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EXECUTIVE SESSION

THURSDAY, OCTOBER 6, 1983

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

The Committee met, pursuant to notice, at 10:33 a.m.,-
in room SD-215, Dirksen Senate Office Building, the Honorable
Robert J. Dole (Chairman of the Committee) presiding.

Present: Senators Dole (présiding), Roth;’Chafée,
Armstrong, Symms, Grassléy, Long;:Béntsén; Matsunaga; Moynihah,
Baucus, Boren and Bradléy!

Staff Present: Mr. DéAfmént;‘Mr. stérn;-Mr;'Bélas; Mr.
Wetzler, Mr. Stretch,'Mr. Pearlman, Mr. Weiss, Mr. Rollyson,
Mr.-Hardee,-Mr. LeDuc, Mr. Susswein, and Mr. Graham.

The Chairman; Again'l‘apblogize_to all those people in
the hall. I assume we have sound. Tt is easier to get a
ticket to the World Series or the playoffs than it is to the
Finance Committeé markﬁp, I don't know what the intéréSt is
here but I apologize.

Sénator Moynihan: Mr. Chairman, wé aré‘going to be talking
aboﬁt’medicaid;'arén“t wé?

The Chairman: Right. Some of those programs. I regret
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that we don't have a iargep hearing room and I apologize that
we don't have chairs in the'hallway. If anyone feels faint, we
wili do something.

(Laughter.) -

The Chairman: - You probably will feel faint after we go
over the agenda. T think what we might do today and again
there will be no.vqtes foday. We are still wofking on the
public 1eésing. The House is about to complete action. Véry
honestly we would like the House to at least at a committee
level complete their action before we staft making decisions.
We;are going to have to ask for an extension of the bctober 17
date, "Is that correct? |

Mr. DeArment: That is correct, Mr. Chairman.

The Chairmaﬁ: We understand Senator Roth will object to
that which simply means we will have a vote. We will probably
ask for an extension until'the end of the month. When we
return,wé-will start taking votes and see if we can put together
a.backage._ There is always the hope that the White House may
be listening and may bé wllling to address the deficits by the
timé wé return next wéék.

The Treasury secretary :seems to be reducing them just in
spééchés so maybe by the time Wé_gét back; there won't be any

deficit.

(Laughter. )

The Chairman: If there is, we will have to face up to it.
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Let's just go down starting with the other reconciliation
révénue éptions, the 1ifé'insﬁrancé taxation. Again I don't
think we need to spend é great deal of time. As I understand
the House action on life insurance amounts to -about a billién.
and é half dollar tax cut over three years. It may be that

the Senate wouldn't do anything. We lose less money by doing

nothihg, is that correct?

Mr. Belas: That's corréct, Mr. Chairman. The House bill
would over a three-year period lose compared té present law
approximately a billion and a half dollars. If the TEFRA
temporary provisions, the éo—called *stop gap! provisions,
were allo&ed to expire for budget purposes, thére would be no
revenue loss,

Senator Moyhihan: Mr, Chairman, I am over my head in the
technicalities_here. .Thejpresent law was enacted in 1969?

.Mr. Belas: TIn 1959.

Senator Moynihan: InA1959. Ts it not the case that if
we allow simply the TEFRA provisions to expire; we go back to
the prew1é59 1égi$1ation?

Mr. Belas: We go back to the 1959 legislation, the 1959

legislation. What was aécomblished in TEFRA weré two things

spectal tax treatment, the so-called "modco™ loophole .and also

_enacted effectively a tax cut on a temporary two year basis to

bhe “1ife insurance industry partially to make up for the loss of

'modco™ on a temporary basis.

essentially. One, the Congress repealed the modifiéd coinsurance




+ FORM 740

PENGAD CO., DAYONNE, N.J, 07002

P
! S

10

1t

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Yy

Senator Moynihan: We are going to go through each of thesd
thingsAand we can look at_what the efféct of the lapsing of the
TEFRA will be in going bhack %o the 1959 legislation. T think
it is important to learn that we are cognizant that the House
provision would reduce revenués. That is not what we are doing
here.

The Chairman: As I understand the industry has no quarrel
at least in my,visits with differept groups with-maintaining
what we thought we would receive under the action taken iﬁ‘TéfRA
but T guess in the process because of some things I don't
understana the impact the House bill would be to in effect
to reduce taxes substantially.

Mr. Belas: Mr. Chairman) last year the revenue estimate
for 1984 when the so-called stop gap legislation would expire
was anticipated to be $4.7 billion dollars of revenue from the
industry. Cufrent estimate from the joint committee is that
expiration of TEFRA would enly bring $3.3 billion dollars in
me&enﬁés from thé life insurance industry while-Treasury thinké
iﬁlmay be $3.8. That is sﬁbstantiaily léss than was estimated
last yéar Whén TEFRA was enacted.

The Chairman: Do T understand correctly it is not the
réVéﬁué -~ 1t may be iﬁ part the revenue that concerns the
tndusthy; It is a question of whéther it is going to impact on
3@00KS'or'mﬁtuals or whatéver,

‘ Nr.'Belas;' That is correct, Mr. Chairman. The mutual
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companies are -- it may be argued on what basis vou make the
comparision, but the mutuél companies and the stock companies
are - roughly comparable in the amount of business, the amount.
of aésets. The mutuals have a slight edge. The Stark-Moore
proposal which went through the Wavs and Means Committee
yesterday would put a 55 mutuai/US'stock company split within

the industry. That was a very hotly contested issue over on

-lthe House .side this year.

Senator Moynihan: If I may say, Mr.'Chéirman,'New York
has many of these companies so I have some information about
itﬂ The group of companies that were sort of representing the
mutual industries indicated their willingness to accept the
apportionment, 55/45, even though they obviously would like it
to be more iﬁ their favor; But théy accepted that apportionment
and that might_have something to do with the fact that it
invoived a tax cut anyway.

Mr. Belas: That is uhderstanding, Mr. Chairman.

Senator Long: Might T just suggest, Mr. Chairman, that
this is a_&ery significant item. The House spent a long time
working on' their bill. Might I ask the staff how much time
Hid the House spend working on this measure?

Mr. Stretch: - Senator Long, the House started with the
staff at the beginning.of February.

Senator Long: February?

- Mr. Stretch: Yes; sir.
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Senator Long: How many months does that make it?

Mr. Stretch: That would be about nine months now that
has gone into it.

Senator Long: So the House spent nine months working on
this measure. I have been hearing about it right along. People
would come to me and I am sure-that they came to other mémbers
on the committee and told us what the House was doing and what
they were trying to work out with.@he House and the ways
that they thought this issue-could be resolved,>but if the House
spent that much time working on it I am sure they did!it
becéuse it is complex. It required a great deal of thought.

So they will have done tﬁe best they can to work out a difficult
problem.

I just think, Mr. Chairman, that we ought to take enough
time in this'committéé to wheré we understand thoroughly what
wé afe doing and I like to think that just as they have the
capacity to improve on their own handiwork we have a capacity

to Improve on what comes to us. T just would hope that wé

will take the time to do justice to this matter and to use
hatéver imaginativeigeniﬁs we have in our committee and in
[Hé Sénaté. That takes some time. I don't think we can do it
i; whaf remains to us of‘this session. I just don't see the
Fimé available,

‘The Chairman: I think I am correct but T will ask. A1l

that time the House was spehding, we were also engaged in

chat through staff. Tt is not that we haven't been working on
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it on the Senate side.

Mr. Belas: That is correct, Mr. Chairman.

The Chairman: I know that it is a very controversial
issue dealing with large companies, a lot of diversification.
In fact, it was last year that we worked out the agreement
with the industry to their satisfaction on the Senate side.

I don't think there is any dispute with the industry. At least

we are not looking for any dispute. It is a question of how
you come down and how you make it fair for stocks, mutuals
whatever. Some have different problems.

I think the one point that is of some concern based on
representations by the industry is if in fact the'House.bill
reduced revenues by a billion and a half dollars, then we
need to téke a rather -- it didn't when it started but by the
time théy finished it was. The way they satisfied everybody
was by eliminating a lot of the revenue. That is not too hard
to do. | |
Mr. Belas® Mr. Chairman, last year you asked the staffs
of the Finance Committee and the Joint Committee to prepare a
réport of various issues and possible options that might be
pﬁrsued by the committee after the expiration of the TEFRA

provisions. That report has come out within the last week. The

committee of course has not yet held hearings on those
possibilities on the staff report.

Mr. Wetzler: Mr. Chairman, one other thing that is not
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reflected in this write-up is yesterday the House agreed to

an additional amendment ta the insurance provision which T
think is of interest to éome members of the committee. This
is a non-deductible IRA provision which is for people who
filled up . their $2;000.00 on their IRA or $2,250 in the case
of spousal IRA's, they could make én additional contribution
of up fo $l;750.00 which while the contribution would not be
deductible, the inferest earned on that contribution would - get
defefred until the time the cbﬁtribution is pulled out.

That is not reflected in these write-ups but it is going
to be in the amendment fo the Hogse bill.

The Chalrman: What is the revenue impact of that?

Mr. Wetzler: It is a few hundred million dollars a year
when the thing géts phased in. If will start small and build
up to that.figure.

| The Chairman: That is interesting. Tt will be a few
hundred million more that ﬁe need to find. I think Senator Long
is;right. We are not asking anybody to make any judgment here.
IAthink the record should reflect that there has been a lot of
work by this staff and the joint committee staff in the past
year and a half with the industry. T must say that they have
beén ﬁéry helpful. If we can't Work it out it isn't because
the  industry hasn't been willing. I think it is because we have
different views within the industry. Hopefully, we can work that

out,
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Mr. Stretch: Mr. Chairman, the committee might like to

know that your staff on both the majority and the minority
staff were participants in the House staff level diséussions
and did make significant technical contributions to those
deliberations. So they have been involved right along in

watching what has gone on in the House side.

What we have tried to do is just 1list things that have been
raised in.the committee and with the attachments some of the
options. There may be other options. I know in this case one

option of course has been suggested by Senator Maddingly and

|lothers we just defer for two additional years and extend the

moratorium.
The House 1 guess-did yesterday pass some kind of a
fringe benefit proposal. Mr:. Pearlman or Jim, are you there?

What did the House do?

Mr. Wetzler: I will let Randy Wéiss describe éxactly!
1? is essentially what is listed here as the subcommittee bill.
Mr. Weiss: The Ways and Means Committee bill essentially
Eries to codify the tax free treatment of most existing fringes
35 the nature of providing employees the types of goods and
services that the émployér is éelling to the public. So, for
pxample, the practices of retain stores giving discounts to

cheir employees and airlines giving free stand-by flights fo

their employees and so forth are made into statutory fringe

The Chairman: The next item is taxation of fringe benefits
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benefits.

The Chairman: They didn't take those away. They just
codified, right? |

Mr. Weiss: That is basically what the thrust of the bill
was.

The Chairman: As I understand those changes are supported
by a 1§t of the employee grdups. Is that correct?

Mr. Weiss: I believe that a lot of the employee groups
and employer groups yes want the statutory protection of having
these fringes specifically excluded from income in the code.

The Chairman: I know Senator Symms has another bill
that deals with fringe benefits. I am not certain how it may
compare.-

Senator Symﬁs: Why don't we have the staff tell the
difference? |

The Chairman: How does his bill differ from the action
taken bj fhe House? I think they may.have accepted some of his
prévisions.

Mr. Weiss: The basic difference, I_believe, _is _that . .. _
the House generally requires as a condition of tax free
treatment for a lot of these fringes a non-discrimination
rule, That is, the highly compensated employees can't get the
discounts or the free flights or whatevér the property or
service is.that is being provided on more favorable ferms

thén-the rest of the employees. I bélieve that Senator Symms'
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bill does not have that rule in it. I think that is the

basic difference.

The Chairman: Otherwise, they are essentially the same.

Senator Symms: Not quite. Isn't it a fact that what
you would be applying say to somebody at Garfinckels who makes
$15,000.00 per year and gets a 30 percent discount on clothes,
they are going to have to pay taxes on it.

Mr. Weiss: Nd. They would ngtwhave'to pay taxes on that

"~

under the Ways and Means Committee bill. The way the non

discrimination rule works is that if the --

Senator Symms: If the management got a bigger discount
than .the retain clerk, you would?
Mr. Weiss: If the management got a bigger discount than
the retain clerk, then the management would have to pay tax.
The retail clerk would not have to pay tax.
lSenator Symms: -What about the senator that gets to use the

rym and the AA who doesn't?

(Laughter. )

Mr.'Weiss: There is already a provision in current law
vhich says that in the case of a recreational facility that
Lé“primarily for the benefit of the highly compensated, that
e;ployérs can't deduct the cost of that facility. So that was
viewed as a sufficient non discrimination rule and what the bill
cgntains is a corresponding rule that ekcludes from incomé the
walue df these athletic facilities.

Senator Symms: So you didn't answer my question though.
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Mr. Weiss: It is excluded from income in the bill.

Senator Symms: ItAis;not included?

Mr. Weiss: Right.

Senator Symms: How about if you are out here and you have
company "XYZ" and they have a health facility for highly
compensated?

Mf. Weiss: That is excluded from the income of the
management but thé.employer cannot take a deduction for tﬁe
costs attributable to that facility.

Senator Symms: Wait a minute. What if it disciminates
of'who gets to use it that works at the company?

Mr. Weiss: That is what my answer reflected. .

Senator Symms: Then we should apply the same here,
shouldn't we? |

Mr. Weiss: That would be one change that could be made

in tﬁe House bill if so desired. It is not in that bill.
Senator Symms: Ivdonit understand.

Mr. Weiss: The rulé is again that the value of the
aﬁhletic fécility is excluded from income regardless of who
lises the facility regardléss of what terms on which it is
pbrovided. However as under present law if it is primarily for
Che beﬁefit of highly compensated employees, then the employer
cannot take a deduction -~ a tai deductlon—~ on his income tax
with respect to that facility;

Senator Symms: Like the'Tréasﬁrleépartmént, for eiample;

12
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doesn't have the same kind of business rules as company "XYz"
out there where they could take a business deduction on an

operation of a facility, parking lot or whatever for their

employees.

Mr. Weiss: That is correct. Since non-profit organiza-
tions and governments are not affected by deductions, that they
are not affected by that present law rule.

Senator Symms: SO’in othér wprd; Washington, D. C. would
not be hit by this provision but ail of the rest of the country
would be..

Mr. Weiss: To the extent that there are more governmental

fand nbneprofit organizations“in Washington, D. C., yes.

Senator Symms: How many millions of Americans are going
to be affected by the Ways ana Means. Committee bill and have to
pay more taxes as a result of it, 15 to 20 million?
Mr. Wéiss: Essentially, Senator Symms, we think that very
ffew tax payers would be affected by the Ways and Means>Committee

pill because it attempts to codify most of the existing

practices under which these fringes are treated as tax frée:
Senétor Symms: What is the'enforcémént.procedﬁré.géing

te be? How are they going to enforcé'it? Léﬁ“s‘say yoﬁ haVé

2% employees aﬁd five parking spaces. Who gets thé'five parking

spaces? Do you go on a lottery? Do yeﬁ by the‘pérSOn_whb has

worked: for the company.thé longest 1éngth§0f time or do you by

the. person Qho is deemed by the manaéement as the most vaiﬁablé?

Do they pay taxes becaﬁse they got a parking Space'and somebodwy
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else didn't?

Mr. Weiss: The bill séys that the free varking is excluded
unless it is given out on the basis that it is preferential to
the highly compensated employees. If that is the case then
those highly compensated employees would pay tax on the value.

Senator Symms: How is the IRS going to enforce that?

Mr. Weiss: They would come in and look at the way iﬁ_
which the parking spaces are given out to employees?

Senator Symms: If the IRS has so many people that they
can go around and look into who is parking-wheré it just seems
like that is an awfully hard way to try to.raise money for the
government. I don;t think it is worth all the hassle. I
think this thing will come back and bite us if it does pass
and become law wﬁen all the l1little places in‘the country that
have more employees than they havé parking spaces start having
to fill out forms of who gets torpark there and why. That is
what you are really saYing, aren't you?

What about the president of the company? He is ndt
entitled to a parking space or the principal stockowner, the
risk taker?

The Chairman:. He has a helicopter pad.
Senator Symmé: He has a helicopté? pad?
The Chairman: Yes.

Mr. Weiss: Again it would just have td be looking at the

basis on which these spaces are given out. I should also add
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that these rules are similar to rules which already apply in
a wide variety of the statutory fringe benefit areas, pension
and other things.
Senator Symms: Mr. Chairman, I just have to say I think

that if we put this in, I mean there is such a thing as rough

|jjustice that takes place in this country on who gets to park.

in the parking lot. What we are saying is that Washington

knows best of who should get to pé%k there. 1If you decide

énd you are rﬁnning the company and you decide that you have
ten parking spaces and 25 employees, you pick out which ten
people get it. I think we are not going to raise any money
in‘tﬁe first place. It won't be enough money to flag a bread
Wagoﬂ for the Treasury but yet it is going to raise the hackles
of people &ll across this country. I just don't think it

is worth‘the effort. It is just another example. This thing
has the potential to come right back and bite us like bank
withholding unless we want to apply it in Washington.

The Chairman: Could we hear from Treasury on this?
Senatof Symms : I just asked the question. Do you have
p%rking places, you fellows with the joint tax committee?

o Ask :the senators here. We all have so many parking places
and T think‘wé diécriminatéion whb:éété\tﬁémg

| Mr . Wétzler: Some'mémbérs of oﬁr staff dd!“‘r péréonélly
Walk to work and T think Bandy bakes the ‘subway,

Senator Symms: You are making my- peint. " Yeu are exactly
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making my point. The;e ig,a discriminatory decision made on
who gets the parking space. If we arevgding to apply this to
the-private sector, it should be applied right here on Capital
Hill for starters.

Senator Long: I agree with you, Senator. Nobody should
have a parking. space unless everybody has a parking space.

Senator-Bentsen: You have really gone to meddling now.

Senator Symms: You are asking the IBS to do somethiné
that is-nof even realistic. In my opinion, Mr. Chairman, we
ought to take this out of this bill.

-The Chairman: We are not really asking anything. We are
just trying-to decide what we want to do in this area. I don't
think Tréasury is too anxious to get into this area, are you?

Mr. Pearlman: Mr. Chairman, I think it is clear that
Treasurj is reluctant to get into the whole area of fringe
benefits.. But'nevertheless, if there is a discrimination rule
in.a fiﬁal bill then hopefully the Internal Revenﬁe Service
will épply a non. discrimination test on a rough justice basis.
I would hope that the regulations and the rules that are
issued to examining agents in connéction with parking, for -
éxample, will be the kind that do permit people to function
without unnecessafy,intrusion 5y the govermment. I would
presume those people who are concerned ébout discrimination
are concerned aﬁout things like corporate aircraft and some

of the other fringe benefits that over the years have been
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{that advocates that. the parking issue gets in the bill in the

flwhy don't we just drop it and get on to something that is more

applied.

Senator Symms: If that is the case though, wouldn't it
be better just to leave it out of the bill?

Mr. Pearlman: I think that is a committee judgment. I
don't want to express a view on that.

Senator Symms: Mr. Chairman, put me down on the side of
leaving it out of the bill.

TheAChairman. We don't have a bill.

Senator Armstrong: Could somebody just say who is it

first place? Whose suggestion is that? Is anybody: for it?

.The Chairman, Where did it come from, Réndy?

Senater Armstrong: - If it doesn't have any parentage

important. I probably think that Senator Symms is right.

This is ridiculous fér this committee or for the federal
gqvérnment td_go around'coﬁnting parking places and particﬁlarly
to focus on it at a time when we have some sgriousAbﬁsiness
to.do'unleés somebedy really advocates it; let's go on to
s?mething else.

’ The Chairman; I think it properly belongs in the Departmen
of Transportation; |

(Laﬁghter~1
The Chairman: Senator Roth,

Senator Roth: T apologizé for not béing here sooner but
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I would like to if I may with your permission raise a broader

question. I regret that.as’chairman of government affairs

I héven't been able to attend all these meetings but what
troubles me and this is a question that I would like to direct
to the chairmah of the committée as well as the Treasury |

people and that is, where are we going, what are we trying to’

do?

Are we really trying to raise taxes. T have read some

things in leading periodicals and newspapers that there will be

fla major tax bill. Senator Dole, I am very much concerned

what the purpose of these discussions are. We have a recon- '

ciliation before us. I hear that later on theré may be a

lgeneral tax bill. It appears to me that there is at least

some thinking that the Finance Committee ought to construct
a major tax bill.

T just would like to make the record very clear that five

of us séﬁt thé chairman a letter redéntly or séveral weeks

Ago saying that we 6ppose any tai incréase. T am speaking only
for’myself.- T will let the other people who signed that letter
Spéak for themsélvés. I am still opposed to any tax increase..

- -One of“the~qué8bions~I~weuld—1iké-to-hedr frdmmthe—Tre&sury
istis the White Hoﬁse; is the Treasury now supporting a tax
incréase'or not? \

The reason there seems to be considerable momentum behind

b, bill to raise taxes is becaﬁse of thé horrendous deficit. I
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have to say that I am deeply concerned about the size of the
deficits. I think they are a serious problem. I want the
record to show véry clearly that the raising of taxes has not
succeeded in doing anything about the deficits. If anything,
just the opposite.

A‘year ago I supported TEFRA with the Chairman and the
Administtation because the idea that we were going to raise
taxes $95 billion dollars was_goihé to have a major change on
fhe deficit. The fact is that the tentative figures that
were being given today shows that instead of cuttihg spending
three dollars for every dollar that we ralsed revenue, we have
raiséd spending $1.14 for every dollar of increased revenue.

So in fact as a result of TEFRA last year instead of
éutting spending, instead of cutting the deficit, we have
increased spending. - I would just like to point out, Mr.VChair—
han, and this is a matter of critical impértance to_me, I would
just like to point out that in the Wall Street Journal two days
rpgo on October 4, it shows that the House Appropriations
Committee has increased spending $24 billion dollars.

g ‘Everybody knows that if you increase revenue, you are
poing to increase spending. That has been the practice. That
is the political féct of l1life. Yesterday we reported out of
bﬂe Senate an appropriation in HEW four billion dollars over
Nﬁat the_President proposed.

T think it is important that we have some idea of where we
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are going and what we ‘are trying to do. I for one say that
I am in no way going to sﬁpport tax incréasés whén all it
results in is increases 6n the. spending side.

I know that there are efforts being made both on the Hill

and in the Executive Branch to increase taxes. Let me point

fout everybody points out the massive tax increases we have

spelled out since the new Administration has taken over. ...

The 'Chairman:—Tax—cuts= —
éenator Rofh: Yes., Tax cuts;- ERTA, the Economic
Recovery Tax Act of 1981, we cut taxes that year $1,138 billion

dollars -- a lot of money. Let me point out that the tax

increases since then amounts to $1,061 billion dollars so that

the American people and American business are not enjoying

a tax cut but in‘®fact there is a net tax cﬁt\of $77 billion

dollars.

In the last twelve months there has been inflation induced
bracket'cfeep of $M89.bi11ion dollars, 1977 social sécﬁrity
tax rate increase of $214 billion dollars, TEFRA increased
téxes, $281 billion dollars,_gasoliné tax increase; $21 billion
dollars, social security, $56 billion dollars.

Senator Bradley: Did you say bracket créép’was $489

billion dollars?

Senator Roth: That is the increase frem 1981 through 1988.

Tt will be $489 billion dollars over that period.

Senator Bradley: At what inflation rate?




——————___—._——ﬁ

1 Senator Moynihan: Is inflation coming back? We put
{; 2 12 million people out of work to get of inflation but we
3 haven't gotten rid of it.
S * Senator Bradley: We haven't even gotten rid of bracket
O 5 |
creep.
6 Senator Roth: I have the Floor and I would 1like to completle
? what I-am saying. What I am saying, ladies and gentlemen, is
8 that thefe has not-been any major -tax increases because'they
? have been.offset by other -— taxicuts becauée they have been»
10 offset by tax increases. My real concern is that if we raise
1 llpevenue furﬁher we are not-going to reduce the deficit. The
12 lend result is going to be increase spending. That is démon—
. 1B lstrated by the fact that the House approﬁriations has already
f:) 14 lincreased spending beyond the President's budget by $24 billion
15 |dollars. Our record o&er here isn't that much_better because
16 |yesterday we increased the HEW appropriation four billion dollarg.
_g 17 I juét want to go on récord'as one senator thét I am

18 jopposed to tax increases., Maybe there are some téx loopholes

07002 -

19 |we ought to be shutting off but T would also say that T
20 [supported TEFRA last year. I supported withholding. I was

21 [fold that was a closing of loopholes but the banks seemed to

PENGAD CO., BAYONNE, N.J,

22 lpersuade the American people that it was a tax increase. I am

23 |[concerned because American business, small business, Chamber of
24 |[fommerce, NAM -~ all of them have come on record against any

L. 25 bax'increases. T would like to go back to my basic question
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at the beginning, Mr. Chairman, both to you and to the Treasury,

is the Treasury, is the Whité House now supporting a tax
incfease? The other question I have is what is the intent
or what is this committee suppbsed to be doing? What are the
tax goals of this committee?

The Chairman: Let me respond first. I don't know what

Treasury's view is. The Congress passed without my vote I

must say and without the votes bf 11 of the 20 on this comﬁiptee
a budget resolution. That budget resolution called upon this
committee to come up with a tax package of $73 billion
dollars., I opposed the resolution on the theory that it wasn't
a balanced resolution. It wasn't the way to reduce deficits
which was solely through taxes.

To show you'how stark the contrast is we are only asking
this committee ovef a three-year period to réduce spending»

by $1.7 billion dollars even though we have massive jurisdic-

tion ovef hundreds of billions of dollars worth of entitlement
programs. .

To me, that is not an imbalance. T must say that we are
trying to figure out how to meet that responsibility. We hope

that there may be the votes on this committee when we get into

voting,-I think maybe starting on the 17th or 18th to cut
spending more than we were asked to do by the Budget Committee.
e are all going to have an opportﬁnity to do that. In my

view we can make further reductions in spending without having
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any impact on low income or other vulnerable groups.

On the revenue side the President's budget contained a
$12.7 billion dollars in taxes over the next three years
in addition to the contingency tax which totals up to.around
$70 to $80 to $90.billion dollars. The $12.7 was a health
care cap which I support. T am not certain how many on this
commitfee support it buﬁ in my view. it is not bad.

In‘éddition, Treasury supportgd a number of these. areas,
the public property leasing and nearly everything on this list.
T am not certain how much revenue we are going to have bﬁt
there are things that have been called to our attention through
hearings on Senator Grassley's subcommittee and the fuli

committee on other areas that,we seek to address not with just

fsimply revenue raising in mind but trying to make the system

work, simplify it in some areas and deal with somebody's

concern that have been'expressed’by indﬁstry not jﬁst tax

raisers aﬁd try to resolve some. of these problems,.

| As far as I khow thére'ié nofmové'a foot to havé a tax}
increase. No one ié discﬁssing,-at least T am not, changing
indéiing. Some would on this committee. In my view that is
pge begt thing we did in the 1981. tax act. " No one is discussing
changing the marginal rates. SOme may think we went too far
Nithfthé’ﬁothaKemp bill. We are paying\the piper now for that
Folly. T don't suggest it is a folly. T am repeating what I

have heard.
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{lgoing to comment on thé'deficit; Others are better able than

24
(Laughter. )

Senator Roth: You haﬁ:my-worriédl_

The Chairman: I voted for it. T cosponsored it; T have
always called it Roth-Kemp rathér than-KémpARoth: If it
contihues_to deteriorate I‘méy want to switch that around.

It just seems‘to me that our responsibility is to addreSs thé'
budget resolution. We may comé up with no révénué: Bﬁt'I
don't think that we can close'oﬁr eYes to SOmé'of theSé aféas
that should be addressed.‘ |

Many are raised by cammitteéWmémbéhs; IVmﬁst‘add this:
Tn addition to these things that might raise a little revenue
T know of U0 or 50 amendménts frbm committéé'mémbérs that .
would cost money. So if we are going to také‘thé‘taxés,'wé‘
shouldn't increase taxes. I-hopeiwé'also adgpt ﬁhé rule that
we are not goipg to lose any réVénué'withja iot‘of things
that pedplé want te present to thé'committee:

That might bé‘the-bést'of both worlds. At‘least“ydu
breéak even. T don‘t know what the Treasury yiew is. T read
thisﬂmo@ning that the deficit has been reduced in.Don'Reéan“s

1ateSt‘spééchfsub&tantially based on some assumptions that he

‘iimakes,

Senator Roth; T would like to hear from Treasury.

Mr, Pearlman: Mr. Chairmén and Séhater Roth, T am not

L

T to do that but let me say that much of what the Chairman said
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is indeed the Administration's view. While we are not able to
support revisions that are pure revenﬁe raisers and we woﬁld
not support provisions that are pure raisers that we do think
that there are items that do need attention. A couplé of
those the Chairman has mentioned, public property leasing
and»life insurance, that need to be addressed. Théy are
important and need to be addressed. We are fully supportive
of addressing them.

There are other-items that we have been advised are ﬁndér

consideration by the -committee which we would view as not being

reyenue raisers but -rather if you will protections against base
erosion, items that are needed to make sure that current -
reyvenues, current receipts that aré in the budgét‘calcﬁlation
are not eroded and we would be sﬁpportive and hope to work with
thé'dom@iétee in trying to deal with those items.

I thinkAwe come out clearly. We are not in favor of a
tax increase. That is the President's position. There has been
no change in that:position! We are'interéStéd in trying to make
the kinds of improvements to the Tnternal Revenue Code that are
ot tax increases such as the ones the Chairman has indicated.
The Chatrman. T want to introduce somebody in'thé audience
who just walked in with his wife. T wanted tO'introdﬁce'hiS
wifé but he is here, too. Senator Cﬁrtis who was a_gréat
1égdér on fhiS'cammittee'and raised a lot of taxes in his day

and his wifé;‘Mildred. We'appreCiaté‘yoﬁr being hére;
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iwas just interviewed by U. S. News and World Report and they

(Applause.’)

Senator Symms: This is pertinent to Senator Roth's line

of éuestioning and to what the"Treasury is saying here. I had_
a question with White House counsellor, Ed Meese, last night.
In the process of this conversation about the potential that I
was copcerned about that I could see the ugly head of a tax
increase rising again here in Washington, he told me that he
asked him directly what is the Administration's attitude_on
a $12 billion dollar tax increase and he said, "It is very
simple. It would be a $12 billion dollar veto." I don't think
takes away from what the Chairman is.talking»about. |

Senator Bradley: Ed Meese said that last night.

Senator Symﬁs: He told me that last night that he was
just quoted as saying that to U. S, News and World Report.
I think that does not take away from what the Chairman is
saying that there are some of these things that have to be done
like this insurance company problem that has to-be taken care
of. I think it would be nicé‘if we could settle the fringe
benefit thing once and for all so people would quit having to
worry about the IRS coming in and taxing their airline ticket
or taxing their discounts that they get from the place they
mork.
T would like to settle some of those things. I think we

need to recognize that if we try to move forward on anything

.26
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that even looks 1like a tax increase, it is gone. It is not

going to take place.

Senator Roth: Mr. Chairman, I had not finished. If I
might just finish and then I will be :happy to yield the floor.
I recognize that there are some pure loopholes that ought to be
closed. I am not opposed to that. I am very much concerned and
I say this to the Treasury, I am very much concerned that what
is a 1oo§hole can become ‘the basis.of a major tax increase.

T am just speaking for myself now. . This is one senator
who opposes any tax increase beyond trying to close a few
loopholes.

‘Mr. Pearlman: Senator, I think that Treasury's views are
consistent with yours in that regard.

Senator Bradley:_ Mr. Chairman.

_ The Chairman. Yes, Senator Bradley.

Senator. Bradley: As I understand the Administration's

{position, Mr. Meese and the President whé carries his veto pin

by his pillow, I am told, will veto any tax increase. The
Treasury~Department is against any pure revenue raisers. But
vou have the term and there are a few inpure revenue raisers.

Is it going to raise revenue or is it not going to raise

revenue? If we raise revenue, is the President going to veto

ltt or not? That is the question. The answer seems to be the

PfeSident is going to veto it. So why are we meeting?

(Laughter. )
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The Chairman: Everybody has to be somewhere. You might
as well be ﬁere.
Mr. Pearlman: Mr. Chairmaﬁ, I am not going to try to
clarify what Mr. Meese says or try to suggest --
The Chairman: He is not the one who vetos it. He just
works there.

Mr. Pearlman: He is somewhat closer to the veto than I am.

Let me say that the Administration-has said explicitly that it

does support dealing with the subject of a taxation of 1life

insurance cdmpanies this year and it has said specifically

that it does éupport dealing with the subject of pﬁbliC»property

leasing. |
I presume from that that Mr. Meese was not dealing with tha

kind of item but rather with pure revenue raisers.

Senator Bradley: What are they?

Mr, Péarlman: I presume that my statement is not

inconsistent with his.

Senator Bradley: Life insurance and leasing. T understand

fthat the Administration wants to do sométhing about léasing

bgt as we all khow~having beén‘visited by a hundred people in

bgé'last’three Weeks; the Quéstion is not to do something about

1éasing or what} |

Sénator Roth: Why dontt wé cﬁt sp;nding?

‘Senatdr Bradley: It seems to me that if we did something

hbout leasing and we did something about 1ife insurance that
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would raise how much f%om what the Administration wants to do
about leasing and life insurance?

Mr. Pearlman: We afe projecting that the bill that has
been reported out of the Ways and Means Committee in the life
insurance ‘area will not be a revenﬁe raiser based on current
revenues but indeed may even produce some revenue loss. I
think that is what you were commenting on when you said you
have to look at the revenues.

The life insurance bill is not being looked at as é
revenue raiser.

Senator Bradley: So we won't raise any réVénuéSJfrom_
life insurance?

Mr. Pearlman: T can just‘tell you our projections at this
point are that the 1life insurance bill will not raise revénue
over current revenues.

Senator Bradley: .So the‘Administration‘s position is
that'théy support'changés in 1ife insurancé'bﬁt any changes
in 1life insurance should not raisé'any feVenﬁes;

The Chairman: That is not the Administration's view,

Senator Bradley: That is what he just said. |

The Chairman: He is just saying what the House bill does.

Senator Bradley: T asked him how much revenue increase
will come from the'life’insﬁrancé'propoéal that the
Administration is supporting?

Mr. Pearlman: At the end of this year, Sénator, under the
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expiration of stop-gap, there is a very substantial increase

already in effect in the 1life insurance industry. With no
action by Congress that just goes into effect. The bill as
reported out of the Ways and Means Committee will produce less
revenue than the revenues that will begin to become taxable
in 1984. We do not look at that as a revenue raiser.

Seﬁator Bradley: So you support no change in other words?

Mr. Pearlman: We think that there needs to be some
details addressed in the Stark-Moore bill but we are generally
sﬁpportive.of the Stark-Moore bill and we are not supporting it
because it is raising revenues. . That ‘is not the objective.
It ié to try to get the taxation of life insurance companies
on a more rational basis..

Senator Bradley:‘ So we get no deficit reduction our of
life insurance. How much deficit reduction do we get out
of the’leasing proposal that the Administration supports?

Mr. Pearlman:; Our projection on the leasing 5i11 thréugh
1986; Senator, is $4.2 billion dollars.

Senatof Bradley: TFour point two through 1986.

_Mr. Pearlman: Through 1986, correct. I can only tell you

that that specific area, that is, tax exempt leasing is one
if you will is an.exception té our -- we dé want to look at
ﬁax exempt leasing and wé are supportiv; of the tax exempt
Iéasing provisipns. We think there is a big gap in the system

now that needs to be dealt with.
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Senator Bradley::-So,tﬁe Administration is prepared to go
over the next three years, 1984, 1985 and 1986, to using
revénues to reduce the projected deficit from $600 billion
to $596 billion. TIs that right?

Mr. Pearlman:  -Senator, our support of the leasing bill
is not again because it raises revenues but we think there
are some problems with theAsystem and they need to be dealt
with. Our motivation is to try to cure what are perceived'to
be some defects in the system:

Senator Bradley: But no other revenﬁes?

Mr. Pearlman: It'is not motivated by a desire to réise .
revenue. That is correct.

Senator Chafee. Mr. Chalirman.

The Chairman, Yes. Senator Chafee.

,ASenator-Chafee‘ Mr. Chairman, it seems to me as we go
around thg country that the most disturbing single factor that
I encounter are the high deficits, the $200 billion dollars
that are projected for this yeér, next year and the year after
unless we do sométhing; |
The direct result of these ﬁigh deficits Is not only the

faot'that the interest rate 1s hovering so high and perhaps

|going higher but just “is importantly the effect it has on the

valﬁe'on the dollar. Anybody who says thé deficits don't affect
the dollar and thﬁs oﬁr imports, I don't think are paying

bttention to the situation that exists here.
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So Mr. Chairman, the budget resolution provides that we
raise $73 billion dollars in new taxes., Maybe we can't do that
but certainly I hope we will maké an earnest'éffortl As such
I will move at the first opportﬁnity to repeal indéXing which
was never part of the President's original program which
somehow he got down a slippery slope and into and T think it
has just been a disaster.

That will give us $23'billiqﬁldollars. Wé‘gan:get rid of
something that the people don't haye what they pércéivé'as'thé'
beneficial effects of.

The Chairman: We Ean-do away with tuition tai'crédits:

' Senator Chafeé: You can try that; We will héVé'a voté;
What is doing us in in this country is the deficit. Perhaps
one way around it, you, Mr. Chairman, pointed out that you
think;getting.$73'billion dellars according to the bﬁdgét
réSolution is going to be éiﬁrémély difficﬁlt; At'the'Samé'
time‘all'that was askéd-of us for spending ré&uctiéns wifh-all
thE'pngrams‘wé'haVe control over is SOmébhing short of two
billion,-

That gives you $75 billien dollar weduction in your
dﬁg';fici_t over the period. Whether it is achieved by nex taxes
or achieved by spénding, maybe‘Wé”cah work”out.Semé kind éf a
compromise and it ends up withtne same pesult when it nets out.
I think that has some merit to it.

I cértainly-hppe!'ﬂw;Chaipman, ve will try as yoﬁ“mentioned
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Tuesday at the luncheon that we will try and wrestle with these

problems because the effects of the high dollar on exports is
truly devastating to a whole series of industries. Of course, -
it ends up in costing Americans jobs.

So whereas we can all get off a lot of good speeches around

here on how wicked new taxes gre somehow we have to desl with

these deficits.

The Chairman: Senaﬁor.Armstfong.

Senator Armstrong: - Mr. Chairman, I hope we won't prolong
the discussion of_indexing because in my opinion it realiy
diﬁerts attention from the underiying problem which is excessive
spending.' I don't‘intend to dwell on that today although at
some early date I am going to circulate to members of the
committee a discussion of that. |

I donit.see how anybody paking a fresh iook at the fiscal
mess this-country is iﬁ can really conclude that we are under
taxed. Despite everything, despite all the rhetoric about how
we have cut_taxes, in faot;. taxes are on the rise in this countr)
They are not on the decline.

Average working families are paying more in taxes than they
1id in“earlierAgensrations, not less. Taxes are presently
scheduled to.go up, not down. Senator Chafee, I wish you would
just think for a moment about some concrete instances of how
real live téxpayers in Colorado or méybe in Rhode Island are

nffected by this, T am not talking about the wealthy. I am not
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talking about how incdme.taipayemsf, I am talking about
taxpayers in the 1owést 1é§éls of taiable'income?

of coﬁrse, theré aré a lot of people in this cqﬁntry
who are exempted from paying incomé tax bédaﬁse they simply
don't have much in the Way of incomé.' Lét me'jﬁst také for
example somebody who is making.$15;000;00 last yéar; 1982,
They will pay more taxes by 1984 than they did in 1980; That
is even taking inté account the full 25 pércéht tax cut the
rate reductions that we gave assuming that we don't repeal
those as some would have ﬁs do.

T am not talking about SOmedey'whdse'inCOme'is a million
dollars a ye&r»or a hundred thousand a yéar or fifﬁy-thoﬁéand
dollars a year, I am talking about somehody whose ‘income is
$15;OOOQOO per year. :

- Let me also point something else'oﬁt; If yoh start

|Imonkeying around with indexing, you will disproportionately

affect the lowest income taxpayers. The indexing of the
pébsonal exémption.affédtsﬂthé'1owésﬁ‘inéomé taipayers 10{7
times as,gréatly as it does thé‘highéSt'incoﬁéftaipayers!

It theyé'i& one previsién in that tax cut Wé'pﬁt’throﬁgh'
that really s to the benefit of middle and lower middle and
low iri,é'emé ’ta,ipay‘érs it is ’inde;'i‘i‘ri-g'\- So if we 'a-ré_'gding to, éét'
serious abour raising taxes and I for one think it would be a
heriblé‘mi§take'to do So; but thé'last placé'WG'bﬁght to go

after is the indexing preovision which is primarily for the
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benefit of low and middle income taxpayers.

I happen to think that Senator Symms.and Senator Roth
and the others who have spoken against the idea of raising
taxes are right both on the grounds of macroeconomics and
tax justice. I think it would be just about the dumbest thing
we could do from an economic standpoint to put through another
big tax increase.

If we have toAdo it, I beg oflyou please don't go after
the 1ittle guys. Go after somebody élse.

Senator Long: Mr. Chairman, I just want to make this
point.A We started out in this Administration with this
wonderful idea. It sounded great. Wé heard so much about it
that it deserved a try and that was supply side economics.

A1l we have to do is to have a great big tax cut and it won't
cost us anything. We will make a profit.

So we cuﬁ taxes $750 billion dollars and we are now
$750 billion dollars deepér in debt because we cut the taxes
bj $750 billion. It is almost a dollar for dollar trade-off.

| I have had my taxes cut along with everybody else. T
enjoyed thé tax cﬁt, But the question is, can we afford all
tﬁis? Obviously some of these tax cuts that you are télking
a£out‘is Just an adjustment for inflation. When the inflation
Went-ﬁp, your taiés went up with it.and your expenditures went
up with it.

We are not necessarily any poorer just because we are
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paying some taxes. I am paying Just a lot of taxes Jjust to
speak as one member of this committee -- a lot of taxes —-

a lot to take care of quite a few poor people who need_some
help. We are not any pobrer as a nation because people like
me pay téxes that mgke it possible for these dear old people
to get some medical care or to draw a little social security
check or to pfovide for some mother and some children and

then so faf as the government taxes the money away from me

to spread out among somebody who needed a great deal more than
I do, T am glad to pay my part of it.

I am not that much overtaxed even though I am-paying a lot
of taxes. I just think that when we look at the fact that we
are running a $200 billion dollar deficit, it means that at
some point we are going to have to do the responsible thing.
That is, we are going to have to pay more on the footin' up
end and take less on the takin' down end so that we bring the
two together. |
| I think at some point that those in the White House and..
the President on down are going to see it and those on this
end{. I voted for Bennett Johnston's balance of bﬁdget amendment
béer a three~year period. I voted for Jesse Helms' idea. Some
of ﬁs have .to start not only fér some of these balance of budget
pfoposals but for more than one of themnso we can get a majority
béhiﬁd'something that leads up to fisqal responsibility.

For us to keep saying oh no, we are going to get it all
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under control but we are nbtAgoing to do it by raising any

taxes when it is so far out of balance I don't think that we

can find the heart to make all the cuts that are going to have

You are going to have to work on both sides of it.

The Chairman: Senator Bentsen.

Senafor Bentseén: Mr. Chairman, as éften héppens in these
things we go to excess. There is no question 5ut we had to
cut taxes., We should have. There was no-question that we had
to increase defense expenditures and we did. The problem is
trying to do them to the extent we did at the same time‘ﬁe
had the tightest money policy in 2b years.

There is nolway that this economy can digest that. It
means that we have to have some moderation iﬁ each of these.
We are stiil.going to increase defense spending but we have to
stretch it out some. dn sbmé of thé'éicééses in taﬁ cuts, we
have to moderate them.

You cénnot pile these $200 billion dqllar deficits on top
of each other without doubling this natiQnal debt within the
next six years. That is-an absolutely unreasonable and
unconscionable burden to put on our future generations.
Corrections have to bé‘madé;

Let me get a clarification on a differént point'hére

that was brought up earlier, Mr. Pearlman, I am trying to

to be made if you are going to do it all along the cutting side.

lunderstand whére we are insofar as thé'Stark#Moore'billg I_had
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been told and this may be an error and I want you to clarify

it if that is the case, I hdd been told that Treasury and
the stocks and the mutuals and the Wayé and Means Committee
had hammered out a compromise that the Administration was
supporting. Is that or is that not correct and if it is not
correét then in what fespects do you differ with it?

Mr. Pearlman: . Senator Bentsen.

Senator Bentsen: If you can‘iisten.to two of us at the....-
éame time with that fellow talking in your ear; you_do a better
job than I do. Did you hear all my question?

.Mr. Pearlman:‘ I heard your question.
.Senator Bentsen: Good.
Mr. Pearlman: I think I can answer your question. That
is correct. With the exception of some minor technical
fLspects 6f‘that bill that still need to be resolved, there is
an agreement, I think what you heard . was an accurate Statement.
Senator Bentsen: Let me ask you then, you made a point
about revenﬁe. You are supporting it all the way except for
some minor téchnical aspects, is that what I understand from
bQF Administration?
« Mr, Pearlman: That is' correct.

Senator Bentsen: Thank you.

Senator Matsunaga: Mr. Chairman, have we abandoned the
?if;tvcbme—first ask policy of the committee or are we on a

Last come-first talk policy now?




10

11

12

13

14

15

16

17

« FORM 740

oro002

19

20

21

PENGAL CO., BAYONNE, N.J,

22

23

24

25

39

The Chairman: Igém sorry. I didn't see your hand.
Senator Matsunaga: .I was trying earlier but that is
all'right. I had earlier questions relative to the Stark-Moore

bill on insurance.
I think Mr.Chairman.what we need to do is to have from
the Administration the policy on which its decisions are based.

What is the Administration's policy? 1Is it to encourage the

purchase of 1ife insurance by the populace?_ It is to discouragef

As a férmer insurance agent although purely on a part?time
basis at which job incidentally I made more money than on a
full-time federal job, I want to- know what the policy of the
Administration is with relation to all of these itemizedvfhings.
I think that would determine which way we ought to go. If that-
policy is as I féellit should be in the area ‘of life insurance |
to encourage the purchase of life insurance by tax breaks and
otherwise‘so that we won't need to increase our welfare program

so long as the individual citizen through his own earnings

18

and throﬁgh his own payment of premiums will provide for his
future, heavens, what are we doing? |

I say this as a cosponsor of the Symms proposal. I say
what is the policy of the Administration? Do we wish to
éncourage the use of fringe beﬁefits on the part of employers
to retain'employéés en a péfménent basi; as some of the older

companies in ‘Hawaii used to do. The  annual bonus, the people

&eep on working because they are going to get the bonus.




QO

Q:jﬁ

« FORM 740

07002

PENGAD CO., BAYONNE, N.J.

20

21

22 .

23

24

25

llwe are trying to respond to the budget resolution. It may be

lland we want Treasury's view. We don't have any provision on

bo

These are the policies that need to be determined before
we act and before the Administration even makes its recommenda-
tions, T believe, Mr. Chairman. I would ask this question
relative to the fringe benefits thing. Perhaﬁs the Administra-
tion will agree to a permanent freeze on the activity on the
part of the IRS snooping around looking for non-statutory
fringe benefits which can be tazxed.

Would the Treaéury Departmenf;go with thaf freeze if we
should order 1t?

The Chairman: Could I just say that we are here because

that~we may not agree with everything the Administration
proposes and again I must say that if we cater to every special
interest group that is here or in the hallway, we aren't gding
to do anything;

Obviously we can lose $100 billion dollars in revenue by
taking care of everybody's amendmént,and doing nothing on fhe
other side and T am not getting into fringe benefits or any
other area but we are all.oﬁt there making speéches about tﬁe
déficit and now—wé have an opportunity to do sométhing to-do
something aboﬁt'it. T don't Want to prejﬁdicé what Treasury
might say but I‘a@ not certain., It is cértainly material
ffinge benefits. Some suggested extending the moratorium.

Serator Symms has a bill. The House has passed a bill, We have
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it on our last because I assume we will be going to conferenc:1
and_we thought at least we éught to have expressions from
committee members and the joint committee, our own staff and
Treasury.

Senator Matsunaga: What disturbed me I am sure as it has
other members as have been expressed here is that the Administra
tion is waiting with a $12 billion dollar veto and a $12 billion
dollar tax increase as the senator from Louisiana and the ’ |
senator from New Jersey have said, what are we doing here then?
Heavens. We are trying to balance the budget somehow and one
way is to increase the revenues.i One way to increase fevenues
is to inqrease taxés. |

When I firs? ran for office,<Mr; Chairman, some of us
feel that maybe é proposal to increase taxes\will spell
defeat. When the Democratic Party first took over the
government of Hawaii, the territory of Hawaii, it ran on a
platform of balancing.the budget. and increasing taxes to balance
the budget. This is in 1954. The Democratic Party took over
the territory of Hawaii for the first time in 54 years on a
policy of increasing taxes.

I would think that we shquld'do the right thing. I think
the American peoﬁle will understand. Tpat is what we ought to
do.

The Chairman: T hope we do the right ﬁhing. T get all

kinds of signals that the right thing is spending more money




-~ FORAM 740

07002

PENGAD CO.. BAYONNE, N.J,

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

42
and that we don't intend to do. We are not going to load a .

bill up with a lot of revenue losers. That is not my intent
af all. Whatever the Administration's policy may be, I think
we all recognize we have a problem in the deficit and we can
all say that it is because of this and that but the fact is
still that we have a problem.

Senator Matsunaga: I am still waiting for the answer.

Mr. Pearlman: Let me try, Séﬁator. The overall policy
éf the Administratién has been and continues to be that we
are not supportiye of revenue measuﬁes as revenue measures.
There are some specific items that the committee has invited
us t6 comment on through testimony and that are before you
which we do not beliéve'are revenue raisers and the Administra-
tion has specifically_indicated its support for those items
thé_most'notablevbeing the taxation of 1life insurance companies
and the area of tax exempt. leasing,

Beyond that we are here to try to respond and to provide
assistance to the COmmitteeiand”ébviously to try to deal with
aréas whéré-Wé think theré may bé potential for erosion of the
current tax base. .

I hope that is responsivé.

Sénator’Baucﬁsﬁ Mr. Chairman.

The Chairman: Sénator Baucﬁs.

ASénator Baﬁcﬁs: Mr. Chairman, frankly I think we all know

what is going on hére; This committéé knows. T think the
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43
Administration knows. The House knows. People know that we

have a deficit that is too high. We have to live within our
meahs. The only way we ére going to address it as we should
address it is some combination of spendiﬁg cuts and some
revenue increase, some combination -— both because it is
right énd also because it is the only politically acceptable
approach.

Frankly this never-never land that we are in right now
this Alice in Wonderland atmosphereAthat we are in right now
while we afe fiddling while Rome-is burning, T think is going

to begin to outrage the country, the people very significantly.

for Congress. The.Congress is waiting for the President.
Everybody is waiting for everybody else to move.

It seems to me that Senator Boren and Senator Danforth
with'their'proposal attempted symmetrical balanced approach
to get ét this problem is the first concrete approach to solve
this problem.

I think that when we convene next session whether it is
this afternoon or aftér the récess that we have a.résponsibility
to take'that first stépe We don't know the specifics yet but
génefally follow the approachAof Sénator Boren, Senator Danforth
and Senator Wallop to find some way to take that first step
becaﬁse I have a hunch, strongly feel'in fact that wé-are

therefore be filling that void and that vacuum that everybody ig




= FORM 740

07002

PENGAD CO., BAYONNE, N.J.

10

1

12

13

14

15 -

16
17
18
19
20
21

22
23
2

25

Ly
waiting for. Everybody 1is walting for somebody else to move.

I understand the point that the Senator from Rhode Island
made about indexing. I am opposed to repealing indexing for
the same reasons that Senator Armstrong mentioned. I also
think thét we are also going to have to cut some spending as
well as raising some revenue if we are going to solve this
problem;

I think we all know that is what is right. I think tpg
President knows that is right. I think that we are incorrect
if we and the White House think that politically it is best to
hope that all this takeS‘care-ofAitself until after the
elecﬁion. A lot can happen. That election is 13 months away.
It is going to boil over. We had better pay our debts ear;ier

rather than later.

T strongly encourage us to do what we know we shoﬁld be
aoing~

Senator Armstrong: I just wanted to ask a question. -I
wanted to be sure I understood what Senator Baucus was séying.
Did I understand you to say that you endorse the Boren-Danforth
p?oposal but not to the extent that it bears on indexing?
o Senator Baucus: I endorse the concept. I endorse the idea
I endorse the appfoach to try fo find some symmetrical solution
which cuts spending generally in the sa&e proportion as it

raises revenue. I specifically would prefer to raise revenue

in some way other than repealing partially indexing that we
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enacted at an earliérztimg. I don't 1like that approach. I
would rather_raise revenues’ some other way. I like the
appfoach of{generally finding & symmetrical balance evenhanded,
attempt to find an evenhanded fair approach to both raised
revenue and cuts in spending.

‘The Chairman: T want to thank the Senator from Montana.
ITn my view you are_exactly right. The two big players in this
town haven't suited up yet and that is Tip O'Neill and Ronéld
Reagan. Until they suit up, it is gamesmanship.. Maybe this
committee can provide some leadership. We hope that we can

continue on a bipartisan basis to put together a package that

lwill reflect our determination to reduce the deficit.

It may be more taxes than Sepator Roth would 1like to
accept. It may Be more spending cuts than sbmebody else would
like to_aécept. I don't know what choice we have unless we
just want téﬂkeep on making speechéé and let the economy go
down the drain in the process. I think if there are enbugh

of us on the committeé,'r think everybody shafes the view that

it is a problem, If there are as many votes for the spécifics

Senator Boren: Mr. Chairman, T certainly agree with what
you said. T met with a group bf_bﬁsinéSS leaders yéstérday
who said why can't we have some leadersﬁip. Who is going to
solve this problem? There is not one person in the ﬁnited

States unless it is pérhaps the Secretary of the Treasury that

as there are for the general problem, we will make it all right.|
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thinks that these deficits don't matter and that we are not

going to go over the edge of the cliff in terms of either high
interest rates or having to get some new printing presses. We"
are_going to be called on to do that if we don't get them down
to print ﬁhe money faster than anything we have now if we

don't let the interest rates rise up.

I just think we have to do sopething. Tt is disconcerting

to hear people try to not admit whét has to be done and say .

that we afe going to have some. spending. We are going to have
to raise some revenue.

When the Treasury Department of the United States will not
come in and admit'that openly, it is sure disconcerting to any
of us who want to take the pélitical risk necessary to solve
the problem.' It is a terrible absence of statesmenship and
responsibiiity on their part. I am very disappointed to see
it and I hope, Mr. Chairman, that you will continue to try
to follow the responsible role that you are trying to follow
and that our committee will do so.

Sénétor Armstrong: Mr. Chairman, I am not trying té have
the last word unless I can. T really cannot think of a single
mémber of the Senate for whom I have a greater admifation than
I do the Senator from Oklahoma particularly on this issue 

‘He has sounded the alarm over and over again. I think he
ig rigﬁt_thét probably Don Regan is fhe only guy in the country

that doesn't think these deficits are a terrible problem.
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I believe that Senator Boren was. probably one_of the very

fir;t senators to call atteﬁtion to that problem long before

it wés fashionable to do so.:- But David I must urge you to take
a look at the real trends of taxes and spending. Those
deficits do not —— I cannot see how anybody can look at those
and say that fhe deficits arise because we are under taxed.

What we have is an explosion on .the spending side. »That
is'wheré_the savings have to be made. You can't raise taxes
enough to close that gap. The symmetry of the proposal you
advance and it is not an unreasonable proposal. I don't say
that it is. It would have been right on target if somebody
had advogatedAit ih 1970.

What we hav? seen in the last ten or 12 years is a doubling
and tripling'and quadrupling on the spending\side and no. relief
at all on the éax side; In fact, taxes despite what Senator
Bénﬁsen has said and despite what Senator Long has said and
others havé hinted'ouf; taies aré rising. They are not going
down.

So any notion that there is a justice or a symmetry in
raising taxes and cutting spénding; T just think flies in the
facé“of thé'facts;

Senator Boren: Mr. Chairman, T won't get Into a debate
with my good friend. T appreciate his kind comments, I just
think that we havé'a.gap. . The spénding is.going up. There is

nopdoubt'abgﬁt that, We had spending at about 22 percent of the
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GNP three years ago. It is at 25.5 almost 26 percent of the
GNP now. Federal revénués, however, have declined slightly,
federal revenues from 20 perqeﬁt of the GNP down to about 18
percent. The point is that the gap is now 7.5 percent instead
of 2.5 pércent. it is getting wider. I would prefer to see us
do more on the spending side. |

The good senator from Colorado has convinced me to be

in favor of indexing on the tax‘siée. T would not favor th?.,_
fepeal of ‘indexing.. I think perhaps a temporary partial
contraint on it might in fact be the way that it is saved rather
than harmed.- I would urge him to think about that.

‘Senator Armstrong: I didn't think that I cpﬁld.get the

last word.

Senator Roth: If I could just point out what the figures

[o 1988 would be 24.8 percent of GNP. That is the highest in

he history of this country. In 1982 it was 24.6 pércént;

n 1981 it was 23.6 percent. In 1980, 23 percent.

Now ‘on the receipt side revenue is about as 'high as it
1&; ever been except for the year 1981. You wéré éxactly fight.
There have been no major tax cuts. RéVenﬁe.duming'the'1983A1988
beriod will be 19.7 percent. The highest it ever was in 1981
vas 20.9. “

So all -the people who are saying that there have been

major tax cuts, the fact is that they arve offset, They are

hre that you referred to, Senator Armstrong. Outlays for 1983'_-
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offset by other revenﬁé‘measures so whether you call it supply
side or whatever it is, theré has been no real test of it,
The.real fact of the matéér is that we are taking more and
more out 6f the private side and not giving the recovery a
chance to show what it can do.

If you really want to do somefhing about deficits, we had
better get some real growth in the economy. That is the way
you are going to reduce the deficit. All this talk here
that Wé are going to raisevrevenue and we are going to do
something on spending, T wouid just point out agéin that on
the House side this year that they have proposed a $24 billion
dollar spending increase.

T would»just point out that the Senate yesterday
overwhelmingly iﬁcreaséd spending by fouf billion dollars. So
I hear éll this talk about redﬁcing spénding and all thé othér
things but I don't seeAany«indication that that will‘be’doné:

Thé thing that history shows us is that ifbyou raisé
réVénﬁé; you are just going to eﬁcoﬁragé‘thdse who belieVé'in
big spending that we ought to incréasé the'spénding Side:

T woﬁldvge back to what T said éarlier;’ﬂr; Chairman;

I think'thére'aré'Somé'loophdlés that we probably .can close;

but T think we ought to listen to the business community and

llmost of the organizations from small business to big business

would like some certainty.

Wé’have had so many tax changes in the last two or three
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years it is no wonder that no one wants to invest because
they don't know what we are going to do next. I will be

interested in seeing when these spending cuts take place

lland then maybe we can talk about it.

The Chairman: I think we might be on the right track.

[T put together a little paper. If we had eliminated all the

ffthings we put in fhe tax bill the President didn't want and

didn't ask for in the tax bill in i981; we would pick up $79.5
billion dollars in i98b, 1985 and 1986. If we had enacted all -
the things the President wanted and didn't get, it would be
another $23.4 billion dollars. There is $105 billion doilars
in révenue of thihgs the President didn't want that we gave him
and things that he wanted we didn't give him.

There are all kinds of things we can do. I wouldn't
wecommend changing some of these. But if we really put our
minds to it I think there is an indication in tﬁis committee

inclﬁding Sénator Roth and everybody elsé if we can get the

pight package not raising revenues in the sense of going back
and undoing anything and T would oppose changing indexing: I
Also live in the real world. T think we ought tb continue to
wérk on that and will be doing that as we go’ through.
I would like fo'go throﬁgﬁ the rest of this list.
Senator Bradley: Mr. Chairman, may I say one thing? The

point is the President signed the tax bill in 1981.

The Chairman: Right.
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Senator Bfadley: That guaranteed the revenue hemorrage

and while everyone has great ideas and everyone has properly
ideés to deal with this, we are only nibbling around the edges
because we are unwilling to do what you pointed out which was
to go back to the 1981 Act and make some serious changes.

' Even the proposal that Sénators Boren and Danforth offer
is about $30 billiQn a year. So we still have $170 billion
deficit. If we are serious about addressing the problem aﬁd_
you don't want to go back to the 1981 Act in any way signifi-
cantly, you have to have a lot more cards in the deck to put
in here than simply what the Finance Committee is going to do
and that implies a much broader forum in which you could éctuall
trade. |

That iS'whle think the suggestion that 'you have made from
time to time which is getting a bipartisan conference so that
you can agtuaily address the $200 billion dollar budget deficit
is:not aAreal bad idea. I think it is a good idea because that

is the only way absent going back to the 1981 Act that you are

|going to be able to make the trade-offs that you have to make.

As any number of people have said here today, the deficits
are quickly translated from an economic problem into a political

problem and into a strategic problem.

You can find countries around this world in the next six
months to a year declaring a moratorium on their debt because

they can't afford the intérest rate and suddenly we have a much
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different world.

The Chairman: Senator Bentsen.

Senator Bentsen: Mr. Chairman, I just want to speak to
a specific on the agenda. You and Senator Moynihan showed
a great deal of leadership on thé tax bill when we got into
the probiem of commodity straddles.

It is my understanding and I have been alvised-that there
is still some ambiguities and some;question involved in that
and an amendment has been proposed to try to bring about sdme
clarification.

It is a very technical subject and I would hope that you
énd Senator Moynihan and your staffs would take a look at it
and see 1f this is a .proper approach to try to settle some of

the questions.

~You set up a transitional rule there that legitimatized
and'understood that yoﬁ had legitimate straddle in instances
where they were enteréd inté with the anticipation or hope>of
brofit. If the staffs could look at that, T would appreciate
it and see what yoﬁ and Senator Moynihan think on it.

The Chairman: I ﬁentioned in a discussion with Republican
ngmberﬁ the other day that we had had a number of inquiries.

In fact T think Andre has been aware of those and othérs have

that We fairly dealt with the issue at all in 1981 what they are

poncerned- about now is the fact that IRS and other procedures

]
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being used in the yeagé prior to that, is that correct? That
is the concern that has peeh’expressed?

Mr. LeDuc: Yes, Mr. Chairman. That is one of the
concerns.

The Chairman: - If there is a tak, whether the rate is

{lgoing to be 32 percent or a higher rate, is that also the case?

That is another issue?

Mr. DelLuc: Yes, sir.

The Chairman: I appreciate your raising that. We were
also told ét the fime we addressed it that stock option-
straddles, I guess, would be too expensive or something. They
wouldn't be an issue. We understand now. You might just 
address fhat briefly while we have it up because we are going
to look at the oéhers, Senator Bentsen.

~Mr. LeDuc: In 1981 stock option straddles were carved
out of the general rule enacted for commodity straddles based
on our uhderstanding and the Tfeasury's understanding at that
time that the potential problems were not present with respect
to stock opfions.
I think at the staff level there is a judgment that based
Lpon a number of tax shelter prospectuses that have been shared
with the staff thét there is a'serious problem here. T think
thé industrylagrées that there are some\problems. Thére are
. couple of options that woﬁld be available to &al with this

problem,
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The first described in the materials circulated to the

lcommittee would take stock options and move them into the
ceneral rule for commodities which are the loss offset rules.
An alternative approach that perhaps ought to be explored wouid
be to mové stock options into the market-to-market rules.
The Chairman: Has the joint committee looked at that alSo,
Jim?

Mr. Wetzler: What has happenéd is that in the last
éouple of weeks the industry has made a legislative proposal.
We have met with them. It is a complicated area but I think
the proposal is a promising one that looks 1like it could deal
with‘the abuses that Treasury referred to in its testimony
earlier in the year and also solve some of the industry's
problems it is having because of the differences in tax
treatmenﬁ between fﬁtures contracts and options.
So we are working on that. It is a fairly complicated
area. We are wofking with Andre and the Finance staff to see
if we can work something out.
Senator Symms: Has the proposal that Senator Bentsen and

Senator Moynihan have made been looked at? Is this to try to

lgo back and address the problem?

Mr. Wetzler: There are two separate issues. Senator
Bentsén, I think, is concerned with the transitional issue.--
Senator Symms: Right. That is what I.am concerned with

£oo.
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Mr. Wetzler: -- regarding what was done back in 1981.
We are looking at that and then the stock options question
is something different. That is looking towards the future.

Senator Symms: I would just say, Mr. Chairman, that if

we could do something on this I think we really ought to direct
the IRS because the transition rule has been the probleﬁ»on

the market-to-market. I am not‘going to. get into a philoéophi—(
cal discussion of market-to-market here bécause I do think

that history will prove that it weakens the forward months.

That is neither here nor there.

The Internal Révenue Servicé, I think, needs Congressional
direction of what they are doing on going back and disallowing
what were up until -- actually wﬁat trades that had been
jaccepted as the way to do business since abouf 1938 or so
and they have just changed it all of>a sudden without the

consent of Congress.

If they have a proposal, T sure woﬁld be interested in

The Chairman: I am glad it was raised by Senator Bentsen.

benator Moynihan did mention it to me earlier this morning. T

jid raisé it in a meeting with.Republicans the other day. As fan
ns I know there isn't any proposal. What T would sﬁggest is that
the staff and the joint committee take a look at what may be
Droposed‘or-at least some options as you look at the stock

bption straddles and foreign corporation commodity straddles, T
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think that is an area we had better move in on quickly before
we have another gaping problem.

We will address the concerns expressed.

Senator Moynihan: Could I thank you.for that statemenf,
Mr. Chairman? I think clearly the(foreign option arrangement
has to be stopped before it really gets going as we did with
commodity straddles.

In the straddle'legislation we provided for a five-year
transition for persoﬁs, We certainly had no understanding
and made noistatement, we explicitly made no statement about
legality or illegality. If there is a question of IRS
mistfeatment here, I think we would like to hear from the staff
about it.
The Chairman: .I am not going to get into that now. It
has beeﬁ'raised and we will take a look at it.
Senator Bradley: Mr. Chairman; could I make a‘request
that on the document that has the agenda with all of the ofhér
revenue options where we have the law, backgroﬁnd and explana-
tion could We also havé the revenue figure? T dont't séé that.
‘The Chairman. Yes. That would be helpful.
Mr. DeArment: Mr. Chairman, the joint committee was still
working on some Of-the revenue.nﬁmbers. That is why they were
qét.iﬁcluded. T think wé will havé thoéeAavailable shortly.
ﬁr, Wetzler; We don't havé revenue figurés fof every

slngle one of them but we will pass around what we have.
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The Chairman: I am not sure we are going to be in session
but if we are in session-toﬁonrow, can we meet tomorrow?

Mr. DeArment: I don*t think we have any conflict. Yes,
we can meet tomorrow if the Senate is in session.

The éhairman: I think we might at least touch on a couple
more of these."What is postponement of the effective date of.
the 15 percent net- interest exclusion? That is an amendmept
offered by Senator Schmidt of. New Meiico? What would that
do, delay that or postpone it?

Mr. DeArment: Yes. We would delay it for two years.
Under current law it would come into effect in 1985 and the
proposai that iS'listed here would be to delay that effective
date for two-yea#s. The 15 percent exclusion was one of the
several savings incentives that we included in the Economic
Recovery Tax Aét in 1981.

Senator Symms: What is the revenue on that?

Mr. DeArment: Tﬁe révenue'right now évér thrée'yéars
the revenue pick~up would be about $3.9 billion dollars. -

Senator Symms:; What is the projedtéd’loss as far as
lack of savings? Does anybody have any nﬁmbers on that?

" Mr. DeArment: Jim, woﬁld you like to answer that?

Mr. Wetzler: Since it hasn't taken éffedt'yet; wé really
don't havé'any experiencé'with'it;

Sénatof Symms: But you anticipéte thoﬁgh.that would bé an

encouragement for people to save?
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Mr. DeArment: That's correct.

Mr. Wetzler: Our concern, I guess Senator Symms, is that
there has been a big cost overrun In the IRA program with the
revenue loss from that coming in at about three or four times
what was originally forecast. So we sort of already spent the
money that is going to spent and the net interest exclusion.
on IRA;s.

.The Chairman:r Plus Senator G?assley has another amendment
that I think will'add to that loss if it is passed. |

Mr. DeArment: There has been concern that the amount of
the 15 percent exemption really is so small that it may not hav¢g
that much of an effect. |

Senator Symms: What about raising it to 25 or 50,

Mr. Chairman? |
_erf'DeArment: Tﬁe original proposal was for 25 percent. -
There is the éame concern as we had with the one hundred dollar
small savér that it is really not mﬁch-of an incentive.
| Senator Symms: I think that would be a mistake to include
that in the bill, Mr. Chairman. |

The Chairman: It may be. We haven't done it.

. Senator Symms: T jﬁst ﬁant to be on record to say that
I Wili'oppose that oné,

The Chairman: That is one of those that if we are trying

to find any painless aréas, that is one of the less painful.

What about property and casualty insurance company? That is on
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the schedule because we did have hearings earlier. We had GAO
witnesses and I understand their report that they testified
about generally is available in rough draft this week.

Mr. Belas: Mr. Chairman, the property and casualty
industry is comprised of approximately 3,000 companies. Those
3,000 companies over the last ten years GAO has determined
have paid abput three billion dollars in taxes, 3,000 companies.

Over the last fiﬁe years justlseven of those 3,000
éompanies‘paid over 52 percent of the taxes paid by the industry
and one company paid about 25 percent of the taxes for the-
whole iﬁdusﬁry despite the fact that there are 3,000 companies
in tﬁe industry.

The primary reason that these companies have not been
paying much tax on thgir economic income is that they invest
very heaﬁily in tax exempt securities. Tax exempt secﬁrities
now comprise about 40 percent of the so-called admitted assets
of thése companies. |

The proposals that are in the staff document do not and
are not intended to limit tai exémpt income on the part of the
igdﬁstry nor aré they intended to substantially change the
taxable income of the companies.

The primary brovision is'simply to conform the accounting
of reServé liabilitiés, thé_deduction fér-the reservé liabilitie
to the’tréatmént of 1ife insurance companies.

Basically a property and casualty company will determine
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once they believe an ébcideht has occurred that they will take
a deduction for the amount of the claim they expect they will
have to pay even though they may not have to pay that claim

for several years in the future and will earn investment income

|[lon those premiums.

.The proposal would simply diécount using an after tax
discouﬁt rate which is intended to take into account the fact
that the investment income will be subject to tax the amount
of deduction for those reservés that'can 5e‘taken in the firét
year.

Essentially what we afe saying is that the companies can
accelerate their deduction well before they have to actually

pay out the claim. There is no question about that. It is

Njust a calculation of how much of a'deductioh they get to take

in that_early year for a c}aim'that will not have to .be paid
until far in the future.

The éroposal would exempt out the type of business that
is.in fact settled over a short term period. For example,
the primary examples would be automobiles, property damage,
homeowner's property damage, fire damage and the like. Those
are traditionally»settled. The claims are settled within three
years and there wdﬁld be no réason to discount those;

Senator Symms: Could T ask a queséion on that? Isn't
there a risk here that what you are really doing is iowering

the reserves of the insurance company to be able to pay out
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claims. In other words we are golng to put ourselves,
Treasury,_government as saying we know how much they are
reaily going to pay out and théy are taking a bigger claim
than they are and then they are putting more reserves in:
Didn't GEICO if my memory serves me correctly go through a
process where they had a problem of having more policies
written and more claims than they had reserves and then some
changes_were made to expand the reserves? Isn't that realiy
what we are talking about?

Mr. Belas: Senator Symms, the nature of the business is a

|lguess or an estimation'of what that liability will be within

the policy limits of course and when that claim will have to

be paid.

Whether‘you>discount reserves or not that risk or that

[suess on the part of the company is a business risk that they

taken.

Senétor Symms: Then what we would be doing 1s passing
this off to the people who have to pay for automobile insurance
or casualty-insurance?

Mr. Belas: Yes. You might think of it as that. The
federa;hgovernment is in the business of partially insuring

br partially paying for the prémiﬁms of a person who buys
hutomobile insurance and the question ié do you do that.
Senator Symms: No. You see my point is I think that this

is.a lot more serious than meets the eye. I think if we start
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tampering with that yéa may find out you have a whole bunch
of property and casualty.coﬁpanies out here that end up with
moré claims than they have the ability to pay for them. The
bnly answer then would be that you have to raise all insurance
rates. That clearly would be a tax increase on consumers.
Mr. Belas: Senator, I think you must keep in mind that

what is occurring if you discount reserves is not an increase

fin taxes. It is a timing question when the deduction will be

[caken and when the income will be taxed. The same amount of tax
Wwill occur. It is just a question of when that tax will be paid
Senator Bentsen: Mr. Chaifman.

The Chairman. Senator Bentsen.

Senator Bentsen: It can't be stated just that lightly
because the poiné at which takes are paid makes a great deal

of difference insofar as to the value of funds. What has been
proposed is certainly a very interesting intellectual exercise
and woulalgo far beyond just the question of discounting the
amount of reserves if you want to carry it to the fullest

extent of the logic of that approach.

I don't quarrel with it. -PerhapS'something should be done
in that regard but you are talking about a major change in the
tax structure for that particular industry. I think that is one
that ought to be explored. We ought to fully understand how far

that goes and what its complete results would be. I think we

bught to have the hearings specifically on that to try to
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understand it better.

The other point that was made about the industry paying
a much lower tax in recent years, I have been advised that
the industry is awash in red ink, that your loss ratios have
been up éround 112 percent and that had had a very material
effect onbwhat has happened on taxes}in recent years.

Mr. Belas: Senator, they are obviously --

Senator Bentsen: Ts that a‘iegitimate'statement that has
-been made to me? |

Mr. Belas: Without qﬁestion they are in a down'cycle

in the industry. There still is a question however whethér

they are economically not making money or whether they just

departments or according to their tax returns.
Senator Moynihan: Just out of curiosity could T ask

Senator Bentsen, T donft know if T qﬁité followéd vhat yoﬁ

Seriator Bentsen: Tt is my understanding and he has just
backéd‘it up that the indﬁstry is a sérious down cycle bﬁsinéss~
wise and that their 1oss ratios are'askéWed and that théy havé
Yost a Véry substantial amount of monéy and their stock
ratios are réfledtiné that. .

Ir yeﬁ really want someone who is sophisticated who will

tell you that then go look at the stock market and see what

T

hashappened—to someof thetr price earnings rattos—amd the
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investing community f;inkg"they have problems and that they are
serious problems.

What he is talking abont‘as I see it is a major change
in the tax approach maybe justified but T think it is one
that we shouldn't do casually,.that we should fully understand
it.

Mr. Belas: Senator, the GAO has been studying this.

Senator Bentsen: That's right. But we don't have tnat
yet. |

Mr. Belas: We have from the GAO today a memorandum
which states categorically that the conclusions that they
testified to in the June hearing remain unchanged and the'data
on which-it is based remain unchanged. |

The appropniatengss of discounting reserves is
unquestioned in their mind. The report is not ready only
becanse it is going through the bureaucratic changing of the
commas éuestion not that the conclusions are in doubt.

Senator Bentsen: I think it is very important that we
have an opnortunity, the rest of us, to look at that study.

The Chairman: Again it is on the agenda because we had
had a hearing and it may be that we need additional hearings.
Obviously those in the busineés are going to disagree when
you start changing anything that may be‘helpful or beneficial.

T wonder if we might at least touch on some of these other

areas so that we can avoid coming back this afternoon. Number
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"E" is modification of income averaging. That is on the
agenda because we passed out of this committee health care
for the unemployed and we have agreed in the committee that
at least those who voted for that package that we would pay
for -- we are not going to pass another program unless it is
paid for.

What we had done at the committee level was to reduce
spending enough to pay for iﬁ oveﬁ.a two or three year period.
The Administration is opposed to that. They feel that belongs
in the spending reductiqn package but they would not oppose an
appropriate revenue change.

' This may not be appropriate but it has been suggested

that the income averaging change on the agenda might just.

il satisfy the amount needed to fund health care for. the

unemployéd. Jim, do you want to comment on that?
Mr,AWetzler: One of the problems this addresses is that
there is something of a double dip really between income
averaging and indexing. When you index the tax brackets for
inflation then if all that is happening to you is that your
ipcbme'isAgoing up with inflation, your tax rate won't change
épd there 1is really no particular reason for you to have any
income averaging.» |
' The way the present systém works ypu will still bé'gettipg

benefits from income avéraging. So really the idea here 1s

that because we have enacted indexing, some sort of modest
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cutback in income averaging would be appropriate to eliminate
this double benefit.

The Chairman: You don't eliminate it. You just modify
it.

Mr. Wetzler: What is proposed here are two cutbacks that
would approximately offset the double benefit that is perceived
by combining both indexing and income averaging. An exact
adjustment to eliminate the_aoubié:dip would be kind of
éomplicaﬁed so what we have worked out is two sort of
approximaté-adjustments, two alternative adjustments.

. The way income averaging works is that. you compute your
inc&me over the four prior years. That is your base period.
Then you multiply that by 120 percent and get a threshold
and your income in excéss of 120 percent of your base is your
so—calléd‘averagéable income. Then your income averaging
basically is designed to reduce the”marginal tax rate on that
éyerageablé incOmé, the incoﬁe in eicess of 120 percent of your
basé;

The first proposal here just raises that threshold from
;?O-percenﬁ to 140 pércént. The sécond proposal doés two
things. Tt ralses the thréshqld to 130 percent instead of

140 percént but then shorténs the base from four years down to

lltwo years. The theory here is that it is a fairly complicated

ﬁfovision'fOr taipayers to have to keep théir tax returns for

the prior four years. As a result of that many people who are




o

+ FORM 7140

07002

PENGAD CO., BAYONNE, N.J.

10

1

12
13
14
15
16
17
18
18
20
21
22
23
24

25

1

67

eligible for income'é;eraging don't elect it. By shortening
the base period from fogr years to two years you would make
thé,provision simpler. It would make it easier for the IRS
to administer because the IRS has trouble tracking people's
incomes three and four years back.

You would also cut down some of the benefits because
averaging over a three-year period is less beneficial than
avefaging over a_five—year period and that is where youigét
the revenue gain.

Those are the alternatives here under income averaging.

The Chairman: It may not be related but if we could drop
from there to the last item on the agenda, the six month
capital gains holding period. The primary objection to
changing that ffom 12 months toAsix months has been the cost.

Wé believe that we have found a way to diffuse ﬁhat
arguméntAwithOut any impact on the desire tO'changé it.

I@ woula lower it to six months. Coﬁld you explain that?

Mr. Wetzler: What we have down here is two things, one
is to shorten the hOldingApériod from one'yéar to six months
effectivé for assets pﬁrchaséd after NoVembér l; 1983. That
s aAsoméwbat different efféctive'date than wé have had in the
past whichfwoﬁld.havé the effedt of making it clear that no
oné‘is.going to get a benefit on;gainsithat have accrued
already.

Tt is only assets you have purchased in the fﬁtﬁre and
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of course you don't know Wﬁether you are going to get a gain.
or a loss on those future assets.

The second part'of it and there is a misprint here on the
effective date but the second part of it would today you can
deduct capital losses against Qrdinary income up to $3,000.00.
That was increased from $l,000.00-back in 1976 which was the
same Eime that the holding period was lengthened to a year.
This proposal would shorten the -—:it.would reduce the liﬁit
on the deduction of capital losses against ordinary income
from $3,000.00 back down to $1,000.00 which is where it was
before 1976.

The misprint is it shouid say for calendar year 1984
and subsequent years because you have changed the effectivé
date on the six:month holding period to make: it prospectivé.

The Chairman: Would that respond to the argument that
particularly Hbuse'members have madé that the problém with the
six monfh'hdlding period is the cost?

Mr. Wetzler: The change on capital losses would more than
pay for the shortening of the holding period.

Senator Moynihan: Mr. Chairman, T know there is that
concern but I think we have had experiénce in this committee
of redﬁcihg rates and finding-that far from costing the
Treasury; thé TéVenﬁe actﬁally incréaséd. It wasn't dramatic
perhaps but there wasn't a loss. In 1978 T think tﬁat

happened. I would bé'intéreStéd in Mr, Wetzler's view or any
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of these gentlemen, in the theory of taxation it seems to me
that to distinguish between capital gains and income is to
influence economic decision-making because of a tax code.
Now.in the commodity exchanges we have abolished any capital
gains period and it appears to beAworking fine.

I look to you, Jim, as our philosopher in these matters.

Mr. Wetzler:' It is clear that any holding period
distinction.is somewhat arbiﬁraryiincluding the one-year
holding period thatris now in the law. T think if you Just
abolish thé holding period entirely for stock without going to
a market-to-market type of system the way you haﬁé-doné for
comﬁidity futures and the way ﬁhe=options indﬁstry is proposing
ﬁhat.you do for options, without doing that if yoﬁ Just
abolish the holding period I think you might have SOmé‘troﬁblé
with various manipulative-tax devices.

I unld be hesitant te’reébmmend abolishing the holding
period beforé‘we have a réally caréfﬁl chance to s£ﬁdy thé 
possibilities. |

Senator Moynihan: »But'yoﬁ woﬁld be in favor of réturning
ip te six months?

] Mr, Wetzler: T don‘tAréally have a strong fééling about
it. I think the hOlding periéd»is pretfy arbitrary whethér it
be six months or one year. The argﬁmen£ that the securities -
induétry makés.for the six months is that when yoﬁ oﬁly have to

hold the stock for six months to get a long term capital gain
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your chancés of getting a gaiﬁ will be, you will perceivé'them
as being greater. Therefqre, individuals will bé more willing
to invest in stocks. That will improve therefore the equity

market and make it easier for firms to raise equity capital.

‘They are in a better position than I am to evaluate how their

customers willfreépond to an incentive 1like that..

Senator Moynihan: The shorter period -- the experience of
stocks is'to go up and down and the longer that period goes
on the more  likely you are to be on a down side and you can
pick your up side in the shorter side. I guess that is the
basic argument.

It seems to me that this distinction was putAin a tax
code in the 1920's, wasn't it?

Mr. Wetzler: I think in 1921 is when the Congress first
enacted a'special proﬁision for capital gains. Since then
there has always been some diétinction between long and short -
term. It has fluctuated anywhere from six months up to about
a year a half or two years and it was six months ,between, T
think, 1942 and 1976 and it has been a year since then.

So we have experimented with every different way to do

it.

-

Benator Moynihan: I don't want to detain the Chairman
who has been very patient but it troubles me. It is like the
concept of unearned income. A good economy would like to have

people save as much and defer expenditure and so forth and
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having done what you want them to do, do you then declaréi

éi% 2 | their income to be unearned? Capital gains are income. It
3 is only the Vanderbilts who get them.

{;) . 4 The Chairman: We passed this in the Senate I think two
5 | or three ﬁiﬁes last time by a vote of 17 to 17 but this in

6 | my view haS:SuﬁstéQtial resistance in the House. .The reason

7 I had heard was the ﬁogt. This would sort of take it back where¢
8 || it was. Is that correct?

.9 Mr. Wetzler:, These two provisions were adopted at the

10 | same time back in 1976. The holding period was really adopted
1 originally as a way of paying for the increase in the loss

12 | offset. This would basically reverse what was done back in

13 || 1976 and keep the two linked together.

i
iy
[§15A0
H
H
! .

14 . The-Chairman: -This -might--satisfy--Senator-Bumpers who I
15 || know is quite concerned about it and I think also Senator
16 || Metzenbaum.

17 Can we go to the expansion of the sport fishing equipment

« FORM 740

18 || excise tax? This is a bill that I think Senator Wallop and
19 || other senators. on both sides have an interest in. Harry,

what is the deal on this?

PENGAD CO., BAYONNE, N.J. 07002

20

21 Senator Symms: ~Before you go away from that, Mr. Chair-
22 man, I just want to'say-one thipg while Senator Moynihan is
2; still hefé.and'for'the benefit of the staff from Treasury. I
24 still believe that if you shorten the holding period that the

sEEE 25 historical record is there to show you that there will be
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actually more commerce and more business and more acceleration

= 2 . :
E;; and velocity of the commercial activity. Treasury is going to
3
get more money not less money by shortening the holding
. 4 .
é;) . period. If you can work this out with the opposition to it,
5

I think we ought to try to do it.

6 The Chairﬁan;: We are going to try. It is going to go
7 in our package that we hope everybody votes for.
8 Harry, what is the deal on the fishing? Is it pretty
.9 good?
10 Mr. Graham: Apparently Mr. Chairman present law hasAa

n 10 péfcent manufacturer's excise tax on'certain'sport fishing
2 fl items. H.R. 2163 as passed by the House would éxband the
_J:) 13 || number of sport fishing items fhat are squect to this 10

14 f percent excise tax. Those funds are used to fund two separate

15 || trust funds which go back to the states and are used for

16 || facilities.

17 The Chairman:  We are not talking about revenue gain.

« FORM 740

18 || We are talking about money that is used for whatever. it is
19 || used for.
20 Mr. Graham: Yes, sir. Each fund has contract authority

so there is no offset as far as the revenue picture is

-

21
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22 concerned.

23 The Chairman: I had someone approach me yesterday and I

2 should remember the name but who was concerned and he is a

== 25 || domestic manufacturer of fishing rods. I ‘think he had been in
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to see you and he was looking for some amendment that would

2 |l not prejudice a domestic manufacturer.
3 Mr. Graham: Concern has been expressed by domestic
{;) ' 4 || manufacturers that foreign importers can not do an arms

5 1engfh transaction and therefore avoid paying the 10 percent
6 . excise-taxlon fhétinclusion of their profit in the pricé of
7 || the item. ”
8 Consideration is being given to several different
.9 || options one of which would move the collection point to the

10 last sale before retail sale in order to alleviate that

11 problem.

12 The Chairman: That 1is a real problem then that has been
i3 raiséd?

14 A Mr. Graham: AYes,vsir, to some extent.

15 Mr. Wetzler: T think,_Mr. Chairman, the Ways and Means

16 || report has an instruction to the IRS to enforce more closely

17 the constructive salés price provision to make sure that

FORM 740

18 || @11 pafties importers and domestic manufacturers are --

0r002 -

The Chairman: I guess I should have asked. Is this in

3 19

g -20 the Ways and. Means? Are they considering this same provision?

% oy Mr. WétZIQr; This has already passed the House, I believe.

g 2 Mr: Graham: It has passed the Hoﬁse.- The Waj; and Meané
2; briéfly'consideréd'moving the collection point but really did
04 not have time to address it.

%5? o5 The Chairman: Does Treasﬁry have any comment on this bill{
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1 7
L ) Mr. Pearlman: Wr. Chairman, on this particular point
A 3 this point has been made to us as well that there may be a-
\
A discrimination between domestic and foreign producers. That is
€;> 5 of concern to us. We think we need to address that question.
The Chairman: I know even the vice-president is very
6 B , :
interested in this measure. I have had all kinds of
7 |
| indications that this is very important. I don't fish so I
8 |
don't know.
R )
Mr. Pearlman: Our position and we have testified before 1
10 ‘
the committee on the bill is that we oppose the diversion of
1 » |
the excess motorboat gasoline and motor fuel excise taxes
12 |
' into a separate fund but that we support the other two
. 13 .
gii) | increases in Dingell-Johnston.
14 \
The Chairman: Does this raise additional money then,
15
I Harry? -
. 16 .
e Mr. Graham: Yes, sir. It raises about $100 million over
H 17 -
4 a three-year period. -
8 18 .
2 The Chairman: Where does that go?
3 19
" Mr. Graham: Tt goes into the sport boating safety fund
? 20 and also inte the land water reservation fund.
s 2 The Chairman: TIs there any objection? Does the
'2? Administration oppose the proposal?
23 0 Mr. Pearlman: We do oppose the diversion of the funds--
_— %4 |l of the gasoline and motor fuel taxes into the fund because it
.:w. ‘ 25 has an adverse revenue impact. Otherwise, we are supportive of
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the bill.

Let me just note that we are somewhat concerned about;tﬁe
alternative that has been suggested of moving the tax to féf
example a wholesale level tax because of some of the collection
to tfy to déal with the foreign problems.

The-ChairmanE' Could we try to work out some_of,these
problems?

Mr. Pearlman: Yes. I think we need to work on this.

The Chairman: Aé I understand this is probably not .that
controversial but we want to raise it publically so that
everyone will know that it is all on the table and if‘anybody
has any questions representing any domestic or foreign
manufacturer, they will know that we have raised 1it.

T woﬁld hopé that‘betweén now and the time we come back
after the recess that we will have résolvéd as many of the
problems as we can.

Mr. Graham: Thére are several proposals, Mr. Chairman,
being discﬁssed in order to resolve that problem. | |

The Chairman: What about number "J"? That is one that
has passed the’Sénate several times and is always‘knocked-out
by Congréssman-Gibbons on thé Hoﬁse sidé, withholdiﬁg on gains
fbom foréign investment in U. S. réal property: Th;t is
another measﬁre that Senator Wallop introduced and the only
problem is it lacks teeth. It makes it difficult to get the

tax. Is that correct?
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Mr. Belas: The problem; Senator, you hit correct1y~
is that the tax is imposed and there is 'no way to assure
collection because the taxpayers are foreigners. The 1egié;a—
tion as it is currently structured only-requires reporting.
Reguiatidns have not been finalized to require that reporting.
Therefére,‘thefrepOrting is not even being done. There is a
lot of criticism in the tax community on the nature of the
reporting rules and it has been suggested by many members on
the Senate side that an easier, a more effective appfoach
would be to require withholding rather than reporting.

The Chairman: Does Treasury have any objection to that?

Mr. Pearlman: No. We are very supportive of this
provision. -

The Chairman: Why is it that it keépsAgetting knocked
out?

Mr. Pearlman: T can't answer that. I don't know.

The Chairman: It has beén in a couple of bills that we
have passed, hasn't it?

Mr. DéArment: Mr. Chairman, we have passed this three
times. WeApassed it in the 1980 réconciliation bill when we
first passed the sﬁﬁstantive provisions. We passéd-it in 1981
and in 1982. ‘

The Chairman: Many foreigners are not to pay the tax
sale. That is about what it amounts to.

Mr. Pearlman: Mr., Chairman, I am advised that there has
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been some prior cripipism that the withholding would be
unduly burdensome and that was the criticism to the prior
proposals but this bill.hés been revised to relieve that
burden.

‘We believe_that probably that criticism is :properly
addreséed in thiS’bill.

The Chalrman: T would hope that maybe Treasury or the
JQint Commiftee might check tﬁat language with Congressman
Gibbons. He'suggested that it would be burdensome. I have
heard that afgument used on withholding and it waslfairly
effective.

Senator Symms: Any tax treaty problems with it?

AThe Chairman: Tax treatieé?

Senator Symms: Is theré any tax treaties with foreign
countries or some reason?

Mr. Pearlmag: iYour question was would this create a
problem uhder this?

Senator Symms: -IAwaS'curious of why it is that it
_always_gets'knocked out. It seems so logical.

Mr. Péarlman: I have not heard that it was a treaty
problem; Senator. |

Mr. Wetzler: I think in the past there have been
transition rules to deal with the treaty questions that are
raised.

Mr. Belas: Also the original substantive legislation

that was bassed in 1980 specifically overruled inconsistent

77
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treaty provisions.

2 The Chairman: I think it is worth looking at and putting
3 || back in there.
i:} 4 Maybe we could go to the tax compliénce measure.
5 ‘Senator Symms: How about number "I", Mr. Chairman?
6 The Chairman: Let's do tax compliance and then "I" and

7 || we will just leave "G".

8 Are these tax compliance measures primarily the ones

.9 thét result ffom hearings by Senator Grassley's committee?
10 Mr. DeArment: Yes, they do.and further work with the.
11 Treasury staff and the Joint Committee staff. The proposals
12 || outlined as exhibit F are deéesigned to deal with afeas of the
13 compliance gap that were notraddressed by last year's

14 || compliance legislation, principally some>new tax shelter

15 compliancé problems, bompliance problems relating to illegal
16 || source income and third, the overstatement of deductions.

17 We add new reporting requirements and targeted amendments

« FORM 740

18 || to deal with the promotion and sale of tax shelters, abuse of

19 tax shelters and a reporting requirement designed to deal with

individﬁals with sﬁbstantial illegal source income who spend

PENGAD CO., BAYONNE, N.J, 0J0OOR

20

21 that income in cash in large cash purchases in excess of
,000,00.

22 %5,

- The Chairman: Does it have any revenue impact?

- Mr. Wetzler: T think our estimate is that over the three

Sroo , | vear period this would pick up about $300 million dollars




-!l .
iEh
A N
¢

- FOKM 740

03002

&0., BAYONNE, N.J.

a
-«
L]
4
[
e

10
11
12
13
14
15
>16
17
18
19
20
21
7

23

24

25

79

‘keeping in mind that it is hard to estimate the positivef

revenue impaqts that come from a lot of these compliance
provisions. There is probably some revenue here that we are
not able to estimate but we try to be consérvative.

AThe Chairman: Now does Treasury support these changes?

Mr. Pearlmanﬁ Yes, we do, Mr. Chairman. Again we do not
look at these changes as revenue raisers.

The Chairman: Sort of neutral.

Mr. Pearlman: Théy are insignificant. We don't look at
them as raisingAany significant revenue.

The Chairman: But you are noﬁ opposed to compliance?

Mr. Pearlman: We are very_supportive of compliance.

The Chairman: Good.

Senator Symms: Mr. Chairman, could I ask a question about
the $5,000.00? The pfoposal says that the committee may wish
to consider recommending American Institute of Certified
Pﬁblic Accoﬁntants that anybody who payé cash in the course of
a tradé or a bﬁsiness that it ﬁas to .be reported to thé>IRS.
Is this for drug enforcement? What is the purpose of this?

Mr. LéDuc: Senator, last year we had no proposals that
dealt with individuals with'largé drﬁg-income or lafge
gambling income or-6ther'illega1_soﬁrcés. )

The conclusion of the staff was that to catch those guys
we catch them when they bring the money back into the system.

So if someone walks in to bﬁy a new car and pays $10,000.00 or
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$15,000.00 in cash and we are not talking about checks or -

i% 2 1 other equivalents, if he walks in and puils dollar bills ouﬁ
3 of his wallet, the car dealer would be required'tb report -
@;) - 4 |l that purchase to. the Intefnai_Revenue Service. The threshold
_5 that was suggested in the write-up was $5,000.00 but it is
6 directed agaihsf éhe“illegal soufce incomes, Senator.
7

The Chairman: Could he bring in $4,000.00 one day and

8 $4,OOO.00Athe'next?

Mr. LeDuc: You would integrate a serieé of transactions.
10 Mr. Pearlman: Mr. Chairman, jﬁst for completeness let.

11 llme note that we have some problems with a coﬁple of these

12 fcompliance items. I think they can be WOrkéd'oﬁt with the

13 |Istaff. T don't want to mislead you.

14 . Senator Symms: TUsed car dealers would love this. - You

15 flcould buy one car for $4,900.00 today and then go trade it in

16 |land pay $4,900.00. difference tomorrow and tradé it in the next

Y A

17 ||day for $4,000.00 difference and pretty soon you could trade it

18 [lin for $4,000,00 you have yourself a Cadallac.

vevea

19 The Chairman: That's right.-
20 Senator Symms: It is going te be hard to enforce. That is

21 {fhe point I wanted te make. What you are really saying is

PENGAD LU., SAIUNRNAR, M.

2o |fthat the goal of the IRS"is to get is on a completély credit
‘_,) 23 card and a paper trail so no matter whether you are honest or
2 Hishonest, they can track_yeﬁ right down te the last cent of

== 25 income you éarned and the last cent you spéndq That is really
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what we ‘are doing here.

‘There are a lot of little, old honest peoplé out thefg"
that actually save cash and then go spend it.

The Chairman: They won't have any problem, Will they?

-Mr. Strétch: Senator, the staff is aware of the
criticisms.théé'féd'make and are.very sensitive to fhgm,
There 1is a_lot of validity to your‘concerns. We felt that
since the American Institute of Certified Public Accounténts
has criticized the Congress for not taking.this step and
the New York ;State Bar had criticized Congress for not taking
this step that it should be.Somethihg that is broﬁght to the
attention of the committee and see if we could wofk out somé
of these problems that you raise.

Sénator Symms: That is the one thing that we have to
remember fhough. The»IRS's goal is to have a paper traiil fof
everybody. Now I don't blame them for wanting to catch the
drug dealers. I wish there was an answer to that. I think

i

that means that we have to get some meat hooks out here and

hang them up on the street poles. I think we would have a

81

better chance of solving that problem than the way we are goling

at it. They-are justAgoing to keep paying people o{f.

‘Mr. Pearlman: " Senator, let me just point out that this

too are concerned as you are.

is not an Internal Révenue Service or a Treasury position. We

The Chairman: Let's try to get it. all together. You are
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not talking about éﬁanging tte‘colof of the money or'athhingé
Mr. Pearlman: Not in tﬁis bill, right.
The Chairmanf Would you like to change it?»
_ Mr. Pearlman: T wouldﬂlike blue.
(Laughtert)_“
Senator Symme?j Pretty soon we had better changeiit to
red. It would be mofe eppropriate.
The Cﬁairman: ‘If you want to get the amendment ready;
I will offer it if you want ‘to change colors. |
Senator Symms wants to go to number "I" and I would
like to go very quickly, go to "I and then let's do "G" and
"K" and again I would indicate that what we have done is list
on the agenda some areas with eome options which may or may not

be any good but at least we think they are areas that we ought

to address,

Who is in charge of "I"?

Mr. DeArment: Jiﬁ.

Mr Wetzlert I will explain it;

The Chairman: Quickly.

Mr. Wetzier: There has been criticism of the graduated
-ate structure on theAgrounds that the very big corporatlons
et beneflts of the corporate rates and the theory of "IV is
hat 1t would phase oyt the benefit of the.graduated corporate
ax rate so yoa# fipst $100;000;0010f incdmé‘i& yOﬁr income

ent up from $100,000,00 to $300,00,00.
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The Chairman: . I think the criticism is that we:may'hot

§§ 2 be getting the big corpbratations. Is éhat your prbblem,: 
3 Senator Symms?
(:) . f Senator Symms: Yes. My problem with that ié if
5 corpbrgtion-"A" makes say $50 million dollars a year taxable,
6 pre-tax profité’ﬁﬁét they pay téxes on and corporatidﬁ("Bﬁ3
7 | makes one million dollars or $500,000.00 to make it mére
8 appropriafe, then the percentage of tax increase that you are
-9 going to put on corporation "B" that makes $500,000.00 is a
10

much higher percentage tax increase than it is on the

M Il corporation that makes a big profit.
|

12 Mr. Wetzler: That clearly is one feature of this option.

13 " Senator Symms: I am thinking of the guy who is a small

O

14 [l businessman out here that has-a family corporation. They are
15 || going to viéw this as a tax increase?

16 Mr. Wetzler: Right.

17 Senator Symms: I don't know how much revenue you are
. 18 || thinking about raising. '

19 The Chairman: I would just say to Senator Symms that I

20 l|suggested earlier this morning that they need to do some more

21. ||work on this.

-

P LI AE wwer eies mriitmy reeee . e e

22 : _-Senator»Symms:"Maybe you could take a look at any
’g,v : 23 corporation that had over 500 stockholders or something. I
24 don't know. That is just a thought. That was one on the

== 25 water law, any corporation that had over 25 stockholders. I
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thought that waé tao low a number because there are a lo%-of o
smai; corporations that might have that“many Stockholders ;
but Qhat you are trying to get at is the massive corporatioh
that is doing a billion and a half dollars a year or something
that-there isn't:any reason why they shouldn't pay and they
probably wouldﬁ5ﬁléyen know the-difference is what yo@ are
really saying.

I think that there are a lot of people out there tﬁat'
are going to notice the difference. I think we ought té'be
cautious of that.

The.Chairman: I think that is a valid criticism and
concern. Without getting into it more now beéause I want to
do tﬁe other two and I have a 12:30 luncheon.

Mr. Wetzler: Should I try numbér "K" here? This only
affects the big‘peoblé.

The Chairman: Is this the one that we have issued the
report on?

Mr. LeDuc: Yes, Mr. Chairman, it is.

The Chairman: Now we have a hearing scheduled on this
provision when?

Mr. LeDuc: On October 24. )

'The Chairman:  So T think without getting into detail
because it is very complicated and it is an 1ll-month study,

is that correct?

Mr. DeDuc: That is correct bﬁilding on about eight years
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85
of study by some private gro&ps;>Mr. Chairman.

‘The Chairman; You have had a lot of input from the ABA
tax section and the New York Bar. I think probably we oughﬁ
to have the hearing on this before we get into any discussion.
The feport ﬁas been_issued. Is that correct?

Mr. Lerbg ‘}ﬁ_has been issued and has been given to all
members of:ﬁhé commiﬁtee.'

The éhaifman: The hearing is scheduled for when?

‘Mr. LeDuc: The twenty-fourth of October, Senator;

The Chairman: Let's just circle that one that we haven't
discussed it in the qommittee but we will obviously at the
éommittee hearing. That leaves number what?

Mr. Wetzler: There is the section 1231. I think that is
the last one, number "G". The broblem 1s so-called section 1231

of the Code deals with gains or losses on sale of property.

is treated as a capital~gain but if you have a loss, it is
treated as an ordinary loss. The problem is as we know
corporations have both gains and losses and recognizing the
gains and losses in alternate years taking the gains as long
term capital_gains aﬁd-the losses as ordinary losses.

- What the proviSion does would sﬁggést that the losses on
hese assets shduld-bé capital_lossés which means they wouldn‘t_
e deductible against ordinarﬁ income. That would address that

problem of these corporations recognizing their 1231 gains and
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losses in alternate years.

‘The Chairman: How does the Treasury view that? That‘is

not a big revenue difference, is it?
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_MrT*Wetziert. This woﬁid amount to about éhgillion
dollars dverAthgqthree years. There gs a fair amount of moﬁey
involved iﬁfiﬁ:i - !

Mr. Pearlman: Treasury has visited this issue before
some years ago. If I understand the proposal, it would’make:

all gain or loss éligible for capital treatment without

recapture. I think we have some concern about not subjecting

'gains to the recapture rules. This 1s one that we would 1like

have .some further study on.

Mr. Wetzler: I thinkﬁwhaf we mean here is just to conﬁerf
the losses that are now ordinary into capitalllosses?

Mr. Pearlman: I think we need to talk about this with
the Joint Committee.

The Cﬁairman: There may be other committee members that
woﬁld like to ask questions about it; too.  We wanted to raise
it again in public session. " There may be a iot of objection tq
it |

’Are ﬁheré~any other aréas that are not on the agenda that
Wéfhééd to maké'ew'I'guéss we can discuss that iater and issue
anothér agéﬁda‘and scare moré lobbyists. We have completed
at least the public discuséion of the issues qn'the agenda.

As T ﬁndérstand, pﬁblic propérty leasing there are still a
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) couple of éoncerns iﬁ the foreign afea,‘is that correct?,A
g‘ s Mr. LeDuc: That is correct, Mr. Chairman, and some
real property issues.that remain outstanding as well as
4
C;) : 5 transition concerns.
The-Chairmani Right. I have had a number of letters
° come to me éi}ééti§ﬁ§dncerning transition rules aﬁd iihave
’ transmitted-all of those to committees.
° Mr. LeDuc: We have assembled a very substantial file.
- The Chairman: We have finished the spending reduction.
° We have gone over the spending reduction.. In other words,
" we have gone over not. only the staff'S’suggestions on spending
12 but also those recommended by the Administration, have we not?
%i:) e Mr. DeArment: That is eofrect, Mr. Chairman.
" The Chairman: We would be in a position when we get back
15 to start on the spending side and start voting not only on
10 |what the budget committee suggests but spending reductions
v ,beyond.the-$l.7 billion dollars_over‘a three-year period.
18. Mr. DeArment: That is correct, Mr. Chairman.
9. The Chairman: And also in a position that based on the
2 llcomments heré this mqrning maybe of working out a package of
; 2 lsome kiﬁd tﬁat might have an impact on the deficit. - There seem
! A 22 |lto be a lot of peopié:ar;und here who are concerned about the
‘ ) s : v

deficit. T hope that withoutAdistressing anybody too much

24 jwe can deal wiﬁh that,

e 25 Senator Symms: Mr. Chairman, I know you are trying to
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leave and I don't want to delay 1t but I would llke to Just

say one other thlng. I hope the staff and the’ commlttee |
would carefully 1ook at without just automatlcally reJectlng

it out of hand as just a typical unrealistic prOposal and“I
think-it Was_uo;oeo very clearly here this morning that |
there is a lot;ofﬁoOncern in—thia town forvthe fact that.wev
are tax1ng people about 19 percent of the GNP and most people
seem to thlnk throughout the country that that is a falrly h1gh>
level but that we are still spending 25 percent of the GNP and
that is creating an enormous problem and there 1is a big cloud
hanging over the fecovery ae a result of it.

I hope we won't reject out of hand that the power and the

lleadership that thisecommittee'could exert if we would just

simply refuse to move a bill to raise a debt ceiling until
people in this-Conéfees and the-White House belly up to the bar
to cut spending. _ |
We could solve this problem by the first of January. T
know it sounds very radical ano‘oramatic but it could be

solved very easily. For example, if we started out by cutting

everybody‘s pay who_gets a check from the U. S. government by

about tehlpefceht etafting with the Presideht and everybody
1§é inoluoihg ali_oeneficiaries of all government- programs-we - -
.ould Stfaighten this thing out in a very short time and then
o back and start making'equality measures to fix those people

ho are in a most disadvantaged place.
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‘jdollars and spending was about $200 billion dollars. When

-[fdebt. Soon it will be up to $200 billion dollars. I think

o 8

As long as we continue at the rate we are going andrf ;'
hear this argument in this committee thi; morning, it is Eﬁ;
best argument I have heard for us to do something dramatié;*
in this_town for 'a change instead of Just going aiong and
watching the. country slide off into two trillion dollars and
three trillion doliars. T don't know how big the ‘budget was
when you came to the Congréss,.Mr.AChairman, but when I came

it was $200 billion dollars. Revenue was about $200 billion

it was about two or three billion over we used to raise a
ruckus over this that we are borrowing too much money.

Now we are talking about spending interest to pay on the

there is a point hereAin time and I think we are about there
that we should jﬁst simply refﬁse to raise the debt ceiling
andvgraht the President the inordinate ability,_ He canit'spend
money he doesn‘f have. We no longer haﬁe the temporary debt
and~juét work on a month-to-month basis to solve the cash flow
Eroblems and pay what is important first and string out the
rest of thé péyments. I think we would surprised at how well

it would work. -

7 It worked for New York City. It worked for Chryslér =

Corporation. If-worked for people in the private sector all
lbhe’timé. There is noe reasén why we coﬁldn‘t work it around

1eré. I hope the committee will take a look at it and not reject
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it out of hand. Théfe aré somé very goog positive arguménts
why we shouid just simply not extent our debt ény further. -

The Chairman: When is that going to be necessary? Maybe
it is necéssary according to Senator Symms.

Mr. DeArment; We believe that we will reach the debt
1imit'someﬁihéilatér this month so that we are going to have
to take acfion this monﬁh on the debt 1limit.

The Chairman: What is the date?

Mr. DeArment: October., By the third and certainlyAby
the fourth week of October.

The Chairman: TIf things are happening as rapidly as
T read in.the Post this morning from the Treasury Secretary
mgybe We_will~get_énothér“montﬁ or two. ‘Perhaps Treasury
can respond? Do you think the thirty-first is —-

Mr. Pearlman: Senator; thé'only thing T can do is get
yoﬁ that informafion but T don'ﬁ have fhat at hand.

The'Chairman:: Wé'aré_going to do.our bést in this commit-
tee to provide somé'leadership. _We ﬁa& not have the votes
but evéryoné.isigoing'to_get a chance to match their fhetoric
withfpérforménce‘andlwé will be mééting again,

There is;a list a yard long of things the members want to
add to the bill that would cost money. T assume we have all
agréed this morning to jﬁst drop all those because we have éll.
ﬂmadé these speéches aboﬁt the need for déficit reduction and

not to raise taxes.,
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If anybody feels cOnstraineé'to raise any of those;;we‘v
can take thém up later except for that 6ne thing onjﬁheelbééirs,
we want to take care of that one. |
"Thank you.
A[Whgreﬁpép? at 12:50 o'clock p.m., the committee meetiﬁg

was adjourned}ﬁo fécOnvene at the Call of the Chair.]:




