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ORIGINAL
EXECUTIVE SESSION

Tuesday, June 23, 1981

U. S. SENATE,

Committee on Finance,

Washington, D. C.

The Committee met, pursuant to notice, at 10:00 a.m.,,

in room 2221, Dirksen Senate Of fice Building, Hon. Robert J.

Dole, (Chairman), presiding.

Present: Senators Dole, Danforth, Chafee, Heinz,

Wallop, Durenberger, Armstrong, Symmns, Grassley, Long, Byrd,

Bentsen, Matsunaga, Moynihan, Baucus and Bradley.
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The Chairman. I indicated yesterday that we would

take up IRA's, retirement savings for self-employed, incen-

tive stock options, incentive credit for -- investment credi

for use property.

I wonder if we might move to number 14, on the index,

investment credit for use property.

Mr. Chapoton can explain that provision. I don't

think there is any controversy. It is something that small

business in particular had a great interest in.

We -- the Administration was persuaded to include

it. I hope it is fair to say the Administration has no

objection to that provision.

Mr. Chapoton. That's correct, Mr. Chairman.

The provision, as we understand it, would allow a

full --

The Chairman. If we could have order in the hearing

room.

Thank you.

* ~Mr. Chapoton. -- full investment tax credit for the

cost, purchase price of used property, at the same time the

seller of that property would be reqtrired to recapture a

like amount, the investment credit he had claimed on the

property when he originally purchased it.

So it would -- but it would allow full investment

tax credit on the purchase of used property.
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The Chairman. Do we have figures from the joint

committee or the staff on the cost of that proposal?

Mr. McConaghy. We think, Chairman Dole, that it

would be fairly-revenue neutral. We don't have any specific

number, but it would not gain or lose a great deal of

revenue.

It is intended to provide some ease of -- take the

cap off used property for the smaller businesses.

The Chairman. That is one of the items that we had

a number of task forces, that included members on both

sides and their staff.

I think Senator Durenberger, that was one of the

matters discussed in the small business task force.

is this provision satisfactory with the members?

Senator Durenberger. Yes, Mr. Chairman. As you point

out, we considered this issue last August and included it

in that bill.

It is one of the issues that helps a very large

proportion -of small business. It is essentially revenue

neutral, since it has a recapture provision on the ITC on

behalf of the seller, but it is just awfully important to a

lot of small business people, particularly now, who can't

afford the purchase of new equipment.

Yes, it is satisfactory to bi-partisan members.

* ~The Chairman. Is there any objection to that
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provision?

(No response.)

The Chairman. If not, we can agree to it on a

tentative basis. If someone finds some need to address

it further, we will be happy to do that.

I wonder if we might move to number 10, on that page,

the crude oil windfall tax royalty owners credit and have

that explained.

I know Senator Bentsen has maybe separate amendments.

I don't think you have any amendments to this provision.

Senator Bentsen. The Chairman is correct. I am

running some more numbers. If it does not create undue

delay, I think I would like to bring mine up tomorrow, after

I can give you numbers that I know you are going to ask

anyway.

Mr. DeArment. Mr. Chairman, under this proposal,

we would expand and extend the provision that this CommnitteE

added in the reconciliation bill last year.

As you recall, last year we allowed a $1,000 credit

against windfall profits tax liability for calendar year

1980. So that royalty owners were able to recoup the

windfall profit tax in 1980.

Now, in 1981, there is no similar provision. What

is proposed here is that that $1,000 refund provision be

expanded to $2,500, and made permanent.
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it is also proposed that the Secretary of Treasury

would be directed to provide by regulations, procedures so

that royalty owners whose windfall profit tax does not

exceed $2,500, in. any year, would not have windfall profit

tax withheld.

That would solve the cash flow that many of the

small royalty owners experience where it may be 18 months

between the time that the windfall profits tax is withheld

and they get the refund of the tax.

The Chairman. Does the Joint Committee have numbers

on this proposal?

Mr. DeArmnent. I think it is about $800 million,

in 1982, and then it drops down in subsequent years to

about $600,000 million.

The Chairman. Maybe we could hear from Treasury on

this proposal.

Mr. Chapoton. Mr. Chairman, we have supported this

amendment. So, we have no objection. We do support it.

The Chairman. I think this is an instance where I

think there is strong bi-partisan support.

Senator Baucus has an interest in this amendment,

Senator Long, Senator Bentsen and myself, Senator Wallop.

I hope other Republicans and Democrats. But it does --

has anybody computed, we are not talking about oil

companies or people who get a great deal of royalty income.
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As I understand, based on the base price and the

windfall profits tax, if you had royalty income in excess

of $7,500, you would be -- that may be a ball park figure.

Mr. DeArment. That is correct, and indeed, for

certain other tiers, it may be royalty income less than

that.

The Chairman. Do you have any specific figures on

that?

Mr. McConaghy. We would show $800 million going

down to $500 million in 1985 and 1986.

The Chairman. But you agree with Mr. DeArment on

who it would apply to?

Mr. McConaghy. We think it would apply to people

as low as $6,000, and as high as $18,000, 4epending on the

mix of the oil.

Senator Bentsen. Mr. Chairman, let me congratulate

you on your work on this. I assure you it certainly is

bi-partisan. A number of us feel very strongly about it.

We have been pleased to work with you on it.

As you know, I called a meeting of royalty owners

down in Texas, for a Subcommittee hearing and we had over

3,600 of them turn out.

Most of those people are retired people. This is a

major part of what they live on. It is a substantial

supplement necessary one to their retirement.
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The Chairman. Senator Boren and I had hearings in

Oklahoma and my state of Kansas and we had the same reactioi

I think there were just a number of royalty owners in

particular, land owners, most of whom in our audience were

retired land owners, who didn't realize they were going to

be taxed under the windfall profit tax.

They had heard a lot of statements made about big

oil. They didn't consider themselves in that category and

didn't worry much about it. Nobody back here -- some of

us on the Committee were worried about it. I know some of

us were, but they didn't have an organized effort.

So, in my view, this would address a real problem.

Senator Boren certainly had an interest in this also.

I hope we can pass it. without objection.

Senator Long.

Senator Long. Let me just make this -- read this

sentence here, Mr. Chairman, so there cantt be any misunder

standing.

"The credit is available only to individuals,

estates and family farm corporations and not to other

corporations or trusts."

So this tax credit is not available to the oil

companies, generally speaking. They do not get it.

Mr. DeArment. ;-That's correct.

The Chairman. Is there any objection to this
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provision?

Mr. McConaghy.

Mr. McConaghy. We think that it might be desirable

to facilitate that rule on withholding to amend the Income

Tax Rules on estimated tax and withholding provisions to

permit facilitation of maybe reflecting it in both income

tax estimated and withholding.

Without that change, I don't think they can do it

on windfall.

Mr. DeArment. That would help those people who

might have slightly more than $2,500 that might not be

affected by this change in direct withholding. They

could adjust their income tax withholding to take this --

The Chairman. It is a change we should make.

Unless there is some objection, we will do that.

This section will be tentatively agreed to, unless

again, someone at a later time would like to modify it

in some way.

Maybe we can move to -- Senator Packwood has a

direct interest in incentive stock options.

What about foreign earned income. We have Senator

Chafee here and Senator Bentsen. They both have an interes

in this. Could we take that up?

We could hear from Treasury first and then Senators

Bentsen and Chafee.
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Mr. Chapoton. Mr. Chairman, we have proposed relievin-

the burden on the earned income of individuals, Americans

working abroad along the lines of Senator Chafee's bill,

that is, an exclusion of the first $50,000 of income earned

abroad, plus 50 percent of the next $50,000, for a total

exclusion of up to $75,000, plus a housing allowance.

The housing allowance we have proposed would be

the.-amount of housing in excess of 16 percent of GS-l4,

grade 1, which is about $6,000 now.

So, a housing allowance of $6,000. That would go up

as the pay scale of that type of civil servant went up.

Basically, we think this would exclude a great

percentage, I have the percentage, I believe I have it

with me, of the income of Americans working abroad from

tax.

It would tremendously simplify the rules from the

present law which provides specific deductions in four

categories, for four categories of expenses, housing, trips

home, education and hardship pay or incentive pay, and has

caused a great deal of complication, unnecessary compli-

cation.

We think this would be a tremendous simplification,

and yet- it would, for the higher income taxpayers living

abroad, would still pay tax on a portion of their income

above the $50,000 range.
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The Chairman. Senator Chafee.

Senator Chafee. Mr. Chairman, thank you.

This has been an absolute disaster, the foreign

earned income tax. I have held meetings with Americans

abroad on this, as I know Senator Bentsen has.

This bill will go a long ways toward solving the

problem.

Obviously, many would like us to go to the total

exemption of earned income abroad, such as is done in other

countries.

I think it is very important to point out we are

only talking about earned income. We are not talking

retirement income. We are not talking anything like that.

I think this will relieve about 75 percent of the

Americans abroad, of taxes. Then the 50 percent of the

income above $50,000 would also be exempt to the extent

of a total of 50 percent of $50,000.

The actors we passed in 1978, has caused a loss of

jobs of Americans abroad. But just as importantly, the

lost orders that come from not having Americans in those

crucial jobs.

So, Ibelieve this will reverse that trend and

hopefully will start up again in the Americans that are

hired abroad.

Thank you, Mr. Chairman.
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The Chairman. Senator Bentsen.

Senator Bentsen. Mr.Chairman, this one again,

could certainly be called bi-partisan. Because, as

Senator Chafee said, he held hearings on this. I held

hearings in the Far East. We looked at tax returns of

American nationals abroad.

We looked at the actual cost of hiring an American

national abroad and hiring a third country national.

Then we looked at the net result. It was costing

at least 50 percent more to hire an American national

and keep him abroad.

So what American. companies were doing they were

replacing them with third country nationals.

Then that third country national, who is familiar

with the products of his own country, he would buy products

and sell products from the company he represented. But

when it came to all the supplementary things that were

needed to go with that, he turned around and bought from

his own country and recommend those. That is understand-

able.

So what was happening, we were losing substantial

exports abroad, and we were seeing American nationals

being returned to their home country because American

companies could not afford them.

we are seeing a situation where other countries
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could not tax that income, of their nationals abroad.

I certainly agree with Senator Chafee that you

certainly have some kind of a cap on this. You can't have

a situation where an actor might go abroad for a relatively

short period of time and earn millions of dollars and be

totally excluded from tax.

So I think this is a reasonable compromise. I am

pleased to see the 16 percent put in there on housing

allowance. It is one of the things I have been espousing

for a long time.

I think this is a great step forward and I am

delighted to support it.

The Chairman. Would anyone else like to comment?

Mr. Chapoton. Mr. Chairman, let me mention one

thing that we -- it may be advisable and I would like to

work with the staff on this, to put some type of upper

limit on the housing cap. We haven't developed that yet.

Where you havea very high income, we would allow a very

high housing allowance because we have a floor but no cap.

It might be advisable to consider some type of cap.

But we haven't been able to come up with one.

I don't think a dollar limit, maybe some type of

percentage of income would be advisable.

The Chairman. Could you work that out with Senator

Bentsen and Senator Chafee?
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Senator Chafee. I see no particular objection to

that. It is very hard to come up with some rule, what is

a fair price on housing in Saudi Arabia is going to be

hard to figure.

I think probably the limitation that is imposed is

by the corporations themselves who just aren't in theory

going to squander money on some housing.

Mr. Chapoton. No, I really wouldn't be worried

about the employer situation. You would be worried about

a person --

Senator Chafee. Self-employed?

Mr. Chapoton. Self-employed, living in the Middle

East and a country such as that, housing is very, very

expensive. But you are right, that is self-policing, the

employer is paying it.

I think we might be concerned about an apartment

in Paris, and that type of situation.

Senator Chafee. I am open to suggestions. I would

be delighted to work on it.

Senator Bentsen. I think the Secretary is making

a good point. I would be delighted to work with him on it.

The Chairman. Does the Joint Tax Committee have

any comments on this provision? You looked at it?

Any objection to this provision?

(No response.)
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The Chairman. If not, we will tentatively approve

that provision and move to incentives for research and

experimentation.

That is one that I think Senator Danforth and

Senator Bentsen and Senator Bradley had an interest in.

Since two of the three are here -- could we hear

from Treasury first on that proposal?

Mr. Chapoton. Mr. Chairman, this proposal would

allow a 25 percent incremental credit for direct wages

incurred in research and development.

The incremental portion would be the increase in

direct wages incurred in R & D work over the average, for

the three years preceding the year. in question.

We have tied this to direct wages because it does

hold the cost of the provision down and it does make it

considerably easier to administer since we can determine

with much easier, the direct wages related to research

and development and do not have to become involved in

allocating the- cost of equipment and allocating overhead

and items such as that.

So, we think it is as simple an approach as you

can have to this problem. it will be a significant

benefit to research and development activities.

The Chairman. Mr. McConaghy, I discussed this

proposal with you. You were of the opinion limiting it to
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wages was maybe the best route to follow.

Is that an accurate statement?

Mr. McConaghy. That will salve a number of adminis-

trative problems from the standpoint of allocations of

equipment and allocations of overhead and so forth.

The Chairman. Is there a provision that affects

universities in this?

Mr. McConaghy. Part of this.

The Chairman. Will you explain that provision?

Mr. McConaghy. Part of this would allow the credit

where the taxpayer reimburses another person such as a

university for performing research and development on behalf

of that taxpayer.

So, it would be extended. If I would have a university,

someone do research for me. Payment to that university

would be eligible.

The Chairman. That is a matter that I think Senator

Bradley had a specific interest in. I don't think it goes

as far as his proposal would have gone, but it does address

his concern, in part.

Is that right, Mr. DeArment?

Mr. DeArment. That's correct.

The Chairman. Senator Danforth.

Senator Danforth. Thank you, Mr. Chairman.

I think it is pretty well recognized that any discussior
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of what supply side economics means or supply side tax cuts

means, very qui ckly raises the i ssue of what we are do ing

in this country with respect to encouraging research,

development, new technology.

When Senator Bentsen was Chairman of the Joint Economic

Committee, the very interesting reports that that Committee

put out, having to do with tax policy, specifically stated

the importance of research and development.

Therefore, there has been some thinking that has been

going on over a period of years as to what we could do in

a tax bill vOhich would provide greater incentives for the

conduct of research and development.

This particular proposal I think was first introduced

a year or two ago. It was somewhat broader than the present

form. It applied to more than wages.

However, I think this is a very reasonable first step.

I am cognizant of Treasury's concern about revenue effects

and also, about administration of any tax credits for R & D.

So, I think that this is a very reasonable and very

helpful step in the direction of encouraging our country to

do more in the way of research and development.

Senator Bentsen. Mr. Chairman, I am very supportive of

what the objective is here.

I am concerned that when we limit it to wages and

salaries that you have substantially reduced the overall
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the possibility of adding everything but equipment to the

proposal. We think that wo

the cost. It would give us

For those reasons, two
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Mr. Chairman.

I wonder if Senator

proposal I have. I would

on it, which would amend

rnal Revenue Code to

made in the U. S. should be

rather than being allocated

in part to foreign source income.

Under the present regulation, and it is an interpreta-

tion of law that hasn't been challenged, but it is causing

us some problems. Regulation 861 requires that R & 0

.expenditures be allocated between domestic source income

and foreign source income, regardless of where the actual

expenditures were made.

Thus, when a firm has a foreign income, only a portion
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of domestic R & 0 can be taken as a business deduction on

its U. S. tax return.

In addition, the remaining expenses cannot be used to

offset foreign taxes, since foreign tax laws allow no

deductions for expenditures made in the U. S.

Another problem created by that is that the U. S. Tax

Law permits no credit for foreign taxes paid in excess of

the applicable U. S.

In effect, it ma

a portion of domestic

foreign income before

Every R & D doll

allocated to foreign,

of reducing the forel

The present law

corporations to trans

The situation is
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S. firms, in

order to attract their R & D operations.

The Treasury Department itself has admitted that the

present law can create a double tax on corporate income.

Treasury's Office of Tax Analysis states, in its OTA

paper, and I quote, "By denying U. S. corporations a full

deduction for domestic R & D expenses against domestic

income, and by assigning some portion to foreign source
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income where it often is not allowed as a deduction by

foreign tax authorities, the portion engaging extensively

in international business or in the production of technology

intensive products may, in some cases, be subject to a

significantly higher overall tax on their world-wide income.

That is Treasury's own assessment of their own

regulations.

The third point I would like to make i

no other country in the world that requires

to allocate expenses incurred at home, to f

i ncome.

Hence, foreign companies, unlike Aijeri

are not subject to comparable double taxati

a significant competitive advantage over U.

I think the most important part of it,

fact that i-t encourages our companies to do

overseas.

pe

re

reve

m ill

r

i

n

i

Ul1

t i

g n

Th

ue

o n

B U

Mr

s that there is

its taxpayers

oreign source

can companies

on and gives them

S. companies.

though, is the

their R & D

timately we end up having our own technological

se franchised back to us by foreign governments or

corporate subsidiaries.

is is not so expensive as it were, as yours, the

effects would be $108 million, in 1982 and $136

by '85.

t, it would tend to encourage R & D in this country.

Chapoton. Senator, I don't think we would agree it
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would cause R & D to

It is true that

regulation, under Reg

income wherever it is

are dealt with specif

Other expenses t

income earned abroad

also allocated abroad

Those regulation

be carried out abroad.

we allocate under our Treasury

ulation 861, we allocate expenses to

earned here or abroad. R & D expens

ically in thos regulations.

hat have benefits with respect to

or relate to income earned abroad are

S were issued several years

e s

ago, two

or three or four ye

were much discussed

the regulations and

a result, the regul

by and large, there

tions we thought at

That is, we ta;

tax credit. We mus

income, to the incoi

Now, I think ii

tax credit works, ti

ars

a

K

t

h

ago.

at that time.

I am not quite sure. They

There was a hearing

meetings with affected groups,

tions were significantly amend

was general agreement that the

the time, operated basically c

world-wide income, subject to

allocate expenses that relate

e earned abroad.

some cases, depending on how

at allocation, as well as othe

o n

and as

ed and

regul a-

orrectly.

a foreign

to that

the foreigi

r factors,

can cause not a lack of a full offset for taxes

But that question exists. It exists under

It is going to continue to exist.

This provision is increasing an expense or

that is related to an activity carried on here,

paid abroad.

current law.

a benefit

but to the
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extent tha

abroad, it

abroad, as

The i

because th

t activity relates to income abroad, earned

would simply be allocated to that income earned

would any other such expense.

ncrease of this expense should not or this benefit

is would be a credit, should not -- I think if

that rule, it e

think this woul

As I say,

large, through

while maybe not

has worked rath

years

S

some c

trans f

enator Wa

ompani es,

er their

ither correct or it is not correct.

d affect that question.

it has been a much-discussed rule.

negotiation and meeting with groups

to the satisfaction of all affecte

er well, we think, over the last se

I

R

lo0p .

it has

& Da

It is my

worked

c ti v i ti e

I don't

By and

the rule

d taxpayer

veral

understanding, at least from

rather well for them to

s overseas.

Mr. Chapoton. If they tax --

Senator Wallop. There is no direct relationship

between that expense and other income, none established,

none required to be established.

Mr. Chapoton.. There is no direct relationship, that is

correct. It is an allocation process. But, clearly, if

you conduct R & D in the U. S. and then your world-wide

income goes up as a result of developments from that

activity, a portion of that activity is obviously related to

income earned abroad.
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Senator Wallop. But Treasury's own paper, in d is cu ss -

ing it, suggests tha

taxation, in effect,

country in the world

It is American

that this would seek

Mr.Chapoton. Se

am not saying it is

that was performed.

It is a study we rel

of Tax Analysis. It

Treasury.

Senator Wallop

have been rejected.

t it results in significantly higher

a double taxation that no other

assesses.

jobs and American R & 0 here, primarily,

to do something about.

nator, the paper to which you refer, I

right or wrong, it is a Treasury study

It is not an official Treasury position.

ease from time-to-time by the Office

is not adopted or rejected by the

It obviously wasn't adopted. It must

It just seems that if part of this whole process is to

attract R & 0 expenditures in this country, and to maintain

and develop jobs in this country, that we would not create

a tax situation which in effect transfers Ri & D expenditures

of a company to some- foreign country where their jobs are

the ones, their workers are-the ones who benefit from the

jobs created.

Senator Bentsen. Would the Senator yield? I think he

has made a good agrument. It is a matter that concerns me

too .

Senator Wallop. Yes.
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Senator Bentsen. Is it correct, Mr. Secretary, that

in effect these companies are not given their tax credit in

those foreign countries and therefore, they don't get the

full charge off?

Mr. Chapoton. No, they would get their full tax credit

under the mechanical rules applicable to taxes paid in

foreign countries.

But if you allocate a part of a deduction for any

expense incurred here, to income earned abroad, then your

foreign source income is reduced, and therefore, the fracti'

means that a smaller portion of your foreign tax is going

to be creditable.

Senator Bentsen. Well, is the net result that they

would be better off tax-wise if they did that part of it

abroad?

0

Mr. Chapoton. It would depend upon their foreign tax

situation. Obviously, if they did it abroad they would

have no deduction against U. S. taxes.

So, they would have to be in a high tax country, and

like any other overhead expense, I guess in certain

situations, it might be more beneficial if that expense

were incurred abroad.

But, I think that would be an unusual case.

Senator Wallop. My understanding is it is not so

unusual that certain companies that have operations here and
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in Canada, have those R & D jobs establishedin Canada and

not in the United States.

Mr. Chapoton. Well, Senator, I must concede I did not

know this was coming up today. I would be happy to look

at that. We could review,-that section 861 regulations

further and come back to the Committee.

Senator Bentsen. Mr. Chairman, I started out with an

amendment here. I ran up that flag to see if anyone

saluted. So far, I haven't heard any comment on it.

I would like to offer it, if it has any possibility of

passage, but I don't want to delay the Committee.

The Chairman. I happened to be here the day we had

witnesses, some indicating they needed R & 0 and some

indicating otherwise.

I had a visit with Mr. McConaghy, on the Joint Tax

Committee, to see. if we could work out some proposal that

would be not too costly and still address some of the

concerns.

Then I believe that Treasury felt that since wages

are clearly defined in the Code, and they are easily

allocated, and it would reduce revenue loss, we ought to

proceed in this way.

I don't have any strong feelings. But I think there

was some indication that this would satisfy those three

requirements. You already have equipment benefited by ACRS.
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I know Senator Danforth's and I think your original

proposal was broader than the final package.. It is our hope

we might accept this compromise and see how it operates and

if it is necessary to make any additional changes.

Senator Danforth. Mr. Chairman, I am very much in

sympathy with Senator Bentsen's point. That was the

onr g i n al

Ho A

work ing

that I t

Friday,

like in

The

avail abl

My

as we mo

One

think wi

proposal.

rever, I am also a realist

at any tax bill, particul

hink we very wisely impos

we can't have everything

this bill 1.

'refore, I think an agreern

e for wages is an importa

hope is that it will prov

ye down this road, we can

of the things that we di

th Treasury, was-the pass

the percentage an

But, again,

the thing works f

My view, fra

let's keep the 25

ity of expanding

So, I would

in recogniz

anly within

ed on oursel

that we woul

ing that

the constrai

yes last

d otherwise

nts

ent where 25 percent is

nt first step.

e very successful and that

expand it in the future.

scussed and..our staff, I

ibility of perhaps reducing

d expanding the coverage.

Treasury's view was that let's ma

.or the easiest part of it to admi

nkly, is that if 25 percent is a

percent and leave open the futur

the coverage.

-- I salute the idea that Senator

ke sure

nister.

good ide

e possib

Bents en

a

i
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has proposed, but I think in the context of this bill, and

the limitations of this bill, it is best to take the offer.

Senator Bentsen. Mr.. Chairman, with what the Treasury

said in opposition, and what my distinguished friend from

Missouri stated, I see no reason to offer the amendment.

The Chairman. Senator Durenberger.

Senator Durenberger. It seems to me what is important

here is not the 25 percent, but what we are trying to do to

help research and development, I think particularly the

development of technology.

I have assessed the impact of Senator Danforth's

original bill on my state which is heavily oriented towards

high technology industry.

I have a great deal of-sympathy to the issue that is

raised by Senator Bentsen.

I have a great deal of sympathy in my state to the

issue that was raised by Senator Wallop. But I have even

more sympathy and more impact in my state on high technology

on a portion of that Danforth bill that is not in this

compromise.

That is the provision,-of a tax credit on top of the

contribution deduction, for contributions to research grant

contributions to colleges and universities.

In our state, the University of Minnesota's Institute

of Technology, for example, has, thanks to primarily to
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1629 K Strett, N-W.

Washington. D.C. 2DO6
(202) 659-0760

0 I

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

y

5



corporate contributions and Federal grants, spent

Of high technology company spin off and now a lot

new i

I h

ndustry in

ave asked

Mi nnesota.

the specific

Of all of the things

do the mos~t fori

high techologyi

on contributions

o, I think we oug

25 percent, but

pments in this co

have in the different

n the s

ndustri

to col

ht to t

the bro

untry,

question of some of these

that the Danforth bill, whic

hort run, for the developmen

es. They say it is the tax

leages and universities.

hink about this not in terms

ad spectrum of technology

given the different mix we

h

t

states.

ns backing

at we did 1

more impact

down from 2

ast Friday,

than just

5 to 20 percent, to

I think that is going

taking a few industries

and giving them a 25 percent wage credit.

I would like to hear Treasury's reaction in terms o

the dollars involved.

The Chairman. They get a benefit if the corporation

has a contract with a university.

Senator Bradley. Mr. Chairman.

The Chairman. Can we have Treasury respond to his

question.

Mr. Chapoton. Senator Durenberger, we would have to

look at that. We have heard a proposal. We have not ha
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specific proposal presented to us on that. It would be a

credit on top of the charitable deduction? I am not sure.

Senator Durenberger. Yes. I think Senator Danforth's

original bill had a 25 percent credit without the contri-

buti on.

We backed this off to 20 percent-or something or we

can settle for a 20 percent credit on top of the~contri-

buti on.

The important thing here is the universities. I mean,

right now, they are in effect living, a lot of them, on

Federal grants.

Bill Proxmire. has made that difficult to do. We have

all help

We

it

to unive

faculty

If

Federal

going to

communi t

If

people,

ed in one

are in th

seems to

rsities i

they ca

we are go

1largesse

be able

les in wh

it is the

who are m

e

m

S

n

i

t

t

way or. anoth

process of

e in the ion

the talent

keep there

ng. to. go up

o universiti

o hang on to

er.

cutting it

g run, the

they attra

from year

and down 1

es, the go

the good

ich they are working wi

business

aking the

community,

contri buti

even more.

I important thing

ct,, the kind of

to year.

ike this in our

ad ones are not

people in the

th business.

the technology

ons to the good

orienteq

uni ver-

and the ones who are producing

ogy and research and so forth,

something in high

I think you are going
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to get that steady stream through university faculties that

really is important to technology.

That is why this becomes an important policy.

The Chairman. Senator Bradley.

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

support what Senator Durenberger has just said. I think if

the purpose is to promote research and development, then you

want to maximize where the research and development is

actually done, as opposed to simply creating a kind of in-

house subsidy that a creative accountant might describe as

being research and development oriented.

Now,, I am willing to take the chance on the wage based

research and development tax credit, because I think it is

important we get research and development moving.

I would also like to see us expand that tax credit to

some of the things that Lloyd Bentsen talked about which is

equipment primarily related to research-and development.

But I think that by far the most important thing we can

do is to allow university research and development to be

counted in the tax credit.

There are two ways we could do that. One of the ways

was suggested by Senator Durenberger which is to say allow

for a corporate contribution to a university, to be counted

as research and development eligible for this tax credit.

One of the things we want to assure though, is that it
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is not simply the corporation buying six professors' time

which is the contract aspect of the bill, as I understand

it .

But that we also provide that the tax credit can be

taken for basic research grants. I think that is really

what Senator D~urenberger is talking about. Because he is

not just talking about a corporation buying a couple of

professors' time, but at a time when the. Federal Government

has decreased its contributions to universities for basic

research, encouraging the-private sector to assume some

of that responsibility and giving them the incentive to do

that by allowing this tax credit to apply to grants from

corporations to universities.

The second way we could at least help in this is to

exclude from the rolling base that is embodied in the bill,

the three-year rolling base, any contributions to univer-

siti es.

So that a corporations rolling base, for the

of tabulating the tax credit is not determined by

research and development expenditures today, if a

of that expenditure goes to a university.

So, I would like to see us address both of t

would argue that if we want to increase productiv

we want to get the country moving again, so to sp

is the best way to do it.

purpose

its total

portion

hose

i ty ,

ea k,

. I

i f

this
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Unless you are going to have the major break through.

There are a large number of economists who argue that the

present allocation of resource and capital is such that you

are not going to get a marked improvement in productivity

unless you have that break through.

It seems to me that we are being penny-wise and pound

foolish here, if we say we are going to limit it or put all

our money into getting companies to buy existing equipment

instead of encouraging companies to invest in research and

development themselves, as we have done in part with this

wage approach.

,But, unless we broaden it to the equipment, and unless

we include the universities, we are not going to get the

kind of payoff we want and it is going to be a kind of very

small gesture.

I understand the argument that Senator Danforth has

made in this respect. The cars are on this train and it

is going down the track and we can't get more on the load.

Well, I would agrgue we should reconsider.

Senator Danforth. Well, Mr. Chairman.

The Chairman. Could I just say a word here? I think,

as I indicated before Senator Bradley arrived, I was here

for the testimony. We had some outstanding witnesses. They

were split right down the middle whether we even needed this

provision in any shape or form.
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There has also been a concern expressed, I

by small colleges, who fear that if you do this

that either Senator Durenberger or Senator B~rad

it may be helpful to the big universities with

programs, but they are concerned about a lot of

butions they receive in small liberal arts coll

So, I think that is another concern. But,

that, I am not certain I understand the second

suggested, whether or not Treasury would have a

if there is any way to accommodate the desires

a number on this Committee, without creating pr

maybe no t only revenue wise, but administrative

am advised,

in the way

ley indicate,

strong scienc

the contri-

eges .

having said

option you

ny comment,

of probably

obilems,

ly and from

the standpoint of parity among

Mr. Chapoton. Well, Mr. Ch

be an ideal item for the second

of problems when you deal with

charitable giving.

This is a form of charitab

but it would be directly target

ment activity, carried on at co

I think you are right, the

colleges and universities who d

acti vity.

In addition, we would have

I take it for reporting back to

colleges and

airman, I thi

tax bill . T

specific enco

universities.

nk this would

here are a lot

uragement on

le giving, as I understand,

ed to research and develop-

lleges and universities.

re would be concern among

o not carry on that type of

to set up some procedure

the granting corporation,
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wvhich can be done. We have procedures under existing law

where that is possible.

But, I do not have a revenue figure on it. We would

prefer that this not be done at this time, that we take on

the step of allowing credit for business research, and

including business, research carried on by college or

university by a contract and that the encouragement of a

charitable type grant to colleges and universities just be

cons idered further.

We have frankly, not considered it in any detail.

The Chairman. Senator Danforth.

Senator Danforth. Mr. Chairman, I thought it might be

useful to just explain what the proposal was. There are a

couple of them. One was Senator Bradley's; one was mine.

It was a tax credit of 25 percent over and above the

charitable deduction available to businesses for contri-

butions to colleges, universities and other basic research

organizations for the purpose of basic research.

One of the two bills was an incremental increase in

contributions for this purpose. One of the arguments for

putting .it on an incremental basis was so it wouldn't just

be an offset for what the business would otherwise be doin

for basic support for say the college or university of its

choice.

So that there would be less of an offset. Less of an
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effect on normal cha

it, if you provided

The revenue cos

S. 1065, in 1979, b~u

revenue cost was abo

Mr. Chapoton. I

channeling, tending

this would be a very

corporate contri buti

Senator Danfort

a moving base. So t

it, they would have

Senator Bradley

ri table giving, that is, a reduction

for the incremental

of

increase.

as I recall, and I think the bill was

I might be wrong on that. I think the

*$100 million.

obviously would have the effect of

channel some significant -- I mean

ignificant benefit and some significan

s toward this end.

Again, it would be incremental over

t if they wanted to take advantage of

keep increasing their contributions.

It would be specifically at a time

when research grants from the Federal Government is on the

dec11i ne.

If you can rnake~the rationale that the university,

corporate relationship should qualify on a contract basis.

I think you can make the same argument that basic research

grants should qualify.

You know, I have talked to a lot of corporations about

this. Some, as we heard in our testimony, are skeptical

about whether this kind of tax credit is really needed, on

the business side.

But, a lot of those same corporations, big and small,

electronics industry, as well as pharmaceutical, as well as
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chemical say that the univers

important, more important in
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and you extend patent length
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do to accommodate the views or at least in part, expressed

by Senators Bradley and Durenberger.

I would like to adopt the provision we had before us.

If someone wants to offer an amendment at this time,

we would be happy to consider an amendment or discuss it

with Treasury.

Let's move on it. We have been on this for some time.

Senator Bradley. Mr. Chairman, we have been on it for

what, 15 minutes?

The Chairman. About 45.

Senator Bradley. I think unless we have some informatio

from the Treasury that they will be able or willing to

accommodate what we have been talking about which is the

basic grant, in addition to the contract, then we don't

have any option but to offer an amendment.

Mr. Chapoton. Senator Bradley, I will just have to

beg for some time to go back and look at this.

The Chairman. You don't even have any idea what it

might cost?

Mr. Chapoton. No, we do not have.

The Chairman. Does the Joint Committee have any

estimates on cost?

Mr. McConaghy. No, we don't.

Senator Durenberger. Mr. Chairman, my problem is that

I want to support you. I realize this is taking time, and I
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realize we haven't discussed this a lot.

My only concern with supporting it now is the issues

raised by Senator Bentsen, Senator Wallop, as it relates to

25 percent, and the last Friday vote.

I mean, I could propose an amendment at a 20 percent

tax credit, instead of 25 that would accommodate all of

these and we could dispose of it that way.. You could vote

me down and try something else.

The Chairman. We looked at 15 percent, 16 percent,

trying to figure out how to get more things into the

package.

I think it was finally decided that this was the best

way to proceed. I didn't make that decision.

Senator Long. Mr. Chairman, it seems to me that we

-- the way we have been doing business, I assume we are

still doing business that way, we can agree to what has

been proposed here, what is in this paper.

Anyone can offer a~n amendment at any point between now

and the time that we report the bill and make some change

that would make it a mo-re desirable proposal from his point

of view.

In view of the fact we can vote without prejudice on

these matters, I would hope we could go ahead and vote on

what is here.

Then, if someone wants to bring in a suggested
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alternative, they have from now until the time we report

the bill. I would hope that even after we vote to report

that you would consider having another meeting before we

call the bill up so that if the Committee wants to make

some further changes, we can make it, and as a spokesman

for the Committee, you can still modify the bill before the

Committee.

The Chairman. That thought has occurred to me, not

knowing for certain what the House might do, we might want

one more meeting after we report the bill out.

But, if we could ask the Joint Tax Committee to get

the numbers for Senators Durenberger and Bradley.

Senator Bradley.Mr; Chairman, I think that would be

very important. But I think the tsecond thing I suggested

doesn't really have a revenue impact.

I mean, the second thing I suggested is, if corporation

X is spending 100 X on research and development and 25 X

goes to a university on a grant, that the base upon which

incremental research and development will be considered is

75 X and not 100 X.

Mr. Chapoton. Senator Bradley, would you say that if

it is making the payment to the college under contract, for

specific research or are you limiting your remark to where

it is a grant unrelated to specific research for that

company?
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Senator Bradley.

contract research or b

Mr. Chapoton. If

would have trouble dis

carried on in house or

If it is incremen

be incremental over a

did in prior years.

If it is a grant,

No,

a s ic

it I

ting

by

tal

base

I am saying if it is related to

research.

s contract research, I think we

uishing that from research

non-uni'versity type contracts.

it is, the idea is that it should

of the same type of research it

I would agree, it should be excluded

from the base.

Senator Bradley. You say a grant should be excluded

from the base?

Mr. Chapoton. Yes.

The Chairman. We are already making progress.

Senator Bradley. We are making progress, Mr. Chairman.

Senator Bentsen. Mr. Chairman.

Senator Bradley. This is morei progress than I expected.

The Chairman. Senator Bentsen.

Senator Bentsen. Mr.: Chairman, I would like to go

ahead and propose my amendment then. I would ask for a

show of hands, if we could, and that is that we expand the

incremental R & D tax credit by making eligible for the

credit, all R & D. expenditures, except.depreciation of plant

and equipment, allocation of indirect costs, i. e., general

and administrative expenses.
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My concern is that you don't give sufficient credit

here for those companies that are not labor intensive, but

have to spend substantial amounts of money in things like

developing a new computer system.

I would ask for a vote by a show of hands, if that is

satisfactory.

The Chairman. Would you state the amendment.

Senator Bentsen. The amendment would be that we would

expand the incremental R & D tax credit by making eligible

for the credit, all R & D expenditures except depreciation

for plant. and equipment, the allocation of indirect costs-,

i. e., general administrative expenses.

Senator Danforth. Mr. Chairman, could I speak for 30

seconds?

The Chairman. Yes.

Senator Danforth. Mr.Chairman, one of the points that

you have made over the last few weeks, and I think it is a

very important point, we are going to come together, agree

on the tax bill that is reasonably satisfactory, to the

Senate Finance Commt~ttee and the Administration, some of us

are going to have to give up on some of our pe~t projects.

This is one of my pet projects; in fact, it is my bill.

I am going to vote against it.

The Chairman. All in favor of the amendment, signify

by raising either hand.
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(Showing of hands.)

The Chairman. All opposed?

(Showing of hands.)

The Chairman. I have three proxies.

Senator Bentsen. I don't think you need them.

The Chairman. Could we agree then on what we had before

us and hopefully, you can maybe accommodate Senator Bradley'

--part of his concern, the same with Senator Durenberger.

Senator Bradley. Mr. Chairman, what Mr. Chapoton has

already said on my second point goes a long way toward

meeting it,. which is that as I understand what you said,

grants for basic research would .not be included in the base

from which the company determines its incremental research

and development.

Mr. Chapoton. That is correct.

Senator Bradley, I would have to;;say, those grants

would not qualify for the credit either, you understand that

Senator Bradley. I understand.

Mr. Chapoton. They would be excluded from the base,

that is correct.

Senator Bradley. The only remaining question then is

whether at a later point in our deliberations, I would make

an amendment to allow the basic research grant to be

included for the tax credit treatment.

The Chairman. Right. That right would be preserved.
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Senator Wallop. And as well, I would like to hay

look at the effects on jobs on the proposal I made.

The Chairman. Right.

I think he has indicated he will do that.

Mr. Chapoton. Yes.

The Chairman. Without objection, we will agree t

provi si on.

Let's take up number 5, retirement savings for s

employed. That is not the IRA, the Keogh, there are

number of discussions going on on IRA's I think, on b

sides, to see if we can make some accommodations.

I don't know of- any problem-with number 5, which

on page 13.

e him

o that

elf-

a

oth

appear

Then we would like to take the investment credit for

rehabilitated buildings and maybe the incentive stock

o pt i ons .

Mr. Chapoton, do you want to address the --

Mr. Chapoton. Very basically, Mr. Chairman, this

proposal would increase from the present limit of $7,500

on the amount a self-employed person, under a so-called

Keogh plan or H. R. 10 plan, may contribute toward his own

retirement, on a tax deductible basis.

Present law -- increase that $7,500 to $15,000. As

you know, present law does provide special rules, detailed

special rules for retirement plans which cover self-employed

Freelance Reporting Company
1629 K Stneet, N.W.

Washington. D.C. 20006
(202) 659-0760



44

persons.

There have been m

under these plans than

plans, that is, plans

There have been a

have been kept too low

we are seeing is a ten

to obtain the benefits

corporate plans.

This answers that

from $7,500 to $15,000

person may contribute

These people, of

employees,

ore severe limits,

are applicable to

traditionally,

normal corporate

benefiting employees of corp

number of complaints that t

over the years. One of the

dency for professionals to i

of the retirement benefits

complaint to a degree,

Ithe amount that a sel

to his own retirement.

course, have to cover a

all common law employees

'orations.

,he limits

results

ncorporate

under

by increasing

f-employed

I11other

that they have for the

partnership or sole

The Chairman. S

Senator Chafee.

provision, but I thi

this doesn't do-much

In other words,

than $50,000, but th

helped at all by thi

Mr. Chapoton. T

Senator Chafee.

get on with the IRA'

proprietorship.

enator Chafee.

Mr. Chairman, I think this is a goo

nk it is important to-.point out that

for the lower income person.

this helps those who are making more

e person who is making $30,000 isn't

s proposal.

hat's correct.

That is why I think it is important

s, because under our proposal a
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self-employed would be able t use an IRA.

a little something out of it, anyway, that

The Chairman. Senator Durenberger.

Senator Durenberger. Yes.

The Chairman. We are going to take up

this afternoon. I think Senator Chafee an

some things on IRA's.

Is there any objection to this provis

Senator Bradley. This is as it was pr

The Chairman. Right; $7,500.

Without any objection, we will approv

tentative basis.

Could we move to rehabilitated; inves

rehabilitated buildings?

Mr. Chapoton.

Mr. Chapoton. Mr. Chairman, the propo

existing law which does allow a 10 percent

credit for the rehabilitation of a structu

least 20 years old..

This proposal would delete that provi

law and replace it with a provision allowi

in credit if the structure for the rehabil

incurred in connection with the structure

years old.

A 20 percent credit if the structure

So

he

he would get

is not getting

IRA's hopefully

d others have

ion?

oposed, 7

e that on

to 1 5.

a

tment credits for,

sal would

i nvestme

re which

mod ify

nt tax

is at

sion from the

ng a 15 percent

itation expenses

is at least 30

is 40 years old,
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a 25 percent credit if the structure qualifies as an

toric structure and is certified as such.

There was a concern at one point that there was not

ugh distinction between the 40 year old structure and

toric structures, because the intent, the feeling of

National Trust for Historic Preservation was that there

uld be a significant distinction there.

We have reviewed that and determined that there is

e distinctions under this proposal than exists under

sting law.

So., we think

and certainly will

of the country whe

The Chairman.

anywhere? I haven

Mr. Chapoton.

the country that h

ACRS proposal will

if the incentive t

the country, cause

This is a par

more beneficial to

The Chairman.

Senator Bents

last fall, that wa

that the proposal addresses that problem

be of benefit in some of the

re there is con

Is there any

't detected any

We have heard

ave argued with

cause a flight

o build a new p

relocations.

tial answer to

rehabilitate e

Senator Bents

en. Mr. Chairm

s the very poin

older parts

cern about --

demand for this provision

groundswell.

a great deal from parts of

out such a provision our

to the Sun Belt, that is,

lant, in a new part of

that, that it will be

sting structures.

if I might on that

hat was brought up.

bill

I f
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I didn't originate this, I at least was one of the early

participants.

The Chairman. That was in the bill last year.

Senator Bentsen. That is right. We put it in becau

the argument was made that we were going to have everybo

moving to the sun belt. Frankly, we don't want everybod

down there. We have about all we can handle.

All1

and see

but you

We

they car

not just

when all

and don'

transit

when you

it

the prob

So,

that we

some of

of famil

schools

I you have to do is g

some of our crowded

come visit. Please

o down

school

don't

S

5 .

al1

s e

dy

y

ome of our freeways

We like you all fine,

I of you stay.

would like to see the ill factories, to the extent

i be rehabilitated, rehabilitated. I think it is

the economic loss to that particular community

of a sudden. you have utility lines that are stubs

t service the- people, when all of a sudden a mass

system that. is built no longer serves the people,

have a deteriorating tax base.

is not just the problem of that community. It is

'lem of the entire Nation.

I was urging last year, along with some others,

put this in to try to encourage a modernization of

these old plants where you don't have the uprooting

ies and sending them all down there to crowd our

and our freeways.

The Chairman. Senator Bradley.
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Senator Bradley. Mr. Chairman, I think this is a go

proposal. It clearly is aimed at older industrial areas

I think it remains to be seen whether it will work, but

think it certainly is an effort to recognize our particu

problems.

I think that -- I have talked to a number of busine

people who have told me as a result of this, that they a

actually looking at the possibility of rehabilitating

structures in older urban areas, instead of moving eithe

to the suburbs or to the south.

So, I think it is a good amendment.

Senator Bentsen. Mr. Chairman, the nice thing about

this one is it if it doesn't work, it doesn't cost you

anything.

The Chairman. That is true.

Senator Chafee.

Senator Chafee. Mr. Chairman, I think this is a ver

worthy provision. There is nothing more tragic, it seem

to me, than to see downtown buildings remain vacant, exc

perhaps for the ground floor where there are some stores

and up above is home for pigeons.

Meanwhile, we go on with suburban sprawl where we

have to build new sewage lt~nes, new water lines, consume

valuable open space and all that.

So, I think this is good.

'od

I

'1 a

5ss

r e

r

y

5

ept
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I would point out one thing, Mr. Chairman. I would

ask Treasury whether this was inadvertant.

When you changed the language about the 60 months

depreciation that you have in the current law, there was

also some language in the current law that says if somebody

destroys a building in a historic section, and in our parts

of the country we have complete sections of town labelled

historic, that -- and you replace~it with another building,

you could only take straight line depreciation on that

replacement building.

You couldn't take accelerated depreciation.

Now, it would seem to me that that -- there is some

wisdom to that law. That discourages people from going in

to historic districts and tearing buildings down and

replacing them. and getting accelerated depreciation.

Did you change that rule for a reason?

Mr. Chapoton. Senator, I think it was done knowingly,

but I would like to study that.

Senator Chafee. Very well.

Mr. Chairman, I think -- I am all for this language.

What I would like to do is to go ahead and approve this

with the reservation that we could insert that language

about denying anything more than straight line depreciation

for replacement structure in a historic area.

Senator Matsunaga. Mr. Chairman.
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The Chairman. Senator Matsunaga.

Senator Matsunaga. Is there any -- I support the

proposal wholeheartedly, but is there any reason, Mr.

Chapoton, for limiting the 15 to 20 percent credits to

non-residential, industrial and commercial structures?

Mr. Chapoton. Yes, that was -- the concern related to

commercial and industrial. We did not -- the people we

talked to and the concerns that were raised were limited

to those.

We thought if you apply it to residential, you expand

the cost considerably and you-may cover~some situations you

may not want to cover.

You may not want to necessarily keep old apartment

buildings, make it more beneficial to have old apartment

buildings rehabilitated than build new ones.

There are, of course, substantial benefits throughout

this -- well, there are more benefits for residential,

under this bill, in any event.

Senator Matsunaga. Would that be contrary to the move

now to rehabilitate downtown areas and to keep downtown

businesses open in the evenings by rehabilitating residentia

units so that the customers for those businesses will be

right in town.

I know that many of the cities are trying to do that

now, in conjunction with rehabilitation of the downtown
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sections of a city.

Mr. Chapoton. If we are talking about rehabilitation

of low income housing, there are other benefits under the

law. There is a five-year write-off of those provisions.

Now if it isn't low income housing there would be no

benefit. It was thought that the problem addressed was

commercial and industrial and not residential.

Senator Matsunaga. Maybe some thought ought to be

given to --

Mr. Chapoton. We could look at that gain.

Senator Matsunaga. All right.

Now, relative to the 25 percent credit, assuming that

a certified historic structure was a residential unit,

would the 25 percent credit still apply?

Mr. Chapoton. It would, yes sir.

Senator Matsunaga. It would.

Mr. Chapoton.Yes, sir.

The Chairman. Could I ask a question of the Joint

Committee? Is there any danger of anybody receiving a

windfall under this provision?

It is fairly rich.

Mr. McConaghy. Well, Mr. Chairman, it certainly would

permit the combination of the credit, and certainly with

no basis reduction, depreciating the building over a period

of time that we end up with under ACRS.
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The combination of those benefits are pretty great.

I think they are essentially over present value of one,

meaning more generous than expensing, computing it that

way.

So, the proposal does have certai nly a lot of benefit

in it.

The Chairman. The Treasury is aware Qf that and has

no objection?

Mr. Chapoton. Yes, sir, we are aware of that. This is

a special provision aimed at a special problem.

The Chairman. It was in the Senate Bill last year.

I think it has. strong bi-partisan support. Unless there

is objection, why it will be adopted on a tentative basis.

If you would, consult with Senator Matsunaga with

reference to his concern. Maybe we can accommodate that.

I wonder if we might move to the incentive stock

option.

This is a proposal of Senators Packwood and Bentsen

Senator Packwood is not able to be here today. But

think Senator Bentsen said he would like to take it up

before lunch.

He will be here in just a minute or two.

Then, maybe we could conclude the morning session a

this afternoon,.meet at 2:30. We could move to IRA's an

the so-called marriage penalty, tax straddles.

I

n d

d
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Mr. Chapoton, could you give us the latest version of

the incentive stock option.

Mr. Chapoton. Mr. Chairman, this, as you know, this

provision was not in our proposal. As I understand it, it

would reinstate the old qualified stock option rules which

were repealed in 1976, which would basically say that a

corporate employer could grant employees the option to buy

stock in the employer corporation and if certain conditions

are met, the principle of those being that the option price

has to be equal to fair market value at the date the option

is granted.

Then, when the employee exercises that option, when

the price is increased, he-exercises his option, pays for

the stock. At that time, he has no taxable income.

Whereas, without this special provision in the statute,

he does have taxable income on the date of exercise. The

corporation gets no deduction at that time.

The only tax incident comes when the employee sells thE

stock he has received and at that time, provided he has held

it for three years, he does get capital gain treatment on

the sale.

The Chairman. Senator Bentsen?

Senator Bentsen. Mr. Chairma~n, again I think this is

a hi-partisan approach. Senator Packwood and I have worked

together in trying to assist and trying to develop an
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entrepreneural interest in a company, by management.

One of the problems we have with management today

in the United States is looking at short-term goals. That

is understandable because they have a place for them in the

way of incentives, how much better did the company do than

last year. That decides their bonus; what kind of a salary

they are going to get.

One of the differences we see with the Japanese is a

continuity of management and staying with a company and

being interested in long-term R & D.

Yet, in our country, many of the people in management

say, "Why worry about long-term R & D. I get no credits

for the long'term growth of this company. In turn, my

successor will probably benefit from that."

So what we are trying to do is to say that you can

have a stake in this company with a stock option. We are

trying to go back to what it was in 1969 and saying that

if you are granted a stock option-, no more will the company

be allowed a deduction for that as they are under the

present rules, but that if you make it pay off for your

company and the value of the stock goes up because you have

been successful in its management, then you will have a

capital gains.

You have a stake in the long-term future of your

company.
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You have a bunch of head hunters out here that come

around to American

if they will jump

So you have m

do is anchor peopl

long-term outlook.

That is why..I

say we have somei

to staff and they

this. I don't thi

staff has approved

The Chairman.

discuss those with

Senator Bentsi

The Chairman.

management today and offer them a bonus

to another company.

obile management. What we are trying

e to stay with companies and take the

think it is good. I would

nterim rules here that we ha

have submitted to Treasury,

nk Treasury objects to it.

it .

It is my understanding the

Mr.Chapoton when we break u

en. That will be fine.

The staff doesn'.t have any

to

like to also

ye submitted

as a part of

I understand

staff will

p at noon.

problem with

it. I am not certain about Mr. Chapoto

Senator Bentsen. Right. Then I wo

McConaghy to. comment, if he will, -- I

to me about restricted stock incentive

inclusion in this stock option.

I would ask-such comments as he ma

that part of the proposal.

Mr. McConaghy. Senator Bentsen, I

about the SAR's, the stock appreciation

Senator Bentsen. Yes.

n .

uld also

have had

plans fo

l ik e

peopl

r the

Mr.

e talk

y have concerning

think you

r i gh ts.

are talking
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5 6

Mr. McConaghy. Those aren't permitted now under the

existing law. I think you are suggesting an individual

employee could go ahead and surrender the option and

receive stock equal to the difference between the current

fair market value and the option price and not have to go

through making the exercise and then, of course, turning

around and selling the portion to pay it.

Or, you are suggesting I think he could receive both

cash and stock, the cash of which he could go ahead then

and buy the stock.

Neither one of those under current law would be

permitted. I think the bill, as modified, Senator Packwood's

bill would permit the option to be exercised with property,

including stock, but a further modification would have to.

be made if you are going to permit cash payments at the

time that the option was granted or essentially to permit

stock appreciation rights.

Senator Bentsen. How about the other type where you

have a restricted stock where the fellow is allowed to

receive the dividends and even vote the stock. It is

called a restircted incentive stock plan.

Do you have a comment concerning that one?

Mr. McConaghy. I would have to look at that, Senator

Bentsen.

Senator Bentsen. All right.
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Senator Durenberger. Mr. Chairman.

The Chairman. Senator Durenberger.

Senator Durenberger. I would say this proposal is

not just good, it is terrific. It did a lot for America

back in the late '60's and early g7 0 's, when it was the

law of the land, particularly as Senator Bentsen has pointed

out, for small and growing businesses that had demands for

particular kinds of talent.-that they wanted to hang on to

as part of their growth.

I think this provision has been included in all of

our small business capital formation bills of one kind or

another. It is just terribly, important to small business..

in the country.

Senator Bentsen. Mr. Chairman, I would urge the pass-age

of the Packwood-Bentsen stock option.

Senator Matsunaga. Mr. Chairman.

The Chairman. Yes.

Senator Matsunaga. I wish to comment my colleagues,

Senator Bentsen and Senator Packwood for offering this

innovative proposal in the form of executive compensation.

It would help, as well as in the high technology industries

to reward key workers.

But as I understand it, this option is open for a 10

year period to be exercised; is that correct?

The Chairman. A 10 year period, Mr. Chapoton?
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Mr. Chapoton. Yes, sir; 10 years.

Senator Matsunaga. If there is no objection from the

proposers, I would suggest a 20 year period to exercise the

option so that qualified employees wo~uld have a chance of

more firmly establishing themselves and be able to exercise

such options.

The Chairman. Does Treasury have any o

Senator Matsunaga. As the co-author had

under the Japanese system, they have this li

with the so-called -- a 20 year period would

which would even further the purpose of this

Senator Bentsen. Mr. Chairman, I see no

that, subject to what staff might say.

I suppoose you are talking about the li

rather than the opt~ion, are you? Or are you

the option itself?

Mr. Chapoton. This would be so that an

received an option would have a 20 year peni

to exercise.

Senator Matsunaga. Correct.

Mr. Chapoton. Off hand, I don't think I

objection.

The Chairman. Off hand, we will accept

Mr. Chapoton. Could I ask what we did o

on the stock appreciation right? I think we

bjecti on?

indicated,

fe-time period

be perhaps one

proposal .-

objection to-

fe of the plan

talking about

employee who

od within which

see any

i t.

r what you did

would have
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serious reservations about that.

The Chairman. That is not a part of the proposal

before us-as I understand it.

Senator Matsunaga. One further question. Am I correct

in my understanding that your proposal does not make

sequential exercise mandatory?

Senator Bentsen. That's correct.

The Chairman. Senator Bradley.

Senator Bradley. Mr. Chairman, I think this is one

of those things that virtually everyone here thinks is a

good thing. I think it is important to get new companies

off the ground, particularly high technology companies.I

strongly support it.

The Chairman. Senator Baucus.

Senator Baucus. Mr. Chairman, I join too. Of course,

you all know that when the Act was changed venture capital

was scarce.

The Chairman. .I don't know of any objection. I want

make certain we are in acreement on what we are about to

accept.

Would you state the proposal

to accept, Mr. Chapoton.

Mr. Chapoton. As I understand

would be basically a reinstatement

option rules that were repealed in

you think you are about

it ,

o f

1 97

Mr. Chairman, it

the qualified stock

6, extending the 10
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year option, the permissible period f

On sequential, there is a rule u

that you must grant the oldest option

the oldest option outstanding.

Was there a change in that rule?

rom 10 to 2

nder presen

II believe

0 years.

t law

it is

I was not clear on

that.

Senator Bentsen. Yes., we said it did not have to be

sequenti a

the SAR.s

some limi

we negoti

Mr.

The

Sena

can, just

an import

mna na ge me n

I1. I wo

that we

tat ions

ate on t

Chapoton

Chairman

tor Moyn

to use

ant step

u I

t

we

h a

i h

t h

vJ

d urge

.ake a 1

can pu

A

S

a

i

'I

of ventur

firms, new entries,

of corporate

The deci

capital

sion to

that Treasury on the

ook at that and see i

t on it

Iif that is

le will take

enator Moyni

n. Mr. Chai

s moment to

th regard to

e capital fi

we have yet

g a

fo

ins ques

rm si~all

question of

f there is

to make it feasible

all right.

a look at tha

h an .

rman, I would

say while we

the establis

rms and high

before us a 1

i on .

firms is cons

and

i ke , if I

are taking-

hmnent and

technology

arger question

i derably

influenced by the marginal rates on what capital gains they

will have.

We had a very strong response to our 1978 reduction

which was only two points, 28. But in 1977., venture

capital firms raised $39 million. In 1980 they raised
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6 1

$900 million.

Now what correlation does not imply causality and you

never fully know. We have had some pronounced change in

those numbers. I hope will, of course, later get to the

question of -- if we combine bringing capital gains down

to 20 percent and this measure, I think we have done about

as much as we would ever be expected. I hope some people

might even be grateful,

The Chairman. I might say since the Senator raised

that question yesterday, we asked the Treasury to take a

look at it and see whether we within the confines that we

have, work out some accommodation. Maybe it wouldn't be

immediate, but I~t would be eventual.

If there is no objection then, we will accept as we

have the other provisions, on a tentative basis, the

incentive stock option provision of Senator Bentsen and

Senator Packwood.

Unless anybody -- Mark.

Mr. McConaghy. I think I can answer Senator Bentsen's

question, clarifying what he was talking about. There is

a plan evidently which a couple companies have which permit

the issuance of stock for a:-nominal amount to the employee.

The employee has the right to dividends and he has a right

to vote the stock.

He can buy the stock later, but'if he leaves employment
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or doesn't want to buy the stock, the employer can buy

that stock back at a nominal cost.

The question really is, is it an option to which

obviously these would apply.

We think it is clear that under the regulations,

Section 83, it would be treated as an opt'ion. We coul

make that clarifying change if you wish so.

The only other question is the question of effect

date on stock options. I am assuming that you are essei

adopting S. 639. But, the question was: Is this inten'

I assume to apply to. newly-granted options and to old

options that were not exercised before '81, and old op

which were pre-'81 grants, unless the employer elects

The other remaining question is, is it intended ti

apply to old options that allow them to be amended- wi

the period of time such as 12 months.

Senator Bentsen. Those were some of the transitio

things we had proposed and discussed with staff and subi

to Treasury, at your urging, Mr. Chairman.

The Chairman. Maybe over the noon hour they can si

Senator Bentsen. We had agreement on it, didn't w'

Mr. Chapoton. We would not have any problem with

under

d

iv ye

nti all1

ded.

ti ons

out.

0

t hi n

n a

M i

ee.

ea?

those.

Senator Bentsen. So I would like to have that

in it, Mr. Chairmaft.

i ncl uded
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6 3

The Chairman. Fine.

We will start this afternoon at 2:30 with IRA's. I

will ask Mr. Chapoton to stay around for a few minutes in

case somebody would like to talk with him now about some-

thing for 15 minutes. We could save an hour this afternoon

Mr. Chapoton. Sure.

(Whereupon,.at 12:01 p.m., the Executive Session

recessed, to reconvene at 2:30 p.m., the same day.)
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11 right, Mr. Chairman.

to increase the IRA limit for
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contribution to both Plans, both IRA's for a spouse, forworker and a S po usje co e by a m l y rs o s r d p ait w o u l d be $ 1 4 12 5 . I V ~ f y a m l y r s o s r d p a
We did not Permit I guess the two most discussed iteh~ere or whether mandatory contributions to an employer-

sponsored Plans qualify for the income tax deduction.
They do not, under our Proposal.
Secondly, do voluntary contributions, that is, not,

that are not required as a condition to participate in thE
plan, whether they qualify for a tax deduction.

The answer is no, we have not allowed that under our
proposal.

In the case of 'voluntary contributions, employers canestablish employer-.sponsored IRA's, and therefore facilita
the creation of $1 ,000 deductible contributions on behalf
of their employees, but we did not permit contributions to
their own plans, to the emlyrspnoe plan.

I might say on that, Senator Chafee and I, and othershave discussed the second aspect on the voluntary contri-
bution. Whether voluntary contributions are deductible.
We might want to go into that just a bit.

The Chairman. Senator Chafee.
Senator Chafee. Yes, Mr. Chairman.
First, let me say that in the entire tax proposal thatwe have here, except for the one year Danforth All Savers
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provision, it seems to me that this is t
s a vinnz n11-rn, g.--ti in the bill.1

I think significant steps have been
say it is not what we originally sought,

Cha irma n.

The bill that Representative Moor ai
permit $2,000, on the so-called LIRA's ar
would permit withdrawals for college edu(

and for first purchase of a home.

However, little steps for little fee
progress. This is something, one of the
things that -- I am not sure Mr. Chapoton

longer do we have the percentage deductio

the lower of $2,000 or 15 percent.

Pf you make $3,000, you can put $2j0
in an IRA. The percentage limitation is

Now, that takes care of the IRA's.

Now, let's move to the LIRA's which
there is a qualified pension plan.

Here-we permit a $1,000 deduction by
pension plan, but the question is, what at
contributions to a pension plan. Would tti
contribution count?

Mr. Chapoton said that in the Adminis
proposal, that does not take place.

he only out year

taken.
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I might

know, Mr.

id I put in would
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could, those restrictions, then I think we would
objection to allowing q cutry deduction for

contributions for plans.

I don't know if Mr. McConaghy sees any furt,

istrative problems in doing that.

The two we would want, Mark, would be the ni
and penalty if withdrawal before age 59 and a ha'

Mr. McConaghy. Well, I think those essentiz

I would agree with Mr. Chapoton. I think it woulc

obviously necessary to have the employer keep in

have no

vol untary

her admin-

borrowinc

I f.

illy --

I be

separate sub-accounts. He presumably does that now with
a voluntary, non-deductible contribution and regular

qualified plan.

This deductible voluntary contribution, I think he
would have to keep a separate sub-account for and there
would have to be rules perhaps as to what happens if an

amount is pulled out.

Is it attributable to a qualified plan contribution
and voluntary non-deductible or a voluntary deductible

contribution.

My understanding is they can and are willing to
establish such accounts.

Senator Chafee. Well , the objective of course, is to
encourage use of these and to make it as simple as possib

What would happen if you just counted the contributi
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into the regular pension plan as it.
Now, true, there the" rn.,1A Ipe

leave, they could take it. But no one is

their job in order to collecta few dollars

a LIRA, are. they?

Mr. Chapoton. No, that's correct.

It is true, it would be a significant

compared to the non-employer sponsored IRA

ume when they
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be ne fi t
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In other words, if a Government -- you woul

at r au U UvYCIiiiien iii ployee -- anything above w

would normally pay for Social Security, but anyt

he would want to put in.

Mr. Chapoton. What he would otherwise pay

Security would not be deductible in any event.

Senator Chafee. Right.

Mr. Chapoton. Because the private sector,

Security, of course, is not deductible.

Senator Chafee. Right.

Mr. Chapoton. But we feel we cannot go the

and allow deduction for mandatory contributions,

because of the revenue cost involved.

There are an awful lot of plans now

private and that require mandatory contr

condition to participation in the plan.

Of course, many Governmental bodies

butions to a retirement plan as a condit

That is not very usual. In quite, it is

the private sector. But it is quite us'u

sponsored plan in the private sector to

contribute to the plan as a condition to

the plan.

If we permitted a deduction for tho

i

d not want

hat he

hing else

for Social

Social

f ull

pri

Government

butions as

route

nci pall.,

and

a

require contri-

ion to employment.

quite unusual in

al for an employer-

require you to

participation in

se amounts, we

would be talking about a revenue loss of over -- in cur

Freelance Reporting Company
1629 K Stret, N.W.

Washington. D.C. 20006
(202) 659-0760

a

0

25



7 1

estimates, $4 billion, right away and without any immediat
increase in savincis.

We feel we must oppose that.

Senator Chafee. Well, Mr. Chairman, I know they looke
on this. I know that Senator Matsunaga has been intereste.
in it.

I can't argue with the revenue

in with an agreement here that

have had a

permit the

e mandatory

indeed, wil

qualify as

and distort

At lea!

toward the

Maybe we car

in this, per

Bill in some

I think

to have a su

Sena tor

The Cha

Senator

s ta ti st i

we would

good deal of concern expre

voluntary contributions to

plans are put at a disadvi

CS. We have

n't go above

ssed to me thai

be deductible,

1 try to make artificial changes in-'order to
Voluntary plans. it will cause some wrenching

ions in the system.

it, Mr. Chapoton indicated that he was sympathel
tiew of permitting the mandatory deduction.

iwork toward that and try and continue efforts
thaps when we get dealing with the Social Securi

way.

the great thrust of this effort, of course, is
pplement to Social Security through the IRA's.
Matsunaga. Mr. Chairman.

irman. Senator Matsunaga.

Matsunaga. I commend the Senator from Rhode
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his share.
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to voluntary pension plans

the so-called mandatory p1

term "mandatory" might be m

mandatory merely means that

share only if the employee
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2 employei

1 contri-

n that the employee is required

Because of this now, if we permit a tax deductic

RA's and the voluntary plans, then we are going

an exodus from the so-called mandatory plans amc

mployees who would like to take the tax deductio

Whi~le it is true that under most plan s they may

raw from the plans whenever they terminate their

yment, still the tax deduction is an attractive

Let me point out some of the reasons which a coa

hoc coalition on employee retirement savings de

consisting of the following have said.

Now, the American Council of Life Insurance, Ame

ty of Pension Ac~tuaries, Association of Advanced

wqriters, Association of Private Pension and Welf

Bureau of Wholesale

in only

to

ing

n .

thing.

li tion.

duc-

rican

L if e

are

Salesman's Association, ERISA

Industry Committee, National Association of Life Underwriter

Freelance Reporting Company
1629 K Strwe, N.W.

Washington, D.C. 20006
(202) 659-0760

1

2

3

4

5

6

7

a
9

10

1 1

12

13

0 14

15

16

17

18

19

20

21

22

23

24

25

I



i

3

7 3

National Automobile Dealers Association, National Federat

of Independent Businnr i business Council of Americi
This coalition fully endorsed extension of the IRA

proposal as Put forth by the Administration, to some
mandatory as well as voluntary plans, one for equity
reasons.

Then, the failure to treat mahdatory and voluntary
contributions equally would discriminate against those
lower paid employees who can only afford to make mandatory
contributions necessary to participate in the employer.us

plan.

Two, employees may cease to make mandator~y contri-
butions and withdraw from company-sponsored plans, to set
up IRA's.

Now employees who withdraw would, one, lose their
benefits provided by the employer..

Two, lose incidental benefits under the employer's
plan, such as life insurance, annuity options, and three,
lose increased benefits through later plan amendments and
systematic savings through payroll deduction.

Next, employee who withdraw from participation in the
employer's plan, would adversely, and this is important,
would adversely affect the continued tax qualified savers
of the employers' plan, since the employer, as the Secretar2
well knows, is required under the Internal Revenue Code, to
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low willI that strike the Treasury?
4r. Chapoton. Well~i Senator, let me respond to a
?Of Points.

Ine, I think it is a matter of concern as you stj
ainly agree that ws rit ~
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There will be some pressure, unquestionably, for
to consider qoina thpir a."" "..y, haiy hi

'idual retirement account and not participating.

at the same time, they have to recognize in
a, if they do that, they fail to participate in

yer's contributions which are usually significant
up over the years and offer very important

that I think the case that this will dismantl
pension system overstates the situation consi

:hough there will1 be some pressure to move into
[ividual retirement account.

we could allow employee mandatory employee co
to be deductible, it probably would be the be

tors considered, particularly if we made some
in the present rules that treat contributory

-contributory plans slightly differently.

t they are questions we don't need to get into
t I do not see any way to get there partially,
tsee any way to get there under the revenue cc
we now have.

we went to private plans only, we would still
about in 1982, calender '82, $1.6 billion. Ev
don't see how we could explain to workers for
Government and workers for state and local Gay

e the

d~e r -

t he i

n t

s t
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ii1ans

now.

and

)n-

b e

e n

the

e rnfmer

Freelance Reporting Company
1629 K Street, N.W.

Washington. D.C. 20006
(202) 659.0760



7 6

why their contributions would not be deductible, whereas

t ncon 4 n It- hon nr 4 ,n4-n ttr .-nr *. c u ,1A I...

So, I do not see how we can go partially on this

question.

Senator Matsunaga. Supposing we lower the amount on

mandatory plans, rather than $1,000, to begin with $500

deduction.

* That would mean considerable savings. You may have

the figures.

Mr. Chapoton. Well, it would be, according to these

figures, it is on a calendar year basis, it would be $1.2

billion, calendar '82.

Senator Matsunaga. Well, I have figures here, '82, woul

be $.9 billion.

Mr. Chapoton. That must be a fiscal year.

Senator Matsunaga. In '83 it would be $1.7 billion.

In '84, it would be $1.9 billion. In 1985, $2.0 billion and

in '86, $2.1 billion, if we were to reduce the deduction to

$500.

Mr. Chapoton. $500. We would agree basically with

those figures. That is, I think, outside the budgetary

cons'trai nts under which we are operati ng.

Senator Matsunaga. Would that still be beyond what the

Administration would be willing to go?

Mr. Chapoton. Yes, sir.
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We could not at this time. We would be happy to
consider that in tho f.+.- We. could ritaIi s t m
agree to that~type of additional expenditure.

Senator Matsunaga. Mr. Chairman, I would go on recoi
as offering my amendment regardless as to what the con-
sequences may be, to extend the tax deduction provisions
IRA to voluntary and mandatory pension plans.

The Chairman. You are offering that in the form of a
amendment?

Senator Matsunaga. Yes.

The Chairman. Do you want a vote on that?

(Pause.)

The Chairman. Do you want a record vote?
Senator Chafee. Well, Mr. Chairman, I -- this puts m(

in a very difficult spot. I have, as you know, been pres!
ing the mandatory, along with the voluntary. But we are
in a situation where the Administration has convinced me
that we are not going to be able to do everything we want
do on this bill.

I have seen a host of other proponents here hold back
on getting everything each one wanted.

So, I would not be able, sympathetic as I am, to the
Senator's proposal, I wish he wouldn't press it at this tii

Senator Matsunaga. Well, may I put it on this basis,
then. I will presently support the voluntary proposal, an(

Freelance Reporting Company
!6 29 KStret, NM.W

Washington, D.C. 20006
(202) 659-0760

tc

rn e

I1

rd

f

0

1

1

1

1

1:

2C

21

22

23

24

25

n



78

reserve my right to work UP some maybe acceptable
ition, acceptable tn the Trasr ds~ well as to thos
other side of the aisle.

he Chairman. Fine.

r. Chapoton. Senator, if I could make one other poin
should Point Out in this examination of this questi
)resent law, since we allow.$l s o C n r b t o n ti
an employee who is not covered by his plan, that i!

plies, even though he could be covered, but elects.
participate.

already have something of an incentive for an
e not to participate and make his contribution to

1 retirement

t exacerbati

raising the

iy have a pr

juestion you

mnaga. Yes,

bterger. Mr.

Senator Ot

berger. Mr.

the revenue

n was that a

account.

ng that situation except t

$1,500 to $2,000.

oblem in that regard, even

are addressing 
-

I realize that.

Chairman.

Irenberger:-

Chairman, I became lost

impacts of Senator from

$1,000 mandatory Costs $1

I will review it again.
$1 ,000 mandatory

his own individua

So we are no

the extent we are

So, we alreai

though the basic

Senator MatSL

Senator Durer

The Chairman.

Senator Duren

somewhere here in

Hawaii's suggestio

billion, in '82?

Mr. Chapoton.
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covering. only the private pension system, excluding statE
and local governments and the Fpeleral Goermeto LS $1I

billion, in calendar '82.

Senator Durenberger. Does that mean that if we did t
-- I have to apologize for coming in late, but if we did
we did last August, with just $100, again, we wouldn't ev
have to write out the Fed's people, because the amount is

so smallI.

But, just keeping it to the private, that would cost

$160 million?

Mr. Chapoton. No, about $342 million, calendar year.

Senator Durenberger. In everything we did yesterday
saving the savings and loans and giving the tax b
percent tax bracket folks a good bump and taking

all the little people on-fixed incomes, below 30
di'd we save anything in there in that transfer th

approximate $342 million, next year?

The Chairman. I might say, I think there was
savings, but we have the Budget Committee, I mig
3enator Domenici and Senator Hollings and others

:oncerned about what we have done already in this

We think we have reduced the cost by some $3!

)ver the President's original proposal.

Senator Domenici thinks it is only $18 bill~

think both he and SenatorHoll ings think

'racket,

it away

percent,

at would

S

h t

a r

b

51I

it should be $100.

.12

:he

whi

en

30

fro

ome

say ,

e very

ill 1.

billion
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I That is another problem we have.
2 1 just ope we di not 6ae i any more expensive.

31 ~ Mr. Chapoton. If the $342 mnillinn .-. I-
4 was private plans only. If the state and local and Federal
5 Government were covered there woulId be $656 million.
6 So we didn't save nearly that much.
7 Senator Duren'berger. I don't ¼ant my question to be
8 misinterpreted, because I really appreciate how far the
9 Treasury has come on this issue.

10 I also appreciate the fact that Senator Chafee has
11 been put in a little box here that we all helped build for
12 him, because I think he really believes *hat+"

I.

.~~ I - - .- .__ .... 6 691LII Wdy to get I
1lo good capital formation and everything else is long-termQ 14 investment.

15 There is no better lon~g-term investment than IRA's and
16 LIRA's and pensions and all that sort of a thing.
17 If he suggests that maybe there will be a second go-
18 around on~these things where we can improve on them, I
19 - guess then, maybe we will go along with it.
20 The Chairman. Do you have any further questions, Senato
21 Chafee?

22 Senator Chafee. Well, as you know, Mr. Chairman, I was23 very anxious for the $2,000 on the LIRA's. If we do our
24 adding and subtracting here from what Senator Danforth saved25 us on the $200 and $400, when we finished with Senatonr

)
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11 Danforth's All Savers and netted that out, in 184, we have
21a$1.6 Plus ne.net, et~ on t-t i hw

3 ~Then, in the next year, '85, we have nearly a $3.5 net
4 increase.

5 ~SO, I would like to see us go to the $2,000 on the6 LIRA. That seems to be a very modest cost. That is no
7 where near in the brackets of the mandatory; is it, Mr.
8 Chapoton?

9 ~Mr. Chapoton. No, it isn't, Senator. Let me see if we
10 can put a finger on that figure.
11 Senator Chafee. Well, I just happen to have it here.
12 -(Laughter. )

13 ~ The Chairman. It takes more than one finger.
114 Senator Chafee. In netting it out, in '82, I have a15 net savings of $14 million. In the next year, $332 million

16 In the next year, $940 million.
17 These are pluses.

18 ~ The next year, $2.6, that is in '85. In the next year,
19 $2 .7 .

20 That is after my proposal.
21 Mr. Chapoton. That is raising it from $1,000 to $2,000?
22 Senator Chafee. Yes.

23 ~ Mr. Chapoton. Net of the additional to the All1 Savers24 and then removing the $400-$200?

25 Cn~.. ~
--.. ~U LiJdree. Right. Well, we didn't remove the
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F) ~1 $400 and $200. We cut it down to -

2 Mr. Chapotnn Dotnn~_..I,
2 -LIIh extensi on it woulId go from3 $100 on dividends only?.

4 Senator Chafee. Yes.
5 (Pause. )
6 Senator Chafee. Now we are truly in savings. These are
7 savings. That is what the whole'thing is.

8 ~Also, one of the advantages, I think when You have9 the $2.,000 across-the..board, You have something that is10 understandable. It is $2,000, not $1,000 for one and $2,000
11 for another.

12 I would say yes.

13 Mr. Chapoton. Senator, we,--
14 (Laughter.)

15 Mr. Ch apoton. -- I am reluctant to agree to that. I16 grant you, we can see some advantages , and there are some
17 simplification advantages to it.

18 ~We have wanted to go slowly on the coverage on permitt-19 ing employees who also participate in an employer plan. I20 think, indeed, if you could do.-it perfe-ctly, you would say21 that for an employee who is covered by an emlyrspnoe
22 plan, you would allb'w him to contribute an amount equal to23 $2,000 less the cont ribution on his behalf, by his employer.

24 ~You would try to draw a parity between the covered and25uncovered employee. In one case, the covered employee cleanl
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SO, it seems to me there is justification for adifferential here. I am reluctant to agree to abolishing
that differential.

We take a meat ax approach, that is, $1,000, $2,000,
because we do not want to go to the extreme difficulty of
determining the amount set aside for the covered employee.

But I have trouble saying we could do away with any
distinction whatsoever.

There is the revenue cost, while it does nint rm1.

3

4

5

6

7

8

9

10

83

does have tax-free benefits, tax-free amounts accruing fo
his benefit. wherna~ iqh - '

r

Offs-et the savings from the Danforth amendment, there is
still cost versus not going up at all.

Senator Chafee. Well, I will tell you, why don't we
leave it this way. This is the S & L's and the credit

-unions, as you know, and all of the thrifts really think
this is the savings measure.

Why don't we leave it. Why don't you have a good
night's sleep on this, Mr. Chapoton, and if we are here
tomorrow, we might see how things look, if we are here.

Mr. Chapoton. That will be fine.

The Chairman. Senator Bradley.
Senator Long. Is there any reasnn-l ... ... ...

here?

Senator Chafee

..Ia.n- - iy we~ wouIoan -t be

Well, we might finish this bill today.
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Senator Long. I have no idea.
The Chairman. A~ IT undcrstaj1, well, I think Senator

Grassley raised a question this morning. I asked him to
discuss that with Mr. ChaPoton, at noon, with reference to
this same provision.

Mr. Chapoton. Well, as I understood Senator Grassley's
concern, it has tb do with the cas'e where an IRA has been
established for a spouse, an unemployed wife, for example,
is allowed under present law, to establish an individual
retirement account for her owfl benefit, provided that'the
husband also establishes one.

His concern was that if the husband does not continue
making contributions to her individual retirement account
or if they are divorced or he dies, could the law be changed
so that she could continue to make contributions to that
account.

We would agree that so long as they are married and
there is on a joint return, earned income, she could
continue to make contributions to her account. But followin'
death or divorce of the husband, death of the husband, or
if they are divorced,. so that shin dnce - ~ -- ne- eun
have any earned income, then we do not feel we could go
forward with allowing .her to contr-iheito +n .~2Ž-

iiiu11iviauai
retirement accounts.

Keeping in mind, though, if she had any earned income
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from odd jobs or whatever, as long as it achievE
,O00 level, she could make A full $2, 00C-lt ib
own individual retirement accou nt, because as SE
has pointed out, the percentage limitation is

So, I think that would address that Problem tnCA

d

flator

re-

extent.

Senator Durenberger. What is the Policy judgment in
coming to that conclusion?

Mr. Chapoton. The Policy behind the individual retiiment account is that the retirement benefit, the amount
put aside for retirement is a percentage of retirement ora port ion of earned income, and that if you have income
from capital., then the same considerations do not apply
because presumably that capital will be available and

income
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are acknowledging that. I think
doing in his recommendations.

So, what is the good public

whether her continuation of this

income or from some other source,

ment with earned income?

Mr. Chapoton. Once she no lo

her spouse no longer have earned

exactly the same position as any

taxpayer who does not have earned

that is what Chuck is

poli Cy
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if it

in worryi
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earned income, and that is the

would dictate it whether or no

lished or her husband on'herI
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Senator Durenberger. But

or whatever, are we abusing ti
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Mr. Chapoton. I think if v
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not have to apply that to any case in which an indiv
rement account and then cease making contributi+flS?
Senator Grassley. I am sure Senator Bentsen would
?r that question no, because he was concerned about c
?class of people that were being denied the benefits
WAs, ,jtst because they didn't happen to get a check
de the home or have any income for their work within
iome.

I thi nk we have to acknowledge they are c
as much to the income of the family by staying at home,
working at home, as if they were working Outside the home
and getting paid for it.

Mr. Chapoton. That's correct. I think that is thetheory behind the spousal IRA, so long as one of the spous
has earned income.

But I think when neither spouse has earned income ora single person has no earned income, then the theory tendto break down and the individual retirement account is an

iduaI

)ne

errfort to set aside income

Sena tor Grassley. Righ
written our proposal, tends
we would say that at a cert,
contributed to an IRA throw(
ought to have the right, on
of the circumstances, where

fro

t o

r

to

ami

jha

you

tha

n labor, for retirement.

wrong; the way we have

agree with You, except that
period in time, when you

working-spouse, then you
r own, independent, regardlE

t individual spouse decides

e s

S

S
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not to conti

to have that

Senator

that is --

The Chai

of this issue

ing they have

flue it, or if the spouse should die,
right to continue that.

Durenberger. Within this is another

rman .

We

I wonder if

have a vote

accommodated
concern. They have not, I
the concerns of others.

Senator Grassley. I W(
accommodated somewhat, but
a Person might be getting a
to it.

we might

Ito'some extent, Mr. Grassley':

guess in some part, some of

get some

you 01

issue

8 9

.ght~

and

resolI uti

)uild have

there is

I i mony .

The Chairman. I believe we can
second proposal.

Senator Grassley. Or even some.
income being used to continue. Some
Dn earned income.

to say they have

Still the case of where

They want to contribute

address that in a

l egi timacy

thing that
of

It seems to me that is a legitimate purpose.
The Chairman. There~are a lot of legitimate concerns,

but we are no~t going to be able to address them all. That
is my point.

We have been able to accommodate --

Senator Grassley. Well, what we talked about
accommodating or not accommodating, is whether or not it is
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going to cost a lot of money. We are not talking about a
lot of money here.

Senator Durenberger. Mr. Chairman, I suppose there
is a policy issue on the first one, but there is a legitim
luestion to be answered I think relative to alimony. That
loes tie back in to the unearned income side in one way.

Mr. Chapoton. Well, that question came up just before
loon also, in our private discussions. While alimony is
iot tied to earnings, it is not earned income under preseni

there is a degree of

ild move away from

:alimony as earned

a little difficult

treated.

On the other hand,

there. That gets

sure how we would

rtainly could be d,

rhe Chairman. Well

~ Committee if weI

the present structure. We do not
I income for any other purpose. I
y saying for this purpose it should

as I state, I can see

closer to the line.

handle it mechanically

one though.

,is it satisfaetory to

tentatively accept what

a degree of

I am not

I suppose

the members

upon and theh' if there is some way to accommodate

I t

the alimony

concern, we

We woul

portion 0

can still

d like to

r the other

do that.

dispose of

portion of Senator Grassley

what we have
agreed upon at
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this time, unless there is some objection.

W e w o u l d l i k p t n f .n 4 , - I, L J 6 r l I DII S c I I -' I I-- -. - .I.. G LO.

Senator Grassley. Well, I am not sure to what extent
ave have reached agreement here, even on what he has spoken
to.

The Chairman. Le' find out.

Mr. Chapoton. The one thing t
believe we have reached agreement i
-- if a husband ceased making Contr
retirement account for a spouse, sh
whether or not he chose to do so, p:
joint return and-provided there was

on a joi

o f

i rm

wo

poti

di t

icon

:oul

to

foul1

Om

$ 2,000

The Cha

exceptions i

Mr. Cha

case. In adi

any earned ii

income, she

contri bution

So, it ii

prohibited fr

nt return, on

earned income

an. That would

uld think:

2n. That would

ion, following

ie, even if she

d make the ful

an individual

d be a very un

continuing con

Senator Grassley.

if death the surviving

t h

on

C

e ir

the

over

hat Senator

s on followi

ibutions to

e could pick

rovided they

joint return.

ir joint return.

more cases than the

Gras

ng a

an i

it

f ilII

slI

h

n d

u p

ey I

us ban,

ividui

a

cover a great number of the

a divorce or death, if she

!only had $2,000 of earned

1 contribution, the maximum

retirement account.

usual case that she was

State that again.

spouse Could Still
Under condi

contri bute

hai

tion

to the

Freelance Reporting Company
1629 K Street, N.W.

Washington, D.C. 20006
(202) 659-0760

C)

income

1

1

1

1

1~

19

21

22

23

24

25

0

0

I

I



92

same --

Mr. Chapoton. To her ind~ividu- r

provided the full $2,000, if she had at
earned income. That is all she would r
could make the maximum contribution and
have the same treatment as she would ha

proposal.

Senator Grassley. But, the point i
no earned income, but had unearned inco

going to be able to build up that.

Mr.Chapoton. That's correct. She

percent of her earned income or $2,000,

The Chairman. Mr. McConaghy, have

the debate there?

.Mr.Mc Conaghy. Yes.

The Chairman. Do you understand it

Mr. McConaghy. I think so.

The Chairman. Can we agree on what
and then we can come back if there is a
if it i~s a matter of policy, then we bee

with Treasury some more.

Is it all1 right with you to accept

on, including the portion you had a ques

Chafee?

±LI, 1 ,riiernt a ccount,

;least $2,000 of

ieed, and then she

certainly would

ye under your

s then, if she had

me, then she is not

is 1

whi

you

imited by 100

ch ever is less.

been following

as decided by staff

-- that much o

way to expand

d to discussi

what

ti on

we have

and Sena

a

ti

f it

it ,

t

greed

(No response.)
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The Chairman. Without objection then, when we come
back willrecooizo CnatorOradly for an amendment.

(A short recess was taken.)

The Chairman. The Committee will come to order.
On last Thursday, the Senator from New Jersey indicat4

that at an appropriate time he would propose, I am not
certain how many amendments,-but at least some amendments,
and I now recognize the Senator from New Jersey for that
purpose.

Senator Bradley. I thank the Chairman.

As he stated, last week I said I would propose two
sets of amendments.

The first set I will propose now. This set deals with
targeting the tax cut, the individual tax cut much more
to the middle and lower income individual.

I have two amendments that would do that. I would like
to deal with them sequentially.

The first amendment is a counter tax proposal to the
Administration's 5-10-10. It is a tax cut which is for
one year, effective January, 1982.

I might say that each member has a fact sheet at his
desk. It would have a revenue loss of $28 billion, in '82;
$53 billion, in '83; $63 billion, in '84 and $74 billion
in '85.

The tax cut consists of first reducing the marginal
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rate on investment income from 70 percent to 50 percent.
It would target the rate reductions to the middle A-n

low income taxpayer. By that it is the taxpayer under

$50,000 in income. The last page of the document that has

been presented is the rate cut.

In addition to that it increases the zero bracket

amount by $200 for single returns and $400 for joint returns

The earned income credit is increased from 10 percent
to 11 percent. The income range is expanded from $6,000 to
$10,000, from that to $8,000 to $12,000.

In addition, the 10 percent marriage tax penalty
deduction goes into effect immediately in 1982. It is not
phased in over two years. The deduction is up to $4,000

in income.

Now on the second page of the document that has been
circulated, is a comparative analysis of the individual tax
relief provided to middle income Americans by the revised
Administration proposal which was tentatively adopted last
week, by the Finance Committee in the proposal that I offer

today.

To give :you some example of the difference in individua
cut, a joint ta x return, with two dependents, under the
Administration proposal, earned and that individual earning
$35,000, would receive a tax cut of $538.00, in 1982.

Under the proposal I have offered today, that couple
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'I would receive $699 in tax relief.21 Generally, anyone Who -uder$5,ouu in income
3 would receive greate~r tax-.relief in the proposal. that I have
4 suggested, than the Administration plan.

5 ~The third Page of the proposal compares the percent3 reduction in income taxes under the Proposal I have of fered
and the Administration Proposal.

In addition to that, it takes into account the
increased taxes that Americans will be Paying from inflation,
bracket creep and the increased Social Security Tax~es.

A comParative analysis of these two rate schedules Ithink is instructive. What it shows is, under my Proposal,
an income level of $30,000 to $50,000 would get a 15.2
percent reduction in their income taxes.

While the Adm inistration's proposal is a 12.5 percent
increase.

$20,000 to $30,000 of income, under my proposal would
get a 15.7 percent reduction in taxes, while the Adminis-
tration's would be 11.8 percent reduction in taxes.

The $15,000 to $20,000, under my p roposal, the incomelevel of $15,000 to $20,000 would receive a 15 percent
reduction; the Administration, an 11 percent reduction.

The $5,000 to $10,000 individual would receive
basically a 30 percent reduction; the Administration a 14
percent reduction.
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The Chairman. Fine.

We will start this a

will ask Mr. Chapoton to

case somebody would like

thing for 15 minutes. We

Mr. Chapoton. Sure.

(Whereupon, at 12:01

recessed, to reconvene at

fternoo

stay ar

to talIk

could

p.m.,1

2:30

n at 2:30 with IRA's. I

ound for a few minutes in

with him now about some-

save an hour this afternoon

the

p.m.

Executive Sessi

,the same day.

o n
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12 Th ey

3reti

4

be hi

2

2

The Chai

lividual re

Ile x.I thij

be some chE

t io0n .

Pethaps

ti on 's IRA

in(

I nc

iay

ra

rai

ULiadee and others
Then, I think there are

restions about some change.
Mr. Chapoton. All right,
Our proposal is to lncrea

Dloyee who is not covered by
)nsored Plan, to $2,000 froi

In the case of a spouse,I
irement account is also esta
use, an additional $250. So
hi spouses could be $250 

- $
We also proposed allowing,

Ul1Ployees who are covered by.
Would be allowed to contrit

rement account for their hcn

m5a I

tiremen

ik there

inge in

AFTERNOON SESSION

I wonder- if we might start or
t accounts, which is number 4
a Will be some discussion of
procedural POsition by the A

Mr. Chapoton, YOiu can explain
proposal, which in essence is

I r

aIll

Ithe

the

case Of a spousal

additional amount

on the Comm

a number of
1 tt ee .

Mr. Chairman.

se the IRA limit for
a plan, by an employ

'n $1,500.

bhat is, where an ind
iblshed for an unemp

that combined Plans

$ 2, 2 50.

the es tablishment of
an empl oyer-sponsore

)ute $1,000 to an ind

64

I i1n the

that and

dmi ni s-

mininis-~

'OPOSa 1

who had

an

'er-

ividual

I aye d

for

.IRA Is

d Plan.

i vidual

'oul d

tal

IRA, in

or $125.
that

So,

c a se,

for 
a
i t

to
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contribution to both Plans, both IRA's for a spouse, fworker 
.,,A -.- -1 a sPouse covered by an employer-SPonsored 

pit Would be $1,125.

We did not permit I guess the two most discussedhere or whether mandatory contributions to an e mployer..sponsored plans qual ify for the income tax deduction.
They do not; under our Proposal.
Secondly, do voluntary contributions, that is, notthat are not required as a condition to participate in IPlan, whether they qualify for a tax deduction.
The answer is no, we have not allowed that under ot

proposal.

In the case of 'voluntary contributions- Pnrnni-e- -
establ ish

the

o f

the-

t

i ave

e ml

~ ha

creation of

heir employe

r own Plans,

I might say

discussed tU

)fl. Whether

Ight want to

The Chairman

Senator Chaf

Fi

ye

rs t,

here

1

I

er-sponsored IRA's,

$1,000 deductible cc
es, but we did not

to the employer-s~pc

on that, Senator Ch

ie second aspect on

vol untary contribut

go into that just a

* Senator Chafee.

ee. Yes, Mr. Chairmi

and therefore facili

3ntr-ibutions on behal

)ermit contributions 
1

)nsored plan.

'afee and Is and other

the voluntary contri-

ions I are deductible.

bit.

6 5

or AI

tems

the

i r

an

tat

f

to

.5

et me say that in the entire tax proposal the
.except for the one year D~anforth All Savers

Freelance Reporting Company
1629 IC Street,. NW.

Washington, D.C. 20006
(202t hSo-n7,

vy C r b (
emp I oy



0

1'

1

1:

169

17

18

ig

20

21

22

23

24

O 25

6 6

provision, it seems to me that this is the only out Year
savings encouragement in the bill.

I think significant steps have been taken. I might
say it is not what we originally sought, as you know, Mr.
Cha irma n.

The bill that Representative Moor and I put in would
permit $2,000, on the so-called LIRA's and IRA's and also
would permit withdrawals for college education of children
and for first purchase of a home.

However, little steps for little feet. We are making
progress. This is something, one of the most significant
things that -- I am not sure Mr. Chapoton stressed, no
longer do we have the percentage deduction. That is, it is
the lower of $2,000 or 15 percent.

I-f you make $3,000, you can put $2j0o of it aside
in an IRA. The percentage limitation is gone.

Now, that takes care of the IRA's.
Now, let's move to the LIRA's which apply to where

there is a qualified pension plan.
Here we permit a $1,0 00 deduction by a member of a

pension plan, but the question is, what about his voluntary
contributions to a pension plan. Would that voluntary
contribution count?

Mr. Chapoton said that in the Administration's
proposal, that does not take place.
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Iwould urge that we do permit the Voluntary. This Ii
the first of three- wshe-, s ,- I have. ihis is the most modes

The next being the mandatory, and the next being let
it be $2,000, and the third being include the mandatory a!
wellI.

But let's, start with the voluntary.
Mr. Chapoton. and I ha-.e spoken about that.'

you proceed?

Mr. Chapoton. Our problem with allowing vol
contributions -- deductions for voluntary contrib
Principally the administrative problem.

We felt the limits on IRA's, that is, the pr
law restrictions on an account established by an
for his own retirement, principally the restrictj4

cannot boy

t before

~rcent pe~

it thoseI

)luntary

Once *3

ye diffic

ble only

S own pla

But if

h e

nal

pri

'on

PCu

ul1

t o

n .

worked on it a

'row aga-

reaches

ty, that

ncipal ly

tributi c

decide

ties in

the emp

Why don't

unta ry

uti on~s i'S

esent

i ndi vidua

Inst it and that he cannot withdraw

age 59 and' a half, without a ten
;those restrictions and perhaps others
Iwould have to apply in the case of

ins to an employer..Sponsored plan.
that you have a number of administra..

setting up those restrictions appli-
loyer's deductible contributions to

we could impose in a feasible way, and
bit here over noon and think perhaps we
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coul d

nh i 0

contr

is tra

and p

I wou

obvio'

sep a r

a volt

qual i-

1,those restri

02 UW1

ibutions for p

I don't know i

tive problems

The two we wou

enalty if with

Mr. McConaghy.

Id agre~e with I

usly necessary

ate sub-accnin-

inta

Fi ed

Fh is

ry,.non-deduc

pl1an .

ctions, then I

rig a voluntary,

1 a n s.

f Mr. McConaghy

in doing that.

id want, Mark,

drawal before a

Well, I think

Mr. Chapoton. I

to have the eml

think we would

deduction for

have no

vol untary

sees any further admin-

would

ge' 59

those

thi nk

D1 oyer

He presumably

be the

and a

essen

it wo'

keep

n o

hal

ti a

u i d

in

borrowing

f .

eb

does that now with

tible contribution and regular

deducti ble vol untary contribution,

would have to keep a separate

would have to be rules perhap

amount is pulled out.

Is it attributable to a

and voluntary non-deductible

contribution.

My understanding is they

establish such accounts.

Senator Chafee. Well, thi

encourage use of these and to

What would happen if you

sub-account

s as to what

for

happ

qualified plan

or a voluntary

I think he

and

ens

there

if an

contri bution

deducti ble

can and are willing to

a objective of course, is to

make it as simple as possible.

just counted the contribution

Freelance Reporting Company
1629 KC Street, N.W.

Washington, D.C. 20006
(202) 659-0760

C)

ic

11

12

1 5

1 6

.17

1 8

19

20

21

22

23

24

25



6 9

into the regular pension plan as it.
N o . t r i m t i h o r c + k a. ,, -.a. 1ANow.- - - J ~ .. -- ± pret - uiej when thney

leave, they could take it. But no one is going to quit

their job in order to collecta few dollars on an IRA or

a LIRA, are. they?

Mr. Chapoton. No, that's correct.

It is true, it would be a significant benefit as

compared to the non-employer sponsored IRA. If we can do

it without administrative difficulty, that is, we can

impose a penalty tax comparable to that imposed by ear~ly

withdrawal from an IRA, in such a case, unless an employee

puts it into another IRA immediately following withdrawal,

which he can do and avoid the tax.

Then it seems to me you would achieve comparability

and that would be desirable.

Senator Chafee. Well, I think that is fine. In other

words, we are a little vague here. You are going to be

working on it. We have the concept. The idea is to make

it as simple as possible to encourage the Use of them so

that the salesman will go around and be able to make a

pitch to get into an IRA or a LIRA, so we are going to use

these.

Now the next, Mr. Chairman, was in connection with the

mandatory contributions, above what a non-Social Security

payer would pay.
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In other words, if a Governme

r a Government employee -- an

normally pay for Social Secu

uld want to put in.

Mr. Chapoton. What he would

nt -- you would not want

ything above what he

rity, but anything else

otherwise pay for Social

Security wo'

Se nato

Mr. Ch

Security, o

Senato

Mr. Ch

and allow d

ulI d not be deductible

r Chafee. Right.

apoton. Because

f course, is not

r Chafee. Right.

apoton. But we fe

eduction for mand

because of the revenue

There are

private and th

con~dition to p

Of course

butions to a r

That is not ye

the private se

sponsored plan

a n

a t

a r

e t

ry

C t

i

awful

require

tici patio

many Gove

irement p

usual .

.or. But

n the pri

the

dedu

el w

a to r

cost invo

lot of p

man

n i

rmm

la n

I n

i t

vat

in any event.

private sector,

ctible.

e cannot go the

y contributions,

1 ved.

lans now, Govern

datory contributions

n the plan.

ental bodies require

as a condition to e

quite, it is quite u

is quite us'ual for a

.e sector to require

Social

f ull

pri

iment

ro u t

n c ipal l 1

and

as a

contri -

mpl oyment.

inusual in

n employer-

you to

contribute to the plan as a cond

the plan.

If we permitted a deduction

would be talking about a revenue

i tion to participation

for those amounts,

loss of over -- i
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estimates, $4

increase in s

We feel

Senator

on thi s. I k

in it.

come

them.

rbillion, right away and without any immedia~t
Awi *~ n

we must oppose that.

Chafee. Well, Mr. Chairman, I know they lookei
now that Senator mpe--- --.. a,,. lidSl been 1 ntereste(

We have

go above

I can't argue With the revenue'statistics.

in with an agreement here that we wouldn't

I have had a good deal

if you permit the Voluntary

then the mandatory plans are
indeed, will try to ma'ke arti

qualify as voluntary plans.

and distortions in the Systen

At least, Mr. ChaPotan i

toward the view of permitting

Maybe we can work toward that

in this, perhaps when we get

Bill in some way.

I think the great thrust

to have a supplement to Socia

Senator Matsunaga. Mr. C'

The Chairman. Senator Ma

Senator Matsunaga. I cot

F concern expressed to me that

)ntributions to be deductible,

)ut at a disadvantage and

'icial changes in order to

:t will cause Some wrenching

ndicated that he was sympathel

the mandatory deduction.

and try and continue efforts

dealing with the Social Securi

of this effort, of course, is

1 Security through the IRA's.

ha irma n.

tsunaga.

nmend the Senator from Rhode
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Mr. Chafee,

h ic p o o a

l imi ti ng it

inate against

course, the

reason that

ntribute his

s share.

ndatory does

part of the

cause of this

's and the vo

t~AUUUS% rrom

for offering his proposal. I fu

. Uu hi1s proposali doesn't go f
to voluntary pension plans would

,the so-called mandatory plans.

term "Mandatory" might be mislea

mandatory merely means that the

share only if the employee will

not mea

pl1an .

now, 1

1luntary

the so-i

1 ly

a r

ding

emploDye'

contri -

n that the employee is required

f we permit a ta

plans, then we

called mandatory

x deduction only

are going to

plans among
the employees who would like to take the tax deduction.

While it is true that under most plans they may

withdraw from the plans whenever they terminate their

employment, still the tax deduction is an attractive thing.

Let me point out some of the reasons which a coalition,

an ad hoc coalition on employee retirement savings deduc-

tions consisting of the following have said.

Now, the American Council of Life Insurance, American

Society of Pension Actuaries, Association of Advanced Life
Underwriters, Association of Private Pension and Welfare

Plans, Bureau of Wholesale Salesman's Association, ERISA

Industry Committee, National Association of Life Underwriter
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National Automobile Dealers Association, National Feder ati
-f--ndpenden BILusi nes s, SmallI Busines's Council1 of Amer ice
This coalition fully endorsed extension of the IRA

proposal as Put forth by the Administration, to some
mandatory as well as voluntary Plans, one for eq uity
reasons.

Then, the failure to treat rnahdatory and voluntary
contributions equally would discriminate against those
lower paid employees who can only afford to make mandatory
:ontributions necessary to participate in the employer.'s
pl1an .

Two, employees may cease to make mandator~y contri-
butions and withdraw from company-sponsored Pl~ans, to set
up IRA's.

Now employees who withdraw would, one, lose their
benefits provided by the employer.

Two, lose incidental benefits under the employer's
plan, such as life insurance, annuity options, and three,
lose increased benefits through later plan amendments and
systematic savings through payroll deduction.

Next, employee who withdraw from participation in the
employer's plan, would adversely, and this is important,
would adversely affect the continued tax qualified savers
of the employers' plan, since the employer, as the Secreta
well knows, is required under the Internal Revenue Code, ti
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Chapoton said, durii
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should be

Of the empi
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,re eligible

int the emp

Pendent on
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be toc
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take

e the

plan.

Mr. Chapo

iple Of poin

One, I th-

ertainly agr

bhe discuss

great, ma,

~ndatory pmi

the -- jusi

Government

ion w(

'be WE

'ision

the

sec to

n

ng plans, which

kept, would just

Oyees.

all employers ma

St often depend

early Years.

:e in employers.
5

will not have

loyer's Plan, ar

Social Security

at perhaps we sh

?had, tha~t the re

could start off

plans sector.

private sector to
r out for later ir
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y be

on their

pon so red
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id will

System.

ould
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venue

w i t h

begin

I teg ra -

a te. -

fls ion

that strike the Treasury?
ton. Well, Senator, let me respond to a
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'ee

it is a

that we

matter of concern
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1vctAm Tkn-- .. ±

emoloyep5 to

own ifldividu

But, at

failing to,

the employer

and build up

benefits.

So that

private pensi

ably, thouch

own ind

if

but ions

allI fac

-changes

and non

BU

Bui

I do nol

strai nlts

if

tal ki ng

then , I

Federal

i:will De some pressure, unquestionably, f or
COn"Si~dEi yuing thleir own way, having their

al retirement account and not participating.

the same time, they have to recognize in
if they do that, they fail to participate in
's contributions which are usually significant
over-the years and offer very important

I think the case that this

on system overstates the Si

there will be some pressure

wil1

tua

'ividual retirement account.

we could allow employee mandatory employee contri-
to be deductible, it probably would be the best way

tors considered, particularly if we made some
in the present rules that treat contributory plans

-contributory plans Slightly differently.
t they are questions we don't need to get into now.
L I do not see any way to get there partially, and
see any way to get there under the revenue con-
we now have.

we went to private plans only, we would still be
about in 1982, calender '82, $1.6 billion. Even
don't see how we could explain to workers for the
Government and workers for state and local Governmer

1 dis

t i on

mantl

cons i

e the

d.e r -.

t S
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why their contributions would not be deductible, whereas

those in the private sector would be.

So, I do not see how we can go partially on this

question.

Senator Matsunaga. Supposing we lower the amount on

mandatory plans, rather than $1 ,000, to begin with $500

deduction.

That would mean considerable savings. You may have

the figures.

Mr. Chapoton. Well, it would be, according to these

figures, it is on a calendar year basis, it would be $1.2

billion, calendar '82.

Senator Matsunaga. Well, I have figures here, '82, woulb

be $.9 billion.

Mr. Chapoton. That must be a fiscal year.

Sjenator Matsunaga. In '83 it would be $1.7 billion.

In '84, it would be $1.9 billion. In 1985, $2.0 billion and

in '86, $2.1 billion, if we were to reduce the deduction to

$500.

Mr. Chapoton. $500. We would agree-basically with

those figures. That is, I think, outside the budgetary

constraints under which we are operating.

Senator Matsunaga. Would that still be beyond what the

Administration would be willing to go?

Mr. Chapoton. Yes, sir.
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7 7

We could not at this time. We would be h
consider that in the future.^ We LUi no at
agree to that.type of additional expenditure.

Senator Matsunaga. Mr. Chairman, I would
as offering my amendment regardless as to whal
sequences may be, to extend the tax deduction
IRA to voluntary -and mandatory penisidn plans.

The Chairman. You are offering that in th
amendment?

Senator Matsunaga. Yes.

The Chairman. Do you want a vote on that?

(Pause.)

The Chairman. Do you want a record vote?
Senator Chafee. Well, Mr. Chairman, I --

in a very difficult spot. I have, as you know
ing the mandatory, along with the voluntary.I

in a situation where the Administration has coi
that we are not going to be able to do everythi
do on this bill.

I have seen a host of other proponents her
on getting everything each one wanted.

So, I would not be able, sympathetic as I
Senator's proposal, I wish he wouldn't press it

Senator Matsunaga. Well, may I put it on t
then. I will presently support the voluntary p

appy

this

go 0

'the

provi

ie foi

to

time

n record

con-

sions f

rm of a n

0

this puts me

sbeen press-

3ut we are

wvinced me

ing we Want to

,e hold

am, to

at thi

his has

roposal1

back

th

5

and

e
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then ,

p ropos

on the

TI

Mt

that I

under r

case of

that ap

not to

We

emp foye

his own

So

the extE

So.

though I

Ser

Sen

The

Sen

somnewher

Hawaii ½

b il Ii on ,

Mr.

reserve my right to work up some maybe acceptable
i t i o n - r o ,,.---- to Lne Treasury as well as to thos
other side of the aisle.

ie Chairman. Fine.

-. Chapoton. Senator, if I could make one other poini
should point out in this examination of this questic
iresent law, since we allow-$l,500 contribution in th
an employee who is not covered by his plan, that is

plies, even though he could be covered, but elects.
participate.

already have something of an incentive for an
e not to participate and make his contribution to
individual retirement account.
we are not exacerbating that situation except to
!nt we are raising the $1,500 to $2,000.
*we already have a problem in that regard, even
:he basic question you are addressing --
tator Matsunaga. Yes, I realize that.
ator Durenberger. Mr. Chairman.

Chairman. Senator Durenberger.'

ator Durenberger. Mr. Chairman, I became lost
e here in the revenue impacts of Senator from
suggestion was that a $1,000 mandatory costs $1.6
in '82?

Chapoton. I will review it again. $1,000 mandatory

Freelance Reporting Company
2629 K Street. N.W.

Washington. D.C. 2O006
(202l AW~O.Af



7 9

covering only the private pensioti system, excluding statE
and ½ca go erm- t alnd L e F-e deral Government costs $1

billion, in calendar '82.

Senator Durenberger. Does that mean that if we did t
-- I have to apologize for coming in late, but if we did
we did la~st August, with just $100, again, we wouldn't ev
have to write out the Fed's people, because the amount is
so small.

B ut,-just keeping it to the p rivate, that would cost
$160 million?

Mr. Chapoton. No, about $342 million, calendar year.
Senator Durenberger. In everythinq we did yesterdayv

saving the savings

percent tax bracket

all the litti

did we save a

approximate $

The Chai

savings, but

Senator Domen

concerned abo

We think

over the Pres

Senator

e peoplI

anythi ng

1342 mi I

rman. I

we have

ici and

ut what

we hay

ident' s

Domeni c

think both he and

-J

and loans

folks a good

e on-fixed in

iin there in

lion, next ye

might say, I

the Budget

Senator Holl

we have done

e reduced the

original proi

i

g i vin

bump

comes

that

ar?I

9

a n

t r

the

id t

bel

ans

tax

aking

ow 30

fer t

think there was

Committee, I migh

ings and others a

already in this

Cost by some $35

Dosal.

bracket,

it away

percent,

hat would

.6

~he

whe

en

30

fro

s ome

t s~ay ,

re very

b ill1

b ill1i on

thinks it is only $18 billion.

SenatorHo I1i ngs think it should be $100.
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That is another Problem we have.
I iii t-hp WE did not make it any more expensive.

Mr. Chapoton. If the $342 million figure I gave youwas private plans only. If the state and localI and Federal
Government were covered there would be $656 million.

So we didn't save nearly that much.
Senator Dureriberger. I don't W~ant my question to bemisinterpreted, because I really appreciate how far the

Treasury has come on this issue.
I also appreciate the fact that Senator Chafee hasbeen put in a little box here that we all helped build forhim, because I think he really believes that the way to getgood capita~l formation and everything else is long-term

investment.

There is no better long-term investment than IRA' s and
LIRA's and pensions and all that sort of a thing.If he suggests that maybe there will be a second go-around on these things where we can improve on them, I
.guess then, maybe we will go along with it.

The Chairman. Do you have any furthei- questions, Senato
Cha fee?

Senator Chafee. Well, as you know, Mr. Chairman, I wasvery anxious for the $2,000 on the LIRA's. If we do ouradding and subtracting here from what Senator Danforth savedus on the $200 and $400, when we finished with Senator
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Danforth's All Savers and netted that out, in '84, we hav,
a S1A 1~ .ne, a net on that, I show.

Then, in the next year, '85, we have nearly a $3.5 ne
increase.

So, I would like to see us go to the $2,000 on .theLIRA, That seems to be a very modest cost. That is nowhere near in the brackets of the mandatory; is it, fir.
Chapoton?

Mr. Chapoton. No, it isn't, Senator. Let me see if we
can Put a finger on that figure.

Senator Chafee. Well, I just happen to have it here.
(Laughter.)

The Chairman. It takes more than one finger.
Senator Chafee. In netting it out, in '82, 1 have anet savings of $14 million. In the next year, $332 million

In the next year, $940 millio n.

These are pluses.

The next year, $2.6, that is in '85. Tn tho n.4

2 .7 .

That is after my proposal.

Mr. Chapoton. That is raising

Senator Chafee. Yes.

Mr. Chapoton. Net of the addi
nd then removing the $400-$200?

Senator Chafee. Right. Well.

it from

.. -.- *CA . year,

1,000 to $2,000?

the All Savers

remove the

tional to

we didn't
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1 $400 and $200. We cut it down to -

2 Mr . Chopoto,,. Removing the extension it would go from3 $100 on dividends only?

4 Senator Chafee. Yes.
5 (Pause.)

6 Senator Chafee. Now we are truly in savings. These are7 savings. That is what the whole' thing is..8 Also, one of the advantages, I think when You have9 the $2,000 across-the-.board, 
YOU have something that is10 understandable. It is $2,000, not $1,2000 for one and $2,00011 for another.

12 - I would say yes.
13 Mr. Chapoton. Senator, we -EiI~14 (Laughter.)

15 Mr. Ch apoton.- am reluctant to agree to that. I16 grant you, we can see someadvantagesi and there a-re some17 simPlification advantages to it.
18 ~We have wanted to go slowly on the coverage on permitt-.19 in9 employees who also participate in an empl Oyer plan. i20 think, indeed, if You could do it Perfectly, you would say21 that for an employee who is covered by an employer-.sponsored22 plan, you would allbw him to contribute an amount equal to23 $2,000 less the cont ribution on his behalf, by his employer.24 You would try to draw a parity between the covered and

25) uncovered employee. In one case, the covered employee clear]
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does have tax-free benefits, tax-free amounts accruing fo
his benefit. whereAs th C Uflc-uvered employee does not.SO, it seems to me there is justification for adifferential here. I am reluctant to agree to abolishing
that differential.

We take a meat ax approach, that is, $1,000, $2,000,because we do not want to go to the extreme difficulty ofdetermining the amount set aside for the covered employee.
But I have trouble saying we could do away with anydisti nction whatsoever.I

There is the revenue cost, while it does not completeoffset the savings from the Danforth amendment, there isstill cost versus not go'ing up at all.
Senator Chafee. Well, I will tell you, why don't weleave it this way. This is the S St L's and the credit

unions, as you know, and all o f the thrifts really think
this is the savings measure.

Why don't we leave it. Why don't you have a goodnight's sleep on this, Mr. Chapoton, and if we are heretomorrow, we might see how things look, if we are here.
Mr. Chapoton. That will be fine.
The Chairman. Senator Bradley.
Senator Long. Is there any reason why we wouldn't be

h I'

r

ly

:I ez

Senator Chafee Well, we might finish this bill today
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Senator Long.
The rhAirmen

Grassley raised a qL.

discuss that with Mr

this same provision.
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)rward with

!tirement a

Keepi ng

I have no idea.

%s I understand, well

Jestion this morning.

Chapoton, at noon,

)I thini

I asked

hapoton. Well, as I understood Senator
t has tb do with the cas'e where an IRA
d for a spouse, an unemployed wife, for
under present law, to establish an ind
account for her own benefit, provided

;o establishes one.

Incern was that if the husband does not
.ributions to her individual retirement
are divorced or he dies, could the law

could continue to make contribution t

Id agree that so long as they are ma-rrii
a joint return, earned income, she coul
make contributions to her account. But

force of the husband, death of the husba
divorced, so that she does not on her r
'ned income, then we do not feel we coul
allowing her to contribute to individu

ccounts.

in mind, though, if she had any earned

8 4

(Senator
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'erence to
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use as Senator

ion is
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a l O s mSenator Durenberger. What is the policy Judgeticoming to that conclusion? 
getiMr. Chapoton. The Policy behind the individual retirrnent account is that the retirement benefit, the amountPut aside for retirement is a percentage of retirement ora Portion of earned income, and that if You have incomefrom capital , then the same considerations 

do no t applybecause presumably that capital1 will be available and
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1 You not have to apply that to any case in which an individua1
( I ~2 retirement account and then Cca-Se maKing cofltributiofls?

3 ~Senator Grassley. I am sure Senator Bentsen would4 answer that question no, because he was concerned about one5 large class of people that were being denied the benefits6 of IRA's, just because they didn't happen to get a check7 Outside the home or have any income for their work within8 the home.
g I think we have to acknowledge they are contributing10 as much to the income of the family by staying at home,11 working at home, as if they were work ing outside the h'ome12 and getting paid for it.

13 ~Mr. Chapoton. That's correct. I think that is the14 theory behind the spousal IRA, So long as one of the spouses15 has earned income.
16 But I think when neither spouse has earned income or17 a' single person has no earned income, then the theocry tends18 to break down and the individual retirement account is an19 effort to set aside income from labor, for retirement.

20 Senator Grassiey. Right or wrong;- the way we have
21 written our proposal, tends to agree with you, except that22 we would say that at a certain period in time, when you23 contributed to an IRA through a working spouse, then you24 ought to have the right, on your own, independent, regardles25 of the circumstances, where that individual spouse decides
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not to continue it, or if the spouse should die, You oughtto have that right to Countinue that.
Senator Djurenberger. Within this is another issue and

that is --

The Chairman. I wonder- if we might get Some resolutionOf this issue. We have a vote pending. it is my understand.ing they have-accommodated, 
to'Some extent, Mr. Grassley'sconcern. They have not, I guess in some part, some-of

the concerns of others.

Senator Grassiey. I would have to say they haveaccommodated somewhat, but there is still the' case of wherea person might be getting alimony. They want *to contribute
to it.

The Chairman. I believe we can
second Proposal.

Senator Grassley. Or even Some.
income being used to continue. Some
on earned income.

It seems to me that is a legitir
The Chairman. There are a lot c

but we are not going to be able to ad
is my Point.

We have been able to accommodat6
Senator Grassley. Well, what we

accommodating or not ~-n,.,.J.t

address that

l egi timacy

thing that
o f

nate Purpose.

4f legitimate

talked about

s whether or not it is

unearnE

started

concern!

-- 1-11JJU dt~ng, 1:
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going to cost a lot of money. We are not talking about a
lot of mo~ney here.

Senator Durenberger. Mr. Chairman, I Suppose there
is a policy issue on the first one, but there is a legit
luestion to be answered I think relative to alimony. ThiJoes tie back in to the unearned income side in one way.

Mr. Chapoton. Well, that question came up just befor
loon also, in our private discussions. While alimony is
ot tied to earnings, it is not earned income tiinM

C

n

n

in

I think there is a degree of logic, I concede on that,
it Would move away from the present structure. We do not

l aw.

earrtea income for any other Purpose. Ihave a i ttlIe di ff iculIty saying for this purpose it shoulId
be so treated.

On the other hand, as I state, I ca n see a degree oflogic there. That gets closer to the line. I am not
quite sure how we would handle it mechanically. I suppose
it certainly could be done though.

The Chairman. Well, is it satisfadtory to the members
of the Committee if. we tentatively accept what we have
agreed upon and then if there is some *way to accommodate
the alimony portion or the other portion of Senator Grassley
concern, we can still do that.

We would like to dispose of what we have agreed upon at

e
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this time, unless there is some objection. 
I

We wuld1iketo inis "ths bill tomorrow if we can.
Sena to r GrasslIey. WellI, I am not sure to what extent

we have reached agreement~ here, even on what he has spoken
to.

The Chairman.

Mr. ChaPoton.

believe we have rea
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same -

tA
Cii- 'djJOton. 1a her individual retirement account,provided the full $2,000, if she had at least $2,000 of

earned income. That is all she would need, and then she
could make the maximum contribution and certainly would
have the same treatment as she would have under your
proposal.

Senator Grassley. But, the point is then, if she had
no earned income, but had unearned income, then she is no
going to be able to build up that.

Mr.Chapoton. That's correct. She is limited by h00
percent of her earned income or $2,000, which ever is les!

The Chairman. Mr. McConaghy, have you been followinc
the debate there?

.Mr.McConaghy. Yes.

The Chairman. Do you understand it as decided by staf
Mr. McConaghy. I think so.
The Chairman. Can we agree on what -- that much of it

and then we can come back if there is a way to expand it,
if it is a matter of policy, then we heed to discuss it
with Treasury some more.

Is it all right with you to accept what we have agreed
on, including the portion you had a question and Senator
Chafee?

(No respnnnse~

9 2
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The Chairman. Without objection then, when we cc
iwli ecuyriize S>enator Bradley for an amendmer

(A short recess was taken.)

The Chairman. The Committee will come to order.
On last Thursday, the Senator from New Jersey in

that at an appropriate time he would propose, I am no
certain how -many amendments,.'but at least some amendm
and I now recognize the Senator from New Jersey for t
purpose.

Senator Bradley. I thank the Chairman.
As he stated, last week I said I would propose tv

sets of amendments.

The first set I will propose now. This set deals
targeting the tax cut, the individual tax cut much mo
to the middle and lower income individual.

I have two amendments that would do that. I would
to deal with them sequentially.

The first amendment is a counter tax proposal to
Administration's 5-10-la. It is a tax cut which is foi
one year, effective January, 1982.

I might say that each member has a fact sheet at f
desk. It would have a revenue loss of $28 billion, in
$53 billion, in '83; $63 billion, in '84 and $74 bilijo
in '85.

The tax cut rrtnnicI- n

)me

it.

dicat

t

e nts ,

hat

re
Iwi kh

the

82;

___ 11 ~'Irst reducing the marginal
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rate on investment income from 70 percent to 50 percent.
It would targept the rate, redutIn to the middle anc

low income taxpayer. By that it is the taxpayer under
$50,000 in income. The last page of the document that has
been Presented is the rate cut.

In addition to that it increases the zero bracket
amount by $200 for single returns and $400 for joint return:

The earned income credit is increased from 10 percent
to 11 percent. The income range is expanded from $6,000 to
$10,000, from that to $8,000 to $12,000.

In addition, the 10 percent marriage tax Penalty
deduction goes into effect immediatel in18. It is not
phased in over two years. The deduction is up to $4,000
in income.

Now on the second page of the document that has been
circulated, is a comparative analysis of the individual tax
relief provided to middle income Americans by the revised
Ndministration proposal which was tentatively adopted last
qeek, by the Finance Commnittee in the proposal that I offer
:oday.

To give you some example of the difference in individuc
.ut, a joint tax return, with two dependents, under the
Laministration proposal, earned and that individual earning
35,0oo, would receive a tax cut of $538.00, in 1982.

Under the proposal I have offered today, that couple
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would receive $699 in tax relief. 
9Genersim,"aYoi-tz who earns under $50,000 in incomewould receive greate~r tax-.relief in the Proposal that I havesuggested, than the Administration plan.

The third page of the proposal compares the percentreduction in. income taxes under the proposal I have of feredand the Administration proposal.

In addition to that, it takes into account theincreased taxes that Americans will be paying from inflation,bracket creep and the increased Social Security Taxes.'
A comparative analysis of these two rate, schedules Ithink is instructive. What it shows is, under my proposal,an income level of $36,0oo to $50,000 would get a 15.2percent reduction in their income taxes.
While the Administration's 

proposal is a 12.5 Percent

$20,000 to $30,000 of income, under my Proposal wouldget a 15.7 Percent reduction in taxes, while the Adminis-tration's would be 11.8 percent reduction in taxes.
The $15,000 to $20,000, udrmy Proposal, the incomelevel of $15,000 to $20,000 would receive a 15 percent.reduction; the Administration, 

an 11 percent reduction..
The $5,000 to $10,000 individual would receivebasicaiiy a 30 percent reduction; the Administration a 14percent reduction.
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Now, I think that is instructive in and of itself

because it clearly shows that a great amount of the in-

dividual tax reduction goes to people earning under $50,000

in income.

The way that is achieved is by targeting the rates,

increasing the zero bracket amount and the earned income

credit, and by providing a more generous marriage tax penalty

marriage tax proposal that goes into effect in 1982, fully

into effect in 1982.

Now, the purpose of this amendment is to focus

attention on the relative reductions in tax in real reduction

in tax. That is what the last column of the third page does.

If yo~u take what individuals will be paying in increase

Social Security Taxes and increased inflation, the Admninis-

tration's proposal provides for the income level of $15,000

to $20,000 in effect, a 2.5 percent income tax reductions

not a 10 percent, not a 12 percent, but a 2.5 Percent

reduction.

For the individual who earns between $20,000 and

$30,000, that is about a 3.3 Percent reduction.

For the individual that earns between 5 and 10 percent,

he does not get an effective tax reduction.

For the individual who earns between 10 and $15,000,

he gets a five tenths of one percent reduction in his taxes

for the year 1982.
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So, I think this is clear evidence that the individual

portion of the Administration's proposal is targeted much

more to the higher income individual. For example, the

individual that makes over $200,000, gets almost 16 percent

reduction in his or her taxes.

So the point of this amendment, Mr. Chairman, is as

I said initially, to try to focus attention on what is fair

and what is equitable.

In my proposal I have provided for a reduction in

investment income tax rate from 70 to 50. That is indeed

where the higher income individual is going to get a tax

reduction.

He is going to get a tax reduction there while he is

in the process of increasing investment in our economy and

increasing our competitiveness.

I see no reason to discriminate against those that

make less money, less than $50,000. I would argue, as this

amendment does, that the rest of the individual tax

reduction should be targeted to them.

They are the ones that are hardest hit by inflation.

That are hardest hit by Social Security increases and are

the primary taxpaying public in this country and deserve

the relief.

The Administration's program does not do that. This

proposal does that.
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So, Mr. Chairman, that is the proposal I offer today

in hopes that the Committee will at least recognize that the

Administration's proposal is targeted much more for the

higher income individual, than it is to the individual that

earns under $50,000 in income, and that the Committee will

recognize that this cut is balanced. It is equitable. It

is aimed toward creating risk investment and capital

formation, while at the same time, it provides the maximum

individual tax relief to individuals and couples earning

under $50,000 in income.

The Chairman. Senator Mitchell,.do you want to be

heard?

Senator Mitchell. Thank you, Mr. Chairman.

I would like to add a few words in support of the

alternative proposal proposed by Senator Bradley.

I think the impact of the Administration proposal on

various categories of taxpayers in comparison with Senator

Bradley's proposal is best established by comparing the net

tax reduction after the effects of inflation and the increase

in Social Security taxes are calculated.

If we look at that, I think we get a clear and in-

structive message regarding the Administration's proposal.

For those taxpayers with incomes up to $20,000, under

present law, their burden of taxes amounts to 16 percent of

the total.
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The Administration's proposal, after inflation and

Social Security increase are factored in, would give to them

a net tax reduction of 3 percent.

The alternatiue proposal would give to them a net

tax reduction of 12 percent.

For those taxpayers with incomes of between $20,000

and $50,000, they now bear 50 percent of the tax burden.

The Administration's proposal would give them a net

tax reduction of 42 percent.

The alternative suggested by Senator Bradley would

give them 53 percent.

Finally, for those taxpayers in excess of $50,000,

they now bear 34 percent of the total tax burden.

The Administration's proposal would give them 62

percent of the total tax cut.

The alternative proposal by Senator Bradley would

give them 34 percent.. That is a figure identical to their

present burden under existing law.

To repeat and summarize, the alternative proposed

would provide net tax reduction, after inflation and Social

Security are calculated, to each of the three categories of

taxpayers, zero to $20,000; $20,000 to $50,000, and over

$50,000, roughly approximate to their present tax burden.

The Administration's proposal, however, would give

overwhelmingly relief to those with incomes of over $50,000.
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They now bear 34 percent of the total tax load. They

would get 62 percent of the tax cut. Whereas, those with

incomes of from zero to $20,000 who now bear 16 percent of

the tax load, would get 3 percent of the tax reduction.

I think that more than anything illustrates the

tremendous bias in the Administration's tax program toward

those with higher incomes.

And, it is unfortunately consistent with almost every-

thing else that has been done with respect to this tax bill.

Consider what the Committee has done so far. We

have reduced the maximum rate on unearned income from 70

percent to 50 percent.

Which of the three categories of taxpayers previously-

mentioned does that favor?

Zero to $20,000?

$20,000 to $50,000?

Or those with incomes in excess of $50,000? The

answer to that is clear.

The effect of that reduction has produced a second

effect and that is the maximum capital gains rate has been

reduced from 28 percent to 20 percent.

Which of the three categories of taxpayers does that

proposal favor? zero to $20,000? $20,000 to $50,000? Or

over $50,000?

The answer to that is clear.
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We have terminated the exclusion for interest earned

while extending the exclusion for dividends earned.

Which of the three categories of taxpayers does that

most favor?

Clearly, those in excess of $50,000.

We have virtually eliminated the estate tax.

Which of the three categories of taxpayers does that

most favor? Clearly, those earning in excess of $50,000.

We have increased the gift tax exemption from $3,000

to $10,000 annually. Which of the three categories of

taxpayers does that provision most favor?

Clearly, those earning above $50,000 a year.

So the fact of the matter is, every single action taker

by this Committee so far, has principally benefited those

taxpayers in the category of incomes in excess of $50,000

and has provided little or no relief for those taxpayers in

the categories of up to $20,000 and very, very modest relief

for the overwhelming majority of American taxpayers in the

income category of $20,000 to $50,000.

Now, what Senator Bradley has proposed is a very modest

change in the Administration's proposal. It would have the

effect of simply saying that the amount of the reduction

would not be 10 percent across-the-board or any other figure

across-the-board, but would vary,.depending upon the level

of one's income.
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At an income of $12,000 a year the taxpayer would get

a 19 percent reduction.

An income of $15,000, the taxpayer would get a

Ireduction of 18 percent.

So, gradually down, until a taxpayer making $50,000

a year would in effect get a 10 percent reduction.

So that those persons in this country with incomes of

less than $50,000 would get a tax reduction of greater than

10 percent, and those taxpayers of more than $50,000 would

get a reduction of less than 50 percent on a declining

scale that gets down to 4 percent for persons with incomes

above $100,000.

~That would be fair even if we had not taken all of the

actions we have taken that already provide maximum benefit,

maximum relief, maximum assistance, to those with incomes

in excess of $50,000.

But when those actions are considered, then this

alternative is even more compelling in the name of common

sense, and surely in the name of equity.

Mr. Chairman, I strongly urge upon all Committee

members that we do something on this bill, that we do some-

thing to orovide a greater portion of relief to those tax-

payers who are making less than $50,000 a year, because they

are the taxpayers who most need it.

We all know that those Persons making more than $50,000
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a year are able, by virtue of their income, to take advantage

of those preferences, deductions and shelters, which while

legally available to all Americans, are not as a practical

matter, available for a working man making $18,000, $19,000

or $20,000 a year.

He is worried about paying next month's oil bill. He

is not worried about a real estate tax shelter.

At the other end of the scale, we have very low

income persons, who as we know, pay little in taxes and are

the beneficiaries of most Government Programs.

In between, in the category up to $50,000, $20,000

to $50,000; $15,000 to $45,000, somewhere in that range,

are the overwhelming majority of American taxpayers, the

average American family, the middle class citizen who in

the aggregate pay most of the taxes in this country, get

the least of the benefit.

It is that group of Americans to which we should be

addressing relief in this bill. It is that group of Americans

that deserves, indeed, demands this type of relief.

I think this alternative would do that in a way that

does not injure anybody. It is not pit one group against

another, but simply recognizes that that is the group that

most needs assistance. That is the group that hasn't gotten

a thing in the three days we have been here so far, in

contrast to those of $50,000 and over whose welfare has been
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10 4

our almost exclusive preoccupation under the provisions of

the bill we have discussed so far.

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

follow on to what Senator Mitchell said, to say that I think

the Administration might be blowing a once in a generation

opportunity, and that is an opportunity to create a bi-

Partisan Consensus for economic growth in the next decade.

I think that if you look at the proposals that the

majority in fact in many cases unanimously, from the

Democratic side, that we have supported, that one is emnbodie6

in this, the reduction of investment income from 70 to 50.

You see a very clear commitment on this side to do

what is necessary~ to make America competitive again in the

world.

You saw that on the tax bill that was passed out of

the Senate Finance Committee last year, 19 to 1. Recognizing

the need not only to rebuild America, but to target the tax

relief to the middle and lower income people.

In last year's Senate Finance Committee bill we had

a zero bracket increase. We had an earned income credit

increase.

We targeted the rate relief. That is absent in this

tax bill. I am afraid, Mr. Chairman, that down the road

another year or two or three years when the full impact of

this 5-10-10 is known and the relative benefits are
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demonstrated, that you are going to have the traditional

debate between left and right, that you are going to polar-

ize the society, and we will have lost the opportunity that

is present now to build a bi-partisan consensus for the

policies that are needed to rebuilt America and achieve the

economic growth that is essential to our political insti-

tutions in the 1980's and 1990's.

So, it is with that in mind, that we rather ruthlessly

but nonetheless precisely, crafted this tax cut and aimed it

directly for middle to lower income people because we believe

that the working people in this country is not going to be

fooled and that two to three years down the road we are

going to need them as a part of the economic growth coalition

and that without them we are not going to achieve what we

all want which is a better living standard for ourselves and

for our children.

Senator Mitchell. Mr. Chairman, I want to correct one

thing, one statement I made that was in error. I said that

persons in the income category of up to $20,000 now bear a

tax burden of 16 percent of the total.

That, under the Administration's proposal, after

inflation and Social Security are factored in, they would

get 3 percent of the relief.

Under the alternative they would get 12 percent of the

relief. I was wrong. They would not get 3 percent of the
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relief. They would get no relief. The figure in fact is

minus 3 percent.

In effect it would be an increase for those persons in

the category of zero to $20,000 in the aggregate.

The Chairman. Thank you.

Well, I would just say I think we understand the

proposal. It is an effort to skew the across-the-board rate

cuts. I don't quarrel with that as an effort to set it

apart from the Administration's proposal.

But the President, the cornerstone of his proposal is

across-the-board rate cuts. That is what it is all about.

He has made some concessions.

I would say you could do about any figures -- it is

hard to compare these two bills because the proposal by

Senator Bradley, it costs about $6 billibn more at the ouset.

So it is hard to say who gets a~few dollars more if you are

talking about a bill that is $6 billion more expensive than

the President's.

Senator Bradley. $2 billion.

The Chairman. Se condly, according to the Department of

Treasury figures, under the Administration's tax bill those

between zero and $10,000 would pay 2.3 percent of the taxes.

They would get 2.9, percent of the benefits.

When fully effective they would pay about 2.1 percent

of the taxes.
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Those between $10,000 and $60,000 pay under current

law about 71.7 percent of the taxes. They will receive

about 74 percent of the benefits under the Administration's

tax bill. They will pay about 9 percent when it is fully

effective -- 70.9 percent when it is fully effective.

$60,000 and over, those of the rich referred to in

the Bradley proposal, under current law pay 26 -percent of

the taxes. They will get 23.1 percent of the benefits under

the Reagan plan.

When it is fully effective they will still pay 27.1

percent of the taxes.

So, I just suggest that it is difficult to be precise

when .we are dealing with different brackets and different

numbers.

I think another point I would make that the Bradley

skewed rates would create a rather set of cliffs. For

example, if you are in the $20,000, $20,000, $24,600 range

you would pay at a rate of 22 Dercent.

If you are in the $24,600 to $24,900 you would pay a

30 percent, which is an 8 percent difference.

So, I just suggest there are a lot of good ideas in

this proposal. One was the 70 to 50, which we have taken

care of this morning.

The other is the marriage penalty which we will take

care of later, maybe not at that full 10 percent. Because we
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10 8

are concerned about the budget and concerned about some

restraint.

So, I would suggest, let us give the President an

opportunity to see if his program will work. We tried -- this

is a tax reduction program, not a redistribution program.

It would seem to me that if we want to get into

redistribution, then maybe we should address it in other

legislation.

But, having said that, I think the Treasury may have a

comment.

Do you support -this proposal?

Mr. Chapoton. No, we do not, Mr. Chairman. We would

simply concur in what the Chairman states, that it is hard

to compare this proposal with the Administration's proposal

because ours is a three-year cut, 25 percent over 3 years.

I am not quite certain what the percent is in this proposal,

but it is a one year cut.

If you take it out beyond this we will, you will not

offset the effects of inflation in the later years. I think

you would have to compare it with ours over three years.

As you mentioned, we are directing ours strictly

across-the-board deciding that the tax burden is too heavy

across-the-board and wish to reduce the tax burden up and

down the income scale.

We do not specifically address the oroblem of Social
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Security, though Congress must deal with that problem at

some point. It is not addressed in this proposal.

Senator Baucus. Mr. Chairman.

The Chairman. Senator Baucus.

Senator Baucus. Mr. Chairman, I wonder if the Joint

Committee staff, perhaps Treasury could indicate to us the

number of taxpayers or percentage of :::taxpayers in each of

the various categories under the Bradley proposal? That is,

the-number of taxpayers S to 10, the percentage of American

taxpayers in that bracket?

I am trying to get-a sense for the number of taxpayer,

that are affected by the Bradley proposal.

Mr. McConaghy. Senator Baticus of individual returns

that would be obviously counting a joint return as one

return, for two people, there are 75,960,000 taxable returns

that were filed.

Of that number, I can give you the break out below

$5,000 and $5,000 to $10,000 and $10,000 to $15,000-and so

forth if you want to.

Senator Baucus. Let us take those $50,000 and below

and compare it with those above $50,000.

Mr. McConaghy. Of the 75,960,000 there are approximatE

ly 4,300 returns, taxable returns above $50,000, which

would -- 4.3 million which would represent about 5.7 percent

of taxable returns.
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Senator -Baucus. So 5.7 percent of the tax returns

are in the category of income of $50,000 or below.

Mr. McConaghy. Correct.

Senator Baucus. The balance is below, right?

Mr. McConaghy. Correct.

Senator Baucus. Yes.

Mr. McConaghy. They pay about 32 percent of the tax

liability, about 33 percent.

Senator Baucus. When you say "they," who is that?

Mr. McConaghy. Those returns above $50,000.

Senator Baucus. It is obvious under the Bradley

proposal, certainly in the first year, that the vast majority

of taxpayers are below $50,000, would get more tax relief

than those taxpayers above $50,000.

Mr. Chairmmanr one thing that strikes me in listening

to this debate is a point touched on by Senator Bradley as

well as by Senator Mitchell, and that is the attempt on the

part of the Congress as well as the Administration, to try

to -reestablish some economic order and more than that,

stimulate the economy in some basis where there is a

national consensus.

It strikes me that when American public becomes more

and more aware of the increasing disparity of income in our

country, certainly compared with other countries, that there

is in effect a time bomb in the 5-10-10 proposal.
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As the months and years go by, I think that more

Americans are going to realize that under this tax package

as proposed by the Administration, it is true that the

wealthy are going to become more wealthy, get greater tax

breaks. The middle income and low income are going to not

get the same tax breaks. The disparity between them and

the very wealthy are going to become greater.

If we are going to not have this time bomb go off,

I suggest that we do whatever we can here to fashion tax

reduction, on the individual side, that does address the

problem, that is gives the most relief to the most taxpayers

and not the most relief to the less number of taxpayers.

It also strikes me as a little bit disconcerting when

we keep~hearing, "Well, this is the President's proposal."

I mean, I don't think we are in lock step with the President.

There are after all, three separate branches of Government.

One of them happens to be the legislative. -

I think we in the Congress, by and large, should pay

very close attention to the November 4th election and

certainly to the President's proposals, because I think

the American public, to some degree, I won't debate what

degree, did speak on November 4. We the Congress, should

largely follow that mandate.

But, we do have another responsibility here and that

is to do what we think is best. I think that if each of us
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were polled privately- on this, that each of us would think

it best to give a somewhat greater proportionate tax

reduction to the middle income taxpayer, to the bulk of

America, and not a somewhat simplistic 10-10-10.

We all know that really Kemp-Roth, 10-10-10 is not

based upon economic analysis, not based upon a look at which

taxpayers would get the most benefit, but rather its genesis

is largely a political rhetoric. It is simple. It sounds

good, 10-10-10.

Those who proposed it years ago really didn't think

it would have much chance of passing. Lo and behold, the

band wagon started moving and it gained momentum-~and people

started believing in it.

I just suggest that we here either adopt the Bradley

proposal or something similar to it, that gives the bulk,

a greater proportion of the tax reduction to more Americans

than to fewer Americans.

I think this proposal is a~good idea.

The Chairman. Would you like a roll call on this,

Senator Bradley?

Senator Bradley. Yes, I would, Mr. Chairman. I have

some more things to say. I think Senator MItchell would like

to make a few more points.

The Chairman. It won't change the minds of those

proxies I have, but go ahead.
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(Laughter.)

Senator Bradley. You know, this debate about the

10-10-10 or 5-10-10 and the unwillingness to be flexible at

all in trying to craft a tax cut that really has bi-partisan

support, as I said earlier, I think is short sighted. That

draws a line and separates people at a point where you could

actually bring people together.

But it also is a little bit like, I don't know if

Senator Long told me this story or who told me, about-the

guy that goes to the doctor. He is losing a little of his

hair. He goes to the doctor and asks what can he do to grow

hair.

The doctors says, well you follow these 13 steps.

You rub a little on here. You powder a little there. You

massage a little there. If you only follow 12 of them,

if you only follow 11, if you get them out of order, I can't

be responsible your hair is not going to grow.

It seems to me that that is the way the Administration

is telling us what this economic package is. That somehow

or another it has to be exactly as they have stated it, and

unless we give it to them exactly as they have stated it,

that the economy will not grow.

I do not think there is any kind of historical

precedent for that. But, as I said, I think it is short

sighted.
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I think it is -- I would make".. number of other

points that the amendment I am offering, the tax cut I

am offering, is very similar to what the Finance Committee

did last year 19 to 1, at a time when 10-10-10 was floating

around, was proposed and advocated by members of the

Committee, but we chose rather than target the individual

relief to the middle and lower income people, instead of

being doctrinaire about the rate cuts.

Finally, I would simply make the point again, and

the Joint Tax Committee can confirm this, that the tax cut

I have proposed provides real tax relief for precislely those

people who are paying the bulk of the taxes. $20,000 to

$30,000 in income, after the increase in Social Security,

after inflation pushing people into higher brackets, get a

real tax reduction of 7.6 percent.

While the Administration's program, after inflation

pushes people into higher brackets, even though those

brackets have been widened, and after Social Security taxes

have increased, that same individual or couple gets a real

tax reduction of 3.3 percent.

So, Mr. Chairman, I don't think I will belabor the

argument any further except to try to make it again as

clear as possible that this is the first of a set of

amendments to try to get the members of the Committee to

focus on where the individual tax relief should be made.
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Senator Matsunaga. Will the Senator yield?

Senator Bradley. Yes.

Senator Matsunaga. How does yourflproposal compare to

the proposal being made in the House, in the Ways and Means

Committee?

Senator Bradley. I have no idea.

Senator Matsunaga. I will say as an aside, I don't

mind the doctor prescribing 13 steps. It is when they say

you have to wear a wig.

The Chairman. Well, this is a disguise, this proposal.

Senator Mitchell. Mr. Chairman, could I make one

comment?

The Chairman. Sure.

Senator Mitchell. On the question of whether or not

it is our intention to have a redistribution of the tax

burden.

When you say across-the-board it sounds as though that

is not tat you are doing, and that may not be our intention.

But let nobody misunderstand that is the effect of what we

are doing.

If those persons within incomes of in excess of $50,000

a year now pay in the aggregate 34 Percent of the tax burden,

and they get 62 percent of the reduction under this bill,

then the resulting burden on them will be less and on the

other segments of the taxpaying public will be higher.
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So the effect is a redistribution, whether intended

or not. There ought be no mistake about that. And when

combined with all the other steps we have taken which reduce

the total tax burden, not only in income taxation but in

other forms of taxation, we are producing a significant

redistribution of the tax burden in this country away from

those persons making more than $50,000 a year and necessarily

therefore shifted on to those persons making less than

$50,000.*

Senator.Bradley. Would the Senator yield there? I

think that the implication, when you charge this is a re-

distribution is that somehow or another we are taking from

the zich and giving to the Poor which historically has been

the debate in the Finance Committee.

I think that I would rather get beyond that debate and

frame this amendment in the context of what it takes to get

Ia consensus for economic growth. I don't think you have

seen many redistribution amendments in the past that have

proposed a reduction in investment income from 70 to 50.

But at the same time, recognize that if you are going

to get the broad based support for the kind of investment

that has to be made in the country, you can't be doctrinaire

about individual tax relief.

I view the Administration's proposal as being doctrin-

aire and this proposal as being pragmatic in the tradition of
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the Finance Committee and in my view in the best long-term

interest for fostering economic growth in the country.

The.Chairman. The clerk will call the roll.

The Clerk. Mr. Packwood.

The Chairman. No.

The Clerk. Mr. Roth.

The Chairman. No.

The Clerk. Mr. Danforth.

The Chairman. No.

The Clerk. Mr. Chafee.

Senator Chafee. No.

The Clerk. Mr. Heinz.

(No response.)

The Clerk. Mr. Wallop.

The Chairman. No.

The Clerk. Mr. Durenberger.

The Chairman. No.

The Clerk. Mr. Armstrong.

The Chairman. No.

The Clerk. Mr. Synmns.

Senator Symmns. NO.

The Clerk. Mr. Grassley.

The Chairman. No.

The Clerk. Mr. tong.

Senator Long. No.
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The Clerk. Mr. Byrd.

Senator Byrd. No.

The Clerk. Mr. Bentsen.

Senator Bentsen. No.

The Clerk. Mr. Matsunaga.

Senator Matsunaga. Aye.

The Clerk. Mr. Moynihan.

Senatbr Bradley. Aye by proxy.

The Clerk. Mr. Baucus.

Senator Baucus. Aye.

The Clerk. Mr. Boren.

Senator Long. No, by proxy.

The Clerk. Mr. Bradley.

Senator Bradley. Aye.

The Clerk. Mr. Mitchell.

Senator Mitchell. Aye.

The Clerk. Mr. Chairman.

The Chairman. No.

(Pause.)

The Chairman. On this vote there are 14 yeas and 5

--excuse me, 5 years and 14 nays. The amendment is not

agreed to.

I wonder if we could now move to the so-called marriage

penalty, number 2.

Senator Bradley. Mr. Chairman, I would just have one
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sir.

The Chairman. Yes.

Senator Bradley. The amendment I would now offer

simply isolates the skewing issue. It takes 5-10-10, the

Reagan Tax Cut. It accepts the revenue loss figures of

the Administration. It accepts it as a three year tax cut

and it even accepts the July withholding schedules that are

embodied in the Administration approach.

But I am told by Joint Tax Committee we could, after

reducing the top rate on investment income from 70 to 50,

come up with $1.1 billion to $2 billion that we could target

more by skewing the rates to middle and low income people in

each of the three years.

I would like to ask Joint Tax Committee to confirm

that or explain it.

Mr. McConaghy. I think, Senator, it would be possible

to look at the rate schedules and to try to take from certain

brackets an amount equivalent to your suggestion of $1

billion or $1.5 billion and try to put that money so it

falls down in lower brackets.

Senator Bradley. In the out years it would be a little

more than $1.5 billion; is that correct?

Mr. McConaghy. Yes, I think so.

Senator Bradley. So, Mr. Chairman, I would move that

consistent with the President's program, revenue figures,
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each of the three years.

I would like to ask Joint Tax Committee to confirm

that or explain it.

Mr. McConaghy. I think, Senator, it would be possible

to look at the rate schedules and to try to take from certain

brackets an amount equivalent to your suggestion of $1

billion or $1.5 billion and try to put that money so it

falls down in lower brackets.

Senator Bradley. In the out years it would be a little

more than $1.5 billion; is that correct?

Mr. McConaghy. Yes, I think so.

Senator Bradley. So, Mr. Chairman, I would move that

consistent with the President's program, revenue figures,
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years, withholding schedules, that we simply again agree to

move aw~ty from the doctinaire approach, towards a skewing

approach of the $ 2 billion to people with incomes under

$50,000.

Mr. Chapoton. I am not sure where the $1.5 billion

or $2 billion camne from, Senator.

Senator Bradley. It came from the Joint Tax Committee.

(Laughter.)

The Chairman. Right. Check or money order.

Mr. Chapoton. Are you adding that much tax relief to

the bill?

Senator Bradley. No. What you are doing is you are

taking the 10 percent tax relief that goes to people above

$50,000, after you take what is accredited to the -- attri-

buted to the 70 to 50 reduction investment income and that

is about $1.5 billion.

You are pushing it into the under $50,000.

Mr. Chapoton. I would simply add, Senator, we have not

tried to be doctrinaire on this. We have had as a corner-

stone of our proposal, across-the-board cuts in marginal

rates.

This does deviate much less from that principle than

your earlier proposal.

We do feel, however, that the across-the-board cuts

are the best way to do it because it affects marginal rates,
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it reduces all marginal rates. It has the incentive effect

up and down the income scale we sought to achieve.

You can have more or less redistribution or targeting

of that relief may or may not affect the overall economic

impact, depending on the amount involved.

But we have stayed with this across-the-board and we

would not like to deviate from that.

Senator Bradley. I thought the argument was certainty,

a three year cut. You could plan how you were going to save

it.

Mr. Chapoton. That would be true as long as

a three year cut in place no matter.

you have

Senator Bradley. I am saying

for certainty, but you simply give

to save if you believe he is going

Mr. Chapoton. We believe all

some extent, but we believe if you

this country is too heavy, that it

all income levels.

So we reached the conclusion

that is to do it across-the-board.

We are

marriage tax

at different

But in

keep the three year cut

the person under 50 more

to save.

taxpayers will save to

decide the tax burden in

ought to be reduced at

the fairest way to do

also making other changes in the bill, the

penalty, the IRA and LIRA, all of which fall

scales in the income.

the rate cuts, we feel that the fairest way to
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do it is straight across-the-board up and down the income

scale.

The Chairman. Do you want a record vote?

Senator Bradley. Yes, I would.

The Chairman. You are opposed to the amendment?

Mr. Chapoton. Yes, sir.

The Chairman. The Clerk will call the roll.

The Clerk. Mr. Packwood.

The Chairman. No..

The Clerk. Mr. Roth.

The Chairman. No.

The Clerk. Mr. Danforth.

The-Chairman~. No.

The Clerk. Mr. Chafee.

Senator Chafee. No.

The Clerk. Mr. Heinz.

The Chairman. No.

The Clerk. Mr. Wallop.

The Chairman. No.

The Clerk. Mr. Durenberger.

The Chairman. No.

The Clerk. Mr. Armstrong.

The Chairman. No.

The Clerk. Mr. Symnms.

The Chairman. No.
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The Clerk. Mr. Grassley.

The Chairman. No.

The Clerk. Mr. Long.

Senator Long. No.

The Clerk. Mr. Byrd.

Senator Byrd. No.

The Clerk. Mr. Bentsen.

Senator Bentsen. No.

The Clerk. Mr. Matsunaga.

Senator Matsunaga. Aye.

The Clerk. Mr. Moynihan.

Senator Bradley, Aye, by proxy.

The Clerk. Mr. Baucus.

Senator Baucus. Aye.

The Clerk. Mr. Boren.

(No response.)

The Clerk. Mr. Bradley.

Senator Bradley. Aye.

The Clerk. Mr. Mitchell.

Senator Bradley. Aye, by proxy.

The Clerk. Mr. Chairman.

The Chairman. No.

(Pause.)

The Chairman. The vote is 13 nays and 5 yeas. The

amendment is not agreed to.

Freelance Reporting Company
1.629 K Sitrter N.W.

Washington, D.C. 20006
(202) 659-0760

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

21

22

23

24

25



12 4

Mr. Chapoton, I wonder if you would explain the

Administration's marriage penalty provision.

The absentees will be permitted to recover their votes.

Mr. Chapoton. Mr. Chairman, our proposal to deal with

the marriage penalty problem is that the deduction of an

amount equal to ten percent of the income of the lower

earning spouse, limited to $3,000.

We would phase that in a partial step beginning July

1, 1982, so the deduction in that year would be 5 percent

of the income of the lower earning spouse, not to exceed

$1,500 and then beginning July 1, 1983, a deduction equal

to 10 percent of the income of the lower earning spouse not

to exceed $3,000.

That would be permanent after that point in time.

The Chairman. Is this the same provision we had in

last years's Senate Bill?

Mr. McConaghy. Yes, it is, Mr. Chairman.

The Chairman. Any changes at all, Mr.. McConaghy?

Mr. McConaqhy. No, It phases in 5 percent the first

year and 10 percent the second year.

It is pushed balCkis all, one year is all.

The Chairman. Is there any amendment to this provision?

Senator Long. Let me make one comment. We *got in

this situation where you had a marriage penalty because of

the amendments I had opposed down through the years just
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because it was my duty to oppose them. Those were amend-

ments that were being advocated by single people at that

point. They were contending that the fact you had community

property income and the fact that married people could file

a joint return, gave the married people an advantage.

So we eventually the amendment prevailed with regard

to providing this special advantage for single people.

Then we go down the road a while and we find that

people find it very much worth their while to get divorced

before the end of the year, they can take a trip, as long

as they are not married, they can take a trip and pay all

the expenses of a trip to the Islands by what they save by

divorcing in December and then marrying again come January.

So that type of ridiculous fiasco went on for a while

and after a while people realized we better try to do

something about it. The married people started complaining.

Now as I understand it to wipe out the marriage

penalty by then now going and voting to give an add on

advantage to married people would cost about $14 billion.

This would .get rid of about half of it and that would

cost about $7 billion. It wouldn't cost nearly as much to

get out of that trap the way Larry Woodward was suggesting

ought to be done. He was over at Treasury when he died, but

he was the Chief of our Joint Staff, the same job Mr. McConag

has now. He used to tell me the way to get out of that trap
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was to have to have a chance to have these tax cuts like

this one, just don't cut the taxes for single people as much

as you cut them for married people and in due course you

will work your way out of that trap without the tremendous

revenue loss that is implicit in doing it the other way.

Now this is one of the big cost items in this bill,

$7 billion. I honestly think we ought to be getting out of

this trap by reducing taxes for married people more and

reducing taxes for single people less until we get out of

this fiasco which never should have been created to begin

with.

As one who was around this and had this burden of

debating all that, it seems to me in this bill, we could

have found better priorities than to put $7 billion into

getting out of the trap that way.

We should have just reduced the taxes on single people

by a lesser amount than what we reduced the tax on married

people.

If we still have to find a way to make arerything fit

inside the package, I think we ought to still consider that

possibility, Mr. Chapoton.

You ought to be willing to look at that and think about

it. I don't think you are going to wind up reducing every-

body's taxes precisely 25 percent anyway. I think there are

too many variables involved in your income this year as
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against last year when you move a figure up a little bit

here and up a little bit somewhere else, it doesn't work

out to precisely 25 percent where you seek to average out

to it.

I think we get out of the trap with far less burden

on the Treasury and with just as much economic justice,

maybe not quite as much political advantage, but I don't

think-much difference if we just wouldn't cut the taxes for

the single people quite as much as we cut them for married

people.

This would have been an ideal time to do it. I still

think we ought to narrow that gap in that respect to some

degree before this bill is finally acted on.

Mr. Chapoton. Well, Senator, as I think I have

mentioned, in the past, we did review changes in the rate

structure, in individual rate and joint return rate

structures.

It is possible to correct Part or a large part of the

marriage penalty that way. There are other ways to correct

this problem or to try to correct the problem. It is very

difficult to try to correct it entirely or equitably across-

the-board.

We did not choose to go that way. We did want up and

down rate cuts in marginal rates. So we selected this other

way, which as you point out, does -- is an expensive way to
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do it any way you do it. But it does set out the expense

by itself. It is a strict marriage penalty relief. It is

very expensive.

Senator Long. Mr. Chapoton, I was around here when the

initial mistake was made, when the marriage penalty was

created. It was created by voting an amendment that was

supposed to give a break to single people.

I look back on it and some of those nice, attractive

single people around this Capitol Hill --

The Chairman.They got married.

Senator Long. And also some of those attractive

single people who were with the media, including the

Washington newspapers, since that time most of them have

married and have changed their attitude about the whole thinc

(Laughter.)

Senator Long. I won't pursue it any further.

The Chairman. Is there a marriage bonus if we move

this way?

Mr. Chapoton. At some income levels any way you try

to correct this problem there will be a marriage bonus.

Senator Long. Where the so-called marriage bonus

exists only in the event you take the view that wife, working

in that home is not earning her keep.

I wouldn't suggest you make that statement before

any audience of women.
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Mr. Chapoton. No, Senator. I think the marriage bonus

will occur more often when they are a two-earner family.

It is at the lower income of the scale. When both

spouses work there are additional expenses. It is a very

difficult problem. You try to keep the marriage bonus

situation to a minimum and correcting as much of the

marriage penalty as you can. We do not correct it all by

any means, at all income levels.

Senator Long. I believe you understand how this

got started.

Mr. Chapoton. Yes.

Senator Long. It started with our community property

system in states like Louisiana.

Mr. Chapoton. That's correct, Senator Long.

Senator Long. Under our laws, when a couple marry

their partners, and they are both working to make a success

of that marriage. Which ever one goes out and earns some

money, that is income of the community, of the partnership.

The other one is presumably in the home slaving away

over the hot stoves or whatever, to support the family.

Theoretically, they are making an equal contribution and the

money belongs equally to both of them.

Now bis income splitting was a compromise that occurred

when the community property law was challenged. It was uphel

as far as the income tax is concerned, but not upheld insofar
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as certain aspects of the estate tax were concerned.

If you think, if you are willing to accept the view

that both of them are contributing what they can in a joint

endeavor, then there really is no marriage bonus by the two

of them marrying.

Mr. Chapoton. I think the income tax law does accept

that, that they are an economic unit, they pay a lower rate

of tax than they would if they were not.

I misspoke, I said the two earner family. You are

correct, it is the one earner family where the marriage

bonus is likely to occur.

Senator Long. The moment you buy the theory that is

implicit in community property law, that the income belongs

equally to both of them, then there is no marriage bonus.

The Chairman. Are there any additions, amendments or

modifications of this proposal?

Senator Bradley. Mr. Chairman, I think this is one

of those proposals, again, where there is strong bi-partisan

support.

I think sometimes in this kind of an issue we are

hypmetised by the equality question. I would prefer to stress

the productivity question and work incentive question.

If you are going to tax people more who are married

and both of whom work, there is a real disincentive to work,

especially to work to earn higher income.
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I look at this as rectifying that and thereby

encouraging upwardly mobile couples who are -- where both

spouses work.

I am curious to know what is the rationale for cutting

it off at $3,000 and $30,000 in income.

Mr. McConaghy. I think it is about $200 million more

to go to $40,000. So there would be a maximum $4,000

deduction and another $150 million to go up to $50,000 and

have a maximum $5,000 deduction.

Senator Bradley. So, for roughly $300 million, you

could make it the marriage tax could be 10 percent up to

$5,000, with a $50,000 max?

Mr. McConaghy. Those numbers are a little bit shaky

.up there, Senator Bradley. Within $300 to $500 million.

Senator Bradley. Mr. Chairman; I did not know if there

was any rationale for the $30,000. What you are saying

basically is to professional women, they still don't get

the kind of treatment under the law. They are not a whole

lot and that is why the $350 million figure is there to get

the $50,000 or $200 million more to get the $40,000.

It seems to me if we want to utilize all the person

power in our work force, then indeed, we have to try to

encourage upwardly mobile women to work.

I am just curious if there isn't any reason why we

shouldn't simply up the limit. Why 30?
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The Chairman. I think it is our concern for those

people you talked about in the last amendment, the ones

with the lower. Now you are talking about the rich.

Senator Bradley. No, I framed the last one under

$50,000.-This amendment is under 50.

The Chairman. I think again, beyond that, I think there

is come concern about revenue. This is one that passed this

Committee last year unanimously.

I have a conflict of interest in this amendment. I

don't dare say anything.

(Laughter.)

Mr. Chapoton. Senator, if we are talking about the

income of the lower earning spouse. If the maximum of

$30,000, that means necessarily the couple has income in

excess of $60,000.

So that you go above that, above the $30,000 to $40,000

or $50,000, you are moving above $60,000 to $70,000 income

on the joint return range.

Senator Bradley. For the couple.

Mr. Chapoton. Yes.

Senator Bradley. What in effect you are saying is

if the female earns over $30,000 in income, she doesn't

really get the full benefit of the incentive we are trying

to provide for work.

Mr. Chapoton. That is correct. It is a factor of the
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relative income sizes also, the extent of the benefit. But

above $30,000 on the second earner, there is no additional

relief for that second earner spouse.

The Chairman. Do you have any amendment?

I am sympathetic with what you say, but I can't say

it.

(Laughter.)

The Chairman. If there isn't any objection to this

watered down amendment, we will accept it on the same basis.

Senator Bradley. Could I then, Mr. Chairman, propose

what was embodied in my original package which was the 10

percent deduction up to $4,000, which as we heard from Joint

Tax, will cost another $200 million.

I would so move.

The Chairman. Do you care for a vote?

Senator Bradley. Yes.

The Chairman. The clerk will call the roll.

The Clerk. Mr. Packwood.

(No response.)

The Clerk. Mr. Roth.

The Chairman. No.

The Clerk. Mr. Danforth.

The Chairman. No.

The Clerk. Mr. Chafee.

Senator Chafee. No.
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The Clerk. Mr. HeinZ.

The Chairman. No.

The Clerk. Mr. Wallop.

The Chairman. No.

The Clerk. Mr. Durenberger.

The Chairman. No.

The Clerk. Mr. Armstrong.

The Chairman. No.

The Clerk. Mr. Symmns.

Senator Symmns. No.

The Clerk. Mr. Grassley.

Senator Grassley. No.

The Clerk. Mr. Long.

Senator Long. No.

The Clerk. Mr. Byrd.

Senator Byrd. No.

The Clerk. Mr. Bentsen.

Senator Bentsen. No.

The Clerk. Mr. Matsunaga.

Senator Matsunaga. No.

The Clerk. Mr. Moynihan.

(No response.)

The Clerk, Mr. Baucus.

Senator Baucus. Aye.

The Clerk. Mr. Boren.
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(No response.)

The Clerk. Mr.Bradley.

Senator Bradley. Aye.

The Clerk. Mr. Mitchell.

Senator Mitchell. No.

The Clerk. Mr. Chairman.

The Chairman. No.

(Pause.)

The Chairman. On this vote the nays are 14, the yeas

are 2. I am not certain I had Senator Packwood's. proxy on

this. They can be -- those who did not vote could be

recorded.

I am wondering now if we could move to the next to

the last item, the ACRS, and have an explanation by the

Administration.

Senator Matsunaga may have a non-controvertial

amendment.

Senator Matsunaga. Item 3.

The Chairman. Senator Grassley has an amendment. I

know Senator Heinz has one.

Mr. Chapoton. I will explain the ACRS proposal

briefly.

This is a modified 10-5-3 proposal where all equipment

would be put in either one of three classes, three year, five

year or ten year class.
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All equipment with an ADR life,

four years or below would be put in a

recovered over three years, using 150

balance method of cost recovery, with

tax credit.

a midpoint life of

three year class,

percent declining

a 6 percent investment

All other equipment, long lived utility property would

be put in a five year class.

Also recovered through 150 percent declining balance

recovery method, with a 10 percent investment tax credit

and long lived utility property, that is, utility property

with an ADR life of more than 18 years would be put in a

10 year class, also recovered with 150 percent declining

balance cost recovery, and also a 10 percent investment tax

credit.

All structures would be put in a 15 year class,

depreciated at the election of the taxpayer, either under

a 200 percent declining balance method of depreciation or

straight line.

If 200 percent declining balance is elected on a

disposition of the structure, it would be full 1245 recapture

that is all depreciation previously claimed would be re-

captured on the disposition as ordinary income, except in

the case of housing.

For housing there would be Section 1250 recapture which

is basically depreciation claimed in excess of straight line

Freelance Reporting Company
1629 K Stret, N.W.

Washington, D.C. 20006
(202) 659-0760

0

0

U



137

depreciation would then be recaptured.

Basically, Mr. Chairman, that is our proposal. The

change from the earlier proposal is that we would eliminate

the qualified progress expenditure deductions the initiation

of cost recovery when qualified progress expenditures are

made.

We have provided a liberalization of the leasing rules

under present internal revenue code and administrative rules

so there would be more availability to companies that cannot

use the deductions and credits for one reason or another,

-new companies or companies that are currently in a loss

position through leasing and receiving the benefits through

lower lease of rentals while passing the tax benefits to the

leasor.

That in a nutshell is the proposal.

Senator Chafee. Dontt you go up to 200 percent after

a couple of years though?

Mr. Chapoton. Correct. I am sorry, in 1985 on

equipment the accelerated method would increase to 175

percent declining balance and in 1986 it would thereafter

be 200 percent declining balance cost recovery.

Senator Chafee. When do you go to the 175?

Mr.Chapoton. Calendar 1985.

The Chairman. Senator Matsunaga, do you have a non-

controvertial amendment?
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Senator Matsunaga. Yes, Mr. Chairman. Under the

accelerated cost recovery system some mischief is being

done by being overgenerous to them. The railroad tank car

leasing companies now have all the benefits they can use

they tell me. They cannot utilize the extra benefits

provided by ACRS.

In fact, ACRS would make these companies targets for

acquisition by other corporations, especially giant ones

who are anxious to obtain the added tax benefits.

The railroad tank car leasing industry does not want

the benefit of the Proposed ACRS. It would prefer to have

railroads placed under the 10 year category.

I so move.

The Chairman. I understand there are only 5 companies

involved and they were all contacted and they all agree with

this amendment.

Senator Matsunaga. Yes.

The Chairman. I am prepared to accept the amendment.

I havent' discussed it with the Administration, but it seems

to me --

Mr. Chapoton. I don't off hand see any basis for

objection.

The Chairman. Without objection, the amendment will be

agreed to.

Senator Grassley.
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Senator Grassley. Mr. Chairman, I visited with Mr.

Chapoton about this. I brought it up in the hearings we

had a month ago.

About the fact that special purpose agricultural build-

ings are treated one way for investment credit and another

way for depreciation.

We ought to treat them the same way and that would mean

for special purpose agricultural buildings for them to

depreciate in five years.

We were told in our hearing that is the way they would

be treated and the way the bill was written it came out in

15 years.

So, I am proposing we change that for that special

category of buildings to 5 years so they would be treated

the same.

Mr. Chapoton. Yes. I thought at that time they were

classed as equipment in the earlier year when it was made

eligible for the investment tax credit, but in fact it was

not reclassified as equipment, but just r~eal estate that

was given the investment tax credit.

I assume your amendment would not apply to all

structures or all structures even used on the farm. it

would be -

Senator Grassley. You are correct. We are talking

about that special category that have been in dispute since
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1972 when Congress-had intended to report language that

the investment credit apply and then through dispute with

IRS we had to eventually had to pass clarifying legislation

in 1978 and we did get it classified for investment credit.

So it is treated one way for investment credit and

one way for depreciation. They both should be treated the

same.

Mr. Chapoton. Senator, we reviewed hurriedly the

history behind this at lunch. It is -- was a hotly contested

item by the IRS-for some years. There was some controversy

when this credit was .given to these items.

They have remained classified as structures but have

remained eligible for the investment tax credit. As

structures they would receive faster depreciation. They

would receive 200 percent declining balance depreciation,

that is, faster than present law.

I think we would have difficulty agreeing that they

should be brought down to the five year class. They are still

structures. We are not doing that for other structures.

The compromise that was struck then to give them the

investment tax credit seems a reasonable compromise and is

still, of course, in effect.

That is, they would get the credit and they would get

the faster depreciation available for structures.

The Chairman. Are they better off than they were before
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Mr. Chapoton. They are better of f. I think they would

be in the neighborhood of 20 years before, under present

law. With 20 year cost recovery, they would move to 15

year.

The Chairman. Do you have anything on that from the

Joint Committee?

Mr. Wetzler. Senator Dole, the problem is the Treasury

thinks they are a structure with a 20 year life. Some of

the taxpayers think they are equipment with a much shorter

life.

So if the taxpayers win the case, I really am not

capable of judgingwhether-they wil-l-win--or-not,-but if they

are right, then putting them up in the 15 year class would

make them worse off than they think they are, even if it

would make them better off than the Treasury.

The Chairman.. Is there a case pending? Is that it?

Senator Grassley. The point is, some people in IRS

contend that these buildings can be used fot other things.

Maybe some can, but all can't. Particularly in the case of

hog confinement feeding facilities, it is very difficult to

use them for any other thing than just that purpose.

We better come to the conclusion that it is equipment

and make this decision and forget this controversy of the

last eight years.

Why should we be going through what we have been going
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through between '72 and '78? For just the investment

credit.

Mr. Chapoton. They clearly have the investment credit

now. I did not understand there was any question after the

1978 amendment that they might also be equipment.

Senator Grassley. But special purpose agricultural

buildings are different, as you said, than agricultural

buildings per se or any buildings on a farm.

These are special purpose and they legitimately ought

to be treated as equipment. It is a controversy that I

think only this Congress can settle. We relied upon settle-.

ment in the IRS between '72 and 178 and we eventually had

to pass legislation to do it.

The Chairman. We may not be able to settle it this

evening.. That is the secon roll call. Maybe we can take

a look at it overnight.

(Whereupon, at 5:01 p.m,, the Executive Session

recessed, to reconvene at 9:30 a.m., the next day.)
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