net gain, but let me
make the observafion that what is happening is that you
raise the revenues so vou get the credit for the revenue
increase; the spending comes out of another committee. In
other words, it is a spending program that does not go

againt you.
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The Chairman. Then maybe we ought to put the revenue
in here. '

Mr. Shapiro. The House has it in their version, and
right now, you've got F4.2 billion without it, so you would
have to make an adjustment. In other words, it is the wish
of the Committee. Your option is that it is in the House
bill, so it is there to negotiate. You have the 4.2
billion without it. You can clearly add the ¥300 miilion,
but then again, you would be adding a revenue figure, not
necessarily fhe substance, unless you want to take the iime
to review the substancg of the provisions.

The Chairman. I was.just thinking, maybe we could
accommodate the Senator. Does the House have in their bill
the tax gain on foreigneré' real estate?

Hr. Shapiro. A version of it, yes. It is a lesser
amount, and it is different.

it ié different. In other wordé, they havé made‘somev
modifications,.becéuse fhey have some guestions on the
withholding-feaﬁure-of Senator Haliop's amendment; Aé a
result of that, they want to take an opportunity to look,
knowing the Senate bill is in conference, they wanted to
work with the Senate amendment, sc that that needs sonme
revision. If you were to take that out, it would cause a
particular proklem with not.having the negotiation in

conference between the two versions.
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Senator Packwood. Could I ask a guestion also? In the
House's reéonciliation bill, are they putting in their
Medicare and Hedicaid reforms?

¥r. Constantine. That is correct. The House did put in
the benefit as well as savings. Yes, sir.

Senator Packwood. The reason I ask is, we have a whole
variety of reforms in 934, many of them in the area of home
health, which are revenue savers, even by the Congressional
Budget Cffice's estimates. And I don't want to see the time
pass by and those not be passed, which again are revenue
gainers, and if the House is putting, if not those
provisions, other provisions in the Medicare, Medicaid

field, I would see nothing wrong with our doing the same

‘thing in the reconciliation bill.

Senator Dole. Can't jou adjust the dates? The whole»
cost, I understand, is §lu6. Ycu coculd adjust the dates and
still come within --

Senator Packwood. We could adjust the dates to
September 30, and easily come within it, and as I say, on
this cne, everybody agrees they are revenue éainers. ¥e are
not trying to lcse money, but all I am saying is,>if the
House is going to go that route in their reconciliation bill
with ¥edicare and %edicaid, and put in what they think are
reforms,>then I see nothing wreng with cur doing ;t. _We

will have to go to conference and nassle out which refornms,
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but these are money gainers.

¥r. Stern. Senator Packwood, are you talking about
something that increases exbenditures or saves
expenditures? Because we included every single provision of
He. K. 934 that had savings in it in the --

Senétor Packwood. Jay can tell you.

Mr. Constantiné. R11l of these savings provisions are
in the reconciliation bill. The savings are somewhat higher’
than we estimated, because of revised estimatés by CBO. I
think we are about $150 million. The guestion really for
the Committee to decide is the precedent of whether you want
to put spending provisions in the reconciliation bill. I
guess that_is the only issug. Because it could be drafted.

Mr. Stern. At this point, of course, it has been
transmitted to the Budget Committee alteady,'but at any
rate, every provision in there is one that does save money
by cutting spending. vwe did not inqlude any of the others.-

Senator Dole. What would it cost, Jay, if we made it
September 307? |

¥r. Constantine. If ycu added the improvements, which

have some cost to the bill, the full-year cost is about $140

ot

or $146 billion. I counted 3¥140 billion. I guess Sheila
counted ¥146 billion. If vou made the effective date
September 30, you would not have an additional cost of -- it

could not possibly exceed %10 million, probably on the crder
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of $5 million.

Senator Packwood. I emphasize again, these are
Congressional Budget Offiée estimates. We are not going to
be challenged by the Budget Committee on the floor on these
estimates?

Mr. Constantine. These are CBO's estimétes, yes, sir.
Yes, sir. Not the one.day. The one day is just our.
guestimate.

Senator Packwood. Right.

Senator Bradley. Nr. Chairman, getting back to the
superfund, if we went the route of $300 million‘similar to
the House Ways and Keans Committee, we could drop out the
top two on the prorosal, the foreigners' real estate and
also employer payment, employee payroll tax; and we still
would come out with a wash at'$b.2 billion. Wereliminate
some tax on business,rand get rid of some of the inequities
involved- in that'téx on foreigners' real estate.,

I mean, we would meet_éur reconciliation efforts, and
pleasé certainly the people in New Jersey, |

The Chairman. -That might make some people happy if we
did that, just dropped out the top two items, the tax on
foreigners’ real.estate and the.tax on employee paynment, and
just put the $300 million in.

ir. Shapiro. I can give you another option. Unless

Senator Bradley has a specific reason for that, or he is
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trying to work the $300 million in, and you are trying to
talk about some degotiation vith the House, you could take
that 50 percent down at the bottom of your list, since the
House has 60 percent in their list, take it down by the
appropriate percentage points to rate ﬁhat $300 million,
which would be about 4 percentage points, so you go down to
46 percent, and then you have all the items in conference
for negotiation. |

In other words, I don't know if there is a specific
reason for-that proéosal --

The Chairman. You mean, go down to 46 percent rather
than SO_percenté

Mr. Shapiro. That iS'right; In other words, what I am
questioning is whether you are just trying to juggle, which
is wvhat I am suggesting, or if there is a specific reason
for your suggestion.

The Chairman. Let me jusf make a suggestion in this
reépect. Now, I don't have the letter with me, but Senator.
Thurmond wicté me a letter; and it was about this emplofer
payroll tax, and he had a pretty good voint, I think, with
regzrd to phaﬁ tax_applying to farmers. & lot of farmers
have been paying fheir workers, paying the Social Security
tax. And I know it wculd ease the burden of defending that
tax if we Jjust left the farmers out of it.

¥r. Shapiro. Yes, let me suggest this. Your point is
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well taken on that one. What you can do is drop out that
one, because Seﬁator Thurmond did raise a point on that. It
is in the House bill, so that is in conference, so to keep
your flexibility open, you can drop out that particular one,
and then you &an reduce the Sb_percent by Jjust 1 percentage
point or so.

The Chairman. What I was thinking, my thought is, to
satisfvahat Senator Packwood had in mind, it-seems to me
that if yéu just, on the tax gain on foreigners' real
estate, insteadvof making it 2 percent, if we cut that in
half to make it 1 percent, then we would have $1CO0 million
of slack left in there, to satisfy -- of course, we expect
to make §200 million.

That would then protect Senator Packwood's bill over
there with enough revenue that we.could take care of that
part of it, and even if it did pass affer the budget
resolution were agreed, assdming that part was taken care
of, then we would take care of the farmers over here, and
then pick up maybe out of the $300 million théy got, put
$2OO million in,.the theory being that if we didn't waﬁt to
go as high as the $300 million, if for some reason we didn't
want to go that high, we've got two-thirds of it in here,
and we might want to go higher, but anyway, we will say.,
gell,.we think vwe are going to tax at least §$200 million,

and that would take care of what you do here.
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Now, I don't see any point in going below the 50

percent. It seems to me that is a good even figure.

Senator Dole. If we are gbing to do anything on the
first item, I want to get Senator Wallop back up here. Has
somebody sent for him?

dr. Stern. ¥r. Chairman, is your suggeétion on the
Social Security tax question that you exempt farmérs? In
other words, you do include the provision, but you exémpt
that part of it?

The Chairman. That is right.

Br. Stern. All right. )

The Chairman. I would suggest that, because wvwe are
going to have some complaints from SenatocAThurmond out
there on the floor anyhow, and some of'thoséAwho agreé with
him, and at least if we také care of'éne of his best
concerns, that is, farmers;'I think'ihat at least he hasAgot
to know that we at least tried to acéommodateAhim and did to
some extent. T think he has got a gobd argument about
farmers. Just 1eaye the farﬁersAout'of it.

Now, I am willing to leave this taxAgain over here on
real estate where you‘ve'got it, but I think it would
accommodate Senator Packwood if we could cut that down to
just $100 million, and then if we decn't get ycur bill rpassed
until September, we would still be in 2 position to have

enough budget slack to take care of what you want to do, Eob.
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Senator Packwood. Well, I would rather get it passed
before Septembef, but if you take off $100 million, it seems
to me it still totals $4.2 billion anyway, because the
figures as I add them up come.to P4.3 billion.

¥r. Shapiro. Senator Packwood, that is a rounded

figure.
Senator Packﬁood. I assumed it had to be rounded.

M:. Shapiro. Yes. It really is only $4.2 billion.

For example, your first item is $180 million, not $20Q
million. Your second item, where we put $100 million, the
figure is really $34 million. And there are a whole series
of -- and that was reduced because of the Texas exempéion
that was put in fér your public programs. So, because of
all the rounding, it really is only $4.2 billion. We will
havelto tell you as you make changes. In other words, yvou
don't pick up $100 million on that second one. It is really
¥34 million right now.

'Senatﬁr Talmadge. Mr. Chairman, I wish to support
Senatér’Paékwood_and Senator Pole on the Hedicare and
Hedicaid amendments. We should maintain H. R. 934 all
intact as a part of the reconciliation process with the

adjusted affective dates for the provisions and the costs

‘thereof September the 30th, 19&1.

Senator Packwcod. I wculd like eo thank the Senator

from Georgia and say again, we are not doing anything
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different here than the House is intending to do, different

reform provisions, but they are doing the same thing with
Medicare and Medicaid on their reconciliation.

The Chairman. I am not sure I understand tﬁis. Will
somebody explain it?

Mr. Stern. May I mention to the Committee that those
recommendations have beén transmitted to the Budget
Committee already? What you are talking about is provisions
that do raise costs, sometimes to a fair amount, in fiscal
fear 198?. You have under consideration a major health
bill,:wﬁich I presume you are going to get back tc soon, in
which‘you can consider these amendments and others.

The staff purposeiy only took the provisions that saved
money‘out of H. R. 934, because we conceived‘of the
reconciliation proces§ as one in which you made
recommendations for savings.

The Chairman. You took the savings provisions because
you f2lt ycu had to have those in order to meet-the.buéget
requirements.

ir. Stern. Yes, sir.

The Chairman. As vou rut the spending provisions in
there, the ones that are going to increase the costs --

¥r. Stern. Even if you do it in such a way that there
would be very little effect in fiscal year 1981, which you

could deo, you still would te reporting out z bill where in
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'some of the, let's say by the second and third vear, you

would be substantially mitigating ycur savings.

Senator Packwood. Now, ¥r. Chairman, there are
substantial savings in the second and third yéar. Whatever
loss there is can be legally taken care of with a
supplemental this year, but if the House is going to go this
route, on the effort to reconcile, I Jjust don't think vwe
ought to be precluded, and I don}t like Hike's'arguments
against this, when it is a perfectly legitimate cost saving
== cost saving. A series of amendments that we have had
sitting there on 934 for a long time.

¥r. Stern. Well, T believe ‘that all the cost saving

amendments have been included in your reconciliation

package, Senator.
The Chairman. In other words, do I understand this,

that your thoucht would be that we would move 934 and we

would take the cost savers énd use them in the first year to

help balanc2 the budget, but that in the.second year, we
would put these items in.there that increased the cost,. so
that those peogle who want to have the.benefit-of'the
Qarious things that would cost.more money could get it in
the second year. TIs that it?

Mr. Stern. As part of a different bill), yes, sir, not
as part cf the reconciliation brocess.

Senator Talmadge. Let's hear from ¥r. Constantine on
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that.

Mr. Constantine. Yes, sir. I think M¥ike fairly
expressed that the reconciliation bill took out, stripped
934 of all the savings provisicns, and those are
incorporated in the bill that‘was forwarded to the Rudget
Committee. The guestion is, obviously, there are a variety
of benefit improvements in 934 as well, but they are all
spending provisions. |

Now, there are really two issues. 'One'ié putting
spending provisions on a reconciliation bill which the Ways
and Means Committeelhas done, the House has done. The
second oﬁe is that while you can bring the costs of the

improvements down in the first year by a delayed effective

date,. it does have, obvibusly, substantial out-year costs in

1982, 1983, and 1984,

| However, on some of the newer provisions, the cost
saving provisions which vere not in 934 but which you have
approved, there are substantial out-year savings as well.
That is about as far a presentation,'bu; we don't know what
the procedure is or what the rprecedents are that ycu are
establishing.

Yr. Stern. You could Jjust as well take the position in

conference that you don't want to accept the House
amendments that cost money in the context of a

reconciliation bill as to add them here yourself.
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Senator Packwood. To come back to Mike's guestion, the

out-year savings are much greater than the out-year costs.

Mr. Stern. Yes, sir.

Senator Dole. Is that right, Sheila?

¥s. Burke. Yes, sir.

Senator Packwood. That is'also CBO's estimate. Those
aren ‘t figures we have to worry about or defend as some kind
of parochial Finance Committee interest.

#r. Constantine. Xes, sir.

~The Chairman. Do we have a motion here?

Senator B:adley. ¥r. Chairman, I move that we adopt
the superfund revenue raiser to the level of $300 million
and reduce appropriately the other revenue raisers, say,
reduce the employer tax and also the tercent on -- what was
the second one?

Yr. Shagiro. This is‘the'SO percent large corporationse.

Senator Bradley. Right.

¥r. Shapiro. I think what Senator Bradley is
suggesting is that you add the superfund and the Committee
make'the appropriate mcdifications to-accommodate that.

Senator Bradley. That's correct, and where the
modifications come 1s not my interest. My interest is to’
get the superfund.

The Chairmane. Then, if the members understand that,

that there will be an appropriate reduction, and shall we
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just leave it up to the staff to make appropriate reductions

in 1t?
Mr. Shapiro. What we are suggesting is, and just to
make sure that there is no concern, if the staff understands

~

what the Committee is suggesting, it is to take out the
farmers in the second'item and to make the appropriate
reduction in the 50 percent level to make up the
difference. It would all be in cénference by doing that.

The Chairman. Is that all right?

Senator Roth. Mr. Chairman, i regret that due to
another meeting I could not be here, but I would like to
very sﬁrenuously object to this proposal for a number of
reasons. ﬂumber One, what we are in effect trying to do is
to prejudge a superfund proposal without knowing what the
merits or demeitsAof the specific proposal is.

One of the problems in this country is that there is no

question that there is a serious problem, but to go on

record favoring a proposal that means §300 million prejudges

the legislation that is goinq_to come up later in Congresse.
T think the one thing we den't want to do -- We are already
throwing people out of work. We have.already seeﬁ the
automobile industry; the steel industry, and others go down,
and yet we are falling into the same trap here that we have
fallen intc in cother areas. We are saying, tecause of a

serious problem, we are going to create a superfund, and
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impose a very substantial liability on the chemical
industry, which is facing tough competition.

it Jjust seems to me totally improrer to use that
approach. Once you go ahead with these funds, then you are
almost affirmatively saying you are going to buy the
legislation which could be very negative, have a very
serious impact on the'industry.

It was my understanding that these propoéals here,
which really don't do anything substantively, were going to
be adopted.

The Chairman. Let me ask this guestion. Let me Jjust
ask this question now. Maybe we could accommodate what Mr.
Bradley has in mind and also aécommodate what ¥r. Roth has
in mind. I want t5 ask Mr. Shapiro this. éouldn't we have
enough slack so that if we don't think the superfund should
be even as mﬁcﬁ as‘the $3C0 million, that couldn‘'t we.safely
just say, all tight,'we will.recommend $15C million for the
superfund be a&ded in?  Then you could take care of the
items that ¥r. Bradley is talking about adjusting, and then
we indicate that, Yes, ;e expect to do something ahout
superfund.

Now, the reason I Say that, I haven't studied the
legislaticn, but I have talked to people, some of whom were
upset about what the Ways and Means Committee did. They

indicated that they would have been content to pay a lecser
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tax, but they thougth the Ways and Means Committee went too
far.

Now, if you put half of it in, we would indicate, yes,
that we did éXpect to do something in this area. We might
want to do a lot more than-that, but at least it seems to me
aé though we could safely buy $150 million of it.

‘Mr. Shapiro. The Committee can do exactly that, ¥re.
Chairman. What you can do is agree to a level of revenues.
You could increase the $4.2 billion, or you could take the
50 percent down to match the 4.2 billion, and with the
understanding that the staff would adjust the tax levels,
fhe tax-rates of the'superfund taxes to make up the
difference.

In ofher words, we know where the $300 million is in
Ways and Heahs. It may be that you reduce them in half, if
you are saying You vwant to adopt the same bill that the Ways
and Means-adobted, just at reduced revenue levels.

The Chairman. It seems to me as though that is a good
compromise.

‘Senator Reth. Mr. Chairman, of course, one of my
concerQS‘is,rthen fou get into confererce, and then they
will wart to compromise further.

Senator Bradley. Bill, the thing you have got to
realize is that we are only dealing with revenue figures

here, and by the time we get to any conference, the
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authorizing_committees will have designed the legislatione.
The Senate bill'is now at 3800 million. The House bill as
passed is $€600 million.

Senator Roth. The thing that bothers me about this
whole concept, whether it is this particular program or any
other is, once vou ﬁse that for purposes of reconciliation,
then you are going to face the argument later, well, we have
to do this for purposes of reconciliation, so that whether
we know whether we are for -- nobody knows whether tﬁat
legislation is going to be adopted in any form or what form,
and yet in substance we are going on record that funds have
to be raised from this kihd of a programe.

It seems to me we've got the cart before the hbrse} and
this time it is the chemical industfy, and I am concerned
about the impact that this legislation could have. I think
some thing is going to 5é done in this area, but to answver
the Chairman, I am not exactly sure what the various
ﬁtoppsal are. There are two or three House proposais.» The
highest one is $300 million in the first year,Abdt I think
others are substantially less. I don;t like to put us on
record as favoring éne approach over another.

The Chairman. It seems to me as though iflwe go -- our
job-here is to try to guess abcocut what revenue we can cut
and what revenue we will have coming in. It seems to me

that we could make & safe assumption that we ccme within.
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1 $150 million, and then we can act on the legislation, and T

2 think that the fact that the decision’will probably be made
3 in the Senate before this thing ever comes back to

4 conference. Isnft ihat a fazir assumption, Mr. Shapiro?

5 ¥r. Shapiro. It would appear that that could be the
6 time schedule.

7 The Chairman. It seems to me that that is a pretty

8 good plan.

9 Senator Roth. Mre. Chairman, could I suggest, are we
10 coming back right after the vote?

1 The Chairman. No, I would like to wrap this up now, if
12 ye could. We have been here all horning.

13 ' ¥r. Stern. H¥r. Chairman, what you are including is an

14 actdal bill_and report. It is not just a dollar number

15 recommendation. So, if you wanﬁ to design somethiag

16 different from what the Wavs and Means Committee had agreed
17 to, you would have to actually know where that $15C million
18 comes from, so it can be drafted. It would not just be a
19 number that you are transmitting.

20 ~ Senator Bradley. That can be done easily, I think. The
21 Yays and Means Committee figured it 75;25. If you go half
2 of that, fou are down to, what, 37 gercent for the industry
23 assessment.

5 24 The Chairman. Let me suggest this. %e voted on the

25 resolution, and now we are planninc to meet again tomorrow.
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When we come in tomorrow, I would suggest that we make it
the first order of business to consider this pérticular
matter, as well as Mr. Roth's suggestion, and I would assume
thai we could still modify that one thing, if we 3just leave
that one thing open.

Senator Bradley. MNr. Chairman, does Senator Roth still
have an objection?

Senator Roth. . Yes, I do.

Senator Bradley. All right.

Senator Roth. You know, in effect, what you are going
to have to do is write a whole bill, énd we don't even know
wvhat that bill is gqing to be, and yet Wwe are saying we are
going to commit a certain amount of funds for it. I don't
know what the right figure is. - We have had no hearings. We
have no bill. We have no legislation, and yet we are going
ahéad énd'séying we are going'fo commit a cértain amount of
funds for that pu:pose, or raise a certain amount of funds.
I think this is the whole problem with this country. That
is what we have done in‘the past. %e 1impose burdens without
knowing what we are doing, and wé are suffering tﬁe
Consequences. We have 1.7 milliion people out of work in the
las£ six weeks.

The Chairman. . The Senate is voting. Iet us come back
and look at this matter tomcrrow, then.

(dhereupon, at 11:40 a.m., the Committee was adjourned,

ALDERSON REPORTING COMPANY, INC.

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




b

b 3

1 to reconvene the following morning.)

2

3

10
1
12
13
14
15
16
17
18
19

20

21

23

24

25

ALDERSON REPORTING COMPANY, INC.

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







