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EXECUTI'VE SESSION

THURSDAY, OCTOBER 6, 1983

United States Senate

Committee on Finance

Washington, D. C.

The Committee met, pu'rsuant to notice, at 10:33 aam.,-

in room SD-215,-Dirksen Senate Office Building, the Honorable

Robert J. Dole (Chairman of' the Committee) presiding.

Present: Senators Dole (presiding), Roth, Chafee,

Armstrong, Symmins, Grassley, Long, Bentsen, MVatsunaga, Moynihan,~

Baucus., Boren and. Bradley.

Staf f Present: Mr. DeArment, 'ivr. Stern, Mr. Belas, Mr.

Wetzler, Mr. Stretch, Mr. Pearlman, Mr. Weiss, Mr. Rollyson,

Mr. Hardee, Mr. LeDuc, MVr. Susswetn, and Mr. Graham.

The hairan; Agai I pologize to all thos~e people in

the hall. I assume we have sound. It is- easiler to get a

ticket to the' World Series or the playoffa; than it is to the

Finance Committeemiarkup, I don't 'know what the interest is

he're but I Apojogi~zes,

Senator' Moyni~hain; Mr., Chai'rman., We are. going to be talking

about',Medicaid, -aren~t we?

The Chai~rm~n.; lRight', 5ome of tho~;'e )p opram.Irge
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that we don't have a larger hearing room and I apologize that

we don't have chairs in the'hallway. If anyone feels faint, we

will 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 votes today. We are still working on the

public leasing. The House is about to complete action. Very

honestly we would like the House to at least at a committee

level.-complete their action before we start making decisions.

We-are going to have to ask for an extension of the October 17

date, Is that correct?

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

The Chairman: W4e understand 53enator Roth will object to

that which simply means we will have a vote. W-Ae will probably

ask for an extension until the end of the month. When we

return-we will start taking votes and see if we can put together

a package. There is always the hope that the White House may

be listening and may be willing to address the deficjts by the

time we return next wseek.

The Treasury secretary seems to be reducing them just in

spee'ches s-o maybe by the time we get back, there won't be any

Jefiicit.

CLaughte~r,

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

re~venue options, the life insurance taxation. Again I don't

think we need to spend a great deal of tine. As T understand

the House action on life insurance amounts to-about a billion

and a half dollar tax cut over three years. It may be that

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

nothing, is that correct?

Mr. Belas: That's correct, Mr. Chairman.. The House bill

would over a three-year period lose compared to present law

approximately a billion and a half dollars. If the TEFRA

temporary provisions, the so-called "'stop gap" provisions,

were allowed to expire for budget p-urposes, there would be no

revenue loss.,

Senator-Moyhihan: 'Mlr., Chairman, T am over* my head in the

technicalities here. The-present law was. enacted in 1969?

Mr. Belas, In 1959.

Senator Moynihan:. In 1959, Is it not the case that if

Kte allow simply the TEPFLA provisions, to expire, we~go back to

tbhe pre,1l959 legislation?

hr. Belas; We go back to the 1959 J3egislation, the 1959

legislation, W~hat was accomplished in TERRA were two things

,Ess'entially, One, the Congress repealed the modified coinsuranc

3'pecial tax treatment, the so-called "~modco"'t loonhole.and also

mnacted effectively- a tax cut on a temoorary two year basis to

;Ihe Jl~.fe'ns-uarance industry partially to make up for the loss of

~'modco"' on a tempo~rary basis.
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Senator Nwoynihan: We are going to go through each of theSE

things and we can look at what the effect of the lapsing of the

TEFTRA will1 be in going. ~,c1~ to the1959 legis-lation. I think

it is important to learn that we are cognizant that-the House

provision would reduce revenues. That is not what we are doing.

here.

The Chairman; As I understand the industry has no quarrel

at least in my visits with different groups with maintaining

what we thought we would receive under the action taken in TEFRA

but I guess in the process because of some things I don't

understand the impact the House bill would be to in effect

to reduce taxes substantially.

-Mr. Belas: Mr. Chairman, last year the revenue estimate

for 198)4 when the so-called stop gap legislation would expire

was anticipated to be $14.7 billion dollars of revenue from the

industry. Current estimate from the joint conmiittee is that

expiration of TEFRA would only bring $3.3 billion dollars i-n

revenues from the life insurance industry while Treasury thinks

it'may be $3,8, That is substantially less than was estimated

last year wheni TERRA was enacted.

The Chairman., Do I understand correctly it is not the

2evenue .. it- may be in part the revenue that concerns the

Lndus'tr.,y-, lt is a question of whether it is going to 'impact on

3'tac ks, or mutuals or whatever.

14Mr. Belas; Th~at is, corr'ect 'Mr. Chairman. The mutual
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companies are -- it may be argued on what basis you make the

comparision, but the mutual companies and the stock Companies

are-roughly comparable in the amount of business, the amount

of assets. The mutuals have a slight edge. The Stark-Moore

proposal which went through the.Ways and Means Committee

yesterday would put a 55 mutual/45S stock company split within

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

the House-side this year.

Senator Moynihan; If I may say., Mr. Chairman, New York

has many of these companies so T have some information about

it. The group of companies that were sort of representing the

mutual industries indicated their willingness to accept the

apportionment, 55/145, even though they obviously would like it

to be more in their favor. But they accepted that app ortionment

and that might have something to do with the fact that it

Lnvolved a tax cut anyway.

Mr. Belas; That is understanding, Mr. Chairman.

5enator Long; Might I just suggest, Mr. Chairman, that

;his is a 'very significant item. The House spent a long time

,torking on-their bill. Might I ask the staff how-much time

lid the House spend working on this measure?

Mr. Stretch; -Senator Long, the House started with the

;taff 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 members

on the committee and told us what the House was doing and what

they Were trying to work out with.-the 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

because it is complex. It required a great deal of thought.

So they will have done the best they can to work out a difficult

problem.

I just think, Mr. Chairman, that we ought to take enough

time in this commit~tee to where we understand thoroughly what

~ae are doing and I like to think that just as they have the

~-apacity to imnprove on their own handiwork we have a capacity

bo improvse on what comes to-us. I just would hope that we

g~ill take the tji-pe to do justice to this matter and to use

qh~atever imaginative genius we have in our committee and in

-lie Senate. That takes some time. I don't think we can do it

En what remains to us of this session. I just don'It see the

;ime avaijable,

-The Chairman; I think I am~ correct but I will ask. All

,hat time the House was spending, we were also engaged in

-hat through s~taff. It is, not that we havenl'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'.. Tt is a question of how

you come down and how you make it fair for stocks, mutuals

whatever. Some have different problems.

T 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 take a rather - it didn't when it started but by the

time they finished it was. The way they satisfied everybody

aas by eliminating a lot of the revenue. That is not too hard

to do.

Mr. Belas~ Mr. Chairman, last year- you asked the staffs

Df the Finance Committee and the Joint Committee to p~rep~are a

7eport of various issues and possible options that might be

.ursued by the committee after the expiration of the TEFRA

)rovisions. That report has come out within the last week. The

3ommittee of course has not yet held hearings on those

)oss~bilities on the staff report.

Mr. Wetzler: MTr. 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 to the insurance provision which I

think is of interest to some 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 an additional contribution

of up to $1,750.00 which while the contribution would not be

deductible, the interest earned on that contribution would-get

deferred until the time the contribution is pulled out.

That is not reflected in these write-ups but it is going

to be in the amendment to the House bill.

The Chairman; What is the revenue impact of that?

Mr. Wetzler: It is a few hundred million dollars a year

when the thing gets phased in. It will start small and build

up to that figure.

The Chairman; That is interesting. It will be a few

hundred mnillion more that We need to find. I think Senator Long

is right. ~Te are not asking anybody to make any judgment here.

TE think 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. I1imust say that they have

been very helpful. If we can't work it out it isn't because

the industry hasntt been willing. I think it is because we have

diffe~rent views within the industry. Hopefully3 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 disc ussions

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.

The Chairman; The next item is taxation of fringe benefits

Khat we have tried to do is just list things that have been

raised in-the committee and with the attachments some of the

Dptions. There may be other options. I know in this case one

option of course has been suggested by Senator Maddingly and

Dthei's we just defer for two additional years and extend the

noratorium.

The House I guess did yesterday pass some kind of a

Clringe benefit-proposal. Mr. Pearlman or Jim., are you there?

That did the House do?

Mr. Wetzler; I will let Randy Weiss describe exactly.

It is essentially what is listed here as the subcommittee bill.

Mr. Weiss; The Ways and Means Committee bill essentially

;ries to codify the tax free treatment of most existing fringes

)f the nat-ure of~ providing employees the types of goods and

;ervices that the 'employer is selling to the public. So, for

~xample, the practices of retain stores giving discounts to

;h~eir employees and airlines giving free stand-by flights to

their employees and so forth are made into statutory fringe
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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 lot of the employee groups. 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 Syimms has another bill

that deals with fringe benefits. I am not certain how it may

compare.

Senator Symms: Why don't we have the staff tell the

difference.?

The Chairman: How does his bill differ from the action

taken by the House'7 I think they may have accepted some of' his

provisions.

Mr. Weiss: The basic dif ference-, -I b-eli-ev-e, 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 whatever the property or

s-ervice is that is being provided on more favorable terms

than the rest of the employees. I bitlieve 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.,

bhey are going to have to pay taxes on it.

Mr. *Weiss: No. They would not have to pay taxes on that

inder 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

;han.the retain clerk, you would?

Mr. Weiss: If the management got a bigger discount than

;he retain clerk, then the management would have to pay tax.

The retail clerk would not have to pay tax.

Senator 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

7hich says that in the case of a recreational facility that

_e primarily for the benefit of the highly compensated, that

employers can't deduct the cost of that facility, So that was

7iewed as a sufficient non discrimination -rule and what the bill

mntains is a corresponding rule that excludes from income the

ialue of these athletic facilitjes.

Senator Syimms: So you didn't answer my question though..

I I
I
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Mr. Weiss: It is%-excluded from income in the bill.

Senator Symms: It is 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?

Mr. Weiss: That is excluded from the income of the

management but the employer cannot take a deduction for the

c-osts attributable to that facility.

Senator Symms: Wait a minute. What if it disciminates

Df who gets to use it that works at the company?

Mr. Weiss: That is what my answer reflected.

Senator Symnms: Then we should apply the same here,

3houldn't we?

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

Ln the House bill if so desired. It is not in that bill.

Senator Symms: I don't understand.

Mr. Weiss: The rule is again that the value of the

athlticfacility is excluded from income regardless of who

ises the facility regardless of what terms on which it is

)rovided. However as under present law if it is primarily for

;he benefit of highly compensated'employees, then the employer

c-annot take a deduction -,. a tax deductions--. on. ht5, income tax

i~ith respect to that facility,

Senator Symms.: Like the' Tr-easu-ry 'Depart~ne~t for. ex'ample,
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does~nlt have the same kind of business rules as company "IXYZ"I

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 Symnms: So-in other words Washington, D. C. would

aiot be hit by this provision but all of the rest of the country

#iould be.

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

3and non-profit organizations-in Washington, D. C., yes.

Senator Symms: How many millions of Americans are going

-lo be affected by the Ways and Means.Committee bill and have to

)ay more taxes as a result of it, 15 to 20 million?

Mr. Weiss: Essentially, Senator Symms, we think that very

-'ew tax payers would be affected by the Ways and Means Committee

)ill because it attempts to codify most of the existing

practices under which these fringes are t~reat ed a s t-ax fr e e

Senator Symms: What is the enforcement.-proced-ure going

b@ be? How are they going to enf orce it?~ Letl-~ -say' you have

25 employees and five parking spaces. Who get's the. fi've parking

3paces? Do you go on a lottery? Do you by' the per-son, who6 has

qrorked for the company the longest length. 'of time 'or do yo-u by'

the-person who is deemed by the management as the 'most valuable?

)o they pay taxes because they~ got 'a parkinhg space 'and s~omebody,
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else didn't?

Mr. Weiss: The bill says that the free parking I's 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 in

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 where it-just seems

like that is an awfully hard way to try to-rise 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 when all the little-places in the country that

have more 'employees than they have parking spaces start having

to fill out forms of who gets to park there and why. That is

what you are really saying, aren't you?

What -about the president of the company? He is not

entitled to a parking space or the principal stockowner, the

risk taker?

The Chairman: He has a helicopter pad.

Senator Symms: He has a helicopter pad?

The Chairman: Yes.

MVr. Weiss: Again it would just have to 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

justice 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 pai'k there. If you decide

and you are running 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'the first place. It won't be enough money to flag a bread

wagon for the Treasury but yet it is going to raise the hackles

of people All across this country. I just don't think it

is worth the effort. It is just another example. This-thing

has the p~otential to come right back and bite us like bank

withholding unle~ss we want to apply it in Washington.

The Chairman: Could we hear from Treasu~ry on this?

Senator Symms: I just asked the question. Do you have

p ar king places, you fellows with the joint tax committee?

Ask,-the senators here. We all have so many parking places

and ' thitnk- we discri1'inate. 'on. who -get-si the.636.

Nvr, We t'z-er; S~ome meembe~s- -of ouv sta~ff do.' T' pe~'sonaqy,y

walk 'to work Arid I, think. 'Na4ndy takes6 the.'' sbwy'

Senator Syrmas: You are -making my, poi~nt, 'Y'u A'e- exacy
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making my point. There is a discriminatory decision made on

who gets the parking space. If we are going 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 IRS to do something

that is-not even realistic.- In my opinion, MVr. 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 Treasury is too anxious to get into this area, are you?

Mr. Pearlman: Mr. Chairman., I think it'-is clear that

Treasury is reluctant to get into the whole area of fringe

benefits. But-nevertheless, if there is a discrimination rule

in a final bill then hopefully the Internal Revenue Service

will apply, 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 connection with parking, for

example, will be the kind that do permit people to function

without unnecessary- intrusion by the government. I would

presume those people who are concerned about discrimination

are concerned about things like corporate aircraft and some

of-the other fringe benefits that over the years have been
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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.

The Chairman. We don't have a b'ill.

Senator Armstrong: Could somebody just say who is it

that advocates that. the parking issue gets in the bill in the

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

The Chairman, Where did it come from, Randy?

Senator Armstrong: If it doesntt have any parentage

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

important.- E probably think that Senator Symms is right.

This is ridiculous for this committee or for the federal

govex'nment to go around counting parking places and particularly'

to focus on it at a time when we have some serious business

to do 'unless. som~ebody really advocates it, let's go on to

somethilng else.

The Chai-rman: I think it properly belongs in the Departmer

of Trans-portation.

(Laught'er.)

* The Chai'rman: Senator.Rot~h,

Senat-or ~Roth.: I apologize for not being here sooner but

t
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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 haven'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 chairman of the committee 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. I have read some

things in leading periodicals and newspapers that there will be

a major tax bill, Senator Dole, I am very much concerned

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

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

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

some thinking that the Finance Committee ought to construct

3L major tax bill.

I just would like *to make'the record very clear that five

)f-us. sent the chairman a letter rec-ently or several weeks

~go saying tha~t we oppose any tax increase. I am speaking only

ror myself, I will let the other~ people who signed that letter

3~peal( for themsel'ves. I am still opposed to any tax increase.

-One of--the -quest~ions. - -would- like to -hear from-t-he -Trea~sury

[s js the White Hous-e, is the Treasury now supporting a tax

Lncrease or not?

The reason there seems to be considerable momentum behind

t, btll to rais-e taxes is because of the 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 very 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

Administration because the idea that we were going to raise

taxes $95 billion dollars was going to have a major change on

the deficit. The fact is that the tentative figures that

were being given today shows that instead of cutting spending

three dollars. for every dollar that we raised revenue, we have

raised spending $1.1~4 for every dollar of increased revenue.

So in fact as a result of TEFRA last year instead of

,lutting spending, instead of cutting the deficit, we-have

Lrnereased spending. I would just like to point out, Mr. Chair-

nan, and this is a matter of critical importance to me, I would

just like to point out that in the Wall Street Journal two days

igo on October 4{, it shows that the House Appropriations

Jommittee has increased spending $241 billion dollars.

~Everybody knows that if you increase revenue, you are

7oing to increa se spending. That has been the practice. That

Ls the political fact of life. Yesterday we reported out of

;he Senate an appropriation in HEW four billion dollars over

,that the President proposed.

I think it is important that we-have some idea of where we
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are going and what we rare trying to do, I for one say that

I am in no way going to support tax increases when all it

results in is increases on the spending side.

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

and in the Executive Branch to increase taxe~s. Let me point

out everybody points out the massive tax increases we have

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

The Chairman---Tax-cut-s-.

Senator Roth: 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 busines's are not enjoying

a tax cut but in'.fact there is a net tax cut~of $77 billion

dollars.

In the last twelve months there has been inflation induced

bracket~c'reep of $4189 billion dollars, 1977 social security

tax ~rate increase of $2114 billion dollars, TEFRA increased

taxes-, $281 billion dollars, gasoline tax increase, $21 billion

dollars, social security, $56 billion dollars.

Senator Bradley; Did you sa~y bracket creep' was $1489

billion dollars?

Senator 'Roth: That is the increase- f'i~om 1981, through 1988.

It will be $1489 billion dollars over that period.

Senator Bradley: At what inflation rate?

22

1
23

24
/'7

25

billion dollars?

Senator 'Roth: That is the increase- fi�om 1981 through 1988.

It will be $489 billion dollars over that period.

Senator Bradley: At what inflation rate?
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Senator Moynihan: Is inflation coming back? We put

12 million people out of work to get of inflation but we

haven't gotten rid of it.

Senator Bradley: We haven't even gotten rid of bracket

creep.

Senator Roth: I have the Floor and I would like to complet

what I am saying-. What I am saying, ladies and gentlem~en, is

that there has not been any major 'tax increases because they

have been-offset by other--txct because they have been

offset by tax increases. My real concern is that if we raise

revenue further we are not-going to reduce the deficit. The

end result is going to be increase spending. That is demon-

strated by the fact that the House Appropriations has already

increased spending beyond the President's budget by $214 billion

dollars. Our record over here isn't that much better because

yesterday we increased the HEW appropriation four billion dollar

I just want to go on record as one senator that I am

opposed to tax increases, Maybe there are some tax loopholes

Rqe ought to be shutting off but I would also say that I

supported TEFRA last year. I supported withholding. I was

told that was a closing of loopholes but the banks seemed to

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

concerned because American business, small business, Chamber of

,lommerce, NAMV - all of them have come on record against any

bax increases. I would like to go back to my basic question



22
at the beginning,Mi~r. Chairman, both to you and to the Treasury,

is the Treasury, is the White House now supporting a tax t

increase? The other question I have is what is the intent

or what is this committee supposed to be doing? What

tax goals of' this committee?

The Chairman: Let me respond f irst. I don't kno

Treasury's view is. The Congress passed without my vo

must say and without the votes of 11 of the 20 on this

a budget resolution.. That budget resolution called up

committee to come up with a tax package of $73 billion

dollars. I opposed the resolution on the theory that

a balanced resolution. it wasn't the way to reduce de

which was solely through taxes.

To show you how stark the contrast is we" are only

this, committee over a three-year period to reduce spen

by $1.7 billion dollars even though we have massive ju

tion o~ver hundreds of billions of dollars worth of' ent.

programs..

To me, that is not an imbalance. ITmust say that

trying to figure out how to meet that responsibility.

that there may be the votes on this committee when we

voting, I think maybe starting on the 17th or 18th to

spending more than we were asked to do by the Budget C

WVe are all going to have an opportunity to do that. D

view we 'can make further *reduct ions in spending w'ithou-
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any impact on low income or other vulnerable groups.

On the revenue side the Pres'idenit'-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., I am not certain how 'many on this

committee support it but in my view it is not bad.

In -addition, Treasury support'ed a number of these-areas,

the public property leasing and nearly everything on this list.

I am not certain how much revenue we are going to have but

there are things that have been called to our attention through

hearings on-Senator Grassley's subcommittee and the full

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

simply 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 industry not just tax

raisers and try to resolve some of these problems,

As far as I know there is no move a foot to have a tax

increase. No one is discussing,-at least I am not, changing

tndexing, Some would on this committee. In my view that is

the best thing we did in the 1981-tax act. No one is discussing

changing th~e marginal rates. Some may think we went too far

~.iith the 'Roth-Kemp bill. We are paying the piper now for that

oily. I. don'tt suggest it is a folly. I am repeating what I

ave heavd,



214
(Laughter.)

Senator 'Roth: Y~on had my -worried.

The Chairman: I voted for it. 1 cosponsored it., I have

always called it 'Roth-Kemp rather than- Kemp-Roth.' If it

continues to deteriorate I may want to switch that around.

It just seems to me that our res ponsibility is, to address the'

budget-resolution. We may come up with no revvenue. But I'

don't think that we can close our eyes- to some off these arqas.

that should be addres~sed.

Mvany are raised by committee membeT~s, I rnus't -add this.

In addition to the'se 'things that might. rais-e 'a litt-le, revenue

I know of 140 or 50 amendments from committee members that.

would cost money. So if we are going to take the taxes', we'

shouldn't increase taxe~s. I hope we also adopt the rule that

wie 'are not- going to los-e any re-venue with,_a lot of things

that people want to present to the committees

That might' be 'the best of- both. worlds. At least- you

break even. I dn~t -know, wha~t the' Trea~sutry 'views, is,. T read

this~ xoining that the deficit has been reduced in Don REegan 's

lat-es~t speech. s'ubs',tantially, bassed on some 'assumnptions- that he'

makes.,

Senatqr ~RQtb.; ' would like- to hear -from. Treasury.

Mr. ,Pearlman: 'Mr. Chai'riTnan and Senat-or 'Roth,' I 'am not'

going to comjment on the' 'deficit, Others, -are bet't~er Able 'than

i to do -that but lJet' me 'pythat 1much of w'hat 'the. Cha~irman 'said
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is indeed the Administration's view. W~hile we are not able to

support revisions that are pure revenue raisers and we would

-iot support provisions that are pure raisers that we do think

chat there are items that do need attention. A couple of

those the Chairman has mentioned, public property leasing

3.nd life insurance, that need to be addressed. They are

Lmportant and need to be addressed. We are fully supportive

Df addressing them.

There are other items that we have been advised are under

Consideration by the committ~e-e which. -we, would view as not being

revenue raisers but-rather if you will protections against base

erosion, items that are needed to make sure that current-

revenues, current receipts that are in the budget calculation

are not eroded and we would be supportive and hope to work with

the com~mittee in trying to deal with those items.

T. think we come out clearly'. We are not in favor of a

tax increas5e. That is the' President's~ position. There has beer

rno change in that position. 'We are interested in trying to makE

the kinds, of- imrproveinents to the Internal 'Revenue Code that are

not 'tax inc-reases such as- the 'ones the Chairman has indicated.

The' Chairman., I want to introduce someb'ody in the audiencE

who just walked rin with his wife. I wanted to introduce his

wife but hie isa here,' too.- Senator Curti~s who was a great

leader on this, -co~mmttee and raised a lot of tax-es: in his day

nd his wife, -Mildred. We appreciate- youv being heire.
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(Applause.')

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

of questioning and to what the Treasury is saying here. I had

a question with White House counsellor, Ed M'eese, last night.

In the process of this conversation about the potential that I

was concerned about that I could see the ugly head of a tax

increase rising again here in Washington, he told me that he

was just interviewed by U. S. News and World Report and they

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 Mveese said that last night.

Senator Symms: 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 nice if we could settle the fringe

benefit thing once and for all so people would quit having to

worry about the IRS coining in and taxing their airline ticke~t

or taxing thei'r discounts that they get from the place they

work.

I would like to settl~e some of those things. I think we

need to recognize that if we try to 'move forward on anything
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that even looks like 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 an 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 loophole can become the basis-,of a major tax increase.

I am-just speaking for myself now. -This is one senator

w'ho 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 who 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

y-ou have the term and there are a few inpure revenue raisers.

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

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

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

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

(Laughte~r,)
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The Chairman: Everybody has to be somewhere. You might

as well be here.

Mr. Pearlman: Mr. Chairman, 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

K~orks there.

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

Let me say that the Administration'~has said explicitly that it

loes support dealing with the subject of a taxation of life

insurance companies this year and it has said specifically

that it does support dealing with the subject of public property

leasing.

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

cind of item but rather with pure revenue raisers.

,Senator Bradley: What are they?

Mr., Pearlman: I presume that mny statement is not

*Lnconsiatent with his.

Senator Bradley: Life insurance and leasing. I understand

;hat the Administration wants to do something about leasing

)-ut as we all know having beeni visited by a hundred people in

;he' last three weeks, the question is not to do something about

Leas3ing or1 what.

Senator 'Roth:' Why don~t we cut spending?

Senator Bradley: It seems to me that if we did something

3.bQut leasing and we. did s'omethi~ng about- life insurance that

I
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w~ould raise how much from what the Administration wants to do

about leasing and life insurance?

Mr. Pearlman: We are projecting that the bill that has

been reported out of the Ways and M~eans Committee in the life

insurance-area will not be a revenue 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 a

revenue raiser.

Senator Bradley: So we won't raise any revenues'-from

life insurance?

Mr. Pearlman: I can just tell you our projections at this

poi~nt are that the life insurance bill will not raise revenue

over current revenue~s.

Senator Bradley: So the Admi~nistrationt-s position is

that they support changes in life insurance but any changes'

in life insurance sbhould not raise-any revenues.

The Chairman: That is not the'Admin istrationl'5 view,

Senator Bradley: That is what he just said.

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

Senator Bradley; I asked hih how 'much rev~en-ue increase

w-ill come from the 'life 'insurance proposal that the'

Administ-ration is supporting?

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

already in effect in the life 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 198~4. We do not look at that as a revenue raiser.

Senator 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

supportive of the Stark-MVoore bill and we 'are not supporting it

because it is raising revenues. That is not the objective.

It is 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

ot' the leasing proposal that the Administration supports?

1'r, Pea~rlman: Our projection on the leasing bill through

1986., Senator, is $t.4.2.billion dollars,.

Senator Bradley: Four point two through 198-6.

'Mr, Vearlman: Through 1986, correct. 1I can only tell you

thiat that specific area, that is, tax exempt leasing is one

if' you will is an exception to our -- we do want to look at

tax ex~empt leas-ing and we are supporti've of the tax exempt

leasing p'rcvisions. We think there is a big gap in the system

now that needis to be dealt with.
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Senator Bradley: So the Administration is prepared to go

over the next three years, 19841, 1985 and 1986, to using

revenues to reduce the projected deficit from $600 billion

to $596 billion. Is 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 the system and they need to be dealt

with. Our motivation is to try to cure what are perceived to

be same defects in the system.

Senator Bradley: But no other revenues?

Mr. Pearlman: It is not motivated by a desire to raise

revenue. That is correct.

Senator Chafee, Mr. Chairman.

The Chairman. Yes. Senator Chaf'ee.

.Senator Chafee, Mr.. Chairman, it seems to me as we go

around the country that the most disturbing single factor that

I encounter are the high deficits, the $200 billion dollars

that are pvojected for this year, next year and the year after

unless we -do something.

The direct result of these high deficits i~s not only the

fact that the''interest rate is hovering so high and perhaps

going higher but jus-t ~s imnportantly the effect it has on the

value 'on the dollar. Anybody who says the deficits don't affect

the dollar and thus our imports-, I don't think are paying

attention to the s~ituation that exists here.
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So Mir. Chairman, the budget resolution provides that we

raise $73 billion dollars in new taxes. Miaybe we can't do that

but certainly I hope we will make an earnest -effort. As such

I will move at the first opportunity to repeal indexing which

was never part of' the President's original program which'

somehow he got down a slippery slope and into and I think it

has just been a disaster.

That will give us $23'billiot'.dollars. We'can get rid of

something-that the people don't have what they~ perceive as the

beneficial effects of.

The Chairman; W'e can do away with, tuition tax credits.

Senator Chafee: You can try' that. We will have a vote.

What is doing us in in thi~s country isa the deficit. Perhaps

one way around it, you, Mir. Chairman,, pointe'd out that you

think getting $73 'billi on dollars -according to the bUdge

resolution is going to'be 'extremely d~ifficult;. At 'the s'ame

time all, that was, asked of us. for spending reductions, with all

the programs- we' ha~ve 'control over is something short 'of two-

billion,

Tha~t gives' you $75 billion dollar 'reduction in your

deficit over the p er~iod. Whether it is achieved by ne-x taxes,

or achte~yed by spe nding, maybe -we 'cah work 'out _so'me kind of a

compromise and, it 'ends. up w'i~th~the' sa-me Oaesult when it net's out.

1' thinks that has, Oome I'merit to it,

~ eta nyhp ~ Ca'x~nj -we w'ill try as, y'ou imen~tioned
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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-wt-,ke-fd-n-ew-ta~xs-s r-e s-omehlow-w-e--have-t-od~~al-wth~

these deficits.

The Chairman: Senator-Armstrong.

Senator Armstrong:- Mr. Chairman, I hope we won't prolong

the discussion of indexing because in my opinion it really

diverts attention from the underlying 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 don't see how anybody taking a fresh look at the fiscal

mess this country is in can really conclude that we are under

taxed. Despite everything, despite all the rhetoric about how

wie 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

did in-earlier generations, not less. Taxes are presently

scheduled to go up, not down. Senator Chafee, I wish you would

lust think for a moment about some concrete instances-of how

real live taxpayers in Colorado or maybe in Rhode Island are

A ffected by this, I am not talking about them.ealthy. I am not

F .
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talking about how income taxpayers~-fj I2 am talking about

taxpayers in the lowest levels of taxable 'income.-

Of course, th-ere are a lot of people in this country

who are exempted from paying income tax because 'they simply

don't have much in the 'way of income. Let' me just take for

example somebody who is making $15,000.00 last year, 1982.

They will pay more taxes by 19841 than theyf did in 1980. That

is even taking into account the full 25 percent tax cut the

rate r eductions that we gave assuming that we doni't repeal

those as some would have us do.

I am not talking about someboddy 'whoe Incomne 'is, a million

dollars a year or a hundred thousand a y-ear. or fifty thousand

dollars a year,, I am talking about s~omebody whose 'income 'is.

$15,1000'.00 per year.

Let: me also- point something else Qut.., Ir Y~ou s-tart

monkeying around with~ indexing, y'ou will, disprop~ortionately

affCect t'he~ lowest i.ncome taxp-Ayersp. The 'indexing of the

pevs~onal exe-mpti~on. affec'ts ~the lowest income taxpayer's 10.7

t'imes, as, greatly as- it does' the hitghes~t inc'ome ~tapyr.

Tf t he're i~ one provision in that tax cut we 'put -through

that -really% is- to the6 benefit of middle and lower~ middle 'and

low- incogme 'taxpqy'er .p it j~'indexixng, So' i~f we' 'a-re gi tget'

sierious. abeu Taising taxes' and I~fo~r one 'thinkitwudba

horrble~i~i-tae todo -abut th.6 last place 'we' oughtog

after i.s' the 'Indexi~ng pr-ovisio~,n wh'ichb's ;prmaril]y' 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 to do it, I beg of- you please don't go after

the little guys. Go after somebody else.

Senator Long: Mir. Chairman, I just want to make this

point. We started out in this Administration with this

wonderful idea. It sounded great. We heard so much about it

that it deserved a try and that was supply side economics.

All 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 cut taxes $750 billion dollars and we are now

$750 billion dollars deeper in debt because we cut the taxes

by' $750 billion, It is almost a dollar for dollar trade-off.

I have had'my taxes cut along with everybody else. I

enjoyed the tax cut, But the question is, can we afford all

this? Obviously some of these tax cuts that you are talking

about is just an adjustment for inflation. When the inflation

Kient up, your taxes went up with it and your expenditures went

uap with it.

We are not necessarily any poore-r just because we are
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paying some taxes. I am paying just a lot of taxes just 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 poorer as a nation because people like

me pay taxes that make it possible for these dear old people

to get some medical care or to draw a little social security

check or to provide for some mother and some children and

then so far as the government taxe's the money away from me

to spread-out among somebody who needed a great deal more than.

I do, I 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.

T think at some point that those in the White House and---

bhe President on down are going to see it and those on this

and.. I voted for Bennett Johnston's balance of budget amendment

Dver a three-year period. I voted for Jesse Helms' idea. Some

:f us have-to start not only for some of these balance of budget

proposals but for more than one of them so we can get a majority

behind something that leads up to fiscal responsibility.

~For us to keep saying oh no, we Are going to get it all
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inder control but we are not going to do it by raising any

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

,an find the heart to make all the cuts that are going to have

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

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

The Chairman: Senator Bentsen.

Senator Bentsen: MVr. Chairman, as often happens in these

;hings we go to excess. There is no question but we had to

,ut taxes.. We should have. There was no question that we had

;o increase defense -expenditures and we did. The problem is

;rying to do them to the extent we did at the same time-we

aad the tightest-money policy in 20 'years.

There is no'.way that this economy can digest that. It

neans that we have to-have some moderation in each of these.

4!e are still going to increase defense spending but we have to

3~tretc~h it out s'ome. On some of the exce'sses' in tax cuts., we

!ave to moderate them,

You cannot pile these $200 billion dollar deficits on top

Df each other with~out doubling this national debt within the

-iext six years. That is an absolutely unreasonable and

inconscionable burden to put on our future generations.

Co-rrections have to be 'made.-

Let me get a clarification on a different point here

that was brought up ea-rliex. Mvr. Pearlhan., I 'am trying to

Lrnderstand whde'ewe are insofar as the'Sta-rk-~Moore bill. 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 had been told that Treasury and

the stocks and the mutuals and the Ways 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

correc t then in what respects do you differ with it?

Mr. Pearlman:. Senator Bentsen.

Senator Bentsen: If you can listen to two of us at the-.-

same time with that fellow talking in your ear, you do a better

job than I do. Did you hear all my quest ion?

Mr. Pearlman: I heard your question.

Senator Bentsen: Good.

Mr. Pearlman: I think I can answer your question. That

Ls correct. With the exception of some minor technical

ispects of'that bill that still need to be resolved, there is.

i.n agreement. I think what you heard was an accurate statement.

Senator Bentsen: Let me ask you then, you made a point

ibout revenue. You are supporting it all the way except for

scome minor technical aspects', is that what I understand from

;,he Administration?

Mlr. Pearlmnan; That is correct.

Senator Bentsen: Thank you.

Senator Matsunaga: 'Mr. Chairman, have we abandoned the

'irst come-first ask policy of the committee or are we on a

-ast come-first talk policy now?
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The Chairman: I am~ sorry. I didn't see your hand.

Senator Matsunaga: I was trying ear~lier 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? Is it to encourage the

purchase of life insurance by the populace? It is to discourage

As a former 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 itemized things.

I think that would determine which way we ought to go. If that

policy is as I feel it 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

and through his own payment off premiums will provide for his

future, heavens, what are we doing?

I say this as a cosponsor of the Symms proposal. I say

Khat is the policy of the Administration? Do we wish to

encourage the use of fringe benefits on the part of employers

to retatn 'employees on a permanent basi~s as so-me of the older

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

keep on working because they are going to get the bonus.
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These are the policies that need to be-determined before

we act and before the Administration even -makes its recommenda-

tions, I believe, Mvr. Chairman. I would ask this question

relative to the fringe benefits thing. Perhaps 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 taxed.

Would the Treasury Deparitment'go with that freeze if we

should order it?

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

we are trying to respond to the budget resolution-. It-may be

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 going

to do anything.

Obviously we can lose *100 billion dollars in revenue by

taking care 'of~ eVerybodyt-s amendment and doing nothing on the

other side and I am not getting into fringe benefits or any

othe-r area but we are all- out there making speeches about the

deficit and now we have an opportunity to do something to-do

something about it. I don't want to prejudice what Treasury

,might say but L~ amr not certain, It is certainly material

and we 'want Treasuryts, view. We don'tt have any provision on

fringe benef lts.. So~me suggested extending the' moratorium.

Senator aymms hiaa a bill. The House has passed a bill. We hav(
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it on our last because I assume we will be going to conference

and we thought at least we ought to have expressions from

committee members and the joint committee, our own staff and

Treasury.

Senator M~atsunaga: 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. One way to increase revenues

is to increase taxes.

When I first ran for office, Mr. Chairman, some of us

feel that-maybe a 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 19514. The Democratic Party took over

the territory of Hawaii for the first time in 5)4 years on a

policy of increasing taxes.

I-would think that we should do the right thing. I think

the American people will understand. That is what we ought to

do,

The Chairman: I% hope we do the right thing. I~get all

kinds of signals that the right thing is spending more money
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bill up with a lot of revenue losers. That is not my intent

at 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, Senator.. The overall policy

of the Adihinistration has been and continues to be that we

are not supportive of revenue measures as revenue measures.

There are some specific items that the committee has invited

us to comment on through testimony and that are before you

which we do not believe are revenue raisers and the Administra-

tion has specifically indicated its support for those items

the most notable being the taxation of life insurance companies

and the area of tax exempt leasing.

Beyond that we are here to try to respond and to provide

assistance to the committe.e and'obviously to try to deal with

areas wher e wre think there may be potential for erosion of the

cu-rrent tax base,

I hope that its responsi've..

Senator Baucus: 'Mr, Chairman.

The Chairman: Senator Baucus.

Senator Baucifs: Mr. Chairman,-f-rankly I think we all know

wbat is going on here. This- committee knows. r' think the
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Administration knows. The House knows. People know that we

have a deficit that is too high. We have to live within our

means. The only way we are going to address it as we should

address it is some combination of spending cuts and some

revenue increase., some combination -- both because it is

right and also because it is the only politically acceptable

approach.

Frankly this never-never land-that we are in right now

this Alice in Wonderland atmosphere that we are in right now

while we are fiddling while Rome is burning, I think is going

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

Everyone is like Alphonse and Gaston. The President is waiting

for Congress. The Congress is waiting for the.President.

Everybody is waiting for everybody else to move.

It se-ems to me that Senator Boren and Senator Danforth

w'ith their proposal attempted symmetrical balanced approach

to get at 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 after the recess that we have a responsibilit3

to take that first step, W'e-don't know the specifics yet but

generally follow the approach of Senator Boren, Senator Danfortl

and Senator Wallop to find some way to take that first step

because I have a hunch, strongly feel in fact that we are

therefore be filling that void and that vacuum that everybody ic.
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waiting for. Everybody is waiting 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 that we are also going to have to cut some spending as

well as raising so-me revenue if' we are going to solve this

problem.

I think we all know that is what is right. I think the

President knows that is right. I think that we are incorrect

if we-and the White House think that politically it is best to

hiope that all this takes care of-itself until after the

election. A lot can happen. That election is 13 months away.

It is going to boil over., We had better pay our debts earlier

rather than later.

I strongly encourage us to do what we know we should be

doing.

Senator Armstrong: T just wanted to ask a question. I

wanted to be sure I understood what Senator Baucus -was saying.

Did I understand you to say that you endorse the Boren-Danforth

proposal but not to the extent that it bears on indexing?

Senator Baucus: I endorse the concept. I endorse the idea

I endorse the appr oach to try to find some symmetrical solution

which cuts spending generally in the same 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 earlier time. I don't like that approach. I

would rather raise revenues-some other way. I like the

approach of generally finding a symmetrical b-alance evenhanded,-

attempt to find an evenhanded fair approach to both raised

revenue and cuts in spending.

.The Chairman: I want to thank the Senator from M~'ontana.

In 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 Ronald

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

will reflect our determination to reduce the deficit.

It may be more taxes than Senator Roth would like to

~accept. It may be more spending cuts than somebody else would

like to accept. I don't know what choice we have unless we

just want to keep on making speeches and let the economy go

down the drain in the process. I think if there are enough

of us on the committee, I think everybody shares~ the view that

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

sthe-re are for the general problem, we will make it all right.

Senator Boren; Mr. Chairman, I~ certainly agree with. what

*ou said. I met with a group o-f business leaders yesterday

hosaid why can't we have'some leadership. WJho is going to

olve this problem? There is not one person in the United

tate's unless it is perhaps the''Secretary off the Treasury- that
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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 the money faster than anything we have now if we

dontt let the interest rates rise up.

I just-think we have to do something. It is disconcerting

to hear people try to not admit what has to be done and say

that we are 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 political risk necessary to solve

the problem. It is a terrible absence of statesmenship and

responsibi lity 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.

Senator Armstrong: Mr. Chairman, I am not trying to have

the .last word unless I can. I really cannot think of a single

rni~mber of the Senate for whom I have a greater admiration than

I do the Senator from Oklahoma particularly on this issue.

He has sounded the alarm over and over again. I think he

is right, that probably Don 'Regan is the only guy in the country

that doesn't think these deficits are a terrible problem.
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Ibeir~-t-hat -- Se-at n-rnhboren wOf- te-p _

first senators to call attention to that problem long before

it was 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 the deficits arise because we are under taxed.

What we have is an explosion on the spending side. That

is where 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 advocated it in 1970.

What we have seen in-the last ten or 12 years is a doubline

and tripling and quadrupling on the spending side and no relief

at all on the tax side. In fact, taxes despite what Senator

Bentsen has said and despite what Senator Long has said and

others have hinted out, taxes are rising. They are not going

down.

So any notion that there is a justice or a symmetry in

raising taxes' and cutting spending, I just thi~nk flies in the

,face'of the-facts.

;5enator Boren;, 2Mr., Chairm~an, I~ won~t get tnto a debate

with my good friend. T appreciate his kind comments. I just

think that we have a gap. -The spending is going up. There is

nQ doubt abou~t that. We had spending at about 22 percent of the



- ~~~~2

3

4

0 ~~~~5

6

7

8

9

10

11

12

13

D ~~~~14

15

16

E ~~~~17

- ~~~~18

2 ~~~~19

20

21

22

23

24

25

148

GNP three years ago. It is at 25.5 almost 26 percent of the

GNP now. Federal revenues, however, have declined slightly,

federal revenues from 20 percent of the GNP down to about 18

percent. The point is that the gap is now 7.5 percent instead

of 2.5 percent. 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'side. I would not favor the

repeal of-indexing. I think-perhaps a temporary partial

contrain t 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 could get the

last word.

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

3.re that you referred to, Senator Armstrong. Outlays for 1983

to 198 8 would be 241.8 percent of GNP. That is the highest in

the history of this country. In 1982 it was 241.6 percent.

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

Now-on the receipt side revenue is about as h~igh as it

aas ever beeh except for the year 1981. You were exactly right.

There have been no major tax cuts. 'Revenue- diu'ing the- 1983-1.988

oeriod will be 19.7 percent. The highest- it e'ver-. was, :n 1981

aas 20.9.

So all-the people who are saying that there ha~ve been

najor tax cuts, the fact is~ that they~ are offŽet.t 'They' 'are
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offset by other revenue meIasures so whether you call it supply

side or whatever it is, there has been no real test of it.

The real fact of the matter is that we are taking more and

more out of the private side and not giving the recovery a

chance to show what it can do.

If you really want to do something 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 we are going to raise revenue and we are going to do

something on spending,. I would just point out again that on

the House side this year that they have proposed a $214 billion

dollar spending increase.

I would just point out that the Senate yesterday

overwhelmingly increased spending by four billion dollars. So

I hear all. this talk about reducing spending and all the other

things but I don't see any indication that that will be done.

The thing that history shows us is that if you raise

revenue&, you are just going to encourage 'tho'se 'who' believe 'in

big spending that we ought to increase the' spending side.

I would gQ back, to what I' said earlierl, 74r. Chadirman,

I think there are s-ome -loopholes. that we 'probably can close,-

but I think we ought to listen to- the' bu-sines~s coimmunity and

most of the organi~zations from small business'3 to- big bus-ines's

wQuld like some ce'rtaint~y.

We have had so many' tax change~s ~-n 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

and then maybe we can talk about it.

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

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

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

didn't ask for in the tax bill in 1981, we would pick up $79.5

billion dollars in 19814, 1985 and 1986. If we had enacted all-

the things the President wanted and didn't get, it would be

another $23.14 billion dollars. There is $105 billion dollars

in revenue of things 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

recommend changing some of these. But if we really put our

ninds to it I think there is an indication in this committee

including Senator Roth and everybody' else if we can get the

eight package not raising revenues in the sense of going back

ind undoing anything and I would oppose changing indexing.- I

3f1so live in the real world. I think we ought to continue to

vqrk on that and will be doing that as we go' through.

I would like -to go through the rest of this list.

Senator Bradley: Mr. Chairman, may I say one thing? The

)ont i's the President signed the tax ili-91

*The Chaj~rman, Right.
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Senator Bradley: That guaranteed the revenue hemorrage

and while everyone has great ideas and everyone has properly

ideas 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 Senators Boren and Danforth offer

is about $30 billion a year. So we still have $170 billion

deficit. If we are serious about addressing the problem and

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 actuall

trade.

That is why I think the suggestion that 'you have made from

time. to time which is getting a bipartisan conference so that

you can actually address the $200 billion dollar budget deficit

is not a real 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

bhey cantt afford the interest rate and suddenly we have a much
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different world.

The Chairman: Senator Bentsen.

Senator Bentsen: Mir. Chairman, I just want to speak to

a specific on the agenda. You and Senator Moynihan showed

a great deal of leadership on the tax bill when we got into

the problem of commodity straddles.

It is my understanding and I have been advised that there

is still-some ambiguities and some'N question involved in that

a.nd an amendment has been proposed to try to bring about so-me

ilarification.

It is a very technical subject and I would hope that you

and Senator Moynihan and your staffs would take a look at it

ind see if this is a proper approach to try to settle some of

the questions.

,You set up a transitional rule there that legitimatized

ind understood that you had legitimate straddle in instances

qhere they were entered into with the anticipation or hope of

)rof it. If the staffs could look at that, I would appreciate

Et and see what you and Senator Noynihan think on it.

The Chairman: I mentioned in a discus-sion with Republican

niembers the other day that we had had a number of inquiries.

In fact 'I think Andre has been aware of those and others have

ihere there are some who feel that while they' may not have agreei

1h at we fairly dealt with the :issue at all in 1981 what they are

,oncerned-about :now is. the fact that IRS, and other procedures
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being used in the years p-rior to that, is that correct? That

is the concern that has been~ expressed?

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

concerns.

The Chairman: If there is a tax, whether the rate is

.-oing to be 32 percent or a higher Pate, is that also the case?

Irhat is another issue?

Mr. DeLuc: Yes, sir.

The Chairman: I appreciate your raising that. We were

also told at the time we addressed it that stock option

straddles., I guess, would be too expensive or something. They

ffouldn't be an issue. We understand now. You might just

address that briefly while we have it up because we are going

to look at the others, Senator B~entsen.

Mr. LeDuc: In 1981 stock option straddles were carved

Dut of the general rule enacted for commodity straddles based

Dn our understanding and the Treasury's understanding at that

bime that the potential problems were not present with respect

to stock options.

I think at the staff level there is a judgment that based

.ipon a number of tax shelter prospectuses that have been shared

,with the staff tha t there is a serious problem here. I think

the indust'ry agrees that there are some problems. There are

a couple of-options that would be available to cbal with this

:roblem.
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The first described in the materials circulated to the

ommittee would take stock options and move them into the

'eneral rule for commodities which are the loss offset rules.

.n alternative approach that perhaps ought to be explored would

e to move stock options into the market-to-market rules.

The Chairman: Has the joint committee looked at that also,

Fim?

Mr. Wdtzler: What has happenbd is that in the last

,ouple of weeks the industry has made a legislative proposal.

le have met with them. It is a complicated area but I think

;he proposal is a promising one that looks like it could deal

iith the abuses that Treasury referred to in its testimony

~arlier in the year and also solve some of the industry's,

)roblems it is having because of the differences in tax

;reatment between futures contracts and options.

So we are working on that. It is a fairly complicated

3.rea. We are working with Andre and the Finance staff to see

Lf we can work something out.

Senator Symms: Has the proposal that Senator Bentsen and

eQnator Mvoynihan have made been looked at? Is this to try to

ro back and address the problem?

MVr. Wetzler: There are two separate issues. Senator

3entsen, I think, is concerned with the transitional issue.--

Senator Symms: Right. That is what I-am concerned with

:;oo.
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M4r. 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

wie could do something on this I think we really ought. to direct

the IRS because the transition rule has been the problem on

the market-to-market. I am not going to get into a philosophi-.

2-al discussion of market-to-market here because I do think

that history will prove that it weakens the forward months.

Phat is neither here nor there.

The Internal Revenue Service, I think, needs Congressional

firection of what they are doing on going back and disallowing

qhat were up until -- actually what trades that had been

iccepted as the way to' do business since about 1938 or so

3.nd they have just changed it all of a sudden without the

,lonsent of Congress.

If they have a proposal, I sure would be interested in

iaving us give som'e clear direction from the Congress to the IRS

The Chairman: I am glad it wa-s raised by Senator Bentsen.

'enator Moynihan did mention it to me earlier this morning. I

lid raise it in a meeting with-Republicans the other day. As fa:

Ls- I know- there isnit any proposal. What I would suggest is tha,

;he staff and the joint committee take a look at what may be

)roposed or at least some options as you look at the stock

)ption straddles and foreign corporation commodity straddles, I
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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 M~oynihan: Could I thank you-for that statement,

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 persons. We certainly had no understanding

and made no statement, we explicitly made no statement about

legality or illegality. If there is a question of IRS

nistreatment 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

bias been 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 other

reven~ue options where we have the law., background and explana-

tion could we also have the revenue figure? I dontt see'that.

.The Chairman. Yes. That would be helpful.

lvii. TDeArme'int: MVr. Chairman, the joint committee was still

qorking on some of the revenue numbers. That is why they were

-iot-incl-uded, I think we will have those available shortly.

Mvr. Wet'zler;- We don't have revenue figures for every

3'ingle one of them but we will pass around what we have.
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The Chairman: I am rnot sure we are going to be in session

but-if we are in session-tomorrow, can we meet tomorrow?

Mvr. DeArment: I donl~t think we have any conflict. Yes,

we can meet tomorrow if the Senate is in session.

The Chairman: 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 amendment

offered by Senator Schmidt of New Mexico? 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

proposal that is listed here would be to delay that effective

date for two years. The 15 percent exclusion was one of the

several savings incentives that we included in the Economic

'Recovery Tax Act in 1981.

Senator Symms: What is the revenue on that?

~Mr. DeArment: The revenue right now- over three-years

the revenue pick-up would be 'about $3.9 billion dollars.-

5enator Sy~pms; What is the projected los-s as far as

lack'of savings? Does anybody have any numbers on that?

~Mr. DeArment; Jim, would. you like to answer that?

MNr, Wetzler: Since it hasn't takeni effec't yet., we really

donk't have any experience with it,

Senator S5ymms, But you anticipate though that would be an

en-couragemenit for people to save?

1
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Mr. DeArment: That's correct.

Mr. Wetzler: Our concern, T guess Senator Symmus, 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 TRA's.

.The Chairman: Plus Senator Grassley has another amendment

that I think will add to that loss if it is passed.

Mr. DeArmnent: There has been concern that the amount of.

the 15 percent exemption really is so small that it may not havE

that' much of an effect.

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

Mr. Chairman?

Mr. DeArm~ent: The original proposal was for 25 percent.

There is the same concern as we had with the one hundred dollar

small saver that it is really not much of an incentive.

Senator Syimxs: I think that would be a mistake to include

that in the bill, Mr., Chairman.

The Chairman: It may be. We havent-t done it.

Senator Syiurs: I just want to be on record to say that

I will- oppose that one.

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

to find any-painless areas, 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 about three billion dollars in taxes, 3,000 companies.

Over the last five years just~seven of those 3,000

companies paid over 52 percent of the taxes paid by the industry

and one company paid about 25 percent of the taxes for the

whole industry despite the fact that there are 3,000 companies

in the industry.

The primary reason that-these companies have not been

paying much tax on their economic income is that they invest

very heavily in tax exempt securities. Tax exempt securities

now comprise about 140 percent of the so-called admitted assets

of the'se companies.

The proposals that are in the staff document do not and

are not intended to limnit tax exempt income on the part of the

industry nor are they intended to substantially change the

taxTable income-of the companies.,

The primary provision is simply to conform the accounting

of res~erve liabilities, the-deduction for the reserve liabilitiE

to the -treatment of life insurance companies.

Basically a property and casualty company will determine

5
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once they believe an accident 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

on those premiums.

The proposal would simply discount using an after tax

discount rate which is intended to 'take into account the fact

that the investment income will be subject to tax the'-amounit

of deduction for those reserves that can be taken in the first

year.

Essentially what we are 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

just a calculation of how much of a deduction they get to take

in that early year for a claim that will not have to-be paid

until far in the future.

The proposal 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 would be .no reason to discount those.

Senator Symms: Could I ask a question on that? Isn't

there a risk here that what you are-really doing is lowering

the reserves of the insurance company to be able to pay out
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claims. In other words we are going to put ourselves,

Treasury, government as saying we know how much they are

really going to pay out and they 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 really

what we are talking about?

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

guess or an estimation of what that liability will be within

the poli cy limits of course and when that claim will have to

be paid.

Whether-you disco unt reserves or not thdt risk or that

guess on the part of the company is a business risk that they

taken.

Senator Symms: Then what we would be doing is 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

federal government is in the-business of partially insuring

or partially paying for the premiums of a person who buys

automobile insurance and the question is do you do that.

Senator Symms: No. You see my-point is I think that this

rs~a lot more serious than meets the eye. I think if we'start
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;ampering with that you may find out you have a whole bunch

ff property and casualty companies out here that end up with

iore claims than they have the ability to pay for them. The

)nly answer then would be that you have to raise all insurance

*ates. That clearly would be a tax increase on consumers.

Mr. Belas: Senator, I think you must keep in mind that

,hat is occurring if you discount reserves is not an increase

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

;aken and when the income will be taxed. The same amount of tax

Till occur. It is just a question of when that tax will be paid

Senator Bentsen: Mr. Chairman.

The Chairman. Senator Bentsen.

Senator Bentsen: It can't be stated just that lightly

Decause the Point at which taxes are paid makes a great deal

:f difference insofar as to the value of funds. What has been

proposed is certainly a very interesting intellectual exercise

ind would go far beyond just the question of discounting the

amount of reserves if you want to carry it to the fullest

e~xtent of the logic of that approach.

I don't quarrel with it. Perhap's something should be done

Ln that regard but you are talking about a major change in the

-lax structure for that particular industry. I think that is one

;hat ought to be explored. We ought to fully understand how far

;hat goes and what its complete results woul d be. I think we

)ught to have the h~earings 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 around 1.12 percent and that had had a very material

effect on what has happened on taxes in recent years.

M\r. Belas: Senator, they are obviously --

Senator Bentsen: Is that a legitimate statement that has

been made to me?

MYr. Belas: Without question they are in a down cycle

in the industry. There still is a question however whether

they are economical ly not making money or whether they just

are not making money on b~ook according to the insurance

departments or according to their tax returns.

Senator MVoynihan-, Just out of curiosity could I' ask

Senator Bentsen, Y doni't know if I quite followed what you

~said, I am just interested in the "~awas-h itn red ink"t reference.

S'enato2' Bents~en; It is my understanding and he has just

backed'it up that the+ industry is a serious down cycle business-

wis-e and that their loss ratios. are'askewed and that they have

lost a 'very substantial amount of money and their stock

,ratios'are reflecting that.

If you really want someone whoQ is, sophi'sticated who will

tell you that theni go look at the' stock market and rpee what

th.s a~pp U eto zornie f-t h pl eanxn-g:5 rat-to-s-and the'
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investing community thinks they have problems and that they are

serious problems.

What he is talking about as I see it is a major change

in the tax approach maybe justified but I 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 that

yet.

Mr. Belas: We have from the GAO today a memorandum

which states categorically that the conclusions that they

testified to in th'e June hearing remain unchanged and the data

on which it is based remain unchanged.

The appropr iateness of discounting reserves is

unquestioned in their mind. The report is not ready only

because it is going through the bureaucratic changing of the

commas question not that the conclusions are in doubt.

Senator Bentsen: I think it is very important that we

have an opportunity, 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 business are going to disagree when

you start changing anything that may be helpful or beneficial.

I 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~l'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 it over, a two or three year period.

The Administration is opposed to that. They feel that belongs

in the spending reduction 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.

satisfy the amount needed to fund health care for the

unemploy ed. Jim, do you want to comment on that?

Mr. Wetzler: 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

income is going up with inflation, your tax rate wontt change

and there is really no particular reason for you to have any

income averaging.

The way the present system works you will still be getting

b~enefits from income averaging. So really the idea here is

that because we ha~ve 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 double dip would be kind of

complicat ed so what we have worked out is two sort of

approximateladjustments, two alternative adjustments.

.The way income averaging works is that you compute your

income 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 excess of 120 percent of your base is your

so-called'averag eable income. Then your income averaging

basically is designed to reduce the'marginal tax rate on that

ayverageable income, the' income in excess of 120 percent of your

base.

The: first proposal here just raises that threshold from

120, per~cent to 1~40 percent. The second proposal does two

things, It raises the threshold to 130 percent instead of

i140 percent but then sho'rtens the base from four years down to

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

provis-ion for taxpayers to have to keep their ta-x returns for

the' prior four yea~s.. As a result-of that many people who are
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eligible for income-averaging don't elect it. By shortening

the base period from four years to two years you would make

the 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

averaging over a five-year period and that is where you get

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 from 12 months to six months has been the cost.

We believe that we have found a way to diffuse that

argument without any impact on the desire to change it.

it would lower it to 'six-months. Could you explain that?

-M~r. Wet'zler: What we have down here is two things, one

i~s to shorten the holding period from one 'year to six months

effective -for assets purchased after November 1, 1983. That

i's a s-omewhat different effective date than we have had in the

pas-t which. would have the effect of making it clear that no

one 'is going to get a benefit on gains- that have accrued

already.

it is only assets you have purchased in the future and
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of course you don~t know whether 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 ordinary income up to $3,000.00.

That was increased from $1,000.00 back in 1976 which was the

same time that the holding period was lengthened to a year..

This proposal would shorten the - it would reduce the limit

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 should say for calendar year 19841

and subsequent years because you have changed the effective

date on the six month holding period to make' it prospective.

The Chairman: Would that respond to the argument that

particularly House mem~bers have ma~de that the problem with the

s~i'xmonth holding period is the cost?

M'r. Wetzler: The change on capital losses would more than

pay' for the shortening of the holding period.

Senator Mvoynihan: MVr, Chairman, I know there is that

concern but I think we have had experience in this committee

of reducing rates and finding that far from costing the

Treasury, the re-venue actually increased. It wasn'It dramatic

perhaps but there Wasn't a loss. in 1978 T think that

happened,, 1 would be interested in 1'Mr, Wet'zler t-s 'view', or any

71
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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 be working fine.

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

Mr. Wetzler: It is clear that any holding period

distinction is somewhat arbitrary Aincluding the one-year

holding p-eriod that is now in the law. I think if you just

abolish the holding period-entirely for-stock without going to

a market-to-market type of system theiway you have done for

commidity futures and the way the options industry is proposing

that you do for options, without doing that if you just

abolish the holding period I think you might have some trouble

with various man ipulative tax devices.

I would be hesitant to recommend abolishing the holding

period before we have a 'really careful chance to study the

possibilities,

Senator M~oynihan: But you would be in favor of returning

it to six months--?

'Mr, Wetzler: I don't really have a strong feeling about

it. I thi~nk the holding period-is pret'ty arbitrary whether it

be six' -months~ or one 'year. The argument that the securities

industry 'makes' for the 'six -months is, that when you only have to

hold the stock for six mnionths to get a long term capital gain
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your chances of getting a gain will be, you will perceive them

as being greater. Therefore, individuals will be 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 will-respond to an incentive like 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 put in a tax

code in the 1920ts, wasn't it?

Mr. Wetzler: I think-in 1921 is when the Congress first

enacted a special provision for capital gains. Since then

there has always been some distinction 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, I

think, 19412 and 1976 and it has been a year since then.

So we have experimented with every different way to do

it.

Senator Mvoynihan: 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,1 do you then declare-

their income to be unearned? CApital -ga~ihs are income. It

is only the Vanderbilts who get them.

The Chairman: We passed this in the Senate I think two

or three times last time by a vote of 17 to 17 but this in

my view has.-substantial resistance in the House. The reason

I had heard was the cost. This would sort of take it back where

it was. Is that correct?

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

same time back in 1976. The holding period was really adopted

originally as a way of paying for the increase in the-loss

offset. This would basically reverse what was done back in

1976 and keep the two linked together.

The- Chairman:- Th-is -might--sat-i-sf-y--Sena-tor -Bumpers who I

know is quite concerned about it and I think also Senator

Mletzenbaum.

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

excise tax? This is a bill that I think Senator Wallop and

other senators on both sides have an interest in. Harry,

what is the deal on this?

Senator Symmns: -Before you go away from that, Mr. Chair-

man, I just want to say one thing while Senator Moynihan is

s-till here and foil the benefit of the staff from Treasury.I

still believe that if you shorten the holding period that the

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

and velocity of the commercial activity. Treasury is going to

get more money not less money by shortening the holding

period. If you can work this out with the opposition to it,

I think we ought to try to do it.

The Chairman:- We are going to try. It is going to go

in our package that we hope everybody votes for.

Harry, what is the deal on the fishing? Is it pretty

good?

M~r. Graham: Apparently Mr. Chairman present law has a

10 percent manufacturer's excise tax on certain sport fishing

items. H.R. 2163 as passed by the House would -expand the

number of sport fishing items that are subject to this 10

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

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

facilities.

The Chairman: We are not talking about revenue gain.

We are talking about money that is used for whatever-it is

used for.

Mir. Graham: Yes, Sir. Each fund has contract authority

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

concerned.

The Chairjman: I had someone approach me yesterday and I

should retrembe~r the name but who was concerned and he is a

domes-tic maanufacturer 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

not pre~judice a domestic manufacturer.

Mr. Graham: Concern has been expressed by domestic

manufacturers that foreign importers can not do an arms

length transaction and therefore avoid paying the 10 percent

excise tax on the inclusion of their profit in the price of

the item.

Consideration is being given to several different

options one of which would move the collection point to the

last sale before retail sale in order to alleviate that

problem.

The Chairman: That is a real problem then that has been

raised?

Mr. Graham: Yes,. sir, to some extent.

Mr. Wetzler: I think, Mr. Chairman, the Ways and Means

report has an instruction to the ILRS to enforce more closely

the constructive sales price provision to make sure that

all parties importers and domestic manufacturers are --

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

the Ways and:-Means? Are they considering this same provision?

Mr. Wetz.zler: This has already passed the House, I believe.

Mr. Graham: It has passed the House. The Ways and Means

briefly considered io'ving the collection point but really did

not have t~ine-to address it.

The Chai~rman: Does Treasury have any comment on this bill!
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Mr. Pearlman: 'Mr. Chairman, on this particular point

this point has been made to us as well that there may be a-

discrimination between domestic and foreign producers. Tha~t is

of concern to us. We think we need to address that question.

The Chairman: I know even the vice-president is very

interested in this measure. I have had all kinds of

indications that this is very important. I don't fish so I

don't know.

Mr. Pearlman: Our position and we have testified before

the coimnittee on the bill is that.-we oppose the diversion of

the excess motorboat gasoline and motor fuel excise taxes

into a separate fund but that we support the other two

increases in Dingell-Johnston.

The Chairman: Does this raise additional money then,

Harry?

Mr. Graham," Yes, sir. It raises about $100 million over

a three-year period.

The Chairman: Where does that go?

Mr. Graham: It'goes into the sport boating safety fund

and also into the land water reservation fund.

The Chairman: Is there any objection? Does the

Adminjis-tration oppose the proposal?

Mr. Pearlman: We do oppose the diversion of the funds--

of th~e gasoline and motor fuel taxes into the fund because it

has, an adverse re-venue impact. Otherwise, we are supportive of
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example a wholesale level tax because of some of the collection

to try to deal with the foreign problems'.

The Chairman:' Could we try to work out some of these

problems?

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

The Chairman: As 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 it.

I would hope that between now and the time we come back

after the recess that we will have resolved as many of the

problems as we can.

NMr. Grahamn: There are several proposals, Mr. Chairman,

being discussed in order to resolve that problem.

The Chairman: What about number "J"?? That is one that

has passed the Senate several times and is always knocked out

by Congressman Gibbons on the House side., withholding on gains

from foreign investment in UI. S. ~real property- That is

another measure that Senator Wallop introduced and the only

problem is it lacks teeth. . It makes it difficult to get the

t ax. Is that correct?
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Mr. Belas: The problem,- Senator, you hit correctly

is that the tax is imposed and there is 'no way to assure

collection because the taxpayers are foreigners. The legisla-

tion as it is currently structured only requires reporting.

Regulations have not been finalized to require that reporting.

Therefore, the reporting 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 approach

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 keeps getting knocked

out-?

MVr. Pearlman: I can't answer that. I don't know.

The Chairman: It has been in a couple of bills that we

have passed, hasn't it?

Mr. DeArment: Mir. Chairman, we have passed this three

times. We passed it in the 1980 reconciliation bill when we

first passed the substantive provisions. We passed it in 1981

and in 1982.

The Chairman: 3Vany foreigners are not to pay the tax

sale. That is about what it amounts to,

Fir. Peavlman: Mir, Chairman, I am advised that-there has
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been some prior criticism that the withholding would be

unduly burdensome and that was the criticism to the prior

proposals but this bill has been revised to relieve that

burden.

We believe that probably that criticism is- properly

addressed in this''bill.

The-Chairman: I would hope that maybe Treasury or the

Joint Committee might check that language with Congressman

Gibbons. He suggested that it would be burdensome. I have

heard that argument used on withholding and it was fairly

effective.

Senator-Symms: Any tax treaty problems with it?

The Chairman: Tax treaties?

Senator Symms: Is there any tax treaties with foreign

countries or some reason?

M~r. Pearlman: Your question was would this create a

problem under this?

Senator Symms: I was curious of why it is that it

always gets knocked out. It seems so logical.

Mr. Pearlman: I have not heard that it was a treaty

problem, $enator.

Mr. Wetzler: I think in the past there have been

transition rule~s to deal with the treaty questions that are

rai~sed.

'Mir. Belas: Also the original substantive legislation

that was passed in 1980 specifically overruled inconsistent
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treaty provisions.

The Chairman: I think it is worth-looking at and putting

back in there.

M~aybe we could go to the tax compliance measure.

Senator Symnms: How about number "I", Mr. Chairman?

The Chairman: Let's do tax compliance and then "I" and

we will just leave IG"I.

Are these tax compliance measures primarily the ones

that resul t from hearings by Senator Grassley's committee?

.Mr. DeArment: Yes, they do and further work with the

Treasury staff and the Joint Committee staff. The proposals

outlined as exhibit F are designed to deal with areas of the

compliance gap that were not addressed by last year's

compliance legislation, principally some new tax shelter

compliance problems, compliance problems relating to illegal

source income and third, the overstatement of deductions.

We add new reporting requirements and targeted amendments

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

tax shelters and a reporting requirement designed to deal with

individuals with substantial illegal source income who spend

that income in cash in large cash purchases in excess of

$5,b000.00.

The Chairman: Does it have any revenue impact?

'Mr. Wetzler: I think our estimate is that over the three

yea~r period this would pick up about $300 million dollars
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.keeping in-mind that it is hard to estimate the positive,

revenue impacts 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 conservative.

The Chairman: Now does Treasury support these changes?

Mr. Pearlman: Yes, we do, Mr. Chairman. Again we do not

look at these changes as revenue raisers.

The Chairman: Sort of neutral.

Mr. Pearlman: They are insignificant. We don't look at

them as raising any significant-revenue.

The Chairman: But you are not 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 proposal says that the committee may wish

to consider recommending American Institute of Certified

Public Accountants that anybody who pays cash in the course of

a t-rade or a business that it has to-be reported to the IRS.

Is this for drug enforcement? What is the purpose of this?

'Mr. LeDuc: Senator, last year we had no proposals that

dealt with individuals with-large drug income or large

gambling income or other illegal sources.

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 Ln to buy 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

other equivalents, if he walks in and pulls dollar bills out

of his wallet, the car dealer would be required to report-

that purchase to the Internal-Revenue Service. The threshold

that was suggested in'the write-up was $5,000.00 but it is

directed against the illegal source incomes, Senator.-

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

$)4,000.00 the'next?

Mr. LeDuc: You would integrate a series of transactions.

Mr. Pearlman: Mr. Chairman, just for completeness let

Tie note that we have some problems with a couple of these

Compliance items, I think they can be worked' out with the

E3taff. I dontt want to mislead you.

Senator Symms; UIJed ca~r dealers would love this. You

aould buy one car for $4,90'0'00 today. and then go trade it in

in pay $4l,900.00difference tomorrow and trade it in the next

lay for $~4 ,000'.OQ difference and pretty soon you could trade it

Ln fov $~4,boo,00 you have yourself a Cadal~lac,

The Chairman: That Is r ight-.

Senator S~ymms: it is gon ob adt nforce. That iE

;he point I wanted' to-make. What you are really saying is

;hat the goal of the- IRh5is to get' is on a com~pletely credit

,ard n a paper talonoate htheO you are hones-t or

lis~honest, they can track. you righ~t down to the las~t cent of

L~ncomre you earned and th.6 last cent you spend. That is 'really
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what we are doing here.

There are a lot of little,. old honest people out there.

that actually save cash and then go spend it.

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

Mr. Stretch: Senator, the staff is aware of the

criticisms that you make and are very sensitive to them..

There is a lot of validity to your concerns. We felt that

since the American Institute of Certified Public Accountants

has criticized the Congress for not taking this step and'

the New York rState Bar had criticized Congress for not taking

this step that it should be something that is brought to the

attention of the committee and see if we could work out some

of these problems that you raise.

Senator Symms: That is the one thing that we have to

remember though. The IRS's goal is to have a paper trail for

everybody. Now I-don't blame them for wanting to catch the

drug dealers. I wish there was an answer to that. I think

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

better chance of solving that problem than the way w~e are going

at it. They are just going to keep paying people off.

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

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

too are concerned as you are.

The.Chairman: Let's try to get it-all together. You are
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not talking about dhanging the color of the money or anything?.

M~r. Pearlman: Not in this bill, right.

The Chairman: Would you like to change it?

Mr. Pearlman: I would like blue.

(Laughter.)

Senator Symms.' Pretty soon we had better change it to

red. It would be more appropriate.

The Chairman: 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 ??I1f and then let's do "GI' and

"IK" and again I would indicate that what we have done is list

on the agenda some areas with some 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 ch-arge of t~t?

Mr. DeArment: Jim.

Mr. Wet-zler: I will explain it.

The Chairman: Quickly.

Mr. Wetz ler; There has been criticism of the graduated

,ate structu~re on the-grounds that the 'very big corporations

Pet benefits. of the borporate rates, and the theory of I'l is

;hat it would phase ou~t the benefit of the graduated corporate

ba~x rate so yowr' f~'x*t $10 OO.o.o00o of incom~e ~ y'o, noo ne

qTent -up from $lbOObodo doO to $*3oOOO.OO,
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The Chairman:,. I think the criticism is that we may' not

be getting the big corporatations. Is that your problem,

Senator Symms?

Senator Symms: Yes. My problem with that is if

corporation "A" makes say $50 million dollars a year taxable,

pre-tax profits that they pay taxes on and corporation "B"

makes one million dollars or $500,000.00 to make it more

appropriate, then the percentage of tax increase that you are

going to put on corporation "B" that makes,$500,000.00 is' a

much higher percentage tax increase than it is on the

corporation that makes a big profit.

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

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

businessman out here that has a family corporation. They are

going to view this as a tax increase?

Mr. Wetzler:. Right.

Senator Symms: I don't know how much revenue you are

thinking about raising.'

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

suggested earlier this morning that they need to do some more

work on this.

Senator Symms: Maybe you could take a look at any

corporation that had over 500 stockholders or something. I

don't know. That is just a thought. That was one-on the

water law, any corporation that had over 25 'stockholders. I
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thought that was too low a nuimber because there are a lo't of

small corporations that might have that many stockholders

but what you are trying to get at is the massive corporation

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 wouldn't even know the difference is what you are

really saying.

I think that there are a lot of people out there that

are going to notice the difference. I think we ought to be

cautious of that.

The.Chairman: I think that is a valid criticism and

concern. Without-getting into it more now because I want to

do the other two and I have a 12:30 luncheon.

Mr. Wetzler: Should I try number "1K" here? This only

affects the big-people.

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 2)4.

The Chairman: -So I' think without getting into detail

because it is very complicated and it is an 11-month study',

is that correct?

Mr. DeDuc: That is correct building on about eight years
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of study by some private groups, 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 ought

to have the hearing on this before we get into any discussion.

The report has been issued. Is that correct?

Mr. LeDuc: 'It. has been issued and has been given to all

members of the committee.

The Chairman: 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 committee but we will obviously at the

committee hearing. That leaves number what?

Mr. Wetzler: There is the section 1231. I think that is

the last one, number "G". The problem is so-called section 123

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

used in businesses. There the deal is if you have a gain it.

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 los~ses in alternate years taking the gains as long

tern capital gains and-th~e losses as ordinary losses.

WVhat the provision does would suggest that the losses on

the'se assets should be capital losses which means they wouldn't

be deductible against ordinary jincome. That would address that

robemof 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?

----- r7.W-et-zter :_This would amount to about a billion

dollars over the--three years. There is a fair amount of money

involved in it.,

Mr. Pearlman: Treasury has visited this issue before

some years ago. If I understand the proposal, it would make

all gain or loss e ligible for capital treatment without

recapture. I think we have some concern about not subjecti ng

gains to the recapture rules. This is one that we would like

have some further study on.

Mr. Wetzler: Ithink what we mean here is just to convert

the losses that are.-now ordinary into capital losses?

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

the Joint Ccommittee.

The Chairman: There may be other committee members that

would like to ask questions about it, too.- We wanted to raise

~,t again in public session. There may-be a lot of objection to

Are there-any other areas that are not on the agenda that

we-need to 'make -- Iguess we can discuss that later and issue

anothe'r agenda and scare more lobbyists. We have completed

at least the''publi~c discussion of the issues on the agenda.

As I understand, public property leasing there are still a



couple of concerns in the foreign area, is that correct?

Mr. LeDuc: That is correct, Mr. Chairman, and some

real property issue's that remain outstanding as well as

transition concerns.

The Chairman: Right. I have had a number of letters

come to me. directly.-concerning transition rules and I 'have

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

but also those recommended by the Administration, have we not?

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

The Chairman: We would be in a position when we get back

to start on the spending side and start voting not only on,

what the budget committee suggests but spending reductions

beyond-the $1.7 billion dollars over-a three-year period.

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

The Chairman: And also in a position that based on the

comments here this morning maybe of working out a package of

some kind that might have an impact on the deficit. - There seem

to be a lot of' people-around heive who are concerned about the

deficit, I hope that without distressing anybody too much

we can deal with that.

Senator Symms: Mr, Chairman, I know you are trying to
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leave and I don'tt want to del~ay it but I Yould like to just.

say one 6ther thing. I hope the staff and the 'committee'

would carefully look at -without just automatically rejecting

it out of hand as just a typical unrealistic proposal and-I

think it was voiced very clearly here'.this- morning that

there i's a lot -o~f cncern in-this town for the fact that w~e

are taxing people about 19 percent of the GNP and most people

seem to think throughout the country-that that is a fairly high

level but that we are still spending 25 percent of the GN~~P a.nd

that is creating an enormous problem and there is a big cloud

h~anging over the recovery as a result of it.

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

leadership that this committee could exert if we would just

simply refuse to move a bill to raise a debt ceiling until

)eople in this Congress and t he. White House belly up to the bar

lo cut spending.,

We could solve this problem by the first of January. I

,now it sounds very radical and dramatic but it could be

sblved-very easily. Fo r example, if we started out by cutting

~verybody'-s pay who-gets a check from the U. S.,government by

iabout ten percent starting with the President and everybody

~lse includi ng all beneficiaries of all government- programs -we

,ould straighten th~is thing out'in a very short time and then

,,o back and start making equality ~measures to fix those pe ople

i-ho are in a most disadvantaged place.
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As long as we continue at the rate we are going and'T

hear this arguftent in this committee this morning, it is the

best argument I have heard-for us to do something dramatic,

in this town for a change instead of just going along and

watching the~country slide off into two trillion dollars and

three trilli~on dollars. I don't know how big the-budget was

when you came to the Congress,.Mr. Chairman, but when I came

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

dollars and spending was about $200 billion dollars. Whe n

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

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

there is a point here in time and I think we are about there

that we should just simply refuse to raise the debt ceiling

and grant the President the inordinate ability.. He can't-spend

money he doesn't have. We no longer have the temporary debt

and-just work on a ~month-to-month basis to solve the cash flow

problems and pay what is important first and string out the

r~est of the payments. I think we would surprised at how well

it- would work.

It woqi'k e__d f o r New Yor k City. It worked for Chysler

aorporation. It-worked for people in the private sector all

;he time. There is no reaso'n why we couldntt work it around

aere. I hope the committee will take a look at it and not rejec'
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it out of hand. There are so-me very good positive arguments

why we should just simply not extent our debt any further.

The Chairman: When is that going to be necessary? Maybe

it is necessary according to Senator Symims.

Mr. DeArment.; We believe that we will reach the debt

limit sometime later this month so that we are going to have

to take action this month on the debt limit.

The' Chairman: What is the date?

Mr. DeArment: October. By the third and certainly by

the fourth week of October.

The Chairman: If things are happening as rapidly as

I read In-the' Post this morning from the Treasury Secretary

maybe we will get another month or two. Perhaps Treasury

can respond? Do you think the thirty-first is -

Mr. Pearlman; Senator, the 'only thing I can do is get

you that information but I don't have that at hand.

The Chairman:~ We are going to do-.our best in this commit-

tee' to provide some leadership. We may not have the votes

but eve:r~yone is going to get a chance to match their rhetoric

with performance 'and we will be meeting again.

There is--a list a yard long of things the members want to

add to the bill] that..would co~st money'. I assume we have all

agreed this norning to just drop all those because we have all.

-made these speeches- about the need for deficit reduction and

not to raise taxes.
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If anybody fee~ls constrained to raise any of those,:-we

can take them up later-except for that one thing on wheelchairs,

we want to take care of that one.

Thank you.

[Whereupon, at 12:50 o'clock p.m., the committee meeting

was adjourned-.to reconvene at the Call of the Chair.-].-
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