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EXECUTIVE COMMITTEE MEETING
THURSDAY, JUNE 19, 1997

U.S. Seﬁate,

Committee on Finance,
Washington, DC.

The meeting was convened, pursuant to notice, at
10:25 ajm., in room SH-216, Hart Senate Office Building,
Hon. Wiiliam V. Roth, Jr. (Chairman of the Committee)
presidiﬁg.

Also present: Senators Chafee, Grassley, Hatch,
D’Amato, Murkowski, Nickles, Gramm, Lott, Jeffords, Mack,
Moynihan, Baucﬁs, Rockeféller, Breaux, Conrad, Graham,
Moseley—éraun, Bryan'énd Kerfey.

Also'presentj Lindy L. Paull, Staff Director and
Chief Cohnsel; Mé:k A. Patterson, Minofity Staff Director
and Chief Counsel.

Also.present: Donald Lubick, Assistant Secretary for
Tax Policy, Department of Treasury; Ken Kies,‘Staff

Director, Joint Committee on Taxation; Mark Prater, Chief

Tax Counsel.
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OPENING STATEMENT OF THE HON. WILLIAM V. ROTH, JR., A
i
U.S. SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON

FINANCE

The Chairman. The committee will please be in
order. |

Well, todéy we start once more on.the path of mark-
up. We will follow the schedﬁle today that we followed
pretty much on the'first day of spending.

'We Qill Star£~with opening statements. ‘Each member
will beipermitted_to speak for three minutes.
Afterwaqu,»we'will have .a walk—-through on the tax relief
package.' Questions will only be permitted at that time,
no amendhents;

‘When: we finish the walk-through we will have a
luncheon,break,_and again return at 2:15. The 2:15
meeting will be for members only and it will be across'
the hall; as we met before.

I do.want to announce to the éommittee that it is the
Chairman%s intent to complete the mark-up, irrespective
of what ﬁime it takes tonight. So, I sincerely hope that
is an indentive-to keep the amendmenté to an irreducible
minimum.

Yesterday’s unanimous vote on the health and welfare

péckage, I think, demonstrated the power of

'MOFFITT REPORTING ASSOCIATES
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bipartisanship. I bélieve that it signaled there is a
new consensus emérging, a consensus that sets aside
politics in a genuine effort to address pressing
challenges and to create an environment of growth and
6pportunity,for Americans.

Today as we turn our attention to tax relief, it is
my sincere hope that this consensus becomes even more
defined :as Americans'realize that Coﬁgress is focused on
matters of utmost importance to them.

At issué todéy is the awesome tax burden Americans
bear, a burden that has them paying more ih téxes than
they.do for food, clothing and shelter combined. As this
special }eport points out, a typical American family pays
over 40 percent of income in taxes.

The importance of this issue is understood on both.
sides of the aisle, and I do appreciate the spirit of
bipartisanship that has prevailed as we have crafted this
tax reliéf package.

We have taken the recommendations and concerns of
each member of this committee, and of our colleagues
outside 6f the committee, and we have put together a
series of revenue provisions that are workable,
provisioﬁs that‘will go a long ways towards offering
relief, éspecially to America’s overburdened middle
class.
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As with any bipartisan effort, not everydne will.be
fully satisfied with this proposal. For my part, I would
like to see greater tax relief. I consider this the
first in a series of steps that I hope will lead to
deeper tax cuts and eventual long-term reform.

But this bipartisan effort signals an important

beginning, one which is built upon a foundation of

~principies we share, whether we be Republican or

Democrat. Eighty-two percent of this tax relief is made
up by our famiiy tax cut and education assistance,
priorities that We-all share. It represents the biggest
tax cut in 16IYears and, as I have said, is focused on
middle income families.

It contains important provisions for education
assistance. It éi&es middle class families a $500 per
child ta? credit. It wiil boost our Nation’s saVings
rate, while helbing'families prepare for their futures
through an expansion of Individual Retirement Accounts.

For the first time, homemakers will be able to save
up to $2;000 annually in an IRA, regardless of their
spouse’s participation in an employer pension plan.

This;tax reliéf.package also creates a new deductible
IRA-Plus account. It lowers the capital gains tax and it
provides relief from death taxes.

These are not only investments in our youth, in our

jMOFFITT REPORTING ASSOCIATES
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families, and in our economy, they are invéstments in
America; investments in our future, and that is what this
tax relief package is all about, the future.

Again, I appreciate the support I have received from
all of the members of this committee. As I have said, we
have coﬁbined thevbest ideas from both sides of the
aisle, from both ends of Pennsylvania Avenue, and I look
forward to the sbirit of cooperation we saw yesterday as
I also look forward to President Clinton’s signature on
this important tax relief package.

Senator Moynihan?

'MOFFITT REPORTING ASSOCIATES
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6
OPENINGfsTATEMENT OF THE HON. DANIEL PATRICK MOYNIHAN, A

U.sS. SENATOR FROM NEW YORK

Senator Moynihan. Thank you, Mr. Chairman.

Once again, I think we ought to acknowledge the
extraordinary spirit of cooperation and consensus that
you broﬁght to tﬁese pfoceedings that resuited in that
unanimo@s agreement yesterday.

You speak, sir, of an emerging consensus. I think I
could perhaps put it somewhat differently. There is an
emerging consensus on our side of the aisle that you are,
in facta a Majo;ity now. [Laughter] It has taken some
time.

Senator Gramﬁ. That is progress.

Senator Moynihan. -~ It has taken some'time and there
has been a change of party. We recognize that, and that
imposes eertain realities that we would like to live
with. Bﬁt aiso there are principles on which we will
continue' to insist as fér as we can, and with as little
acrimony as we can.-

You do know that there are those of us on this side,
not all,;who voted against the Budget Agreement, as it
was called, as reached between the administration and the
Republicen leaders. Our feeling was that this was no

time for 'a tax cut, that this was a time to finish the

MOFFITT REPORTING ASSOCIATES
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work we_began inv1993 to bring us to a balanced budget.

You, point out, sir, that we have here the largest tax
cut since in 16 years, and basically the only one. In
1981, the national debt was just under $1 trillion.
Following that 1981 tax cut, it grew inexorably until,
just yesﬁerday,.We agreed to raise the debt ceiling to
just un&er $5 trillion.

In ghe aftefmath Qf the effort we made in 1993, we
now have a primary surplus. Our outlays on program are
fewer tﬁan»our revenues, and the difference is the |
ihterest on the debt. |

Theﬁe are those of us who would héve wished we could
have continued to the point where we haye a balanced
budget. And-we éouid have done that in a number of ways,
not in the least ﬁhe cost of living index changed, but we
did not. So we will offer restraint in these
conversations.

One final point which I think we can all agree on.

We owe iF to that future that you are concerned wifh, Mr.
Chairman} that the out—-year costs of these tax reductions
do not egplode, I mean, we really have to be careful and
honest about that; ‘It is so easy to take a seemingly
small step, modest measure, which in 20 years’ time will
be eating you alive. We have been through that

experience from 1981 to now; let us not repeat it today.

i MOFFITT REPORTING ASSOCIATES
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But again, sir, we begin in good spirits and with
great abpreciation for the manner in which you have
conducted these proceedings so far.

The:Chairman. Thank you, Senator Moynihan.

Senator Chafee?

Senator Chafee. I do not have a statement, Mr.
Chairman. I have not been an enthusiastic tax-cutter.
But let:us see how things go along here. I appreciate
the leadership-you are giving.

ThejChairman;' Thank you.

Senator Baucus?

. MOFFITT REPORTING ASSOCIATES
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OPENING STATEMENT OF THE HON. MAX BAUCUS, A U.S. SENATOR

FROM MONTANA

Senétor Baucus. Thank you, Mr. Chairman. I would
like to echo the statement of the Ranking Member,
particularly with respect to your wonderful effort to be
very pétieht and very fair with all members of this |
committee.

I jdst contrééf it, frankly, with the comparable
committee iﬁ the other body, where the Minority was not
offered near the same fairness, the same cooperation, the
same ‘sense of_cbmpromise as you have given.us. The
contrast;coqld not be greater or better noticed than in
what you'havevdone, and we very much appreciate your
being very fair with both sides.

Two ﬁajor bdints;er. Chairman. One, is I, too, am a.
bit concerned with the out-years, the second 5 years, as
well as the amount of the tax cuts beyond, that is, the
10 years‘upcoming}

We should not write a tax bill which looks good at
first and helps us in the present, but which saddles
future CQngressesAand future generations with such hugé
tax cutslthat it would be very difficult for future
Congresses in the next 5 years, the next 10 yéars, to

deal with the problems that we are creating for them.

'MOFFITT REPORTING ASSOCIATES
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Second, I will also be lookiﬁg at the distribution
tables. And there are various stages here. Obviously
there will be the Senate Finanqe Committee bill, then
there will be the bill that passes the floor, is one that
is fair to all taxpayers and all income brackets. We
have an obligation to do that.

Third, Mr,.Chairman, just very briefly, I want to
thank you for some of the small business prbvisions that
you have included in your mark. Many of us talk about
small business-being‘the backbone of America. Sometimes
the mdsé trite ﬁhings'are the most true. The stronger
small bqsiness‘ié in America, the‘stronger America will
be, it is that blear. :

At the tbp.éf'my priority for small business is
reduction ihgthe Federal estate tax for family-owned
businesses. You included some of those provisions in
your mark, and I very much appreciatevwhat you have done.

I am véry;pleased that we are able to include,
frankly, the provisions with respect to family-owned
businessés, because they are the oneé that truly are the
backbone  of oﬁr communities.

Another small business provision that is important to
me is the restoration of the home office deduction. As .
we know, it is in the House bill. The Supreme Court has
limited ﬁhe availability of the home office deduction,

, MOFFITT REPORTING ASSOCIATES
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11
and 1 tﬁink the‘Sﬁpréme Court went much too far. At the
appropriate time I will offer a provision to restore the
home office deduction comparable to that in the House
bill.

Finally, I want to thank you for addressing the
electronic filihg'of péyroll taxes. Many small
businesées,waht<some delay to give them time to comply.

I appreciate the_proviéion in the bill that is included

along those lines. I wish they had been a bit broader,

but I understand the revenue constraints that that

présents..

But, in the main, I just wanted to say thank you, Mr.
Chairman; for,all.of.the éffort that you have undertaken,
and I hobe ﬁe can address the measures that I have
outlined.

Thank you.

The éhairmanT | Thank you,'Senator Baucus.

Senator Grassley?

MOFFITT REPORTING ASSOCIATES
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OPENING?STATEMENT OF THE HON. CHARLES E. GRASSLEY, A U.S.

SENATOR ' FROM IOWA

Senator Grassley. Mr. Chairman, you are to be
congratulated on delivering this mark. I know that the
tight reconéiliation instructions have made your task
very daunting. 

But if there was one thing that describes your
leadership better than anything else[-it would be the
compliments that I heard like, is Chairman Roth not fair,
and he not doing a good job of leading this committee?
Those are the tﬁings that.you hear outside of the formal
organizations; énd I think you ought fo be happy and
proud of the way people see your leadership.

I sa? that'even though I do not agree with you all
the time; and I’am probably giving_you as hard a time as
anybody has given_ypu. So, I appréciéte that very much.

There.are a;humber of provisions in this bill that I
like, and I thank you for those. IAsuppose, if I were
writing the bili, it would be different. So there are
some issues that I do not embrace entirely. And,Aas
everybody else on‘this committee has some amendments in
mind, I QO as wéll;

I am‘most'happy, although it is probably a very
obscure ptovisionlof the bill, that you included our

'MOFFITT REPORTING ASSOCIATES
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| 13
legislation to repeal the unauthorized IRS expansion of
the AMT for farmers. By my count, we had 63 sponsors of
this bill, including 11 on this committee. It may be the
most broadly co-sponsored legislative bill in the Senate.
It would have been my dream amendment to your mark, but,
thanks to your including it, I do not have to do that.

I wéuld als§~like to ask Mr. Kies why the same
legislatiOn had'only negligible revenue effect in the
last Congregs} and presumabiy in this mark it is an $800
million figure. That is an 800 percent margin of error
thét you had from last fall. But, ényway, we will talk
about that.

I guess in regard to that it sometimes bothers me
that we have got some sort of revenue offset rule around
here that some obscure district court judge in the
hinterlahd of America éan say that the IRS can interpret
the Revehue Code in a way'where farmers had been honestly
filing their income tax for 16 years in a légal way, then
all of a sudden this judge rules and a farmer has got to
pay morelincome-taxt

Then:we téll IRS that they are crazy, and we change
it, but we have got to find a revenue offset of $800
million. I mean, that is a stupid way, for some judge to
put that responsibility on this Congress. I think
somebody;that needs to be looked at, because what was

- MOFFITT REPORTING ASSOCIATES
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done honestly and above board by every farmer in America
now causes a problem,'so we have to have an $800 million
offset. That is a crazy way to run tax estimation, I
guess.

I aiso want to compliment the Chairman for including
Senator:MoseleyeBraun's and my amendment that we have
been working on iﬁ a couple of Congresses to re—establish
the student loan deduction. I 1like the cuts in estate
taxes and capital gains. These are very vital to small
business in agricultural America. It would be better if
more reYenue ﬁere,dedicated to both, and:hopefully we can
improve this. |

I like the income tax deduction for ‘student loans as
well, and I just very definitely think you put together a
pretty good‘bili, Mr. Chairman.

The Chairman. Thank you very much, Senator
Grassley. |

Senator Rockefeller?

MOFFITT REPORTING ASSOCIATES
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OPENING STATEMENT OF THE HON. JOHN D. ROCKEFELLER IV, A

U.S. SENATOR FROM WEST VIRGINIA

Senator Rockefeller. Mr. Chairman, I had not
actually, pér my usual custom, been planning on saying
anything. But I would feel disloyal to you if I did not,
because.everYdey is being very complimentary, and
justifiébly so.

I am grateful for a lot of things in this mark: the
rural air service beginning, which I think you put in to
be helpful to'me, and I really appreciate that because
that is 'a huge problem for rural States. I hope that we
can do our tax breaks in a fair manner, trying to target
the folks tﬁat need it most in this country. That is
sort of.a basic democratic principle.

I wohldllike to see the Child Tax Credit and the EITC
be stacked in azwai in which we can Qet thébmost |
advantage, the EITC coming before the Child Tax Credit so
we can take the most advantagé for people who need it,
incomes.that are relatively lower, et cetera.

Also, I am one who does believe in the Child Tax

Credit. I think it is terribly, terribly important. I

~would have preferred it, actually, at $1,000, but of

course we cannot afford that.
Also, I just might say that I still believe very much

MOFFITT REPORTING ASSOCIATES
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16
in what the President is proposing in the way of
educatiénal help, and will be talking about that. But,
once agéinh you have a demeanor and a nature which
invites’people to come together.

Our '‘harmony is usually greatest when we cast a
unanimous vote. It is not always as great in the‘hours
and houfs beforé that, but that is the nature of this
prOCess: I think, by nature, demeanof, and instinct,
your leadership has been very helpfui to this process.

The Chairman. Thank you, Senator Rockefeller.

Orrin Hatch, please.

MOFFITT REPORTING ASSOCIATES
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OPENING' STATEMENT OF THE HON. ORRIN G..HATCH, A U.S.

SENATOR FROM UTAH

Senator Hatbh.‘ Well, thank you, Mr. Chairman.

I wént to.compliment you, your staff, the people at
the table here for the work that you have done on this
bill--there are a lot of good things in this bill--and
for reaily what happened yesterday.

I thought that was a tremendous coﬁpliment to you and
to this committee.that that matter was repdrted as
ovefwhelmingly as it was. It shows the good way that you
have beén handling this committee, and I, for one, havé a
tremenddus amount’oflrespect for you and your staff and
those wh§ have worked to bring this about.

I alsofreSpect our colleagues on the other side.

They havé'really worked hard. They have fought hard and
worked h?rd on these matters and, I think, have heiped to
mold these bills in ways that are fair and very good.

I am particularly happy about the tax rate
reductions, especially the estate tax, and above all the
capital éains rate feduction. I am a little disappointed
that we ¢ould not do anything because of the numbers in
the SenaEe with regard to corporate tax capital gains
rate redﬁctions, because I think that would be of
inestimable benefit to the country over the long run.

MOFFITT REPORTING ASSOCIATES
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Anyone who thinks that capital gains tax rate
reductions are goihg to cost us, I think just has not
looked at history. So I think that this will prove to be
a very worthwhile thing.

The estate tax reductions are very good, family tax
relief is very good, and frankly most of this bill, I
think ydu have done jpst a tremendous job on it in a very
diversei difficult committee.

I hope that you will have as much success in passing
this maﬁter through the committee as you did Qith the
matter yesterday, and I want to compliment you again. I
think y&u have done a great job.

The Chairman. - Thank you vefy much, Senator Hatch.

Senator Breaux,'the-worthy successor of Senator Long.

"MOFFITT REPORTING ASSOCIATES
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OPENING:STATEMENT OF THE HON. JOHN BREAUX, A U.S. SENATOR

FROM LOPISIANA

Senator Breaux. Oh, boy. I wish.

Well, Mr. Chairman and my colleagues, we are not
there yet, but I think we are getting there, wherever
there is. We are going to figure that out in the next
sevéral{houfs. ‘There is still a great deal of work to
do.

I would suggest'that if everybody took the example of
Senator Moynihan and myself on the offering of amendments
we could finish this up in just a50ut 5 or 10 minutes and

get out of here.

The Chairman. May I say amen to that proposal?
[Laughter] -
Senator Breaﬁx. But there is a lbt of work here. I

would just make one comment. I think everyohe has worked
very ha;d to.get to the point where we are today. 1
think tHat that cooberation is very important because we
are goidg to be, I think, much stronger than the other
body becéuse we are together.

I think that is going to carry through the
conference, because there is a joint effort here where we
will all be, hopefully, pulling together. .There is
strength;in numbers, strength in diversity,'and

., MOFFITT REPORTING ASSOCIATES
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bipartisanship, which I think is very important.

I think what wé have done in your draft is very
importaht with'regard to efforts to help families and
children in éducation. I think as a result of what is in
the mark, it is better than the two pieces separately.

The initial proposal for the $500 tax deduction, I
think, is a better probosal today because it is tied
towards;educafing children and families that need help.

The;President's education proposal was $35 billion.

I thinkzany reéding of the Chairman’s draft mark is that
there will be ﬁoré[ Substantially more, than $35 billion
available for families to educate their children.

When you look at the HOPE scholarship, which is a
$1,500 provision, very similar to the President’s
proposal, plus the adaitional‘deductions and incentives
for education, ada it to the education effects of the
$500 tax: credit, we héve an education package which is an
improvement oﬁer what the administration offered, while
at the same time maintains the goal that the President
set out in the campaigns and throughout all of his talks
about making this a priority.

We all should gather together and declare a victory
on this, because I think it truly is.

The Chairman. Thank you very much, Senator Breaux.

'Senator Nickles?

' MOFFITT REPORTING ASSOCIATES
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OPENING STATEMENT OF THE HON. DON NICKLES, A U.S. SENATOR

FROM OKLAHOMA

Senétor Nicklee.  Mr. Chairman, let me just join
others in complimenting you and Senator Moynihan for your
work toéethef. I likewise am very pleased that yesterday
we did work in a bipartisan fashion. I say Yesterday,
for the;past_COuble ef weeks, on the reconciliation bill.
Hopefully we will be able to finish this package and have
strong bipartiseh support as well.

In loOking.at this package, it is a vefy difficult.

task because'of the numbers involved. A gross tax cut of

$135 biLlion,.a'netVOf $85 billion, that compares to the

tax bill we had last Congress of a net of $245 billion.

So we were able to do a lot more in the last tax
bill. There are a lot of things that a lot of us would
like to be able to do in this bill, and I know it will
not all»fit._-We_do not have AMT in this bill, and I
think it should be.

I understand the Chairman’s dilemma in trying to put
everythieg in, bdt I will tell you, with the present tax

law, AMT--there is an excellent article in the Washington

Times about it today—-it is unfair. It penalizes firms

in many cases that are making investments that will

provide jobs.

'MOFFITT REPORTING ASSOCIATES
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We 6ught to try to make some changes to the estate |
tax. Wé made a little change in here on estate tax and
that is‘positive, but the estate tax rates are still far
too high. | |

If YOu have a taxable estate of $1 million, it is 39
percent, $3 million is 55 percent. Why should goverﬁmentv
be entitled to take half of anybody’s property because
they are tryihg to'pass it on to their kids? So those
rates are too high. We are not able to do everything
that we would like to do in this package.
> I will-éay the Chéirman was very strongly supportive
of children.and education. If you look at that, it is
the bulk of the package. I would hope that we would make
the tax Crédif,available for all kids and make an opfioh
for an IRA, and maybe we will be able to discuss that.

But, again, - I want to complimént the Chairman. This
is not an easy taék. I know you have people pulling you

from every angle. I would like to give everybody your

home phone number.tonight in case they have any other

questioné. But, no.

I think you have put together a good package, and I
look forward to working this up. I do not know if the
Chairman’s intention is to finish tonight; I hope that we
can. I know it will be a challenging day.

The Chairman. Thank you, Senator Nickles. Yes, we

MOFFITT REPORTING ASSOCIATES
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OPENING:STATEMENT~OE THE HON. KENT CONRAD, A U.S. SENATOR
FROM NORTH DAKOTA

Senétor Conrad. Thank you, Mr. Chairman.

I want to add my praise to the others who have
spoken.: AS-I said publicly yesterday and told you
privateiy, I’thiﬁk you are a model of fairhess. I could
not ask.for more from a Chairman in terms of treating
people in an equitablé manner, both in our consultations
in the hearing ?oomﬁ as well as here.

Obviously thére are differences of views and
philosoth'éh.this,cdmmittee. I must say, as I look at
this paékage there aré_things that excite me and there
are thinés that trouble-me.

I,'first,lwant to thank you for dealing with a number
of issues-thét_are very important in my constituency. As
YOU know, the IRS'wés putting deferred payments on
livestock_into.the'AMT'calculation, giving.an absolutely.
perverse result. This legislation fixes that. |

We have had for many years roll-over of capital
gains, where.a farmer was in a drought situation and
needed to replace their herd. This has been extended now
to condiﬁibns of blizzards and floods. This is very
important, and we thank you for it.

You ﬁave aléo corrected the anti-discrimination rules
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that apply to Statée and local employees, and fixed the
estate Lax problem where farmers have cash rented instead
of crop. shared. Those are all very positive. I think
there are many other elements to this package that are
positive, including‘the promotion of education, the
estate tax changés are.really long overdue, and many
other pfoviSiohs that are important. |

As I have said in our various sessions, it seems to
me there are four tests we need to apply. One, the tax
cuts should not expléde in the out years and blow a hole
in the deficit. I am concerned about that part of this
provisién, this bili, because in 2007 the cost will be
about double the amount in 2002. |

I am concerned about the distribution of the
benefits. It seems to me they should be fair. I have
got a chart that really rivets this point.' You can see
the bottgmv60-percent, the lower 60 percent, get 13
percent of the benefits, and the top 1 percent get 13
percent éf the benefits.

That K does not stfike me as equitable or a fair
sharing of the benefits when the top 1 percent get the
same amount of benefits as the lower 60 percent in our
society. That, I find troubling, and I think needs to be
substantially altered.

The third test should be, does it have a positive
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economic impact, does it encourage savings and
investment? There are many provisions here which do
that. I think this package moves in the right direction
in many of those areas.

Finally, does it promote education? Clearly, this,
Mr. Chairmah, ih yoﬁr mark has made a serious attempt to
have a substantiai package to promote education. I think
we could improVé it,,and hopefully we will as we go
through;this process.

Thank ybu,;Mr.,Chairman.

The'Chairﬁanﬂ Thank you, Senator Conrad.

Senator Gramm.
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OPENING. STATEMENT OF THE HON. PHIL GRAMM, A U.S. SENATOR

FROM TEXAS

Senator Gramm. Mr. Chairman, let me first say that
I.started thiS'hafk—up process with a very high regard
for youiand i would have to say that it'has certainly
grown. I do think you have been fair to everybody. I
think you have given everybody an opportﬁnity to have
their say and alldw the process to work, énd I think we
are all grateful'fbr that.

I would like to thank you for this bill. I would
like to thank yoﬁ for the provisions that you put in the
bill. | |

I would like tb~say; in contrast to our deér
colleégué,-Senétér Chafée, I am an enthuéiastic tax—
cutter. I rejqicé_that, for the first time since 1981,
that we are going to reduce the tax burden on the working
men and women of America.

Now, I know we are going to have lohg debates about
the distiibution of this tax cut. Let me say to begin
with, this is a tax cut for working men and women who pay
taxes. If you do not pay taxes, you are not going to get
anything‘out of this tax cut, and you should not. You
are benefitting from the Federal Government in that we
have numerous programs we are providing.
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In fact, when.Ehe Clinton tax increase of 1993 went
into effect, it had a huge subsidy to people who did not
pay taxés. This'is a tax cut for taxpayers. So what we
need to do is look at the distribution of this tax cut to
people who do the work, pay the taxes, and pull the
wagon. |

i think ifvyéu look at this, you are going to find
that over 80 percent of this tax cut is contained in the
$500 tax -credit per child or in the education benefits
that we:are providing. No one can complain about that
distribution. ' |

Let me say fhat, while overall I think the bill is
good, I do think we have to discuss and look at the real
estate section very, very closely to be sure that we are
not going to affect the pattern of investment in the
cduntry.

I am very concerned about the airline tax portion of
this bill. I am going to show some charts about American
air space and I:think people are going to be surprised at
how high this tax is. If you look at the fact that it is
collectipg $17 billion, that ought to tell you something.
I think that has got to be looked at and perhaps be
reworked.

I woﬁld like to also say that I would like to get the
inheritance tax deductible up quicker. I think the fact

- MOFFITT REPORTING ASSOCIATES
(301) 390-5150



A O b W N

11
12

13
14

15
16
17
18
19
20
21
22

23

- 24

25

29
that we take so 1ong to phase it out, we are barely
staying ahead of inflation in the process, and if we can
find a way to.ﬁove it up quicker I think we could benefit
the package. |

But, overall, we do have the problem of trying to get
250 pouﬁds of sugar in a 100—pound'bag. It is going to
be veryidifficul£, and I am glad that we are working with
you, Mr. Chairman, in trying to make it happen.

The Chairman. Thank you, Senator Gramm.

Bob Graham?
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OPENING STATEMENT OF THE HON. BOB GRAHAM, A U.S. SENATOR

FROM FLORIDA

SenatorAGraham. Thank you, Mr. Chairman.

I wish to also compliment you for the way in which
you havé managed this difficult process and taken us to a
unanimous vote yesterday, and a very solid document to
begin our discussions today. -

Thié document énd the negotiations that lead up to it
have already made some very fundamental decisions. One
of those decisibns is that the words that were heard most
in the 1996 Presidential campaign as it relates to tax
policy héye been discarded: no discussion of flat tax, no

discussion of tax simplification, no discussion of

Senator Dole’s 15 percent tax cut.

We have made a decision that we are going to add
additional complexity to the Tax Code by targeting funds-
availablé for tax reduction in a myriad df specific ways,
each of which, for their own policy reasons, will add
complexity to our bﬁerall Tax Code. I think we should be
aware that we'have made that very fundamental decision as
we start‘this process. .

Second, is a message to the White House. Various of
my colleégues have already mentioned what I think are the
three fundamental tests that should'be applied to this
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complex set of provisions. Those are, what will be the
effect on dut—year revenues? Second, what will be the
distributional effect? And I would like to commend on
the statements juét made by my Teutonic cousin relative

to people who pay taxes.

Senator Moynihan.‘ He is a Scot.
Senator Graham. What?

Senator Moynihan. A Scot.
Senator'Gréham. No, he is Tedtonic.
Senator Moynihan. In manner, perhaps.
[Laughtér]

Senétdr Gréham. In heritage as well.

The Senator from Texas has. talked about people who do
ndt pay taxes. The fact is, as we all'know, many
American familieé pay substantially more payroll tax than
they do incoﬁe tax.

But what you take home and have available to buy the
groceries with, or buy shoes for the kids, is just as
much diminished by what is one df the most regressive
forms of taxation that we have, the payroll tax, as it is
by the income tax.

So td say that that group of Americans’ needs should
be disregarded because they pay through one source of

taxation rather than another is, I think, to miss the

‘point. We have got to try to treat fairly with all
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Americans, however they happen to pay their taxes.

Thejthird factor, is the growth effect. What effect
will ali.of tﬁese changes, most of which are justified in
their complexity and the abandonment of the goal of tax
simplification because they will have a stimulative
effect en the economy?

I tHink'the'White House owes it to this process to
tell us, and they should have already, butlcertaihly they
should before.we take final action on this bill, what are
their standards of evalﬁation? Those standards should be
expressed with ﬁumbers behind them. How much future year
tax revenue will be acceptable?. What is the minimum
distribdtional'effeet that will be ecceptable?

Whaﬁ is,the.minimum contribution to economic growth

that will be acceptable, so that those of us who have the

responsibility of voting today, on a series ofvamendments
and theﬁ on final passage, will have the benefit of
knowing the White House’s wisdom on these matters, and
what are the political perimeters within which this
process is being conducted.

Mr. Chairman, I want to thank you for a number of the
provisions that you have included, particularly the
provisione that will make it easier for American
homeowneis to sell their homes, to prepay the tuition of

|
their children, and to prepare for their pension
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retirement.

I would hope that we would focus some additional
attention on the issue of education, particularly school
constru¢tion. I look forward to having an informed
discussion on, ﬁhat is the national role and direction in
that important area of responsibility for our children.

Thapk you. |

The Chairman. Thank you, Senaﬁor Graham.

Jim Jeffords.
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OPENING STATEMENT OF THE HON. JAMES M. JEFFORDS, A U.S.

|
SENATOR FROM VERMONT

Senétor Jeffords. Mr. Chairman, thank you very much
for alleing'me to participate here.

I am excited. As the Chairman of the Education
Committee and having served on that committee for now 23
years, I am excited about what we are doing this year.
This islthe education year.

I éomplimeﬁt the higher education and tax provisions
here for helping those that just attendéd college, those
that are hoping to go to college, and also those that are
putting aside money for their children.

'But I also want to thank you most profusely for a
small, but extfemély important, provision in this bill
which may do more to help the education in this Nation
than anyfhing elSe} and that is to help us with our K-12
to be abQut to upgrade our skills and to be able to raise
those skills sé that we can meet the needs of the future.
That is where our biggest problem is right now. That is
where business is excited about hoping we can do
something in this area.

We have 190,000 jobs, for instance, that are going
begging in this Nation right now that are $30, $40, $50
an hour jobs that‘should go to high school students, but
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we do n?t have the skills to provide those jobs.

We must upgréde the teachers’ professionalism, and
your provision will help do that, working with the higher
education community.

Let;me give you an example also about how business
feels about this. 1Inda Rivera, who travels around with
IBM, gives you an example of where we are in this area.
He says;,; "If you were to fall asleep for 20 years and
walk into a hodefn business office, you would be in
catatonic shock as to what to do. You would not know
what to do. |

If you were to walk into a classroom after being |

aSleep for 20 yeafS'and you were a teacher, you would be

‘right at;home.“'_That is how far behind we are."

So'Ilappreciate the way we can do that is by making
sure that we take'advantage of the things we developed.
We have developed gfeat programs. ‘Let me give two quick
examplesL We haﬁe.a tech-prep program which has been in
effect a?d 1 pércent of our schools have addpted it.
Malaysia;came to this Nation, took a look at this year,
went back, and overnight put it in all of their schoolé.

We héve ahother example, distance learning. We are
the onesithatbdeveloped all this technology. I found out.
from the‘World Bank that they are now funding nationwide
teacher Qevelopment programs in Indonesia and in a number
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1 of other countries using World Bank money to do a program
that we developed but we do not use. We can do it and,

with your provision, this will help us get there.
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Thank you very much, Mr. Chairman.

The Chairman. Thank you, Senator Jeffords.
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OPENING;STATEMENT OF THE HON. CAROL MOSELEY-BRAUN, A U.S.

SENATOR FROM ILLINOIS

Sengtor Moseley—-Braun. Thank you very much, Mr.
Chairman.

Listening to the comments, I was struck by the fact——
and it is a fact--that this year a baby boomer will turn
50 every 7 secbnds. So we are stuck with a demographic
bubble Ehat, és.ﬁe address tax policy particularly, I
think we have to be sensitive to.

Similarly, we have to be sensitive to the widening
income gap in this country between the rich and poor.

The midd#e class'really is the heart and soul of the

American dream, and defines it.

As we strehgthen, preserve, and build that middle

16 class an§ avoid tensions between the different groups in
17 6ur country, we will strengthen our community and
18 strengthen our socialvfabric.
19 I think the really good news in this tax package has
| 20 been your leadership and the civility with which you have
21 conducted the process. The bill that we have before us
22 is less regressive than the House bill, and it is léss
23 back-loaded in terms of its costs than the House bill.
} 24 I know that this Chairman looked to reconcile very
} 25 contrary and contrasting views in a civil way, and that

’ |
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has been a very important thing and I think it is
somethihg that the Senate, as an institution, needs to
cherish.

Some of us would have preferred more aggressive
pursuit:of balance on the budget and felt that it was not
yet tax cut time, and in that regard I really want to
associate myself with the Ranking Member’s remarks. I
think it would have been better for us to get our fiscal
house in order first before we headed down this road.

But since thé consensus clearly favors tax cuts at
this tiﬁe, I am happy to see in this mark more concern
than ‘thére was in the House for whatlhappens to middle
and working class people in America.

The tax bill. - There are distributive problems, I
think. I have a qoﬁcern, frankly, with the methodology
and the way the'Joint'Tax Committee tracks the
distributive effeéts.

Based on tﬁe_énalysis I have seen, the great majority
of the largest tax cuts here will explode in costs at the
end of the 10-year period and a net cut will cost more at
the end of that period than at the beginning of it.

Well, the real meaning of that with baby boomers
retiring%at that time, it will come at probably the worst
time. The backloading effect will hit just as the baby
boomers are beginhing to retire.

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



A 0 bW N

11
12
13
14
15

16

17
18
19
20
21
22
23
24
25

39

The middle income taxpayers’ tax cuts, on the other
hand, the HOPE school tax cut and the Child Tax Credit,
they do‘not see the expansion of those tax benefits over
time, those tax cuts will remain constant.

So I fear that we are still eluded by addressing the
issues 6f the demographic bubble and what happens when
people retire, and also the widenihg income gap. The
divide comes, frankly, on this committee and how we will
serve tﬂe interests of all Americans. Again, that is
where I think your civility has méde such a difference.

We have to be abie to recognize and'build community
in this proéess,'reCOgnizing as Americans our mutual
dependence,gn eaéh other. Wé are, in the final analysis,
all in this together. |

| This should not be a zero'suh game pitting one gfoup
of Ameriéans against another, because we all have a stake
in job cfeationL grbwth, opportunity, and in helping
people who are vulnerable and need help.

The éitting of people against each other, I think, is
the poliéics of the past and I am really glad'fhat you,
Mr. Chaifman, have avoided that, that you have rejected
that approach. This has not been an approach that pits
people adainst each other, buf rather seeks to build
community.

We may want to do it in different ways, we may get
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there in different ways, but certainly the civility of
your approach indicates an interest in heading in that
direction.

Finally, and just in closing, I want to add this just
as an aside. The airline industry will be paying 77
percent:of this tax bill over 10 years, just over $200
billion: That industry, of course, is important to my
State. :It is important to the country, but certainly
Illinoié. I hobe that through the amendment process we
can spréad the ¢OSts of the tax bill-avlittle more
broadly than we currently have in this mark. ‘

So I look vefy much. forward to continuing to work
with you},Mr. Chaifman. Again, yéur approach to this has
given uslail‘é voice. And, while some of us sing louder
than others, still at the same time it has been a very
importanﬁ and a wonderful exercise for me to have a
chance to participate in, and I thank you.

The Chairman; Well, thank you for your cooperation
and aid. We lookjforward to continuing our efforts
together.

Senator Mack.

|
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OPENING STATEMENT OF THE HON. CONNIE MACK, A U.S. SENATOR

FROM FLORIDA

Senator Mack. It was not my intention to speak this
morning, but, beihg a Senator and listening to my
colleagues, I_thought I might share a few points.

First of allﬁ'let me express my'appreciatibn in a
slightly différent way. There is a radio host that says
"ditto and double ditto" to both of you for the work that
you did‘yesterday;

“This is a small, but important, first step to provide
tax relief to ali income_tax paying Americans. This is a
tax package that_Will give relief to individuals all

throughout life. It begins with the opportunity for moms

and dads to have tax relief when a child is born.

I think of thé.discussion I had just a few weeks ago
with an iﬁdividual down in the Hart Building, and he was
asking questions about the tax relief bill. I kind of
said to him, what is your interest in it? He said, I
have 5 children. And I thought, well, I can certainly
understand how $2,500 a year will affect that family. We
all know:today that most American families are spending
more in taxes than for housing, shelter and food.

I think of youngsters today who are looking for jobs
and I think of the reduction in the capital gains tax
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that you are proposing. While there are many differént
aspectsfto it, I think the real strehgth is that this
will allbw cépital to flow from old investments of the
past thét hayé been held in those investments because of
the high tax rates that are now in place with respect to
capital gains, allowing those funds to flow into the new
technolégies thatxaré going to create the jobs and the
opportunity in the future. |

I think of the families that are looking forward to
retiremént énd‘the exbanded IRA, and the opportunity for
them to be able to set aside funds so that they can do
what Weihave been asking them to do for decédes now, and
that is;to prepare for retirement on their own, and also
think about those families and those businesses, Mr.
Chairman, that will be easier for those to continue in
operatioh to be paséed on to the next generation without
the high tax burden that exists today.

So again, I say this is a small, but I think
importan£, first step to give tax relief to incdme tax
paying Americans.

I thank you, Mr. Chairman.

The Chairman. Thank you, Senator Mack.

Senator Bryah?
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OPENING STATEMENT OF THE HON. ROBERT H. BRYAN, A U.S.

SENATOR FROM NEVADA

Senator Bryan. Mr. Chairman, thank'yoq very much.
Let me exprese my sentiments of my colleagues by
expressing m§ appreciation to you for your fairness and
your inéluding those of ﬁs who are very junior members of
this committee in assembling the mark, and your
receptiQity to some of the amendments that we have
offered. |

I much appreéiate that and I think that is a
charactefistic of the leadership that you have exhibited
~as the Chairman of this committee and why you were able
fo skilifully bring all of us together in passing the
legislaﬁion-yesterday. |

I take a little different tack than some of my
colleagues with.respect to this legislation. I believe
the mostlimportant'legacy that this Congress can leave to-
the American people is not just to achieve an. ephemeral
balanced budget in the year 2002, important as that is,
but by u;ing real numbers and honest projections to build
in the kinds of structural changes that will make it
possible?to retain that balanced budget in the out years
beyond.

I understand the enthusiasm for tax cuts. They have
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an irregistible attraction, some might say even a fatal
attraction to those of us who face a restive electorate.

I understand that in the history of recorded
civilization no one who has returned to those that he or
she represents has been rejected_by saying, look, I have
offered.yoﬁ,a tax,feduction as a consequence of my
elected;service.-

I would hope, however, that we could restrain our
enthusiasm SO that‘we could, in fact, achieve this |
balanced budgét which I think is so ‘important, not only
for us Eoda?, but in terms of the.future economic growth
of America. |

I look‘fqrward to working with ybu.and the rest of my
colleagues in fashioning a piece of legislation‘that éll
of us will be.éble to join in at the end of the day in
supporting.

The Chairman. Thank you, Senator Bryan.

Senator Murkowski?
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OPENING STATEMENT OF THE HON. FRANK H. MURKOWSKI, A U.S.

SENATOR FROM ALASKA

Senator Murkowski. I will be very brief, Mr.
Chairman. It is going to be a long day. You have had
accolades from all members of the committee, and you
certainiy deservelthem, as well as the Minority Ranking
Member. I think you have worked extraordinarily well
together.

I would like to communicate basically the
significance of what I think is in here, and that is 82
percent of the package represents tax cuts and
educaticnal incentives for middle income Ahericans.

Now, it is going to be interesting to see how the
media plays this because we have had the agenda that this
favors the rich, but 82 percent represents tax cuts and
educational incentives for middle income Americans. I
think that that is a commendable objective from the
entire committee membership.

And, while some will say this is not a perfect
package, I think it is as close to it as certainly I have
seen aronnd here in the 17 years that I have been in this
body, and we have got a little ways to go to end this
process. But I think the American people,‘especially the
hard-working American wage—earners and families with
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chiidreh, will ultimately be able to keep more money for
themsel;es rather than sending it to Washington.

So i commend:you, the Ranking Member, and all members
because;I Ehink this represents a basic philosophy of
committee membefship, and I think we are well on our way
to achiéve'that.'

ThevChairman;' "Thank you very much, Frank.

Senator Kerrey?
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OPENING STATEMENT OF THE HON. J. ROBERT KERREY, A U.S.

SENATOR FROM NEBRASKA

Senator Kerrey. Mr. Chairman, I too want to
congratulate you and Senator Moynihan for your excellent
work in.préaucing this mark. I think it is a balanced
approach. It is.an improvement, in my judgment, ovér
what the House has done and I think it moves this country
towards balancing the budget in the Qear 2002, a crucial
objective both ecoﬁomically, and I think politically,
giving Qeople‘more donfidence in representative
democracy. o

I want to thank the staff of Ken Kies and the staff

at Joint Tax, who have done an excellent job in keeping

‘us all one track and of doing the right thing.

We are able to do this, Mr. Chairman, I believe,
because the economy is growing. The first order of
business‘must‘be to make sure that the economy continues"
to grow and that we do whatever is necessary to grow the
economy.

I beiieve, indeed, that the strongest justification
for a tax cut today is to return some tax money to those
who have:generated the growth, to those who have produced
the growth in the economy. It seems to me a sensible and
reasonable thing for us to do.

» MOFFITT REPORTING ASSOCIATES
‘ (301) 390-5150




A O W N

11
12
13
14
15

16

17

18
19
20
21
22
23
24

25

48
We need_to measure not only the cost today, but we
have go£ to keep in mind that there are future costs
here. None of us'want to take action in 1997 that will,
in the out years, make the deficit larger and £hen have
to explain why it is that we did those things.
I appreciate yéry much what the President has done td

emphasize education, to make certain that education is in

- this package. I appreciate the accommodations you have

‘made with those of us who are concerned not just about

doing education, but to make certain that people have the
equity needéd to make the purchase.

The most élarming graph that I have seen to date is
the rising amount of debt that is being accumulated for
college.‘ The amount of debt in the 1990s exceeds the
amount of borrowing in the 1960s, 1970s, and 1980s
combined.

A hard—hitting report that was issued yesterday or
the day before festerday reported yesterday on higher
education indicates, yes, more money is needed, but there
is signifiCant structural changes needed in higher
educatioﬁ to lower the cost.

So we have to be mindful as we try to help people go
to college that we have got to keep the pressure on those
institutions of higher education; that they do not just
price thémselves out of the market and then come and ask
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for additional assistance that might, in fact, add to
inflatiqnary pressure.

I think we have got to apply a standard of fairness,
not just looking at the distributional analysis, which

will sometimes be both leading us as well as misleading

" us, but I think we have to be mindful, as Senator Mack

was talking earlier about a man with 5-children and the
benefits that he is going to receive as a consequence of
this biil. AAmedién family of four with $34,000 faces
$4,300 in payroi; tax and $2,700 in income tax. We are
going td be delibefating‘only that $2,700 portion.

I intend to make the point that, though we are not
addressing it now;.I'think it is important for us to look
at thatvpayroll tax side which ihescapably causes you to
look at ways to-adjust those programs to give those
Americans Who'do'not have any estate ———- and the estate

tax will benefit 2 percent of the population that have

estates over $600,000.

I am;concerned about the 98 pércenf that do not have
estates of that size. There are ways, in my judgment,
for us to not only'use your IRAs, but use some
adjustments in the payroll tax to enable all Americans to
acquire a stake in this country. _

I coﬁgratulate you for the mark and I look forward to
the debate.
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TheIChairman. Thank you very much, ﬁovaerrey.
Weli, as Pat Moynihan just pointed out, I do feel

very good because of the many splendid things that were

said abQut me, but I have to tell you that a consensus
could not have been reached, we would not have had our
success;yesterday, if it had not been for the Ranking

Member.

I think we are all extremely fortunate in having é
man of his talents, an individual of his leadership, and
particularly oné of his intellect as the Ranking Member,
and I want publicly to express my deep appreciation .for
his contribution.

[Applause]

Senator Mack. Mr. Chairman, I hope we all feel this

way tomorrow. -
[Laughter]
The Chairman. You are going to be tired.

Having said that, we will now proceed with the walk-

through.. You all have before you, I think, a copy of the -

mark—up.: Ken wili go through section by section.

I would ask that we let Ken complete a section before
we ask ahy questions.

Ken?

Mr. Kies. Thank you, Mr. Chairman.

I wiil begin with Section I, the family tax relief
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provisions. This section of the bill contains two
provisions. The first, is a $500 tax credit which will
apply to children under age 17; beginning in the year
2002, it will apély to children under age 18. The credit
is effective in 1997. o

Senétor Baucus. .Mr. Chairman, might I ask which
document he is working from?

Mr.‘Kies. -~ Yes, Senator. I am working from the
revenue:table. The'upper right-hand corner says JCX-32-
97. |

Senétor Bauéus. ~ Thank you.

Mr. kies. ‘The $500 tax credit applies after the
Earned Ihqome Credit. There is a deposit requirement for
childreniages-13 through 16. That deposit requirement
would also extehd to age 17, beginning in the year 2002,
when theiage 17 qualifies for the credit. The deposit
component of the bill costs about $17 billion over 5
years.

The éther component of this section is the individual
AMT. Under the individual AMT provisibn, the exclusion
amount u*der cﬁrrent law is increased by $600 for joint
returns, $450 for single for 2001 and 2002, then by $950
for joinﬁ returns after 2002, and $700 for single
returns.

This change would at least partially address what
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will otﬁerwise be a substantial growth in the number. of
individuals subject to the AMT which, under current law,
will gréw from 700,000 this year to 8.4 million in the
year 2007. This change will cause the number of
taxpayers that would be subject to the AMT by the year
2007 to be only 3.2 million.

Mr. Chairman{ that completes a description of Section
I of the.bill.

Thefchairman; Are there any questions?7 Bob?

Senator‘Graham. What was the. theory, looking at the
Cchild Tax Credit, of apply the Child Tax Credit against

the income tax as opposed to against either the payroll

tax or some combination of income and payroll tax?

Mr. Kies. Well, Senator Graham, that is obviously a
policy choiée that was made. I beiieve that part of the
theory is that this package is addressed at reducing
income tax liability.

In addition, I think it partially reflects a view
that the Social Security benefit is quite a progressive
benefit felatiye to the amount of taxes paid in. Clearly
that is a policy choice that the committee has before it,
but I think those are at least two of the considerations
that led to that decision.

Also; there is clearly a reveﬁue constraint to the

extent that, if the credit were applied prior to the
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Earned income Credit, it would cost upwards of $20

billion of additional revenue.

The Chairman. Please proceed.

Senator Rockefeller. Mr. Chairman?

The;Chairman. Yes, Jay.

Senétor‘Rockefeller. Just another question on the

same line as Senator Graham’s, but just a little bit
different.

People who benefit from EITC, someé people think it is
welfare, but by definition they are all working and
paying ﬁaxes, right? If they were ﬁot working they would
not be éligible for EITC. Of course, they‘are close to
the povérty line. | |

So if EITC folks pay taxes, then frqm a policy point
of view it would seem to me you would be trying to help
them. I mean, that is consistent on both sides of the
aisle.

If, to help them, it takes stacking the Child Tax
Credit before EITC and thus making assistance available
to families with four children, for example, from $20,000
or $17,000, but here $20,000, up to $24,000 and over who,
under the current arrangement get no credit whatsoever as
a result of the stacking procedure of the tax credit and
EITC, if we stacked the tax credit before the EITC, would

that not open up help for those working families?
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Mr. Kies. -Senator Rockefeller, it would certainly
provide:benefits_to taxpayers who were in that category
who, as 'you correctly indicated, are working because they
are only entitled to the Earned Income Crédit if they

have earned income. So that is certainly correct.

Senator'Rockéfeller. Thank you, sir.

Senator Gramm. Mr. Chairman?

The‘Chairman. Yes, Senator Gramm.

Senqtof Gramm. Let me be sure I get this. If you

| pay any taxes and your income is not too high to exclude

you from the $560 tax credit, you are going to get the
tax credit.

Mr. kies{., Senator Gramm, if you pay income tax.

Senafor Gramm. Yes. Well, this is a rebate on
income taxes, right?

Mr. Kies. That is the way this is designed. I
think the point:that Senator Rockefeller is making is
that thefe are taxpayers who do pay FICA taxes, but not
income taxes, who would not benefit from this because
this is only applicable against income tax liability.

Senator Gramm. Well, Mr. Chairman, I do not want to
get into a debate about the fact that, for moderate
income péople who pay into Social Security, they are the
people wﬁo also are the huge beneficiaries. Higher
income people paying in end up paying confiscatory taxes
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In fact, in terms of the benefit, the benefit is very
low relative fo the amount put in by higher income people
and verf, very high by a multiple aﬁount put in by low
income people.

So moderate income people paying intb Social Security
are getting mammoth returns on their payment, but
everybody who pays income taxes who is not in such a high
income SraCket that théy will not be eligible will get
this $500 tax credit, to the extent thatithey pay $500 in

taxes. 1Is that right?

Mr. Kies. That is correct, Senator.
Senator Gramm. Thank you.
Senator Rockefeller. But Mr. Kies, it remains the

case that if you are making $20,000, or if you are making
up to $2§,385 and you are working and paYing téxes, that
under the mark, and the relationship between EITC and the

tax credit, you would get no tax break at all.

Mr. Kies. . That is correct.
Senator Rockefeller. Yes.
Senator Gramm. Mr. Chairman, this is my last

response on this. But you are already getting the tax
break through EITC and you are not paying any income
taxes, right? So you do not get the $500 tax credit
because you are not paying income taxes.
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Mr.iKies. That is the way the proposal works. It
only applies if there is an income tax.

Senator Gramm. All right.

The Chairman. I would point out, there will be
opportuqity:to debate later, but I would like to get
through‘the walk—through quickly. So, if you would,
limit yéur‘comments to questions you want to ask Mr.
Kies. |

Senator Graham. Mr. Chairman; this is a straight
statistical question;

We havé this_chartAthat shows income categories, less
than $10,000, $10,000, et cetera. Could ybu give us the
percentage of Americans in each Qne‘of these categoriés,
or American families? I am not asking you to do it
orally now, but could you give it to us?

Mr. Kies. I have those numbers available, Senator,

and I can provide those to you.

Senator Graham. Thank you.
The Chairman. If you would now please proceed.
Mr. Kies. All right.

-Section IT of the bill is the education incentives.
The first item is the administration’s HOPE scholarship
tax credit, with certain modifications. The most
significént modification is that, while the credit amount
is 50 percent of thé first $3,000 for a $1,500 credit,
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the administfétion provided the dollar-for-dollar credit
up to $1,500; for students attending community colleges
and téchnical schdols, the credit amount is 75 percent of
the first'$2,000. The income phase—outs are $40,000-
50,000 for single, and $80,000-100,000 for joint returns.
Item 2 provides student loan intereét deduction,
$2,500 above thé line for the first 5 years after a
student ‘graduates frém college. Item 3 is a permanent
extensidn bf Section 127 Employer-Provided Educational
Assistance Exclusion er'graduates and under—graduates.
Iteﬂ 4 is é,p#ovision providing for penalty-free
withdraw@ls from IRAs for post-secondary and gradﬁate

education. Item 5 is an education———-

Senator Nickles; Mr. Chairman, what are you working
from?
Mr. Kies. Senator, I am working from the revenue

table. 1In the ﬁﬁper'right—hand corner it says JCX-32-97.
Senaﬁor Niékles.' All right.
Mr. Kies.' Iﬁ is the revenue table of the main mark-
up document.
Senator Nickles. I got you.
Mr. Kies. ‘T am on page 2 now of that document.
The first item is the educational IRA provision.
This allQWs contributions on a non-deductible basis of
essentially up to what amounts to $2,500 per year, per
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child.

The .amounts inside these accounts grow tax—-free. To
the extent that they are used for tuition, room and
board, and graduate education, when withdrawn, fhe
amountsiare'non—taxable.

In éddition, State-sponsored tuition plans would
receive the same treatment. Under current iaw, amounts
withdrawn from those plans are taxable when withdrawn.
This woﬁld provide that those amounts are tax-free as
well. |

Item 7 would-fepeal fhe $150 million limit on tax-
exempt Section 501(c)(3) bonds for new capital
expenditures.

Item 8 wbuld exempt teachers’ course work in
education technology from the 2 percent miscellaneous
itemized deduction floor for grades K-12.

Item 9 would raise the small issue arbitrage rebate

exception for governmental bonds used to finance

educatiopal facilities from $5 million to $10 million.

Senator Moseley-Braun. Mr. Chairman? Mr. Chairman?
The Chairman. Yes, Carol, please.
Senator Moseley—-Braun. Number 9, the arbitrage

rebate for educational facilities. The General

Accounting Office tells us that it will take $112 billion

|
to bring America’s schools up to just code condition,
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that we have got $112 billion worth of unmet need in
terms of our crumbling schools and school facilities
generally.

Your numbers here indicate that this number 9 will
represent $1 million total.

Mr. Kies. The revenue cost in the first year is $1
million: That grows over time. But the amount of bonds
tﬁat would be issued under this provision would be
substantialiy more than that.

.Séndtor Moseley—Braun. That was my question. So do
you have any numbers indicating to what extent we will
get to‘tpe $112 biliion worth of basic need?

Mr. Kies; Senator, I can check when we take a break
as to what we are assuming as to the‘volume of additional
bonds that would be issued under this provision and we

will let you know that.

Senafor Moseley—Braunb Thank you. I appreciate it.
Senafor Nickles. Ken? Mr. Kies. |

The Chairman. Senator Nickles.

Senator Nickles. On the fwo major provisions

dealing Vith education,.the HOPE scholarship tax credit.

If a parent had three kids ahd they fell within the

eligiblezincome category, then they could receive a tax

credit of ﬁp to 50 percent of the $3,000 for eaéh child?
Mr. Kies. That is correct.
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Sen§tor Nickles. And the same thing for the IRA
provision, a non-deductible TRA could be set up for each
child up to $2,000?

Mr.:Kies. Actually up to $2,500 if the child
qualifies for the Child Tax Credit. |

Senator Nickles. I understand. So in an IRA those
are non—deductibie, but you could set up a $2,000 IRA per

year, pér child, from any age from zero to 18, I guess.

Mr. Kies. That is correct.

Senator Nickles.  Thank you.

Senétor Bauéus. Mr. Chairman?

The Chairman; Senator Baucus.

Senator Baucus. Ken, on number 5, the education

IRAs, it says it will allow contributions of $500 from
the child Tax Crédit, and so on. 'Is that at all
restricted by the $500'family tax crédit with respect to
the age of thewstudeht?

Mr. Kies. Yes, sir. The provision that allows the
$500 additional amount relates to that period of time
from age 13 to 17. You cannot contribute the $2,000
after age 18. * So you could contribute $2,000 a year from
age zero up through age 18. ﬁ

Senator Baucus. So if a child today is over 18, he
or she cannot take advantage of the education IRAs,
number 5;
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Mr. Kies. That is correct, although fhe way in
which the package is structured that individual could
take adyantége of the HOPE scholarship credit. The way
in which the package works, in any year you can only
claim either the HOPE scholarship credit———-

Senator Baucus. I got you.

Mr. Kies. [Continued]. Or withdrawal from these
accounté on a tax—-free basis. They would be entitled to

the HOPE scholarship credit.

Senétor Baucus. Thank you.

Senafor.Breéuxi Mr. Chairman?

The Chairman. Yes. |

Senator Breaux. Just a questidn on number 9, that

Senator Moseley-Braun has been so involved in with the
bonds fo; £he schools and educational facilities. Is
there an’intént‘to include high schools as well? It is
educational facilities that are qualified éducational
facilities} and that would include an elementary school,
a high school, or a college?

Mr. Kies. That is correct. It would generally be
K-12 because it is State and local government issues, and
it would‘be the small issuers, so they would generally be
grade schools or high schoolé.

Sena@or Breaux. All right. Thank you.

Senator Gramm. Mr. Chairman?
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The Chairman. Yes, Senator Gramm.

Senator Gramm. Just one question. On these
educational tax credits and these education provisions,
how tight are they? For example, could a grandparent do
it for a grandchiid? I mean, how tight is.it?

Mr. Kies.  Senator Gramm, for any child fhere can
only be one-accouﬁt established, but'a grandparent could
contribute into the account or the parent could
contribute into the account, but it would be subject to
the yeafly $2,600 limitation.

Sehator Gramm. Or an aunt or an uncle, as long as

there is only one.

Mr. Kies. Right. That is correct.
Senator Gramm. That is a good provision.
The Chairman. Please proceed.

Mr. Kies. All right. Section IIT Of the bill
contains, first,'the capital gains proposal which would
cut the top capital gains rate from 28 percent to 20
percent;  for thosé taxpayers in the 15 percent marginal
rate bracket the rate would'go to 10 percent.

Section 1250, depreciation recapture, would be
subject to tax at 26 percent; the current law rate is 28
percent.a Comparable treatment would apply for AMT
purposes.

The éxclusibn for gain on the sale of principal
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residences contained in the President’s proposal is
included, so $500,000 on the gain of a sale of a
principal residence would be fully.excludable from tax.

In qddition, there are a number of modifications to
the existing qualified small business stock rule.

Senafor Bryan. Mr. Chairman, could I ask a question
about the capital‘gains, sir?

The Chairman. Well, I would like-ﬁo finish this .
section, then we will open it for questions..

Senator Bryan. I will forbear. |

Mr. Kies. jThat provision essentially expands the
rules that currentiy apply-to sale of certain smali
business stock acquired at original issue and held for 5
years. | |

Finaily,.this provision.also includes substantial
enhancements of deductible IRAs. The income limits
applicable for deductible IRAs are phased up over a
period of yoars from the current law level of $40,000 of
adjusted' gross income for a joint return up to $80,000,
and for a single return from the adjusted oross incone
level of‘$25,000 to $40,000. The'IRA Plus account, which
permits non-deductible contributions into an IRA of |
$2,000 per year is also included.

Finaily, the current linking for the spousal IRA is
eliminatod so that individuals utilizing the spousal IRA
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are not prevented from doing so as a consequence of the
fact that their spouse is a participant inAa qualified
plan.

Senator, that completes a description of that section

of the bill.
The Chairman. Senator Bryan?
Senator Bryan. Thank you very much. -

What would the scoring be if you eliminated the
recapture provisions as you have described that and treat
the entire gain as capital gains at the 20>percent rate
that you have established here?

Mr. Kies. Sehator Bryan, let me just clarify that.
Under current law,-a'portion of depreciation recapture is
actuallyzta*ed at ordinary income rates, at the top
ordinary'income rate. The current law provides that, for
non—accelerated deprecation, the current rate is 28
percent,ythis would drop it to 26 percent.

If we lower the 26 percent rate that applies to non-
accelerated depreciation down to 20 percent, it would
cause a revenue loss against the bill of approximately, I
believe, raround $7 billion. Let me just check. It is §7
billion over a 10-year period.

Senator Nickles. What is it over 5 years?

Mr. Kies. About $3.5 billion over 5 years. It is

actually:fairly linear.
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Should I proceed to Section IV?

The Chairman. Yes, please.

Senétor Chafee. Could I ask one question?
The;Chairman, John.

Sengtor Chafee. Mr. Kies, Jjust looking at IIIX

there, the Expanded Deductible IRAs, the price difference
betweenJ10<yeérs and 5 years is very, very substantiél.
Why is that? Is that from backloading?

Mr. Kies. Well, Senator Chafee, there are at least
two reaSons. The f;rst, is that the IRA Plus provision
which a#lows contributions on a non—deductibie basis to
an IRA,ithat_provision has a feature that allows
taxpaye;s who have an existing IRA that was a deductible
IRA to téke fhe ﬁonéy.out of that account and péy_tax on
the'earnings;that“are inside the account over 4 years,
and to roll it into this back-loaded TRA. So during the
early pe%idd we are actually raising some money from that
feature.

The pther aspect of this is simply that money that
goes intQ an IRA because it is curfently tax—free does
have a significant growﬁh effect over time because the
contribu#ions put in in the early years continue to earn
tax—free;interest income as you go into the later years.
So, it is just the feature of IRAs.

Convérsely, the inverse happens, for example, in the
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fiscal aividend that is part of the budget calculation
becauselit has interest savings against the deficit, and
that compounds iﬁ the opposite direction over time.

Senator Chafee. Well, I just wanted to point out
that thdt is a five fold increase. Well, it is more than
that.

Senator Moynihan. Nine-fold.

Senator Chafee. It is a nine-fold increase. I do
not know what will happen in the next 5 years. Does it
even out?

Mr. Kies. Well, eventuélly we reach the pointlwhere
the money starts coming out of the IRAs and at that point
the earnﬁngs are taxed, so that there is a reversal
effect that happéns in later years from the money that
was put in in the early years and grew tax;free‘during
the period of time that it was in the account.

Senator'Cﬁafee. Thank ydu.

Thank you, Mr. Chairman.

Senator Moseley-Braun. Mr. Chairman?
The Chairman. Senator Moynihan.

Senator Moynihan. Yes, Mr. Chairman.

To féllow on the point that Senator Chafee was
_making, gnd a number of us made earlier, the really
astonishing growth, if I can suggest, is in the capital
gains perision, number 1, where you have 20 times as

. MOFFITT REPORTING ASSOCIATES
(301) 390-5150




g W N -

©C W 00N O

11

12

13

14
15
16
17
18
19
20
21
22
23
24

25

67

much a loss in the 10-year period as you do in the 5-year
period. You go from $978 million to $20-plus billion. I
think that is because it will be cashing in in the early
phase, then the higher losses.

But’I would just flag that. If you want an example
of out—year’explosion, the 10-year costs are 20 times the
5-year costs, just to point that out.

That is right}'is it not?

Mr. Kies. That is correct, Senator Moynihan.

Senator Moynihan. Thank you, sir;

The Chairman. Please proceed.

Senator Kerrey. Mr. Chairman?

Thé Chairﬁan, Bob?

Again,'I would ask that we limit ourselves to
questions at this stage and not debate the item.

Bob?, |

Sena£or Kerrey. I appreciate that; Mr. Chairman.

Ken, either you or Mark, or perhéps both, have you
considered'any potential adverse impacts for this rate
differential on capital gains at 10 percent with
individuéls at the 15 percent rate?

I understand the intent of that, but is it possible
for me to basically; if I have got stock or an asset, to
give it to my children who will have a lower tax rate?

Is it possible for me to have an impact that is not what
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we inteﬁd?

Mr. Kies. Well; Senator Kerrey, there would be
limits on the extent to which you could do that because
of the gift tax rﬁles, if the amount of gift that you
made exceeded $10,000 they would be subject to a gift
tax. The gift tax rates tend to be fairly steep, so the
amounf that.Ilfhink is available is limited.

I think the concern was that if you did not provide a
10 percent rate for those taxpayers in the 15 percent
rate.braékef, théy would essentially not be enjoying any

benefit out of thé'capital gains portion.

Senator Kerrey. I agree. I understand the intent.
Mr. Kies.  'Yes;'
Senator Kerrey. Just as long'as you and Mark have

done a célculatién of potential problems with this in the
manner that I have just described. |

Similarly, on the small business stock, és I
understand it-you~are going to have an éffeétive rate of
10 percent andlYOu are raising the asset from $50 million
to $100 million. You are raising the limit to $100
miliion éf assets.

Mr. Kies. That is correct, Senator. It would be
the grosé amounf of assets of the entity could not be
more thaﬁ $100 million in order for the investment in the
entity té qualify for this preferred treatment. So the
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value of the entity would not be $100 million, it would
be its Qross assets.

Senator Kerrey. Right.

Well, I do not need it now, Mr. Chairman, but I would
like as a follow-on to see the calculations that you used
to estimate the cost of that.

As fou know, we have had some conversations about
making éome change in the excess business holdings for
foundations, and we have got some cost estimates on that
as well. \ |

This looks iike a fairly substantial change and
anything you could do afterwards to give me an estimate

of how you have calculated the cost would be helpful.

Mr. Kies. All right. Sure, Senator Kerréy.

The Chairman. Senator Graham. Then I would like to
continue.

Senator Graham. Have you calculated what the cost

of elimihating the depreciation recapture on real estate
would be?

Mr. Kies. Yes, sir. It would be about $7 billion
for the 10-year period to lower to 20 perqent.

The éhairman. Please proceed.

Mr. Kies. Section IV of the bill consists of the
changes in the estate and gift tax area. The unified

i
credit is phased up to $1 million by the year 2008. The
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variousflimits under the gift tax and estate tax
provisions are indexed. 1In addition, there is an
exclusion of $1 million of qualified family farm and
business property that is in addition to the unified
credit.i

The current law provision that provides for
installment payment of estate taxes for closely-held
businesées under Section 6166 which permits the payments
6f these over 14 years would be eXtended-by 10 years.

Theiinterést charged on those utilizing thé
installﬁent method, which currently is 4 percent on the
first miilion of value of the estafe, would be changed to
0 percent on the fifst million of the taxable estate.

The pfovisions under 2032(A) dealing with special use
valuatiop would be clarified to indicate that farm cash
rentals do not cause a recapture.

Item 6 is a modest change in the generation-skipping
transfef tax té exempt individuals with deceased parents.

Finally, Item 7 is an exclusion from the estate tax
of up tol$1 million for the treatment of lénd subject'to
a qualified cénsetvation easement, and in addition the
rules applicable to severed mineral rights would be
modified to eliminate the current law rule which makes
the current exception only applicable to mineral fights
severed érior to June 13, 1976.
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That completes a description of that section of the
bill. |

The Chairman. Please proceed.

Mr. Kies. Section V of the bill contains the
expiring provisions. The provision dealing with
contribﬁtions of appreciated stock to private foundations
is.exteﬁded_thrqugh December 31, 1999. That provision
previously expiied.dn May 31 of this year..

The:Orphaninug credit is made permanent. The Work
Opportunity Tax Credit‘is extended through December 31,
1999, with a.modification in the eligibility rules
applicab}e to welfare regipients..

*Finaily;.the’R&D credit, which expired on May 31 of

this'year, is extended through December 31 of 1999.

Senatdr'Nickles. Ken, on number 1, that is to
market value, is‘it.not?

Mr. Kies. That is correct. That is the provision
that allows contribution equal tb fait market value for

contributions of appreciated stock to private

foundations.
The Chairman.. Please proceed.
Mr. Kies. The next section is the District of

Columbia incentives. -
Senator Gramm. Mr. Chairman, can I ask Ken one
question on the inheritance tax?
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TheIChairman. Yes, Senator Gramm.

Senator Gramm. Ken, if we eliminated number 2 and
just toék the money to raise the deductible quicker and
higher on number 1, what could we get?

Mr. Kies. Well, it would sort of depend on which
one you wanted tb do more of, quicker or higher, because
they are sort of directly related. |

Senator Gramm. Well, if you did it quicker first
until ybu got to the million, then with anyvmoney you
would have over the 10 years go higher, sort of what
could you, in ball park figures, do? |

Mr. Kies. You could probably design éomething that
would ge£ you to $1 million rather thén, in 2008, of
probablyjin the neighborhood of 2003 dr 2004. These
things you have to kind of play with, but it would
probably be somewhere in that neighborhood. So you could
probably get to $1 million several years eérlier than
under the mark. Then in the out years you could take it
up higher, if that were the decision the committee wanted
to make.

Senator Gramm. ~ All right.

Thank you, Mr. Chairman.

The Chairman. Please proceed. I am sorry.

Senator Moynihan?

Sena#or Moynihan. Just for the record, Mr. Kies,
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how many estates are subject to the estate tax?

Mr. Kies. Senator Moynihan, under current law in
1998 we project that, of the 2.3 million people that will
die, 40,100 will have taxable estates.

Senator MQynihaﬁ. 40,100.

Senétor Chafee. Give us those statistics again,
please, Ken. |

Mr. Kies. We projeét, of the 2.3 million people
that will die in the United States in 1998, that 40,100
will havé taxable estates.

Senafor Chafee. What does the estate tax bring in,
total, per year?

Mr. Kies. = This year it is expected to bring in $17
billion;‘ We éxpéct that to grow to $34.billion within

the next 10 years.

Senator Bauchs. ‘That is under current law?
Mr. Kies. That is correct.
Senator Moynihan. Yes. And a lot of people are

getting richer.

Senator Gramm. The number of families over the next
10 years that pay the tax really goes up fast.

Mr. kies. We project that, by the year 2007, there
will be 73,000 taxable estates, which will be up ffom the -
40,000 in 1998.

The Chairman. I would point out that the Budget
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Agreemeqt, of course, provides that thefe will be
substanfial relief in the estate tax area.
| Senator Moynihan. And may I say to my good friend,

this truly is substantial.

[Ladghter]
The Chairman. Please proceed.
Mr. Kies. . The District of Columbia incentives makes

severallchanées. First, the existing DC Enterprise
Cémmunity,~plus those Census tracks with greater than 35
percent bf pove:ty would receive Empowerment Zone
treatment.

Second, néw investments in the District of Columbia
in the next-s-years, if held for 5_yea;s,_would qualify
for a zefo capital gains rate. That.broviéion_would
sunset for new invéstment'after 2002.

Finaily, the administration proposal providing $75
million in tax credits to taxpayers that provide equity -
investment and lbans to DC bﬁsinesses would be adopted.
All of these.prévisions are contingent upon enactment of
legislation providing what essentially is an overall DC
rescue package legislation that is currently pending in
the two Houses.

Senator Jeffords. Mr. Chairman, that last part, it
is contiﬁgent upon what?

Mr. Kies. Well, it is contingent upon the enactment
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of legislation Ehat would create, I believe it is
referred to as .the DC development board or entity. That
is part of the overall legiélation that has beeh proposed
with respect to the District of Columbia, so these tax
incenti&es would not take effect until that entity is
actually created and enacted into law by the Congress,

Senétor Jeffords. Thank you, Mr. Chairman.

I just want to point out, I know that there are a

‘number of members that are looking and kind of lusting

for this money, and I would hope we at least could keep
this provisioh within'thé District of Columbia boundaries
or to help the District of Columbia. So I would just
alert anyone that tries to steal it, I will be trying to

do my best to prevent that.

Thank you.

Senator Baucus. Mr. Chairman?

The Chairman. Senator Baucus.

Senator Bauéus, Mr. Chairman, might I ask a

question, again about the estate and gift tax, and go back
to that, if possible?

The Chairman. Yes.

Senator Baucus. Thank you very much.

Mr. Kies, in response to‘an earlierAquestion, iﬁ
might have been Senator Gramm who asked it, what would

the effect be of eliminating, say, number 2, that'is,
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IV(2) in order to accelerate the unified credit to a
million to an eaflier date. You said, basically, by
eliminating 2 you could accomplish that objective, andl
the eariier_date would be, I think you said, 2004. 1Is
that right?

Mf.lKies. | Senator, it was a rough projection. I
would project that you could probably get to a million
perhaps even maybe a little earlier, 2003, 2002, I think.

- Senator Baucus. Well,. the reason I asked the
questien‘is earlier when I submitted our amendment to

you, to Joint Tax, which had both the unified credit

acceleration as well as a provision with respect to

qualified family farms, my understanding is your office
told us that thet figure of 1997 to 2002 would be $10
billion more than you have got there. That is, the loss
would be: $13 billion, not $3 billion. I am just
wondering what the difference is.

-Mr. Kies. Senator, these estimates are
significantly affected by the type of phase-in that you
select. 'So it may be that the estimate that we provided
had a different phase-in pattern, but I will check during
the break and.find out if we just took the entire amount
of moneylthat is in the $1 million.

Senator Baucus. If you could. Our bill is very
similar to the one that the Majority Leader also
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introduced on the same subject.

Mr. Kies. All right. We will do that.

Senator Baucus. Thank you.
Sen%tor Nickles. Mr. Kies?
The Chairman. Senator Nickles.
- Senator Nickles. Going back to the DC piovisions.

That exemption from capital gains, is that all investment

in DC?

Mr. Kies. It is all investment in-——-

Senétor Nickles. What is qualified DC business
properti?

‘Mr. Kies.:' Essentially, it is open to retail office

buildings. It is a fairly open definition in terms of
what would qualify.
Senator Nickles. Is that real estate property

complex, duplexes?

Mr. Kies. Yes. Yes.
Senator Nickles. Apartments?
Mr. Kies. Yes. Generally, what it would not apply

to is intangible assets, but retail establishments, any
commercisl establishments, things of that nature would
all qualify for this rate.

Senator Nickles. So if I wanted to put in a liquor
store or;something like that, thaf is going to qualify
for zeroicapital gains, or rental property in DC is going

. MOFFITT REPORTING ASSOCIATES
(301) 390-5150



(o) TN & - N % N \V )

11
12
13

14

15

16
17
18
19
20
21
22
23
24

25

78
to be ekempt from capital gains, but not in Virginia? I
know Senator Jeffords may have a different opinion, but I
question this.

Mr. Kies. Senatdr, there is a list of types of
businesées that frequently do not qualify for any tax
incentives when. these kind of provisions are done. They
includetliquor stores, various amusement activities, and
things df that nature, and none of those would qualify.

Senator Nickles. I started to ask you that. I did

not know what amusement activities you were talking

about.
Mr. Kies. Those would not be qualified under this.
Senator Niékles. Now, I was actually looking at

number 2, which I was interpreting té be pretty broad,
the zero'capital gains. I am thinking you are talking
about new investment, and almost anybody that invests in
DC is going to qualify.

Mr. Kies. " .That is correct, except that you have to
realize there is a requirement that it be held for 5
years so:that no 6ne would be entitled to the zero
capital gain rate essentially any earlier than about
2002.

Senator Nickles. Well, let me ask you another
question. In the District of Columbia you have some very
affluent‘neighborhoods and you have some very low-income
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neighbofhoods. But this applies to anywhere in the
District of Columbia?

Mr. Kies. It applies to anywhere in the District of
Columbia, bﬁt it, of course, would not apply to

residential housing, it would only apply to‘business

investment.
: Senator.Grémm. What if you rented the residential
housing? | .
Mr. Kies. Then it would be rental property.
-‘Senator Gramm. But if you bought a house énd rented

it for 3 years it would count, would it not?
Mr. Kies. It does not apply to residential

investment, whether it is leased or owned,'SO those do

‘not qualify. It is only commercial business

establishments like retail office buildings, things of
that natﬁre. |

Senator Nickles. One additional question. The $75
millidn iﬁ tax credits to taxpayers that provide equity
and loané to certain DC businesses. Who is going to be
the wizard that gets to choose who qualifieé?

Mr. Kies. That is the DC.board that I referred to
earlier.f Under the legislation which the administration
has propésed,-this board would, subject to certain
criteriatthat are provided in the legislation, decide who

these credits could be awarded to.
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One of the requirements is thét, for any dollar of
credit awarded, the recipient has to be putting $3 of
investment of fheir own money into the investment that
occurs in the District of Columbia. But the decision
about to whom these credits would be awarded woﬁld be in
the hands of this.board.to be created by other pending
legislafion.

Senétor Nickles. All right. I appreciate the -
answer. . | |

Mr.‘Chairman;.I have some proﬁlems with some of this
section( but I éppreciate the answers to the question;

Senator Murkowski. Mr. Chairman, I have a. couple of
more quéstions relative to this.

The Chairman. Frank?

Senator'Murkowski. For clarificationApurpOSes, you
said duglexes, you said apartments. I am éoncernéd about
many of ﬁhe residential homes on Capitol Hill that have
an apartment in them. They may have an English basement
or something. I would assume that they would qualify
then.

Mr. kies. They would not qualify.

Sena£or Murkowski. Then what is your cut? They are
depreciafing those properties. They are commercial in
the sense that they generate rental.

Mr. Kies. Senator Murkowski, no residential
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properties would qualify for the zero capital gains rate
under this legislation.

Senator Murkowski. Well, distinguish for me a

residential property from a duplex.

Mr. Kies. A duplex is residential. .
Senator Murkowski. Well, you said duplexes.
Mr. Kies. ;That was incorrect. No residential

property qualifi¢é under the zero capital'gains rate,
whether it ié a duplex, an apartment, a house, or any
other residential property.

Senaﬁor.Nickles. - What about an apartment complex?

Mr. Kies. No. Only commercial business property,
office buildingé, retail, and things of that nature would
qualify.i

Senator‘Murkowski. And that would mean, if I own a
building and hévé~a cléaners in it, now that building
previousiy could have qualified as a residential because
they are all over Capitol Hill. They are these
brownstoneé, for all practical purposes. Now, does it
become commercial because they have a commercial activity
in it, a cleaners?

Mr. kies. In the case of a property like that it
would be 'bifurcated. The residential piece would not
quélify,‘the poftion that is retail or commercial would.

Senator Murkowski. What concerns me a little bit is
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how you make this definitive break because you are going
to find people that are going to be able tb say, well, I
have gof a commercial functidn in what I bought for a

residence and it is very attractive now because it has

got zerq capital gains.

Mr.jKies. , Although, Senator Murkowski, this is a
distinction that has existed in tax law for yeafs because
we give aifferent depreciation to residential versus
commercial. So, I.mean, it is a concept that the tax law
has worked with in the past.

The Chairman. - All right.

Senaior Mack. Mr. Chairman?
The Chairman. ‘Coﬁnie Mack.
Senator Mack. Yes. If I may just make a comment

here. Ilmean, these provisions are put in here for the
purpose 6f trying_to encourage investment into the
Districtlof Columbia.

As we lodk-ét what iS'happeﬁing to the District, the
only invélVement.of the.Congress has been, how much money
are we géing to appropriate'to the District? There are
those of;us who think that we have got to find other
alternatives, that we have got to find ways to develop
incentive for people to invest and to move into the
District. Businesses and families are moving out of the
District.
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As those families move out, the tax base and the
revenue :base for the city declines and services begin to
deteriorate and céntinue to deteriorate. If there is not
a way found to turn that around, then the Congress is
going to be called on more and more often for more and
more appropriated accounts, and that is why this is in
there. |

TheEChairman. I do want to limit comments on the
part of the members to questions.

Senator D’Amato has not had a chance.

Senator Jeffords. Mr. Chairman, I have a question.

Is there any requirement that the businesses are

3

owned by. residents?

Mr. Kies. No, Senator, there is not.

Senator Jeffords. Thank you.

The Qhairman. . Senator D'’Amato.
Senator'D’Amato. Mr. Chairman, I would like.to

touch onfthe area of depreciation while we are talking
about it; and capital gains tax cuts. While it doeslnot
center i£self about Washington, I think it is appropriate
to note, and I know that some have commented, that in our
attempt to raise revenue, one of the thihgs that is very
discouraging is that we are treating certain Americans in
a much different way than we are treating others on the

basis of .their business investments. I just do not think
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that is fair. I think that we ought to be taxing pedple
at the éame rates, and businesses, and should not be
discriminating.

In this case, those who invest in real estate are,
and will be, taxed in terms of capital gains tax cuts at
a different rate. By using the recapture'provisions as
it relates to those properties that were depreciated, it
really dpes violence to that principlelof fairness and
equity ih our taxing system. What happens_is, we are
singling out those who invest in real estate.

I would like to make this additional comment. VMany
regions of the counfry were savaged as a result of the

collapse;of thé real estate market, and I believe to some

~ extent that was exacerbated, the situation in the 1980s,

as a result of the unfair manner in which reforms were
made as it related to investments made in real estate.
Retfoactively we penalized people who had made |
investmeﬁts. If-is one thing to say future, but that is
what we did in 1986.

Now, here what we are saying is that if you have
invested:in anything other thén real estate your capital
gains taﬁ rate will be 20 percent, but if you invest it
in real estate your capital gains rate will not be 20
percent, but that part which has figured into

depreciation will be taxed at a 26 percent rate. It is

i MOFFITT REPORTING ASSOCIATES
(301) 390-5150




O 0 W N

11
12
13
14
15
16
17
18
19
20
21

22

23

24
25

85
juét not right. - It is inequitable. I have several
amendments pendihg.

Now, I‘also think we run into a situation where we
should not be in the business of having to raise rates
for one class to deal with equity on another. So, I am

somewhat uncomfortable about that and later when we get

-to the éctual time to offer ameﬁdments, I will speak to

that iséue. But I certainly would hope that'this
committee, hopefuily'on a bipartisan basis, could work
togethef to find a way, in'a collaborative‘effort, to
deal wifh ﬁhis inéquity'because it is just not fair.

-Thank you, Mr. Chairman.'

The Chairman. Please proceed.

Mr. Kies. . Mr. Chairman, I am turning to the
miscellapeous provisions on page 4. The first item would
create an inner city passenger rail fund, which would be
funded with amounts equivalent to 0.5 cent per gallon
from the gasoline tax through April 16, 2001.

Itemj2 would provide an above-the-line deduction for
certain étate and local official expenses that are
currently subject to the 2 percent of AGO limitation for
deductible business expenses.

Item'3 would repeal the UBIT rule on income from an S
corporation to an ESOP.

Item 4 would clarify the tax-exempt status of certain
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Worker'’s Cdmpensafion funds.

Item 5 would essentially codify the IRS position with
respect:to corporate sponsorship of charitable
organization events.

Item 6 wouid raise the charitable mileage rate from
12 cents per mile to 15 cents per mile and index
thereafﬁer.

Item 7 would allow time share associations to elect
to be taxed as homeownef associations at the 32 percent
rate.

Iteh 8 would modify the passive foreign investment
company provisions to eliminate the overlap between
Subpart f and fhelso—called~PFiC'provisions.

Itemyé would phase in a clarification of the foreign

sales coiporatioh benefits for computer - software.

Senator Nickles. Mr. Kies?
Mr. Kies. Yes, sir.
Senator Nickles. On that one, what is the

difference in dollars if we just did it automatically, as
some people think is appropriate?

Mr. Kies. I believe, Senator Nickles, that the cost
is a couple of hundred million dollars. I believe it is
around $é00—300 million if it went in immediately rather
than bei?g phased in over the 3-year period.

Senator Nickles. Well, a lot of individuals think
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that is_already the case. Anyway, if you would give that

figure to me that would be appreciated.

Mr. Kies. - We certainly can.
Senator Nickles. Thank you.
Mr. Kies. The next item would exempt from U.S.

property definition under Subpart F certain securities
positions.

The next item'would direct the Secretary of the
Treasury to limit treaty benefits for payments to certain
hybrid entities.

The'next item would equalize the tax rates among.
propane, LNG and methanol. |

The. next item would repeal the excise tax on
recreational motor boat diesel fuel.

The pext item would provide expensing for

brownfields, developments, and empowerment zones,

enterprise communities, and certain EPA demonstration

- sites.

The ﬁext item would reduce the excise tax on draft
cider from.ité current level to the rate which applies to
small-producer beer, which is 22.6 cents per gallon.

The next item would clarify the capital gains from
culled cows that are not included in the disqualified
income for purposes of the Earned Income Credit

limitations.
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The;next item would provide involuntary conversion
tax treatment for livestock sold on account of certain
weatheréfelated conditions which would expand the current
law rule that dnly applies to iivestock sold on account
of drought conditions.

The next item would reverse the IRS position on the
alternaﬁive minimum tax treatment of certain installment
sales bf farmers.

" The hext item would require a study on éimplified
collectibn of distilled spirits taxes. |

The hext item would restore the meal deduction
limitation to 80’percen£ for those individuals subject to
the hdurs of work limitation under the Department of
Transportatibn reqgulations, and to Alaskan seafood
processofs, Thaf would be phased up in 5 percent
increments every other year until it hit 80 percent.

Senator Nickles. wWwhat is the deduction now?

Mr. Kies. The current deduction is 50 percent.
Senator Chafee. What was it before? I think we

changed this in the 1986 bill.

Mr. Kies. At one time it was 100 percent, then it
was reduced to 80 percent. Then I believe it was the
1993 act that reduced it to 50 percent. This would phase
it up to 80 percent for those individuals like truckers

and othey people subject to the hours of work limitation,
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plus seéfood pProcessors.
Senétor Nickles. So we are going to change it to 5
percent per year?
Mr. Kies. Five percent every other year, until we

hit 80 percent. -
The next item would delay the penalties for failure

to make payments under the electronic funds transfer

provisions until June 30, 1998. The IRS recently waived

those penaitieé through the end of this year.

ThelneXt'item would allow grandféthered publicly-
traded partnerships to elect to remain in partnership
form, prgvided they agree to pay a 3.5 percent tax on
their gross income.

'Tﬁe next item would exempt multi—employer plans-from
the Section 415.percentage limitations applicable to
qualified defined benefit plans.

The next item would clarify the partial termination

rules for trans—-Alaska pension trust.

The next item would permit Montana to do a 5-year
demonstration project with simplified tax and wage
repdrting for employment taxes.

Finally, item 26 would increase the size of projects
financed1with small issue taxes and bonds to $20 million;
the currént level of investment is $10 million. This

provisioh would, however, keep the bond cap at $10
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million;for these small issue projects.

Mr. Chairman, that completes the description of VII.

The:Chairmaﬁ; Senator Gramm.

Senétor Gramm. Mr. Chairman, on your number 16,
this islon’the capital gains change for culled cows. I
assume ﬁhis applies to livestock across the board, that
the Shegp and goat people would get the same treatment?

Mr. Kies. That is correct. But not poultry.

Senator Baucus. I might say to my good friend from

Texas though, female sheep are not cows.

[Laughter]_.

Senator Gramm. So it includes all livestock except
chiCkehs} |

Mr. Kies. That is correct.

Senator Gréﬁm{  And the logic of excluding chickens
is what?: | |

[Laughter]

Mr. Kies. They are not subject to capital gain

treatment, generélly.

Senanr Hatch. What about ostriches?

Sénaﬁor Gramm. In 6ther words, their production
schedule%is so short it is not relevant.

Mr. ﬁies. Exactly.

Senaéor Gramm. My sheep and goat people are going
to feel éood when they hear about this.
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[Ladghter]
The Chairman. Are there any more questions?
Senator Nickles. I think the Gramm modification of

this is very important. But this is just for the
purposes of the Earned Income Credit?

Mf.:Kies. .That is correct. Under current law, if
you have more thana$2,200 of capital gains you lose the
Earned ;ncome Credit, and this wonld allow you to exolude
that for purposes of that disqualification rule. |

The Chairman. Senator Graham.

Senator Graham. Mr. Chairman;-this goes to the ‘item
on the-snall issuer and the capital expenditure limit
being increased from $10 million to $20 million. 1In a
previous item under the education component there was the
question of raising the limit for arbitrage from $5
million to $10 million, is your recommendation.

Coulo you give us a revenue estimate of what it would
entail if you raised that arbitrage limit to the $20
million that you have here?

Mr. Kies. Senator Graham, we can certainly find
that out and we will let you know after the break.

Section VIII of the bill is the revenue offset
section.l The first series of provisions deal with taxes
which go;into the Airport and Airway Trust Fund.

[

Item 1 would provide for an extension of the current
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(301) 390-5150




-

©C W 0O N o oW N

17
18
19
20
21
22
23
24

25

_ 92
law 10 percent ticket tax through September 30, 2007.

Item 2 would reduce the air passenger tax réte from
10 percent to 7.5 percent for the ticket price of flight
segments to and from certain rural airports.

Item 3 would repeal the $6 departure tax and impose
the 10 percent ticket tax on'the portion of the
intefnationél ticket price attributable to flight through
U.S.-controlled air space. It would, howeﬁer, retain the
présent law rule for domestic flights to and from Alaska
and.Hawaii. |

Item 4 would impose a 10 percent ticket tax on cash

payments made to airlines for air travel under credit
‘ .

card and'similar'programs, like frequent flyer programs.

Senator Conrad. Mr. Chairman, might I ask a
questidn on that? Do you want to complete the section?

The éhairman. ' Yes, please. Then we will open it
up. i |

Mr. Kies. Item 5 would require recognition for
certain extfaordinary dividends addressing the so-called

Seagram’s transaction.

Item 6 deals with the treatment of transactions under ~

Section 355 dealing with so—called Morris Trust
transactions. This would contain a significant
modificaﬁion from the originally-introduced legislation

to essentially exempt intra-group spins within a
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consolidated group if they are not part of a Morris Trust
transaction involving the sale of an entity to an
unrelatéd third party.

Ite@ 7 would.require recognition of gain on certain
appreciéted positions and personal property. This
addressés the so-called short-against-the-box
transactions.

| Iteﬁ 8 modifies net operatiﬁg loss carryback rules
from the current law rules which permit 3-year carryback
and 15-year carry forward to 2-year carryback and 20-year
carry fo;ward; |

Item 9 would modify foréign tax credit carrf—over
rulesvof_current_law so that they would provide for a 1-
year carryback and a 7-year carry forward, rather than
the current law 2-year carryback and 5-year carry
forward.

Item 10 is a Treasury proposal which would modify the
holding period_for dividends received deduction.

Iteml11 is another Treasury proposal which would
provide for inélusion of income for principal contracts
under Subpart F.

Item 12 would restrict the like—kind exchange rules
involviné thé transfers of foreign for domestic property,
bringing those rules into conformance with the rules
currentlé applicable to real property like-kind
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Item 13 would extend the lust excise tax through
September 30, 2007.
Item 14 addresses the treatment of preferred stock as

boot.

Item 15 extends the FUTA surtax of current law of 0.2

percent through December 31, 2007.

Item 16 provides for an expansion of the requirement
that involuntarily converted property be replaced with
propertylacquired from an unrelated person.

Item‘17 would require registration.of confidential
corpofate tax shelters..

. Item 18 would provide for information reporting on
corporations receiving contract payments from Federal
agencies.

_Item‘19 would extend the disclosure of tax return
information fof the’veteréns' programs.

Itemi20 wonld provide for a modification of the
holding neriod for certain foreign tax credits of 16 days
for common stock and 46 days of preferred stock.

Iteml21 would reform the tax treatment of redemptions
involving related corporations under so-called Section
304.

Item 22 would restrict the income forecast method

essentially to the entertainment industry and allow 3-
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Item 23 would deal with gain and losses of certain
termina;ions dealing with the so-called extinguishment
doctrine.

Item 24 would clarify the rules as relates to
interest on under—-payments reduced by foreign tax credit
carrybacks.

Item 25 wouid modify the basis allocation rules for
distributing partners.

Itea 26 would. eliminate the substantial appreciation
requifemént-fbr'inventory of a partnership.

Item 27 would extend the UBIT rules to second-tier
subsidiaries of tax—exempt organizations.

Item 28 would provide for carryover basis on sale of
property to ta#—exempt related parties.

Iteml29 unld modify the provisions applicable to
corporate—OWned life insurance, to make those rules
applicabie to essentially circumstance in which the
corporation had an insurable interest. Under current
law, these rules only apply to insurance on.officers,
employees and directors.

These rules would clarify that premiums are not
deductible and interest borrowed from life insurance
policies in the case of any insurance interest follows
the rules applicable to officer, employer, and director
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insurance and would proQide for a pro rata interest
disallowance rule for these types of policies.

Item 30 would terminate the suspense accounts for
family farm corporations, the so-called Big Chicken
provision, which would provide for a 20~year»recapture of -
those amounts that are currently in a deferral account.

Iteﬁ 31 would repeal the installment sale grandfather
rule wh%ch was included in the 1986 Act for what appears
Eo be three or fogr corporations.

Item 32 would repeal an 1986 grandfather rule which .
exempted from the general life insurance taxationArules
the penéion business of Mutual of America.

Item 33 would apply to the 3 percent telephone excise
tax to certain prepaid phone cards.

Item 34 would provide for a consistency requirement
for returns of beneficiaries of estates and trusfs.

Item 35 wouid repeél the repdrting'requirement
applicable to reai esfate transactions thaf will qualify
for the ﬁrincipal residence exclusion under the capital
gain provisions.

Item 36 clarifies the period of limitation relating
to foreign tax credits.

Itemi37 provides for a uniform excise tax on vaccines-
and adds:three new vaccines.

Item'38 increases the amount which currently
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qualifiés for involuntary cash—-out from pension plans
from $3,500 to $5,000.

_item 39 repeals the 15 percent excess'distribution
tax, which also applies to excess accumulations in
pension plans.

Item 40 repeals the special rule which permits
certain‘companies to eliminate their AMT liability, an
exceptién ffom the 90 percent limit on the use of foreign
tax credits of current law.

Item 41 would provide employers the option_to offer
tax-free employee parking or taxable cash compensation.

Finally, Item 42 would replace the truck tax
deduction for tire value with a tax credit for excise
taxes paid bn tires.

Mr. Chairman, that completes a description of that

section.

‘Senator Hatch. Mr. Chairman?
The Chairman. Yes, Senator Hatch.
Senator Hatch. Mr. Chairman, let me just ask Ken,

the mark‘changes'the way taxes on international flights
are calcﬁlated. Now, if you can give us the average
dollar amount thét international travelers will pay under
your formula, how is this tax going to be administered?
Do tfavel agents and other sellers of transportation
currently have the information they need about percentage

MOFFITT REPORTING ASSOCIATES
(301) 390-5150




',

(o) I O 2 " - N ¥

~

11
12

13
14
15
16
17
18
19
20
21
22
23
24
25

98
of a toﬁéi trip in U.S. air space for tens of thousands
of city payors in>order to do the computations to derive
the tax .due on €ach ticket? If you could give us some
background on that, I would appreciate it. |

Mr.iKies. vSénator Hatch, under the proposal the
portion of én international flight that occurs within the
U.S. air traffic control space, the portion of the ticket‘
that relates to that portion of the flight would be
subject to the 10 percent tax.

So, for example, if one flew from Rome to Atlanta,
air traffic control space begins in the middle of the

Atlantic Ocean. So, roughly, in that example probably

- about half of the'trip would be within U.S. air traffic

control space, so one-half of the ticket price would be
subject to the 10 percent tax.

In térms of administrability, we are advised by the
FAA that the administrability of this is not a problem
because 6ur cﬁrrent air traffic cohtrol system identifies
exactly when a plane enters air traffic control space.

And, like the frequent flyér mile information that is
available fof determining how many frequent flyer miles a
traveler;earns on a particular trip, this type of
information is also easily available.

In terms of the percentage of the trip that would be
subject to the tax, in the case of a New York to Londoh
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trip it?would be:12 percent, Dulles to London, 18
percent; Miami to San Paolo, 4 percent. We have the
various percentages.

Senétor Hatch. Does this not put our domestic
carriers at a decided disadvantage?

Senator Moseley-Braun. It does.

Mr. Kies. These rules would be imposed on both
foteign‘and domestic carriers alike so that they would
both be subject to the same rules.

Undgr current'law, planes that overfly the United
States bﬁt do not land here are already subject to
overflight fees, so that it is only thdée planes that are
international thatlactually land in the United States
that are currently exempt from tax. We are alféady
imposing;tax on planes that fly over the United States
but do not land here. |

The Chairman. Carol?

Senator Moseley—-Braun. Thank you very much.

I want to follow up on Senator Hatch’s comment about

our domestic industry.

Senator Hatch. Carol, could you yield for just one
second?

Senator Moseley—-Braun. Yes.

Senaﬁor Hatch. I asked you about the average

dollar, if we could just get that. The average dollar
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amount that the international travelers will pay under

that fofmula.

Mr.iKies. Senator, I will try and find that out.
Senator Hatch. Can you provide that?
Mr. Kies. I would just caution you that it might be

somewhat misleading, 6nly because the percentage of the
ticket that is subject to this tax has a wide variation,
dependiﬁg on the destination or the source of the trip.
Foréexample, a flight frbm Seattle to Tokyo, 71
percent of the flight is within U.S. air space, whereas,
Miami to‘San Paulo, only 4 percent. So an average would
necéssarily be a function of some fairly_ﬁide variations

that exist, but we will find out what that is.

Senator Hatch. All right. Thank you.’
The Chairman. Carol?
Senator Moseley—Bréun. If I may. Thank you very

much, Senator Hatch and Mr. Chairman.

The percentage variation, though, sets up an internal
discrimination in this country based on location, so that
flights qriginating in the midwesﬁ or in the west would
pay a higher proportion of this tax by definition.

Mr. Kies. .Senator, that is correct. Just in terms
of the policy here, those flights, of course, use more
air traffic control services because they are within U.S.

air traffic control space longer than a flight that, say,
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leaves ﬁrom.Atlanta.going to Europe.

Senétor Moseley—Braun. But that seéms to me to be
the flaw in that part of the proposal, in that it sets up
that kind of.disCrimination inferhal to our country, |
penaliz{ng the héaftland, among other things. As much
the poiﬁt,_it'thereby will have a negative,impact on our
domestic.air trafficllocafed particularly in tﬁe
heartlanh Qf our éountry. I méan, that is kind of the
predicate of the entire formula.

The Chairman. _Senatbr Moynihan?

Senatof'MOYnihan. I would simply like to ask Mr.
Kies if hé could-aeSCribe the effect that the airline tax
incréases would have on Puerto Rico.

Mr. Kies. Senator Moynihan, the rules applicable to
a trip tb New York to London would apply to a trip from
New York‘to-Puerto Rico, so they would be subject to the
10’perce@t tax, essentiaily. I think all of the trip
from New York to Puerto Rico, or from Miami to Puerto
Rico, is probébly within U.S. air traffic control space.

The éhairmén. .I would like to ask you a question.
Is it tr?e that right now our domestic flights are
subsidizing international flights in terms of cost of
using our airvﬁréffic control system?

Mr. kies. Certainly, Mr. Chairman, since we collect

nothing on international flights arriving in the United
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States,’and we only collect $6 on people departing. The
consequénce is that domestic air travelers essentially
are picking'up; tQ_the extent that the ticket tax funds
the FAA, all of that cost, so international travelers are
paying very littie. |

Relévant to that I think also is the fact that under
the current set of ticket taxes, we are only collecting
about 62 percent of what it costs to fund the FAA from
air travél generally. Your proposal for the 10—year,
period of 1998 to 2007 would raise that to 86 percent, so
there would still be 14 percent paid by the geﬁeral fund

by non-utilizers of the air traffic control system.

Senator Gramm. Mr. Chairman?
.The Chairman. Yes, Senator Gramm.
Senator Gramm. Well, Mr. Chairman, first of all, I

am sure people were Surprised when they saw this was
going to ,raise $17 billion. I think when you look:at
these charts you_are going to understand why .

This is a map of the Pacific. You can see San
Francisco and Los Angeles there. Then you can see over
here, Japan, Manila, and Australia. The area that is in
pink is American air space.

So, for example, if you fly from San Francisco to
Manila, for all practical purposes you are flying in
American air-space 95, 98 percent of the time. So if
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your ticket costs $2,500, 95 to 98 percent of that is
going to be subject to a 10 percent tax.

Now, obviously, I want to talk about that tax and
what impact it has, and ask my questioh. But you are
going to produce an infinite amount of gaming. People
are going to fly places in order to get out of the United
States qnd then to try to fly.on. of course, we will try
to closé the loophole. The Canadians ought to be here
outside handing out tourist literature.

[Laughter]

Senator Gramm. If you look at the Pacific, it is
obvious we are the world’s air power because we claim
most of the-world as American air space. But,.basically,
half of ﬁhe Atlantic Ocean is American air space.
Somebody;in Miami or somebody who wants to fly from
Europe to Miami is going to pay that 10 percent ticket
tax on half of their flight.

Now, let me finish the information and then pose my
question. Most Studies that have been done about the
price elésticity of international travel have concluded
that this price elastiéity is one which means a 1 percent
increaselin the price reduces the number of people who
buy that'ticket by one, the number of tickets sold by 1
percent.

Now, if that number is right and that was the number
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that we used in all 6f our tourist work in Texas, we are
going.tévlose $47 billion a year in tourist business
because of this tax. $47 billion of toufist business.
Having ﬁhis kind of tax on airline tickets to come to
America‘is like putEing a cover charge at a department
store.

What it bésicaliy means is, péople are not going to
come to look for something to buy. We are éollecting
from this $7 billion more than we have under current
taxes onvaviation. You know, notﬁing is perfect. Part
of this problém-is frying to gét this 250 pounds of sugar
into a TOO—pound bag.

But I do not phink people have thought through the
implications-dfia 10 percent tax, where you are going to
have people paying $250, $300, $400 in a tax to fly into
the United'Statés, the number-one tourist destination in
the world. |

So if somebody wants to go to San Antonio and they
are in Japan, they are going to find that their ticket
price isimaybe $250 higher to go to San Antonio than it
is to go;to Europe, and they‘are not going to come to San
Antonio. |

So all I am saying, Mr. Chairman, is we really need
to go ba¢k and look at this because this is a very
competitive businéss and I think if we are not careful we
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are going to have something like a cover charge at

Macy’s. Has anybody here looked at the implication on
tourism‘spending? We have got almost one million people
in Amer%ca that.ére employed directly in tourism. What
kind of‘impact'would it have on employment or revenues
from Eo@rism; has anybody done any kind of study on this,
or looked at it?

The Chairman. Do you have any comment?

I would urge everyone now to keep their comments

short and ask questions.

Sendtor Gramm. Let me get an answer to that one, if
I could.
Mr. Kies. Senator Gramm, we have not done a study

of the i@pact on tourism. Certainly.I think it would be
horth lobking at what the average cost of coach air
travel is for these plaées, because frequently that is
substantially leés than, say, business or first class
where we would predict very little impact on travel.

In m@ny'of.the fares to Europe, the average ticket
price, even round trip, is in the $400-500 range, so if-
half of fhat fare is subject to this it would be $250,
which would be a $25 cost.

I suspect that we would find that that increase in
cost is a relatively small percentage of what European
traveleré end up spending in the United States in total,
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so that 'the impact dn the volume of travel for those type
of travélers I think we would probably find would be
relatively small.

In the case of Asian travel, you are right that our
responSibiiity for air traffic control does cover most of
the Pacific,-but that is part of the reason that the FAA
will spénd $100 billion in the next 10 years. 1 mean,
that is a significant éomponent of what they do.

The Chairman; Is it correct that doméstic air
travel is payiﬁg for air control of international waters?
Mr. Kies. Clearly that is the_case.under current
law, Mr.;Chairmén, because international travelefs, other
than those‘that_fly over the United States and do not
land her?, eésentially pay very little. The only fee

that is charged is the departure tax.

Senator Murkowski. Mr. Chairman?
The Chairman. Frank.
Senator Murkowski. I think it is important to note

when my friend from Texas put up the chart that the

reason that we have such a huge piece of the Pacific

'under U.S. air traffic control is the reality that you

have the Hawaiian Islands, you have Guam. These are

possessions, ‘or whatever, so we control those spaces out

-there.

I would encourage the professional staff to try and
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get us a little information relati?e to some of the other
factorslthat affect foreign travel. Exchange rates have
a dramatic effect dn location for tourism because they go
where yéu can get the best buy with Ehe American dollar.

Fuel surcharges are passed on all the time relative
to the airlines. I mean,.it is somethiné that is not
necessafily a controllable factor. |

Then if you want to really get.into a zoo, start
playing withAthe‘fares. There are combinations where
they carry cargo and passengers. I'mean; there is a
myriad of rates out there. You can fiy‘certain times a
year fori$200 round-trip cheaper than you can go to New
York.

So I think as you address the impact of this 10

percent or thereabouts it is not going to scare your

.travelers away, by any means. There are just too many

factors outAthéré that address whethei somebody is going
to come to the United States or nbt; and among those are
exchange?rates, fuel surcharges, aﬁd range of fares.

I would encourage, and my question to the staff is,
provide us with some information on some of those other
factors that offset the suggestion from our friend from
Texas that it is going to discourage activity.

The ¢hairman. Could I ask a question, then we can
go ahead;and begin to recognize.
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If T fly from LA to New York, I pay the 10 percent.
But if I travel from LA to New York to Paris, do I pay
the 10 éercent?

Mr. Kies. Mr. Chairman, under current law there is
a provision which seems a little odd, but it provides
that the domestic leg of international travel is not
subject to any tax.

Sb, in yoﬁr example, if you and I were on a pléne
flying from LA to New York, and you got off in New York
but I went on to.Lpndon, you would pay the tax but I
would'nof.

This'prOposal would impose the 10 percent tax on the
domestic leg of international travel so that people
flying domestically get treated the same as those who are
going on. an international trip that foilows‘the domestic
leg.

The Chairman. Connie?

Senator Mack. Thank you, Mr. Chairman.

Two questions, I guess. The first one is, did anyone
do a study to determine the impact on the So—called
luxury tax? My point is, we are getting ready to impose
a tax that, frankly, many of us think could have a
significént impact. That is the first question.

The second qﬁestion is, is it not fair to say that

the issue of discrimination can be worked out within the
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present 'tax? I mean, if there is discrimination you can
deal wiﬁh that issue without raising taxes: you can
adjust the present law.

Mr. Kies. Senator Mack, you could édjust the

package so that it would produce the level of revenues

that aré.produced under current law.

However, there would remain a significant potential
component of discrimination, at least in some people’s
minds, because the current taxes combined:only fund 62
percent éf'the FAA. So the general fund, which is paid
by all tbxpayers.including'those who do not travel, is
essehtiaily picking up the balance.

So some would view that as a remaining element of

'discrimination, if you will, because taxpayers generally

are_essentially paying for the rest of the'FAA, including
a lot of‘people that.do not use any air traffic control-
servicesiwhatsdever.

In terms of the luxury tax issue, I think it is a
referencé to the impact on the boating industry. I am
not sure you want to debate it.

Senaﬁor Mack. You do not have to answer that. That

was just ,a rhetorical question.

Mr. Kies. Thank you.
The Chairman. Senator Conrad.
Senator Conrad. Thank you, Mr. Chairman.
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Twolquestions; One, we have got in‘the
industrialized World the oldest fleet in our airlines of
any. Second, our aifline industry lost money in the
1990s. Third, now we are talking about a significant
increase in tax. Has anybody looked at the economic |
impact én thé industry and how that flows through to the
rest of;our.economy, given the fact that we have got the
dominant position in the airline industry in the world?

Mr. Kies. Senator, this is an issue that economists
debate qll the time and they, not surprisingly, do not
neceésarily-reaCh agreement. But many people view the
excise taxvon‘airplane ﬁickets as a tax thét is really
paid by the travelér, not by the airline ihduétryy
because ﬁost'economists view excise takes as ones that
pass thrﬁugh to the consumer.

I think what- ‘the industry would argue 1s that an
increase in excise taxes will have some effect on the
level of‘ridership and that the industry will lose that
portion of thé pfofit attributable to those riders. But
in terms. of who-actually bears the tax itself, I think
most economists would conclude that it is borne by the
passenger, not by the airline itself.

Senator Conrad. But would that not be the case? I
mean, ifiwe tax something, clearly we are going to get
less of it. If we start increasing a tax on air travel,
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you are1going to get less of it and that has an impact on
an industry that, frankly, has been very hard hit. You
look at other industries in the United States and you
look atiwhat this industry has gone through in the 1990s;
it is nét pretty.

I do not think you'would disagree with that in terms
of the loss of money in the industry in the 1990s and the
effect Ehat has had in terms of the fleet that we have
out there. It just seems to me we are soft of piling on.

Mr. Kies. Well, the earnings numbers for the last
couple of years have been fairly optimistic.

Senator Cdnrad‘ But even with that, I mean, if you
take the:cumuiative effect in the 1990s, this airline
industryzhas loét money, have they nbt?

Mr. Kies. They are a very capital—intensive
industry' and they have been modernizing in the last
couple of years. That has resulted in a substantial
depreciation deduction which has depressed their
earnings% So there is no doubt but that they have gone
through a cyclical period.

Senator Baucus. And I might add, a lot has to do

with the fare wars. I mean, a lot of this is brought on

. by the iﬁdustry itself. With deregulation and fare wars,

the industry has done massive restructuring.
Mr. Kies. I was going to point out, Senator Baucus-—
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The Chairman. Could I just point out that I do want
to recess for lunch, and we are coming back in at 2:15.
So I would ask everybody, try to keep this to questions.

Senetor Conrad. Could I go to the second element of
this question and just ask, the justification fof the tax
onicredit,card benefits for airline travel, it just seems
to me this isidiscriminatory.

We %re not taxing for other benefits that are on
credit eards. I mean, I get these credit card entreaties

1

two, three times a week now, and they have got a long

list of benefits. But we have singled out the airline

industryibenefit plans for taxation. How do we justify
that?

Mr.eKies.>-lwell, Senator Conrad, I think that
actually the current system is what discriminates,
because burrentlyAif I use my Visa card and I earn miles,
Visa periodically, monthly, makes a cash payment to
United, or whatever other airline that I end up flying
for free'on.

Unde% current practice, my use of the air traffic
control eystem I do not pay anything for, because these
payments;are not subject to the ticket tax, even though
they represent cash payments for air travel.

Essentially, what this would do is impose the same 10
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percentftax that fare-paying passengers pay when they buy
an airline ticket. On the other hand, if I use my
frequen£ flyer miles to stay in the hotel I do not use
the air, traffic control system when I am staying in the
hotel.

So I think that imposing the tax on cash payments for
compensating the airlines for air fravél really produces
a pblic? result that is consistent with the overall air
ticket tax that is there.

Sengtor Conrad. It just seemed that we would gb
back toithe question, and I understand the explanation,
that we are'SOrt of hitting this industry once, twice,
three times. " This is an industry that strikes me as not
the one that is in the strongest position to take
additional hits.

Senator Nickles. Mr. Chairman?

The Chairman. I would like to recognize Don.

Sena#or NiCkles; Mr. Chairman, a couple of quick
question§.

The Chairman. Jim Jeffords is actually next on the
list. Jim?

Senator Jeffords. I have no questions.

The Chairman. All right.

Senaéor Nickles. Mr. Chairman?

The Chairman. All right. Let me recognize Don.
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Senator Nickles. Mr. Kies, you mentioned that on
international flights you have an LA fo New York that is
not taxed. Do you have any computation what it would be
if we just taxed the segments and not the infernational
on air space, of maybe come up with something on that?

Mr. Kies. . A rough approximation of that would be
that the House bill, for example, would have at one point
imposedia tax on the domestic segment. The rate schedule
is a little different, at 7.5 percent with $2 per flight
segment in addition, but that provision raised roughly $4
billion in the House bill.

So, based upon that rough approximation, the portioﬁ
that is taxing travel within the air traffic control
system by both domestic and international travelers would
be around in the $13 billion range over the 10-year
period, or about $1.3 billion a year.

Senator Nickles. | All right. Also, on this question
on frequent flyer taxation, as I understood the proposal,
the tax would be basically not when the ticket was
purchased or not when it was redeemed, and a whole lot of
people héve miies but not a lot of people are flying or
using those miles, or maybe they use it for cars or
hotels. 1Is your proposal limited just to when the ticket
is purchased?

Mr. Kies. Senator, it essentially is limited to
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that be?ause the way in which the credit card companies
have wotked out their contractual relationships with the
airlineé is they make periodic payments roﬁghly monthly
that are intended to compensate the airlines for the
travel éhat occurs within that time period by people who
are redéeming frequent flyer miles.

So ﬁhe alternative would be to try and impose it at
the poiﬁt that the person actually gets on the airplane,
but sinqe théfe is no economic transaction that they are
entering into with the airline it would be rather
impractical to impose it at that point.

So it is imposed when the cash payment goes from the
credit cérd compahy to.the airline, but those cash
payments!are timed to essentially reimburse the airlines
on a‘fai%ly cohtemporaneous basis with respect to the air
travel the airlihes are providing.free to frequent.flyer
traveleré. o

Senator Nickies.‘ And it would not have any costs
associatéd with.things that are non-air travel.

Mr. Kies. No, not at all. This does not apply to
any cashfpaymént that is other than for the compensation
for air fravel.

Senator Nickles. I am going to shock you, and you
are goiné to love this, but I am going to change

subjects.
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Could you explain 277

Mr. Kies. Yes, sir. Under current law, if you have
a tax—exempt organization which is a 501(c)(3) that
controls a taxable entity, rental payments and other
types of income that would generally be not taxablé to
the 501(c)(3) entity, if they are received from the tax-
exempt Ehey.are subjept to what is referred to as
unrelated business income tax.

waever, those rules do not apbly to a second tier
subsidiary, so if'you have a tax—exempt and immediately
under it is a taxable entity and under it is another
taxable’entity, rental payments from the second tier up
to the tax-exempt are not subject to these.UBIT rules.

All this'provision would do is essentially prévide
the same set of rules to a taxable entity that is in the
second or third'tier, so you cannot avoid the UBIT rules
by simply structuring the organization with the rental

payments'coming from the second-tier subsidiary.

Senator Nickles. Thank you.
The Chairman. I would now like to recognize Carol..
Senator Moseley-Braun. This issue provides, for me

at least, a wonderful opportunity to come together and be
in coalifion with Senator Gramm on an issue, and I think
this is a wonderful thing.

Senator Nickles. That is dangerous.
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[Layghter]

Senator Moseley-Braun. At the outset, I agree with
Senator ' Gramm. This is really penny wise, pound foolish
policy.é It seems to me we are going to unduly burden our
domestic industry. It ﬁill have tremendous impacts on
toﬁrism; which'épparently has not even been looked at
yet. |

It will have the effect of diminishing the strength
of an industry that has already had difficulty in our
countryfand,that is important, not only for us in terms
of our domestic.aétivity, but internationally as well.

In aédition, I want to raise, and my cblleagués made
the poinf, that this is kind of piliﬁg on with regard to
the aiflﬁne industry. There is another issue here. The
IRS hasﬂépparently decided to change its tax treatment of
aviation maintenance and repairs so that the cost of FAA
repair canndt'bé‘expensed. So essentially we are taxing
them. |

We are going to put another tax on the industry for
doing the safety repair. I fly twice a week. I try to
get home because I have got a son at home, a teenager. I
try to gét home as much as I can. So now the cost of
keeping those planes in good flying order will have to be
borne by the carrier and they will not be able to deduct
those costs and they will have to be depreciated.
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So Ehere is a‘change of policy at the IRS level. And
I have a letter, by the way, which I hope oﬁr colleégues
will take a look at, this change of policy in terms of
international flights, particularly for States like
Illinois where I consider us as having Ehree airlines
hubbed Qut of my State, even though one of them is really
Missouri.

The_fact is, it is going to have a tremendous
negative impact, not only on the carriers themselves, but
on tourism and every related industry and secondary and
tertiary effects that are probably well in excess of any
short-term revenue gain that is in this mark. So I think
it is penny wise, pound foolish.

Again, I look forward to working with my colleague
from Texas on this issue.

The Chairmah. Bob Graham.

Senator Graham. Mr. Chairman, I just wanted to
remind everybody why we are here at this subject today.
We are hére because we made a foolish decision a few-
months aéo when we extended the aviation tax not to do it
on a permanent basis, but rather to have it expire on the.
30th of $eptember. Some of us opposed that.

Why Qid we do that? We did it to set up this totally
fictitious process which says that we are enacting a new
tax. The new tax that we are enacting effective October
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So the only reason Ehé airline industry is being not
only asﬁed to continue the tax after the 30th of
September but to pay a substantially higher tax is
because they were the one person standing in the room
when people looked around the room and said, who do we
tax? Iﬁ was a bad decision and now we are about to
magnify the consequences.

So the question I would like té ask, and ask for not
a response immediately but as we méve on throughout the
day, is if the airline industry had not been the only
person in the room when the decision was asked as to
where to raise this amount of revenue,.who else would you
have askéd into the room to have consideréd them for the
additional taxes to meet the committee’s responsibility?

I would like to know who the fourth, fifth, and sixth

people that you would have invited into the room would

“have beeh so that we can analyze what the policy

implications are of the alternatives to this imposition
on an indusﬁry which has all of the economic
characteristics that my colleagues have just described.
.I think thét, for a totally irrational set of
political judgments and decisions, we are about to
compodnd'into a serious economic blow to one of the

mainstays of the American economy.
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'The;Chairman. Bob Kerrey.

Senétor Kerrey. Well, Mr. Chairman, I guess.what we
are saying is, in the next hour and 15 minutes we have
got to find $7 billion offset. Deal? All right.

I just want to call colleagues’ attention, as well as
the pubiic's attention, to the section that we are not
going to walk through that I consider to be very
important, and I think it is an important message to put
out.

This committee is also d01ng a lot of work and paylng

a lot of attention to 31mp11f10atlon There is a long

-section on simplification, and there are also things we

are doiﬁg to make it more complicated. There are sdmé'
things in this code that do address the préblem of
simplification.

The Chairman. Thank you.

With that, we will recess until 2:15.

[Whereupon, at 12:55 p.m., the meeting was recessed.]
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EVENTING SESSION
(Time: 10:00 p.m.)

The Chairman. The committee will please be in
order.; I am indeed pleased to announce that after long
discuséions and many differences, agreement has
basicaily been reached on the tax cutsf

We have discussed a number of isshes, reached
agreem?nt as to how to compromise or modify them, and
I will modify my mark accordingly. Let me review what
we have agreed upon.

First, we will delete the international ticket tax
proposal and substitute the following: First, a
10—perQent on domestic segment of international
flights; second, there will'be a $8.00 ticket departure
and arrival tax; two, we have reached agreement to
allow one half of EIC in stacking with child credit.
There fs no change in income limits.

And three, we will cut depreciation recapture to
24 percent. Four, cut one year from the.unified credit
phase up; five, we have a $8 billion, five year add on
in child health. In other words, this is in addition
to the $16 billion already approved by the Finance
Committée.

Th% offsets include Clinton's continuous levy and

debt collection proposal. And B) We will increase
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1

cigarette tax as necessary.

Senator Baucus. Twenty cents.

fhe Chairman. I would point out that the tobacco
tax will be 20 cents.

So that is a summary of the modifications that we
have reached agreement on with respect to the
Chairman's mark. I would now ask the chmittee whether
they h?ve reached_agreement —— the staff rather, if
they have reached agreement bn the amendments they were
reviewing. |

Senator Moynihan; Mr. Chairman, before you do,
could I offer the appreciation of this entire committee
for what you have done? It was perhaps not doable, but
you ha&e done it again.

Ydu have brought us together in a mode that has
not beén seen in Washington for a very long while, sir.
It is a tribute to your experience and to your
character. I think_it would only be.appropriate to me
to say we now have $24 billion in child health
provisibns over the five years.

i

Thﬁs could not have happened without Senator Orrin
Hatch, énd I would like, personally, to acknowledge
that, and I think others would agree. The provision

for stacking the child provisions, the child credit

with thé earned income tax credit, could not have
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happened without Senator Rockefeller.

There is not a person on this body who does not
add significantly to this achievement, and none more
so, sihgularly so} than you, sir.

The Chaifman. With the possible exception of the

ranking member. Again, I have to say it could not have
|

~happened, this agreement could not have been reached,

if it had not been for the leadership and the
contributions made by the Sehatof ffomANew York, and I
greatly appreciate that.

Wé will, firSt of all, ask the staff to review
what they ha&e been able to dolon the amendments that
they.héve been reviewing the last seve;al hours. After
we complete that, there is a list of amendments, Which
will be taken up at that time.

It is the intent of the Chair to limit the
discussion of those amendments, each one, to five
minutes. Three minutes for the proponent of the
amendmént, and two minutes for the opposition, if any.

Sb; Mark, will you procéed?- -

Mrl Prater. Mr. Chairman, the staff have met and
worked on a package of modifications to the Chairman's
mark. The document is soon to be delivered, but what I
might do is give a brief summary of it.

The first provision would expand teacher education
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expénses that are not subject to the 2 pércent limit on
miscelianeous itemized deductions for education and
also add a certification requirement. The second one
would blarifyAthe treatment of purchased receivables by
tax exempt hdspital cooperative service organizations.

The third item would clarify the treatment of
travel expenses of certain construction workers while
working away from home. The fourth item would permit
IRAS té hold bullion for investment purposes. That is
bullién only. |

Number five would clarify the meals and
entertainment deduction for purposes of meals provided
for thé convenience of the employer. Number six would
clarify the treatment of security brokers for woiker
classification purposes.

Item sevén‘would extend the win and closed. loop
biémasé production credit for 2 years for facilities
placediin service.ﬁp to the year July 1st, 2001. Item
number'eight would suspend the property income
1imita§ion on percentage depletion for marginal oil and
gas production.

Item nine would modify the definition of rural
airporté that qualify for a reduced ad valorem tax rate
under tﬁe Chairman's mark. Item 10 would limit

charitable remainder trust eligibility with respect to
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certain trusts.

Item 11 would provide mortgage financing for
residences located in Presidentially declared disaster
areas. Item 12 would médify the empowerment zone and
enterpfise community criteria with respect to Alaska
and Hawaii.

Item 13 would provide further clarification with
respect to exclusion of minisfers for non-
discrimination testing. These are actually technical
changes.' Item 14 would deal ﬁith further technical
clarif%cations for ministers' reﬁirémeﬁt plans.

Ttem 15 would deiay[ by one year, the repeal of
the installment sales rule f@r certain manufacturers.
Item 16 woula modify the defiﬁition of property for
purposes of time shares and;per a.provision in the
mark. | | | |

Item 17 woula provide transition relief for
certain transactions that are .covered under the holding
period rules for the dividends received deduction.

Item 18 would modify the treatment of net operating
losses with respect to Presidentially declared disaster
areas. -

fE;;—T§~;Baid modify thé suspense account rule
with reépect to large family farm corporations. Item

20 would treat the service income of non-resident alien
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indiv{duals earned on foreign ships as foreign source
income and disregard the U.S. presence of such
individuals for purposes of the withholding rules.

Item 21 would exempt from Subpart F, for one year,
certain active finance income with respect to insurance
aﬁd banking operations. Item 22 would delete the phase
in with respect to the Fists for Software; the
qualification of software with respect to the foreign
sales éorporation so that the provision would become

effective currently. There are a package of pension

‘proposals that were worked out amongst the staff. -

Aﬁd Item 25 would create a charitable contribution
déduction for certain expenSes incurred 'in support of -
Native:Alaskan subsistence Whaling; Item 26 would . |
codify‘the Bureau of Alcohol, Tobacco and Fire Arms
regulations on labeling.

Item 27 would provide a study with respect to the
modification of rate structure on a vaccine excise tax.
And iteﬁ 28 would, except from the rule denying tax
exempt status, to certain Federally guaranteed bonds.

Ané finally, item 29 would tighten the treatment
of income from the sale of inventory within domestic

territories between two taxpayers with respect to U.S.

source income.

The Chairman. Are there any comments on the
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repor??

Senator Conrad. Mr. Chairman?

The Chairman. Yes?

Sgnator Conrad. Might we ask just brief
questions?

The Chairman. Yes. But I would ask that we try

to keep these as brief as possible.
Senator Conrad. Mark, could I ask? On the

airline situation, I think it was item 12, does that

" deal with the number of enplanements to qualify for the

i

reduced rate?

Mr. Prater. You are talking about the rural
definition? |

Sénator:Conrad. Yes.

Mr. Prater. This is just with respect to

|

essential air service. It deals with the definition of
the distance between the airports to qualify for this
reduced rate. It is cutting it from 75 miles, which is
in the bill, to 69.

Senator Conrad. Was there any adjustment made
for what Senator Baucus and I requested, that is the.
number éf enplanements to qualify?

Mrl Prater. Not in this proposal, Senator. Not
in this:piece.

Seﬁator Conrad. Well, then it is not in here.
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Mr._Pratér. This was just with respect to the
reducéd exciée tax piece, with respect to the proVision
that is already in the bill and the criteria there.
The 100,000 enplanements is still there. The 75 mile
test is the only £hing that has been changed, and it is
now down to 69 miles.

Senator Conrad. That is the point. There has
been no adjustment for the number of enplanements that-
Sénator‘Baucus. Right; Aﬁd if i might, Mr.

Chairman, can I —— . |
SenatorAConrad. Let me just ask that that bé

worked in.

Senator Baucus. Exactly. Could I ask Mr. Kies
about that.
Mr. Kies. That particular change would cost

against the package about $700 million for the 10 year
period. I think generally the provisions that were
included in this package were of a lesser cost nature.
Senator Baucus. And $350 million for five years?
Mr. Kies. I believe it is’aféuna $300 million
for fivé years.
Senator Conrad. We will be able to keep working
on that; Mr. Chairman?-

The Chairman. You can continue to work at the
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staffjlevel.

Senator Jeffords. Mr. Chairman?

The Chairman. - Yes?

Senator Jeffords. I have a question.

The Chairman. Senator Jeffords.

Sénator Jeffords. with respect to the pension
proposals that increases the-téx on prohibited
transactions, does thevlanguage amend RISA or just the

Internal Revenue code?

Mr. Prater. Just the Internal Revenue code.
Senator Jeffords. Thank you. That is all.
Tﬁe Chairman. If there is no further comment, I

would ask for a vote on these amendments. Those in
favor, ,signify by saying aye.

[Chorus of afes.]

The Chairman. Opposed, nay.

[No_responseij

The Chairman. The ayes have it. The amendments
are -agreed to.

The committee is now open to further amendment.
Senator:Gramm?

Senator Gramm. Mr. Chairman, I have an amendment
that wopld take the 4.3 cent a gallon tax on gasoline
that was adopted in 1993 and deposited into general

revenues and move that 4.3 cent a gallon tax on
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gasoline into the highway trust fund.
it would preserve the Chairman's provision for the
rail fund provision, but it would guarantee that money

we collect in a gasoline tax would for transportation

‘purposes. And the Chairman's provision would be

preseryed, but the remaining amount would go into the
highway trust fund.
I think we all understand this issue, and I hope

my colleagues will support this important amendment.

Senator Chafee. = Mr. Chairman?
The Chairman. Senator Chafee.
Senator Chafee. Mr. Chairman, every one of us

talks about doing something about the deficit. What
tﬁis would do is take the money, 4.3 cents, less then
.5 cenﬁs, which is going to Amtrak——nobody argues with
that——and take it from the.general fund and put it into
the highway trust fund where it will clearly be spent.

Néw, if you look at it strictly from a budgetary
point df view,'you can say, oh, it is Jjust going from
one trust fund, the general fund, to the highway trust
fund, and so that is budgetary neutral.

But the fact is it is going into the highway trust
fund so it will be spent and not available in the
general fund to take care of the obligations of the

nation as they exist.
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So I think this goes completely contrary to all
our efforts to do sométhing about balancing the budget,

and I hope it will be rejected.

Senator Baucus. Mr. Chairman?
The Chairman. Senator Baucus?
Senator Baucus. Mr. Chairman, I support this

proposal. The fact is that our highway users are
paying: a gésoline tax, they expect that gasoline tax to
be used for highways and, I might add, mass transit.
Under Senator Gramm's proposal, I assume it will be
split betweeﬁ the mass transit account and the highway

account of the highway trust fund.

Sénator'Gramm. It would unchanged.

Senator Baucus. All that is unchanged. So I
remind my colleagues from urban areas of the increase

in the mass transit account, as well as increase in the

highway account, and it does not affect the budget

deficit.
Senator D'Amato. Mr. Chairman?
The Chairman. Thirty seconds.
Senator D'Amato. Mr. Chairman, as someone who

has to deal, along with Senator Moynihan, on the Iced
Tea Bill that we are going to be authorizing, I tell

you we need these dollars desperately.

The requests that have piled in are enormous, and
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I want to commend.the Senator, and I want to be
supporting this. They have done it the right way.

Senator Conrad. Mr. Chairman?

The Chairman. Time is up. Those in favor of the
amendment, signify by saying aye.

[éhorus of ayes.]

The Chairman. Opposed, nay.

[Chorus of nays.]

The Chairman. The ayes appear to have it. The
ayes héve it. The amendment is agreed to.

Senator Chafee. I would like a roll call vote,
if I might, on that, Mr. Chairman.

The Chairman. . A roll call vote has been
requested. The Clerk will call the roll.

The Clerk. Mr. Chafee?

Senator Chafee. No.
The Clerk. Mr. Grassley?
Senator Grassley. No.

The Clerk. Mr. Hatch?

Mr. Hatch. Aye.

The Clerk. Mr. D'Amato?
Senator D'Amgto. Aye.

The Clerk. Mr. Murkowski?
Seﬁator Murkowski. Aye.
The Clerk. Mr. Nickles?
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Senator Nickles. Aye.
The Chairman. Mr. Gramm, of Texas?
Senator Gramm. Aye.

The Clerk. Mr. Lott?

Mr. Lott. Aye.

The Clerk. Mr. Jeffords?
Senator Jeffords. Aye.

The Clerk. Mr. Mack?

Senator Mack- No.

Tﬁe Clerk. Mr. Moynihan?
Senator - Moynihan. Aye.

The Clerk. Mr. Baucus?
Senator Baucus. Aye.

The Clerk. Mr. Rockefeller?
Senator Rockefeller. No.

The Clerk. Mr. Breaux?
Senator Breaux. Aye.

The Clerk. Mr. Conrad?
Seﬁator Conrad. Aye.

The Clerk. - Mr. Graham, of Florida?
Sehator Graham. No.

The Clerk. Ms. Moseley-Braun?
Senator Moseley-Braun. Aye.
The Clerk. Mr. Bryan?

Senator Bryan. Aye.
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fhe Clerk. Mr. Kerrey?

Senator_Kerrey. Aye.

The Clerk. Mr. Chairman?

The Chairman. Aye.

The Clerk. The votes are 15 yeas, 5 nays.
The Chairman. The amehdment is carried.
Senator Mack.  Mr. Chairman?

Tﬁe Chairman. Senator Mack?

Sénator Mack. Thank you, Mr. Chaifman.

I have an amendment that would modify the District
Qf Columbia tax incentives. I am proposing to change

one element of it, the one that is designated as an

enterprise zone.

It is SO narrowly written that, frankly, it'would
not be a great deal of help. So I am proposing that
for thé same amount of money we provide a tax»credit
for a first time home buyer. Again, the purpose here -
is to étop the flight of residents and attract new
resideﬁts, help keep the middle class in D.C., promote
home ownership, which, in turn, produces people who
will care about the neighborhoods and schools.

This is, again, an incentive to try to build up
the tax base in the District of Columbia, and the cost
of this;is revenue neutral with respect to the

Chairman's mark. And I would ask my colleagues to
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support this amendment.

The Chairmanl Any further comment?

Senator Jeffords. What is the amount of money
involQed with this?

Senator Mack. It is $101 million for five years
and $124 million for 10 years. And again, that fits
within the mark. | -

The Chairman. All time having bene used up,
those in favpr, signify by saying aYe.

[Chorus of ayes.]

T?e Chairman. Oppoéed; nay.

[€Chorus of nays;]
The Chairmah; The ayes éppear to have it. The

ayes have it. The amendment is agreed to.

Open to further amendment. .

Senator Grassley. - Mr. Chairman?

Senator Conrad. Mr. Chairman?

The Chairman. Senator.Confad?

Senator Conrad. Mr. Chairman, I have an

amendmeht that creates a narrow exception for first
time home buyers to the provision in the Chairman's
mark reéarding the treatment of company owned life

insurance.
The purpose of this amendment is to preserve

the ability to insure low and moderate income first
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time home buyers so they can make their mortgage
payments, if unemployed or disabled, or pay off the
mortgage if the borrower dies.

I understand that there are sums on the joint
committee staff that propose language in the mark
because of concern about the broad use of company owned
life ihsurance by.qonéﬁmer_credits. Let me just say,
Mr. Chairmah, fhat I ﬁéve attempted to address that by
limitiﬁg any tax payer's purchase of such ihsurance to
one percent of totél mortgage assets.

Nevertheless, my amendment leaves the protections
proposéd by the staff in the mark. Tt Shuts the door
that tﬁey believe is open,.but it does not do so at the-
expense 6f insurance for low and moderate income first
time hdme buyers. These are people we should be
helping.

There is éiso some concein that borrpwed funds
would be used.to pay for this insurance. Since 1942,
the tax code has prohibited borrowing to purchase this
type of insurance, and Fannie Mae, like many other
corporate purchasefs of insurance, has. complied with
that restriction in developing this mortgage protection
plan.

If I could just say to my colleagues this is a

simple éoncept of the company buying insurance for
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those who buy homes to reduce the risk so they cén
expand home ownership in this country, and what they
would do is have insurance to cover the risk of the
death of the purchaser, the disability of the purchaser
or the loss of employment of the purchaser.

I am proud to have Senator D'Amato's co-
sponso?ship.

The Chairman. I am going to ask Ken Kies to
commenf on the proposal. | -

Mr. Kies.  Senator Conrad, this particular

- proposal, as we understand it, would essentially permit

Fannie Mae to go forward with the program that they had
proposed. Under current law, they would be permitted
to deduct these premiums for business purposes, which
other corpQrationé may not deduct premiums on insurance

purchased with respect to employees, officers or

~directors. That rule would not apply to Fannie Mae.

In addition, under current law,'they are
[ _

prohibited officers, employees or directors insurance
held b; a corporation. You cannot Borfow out of the
cash value and deduct the interest, as result of
legislation enacted last year.

This legislation, while it might prohibit direct

borrowing from the insurance, would nevertheless permit

Fannie Mae to borrow other money because they would be
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deploying their capital into these life insurance
producfs, and the other borrowing that would occur
would give rise to taxable interest deductions.

Se essentially, while they QoUld not be borrowing
out of‘the policy, they would be borrowing elsewhere,
which Qould product interest deductions that would
offset their income. The concern I think ——

Senator Conrad. Could 1 just interrupt on that
point and indicate that Fannie Mae has assured me they
will not be borrowing to buy first time home buyer
insurance; that they will be paid only out of retained
earnings. There would be no borrowing. There would be
no borrowing against the policy, and there would be no
borrowing to fund this program.

Mr. Kies. Senator Conrad, what they would be
borrowing is money that they would not otherwise have
to borrow if they used the retained earnings for the
business that they are generally in, which is
purchasing home mortgages, and their borrowing rate is
preferred because they are quasi-Federal governmental
agencies.

So} while they would not be borrowing out of the
life insurance policy, because they are using their
retained earnings and putting it into a life insurance

product; rather than using it in their mortgage
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business, their borrowing needs would be larger than
what otherwise would be the case.

Their projected earnings from this particular
activity within 10 years would be over $1 billion.

The Chairman. All time has been used up.

Sénator Conrad. 'VMr. Chairman, can I just respond
to that point? |

The'Chairman.' Thirty Secondé.

Senator Confad. The CBO reports the credited
rate of return inside a universal life policy is 6.35
percent. Obviously they would have administrative and
mortality costs out of that, which would reduce, to
their estimate, is 5 percent.

Thé hdmé buyer,’notvFannie Mae, will get the
benefit of pay outs uﬁdef these policies, even beyond
the 30'life of the mortgage. So I think these
objections that have been raised do not relate to what
I haveioffered here tonight.

Senator Chafee. Mr. Chairman?

The Chairman. Yes?
Senator Chafee. It seems like a good thing for

the homeowner to me.
Senator D'Amato. It certainly is. Mr. Chairman,
let me ask a question.

If we db not -accept this amendment, does not the
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cost of Fannie Mae unto the homeowners then increase as
a resﬁlt of where we find ourselves?

Mr. Kies. Senator D'Amato, this will have no
impact whatsoever on homeowners because the decision to
either accept or reject the offer of home insurance can
only be made after the mortgage is in place, under the
terms that Fannie Mae has proposed. So it will not
affectlthe homeowners.

Senator D'Amato. Fannie Mae has.projected
actually rédﬁcing the cost of‘homeowners by utilization
of this plan and, as estimated, that you will put
30,000!plus pebple.annually in homes that would not
have an opportunity, and that is a very modest thing.

Wé are not talking about increasing corporate
profits here. We-ére talking about decreasing the cost
to first time home buyers.

The Chairman. All time is used. Those in favor
of the amendment, signify by saying"ayé;

[Cporus of ayes.]

The Chairman. Opposed, nay.

[Chorus of nays.]

Thé Chairman. The ayes appear to have it. The
amendment is agreed to.

Senator Grassley. Mr. Chairman?

The Chairman. Yes, Senator Grassley?
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Senator Grassley. I am offering an amendment
that Qill extend the ethanol tax credit. Besides
extending the ethanol tax credit, it would gradually,
over the next few years, decrease the incentive from
5.3 cents in the year 2001, 5.2 in the year 2003 and
2004, and 5.1 beyond that, through the year 2007.

The reason for being able to reduce it, at the
same time we are extending it, is because we have an
opportunity theﬁ, as the infant industry becomes
stronger, that they will be more efficient.

Wﬁat I want to say to my colleagues is this is my
amendment and Senator.Moseley—Braun's amendment. We

|
share the sponsorship of this.

Wé are at a stage where we are having declining
production of energy in the United States, importing
more energy.

We want to eméhésize renewable fuels, we want
to emphasize environmentally. good fuels, we want tQ
reduce our balance of trade deficit, and 70 percent of
the competition of ethanol, which is methanol, is
imported, so it adds to our balance of trade.

In fact, half of our balance of trade comes from
importation of oil. You will have a letter passed out

to you how that Generals and national security advisors

of Presidents in the past have signed a letter on the
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need of more energy independence for national security
reasons.

You will also have a chart that shows that when
the exemption runé out, the credit runs out, the harm
that it does to each of your States, to the economy of
each of your States.

So we have a proposal here that is good for
agriculture, good for national security, good for
energy’' independence, good fof the environment. It is
just plain good, good, good. There is nobody that
loses with this tax incentive. }

And I can tell by the laugh in the .audience that
we have got a lot,ofvpeople-out there that think food

grows in supermarkets and not on farms.

Senator Moseley-Braun. Mr. Chairman?

Senator Réckefeller. Mr. Chairman?

The Chairman. Senator Rockefeller?

Senator Rockefeller. Mr. Chairmaﬁ, I strongly

oppose this. Number one, this_is n9£ exactly an infant
industfy we are'talking abouf. They have 54 cent tax
advantage credit over other fuels, like natural gas,
coal, etcetera, all of which can be used, and the magic
is in the word renewable.

Pebple hear the word renewable, and they pass

right o&er it. Obviously corn is renewable. Coal and
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naturél gas takes a couple of million years and is not
so renewable.

85 ethanol has a huge tax advantage over the rest
of them, and I am all for alternative fuels—a
long-time crusader for it—-however, it has to be done
equitably. Ethanol is being handled more than

equitably already.

Senator Moseley-Braun. Mr. Chairman?
The Chairman. Carol?
Senator Moseley-Braun. . Thank you. Mr. Chairman,

without this amendment, we will see a $9 billion
increaée‘in the coéts associated with foreign oil
imports that will have to brought to this country, we
will see 14,000 direct job loéses, based on analysis by
the Department of Agriculture, and we will see a $10
millioﬁ reduction in net farm income.

And I believe Senator Grassley is exactly right.
This aMendmeht is good, good, good, and I hope as many

votes as required to pass it.

Senator Nickles. Mr. Chairman?
The Chairman. Senator Nickles?
Senator Nickles. Mr. Chairman, some people have

talked about the need to repeal this. I say we should
not extend it. As I understand this amendment, this

would extend the credit.
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Senator Grassley. And reduce it.

Senator Nickles. Right now it is 54 cents a

gallon, and I believe it is reduced to 51 cents a

gallon. That is a major, major tax subsidy for a fuel

to compete against other fuels. I do not think it

'makes economic sense. I also do not think it makes

environmental sense. I wquld hope that we would object
the améndment.

Senator Grassléy. Can we have a roll call vote?

The Chairman. Yes. ' The time on the matter has
expired. The Clerk will call the roll.

The Clerk. Mr. Chafee?

Senator Chafee.  Aye.

THe‘Clerk. Mr. Grassley?

Senator Grassley. Aye.

The Clerk. Mr. Hatch?

Mf. Hatch. Aye.

The Clerk. Mr. D'Amato?

Senator D'Amato.  Aye.

Thg Clerk. Mr. Murkowski?

Senator Murkowski. Aye.

The Clerk. Mr. Nickles?

Senator Nickles. No.

i
The Chairman. Mr. Gramm, of Texas?
Senator Gramm. Aye.
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The Clerk. Mr. Lott?

Mr. Lott. Aye.

The Clerk. Mr. Jeffords?
Senator Jeffords. Aye.

The Clerk. Mr. Mack?

Senator Mack. Aye.

The Clerk. .Mr. Moynihan?
Senator Moynihan. Aye.

The Clerk. Mr. Baucus?
Senator Baucus. Aye.

The Clerk. Mr. Rockefeller?
Senator Rockefeller: No.

The Clerk. Mr. Breaux?
Senator Breauxl No.

The Clerk. Mr. Conrad?
Senator Conrad. -Ayé.

The Clerk. Mr. Graham, of Florida?
Senator Graham. Afe.

The Clerk. Ms. Moseley-Braun?
Sepator Moseley-Braun. Aye.

The Clerk. Mr. Bryan?

Senator Bryan. Aye.

The Clerk. Mr. Kerrey?
Senator Kerrey. Aye.

The Clerk. Mr. Chairman?
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The Chairman. No.
Senator Grassley. The votes are 16 yeas, 4 nays.
The Chairman. The amendment is agreed to.

If I could have your attention. If I could have
your attention. The chair is going to make a motion to
reconsider the vote on the first time low or moderate
income home buyer exception with de minimis limitation.

I do not think the full impact of this amendment
was appreciated. I would point out that it would lose
over $1 billion—-or $2 billion--over 10 years so that
our legislation would not be conforming to ‘the budget
agreement.

So I would ask that we reconsider it. Before we
have a vote, I would like to ask the administration for
its comments.

Mr. Lubick. Mr. Chairman, we think that Mr. Kies
has corfectly stated the impact. This is essentially
an arbitrage situation whereby Fannie Mae is able to
use its capital, which is largely borrowed funds, in
order to produce some very significant profits for
itself on its portion of the policies, which it retains
even after the mortgage hés been disposed of.

So we think it is certainly an unnecessary
financing. As a matter of fact, I think they can

actually do this type of promotion of insurance in a
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profitéble way, e?en without the arbitrage. It is not
necessary for them to have that deduction. We have
been talking with them on that.

The Chairman. Is it fair to say that is a
corporate tax shelter?

Mr. Lubick. It is a corporate tax shelter of the
type that you closed lastiyear.

The Chairman. So we would be creating a loophole
to our‘actions of the last year?

Mr. Lubick. I think at that time you did not
realizé it was possible to do this beyond the

employer/employee type situation.

Senator Chafee. Mr. Chairman?
The Chairman. Yes?
Senator Chafee. Would this score? Are you say

this scores minus $10 billion?
Mrﬁ Kies. Our best estimate is minus $2 billion
becausejit would essentially wipe out the revenue

raised by the provision that is in the bill.

Senator Chafee. That is in the five years?
Mr. Kies. That is a 10 year number.

Senator Conrad. Mr. Chairman? Mr. Chairman, how
can the! score not change when we have changed the
amendment to restrict it to low and moderate income

mortgages? How can the score be .exactly the same when
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Mr. Kies. Because those were the people they
were planning to insure under their original program,
Mr. Coprad.

Senator Conrad. Look, I submitted one amendment,
and I was given a. score of $2 billion. We changed the
amendmént to restrict it, and now we get the same
score..

Mr. Kies. The original amendment you submitted
we gavé you a score of $2.2 billion. The amendment you
have now submitted is at $1.9. So it has gone down by
$300 million.

The Chairman. I will ask for a roll call vote.

I urge'my colleagues to vote aye on the motion to
reconsider. |

The Clerk will call the roll.

The Clerk. . Mr. Chafee?

Senator Chafee. Aye.

The Clerk. Mr. Grassley?

Senator Grassley. Aye.

The Clerk. Mr. Hatch?

Mr. Hatch. Aye.
Thé Clerk. Mr. D'Amato?
Senator D'Amato. No.

The Clerk. Mr. Murkowski?
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Senator Murkowski. Aye.

The Clerk. Mr. Nickles?
Sénator Nickles. Aye.

The Chairman. Mr. Gramm, of Texas?
Sénator Gramm; Aye.

The Clerk. ~Mr. Lott?

Mr. Lott. Aye.

The Clerk. Mr. Jeffords?
Senator Jeffords. Aye.

The Clerk. Mr. Mack?
Sénator Mack. No.

The Clerk. Mr. Moynihan?
Senator Moynihan.  Aye.

The Clerk. "~Mr. Baucus?
Sgnator Baucus. Aye.

The Clerk. .Mr. Rockefeller?
Senator Rockefeller. No.
The Clerk. Mr. Breaux?
Sehator Breaux. Aye.

Thé Clerk. Mr. Conrad?
Senator Conrad. No.

The Clerk. Mr. Graham, of Florida?
Segator Graham. No.

The Clerk. Ms.

Senator Moseley-Braun.

Moseley—-Braun?

No.
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The Clerk. Mr. Bryan?

Senator Bryan; No.

The Clerk. Mr. Kerrey?

Sénator Kerrey. Aye.

The Clerk. Mr. Chairman?

The Chairman. . Aye.

The Clerk. The votes are 15 yeas, 5 nay.

The Chairmaﬁ. The motion to reconsider is
carried.

Senator COnrad? Mr. .Chairman, qould we. have a

‘limitation on moves to reconsider amendments that I

pass?

[Laughter]

The Chairman. Do you want a roll call vote on
that?

[Laughter]

The Chairman. We will now voice vote the

amendmept. Those in favor of the Conrad amendment,
signify. by séying aye.

[Chorus of ayes.]

Th? Chairman. Those opposed, nay.

[Chorus of nays.]

Thé Chairman. The nays have it. The amendment

is not agreed to.

We'are open to further amendment.
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Senator Jeffords. Mr. Chairman?

The Chairman. Senator Jeffords?

.Sénator Jeffords. Mr. Chairman, first of all, I
modified my amendment to exclude the MAC money that was
previoﬁsly approved.

This amendment would attempt to try and bring the
D.C. School system's buildings up to something that can
be acceptable. I served for two years as the Chairman
of the Subcommitfee for D.C. I know this school
system, I know the mess it is in, I know the problems
it has, and I am pledged to try to do all I can to take
care of it. I may be a little bit emotionally involved
in this one,

Now, people say, well, you know, it is Mayor
Marion'Barry and all that.l We are in control. We took
back the D.C. Schdol systems. We are not in controi.
We'have.a control board, we have a school board of
trustee§, we haﬁe appointed the Superintendent; we have
done all of that. .We have a responsibility.

This system is in terrible shape. It has the
worst educational records of any city in this country,
it has about the worst infrastructure of any city in
this country, and you have charts that show both of
those.

What we need to do is to do what we did last year.
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We said we are going to create all of these educational
helps;fo them, as far as wordings in the languages.
The p:esent cost of trying to do_this is about $2
billiQn. Fifty thousand people left in the 1990s and
200,000 before that.

Néw, those people that left, take $19.8 billion
out of the city. Commuters coming in bring $200
million, and we do not allow them to ta# it. No other

city hés a restriction that you cannot -tax your

.commuters. So we cannot do anything about that.

This city's educational system is a sick,
handicapped orphan living in a dump, and we haﬁe the
responsibility to take care of it.

Tﬁe proposals that are in here will do nothing.
Nobody is going to move in kids when it costs them
$10,000 a kid to send them to a private school.
Nothing in here is going to help take care of this
schoolisystem.

I hope you would support this amendment and help
us get Qut of a very embarrassing situation because
none of' the proposals in here will do anything to
improve the city in a way that it can imprer its
school Systems.

The Chairman. Senator Mack?

Senator Mack. Thank you, Mr. Chairman. And
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again, I would ask my colleagues to vote against this
amendment. We have a very small -amount of money in
this billAto create an incentive for economic activity
in this district.

We have a choice. We can continue to go along the
way thét we have been doing for years, and that is
through the appropriations process; continue to try to
solve the problems in Washington, D.C.

I:think by offering a $900 million package of
incentives can change what happens in D.C., create
jobs, entice investment and‘turn this.city.aréund. Two
hundreé and fifty thousand residents have left since
1950. :In the first half of this ‘decade we have lost, I
think,!something like 50,000 more. |

We need to do something different from what we
have been doing in-the past, and I think that, again,
we defeét the Jeffords Améndment and keep the package
as it ié.

The Chairman. Ken, cén you tell us where we are
on the score keeping? |

Mr. Kies. Yes, Senator Roth. I just want to
clarify. where we are in D.C., because I believe Senator
Mack's amendment deleted the portion of the package

which created an empowerment zone or an enterprise

zone.
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The amendment that Senator Mack offered lost $115
millién over five years and $247 over 10. The
proviéion that he deleted only spent $101 over five and
$124 over 10. So; Senator Mack's amendment puts you
against the package, at about a negative $130 million.

éenator Jeffords, as I understand 'it, you are
deletihg what is left of D.C.?

Sénator Jeffords. Well, it is my understanding

that the Mack Amendment —

" [Laughter]
The Chairman. Do you want to rephrase that?
Mr. Kies. What is left of the incentives in the

package for the District of Columbia.

Senator Maék. That is right.

Senator Moseiey—Braun. Mr. Chairman?

Mr. Kies. But the clarification that I think is
necessary at this point is Senator Mack's Amendment was
not revenue neutral with respect to what he struck out
of the%D.C.-package, and so I think the committee needs
to decide whether that was what they wanted to do.

Or:did they want to strike out of the'D.C. package
what was necessary to pay for Senator Mack's Améndment,
which would only then leave what is leftlfor Senator
Jefford%' Amendment.

There was a total of $989 million that was going
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to be spent on the District. Senator Mack's Amendment,
if it was meant to be revenue neutral, would have spent
$247 6ver 10. So the remaining amount would be
approximately $740 million.

Senator Mack. That is right. Ken, I think there
is a clarification here. 1In our discussions there was

to be a five year limit there on the first time home

buyer tax credit. Isn't that right?

Mr. Kies. Just one second.
[Pause]
Mr. Kies. Senator Mack, apparently the amendment

we had earlier did not have a sunset provision in it.
So, with your sunset, it would mean that the cost. was
not the $247 million I referred to.

Sénator Roth, what I would understand to be the
currené state of play is that Senator Mack's Amendment
is inténded to use whatever is nécessary to make it
revenué neutral from the component that is the
enterprise community, and then Senator Jeffords'

Amendment would intend to use the remaining money, if

it passes, for the proposal that he has before the

committee.
Seénator Jeffords. That is COrfect.
The Chairman. Senator Jeffords, do you so modify

your amendment?
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Senator Jeffords. Yes. I so modify my amendment

so that MAC provisions stay in.

The Chairman. The time has expired. Those in

favor of the amendment, signify by saying aye.

-will

[Chorus of ayes.]

The Chairhan. Those opposed, nay.

[Chorus of néys.]

The Chairman. The chair is in doubt. ThevClerk
call the roll.

The Clerk. Mr. Chafee?l

Senator Chafee. Aye.

The Clerk. Mr. Grassléy?
Senator Grassley. No.

Tge Clerk. Mr. Hatch?

Mg. Hatch. No.

The Clerk. Mr. D'Amato?
Senator D'Amato.  Aye.

The Clerk. .Mr. Murkowski?
Senator Murkowski. No.

The Clerk. Mr. Nickles?

Senator Nickles. No.

Thé Chairman. Mr. Gramm, of.Texas?
Senator Gramm. No.

The Clerk. Mr. Lott?

Mr. Lott. No.
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The Clerk. Mr. Jeffords?
Senator Jeffords. Aye.
The Clerk. Mr. Mack?
Senator Mackl No.
The Clerk. Mr. Moynihan?
Senator Moynihan. Aye.
The Clerk. Mr. Baucus?
Senator Baucus. Aye.
The Clerk. Mr. Rockeféller?
Senator Rockefeller. Aye.
The Clerk. .Mr. Breaux?
Senator Breaux. No.
The Clerk. Mr. Conrad?
Aye.

Senator Conrad.

The Clerk. Mr.

Senator Grahanm.

The Clerk. Ms.

Graham, of Florida?
No.

Moseley—Braun?

Senator Moseley-Braun. Aye.

Thg Clerk. Mr. Bryan?

Senator Bryan. Aye.

Thé Clerk. Mr. Kerrey?

Senator Kerrey. Aye.

The Clerk. Mr. Chairman?

The Chairman. No.

Senator Moseley—-Braun. Mr. Chairman, I may have
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to change my vote. It was my understanding that we
were doing the combination of the Mack and Jeffords
proposals. That is not correct.

Senator Chafee. We adopted the Mack.

Senator Moseley-Braun. This is Jeffords' taking

- from the economic development package for D.C. for

school construction.

Sénator Jeffords. Except for the Mack Amendment.
It goes to school construction.

Senator Moseley-Braun. Well, I am afraid no one
cares ?ore about school construction on this committée
than I. But, at the same time, my own view is I will
have to change my vote no because this really decimates

our ability to give the District of Columbia the

ability to come to its feet and fix its economy. So I

vote no.

TQe Chairman. The Clerk will, please, announce
the voté.~

The Clerk. The votes are 9 yeas, 11 nays.

The Chairman. The amendment is not agreed to.

‘Senator Graham. Mr. Chairman?

Senator Graham. Bob Graham?

Senator Graham. Mr. Chairman, I am going to

offer in a package my amendments 1, 2, 3 and 4, all of

which have to do with school construction. Let me make
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three points.

First, the first‘three of these amendments
primarily go to small districts by providing them Some
greater flexibility in dealing with issues, such as
arbitrage. That is whe;e they borrow at a tax free
rate ahd then they spend out for schodl construcfion
and whét they do with the‘honey during the period that.
they a#e holding.

The fourth amendment goes to the issue of
encouraging more private "involvement in the financing
of school districts in the same way- that we have

encouraged private involvement in areas of

transportation' and other forms of infrastructure by

.creating a category, which. will. be.called.qualified

education facilities and allowing it to have a volumé
cap, wﬁich would be equal to $10.00 per .capita in each
state.

It‘would be the volume cap to be issued for
privateiy constructed school facilities;

These facilities would be for public schools,
elementgry, secondary, vocational or community college.
It woula not include college or university facilities.

How would we pay for this plan? We would pay for
this plan by deferring, by six months, the commencement

date of the Hope Scholarship Program. Currently Hope
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is scheduled to commence on January 1st of 1998. This
would move it to quly Tst, 1998.

I think there is a very strong educational
rationale for'doing that, in order to give the
institutions that are going to be asked to accept what
could be substantial numbers of additional students the
chance, to get prepared; to hire faculty; assure that
they have proper classrooms, laboratories, the other
facilities;

It also, by delaying that six months, generates
approximately1$2 billion in savings, which would be
applied to these four education sghool construction
proposals,' ‘

Mr. Chairman, I might say this proposal has the
supporﬁ of the Government Finance Officefs Association,
representing 13,500 State and local finance offices.

Senator Moynihan. Senator Graham, this is an
amendment proposed by you and Senator Moseley-Braun?

Senator Graham. And Senator Carol Moseley-Braun,
and I would like to defer the balance of my time to

Senator Moseley-Braun.

The Chairman. Your time has expired, but -—-
[Laughter]
Senator Rockefeller. How does the administration

feel about this?
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The Chairman. I am going to ask the
administration.
Mr. Lubick. Senator Rockefeller, we oppose

strongly any money being taken out of the Hope credit,
whichAis already a frail read at thié time. A number
of the things that Senator Graham has included, of
coursey have merit, but we feel that the Hope Credit
has already been sohewhat eviscerated.

The{Chairman; Senator Graham and Senatof
Mosele?—Braun?’

M#. Kies. Senator Roth, can I just clarify,
because I think in order for Senatbr Grahém's
Amendment, the Hope College limitation to raise money,
if would prbbably be necessary to'prbvide that
taxpayers would only be entitled to one half of the
otherwise allowable credit for 1998 because if you
simply delay the effective date to July 1, but make it
applicable to all expenses incurred, then many
taxpayers would get the full $1,500 credit. ‘

Sq i assume you are‘clarifying that essentially ——

Sepator Graham. This would only be applicable
for expenditures after July 1, 1998, as opposed to the
current standard, which is applicable for expenses

after Jénuary 1, 1998.

Mr. Kies. I understand that, Senator. The point
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I was irying to make was if that is your amendment,
then Iido not think it raises much money to pay for
your revenue losing amendments because any taxpayer
that would incur expenses within the second six months
of 1998, of at least $3,000, would qualify for the full
$1,500 credit.

Aﬁd so I think, in order for it to raise the
desired amount of revenue, you would essentially have
to provide that the taxpayers wouldquly be entitled to
one ha%f~of the credit amount for the year 1998 because
many taxpayers would incur enough expenses after July 1
to qualify for the full $1,500 éredit.

Mr. Lott. - What is the estimated cost?

Mz Kies. Thére is-a little bit of confusion,
but I believe it ;s.in the neighborhood of $2 billion
or sliéhtly more than $2 billion.

Senator Graham. No. The estimated cost for

these four items, for the first five years, is $486

million.
Senator Conrad. Mr. Chairman?

The Chairman. What does this do to our number in
20027 #en, what does this do?

Mr; Kies. Senator, I believe it is going to
cause yéu —— not a problem. It is going to cause you a

problem for the period 1998 through 2002 because I
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believe the way that Senator Graham has structured his
amendment it is not going to save much money from the
Hope Credit because all expenses after July 1 would

qualify for the credit.

The Chairman. All time has expired.

Senator Moseley-Braun. Mr. Chairman?

The Chairman. Carol. Yes. Let me give you a
miﬁute; |

Senator Moseley-Braun. Thank you Qery much, Mr.
Chairman.

The General Accounting Office tells us that our
schoois are falling down.all over this country in every
kind of community, $112 billion worth of unmet need.
Now, the problem that we face is that the budget
agreement did not include any money to deal with the
crumbling schools. - That is our essential problem.

Now, Senator Graham has tried one approach in
terms of financing it, which is essentially we are
taking.money out of one education pot to try to begin
to even go down this road and to touch this need. The
fact is  we need to do a lot more.

I strongly support this effort. We are going to
try somé other efforts to try to find financing. But I
would hbpe that before this Congress adjourns that we

find some way to address the needs of 14 million
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children who every day in this country goes to schools

that are literally falling down around them.

And if we cannot find it in this pot of money, we
need Eo find it somewhere. It should have been in the
budgeg agreement. It was not, but I think we have an
opporthnity yet still to fix that.

The Chairman-. Well, the chair would have to
point but that this proposal does create problems with
our meéting the goals of the budget agreement, so we

would urge that the vote be negative.

Senator Graham. Mr. Chairman?
The Chairman. All time has expired.
Senator Graham. Mr. Chairman, I would like to

ask for a deferral because it was my understanding that

we had reached an agreéeement as to what the value of

deferring the Hope Scholarship will be. That is not
obviouély the case.

I would like to defer and give us an opportunity
to discuss this further with staff, the implications of

the proposal that have been‘suggésted.

The Chairman. Does the Senator withdraw his
amendment?

Senator Graham. No. I would like to defer the
amendment .

Thé Chairman. Defer.
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Senator Baucus. Mr. Chairman, maybe the staff is

t

ready now.

Mr. Kies. _ We are not. But, if you could give us
a coup;e of minutes, we will try to be.

Tbe Chairman. All right. Thank you.

The Chairman. We will proceed then, in the

meantime, with another amendment.

Senator Gramm. Mr. Chairman?
The Chairman.. Phil?
Senator Gramm. Mr. Chairman, from the very

beginning of the mark up there has been deep concern
among people who are for the $500 tax credit; that
families needé& it. And one of the beauties of it, one
of the reasons we have strongly supported it is we let
them decide how to spend it.

The Chairman's mark requires that for kids 13 and
over, that they get it only if they put "it into an IRA.
We believe these families ought to have a righﬁ to use
the monies as they would choose. We would eliminate
this earmark of their funding.

WeEwould pay for it by reducing the first year
credit from $250 to $180, and ffom that point, people
would h;ve the right to choose.

Ané let me yield the rest of my time to Senator

Nickles; whose -amendment it originally was.
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Senator Nickles. Mr. Chairman?
The Chairman. Senator Nickles.
Senator Nickles. Mr. Chairman, Senator Graham

and I had this amendment. During the campaigns, people

.campaigned for the $500 tax credit per child. They did

not say we are going to mandate, if the child was
between the age of 13 and 16, that you would have to
put it in an IRA.

I . thin that is an attractive option, but it should
be an 6ption. It should not be a mandate. And so the

essence of this amendment is to allow families to make

that choice, if they want to take the family tax credit

and spend it on whatever they need. Maybe it is

clothing; maybe it is shelter; maybe it is education.
They could spend it, or they couid put'it into an

IRA. They would have both of those options. I think

we should give it to them.

Senator Breaux. Mr. Chairman?
Tﬁe Chairman. Senator Breaux?
Senator Breaux. Mr. Chairman, I think the

amendmeht should be rejected. I think it is clear that
the Chairman's mark is already a major, major
compromise.

As, an example, for the first 13 years of a child's

life, they will get the credit without any
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restr;ctions. They can use it to educate their
children, or they can use it for anything else they
want. They can use it to take a vacation if they want
to. |

. But, for the next four to five years, between the
ages of 13 to 17,. then later up to 18, for those four
to five years, that money should be used to educate
their children atAa time when education expenses are
higher, and at a time when education for the children
and staying in school is more critical than ever
before.

I think the Chairman's mark is already a good

compromise and should be maintained.

Senator Kerrey. Mr. Chairman?
The Chairman. Senator Kerrey?
Senator Kerrey. Mr. Chairman, I just hope

members will give. this thing a chance. As Senator
Breaux:has said, the pfeference for me wquld hgve been
if this thing had been mandatory from birth. Mandatory
from birth, at $500 a year over 18 years, it generates
a tremendoué amount of wealth. That is'the purpose of
this th?ng, is a wealth generator.

And I point out to colleagues who have an
objection to specifying how this is to be used, almost

every provision of the tax code does that. We specify
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i

what people have to do with mortgage deduction, we

specify what has to be done with capital gains. This .
is not a precedent that we have a specification as to

how it is supposed to be used.

Senator Murkowski. Mr. Chairman?
The Chairman. Frank?
Senator Murkowski. It seems to me, when you take

the déduction, you are asking people to dig in their
pockefland write a check for $500 to put into a
government mandated educational account. They are not
going &d feel very happy about that. They are going to
have té write a check.

Senator D'Amato. Mr. Chairman, along the lines
of Senator Murkowski,.suppose they want to spend it to
sending a kid to school, a private school?

Senator Murkowski. Their teeth.

Senator D'Amato. Yes. But they have got a kid
and they are paying tuition. I have got a bunph of
Murphy ‘grand babies, and they send them to this school,
and it costs them a lot of money. Now, they want to be
spending that $500 to help pay for the tuition that
these kﬁds get charged.

Now, they should have the right to do that, and it
should not be mandated that they have to save it. They
need it'to send those kids to school.

1
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offset?

Mr. Kies. Senator Roth, the offset by Senator
Gramm2would not essentially make this revenue neutral.
it would reduce the credits payable in 1997 by
approxﬁmateiy $2 billion, and that is approximately the
cost of eliminating the mandatory deposit requirement.

Senator Gramm. But it saveé money only because
we believe people will not do it and they will not get
the tax credit. They have a right to choose.

Whaﬁ we loved about this, why it was our policy,

is it let families decide instead of Uncle Sam

deciding.

The Chairman. Time is up. Those in favor of the

~amendment, say aye.

[Chorus of ayes.]

Tﬂe Chairman. Opposed, nay.

[thrus of nays.]

The Chairman. The nays have it.

Se%ator Gramm. We would like a roll call.
The Chairman. The Clerk will call the roll.

The Clerk. Mr. Chafee?

Senator Chafee. No.
The Clerk. Mr. Grassley?
Senator Grassley. No.
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Mr. Hatch. Aye.

The Clerk. Mr. D'Amato?
Senator D'Amato. Aye.

The Clerk. Mr. Murkowski?
Sénatbr Murkowski. Aye.
Tbe Clerk. Mr. Nickles?
Senator.Nickles. Aye.

The Chairman. Mr. Gramm, of Texas?
Senator Gramm. Aye.

The Clerk. Mr. Lott?

Mr. Lott. Pass.

The Clerk. Mr. Jeffords?
Senator Jeffords. No.

The Clerk. Mr. Mack?
Senator Mack. Aye.

The Clerk. Mr. Moynihan?
Senator Moynihan. Nb}

The Clerk. Mr. Baucué?
Senator Baucus. No.

The Clerk. Mr. Rockefeller?
Sehator Rockefeller. No.
Thé Clerk. Mr. Breaux?
Seﬁator Breaux. No.

Thé Clerk. Mr. Conrad?
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Senator Conrad. Pass.

The Clerk. Mr. Graham, of Florida?
Senator Graham. No.

The Clerk. Ms. Moseley-Braun?
Sénath Moseley-Braun. No.

The Clerk. Mr. Bryan?

Senator Bryan. - No.

Tpe Clerk. - Mr. Kerrey?

Senator Kerrey. No.

The Clerk. Mr. Chairman?

The Chairman. No.

The Clerk. . Mr. Conrad?

The Chairman. Mr. Conrad, do you care to vote?
Tﬁe Clerk. - Seven, 12 right now.

Sénator Conrad. Aye.

The Clerk. It is 8, 12.

The Chairman. It is 8, 12. The amendment is not

agreed to.

Senator Kerrey. Mr. Chairman?
The Chairman. Senator Kerrey will be next.
Senator Kerrey. Mr. Chairmah, I have an

amendment on excess business holdings that I have
discussed with you on many occasions, and with Senator
Moynihan and with joint tax staff.

I do not intend to offer the amendment,‘but I
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would like to discuss it very briefly.

Since 1969, when the law was changed, an
individual who owns publicly traded stock could not
contribute more than 20 peréent of that stock to a
charitgble foundation.

Senator Rockefeller. Mr. Chairman, could we have
order so the Senator can be heard?

Sénator Kerrey. I believe that circumstances
have changed enormously since 1969 and tfied to draft
the amendment so it narrowly allowed individuals who
wanted to make a éontribution:beyond that to do so and
prevent the self—dealing-that produced the 1969
legislétioh to begin with.

I appreciate, not only joint tax's concern, but
also TfeasUry's concerns and other concerns. I do not
want té opén up a big lobphole here, but I do think
that if we want to try to encourage the development of
civil éociety and the development of non—profiﬁ
foundaﬁions that are going to be making charitable
contributions, that this is a gbod vehicle for us to
consider. |

And I am hopéful that some time this year that
this committee can hold hearings, thdrough hearings on
this is§Ue, and we can hear both the pros and the cons

and get;some accurate estimates of what this might
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cost.i My own view of it is it is unlikely it will cost
us a great deal, if we can narrowly draw this thing, |
and I 'think the potential benefits‘to society are quite

large.

'So I am hopeful that perhaps later in the year the

~Chairman and ranking member would hold some hearings.

|
The Chairman. The chair is happy to assure the

Senator that there will be hearings on this matter.

Senator Moynihan. And I would like very much to
endorse what Senator Kerrey has said.

Tbe Chairman. Senator Chafee?

Sénator Chafee. Mr. Chairman, last year'we‘
passed;a welfare reform bill, which I voted for
enthusiastically and thought it was a good bill. The
stression that bill was that those on welfare should
seek oﬁt and take jobs. |

It tied in with a program that we have, which is
called ‘the Work Opportunity Tax Credit. The way that
works is that a 40 percent credit is given the employer
after the employee——and the employee must be receiving
public assistance or must be on SSI--works 400 hours.
Then the employer can reach back and take that credit
and take it for'the future for a certain limited time.

The trouble is that these times are usually 15 to

20 weeks, as many of these starting jobs are part-time
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jobs.

What my amenament would do is to make it possible
to have a smaller credit—-25 percentf—after an
individual has worked 120 hours. The purpose.of this
is to éncourage employers to hire these individuals, as
I say,{that have been on either SSI or welfare, and the
real difficulties come where the energy and effort must
be spent with these employees during the first several
weeks.

Ahd then, they get this training, know how to
report to work on time and dress right, and then
frequeﬁtly they move on to other jobs so the employer
can never avail himself of the credit, and thus, there
is diminished incentive to even get involved.

So my amendment would say that a 25 percent credit
would be eligiblé after the employee had worked 120

hours. - It is a bill that is co-sponsored by Senator

Baucus,'Hatch and Moseley-Braun.

Senator Baucus. Mr. Chairman?
The Chairman. Thirty seconds.
Senator Baucus. Thank you, Mr. Chairman.

Mr. Chairman, Senator Chafee has touched on a
point which is going to make this work. Right now,
with the 400 hour limitation across the board, the work

opportunity credit is not available. But the second

MOFFITT REPORTING ASSOCIATES
(301) 390-5150




17

18

19
20
21
22
23

24

25

175
tier, the lower tier, the 120 hours, I think will help
make this credit worthwhiie, and I support it.

Senator Chafee. How does the administration
feel?

Mr. Lubiék. Senator Chafee, our concern is that
we do want to avoid the possibility of churning. If
you have a relatively short period of hours that is
required, we do want to avoid employers churning
employées to get multiple credits. I understand what
you are suggesting, and it somefhing you have to
evaluate, whether that churning possibility outweighs
the better incentive of hiring people.

There are administrative difficulties also with a
dual credit.

Senator Chafee. Well, Mr. Chairman, I would say
the 25:percent credit —— and there_is a lot of anguish
that goes into hiring this type of empldyee who has had
no worg experience in many instances.

The Chairman. - I would just like to point out
that we‘compietely revamped this credit last year in
response to concerns raised by the Department of Labor,
and I do not think we have had adequate time to assess
what these changes have accomplished.

But I would also like to point out that the

Department of Labor found substantial amounts of abuse

MOFFITT REPORTING ASSOCIATES
(301) 390-5150



O

11

12

13

14

15

16

17
18
19
20
21
22
23
24

25

176

when the minimum work requirement was only 120 hours.

So I

this

aye.

will

would urge my colleagues to join me in opposing
proposal. |

Those in favor of the amendment, signify by saying
[Chorus of ayes.]

The Chairman. Opposed, nay.

[Chorus of nays.]

Senator Chafee. Roll call vote, please.

The Chairman. The chair is in doubt. The Clerk
call the roll.

The Clerk. Mr. Chafee?

Senator Chafee. Aye.

The Clerk. Mr. Grassley?
Senator Grassley. Avye.
The Clerk. -Mr. Hatch?

Mr. Hatch. Avye.

The Clerk. Mr. D'Amato?
Sénator D'Amato. No.

The Clerk. Mr. Murkowski?
Sénator Murkowski. No.
The Clerk. Mr. Nickles?
Senator Nickles. No.

The Chairman. Mr. Gramm, of Texas?
Senator Gramm. No.
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The Clerk. Mr. Lott?

Mr. Lott. No.

The Clerk. Mr. Jeffords?
Senator Jeffords. Aye.
The Clerk. Mr. Mack?
Senator Mack. No.

The Clerk. Mr. Moynihan?
Senator Moynihan. Aye.
The Clerk. Mr. Baucus?
Senator Baucus. Aye.

The Clerk. Mr. Rockefeller?
Senator Rockefeller. No.
The Clerk. Mr. Breaux?l

[No response. ]

177

The Clerk. Mr. Conrad?

Senator Conrad. Aye.

The Clerk. Mr. Graham, of Florida?
Senator Graham. Aye.

THe Clerk. = Ms. Moseley-Braun?
Senator Moseley-Braun. Aye.

The Clerk. Mr. Bryan?

Senator Bryan. No.

Th¢ Clerk. Mr. Kerrey?

Sénator Kerrey. Aye.

Seﬁator Moynihan. Mr. Chairman, Senator Breaux
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votes ‘aye by proxy.

The Clerk. Mr. Chairman?

The Chairman. No.

The Clerk. The votes are 11 yeas, 9 nays.
The Chairman. The amendment is agreed to.

We are open to further amendment.

Senator Baucus. Mr. Chairman?
The Chairman. Yes, Senator Baucus?
Senator Baucus. Mr. Chairman, I am going to

offer.ﬁy Endangeréd Species Act amendment. I guess it
is number four on my list, but IAam not going to press
it for a vote.

I am raising the subject because I want to inform
my colleagues here that the major issue wé.are dealing
with in the Cohgress——hopefully this fear——is re—
authorization of the Endangered Species Act. We all
know tHat there are lots of sticks in that legislation.

Working with Senator Chafee, Senator Kemthorn,
Senator Reid and others, and Senator Kerrey, we are
gettinglmuch closer to an agreement. We, however,
would like to havé some incentives.

So the amendment that I am proposing—-but I am not
going to push for a vote because it is a little
prematufe at this point—-would be a deduction to land

owners who have placed on their land a conservation
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easement, which protects the habitat for endangered
species.

We need some incentives for land owners, on their
own, to protect habitat for endangered species, in
addition to all the other provisions that are in the
Endangéred Species Act with the law, and when we do
bring up the bill, before the committee, the floor,
becausg we do not have jurisdiction to offer tax
legislétion. Of course, it will not be thére.

But some time in the future, the not too distant
future; we will effect an amendment, Mr. Chairman,
which I think the Congress will find it very attractive
because it will be an incentive for land owners to
protecﬁ a habit for endangered species, in addition to
all the other provisions that we now have in the law.

But I bring this to the attention of the

'committee.
Sehator Chafee. Mr. Chairman?
The Chairman. Senator Chafee.

Senator Chafee. Let me just briefly say that
what we:are trying to, in re-authorizing the Endangered
Species;Act, is to put more incentives in there instead
of the brohibitions that currently exist, and this
represeﬁts an effort in that direction, which we will

try to do when we go through this arduous re-
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authorization proéess. Thank you.'

The Chairman. Senator Jeffords is next on the
list.

Senator Jeffords. Yes. I am going to offer and

amendment, but then withdraw it.

I know we are all familiar with the reports that
have céme out recently on -the incredible importance of
what gbes on in a child's early life, from 0 to 3 and 3
to 5. We have a problem in this country in the sense
that most of our child caré is not by accredited or has
the ability perhaps to provide the necessary care for
our children. |

What I would be doing is trying to use the
existiﬂg child care credit by gradually requiring that
those éhat get the credit will have an acceptable level
of devélopmental and educational help.

Right now, 15 percent of the center based care for
preschoolers are harmful, and 30 percent to iqfants are
harmful. And 70 percent is rated as mediocre and only
15 percent are rated good or excellent in quality. We
have to:do something ébout that.

So I will try to have an amendment which will
gradualiy focus oﬁr good child care money on good child

care centers. I withdraw the amendment.

The Chairman.  Bob?
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Sénator Graham. Mr. Kies, are we ready to go?

Mf. Kies. Not quite, Senator Graham, but we
should have it shortly.

The Chairﬁan. Max?

Sénator Baucus. Mr. Chairman, I do not'have an
amendment, but I would juSt like to say that, working
with Sénator Cdnrad on the airline ticket tax
provision, we would like to wdrk with you, Mr.
Chairman, either on the floor or through conference, on
a provision that would give a lower ticket tax to rural
areas.:

And I might say that rural America has very, very
disproportionately airlinelfares because the airiines
take whatever they can out of rural America because
there is no competition.

At this point, I would like to say that at some
point,leither the floor or in conference, to find some
modifieation to the ticket tax to deal with thgt
situation.

Tﬁe Chairman. I would say to the distinguished
Senator that, of course, we did incluae provisions to
help rufal airports. I understand the seriousness of
the problem, and we hope that these will help address
it. Buﬁ we will be willing to continue to review this

matter and see what future steps can be taken.
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Senator Chafee. Mr. Chairman?
Senator Baucus. Mr. Chairman?
The Chairman. Senator Chafee.
Senator Chafee. Mr. Chairman, yesterday we

passed the Part B deductible, and when we started out,
I thought it was going to be the premium,‘but
subseqpentlyAthat was shifted to the deductible amount.
Let me start again.

We were dealing with the Part B premium, means
testing it, and it started that we were doing it on the
premiuh, and then it was chaﬁged'to the deductibility
portion of it. That appears to have caused some
confusion.

| Aﬁd I would hope, Mr. Chairman, those of us who
have bgen deeply involved with it, would have a chance
to review this and make sure that whatever we have come
forward with is workable. And, if it is not workable,
fix it up to achieve the goal that all of us have;
that, one, force those who ére wealthier to pay a
greater pértion of the Part B, either expenses or
premium.

Involved in that, obviously, would be Senator
Kerrey, Senator Graham, myself and any other who were
deeply involved and care to.

Senator Kerrey. Mr. Chairman?
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The Chairman. Senator Kerrey.

Senator Kerrey; Mr. Chairman, I am perfectly
willinb to listen to concerns about the complexity of
this provision, and if it rises to the level of
persuaéiveness, I am persuaded to go back to premiums.

Bﬁt I really think that Senator Graham has made a
very.ngd'point. I mean, the premium will stay the
same fér all beneficiaries, at all income groups. They
will pay the same premium. That is an advantage in
many ways.

Aﬁd what we are saying here is that by modifying
and phésing in thé end of.a subsidy for the deductible,
we will have an impact on people's behavior and
utilizétion, and I think it is a very important-thing
to tryjto do.

:There has been criticism of this from the
standpoint of being too complex, but Medicére is hardly

a simply program to understand to begin with. So we

are not talking about something that is easy to

understand. And many of the people who have criticized
this proposal are opposed to any kind of income

relatinb test.

So it is very important to make certain that those
of us who want an income relating test, we believe that

it is reasonable and fair to say that this program
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ought to be progressive. I mean, that is all we are
doing,' is making the program more progressive than it
currently is and saying that it does not make any sense
for us to require low income people to subsidize high
iﬂcome;people.

| This is a vefy modest step, and I know Senator
Chafee supports this and he has been a leader in this.
As I said, if it rises to the level of persuasiveness,
particularly if it is coming from somebody who supports
meéns testing. But if it is coming from somebody who
is just simply setting up a strawman} that once we
knock it down they will have some other objection to
it, I do not think we ought to try to compromise it.

Sénator Chafee. Well, you do not have to worry

about my supporting the concept. As you pointed out, I
have been involved with this for several years now, and
I want to see‘it éffective. And it may well be this
deauctible approach is the right one. I am not
criticiéing. I am just saying it behooves us to have a

chance to look at it.

Sepator Kerrey. I appreciate it.
Senator Graham. Mr. Chairman?
Thée Chairman. ' Senator Graham.

Senator Graham. I believe we are ready to go

now.
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Senator Braun, did you have anything further to
say on' the amendment?

Senator Moseley-Braun. Just that I hope that we
have got clear in terms of what the scoring is and what
the funding is.

Mf. Kies. Senator Moseley-Braun and Senator
Graham, we have worked out the scoring, the Qut back in
the Hope College Credit would raise $2.1 billion in the
first five years. And the amendments that you have '
proposed would lose $382 million over five years and
$1.75 billion over 10, so that it would be revenue
neutral or actuaily better than revenue neutral against

the package.

Senator Graham. Mr. Chairman, I move the
amendment .
Senator Gramm. Mr. Chairman, could I just say

one thﬁng about it?
The Chairman. Yes, Senator Gramm.
Senator Nickles. My first inclination toward

this améndment was positive. But now that.I have had a
chance to think about it, we are going to be denying
half thé tax credit to kids in the first year basically
to invest in bricks and mortar.

Ana‘if you afe 19 years o0ld and you are looking at

going to work or attending. junior college, it is not as
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if you;are going to get to do this three or four years
iater. You are in a life cycle.

Aﬁd I think, basicaliy, we are down here to a
choicefbetween kids and bricks. And nice guildings are
awfully nide, but I think more kids getting a chance to
attend junior college is more import, and so I am
opposed to the amendment.

Senator Graham. If I could just comment on that?
The co#cept here is to have the Hope Scholarship
Program with the 1998/99 academic year. Tﬁis will give
those éolleges an opportunity to get ready for the
additional students, which the administration has
estimated could be as many 1.4 millidn, or as few as
120,000.

I'think having a year to get prepared for this is
an academically and educationally sound policy, while
it allqws us to begin to attack the problem of the
quality of students who aré going to be coming out of

our public schools to be ready to go to community

college.
The Chairman. Senator Rockefeller?
Senator Rockefeller. Mr. Chairman, I think that

Senators Graham and Moseley-Braun have a very, very
good idea here.

HoWever, in the process of working up the
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agreemént that we came into this room with, some of us
gave ub amendments that we wanted very much to do, one
of whiéh, in my case, was to make the Hope Scholarship
Fund réfundable. I think that was essential.

Iiwas not able to do that because of the
agreemént, and I think that changes the nature of

things; and therefore, I cannot support this.

The Chairman. All time has expired. Do you want

a roll, call vote?

Senator Graham. No.

Tbe Chairman. Those in favor, signify by saying
aye.

[¢horus of ayes.]

The Chairman. Opposed, nay..

[¢horus of nays.]

Tﬁe Chairman. The chair is in doubt. The Clerk
will céll the roll. |

The Clerk. ‘Mr. Chafee?

Senator Chafee. Aye.

Tﬁe Clerk. Mr. Gréssley?

Senator Grassley. Avye.

The Clerk. Mr. Hatch?

Mr. Hatch. No.

L :
The Clerk. Mr. D'Amato?
Sénator D'Amato. Aye.
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The Clerk. Mr.

Senator Graham.

The Clerk. Ms.

The Clerk. Mr. Murkowski?
Senator Murkowski. No.
The Clerk. .Mr. Nickles?
Senator Nickles. No.

Mr. Gramm, of Texas?

éenator Gramm. No.

The Clerk. Mr. Lott?

Mr. Lott. No.

The Clerk. Mr. Jeffords?
Senator Jeffords. No.
‘The Clerk. Mr. Mack?
Senator Mack. Avye.

The Clerk. Mr. Moynihan?
Senator Moynihan. Aye.
The Clerk. Mr. Baucus?
Senator Baucus. No.

The Clerk. Mr. Rockefeller?
Senator Rockefeller. No.
The Clerk. Mr. Breaux?
"Senator Breaux. No.

The Clerk. Mr. Conrad?
Senator Conrad. Aye.

Graham, of Florida?
Avye.

'Moseley-Braun?

MOFFITT REPORTING ASSOCIATES

(301) 390-5150

188



11

12
13
14
15
16
17
18
19
20
21
22
23

24

25

189

Senator Moseley-Braun. Aye.

The Clerk. Mr. Bryan?

Senator Bryan. Aye.

Tﬁe Clerk. Mr. Kerrey?

Sénator Kerrey. Aye.

Tbe Clerk.. Mr. Chairman?

T&e Chairman. No.

Tﬁe Clerk.  The votes are 10 yeas,>10 nays.
Tbe Chaifﬁan. The amendment is not agreed to.
Sénator Moseley-Braun. Mr. Chairman?

T%e Chairman. Senator Chafee and then ——
Sénator Chafee. Mr. Chairman, I and Senator

Graham had a prdposal dealing with an income tax credit
fdr thé rehabilitation of certain inner city properties

that fell within historic zones,. the whole idea being

- to encourage individuals to move back into these

elderly cities; restore the houses and be there.

1

This was a 20 percent income tax credit for

gqualified rehabilitation expenditures. We had a score
i

on this last year from the joint committee, and it was
relatiVely modest, but suddenly it leapt this year.

Mf. Chairman, what I would like to do is to work

!
with the joint committee and see if we cannot figure

out what went wrong with the score and what was changed

to cause it to increase so dramatically and, if we can

1
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bring it down to a reasonable amount, try to proceed
with ﬁhis amendment subsequently because I have seen
the effects of these efforts where it has not been the
owner ,that has ddne it——there has been a low income tax

credit.or whatever it might be--they have really been

dramatic.
The Chairman. Senator Moseley-Braun?
Senator Moseley-Braun. Thank you, Mr. Chairman.

If 1 May, I want to thank the chair for what has gone
into the mark with regard to fhe Stﬁdent loan interest
deduction. I think that is really important, and I
hope, on the floor, to be able to raise expanding that,
so that young people who go to college and graduate
school can take full advantage of the interest |
deducﬂion, which I.think was wrongly repealed in the
first.place.

I would like to see us go further with that, but I
will raise that on the floor.

I would like to raise crumbling schools again, and
I thiqk to make the point in ways that even my friend
acrosslthere, the Senator from Texas, will understand
and hopefully will not have the same objection to.

Again, Senator Graham and I are working in tandem

on this. But this is more straightforward. It does

not take it from the Hope Scholarship at all.
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It is a direct offset from the cigarette tax that
we havé'agreed on.tonight; that it will go up to 20
cents. I think we have got a little flexibility in

that ih terms of offset. We will not be using all of

those dollars.

But this is a direct tax credit for the cost of
schooi repair, renovation, modernization and
coﬁstruction projects. The money goes to. the States
under?formulas that are already in place, and the
States will make the decisions. It does not interfere
with local control in any way.

Again, to make the point, we know. Everybody in
this foom knows it is a huge problem. I would
appreciate your vote. ‘

The Chairman. I would have to point out to my
distiqguished colleague and friend that to try to use

the tobacco tax was not in keeping with the agreement

- that we need before we came out, and, for that reason,

I QouidAhave to urge not to SUpport and would ask that
you withdraw it.

Senator Moseley-Braun. In that case, sir, I will
withdraw the améndment.

Ihe Chairman. Thank you. I appreciate\it.

So we are now ready for final passage. I think

that was the last amendment. I move that the committeé
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report, as a separate committee amendment, that portion

of thefChairman's mark, as modified, which pertains to

'provisions relating to children's health care

|
expenditures.

Those in favor, signify by saying aye.

[Chorus of ayes.] |

The Chairman. Oppoéed, nay.

[Chorus of naYs.]

The Chairmanf‘ The ayes have it. The committee
amendmént is agreed to.

'wa I am happy to say I move that we report Ehe
revenue reconciliation bill, as amended, to the Sénate.

The Clerk will call the roll.

The Clerk. Mr. Chafee?

Senator Chafee. Aye.
The Clerk. Mr. Grassley?
Senator Grassley. Aye.

The Clerk. Mr. Hatch?

Mf. Hatch. Aye.

The Clerk. Mr. D'Amato?
Senator D'Amato. Aye.

The Clerk. Mr. Murkowski?
Senator Murkowski. Avye.
fhe Clerk. Mr. Nickles?

Senator Nickles. No.
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Tbe Chairman.

Mr. Gramm, of Texas?

Sénator Gramm. No.

The Clerk. Mr. Lott?

Mr. Lott. Aye.

The Clerk. Mr. Jeffords?
Senator Jeffords. Aye.
The Clerk. Mr. Mack?
Senator Mack. Aye.

The Clerk. Mr. Moynihan?
Senator Moynihan. Aye.
Tﬂe Clerk. Mr. Baucus?
Senator Baﬁcus. Aye.

The Clerk. Mr. Rockefeller?
Senator Rockefeller. Aye.
The Clerk. Mr. Breaux?
Senator Breaux; Avye.

Tﬂe Clerk. Mr. Conrad?
Senator Conréd. Aye.

The Clerk. Mr.

Senator Graham.

The Clerk. Ms.

Graham, of Florida?
Avye.

Moseley—-Braun?

Sénator Moseley-Braun. Aye.

The Clerk. Mr.

Senator Bryan.

The Clerk. Mr.

Bryan??
Aye.

Kerrey?
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Senator Kerrey. Aye.

The Clerk. Mr. Chairman?

The Chairman. Aye.

The Clerk. The votes are 18 yeas, 2 nays.
Sénator Moyniﬁan. Could we have é hand for the

Chairman?

-[Applause]

The Chairman. Thank you. Thank you. I want to

thank you very much for that ringing vote.

Iialsb want to express my appreciation to the
staff for the_outstaﬁding job that they have done
throughout this entire process.

[épplause]

The Chairman. We will, of course, give the staff
the usﬁal authority to make such technical changes as
is necessary.

Sénator Graham. Mr. Chairman, I would like to
thank Doug Fisher, who has been extremely helpful in
developing some of the pension refirement provisions.

The Chairman. Did you have a colloquy?

Senator Breaux. Mr. Chairman, I had a colloquy
with Ken Kies on two points that we have already
discus%ed and needs to be on the record.

IEwould like to ask Mr. Kies, on the wOrkman's.

Compensation Fund, am I correct that this proposal
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would codify the tax exempt status of organizations

which are currently already operating as tax exempt

entities?
Mr. Kies. That is correct, Senator Breaux.
Senator Breaux. The second and final question.

It is my understanding that the committee report

language would indicate that there is no inference, is

intended to say that these entities were not tax exempt

under prior law?

Mr. Kies.

That is correct.

Senator Breaux. I thank Mr. Kies. Thank you,

Mr. Chairman.

The committee

[Whereupon, at 11:26 a.m., the meeting was

concluded. ]

The Chairman. Thank you and congratulations..

is in recess.
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