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Wednesday, June 24, 1981

U. S. SENATE,

committee on Finance,

Washington, D. C.

The Committee met, pursuant to adjournment, at 9:50

a.m., in room 2221, Disksen Senate Office Building, Hon.

'Robert J. Dole, (Chairman),.presiding.

Present: Senators Dole, Roth, Danforth, Chafee, Heinz,

Durenberger, Armstrong, Symms, Grassley, Long, Byrd, Bentsen,

Matsunaga, Moynihan, Baucus, Boren, Bradley and Mitchell.
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The

yesterday,

Chai
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rman
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.Mr. Chapoton, I think when we recessed

know when we recessed yesterday, you were

discussing an

Fol lowi

in my office,

Senators had

this morning.

you.

amendment

ng the sess

on a numbe

an interest

We haven'

Mr. Chapoton. Yes

raising was the treatmen

structures.

that Mr. Grassley had proposed.

ion, as you recall, we had discussion

r of amendments, that different

in. I assume they will be raised

t had a chance to discuss that with

* on

t of

the matter Senator Grassley was

single purpose agricultural

As the Senator pointed out yesterday, in 19

structures -- it has been a question for a number

whether those structures are qualified for an inv

credit, number one, and whether they are treated

or structures. The question is whether they are

or not a building.

The question under existing law that was re

1978, as far as the investment tax credit was con

the Senator asked me, .1 guess the -week before las

that would mean they were in the five-year class,

yes, it would mean they were in the five-year cla

After that, we reexamined the existing law

of the way it was drafted in 1978, it was not tak

78, those

of years

estment tax

as equipment

a building

solved in

cerned, when

t, whether

I answered

SS.

and because

en out of
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the classifiratinn Af structuresz specifically uu wd pt

in to the Section 38 definition so that it does qualify as

investment tax credit property.

The question is now being litigated for past years on

whether it is structures or equipment. But we think it is

reasonable to resolve that question once and for all. We

would stand by my initial answer, that is, that they do

qualdif-yvas equipment.

The Chairman. Does that satisfy the Senator?

Senator Grassley..Yes, and I thank the department very

much for that. I think it is consistent with a decision

that the Senate made and published in its report in 1978,

that declared that these structures were not buildings, for

that purpose of depreciation and that they should be consid-

ered for investment credit.

This makes the same for the investment credit, as well

as for depreciation. So that takes care of a problem that

quite frankly we have had going back to 1972.

Mr. Chapoton. Senator, let me say, and I guess we

should make -- we traditionally, as you well know, do not

like to prejudice questions retroactively. We are talking

about an ACRS proposal we would make it clear classified unde

ACRS.

Now that may or may not resolve the question for past

years. We are not resolving litigation that is pending in
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is correct.

Senator Grassley. I appreciate that. I am not sure

that is a wise decision at t his point, but I am not going

to argue about that, because I think it is most important

that we get it nailed down in the future, better than not at

all .

Mr. Chapoton. I agree. We ought to stop this contro-

versy for future yea

Senator Grassi

not preclude the IRS

in cases pending.

Mr. Chapoton.

neutral. They would

would take that into

Senator Grassl

The Chairman.

amendment of the Sen

on a tentative basis

In fact,

king same

what yio

admini s

Absolutely. We woul

take that into acco

account with pre-ex

ey. Thank you, sir.

Well, without objec

ator from Iowa would

as we agree to othe

I agreed to recognize the Senator

u say though would

trativye determi nati or

d want it to be

unt. The taxpayers

isting property.

tion then the

be agreed to,

r amendments.

again

from Texas, who has

some amendments and who has ano

Senator Bentsen.

Senator Bentsen. I thank

I would like to offer at

amendment to exempt the first 1

ther commitment at 10:15.

the Chairman.

this time, Mr. Chairnian, my

,OOO barrels of production for
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thei ind~nPnrienr Aan' tn e " royai:ty o n r

This is very similar to the bill that I previously

introduced and was passed by the Senate. Then, in conferencE

we were able to sustain part of it, but not all of it.

What we have seen thus far is a substantial increase

in production in this country in the way of drilling, with

a record number of drilling rigs operating.

You are seeing today approximately 4,000 rigs operatincj

in the United States. That is 1,000 rigs more than were

operating at this time last year.

I can recall one of the Secretarys of Engergy saying

there was no use putting these incentives in there because

you only had some 2,000 rigs in the country. So it wouldn't

make any difference anyway. They were doing all they could.

So obviously the incentive is what is needed.

What I am talking about is not a Mom and Pop operation

because drilling of oil today is a very expensive operation.

We have seen the co~st of drilling go up some 350

percent over the last decade.

According to the Hughes Tool Company, a 20,000 foot

well in Oklahoma now, cost $9.5 million.

We have aimed this at the independent, because the

independent is the one that drills 90 percent of the ex-

ploratory wells.

He is the one that brings in over 70 percent of the
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new oil fields.

He is that person who always knows he is going to make

the "big strike."

Records show that he spends 105 percent of his cash

flow. He has to supplement it. Whatever th

he puts back in the ground because he knows

find that big one.

Every once in a while, thankful~ly.,.one

and that keeps the game going.

Last year we imported over $80 billion

$80 billion.

That gave us problems with the dollar.

problems with our balance of trade. But it

are going tcf have to encourage the drilling

even more than we have. We ought to be doub

a t

he

ca

i s

sh flow is

going to

of them does,

worth of oil;

I t

mean

for

li ng

ga

S

o i

0

y e

th

1

r

u s

a t

and

tri

we

g

p 1

a

i

5

n g

the amount

As y

and as iou

price, you

o f

ou 5

see

are

exploration in

ee the cost of

the price of

going to see

th

d r

oil

the

is country of ours.

iMing go up substa

level off and even

higher risk will j

ntial ly,

drop in

ust not be

taken.

The very deepest of wells, where the enormous gamble

involved, there would be a reticence to do just that.

If we are talking about 1,000 barrels a day, we are

talking about big sums of money. At the present price of

oil we are talking about $13 million a year in cash flow.
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talking about cash flow. But if you go out and drill that

one well., to 20,000 feet in Oklahoma today, you are talking

about $9.5 million, and we can talk about other areas where

the cost is even higher.

So what you traditionally see is a number of these

independents who go together and syndicate and drill that-

well1

We want to keep them- in the business of exploring, of

trying to make the big strike. That is the one we read abo

in the newspapers and that is why we think so many of these

fellows are making so much money.

It reminds me a lot about a fellow who goes out to th

race track. What you read about is the fellow who hits the

daily double.

But what you really ought to do is go out to the race

track and look down at the pavement and see all those torn

up ticket stubs.

Very few gamblers like to talk about those. I don't

know of any bigger gamble than going out and trying to find

new oil and gas production.

I think it is in the interest of this country that we

do a great deal to encourage it. That is why I am proposin

this amendment.

I must also tell you the cost figures and the loss to

u t

e

g
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the Tra~ciirv Ara cauhctAntjal1 in tha shrtkrun

We are talking about a cost, and by the way, I would

put thi-s as a substitute for the $2,500 exemption for the

royalty owner, because this goes to the royalty owner also.

The cost in 1982 would be $3.9 billion.

In 1983, $4.1 billion.

In 1984, $4.2 billion.

But it is also true that by 1984, based on what has

traditionally the case in the finding of new oil, you would

have over 200,000 barrels a day, in additional production

that you would not have otherwise ifi.you didn't have this

kind of an exemption.

So, overall the Nation benefits by it.

I would also say that if this Committee is favorably

disposed towards this amendment, then I would consider

favorably developing an offset. That offset could go to many

places. It could be to the depreciation schedule and trying

to go to the basket approach that we had in 2-4-7-10. That

would help pick it up.

Or we could look at this expanded leasing provision

that is a back door to refundable tax c red its, in my opi ni on.

But there are those things available for that offset.

But first, I would like to know if this Committee would

be favorably disposed to try to have this further encourage-

25 entforthedrilling for oil and gas in this country.ment for the25



I might say that this is rnc-pnsored~ by Senator

of Oklahoma. I was

Colorado's argument

Tax is very unequit

is a disincentive t

encouraged if we di

Mr. Chairman.

and appreciative of

offer it at this ti

The Chairman.

I would just

Senator wants to do

Joint Tax Committee

as far as any surpl

You have indi

be taken. I think.

I would like

we could -- you wan

Senator

The Chai

Bents

rma n.

S

a

0

d

impressed by Senator Armstrong

the other day that the Windfal

ble. I think that is true. I

the exploration that could be

n' t have it.

o f

1 Profi

thinki

further

t

t

I offer the amendment. I am very pleased

the fact that you have allowed me to

me, with my other commitment.

Thank you, Senator Bentsen.

say though I am sympathetic with what the

we have a problem. I talked to the

this morning. The numbers are shrinking

us we have to work with.

cated there are some offset§ that-could

that is a responsible way to do it.

to hear from Treasury and then perhaps

t a record vote?

en. Yes, I would.

There is a roll call on the floor. So,

if we could hear from Treasury.

Mr. Chapoton. Mr. Chairman, I will be very brief.

as you know, have some concerns about the Windfall Prof

Tax. We are not unsympathetic to some type of approach

this, but at this time we must oppose it because of the
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revenue coristva.. n 2- .-

The Chairman. Any other discussion?

(No response.)

The Chairman. If not, the clerk will call the roll.

Mr. Lighthizer. Mr. Packwood.

(No response.)

Mr. Lighthizer. Mr. Roth.

The Chairman. No.

Mr. Lighthizer.

(No response.)

Mr. Lighthizer.

Senator Chafee.

Mr. Lighthizer.

Senator Heinz.

Mr. Lighthizer.

(:-Nb iesp.onse; .)

Mr. Lighthizer.

The Chairman.

Mr. Lighthizer.

(No response.)

Mr. Lighthizer.

(No response.)

Mr. Lighthizer.

Senator Grassle

Mr. Danforth.

Mr.

No

Mr

No..

Mr.

Mr

No.

Mr.

Cha fee.

Heinz.

Wallop.

Durenberger.

Arms tronci.

Mr. Symmns.

Mr. G

y. No.

ras sl ey.

25 ~Mr. Lighthizer. Mr. Long.25
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Senator Long. A3

Mr. Lightizer.

(No response.)

Mr. Lighthizer. ?

Senator Bentsen.

Mr. Lighthizer. I'

CNo response.)

Mr. Lighthizer. F

(No response.)

Mr. Lighthizer.

Senator Baucus. P

Mr. Lighthizer.

Senator Boren. A

Mr. Lighthizer.

(No response.)

Mr. Lighthizer. M4

(No response.)

Mr. Lighthizer. 11

The Chairman. No.

(Pause.)

The Chairman. Th

Senator Bentsen.

to me before, but we we

be coming to the floor

The Chairman. Yo

te.

4r. Byrd.

Ir. Bentsen.

Aye.

Ir. Matsunaga.

Ir. Moynihan.

Baucus.

~ye.

Mr. Boren.

,ye.

Mr. Bradley.

Ir. Mitchell.

r. Chairman.

e Chairman it is 6 to 4.

Mr. Chairman, this is what happened

nt to the floor with this. We will

a ga in .

u have 6 to 4. I would say, looking

i
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( Laughter.)

Senator Bentsen. Mr. Chairman, I lost this in the

Committee before, but we won it on the floor. So, we will

try again.

Thank you very much for your consideration.

The Chairman. 6 to 5; you are gaining.

There were some others.things you might want to raise

on at risk, if you have time to do that.

Senator Bentsen. Yes, if I might. I would like to, if

I might speak to the Secretary.

I can understand the concern for some of the deals

that have been done that are really an abuse of the tax

system on the at risk question.

We look at the lithographic deals where they pumped

up values and you end up really wi th not an economic deal,

it is something that is solely for tax purposes.

My concern is, as we try to close those kind of

loophole, sometimes we then reach over and stop some of

the legitimate deals.

I know that you have gone back some to say that

insofar as those deals that are funded from traditional

financial institutions, that that would not prevail there.

But when you get into a limited and general partnershi

when you get into sub Chapter S corporations, you run into
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same concerns on some other deals that

I am still concerned that you will not

and that you will preclude some of the

way of puttin

that type of

Mr. Cha

have worked w

very question

extending the

an unintended

such things a

of equipm ent,

transactions

That is

cons iderably

risk if he is

thought he wo

is where the

traditional f

We are

that does sol

have a possib

that is a pro'

We did

We still are

are iegitimate aeais.

achieve your objectiv4

things we need in the

g together drilling rigs for further drilling,

a thing.

poton. Well, Senator, we have, as you know, we

ith the affected groups on this, and on the

you address, whether the -- our proposal on

at risk to the investment tax credit would in

way affect limited partnerships that are doing

s financing drilling rigs, financing other type!

in such a~way as to make those legitimate

uneconomical.

why, in our modified proposal, we change it

to say that the taxpayer would be considered at

U

1'

vi

VI

n 4

economicall1

id clearly

oan, even t

nancial ins

aluctant, a

a most if n

a concern i

lem we must

y at ri

be econ

hough n

ti tuti o

nd we m

ot all

n owner

- - we

s k

Om

on

n .

e t

of

f

ca

i

in the c

cally at

recourse

wi th the

the prob

i nanci ng,

nnot hand

ases that

risk and

is from a

groups

1 ems .

though

le at t

I t

we

hi s

we

that

We think

wouldJ

thi nk

time.

20k at the proposals suggested by your staff.

Dt comfortable with them. I must concede, we
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just received them last night. we have not had enough time

to study them thoroughly. We do have some concerns about

them.

We would be willing to work on them further, but at

this time, we are concerned to go beyond what we have already

proposed.

Senator Bentsen. Mr. Secretary, I know the hours you

are putting in. We always get into one of these periods of

extreme pressure and not enough sleep and trying to get the

job done.

Yet, I understand there will be a second bill from

what the Treasury says.

Mr. Chapoton. Yes, sir. It is becoming more and more

evident.

Senator Bentsen. So often, when we get into one of

these crunches, we end up with legislation that is a long way

from being correct and what each of us were striving to do.

I would urge very strongly that you not lock *up your

position and try to find a drafting of this piece of legis-

lation truly accomplished what you are seeking, without

cutting out the legitimate deals and that you give serious

consideration, if you- think the time constraints are so tough

that you consider the second bill.

Mr. Chapoton. Well, the time constraints on that

specific proposal have caught us, admittedly, but we have

J.
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been working on this provision for some time. We feel like

it does work well.

Now, we have -- perhaps before the day is out, let me

leave it this way, Senator --

Senator Bentsen. Fine.

The Chairman. We must go vote.

(A short recess was taken.)

The Chairman. On the record.

I will recognize Senator Heinz to offer the next

amendment.

While we are waiting for Senator Heinz, I might just

say to the members who are here, it would be my hope we

could conclude work on this package today, but hopefully by

12:30 or 1:00 o'clock today. There is so much activity on

the floor it is going to be interfering.

I know a number of members have amendments. I would

just suggest that yesterday the President sort of took the

Republicans to the wood shed, suggested we not offer further

amendments.

I would hope everyone could restrain themselves with

a view to getting a bill passed, plus, I am told this morning

by the Joint Committee, that our numbers are not all that

good in '84.

With that reminder, I hope we can take care of most of

the amendments at a later time. I can assure members we plan
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to start riearings on a second bill not later than the first

or second week in September. There are many meritorious

amendments. I assume everyone in the hallway has at least

one and everyone in the audience has one or two in their

pockets.

It is an ideal place for a fund raiser.

(Laughter.)

The Chairman. But in any event, we would rather do

those things later.

Well, I think Mr. Chapoton would like to clarify one

item on the incentive stock option that may not be clear. It

may be necessary you check with Senator Bentsen on that.

You may -state that concern on the record.

Mr. Chapoton. Yes, Mr. Chairman.

Yesterday, when the incentive stock option question

was discussed, the sequencing question was raised, that is

whether options that are outstanding may be exercised in any

order.

The prior law that was repealed in 1976 required that

options,, the oldest options be exercised first and therefore,

an option granted after--- an option granted later than one

outstanding could not be exercised until the other had

expired or had been exercised.

When asked about the sequencing problem matter, I said

I didn't offhand see any problem in taking them in any

I
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sequence.

But, we studied the question

would be inconsistent with the poli

further and we think it

cy behind the incentive

stock options to all

option, as the value

could simply be to g

original tie to the

with respect to that

We think that

order be retained.

We would like

Senator Matsunaga.

Bentsen, also.

The Chairman.

Senator Matsun

Mr. Secretary, that

relative to sequenci

Mr. Chapoton.

Yesterday, I s

doing away with the

law. I do think I w

ow them in any order,

of the stock dropped

rant new options, and

initial option would

employee.

it is important that

to suggest that. I d

I would like to raise

Se'

aga

the

ng

Tha-

a id

seqi

as -

requirement of the pre-ex

aspect of the overall pol

We do think it shou

Senator Matsunaga.

because as the

,the arrangement

therefore, the

not longer exist

the sequencing

id raise that with

that with Senator

nator Matsunaga.

Mr. Chairman, are you saying now

answer you gave to me yesterday

,was not correct?

t's correct.

that I offhand had no problem with

iencing requirements of pre-existing

in error on that and that the sequenc

isting options was an important

icy behind that statutory provision.

Id be included in this amendment.

Is that firm? Or are you considerin

I
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Mr. Chapoton..No, that is firm. We have considered it.

Senator Matsunaga. It is firm?

Mr. Chapoton. Yes, sir.

Senator Matsunaga. Well then, Mr. Chairman, I would

need to offer an amendment. I think policy-wise, you are

making a mistake. We, as I understand the stock option, you

wish to encourage employees to purchase stock and to -- you

can't encourage the employees to exercise the options unless

you make it attractive.

By requiring sequencing, the employees are not going

to exerci se their options.

Mr. Chapoton. Senator, the purpose of the -- the policy

of the provision, as we look at it, is that once; the

option is granted, the employee has a tie to the-company.

He is dramatically interested in the success of the stock

of the company.

Senator Matsunaga. That is correct.

Mr. Chapoton. If the arrangement is that if the stock

goes down he will simply be granted a subsequent option,

then obviously he is not nearly as concerned about the

movement of the stock, provided he is going to receive that

compensation through the subsequent option.

We think the policy should be that he is tied to the

stock at the date he receives the original grant of the

J.
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1 9

option, and tram thlat point forward, is interested in the

performance of the stock from that day and not from -- not

with the understanding that if the stock goes down, he will

have a second bit of the apple, so to speak.

Senator Matsunaga. Mr. Chairman, I reserve the right

to offer an amendment. later. I will discuss this matter

further with the Secretary and others.

The Chairman. I have also mentioned to Mr. Chapoton,

I think Senator Bentsen had an i~nterest in that. I know he

has a staff person.-here.

So, before final action on the total package, we want

to resolve that.

I would hope we could accommodate the views expressed

this morning by Mr. Ch~apoton. and I think we can.

I might indicate the order. Senator Moynihan has a

time problem.

So, following Senator Heinz, we will sort of go out

of order to recognize Senator Moynihan on the commodity

tax straddle issue.and we will come back.

Senator Moynihan. Thank you. It is thoughtful of you,

Mr. Chairman. I do have a problem.

The Chairman. We will come back to ACRS after that.

Senator Heinz.

Senator Heinz. Mr. Chairman, I have actually three

amendments; four. I have three amendments, possibly a
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20

fourth. iwo of the amendments, Mr. Chairman, are frankly

rather technical in nature and shouldn't take long. I would

like to bring them up first and then get to the basic, and

I think most important amendment.

The first amendment on which I don't think, but I

can't guarantee there will be a lot of debate is a proposal

to permit flexibility in the ti

The problem is that this

issue. The problem is that as

mandatory minimum depreciation

and they can dilute the incenti

Congress.

This happens whenever the

permanently lost due to timing

So, the solution that we

me of depreciation deductio

is the so-called banking ru

ACRS is now written, the

deductions have to be taken

ye effects intended by the

credits or deducti

limitations.

are proposing here

ons may be

is to

allow taxpayers more flexibility in the timingi:of their

depreci ation deductions.

Thus, really strengthening the incentives provided

the Administration's proposal for ACRS.

Indeed, this particular proposal has the salutory

effect of actually gaining you some revenue in the first

or three years by postponing those deductions into the

years .

i n

two

So, in terms

no adverse revenue

of '82

effect

or '83, maybe even '84, there is

that I know of.

ns

Ile
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Th e Ch0a' ran . it w igh, t helip ful if the Senator from

Pennsylvania could give us all his amendments. I donO.t say

we could vote on them en block, but we might see merit in

them.

Senator Heinz. I would pr

time, i~f I might, Mr. Chairman.

The Chairman. All right.

Senator Heinz. Thank you.

The Chairman. We were try

maybe we can't.

Mr. Chapoton, do you have

Mr. Chapoton. Yes. Senato

as the banking of depreciation.

We did review it early. We did

lack of flexibility in the orig

ways.

efer to take them one at

ing to save one for you,

a

b ut

this is what we refer to

It was proposed early on.

respond to the concern of

nal proposal in a couple of

One, we allowed taxpayers to elect straight lin

depreciation, using the-life, the 10-5, or 3 year lif

otherwise the property, was otherwise put into.

Or we allowed to use a longer life if they were

to use for earnings~and profits purposes.

In addition, we extended the carry over period

credit and the net operating loss from 7 to 10 years.

Our concern with the idea of allowing taxpayers

select which year they take depreciation deductionsi

e

requlire d

efor th

to

s both
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Oui~e u F cumpi ex i Ly in our admini str ati on of the tax l aws , thatI

is, determining what is in the bank for depreciation from

any year, how much has been used for previous years, what

happens in corporate acquisitions and that type of thing

and also the idea of treating this deduction differently

than any other deduction.in the Code so that you could select

or take all or any part of it in any year, skip a year if you

wish.

The motivation would be-certainly to skip a year in

which your other tax benefits are limited by other rules in

the Internal Revenue Code which key off our annual accountin

concept.

For example, there are certain foreign tax credit

provisions which relate to annual income.

.There is a limitation on capital gains during the

year, the alternative capital gains tax. The charitable

contribution limit applies to the annual income. And there

are many others.

So we would propose that once you select the method

of recovery that you take that recovery over a period of

years. You do not have to take the fastest recovery, but you

select the recovery for the year in which the asset is

placed in service and are required to take that recovery

over a number of years and stay with our present law rules

for the annual accounting of deductions.
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S)enator Heinz. Mr. Chairman, I know that Senator Symms

is interested in this amendment too. He may want to speak

on it.

The Chairman. But could I ask a question? In

addition to the reasons that you stated in opposition to the

amendment, I assume.

Mr. Chapoton. Yes, sir. We are opposed.

The Chairman. Are there any revenue --

Mr. Chapoton. No, I think the revenue consequences

would not be significant. I don't think there would be

certainly a revenue pick up, because if the deductions were

postponed, it would primarily be so that other deductions

or credits could kick in in the year postponed.

The Chairman. Who benefits from the change?

Mr. Chapoton. Well, it is difficult to say. The

timber industry would be a beneficiary because by skipping

a year on deductions you could elect the alternative capital

gains tax in a particular year when you have a lot of timber

sales.

There would be other taxpayers that would, involved in

a lot of foreign operations, would want to skip a year, take

a smaller deduction one year and then take a bigger deduction

in alternate years.

The Chairman. They would benefit under the Administra-

tion 's proposal as it is?

i-
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Lflajv ull They wuui u -- -nycoi reduce tnei

deductions under the Administration's proposal, but they

would have to do that for the period they hold the asset.

So they would not be able to go back and forth from year

to year.

Senator Heinz. What Mr. Chapoton is saying is that

there is only one way that a taxpayer can take advantage of

any flexibility. And that is he must make an election as to

what kind of depreciation he is going to take, whether it is

going to be accelerated or straight line.

Once he makes that election, he is stuck with it for

or fifteen years.

Mr. Chapoton. That is correct.

Senator Heinz. That is the probl

Mr. Chapoton. It is not inconsis

He can reduce his deductions for an *as

for future years as well, not under cu

Senator Heinz. Mr. Chairman, as

I am going to be offering an amendment

back of unused tax credits.

The reason I offer this amendmen

will prevent the problem that the seco

address from occurring in the way it h

This will give people the neces

don't have in the future, the kinds of

em.

tent with current law.

set if he reduces it

rrent law.

the Chairman knows,

to extend the carry

t first is that

nd amendment wil

as in the past.

sary flexibility

this

I

so we

problems that my

I

1

1

the next five, ten
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scornnA amendmont+ -4"c od ., cuSS~.U Cs Vii 111011) uccsi ur he re

is aimed at trying to cure.

So, I hear the Treasury saying that they think this

a little complex, but I don't hear them saying anything

terribly bad in terms of policy

I hope my colleagu

By the way, I thin

of this amendment.

The Chairman. If I

other Senators present.

to offer amendments and

be accepted.

But I wou~ld again

and left that there is. a

has been loaded up and m

or revenue effect.

es will support.

k Senator Symms

could

Again,

if they

remi nd

1 ready

ay not

the

i s

amendment.

a co-sponsor

repeat what I said, there

I.think everybody is enti

have enough vote they wil

my col

some i

be abl

leages on

ndication

e to walk

my right:.

that this

out of the

are

ti ed

I

b ill

Committee on its own..

The President feels strongly, as-he indicated to

Republican members of this Committee, yesterday, that unless

there was an agreement .with Treasury, that other amendments

should be opposed.

I don't suggest that is the final word, but again we

have a very attractive piece of legislation here, It would

be helpful , I think, if we knew about all the amendments the

Senator from Pennsylvania had before we voted on any of the

amendments.
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Will yUU yive US anl idea Ui the Third and fourth

amendments you have?

Senator Heinz.. Yes, I will certainly do that, Mr.

Chairman.

Let me just say that my understanding of our meeting

with the President and Don Regan, yesterday, and we were all

there to hear it, is that if amendments made sense and. they

didn't cost more money, that wasn't going to cause a problem

for Don Regan. That was what he told-us all.

The Chairman. Well, that is why I wanted to hear the

other three.

Senator Heinz. The other two amendments, the first is

the proposal for the extended carry back of unused tax credit

Do you need any more of an explanation than that'?

The Chairman. I don't.

Senator Heinz. The third amendment, which is one I

understand, and Buck Chapoton will correct me if I am wrong,

is a minor one and it is strictly technical.

They are proposing under their leasing provisions, a

liberalization of the limited use rule.

There have been some discussions as to whether or not

that ought to be in the state or not. They. intend to put it

out by regulation, but I gather there is a general feeling

now it would be a good idea to get it into the law.

That is a very technical amendment, because it is
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re i iy s Laiu Lizi ng what the Admi ni strati on wants to do.

The other amendment, therefore, not counting that one,

is a proposal to minimally liberalize depreciation for

assets with lengthy construction periods.

The Administra~tion, in their ACRS proposal has changed

current law, proposed a change in current law, away from the

present two year rule, I believe it is, and is going to,

and proposes to change the paid rule to a strict placed in

service rule.

That is to say, no deprecia

taken on for example, a synfuels

which tha~t project was-placed ful

~tio

pro

l y

n deductions could be

ject, until the year in

in service which is

somewhere for a project that starts today, by all accounts,

somewhere five and ten years out in the future.

It seems to me that this is penny wise and pound

foolish.. It doesn't cost a lot of pennies in terms of the

synfuels projects, and that amendment which a-number of

other Senators are interested in and will be happy to offer

if you don't~want.me to offer it,--

The Chairman. I don't.care who offers it. I think we

know the full extent of the amendments. I think we can tell

very quickly that if we accepted all of them we would be in

the red in '84.

. What is the status now, Mr.. McConaghy, for '84?

Mr. McConaghy. We are essentially running a little bit
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ahead", $230 million in :82; $8UU million in 1984, and

approximately $2 billion in 1984, meaning under the origin

proposal.

The Chairman. Right.

Senator Heinz. Mr. Chairman, the reason I offer the

first amendment, first is that it actually picks up a litt

money. It doesn't cost any money.

Mr. Chapoton. I would say it doesn't cost any money.

We fairly couldn't say it'picks up any money.

Senator Heinz. Okay.

The first one does-n't cost any money. So that doesn

mess anything up.

The Chairman. Is there agreement on the third one,

the limited use?

Mr. Chapoton. Yes, we would want to go over those

provisions, but the-revwould be agreement on that.

The Chairman. So you already have 25 percent of what

you came in with.

Senator Heinz. Mr. Chairman, I knew you were going t

count like that.

(Laughter.)

Senator Heinz. I thank you for your arithmetic, but

it wasn't like the sum I had in mind.

The Chairman. No, but I mean I think there -- we wi

accept that amendment, again, on a tentative basis, if the

a 1

1 e

0

1 1

r e

I t
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it nn nhiprtinn-

I know Senator Bentsen I think raised a question about

the very thing and Senator Chafee, on limited use.

Now I guess we are back to the first amendment.

Mr. Chapoton, do you have any other --

Mr. Chapoton. I would say that, Senator, we do feel

very strongly about this. We think it we responded to the

concerns that gave rise to the banking proposal. There is

no question that on this deduction and indeed on other

deductions, I say this deduction, I mean the ACRS deduction

and other deductions, if you gave taxpayers the flexibility

of taking it in any year they wished, taxpayers might like

that rule.

But, we do have an annual accounting concept. We

think we certainly ooght to stick with it.

Senator Symms. Mr. Chairman.

The Chairman. Senator Symms.

Senator Symms., Thank you, Mr. Chairman.

We are not talking about the flexibility?

Buck, don't you feel like the point that whether or

not the second amendment is accepted or not, that there is

a real problem that Senator Heinz is addressing, and this

will avoid it in the future, if I urnderstand it correctly.

Mr. Chapoton. No, it won't avoid it in the future.

If you are talking about postponing deductions, the present
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v a l u c c f t h c d e d u c t i~~~ , , 3 o r ea ii 1 I uI s i . w e ha v e

an extended carry over provision in any event.

So, the deductions in our proposal, the loss of

deductions is not likely to occur, and indeed, you can extent

the carry over period beyond our proposal.

I don't think that is the issue. The issue is whether

you can select a year in which you want to take the deductioi

Senator Symms. The point is, you take like the lead-

zinc mines in imy district, in my state, are depressed price

of metals right now, they are not doing very well. What is

the incentive for them to expand their plant and facilities

with a short write off, When they are not a a profit

position anyway?

Mr. Chapoton. The incentive for any taxpayer that is

not at current tax liability, is diminished.

That is why we proposed this leasing provi~ion, but

the banking of depreciation does not change that incentive

uneless 'they thought they would otherwise lose the deduction

after ten years.

We provide that the deductions can be carried forward

for ten years.

After ten years, the deductions are pretty far in the

future. So the incentive for the current investment beyond

ten years is not likely to be effective by the loss of the

deduction beyond that point.
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We taik about banking of deductions, that is, whether

to take them this year or a later year. Other consideration!

have to be affecting the motivation for that.

That is, you do not want to take the deduction now,

because it affects some other benefit, some other provision

in the Code, which is keyed to the annual accounting concept.

Admittedly, all deductions have an effect on the

annual accounting concept if an annual limitation is in the

Code. In particular, there are a number of annual account-

i ing concepts-, a number of-annual-accounti ng l imi tations in

the Code now.

It is a rather complicated -- I don't mean to try to

be vague on this. It is a rather complicated question. We

examined, and we examined thoroughly and decided to oppose

the banking provision.

We decided that it was not addressed to the question

of eventual loss of the deduction, but it was addressed to

the question of the desirability to alternate the years in

which you take the deductions so that you would not offset

other limitations in the Internal Revenue Code.

The Chairman. Well, if we could -- what is the

pleasure of the Senator from Pennsylvania?

Senator Heinz. Mr. Chairman, I believe in the amend-

ment. Maybe we should just vote it up or down.

Senator Long. Mr. Chairman.
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The Chai

Senator

Let me

going to do
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my thoughti

figures, *tha
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That w

reconciIi ati

squeeze the

But, I

a prob~lem th

tax credits.

in reverse.

rman.

Long.

Senator Long.

Thank you, Mr. Chairman.

suggest this, now I don't know how we are

all this.
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So- J thn~n I wou±1, have~ .- vi LIIC atiia uur Uil

this. If we can prevail, then try to find a way we can

squeeze something out somewhere else in the bill.

Please understand, Mr. Chairman --

The Chairman. I understand.

Senator Long. I am fully sympathetic with your probli

trying to hold this bill within cost limitations.

The Chairman. I don't think this particular amendmen

has any revenue loss --

Mr. Chapoton. No, it has no revenue loss. This amen'

ment, Senator Long, I don't think goes directly to the

question that you are-raising. I think Senator Heinz' nex

amendment would, that is, unused deductions and what happei

to taxpayers that cannot use them for some reason.

Senator Long. Well, I am talking about the Heinz

package, My thought is, by the time we get through with ti

bill, we are going to have some poor souls who really need

some help and who are not going to get any, get no help at

all .

em.

t

t

Ins

I i s

.Chrysler, for example, the way it is going, they get

no help.

May I say, I can be a statesman about this. We don't

have one single Chrysler facility, except a distributorship

in Louisiana, a sales agency.

But this is a company we are trying to save. it
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def-initely ineetds to participate in all these benefits and

won't get any benefit at all out of it, so far as I can

figure, unless we do something, that the Senator is talking

about.

Some of the railroads are in that trouble. Some of

the airlines. Some of the steel companies. Frankly, it jus

seems to me it is about time we come to the end of the road

and add up a list here and say, "Let's just see who these

happy souls are, who are already doing very wall indeed, and

will do still better."

Trim down a little bit on-what they get to take care

of the folks that are going to be left out completely.

I guess I am just an old Share the WeAlth man by

nature.

(Laughter.)

Senator Long. But I just think -- in some respects

this thing, is working in reverse. They as has gets, and

those that need itz'the worst get left out.

I am glad to welcome Senator Heinz to the Share the

Wealth Club.

(Laughter.)

Senator Long. Everyone benefits, spread the benefits

and so everybody gets some of-it. First look out for the

people who are getting the worst.

The Chairman. Well, I think in view of the interest in

t
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this amendment -- I Would just say this, I don'.t think that

is the option we have. We are locking at a little different

approach, not on legislation itself, but we have members of

the Budget Committee, and I do' suggest that they dominate

everything yet, they are working-on it, saying that even

with the reductions we have made we are still in deep trouble

in 1984.

So, I don't think we have the luxury of suggesting

well, we have $2 billion left, let's try to divide it up

this morning before we finish consideration of the bill.

I have a place we could use all of that, and I am

certain everyone has.

I also can't believe that some of these bin hiisine

who

q ui t

on a

$2 b

Admi

in t

amen

t al1k

b ill

that

sses

are now looking for additional amendments aren't faring

e well under the Administration's proposal.

It would seem to me that we are looking at '84, based

nether $40 billion in spending cuts, and looking at a

illion surplus based on the economic figures of the

nistration and, even at best we are probably going to be

rouble in 1984.

So, I would hope that we could -- as far as this firs

dment, it is not a revenue loser. But the other, you

about, there is nothing to divide up. He wants $1.3

ion, in '81. We only have $100 million left. He wants

t

25 $.3 illonin 8; $.3 illonin '83 and $900 million,$1.3 billion, in25 '82; $1.3 billion,
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'84.

Senator Heinz. Mr. Chai~rman, before you put your foot

in it any deeper. I think I ought to tell you that the

second amendment which I haven't yet offered actually makes

money for the Treasury in 1984.

The Chairman. Well --

Senator Heinz. That is what that number has a little

plus in front of it there.

The Chairman. Are th-ere any -- could you take care of

the problem of Senator Heinz, other than the banking

proposal, could you allow one additional recovery period?

Mr. Chapoton. We would prefer to extend the recovery

period. That would be preferable to us then going to the

constant option of the banking provision, the complexity.

We think it addresses, it-deals with situations that are not

before this Committee, at the present time; that is, other

limitations in the Code, as I said, that are aj~plied under

the annu a.l accounting system of taxation.

Senator Heinz. Mr. Chairman, of course, if we could

extend the reeovery period backward, that would be --

Mr. Chapoton. No, I was talking about forward, Senator.

(Laughter.)

The Chairman. Forward.

Senator Heinz. Oh. Well, that's not too interesting.

The Chairman. Rod, how would that work, Mr. DeArment?
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Ur. DeAriiiEfiL. Mr. Chairman, you would essentially

allow a taxpayer to choose to elect the next higher recovery

category.

So, combined with the further election, I guess, of

the E & P lives, you could elect quite a longer recovery

period to write the particular asset over so that it could

stretch out the asset recovery over a longer period of time

-so that even undertthe Treasury's proposal, before this, you

could if you were in the five-year life, you could now go

to write it off over 12 years.A--.

Under the proposal that Mr. Chapoton just outlined,

it would permit you to write it off over 25.

Mr. Chapoton. It would be the next higher period.

Mr. De'Arment. Yes.

Mr. Chapoton. That would be fine.

Senator Heinz. Mr. Chairman, I am not sure I under-

stand what they just said.

The Chairman. I am not certain I do, either.

Mr. Chapoton. Senator, what we are saying is --

The Chairman. Give us an example.

Mr. Chapoton. That if a taxpayer had a five-year

asset, the present proposal would allow him to take three

options, 150 percent, declining balance over five years.

Option two, straight line depreciation over five years,

number three, utilize .the earnings and profits period that
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he is rcquir~.d to use iii computing earnings and profits

which is 12 years straight line.

This final option would be to use the earnings an

profits of longer-lived equipment which for the 10 year

class would be a 25 year strai-ght line write off.

It would still require though, Senator, that same

deduction be taken over the period the property is held

Senator Heinz. Well, Mr. Chairman, that is whati

the Administration proposal.

Mr. Chapoton. Rod is suggesting adding an additio

longer option.

Senator Heinz. An additional stretch out.

Mr. Chapoton. An additional stretch out, correct.

Senator Heinz. I don't know why anybody who could

depreciate something in five years would want to deprec

it over 25.

Mr. Chapoton. Well, a new business m

talked to some-taxpayers who definitely wa

of recovery.

Senator Heinz. Mr. Chairman, may I s

Rod DeArment's suggestion. It is a very s.

right direction because it really does not

in the way of flexibility.

Indeed, what it does is, you have to

right at the beginning. You are stuck for

'ight. We

nt longer

have

periods

ay that I appreciat

mall step in the

provide for much

make that election

the next 25 years

38

d

5 i n

nal

iate
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with that very specifir An ~ _n A * t v r

of depreciation deductions over the next 25 years.

To me, I don't think that is a very substantial benefit

In fact, I don't think it is much benefit at all.

Mr. Chapoton. Senator, under the law now, present law

and under our proposal, for example, therelis a limit in

'mining operations that the percentage depletion allowance on

minerals now exceed 50 percent of the net income from the

property.

That is an annual computation.

If you make this change., there will clearly be an

incentive to put the deductions in the year when you have

the smallest amount of income from the mines, because -- the

50 percent, the deductions related to that mine, into another

year, so that the 50 percent of net income limitation would

not apply.

That is one example.

There are numerous examp-les in the Code that if you

allow complete flexibility and now rateabte recovery of

cost, that there.will be an ob-vious incentive to put this

in a computer and see the best.-way it comes out.

Senator Heinz. There will be an incentive to do what?

Mr. Chapoton. To put these factors in a computer and

see what the best year for taking the depreciation deduction,

the cost recovery deduction, so that it will not offset and
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Senator Heinz. What is wrong with that?

Mr. Chapoton. Well , because we have decided that we

have an annual accounting system. We report taxable income

annually, and as I state, there are numerous provisions in

the Code that say one type of deduction or the foreign tax

credit or alternative tax on capital gains is made on an

annual basis.

You have to look at your income for that year to

determine whether that benefits you or not or determine a

limitation on that benefit.

We would then give an incentive to skip a year on this

deduction and put it in another year, so that the other

limitation, the annual limitation would not kick in for this

year.

So you would have certainly an incentive in some case

to take deductions in year one, skip year two, take them in

year three and so on.

Senator Heinz. Mr. Chairman, I thought our purpose in

passing this tax bill was to pass a supply side tax cut.

We want to stimulate jobs. We want to stimulate

business expansion. We want to stimulate investment. We

want to stimulate savings.

I might say, Mr. Chairman, I think that you and the

Committee have done an excellent job in doing that so far.

5 ,
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their work. I have been very pleased to participate in it.

I think you have done an outstanding job.

But, I also believe that what we are talking about here

is totally consistent.with what you and the Committee and we

have been trying to do so far and that is to try and make it

attractive for business to do all those things we want them

to do, to invest, create jobs,-to stimulate the so-called

supply side, so that we get all the benefits we know flows

from that.

As I listened to Mr. Chapoton, I hear him saying this

will really help people make investments. It will be more

attractive to them, they won't be penalized as much.

From that I take away the fact that this is good for

the country. It is good for the economy. Therefore, good

for the people.

The Chairman. Well, I thlink we are prepared to vote on

it. I think that.is one way to resolve it.

Senator Heinz. Yes.

The Chairman. The clerk will call the roll.

Mr. Lighthizer. Mr. Packwood.

(No response.)

Senator Danforth. W~hich one are we voting on?

The Chairman. The banking, number one.

Senator Heinz. The banking.
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Senator Heinz. There is a quest-

one we are voting.--on. This is i

bili~ty in the timing of deprecial

Senator Danforth. Banking?

Mr. Lighthizer. This is. bankin(

The Chairman. This is the bankir

Senator Heinz. Yes.

Mr. Lighthizer. Mr. Packwood.

(No response.)

Mr. Lighthizer. Mr. Roth.

Senator Roth. No.

Mr. Lighthizer. Mr. Danforth.

Senator Danforth. No.

Mr. Lighthizer. Mr. Chafee.

The Chairman. No.

Mr. Lighthizer. Mr. Heinz.

Senator Heinz..Aye.

Mr.. Lighthizer. Mr. Wallop.

The Chairman. No.

Mr. Lighthizer.. Mr. Durenberger.

Senator Durenberger. Aye.

Mr. Lighthizer. Mr. Armstrong.

Senator Armstrong. Aye.

Mr. Lighthizer. Mr. Symms.

ion, Mr.Chairman, as to

the proposal to permit

Lion deduction.

J.

ig provision.

which

flexi



JerOLuI .3JItisl. Aye.

Mr. Lighthizer. Mr.

-Tf~rettCh i rm an. N.

Mr. Lighth-izer. :Mr.

Senator Long. Aye.

Mr. Lighthizer. Mr.

Senator Byrd. No..

Mr. Lighthizer. Mr.

(No response.)

Mr. Lighthizer. Mr.

Senator Matsunaga.

Mr. Lighthizer. Mr.

(No response.. )

Mr. Lighthizer. Mr.

Senator Baucus. Aye

Mr. Lighthizer. Mr.

Senator Boren. No.

Mr. Lighthizer. Mr.

(No response.)

Mr. Lighthizer. Mr.

(,No response.)

Mr. Lighthizer. Mr.

Grass ley.

Long.

Byrd.

Bents en.

Mats unaga.

Aye.

Moynihan.

Baucus.

Boren.

Bradl ey .

MitchellI

Chairman.

The Chairman. No.

(Pause. )

The Chairman. This vote the nays are 8, the yeas are
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So, tne outcome will still be in doubt. There are fivi

unreported.

Senator Heinz. Mr. Chairman, should we proceed to the

second amendment?

The Chairman. Yes.

Senator Heinz. This amendment is one that I think we

talked a~bout a good deal. It is frankly, more controversial

than the obne we just voted on.

This is to permit the extended carry back of unused

investment tax credits that have not yet expired.

The problem we have, and Senator Long touched on it,

earlier, is that there-,.are an awful lot of business firms

that are capital intensive. They are found in steel, mining,

transportation, railroads, autos, which because of the

capital intense nature of the business, sometimes, because

of the extreme foreign competition, they have not been able,

over the last several.years, to generate the earnings and

thetefor e, the tax. receipts off of which to claim their

unexpired investment tax credits.

I suppose the best example is that in the auto industry

and Pennsylvania is not terribly impacted by automobile

manufacturers. We have some parts suppliers and we have a

steel industry that sells some steel to the auto industry

when they are selling American autos, that -- the best

example is probably the Ford Motor Company versus General

I
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General Motors is a very successful firm. They are

able, because they are successful, to make mone~y. They are

able therefore, to claim their tax credits and they get

benefits from it.

The Ford Motor Company which has had large losses the

last few years, is unable to benefit from the tax credits,

and, as a result, the successful, wealthy companies like

General Motors do very well under

The less successful, but

to employees. These companies

Ford on down to very small com

present economic circumstances

out of the investment tax cred

What this amendment does

about the rich getting richer

It does so by allowing all fir

a special category, to utilize

by applying them over the next

over the next three years, aga

since

books.

the present tax code.

nonetheless extremely importa

range in size from the size o

panies. are able to get in our

none or very little benefit

it .

is to try and do something

and the poor getting poorer.

ins, except utilities, who are

their unexpired tax-credits

three years, claiming them

inst taxes that they have paid

the investment tax credit first was written on to

n

f

the

Now, I know that there is an objection to the amend-

ment because it will cost money. This amendment, relative

to doing nothing, over the next three years, will according

I
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Lu juiriL Tax estimates, cost $1.3 billion a year, for each

of the next three years.

In the fourth year, fiscal year '84, the best estimate

is that it will actulilly will make some money for the

Treasury, about $500 million.

Indeed, the reason we have phased it in over three year!

is we consulted with Mr. Chapoton, and he felt that it would

be helpful to the Administration, even though they don't

support this amendment, that the best way to do it would be

to phase it in over the first three years and then there

would be a positive revenue effect in the fourth year,

because that is the year we are all worried about.

There are some other specifics to the amendment

described in the hand-out~that are technical in nature.

Let me address the big-issue which is the money.

We are for '82 and '83 about a billion dollars ahead

of the President at the present time; $200 million, in '82;

$800 mil lion, in '83, as I think Mr. McConaghy or one of the

staff pointed out earlier.

If this amendment pass-es, I would also intend to

propose a delay in the effective date of the leasing

provisions to April 1, 1982, to -- and that would pick up

an additional $700 million.

Thirdly, I anticipate that we are going to pass some-

thing on commodity straddles which could save up to $2.7
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So, it seems to me that there is the money here in

terms of some flexibility for us to pass this amendment

without doing violence to our ceilings.

So, in that respect, I believe, it is a responsible

amendment.

Again, Mr. President, this proposal is about the only

one that is going to allow an awful lot of companies that

haven't had a great deal of luck under Carter Economics, to

really benefit from the President's new economic plan.

It does affect every industry, not just the capital

intensive ones I mentioned. It will affect, I think favorably

industries and businesses in every state.

Hence, it is going to be good news for people, for

employees in every state. There will be either fewer job

losses or more jobs created.

I think that is what we-want. All of us, every single

person in this room, the Administration, all of us up here.

Thank you, Mr. Chairman.

Senator Danforth. Mr. Chairman.

The Chairman. Senator Danforth.

Sen~ator Danforth. Thank you, Mr. Chairman.

Mr. Chairman, let me say that if we had an unlimited

amount of money that we could put into this tax bill and

there was no agreed to limitation by the members of the
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jump on this.

In fact, I had hoped from the outset that something

could be worked out with the Administration to accommodate

the concerns of Senator Heinz.

I take it, Mr. Chapoton, that the answer to that

question is no.

Mr. Chapoton.

.amendment.

Senator Danfo

Mr. Chapoton.

Senator Danfo

context. If we weri

with the Adrninistra

own prior commitmen

figures on one hand

the automobile indu!

That is correct.

rth.

Yes ,

rth.

a pit

tiAon

t to

Iand

;try,

Flatly

s ir.

L

t

a

t

We are opposing this

rejects it?

.et me just say this to put it'

~ed-with the question of going

tnd with the Chairman and with

~ry and keep within the Adminis

on the other hand, the salvati

the steel industry, airlines,

i n

aIo n g

our

tratio

on of

mining

and as Senator Heinz has pointed out, many, many industries

in every state, that would indeed be a very hard choice fo

us to make.

The automobile industry alone has told us that it wi

have to make some $70 to $80 billion of capital investment

over the next five years. That is just the automobile

industry.

Now you add to that, steel and mining and everything

r
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else and then

the effect of

those industri

operation.

takp

$1 ..3

es.

into onncidrlartinn what is gcnf k-nh

billion per year, for three years, on

Because basically this is a check writing

tially what we are involved in in a loss carry

method of the Go~vernment writing out a check. to

industries.

a total of less than:-$4 billion, spread over

three years, spread over

on and on and on, and as

the Union, would that hay

distressed industries.

I think the answer

am sure every little bit

their standpoint, a littl

Now what does it do

this tax bill is to say,

mean what we did so far."

When we voted last

automobiles and steel, airlines

Senator Heinz says., every state

e any material effect on these

to that is

helps , but

e bit.

to this t

"Well , we

Thursday o

f rom

this

ax bi

d i dn '

thei

is ,

and

i n

r standpoint,

in fact, from

11? What it does

t mean it. We di

t

dn

I

0

t

r Friday that we were

going to stay within the A

mean it.,"

When we said to the

try to restrain ourselves

this bill; we really didn'

We are going to add

Alministration's figures, "We didn't

President, "Yes., we are going to

and not add a lot of things under

t mean it."

$4 billion to the bill which would
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be spread over a large number of industries and would be so

spread that it wouldn't really do them any good or address

the problem.

For that reason, Mr. Chairman, while I guess the

principle that every little bit helps, is of some merit, I

relunctantly will oppose Senator Heinz' amendment.

The Chairman. Senator Durenberger.

Senator Durenberger. Thank you, Mr. Chairman.

Mr. Chairman, as you know, as the mover of the amend-

ment, and Senator Danforth, I have a great sympathy for the

infrastructural industries of these countries and their

problems and picking up on Senator Long's idea of the RITC.

I introduced that as one of their salvations.

People over on the;House side have incorporated some

of this consideration into their bill. So, I am very

sympathetic to the argument of the Senator from Pennsylvania.

However, I think John Danforth has laid out the problem

that we all have at this particular point in time in terms

of how much can be~accomplished on this particular bill.

Part of the trade off, if I understand the Senator from

Pennsylvania is some savings in changes on leasing.

The other part of it is the straddle. I went through

that yesterday, John, trying to find some savings some place

else to do something for me. So, I am not sympathetic to

that. I am going to have a suggestion to make to you.

i

2

3

4

5

6

7

8

9

10

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

21

22

23

24

25



5 1

RP + T ,.nA,. 4 T -.2.L- I

questions of Treasury on the 1

to try to clear up how much of

implemented by law, and how mu

or could be implemented admini

mind here we ought to get as m

possi bl e.

I am thinking of revenue

those examples.

Let me give you a couple

like a clarification on

billI.

Ia 5 k Ulur; . Gild-i

everage leasi

your proposa

ch of it has

stratively, w

uch of it int

rman,-'a,.co~up Ie of

ng side of this

1 has to be

to be implemented

ith the notion in

o the bill as

procedure,7521 and as one of

of points.

it in terms of

that I really would

incorporating the

First if eliminating the existing

test in the guidelines of 7521.

Second, is providing more reasonab

d

t

take

lease

reven

lease

uai value 01f leased property, wflich

along.

The third, and I am not sure wheth

care of that, eliminating the rule

of limited use- property, including

ue procedure 7521. of any leasee in

prope

Is it

rty.

possible for us to

profit cash flow

le rules dealing witt,

-has been a problem

er this is going to

that precludes the

related rule and

vestment against

draft language that would take

care of those situations?

Mr. Chapoton. Senator, some of those items are taken
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care of i th pre cnt draf . nW "U U a yree w i E~h you that

we should put additional clarification in the law itself,

even though we had planned on doing it in the Administration

-- excuse me, in the administration of the law and in the

regul ati ons .

But, I think it is better to clarify precisely what

the leasing proposal is in the statute so there is no doubt

about it.

We would want to leave in the minimum investment in

the property, a ten percent minimum investment and that woulc

be throughout the life of-the property, though we would have

no object ion to a put-call option at the end of the life of

the property so that the les:S*ean-d'ie-as-or:. could know that

the lessee had to buy the property back at whatever price was

stated.

We would want the 10 percent requirement left in.

We would agree with you that we could put these in the

statute.

Senator Durenberger. Mr. Chairman.

The Chairman. Senator-Durenberger.

Senator Durenberger. Mr. Chairman, I am going to have

difficulty with going along with my friend from Pennsylvania

on a complete carry back. I don't know, Senator Heinz,

whether you looked at a ten-year carry back which leaves some

flexibility to a lot of industries to make choices as between
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the carr"y HnrL ,nAd somea Of thlese viure generous -leasing

provisions.

If that costs substantially less money, it seems

me it covers more industries more equitably. Going al

way back certainly helps Chrysler and it helps steel c,

or most of the steel companies.

But I think there is more people to be helped in

more limited time frame.

Senator Heinz. Let me respond to my friend from

to

1 the

ompani E

a

Minnesota.

In the amendment, we provide that firms that choose to

apply tax credits against prior years' taxes cannot also take

advantage of the liberalized leasing rules as proposed under

ACRS in the same year.

There is an election, in other words, that each firm

would in fact make. We know that will save some money. We

don't know how much.

It is an attempt to make sure that we are not giving

people two bites at the a~pple.

As to your second point on ten years, although it isn't

ideal -- I can probably accept that, if that woul~d make the

amendment more acceptable to the Treasury and to my

colleagues.

If I may just take a moment to however make a brief

response to something my friend, Senator Danforth said
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recardina how much benefit all nf thic will m~ e.

it is important to look at what the Administration

Senator Danforth, does during the first two years i

'82.

! .think.

bill ,

n '81 and

It provides for a total amount of accelerated cost

recovery benefits and static revenue loss basis of $11 bill

What the cost of this legislation is, in addition to

that and over the-same two years, the cost would be $2.6

billion, or roughly a 25 percent improvement in the stimulus

of supply side economics on the business side.

So, at least in my j~udgment, we are talking about

something' that is a significant improvement, at least I

think of 25 percent as being a pretty significant improve-

ment and what has been proposed.

It should create a like stimulus in economic perform-

ance. Otherwise, I don't think it would be worth fooling

with.

Thank you, Mr.

The Chairman.

Senator Heinz.

Mr. Lighthizer.

(No response.)

Mr. Lighthizer.

The Chairman.

Mr. Lighthizer.

C h a-i

The

Mr.

Mr.

rman.

clerk will call the roll.

Chairman, are we through with this?

Packwood.

Mr. Roth.

No.

Mr. Danforth.

jo0I1.



tor flanfnrth No.

Lighthizer. Mr. Chafee.

Chairman. No.

Mr. Lighthizer

Senator Heinz.

complete this vote,

about modifying the

The Chairman.

vote.

Senator Heinz.

The Chairman.

(La ughter. )

Senator Heinz.

Mr. Chairman.

The Chairman.

the vote. But I thi

Senator Heinz.

powerful.

The Chairman.

* Mr. Heinz.

Mr. Chairman, excuse me

Senator~Durenberger and I

amendment.

We can modify it after we

It would be nicer to modi

Just to give you a little

Ibefore we

were talking

complete the

fy i

tes

t before.

t .s-.

We already had one of those, already,

I am willing

nk you still

Mr. Chairma~n

No, IJam not.

to wait if you

have enough.

the Chairman

can change

i s very

But I would like to finish

the bill today, if we can.

Senator Heinz.

go vote while Senator

Yes. Let me

Durenberger

-- Mr. Chairman, could we

and I just discuss this?

The Chai

recall the

Senator

rman. Sure. We will:ask unanimous consent that

roll call.

Heinz. Thank you, Mr. Chairman.
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is one matter I think Mr. Chapoton just said that the

Treasury would be willin~g to permit a 25 year life to h

the people who can't take the credits. That would not c

any money in the short term.

Mr. Chapoton. No, sir.

Senator Long. That being the case, I would hope

could be added to the bill, Mr. Chairman. If there wou

be no objection.

Senator Heinz. No objection.

Senator Durenberger. No objection.

The Chairman.

Senator Long.

(A short reces

The Chaitman.

I think Senato

might be a good

r he discussed

first amendme

Have you had a

Senator Armstr

Without objection.

Thank you.

s was taken.)

The Committee will come back to order.

r Heinz' matter is pending. I think

point for Senator Armstrong to raise a

on the way over with reference to Senator

nt on flexibility.

chance to discuss that with Treasury?

ong. I have not, Mr. Chairman. Would you

like me to do that?

The Chairman. Yes, maybe you might do that. The amend-

ment of Senator Heinz is pending, following disposition of

that, then we will take up the straddle legislation. I wonde

if we might do this while Senator Heinz is arriving.

56
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oexiaLut Huyriinan. mr. secretary, I wonder if I go

through this, if you would track with us to see if this

is the situation you are -generally agreeable to.

As you know, Mr. Chairman, we have found a problem of

large and growing dimension with respect to the integrity of

the Internal Revenue Code.

We find that devices are being used 'to defer taxation

in massive amounts, and to convert -- Senator Heinz is here

or would you want me to proceed?

The Chairman. Senator Heinz?

If you need a little negotiating time?

Senator Heinz. Yes. I would be happy to set my thing

aside if you have something else to do.

The Chairman. It may take a while.

Senator Heinz. That is all right with me.

The Chairman. Fine.

Proceed, Senator Moynihan.

Senator Moynihan. Mr. Chairman, as I say, we have

come upon this situation. We have learned of the extent of

the problem. The Joint Committee has been diligent in their

exploring and finding it was if anything, a wider dimension

than we had known.

More than that, we have, we face the problem that

if something isn't done to maintain the integrity of our

commodity markets, they are going to find their reputation
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sullied by persons invading them for purposes havinct nnthinar

whatever to do with commodities in the business, and the

absolutely essential role they play in maintaining stable

prices and making large, high levels of production possible,

profitably, reasonable, ongoing.

We feel that as the exchanges testified, these

measures, some measures have to be taken and we have reached

agreement among ourselves I believe, that these are the most

feasible ones.

The first and basic decision is that regulated futures

contracts would be marked to market either immediately before

taking or making delivery or when the RFC is covered by

purchasing an opposite contract or on the last day of the

tax year, if the RFC, the regulated futures contract is still

open then.

The largest provision -- this marking to market is

done very day in the exchanges, we are proposing that the

gains and losses from RFC's be put in a special basket and

match up against each other, one another, and a taxpayer who

has a net gain from the basket would be taxed as if 40

percent were short-term and 60 percent long-term, an

effective rate of 32 percent, this in the context of a

capital gain rate which we will reduce to 20 percent in

this bill.

We would say that a taxpayer has a net loss, can use
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the loss in i-hp nrecnan4- year 4-n rS-CrcnJ c

the basket, in the same proportions, and if a taxpayer still

has a loss, he would carry the extra loss back three years.

This is an-important change in the present rules of

the exchange, and one- which I think the traders would find

have rather capriciously denied them by an action on the

House floor some years ago, this would give them the right,

which, for example-, a -three year carry back.

For non-RFC's, we would simply put in place the

existing tax -- we would apply the existing Section 1233

provisions which have been in the.Code since-the 1930's, for

that purpose.

With respect to -- one thing to be made very clear,

no firm, no individual, who-is involved in the production

or.- use of commodities and hedges his prices in the normal

commercial way, would in any way be affected by this measure.

No farmer,,no manufacturer, no broker in a particular

commodity. They are not part of -this- legislation at all

and as they have testified, the millers, for example, testi-

fied--that they have no need for it,-we have a transition rule

that persons who have carryovers,' income, would pay it in

this year.

In cash and carry-transactions, we simply propose to

capitalize the interest costs so that they any gain is

matched by any loss, andsyou get-a true, you don't have one
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for that purpose.

There is a 30-day look back rule which now applies

to traders on the stock exchange, would apply to traders on

the commodity exchanges at the same time.

That is a provision which when brokers and dealers

when they buy -- have at this point, they must identify

those measures, those-purchases they made for themselves and

those purchases they made for others.

It is a reasonable proposal.

Finally, any-disposition of a capital asset which

gives ris e to taxable income or recognizable loss, would be

treated as the sale or-exchange.

Mr. Chairman, this is simple -legislation. It involves

no new counting, no new set' of -- doesn't require a single

additional member of the IRS. All the calculations made

are now made by the exchange, they are made every day. This

does not add any bookkeeping. It does not add any regulatory

problems. The problem in effect solves itself.

we simply have a first principle, which as you know,

we heard in testimony over and over again, that everyone

should pay tax once a year.

Finally, Mr; Chairman, -I should give you a measure

of the significance of this measure for the tax bill which

we are trying to keep within $38 billion.
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Thern would be a revenue aain in 1982. I heljieve. Mm-

Secretary, estimated at $1.3 billion.

Mr. Chapoton. Yes, sir, that is the estimate. The

way we have been using it, it is difficult to be precise on

that.

Senator Moynihan. You can't be precise. But, Mr.

Chairman, I would give you the thought that in the first

year if we were to gain $1.3 billion, we have some measure

of the extent of these practices and they are growing and

spreading, and there you are, sir.

Mr. Chapoton. Senator, could I ask a clarification

on one point. You mentioned the identification of securitieE

You referred to the 30-day look back rule, as I believe in

your proposal, on January 1, 1982, you would be required to

identify on the date of acquisition?

Senator Moynihan. That is right, sir.

Mr. Chapoton. Securities held for investment,,versus

those held for inventory.

Senator Moynihan. That is right, sir.

The Chairman. May we hear from the Joint Tax

Committee on.-this proposal, and also -- well, first I might

ask Mr. Chapoton, do you support the proposal?

Mr. Chapoton. We had suggested that this be done at

a later time. This is basically our proposal. We have

worked with the Joint Committee Staff, with your staff and
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I guess we would say that the effective 32 percent

rate is lower than we would have liked. We were talking of

a rate between 35 and 40 percent.

But, with that qualification, we would support this.

Senator Symms. How does that rate apply?

Mr. Chapoton. The rate applies, would apply to the

income that is mark to market, that is, income that is from

dealing in the futures contracts only, on the commodity

exchanges.

The Chairman. I know Senator Symms has some

questions. As.I understand, you support the proposal. You

have some reservations about the rate?

Mr. Chapoton. Yes, we would think the rate ought to

be somewhat higher. We are talking about the tax rate,

Senator Symms, we were thinking in terms of 35 to 40 percent

rate.

But, basically, we agree with the method followed

here.

The Chairman. There has been a great deal of work

done on this proposal-by, certainly the industry and members

of our staff, Senator Moynihant s staff and the Joint Tax

Committee.

Does the Joint Tax Committee, either Mark or Ms.

Scott have any comments on the Moynihan proposal?
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Have you had a nh~nnCe oanl the propoal aiGc has

it been accurately -- I am certain it has been accurately

portrayed, but any additional comments that you would like

to maki~?-

Mr. McConaghy. We have had a chance, Mr. Chairman.

We do think that the proposal addresses the major issues.

We think we would need, of course, the required technical

authority for technical problems., but certainly it does

address a major issue.

The Chairman. Andre, do you have any additional

comments? You were working on that with staff.

Mr. Le Duc. Mr. Chairman, if I may, I would like to

summarize some -- -our understanding of some of the technical

rules that we understand that Senator Moynihan and the

Department of Treasury concurs with.

The Chairman. If it is necessary to-do that, yes.

We have already authorized it. We don't need to

summarize it. We have enough trouble-understanding the

straddle itself.

(Laughter.)

Mr. Lighthizer. Maybe if we give out this two-page,

it has a few more of the details, Mr. Chairman. Then we

could draft based on these understandings. Maybe that

would be easier if we just gave out this-two-page summary.

There are a few more of the technical points made by
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Senator Moynihan. I think the technical points have

been very carefully handled, Mr. Chairman, by the chief

counsel. I have no disagreement with them at all. I think

the;.are technical points, but I think we covered them.

The Chairman. Two pages?

Mr. Lighthizer. Yes, sir, just so we are authorized

to draft based on-some of-the details that haven't been --

Senator Moynihan. Yes, sir.

The Chairman. You will be authorized to do that.

.Senator Matsunaga. Mr. Chairman, may I raise one

question?

What is~the abuse-if any we are trying to prevent?

Senator Long. They make lots of money and paying no

taxes.

(Laughter.)

Senator Matsunaga. That is a good answer.

The Chairman. That is a summary.

(Laughter.)

The Chairman. Senator Symms.

Do you have other questions?

(Laughter.)

The Chairman. We don't know how it works, but we

know it works for some people.

I I Senator Symms... Mr. Secretary, one question I would
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like to get at, ana vnii anjA you, ~th ught o o k C~~ u t

and I think that Senator Moynihan thinks so, but the Coopers

and Libran report that I have one before me, and I am sure

you have seen it, indicates that there may be a gain in

revenue, and I think this $1.3 billion is a guesstimate.

I would be surprised if it sustains that much

personally, because I think you will drive a lot of the

futures industry to London and the Bahamas and other places,

and then we won't have the vibrant revenue we have had.

But, that is neither here nor there.

What about the Treasury financing costs by converting

Treasury bills to capital gains taxes and that increase.

They say $2 billion, $3 billion a year this will cost in

additional financing costs.

How do you answer that?

Mr. Chapoton. Well, we work with our people in the

public finance that handle issues of Treasury bills through-

out the development of this proposal.

We did make a modification at about the time we got

that Coopers and Libran study,-we had become somewhat

concerned about the problem they were addressing.

We do think we took care of it through the -- in the

modified proposal.

Senator Symmis. How?

Mr. Chapoton. We took care of it by treating inventor5
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cation of the provision altogether.

Senator Moynihan. Mr. Secretary, if the Senator

would yield?

Senator Syxmms. Yes..

Senator Moynihan. If I could just see if we can't

be clear. Treasury dealers with an inventory in Treasury

notes would not be covered by this legislation. Is that

right, Mr. Secretary?

Mr. Chapoton. That is correct. We excluded all

together inventory, including inventory in Treasury bills

from the --

Senator Symms'. All inventory traders are excluded?

Mr. Chapoton.~ The hedges on inventory, hedging

transactions to protect fluctuations on inventory are

excluded.

The Chairman. Traders aren't excluded.

Mr. Chapoton. Traders are not excluded.

Senator Symms; How about an inventory of a warehouse'

that has a cash inventory say of soybeans, and have a-

position; are they excluded?

Mr. Chapoton. If it is an inventory for a taxpayer

in the business of dealing in soybeans, and he enters into

hedging transactions, on futures exchanges, he would be

excluded, yes.
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Senator Symms. But then I guess the next question

would be the trader on the floor is not excluded, so he

may not be there when the inventory hedger comes in to

trade.

So, how are we going to protect the exposure of the

Treasury to higher interest rates through financing of

Treasury bills and secondly, how are we going to protect

the hedger for liquidity when he uses the 7

Mr. Chapoton. The trader will pay more taxes than

he pays-now. There will be transactions that are now entered

into on the floor that will not be entered into.

But, basically, we do not think it will upset the

exchange. We think, indeed, it might strengthen it. But,

we are not -- but, if you address the direct problem of

deferral and conVersion of tax by traders, then you

necessarily affect traders.

Senator Symms. Mr. Chairman, I would say that, you

know, I am certainly sympathetic to the idea that all of

this you are talking about, that we do need to have every

. citizen having an opportunity to pay their fair share of

the taxes and if you have a volunteer tax system, we can't

overlook this.

My concern is that the futures market are such an

important integral part of our whole agricultural marketing

system. Now USDA is coming out with a report. I just quotE
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It says, "USDA is sympathetic to the Treasury

position of closing tax straddle loophole of income

earned on unrelated sources."

I am sympathetic with that. I think we should do it.

However, closing the tax straddle option to floor traders

would greatly reduce their incentives to trade in their

own account.

USDA goes on to say that "While it is clear there

is abuse of the futures' markets to avoid taxes should be

minimized, care should be taken to avoid constraining

trading activities which, while they may result in tax

savings, nevertheless, serve to improve the pricing

efficiency and liquidity of futures' markets, thereby

help assure their markets for agriculture products better

reflect underlying supply and demand conditions."

I wish there were some way, Mr. Chairman, that this

issue could be addressed in a more careful understanding of

just what we are doing in these markets.

What I am afraid of is, here we are cutting back

on the food stamp program, as the Chairman well knows, we

may end up causing the prices to be higher of groceries to

the users, the consumers, and the prices lower to the farxnei

because we remove this liquidity out of this situation.

We have never had a mark to market taxing system, to
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Mr. Chapoton. Senator, these markets preceded the

tax system. They certainly operate independently of the tax

system.

We do not think they need a lower tax or opportunity

to defer tax altogether or to convert that to income --

Senator Symms. I'agree with that. The part I am

having a problem with is the mark to market part. I think

that is what the USDA economicsts are talking about, too.

The mark to market principle has never been used

in the U. S. Tax Code; is that right?

Mr. Chapoton.. The mark to market principle has not

been used. No, it is only utilized in the futures markets

in any event, but it has-never been used before. That is

correct.

Senator-Symms. Well, it is used in the securities

markets all the time.

Mr. Chapoton. No.- No.

The securities markets you have on a margin account

and you can borrow-against.

Senator Symms. Well, now wait a minute. If a floor

trader on the New York Stock-Exchange, and I am amazed the

stock exchanges haven't been-more interested in what is

happening here, because I-would think they-would be next,

buy stock for say $10 a share, the price goes to $100 a
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gives us his dividends in order to do that.

But he has that money. If he is 20 years old and

he lives to be 80, and never makes another transaction on

it, he has that money his entire lifetime, never paying a

tax on it.

Is that correct?

Mr. Chapoton. Well --

Senator Symms. That is the same thing as a futures

contract.

Mr. Chapoton. Well, he has to in that case, he woUld

have to borrow the stock.

Senator Symms. Except that a fugures contract does

finally expire. Most of this income is deferred and he

has to pay taxes on' it sooner or later.

Mr. Chapoton. In dealing in stock, you have to

borrow the amount. There is no system in the stock market

whereby you get on a daily basis, your accrued gains or

you have to pay~your accured losses.

You can borrow -- it is true, against your improved

position. You have to pay a cost on borrowing. In the

futures exchange that is not the case. You simply -- they

do mark to market. They receive the amount daily as the

price, as the one leg of a contract goes up and now they

do not pay tax on that, even though they have the cash.
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They do not get a deduction for tne amount they nave

to put up on the leg that goes down.

we are saying the most equitable way is to tax them

currently on the difference on that tax, on an annual

basis.

Senator Symnms. Well, it would seem to me like it

would be better to have a hedge trade count as one

transaction, but I understand that is very difficult.

Mr. Chapoton. We started out that way, too, and the

traders told us, and they convinced us it is virtually

impossible to. determine when there is a hedge in the many

transactions that they are involved in.

Senator Symmns. Mr. Chairman, I would just ask,

maybe there-is no sympathy on the Coimmittee for the positio.

that I feel like we are rushing into this thing head 'long.

Is there any way this could be put on as a Committee

amendment on the tax bill until USDA can give us a report

or to delay this until the second tax bill?

I understand that the incentive, of course, from

the Committee's standpoint is if they think there is

actually a $1 billion out here to add to the tax bill.

Well, that is certainly something I can see has an encourag

ment for people.

But, I really feel very concerned about what is

going to happen to the best system of marketing of
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have had in the United States.

We are talking about making a major change here in

just a few days.

The Chairman. Well, it has been a matter that -- I

would just say to the Senator from Idaho, it has been a

matter that has been in the public domain for many months.

In fact, it was discussed I think earlier this year in a

colloquy on the Senate floor or late last year, I can't

remember the time.

Then I indicated that we would address this at the

earliest opportunity. I think I made that pledge to

Senator.Moynihan and Senator Metzenbaum, who may not yet

feel we have-gone far enough..

I hope you don't focus on the $1 billion. I don't

want anybody to rush in with amendments to take care of

that. That is not the-purpose of the amendment to add

revenue to- the bill* to permit additional amendments to

be adopted.

The purpose is to address what is a real problem

and one we would have to address probably the first order

of business on the Senate floor.

It seems to -me that we have now reached a point

where there have been negotiations. I am certain those in

the industry are not totally satisfied with this package.
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Tf i4 in… Pt-we w±XX take another

look at it.

I understand the USDA may be rushing out a report

saying this in some way might do violence to farmers. But

I~haven't from any farmers.

So, I would just hope-we aould proceed with the

proposal and if in fact we found that we have gone too far

or in the wrong direction, I assume we could reverse our-

selves.

Senator Danforth.

Senator Danforth. Thank you, Mr. Chairman.

Mr. Chairman, this is a matter of -- which is quite

technical. I remember when the explanation was made in the

Committee during the hearing, it took some doing to be able

to explain exactly how it works.

I have had concern expressed to me by a variety of

individuals that it is possible in drafting legislation to

correct the problem of straddles, and there clearly is a

problem with them, to do- damage, to do the kind of violence

to the normal workings of the economy that Senator Symms

has mentioned.

I am not sure whether we have taken care of that or

not. I am aware of the fact that a number of people have

voiced concern to me.

I would simply like-to ask Mr. Chapoton, if Treasury

1

2

3

4

5

6

7

8

9

10

1 1

1 2

1 3

1 4

15

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25



7 4

in the process of addressing this question, and particularly

in the last week or two, has had the opportunity to meet

with people who have expressed concerns and whether in your

opinion, if you have met with them, whether in your opinion

you have exceeded in working out the problems?

Mr. Chapoton. Senator, we have met, with them at

length. I think the entire question boils down to the

point that if you are making traders pay additional tax,

more tax 'than they now pay, and under this proposal, they

would certainly not pay tax comparable to other people,

traders and other securities industries, even, but they

would pay more tax than they do under current law, will that

be a-sufficient disincentive for them to not operate so

that the market is somehow damaged beyond the point anyone

would want it affected.

We studied that. -There is no way to answer that

scientifically, but we certainly conclude that it would not

irreparably damage the markets. It would take away some

trading.

Indeed, the basic proposal that everyone agrees to,

that is that you cannot, that outsiders cannot shelter their

income by coming in to the straddles, that is going to

remove a lot of activities from the market.

But, we think the market in the long run will work

better if you take away these tax distortions that are now
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-- chart out the transactions over the year they occur, you

can see what is happening.

We think this additional tax on traders will not have

a significant adverse impact on the viability of the markets

Senator Symms. Would you comment on the UJSDA's

statement?

Mr. Chapoton. We have worked with the USDA informally,

Ithroughout the development of this proposal. They were given

a 4Gopy:',of our original testimony, in this regard.

They said at that time, and we certainly agreed, that

they wanted to~work with-us. They did not express any grave'

reservation affecting the -viability- of the markets.

We have not seen the report- that you referred. We diel

hear about it. We did'hear. abouit it yesterday. But we

simply have not heard any official expression of concern froin

them.

Senator Symms.. Well, Mr.* Secretary, my~concern-is

that the information I am getting- is that the head economist'

down at USDA now has t.really'started looking at this and is

becoming very concerned of the liquidity that this may caused

I know, for example, that the Chicago Board of Trade

is 134 year old. We now have had all this Government regu-

lation for the last 7 or 8 years. I wonder how they got

along so well before we had the Commodity Futures Trading
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to escape the people who want to have more regulation.

Now this issue on this tax thing is going to have,

I think, a tremendous, it has a potential anyway to have a

tremendous impact on the agricultural markets and on the

consumers of agricultural products in the United States if

it in any way interferes with the liquidity from farm to

market activities in the country and in our exporting

business.

I just -- Mr. Chairman, I guess I would still say

that I certainly am in favor of what Senator Moynihan is

trying to do.

I think we certainly ought to try to keep out people

that make big incomes somewhere else and use this as some

mechanism to try to get away-from being able to pay their

fair share.

I really think it would be wise for the Committee

to just delay this until-, even if it could follow on in

two weeks or something, if we want a time certain to make

people more complete. Maybe I would end up voting for this.

I personally don't feel like I could vote for this

coming from a state that not only produces agriculture

products, but metals products, sugar, silver and so forth,

that use the New York, the Chicago markets every day as

far as their mechanism to provide liquidity, not knowing
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any more about it than we know. .

I know you worked on it, but USDA, from my informatio:

is saying it is going to cause problems. Everybody I have

known that is in the commodity business tells me that it

will cause a lack of liquidity. Of course, they have an

interest in it, but as they should, but they also, I think

are sincere in their concern.

Senator Long. Mr. Chairman.

The Chairman. Senator Long.

Senator Long. Thank you, Mr. Chairman.

I just think we have to act in this area. The public

gains a perception that millionaires dontt pay taxes and

they do that because-situations like this receive a great

deal of publicity.

Now members of this Conuhittee have had information

made available to them that all sorts of people who made

more than $1 million in a year, some of them made more than

$10 million, and use this- device to avoid paying any income

tax at all.

The public is outraged about that-kcind of a thing.

It undermines the confidence of the people in a system.

They gain the impression that there is 100 people getting

away with this kind of mischief for every one that is

actually doing it.

But that type thing has to be taken care of in order
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to maintain the oublic's confidence in the iiistircp of ouir

system.

The average little fellow goes down and pays taxes

on his $10,000 of income. It outrages him to hear about

some millionaite who made all that money and paid nothing.

Now, the Secretary-of the Treasury would certainly

understand this fellow. Anybody in America would understane

it.

I would like to ask Mr. Chapoton if the Secretary

of the Treasury is aware of what we are talking about doing

here and if he thinks this is a fair answer to the problem.

Mr. Chapoton. Senator, the Secretary has excused

himself from this problem because of the relationship of

his former firm with the dealings in commodity futures.

So, he -- but he does support some legislation

dealing with the problem he knows exists and we all know

exists.

But, he has excused himself from--the details of this

proposal.

Senator Long. I would think that if he thought this

was going to destroy the market, any market, be it the

New York market or the Chicago market, he would find some

way to communicate. I don't care how he did it, if he had

to do it by smoke signal.

(Laughter.)
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I think that this could do a great deal of harm to this

country.

I have visited with himabout a number of matters.

We have mentioned this subject. I am fully impressed that

he is aware of what talking about doing here. If he

thought it was something very bad, I think he would be

telling us.

Mr. Chapoton. I certainly think that is true,

Senator Long. In addition, we are all concerned about the

effect on the markets. We have considered this aspect of

the prob lem from the outside.

We think this proposal is fair, and as I stated

earlier, would not have' the adverse effect that Senator

Symms is concerned about.

Senator Long. Now I am not sure we have the best

answer here. I am not sure what you are recommending is

the best way to do it.

it might be we would be able to improve on it. But

the Chairman of the Committee, Mr. Dole, in good faith, is

trying to move a bill along,' and- he is doing that because

the President of the United States is pushing him and

pushing both committees to do something.

If someone can find a better answer, they can look

at this amendment and this Committee Report and we can still
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1 I consider it and of fAr f 1 c'r amendmzn-ts or miak-e bu"'e cnanqes

if people can show us that something can be done.

But I would have to insist that we can't ignore all

the publicity that has occurred on this subject and pretend

we don't know what is going on.

I just think we have to do something here. As far

as I am concerned,, if someone can show us a better answer

and maybe they can, between now and-the time we finally

act on this thing on the floor, I am willing to consider

any of that.

But, I don't think we ought to vote to report this

bill wit hout doing something on this subject. otherwise,

it looks as though- we are just not willing tocclose tax

loopholes.

May I say that I once shared the problem Bob Dole

has. I feel sensitive when somebody criticizes the Finance

Committee. I think we would be subject to criticism. Having

had all the publicity that has occurred during this year

on this subject, if we proceed. to-pass a major tax bill that

provides a lot of additional benefits to various people and

which we believe is justified, but does nothing about this

big loophole here.

I take it that you in good faith are trying to see

that we are not going to have someone who in economic terms

made $1 million or even $10 million and paid us no income
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tax in that year..

Mr. Chapoton. That is correct.

Senator, we have spent a great -- we do not feel liki

we need more time on this. We have spent a great deal of

time on it. We think --

The Chairman. The staffs spent a lot of time on it.

Mr. Chapoton. We think we have developed a proposal

that works well. And, as I stated earlier, we would have

proposed a higher rate of tax in the effective 32 percent

rate that Senator Moynihan is proposing.

The Chairman. Senator Bentsen.

Senator Bentsen. Mr. Chairman, first let me

congratulate Senator Moynihan on the amount of work that

has been done here. There is no question but what there

has been done here and there is no question but what there

is major abuse here.

I would certainly agree with Senator Long and what

he has stated and that we must take action.

I just have one question. When you make a major

change in the rules, a question of whether you are doing it

in a retroactive or prospective basis.

Mr. Chapoton. Senator, as I understand the proposal,

there would be transitional rules. It is retroactive to

earlier this year, however.

Senator Bentsen. What?25
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The Chairman. Ours wuld be June.

Senator Moynihan. We are saying it is retroactive to

yesterday.

Senator Bentsen. I see.

Mr. Chapoton. The earlier proposal would have gone

back.

The Chairman. The House bill would make it January

26.

Senator Bentsen. But we are talking about June in

this bill?

The Chairman. Yes.

Senator Bentsen. Thank you very much, Mr. Chairman.

The Chairman. Senator Symms.

Senator Symmns. Mr. Chairman, I will ma ke one more

suggestion to the Committee. So that everybody understands,

what we will be doing with this is taxing unrealized gains.

in other words, you will tax them, if the price of

some commodity is a-certain price on December 31, then they

bought it at $1. a bushel less, it is $7.00 for soybeans,

on January 1, the price starts going down, they start losing

money, they will still pay taxes on what the price was on

December 31.

Mr. Chapoton. They will pay tax on the mark to

market on December 31. it is difficult to call it

1

2

3

4

5

6.

7

8

9

10

1 1

1 2

13

1 4

1 5

16

1 7

1 8

1 9

20

21

22

23

24

25



83

unrealized, because they do have the cash..

Senator Symms. Well, they have the credit in their

account.

Let me just say then as a suggestion to you, Senator

Moynihan, I can see that the Committee is inclined to move

forward with this, just make it without prejudice, that

maybe in the next two weeks that a solution other than

mark to market-or at least get that report.

I can't believe that there couldn't be some way we

can tax these actual tax evaders, without-completely

changing the taxing code.- We are not talking about going

out here and taxing a guy on his house, because it wouldn't

be $50,000 to.$100,000, it went up or he buys stock and

it goes from $50 to $100. We are not talking about taxing

him, but on a commodity we are.

Those markets are so volAtile, it just seems like

there should be some better way to approach this problem.

I would certainly want to-keep the option open as one

member of-the Committee,-anyway, -to -come in with a modified

version of this. Moynihan"-Amendment.

I am not ready to vote for it the way it is today.

I just 'feel there are too many questions to be answered.

I am sympathetic with the Chairman's position. I don't

think we can. I agree with Senator Long. I don't want to

disregard what is obviously a problem. I think we all have
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that nrnhlpm. Wo harte t-ax rign .. u-''-

But, the real answer, of course, is to lower the rates.

Take the incentive away from people who look for tax

loopholes.

We ought to continue to preach lowering the rate

until we finally get away from all these problems.

The Chairman. Well, I-appreciate the Senator's

position. Certainly everybody can reserve their options

to offer amendments before we complete final action or

again on the floor.

I want to ask one question of the Joint Committee.

In all the work that has been done on this proposal, we

haven't opened- the door~to' some other loophole, have we,

that will be --

Mr. McConaghy. We hope not, Senator Dole. To our

knowledge, we have not.

Senator Moynihan. Mr. Chairman, may I make one

observation. I1 would like-this to be very clear. Perhaps

I could put the question to -the Secretary.

The idea that we are taxing unrealized gains, I

must reject that. I believe in tax law what we are doing

is taking gains of-which there has been, I think your

phrase is "constructive receipt."

it is as if you have a bank account and there was

interest accumulated. You may not havS drawn out that
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4ntzrzst.It i stll h±e.L jut vuu to do. You must in

fact nay taxes on it at the end of the year. The principle

that the constructive receipt has occurred.

Because if some hypothetical increase -- it is not

as if some hypothetical increase in value has taken place,

it is actual income.

Mr. Chapoton. That is correct, Senator Moynihah. If

the cash is not withdrawn, there are many instances in the

tax law where a taxpayer, at the end of the year, is

deemed to have constructively received income that he

simply has not received.

The rule in the case is that a taxpayer may not

turn his back-on income that there is no restriction

against his receipt, and thereby avoid taxation of it..

In many cases, they will withdraw the cash'..- But

if they do not, they do not avoid tax.

Senator.Moynihan. Hut if they wish, they can.

Mr. Chapoton. Correct.

Senator Moynihan. That being their choice, it is

in fact -

Mr. Chapoton;. The reverse is true that the deduction

side will be also available on the loss side.

Senator Moynihan. If you have lost money, you have

in fact lost it and it is not as against a stock bought

in the future where there is no transaction at that time
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and sO t~r .. n. OS You utiduut- losses as well

as pay on gains.

Mr. Chapoton. That is correct.

The Chairman. I wonder if we might have a record

vote on this.

Mr. Lighthizer. Mr. Packwood.

(No response.)

Mr. tighthizer. Mr. Roth.

Senator Roth. Aye.

Mr. Lighthizer. Mr. Danforth.

Senator Danforth. Aye.

Mr. Lighthizer. Mr. Chafee.

Tile Chairman. a *Aye.

Mr. Lighthizer. Mr; Heinz.

Senator Heinz. Aye.

Mr. Lighthizer. Mr. Wallop.

(No response.)

Mr. Lighthizer. Mr. Durenberger.

Senator Durenberger. Aye.

Mr. Lighthhizer. Mr:. Armstrong.

(No response.)

Mr. Lighthizer. Mr. Symms.

Senator Symms. No.

Mr. Lighthzier. Mr. Grassley.-

Senator Grassley. Aye
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Mr. Lighthizer. Mr; Heinz.

Senator Heinz. Aye.

Mr. Lighthizer. Mr. Wallop.

(No response.)

Mr. Lighthizer.,Mr. Durenberger.

Senator Durenberger. Aye.

Mr. Lighthhizer. Mr:. Armstrong.

(No response.)

Mr. Lighthizer. Mr. Symms.

Senator Symms. No.

Mr. Lighthzier. Mr. Grassley.-

Senator Grassley. Aye
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Senator Long. Aye.

Mr. Lighthizer. Mr. Byrd.

Senator Byrd. Aye.

Mr. Lighthizer. Mr. Bentsen.

Senator Bentsen. Aye.

Mr. Lighthizer. Mr. Matsunaga.

Senator Matsunaga. Aye.

Mr. Lighthizer. Mr. Moynihan.

Senator Moynihan. Aye.

Mr. Lighthizer. Mr. Baucus.

Senator Baucus. Aye.

Mr. Lighthizer. Mr. Boren.

Senator Boren. Aye.

Mr. Lighthizer. Mr-. Bradley.

Senator Bradley. Aye.

Mr. Lighthizer. Mr. Mitchell.

Senator Mitchell. Aye.

Mr. Lighthizer. Mr. Chairman.

The Chairman. Aye. Senator Wallop and Senator

Packwood vote aye.

(Pause.)

The Chairman. The vote on this amendment is the

yeas are 18. The nays are 2. The amendment is agreed to.

Senator Symmss. Mr. Chairman, could I make one more
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question to Treasury, maybe an amendment is needed now since

this amendment has passed.

Is there any necessity for a time or how does Treasur

work it out, if there is some taxpayer, a trader that is

going to have a legitimate trader, who might have a big

tax liability, as a result of this amendment, will they have

two or three years to pay off the liability or is there any

-- what does the law state on that?

Mr. Chapoton. I ,understand it, we have considered

some type of, I guess you would say, transitional rule.

There is nothing in this proposal that deals with that.

senator Symms. I would yield to the Chairman and

some of the more-experienced members of the Comxhittee. Is

there any necessity for that or does Treasury --

The Chairman. We have indicated, I might add --

Senator Symms. A transitional period.

Senator Moynihan. If the rule is you pay tax once

a,-iyear on your income, if you have the income this year,

you pay your tax.

Senator Symms... How far back does this go though?

Mr. Chapoton. It does not go back at all, but it is

true that people will have rolled income into this year and

therefore, may, as the result of not having paid tax in

previous years, have additional income in this year.

We do not have a special rule on this, for this, but
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wte uu, keep i.n mind, have a special rate or tax.

It is suggested to me it is about the same rate that

they would have recognized, they would have paid, had they

recognized long-term capital gain in the earlier years.

It is certainly a much lower rate, the 50 percent

rate they would have to pay on ordinary income.

The Chairman. Senator Heinz.

Senator Heinz. Mr. Chairman, thank you.

There is one minor modification I want to make in

the pending amendment which is to make it a 10-year

carry back.

I wish I didn't have to do that, but I have received

some suggestions I thought I better heed.

The Chairman. Does that change the revenue figures?

Senator Heinz. It probably saves a little revenue.

Mr. Chapoton; It would save about a quarter to a

third of the revenue.

Senator Heinz. It would save about a third.

(Laughter.)

The Chairman. This would only be a $3 billion

amendment. instead of a $4 billion?

Senator Heinz. Maybe a little less.

The Chairman. Maybe a little less.

Senator Heinz. It is very affordable now, Mr.

Chairman.
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'Pho flhmi4~nn Pinht..

We can go back to where we were. I was ahead when

we ended.

Let's start the roill call over then.

Mr. Lighthizer. Mr. Packwood.

A(Nd:resp-6i'nse.) -.

Mr. Lighthizer. Mr. Roth.

Senator Roth. No.

Mr. Lighthizer. Mr. Danforth.

The Chairman. No.

Mr. Lighthizer. Mr. Chafee.

The Chairman. No.

Mr. Lighthizer. Mr. Heinz.

Senator Heinz. Aye.

Mr. Lighthizer. Mr. Wallop.

The Chairman. No.

Mr. Lighthizer. 'Mr. Durenberg

Senator Durenberger. Aye.

Mr. Lighthizer. Mr. Armstrong

Senator Armstrong. No.

Mr. Lighthizer. Mr. Symms.

Senator Symmss. No.

Mr. Lighthizer. Mr. Grassley.

Senator Grassley. No.

Mr. Lighthizer. Long.

rer.
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Senator Long. Anyc.

Mr. Lighthizer. Mr. Byrd.

Senator Byrd. No.

Mr. Lighthizer. Mr. Bentsen.

Senator Bentsen. Aye.

Mr. Matsunaga.

Senator Matsunaga. No.

Mr. Lighthizer. Mr. Moynihan.

'(Nb'~r-ei porins.>) ."

Mr. Lighthizer. Mr. Baucus.

Senator Baucus. No.

Mr. Lighthizer. Mr. Boren.

Senator Boren. No.

Mr. Lighthizer. Mr. Bradley.

-(No-response.)

Mr. Lighthizer. Mr. Mitchell.

Senator Mitchell. Mr. Chairman, I was not present

during the discussions.- Twill pass and record my vote.

Mr. Lighthizer. Mr. -Chairman.

The Chairman. No.

(Pause.)

The Chairman. I think Senator Heinz has another

amendment.

Senator Heinz. No.

The Chairman. This vote, yeas, 13; the nays, 4.

The amendment is not agreed to. It is 13 to 5, Senator
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Mr. Chapoton.

Mr. Chapoton. Mr. Chairman,

me that I ought to clarify what wa!

on allowing longer lives to be selb

25-year life, for five-year properi

I think it would be advisablE

option. It would be advisable for

be able to elect the next longer 1-

purposes. That is, the earnings at

and profits life for the property

the class to which it is assigned.

For example, the three-yearI

years, five years, twelve years, bE

the earnings and profits life for I

it has been suggested to

;suggested on the decision

?cted. I think we set a

by .

2, this would

2ach class of

ife for earni

id profits cl

in the class

)roperty coul

~cause it is,

the five year

be a fourth

property to

ngs and profit

ass, earnings

longer than

d select three

twelve years

clIa ss .

So, each of the properties would have that additional

option.

Senator. Bentsen. Mr.. Chairman, could I ask a question

on that?

on the

opti on

schedu

The

Sen

I t

b u

to

1 e s

a

i

i

Chairman. Senator Bentsen.

tor Bentsen. Thank you, Mr. Chairman.

s something comparable on the 15 year composite

1 d~ings. What would be the problem of giving the

the individual to take present depreciation

if they wanted to, which would save some money for
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Senator Buren. Mr. Cnairman.

The Chairman. Yes.

Senator Boren. Thank you, Mr. Chairman.

Let me ask a question, because as you know, I do want

to offer an amendment-in relationship to new oil. Are we

planning now, are you still planning now to work through

until you finish now or are you planning to break and come

back this afternoon?

I just wondered what our schedule was.

The Chairman.. I think, -beca~use we have had a couple

of interruptions, roll calls, we can't finish right now.

But I think we have a couple of amendments we could still

act on before--

Senator Boren. Well., I would be glad to defer mine

until this afternoon, if we are --

The Chairman. Maybe we~could come back at 2:00 O'clock.

I know that Senator Bradley has another amendment. I

am certain you have an amendment.. Senator Matsunaga. I

assume we will pick up quite a few during the noon hour.

(Laughter.)

The Chairman. Senator Danforth has a very short amend-

ment.

Senator Danforth.

Senator Danforth. Mr. Chairman, the bill in present

form would increase the net operating loss carry overs to

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

21

22

23

24~

25



94

3vv i dUSr- iiILu iu years.

Mr. C'bfo~ton. Senator, could you repeat that please?

Senator Danforth. The bill in its present form would

increase the net operating loss carry overs from 7 years to

10 years.

There is presently a special provision for transporta-

tion corporations giving them a 9 year tarry over or two

years more than is generally-available.

However, it is my .u~nderstanding that the bill in its

present form, the 9 year carry over is maintained for

transportation corporatio~ns, companies.

it would seem to me that the period for transportation

periods should be extended if everything else is.

Mr. Chapoton. We-would classify that as a drafting

error, Senator. I agree. It should be 10 year for all

taxpayers.

Senator Danforth. You wouldn't go for the same differ-

ential-.

Mr. Chapoton. No. No. We would prefer that we put

them all together.

Senator Danforth. Very well.

So you would be willing to agree to that change?

Mr. Chapoton. Yes, we would be willing to go.10 years

for transportation companies.

Senator Danforth. That is the amendment.
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Without objection, the amendment will be acireed to.

Senator Long.

Senator Long. Mr. Chairman, I propose a measure with

about 30 of us as co-sponsors, seeking to extend employee

stock ownership and take care of some of the technical

problems involved in that area.

I have made a point to see if the.President of the

United States was aware of what I was suggesting, and the

Secretary of the Treasury.

They both expressed great sympathy for what we are

trying to do in this area.

The& also expressed concern about the cost of all this.

I believe we have worked out an agreement that the Treasury

can accept and it drastically reduces the cost of it.

Of course, in doing so, it reduces the amount of the

progress we can make. But, this I believe, in terms of a

cost constraints, is about the best compromise that could

be worked out.

I think that you are aware of it, Mr. Chairman.

I would like to ask if Mr. Gates,-.who is rather a

specialist on this subject could explain to us what the

proposal is which I believe the Treasury could accept.

Would you mind explaining, Mr. Gates?

The Chairman. Could I say before he begins, I have

discussed this with Secretary Regan. Senator Long has
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as agreed to.

Senator Long. Would you mind just running through

briefly what the suggestion is, Mr. Gates?

Mr. Gates. Thank you,,Senator Long and Mr. Chairman.

The first proposal -- under current law you have an

additional 1 percent investment credit for employee stock

ownership plan, plus an additional half percent, provided

employees put up a matching amount of cash.

In current law, that would expire at the end of 1983.

The proposal would terminate that at the end of 1982, and

phase in a credit based on payroll.

It would be a half a percent credit for 1983, three-

quarters of a percent for 1984; 1 percent, for 1985 and

thereafter.

The rationale being to expand this credit to all sorts

of corporations, capital intensive, as-well as labor intensiv(

Also, three provisions that are interrelated that

relateto the use of what we call leveraged employee stock

ownership plans where a company borrows money to buy stock

from employees, all of which are designed to make such

financing more attractive.

Under current law, a company with a stock bonus type

of ESOP can contribute up to 15 percent of pay, to repay

principal on an ESOP loan.
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pay.

In addition, under current law, contributions to pay

interest expense on an ESOP loan are included in computing

that percentage of pay limitation.

The proposal would permit deduction of interest withoul

regard to that limitation.

The third related provision under current law, the

amount of contributions that can be added to employees'

accounts each year is limited to a percentage of pay or an

index flat dollar amount, amounts that cannot be added to

those accounts, cannot be contributed for the employee to

take a deduction.

The proposal would remove this annual addition

limitation as it applies to interest expense of an ESOP

loan and to forfeitures.

There are also several technical amendments relating

to how ESOPS operate. Under current law, a leveraged ESOP

and in a closely held company, can distribute cash in lieu

of stock, provided an employee can demand stock.

Under the proposal, if the charter or the by-laws of

a sponsoring corporation limit ownership of outstanding sharE

to employees, for example, through an ESOP, then the ESOP

may distribute cash and a participant could not demand stock.

The rationale being to keep that 100 percent owned by

I I

I
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employees.

The second is a related change designed to encourage

the use of leverage to ESOP by financial institutions.

Under current law, a company may distribute cash or

employer's securities. If'the securities are not tradeable

on the established market, the employee has a right to

require that the employer repurchase those securities, that

being a put option.

Banks are generally prohibited by law from purchasing

their own stock, because it is regarded as-an impairment of

capital.

The proposal provides that a bank may distribute cash,

but if a participant insists on stock, he would have no

right to a put option requiring the repurchase of the stock.

The third is a technical amendment, correcting a

clerical error of prior law which would extend the cash

distribution option and the put option to start bonus plans.

The fourth would shorten the put option period and the

fifth and final provision would change current law to permit

an exception to the current distribution rules regarding

distributions out of tax credit ESOPS where in the case where

you have a sale of all substantial assets of a division of

a stock of subsidiary, and a transfer of a participant to an

employment of the acquiring company.

S-enator Long. Some of these amendments, with the

('I

II
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Cfli~lUii~iLu r. iriai n, and members,

there is very little cost to the others.

They do sound technical, but I have been assured by

people who are familiar with the employee stock ownership

movement, that these so-called technical amendments will do

a great deal to help organize employee stock ownerships wher

the companies are making a contribution, as well as the

employees putting some of their own money into it.

e

I really believe that this would be a very important

forward move for employee stock ownership, if this can be

agreed to by the Congress.

The Chairman. Could I ask the Joint Tax Committee, have

you had an opportunity.,o analyze, this provision?

Mr. McConaghy. We have, Mr. Chairman. Many of the

provisions were in the bill that was reported by the Senate

Finance Committee, last year.

Some were, however, dropped out, because there were

concerns with them. So it does contain pretty much just a

cut down version of technicals, aside from the one major --

The Chairman. As I understand the Joint Committee

sees no problem with the amendment.

Mr. McConaghy. That's correct.

The Chairman. The Treasury, I think I have indicated

what Secretary Regan has indicated to me.

Mr. Chapoton. That is correct. You indicated correctly
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Senator Long. I must say, Mr.Chairman, and members,

that the Treasury is very sympathetic about it. They are

tough about the money, but they are very sympathetic about

the problem. I want to thank them for that.

I want to thank the Secretary and the President.

The Chairman. Without objection then, the amendment

will be agreed to. on the same basis, on a tentative basis.

Thank you, Senator Long.

Senator Matsunaga, if you have some amendments we

could deal with.

Senator Matsunaga. Thank you, Mr. Chairman.

Mr. Chairman, I have a very non-controversial matters

I think we can attend to.

This is under ACRS. This is a matter which was agreed

to last year. It was included in the Finance Committee's

tax bill 1.

The Chairman. On horses?

Senator Matsunaga. Horses, yes.

Under the proposed ACRS, I believe there was an

unintended anomaly included, specifically with regard to

horses; that is, race horses and breeding horses.

The taxpayer or the horse owner would have less

incentive under the proposal of ACRS than under present law.

Under current law, a yearling used in racing, has a
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Under the ACRS, the taxpayer must stretch out the

depreciation period to five years, at 150 percent declining

balance initially.

An older breeding animal1 may be written off over a

three year period under current law, but under ACRS the

taxpayer must stretch out the depreciation period to five

years .

In all cases other than horses, the extension of the

depreciation period is compensated under ACRS with a full

investment tax credit.

But ACRS does not compensate horse owners, for some

strange reason for the longer depreciation period imposed *on

horses because horses do riot qualify under the investment --

quality for the investment tax credit.

Now the exclusion of horses from the investment tax

credit has no sound rationale at all. Other animals are

granted this. That exclusion now creates less benefits for

horses under ACRS than present rule.

I therefore propose that the bill extend the investment

tax credit to horses as this Committee did unanimously last

year.

Senator Moynihan. Mr. .Chairman, may we have order

while the Senator is speaking.

The Chairman. Yes. I haven't heard from any horses, bu
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M nA ybe w e pa n h ear f inn, T rn,ean, - - ~ t i r o i i n

(Laughter.)

Mr. Chapoton. Mr. Chairman, we have examined thi

As we understand, horses are now depreciated using fac

circumstances. So it is difficult for us to tell exac

what life they are. They are excluded from the ADR.

horses are excluded from the ADR.

So, we are somewhat reluctant to put them in a 1

class, under the argument that they are now getting a

that we cannot actually confirm.

Though, I think that in most cases it is in the

will have to concede that it is in the four year range

As I understand it, they do not start taking

until the horse starts racing and then begins

to 4 years u-nder some-facts and circumstances

So, we would certainly oppose extending

race horses. We would not support dropping t

matically go into the five-year class, since

an ADR life.

We would not support dropping

class. We would prefer not to deal

in facts and circumstances in any s

So, we would not support this

it is -- well, we would just not su

depreci

theI ii

the

iem.

,hey

the
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them into
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pecial way.
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horcps?

(Laughter. )

Senator Matsunaga. The credit is extended toward all

other animals.

Mr. Chapoton. Well, the other animals that have an

ADR life, for some reason historically, we have different

Itreatment for breeding horses and for work horses. They do

have an ADR life. They are put in, they have an ADR life

of longer than five years and they are put in the five-year

c lass.

Now race horses are not, as I mentioned, do not have

an ADR life, are required, no depreciation until they begin

racing and then depreciate-over facts and circumstances.

Senator Matsunaga. Are you saying you do not oppose

extension of the investment tax credit for breeding horses?

Mr. Chapoton. No. We are not.

Senator Matsunaga. You are not opposing that?

Mr. Chapoton. We are not supporting. We would oppose

extension of the investment tax credit.

Senator Matsunaga. To race horses, but not to breeding

horses?

Mr. Chapoton. No. We are opposing extension to

horses.

Senator Matsunaga. To horses, period.

Mr. Chapoton. Yes.
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~~'t~razsunaga. UT couIrse, LIhdL is Tne same positioi

which was taken by the Treasury and Treasury has not changed

although the Committee, despite Treasury's position, did

adopt the amendment last year.

The Chairman. I wonder if we might discuss this during

the noon hour if there is an y chance to accommodate a

portion of this amendment? If not, we will be prepared to

vote on it when we come back.

Maybe Senator Matsunaga could visit with Mr. Chapoton

when we break up here.

Do you have any other non-controversial amendments?

(La ughter.)

Senator Boren. Mr. Chairman.

The Chairman. Senator Boren.

Senator Boren. Mr. Chairman, I just want to add, I

think Senator Matsunaga has raised a good point. I don't

think we set out in this depreciation proposal to make anyon(

substantially worse off than they are now.

It does appear, I think, from what Mr. Chapoton has

said, this is certainly possible.

Mr. Chapoton. It is possible, yes, Senator Boren.

Senator Boren. I personally think Senator Matsunaga is

correct about it.

The Chairman. I think -

Senator Boren. It should be looked at.
I
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The Chairman. I think there is some ronm fnr diq-

cussion. Maybe we can find some accommodation. I think we

could probably do it better one on one than ten on one.

Senator Chafee. Mr. Chairman.

The Chairman. Senator Chafee.

Senator Chafee. Mr. Chairman, I just want to say I

have trouble understanding the distinction that why some

animals are treated one way. But, we will have a chance

discuss that.

The Chairman. Now does Senator Bradley have a non-

controversial matter?

Senator Bradley. Mr. Chairman, I think it is non-

controversial. It goes to the treatment of oil storage

facilities and the kind of --

The Chairman. That is one they were trying to work

Senator Bradley. Yes.

What this is is that if the national goal is to hay

as much oil in storage, you should encourage the private

sector to store-as well as the Government.

The anomaly in the code or in the bill, as it is no

written, is it allows a refiner who has oil storage facil

to depreciate over five years, but it forces an independe

marketer of petroleum products,,who has storage facilitie

to depreciate over 15 years.

It seems to me that thwarts the national goal of

to

out.

e

w

i ti e

n t

5,I

I
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trvinn tn ar~hipvn thp maximim of cztnrann in at cnnn A narindi

as possible.

That is why I raised the question and raised it

yesterday with Mr. Chapoton and was curious what the responst

was.

Mr. Chapoton. Senator, this -- it is on its face

something of an anomaly. It is not limited to storage tanks.

I do not know qui~te how-widespread the anomaly could be.

But let me explain it very briefly.

Underexisting law, structures,

anythin~g afixed to the ground is exci

tax credit and excluded, is not class

tangible personal property.

Then, there is a special provis

not a building and it is real estate,

manufacturing, mining, transportation

will be treated as investment tax cre

be treated as Section 1245 property,

current law, means it is depreciated

We note that underrthat rule, i

and it is used in retailing or in a d

it is not treated -- it is treated as

not eligible for the investment tax c

for 1245

We

real estate, that is

uded from the investme

ified as personal,

ion

and

I b

d i t

whic

more

f it

i str

rea

redi

that says if it is

it is used in

elieve, then it

property and will

h basically, under

rapidly.

is real property

ibution function,

1 estate. It is

t and is not eligi

n t

bl1

faster depreciation.

followed, we keyed off of current law in all of
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these Drovisinnc an4i 4-k~~ jL-L i LIhdt is in current

law in that respect is continued.

Obviously the policy behind the original provision was

to treat manufacturing, the production side more favorably

than the distribution side.

If we decide to change that, I think we have to consid

changing it across the board, and we are not at this time

certain of the overall effect.

I assume it would not be

the opportunity to see just ho

In other words, it is be

Senator Bradley. Well,

confined it to oil storage, if

to petroleum products, indepen

consistent with the national a
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national goal that is directly related to our national

security which is to have as much oil and petroleum products

in storage as possible to cushion the economy against the

probability of an oil supply disruption.

So, what this says is, let's try to encourage in this

bill, an end to the discrimination among potential builders

of oil storage.

Mr. Chapoton. So your proposal would limit it to oil

storage tanks?

Senator Bradley. Petroleum product storage.

Mr. Chapoton. Petroleum product storage.

Senator Bradley. Yes.

Mr. Chapoton. Make it clear that without regard to

the use or without regard to which type of industry used, it

would be classified the same.

Senator Bradley. That.'s right.

Mr. Chapoton. I think we would have difficulty object-

ing to that.

The Chairman. In other words you are for that?

If it is difficult to object to it, that means you are

for it.

(Laughter. )

Senator Bradley., Well, thank you very much, Mr. Chairmai

Let's quit now, this might be one I will win.

(Laughter.)
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lot ildirman. Rignt.

Senator Bradley. I should say one we are in agreement

on.

The Chairman. No, I mean it is another indication of

the bi-partisan input in this legislation.

(Laughter. )

Senator Bradley. Senator Mitchell said that maybe I

shouldn't say another; maybe I should say the first.

The Chairman. Oh, there will be others. You can vote.

Well, are there any other non-controversial amendments

that we can -- do you have a real one?

Senator Matsunaga. A real technical one. I believe

the Treasury has no objection to this one. This is relative

to the changing of the bus fuel. Right now the bus operators

pay the tax and then get refunded at the end of each year.

The Chairman. That sounds like a second bill item to

me.

Senator Matsunaga.

Mr. Chapoton. No, s

Senator Matsunaga.

Mr. Chapoton. Than

Senator Matsunaga.

The Chairman. Well,

O'clock. I would like to

for a few minutes.

Do you

ir.

I

k

I

know about that?

have to brief

you.

will brief him

we will recess

visit with Mr.

you on that.

on that later.

now until 2:00

Chapoton in my office
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Mr. flhapotop. Vnc. cir

The Chairman. Thank you.

(Whereupon, at 12:50 p.m., the hearing recessed, to

reconvene at 2:00 p.m., the same day.)
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AFTERNOON SESSION

The Chairman. I might announce to the staff' we

a roll call vote. Perhaps, while we are voting, I am

certain why other members are not here right on time,

of the vote, I would hope we could move very quickly

the remaining amendments.

There may be a number of them, but I think they

be - we can have quick disposition o~f them without a

deal of debate, so we can conclude this process by no

than 3:30 or 4:00 o'clock.

So, in the five or ten minutes we are gone, if

staff and the Administration will have an opportunity

get your house in order.

I will be right back.

(A short Pecess was taken.)

The Chairman. The hearing will come to order.

I think while other members are hopefully comini

this direction, we might review with Treas~ury, when wi

recessed at 1:00 or near l:O0 o'clock, I think I askei

Chapoton to take a look at the amendments offered by

Matsunaga to see if there was any way we could accommi

his request.

Have you had an opportunity to do that?

Mr. Chapoton. On race horses, Mr. Chairman?

The Chairman. Yes.

the

to

g in

a

i Mr.

Senator

:)date

ill

have

becausE

now on

I1Ican a

great

later
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we have decided that we would have to oppose that amendment.

We do not want to extend the credit, the investment tax

credit, beyond the -- its pres~ent bredth in the law, in

adoption of ACRS.

Race horses, for whatever reason, have not now --

horses do not now get the credit. The life, the period of

recovery for race horses is we think properly in the five-

year class.

There are a lot of variations there depending upon

whether the horse might later be used for breeding purposes.

We are not certain where they are on facts and circumstances.

We think putting them in five years is a reasonble

way to go.

The Chairman. All right. *So, when Senator Matsunaga

arrives, we can advise him that that amendment is opposed to.

Did he have another amendment, a technical amendment

that he indicated he had an interest in?

Mr. Chapoton. He and Senator Bentsen were interested

in possible changes in the at risk limitation. We have

worked with members of their staff. There are some technical

problems that might result, that might -- that we might be

able to accommodate, bUt we would need further time to work

on these, on the technical aspects of it, particularly, the

particular question is in what circumstances a loan by an
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ufiie&I at'Eu L"hIii o prty aiiiyiiL qiual ify ds r is k type i nvestment,

even though not a normal banking or commercial finance

institution.

We might be able to work that out if we had the

authority of the Committee.

The Chairman. I would a~uthorize the Joint Committee

and members of the staff, Finance Committee staff and

members of Treasury, to see if they~could come to some

agreement with Senator Matsunaga and Senator Bentsen.

If so, to include that language. Unless somebody

objects to that. I will raise that with Senator Matsunaga

and.Senator Bentsen.

I think I have discussed that with a member of Senator

Matsunaga's staff. I don't know of any objections.

Mr. Chapoton. I think that will be fine.

We will be happy to *work with the staff.

The Chairman. As I understand, it is technical in

nature.

Mr. Chapoton. It is basically technical in nature,

trying to determine what type of non-recourse loan from

unrelated parties are in fact loans and do not cause the

purchase price of the property to be inflated, to not allow

for an inflation of the purchase price of the property. That

is the basic problem.

The Chairman. Let's see if we can work out some of the

i.
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cnnrerns they have with the Joint Committee and the Finance

Committee staff.

Would any other matter -- have you had an opportunity

to discuss the incentive stock option with Senator Bentsen?

Mr. Chapoton. Mr. Chairman, on the tstock option, our

concern was on the sequential question, that if it were to

be taken out, I think Senator Bentsen would want to be here

to discuss it.

The Chairman. I see we have another vote which is

frustrating.

IAre there any other areas you were looking into during

the noon hour?

Has there been a resolution of the first amendment

offered by Senator Heinz?

Mr. Lighthizer. It is my understanding, Mr. Chairman,

that Senator Heinz, the vote is 10 to 9, with Senator

Bradley not voting.

Senator Heinz has agreed to go along with the proposal

by the Treasury Department.

The Chairman. I think a staff member just advised me

he would like to first discuss it with Senator Heinz.

Mr. Lighthizer. Then it is still 10 to 9, Senator.

The Chairman. Well, we may as well go vote.

Senator Chafee. I wonder if we could discuss briefly

the demolition penalty on historic structures? Was that
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taOnCI up:

The
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is relucta

Mr.
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addi tional

Mr.
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was ufiauie LU be htere. LII isnurni ng.

Chairman. No.

tor Chafee. It is my understanding tha

nt to go above 15 years straight line

Chapoton. That is correct. Senator.

tor Chafee. Because of the difficulty

years?

Chapoton. That's correct, yes sir.

tor Chafee. But straight line wouldn't

Mr. Chapoton. Straight

Senator Cha1fee,: Well,

included then.

Mr. Chapoton. We would

The Chairman. Again, on

objection, that would be inc

Senator Chafee.. I had

who is interested in this als

would like to go as far as we

think, my understanding is he

1

I

mne wouldn't bothe
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support that, defin

a tentative basis,
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years.

The Chairman. As I understand, Senator Moynihan

an amendment. I think Senator Baucus has an amendment.

Perhaps we could go vote and-come right back.

Have you voted?

Senator Baucus. Not this last one.
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Th;-E Ch a I nnbi.ai Mdaybt you could make yours the pen ding

amendment then.

Senator Chafee. Is that the trucking?

Senator Baucus. Yes.

The-IChairman. We will be right back.

(A short recess-was taken.)

The Chairman. The Committee will come to order.

Senator Baucus -- see if he is there.

(Pause. )

The Chairman. Are there any further amendments?

(Laughter.)

The Chairman. They are probably talking to the

lobbyist- now.

(Laughter.)

The Chairman. Have you had any change of heart since

we left, Mr. Chapoton, on anything?I

Mr. Chapoton. I can't think of anything, Mr. Chairman.

The Chairman. The horses still have to run without a

tax credit?

Mr.Chapoton. The horses have not changed. They will

have to run without a credit.

The Chairman. I am not certain Mr. Matsunaga would want

a vote on that.

Senator Chafee. Well, Mr. Chairman, I would like to

try Mru. Lihdpotof out on a matter we left a iittle bit in4�

(D
LTY Mr. 1.11dPULUn OUT On d F.IdLLer we ieTT a iittie Dit in
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The Chairman. Good.

Senator Chafee. That is the going to $2,000 on the

[ ARM s

Mr. Chapoton. We did discuss that back at the office

further, Mr. Chafee. We concluded there must be a differ-

ential between LIRA's and IRA's, between those who are

covered by a plan, by an employer-sponsored plan, and those

who are not.

Now we cannot say that $1,000 is the perfect differ-

ential , indeed, we don't know what the perfect differential

is. But we think there must be a differential, because

clearly the person covered by an employer-sponsored plan is

receiving very significant tax benefits a lready .

It would not be correct to give hi

that benefit in deciding the amount he m

own behalf.

Senator Chafee. Are the individual

significant tax benefit?

Mr. Chapoton. Yes. The benefit is

contributes, on behalf of an individual,

under the plan, to the -- for the later

individual, on his retirement.

in

ay

the --

contri

to ignore

bute on his

s receiving a

that the employer

an amount called for

benefit of that

That amount accumulates in the plan, tax free. It is

deductible to the employer when put into the plan, but even

24

25
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though -- in some cases it won't be vested for a number of

years, depending on the terms of the plan, but even if it

is fully vested when contributed, so that that employee can

never lose it, and indeed will be entitled to earnings on

that which are tax free, he pays no tax on it until the

amount is later paid to him after retirement.

Senator Chafee. The thing that bothers me, and I know

Senator Baucus has an amendment. The:-thing that is is that

we went into this program to encourage savings as one of

the objectives.

Mr. Chapoton. Correct.

Senator Chafee. Oddly enough, when we are finished,

because of the. changes we made in the $200-$400, cutting

that back, that rea~lly savers come out with a net loss under

the program we have adopted today.

That is, with the Danforth amendment and with the IRA

expansion and LIRA inauguration that we are doing under this

l~egislation.

So, in the first year, '82, we come out with $14

million; the next year, $332.-- these are pluses, in the

key year, the crucial year, which is '84, the net savings.

are $1 billion, that is, savings to the Government.

Mr. Chapoton. I think everyone seems to agree that at

some point after the All Savers one year period is over, that

something further on savings is needed. I think the CommittE
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has not addrpqred that- n rnhlcm nA sa ka..-;z hi i ~ i

agreement was the $400-$200 was not a major savings incentive

and something else is needed. The something else has simply

not been. decided upon.

Senator Chafee. I just don't think $1,000 is going to

be enough of a fade out there for people to peddle these

LIRA's, which takes an active, aggressive campaign.

I would compromise at $1,500.

Mr. Chapo-ton. Well, I don't believe I could agree to

that now, Senator.

Senator Chafee. The power of the Treasury.

The Chairman. Good.

Well, we will keep working on that.

Senator Baucus having arrived, we will be pleased to

consider your amendment at this time.

Senator Baucus. Thank you, Mr. Chairman.

Mr. Chairman, as you know, my amendment is essentially

to allow truckers to deduct their operating rights losses

that they 4ncurred, when theCongress passed the Motor

Carriers Act of 1980.

Those carriers who suffered operating right losses

would be able to deduct those losses over a three year

period.

We all know when the Congress, in 1980, passed the

Motor Carriers Act, those motor carriers suffered very
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There is strong legislative history to indicate that

in the event those losses do-materialize, that Congress will

address the situation in due course.

I very simply suggest that now is the time, mostly

because this is a problem that Congress very definitely

caused a year ago.

Second, the revenue loss under the modified version

is, I don't think very significant.

I understand that Treasury agrees that the revenue

loss under the modified version is about 33 to 38 percent

of the earlier losses.

The earlier losses are estimated, roughly in total,

in the neighborhood of about $500 million over a few years.

In the modified version, I am willing to eliminate

the $50,000 floor, a feature that was in the earlier bill,

designed *to give smaller carriers more relief.

That floor eliminated, I understand that the revenue

-loss veduction~w-ill be 33 to 38 percent overall. So that

will very significantly lower the loss.

Second, there is a big problem today facing carriers

in that under the law ordinarily, whenever a company incurs

a loss, that company is entitled to take that deduction in

that year.

Consequently, motor carriers today are getting to take
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going or at least the difference in opinion between Treasiurv

and motor carriers right now, these carriers are taking thesE

losses, and they, in some cases may be getting refunds.

As a practical matter, we know that maybe some time

if ever those refunds are refunded back.

So, by establishing certainty and by just helping

carriers who were hurt very drastically when Congress passed

the Motor Carrier Act, I think we should spread this out ovet

three years.

My understandi

$330.million roughly

ng is

over

the total loss would

a three year period.

The Chairman. Well, if I could

ial interest~legislation. I don

fly wrong, but I question whethe

package.

I am willing

bill as far as the

good candidate for

Again, we are
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recent figures in
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We wnijld agree Mr rha 4rinan .4-&

revenue figures that Senator Baucus is discussing. When you

take the $50,000 floor out it does reduce the revenues by

more than a third, a little more than a third.

I think we comment that the litigation, we would not

take that into account. We would assume in our revenue
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understand these numbers may or may not be accurate in the

out years, but at least it gives us some guide. What does

the balance sheet show based on what we have done so far?

1. know there are other amendments.

Mr. McConaghy. Senator Dole, the balance sheet looks

like it would be a little bit over in 1983 and just a shade

under the original bill in 1984, and a little bit over in

under in 1985.

So it is '"running very very close.

The Chairman. Without this amendment?

Mr. McConaghy. Correct.

The Chairman. If this amendment were adopted, what

-happens?

Sen'ator;Baucus. Mr. Chairman, I might help out a

little in that. Accordi-ng to my figures in 1984, assuming

33 percent reduction, the total revenue effect in 1984 will

be $34 million.

In '85 it will be zero. Because that will be the

expiration of the third year.

There will be a greater revenue loss in the earlier

years, but in 1984, if that is the target date we are looking

at, the revenue loss would be $34 million.

One third of 55 which essentially is what Treasury

agrees with.

Mr. McConaghy. Senator Baucus, I think with the $50,000
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floor- IIn Uvr' ihe -Tour year period, we have pretty much your

numbers, $529 million.

Without it, it would be somewhere around $300 and

something million, over that four year period.

The Chairman. $300 and something is how much?

Less than $350 million?

Mr. McConaghy. It would be about $340 million roughly,

I think.

Senator Baucus. Mr. Chairman, if I might add a cou

of points here.

First we had hearings on this very bill, in this r

At that time there was no opposition. Treasury did not

oppose the bill at that time.

The Chairman. Did Treasury testify?

Senator Baucus. They did not. I don't know if we

asked them, but the point is they did not testify, I don

think, one way or the other.

Mr. Chapoton. We did not appear at that time, no.

Senator Bauc-us. I might add that I understand your

desire to include this in another bill. Frankly, I don'

know when this other bill is going to come along. That

I don't know if we will have the revenue for another bil

later on this year.

I think that we in the Committee and the country t

about another bill, are at least flirting with a little

p1le

00om.

.Lt

t

i s,

I

al1 k
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of self-delusion here. I just frankly can't see how we are

going to get the revenue to pay for another bill.

This is a measure, a problem that motor carriers have

incurred because of an Act of Congress in 1980.

So, I think we can distinguish this case. That is, it

is a problem created by Congress in 1980.

Second, it is diminimus. It is not going to amount to

very much here.

Third, it is a depreciation matter and will help

truckers that will take this loss, amass new capital in the

fugure by taking advantage of this deduction.

Mr. Chapoton. Senator, it does not relate though to

new investment. It is true that they have a loss on paper,

that is the value of the ICC certificate is no longer the

value that it once held.

It does not though, as least as I see it now, does

not affect their current earnings for example. It would

simply provide that a loss they had realized on paper could

be realized for tax purposes, and therefore, would entitle

them to either reduce current taxes or to get a refund from

prior years' taxes.

So it would not relate to new investment.

Senator Baucus. The point is the ability to take the

loss that would free up carriers to make investment.

Mr. Chapoton. Unquestionably any reduction in taxes

1

2

3

4

5

6

7

8

9

10

1 1

12

1 3

14

1 5

1 6

1 7

1 8

1 9

20

2 1

22

2 3

24

25



12 7

does that.

The Chairman. Do you have any idea who will benefit

from this legislation? Who -- surely you have an idea which

companies are going to get most of the money.

Are they in distress?

Mr. Chapoton. Mr. Chairman, we have not really examined

this thing in the depth we would ordinarily.

Those who would be affected the most would be carriers

who had purchased, I assume, purchased an ICC certificate.

recently, and therefore had a large tax loss on their books

for that.

The Chairman. Now is this an ordinary loss or a

capital loss?

Mr. Chapoton.__This would be an ordinary loss.

The Chairman. There is no doubt in my mind that the

businesses who had the certificates benefited for a number

of years because of tightly controlled, monopolistic practice

Now, when we decontrol, I am not certain that tax relie

is appropriate. I know it is a close question. I assume

there has been some loss.

I know I have had many inquiries from the State of

Kansas. The proposal may have some merit. I would just

hope we don't depress the amendment on this bill, but I am

prepared to vote. They may as well find out.

Mr. Chapoton. We would like to consider it further, too
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A c T ctz fo 4*f 4 e 1lr,re ---

taxpayers who face the problem of a serious dimunition in

value of assets, not reaching the point where the asset

becomes valueless.

It is not an uncommon problem in the tax law. It is

affecting this industry because it came at once, because

deregulation came all at once.

The Chairman. Are we-'going to have the same things for

airlines? Will they be in for tax reliefibecause of de-

regulation?

Senator Baucus. .Mr. Chairman, on that point, I don't

at all co nsider this to be a precedent.

The House Commerce Committee, in report language, I

do not have it with me, very specifically addressed this

issue saying, the Committee Report language, that the Congres

Ishould address this in the event there are actual losses in

operating rights.

I frankly don't know whether airlines through de-

regulation should have --

The Chairman. I think it is depressed.

Senator Baucus.I just know that in this case a certain

industry was very definitely dealt a significant financial

blow.

The Chairman. I think in some cases it is real. I

think we are setting precedent. That is something we want
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have the revenue to pay for this item.

If you are willing to make that commitment, that is one

matter. I just think that we know that the chances of a

second bill this year are very, very slim.

The Chairman. I think there will be. I don't have any

more information than the Senator from Montana. But I do know

at this time, Treasury is looking at a number of areas that

will, provide some revenue. I am not certain they are willing

to indicate just what areas.

We have indicated to a number of people who have

amendments, meritorious amendments, that we prefer that they

reserve those for that time.

I know the temptation is great to put them on this

vehicle. But I already see signs in the press of the

Christmas tree being developed in this Committee. I don't

think this is accurate, but I think there have been some

accounts we have already loaded up the bill far beyond what

is reasonable.

But, in any event, that is, we may as well vote and

swe where the votes are.

I would just suggest that those of us on this side who

met with the President yesterday. I asked the President, do

I have your permission. to indicate you would appreciate no

further amendments. I know that is not binding on anyone,

but if there is some agreement with Treasury, then I think
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Senator Byrd. Aye.

Mr. Lighthizer. Mr. Bentsen.

Senator Bentsen. Aye.

Mr. Lighthizer. Mr. Matsunaga.

Senator Matsunaga. Aye.

Mr. Lighthizer.

Sena

Mr.

Sena

Mr.

Sena

Mr.

Sena

tor Baucus.

Li ghthi zer.

tor Baucus.

Lighthizer.

tor Boren.

Lighthizer.

tor. Bradley

Mr. Lighthizer.

Mr. Moynihan?

Aye, by proxy.

Mr. Baucus.

Aye.

Mr. Boren.

Aye.

Mr. Bradley.

.Aye.

Mr. Mitchell.

Senator Mitchell. Aye.

Mr. Lighthizer. Mr. Chairman.

The Chairman. No.

(Pause.)

.Sena~tor.Bzfucus. Mr.Chairrnan, do you

proxi es?

have any other

The Chairman. Senator Packwood votes aye.

I am not certain about the other ones.

(Laughter.)

The Chairman. The vote is 10 yeas and 6

The absentees will be permitted to record

nays.

their votes.
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$50,000?

The Chairman. That's correct.

Senator Baucus. Yes.

The Chairman. The Senator from New York.

Senator Moynihan. Yes, Mr. Chairman. If it is in

line. I don't know, Mr. Chairman, if I have a proposal, so

much as on the subject of corporate capital gains. We talked

about it the other day and Secretary Chapoton asked if he

could have some time to look into the revenue matters and

come back to us.

The point we made at the time was that from 1942, we

have had the perso~nal, individual and corporate capital

gains have been parallel. They have, with the exception of

a few years there been identical.

We brought them -- we found them a little bit out of

sync. In 1978, we brought them down from 35.and 30, respect-

ively to 28.

It is now my hope, Mr. Chairman, we could do the same.

There are more than one set of revenue estimates around, as

there always are, as Mr. Chapoton is learning to his sorrow,

distress.

I wonder if we could hear from you just to make one

other point, we are concerned with capital formation in this

tax bill, and have taken a number of steps in that degree,
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4n � *L. 
yesterday.

in prticlart1lE nut."' UIJLiUii ilIeLirves ysedy

Capital gains in a corporation are particularly

important to new corporations and technology corporations or

so I am told. I don't want to assert that.

I wonder what the Treasury feels at this point.

Mr. Chapoton. Senator Moynihan, the problem the other

day was we had a disagreement. Our figures weren't together

with the Joint Committee Staff.

I understand now we are in agreement and that I might

give you these figures if corporate capital gains, leaving

on the minimum tax, so where applicable the minimum tax would

still apply.

If effective 1-1-81, the cost would be $ .3 billion in

fiscal '81. And $ .7 in fiscal '82; $ .7, in fiscal '83,

and $ .8, in fiscal '84.

If effective 1-1-82, you really move each of those

back a year.

We are opposed to this amendment, Senator. The basis

of the revenue principally, I would also point out that

unlike capital gains in individuals which affect a lot of

taxpayers in different ways because of investments they make,

capital gains in the corporate sector are while spread rather

widely over a number Q~f corporations, are concentrated in the

timber and paper industries and to some extent in venture

capital operations.
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Senator Moynihan. I think that is riaht.

Mr. Chapoton. So, they are different considerations

here. There are similarities as well. It is not entirely

correct to say they have run in tandem.

I think as~you mentioned, that that is the capital

corporate gain rate and the individual corporate gain rate.

Between '71 and '78, the corporate capital gain rate

was considerably below the maximum for the individual rate.

- Senator Moynihan. Was lower, yes.

Mr. Chapoton. But pr'ial*.±o 1941, there was really no

similarity. They ran exactly in tandem from '41 to 1969.

Senator Moynihan. Yes.

Mr. Chapoton. They have gone back and forth somewhat.

But over most of the years, over the past 20 or 30 years

they have stayed together and of course, they have been

together since 1978.

Senator Moynihan.. I want to be clear that it is indeed

that in timber and paper there are large gains here, but in

new technology there i-s also.

Mr. Chapoton. That is correct, though the big dollars

of course, are in timber and paper because the -- in those

industries it is quite similar to I guess you would say to

a depletion allowance..,or some other benefit~to provide for

a reduced tax rate on the operations.

Senator Moynihan. There is even so a kind of principle
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be willing to try to phase this in.

If we were to take it, just start it in fiscal '82,

the effect would be in fiscal '82, $300 million.

What if we said 4 percent, what if we took the change

and took four points in fiscal '82, and two points in the

following years, this being a three year bill, and we could

look to a revenue effect in fiscal '82, if this arithmetic

is right, of $150 million.

That is not a large sum in this.

I would like to remind the Treasury that I got your

$1.3 billion earlier today.

(Laughter.)

Mr. Chapoton. I think we have already spent that,

Senator.

Senator Moynihan. We have already spent that.

The point would be we would keep the principal while

deferring some of the tax revenue loss until we are a littl

better off.

Mr. Chapoton. Senator, we would appreciate that

gesture, let me say, but we would prefer that this is not

-- to take the position that this is not directly related t

the individual tax rate, not directly related to the in-

dividual tax on capital gains, and we should deal with this

more correctly when we are dealing with the corporate tax

e

0
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Senator Moynihan. Yes.

Mr. Secretary, I appreciate your position. I think it

is important we have our numbers together. Even so, Mr.

Chairman, not wishing to in any way suggest that you are

wrong, it is just a different view, we have had a view in

this Committee of trying to keep these rates together.

It would seem to me, Mr. Chairman, if we begin this

--I would like to propose an amendment which would begin

--would reduce the capital by 4 percent, beginning January

1,I 1 982 .

That would have a net revenue effect of approximately

$150 million in that year. Then, another 2 percent in fiscal

'83 and a final 2 percent in fiscal '84.

So, three years hence they would be back at 20 percent

and in the interval the principal is intact and the end point

is visible.

Th e Chairman. Would you like a record vote?

Senator Moynihan. Yes, Mr. Chairman. I wonder if while

Mr. Chapoton was talking about forests, some of my friends

over on the other side were engaged in other conversation.

Did you all hear that about forests, fellows?

(Laughter.)

The Chairman. Right. We noted that.

Well, again, I think if I understand the Administration
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Chapoton, I understand your opposition to the amendment-.

are opposed to the amendment.

Mr.Chapoton. We are opposed to the amendment. I would

t out, Mr. Chairman, this is very rough. Senator

ihan, we calculate on that very roughly, of '84 costs,

lieve is approximately $ .7 billion.

That is the Joint Committee, and we would agree on

Moynihan. Fully matured at $.7, yes.

three years out.

Senator

That is

Mr. Chapoton

Senator Moyn

The Chairman

think we have done

proposal.

I understand

This would be more
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Mr. Lighthizer. Mr. Danforth.

Senator Danforth. No.

Mr. Lighthizer. Mr. Chafee.

Senator Chafee. No.

Mr. Lighthizer. Mr. Heinz.

(No response.)

Mr. Lighthizer. Mr. Wallop.

~Thre- h ai rrnr~nl- Wt6.-

Mr. t'ighthizer. Mr. Durenberger.

(No response.)

Mr. Lighthizer. Mr. Armstrong.

Sen ator Armstrong. No.

Mr. Lighthizer. Mr. Symms.

(No response.)

Mr. Lighthizer. Mr. Grassley.

Senator Grassley. No.-

Mr. Lighthizer. Mr. Long.

Mr. Lighthizer. -Mr. Byrd.

Senator Byrd. No.

Mr. Lighthizer. Mr. Bentsen.

Senator Bentsen. Aye.

Mr. Lighthizer.,Mr. Matsunaga.

(No response.)

Mr. Lighthizer. Mr. Moynihan.
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Serr[atLUF M-UYnih~dll. Aye.

Senator Bentsen. Bentsen, ay(

Mr. Lighthizer. Mr. Baucus.

'(No response)

Mr. Lighthizer. Mr. Boren.

Senator Boren. No.

Mr. Lighthizer. Mr. Bradley.

Senator Bradley.. No.

Mr. Lighthizer. Mr. Mitchell

Senator Mitchell. Aye.

Mr. L~ighthizer. Mr. Chairman.

The Chairman. No.

(Pause. )

The Chairman. I think on thi 5 vote the yeas

the nays are 11.

The absentees will be permitted to be recorded; it

wouldn't change the results.

Did you have another amendment, Mr. Moynihan, before

I recognize -- did you have tuition tax credits?

Senator Moynihan. Mr.Chairman, we do, but Senator

Packwood is on the fl~oor at this moment on matters before

the Senate Commerce Committee. He asked if he could, if this

cou'ld~wait until he returns which he will do.

The Chairman. Will he be in today?

Senator Moynihan'.Today.

1 40
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Senator Moynihan. You just give me the signal and

he will be over here.

The Chairman. We are moving very quickly.

Senator Syrnms.

Senator Syrnms. Mr. Chairman, I have two amendments,

one which I think, if my information is correct, that I

discussed with the Secretary yesterday, in the colloquy. He

was unsure about it. I understand on this generation

skipping tax that there has been an understanding agreed

that we could grandfather in the grace period for one more

year so that could be addressed adequately.

Is that correct?

Mr. Chapoton. No, Senator. I have not had discussion

Senator Symms.,- What I would like to do is offer a

motion, Mr. Chairman,' to extend the grace period on the

generation skipping tax.

The Treasury, I thought, and had tentatively agreed

to this, maybe they have not. Let me just explain what

this would do.

As it presently stands, the generation tax, skipping

tax, is absolutely impossible to understand and to adminis-

ter.

In addition, it is absolutely unenforceable since

there is no line on an IRS 1040 Form which calls for the
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reporting of the money received. Many individuals receive

funds from a generation skipping trust, will unwilling

evade taxes simply by not knowing they owe taxes.

In addition, the IRS has not yet processed the

necessary forms for the banks to use so they can adequately

report the necessary information.

Now this is an issue that needs to be addressed and

the, Estate and Gift Tax Subcommittee has received testimony

from individuals attempting to interpret and implement the

tax.

They have testified that they. have literally spent

hundreds of thousands of dollars in work hours trying to

adequately interpret the law, and that if the law is not

repealed at this time, it is absolutely essential that the

grace period be extended so that some individuals will not

be caught during the period when the grace period expires

and the second tax bill.

Now, there will be absolutely no revenue lost to the

Treasury on this.

What I am asking the Treasury to accept and the

Committee to accept, is to extend for one more year or two

more years, until December, '81, extend it on to December,

'82, the generation skipping exclusion until that issue can

be addressed.

There is no revenue loss and it is just going to
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able for the IRS if we leave this untouched.

Mr. Chapoton. Senator, if we could, I would like to

talk to my people at the next break and consider this a

little bit further.

I want to make sure we are not developing some

problems. As I mentioned the last time we discussed this,

by deferring the effective date on things like this, you are

causing estate planning uncertainty.

I want to make sure that we thought that through.I

would like to get back to you within an hour or so.

Senator Symms. Well, if you want to make it less

uncertain, we would be happy to accept a repeal of it~and

then have it settled.

(Laughter.)

Mr. Chapoton. We do, as I mentioned before, we do at

some point want to address the generating skipping provision

I don't think this is the time to do it.

We would like toi~b:heck, after we discussed it the

other day, I did have some of my-people check on some

matters. I have not talked tack to them and I would like to

do so before I take a position on this.

So, if we could, Mr. Chairman.

Senator Symms. I would be happy if we could -- I

don't know how much longer - the Chairman may call for a
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record vote on final passage. Maybe those that are not on

the vote will not --

The Chairman. I'1l give it another 15 or 20

minutes.

(Laughter.)

Senator Syxmms. Okay.

The Chairman. I am certain we are going to have a

vote here in probably a few minutes. That will give Treasury

some time to discuss it.

Senator Symms. Okay. I will withdraw my motion for

now and just set it aside without prejudice would be okay,

if I could do that.

The Chairman. Fine.

Senator Symms. Mr.Chairman, the other amendment I

have, I have not-been able to get complete agreement with

the Treasury on this particular issue. I think it is very

important in this legislation.

The reason I am offering this amendment, the Woodlarn5

-- to amend-,Section-203(2) (a), as it now applies to timber

lands, is because there really isn't anything in that

estate and gift tax portion of the bill that really address-

es the problem of the small woodland owner.

I think the Forest Service, as we know, projects

that the demand for paper and wood products will double by

the year 2030.

5
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the forests. I think a side benefit of growing forests, thel

do contribute significantly to the overall ECHO system.

Now our own statistics of the Forest Service show

that for every dollar that is invested in timber management,

a total of $17 is generated on other economic activity.

So, what I am drivint at here is to allow for special

use valuation for timber lands as it is in the bill now for

farms.

It would be I think bad management not to do that.

But the problem .we are faced with if this does not

become part of the bill along with the farms, is we have

rapid liquidation of timber, just to meet a tax liability.

It is a bad forestry practice.

The estate tax also lowers the productivity and it

discourages any reforestation, because these trees normally

take from 30 to 60, even up tol100 years to be harvestable.

So, an effective way to reduce the excessive tax

burden on timberlands, *is through special use valuation

found in Section 203(2) (a), and the Code was clearly intended

to provide at least a measure of relief by placing a lower

special value on woodlands, as well as on the other farm-

lands.

Unfortunately, special use valuation has been placed

beyond the reach of many private individual timber owners.
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must be comprised of timber land, real property and 50 percer

timber land or personal property in order to qualify for the

special use valuation.

Timber is not -- unlike other farm land, or closely-

held businesses, timber is not the principal source of

livelihood for many of the private owners.

The percentage requirement of the special use

valuation becomes unavailable to many growers whose timber

holdings are not the major. asset in their states.

In addition, even when the timber land is the major

asset of an estate, the IRS has interpreted the statute in

a way as to eliminate, again, the benefit of special use

valuation.

When land containing timber is valued, the value of

the timber may not be counted as real property in the 25

percent test, although it is counted in valuing the whole

estate.

Timber is often worth many times more than the land

itself, and obviously when the land by itself is worth less

than 25 percent of the whole estate, the timber land estate

will qualify for special use valuation.

As a result, only the tinter land that will ever

qualify for special use, the land that has been clear cut

or it contains a poorly stocked stand of timber.
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If the pattern of small ownership of timber lands is

to be continued and encouraged, these percentage requirements

should be eliminated in the case of timberlands.

This would correct that problem.

So, current section 2032(a) also requires that the

decedent or member of the family to have a material parti-

cipation in the operation of the timber land to qualify for

.special use valuation.

It has been extremely difficult to meet this require-

ment in the case of timber land, because most privately owne5

timber land operations do not require day-to-day management

decisions and material participation of the owner.

It is my understanding the Department of the Treasury

will review their current application df the law to provide

for the reality that timber farms do not require day-to-day

management and oversight.

As I mentioned previously, Section 2032(a), on its

face, states unequivically that timber is to be granted a

special use value.

The section is designed to preserve the family owned

timber lands and encourage capital investment in reforesta-

tion.

However the IRS interpretation of that section, timber

has made the special use valuation not available or unavail-

able.
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that qualifies as real property and used for qualified use.

This amendment would, in my opinion, be very helpful

Ievironmentally, along with many other factors. It would put

timber lands in the category with farms.

The current estate tax interferes with our attainment

of an adequate supply of wood and fiber for the future.

I think that the figures on these, Mr. Secretary, do

you have those figures of what the cost will be.

- .- Secretary Regan, yesterday, was talking about a much

higher figure that the figures I had; it was $200 million.

Mr. Chapoton. We do have a figure of $200 million.

I have to agree that looking at this in isolation, I am a

little surprised it is that high, $200 million, going up to

$300 million.

Let me say, Senator Symms, that special use provisionE

2032(a), of course, do apply to timber now.

The special problem -

Senator Symms. The people can't qualify is the

problem.

Mr. Chapoton. Well, one of the two problems that.you

mention, one is that 25 percent~test seems to affect timber

in an unusual way. I think perhaps it does.

We have to keep in mind, though, some Percentage test

is certainly needed, because otherwise we would be saying
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use. That investment asset that was a minor part of an

estate would qualify for a lower valuation, that is. not the

purpose of the special use provisions.

The purpose of the special use valuation rules under

the- estate tax law is to cover cases where an estate would

otherwis e have to dispose of a major portion of its ongoing

business activity to pay death taxes and that is thought to

be unusually harsh.

So that it would be inconsistent with the purpose of

the 2032(a), not to-have any percentage limitation at all.

It would also be inconsistent not to require an active

management, not to impose the active management requirement

which is imposed on other property qualifying for special

use valuation; that is, the decedent or member of his family

had to be involved in the active management and operation

or it is hard to say it is a family type business.

in the case of timber, not much active management is

required. I think the regulations published under section

2032(a), make it clear that not much is required to be

engaged in the active management of timber.

Indeed, as I see the example we have in the regulatior

two visits to the tree, the forest a year, will be considerec

active management, so long as the owner is making the

decisions, when decisions are required to be made and they
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So, I think that the example in the regulations is

as generous as under reasonable as it could be in saying

what is active management in the case of a timber operation.

Now on the 25 percent test, I think the problem is

that you value the land and exclude the trees and therefore

the value of the entire operation is lower.

I think there would be no objection to including the

trees in the valuation to meet the 25 percent test, but you

would have to understand then that a disposition of the treeE

would be considered when they are disposed of. It may be

several years after the decedent's death, but it would be

Iconsidered a disposition of a portion of a closely-held

asset.

In that event, if within the 10 and 15 year period,

causing recapture of a part of the estate tax, in the same

way aseny7 ot4her dispositio-4 n ofa part- of 4tha clos-enly...r1At.t.t.~~L±~.'4 flO4 .. J*t..0VL~.L. .L iC-hld.

business.

Senator Symms. Well, I think I could agree with that.

Mr. Chapooton. That would be fine. Then we would be

talking about the timber being a part of the real estate for

this purpose, which certainly makes sense.

Senator Symms. Mr. Chairman, that would be agreeable

to me.

The Chairman. All right. Would you restate that, Mr.
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So, I think that the example in the regulations is

as generous as under reasonable as it could be in saying

what is active management in the case of a timber operation.

Now on the 25 percent test, I think the problem is

that you value the land and exclude the trees and therefore

the value of the entire operation is lower.

I think there would be no objection to including the

trees in the valuation to meet the 25 percent test, but you

would have to understand then that a disposition of the treeE

would be considered when they are disposed of. It may be

several years after the decedent's death, but it would be

considered a disposition of a portion of a closely-held

asset.

In that event, if within the 10 and 15 year period,

causing recapture of a part of the estate tax, in the same

way as any other disposition of a part of the closely-held

business.

Senator Symms. Well, I think I could agree with that.

Mr. Chapooton. That would be fine. Then we would be

talking about the timber being a part of the real estate for

this purpose, which certainly makes sense.

Senator Symms. Mr. Chairman, that would be agreeable

to me.

The Chairman. All riqht. Would you restate that, Mr.
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business.

Senator Symms. Well, I think I could agree with that.

Mr. Chapooton. That would be fine. Then we would be

talking about the timber being a part of the real estate for

this purpose, which certainly makes sense.

Senator Symms. Mr. Chairman, that would be agreeable

to me.

The Chairman. All riqht. Would you restate that, Mr.
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Mr. Chapoton. The special valuation rules in the

existing law would continue to apply as they do now, to

timber operations.

But the rule now, that the trees are not considered

a part of the real estate, not considered a part of the

property, for meeting the 25 percent test would be changed

so that the trees would be considered part of the overall

value.-

They are of course, a part of the estate, value of

the estate, and they would be considered a part of the value

in meeting the 25 percent test.,

That would carry with it though, the requirement that

when the trees are disposed of, there would be a recapture

under the normal rules, under Section 2032(a) of the reduced

estate tax liability.

The Chairman. Is that satisfactory?

Senator Symrns. It is the best we can accomplish today,

so I am willing to accept it, Mr. Chairman.

The Chairman. Without objection, that will be agreed

to.

Senator Symmss. Thanks very much.

The Chairman. The other matter, as I understand there

will be a vote in a few minutes, we can discuss that at that

time.
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and then Senator Moynihan to offer the credit, and Senator

Bradley.

Senator Bentsen. Thank you very much, Mr. Chairman.

This is one that would have no cost, as I understand

it, and it is the treatment by leasors of automobiles and

trucks as depreciable property, not be disturbed without

legislative action, I am encouraging.

What you have for 30 years, you had leases treated

for the leasor, had a situation where if the lessee at the

end of the term of the lease, if the sales price of the car

by the le asor was below a certain price that had been

negotiated before hand, that then the lessee would pay a

penalty.

If the price went above that, the lessee would be

credited with that. The reason for that, of. course, was to

put the incentive on the lessee not to abuse the automobile,

not to abuse the truck.

It wouid be in his self-interest to take care of the

maintenance and all of that.

Now for 30 years it was treated that way, and then,

as I understand it, without any prior notice or hearing,

last year, tyou had a technical opinion released that changed

the way the IRS had been handling those kinds of leases.

That is also in spite of the fact that a tax case in
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April of this year, once again, stated that the ixb had been

right in its original position, and was wrong in reversing

its 30 years of practice on those kinds of cases.

So what I am asking for is codification of it and tha

we reinforce the court's position and what the IRS had been

doing for 30 years.

Mr. Chapoton. Senator, I am informed that except

in automobiles and. trucks used for personal purposes that

the leasing proposal under ACRS would take care of this

problem.

I have-not personally restudied the problem in the

last day or so, though we heard about it several months ago.

So I can tell you I am advised- that our proposal would take

care of it as not directly aimed at it, but would cover the

- problem, but it would -not do it with respect to automobiles

leased for personal purposes.

So, I am not sure that goes as far. as what you are

proposing would go.

If it is-used for business purposes, the problem that

you address would be taken care of.

Senator Bentsen. I am curious why you would not do it

for personal purposes then?

Mr. Chapoton. Senator, I cannot answer that. Well.,

our leasing proposal would not apply if the equipment were

used for personal purposes. So it would necessarily not

i-
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cover that situation.

Senator Bentsen. Oh, wait a minute. I see what you

are saying. Yes. I would see why it would.

Mr. Chapoton. Yes.

Senator Bentsen. Fine. Thank you very much, Mr.

Chairman.

The Chairman. Without objection, that modification

will be made.

Senator Moynihan.

Senator Moynihan. Thank you, Mr. Chairman.

What I would like to do on behalf of Senator Packwood

and myself, who - Senator Packwood is on the floor at this

point and cannot leave. He will be with us eventually, is

simply propose a matter that I don't think needs a large

discussion.

It is legislation that has passed this Committee in

the past, and I hope we will pass it again this afternoon.

This is the tuition tax relief act, S. 550, in this formulati

but with a major change and that is, Mr. Chairman, we have

learned from the higher education community that there is a

genuine division of judgment on this matter, given the fact

that other forms of tuition payments are available, and

given the impact on the budget, we would like to offer our

proposal in a truncated form which applies only to elementary

and secondary schools.
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Senator Bentsen. Oh, wait a minute. I see what you

are saying. Yes. I would see why it would.

Mr. Chapoton. Yes.

Senator Bentsen. Fine. Thank you very much, Mr.

Chairman.

The Chairman. Without objection, that modification

will be made.

Senator Moynihan.

Senator Moynihan. Thank you, Mr. Chairman.

What I would like to do on behalf of Senator Packwood

and myself, who Senator Packwood is on the floor at this

point and cannot leave. He will be with us eventually, is

simply propose a matter that I don't think needs a large

discussion.

It is legislationthat has passed this Committee in

the past, and I hope we will pass it again this afternoon.

This is the tuition tax relief act, S. 550, in this formulate

but with a major change and that is, Mr. Chairman, we have

learned from the higher education community that there is a

genuine division of judgment on this matter, given the fact

that other forms of tuition payments are available, and

given the impact on the budget, we would like to offer our

proposal in a truncated form which applies only to elementary

and secondary schools.
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When fully in effect, it would be -- it would Provide

a tax credit for up to 50 percent of tuition payments, up to

$500 for persons, taxpayers with dependents in elementary ant

secondary schools.

The estimated costs, we may be at some variance, I

think not, the Congressional Budget Office, this would take

effect, the full effect would be in August, '83. We estimatc

the revenue loss for fiscal '82 at $40 million, not a small

SUM.

The next year, a large sum, $1.1 billion, in '84;

$2 billion, and it stays about that level. It doesn't go

up much after that.

The Chairman. It sort of stays at that level?

Senator Moynihan. Yes.

(Laughter. )

Senator Bentsen. The Senator's voice dropped a bit.

I didn't get that.

Senator Moynihan. $2 billion, $2.2 billion, $2.3

billion in '86.

The Chairman. Well, I. think that is another amendment

that has great merit, but I would assume not on this proposal

It seems to me that there are a number of supports on this

Committee, as the Senator knows, who have a deep interest in

that amendment, including Senator Packwood, of course, and

U ~1= ~, ~L~ U~11j L~speaker.
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But. I would like to aet the nffini~1 nngit-inn of

Treasury and then we will have a quick vote.

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

concept of tuitition tax credits, but we would certainly

think it is not appropriate on this bill and it would not be

within the revenue constraints.

We would have to propose it at this time.

The Chairman. Care for a roll call?

Senator Moynihan. Yes, sir, if I may.

The Chairman. The clerk will call the roll.

Mr. Lighthizer. Mr. Packwood.

(No response.)

Mr. Lighthizer. Mr. Roth.

(No response.)

Mr. Lighthizer. Mr. Danforth.

Senator Danforth. No.

Mr. Liqhthizer. Mr. Chafee.

Senator Chafee. No.

Mr. Lighthizer. Mr. Heinz.

(No response.)

Mr. Lighthizer. Mr. Wallop.

The Chairman. No.

Mr. Lighthizer. Mr. Durenberger.

(No response.)

Mr. Lighthizer. Mr. Armstrong.
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Mr. Lighthizer. Mr. Symmns.

Senator Symms. No.

Mr. Lighthizer. Mr. Grassley.

Senator Grassley. No.

Mr. Lighthizer. Mr. Long.

(No response.)

Mr. Lighthizer. Mr. Byrd.

(No response.)

Mr. Lighthizer. Mr. Bentsen.

Senator Bentsen. No..

Mr. Lighthizer. Mr. Matsunaga.

Senator Matsunaga. Present.

Mr. Lighthizer. Mr. Moynihan.

Senator Moynihan. Aye.

Mr. Lighthizer. Mr. Baucus.

(No response.)

Mr. Lighthizer. Mr. Boren.

Senator Boren. No.

Mr. Lighthizer. Mr. Bradley.

Senator Bradley. Aye.

Mr. Lighthizer. Mr. Mitchell.

Senator Mitchell. No.

Mr. Lighthizer. Mr. Chairman.

The Chairman. I think I should vote Mr. Packwood aye
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for that.

Senator Moynihan. I should think he would wish to do

that.

The Chairman. I will vote Senator Packwood aye and

myself, no.

(Pause.)

The Chairman. Mr. Symnms. No.

(Pause.)

The Chairman. On this vote the ayes are 3, the nays

are 10. I would say its success is in doubt.

The absentees could -- no, you would lose on a tie.

So the amendment is not agreed to.

Senator Moynihan. I am sorry, Mr. Chairman. What was

the vote?

The Chairman. Oh, 3 yeas and 10 nays, and 7 not yet

recorded.

The amendment is not agreed to.

Senator Mitchell. Mr. Chairman.

The Chairman. Senator Mitchell.

Senator Mitchell. I have a series of small business

amendments I would like to offer if this is the appropriate

time.

The Chairman. Yes, this is the appropriate time. I

recognized Senator Bradley and Senator Boren. You fellows

25work it out.
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Senatolr Mit-nh~11_

Senator Mitchell. I have several. Senator Boren only

has one amendment, Mr. Chairman. I will yield to him and ther

come back afterwards.

Senator Boren. Mr. Chairman, this is another non-

controversial amendment.

This amendment would reduce the tax on new oil, newly

discovered oil as defined by the so-called Windfall Profits

Tax and it would phase down that tax from beginning with the

present rate of 30 percent, to 25 percent and then 20

percent the next year, 15 percent the next, 10 the next,

5 the next and then finally phase it out.

This amendment is offered, Mr. Chairman, on behalf

of myself and Senator Bentsen who has also helped in the

preparation of this amendment.

The revenue losses are very modest, Mr. Chairman.

The first year, 1982, we are talking about only $100 million.

And $400 million in 1983. We would phase down to the total

exemption in the' sixth year.

Mr. Chairman, I would point out that according to our

~own official estimates, CBO estimates and the model, economic

models used, this particular amendment would have the greates

production response of all of them.

It is estimated that the exemption of newly-discovered

oil would cause a production response of 1.1 billion barrelE
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1, per day by 1990.

2 I certainly think that the tax on newly-discovered

3 oil, and this was very much an opinion in this Committee at

4 the time of the passage of the tax. It was an opinion which

5 really crossed the political spectrum, that it was really

6 inappropriate to tax newly-discovered oil, because you

7 couldn't have an inventory profit associated with something

8 that had not yet been discovered.

9 It would certainly, I think, give a great added

10 incentive to development of additional oil production in the

11 United States.

12 Mr. Chairman, I would point out, I used to carry

13 around a letter, in fact I still have it here. I have kept

14 a copy. This is not the original, but it was a letter from

15 then President -- or candidate Carter, October 19, 1976.

16 It contains a promise that I relied upon in regard to the

17 deregulation of natural gas, one which was not maintained.

18 A great deal was made of. that during the 1980 election

19 I feel quite certain, I have another promise that was given

20 during the 1980 elections. .Ihold it up. It has an elephant

21 on the front of the cover page. It says, "Republican

22 Platform, July 14, 1980, Detroit, Michigan, Resolutions

23 adopted by the Republican.National Convention."

24 I would want to read from that, Mr. Chairman.

25 It says, "We believe that the so-called Windf all
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Profits Tax. (which is unrelated to profit), should be

repealed as it applies to small volume royalty owners."~

I would comment the President for including that

provision in this package. I know it is one that I certain-

ly appreciate, "new oil," that comes as a comma, right

after "small royalty owners,-:new oil, stripper wells,

tertiary recovery, heavy crude oil and the phase out of

the tax on old oil should-be accelerated."

Now, Mr. Chairman, I am just proposing here what

I think is a very modest effort toward the keeping of that

pledge. It does not even immediately do away with the tax

on new oil. It merely phases out the tax on newly-discover-

ed oil.

I do hope that we will be able to take at least this

modest action. It will have a great production response.

.I think that-is something that people of all philosophical

persuasionsagree with.

From an economic policy point of view it makes great

sense. I realize we may have to come back and reconcile

our figures by the time it is all over with, but I hope we

would not allow mathematics of the bill right now to stand

in the way of doing- something about the tax on newly-dis-

covered oil.

The Chairman. Senator Bentsen.

Senator Bentsen. Mr. Chairman, I strongly endorse
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With our having paid some $80 billion for foreign

oil last year, it is imperative we do all we can to further

accelerate drilling for oil and gas in this country.

Unquestionably, you would have a major production

response by way of exploration if Senator Boren' s amendment

was voted into law.

It is a phase-in,-over a period of time, in recog-

nition of some of the budgetary restraints we are having

at the present time.

We have over 441000 rigs now in operation in this

country.. We need to double or triple that. It is going

to be also important we have the incentives to drill the

ever deeper wells we are talking about.

The cost of drilling in this-country over the last

decade has increase& by' 350 percent. Finally the price of

oil has leveled off and has lowered some.

But the' cost of 'drilling and finding it continues to

increase. So if you'-'are going after those. marginal strikes

or the very 'expensive discoveries, you have to- try to take

away the disincentive in finding new oil.

So, I support 'the amendment.

The Chairman.. Senator Armstrong.

Senator Armstrong. Thank you, Mr. Chairman.

I want to compliment the Senator from Oklahoma on
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I think one of the most important things he has

brought to our attention relates not only to the economic

effect of this amendment, to its fundamental justice and to

its probable supply-side response, but I found even more

significant, in his discussion of this issue, the question

of political accountability.

He has stated-with greater precision and elegance

than I am able, a concern which I have long-felt and which

I expressed on the first day of this mark-up, about the

Windfall.Prof its Tax and promises which-many of us made to

work for its repeal.

I was not~one of those that voted for the tax. I

continue to think it is one of the most wrong-headed and

counter-productive measures imposed upon'this country. I

have promised to diligently work-to alleviate the worst

effect of that tax.

It seems to me that if-there is meaning and purpose

in this political systemn of ours, it-is for those of us who

serve in public office, to make promises to our constituents

and then to promptly keep then when the opportunity arises.

So, I am going to-vote for this amendment not only

because of its economic-and tax effect on our oil supply,

but because I think it is in part, as he has correctly

pointed out, keeping of promises that have been made by
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many of us on both sides of the aisle.

I especially congratulate him, Mr. Chairman, on

formulating an amendment which will have a large impact on

energy production at-a very small cost to the Treasury

because of the Treasury and the precision with which he has

drafted the amendment.

Senator Boren. Mr. Chairman, I appreciate very much

Senator Armstrong's comments. I am sincere in what I said.

I haven't quoted the Republican Platform merely to make this

a partisan -issue, because I think as every member of this

Committee knows, as a Democrat,. during the pas~t Adminis-

tration, I made no secret of my displeasure with the fact

that the Administration of my own party did not, in my

opinion keep its word.

I had gone through -my state holding the letter up

and during.the~campaign for that candidate of my party, and

gave my word a-long with it, and I must say that I was

certainly let down personally, that the commitment was not

kept, -and in this last election there was a very substantial

issue made of it, again- in my state.

The current occupant of the White House received an

overwhelming majority in my state, and I think that is one

of the reasons. I think there was a feeling -the last

Administration had not-kept its commitment on this issue,

and I think there',-was a real trust and belief that this.
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Administration would. I iust cannot ht-1ieus t-h'.* if wo~

do something modest, and I think this is something modest,

very modest, that the President would act to try to take

this out of the bill if-this Committee were to put it in.

Mr. Chapoton. Mr. Chairman, let me say, I think all

of you know that this Administration has a great deal of

sympathy with the purposes behind- this amendment.

We have problems with the crude oil windfall profit

tax in general, and I think the point is made about its

imposition on new oIl are-well taken.

We propose this economic recovery tax package as a

part of -the President's economic recovery program. We did

not propose'anythingr-with- respect to the windfall profit

tax.

We did not propose xoriginally treatment of the

royalty owners, but in making modifications to-the original

proposal, it was decided- to add something specifically

dealing with the royalty- owners' problem.

We do not -feel, however, that this is the time to

deal with the windfall profit- tax in general, as much as

-.that may need -to be done -and may need to be-done before too

long.

We must oppose th-is amendment-at this time. We do

not feel it is appropriate on this bill.

I might say, and I think we all know, the oil
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business is doinci quite well now. There undoubtePdly wniiltl

be a response if you took the -- phased down the tax on new

oil.. But in the oil patch, the activity is moving along at

a very brisk pace.

So, I think that aspect of it, while desirable is not

as critically important as it might be if that were not the

case.

Senator.-Boren. I think we all know. the issue. I

don't have anything further.

The Chairman. Who has the cost estimates on this?

Does the Joint Committee have?

Mr. McConaghy. Yes. In fiscal 1982, it would be

$100 million; in 1983, $400 million; in 1984, $900 million;

in 1985, $1.5 billion and in 1986, $2.2 billion.

Thbse are fiscal estimates.I

The.Chairman. I would just say that this is one of

the areas that I discussed with the Secretary when we were

talking about the tax credit for-royalty owners, to see if

we couldn':t provide- some~incentive, because this is, you

will get a production response. I don't think there is

any question about that.

At that time, I was told, I assume for the same

reasons we were told today,-it is not that the Administratio

likes the windfall profits tax, but unless we can offset it

with some other reduction somewhere, they wouldn't accept
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So, I support what the Senator wishes to do, but I

assume the Treasury's indication -- you are not objecting

to the principle, but you are objecting to the timing?

Mr. Chapoton. No, that's correct. We do not feel

it-is appropriate on-this bill-. The revenue, while it

builds considerably, and as Mr. McConaghy pointed out, it

is almost $1 bill-ion in 1984.

The Chairman. Is there a billion dollars left in

1984?

Mr.- McConaghy'. Just about-a billion dollars.

Senator Chafee.' Mr. -Chairman.

The Chairman. Senator Chafee.

Senator Chafee. Mr. Chairman, when we did the

windfall profits,-tax a couple of years ago, I was against a

tax on new oil-, having. it-applied to new oil. But we have

it.. We-are using-the revenue.

There is no- question -but- what every incentive is out

there now for increased-production has been-shown-. We have

made moves here-today that doesn't affect all new oil, but

it affects royalty owners that we have already incorporated

in this bill.

- Mr. Chairman, I just think we have to draw the line

somewhere if we are going to keep this bill from truly

being a magnificant Christmas tree.
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So, Mr. Chairman, I plan to vote against the amendmeril

and hope we could get on with approving the bill in its

total and hold up-on the amendments.

Senator Boren. I- think we might as well vote.

The Chairman. The clerk will call the roll.

Mr. Lighthizer. Mr. Packwood.

(No response.)

Mr. Lighthizer.-Mr. Roth.

(No-iresponse.)

Mr. Lighthizer'. Mr. Danforth.

-Senator Danforth. No.

Mr. Lighthizer. Mr.: Chafee.

Senator Chafee. No.

Mr. Lighthizer. Mr. Heinz.

(No response.)

Mr. Lighthizer. Mr. Wallop.

(No response.)

Mr. Lighthizer~.- Mr. Durenberger.

The Chairman. No.

Mr. Lighthizer-. Mr-. Armstrong.

Senator Armstrong. Aye.

Mr. Lighthizer. Mr. Symms. .

Senator Symms. Aye.

Mr. Lighthizer. Mr. Grassley.

Senator Grassley. Aye.
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Senator Boren. Aye, by proxy.

Mr.Lighthizer. Mr. Byrd.

(No response.)

Mr. Lighthizer. Mr. Bentsen.

Senator Bentsen. Aye.

Mr. Lighthizer. Mr. Matsunaga.

Senator Matsunaga. Aye.

Mr. Lighthizer. Mr. Moynihan.

(No response.)

Mr. Liqhthizer. Mr. Baucus.

Seha tor Boren. Aye, by proxy.

Mr. Lighthizer. Mr. Boren.

Senator Boren. Aye.

Mr. Lighthizer. Mr. Bradley.

(No response.)

Mr. Lighthizer. Mr. Mitchell.

(No response.)

Mr. Lighthizer. Mr. Chairman.

The Chairman. No.

Senator Moynihan. Mr. Chairman, no.

(Pause.)

The Chairman. On this vote the ayes are 8, and the

nays are 6. Those who are not recorded will be recorded.

There is still enough the amendment is in doubt.
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Are there other amendments?

Senator Matsunaga. Mr. Chairman.

The Chairman. Senator Matsunaga.

Senator Matsunaga. Mr. Chairman, for matters of

clarification, on the at risk provision, the third party

lenders. I understand a study is being made to clarify the

matter.

The Chairman. Not a study. What we have done is

directed Treasury, the Joint Committee and the staff to

see if they can't work out some satisfactory language.

If so, we have authorized them to include that in

the proposal.

Senator Matsunaga. I thank you.

As to the sequencing options, I note by the press

release which-was issuedtby you, Mr. Chairman, that the

Committee did have'an understanding that a later issued

option ma y be exercised before a previously-issued option.

I understand Secretary Chapoton has had a change of

mind since the matter was clarified.

I indicated earlier today that I would offer an

amendment, but it seems that since the Committee did agree

to the non-sequential exercise of options yesterday, that

unless the Committee decides to change it, that it should

remain as is.

Senator Bentsen. I would like to support the comments
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of the Senator from Hawaii.

We have another problem that you run into. If you

are dealing with a venture capital company, and a small

company, you often have a great deal of volatility in the

price of the stock.

So, if you require a sequential exercise of the

option, it might be that an initidl option was given when

the price was at a major high.

Then, as the company goes along, some of the

expectations are not fulfilled and the price goes down.

They give a new stock option. Then there is no way that

second stock option-has any' effect if the first option

,given was at one'of-those highs.,

Now, if you'are dealing with a stock option with

AT&T, you don!t 'have that kind of' volatility. You don't

.have those kinds' of swings.

So, I think if-we are trying' to help retain people

and- to get the people into these new starting venture

capital companies' to make-'it' sequential, not make it

sequential would be helpful and would make the options

much more effective' in-trying to retain that kind of

personnel.

Actually, I don't see where it costs the Treasury

in the exercise of the option.

So, I would support the Senator's comments. As I
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understand it, we voted on this. It would-take an

affirmative vote on our part now to overturn it.

Mr.. Chapoton-. Senator, I think I was part of the

problem on that when the matter was raised, yesterday,

right before lunch I said initially I saw no problem with

removing, the sequential requirement of preexisting law.

On reflection though, as I mentioned yesterday

afternoon, the - we see a great- deal of problem with it.

The qualified stock option rules are a tremendous benefit

to the affected employee. -They can and-do receive a very

significant amount-~of compensation with-no taxable income

whatsoever.

It~taxes capital gains when and if the stock is

sold. Of course,if they hold the stock until death so

the. value is stepped upj 'there may never be a tax. There

may never be a-tax on what is compensatory -income.

It is considered a valuable tool because it does

attract good managementrand-it does tie management to the

fortunes of the-~company.

If the non-sequential-rule, the sequential rule is

deleted, however, you-are then. in the position of advising

an executive that you will be giving an option at this

time, and if the stock goes down, he doesn't really have

to worry about it,' we-will give him a later option at a

later time.
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want to compensate him, but they do not tie him to the

'ialue. of the fortunes of the company at the original date

of issue.

So, if we have a sequential rule, the employee takes

a risk of a long-term option of more value, in which event

the stock declines in value. It may not be beneficial for

him to exercise it, or a short term option, in that event

it goes down he-can simply let that option expire and

another option can be i~ssued to him.

But it-certainly takes away the tying of the option

to the fortunes of the company. If at any time later a

new option can be-issued in place of an old option.

It.-simply is compensation in a form that is not

tied directly to the fortunes of the company.

Senator Matsunaga. Mr. Chairman, the point I am

trying to make is that unless the Committee acts otherwise,

it is iiy understanding that- the non-sequential provision

remains as an action taken-by the Committee.

Senator Bentsen. I would like, Mr. Chairman, if I

might, state Senator Packwood's support of. this, the fact

he was co-author of the amendment, the Packwood-Bentsen

amendment, yesterday, and supports it as it was passed.

The Chairman. Right.

As I recall, that was adopted on a voice vote. So
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consider and have a vote on the sequential matter.

Would the Administration state very briefly -

Mr. Chapoton. We would simply like, if the option

provisions are to be reinstated, that the sequential rule

of prior law, be reinstated along with the other provisions.

That is, as long as an option is outstanding and is not

expired or has been exercised,-,no option issued or granted

subsequent to-that date may be exercised.

You have to exercise them in order of which they were

granted.

Senator-Chafee.. Mr. Chairman, I apologize. I was

tied up. What is briefly the reason for that?

Mr. Chapotonc" If there is no sequential rule, then

any number of'options may be issued so that you can pretty

well assure if the stock swings at all, of granting compen-

sation that will be taxed, if at all, at capital gain rates,

to high income'employees, because any-swing of the stock

from a low point .will-entitle that-employeet-to an exercise

an option granted at- the lowest point at-~which any option is

granted.

Senator Chafee.-Has the'.law in the past always had

the sequential -

Mr. Chapoton. I believe -

Mr..Hawkins. I -believe in 1964, Senator Chafee.
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gpnM-n rChAfpp Tt- nlwAvy hnd ti-h'-"

Mr. Hawkins. The requirement of the sequential came

in in 1964. The Revenue Act of 1964.

Senator Chafee. That made it sequential?

Mr. Hawkins. Yes.

Senator Chafee. Prior to that, you hadn't had it?

Mr.Hawkins. That is correct.

That is when they shifted or switched from restricted

stock to qualified stock option.

Senator Danforth. Mr. Chairman.

The Chairman. Yes, the Senator from Missouri.

Senator Danforth. Mr. Chairman, I move we reconsider

the vote.

The Chairman. I assume we will have to dispose of it

by roll call, if we can't -

Mr. Chapoton, if you will state for us all who are

here, one more time.

Mr. Chapoton.. The provision would simply reinstate

the 1976 provision that an-option to be a qualified option

or incentive option under this amendment, the plan would

have to provide that no option could be exercised unless

all prior options that were still outstanding were exercised

first.

The Chairman. Right. I don't think there are any

objections to reconsidering on it. We will just vote on
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tliici ptupusaL.L dudu i.nu our.

The clerk will call the roll.

vote?

senator Danfortn. Wnat is Lae vocec Wnat is an aye

Senator Matsunaga. This is on a motion to reconsider.

Senator Danforth. No, we did reconsider.

The Chairman. I don't think we need a vote on that,

do we?

Senator Matsunaga. Well, we may defeat the motion to

reconsider.

The Chairman. okay. 'We will vote on the motion to

reconsider.

Mr.. Lighthizer. Mr. Packwood.

The Chairman. Aye.

Mr. Lighthizer. Mr. Roth.

Senator Roth. Aye.

Mr. Lighthizer. Mr. Danforth.

Senator Danforth. Aye.

Mr. Lighthizer. Mr. Chafee.

Senator Chafee. Aye.

Mr. Lighthizer. Mr. Heinz.

4ac- response.)

Mr. Lighthizer. Mr. Wallop.

The-Chairman.iWallop votes aye.

Mr. Lighthizer. Mr. Durenberger.
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Mr. Lighthizer. Mr. Durenberger.

(No response.)

Mr.Lightbizer. Mr. Armstrong.

Senator Armstrong. Aye.

Mr. Lighthizer. Mr. Symmrs.

(No response.)

Mr. Lighthizer.+ Mr. Grassley.

(No response.)

Mr. Lighthizer. Mr. Long.

(No response')

* Mr. Lighthizer. Mr. Byrd.

* (No response.)

Mr. Lighthizer; Mr.Bentsen.

Senator Bentsen. No.

Mr. Lighthizer. Mr. Matsunaga.

Senator Matsunaga. No.

Mr. Lighthizer. Mr. Moynihan.

(No response.)

Mr. Lightbizer. Mr. Paucus.

(No response.)

Mr. Lighthizer. Mr. Boren.

,(No response. ).

Mr. Lighthizer. Mr. Bradley.

(No response.)
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Mr- T.i~ahlzhi7.pr Mm_ MiI-nhpl1V

Senator Mitchell. No.

Mr. Lighthize~r. Mr. Chairman.

The Chairman. Aye.

(Pause.)

The Chairman. Mr. Armstrong, aye.

Senator Grassley. Mr. Chairman, aye.

TheChairman. It is 7 yeas, and 4 nays. The motion

to reconsider is agreed to.

The question now arises on the original proposal.

We will have Mr., Chapoton state it again.

Mr., Chapoton. The proposal would require that to be

a qualified-option, the plan would have to state that

existing options that are outstanding must be, first in time

-must be. exercised. 'You cannot exercise an option while an

earlier granted option-,was outstanding unexercised.

Mr. Lighthizer.. Mr. Packwood.

The Chairman. No.

Mr. Lighthizer. Mr. Roth..

Senator Roth. Aye.

Mr. Lighthizer. Mr. Danforth.

Senator .Danforth. Aye.

Mr. Lighthizer.. Mr-. Chafee.

Senator Chafee. Aye.

Mr. tighthizer. Mr. Heinz.
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Mr. Lighthizer. Mr. Wallop.

The Chairman. Aye.

Mr. Lighthizer. Mr. Durenberger.

(No response.)

Mr. Lighthizer. Mr. Armstrong.

Senator Armstrong. Aye.

Mr. Lighthizer. Mr. Symms.

(No response.)

Mr. Lightbizer. Mr. Grassley.

Senator Grassley. Aye.

Mr. Lighthizer. Mr. Long.

(No response.)

Mr. Ligbthizer. -Mr. Byrd.

(No response.)

Mr. Lighthizer. Mr. Bentsen.

Senator Bentsen. No.

Mr. Lighthizer. Mr. Matsunaga.

Senator Matsunaga. No.

Mr. Lighthizer. Mr. Moynihan.

(No response.)

Mr.Lighthizer. Mr. Baucus.

(No response.)

Mr.Ligbtbizer. Mr. Boren.

Senator Boren. No.
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Mr TA~nh4-1;.,a Ur frA-.

(No response.)

Mr. Lighthizer. Mr. Mitchell.

Senator Mitchell. No.

Mr.. Lighthizer. Mr. Chairman.

The Chairman. Aye.

(Pause.)

The Chairman. - The ayes are 7,-and the nays are 5.

The absentees will be recorded. So, it is still an open

question.

*Senator Mitchell.

Senator Mitchell. Thank you, Mr. Chairman.

* ~Mr. Chairman, I yield to the Senator from Hawaii.

Senator Matsunaga. Mr.- Chairman, realizing the mood

of the Committee and-it appears that marching orders have

come down fronrithe White House, "No more amendments," so

that I would request of the Chairman, one, and this question

was asked earlier. Perhaps -the Chairman has had time to

-think a'.bit. Will we have-a second tax bill?

The Chairman. I am still convinced that there will be

*a second tax bill'. I can just state from my personal stand-

point, I have a number of matters I have an- interest in we

withheld from this bill.

The answer would be yes.

Senator Matsunaga. The answer is yes.
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So, considering the mood of the Committee, as I

said earlier, I was intending to offer the horse amendment

here, but I would request between now and the time that the

second tax bill is brought up, or an appropriate tax

measure to which an amendment could be offered, request

Treasury to make a study-of this issue and answer the

question: Why.

'Now, I have no interest in race horses or in breedinc

or work horses, because I don't even own a ranch. I don't

even own, a horse. -I don't know whether to ride a horse on

the left side or the right side. The only thing I used to

ride when I was a-kid was a jackass. Maybe that is why I

am a Democrat.

(Laughter.)

Senator Matsunaga. -As long- as nobody rides me and

thinks that I am the one to be ridden on. But I would want

the Treasury to answer the question. Look into it seriously

why. This is why -I got involved -on the- question of pure

equity, that other animal-s get the investment tax credit,

but not horses.

So, I would ask sincerely that-the Treasury would

look into this matter and give me a satisfactory answer as

to why horses are discriminated against.

Mr. Chapoton. Senator,- we would be happy to do that.

2

3

4

5

6

7

8

9

10

1 1

1 2

1 3

1 4

1 5

16

1 7

1 8

1 9

20

21

22

23

24

25:



182
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Now you see, you are giving everybody else a tax break and

then you are discriminating against horses by lengthening

the period. Again, it is a small matter. I am told in the

case of race horses your extending the depreciation period

from four years to five years and for breeding horses from

three years to five years, which means they can take less

depreciation.

That is a small matter, but here again, you have

discriminated against the horses.

We provide 'investment tax credit for gambling instru-

ments, pin ball- machinles'and every--other gambling instrument

Ibut sure, horses, racehorses are used for -gambling purposes

But then. we have breeding horses and work horses and we give

investment tax credit to-cows and pigs and every other

animal, but not horses.

So, between now and the next tax-bill, I Would'-

request-zthe Treasury come up with 'some; satisfactory answer.

Mr. Chapoton'. Senator, we will do that. There are

different. typesof horses.- Race horses are treated differ-

ently than breeding horses'; work horses are treated differ-

ently. We will supply you a full report on that.

Senator Matsunaga. I don't wish to embarass the

members of the Committee, because we have commitments, we

have the votes. But I don't want to embarass the members
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of th Cor tte , ~ n L*~ ±1a~~u iixz urde r having com e

down from the White House, particularly members --

The Chairman. Well, the President is probably very

sympathetic, he has a horse.

(Laughter.)

The Chairman. But I can't reach him today. He is

out.

Senator Matsunaga. Fine.

Just for a matter of clarification again, on the

foreign tax matter, as I understand it, Treasury is going

to make a further study of that. The Treasury propos&1

dealt rather unfavorably with business equipment use abroad.

I understand you-are making a study of that?

Mr. Chapoton. Well, if -- we have followed the ADR

midpoint life of equipment used abtoad. I understand that

in certain cases they now claim facts and circumstance life,

they are not required to stay on the ADR system.

Senator Matsunaga. Oh, they are not.

Mr. Chapoton. So, they-may claim facts and circum-

stances and we have just recently heard some taxpayers claim

facts and circumstances short of an~ADR midpoint, in which

event, under ACRS, they would be moved back to the midpoint.

Now I don't know of any way we could handle that

problem, because we want to get away entirely from facts

and circumstances, particularly with respect to assets used

i
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abroad.

Senator Matsuna~ga. My concern, especially in the

field of high technology, where we have the lead, we may

place our own industry in jeopardy in competition with the

industries from other nations which give favorable tax

write-off s.

So, I would definitely appreciate your looking into

this. Perhaps it could be handled without any legislation.

Mr. Chapoton. All right.

Senator Matsunaga. Then on the mandatory pension

plans, here again, if I-proposed tol:limit it to the private

sector, what sort of impact would it have? Can you give.

me that?

I do not intend to offer the amendment here, but I

will, Mr. Chairman, reserve the right to offer it on the

floor, if I find that-,that merits support in my case.

Mr. Chapoton.' Senator,'I believe fiscal -year impact

allow mandatory contributions to be deductible, limited to

the private sector.

It would be $1.6 billion, in 1982.

$1.7 billion, in 1983.

$1.9 billion, in 1984.

$2 billion, in 1985.

Senator Matsunaga. Thank you very much.

There is one last provision, and that is relative to

i
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huidiy the Guam cuUd VI.Lyizi islan-ds njianuliebb. we -Lavc done

this in the past, as the Chairman well knows. I think

something ought to be done for that.

~If it is necessary for me to offer an amendment, I

would. If not, I would just leave it to the Treasury to

come up with a proposal.

You may make a study of that between now -- we will

have another -meeting, Mr. Chairman.

The Chairman. It now appears there may be another

meeting, yes.

Mr. Chapoton.- I think' they have the Mirror Code,- as

you know.

Senator Matsunaga. That is right.

Mr. Chapoton. They mirror our code, so a cut in

our taxes will automatically be'a cut in-their taxes.

- Senator Matsunaga. Right.

Mr. Chapoton. Unless we -- unless some action is

taken by Congress, perhaps in a spending legislation.

- Senator Matsunaga. Then- it would- require legislativi

action.

Mr. Chapoton. It-would require legislative action.

Senator Matsunaga. I would be prepared to make that.

There is no objection; is there?

Mr. Chapoton. Senator, I am not certain on that

point. I am afraid there would be some revenue involved.
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T nrn h;ici- nnt prepared to state that.

Senator Matsunaga. It was done practically auto-

matically in the past.

The Chairman. That may be a matter we could look at.

Mr. Chapoton. That has been done in the past.

Senator Matsunaga. Yes. They have, as you know, the

Mirror Tax System. Whatever we do here to reduce the taxes

they lose that much. The Federal Government is a mere

collector, a conduit for their governments. It would-be

totally unfair unless we do what we have done in the past,

merely to make up for-that ioss.they would-suffer on

account of -the'action we take here.

Mr. Chapoton. I understand the problem. I cannot

remember- -- we did address this early on. I frankly,

cannot remember the conclusion we reached -at that point.

I will have to get back to the Committee on that.

Senator Matsunaga. -perhaps Mr. McConaghy has the

data.

Mr. McConaghy. Senator Matsunaga, I think in 1975,

with that legislation that was passed, we did authorize

an appropriation that would really be a spending program.

Senator Matsunaga. Right.

Mr. McConaghy. In 1916, or 1977, it was authorized.

I think that was vetoed. In 1918, it was not done.

So, in 1915 it was done, authorization and that was
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signed.

In 1977, Congress did authorize it. The President

vetoed it.

In 1978, they did not authorize it.

I don't know exactly what the revenue effect would

be, but it would be an authorization.

Senator Matsunaga. Mr. Chairman, I request that a

study be made of this and full consideration be given it

by the Treasury.

The Chairman. That will be done then.

Senator Matsunaga. I thank Senator Mitchell for

yielding.. I appreciate it.

The Chairman. ~Senator Mitchell has a series of

amendments; is that correct!

Senator Mitchell. Yes, I do, Mr. Chairman. But,

since several of them were -

The Chairman. Could-I announce, first of all, the

vote this morning with-Senator Heinz .to permit banking of

depreciation, the vote was 10-yeas and 10 nays. The amend-

ment was not agreed to.

Senator Mitchell. Mr.- Chairman, since the first serie;

of amendments were approved by the Committee last year, and

were obviously-the subject of discussion, and I will not

discuss them in any detail. I will take them one at a time.

My first amendment would deal with subchapter S
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holders permitted for a corporation to qualify for and

maintain sub-chapter S. status from 15 to 25.

This is a very- minor small business matter.

The Committee last year estimated that they would

reduce budget receipts by less than $5 million.

I am prepared for an immediate vote on that.

Senator Bentsen. Mr. Chairman, if I may ask.

The Chairman. Yes.

Senator Bentsen. Isn't that what we did last year

in the Finance -Committee?>

Senator Mitchell. Precisely.

Senator Bentsen.--I -also had a bill on that. I would

like to be a co-sponsor with the Senator on it.

S~enator:Mitchell. Let me just -say in preface to this

and a -series of-amendments, I will make one statement that

applies to all of them. It is generally repetitious of what

I said-the other day. There is very little in this bill

that is targeted specifically to small business.

This.Committee acted last year, after careful

consideration-and deliberations, approved a series of

amendments which provided assistance to small businesses.

-I think some of those provisions ought to be included

in this bill. We have done a great deal for major corpor-

ations. We have done a great deal for wealthy Americans.
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I think we ought to try to do -- we haven't done very

much on an individual basis for persons who are not of great

wealth. We ought to at least try to do something for really

small business.

This is a very, very minor amendment. I have a serie

of others that getra little more major as we go along.

I would hope~that the Administration is not rigid,

at least as far as-this and-a few other amendments are

concerned.

Mr. Chapoton. Senator, this would be an increase to

what number of shareholders?

senator Mitchell. From 15 to 25. It is precisely

what this Committee approved last year.

Mr Chapoton. The sub- chapter S area, I think we all

agree, needs further work. We do need to study it further.

In principle, we certainly would not object to an

increase in number of shareholders for sub chapter S

corporations.

We would express- the preference that this be dealt

with when we take up sub chapter S. We certainly are going

to be required to take up- sub chapter S.

Senator Mitchell. I just want to say, Mr. Chapoton,

I ..think that is really indifferent to small business;

demonstrated with remarkable clarity on something of this

minor nature.
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Mr fhan~ n - an 4-n - 1 pt mo ~t-Atp nag in - we dnn 't

agree that small business doesn't participate in this bill.

Indeed, as we said, when you have capital cost

recovery, generous capital cost recovery and you have

significant rate reduction, both of those items affect all

businesses, including small businesses.

Then, when you add to it the estate tax which has

been number one or two on-the program of small business,

we felt that at good deal was done for small business in

this package.

So,- we would not agree that there is nothing that

is not done here. It is not targeted. We-have attempted to

stay away from targeting as much as possible.

Senator Chafee. Mr..Chairman.

The Chairman. Senator Chafee.

Senator Chafee. Thank you, Mr:. Chairman.

As Senator Mitchell pointed out,'last year we did

have a significant series-of measures dealing with small

business. We didn't have-the estate tax, but we did have

the reduction in the corporate --- befor&.the corporate

surtax took effect.

As you recall, we went from $100,000 to $200,000 and

then to $250,000. We had this particular measure.

Now, I suspect the next measures he is going to

propose are going to be more expensive. I think we ought
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to accept this one, Mr. Chairman. This is a minor thing.

It helps small business raise a little capital, to attract

more investors. It is a pittance as far as the Treasury goes

I would join Senator Mitchell in urging the Treasury

Department to accept this.

The others may be more difficult. Raising the amount

exempt from the corporate surtax may be more difficult, but

this I think we ought to take.

Mr. Chapoton. Well, Senator, let me just state again,

we would support in principle, this change. We are working

with the staff of this Committee on other sub chapter S

changes.

We have attempted not to keep the amendments down to

this bill. So we are not going to support this change at

this time. But we recognize the Committee may work its

will on this one.

The Chairman. Right.

Without objection, the amendment is agreed to.

Senator Mitchell. Thank you, Mr. Chairman.

My second amendment is similar. It was approved by

the Committee last year --

The Chairman. May I ask the Senator from Maine, maybe

it will speed up the process. That amendment is in a bill

we are going to be reporting out. I don't see any objection

to that one.
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If yU car, give US a liLtue bird's eye view of the

whole series, we might be able to move more quickly.

Senator Mitchell. Certainly, Mr. Chairman.

The next one would be an increase of the minimum

accumulated earnings credit from siso,ooo to $200,000.

The third one would be a reduction in the corporate

tax rate below the maximum rate.

The fourth one would be expensing of the first $25,00

Iinvestment.

Those four were all approved by the Committee last

year.

The fifth one was not approved by the Committee, whic

I would like to address in a little more detail and that is

inventoryz accounting reform, which I think is crucial and

necessary for small- business.

Finally, one unrelated to small business which I wouli

like to discuss briefly, is to permit an increase tin tax

deductions for-donations of equipment at,-the universities.

That'-is the-whole sequence.

The Chairman. iRight.

Now-with reference to the inventory and accounting,

we have discussed that-. As I understand, you were not

going to press that. -You wanted some assurance there would

be hearings on that proposal, and plus, of course, you

would reserve your right-to offer that amendment on the
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f loor.

I am prepared to give the Senator that assurance

now. We will have hearings. That does not prejudice your

right to offer the amendment at a later time, if that.'is

satisfactory.

Senator Mitchell. That is, Mr. Chairman. I would

just like the opportunity to spend about two-minutes giving

the reasons.

The Chairman. Certainly.

Senator Mitchell. Yes.

The Chairman. We might be able to cover that right

now then.

Senator Mitchell.-All right. I will be glad to do tha

now.

The very first day we began hearings, the Secretary

of Treasury came before this Committee and made a persuasive

argument for accelerated capital recovery.

The two principal points he made were the complexity

of the present situation and rate of inflation caused over-

statement of income and therefore, overpayment of taxes,

because of inadequate depreciation procedures.

Those are valid arguments.

They apply with even greater force to inadequate

inventory procedures.

The fact of the matter is the amount of income that
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three times the amount that is overstated due to inadeqate

depreciation procedures.

Now this is as a result of the fact that the over-

whelming majority of American businesses do not use the

last in, first out accounting method, even though it is

.available.

They do not use it because the LIFO rules are too

complex for most small business to adopt. Of all corpor-

ations, in 1976, last year for which I have figures, only

3.7 percent of manufacturers, 2.5 of wholesalers, and 1.3

percent of retailers use the last in, first out method of

inventory. accounting.

So, I think, Mr. Chairman, that if we are talking

about the need to offset the effects of an adequate

depreciation,JhI:think we should address ourselves to the

more critical need to offset the effect of inadequate

invento ry accounting.

My proposal would entiil several steps. It would

reduce the tax penalty for the election to use LIFO.

It would simplify the LIFO pooling regulation.

It would permit greater use of Government price

indexes.

it would permit the use of internal indexes.

It would provide a number of other measures.
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I think if we really mean .1± whpn we. ~v Wa wnnF +-n

do something for small business, and that is now I think

about third in American political usage, in things that

people say want to do.

I If we are serious about it, this is something that

we ought to-consider.I

So-, Mr. Chairman, I accept your assurance of hearings

I reserve the-right to attempt to obtAin action on the flooi

One final point I should mention is the need to permi

cash accounting for very small businesses.

Mr. Chapoton. Senator Mitchell, if I might just

interrupt. We are concerned about the complexity the small

business faces in ,using LIFO inventory.

We have-proposed regulations, proposed earlier this

year, trying- to'-simplify LIFO inventory,,and indeed, there

is a regulation hearing on that next week.

So we would like to work with you on that.

Senator:Mitchell. Thank you, Mr; Chapoton. I look

forward to that.

In the-interest~_df time, Mr. Chairman'. if we could

proceed to vote on my other amendments. I don't require

any extensive discussion unless other memnbers wanit to

discuss it.

The next amendment would, as I said, increase the

minimum accumulated earnings credit from $150,000 to $250,00
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The Chairman. I am wondering, there are a series of

three amendments there, that and the next one would be the

corporate rates, and the next one would be -- the third one

would be expensing.

Is that correct?

Senator Mitchell. Yes, sir.

The Chairman. I have discussed this, not the series-,

but the last amendment, knowing of your interest and the

interest of the members on this side, with the Treasury.

Of course, we get back to the same bottom line, that

is the cost involved.

I have asked that the Joint Tax Committee, if there

was some what the cost would be. This might be too minimal

to be satisfactory to the Senator from Maine.

If you started in 1982, at 4,000-arid went to 6,000 in

183, and 8,000 in '84 and 10,000, in '85. I am advised that

even at a 5,000 rate, it affects some 50 percent of business

es, and a 10,000 rate, it affects 74.4 percnet of all firms.

I don't have any -- does the Joint Committee have

any numbers on those, that kind of a phase in, if in fact

we could reach some accommodation?

.Mr. McConaghy. Well, working on variations of that

phase in, Senator Dole, if you had an optional 5,000, start-

ing in 1981, that would be $1 billion in 1981. If it stayed
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there it would be $800 million, in 1982. If it went from

5 to 10, in 1982, it would go up to $1.6 billion.

But we are trying to get the phase in you are talking

about right.-now.

So, if you add optional 5,000, you get in 1981, the

figures from '81 through 84, would be, $1 billion, in '81;

$800 million, in '82; $300 million, '83 and $100 million, in

1984.

But we are working on the various phase ins to get

up to 10, starting at either 4 or'5 and going up.

The Chairman.- I wonder if we might hear from Treasury

it is more expensive than I thought.

Mr. McConaghy. I-am sorry'. I'gave'you calendar years,

Senator Dole.

It would be $300 million, '81, and fiscal year,

$1.1 billion, in '82 and $600 million, in 1983, for 5,000

optional.

Mr. Chapoton. Senator.

The Chairman. Yes.

- Mr. Chapoton. We -- Mr.' Chairman, we are going to

oppose this. We do think the 'ACRS system brings considerably

simplicity, because of the fact that assets are just placed

in an account and depreciated or cost recovered from an

account over a set number of years.

Now there is no question that it is somewhat more
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gimnlp t-n qimnlv Pwnpnqp, a nnrtinn of t-hp AQ~c0c in the

year placed in service.

But, we feel that the revenue restraints prevent that

in this package.

Senator Mitchell. Mr. Chairman, could I just make a

comment on that?

The Chairman. Yes.

Senator Mitchell. The first day that we voted on a

total figure there was very extensive discussion. And, as

I understood what was said, that we were going to have these

overall figures., $38 billion, $93 billion, $149 billion.

We are going to discuss each andevery proposal on its

merits andrthen when we conclude to see what we have, take

a look at how that will fit in the overall figure.

That was.-the substance of the discussion that-led-to

that vote.

Now, of course, almost from the moment that discussio

concluded,' we have-done precisely the opposite. There was a

list that was prepared. That added-up to a total that

represented $38 billion.

-Resistence has not been registered by the Treasury

to every proposal that would change that. So that the

premise underlying the vote that we passed that ffirst day

in which we arfived at those figures has just been complete-

ly discarded and undermined in all of the ensuing discussion
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Mr. Chapoton says repeatedly, we want to do something

for small business, this is a good idea, but we can't afford

it.

That wasn'-t my understanding of what we voted the

first day. We were going to discuss each proposal on the

merits. See what we came up with. And then try to fit that

in the $38 billion.

Senator Danforth. Mr. Chairman.

The Chairman. Senator Danforth.

Senator Danforth. Th~re-was a-precedent which the

Senator from Maine might think about and that was with the

All Savers Bill, in which we had a trade-off. That is, we

swapped one revenue loss for another revenue loss.

So maybe there is something in the bill that you

would like to have reduced or eliminated. You can substitut

this.

Senator Mitchell. Well, because I was operating on

the premise that. I have just described. I understood what

we were about in this process.

I haven't search the bill to find an offset. If the

Senator could suggest one, I would be very happy to.

Senator Danforth. I am waiting for you.

Senator-Mitchell. I have a good one, the dividend

exclusion that we kept in when we eliminated the interest
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already voted on that. I don't want to burden the Committee

with second votes on matters.

Senator Bradley. Mr. Chairman.

The Chairman. Senator Bradley.

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

the sentiment of Senator Mitchell. I thought that the Long

Axnendment to the discussion about a $38 billion cap, gave

us the flexibility that the Committee has always had to

consider any number of amendments and that the ultimate bill

would be no more than $38 billion, as it was reported out of

the Senate.

Now, you can take to the floor a $38 billion bill

or you can take to the floor a much higher bill with the

understanding that you are~.not going to have any more than

a $38 billion bi-ll-6out-of~the'Senate.

If we in the Committee say that a $38 billion bill

out of Committee, there will be all these amendments that

will be proposed-on the floor anyway, and you won't have

the same kind of discipline as if there was a genuine

Committee agreement that it was $38 billion out of the

Senate.

I know that day we didn't have a specific amendment

in writing, but as I understood what Senator Long had said,

it was that we should have a degree of flexibility to accept
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and after we have accepted or rejected proposals on their

merits, we would then decide which proposals would be in

a final package.

Was that your understanding?

The Chairman. Right. I think that is a fair

statement.

I think Senator Long was indicating as long as we

left the conference within the numbers we adopted, we left

it flexible. on that point.

I think, on the other hand, it is a little different

than last year. I mean, I voted for all the amendments

last year. We had a President who didn't want a tax cut

last year. It was an election year. The tway we had almost

total support last time is by giving everybody the amend-

ments they wanted.

This year, we are not in a position to do that.

We have a President that indicated we should at least on

this proposal, restrain ourselves, and he started off

proposing, I think, with rather broad bi-partisan support,

a rather generous overall tax package.

So it is a little bit different than comparing it to

last year.. Some of us would like to support every amend-

ment that has been offered. But on the other hand, we have

some obligation to support our President, in his efforts to
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and after we have accepted or rejected proposals on their

merits, we would then decide which proposals would be in

a final package.

Was that your understanding?

The Chairman. Right. I think that is a fair

statement.

I think Senator Long was indicating as long as we

left the conference within the numbers we adopted, we left

it flexible.on that point.

I think, on the other hand, it is a little different

than last year. I mean, I voted for all the amendments

last year. We had a President who didn't want a tax cut

last year. It was an election year. The way we had almost

total support last time is by giving everybody the amend-

ments they wanted.

This year, we are not in a position to do that.

We have a President that indicated we should at least on

this proposal, restrain ourselves, and he started off

proposing, I think, with rather broad bipartisan support,

a rather generous overall tax package.

So it is a little bit different than comparing it to

last year.. Some of us would like to support every amend-

ment that has been offered. But on the other hand, we have

some obligation to support our President, in his efforts to
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So, I don't - I would hope we have been able to

accommodate some of the concerns of every member on this

Committee. I think we have.

But when it comes to whether it is loading up, I havi

already indicated I noticed some indication the bill may be

getting out of hand. I don't share that view, but it is a

real concern that -the Treasury and the Administration have.

Senator Danforth.

Senator Danforth. Mr. Chairman, I do have a suggestic

'to help Senator Mitchell and that is if we were to tax stat(

royalty receipts on oil, we could provide the revenues

necessary to accommodate Senator Mitchell.

Senator Bradley. Would you offer that amendment,

Senator Danforth?

Senator Danforth. I am just suggesting it to Senator

Mitchell.

Senator Mitchell;' I think we should proceed to vote,

Mr. Chairman. I think it is. obvious what is going to happen

but I just feel, I will say it for the last time, that small

business has been left out in the cold here. There is not

much doubt in my mind about that.

I understand you disagree, Mr. Chapoton. But let's

vote rather than prolong it any further.

The Chairman. You want to vote separately on -
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SenAtonr Mitrhell VAC Mr

Senator Chafee. Are we tak

Senator Mitchell. That's r

Senator Chafee. Which is tI

Senator Mitchell. The fir:

minimum accumulated earnings cre,

so there will be no misunderstand

this says about the revenue impa

of this Committee, so we know we

with this amendment.

$11 million, last year, it

million, in '82; $35 million in

$42 million, in '85.

Now I don't know how those

whether they would be just moved

Ch ai rman-

ing the three

ight.

he first, the

st one is the

dit, $150,000

ding I will j

ct in last ye

are not brak

said, in fiscal

83; $37 million

separately?

expensi ng?

increase the

to $200,000,

ust state what

arls report

ing the bank

i

figu~res would be

forward one year

81 ; $31

n '84 and

adjusted,

and be

sl1ightly different,

of the size of what

something -for small

Senator Armst

The Chairman.

Senator Armst

going to do, having

vote on them separa

The Chairman.

but that gives some sign, si

we are talking about here ti

business.

rong. Mr. Chairman.

The Senator from Colorado.

rong,. Do I understand that

discussed them en block, we

tely?

Well, I think we discussed

Dine indicatior

o try to do

what we are

are going to

them en block

to save time. I am willing to vote on them en block, but I
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think the Senator from Maine would like senaratp vntes-

Senator Armstrong. Well, I want to make just one

observation about it. I know how I am going to vote on

But I want to say I think the Senator has touched a ner

In my judgment the area we particularly want to encoura

tax policy is small business, because that is where the

vitality is in our system.

I think other members of the Committee feel the s

it.

wve.

ge for

ame

way.

For the reas

going to vote for

but in the eventi

to come back with

in some way so tha

really negligible,

support that becau

ons the Chairman has stated, I

the motion as it is presently

t should fail, if the Senator

the $25,000 expensing idea per

t the revenue implications of

in the early years, I would 1

se I think it is a principle t

am not

propounded,

were disposed

haps phased

it were

ike to

hat is so

important.

For example, if it were phased in -- well, I

have a proposal. That would be up to the Senator.

there isn't enough interest in it to justify that,

my own opinion, that would be a reasonable approach

minimimize the revenue consequences and establish a

pri nci ple.

Senator Mitchell. I certainly would be amenab

that. I am a firm believer that something is bette
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nothing.

Senator Bradley. Mr. Chairman, it seems to me that

what we are really saying on these votes, if one votes no

on the amendments, it is that every other thing that is in

the tax package, every other thing, is more important than

these amendments that are directed at small business.

You would have to make the argument that the rate

reductions or that the depreciation or that the exclusion

for foreign income, all of these things are more important

than these small business amendments.

The reason is that you put this arbitrary cap and you

then have forced yourself to reject what Senator Armstrong

has said so clearly, are meritorious amendments.

And, because you put that cap, you have no option but

to make judgments. If you vote no on this, you are saying

no to small business.

And you are saying that the other components of this

package are more important than these suggestions to

specifically aid small business.

Senator Armstrong. Mr. Chairman, I reject the argument

of the Senator, because I think we have before us the

alternative of carving something else out of the bill. I

don't have any hesitation in saying that there are some

things in here that are of a lower priority to me.

I do think it is up to the mover of the amendment to
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decide where he wants to make that adjustment and perhaps if

he were to move to the direction I suggested the actual

dollar impact of phasing it in, would be so small that

perhaps such an adjustment wouldn't even be necessary.

But, I don't buy the notion that absent a specific

proposal, that this is measured against every other proposal

in the bill 1.

Senator Chafee. Mr. Chairman.

The Chairman. Senator Chafee.

Senator Chafee. Mr. Chairman, I think that what we

are down to talking about here seems to me is~very small

dollars. I just can't believe that on this particular

measu~re we are going to bust the bank; are we.

The Chairman. It has already been done. So, it

wouldn't have any impact.

I would just say we are still getting estimates,

Senator Mitchell, so don't vote too quickly on the expensing

p royvi si on.

Senator Mitchell. I am prepared to offer as an

alternative, to accommodate Senator Armstrong's suggestion.

I will defer to you, Mr. Chairman, on the figures.

The immediate amendment is the accumulated -- minimum

accumulated earnings credit. So those are the figures I

believe Senator Chafee was referring to, that I read off.

Senator Chafee. Aren't we just talking just a few
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paltry millions here, aren't we?

Senator Armstrong. $250 million --

Senator Mitchell. $250,000.

Senator Armstro

in the Senate Finance

Senator Mitchel

The Chairman.

'82 and '83 and '84,-

Mr. McConaghy.

in '82. Maybe a mill

$31 million, in '83.

ng. So it is the amount in the provision

Committee Bill last year.

1. That's correct.

Let's have the cost of that again in

Joint Committee.

It would be approximately $11 million,

ion or two higher adjusting for '82.

$35 million, in '84. $37 million in

'85.

The Chairman. W

would be the cost of

Mr. McConaghy.

about the LIFO --

Senator Mitchel

Mr. McConaghy.

The Chairman.

Mr. McConaghy.

Finance Committee Bil

and $400 million, in

$1.1 billion to

$1.8 billion to

$2.1 billion to

hat about the second

that amendment?

The second amendment

1 . No.

The charitable

Rate.

Rates, if we d

1 last year ar

1 982.

$1.2 billion,

$1.9 billion,

$2.2 billion

amendment?

Iif you

What

are talking

contri bution?

id what was done in the

e between $300 million

i

i n

i n

nl1

1 983.

1 984.

985 .
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Then if we tak

of through '84, of e

that is expensive.

Mr. McConaghy.

The Chairman.

my figures, about 55

l evel

Tho ~roflt itiizt tzmaIl i tems.

e - let's just say if we have

xpensing at a level of $5,000.

What does that run? About $400

If you had a level of $5,000.

That would take care of, accord

percent of all firms, even at

a level

Even

mil1lion?

ing to

that

Mr. McConaghy. That is correct,

On a fiscal year basis if it we

or 1982, it makes a difference.

For effective in 1982, it would

$1 billion, in 1983.

$600 million in 1984.

$200 million in 1985.

The Chairman. How does it jump

figures L.have, if you in '82, at $5,

$400 million. If you raised it to $7

be $1 billion, fiscal '83.

Is that correct?

He is getting the same figure f

Senator Dole

re effective i n 1 981

be $500 million.

up, because under t

000, it would be

,500, it would only

or $5,000. one billion

in '83.

I s

Mr

you made

that what you get, $1 bi

McConaghy. If you made

it effective beginningi

IlIi

i t

on, in '83, for $5,000?

effective in 1982. If

981 , that figure would
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be $6n0n1 m]ilin in 1qql

If you had $5,000 optional expensing beginn

1981, the fiscal figures for that would be for fi

it would be $300 million.

In 1982, $1.1 billion.

In 1983, $600 million.

In 1984, $200 million.

If you instead started the $5,000 optional

in 1982, there would be no revenue loss in 1981,

In 1982, it would be $500 million.

In fiscal 1983, it would be $1 billion.

In fiscal. 1984, it would be $600 million.

Senator Chafee. Do we have any trouble with

accumulated capital one, Mr. Chairman?

It is $11 million; $31 mill-ion; $35 million

milIlion?I

ing in

scal 1981 ,

expensing

fiscal year.

the

and $37

The-Chairman. I would like to hear from Treasury on

that. I don't have any trouble with it.

Mr. Chapoton.. Well, in principle we would have no

problem with that.

The Chairman. All right. Let's take that one.

Senator Mitchell. Thank you, Mr. Chairman.

Senator Heinz. Mr. Chairman, since the revenue losses

are very.-modest on that one, what great good does it do?

Senator Mitchell. Well, I will be glad to read to the
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Senator the report of this

understand you voted for.

Senator Heinz. No, I

a lot of things in that bil

do?

Committee of last year whichT

j

1

ust wanted to know. There were

What good or merit does it

Senator Mitchell. Well, on page 77, of the Committee

Report --

Mr. Chapoton. Senato~r, if I might interject

permit small businesses to accumulate funds witho

of a penalty tax for failure to distribute as di

the accumulated funds.

It~is a matter of concern to small business

there is a penalty tax on an unreasonable accumu

funds.

It does

ut concern

vi dends

because

tion ofI a

So, it is a matter of constant irritation to small

f irms .

Senator Heinz. How many firms woul~d'be affected by

i t?

Mr. Chapoton. We have no idea of that, off hand,

Senator.

Sena

don't enfo

Mr.

penalty is

tor Chafee. It has been my understanding that they

rce the penalty anyway.

Chapoton. No, that's not correct, Senator. The

raised on the audit of many small firms and is

imposed many times or is at least, by agreement, funds are
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distributed rather than in lieu of the tax being imposed.

Senator Heinz. Mr. Chairman, I am not necessarily

opposed to what Senator Mitchell is doing, but I would like

to know what the practical, real world con-sequences of it

are going to be.

Mr. McConaghy. I think, Senator Heinz, it is difficult

to tell.-:Today, you can accumulate in the corporation,

$150,000 without having a reason for accumulating it. To

accumulate more than that, you have to.-show that the funds

are being accumulated for the reasonable needs of the

business.

Some have state~d that some~ small businesses do not

have specific. plans for expansion and they would like to

accumulate more. It perhaps would be difficult to show

without specific plans they haven't accumulated for the

reasonable needs of the business and they get into con-

troversy with the IRS.

Senator Heinz. That I understand. I am trying to get,

an idea of whether this is something that will affect a.

couple of dozen firms or several thousand or tens of

thousands or hundreds of thousands. Just magnitudes of

differences here.

(Pause. )

Senator Bradley. I understand there are 6,000 firms in

Pennsylvania.
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(Laughter.)

The Chairman. They get $1.00, each.

We did accept the first amendment. We di

second amendment, subject to Senator Heinz.

Senator Danforth. Maybe we can find that

d accept the

information

o ut.

Senator Heinz. Why don't we come back

prejudice, Senator Mitchell.

The Chairman. Then we can move to the

the rate reduction. On that,,one I think we

rol callI.

Senator Mitchell. I suggest, Mr. Chai

don't believe further debate is going, to ch

we proceed to vote on it.

The-Chairman. Fine.

That-one is very expensive, I would 0;

who came in late.

The clerk will call the roll.

Senator Chafee.. Is this the expensin'

Chai rman?

The Chairman. No, this is the expensi

rate reduction.

Senator Chafee. Oh.

The Clerk. Mr.Packwood.

(No response.)

wi th ou t

third on e o n

will need a

rman, since I

ange any minds,

nly say to those

g one, Mr.

ye one, the
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The Clerk. Mr. Roth.

The Chairman. No.

The Clerk. Mr. Danforth.

Senator Danforth. No.

The Clerk. Mr. Chafee.

Senator Chafee. No.

The Clerk. Mr. Heinz.

Senator Heinz. No.

The Clerk. Mr. Wallop.

(No response.)

The Clerk. Mr. Durenberger.

(No response.)

The Clerk. Mr. Armstrong.

Senator Armstrong. No.

The Clerk. Mr. Symmns.

Senator Symms. No.

The Clerk, Mr. Grassley.

The Chairman. No.

The Clerk. Mr. Long.

(No response.)

The Clerk. Mr. Byrd.

Senator Byrd. No.

The Clerk. Mr. Bentsen.

Senator Moynihan. Aye.

The Clerk. Mr; Matsunaga.
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Senator Matsunaga. Aye.

The Clerk. Mr. Moynihan.

Senator Moynihan. Aye.

The Clerk. Mr. Baucus.

Senator Boren. Aye.

The Clerk. Mr. Boren.

Senator Boren. Aye.

The Clerk. Mr. Bradley.

Senator Bradley. Aye.

The Clerk. Mr. Mitchell.

Senator Mitchell. Aye.

The Clerk. Mr. Chairman.

The Chairman. No.

( Pause.)

The Chairman. Mr. Wallop, no.

Mr. Durenberger, no.'

(Pause.)

Senator Baucus. I vote aye.

(Pause. )

The Chairman. The ayes are 7, the

The amendment is not agreed to.

The absentees will be permitted to

Senator Mitchell. Mr. Chairman, my

dealt with expensing. I have a modified

to Senator Armstrong-'s suggestion.

nays are 11.

record their vote.

next amendment

proposal, responding
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This was Provided to mp by the *Joint Crlmrttec.~ IT

would be effective January 1, 1982, to provide expensing

of up to $5,000, and it would gradually be scaled upward

to $7,500, in 1983; and $10,000, in 1985.

It would start at $5,000, in 1982 to $7,500 in

1983, and $10,000, in 1985.

The Chairman. What happened to 1984?

Senator Mitchell. Let's make a more gradual phase in.

The Chairman. I see.

Senator Mitchell. You have a two-year gap. It would

still be at $7,500,,during '84.

The Chairman. As I understand the cost of this

proposal would be on a fiscal year basis, $400 million, in

1982; $1 billion, in '83; $1 billion, in '84, and $800

million, in 1985 and $700 million in 1986.

Mr. Chapoton. Mr. Chairman, we would object. I would

restate the point we do not -- that small business, this is

an attemrh at simplification for small business. We think

it is obviously targeted at capital investment for small

business.

ACRS gives small business. which makes capital invest-

ment faster, much faster write off than today. It is an

effort toward simplification.

So, this has increase revenue cost because the Govern-

ment operates on a cash method as well, and without increasir
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the present value benefit of the tax benefit on the invest-

ment.

So

business

firat inn

We

Th

any othe

Mr

the ACRS

that in

nothing.

hia ~la k

would op

Chai rma

portion

C ha pato~

Dronn� a 1

present value terms, it would give the

It would grant them a degree of simpli

cost as we can see, would be quite high

pose the amendment.

n. Would the cost of this be offset with

of the Administration's proposal?

n. These figures would tgke into account

The

Mr.

The

again, thE

$5,009 thi

Mr.

in 1981 or

The

Mr.

would be .z

1983; $600

Sena

The

Chairman,

Chapoton.

Chairman.

~ cost *Of

,ough '84

Mc Co nag hy

..in 1982,

Chairman.

McConaghy

era in 19

m il11ion,'

tor Armst

Chairman.

Thesa-are net figures.

Yes , s ir.

If I could ask the Joi

this amendment if it rem

before it increases.

It remains steady at

Senator Dole.

Which ever costs the 1

Starting, in 1982, the

81; $500 million, in 198:

in 1984; $200 million ii

rong. Mr. Chairman.

nt Ta

ai ned

x

5

$ 5,000 ,

east.

fiscal

2; $1 t

n 1985.

Commi ttee

teady at

starting

figures

lillion, in

Senator Armstrong.

Senator Armstrong. Are we

tonight? Before you answer, let

going

me exp

to finish this bill

lain the reason I
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raise that question at this particular moment.

I am, if I may confer with my colleague across the

flnnr- T am fpaarfea1 fnr fha nrncnortc n# +kie nmn~n + ,.*-. 3UICUIC~Lat

the moment. I am personally very strongly attracted to it.

I would like to vote for it in some form or another.

I have reason to think tha~t something along this line

is one of the highest priorities of small business in the

country. I just like it.

Yet, the reason I ask whether or not we are really

going to finish tonight, if we are, then we would all have

to just take the best guess we can as to whether or not this

is something we can support.

But, if-there. is a chance we are going to still be

looking at this bill in the morning, I would encourage

perhaps this. may lay over and see if we can find a way to

come up with numbers or offsets or something that would permi

us to support it.

That is my question. That is the reason for my question

The Chairman. I. would say in response to the question,

I am not certain how many other amendments are pending. If

I had some idea of how many. I know Senator Bradley has

amendments. Senator Baucus has two amendments. Senator Boren

has an amendment. Senator Bradley has another, two amend-

ments. Senator Moynihan has two amendments. Senator Heinz

has amendments.
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If we wait iintil morn

more amendments. I would 1

maybe with the exception of

with Senator Mitchell, to s

overnight.

Is that satisfactory?

Senator Mitchell. It

*..," _- ~ 3tI " I

ike to finish all

-this one, if it i

ee if we can work

£II C e L t

the amendments

s all right

out something

is, Mr. Chairman; I have no

objection.

The Chairman. I would say in all sincerity, we have

been trying to do that. I appreciate your cooperation. We

hope we have been of some help on sub chapter S and the

other amendments.

Senator Mitchell. You have, Mr. Chairman. Thank you.

The Chairman. So, the answer to your question would be

it is doubtful. But I would like to complete. I think

Senator Bradley has been asking to be recognize next.

If we can complete as many amendments as we can tonight

so when we come back tomorrow morning, at 9:30, there will be

the Mitchell amendment and the amendment of the Senator from

Colorado.

Now, it may not happen that way. I understand that.

As long as we are in session, people havea right to offer

amendments.

Senator Boren. Mr. Chairman, let me just ask, because

after the last vote on the newly-discovered oil, there was
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some confusion with two members as to what I meant by that

term.

It also impacted the votes of two or three other

members of the Committee who had yet to record themselves.

I wonder if we might lay that.-question over until the

morning also, for some discussion, and possible modification

of that.

The Chairman. What is the.-vote on that amendment?

Is it 8 to 8?

Mr. Lighthizer.

Senator Boren.

it, Mr. Chairman, who

calendar year, from t

When I offered

the Windfall Profits

1979, or something li

I would intend

to some consultations

to make it clear to c

Mr.-Chairman, it is now 7 to 9.

There were two members who voted for

felt I had offered it to mean from thi

his particular point in time forward.

it, it was meant to be as defined by

Tax which would have been January 1 ,

ke that.

to reoffer it, Mr. Chairman, subject

with several members of the Committee,

hange to the negative who had been

5

positive, the others who had not recorded themselves.

I would intend to perhaps offer that as a modification

and clarification.

We could do that this afternoon or wait until tomorrow

if you think that would be advisable and give us all some

time to think about it.

Freelance Reporting Company
1629 K Street. N.W.

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

10

1 1

12

13

14

15

16

17

18

19

20

21

22

23

24

.25



22 0

The Chairman. That is satisfactory to me.

In other words, the. vote is 9 nays and 7 yeas, at the

present?

Mr. Lighthizer. It is 7 yeas and

The Chairman. Having discussed th

I would be happy to do that.

Senator Mitchell. Mr. Chairman, I

ment we had not gotten to on my list.

The Chairman. Fine.

Senator Mitchell: This is not a s

business amendment. This deals with pe

tax deductions for donations of equipme

primarily universities.

The United States is experiencing

of engineers, particularly in relation

engineers being graduated in Japan and

competing nations.

One way in which we can help to a

shortage is to assist educational insti

expand technical programs.

The Chairman. Order in the heari

Senator Mitchell. We can do so by

tax incentives for donation of capital

Simply stated, Mr. Chairman, if a

donates equipment to a university for u

9

5

nays; yes, sir.

with Senator Boren,

had one more amend-

pecifi

rmi tti

nt to

cally small

ng increased

school s

an alarming shortage

to the number of

Germany and other

lleviate that

tutions develop and

ng room.

providing i

equi pment.

corporati on

se by that

ncreased

now
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university, the deduction is limited to the cost of thp

itern.

My amendment which is embodied in legislation co-

sponsored by Senator Durenberger and myself, would permit a

deduction up to the market value of the equipment.

The university would have 'to provide assurance in

writing that it would be used by the university, not resold,

used.. n research and experimentation, so it would not permit

the dumping of obsolete equipment and other safeguards would

be included to make certain no profit was involved to the

donating company.

It is my understanding that the Joint Tax Committee

has estimated the revenue loss would be less than $10 million

a .year.

I move the adopti~on of the amendment.

Mr. Chapoton. Senator Mitchell, could I ask, that would

not be comparable to the rule for the drug companies, would

not be limited to 200 percent of basis, it would just be the

full.

I am concerned that in some cases the rule I believe

prior to 1969 was that a contribution of inventory would be

granted a full charitable deduction, whereas a sale of the

inventory, would of course, generate ordinary income.

In some cases, a contributing company could actually

make money on the contribution.
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Sena-tor Mitchell. I understand that.

Would that make a difference in your position, Mr.

Chapoton?

Mr. Chapoton. Well, if the Committee does somethi

of this nature -- Senator Mitchell, understand, we are,

is our request that this bill be limited to matters invo

the economic recovery program.

There are any number of meritorious amendments of

I think this would be one, if limited correctly.

So that we would not support it.

But I would suggest that if action is taken on it,

that it should be so limited.

We think, there are this and as I said, other merit

ious amendments this Committee should consider and shoul

consider soon. We would like to participate in that cons

erati on.

IBut, we are trying to keep this bill of a limited

n g

i t

l vi nc

whi ci

or-

d

i d-

nature.

Senator Mi tchell 1. Wells I have no in ten ti on of making

this a vehicle for someone to make an improper profit. If

that -i~s-a concern, I certainly have no objection to limiting

it in the nature you suggested, if that is needed to meet

the problem.

The Chairman. What about revenue impact?

Mr. McConaghy. If it is research equipment only,
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Senator Dole, the amendment would be somewhat in the

neighborhood of $10 million, annually.

Senator Danforth. Mr. Chairman, I question tha

was my understanding that the original amendment pro

Senator Mitchell was not research equipment only.

Senator Mitchell. Research and experimentation

Senator Danforth. I see.

But that was under your ori

Senator Mitchell. Right.

Senator Danforth. Where the

market value.

However, as suggested by Mr

there' would

that amount,

Mr. Mc

education, c

Se nato

Mr.. Mc

that when it

not just lim

million. It

be substantially less.

t . I t

posed by

equip-

ginal proposal?

deduction -wouldi be

C ha poton,

the fullI

it would seem

It would probably be half

wouldn't it?I

Conaghy. I think the original bill went to all

ontribution to the art department and so forth.

r Danforth. That was the $10 million.

Conaghy. No. Senator Danforth, I don't believe

went to all university departments in effect and

ited to research the revenue was less than $10

was more than that.

Senator Danforth. You think it

research equipment. However, if the

deductible?

is $10 million for

full market value is
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M r. m rinn~nh , Ide Aar ne u m n k 4;4+4 r 4 ,-

limited to research equipment and the rules are put in that

say you get a deduction equal to basis, plus one half of the

depreciation, but not to exceed twice the basis which is the

rule presently in the tax code, that it woul-d be less than

$10 million annually.

Senator Danforth. Considerably less than $10 million,

wouldn't it?-

Mr. McConaghy. We will have to check on that.

Senator Danforth. The original proposal was $10

million. This would be substantially less than $10 million.

(Pause. )

Senator Mitchell. Mr.McConaghy, I understood the

original revenue estimate was $10 million.

Mr. McConaghy. Yes. I am sorry, Senator Mitchell.

Our revenue estimator says that limited this way it would be

about $5 million, annually.

Senator Mitchell. Now when you say limited this way,

there are two limitations that are being discussed here. One

is the 200 percent of cost.

The second is limited only to research.

Mr.McConaghy. Correct.

We would say it would be $5 million annually.

Senator Mitchell. Can you tell me what the figure

would be if you imposed only the 200 percent limit? And
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per itt d t h a loi,,rtinn fnr n minIif ied rccnairrh or elier atinn

contribution?

Obviously, it would have to be somewhere between $5

and $10. million, since the initial figure was $10 million,

and with the two limitations at $5 million.

Mr. McConaghy. I am told, Senator Mitchell, that the

$10 million was for research equipment but not with that

limitation. We never did estimate across the board, all

equipment, meaning other than research equipment.

That is what I am told.

Senator Mitchell. I'either misunderstood when the

figure was given to me or was given to me improperly.

I understand. I would be prepared to limit it to

research equipment and with the 200 percent limitation

which I understand would then reduce the-revenue loss to

$5 million a year.

Mr. McConaghy. That's correct.

The Chairman. Could I just ask very quickly so we

could move on, have you checked this with the Secretary?

Mr. Chapoton. Mr. Chatrman, I talked generally with

the Secretary at noon. We discussed the fact again we would

be -- would not like it. Would be very disappointed if this

bill did attach to it a number of amendments that are not

related to the President's program.

I am afraid this would be one of those amendments.
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So, we would oppose.

The Chairman. Let me again suggest, not to delay the

Senator from Maine, but if you don't mind letting me check

on it overnight; would that be all right with the Senator.

Senator Mitchell. No objection, Senator.

The Chairman. The Senator from New Jersey.

Senator Bradley. Thank you, Mr. Chairman.

If you recall when the Committee voted initially on the

rate cuts, 5-10-10, I expressed two concerns about those cuts

One was that they were not targeted sufficiently to middle

and lower income individuals.

The second consideration was that the macroeconomic

effects of voting for three years of cuts would be detri-

mental.

Yesterday, I proposed a targeting amen

I am doing is proposing an amendment wh

hird year of-the tax cut contingent upo

tions exist~ing in the economy.

Specifically that the inflation rate b

of 8.5 percent, that is the GNP deflat

udget deficit in 1982 not exceed $45 bi

rojection for 1983 be an inflation rate

GNP deflator at 7 percent and a budget

ill lion .

Mr. Chairman, what this amendment does

dment. Today

ich would make

n certain economi

e at a rate in

or rate. And tha

Ilion, and that

of 7 percent,

deficit of

is simply to say
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we are embarkina on a course of action

ed in ev

of inconi

The

would ar

is at le

its effe

And

i ndi vidu

tangi ble

in this

year tax

prudent

same con

So,

proven t

b illion,

be, unle

rate of

ery Congress and that is three

ie tax cuts.

re is a suf

gue that th

ast a divis

cts will be

since infl

als' decisi

assets, or

country, it

cut to the

way to go,

sideration

I would ma

o be a year

which is w

ss the year

8.5 percent

f ic

i s

ion

o n

ati

that has not happen-

consecutive years

lent body of economic opini

is somewhat experimental.

in the economic community

i nfl1ati on.

on is the prime determinant

on to save or to invest, o

indeed that the level of

seems to me that to link

success of the first two

to link it with the defici

in mind.

ye, Mr. Chairman, that unl

in.-which the budget defit

hat the President's budget

1982 has seen a GNP defla

on that

That there

about what

o f

r to co

i nteres

the thi

years,

t is wi

ess 198

it is $

says i

tor inf

n sume

t rates

rd

is a

th that

2 is

45

t will

1lati on

The Presi-dent's budget says it will

be 8.3 percent.

And, unless, by January 15

project that the budget deficit

and the GNP deflator 7 percent,

tax cut not go into effect.

The Chairman. That is wiith

1983, the President

for 1983 will be $25

that the third year

can

bilIlion

of the

all the other provisions
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we have adopted?

Senator Bradley. It would include only the ten percent

individual tax cut.

The Chairman. Why not include everything?

Senator Bradley. Because the biggest revenue effect

comes from the 10 percent individual taxt.cut. My concern is

the inflationary implications of that tax cut down the

toad.

I think also that:one might argue that where interest

rates are now, that a tax cut in 1982 might provide relief.

That a three year tax cut that had.oo contingency in it at

all, might have the opposite-effect which is elicting

inflationary expectations instead: of dampening them, and

indeed, providing individuals with the revenue necessary to

stimulate a consumption oriented inflationary spiral.

So this is what.you call a safety valve amendment that

recognizes the nature, the experimental nature of the three

year link tax rate reduction.

The Chairman. Well, j[ appreciate the Senator offering

the amendment. I would indicate I feel certain the Presiden

fcould not reach him right now by phone, would not be in

favor of this amendment.

Iknow the Administration's position on the three year

-proposal.

I hope we have made that clear in the past three days.
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But I would ask the Treasury to comment briefly and

then do you want a record vote?

Senator Bradley. Yes, I would, Mr. Chairman.

The Chairman. Fine.

Mr. Chapoton. Mr. Chairman, I would just comment that

we are of course opposed to this. We think this goes in

exactly the opposite direction, the wrong direction.

We are trying to provide certainty with rate cuts,

marginal rate cuts in place, in advance,.so a taxpayer can

rely on that.

Taxpayers save and invest in advance. Individuals like

businesses do. We need certainty. We need long range polici

We do not need to maximize uncertainty by telling taxpayers

they may or may not have a tax cut in the future year, and

indeedjp cannot calculate what the tax return on a particular

investment would be.

I would also point out that if th is type of amendment

were adopted, indeed, the effects on the economy that we

expect might not be obtained because of the uncertainty that

would result.

The Chairman. Any other. discussion?

(No response.)

The Chairman. If not, the clerk w~ill call the roll.

The Clerk. Mr. Packwood.

Senator Bradley. Just a second.
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The Chairman. Hold it.

Senator Bradley. Mr. Chairman, I would argue that the

est uncertainty is not the fact that a thir

hat will be passed into law is contingent u

my meeting its levels of inflation or the. d

ld argue the greatest uncertainty is the in

ountry will experience.

I don't think anyone can predict that. I d

resident or his economic advisors can. I k

because of a certain doctrinaire belief, bu

ye they can in all honesty say that they ca

the inflation rate is going to be.

Because of that, what this amendment simply

provide a safety value.

No one wants to see the economy with 14, 15

tion, in 1983, with a big tax cut coming do

will simply exacerbate that problem.

Now if it works the other way, if it works

Hell, there is no need for the safety valve

d year tax

pon the

efici t,

filation

but

that

on' t think

now they

t I don't

n predict

says is

percent

wn the road

the other

* and there

need for the worry abo

onary binge.

The Chairman. The-clerk

The Clerk. Mr. Packwood

(No response.)

The Clerk. Mr. Roth.

ut eliciting this kind of

will

in-

call the roll.
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The Chairman. No.

The Clerk. Mr. Danforth.

Senator Danforth. No.

The Clerk. Mr. Chafee.

Senator Chafee. No.

The Clerk. Mr. Heinz.

j t r sporntse

The Clerk. Mr. Wallop.

The Chairman. No.

The Clerk. Mr. Durenberger.

The :Chairinan. No.

The Clerk. Mr. Armstrong.

Senator Armstrong. No.

The Clerk. Mr. Symmns.

(No response.)

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.

(No response.)

The Clerk, Mr. Matsunaga.

(No response.)
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The Clerk. Mr. Moynihan.

Senator Moynihan. Yes.

The Clerk. Mr. Baucus.

Senator Baucus. Aye.

The Clerk. Mr. Boren.

Senator Boren. No.

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. On this vote the yeas, are 4, the nays

are 11. The amendment is not agreed to. The absentees will

be recorded.

Could I call on Senator Byrd for just a moment,

Senator?

Senator Byrd.

May I ask Tre

S. As I understan

the number from 15

Mr. Chapoton.

Senator Byrd.

correctly, if one

Thank you.

asury a question with regard to sub chapte

d it, the Committee has approved changing

to 25.

Yes, sir.

If I understand the present law

of those stockholders in a sub chaoter S
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corporation is a trustee, then the use of the sub chapter

S vehicle is not permitted?

Mr. Chapoton.

grant or a trust I

Senator Byrd.

the Committee were

holder, trustee sto

qualify the-corpora

provided the total

the trust and those

figure of

That is correct, Senator, except in a

believe is the only exception to that.

Would Treasury have any problems if

to approve it, to provide that a stock

ckholder would not automatically dis-

tion from using the sub chapter S,

number of individuals involved in both

not in the trust, did not exceed that

25?

Mr. Chapoton. Senator, I would like to have a

time to think about that. The rule has.been in the

since the inception of sub S., sub chapter S, that

-- only individuals. may be qualified shareholders.

In some cases, those rules do not necessarily

1 i ttl 'e

law

neither

make any

sense.

Of f hand, I can't think of th

though, so if we could, we would j

you on that.

Senator Byrd. Could we do thi

Committee to approve that proposal

Treasury accept the proposal. If

feels it is a problem they cannot

withdraw the amendment.

e policy behind

ust have to get

t hat ,

back to

s. Could I ask the

with the priviso that

Treasury comes back and

accept, then I would
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Mr. Chapoton. As I mentioned earlier, to Senator

Mitchell, there is a sub chapter S project in the works

right now. The Committee staff is working on it. We had

a lot of input to it. The Joint Committee staff has.

These type of questions, and the study is quite far

al1o n g. These type of questions are dealt with.

I am advised that one of the concernts that the staff

has had in this area is where you have a complex trust,

that is, a trust which may accumulate or distribute income,

there are certain concerns if trusts are beneficiaries,

excuse me, if stockholders of sub chapter S corporations.

Senator Byrd. Then the further priviso, assuming that

the dividends are distributed as -- to all stockholders.

Mr. Chapoton. I~would like the opportunity to review

that ;and get back.

Senator Byrd. That wo~aiI-d-'b6 -f-ne7-. If Treasury would

review that and if you could approve it, if you could let

us know tomorrow, that would be fine.

Mr. Chapoton. Yes.

The Chairman. Is that satisfactory?

Senator Byrd. Fine.

The Chairman. Senator Moynihan.

Senator Moynihan. Mr. Chairman, as I said, I have two

amendments. One is small. The other is one in which I join

with Senator Packwood. If we are in a recess he may come
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over .

I will move this, I think I will move both. I think

we want to move along.

Mr. Chairman, the first has to do with a matter that

Mr. Chapoton testified to us on March 30. The question of

an involuntary conversion situation where the Federal

Communications Commission has directed a newspaper or a

television station to divest itself of one of its properties

Some years ago, in .1943, the Congress provided that

when -- if the divestiture is of a radio station, a

television station could be purchased, and since it is an

involuntary matter, there would be no tax paid at that

point.

A situation has arisen in which a newspaper in New

York State, in this case, has been ordered to divest itself

of a television station.

It wishes, since its principal practice is newspaper-

ing, to buy another newspaper.. It would not be able to do

so under the present arrangements.

But, Mr. Secretary, as you have testified, that you

feel that the law should be neutral in this matter. If

you are told to divest something, you, should be free to

-- you are told to divest a television station, because

you have a newsppaer, you would be free to buy a newspaper

or a radio station and have it just be neutral, since the
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Government is putting this decision on you.

The Joint Committee estimates the bill would cost the

Government less than $10 million, a year. In every case

this would be a situation, eventually, taxes are paid. In

every case this would be a situation in which the Government

has ordered a divestiture.

Mr. Chapoton. Senator, we would, as I think I said in

that testimony also, that -- well, two aspects.

One, we would be concerned about any retroactive

legislation. I know the order has already occurred. Now

whether the divestiture has already occurred or not, I am

not certain.

We do have concerns about retroactive tax legislation,

in any case, for obvious reasons.

I think I also said in that testimony we thought that

should await a second tax bill.

Senator Moynihan. We don't know. This question of

equity, Mr. Chairman, and we feel very strongly that the

press is being interfered here, not by the IRS, but by the

Federal Communications Comojission, and that they ought to

be allowed to stay in the newspaper business, because that

is the business they are in.

There is very, very small revenue effect, and ultimatel

no revenue effect, I don't suppose. Eventually these taxes

are paid. I don't want to see the matter lost, but there is
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a question of justice in

Mr. Chapoton. Senat

has occurred yet? I was

Senator Moynihan.

divestiture has not in f

Am I correct in tha

The actual divestit

Mr Chapoton. I thin

be a problem.

Senator Moynihan. I

Mr.Chapoton. Right.

I would just again

before the subcommittee,

measure that -- and agal

this case. I feel very s

or, do you know if the div

not clear on the facts.

The order has taken place.

act taken place.

ure has not taken place.

k the retroactive feature

t ro0ng•ly.

esti ture

The

would not

t would not be retroactive.

say as we stated

it does seem an

n, the Committee

i n

a p

wi

our testimony

propriate relief

11 work its will

We would prefer this bill be contained only dealing

with the President's program.

Senator Moynihan. You would grant this is pot exactly

the state we find ourselves at 5:45 in the evening.

Mr. Chairman. I would say that if we don't act on this

now, then a situatt-on. will have--occurred which will there-

after be. retroactive and where the Government has required

this newspaper to do this.

Senator Long. Let me make this point. Why can't we

get an understand

on this matter in

ing with the Treasu

the future and we

ry that we could act

could recognize and
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understand the issue was presented at a time wh

not retroactive. If it must be retroactive in

it would only be because Treasury insisted on d

matter.

Mr. Chapoton. That-would be perfectly agre

Senator. I could see the problem arising.

We must state once again that the attempt

President's tax package was to act very speedil

this Committee has followed the President's wis

--you have acted very rapidly. There is some

that the Congress will act rapidly, pass a tax

to the August recess. In a new Administration,

indeed be record-setting.

We hope and think that may well happen.

This amendment, such as others that are --

support, we would like to come back and deal wi

the near future.

In this case, I think we could unqualified

would not have any-objection if the disposition

between now and that time so-that we would supp

amendment as we did in our testimony.

Senator Moynihan. Fine. Mr. Chairman, I

ranking member. That is entirely reasonable an

able position.

I would withdraw the proposal.

en it was

the future,

elaying the

e a bi e ,

in this

y and indeed,

hes. We have

hope still

bill prior

that would

we would

th these in

ly state we

occurred

ort the

thank the

d understand-
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The Chairman. Do you haive a second proposal?

Senator Moynihan. Yes, sir. I think we may as well

go through it, because we don't know if we will ever see

our colleague Packwood again. He is over there on a

reconciliation bill.

Senator Long. He is in a conference over there.

Senator Moynihan. Mr. Chairman, this is the charitable

contribution bill which we have been dealing with for many

years now.

It is a measure that has the widest, it has 32 co-

sponsors. Six of them are members of the Finance Committee.

We held extensive hearings on it.

At the last Congress it had 42 co-sponsors and it was

approved, in a phased in version by this Committee.

We recognize the problem of the cost at this time. But

Mr. Chairman, and my fellow -members here, no one could

mistake the degree to which this Congress under the prodding

of this. Administration is cutting back sharply the role of

Government in the provision of- social services of the kind

which the charitable non-profit institutio~ns of this country

do provide, have always provided and are indeed, adjured by

the Administration to go on providing and indeed, provide

more.

One of the responses and not the least bit attractive

to the President's budget cuts has been the number of people
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who say, "Well, there are thinQs that can be done privately

by non-profit groups and should be done."

Now the problem is our tax code has been making this

ever more difficult. We have raised the zero bracket as

we now cal.1 it, the minimum deduction as it was then called,

as a form of tax relief we have been raising that zero

bracket to the point where it has genuinely, genuinely

impaired charitable giving, in this co~untry;.

That is why 42 Senators co-sponsored this legislation

last year.

If we are going to sustain, I would say to my friends

on the other side, if we are going to sustain the effort to

cut back the role of Government, you ought not at the same

time, and I. don't think you want to, inhibit the role of

the independent sector, the non-profit sector in doing these

things.

Senator Packwood and I have particularly carried this

legislation, but as I say, many members of this Committee

are sponsors.

We have a proposal, Mr. Chairman, which in effect says

we will phase this in very slowly.. We would ask that non-

itemizers, they can now subtract a portion of contributions

above the line. Ten percent is what they give in calendar

'82; 10 percent in '83; 25 perceat in '84, which is what we

talked about starting with last year.
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And 50 percent, in '85; 75, in '86 and 100 percent in

1 987 .

Now, this is not

sums here eventually,

to s

and

uggest

almost

that

noth

there aren't large

ng involved next year,

but it would eventually

services which otherwise

Government provide-:-

I think you have an

that is highly consisten

and in no way significan

The revenue loss in

Fiscal '82, I guess

mullion.

The Chairman. How a

Senator Moynihan.

a large sum. These sums

Government has demanded

provide

the

opportunity to take an action here

t with the Administration's proposal

tly adverse to his fiscal program.

calendar '82, would be $61 million.

you might say it would be $45

bout '83 and '84?

In '83, it wou~ld be $461 million.

At that point,

In 1984, $653,

surns.

the cale

and only

Senator Chafe

Senator Moyni

and then that woul

The Chairman.

to pay for it?

Senator Moyni

don't want to get

ndar year is the fiscal year, $461.

with 1985 do you get to the large

e. How much is that?

han. $1.9 bilion, in '85;

d be permanent. It would

Do- you have some offsetti

h an .

into

No, sir,

anything

$3

go0

n g

I don't. I thi

-- this has be

.6 in '86,

up.

_provision

nk if we

en a very
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amicable hearing. But if we don't have enough mone-y to

provide for foster homes of the kind we have done in the

last 50 years in this Committee, why we have to get back to

it being done by the Salvation Army and the Presbyterian

Church and those very fine ladies from the Junior League

who testified before us.

The Chairman. Again, I would indicate the choice is the

Committee's. We are nearing the end of this hearing. I

hope the end of this mark-up. But I don't think we shoul~d

do- it by seeing how many high priced amendments we can adopt

The President supports this in principle. I think

everyone on this Commi~ttee supports- this in principle. But

there seems to be a tendency in the last couple of hours to

see how many spending amendments we can adopted

The reason I ask if there were some way to pay for i~t,

but even-there, I am not -- I don't know of any. reason this

must be on this particular package.

We are going to have a second bill. Maybe we ought to

start approving .a bill for the second package and there

would be some certainty we would have, one.

If we could act on this today for the second package,

but I haven't heard from Treasury.

Again, I would remind my colleagues on this side of the

aisle, that-we did meet with the President, yesterday,

apparently without much success, that we would not take
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additional amendments.

Does the Administration --

Mr. Chapoton. Well, Mr. Chairman, we would echo that.

There is a great deal of support for this, above the line

charitable deduction in the Congress and in the Administra-

ti on.

It is a matter that does need attention, but we feel

very strongly it is not appropriate on this bill. It is

quiite apart from the purposes of this bill and the revenue

obvidusly is out of line with the constraints we are oper-

ating under.

Senator Moynihan. Well, Mr. Chairman, do I hear the

suggestion that-the Treasury would be willing to suggest

that we might tentatively approve a measure such as -- we

.have approved this before.

If I may say, Mr. President -- Mr. Chairman, we have

not brought the Committee matters that haven't been here

before.. We didn't pass a tax bill in the last Congress.

These are measurestcwe have adopted in this Committee.

The Chairman. They didn't get any further than the

Committee. This bill is going to pass. Don't load it up

too much in the last few minutes.

Senator Moynihan. I hope we don't make a distinction

between the things we vote for knowing they won't pass and

things we vote for that will.
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there a disposition to suggest we might take a

t would indicate that we mean we would have the

of the Treasury in adopting this in a second bill?

Chapoton. Senator, --

Senator Moynihan. Or is that too much to

Mr. Chapoton. I did not mean to say that

say that it is something we want to consider

you know, the President has spoken out on thi

to see the full ramifications of it.

One thing you have to take into account

have a rate cut such as we are proposing you

effect on charitable giving. You need to see

are affected. A provision like this needs ye

ask you, sir.

* I meant to

thoroughly. As

s. We do need

is when you

have definite

what charities

ry thorough

study.

There are a lot of considerations we wou

into account.

Senator Moynihan. I would not expect you

ld want to take

to be able to

make that decision on the spot. You have t

your colleagues.

In that case, Mr..-Chairman, I1 would I

vote. I think we can't.

Senator Long. Mr. Chairman, I want to

that while I am committed.-to vote for this

will, that I would be perfectly willing to

to offset the cost of it.

o consult with

ike to ask for a

make it clear

amendment and I

vote for somethini
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Just one thing that occurs-to me. it will affect

everybody, so we will all make an equal sacrifice, to

eliminate the dividend exclusion. How much money is

involved in that?

Tha

Abo

f igu r

$7 00

compl

at .

could

t which

Ut $900

remains

mill ion

Mr.Chapoton. S

e. It is $100

to $800 a year

Senator Long.

etely offset t

Mr. Chapoton.

Senator Long.

You want to ba

take another

Mr. Chapoton.

I would comment

different matte~r tha

considering in this

investment and indiv

It is the divid

law now. It was not

in the law for a num

Senator Long. W

Mr. Chapoton. I want

enat

and

Iex

So,

h is ,

It m

And

1lanc

look

Yes

in the bill?

a year, isn't it?

or Long, I am not sure

$200. I am advised ap

cuse me, $700 million.

if we put that in there

would it not?

ight offset it until '8

'84 is the big year you

e the budget in *84. I

after that and see whe

sir.

Sen

I have that

proximately

that would

3 or '84

are loo

assume

re we go

ator Long, that this is quite

king

you

a

n the ather matters we have been

bill relating to productivity-and

idual rate cuts.

end exclusion, of course, is in the

- proposed to be changed and has been

ber of years.

ell, please understand my position,

to cooperate with you, but at the same
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time the President has his problem having

problem having told the people he was gain

10-10 and 10 and the 10-5-3, and I have my

told a lot of good preachers and p

organizations and things like that

for this amendment.

So that I have about the same

has, except in a different context

just like he did.

Senator Moynihan. I wonder if

member join me in a proposition, we

amendment and we eliminate the ded

that will gain money i n~the first

balance out completely in '84 and

Would Senator Long b-e interes

proposition?

Senator Long. Senator, I am g

amendment. I am saying I am perfe

would be willing to vote for somet

as this. Something that is broadl

body is affected.

We all have, everyone one of

are stockholders in companies.

Senator Moynihan. Mr. Chairma

want to in any way inhibit your su

his credibility

g to advocate this

problem having

riests and charitable

Ithat I was going to vote

problem the President

I made a commitment

the senior member,

put in this phased

uction on dividends

two critical years

only thereafter.

ted in that kind of

ranki n

and

.and

a

oing to vote for the

ctly content to say I

hing to offset it, such

y applicable where every-

us have constituents who

n, i

gges

n that case,

tion, but I p

I don't

ropose we
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adopt the amendment as modified by Senators Packwood and I.

that you have this very yearly phasing in, but it is going

to get there by 1986, and we offset it by eliminating the

dividend.

People who have dividends can make charitable contri-

butions anyway and they will get -- the same money will come

back.

This is a supply side proposal.

(Laughter.)

Senator Moynihan. If you lower the

get more gifts.

Senator Long. If they want to get.'

get exactly the same type consideration

Senator Moynihan. They get exact

I can just see the Red Crossseriously g

"Here is an opportunity to help the Red

community and at no cost to yourself.

The number of people who will not

Administration for what it is doing to

this is an opportunity, Mr. Chairman, w

for the President if I were you.

(Laughter.)

Mr. Chapoton. Senator Moynihan, I

in the out years, this of cours~e, runs

Senator Moynihan. Yes, sir, but in

tax on giving, you

the divide

same tax co

oing around

Cross and

become angr

the social

hich I woul

nd, they

nsiderati

saying

help your

y at the

programs

d seize

would point out that

up to --

the out years we are
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going to be so prosperous.

(Laughter.)

Mr. Chapoton. While the dividend exclusion stays

rather flat.

Senator Moynihan. Yes. We recognize this, but we feel

it has to be done if we are going to keep an independent

sector going.

The Chairman. Let me say first of all, I don't think

this is a solution. If we really want to see how much we

can add to the bill, thi s is a solution.

If we want to see whether or not we are going to

support the President, it is. not a solution.

I would just like to vote on it, with our without the

amendment.. Because in the out years, I think you get beyond

about '83 --

Mr. Chapoton. Beyond '85, we are talking about $6

b il Ii on .

The Chairman. $6 billion?

Mr.Chapoton.. Yes, sir.

The Chairman. And here we have concern about a third

year cut- because of the economy in the third year. Now: we

are willing to blow the whole thing in the out years.

Again, I would suggest ;-the President supports, at

least my understanding, has indicated his interest in this

proposal.

Freelance Reporting Company
1629 K Street, N.W.

Washington, D.C. 2006
(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



249

Mr.Chapoton. That is correct.

The Chairman. I would just hope we wouldn't put it on

this particular package.

Mr. Chapoton. We feel like it is not at all consistent

with the purpose of this package and would strongly urge

that it be not added to this package.

As I stated on numerous occasions this afternoon, ther

are many provisions and amendments to the Internal Revenue

Code that we do need to examine and this Committee needs to

examine.

We are trying not to have a bill. provisions here that

are unrelated to economic recovery program, to increasing

the productivity of-the country.

I am afraid we are becoming dangerously close to

adding a lot of amendments to this bill that are not relate

to that objective.

The Chairman. Why don't we vote and find out.

Senator-Moynihan., I would note, Mr. Chairman, that

this will increase the savings in '81 and '83.

I would be happy- to vote, Mr. Chairman.

I vote with the Long Amendment as was described. I

can't say Senator Packwood would accept it, but I think he

might.

Senator Long. Why don't

Moynihan amendment, and then

we

i f

vote first on the Packwood-

it is agreed to, I would be
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glad to join with you in offering something to help pay for

it .

Senator Moynihan. Fine.

Senator Packwood not being here, I think I could not

amend it.

Senator Moynihan. If I may, Mr. Chairman, I would like

to have two votes. A vote on Senator Moynihan-Packwood

bill, then the Moynihan-Long bill,* if that is agreeable.

The Chairman. I don't think you have agreed on how to

pay for it yet, have you?

Senator Moynihan. No, the first measure. has no offset.

Senator Long. I just thought -- .1 woul{: think we would

have some indication, if it would make any difference in the

vote, if there is anybody who would vote for it-if we paid

for it by taxing'- someone else. Okay,. Let us know. Other-

wise, there is no point in offering the amendment to pay for

it.

As a matter of fiscal responsibility, I suggested that

and Senator Moynihan is willing to go along with that. I

think even Senator Packwood would go along with it, if that

is what it took to get a member to agree to it.

There is no indication from anyone that type fis~cal

responsibility would pick up any votes. Then there is no

point in making the sacrifice.

The Chairman. It really doesn't do much beyond '85. If
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nd~omething that is golnq to pay for it all thp wau

then we would be in business.

Senator Chafee. Mr. Chairman, I would just like to say

a co-sponsor of this amendment with Senator Moynihan

thers. I am supportive of it, but I won't vote for it

innection with this.

I thought when we started out, this was an industrial

ery bill to encourage savings incentives and everythin

that.

We stood here and had a

amendments presented. I prai

on the other side and if give

you, it is a fertile field an

Saturday night.

But, I -

The Chairman. We will fi

Senator Chafee. Well, t

So, even so I am for thi

we get to it in a package tha

matter, I would vote for it.

But I am voting against

i t .

The Chairman. The clerk

The Clerk. Mr. Packwood.

The:'Chairman. Aye.

whole series of enticing

se the imagaination of those

'n 12 more hours, I agree with

id we will be here until late

nish it this

'hat includes

s amendment,

t deals with

it here, even

will call the

week.

Sunday, I

in some -

that type

presume.

- when

of

though I favor

roll
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The Clerk. Mr. Roth.

(No response.)

The Chairman. Mr. Danforth.

Senator Danforth. No.

The Chairman. Mr. Chafee.

Senator Chafee. No.

The Clerk~ !Mr. Heinz.

(No response.)

The Clerk. Mr. Wallop.

The Chairman. No.

The Clerk. Mr. Durenberger.

(No response. )

The Clerk. Mr. Armstrong.

Senator Armstrong. No.

The Clerk. Mr. Symms.

Senator Symmns. No.

The Clerk. Mr. Grassley.

The Chairman~. No.

The Clerk. Mr. Long.

Senator Long. Aye.

The Clerk. Mr. Byrd.

Senator Byrd. No.

The Clerk. Mr. Bentsen.

Senator Moynihan. Aye by proxy.

The Clerk. Mr. Matsunaga.
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(No response.)

The Clerk. Mr. Moynihan.

Senator Moynihan. Aye.

The Clerk. Mr. Baucus.

Senator Baucus. Aye.

The Clerk. Mr. Boren.

Senator Boren. No.

The Clerk. Mr. Bradley.

Senator Bradley. Aye.

The Clerk. Mr. Mitchell.

Senator Mitchell. Aye.

The Cl'erk. Mr. Chairman.

The Chairman. No.

(Pause .)

The Chairman. This vote the yeas are 7, the nays are

9. The amendmuent is still in doubt. The absetntees, Mr.

Roth, Mr. Heinz, just barely in doubt.

Senator Moynihan. Mr. Chairman, in that case, and not

wishing to prolong, I would like to offer the proposal that

is linked..with dropping of the deduction for dividends, the

$100 and $100 dividend and ask if we can have a vote with

the offsetting provision understood.

The Clerk. Mr. Packwood.

The Chairman. I think on this one, I do' have Mr.

Packwood's proxy. We are repealing something he may have an
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interest in.

Senator Moynihan. I don't have it either.

The Clerk. Mr. Roth.

The Chairman. No.

The Clerk. Mr. Danforth.

Senator Danforth. 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.

Senator Armstrong. No.

The Clerk. Mr. Symms.

Senator Symms. No.

The Clerk. Mr. Grassley..

The Chairman. No.

The Clerk. Mr. Long.

Senator Long. Aye.

The Clerk. Mr. Byrd.

Senator Byrd. No.

The Clerk. Mr. Bentsen.
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Senator Moynihan. Aye by proxy.

The Clerk. Mr. Matsunaga.

(No response.)

The Clerk. Mr. Moynihan.

Senator Moynihan. Aye.

The Clerk. Mr. Baucus.

Senator Baucus. Aye.

The Clerk. Mr. Boren.

Senator Boren. Aye.

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 I think.1I will pass for

Mr. Durenberger. The vote would be 9 nays and 8 yeas. The

amendment is not ag~reed to. There are two that have not

voted on this side and one on that side.

Are there other amendments, Senator Brad~ley?

Senator Bradley. Mr. Chairman, this is a question that

maybe Mr. Chapoton can clarify and that is the difference

in treatment for equipment and machinery for a regulated

public utility versus a non-regulated industry in the same
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business.

As it is now, the public utility has depreciation of

ten years for the same equipment and the unregulated industr3

has a depreciation of five years for-machinery and equipment.

I was curious. Is there any rationale for that, because

you find in many areas the regulated public utility is in

direct competition with an unregulated industry. If the

unregulated industry has a depreciable life of assets that

is roughly half, it is a very serious competitive dis-

advantage.

I was curio~us, as with the other inquiry about oil

storage, is this really consistent with the general purposes

of the bill?

Mr. Chapoton. Senator Bradley, the public utility

-property that-is in the 10.year class is public utility

property that is over 18 year ADR midpoint, ADR life.

There was one concern about the possibility of compet-

ition there that we-dealt with in the telecommunications

area. That property was- covered in a report by the Office

of Industrial Economics.

We had some concern about that report. The report

came in about the same time this proposal was being develop-

ed.

If the report is adopted, this telecommunication properl

would be dropped from an ADR life of in the 20's to
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approximately below 18.

So, that telecommunications equipment would be dropped

into the five year class.

It is. central switching equipment for telecommunication!

So that would take care of that. We have agreed that

if ACRS is adopted, the report will be accepted and that

equipment will be in the lower class.

Now other than that, we do not know of any competition

piroblem within the public utilities with unregulated in-

dustries.

Senator Bradley. The competition problem that I was

referring to is the telecommunication problem. You are

saying the- bill as originally drafted had this discrepancy

in the b-ill .

Mr. Chapoton. The bill still has the discrepancy,

because we had some problems with this report. But our

problems with the report would drop the equipment, it is

central office switching equipment, even if our problems

were well founded, i~t would drop it to 18 years, thereby

dropping the telecommunications central office switching

equipment below 18 years and into the 5 year ACRS class.

So that problem would go away.

So we are not willing, we are not satisfied with the

report, but we are satisfied with the results insofar as it

affects central office switching equipment.
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Understand, it would not change the statute. It would

simply change the present classification of that equipment

so that it would fall into the five year class.

Senator Bradley. But the effect you say is the same.

Mr. Chapoton. The effect so far as the central office

switching equipment.

Senator Bradley. The effect is to provide basic equity

between the regulated public utilities and the. non-regulated

competitors.

Mr. Chapoton. Yes, as far as the central office switch-

ing equipment which is their concern, it would be the same,

drop them intb the 5 year class.

Senator Bradley. I thank you for that clarification.

The Chairman. Does that clarify it?

Senator Bradley. Yes, it clarifies it. There is no

need for the amendment.

The Chairman. Another victory for Bradley.

Senator Bradley. Well, we take pleasure in small things.

The Chairman. No, I appreciate yourtefforts. They have

been very helpful.I

I think Senator Baucus had an amendment.

Senator Baucus. Mr. Chairman, I have only one amendment.

That is the amendment to provide for dividend reinvestment

be taxed as ordinary distribution of dividends, not as cash

dividends are now taxed.
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This is an amendment which I know every member of'

the Committee is aware of. The whole point here is to help

those firms, those companies which have some difficulty in

increasing their capital investment internally, to do so

externally.

We all know that under the present law, whenever a

shareholder receives a cash dividend and. tries to covert that

to a share of stock, that shareholder is taxed. according to

ordinary income provisions, and it is a disincentive for a

shareholder to reinvest in common stock, particularly new

issue common stock of the same company.

This amendment very simply would allow shareholders up

to $1 ,500. a year to rei-nvest in new issue of common stock

with the same company.

Obviously, it will help those companies develop

externally, new capital investment.

The bill we are passing here is essentially designed

to help the internal1 capital investment of firms, that is

with accelerated costs recovery and accelerated depreciation.

firms are able to..improve their capital position, reinvest

internally, but not externally..

I doubt very seriously whether the position of the

Treasury and sentiment of the President and how things are

flowing that this will pass, Mr. Chairman. But I strongly

suggest th at we don't include it in this bill, we sometime
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down the road we have to find some way to help those firms

which are trying to amass capital externally, to have some

kind of a-dividend for reinvestment plan.

Senator Bentsen is very much in favor of this amendme

I am not going to press it for a vote because it is just n

going to pass.

I might strongly suggest it is an area we can move in

q u i ckIy .

The revenue estimated losses are estimated to be

roughly $1 billion.

The Chairman. Is this the same.-bill that Congressman

Pickel has been working on?

Senator Baucus. Yes, it is; the same bill.

The Chairman. I think the Joint Committee has taken

a look a~t. this. There. is a great deal of interest as you

have indicated 'in the proposal.

Mr. McConaghy. Senator Baucus, is your proposal to

apply, dividend reinvestment to all companies or to limit

i t?

Senator Baucus. It is to companies;- all companies,

qualified reinvestment plan, new stock issued and would

limited to $1 ,500 for every individual person.,

Mr. McConaghy. For a single person and $3,000 for a

joint return?

Senator Baucus. Correct.

the

be
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Mr. McConaghy. All industries would be eligible for it.

Senator Baucus. Correct.

Maybe the Joint Committee could inform me, what is the

status of Congressman Pickel 's bill is. Has that been

adopted yet in the committee over there? Where are they on

that?

Mr. McConaghy. No.

Mr. Chapoton. Not yet. It might come up today or

tomorrow.

I might just comment, if I might, Mr. Chairman, that

we have serious problems with this approach. It is an

attempt to reduce the cost on capital, capital formation.

But we have serious concerns about that type of

approach. It does limit the choice of the individual. It

does lock him .in to. this investment and it does have the

effect of converting what would otherwise be ordinary

income into capital gains quite easily.

Senator Baucus. That's correct. I understand the

Treasury opposition. But I ho nestly think that many share-

holders would take advantage of this pr

become law and reinvest in new.issues 1

After all, it is new issues which

in developing the capital necessary to

ducti vi ty.

Mr. Chapoton. It might also advers

ovision if i

n the same c

helped compa

increase our

ely affect new issues
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of newly formed companies. It would obviously be very much

to the advantage of shareholders to reinvest in the company

of which they already hold stock.

But. it would have repercussions elsewhere in the

market place.

Senator Baucus. Perhaps, I don't know.

The Chairman. As I understand you are not -- you do

not want to offer the amendment.

Do you have another amendment?

Senator Baucus. No.

The Chairman. Are there further amendments?

Senator Boren.

Senator Boren. This may have been covered yesterday

when I was out of the room. I heard a report that on the

Keogh Plans there had been some consideration made to

changing, requ-iring that the $15,000 which can be set aside

would have to come from the first $100,000 of earnings as

opposed to the first $200,000.

Was that covered in a question yesterday?

Mr. Chapoton. No, sir, that did not come up yesterday.

Our proposal i-s the $100,000 limit is retained without

change.

Senator Boren. What is present law?

Mr. Chapoton. Present law is $100,000. The first

$100,000 only may be considered. So you are raising $7,500

Freelance Reporting Company
1629 K Street, N.W.

Washington, D.C. 206
(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



26 3

to $15,000, the limit an individual may set aside, the self-

employed person may set aside for his own benefit.

But in considering the percentage --

Senator Boren. You are raising it from $7,500 to

$1 5,000?

Mr. Chapoton. Yes.

Senator Boren. But keeping.-the $100,000.

Mr. Chapoton. Yes.

Senator Boren. What is the rationale behind that? I

would think that you might want to raise the limit, but

keep the percentage the same.

'Mr. Chapoton. Well, it will have the effect, and

frankly, we have considered this.. I must say, it probably

is a question that deserves further consideration. But the

rationale would be that if you -- that you would be required

to cover the non-owner employees.

You would be required, if the owner employee takes his

own compensation higher, he would be required to increase

the deferred compensation on behalf of his common law

employees.

The constraint always in the private sector pension

area is what benefit is provided for the lower paid employee

the rank and file, so-called, employees.

We are concerned that if you raise the limit you might

have the effect say for an owner employee who did not increa
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his compensation, his own, the

benefit, but kept it at $7,500,

to reduce the amount set aside

He would be some 3.5 perce

amount set aside for his own

he would then have the right

for common law employees.

nt of $200,000, if you went

to $200,000.

I must

lately. We

not at this

proposal.

Se nato

cons iderati

after you 1

myself. I

It wou

say, it is a q

would -- we ar

time, though,

r Boren. Might

on of the bill,

ooked at it --

just raised the

ld appear to me

uestion that has been presented

e studying that further. We do

want to make a change in our

that be something in force of

after it leaves the Committee,

I don't know the answer to it

question.

when you raise that to 15 percent

really --

Mr.

yes sir.

Chapoton. I think the question will come up again,

Senator Boren. It coul1d create a problem and a dis-

incentive to increase to that magnitude.

Mr. Chapoton. There will be an additional cost for

an owner-employee who has any significant number of common

law employees if he wants to take his own benefit up~higher,

yes.

Senator Boren. Would you perhaps calculate out for

the trade offs in terms of costs in terms of those two

me
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proposals, not for action in the Committee.

Mr Chapoton. Yes, sir. We would be happy to.

The Chairman. Do you have, any further amendments?

I will recognize the Senator from Idaho. As far as

the Chai~rman knows, ther

the consideration of the

And consideration a

matters. There could be

to shut anyone off.

Senator Bradley. I

ment. I prefer to have.

The Chairman. Yes.

ments. You just go out

You might pick up a few

Senator Bradley. No

e are no further

B~ren Amendment

f Senator Mitche

other amendments

am trying to

the right to

We will not

the back door

amendments.

this is one

dec

do

for

th

amendments except

in the morning.

11's outstanding

I am not trying

ide on one

that.

eclose any

ough, as y

I have had

amend-

amend-

ou leave.

for about

two years.

The Chairman. You may want to keep it for a wh

(Laughter. )

The Chairman. If you have had it that long it

probably spoiled anyway.

(Laughter.)

The Chairman. There are a number of -- I think

thing we have not done is to adopt, and I think the

from Idaho is going to move, we adopt the --

Senator Symms. . Mr. Chairman, I would just lik

il1e .

i s

the

Sen

one

ator

e to move
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2 66

that we adopt the accelerated cost recovery title of the

bill. We haven't done that yet.

The Chairman. We will do that as we have the others,

subject to modification, amendment, whatever.

Senator Symms. I would also like to say, Mr. Chairman,

I wish I had spoken up a little quicker, but I would be

very happy to go ahead and vote this thing out this afternooi

and have it over with, if we had this accelerated cost

recovery in it.

The Chairman. Well; we have a couple of matters that I

promised Senators we would not do that. Senator Mitchell is

one. Senator Boren is one. And, Senator Roth. being a

third.

t hi s

fact

f i na

I think we are pretty much in agreement. We can finish

very quickly- in the~morni'ng. We will come prepared. In

Ithere are also a number of votes that haven't been

lly determined.

So we can'.t tell those members to record it.

Are we ready to announce final votes,-on any other

amendments?

The charitable deduction, the Moynihan-Long amendment,

is that now 8 to 8?

.Mr. Lighthizer. Yes, sir; 8 to 8.

The Chairman. Close.

Is there anything else Treasury would like to add at
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this point or the Joint Committee? Any clean up work we

need to do before we recess?

Mark?

Mr. McConaghy. Well, I think we would certainly lik

-- depending on ACRS, to have a list together with Finan

Committee staff and Treasury and our staff of technical

kinds of things, clean up things.

The. Chairman. I don't think there is any objection

Without objection, authority will be given to make

technical corrections. If someone has a specific intere

of course, they will be wanting to see what changes are

e

c e

st ,

made.

If there are no further --

Senator Symms.- Don't I have,-an amendment on the floor 2..

or did we adopt that without objection?

The Chairman.

Senator Symms.

The Chairman.

Senator Symms.

Senator Chafee

sions once aga

ong wi~th the $

it.so that that

of the Company

Mr. 'Chapoton.

I adopted it without objection.

Thank you very much.

That was the ACRS.

Good.

Mr..Chairman, just back to the savings

in. The Administration is prepared to

1,000 LIRA, with a voluntary. We worked

payment could be made into the pension

is that correct.?

That is correct.
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Senator Chafee. Now let mn suinnnct fkhc

will help some savings. As you know, I want

$2,000, but the Administration felt that wou

pensivye.

I have thts to suggest which I think wi

savings. I am convinced it will help on the

stantially.

That is to permit an additional $1,000,

to the LIRA or an additional $2,000 non-dedu

IRA. The incentive being that the interest

would be tax free while

It is my understand

are extremely modest and

savings incentives there

Mr. Chapoton. Senat

impact. As you know, by

certain restrictions for

Senator Chafee. It

under the Keogh now.

Mr. Chapoton. Yes,

person, an additional $7

deductible, but earnings

,ed to

ld be

go to the

too ex-

11 help on the

savings sub-

c

a

non-dedu

tible to

ccumul at

ctible

the

ion

it remained within those funds.

ing that the revenue effects on

I think the potentiality for so

atre rather substantial.

or, I have not seen the revenue

and large, that is allowed under

employers --

is:my~understanding it is allowe'

under -- correct, for a

,500 may be contributed

would be tax free.

sel

Ino

this

me

d

f-employed

n -tax

I don't have the revenue figures though on IRA's and

LIRA's if that were added. I would like to look at those.

Senator Chafee. What I am scrambling for, of course, is
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some way of increasinci savings.

Mr. Chapoton. Yes, sir.

Senator Chafee. Here is a way that

and LIRA's which makes it comparable to

on the Keogh.

In the Keogh, did we raise that to

$15,000 to the Keogh, an additional?

Mr. Chapoton. Senator, I am not po

without looking at the legislative draf

would. I would think the rule would fo

an equal amount could be contributed on

does

what

i t

we

for the IRA':

are doing

- - can you now do

sitive of that

t. I assume we

llow through that

a non-tax deductible

1, e4 e

Senator Chafee. Yes.

Mr. Chapoton. I am relatively sur

If we do it on IRA's and LIRA's,

constraint would be the revenue cost.

check that carefully.

Neither the Joint Committee staff

So we can get that tonight.

Senator Chafee. Where are we now?

this bill out?

The Chairman. Tomorrow morning.

Senator Chafee. I see.

I wonder then if you could look a

Mr.Chapoton. Fine.

e

I

of that.

guess the

I think we

nor we have

Just about

main

need to

that.

to report

t those?
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Senator Chafee. Maybe we could lust take 'in thAt

matter in the morning.

Mr. Chapoton. You would propose just a

Senator Chafee. A like amount. $2,000

a $1,000 to the LIRA, both non-deductible.

Mr. Chapoton. Okay.

The Chairman. I wanted to indicate for

think Senator Hei~nz- ma-y-want to discuss som

on flexibility.

Senator Heinz. Mr. Chairman, we are r

accomplish the same basic objective which i

economic recovery program to work and get s

economics to i-ncrease supply.

We are trying to get the accelerated d

proposals -to work as effectively as possibi'

Now, we had a 10 to 10 vote which is 1f

most go arounds here on the earlier proposa

At that time, Treasury suggested that

ate taxpayers be allowed to elect a longer

depreciation schedule using straig

Now the problem with that is

people in for a very long time per

a single, irrevocable election.

Therefore, I didn't feel that

ht *I

that

i od ,

like amount?

to the IRA;

the record, I

e other position

eally trying

s to get the

upply side -

to

eprec iati on

e .

airly close

1 I made.

taxpaye~rs,

form of

for

corpor-

i ne.

that would have locked

in what amounted to

that by itself did much

good.
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The Treasury objected rather strongly to my amendment.

It seemed to have some effect when some of the people voted

and as I understood, their principal objection, it was that

their -- we would set a dangerous precedent by allowing

people to take deductions in any amount, at any time they

wanted.

So, what I have tried to is take advantage of their

constructive cri ticisin, and start with their original

proposal

not every

Treasury

What

Treasury

it now.

then havi

to also p

straight

and hopefull

thing I want

wants, may n

my proposal

proposal whi

But I think

ng permitted

ermit, for s

line for any

the remaining

y end up with somethi

,and may not. be total

one-theless be accepta

would do is. to start

ch is too complicated

we know-what we are t

that e~lection of the

omebody who has elect

vintage, permit in a

ng, while it is

ly everything the

ble enough.

with the

.I won't outline

alking about and

Treasury suggested

ed a long life or

later year for

basis, a shift back to a shorter life and the

accelerated method.

In other words, a second or folIlow up election.

Similarly, once a shorter life and accelerated method

had been elected, we. would-permit in later years still for

the remaining basis only, a return to the length and life

and decelerated method.

I make this proposal because we do have precedent for
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it in the tax law

start with double

shift to some of

to the straight 1

So, in this

plows the kind of

about plowing ear

So, I would

much more broadly

We all know

saves money. How

more money

who wou~ld

depreci ati

Mr. C

* Becaus

be taking

on propos

hapoton.

There is an election

declining balance. Y

your digits, and afte

mne method.

respect, I don't beli

new ground that Mr.

lier today.

hope, Mr. President,

acceptable.

it doesn't cost any mn

much we don't know,

e the only

advantage

al s, to sl

Senator, 1

You would allow for a taxpay

line and longer life, could

life at a one time election?

Senator Heinz. Yes. I

specifically in the proposal

Mr. Chapoton. Senator,

that is you are getting righ

year to the next. Under pre

That is, you can start out a

balance or 200 percent decli

th

o f

ow

e t

iing

th

tho

me

er who

i t

now permissible to

ou may

r that,

eve thi

Chapoto

then

you

elect

may s

to

h i f t

s amendment

n was worried

this proposal would be

on ey

but

per

i t

mi

Indeed, i

does not

ts is for

e ACRS acceler

se deductionsI

understand the

had selected s

then go back and

have

the

t ba

sent

t sa

ni ng

t

cost

people

ated

down.

proposal.

trai ght

elect a shorter

not limited the election

one obvious problem with

ck in to elections from

law, you can elect down

y 150 percent declining

balance for equipment,

one

ward.

and
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switch some of your digits and then switch to straiciht line.

All of those are elections to become to take slower

depreciation.

Senator Heinz. That is advantageous to the Treasury.

Mr Chapoton. Well, we I think would have to assume that

taxpayers are not volunteering to pay more tax than they are

required to, so they are doing it knowlingly and are indeed

reducing their taxes.

But, we are attempting to get away from elections,

options and complexity in our depreciation system. That was

one of the basis of our objection to the banking provision.

I am afraid you would retain a great deal of those and a

great number of those problems wtfth this proposal.

Senator Heinz. Why would we retain complexity under

this proposal?

It seems to-me that to the extent that complexity is

going to be retained, it is going to be at the election of

the taxpayer.

Mr. Chapoton. That is often true., but what you are

telling a taxpayer then, if he does certain things that he

may reduce his tax. .Every taxpayer has to go through that

computation. If he has an election to start out one way

and to go back to a greater deduction, he needs to pay some-

one to find out if it is more advantageous for him to do

that.
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You

more tax

So,

that even

computei

In a

through t

seeing. th

a require

Sena

limit thi

If you St

can make

is the fi

cannot sit idly by in an uneducated way and pay

than you might be required to do.

when we give such flexibility, we have to recog

the small taxpayer, the large taxpayer, has go

t both ways.

ddition, the Internal Revenue Service has to go

he exercise of seeing it was done correctly, an

at the elections were timelv made~and that tvoe

ment.

tor Heinz.

s to one el

art out in

your electi

ye category

n i z e

t to

d

o f

Well, how ab~out this. Why don't we

ection beyond the one you propose? So

the three year category of ACRS, you

on:,and-,go into the next category which

and then make one additional election

and come back if you want to.

Mr. Chapoton.

would apply -- when

one only. That is,

the cost recovery p

We decided tha

went to two additio

recovery periods, b

We went today

We have now an

I am afraid we woul

Senator, you understand~that this election

we started out with the proposal it was

you had to take the rate, the depreciation

rovided in the statute.

t more flexibility was needed; So we

nal recovery methods, two additional

ut no change once you elected those.

to a third or a fourth recovery method.

additional option in each of those four.

d be adding significantly to the complexit
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of the provision.

than a strai

we would not

In addit

ity, that is

five year cla

period, then

come back to

I think

practically p

very close to

very high in

ght

want

i on ,

goin

ss b

I as

five

you

ut i

ban

the

It would be less nhiPrtinn~hlo T +hint,

banking. But it would be something I think

to do.

once you provide a great deal of flexibil-

g to a very long life, weftalked about the

eing ab'le io go to a 25 year straight line

sume under the one-time election, they coulP

years accelerated.

could -- the possibility ,'you would have to

t in a computer to see, but you would come

king, you would have very low in one year,

other, depending upon the assets you place

in service.

Senator Heinz. Ex

Mr. Chapoton. You

vintage. You could do

Senator Heinz. Yes

practical matter, a lot

Mr.. Chapoton.. Well

Senator Heinz. May

you could do that overn

as you seem to think it

We do permit certa

Tax Code regarding inve

Mr. Chapoton. We p

cept that you could only do it once.

could only do it once for each year's

it for the next y

although that w

of sense, I don'

,we could run so

be that wouldn't

ight and see ifi

is .

in other kinds of

ntory

ermi t

earls vi

o ul d n' t

t think.

me numbe

be a bad

t is as

evaluation.

a great number

ntag

make

rs on

idea

big a

e .

a s

elections in

of elections

a

that.

i f

probl en

the

i n
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the Tax Code.

Senator Heinz. Yes.

Mr. Chapoton. It is a constant complaint about the

Tax Code.

Senator Heinz. Freedom of choice is a constant

compl a i nt.

Mr. Chopoton. F

about the Tax Code.

Tax Code.

Senator Heinz.

compl a int .

Mr. Chapoton.

Senator Heinz.

observation.

Obviously, I d

Code, but this does

It is there for tho

reedom of choicei

It is a constant

s a constant complaint

complaint about the

Freedom, of choice is a constant

Freedomuof choice is a constant complaint.

Well, here is, Mr. Chairman, my final

on't wish to unduely

not require anybody

se who want to do it,

complicate the Tax

to elect complexity.

and it is there on

a limited basis.

These, it strikes me, are~business judgments that we

shoul d encourage busi~ness to make.7 By faH-4n~uto,~atak&this

kind of an election, it seems to me that we are making

decisions for business that we could just as easily leave to

business and maybe we would get a little bit more performancE

out of the President's economic program if we did.

Mr. Chapoton. Senator, I would not be clear on who would
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want this. It seems to me we provide business with the

greatest certainty on their tax situation is the best thing

we could do for business.

It seems to me this cuts against that desirable goal.

Senator Heinz. Why don't you take a look at your

numbers?

Mr. Chapoton. All right.

Senator Heinz. Thank yo~u, Mr. Chapoton.

The Chairman. Well, if you will do that and we can

visit about that ahead of the meeting tomorrow with Senator

Heinz or his staff.

Are there any other -- there are no other members, the

can't be any more amendments.

(Laughter.)

The Chairman. We will stand in recess until 9:30 a.m.,

tomorrow morning, on the theory that if you call a meeting

for 9:30 a.m., -- Senator. Roth votes no on both charitable

deduction amendments. That would lay to rest the one --

well, in any event we will meet at 9:30 a.m., and hopefully

start promptly at 9:30 a.m.

We should be able to complete consideration within the

hour.

Thank you very much.

(Whereupon, at 6:40

recessed, to reconvene at

p.m. , the Executive

9:30 a.m., the next
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