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EXECUTIVE SESSION

Thursday, June 18, 1981

U. S. SENATE,

Committee on Finance,

Washington, D. C.

The committee met, pursuant to notice, at 10:15 a.m.,

in room 2221, Dirksen Senate Office Building, Hon. Robert J.

Dole, (chairman), presiding.

Present: Senators Dole, Danforth, Chafee, Heinz,

Wallop, Armstrong, Symms, Grassley, Long, Byrd, Bentsen,

Matsunaga, Baucus, Boren, Bradley and Mitchell.
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The Chairman. The committee will come to order.

I might say at the outset that we hope to begin today

making some decisions that will lead to the enactment of

major tax legislation in the weeks ahead and prior to the

August 1 recess date.

President Reagan announced his economic program in

February. He outlined his basic tax program as long ago

as last summer. Last summer, this committee considered and

reported out tax legislation dealing with many of the issues

we are examining again this year.

I think the members will find in the material handed

out this morning, that many of the items were in part in

the Senate bill last year.

So, I think based on the President's recent statement

and on statements of others, in both parties and the Congres:

it is time now that we move ahead.

There is some action now on the House side, quite

different from that recommended by the Administration.

We would hope that in this committee, we could report

out the President's program.

We concluded our hearings on May 21. So, it has been

some time since the last hearing was held. It is nearly a

month later now. I hope we can move ahead.

I would say we are not certain about the session
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LUIJt±LUWJ depenuding upon whether or not the Senate is in

session.

Starting next Tuesday, we would hope to meet in the

morning and afternoon, in an effort to report out a bill

next week.

I think there are sound reasons fcir"that. Next

Friday starts a recess period. Then, we are back only for

about three weeks before at least a scheduled August recess.

It would seem to me, if we plan to meet that date,

and I think everyone wants to meet that date, if not it is

going to be difficult to provide any tax relief, for anybody

in 1981.

So, I would hope we could keep that in mind as we

proceed today and later on this next week.

I think the ground work has been laid. I hope every-

body has a copy of the -- what we refer to as the b ipartisan

tax reduction program.

I would only take a minute to explain, on the first

page of the bipartisan tax reduction program there is an

index of items that we believe that will certainly find

their way into legislation that I will introduce today or

tomorrow or Monday.

There are about five items where there is still some

negotiation under way. We are not certain whether or not

they will be in a bill-which will be introduced.
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Duthe=y are uiiuer active discussion, active con-

sideration with Administration officials. It would be my.

hope that resolution of those five items can be accomplishec

Now, I don't suggest there aren't other meritorious

amendments that members have had for some time that they

would like to add to this proposal. But, I would also

indicate that the Administration has indicated to me that

they prefer hot to load this bill up and that there will be

another opportunity.

I would hope that those who have amendments, and I

am certain there are many, would make that known to Mr.

Lighthizer, our Chief Counsel, as we make preparations to

.see whether or not we can move on a second package.-

There will be amendments offered. I do not see any

-- I certainly don't have any quarrel with that. But, we

would hope we have covered enough areas that are of

interest to members, that we might be able to report this

bill out, and hopefully, not later than next Thursday

afternoon, without any radical changes.

So, as we proceed today, I would hope we could have

votes on one or two items.

Before we do that, Senator Long, do you wish to make

a statement, and then we will ask-Mr. Chapoton to sort of

go through very quickly, pretty much what you did the other'

day.
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Senator Lona. Mr. ChA~irm~n. le* fl e= r harI,-, ;

the problem we will find. One will have an amendment that

will be said to be a good amendment. He will be told that

the budget or the Treasury can't stand that much Revenue

loss, and the reason it can't stand that much is because

someone else has his amendment in there,:already.

We started out on the assumption that we are going

to have a 10-10-10, and a 10-5-3, and therefore, the budget

could not contemplate further cuts.

Now my thought is that we really shouldn't judge any

of these items based on who got there first. It ought to

be based on which makes the most sense, which has the

higher priority and that would be true, I would think, of

some suggestions that have not found their way into this

memorandum- you submitted to us.

I would hope we would do business on the basis that

~those things we would like to suggest be a part of the

bill would be considered in connection with all of this,

and in the wrapping up process, we would simply release

whatever we have inside the bottle.

otherwise, some suggestions people will make, and som(

of us are committed to support will simply be left by the

wayside-because something else we might think does not

claim that high a priority, that was agreed to prior to

that point.
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Now, I would 3 Lhiiixk we coul d agree that even the 14

items that you have listed here, have not at this point

been agreed to by the Committee. That is what the Chairman

thinks the committee would like to agree to.

The Chairman. Right.

Senator Long. It may very well be exactly what the

Committee wants to agree to. But, I would hope we would

think of other things we might want to do, that we think

of in the context that that does not necessarily increase

the cost of this bill to the Treasury, but in the context

that if we do this, we are going to have to put the. whole

thing into the squeeze and find enough room to either put

some of it in or all of it in or leave all of it out,

because, just as you do in the budget process, you are

going to have to get down to a matter of priorities before

this is over with.

The Chairman. Well, I certainly share that view. I

think the one priority we have on our side, of course, is

trying to carry out the President's package. So the things

we have listed, items 1 through 14, the individual tax

rate reduction, the deduction for couples, accelerated

cost recovery system, individual retirement accounts,

retirement savings for self-employed, exclusion of a

portion of dividend and interest income, incentives for

research and experimentation., estate and gift taxation,
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investment credit for rehabilit-ariir hiijiciingcr

windfall tax, royalty owners credit, foreign earned

commodity tax straddles, incentive stock options, i

ment credit for property, are areas that I think th

been either past actions bylthis Committee or indic

from the President that he believes he could accormr

the desires of~hopefully a large majority of this C

and support those areas.,

There are five others, indexing individual ta

accelerated tax recovery system mna couple of area

additional savings incentives, estate tax special u

technical changes, employee stock ownership plan ta

employee stock ownership plans that are still under

jation with the Administration, because there has b

interest expressed by members of this Committee.

As I indicated, I know-there are 60 some othe

amendments floating around, I think by actual count

people would like to squeeze into this package.

if that can be done, with agreement, without

something of a higher priority out, we may be able

that.

But, I think we have taken a look at nearly

thing that has come to our attention. Therefore, I

we have a fairly firm priority list in the first 14

plus two or three in the second category.
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tc-La1uy aru aut going to Shut anyone off or

preclude anyone from offering amendments or having votes.

I would also indicate, it would seem to me, that we

could do all that by next Thursday and get a bill out of

the Committee, on to the Senate floor so that we can

indicate to the American people that the Senate, the House

never passed a tax bill, last year.

We have been waiting for the House to act on taxes

for a year arid a half.

So, perhaps we can help speed that process along.

Senator Long. Well, may I say, Mr. Chairman, no one

can fairly criticize this Committee.

The Chairman. Right.

Senator Long. -- for failure to seek action on tax

reduction. If we had our way, the Nation would already

have had a big tax cut before the first of the year.

So, we are not behind anybody. We are way out front

as far as just passing on what we are seeking to do. I

hope that everyone will- understand that in the negotiations

and voting we do here, we are just trying to write the

best bill we can write.

By just the ordinary standard, we are ahead of

schedule. Ordinarily we are expected to wait until the

House sends us a bill. We are voting here without having

seen what the House is going to send us.
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moment. But, I think this Committee can't be criticized

for failure to act. We are way ahead of time. I am one

of those who supported the Chairman of this Committee,

Mr. Dole, and others, when they tried to get a Senate

decision on the recommendation of this Committee last year.

The Chairman. I certainly agree with that.

* Are there other members who would like to make an

opening comment?

Senator Bradley. Mr.,Chairman.

The Chairman. Senator.Bradley.

* Senator Bradley. Mr. Chairman, I would like to

simply offer the following thought. This is clearly one

of the most important economic actions we are going. to

take in this Congress.

The President has been urging us to act quickly.

The Secretary of Treasury has been calling us prima donnas.

We have a lot of things out there swirling.

I would hope that we have the opportunity to consider

this in an orderly fashion.

* This is the first time I have seen this document,

when I came in today. I would hope that we wouldrit

preclude discussion about any of these matters or other

matters that would be of interest to a member of the

Committee.
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MQ--4Y Lfithee iLejILs nave changed back and forth,

different forms in the last couple of weeks. I would like

to have a chance to take a look at these and I hope we

wouldn't make any decisions ver y quickly on these matters

and would hope you would give each member the opportunity

to express his feelings about these and about other ideas

fully.

The Chairman. Right.

I do not think there is any desire to do anything

other than that. I guess the question might come on defin-

ition-of moving it along. If we could do that by next week,.

we can go full tilt. Maybe we can't do it. Maybe we will

find out it is not possible.

But, it seems to me that many of the items that are

before us, in fact, nearly every item has been before us in

one form or another for some period of time, and many things

that I have indicated were in the Senate Bill last year.

Some have been changed very little since that time.

But, certainly they should be discussed. There should be

opportunities for amendment, for modification, for add-ons,

for deletions, and we are going to do that.

I think maybe one way to start that process is to ask

Mr. Chapoton again, to go through it. We have made some

,changes since we last met to go over the Administration's

prop osal. There are certain changes that have been made in
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options.

We recognize the need for some legislation in the

straddle area.

We worked with Senator Moynihan on that particular

provision, along with Senator Symms. -

So, there has been a recognition that it is a fast

moving exercise. We have tried to accommodate. We have had

a number of members in little task force groups, but in the

final analysis, not everybody's amendments are going to be

adopted. Sooner or later we will have to make that choice.

.Senator Bentsen. Would the Chairman explain what he

means by "next week."1

The Chairman. Well, we would hope to report a bill

from this Committee, by next week, which would not even

approach the record set last year.

(Laughter.)

The Chairman. We did it in five days, last year.

That is why, since we agreed on so many of these

things before, there are different members on the Committee,

but I should think in many cases there may be refinements

offered, but I can't believe that the things we were for

last year, we wou-ld be opposed to this year.

Senator Bradley. Mr. Chairman, last year we were

approving a one-year tax cut. So, on that ratio, this should
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takem 15 dayve

(Laughter.)

Senator Long. Let me just make this suggestion. When

we reported last year,.we reported by a vote of 19 to 1.

Even the one vote that was voting opposed to it, was not

against the bill. The one vote was simply a protest against

a tax cut at all at that point, expressing the concern of

a gr eat number of people that perhaps it was premature to

have a tax cut.

I would think, Mr. Chairman, that if you can persuade

your members to be as satisfied with the package that has

be en put together as the 20 Senators were on the bill that

was reported, you won't have any problem reporting it in a

week.

Nobody is opposed to going in a hurry, providing that

they are in favor of what you are doing.

So, we will just have to see how well it goes on these

matters.

The Chairman. I would just say there is one marked

difference between last year and this year. Last year we

had a President who didn't want any tax cut. We were just

sort of free agents. We just kept adding things on until

everybody was on board.

This year, we have a President who wants a tax cut.

He has his own ideas where or how it should be structured.
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to resist some of those great things that I supported last

year. I understand that.

So, I am not -- last year, I think the Chairman was

sort of in the position of being Santa Claus. This year, I

may not be able to do that this early in.the year.

Well, if Mr. Chapoton, would again, I am' happy to

have you here. You can explain these items very quickly

so that everybody supports them, it would be appreciated.

Mr. Chapoton. I would be happy to, Mr. Chairman.

Would you like me .to go through the ACRS changes and

the individual tax cut changes, as well, very briefly?

The Chairman. Yes.

Mr. Chapoton. As you know, the President's original

proposal was only two pronged, the individual rate cuts,

10-10-10 over three, 30 percent over three years, beginning

July 1, of this year, a ten percent cut, another ten percent

cut in '82, and another 10 percent in '83, and the final

full 30 percent would be effective January 1, '84, and

beyond.

On the business side, the original ACRS proposal

would have put all assets in either 10, 5 -- equipment in

a 10-5-3 class, and would have dealt with real estate,...-.

either a 10 year class, 15 year class or an 18 year class.

The origina1 proposal has been modified and is now

2

3

4

5

6

7

8

9

10

I1I

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

21

2 2

2 3

24

25



14

It would modify the individual rate cuts by cutting

back and deferring slightly the individual rate cuts so

that as now proposed we would have individual rate cuts of

5 percent, beginning October 1, of this year, and additionaJ

10 percent beginning July, 1981, and the final cut of

another 10 percent, beginning July, 1983.

The ACRS proposal, the cost recovery proposal would

also be amended in four significant ways.

First, the acceleration of recovery, all equipment

would be left in the same periods, as in the original

proposal; that is, either 10, 5 or 3 year class.

But the acceleration of the recovery would be.

reduced from approximately 200 percent, declining balance,

to 150 percent declining balance through the years -

through 1984 and then, in 1985, the acceleration would

increase to 175 percent declining balance and in 1986,

would go back to the original 200 percent declining balance

and stay-that way in 1986 and beyond.

The second change in the ACRS proposal dealt with

real estate. We removed the distinction between various

kinds of structures, put all structures in a 15 year class,

allowed a 200 percent declining balance depreciation, and

provided for 1245 recapture, if the accelerated depreciatior

is elected, except for housing, which would have 1250
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All taxpayers would be entitled to elect, rather than

the 200 percent declining balance on structures, straight

line depreciation on structu res, in which event, they would

avoi'd recapture altogether on the disposition of the real

estate.

The third change was the elimination of the deduction

for qualified progress expenditures.

The fourth change was a liberalization of the present

law rules applicable to leasing, whereby, under present

law, taxpayers do, who cannot for one reasonrior another

use the benefits of depreciation or the investment tax

credit, they enter into leasing transactions and receive

the benefits of these -- receive these tax benefits

through lower rentals.

We propose liberalization of those rules to some

extent to allow taxpayers who cannot use the deductions

currently, to obtain the benefits of them through greater

leasing transactions, which is basically a financing

method, whereby the benefits are received.

In addition, we propose adding certain personal

tax items that were not on our original proposal. I would

go through those very quickly, and then I will come back,

mr. Chairman, and go through, as I understand the proposal,

how it differs, the bipartisan proposal before you this
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In H. R. 3849, the additional items would have been,

first, lowering the top rate on unearned income from 70

percent to 50 percent, effective January 1, 1982.

We would have provided marriage penalty relief phased

in over two years.

our proposal would have provided a ten percent credit

against -- a ten percent deduction from the income of the

lower earning spouse, limited to a cap of $3,000. That would

be phased in beginning in '82 and fully effective in 1983.

we would have increased -- in the estate and gift

tax, we would have increased the unified estate and gift

tax credit to an exclusion equivalent of $600,000, from

the present law, $175,000. That would be phased in over

four years, fully effective in 1985.

we would also increase-the annual gift tax exclusion

from $3,000 to $10,000.

We would increase the marital deduction on both gifts

and bequests from the.-present 50 percent limit on marital'

deduction, to 100 percent, so that the decedent could pass

property to his spouse or could give propertyw.to his spouse

during his lifetime, free of any transfer tax whatsoever.

We woul d propose increasing the individual retirement

account limits -

Senator Symms. E xcuse me,Mr. Chairman. Did you want
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The Chairman. Just let him run through it first, and

then we can come back.

Senator Symms. Thank you.

Mr. Chapoton. Increase the individual retirement

account limits from the present law, $100-.to $2,000 and

increase the spousal IRA or add the spousal IRA to that,

so the total would be $2,250'in the case of a spouse who

was not employed.

It would increase the IRA eligibility to individuals

who are not - who are dovered by an employer sponsored

plan. They could put $1,000 in an individual retirement

account and in the case of a spouse who is not employed,

the total amount put in by husband and wife could be

$1,125.

We would propose increasing the Keogh Plan limits

from the $1,500, present law, to $15,000. All of these

changes would be effective January 1, 1982.

We would have made permanent the present law, $200-

$400 interest and dividend exclusion. We would have made

that permanent for future years.

Finally, on the personal side, would have extended

and increased the Windfall Profit Tax Credit for royalty

owners from the present -- from the $1,000 limit, in 1980.

We would extend that to the future and increase it
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Then, three additional changes related to business.

we proposed a 25 percent incremental credit for

direct wages, or 25 percent of incremental increases in

direct wages for research and development, effective July

1, 1981.

We would have amended the Section 911 provisions

relating to taxation of Americans abroad to increase the

present -- change the present law rules to allow an

exclusion of the first $50,000 of income earned abroad,

plus 50 percent of the next $50,000 income earned abroad

and plus a housing allowance.

Finally, in the business area, we propose an invest-

ment tax credit for. rehabilitation expenditures. The present

law provides a 10 percent credit for rehabilitation

expenditures on buildings that are at least 20 years old.

We would delete. that and replace it with a 15. percent

credit for buildings that are 30 years old, a 20 percent

credit for buildings that are 40 years old, and a 25 percent

credit for buildings, including residences, rental

,residential property, which qualifies as an historic

. structure.

-Now, Mr Chairman, the package before the Committee,

as I understand it, would change these proposals in the

following respects.
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Th eclunzion for div de ds Ui interest, the $ZuO

and $400 exclusion would not be extended beyond existing

law. So, we would go back to the present law, $100-$200

exclusion for dividends only.

This package would add some provision dealing with

coimnodity tax straddles which would be 6f*Course, a revenue

,raiser. It would add an incentive stock option package

which would basically, as I understand it, be the incentive

stock option rules that existed in the '70's, and it would

provide investment credit for used property at the same

time so that persons buying used property would receive a

full 10 percent or 6.percent. investment credit, depending

upon the class the property falls into, and at the same

time, the seller of the property would have a recapture

of the investment credit of a like amount.

Now, those basically are *our proposal,-and as I

understand the changes in those proposals-that would be

before the Committee this morning.

The Chairman. Are there any other changes made in the

-- other than those he recited. There was some change made

in the estate tar provision.

Mr. Lighthizer. There- was a carryover basis rule

included, or 'something like a carryover basis rule included

in the Administration's or in the Conable Bill's estate

tax provision. We dropped that out.
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receives a gift within three years of his death, the --

his beneficiaries would receive the same basis that he had.

There would not be a stepped up basis. That was removed.

Mr. DeArment. Also, in the royalty owner credit, the

Secretary was authorized to set up a procedure for -- a

certification-procedure for exempting royalty owners.

The Chairman. '.Would you explain that again? There

may be some interest in it.

Mr. DeArrnent. in the provision dealing with the

royalty owner credit, there is a provision that would be

inserted that would authorize the Secretary of the Treasury

under regulations, to have an exemption certificate.

procedure for royalty owners.

The Chairman. M'ost of these royalty owners can'tt

afford to wait a year or a.year and a half. They shouldn't

be paying any tax in the first place. That is the purpose

of that amendment.

Are there any other changes that were made. The

point I would make, there were some minor changes made.

There are some others I have indicated are still under

discussion.

Senator Wallop, Senator Boren, in the estate tax

area. I think Senator Danforth and Senator Matsunaga on

the savings area. Senator Armstrong on indexing.
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concerned in our proposal?

Mr. Lighthizer. Mr. Chairinan, the information that

we have distributed to the Committee merely says we are

going to deal with that problem. There have been negot-

iations between a variety of the staffs' of the members and

the Treasury and the Joint Committee and our staff, and

the minority staff on the Finance Committee.

There seems to be movement towards a bill not unlike

the bill that Mr. Moynihan introduced last week. There has

not been agreement on a tax rate for traders in the

-commodity -- who get involved in commodity straddles.

But, it would clearly cut off the straddle for

people who use it for tax purposes. But, the details of

that provision have not been completely agreed to yet.

The Chairman. Now, if anybody has a question of Mr.

Chapoton.

Senator Syxmms. Mr. Chairman.

The Chairman. Senator Symms.

Senator Symms. On your estate and gift tax, I was

concerned, you make no mention of the special us'e valuation

for farms and forests and so forth. Are you trying to

leave that out of the whole thing?

Mr. Chapoton. It is not - as you know, Senator

Symms, it is not in our original package. As I understand
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it, it is not in the list before the Committee, though there

has been discussion of putting it in in 1985 or 1986, some

special use amendments.

Mr. DeArment. Senator Symmns, if you look at the index

page, item number 18 there lists that as one of the items

that is still under negotiation, estate tax, special. use

and -

Senator Wallop. I might add that it is under heavy

negotiation. The revenue effect of it is inconsequential

in terms of overall things. It just seems absurd, a slap in

the face to American agriculture, especially to leave that

out.

Senator Boren. Mr. Chairman, I want to agree with that.

I think that something all of us have worked on very hard

and we feel very strongly about it.

It was my understanding, when we were talking about

putting the estate and gift tax provision in, that that was

a very important part of it. and it would definitely be

included.

So, negotiations can go on, but as far as I am concern-

ed, it is not negotiable. I just think it has to be in there

and has to be *in there and must be for me to support it.

Senator Baucus. Mr. Chairman, I agree. I want to

ask Senator Wallop or Mr. Chapoton when-will these negotiatio

result in somethn we could -
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Son-ator Wallop. I Lhijik their side or it is over. I

am not sure.

Senator Boren. They dontt have a vote though, do they?

The Chairman. Maybe I could, without putting Mr.

Chapoton on the spot, he is here in a technical role this

morning, there is -- we ar e negotiating that question,

hopefully successfully.

But, I think the indicate from at least four members

here would be some indication, if anyone from Treasury is

here, of the feeling of the members.

Mr. Chapoton. We note that, Mr. Chairman.

Senator Baucus..Mr. Chairman, I would hope a lot of

other items would be negotiated, too.

The Chairman. If you have any you would like to raise

at this point.

Senator Baucus. The curious point strikes me as these.

items are being negotiated, not in this Committee, but other

rooms and other places.

The Chairman. No, they have been negotiated. we have

a task force at staff level for the past several days that

has been trying~to come up with recommendations. T'hey were

only recommendations we agreed to make for the Administration

But, I think in-this case, there may have been some

statements made to certain members, at least I understand

that to be the case, that this would be done.

'S

I

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

21.

2 2

2 3

2 4

25



2 4

WeG a negoLi~aLiuns on savings, recommendations on

estate and gift tax, recommendations on indexing, re-

commendations on ACRS and recommendations on small business.

We have submitted those to Mr. Regan, the Treasury

Secretary. Some were approved, most were rejected. It

did happen, as far as I know, it all happened in this build-

ing, didn't it, Mr. *Lighthizer?

Mr.Lighthizer. Yes, sir, in this room, in fact.

Senator Grassley. Mr. Chairman.

The Chairman. Senator Grassley.

Senator Grassley. Mr. Chairman, I support what has

been said about special use, but I do think I need to

compliment the Administration and Assistant Secretary

Chapoton, because we did have some hearings in IRS Oversight

on some of the technical problems with special use, and

certain people qualifying.

They have been able to make some technical corrections.

There has to be a change in statute, but I do think we need

to recognize that the Administration has been working to

some degree on this problem.

Senator Wallop. I agree with that. I certainly don't

cast any aspersions on Mr. Chapoton. But, that is one thing

that is of major import to those of us who have been pushing

this.
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we fought for a few changes, we would think today this is

fantastic.

But, I guess we are like everyone else. They say

you can say you can have this and they immediately indicate

that is not enough.

So, you understand that.

Mr. Chapoton. Yes, Sir. I understand. I would echo

that comment. We did put together a package we thought had

broad support and was still consistent with the President's

overall program.

Senator Bentsen. I would like to know where we are

on the savings incentive. Has that been pretty well resolve(

or not?

The Chairman. Not resolved. That is why it is in thal

category.

Senator Bentsen. Well, as the Chairman knows, I am

very interested in that. -I have one piece of legislation

with some 33 co-sponsors in the Senate.

The Chairman. I would like to say on that one, Senator

Bentsen, you have a proposal. I think Senator Bot'en has a

proposal. Senator Danforth has had a proposal. Senator

Matsunaga has talked to me about a proposal.

So, I would say that it is still open.

Senator Bentsen. On the small business, I have a
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proposal there that is tantamount to what we passed through

this Committee last year, very similar to it.

Where are we on that?

Mr. Chapoton. You are talking about increasing the

surtax exemption?

Senator Bentsen. Yes.

Mr. Chapoton.That is not in this package, Senator.

We do feel like there is an awful lot in this package for

small business, particularly if the investment credit on

used property is added.

Senator Bentsen. All right. Let me ask another one

then. On the liberalizing of the leasing, I would like to

know what the cost is of that. I would like to know to what

extent you are changing the at risk provisions on leasing

and to what extent that precludes individuals from parti-

cipating as limited partners, in a general partner deal?

Mr. Chapoton. The cost of -- to answer your first

question, the liberalized leasing rules cost is specified

in the fact sheet we released.

It would be $.5 billion, in 1981.

It would be $2.7 billion, in 1982.

$3.8 billion, in 1983.

$5.4 billion in 1984.

Senator Bentsen. Is this in effect a way to do a

refundable tax credit?
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M'r * ChavP.t~.± It micveb ini Lh, Giretiuxi of allowing

taxpayers who cannot utilize deductions and credits, to

obtain the benefits of them by passing them along through

leasing, to other taxpayers who can.

That is what is done currently. This would -

* Senator Bentsen. Thifs would expand iti very substantial:

to the extent of at least how many billion?

Mr. Chapoton. Well, $5.4 billion, in 1984, which is.

very substantial; yes sir.

it would be limited to the corporate sector. So that

individual leasing under these expanded rules would not be

allowed.

Senator Bentsen.* Now as to the question on limited

partners and the at risk provisions on the investment tax

credit. Is that a part of this legislation?

Mr. Chapoton. That rule was modified from the original

proposal. It would have applied the at risk rules directly

to the investment tax credit.

In H. R. 3849, that proposal was modified so that the

limitations would apply only to financing. You would.-be

considered at risk from -- with respect to financing, if

it was from a traditional financing institution.

Senator Bentsen. That would then preclude the

individual; is that correct?

Mr. Chapoton. That would be available to the
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Senator Bentsen. Would not be available.

Mr. Chapoton. Would be available to the individual.

As under present law, individuals are entitled to use the

investment tax credit through a limited partnership

mechanism, for example.

Senator Bentsen. That's correct.

'Mr. Chapoton. Without respect -- without regard to

the at risk rule.

Senator Bentsen. That's right.

What is the change?

Mr.Chapoton. Our proposal, in February, would have

extended the at risk rule to the investment credit, very

simply.

As modified, our proposal would extend the at risk

rule to the investment tax credit, but would say that

taxpayers are considered to be-'at risk with respect to

debt, that is loans, made by traditional financial insti-

tutions.

It would stop the problem that has existed with

respect to non-recourse loans from non-financial/institution,

which has been a significant problem ini the tax shelter

area.

Senator Bentsen. Thank you.

The Chairman. Senator Armstrong.
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that I would like to just raise briefly.

One may I report to the Chairman and the Committee

that I have met with Mr. Chapoton on the question of family

rental tax issue, which really has nothing to do with this

broad tax relief bill we have before us,;-and for which, by

the way, I compliment you, Mr. Chapoton and Secretary Regan,

and others for Putting together a good package..

Mr. Chapoton. Thank you.

Senator Armstrong. I will tell you this. I do not

for a second share the view that some have expressed, we

ought to slow down the conclusion on this. The American

public thinks it is already five years too late.

I would like .to get moving on it. I forgot who said

it, whether it was the President or Speaker O'Neill or who

it was, but someone suggested that we ought to be here

through the August recess, around the clock, until we get

action on this bill.

I share that feeling.

on the family rental tax which is really not related

to this, I am advised by Mr. Chapoton that they 6an solve

part of the problem that was addressed in that bill, which

I think is sponsored by most of the members of this

Committee, but there is one aspect of it that cannot be

addressed by regulation.
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That is the provision of law which limits renters in

the amount of income they can receive, from family members.

The effect of it, as I understand it Mr. Chapoton,

unless there is a statutory change, the Treasury Department

will be required in effect to treat property which is rented

to family members, different in the deduction of expenses

than it is treated if the same property is rented to a

stranger.

Mr. Chapoton. That is correct. That is required by

the legislation. I think obviously the concern of the

legislition was that you don't know whether, when you rent

to a family member, whether you are receiving fair market

-value.

So, if you change the rule, I think you would have to

say it would be for fair market value. The Internal

Revenue Service would be required to make that determination

Senator Armstrong. That is exactly the nature of

change that I.-think we must make. I would leave it to

a later decision as to whether or not we want to incorporate

that as an amendment to this bill.

I assume that would not be controversial. 'The only

reason that it is timely is this. At the end of the last

session, I suggested I would offer an amendment on a then

pending bill, Treasury did agree by letter, to withhold

until July 1, action on this matter.
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The July 1 deadline is coming up, and while Mr.

Chapoton has agreed that he will insure us on two of the

'three points that were contained in that bill, on this last

one., he. doesn't feel he is in a position to do so.,

we have a time deadline and in one way or another,

we need to resolve that problem. .

Second, Mr. Chairman, I just want to raise and note

in passing that so far as I can tell, this package does

not contain original Administration proposal on qualified

progress, permitting those companies that have a constructic

project that extend over several years, to benefit from the

more generous-depreciation rules that are proposed.

Since this affects a large number of companies, in a

very significant way, including some in my state, I think

particularly the synfuels industry where it takes five or

ten years to build a plant, depletion of that from the

Administration proposal is the source of real concern to

me, particularly at a time when there is an enormous

national effort to increase the synfuel production.

I was a little surprised that was taken out of the

package during the course of the negotiation.

Mr. Chapoton. Well, Senator, the qualified progress

expenditure, the overall, the changes were within budgetary

constraints.

It was felt that that was one we could delete in favox
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Let me say that the qualified progress expenditure

provision, as originally proposed, benefited principally the

utilities, who in some cases, weren't particularly intereste'

to have it, because the rate-making bodies would require

them to flow it through, would have required them to take

it into account and flow the benefit through.

Other than that, a lot of buildings.

So, we thought overall it was probably desirable to

not have it.

Senator Armstrong. I think your point is well taken.

.I would at least to flag it for the attention of the

Committee, the possibility we might restore that in a

limited form with respect to certain kinds of projects. I

am thinking of synfuels projects where the lead times are

very..longxand the national priority to encourage constructio:

of such projects is very clearly defined, where the revenue

.loss would not be very great.

I understand that is a matter that is of interest to

several around the table.

Third, Mr. Chairman, I want to note at least in

passing, I have no proposal to make today on this matter,

but I think it is something we must give attention to, that

there is no relief from Windfall Profit Tax Bills.

I am one of those who -- I have forgotten what I said

I
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.z - ±*Vl W -F~ G tLldta , whet-her _L said that it was

the worst piece of legislation of the decade or whether I

merely said it was the most hurtful legislation enacted by

.any.

But, I continue to believe that the Windfall Profit

Tax is counterproductive,,antisocial, unwise tax policy,

against the best interest of the country.

* Having said that at the time and having voted against

it at the-time, I noted with pleasure the President's

questions along the same line.

So, I am eager to get some relief for that tax.

Of course, I appreciate the royalty owners portion of

it, but that is a modest part of the exemption. I under-

stand there may be proposals to be suggested at the right

time.

I don't know whether I can support that, because I

am, like the Treasury Department, I am concerned about the

revenue implications here.

So, I don't know whether tha t gets in the package or

not or whether I would vote to do it would depend upon a

lot of other things.

Senator Bentsen. ~If I might say to the Senator, I will

be proposing my 1,000 barrel exemption again, this year.

Senator Armstrong. I wondered if you had that in mind.

I would say to the Senator from Texas, that I am
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support you on that or not. But, I think that if there is

integrity and meaning in this process, we ought not forget

the promises we made last year.

Finally, Mr. Chairman, I would like to just give a

brief report from the tax indexing caucus. If there was

ever an idea which has become timely, this is it. 7I am sure

that members of the Committee and Treasury recall what

Victor Hugo said about an-idea whose time has come.

I want to remind my friend from Montana, who was

talking about some proposals that are pending, I noted with

interest what the voters of Montana said about tax indexing

in the last election. I think that passed by about 70 to

30, in your state.

we put tax indexing in in Colorado. It has been very

popular. When it was offered in the Senate, in the last

biennium, there were 38 Senators who voted for it and I

believe some of the new members of this Committee and new

members of the Senate have expressed themselves in favor of

it.

I recall vividly the President's stirring endorsement

of tax indexing last September.

I also want to report that since this Committee last

met,I have been conferring with our colleagues in the.House.

I am advised that the tax indexing proposal over there is
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Uzw UU-sponosred than no iess than 211 members of the U. S.

House of RePresentatives.

Tax indexing has been endorsed by the American Bar

Association, Congressional Black Caucus, American Institute

of Certified Public Accountants, National Taxpayers Union

and the Advisory Commission on Intergovertxment Relations

and some other groups that maybe we should not invoke at

this moment.

But, te purpose of my. mentioning this, Mr. Chairman,

is just to indicate that there is a continuing effort to

raise this issue, because it is fundamentally just.

if we are really serious about giving the taxpayers of

this country a tax break, a permanent tax break, we must

index the tax system. If we don't there is real possibility

they will be simply inflated back into higher brackets.

-So, I don't want to argue the issue at this time, but

I would like to ask the staff to distribute for the members,

a paper we have prepared just outlining some of the main
issues.

At the right time, when you are ready to consider it

further, I would like to be recognized again next-week,

whenever it is.

Thank you.

The Chairman. If there are no other questions, we

could probably adopt the first 14 items.
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(Laughter.)

The Chairman. But, if there are questions, why of

course - Senator Grassley.

Senator Grassley. We are hopeful you were being

facetious.

The Chairman. Either way, we could adopt them.

(Laughter.')

Senator Grassley. Let me say I understand that I have

a dot to learn yet about how the Committee operates.

The Chairman. So have I.

(Laughter.)

Senator Bentsen. Apparently so do we.

Senator Grassley. Thank God, then there is hope for

all of us.

Well, Mr. Chairman, I wanted to ask the Administration

as a co-sponsor of 10-5-3, in the first hearings we had on

this bill, it was brought out that businesses would benefit

more than beyond expensing,, ,in 10-5-3.

Then, there was some talk at one time about putting

a cap. on that. That was when you included the investment

tax credit with it.

Then, there-was some.. readjustment in 10-5-3, in the

Administration's' original proposal, and then there was some

adjustment later on to encourage the support of the business

community towards the whole tax package.
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So, It IS fl7 u n d e rsta n d i n L a L in LI 85, a n d '8 6 , th e r e

is some benefit to the business sector beyond expensing in

the changes that were made for '85 and '86.

So, I want to know, first of all, is that true for

-- my understanding of the bill, and if it is true, for an

explanation as to the economic rationale.-for that.

Obviously, I support accelerated depreciation, because

I think we have to encourage investment.

Is that additional -- if what Ilunderstand is true for

'85 and '86, is that necessary to encourage that business

investment?

Mr. Chapoton. Senator Grassley, this question of

faster than expensing has, as you well know, been discussed

a great deal.

Senator Grassley. First of all, can I ask you, has it

been discussed this morning?

Mr. Chapoton. No.,it has not been discussed this

morning.

Just so we know what we are talking about. The

question is what is the present value of the future tax

benefits from both the investment tax credit and-the

depreciation or cost recovery.

If you have a deduction, let's say from an asset that

will be placed in service in 1981, a deduction that will, be

received in 1984, of $100, so that it will offset tax
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it would offset, you would save $46 in tax, because of that

cost recovery deduction, in 1984.

If you didn't take that $46 and you discount it at

present value at some discount rate. You also make that

same calculation as to every other deduction in the years

over which the property is held and cost of that property

is recovered.

You make the same calculation with respect to invest-

ment tax credit, which, of course, is received in year one,

but is not a benefit until you have a tax liability that

would otherwise be due.

If you assume that the taxpayer is in a 46 percent

bracket, and if you assume the haxpayer a 46 percent

marginal bracket, and can use all the deductions and credits

can fully utilize all the deductions and credits available

to him, then you can use a discount: rate to determine the

present value of those future benefits.

If the discount rate you use is 12 percent, the

present value of the deductions in 1981 through 1984 is

approximately equal to present law expensing.

If you take both a credit and a deduction.

I would point out that -- well, the discount rate,

the question of what discount rate you use is a much dis-

cussed issue. And 12 percent is certainly lower than many

.40
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it would offset, you would save $46 in tax, because of that

cost recovery deduction, in 1984.

If you didn't take that $46 and you discount it at

presentvalue at some discount rate. You also make that

same calculation as to every other deduction in the years

over which the property is held and cost of that property

is recovered.

You make the same calculation with respect to invest-

ment tax credit, which, of course, is received in year one,

but is not a benefit until you have a tax liability that

would otherwise be due.

If you assume that the taxpayer is in a 46 percent

bracket, and if you assume the taxpayer a 46 percent

marginal bracket, and can use all the deductions and credits

can fully utilize all the deductions and credits available

to him, then you can use a discount:rate to determine the

present value of those future benefits.

If the discount rate you use is 12 percent, the

present value of the deductions in 1981 through 1984 is

approximately equal�to present law expensing.

If you take both a credit and a deduction.

I would point out that -- well, the discount rate,

the question of what discount rate you use is a much dis-

cussed issue. And 12 percent is certainly lower than many
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I think the feeling is that something between 12 and

18 percent is correct. It depends on the inflation rate and

it depends on the internal rate of return the particular

company expects from investments it makes.

If you use 12 percent, as I said, we .are about equal

to expensing, '81 to '84..

If you use 12 percent when the accelerated cost goes

up in '85 and '86, you are slightly, very slightly better

than a current deduction.

It does not mean for making an investment though, you

get more dollars back than you invest.

But, I would-emphasize that we do not know, none of

us know what is the correct discount rate. Indeed, we

certainly don't know what the correct discount rate will

be in 1985 and 1986.

As we look at the history of cost recovery, when the

Investment Tax Credit camne in,.it came in in 1962.

originally, the taxpayers were required to reduce basis

by the amount of the credit. Therefore, reducing the

cost recovery from an asset in later years.

In 1964 .-,or 1965, the law was changed so that the

investment tax credit did not reduce basis, making it

clear that the taxpayer got the investment tax credit,

plus 100 percent recovery of basis.
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You trace through what might ne an appropriate discount

rate through those years, because the inflation rate is a

factor. You come in some cases where the combined benefit

then, in some classes of assets, work faster than expensing.

So, I think this question has been discussed to a

point that we have not necessarily understood the significanc

of it.

But, -a direct answer to your question, we like this

proposal. We think it gives the benefit. We are trying to

give significant benefit to cost, to cost recovery so the

taxpayers will make investment in plant and equipment.

it gives it in these early years, we think, and it

gives it slightly more in '85 and '86. We think that is

desirable to keep business making these investments.

Senator Bradley. Mr. Chairman.

Would the Senator yield for -a point related to the

question you asked?

Senator Grassleyt. But I am-not done with my question-

ing, but I will yield to. you. Go ahead.

'Senator Bradley. Thank you, Senator Grassley.

Just for a comment. I think in Mr. Chapotonis explan-

ation that the answer he gave is that yes, there will be a

negative effective tax rate- in 1985 and 1986, for certain

categories of assets.

Now, related to that is what is your assumption for
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not to be a negative effective tax rate?

Mr. Chapoton. Senator Bradley, the assumption, as we

went through last week, our assumption on the inflation rate

is about six and a half percent, I believe, out in those

years.

Senator Bradley. That is the budgetary assumption.'

Mr. Cahpoton. Right.

Senator Bradley. But in order for the - for it to

be no negative tax rate what would inflation have to be?

Mr. Chapoton. You have to take inflation plus real

rate of return.

The answer to your question is you have to have a

discount rate of approximately 17, 17.5 percent, to come

to about zero, about equal to expensing in 1986, under this

proposal.

Senator Bradley. So what would be the -- the real rate

of return is simply mathematical calculation.

Mr. Chapoton. No, the real rate of return is what a

taxpayer will have to assume or have to assume he will yield

on an investment before he will make the investinejt, and it

will vary.

Senator Bradley. So, if you recall our exchange last

week, when I asked you this question, you said that the

inflation rate would have to be 12 percent.
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Mr. hap ton If ~ u ~ un e Ue real reate or return

should be no more than five and a half percent.

No, you have to decide in a particular taxpayer'ss

case, what rate of return will induce him to make the in-

vestment.

If he can get Treasury bills at five and a half to

six percent, he is not likely-to. make a risk investment at

that sane real rate of return.

Senator Bradley. Well., either you will have to concede

that the inflation rate will be in the 12 to 13 percent

.range, or you will have to concede that you have a negative

effective tax rate.

Mr. Chapoton. I will have to concede that if you make

thes:assumption -

Senator Bradley. One of the two.

Explain to me under what circumstances would you not

have to do either one or the other?

Tell me why it would not have to be an inflation rate

of 13 percent or a negative effective tax rate?.

Mr. Chapoton. It wouldn't have to be 13 percent, but

at some point, if inflation dropped to six or belgow, you

would have a negative tax rate out in 1986, under this

proposal.

Senator Bradley. If it didn't drop -- it would have to

drop to 6 or below in order for you not to have it?

�0

1

2

3

.4

5

6

7

* 8

9

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

2 2

2 3

:24

25



4 3

m C h~nntr-nn T ------ .,---

M r - , 1 -'~~~ ~ L. IL11 a~ e a y e i ie r a i .

statement, because it depends upon what the taxpayer's rate

of return.

Senator Bradley. Maybe I don't understand the concept.

Could you explain a little more, so that I could

understand it?

Mr. Chapoton. The appropriate discount rate is the

sum of the inflation rate and the real rate of return.

So the question is., if you assume an inflation rate

of let's say 6 percent, then you have to decide what real

rate of return would induce the taxpayer to make this

investment.

If you tell me that a six percent rate would induce

him to make the investment so that the sum of the two is 12

percent, then in 1986, you do have slightly better than the

present value of the future deductions to that taxpayer

will be slightly better than expensing.

- Senator Bradley. What is the real rate of - normal

real rate of return?

Mr. Chapoton. Well, that is the subjc much debated,

you know.

Senator Bradley. Just the range, you know.

Mr.t Chapoton. I think in the-range of 5, 6, to 8

percent; in that range.

Senator Bradley. What has it been on assets,
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generally, in the last year?

Mr. Chapoton. Six percent.

Senator Bradley. Six percent. So you are saying

you have to have a real rate of return at greater than

6 percent?

Mr. Chapoton. That's correct,but I would emphasize

-that-you have to look-at the particular taxpayer and he may

indeed demand a higher rate of return, and therefore, would

use a higher discount rate.

* In fact, if you ask companies what is their internal

rate of return on investment, many of them now will say 18

to 20 percent.

What they are telling you then, they need that type

of -- that amount of return to. induce them to make an

additional dollar investment.

Senator Bradley. I1 think that this blunts or blurs the

issue sufficiently here. But, I think that you have to keep

in mind again, and I say this to the Senator, that you

cannot assume that you are going to have no negative

effective tax rate.

In other words, a real subsidy for investment. Not

zero tax, but a real subsidy, unless you assume a rather

high inflation rate.

Unless you have done as Mr. Chapoton, just assume a

much bigger real rate of return than we have consistently
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thought- possible.

Senator Grassley. Senator Bradley, could I recapture

my time?

Senator Bradley. Thank you.

Senator Grassley. Thank you.

I still -- the point of moy question was probably a

little more philosophical than it was related to the direct

impact, the philosophy of the Administration on a cost of

$2.5 billion beyond expensing for 1985, and I think $14

billion beyond expensing for 1986.

The extent to which that sort of cost to the Treasury

is necessary to encourage investment in '85 and '86, when I

hope by that period of time, we have the economy turned

around where -- to a point where just expensing and

accelerated depreciation more closely related to replacement

costs~is adequate incentive.

Mr. Chapoton.. Well, we certainly hope the economy

is ured around and inflation is down and that.these cost

recovery allowances do spur the investment that we need.

Senator Grassley. There has to be a feeling in the

Administration in those-out years of '85 an d '86Vthat there

is going to have to be further incentive at that point to

encourage the investment; right?

* Mr. Chapoton. There are budgetary constraints in the

original proposal in the years -- well budgetary constraints
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in the years 'Rl 1-hrniicsh 'QA ,an that i- .U. __ -'I-.

go immediately to the higher cost recovery.

Senator Grass~ley. So then your explanation for -

Mr. Chapoton. We prefer to have it in place immediate-

ly.

Senator Grassley. Sb you are saying -then that the '85

and '86 is necessary to have the added Kcost at that timer

to even encourage investment in '81, '82, '83 and '84; right

Mr. Chapoton. This as proposed, the lower level, will

encourage investment, will encourage it signi ficantly. We

would prefer to have a higher degree of encouragement and

would put it in place immediately, but for the budget

constraints. That is'why I --

Senator Grassley. Am I right, those costs are $2.5

billion?

Mr. Chapoton. Senator, I don't -- I am not sure I

can break those costs out for you from the figures I have

before me.

Senator Grassley. Is there anybody else on the panel

who can?

(Pause.)

Mr. Chapoton. Well, I am advised it is approximately

fiscal year, $1.4, '85; $9.2, '86.

Senator.Grassley. Senator Symms had questioning along

this line, Mr. Chairman.
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you correctly now about the difference between 182 and

'83 and '84 and '85? Are you convinced that you are not

going to have decisions put-off because of more attractive -

Mr. Chapoton. The question you are going to, the

benefits will increase in '85 and '86. You have to examine

when you-have a phase-in or step up in benefits as to

whether the investment will be deferred as you approach that

.period, particularly in '84.

Senator Symms. How about right now?

Mr. Chapoton. No, clearly there would be no deferral

that far in advance. The deferral question would really

arise as you get much closer to the period. That is, why

it is phased in over two years so that the deferral will

not occur, in our opinion.

In other words, if you stepped immediately from 150

percent, in 1984, to 200 percent, in 1985, we would be

concerned that some defer-ral-of investment would occur.

We do not think it will when you phase it in over

two years.

The Chairman. Could I ask? Have you had a-'chance

to review the House action of-yesterday?

- Mr. Chapoton. Yes, Senator, in a preliminary basis.

'The House action yesterday would phase in expensing over a

ten year period.
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The Drinnin ~i n n lo , i hilt is t e y i s in, the

-- in 1981, for example, 20 percent of investment would be

expensed, and 80 percent of investment would be recovered

under the present ADR rules, and in 1982 would jump to 40

percent, under expensed, and 60 percent under the present

ADR rules.

So that the present value of the' deductions in the'

first few years, '81 through '83, would be significantly

below the present value of the-deductions under our ACRS

proposal.

The Chairman. I guess my question was, do you feel

your product is superior?

Mr. Chapoton. For that reason, that is the principal

benefit we see in our proposal over that.

The Chairman. .The corporate rate reduction.

Mr. Chapoton. Even taking the corporate rate - we

think corporate rate reduction might well be considered at

some point, but we now are after benefits that will give the

tax benefits to investment in new plant and equipment,

increased productivity directly in that manner.

Of course, the House bill would spread that' dilute

that benefit somewhat by putting part of the benefit through

corporate rate reduction.

The. Chairman. Well, I want to ask one question. I

think there will be some votes here I understand in about
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ten minutes. I would like to have the Committee go on

record at least in one area today and that is on the --

make certain we don't exceed the revenue loss estimates for

the Administration's revised bill.

I understand that you have those figures. In fiscal

year '81, it-is $2.1 billion; fiscal year '82,4$38 billion;

-fiscal year '83, $93.4 billion and fiscal year '84, $149.6

billion.

Mr. Chapoton. That's correct.

The Chairman. Are those accurate figures?

Mr. Chapoton. Yes, sir.

Senator Bradley. Mr. Chairman, where are these

numbers? In our paper?

The Chairman. They are not in the paper. I just

wanted to verify if -- they are in -

Mr. Chapoton. They are in the fact sheet we handed

out last week, Senator.

The Chairman. They are also printed. They are in the

printed material.

Mr. DeArment. They aren't precisely the same because

there is some netting.

'Senator Bradley. They are not the same numbers?

Mr. Lighthizer. The only difference, Senator, is that

in the proposal we handed out this morning, there is -- we

did not include the continuation or making the $200 or $400
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wnich is about $2..4 billion. The reason was that the

savings item is still under negotiation.

Senator Bradley. Mr. Chairman, this is what I was

talking about earlier.

Mr. Lighthizer. They are the same in '81 and '82 and

they are $2.4 billion.

Senator Bradley. You know, if we could have had these

some time in advance to look at them,-:we could be asked to

vote on them.

The Chairman. We are going to be asked to vote on them.

That is why I wanted to verify that these are the numbers.

The Administration's loss estimates are the numbers I just

read; is that correct?

.Mr. Chapoton. That is correct, Mr. Chairman.

The Chairman. All that I am suggesting is that we need

some parameters.-so that when we start digging out additional

amendments, we know that we would hope that the. Committee's

action on the loss estimate would not be - the Administra-

tions loss estimates would not be exceeded.

Senator Danforth. Mr. Chairman.

The Chairman. Senator Danforth.

Senator Danforth. Thank you, Mr. Chairman.

I think this makes sense. This is the procedure that

we followed, as I recall, last September, when we figured out

how much revenue we could afford to lose before we started
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The Administration's -- the figures we are voting do

assume the extension of the $200 and $400; is that correct?

Mr. Lighthizer. That's correct.

The Chairman. Right.

That is the only difference.

* Mr. Lighthizer. Yes, sir.

The Chairman. That is still under negotiation, that

is why it is different from ours.

Senator Long. When we agree on this, we are leaving

ourselves the option of doing it the way we did in the

Committee last year or doing it the way we have done it

when we were loaded down on- the floor, on occasion. That

is, we have those two options. available to us where we could

go to conference with a bill that say we come back within

these figures, although we are taking abbill that exceeds

them to conference.

Incidentally, up to now that has always been-the first

amendment the House agreed to, without any 'debate. They say,

"Now here is something in your bill we will agree to right

off," and that is what comes from conference should not

exceed what the budget would permit.- That is basically what

you are talking about.

Where we took to conference a bill that did exceed

that, but we had that amendment that said it should not
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Just reserving us, what in effect we would mean by

this, whenever we agree to something that increases the

cost, that means that before this thing is over with, before

the legislative process has been concluded, we have to be

within the figures the Chairman is referring to.

* ~I think that on that basis, I could agree.-to it. I

.would believe that everybody here could. I certainly-hope

SO.

Senator Bentsen. Mr. Chairman, I could too, with that

kind of a proviso in it. Senator Long stated we are talking

about sta ying within the budget. As I recall, the budget

--. we ate talking about different figures there. That was

$55 billion, for 1982.

Here we are talking about something that approximates

$38 billion. I am not quarreling over that. I amnjust

stating that when we are talking about the budget provisions

itself, that that is a $55 billion figure.

The Chairman. Right. These are based on the revised

proposal. It is my view though, that we need to have some

parameters. It is easy to push things into the bill if we

don't have to worry about the final figure. The Adminis-

tration is concerned. We have other of our colleagues, on

both sides, who are concerned. Senator Hollings and Senator

Dornenici are already saying the tax cut is too large.
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when we take final action on this proposal, that they will

not exceed the revenue loss estimates of the Administration'!

revised bill. I think that would be at least one step that

we could take today.

That would be $38 billion in 1982; $2~.1 billion, in

'81; $93.4 in M8 and $149.6, ,in '84.

Senator Long. Might we understand, Mr. Chairman, that

that might entail coming out of Committee With something

that goes above the $38 billion, but which has an amendment

to it that says the final product cannot exceed that.

The Chairman. I just said the final product.

Senator Long. Yes.

on the floor we had the experience there, not in the

Committee, but on the floor we have had the experience, by

the time the bill is loaded down with amendments, we had

something that looked like an irresponsible bill.

on behalf of the Committee, I would offer the amendment

to say this bill came back from conference it should not

exceed the following figure. So far there has never been

a vote against it. The Senate, having indulged itself the

pleasure of voting for all those amendments, are then happy

to vote to say that it shouldn't break the budget.

I think that on that basis, I believe we can all agree

with the Chairman.
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Scna-tOr anfOrth. ifl, what wa~tu~iiL wuu ldi it leave the

Committee? I think all of us recognize that something can

happen on the floor. Are we just going to look forward to

what comes out of conference or is this figure also

supposed to be a limitation on what we do in this committee?

The Chairman. I hope it will be some guide to the

Committee. for consideration.

I don't anticipate exceeding these limits in the

Committee, but I haven't counted the votes on various

amendments.

If a number of amendments are probably meritorious

and they are under consideration by different members, we

.might have to accede to that. I hope that is not the case.

I think again, we should commend the Administration

for presenting a package that I think is an exceptional

package in many ways. I don't see much reason to exceed

it. But, there may be 11 on this committee who have a

different view. That would make the vote 11 to 9.

Senator Danforth. As I recall last year, we did use

this as a discipline within the Committee itself. It seems

to me that that is what we should be looking forward to,

recognizing that anything can happen on the floor of the

Senate. We can't control that. We will hope to come back

to it in conference.

Senator Long. As I recall last year, though, when we
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*L IJJ- tL~e~uoni to no wnat we on the Committee wanted to

do. We first agreed to the discipline and then we proceeded

to overshoot it. I see some of the staff laughing Who

recall what happened.

Now, it wasn't that we overshot it badly, it is just

that we went over the target.

- AlluI'am saying is, I think in good faith.-and in

fairness to those who have amendments to offer of this bill,

that we ought to understand, if we can we would like to

squeeze it inside these estimates before we leave here.

But, we would like to reserve the tight that 'if we go out

.to the floor over that, we would still be willing to support

an amendment and to bring it out in the bill. Say that this

is where we expect to end up and where we expect the Senate

to expect us-to end up.

Senator Wallop. Mr. Chairman, could we ask-the staff

to do one thing for the benefit of the Coxmmittee .and the

public, in addition to talking of these things as revenue

losses, could we also see the revenue forecasts that it

would raise, because theoretically, a taxing conimittee~isn't

running around taxing for losses. We are trying to raise

revenue-to support the Government.

I just think that is an important figure. The public

starts looking at a figure like $92 billion, in '84, and it

sounds like there won't be any raised.
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As a TuaLLet of dutudl fact, there will be a substantial

amount of revenue raised.

The Chairman. I think that is accurate.

Let's just call the roll on the motion.

Senator Matsunaga. Mr. Chairman, what is-the motion?

The Chairman. Before final action on the tax

reduction bill, we agree that we will not exceE~d the-revenue

loss estimate of the Administration's revised bill. The

revenue loss estimates are those just referred to of $2.1

billion, in '81; $38 billion, in '81; $93.4 billion, in

'83, $149.6 billion, in. '84.

Senator Boren. Mr. Chairman, I do understand we will

be able to offer amendments, even though at that particular

point in time they might appear to exceed, subject later to

a later reconciliation of all the figures.

-The Chairman. That-is correct.

I.hope that doesn't happen, but that is-an escape

hatch that will be available.

-- Senator Grassley, Then, also, a further clarification,

it would not preclude the subject of indexing which every

suggestion at this point has had it starting in 1985, from

.being offered as well.

The Chairman. No, we figure '84, if we get that far,

we will be in good shape.

Senator Grassley. There are some of us who think if we
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'an ge beyonU -85, it will be better for the business and

working climate in America as well.

The. Chairman. Right.

Senator Chafee. Mr. Chairman, what is the effect if

we make the changes in the straddles? What does that do to

us? These figures?

The Chairman. Well, it depends on the changes made in

the straddles. The estimates I think have been. increased.

It was~about $1.3 billion. Is that still the same estimate,

Mr.Lighthizer. $1.3 billion.in the first year and

then $.7 in subsequent years is what the number we have

been assuming.

Seh-ator Chafee. So, does that give us -- ,if we make

that change, does that give us more leeway?

The Chairman, Well, hopefully, but we haven't made

that change., We would like to have, if we have a little

surplus, we hope that we don'~t rush in to spend it, but

based on precedents, there is probably likelihood that will

be suggested.

Senator Bradley. Mr. Chairman, could I just ask one

last question?

what is the rationale if the budget has a tax cut of

$55 billion, for the Committee at this time saying, even

with the escape hatch that they have offered each of us,

that will not exceed $38 billion?
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The Chairman. Well, I think that there has been a

great deal of concern expressed by the Administration and

by many in both parties about deficits in '82, '83 and '84.

For that and other reasons, that figure has been reduced.

I don't know if Mr. Chapoton could expand on that.

Mr. Chapoton. That's correct. One desirable feature

of this modified package is it would reduce the deficit in

fiscal '82.

The Chairman..<Of course, we are-:hoping for a balanced

budget in '84. There.'.is a very delicate balance there now.

I~think under these figures you would have about $2 billion?

Mr. Chapoton. About $2 billion surplus in 1984.

The Chairman. There isn't much leeway.

Senator Bradley. Does that assume there is a second

tax cut?

A second bill?

The Chairman. The second bill will depend,:-in addition

to those things that will cost money, some that might save

money. There are some of those under review by Treasury

now.

Senator Matsunaga. Mr. Chairman, one question.

Relative to emergency measures, and I think there is

one emergency measure pending before this Committee and that

is the All Savers Saving Certificates to help a very much

ailing industry.
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if we Could have the staff determine what the impact

would be on the adoption of that amendment, and if there is

no real impact, we could include that as an amendment.'

The Chairman. Right. I appreciate it. I mentioned

earlier that you discussed that with Me yesterday and of

your interest-in that provision.

I-think the question of whether it really has any

impact at all. If it does that which it is advertised to do.

.~There has been a search, I think, by many on this

Committee to find a better way, a better provision beyond

1982.

So, the answer is yes, we are certainly willing to do

that.

Mr. Lighthizer.. Mr. Packwood.

The Chairman. Aye.

Mr. Ltghthizer. Mr. Roth.

The Chairman. Aye.

Mr. Lighthizer. Mr. Danforth.

Senator Danforth. Aye.

Mr. Lighthizer. Mr. Chafee.

Senator Chafee. Aye.

Mr. Lighthizer. Mr. Heinz.

Senator Heinz. Aye.

Mr. Lighthizer.. Mr. Wallop.

Senator Wallop. Aye.

I1

2

3

5

6

.7

8

9

10

I11

1 2

1 3

1 4

1 5

I16

1 7

1 8

1 9

20

2 1

2 2

23

2 4

25



6 0

iMr.Liyhthizer. mr. Durenberger.

(No response.)

Mr.Ligbthizer. Mr. Armstrong.

Senator Armstrong. Aye.

Mr.Lighthizer. Mr. Symms.

Senator Symms. Aye.

Mr.Lighthizer. Mr. Grassley.

Senator Grassley. Aye.

Mr.Lighthizer. Mr. Long.

Senator Long. Aye.

Mr. Lighthizer. Mr. Byrd.

Senator Byrd. Aye.

Mr. Lighthizer. Mr. Bentsen.

Senator Bentsen. Aye.

Mr. Lighthizer. Mr. Matsunaga.

Senator Matsunaga. Aye.

Mr. Lighthizer. Mr. Moynihan.

(No response.)

Mr. Lighthizer. Mr. Baucus.

(No response.)

Mr. Lighthizer. Mr. Boren.

Senator Boren. Aye.

Mr.Lighthizer. Mr. Bradley.

Senator Bradley. Aye.

Mr. Lighthizer. Mr. Mitchell.
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Sena~r Mich~ell. Aye.

Mr. Lighthizer. Mr. Chairman.

The Chairman. Aye.

* I didn't mean to interrupt senator Grassley, but I

wanted to have this vote.

Did you have any questions on that-one area?

* . Senator.Grassley. No. I was just asking that point

for clarification purposes.

The Chairman, On this vote the aye's are 17. The

nay's are zero. Absentee members will be permitted to

register their vote.

Senator Long. Could I just ask Mr. Chapoton a

question about this depreciation matter?

* Mr. Chapoton,.it is my understanding of this whole

situation on depreciation that what the business community,

,small business as well as big business, would prefer would

be first year expensing. They fail to ask for first year

expensing only- because they doubted they could pass it

through the Congress.

That first year expensing is. so much simpler that

anybody, anybody in this room can understand it and handle

it very easily.

The accounting cost savings alone would run into

hundreds of millions, maybe billions of dollars. That is

really where we ought to be headed.
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MOw., f rth 'a use e:. cit dollars, in other words,

if you think in terms of what system, where we ought to be

going and thinking in terms of what the revenue loss would

be one way or the other, it seems to me that everybody

would prefer, that every businessman in American who has

the problem, would prefer to go the expensing route rather

than-to go the .10-5-3 and any other route where he has to

keep a-vintage account auid keep a record of when he. bought

the piece of equipment and take so much off each year and

hire himself an accountant to do something he can do for

himself under expensing.

That is where we ought to be going, if we can. I

had the impression and we had the witnesses before us,

this gentleman from Harvard, Professor Jorgensen, we had

him on the one hand and we had these other people on the

panel who apparently were there to differ with Dr. Jorgensen

they all wind up agreeing.

For the same number of dollars, expensing is the

better answer. My thought about it is that regardless of

whether you want to have an investment tax credit as a

subsidy or do not want to have an investment tax-subsidy,

tax credit subsidy, regardless of whether you want to have

a negative tax rate or do not want to have a negative tax

rate. In either event, for the same number of dollars,

expensing is the better answer.
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No f tat 25 the case, why don't we do it?

Mr. Chapoton. Senator Long, expensing has a lot of

desirable features. You are perfectly correct.

Senator Long. Compared to the alternative, it has all

the desirable features.

(Laughter.)

Mr. Chapoton..- Of *courseL-it is correct that-in whateve,

you' do in the tax system businesses are required to keep

books on their assets, are required to compute book

depreciations, so the bookkeeping might be simplified.,

doesn't go away.

The difficulty, as we see in the proposal, in the

Ways and Means Committee, we are trying to get expensing,

is it takes a very long time to get there. In doing so

you keep a system that nobody seems to be satisfied with

now.

in doing so,-.you do not~give as much present value to

the cost recovery benefits as you can do by a system such

as we have proposed.

Senator Long. Well, you say it takes a very long

.time. But My thought is,..you know, you don't get there in

a day, going with-your 10-5-3.

So, my thought is that if you -- even if you look at

that problem, by the compromises that have been made, you

still have several years to do it.
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LVIj L-LLUJIt 4-b IIS aL if fur some reason you can't afford

to go to full expensing, you can go to 90 percent expensing

or 95 percent expensing or whatever it takes and go to that

as the interim-step, which is a very simple way of doing

business rather than to one go from the 10-5-3, with the

complexities that that involves, and then have to eventually

.have to wind up going to expensing anyway.-

it seems to me that-the logic of expensing makes-.so

much more sense in terms of what you are trying to achieve

than it does to get there by arbitrary assumptions and the

complexities that are involved and the rest of it.

Rather than have the change over twice, we ought to

do it just one time and take dead aim on where we want to

go and head there directly.

Mr. Chapoton. Well, the problem, I agree with some

of your statements. The problem is- the House Bill, the

Ways and Means Bill, as proposed, costs about the same in

dollar revenues, '61, '82, '83 and '84 as the Administration

proposal.

But, you have to realize they allow only expensing of

20 percent in the first year and then jumping to 40 and 60.

When you do that, you are spending the -same amount of

money, because the Federal Government operates on a cash

basis of accounting, dollars in, dollars out, but you are

not giving as much present value benefit as our proposal.
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oyo- ar- -A - c r u ijuusinesz

that is deciding whether or not to make an investment and

you are keeping a system in place that we don't like.

Now, there are alternatives of getting to expensing

as you suggest, as you would know. You could go to our

system and you could kick over to expensing, later.

There are all sorts of varieties. But, to get the

'incentive effect we need in these next few years, we do not

think. a phase in-,of expensing can do it.

Senator Long. But, you are saying, if I understand

your answer though, I believe you are agreeing with me that

expensing is the better answer..o the problem. Just leaving

out the phase-in period. Leave that out for the moment.

Between what the objective is you are trying to achieve,

expensing is a better answer~to the problem.

Mr. Chapoton. Senator, I wouldn't necessarily say it

*is the better answer to the~problem. I would say it is a

very good system.

You do have -- and we looked last night in some detail

over when you make the assumption you are now making, that

you ignore the phase-in period, which is a very difficult

part of it.

But if you ignore that, the problems you might have

-and benefits you would have from expensing. I can tell you

expensing is a good system.
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Senator Long. It just seems to me that if that is the

answer, and I believe if we go back and take all the witnesses

that came before this Committee, testifying for 10-5-3, and

a lot of them, if they tell you what-they honestly and

sincerely-believe about this matter, aside from-the exped-

ilency of the moment, they would all tell you that expensing

is'a better answer.

That being.the case and I know small business would'

say-beyond any doubt. -I read what Mr.-Greenspan said about

expensing. For small business, expensing would just make

them think,-where did these wonderful people come from that

came up with this expensing as the answer.

Now, -if-we think that-is really the answeri"I would

'think that we might be well advised, and you would be well

advised to work with us and see -if we- can't better meet the

problem that .you find standing in the way, that is -the phase

in aspects of- -it, to see i-f we can't find a better way to

get from here to there.

Because, if what you are trying to get to is a better

mousetrap, -I don't see why we shouldn't work to that rather

than work to something that still'is not as good-as where we

ought-to be.

Mr. Chapoton. Senator, we have indeed looked at expensiri

earlier and'we confronted the very problem that the Ways and

Means Committee has -confronting and that is the phase-in

9
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The Chairman. Senator Heinz.

Senator Heinz. Mr. Chairman, regardless of whether

we go Senator Long's way or whether we go the Treasury way

on appreciation or expensing of plant and equipment, 5 and

3, we have nother problem .I hope the Committee is attentive

to.

* We have some very, very critical industries that

because of provisions in the Tax Code over the last several

years and also because of the way previous Administrations

have administered such laws as the antidumping law, the

counterveiling duty law, that have a very large backlog of

unused tax credits.

Now, they include such industries as mining, steel,

airlines, paper, railroads, automobiles, probably everybody

familiar with the case of Chrysler and or Ford Motor: Company

which we would like to see-~every single business tand on its

own two feet, you have the very peculiar situation that here

.is the second largest automobile company in the United States

Ford, probably the second largest in the world, and the way

the law is going to operate, General Motors is going to get

tens, maybe hundreds of millions of dollars of tax credits

because they are still making some money.

Ford, which is a major competitor to General Motors,

is kind of in difficulty, some would say tettering on the
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cdgc, and t oy a e not goin LO geL_ any advantage from tax

credits at all, because they don't have any taxes, having

no income, having losses, to offset those tax credits against

The result is that the rich get richer and the poor get

poorer. it is going to be pretty poor for all the auto

workers of Ford and all the other places like that if they

go. out of business.

I think we need to find a means of addressing- this

very, very serious problem.

Now it turns up the Administration is attempting to

address this by attempting to be liberalizing, leasing. As

I understand the Administration's proposal on leasing, they

are trying to bring about ac situation where in effect, at

least prospectively, there will be the opportunity for these

capital intensive industries, is what they mainly are, to

find a way to get value out of their tax credit, even if they

have to go in effect to another party, leasing.

Now, I think in theory, leasing may have a lot of

advantages.-In practice, there are a lot of real problems

as a means of achieving the Administration's and mine, and

I think other Senators' objectives.

The two practical problems are that there are many'

industries that are -- need to modernize. You can't very

practially lease half of a continous process steel mill that

has already been built. Maybe some magic magician might be
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able to do it, but it is pretty difficult to get some of

these industries into a position where they can lease a

part of an integral operation.

Secondly, there is no guarantee that the leasing

provisions aren't going to-make a lot of leasing companies

awfully rich. There is no guarantee that'all these supposed

benefits in leasing are going':to go to the companies., the

pe ople who need and use and operate plant and equipment we

are talking'about, that the benefits ar6 really going to get

to them. They are going to be at the mercy of people with

money.

Leasing companies somehow or another get money and

then they buy or build something for you and then you pay a

rent on it.

well, you know, we all know that ownership is nine-

tenths of the law, -and maybe it is going to end up with

nine-tenths of the benefit, the investment tax credit, and

that is the leasing company that is going to get it.

I am not against leasing companies, per se, but I

think we don't want to claim that they are the solution to

the problems of these industries that I have mentioned.

So, one of the things that I want to ask for my

colleagues!s attention to is the addressing of this problem.

I am working on a proposal. I am not going to present

it now. It is not the right time to present it, and it is

2

3

4

5

6

8

9

1 0

I-'

12

1 3

1 4

1 5

16

1 7

* 1 8

19

20

2 1

22

23

24

25



7 0

ot u.ll.y sLccped tJuL aL cuis point, but basically, I think we

ought to permit these kinds of companies, these kinds of

industries to at least carry back their tax credit for ten

years and be able to take advantage of it.

One of the rationales for doing that is that we had

some restrictions, very, very serious restrictions on the

utilization of tax credits in previous years where only 25

percent on point of net income could be offset by investment

tax credits and it rose to 50 percent.and so forth and it

will rise eventually I guess to 90 percent, this year or

next.

But, the result of those provisions in the previous

law was to-take away from our most capital intensive -in-

dustries that which we said we were giving them with the

other hand.

it remains therefore, a- real inequity. It mayin~fact

be one of the causes why -we are not as competitive as we

would like to be internationally.

It is something that has been ignored. I think it is

time to stop ignoring the problem, unless we want a lot more

unemployment on our hands. Unless we want a lot more business

failures on our hands.

So, I think we have the opportunity here to structure

something that will work within what the Administration is

doing.
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Let me say, I think we have the opportunity here to

structure something that will work within what the Admninis-

tration is doing.

Let me say to the Administration that claims much

for their $29 billion, over five year leasing provision,

that if in fact your leasing provision wotk& the way that

you say it will, there-'is really not much, there should not

be any net revenue loss by allowing what I am proposing as

an election for people.

You believe that leasing will allow the unused in-

vestment tax credit to be transferred. I believe that in

fact that is impractical, even though you do not, then there

shouldn't be any net cost to Treasury under what I propose.

So, Mr. Chairman, I wanted to put myself on record

,as being concerned about this problem. I know many of my

colleagues expressed a great deal of concern about this.

,Senator Bentsen is concerned about it..Senator Long is

concerned about it. I have talked to Senators Danforth,

Chafee and Symnms. I know Senator Grassley is concerned about

it. Senator Armstrong is, too.

There may be other people who are concerned too. I

think Senator Matsunaga has expressed-concerns.

.I don't know if that is 11 Senators or not, but it is

getting pretty close.

The Chairman. Eleven concerns.
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Senator Heinz. We have a lot of - a majority of

concern.

The Chairman. I wonder how many votes that would be.

(Laughter.)

The Chairman. Put me down as being concerned.

(Laughter.)

The' Chairman. But, I-would say, in answer to the

Senator's statement, that we did recognize there was that

problem and it- is listed in the index. You probably noted it

as under negotiation.

I might -

Senator Heinz. Does Mr. Chapoton have anything he would

like to say?

The Chairman. Probably not.

(Laughter.)

'Mr. Chapoton.- Senator, as you probab-ly know, we are

concerned.

Senator Heinz. You can't vote, but we can listen to you

anyway.

Mr. Chapoton. We are concerned about this problem.

The Chairman. There are 12 concerns right there.

(Laughter.)

Mr. Chapoton. We do think our leasing proposals move

in- that direction. We do not know and have-not seen another

proposal that is workable, that would allow some suggest, frei
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transferability of deductions and credits.

We would be happy to look at such a proposal. I

would say though, if you have absolute free transferability

of deductions and credits, you would have a significant

revenue cost above what our leasing proposal is shown to

be because there are constraints under leasing rules now.

The leasor does have to have an investment, a 10 percent

investment in-the property. That in itself is a constraint.

You also have to assume, there is no end of technical

problems if you try to rewrite the Internal Revenue Code to

allow for greater transferability, what you do about re-

capture and what you do about business acquisitions.

All these rules, all these problems are addressed undex

present law with respect to leasing rules. We think a

liberalization of the leasing rules is by far the best way

to address these problems.

Senator Heinz. But you are persuaded.

Mr. Chapoton. I am persuaded it is a problem.

Senator Heinz. Mr. Chairman, it reminds me of Senator

Long having had discussions with previous Treasury people

and I remember Senator Long sitting back and saying one

day, "Your lips say, no,.no, no, but your eyes say yes, yes,

yes.'

(Laughter.)

Mr. Chapoton. In that event, maybe I better add that
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I am thinking "No, no, no, beyond our leasing proposals,

as well."

(Laughter.)

Senator Long. Might I just correct the Senator. That

old song goes like this.

(Laughter.).

Senator Long. "Your lips may say ho, no,- but there is

yes, yes, in.your eyes."

(Laughter.)

The.Chairman. I want to recognize Senator Mitchell.

But, I wonder. if there would be any objection to -- you

know the corner stone of the President's program has been

across the board cuts. That has now been modified so it is

5 percent effective October 1, '81, additional 10 percent

effective July 1, '82, and a final 10 percent effective

July 1, '83, across- the board.

I would -hope we might have some resolution of that.

I don't know of any objection to that. - If there is, we

could have a roll call.

Senator Mitchell. Mr. Chairman, I wasn't a member of

the Committee last year. I~noted with interest the Committee'

actions. It-included a number of provisions affecting small,

business.

I just, along with the other members of the Committee,

have just received this package this morning which we are

i

2

3

4

.5

6

:,. 8

* 9

10

* 11

12

13

14

15

.16

17

18

19

20

21

22

.23

24

25

B



.75

I don't see on the list many of the items that were

'included in the Committee's action last year.

* , myself, have introduced legislation involving

inventory accounting for small business. I am very much

concerned about special needs and requirements for small

business.

*.I w&onder -if we coulId get any explanation .perhaps, of

why there are no such comparable provisions in the proposed

legislation.

Mr. Chapoton. Senator, the small business benefit

under this bill has arisen frequently, that guestion-has

arisen frequently.

We think there are very substantial benefit for small

business, not only obviously to the extent that small

business makes capital investment, they enjoy the benefits

with all other business.

in addition, the individual rate cuts will significant'

ly benefit small business, because' the great preponderance

of small business is operated in non-corporate form, either

through partnerships or sole proprietorships.

So that you are talking about significant rate cuts

for those small businesses.

* In addition, in the proposal,, the so-called add on in

these proposals, estate and gift tax relief is added, which
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a '.&aC J ~J IC~ J L W t LIJL LWJ IIt LI t li1st of most sma l-l

business groups. They are strong supporters of estate and

gift tax relief. That was a consideration in adding that

to this bill.

Senator Mitchell. Well, of course, all of the

general benefits, I am not sure about the estate and gift

tax, the other general benefits suggested for small business

as well as for others, were present in some form in last

years's bill.

Yet, the Committee saw fit at that time to add a

number of additional provisions for small business.

So the rationale suggests it doesn't apply at least

in comparision to what this Committee did last year..

Mr. Chapoton. I understand that. I am simply explain-

.ing our proposal and why we do think it has significant

benefit for small business.

* Finally, let me mention that the added on the list

before the Committee today, is the used property investment

tax credit, which of course, as you well know, is a small

business - has been strongly supported by small business

groups.

The Chairman.- And the incentive stock option.

Mr. Lighthizer. Senator Mitchell, the estate and

gift tax provision that is in here was not in last year's

bill.
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matter that we have been discussing, because there has been,

just as you have expressed interest, others have expressed

interest.

There were a number of suggestions made in the task*

force, headed by Senator Durenberger. We~did make a

recommendation to the Administration on changing the rates.

That was not-approved.

They did approve the used equipment change.

I am not certain they have approved the stock option

change, but at least that provision will be added to the

bill, I hope to introduce.

Senator Mitchell. I just want to say that it is clear

that at least insofar as this Committee last year felt that

small business was deserving of some special provision, that

concern is-far less significant in the present proposal

than it was last year.

one can argue that it wasn't appropriate last year,

but I don't think-you would dispute that, would you, Mr.

Chapoton.

Clearly, comparing the benefits to small business of

last year's bill with this year's bill, those benefits were

substantially greater last year.

* The present proposal does much less for them.

Mr. Chapoton. Senator, I might dispute that, and I
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wouuld have tLo -look and compare them side-by-side, but the

estate and gift tax provision is so significant to small

business, that that alone might outweigh --

The Chairman. Plus, we have a much larger individuki

rate.

Mr. Chapoton. And much larger individual rate cuts,

of course help.'

The Chairman.- It is now 12:00 o'clock. I would like

to~get an expression from the Committee on the 5-10-10

proposal.

* Senator Bradley.

Senator Bradley. Mr. Chairman, on this matter, I

have at least two amendments, on the 5-10-10 proposal.

will

So, I would ask of you, I would refrain

with the 5-10-10.until we could at least have

to discuss the two amendments I would offer.

One deals with targetihg- the individual

relief much more direc tly to middle and lower

That is, since I support the reduction of the

income rate from 70 to 50, I have talked with

individuals who say that is enough of a break

with more than $50,000.

These are people with more than $50,000,

from moving

the opportunity

income tax,

income people.

investment

quite a few

for people

telling me

this. Therefore, rather than bunch the bulk of the individual

rate cut at the top of the income scale, I would like to
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target tt de SO ± have_ wi autendiient to do that.

Then I also have an amendment that relates to the

third year of the tax cut, and its relation to economic

performance.

I think that all of us, given what present interest

rates are would argue that'a tax cut next'year might be the

needed remedy for the kind of a slow down we are headed for.

The concern is further out. I would like to have the oppor-

tunity to discuss that and submit the amendment.

Senator Danforth. Mr. Chairman, I don't know what you

intend to do at this point on this. But, again, tax bills,

they have always been subject to further amendment until

they are actually reported out.

Therefore, a consensus vote right now, it would seem to

me would be appropriate.

It-is-your idea. I think it is in fact the right time

to-get'a general sense of the Finance Committee.

The Chairman.. I certainly don't want to preclude any

amendments being offere d and action on this amendment would

be subject, as it has been over the years, to reconsideration

amendment, modification.

I would like to have some expression today on the

general principle. You may modify it. successfully, or you

may trigger the third year.

When I make the motion, it is not to deprive you of any

i
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Senator Bradley. So, it is your view that this is

simply a sense of the Committee.

The Chairman. Right.

Senator Bradley. It is not an approval of the specific

5-10-10 cuts, since we haven't even seen the material.

It is 1just basically an approval of that direction.

The Chainnan. I think we have -- I say we deal in

concepts much of the time here. This has been rather spelled

out rather precisely by the President a number of times.

If we agree on this, it is certainly sugject to change,

*but if it is not changed, then it would be the decision of

the Committee.

Senator. Bradley. So that the vote you would be taking

would be the final vote of the Committee on the 5-10-10 cut?

The Chairman. You may offer substitutes, amendments,

modifications. All it would be would be a tentative decision

by thi s Committee that that is the position we adopt. It

can be changed to 4-9-9, or you can make it 10-10-10, if

you, want to go all out. We are not advocating at this point.

Is that all right?

Senator Bradley. Well-, I will offer those amendments.

I don't know about my other colleagues here, but that is fine

The Chairman. Senator Matsunaga.

Senator Matsunaga. Mr. Chairman, I have no objection

F ��
I
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to the nnnnept._

One question. Under your proposal, will the acceler-

ated depreciation apply -

Mr. Chapoton. Under the bill,-it does apply, 15 year

life,,200 percent declining balance depreciation for rental

real estate.

The Chairman. Let us just call the roll on this.

Senator-Mitchell. Could I just-say one thing. We are

apparently now voting on whether we favor an individual cut

of 5-10-10.

The Chairman. Right.

Senator Mitchell. I intend to vote against it, not

because I am opposed to a tax cut, but because, like Senator

Bradley, I feel it should be weighted more heavily toward

middle income taxpayers.

I just want to make that clear that those of us, I

can't speak for Senator Bradley -

senator Bradley. You may speak for me.

Senator Mitchell.. -- those of us who are voting against

a 5-10-10 tax cut are not voting against a tax cut. We are

voting against this precise form.

The Chairman. I understand.

Senator Bradley. Also, it should be made clear that

my intention to offer the targeted individtxal rate reduction

amnendment is made because I support the reduction from 70 to
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5O uf investment income.

Threfore, I feel that is taking care of the upper

income individual.

The Chairman. I certainly understand that. I can

assure any member that they are not going to be shut off,

amendments to be considered, reconsideration.

I would like, as we have done in the past, to show

some progress, at least on concepts of tentative decisions.

Mr. Lighthizer.. Mr. Packwood.

(No response.)

Mr. Lighthizer. Mr. Roth.

The Chairman. Aye.

Mr. Lighthizer. Mr. Danforth.

Senator Danforth. Aye.

Mr. Lighthizer. Mr. Chafee.

Senator Chafee. Aye.

Mr. Lighthizer. Mr. Heinz.

(No response.)

Mr.Lighthizer. Mr. Wallop.

The Chairman. Aye.

Mr. Llghthizer. Mr. Durenberger.

The Chairman. Aye.

Mr.Lighthizer. Mr. Armstrong.

*The Chairman. .Aye.

Mr. Lighthizer. Mr. Symms.
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Mr.Lighthizer. Mr. Grassley.

Senator Grassley. Aye.

*Mr. Lighthizer. Mr. Long.

(No response.)

Mr. Lighthizer. Mr.,Byrd.

(No response.)

M1r.Lighthizer. Mr;- Bents-en..

Senator Bentsen. Aye.

Mr.Lighthizer. Mr. Matsunaga.

Senator Matsunaga. Aye.

Mr. Lighthizer. Mr. Moynihan.

(No response.)

Mr. Lighthizer. Mr. Baucus.

(No response.)

Mr.Lighthizer. Mr. Boren.

Senator Boren. Aye.

Mr. Lighthizer. Mr. Bradley.

Senator Bradley. No.

Mr. Lighthizer. Mr. Mitchell.

Senator Mitchell. No.

Mr. Lighthizer. Mr.-Chairman.

The Chairman. Aye.

Those .who are not present will be permitted to record

their vote.

2

3

4

5

6

7

8

9

10

1 1

1 2

1 3

1 4

1 5

16

1 7

1 8

19

20

2 1

22

2 3

24

25



84

mc vte n Lis:L motion is 12 yea's, 2 flay's, the

motion is agreed to.

We do have a vote on the floor at this time.

Unless there are some who would like to meet this

afternoon, I think we could give people time to consider.

this over the week-end.

Let's tentatively agree to meet at 2:00 o'clock'i on

Monday afternoon.

I think we are in session on Monday. We will probably

be here.

Thank you very much.

(Whereupon, at 12:10 p.m., the executive session

adjourned, subject to the Call of the Chair.)
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