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Wednesday, June 10,

The committee met, pursuant to

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

Dole, (Chairman), presiding.

Present: -Senators Dole, Packwood, Roth, Danforth,

Byrd, Bentsen, Boren and Bradley.

Chafee, Heinz, Wallop, Armstrong, Symms, Grassley, Long,

1981
U. S. SENATE,

Committeé on Finance,

Washington, B, C.

notice, at 10:00 a.m.,
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1 The Chairman. I might say at the outset, we are having

2} the meeting this morning to discuss the President's proposal
3| and specifically, the bill introduced yesterday, by
4| Congressman Conable and Congressman Hance,
5 I would say that the bill on the Senate side has not
6| yet been introduced. I thought it best to hear an explanatiog
7| of precisely what the President's program was and then,'at
81 the appropriate time, a bill will be introduced on the Seﬁgte
9] side. It may differ in minor ways with the House bill, but
10} that is a judgment that has not yet been made.
11 I would 1ike to include in the record, a statement and
12| just read excerpts from it.
13} "Today we begin consideration of tax cut legislation
14| with a technical exp]anétion of the Administration's
15 compromise tax cut proposal.
16 “Much has been written over the past several weeks
17| concerning the effort by the Administration and Republicans
18] and Demdcrats, in the House and the Senate, to reach a
19| bi-partisan agreement on a bill.
20 “Typically, such &iscussions and meaningful attempts to
21| consider the views of the maximum number of members did not
22| occur until much later in the legislative process."
23 Now, I want to commend the Administration and all the
24| others who were willing to move toward compromise and to do

25} it at this time.




1 I believe the package that Mr. Chapoton will outline

2] today stays true to the basic principles that the President

3] has consistently stressed, while synthesizing some of the best

4| tax proposals advanced by members of Congress in both parties

5 Despite news reports, I hope the Democrats on the House

6| Ways and Means Committee will not abandon across-the-board

71 tax rate reductions for individuals.

8 The President "has fashioned a tax proposal which will

9| reduce the tax burden for all taxpayers. The impact of.

10f inflation and bracket creep is not Timited to any one segment

11| of our population and everyone should have a fair share of

12| any tax cut.

13 The modified Reagan Administration proposals represent

14} a major break through in tax policy. It is multi-year. It is

15| across-the-board, for individuals. It encourages new businesj
16] investment, additional savings and greater work effort.

17 These are the goals for tax policy that the Admin{;fra-

18} tion has'endorsedm They are also goals oen which most members

19| of Congress, and particularly, members of the Senate Finance

20| Committee can agree.

21 Generally, the revised proposal reduces tax rates by

22| five percent, this year, rather than ten. It provides a

23| somewhat simpler and more uniform system of accelerated

24| depreciation, and provides for-significant estate tax re]ief;

25| expanding incentives for savings, relief from the marriage




1) penalty and other changes that have been endorsed by many-

2| members of this committee, including, I might add, fairer

3| treatment of small royalty owners under the so-called

41 Windfall Profits Tax.

5 I would suggest, I have already heard that reported as

61 relief for big oil companies. That was in one of the papers

7| over the week-end. That is not a fact.

8 But, in any event, because most of these additional

9| changes are phased in over a period of years, the net revenue

10] lToss is lower than under the Administration's proposal. It

11| will be, between now and 1984, about $40 billion lower.

12 Frahk]y, I hope we can even do better before we finally

13| report a bill out of this committee.

14 I know that many members would like to see additional

15{ changes, even in this proposal. There may be some small room
16§ for accommodation of some of those changes.

17 But, I would also suggest that the President has

18 indicated privately that this, in effect, is what he supports

19 Now, if we can convince him that there should be some

20| additions, that is fine. But, without that, it would be my

21| hope we would wait for the second bill. There will be anothefg

22| package.

23 It just seems to me it is a bit too early to decorate

24| the Christmas Tree, in June of this year.

25

So, I am pleased to have Mr. Chapoton here, members of




1] the Joint Tax Committee. members of nur own ctaff to g gver

2{ the bill.

3 I wil] ask Senator Long if he has any comment.

4 Senator Long. Thank you, Mr. Chairman.

5 I would 1ike to address myself to our present situation,

6| Mr. Chairman.

7 It seems to me that what.we have before us now, in terms

8]of the President's recommendation is a far better proposal

9| than what he sent up at the beginning of this session.

10 Now, why do I say that?

11 I want the Treasury to bring in the kind of studies

12| that they'have given to us when we worked on the Tax Reform

13{Bil1l. The law requires it,.but I haven't seen it. I want it

14 up here, Mr. Chapoton, so we can look at it,.

15 It still shows that among people who make over $200,000
16} a year, some of those people are paying 1 percent of their

17 eConpmic income or less, in taxes. Some are not paying any-

18] thing. ‘

19 Some of them may not even file a return, because, under

20] the law, perhaps they are permitted not to; they don't owe

21| us anything.

22 But, maybe we owe them something, even though they did

23| make a lot of money. You are familiar with how that happéns.

24 Now, on the other hand, we have some other people who |

251 also made the same amount of money, let us say $200,000 or




over, who are paying as much as 65 percent of their econnmir
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income.

Now, a 10 percent, across-the-board reduction or 25
percent, in three years, if you simply do it by direct,
across-the-board cutting, would cause this person who is
paying you practically nothing to begin with, to have a

percentage tax cut, when by rights he ought to be payinggﬁs

a little something, a 1ot more than he is paying.

This person who is paying altogether too much is being
crucified by these high tax rates, in relative terms, would
get the same break as the other.

We have this problem with regard to the marriage
penalty. How did we get into that trap? Well, we got there
because we voted a tax advantage for single people beyond
what they had any right to expect. '

Half those people,. since that time, have married and
have now concluded it doesn't make any sense to hegin with,
the same ones who were campaigning for it.

Now, it would be a lot simpler to get back out of the
trap from the same end you came in, because you have about
four times as many people :paying taxes as married taxpayers
as you are as that single taxpayer. '

To get out of it by giving the married taxpayers as
much break as you gave the single taxpayers would cost four

times as much as it did to give single taxpayers an additiona




1t break to begin with.
2 Now, in trying to work these things out, it has to
3| become more complex than a simple 10 percent across-the-board
4| cut.
5 The answer is, it is fine to average out to a 10 percent
6| a year cut, and that is fine as far as I am concerned. All I
7| am saying is, within those parameters we ought to try to do
8| more exact justice by one, taking thié.fellow who is not
9{ paying us anything and make him pay a littie something,
10| something within reason; I would hope.
11 Then, on the-other—hand,—those—who—are-really—being ——e
12 crucified'gr being compelled to do all sorts of uneconomic
13] things in order to keep from having all their income taxed
14} away from them, to give them a better rate than they would . _.
15| receive otherwise.
16 So, I think we will have a better bill if we average
17{ out to whatever you:want to average out to. ~So where we look
‘18] to those'who are not paying their fair share to begin with.
19| and depart from the concept that they are guaranteed a 25
20| percent, across-the-board cut. |
21 Those who are being taxed altogether -too much, get them
22| even more of a tax break.
23 Now, that adds a little more complexity. But, on the
24| other hand, there are a lot of things about this law we can
25| simplify. If we want to take the time to do it, we can move




11 that 65 percent by using the standard deduction up to 75

2| percent or 80 percent, if you want to do somei‘things that

3| would bring that about.

4 I am gust saying that in the context of what we are

5| working with, this is in prospect of being the largest tax

6! cut in history. We can do just a lot more uniform justice if

7] we don't -- evefybody, even if he is not paying his fair

8| share to begin with, has to have a percentage cut of 10

9| percent, 25 percent or whatever amount.

10 I am going to be pointing to that fact as we go along

111 and Tooking and marking this thing up.

12 If you want to provide a lot of incentives, fine; let's

131 do it. But I think by the time you get through, I think we

14] would do better to say we average out to whatever across-the-

15| board cut you want, but we take enough time to look at this
16| to try to provide more uniform justice. Indeed, it would be

17 a better law if we do.

18 THe Chairman. Thank you, Senator Long.

19 Senator Roth.

20 Senator Roth. First, Mr. Chairman, I would like to

21| congratulate you and the splendid job you have done in he]ping

22} to bring about a consensus in a compromise bill.

23 I think it is extraordinarily important that we adopt

241 the President's proposal as rapidly as possible, because it

25) is essentijal that this tax legislation begin to work on the
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Now, I will have to take exception with my distinguisheq
former chairman. I happen to feel very strongly about the
across-the-board tax cut.

I think it is important to point out that while this
is a major tax cut, and may be the largest amount in the
history of the country, the fact remains that the American
pecple face a tax increase. We shouldn't Tlose sight of that.

Because of the actions of .this Congress in theApasf;

we have built. the most mammoth tax increases probably in :ithe

history of "the country.

So that I, for one, feel very strongly, as I know does
the President, that the bottom line, as far as the individuals
are concerned, is a 20 percent, across-the-board tax cut.

I would 1ike to, just so the record is clear, point
out that in 1981, the tax burden of the American people will
increqse by almost $23 billion over 1980 levels. That includs
inflation creep. and that includes Social Security Tax
increases.

So that even with our original approach, the President'g
original approach, the net reduction for 1981 would have. been
$14.6 billion, and that would have left a tax increase of
some $8.4 billion.

Now our new compromise proposal provides for only a

5 percent tax cut effective October 1, 1981. So that is
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1] equal to a 31.25 percent net cut for all of '81. or only

2{ some $3.7 billion.

3 This means the American taxpayer will be paying aimost

4] $20 billion more in taxes in '81, under the compromise.

5 Now, I support the compromise for the simple reason

6| that I think it is essential that we enact the tax legislatiof

7| and that we enact it early.

8 Mr. Chairman, I would just stress that I, for one,

91 think the compromise is a good first step. I don't think it
10| goes far enough. I think as far .as the individual marginal
11] rates, it is_important to recognize that the President’'s
12} proposal is the bottom line.

13 I again want to congratulate you for the leadership
141 you have provided in working out this compromise.

15 The Chairman. I want to thank Senator Roth for his
16} lTeadership over the years. It is now, hopefully about to
17] bear fruit. |

18 Afe there others who want to make a comment at this
19| time?

20 Senator Danforth.

21 Senator Danforth. Thank you Mr. Chairman.

22 Mr. Chairman, I would like to just add to what Senator
23| Roth:isaidiu.I think that the Administration and you, Mr.
24| Chairman, have done a commendable job in working ocut a tax
25} bill which I believe is a good one. I think the time has
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1] come to get on with it. T wnuld hone that we could proceoced

2} with dispatch when the time comes for the Finance Committee

3( to actually mark up a bill.

4 I think that the worst thing to do at this point is to

5] worry this bill to death..

6 Having said that, however{ I will make two points or

7| raise two concerns which .1 would 1ike to raise with Mr.

8| Chapoton, either later today or at some other time.

9 The first relates to personal savings incentives.

10 Clearly, a major part of a supply side, so-called suppl}

11} side tax bill is the encouragement of personal savings. This

121 bill, for'examp]e, has provisions relating to the expansion

13| of IRA's, Keogh&, also the extension of the $200 and $400

141 interest and dividend exclusion.

15 I would hope that as we proceed with the bill, there
16| might be room to relook, take another look at some of those

17| provisions, especially the $200 and $400 interest and

18| dividend exclusion.

19 The Savings and loans, in this country, are in an

20| emergency situation. The housing industry is in an emergency

21] situation. I would hope we would at least have the possibility

22| of making some adjustment in the savings specific aspects of

23| the bill which would provide specific incentives which would

24)] help out the thrift institutions. |

25 I introduced something which was called The All Savers'
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1{ Bill. It is definitely specifiec to savinas and loans. It
2| has the support of those institutions. 1 would hope that

3| maybe we could work .out something along that line, perhaps
4| as a trade off for the present $200 and $400 interest and

5| dividend exclusion.

6 The second point has to do with research and develop-
71 ment. .The.25 percent incremental wages paid provision I

8] think is important and is a step in the right direction;

9| however, I think we should take a careful look at whether
10| incremental wages is and should be the definition of what is
11} included in this particular tax credit.

12 If the problemsis a revenue loss problem, there may
13| be a way to fashion a tax credit which is somewhat broader
14| than just wages, but doesn't lose that much additional

151 revenue.

16 I would like to find out from the Administration, at
17} the appropriate time, the reason for inc]uding only incre-
18| mental Qages as opposed to other forms of spending for
19| research and development and if some sort of accommodation
20| would be possible .with the Administration for working that
21| out.

22 The Chairman. Senator Bentsen.

23 Senator Bentsen. Mr. Chairman, I too agree that I think
24{ this bill is a major improvement over the original bil}l thaf
25] was proposed to the Congress.
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1 I would 1ike to buttress or reemphasis what we are
2} talking about on savings. The dream of American home owner-
31 ship is just evaporated. The average home in America today
4| costs $84,000.
5 Three percent of American families can now afford a
6 new home. ‘wﬁen you talk about making a Christmas tree bill,
71 1 don't want to do that. But I suré'would like to have a
8| wedding present, maybe a delayed one, for a 1ot of young
9| couples in this country. That means by trying to get savings
10| up and interest rates down.
11 As the original author.of the $200 and $400 that my
12| friend from Missouri is talking about trading off, I am a
13} 1ittle 1ike Russell Long when he says, %I am agaiﬁst any
14] combine I am not a part of."
15 (Laughter.)
16 Senator Bentsen. So, when we get to the trading, I
17| want to be sure, if we do, that we trade it'for something
18] more meéningfu] in the way of savings.
19 I tried that one at $2,000, and $1,000 and they cut it
20| to $400 and $200. That is obviously not enough. But when we
21| have a rate of savings in this country of less than five
22| percent and the Germans and French at 13, and you have the
23| Japanese at 22. I don’t want a quick fix for it.
24 I think we have something major that we have to do
25] and it has to be something dramatic that will encourage
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down where people can afford homes again.

I want to anticipate in that. I want to do everything
I can to try to get something like that in this piece of
legislation.

The Chairman. Thank you Senator Bentsen.

Senator Grassley.

Senator Grassley. I want to thank the Administration
for working so closely with us. [ think there is a real
chance for success. I think their open-minded approach to it
is leading to that success.

Obviously the President's popularity is helping with
that as well. I think that we need to be realistic, though,
when we start talking about a second tax bill, because the
extent to which we add additional things to this first bill,
there is going to be less pressure for a second tax bill.

So, I think we have to realize that unJess the Reagan
Tax Prog}am is obviously successful, I don't think there is
any doubt about it going to be successful, but whether it is
going to be obviously successful early enough on to invite a
second tax bill, I am not sure.

So, I guess I am going into this deliberation feeling
that this may be the only tax bill for this:-97th Congress.

In one way of criticism, and then I have one thing I

want to compliment the Administration on, that has developed
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totally, in a first tax bill, even though they admit it can
be a part of a second tax bill, is the context of the concept
of indexing,

Now, the reason I say that I am not very happy with
this, it is not the concept that has been rejected, because

the President told us he supported it. Secretary Regan is

{now supporting it. But.it is the way in which it is talked

about that it is going to cost money.

The whole concept of indexing is nothing more than not
having the automatic increase in tax rate. It is not going tg
cost anything these first three years. We are going to add it

on in 1984, and then all it .is saying is if we are going to

have an increase in revenue, it is going to come when Congresg

makes a conscious effort to increase the revenue, not through
the automatic increase.

[ see it as an effort to bring fiscal discipline to the
Congress; So, I think you are going to hear more of us talk-
ing about indexing, because we want to promote fiscal
discipline within the Congress as much as anything.

Then, secondly, a compliment, because I guess I missed
it on the first go around with the Secretary and President
Reagan, that you had taken out the $250 for the spouse
participating in the IRA. Since then you have agreed to put.

that $250 in,
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1 Then, because of some interest we have chown in the

2t concept of doing away with the female bias in IRA's because
3| housewives who have no income can't qualify for their own IRA]s.
4| It has now been included at a lesser level than the LIRA.

5 Now, the extent to which you included that and that

6| brings more women in under the umbrella of the IRA, I want to
7| compliment you.

8 But, there is a principle that I am trying to get

9| established here more so than just the doilar amount of the
10} IRA, and that is the fact that women who work in the home,

11| who get paid nothing cannot on their own initiative establish
12| an IRA. I think we ought to do away with that sex bias in oupg
13} tax code.
14 S0, you will hear me promoting that concept more, not
151 so much from the savings standpoint, not so much from the IRA

|

i

- 16{ standpoint, even though I support both of those goals of this
| 17| tax bill, it is because I think it is one opportunity to do

18] away with a bias against women in -the Tax Code.

19 The Chairman. Thank :you, Senator Grassley.
20 Senator Wallop.
21 Senator Wallop. Thank you, Mr, Chairman.

23] worked so diligently in trying to get some movement underway

|
|
22 [ want to add my compliments to you and others who have
24f on this.

|

25 I happen to be one who is pleased you are contemplating

R
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legislation. I think when we are talking about capital
creation, it isn't a bad idea with small business and small
farms in this country who could use a 1ittle bit about capita]
retention.

In most respects, that serves more than one national
purpose. It is odd we say we want to revitalize inner cities
to aveid urban sprawl, and then tax people into sub-dividing
property that try to maintain a 1ittle bit of a family farm
or something.

I think it is politically wise, but I also think that
it is a véry.sensib]e piece of relief that is overdue in this
country. I hope that remains as part of the concept of this
package as it goes through.

The Chairman. Senator Armstrong.

~ Senator Armstrong. Mr. Chairman, I share the general
sense of euphoria to see what the Administration had laid
before ué. I compliment you and the others who have brought
it forward. I think we should do something for the country
that is important.

I note that it does not include out year indexing, and
I am confident that the final bill which will be adopted by
Congress will in fact include the provisions of S.'1, of some
bill very similar to.that which is sponsored I guess, by mosf

of the members of this committee and whichwwas endorsed, as
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September remarks to the country, in which I believe, as
Senator Grassley has said, he continues to support in
principle.

I just think we are on the right track here. I have

some minor questions to ask, and perhaps some minor amend-

‘ments to the details of this proposal, but I think it is very

good, very needed and with the addition of indexing of the
rate structure and of possibly the capital gains basis as
well, would be something -of enormous importance to the
country.

The Chairman. Thank You.. = Tz Tz

Senator Bradley. Do you want to co-sponsor now?

- Senator Bradley. Mr. Chairman, I am tempted to make --

(Laughter.)

Senator Bradley. -- I am tempted-to make an opening
statement, but the camera angles aren't right.

(ﬂaughter.)

Senator Bradley. So, I think I have a great many
questions that I would Tike to ask Mr. Chapoton, when he
explains the proposal. I will wait until the proposal is
actually explained, to ask the questions.

The Chairman. Right. I didn't know you had any
questions. But, I would be happy, because it is such a good

proposal.
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Senator Heinz. Thank you, Mr. Chairman.

I think the committee has worked very, very hard to
structure an approach that will meet the twin goals of
providing tax relief, incentives for savings and investment
and a tax bill that will allow us to reduce the-deficit very,
vefy substantially and on down to zero, jus£ as quickly as
possibie.

The bill before us, as I understand it, represents a
significant amount of change on the part of the President.
He has tried to meet the Congress and its concerns about the
size of tﬁe deficit, to a.very considerable degree. 1
congratulate him on that.

I don't believe, just as one might expect, that any
product of compromise is perfect. It necessarily is not so.
It is my hope we can make some continued improvements in this
bill that. the President will accept.

Oﬁe of those changes I would like to see-is additional
incentives for savings along the line that Senator Danforth
has proposed, and also, some more in the way ofAincentives
for our power plants to convert from imported oil to coal.

It makes no sense to this Senator, that we make it
unnecessarily and unusually difficult for our utilities that
used to burn coal, that we are told in the 70's to burn oi];

and now want to burn coal again, but they have to make it
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and difficult for them to do so.

So, I hope, Mr. Chairman, we will be able to make some
modifications that the President will be supportive of, that
he can live with, so that we can take every opportunity to
make this bill just as strong as it possibly can be.

The Chairman. Thank .you, Senator Heinz.

I appreciaté your leadership in an area that you have
been working on over the week-end.

Senator Boren.

Senator Boren. I'11 pass for now. Thank you, Mr.
Chairman.

The Chairman. We have one Senator visiting. He
doesn't get to talk.  Senator Boschwitz is here from the
Budget Committee to keep an eye on us. Also, to hear Mr.
Chapoton explain the tax biltl.

Senator Byrd has just arrived. Maybe it would be timel
-- ﬁe acted the other day to approve S. 955,‘introduced by
Senator Harry Byrd. It is co-sponsored by Senator Packwood,
which will allow the gift tax returns to be filed and gfft
tax paid annually rather than quarterly.

I guess we didn't have a quorum that day, Senator Byrd.

So, if there is no objection, I assume you would like
to have that approved.

Senator Byrd. That would be fine, if the Committee is
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Jhe .Chairman. I know of no objection.

Senator Long. Do we have any bill to put it on, Mr.
Chairman?

The Chairman. No. We are going to approve it and savé
it for the first thing that leaves the committee.

We have a couple of numbers. We would Tike to save
those just in case_the House doesn't move quickly on the
tax proposal. We will have some porch to put something on.

We will do our best to accommodate the Senator from
Virginia.

Senator Byrd. Thank you, Mr. Chairman.

The Chairman. Then move to report it.

Senator Long. I move we report it.

The Chairman. MWithout objection the bill will be
approved.

Mr. Lighthizer. Mr. Chairman, that is the first vehicle
other than the major tax bill that will leave the committee;
is that correct?

The Chairman. More or less.

Well, Mr. Chapoton, I th{nk in the last 40 minutes you
have heard some of the concerns expressed.

Senator Byrd, do you want to make a brief statement
before we proceed?

Senator Byrd. No, thank you.
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this committee have -- I want to say again, we want to
cooperate with the Administration and move very quickly.

I doubt that we can add Social Security to this Bill,
but that is the thought that occurred to some of us. Make it
a Master Package, one that would be long-remembered.

(Laughter.)

The Chairman. But, in any event, if you would proceed
now to give us the highlights of the bill. We read about the
proposal. Some of us discussed it with members of the
Administration.

Now; I think we would like, and perhaps briefly, if you
could just sort of run through the President's proposal as
introduced by Hance and Conable, and then; maybe some changes
were made, as I understand, over the week-end, and then we
will open it up to questions on the -- based on the Early Birg

Rule.
Mr. Chapoton.

Mr. Chapoton. Thank you, Mr. Chairman.

Let me say at the outset that we appreciate the
comments of the Chairman and Senators in support of this
compromise package.

We do think it is a package that achieves the stated
goals of the President's original tax proposal and is a good;

solid, economic recovery type tax proposal.
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2| that was introduced last February 18, very briefly, and then
31 go through the bill, H. R. 3849 that was introduced in the
House yesterday and show how that is changed.

As you know, the original proposal, on the individual
side, was.10 percent_a_year, tax.cuts, and marginal rates. .
across-the-board, 10 percent a year, for three years,
beginning July 1, 1981, and running through '84.

A 30 percent cut in marginal rates. That was the sum
total of the individual tax changes in the original proposal.
On the business side, the original proposai was a

modified 10-5-3 depreciation proposal where trucks and
automobiles, research and development equipment would have
been put in a three-year class.

A1l other equipment, other than long-lived utility
property would have been put in a five-year class, long-life
uti]jty—proper%y—aﬂd—ownerloeeupied—buinings—putqin:a tén
year c]ags, and those three classesswould have been -- the
cost of those properties and those classes would have been
re;overed over én accelerated, basically 200 percent declining
balance depreciafion provision.

Leased real estate would have been put in a 15 year
class, and housing leased, rental housing would have been in

an 18 year class. Both were covered under straight line.

The new proposal, the H. R. 3849, which was introduced
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across-the-board tax relief to 25 percent, commencing in
October, this year, October 1, 1981.

You would have a 5 percent cut commencing then.

The second cut, 10 percent, July 1, 1982.

The third and final cut of an additional 10 percent,
July 1, 1983, for a full 25 percent.

In addition, the ACRS, Accelerated Cost Recovery
System, the original proposal woul@ have been amended or
would be amended in a number of -- actually, a number of
technical respects, but let me 1ist the more major of the
changes which are quite few.

First of all, all structures would be put in a 15
year class, and recovered, depreciated over -- using a 200
percent accelerated method of depreciation.

Recapture would be at the 1245 rate for all structures
which elect 200 percent declining balance depreciation, ather
than houﬁing. Housing would -- cost recovery would be subject
to recapture under the 1250 fule, which is recapture of
depreciation in excess of straight 1ine only.

The 1245 recapture is full recapture, is ordinary
income of the entire cost recovery deductions claimed prior
to the disposition.

So, you would have housing subject to 1250 recapture,

if the 200 percent declining balance depreciation were
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if they elect 200 percent declining balance cost recovery.

But, all structures, all taxpayers would have the optio
of putting structures, of recovering costs over straight line
so that you would have no recapture if they disposed of the
property.

S0, any taxpayer could avoid recapture by taking less
generous depreciation on structures.

The second change in the ACRS proposal is to limit the
10-5 -- the depreciation of equipment which are in the
10-5-3 year classes. - A1l equipment is in one of those three

classes.

Limit the cost recovery to 150 percent declining balancg

cost recovery, down, less generdus than the original 200 or_
approximately 200 percent .declining balance in the original
ACRS proposal, through 1984.

_ Then, beginning in 1985 and 1986, the cost recovery
would mer back, phase up to a full 200 percent cost recovery
for equipment, so that in 1986, in future years; you would
have the original 200 percent cost recovery.

In addition, relatively minor change, short-lived
property, that is property that has an ADR life of four years
or below under existing law would be moved from the five year
class into the three year class.

In addition, the phase in, in the original ACRS

-
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J P
the proponents of the 10-5-3 package, the last couple of yearg
have a five year phase in in the package, so that the full
benefits .under ACRS would not have been available for all tax-
payers until five years out.

We would eliminate the phase in so that the ACRS
proposal, as modified, wouldabe effective immediately for
equipment placed in service after January 1, of this year;
after Januar& 1, 1981,

Two other relatively -- compared to those two, other
relatively minor changes.

One, we would eliminate the aliowance of depreciation
on qualified progress expenditures or allowed the investment
tax credit under existing law for long construction period
property. That is, general construction period of more than
two years. The taxpayer may take the investment tax credit.

When payment is made for the prdperty;Athe original
ACRS wouid have allowed cost recovery to begin at that time.

We have removed that provision from this bill.

We have liberalized the leasing requirements, the
restrictions on leasing of property, under existing law, to
facilitate leasing among assets in the corporate sector, so
that taxpayers, because ihey have losses.or excess deductions
or new taxpayers, new businesses starting up that cannot -

fully utilize the depreciation, the cost recovery and ITC
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ing into leasing transac¢tions.

Those are the basic changes in the ACRS proposal. So
that is the modification of the original, the President’'s
original package.

The Chairman. In other words, these are the ACRS
proposals introduced yesterday?

Mr. Chapoton. These are the ACRS proposals introduced.
yesterday and the individual rate cuts introduced yesterday.

The Chairman. 1 would assume that was put together in
a rather hurried fashion. I guess there may be some modifi-
cations nécessary. I haven't looked at them, except in a
hurried fashion. I gqguess there may be some modifications
necessary. I haven't had a chance to study the House Bill.

But, I would guess you have been working with the Joint
Tax Committee and members and staff to try to hold down the
number of errors, but there would probably be a few.

Mr. Chapoton. Well, we spent an awful lot of time on

"this, Mr. Chairman, and worked with your staff and the staff

of the Joint Committee. We hope there are very few problems
of that nature. But, of course, we want to make sure there
are none.

In addition to those two changes there are what we
might call the "add on' items" that were that were not in the

original proposal at all.
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1 The Chairman. 1 think if yan wonld just run down those
2) quickly,ibecause there is some misunderstanding. At least I
3| read some misunderstanding about certain provisions. But, if
4] you could do that very quickly.
5 I know Senator Boren, Senator Wallop and others have
6| questions on the estate tax portions. Senator Bradley has
7| some questions and some others.
8 Mr. Chapoton. I will go through it very briefly.
9 The first change would be an immediate reduction
10| commencing January 1, 1982, in the top rate on unearned
11| income from 70 percent to. 50 percent. This, of course, will
12| have the éffect, also, of reducing the maximum tax on
13| capital gains from the present law, 28 bercent, to 20
14| percent and eradicating the present law distinction between
15] earned income and unearned income.
16 The top rate on everything would be 50 percent,
17 commencing January 1, of next year.
18 Tﬁe marriage penalty relief is provided, phased in over
19] two years. There would be a 10 percent exclusion of the
20} earnings of the lower income spouse up to a maximum of
21| $3,000. That would be phased in 5 percent in 1982, and the
22| full 10 percent in 1983 and thereafter.
23 The unified estate and gift tax credit would be
24| increased from the present law of $47,000, which is equivaiénﬁ
25| to an exclusion of $47,000 -- excuse me, $175,000. That
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11 would be raised tn $£197.000, eauivalent to an avclucion of

2| $600,000. That would be phased in over five years.

3 Also, the marital deduction on the estate, the estate
4| tax marital deduction would be raised from the present law,
51 50 percent, to 100 percent. So that all gifts and bequests
6) to a spousé would be free of transfer taxes commencing

7| January 1, 1982.

8 Finally, and in the estate and gift tax area, the

9| $3,000 annual exclusion on gifts would be rajsed to $10,000,
commencing January 1, 1982.

In the individual retirement accounts, the IRA, the
présent $1,500 that can be contributed to an IRA would be
raised to $2,000, continuing the spousal, that is, in present
lTaw of $250, so that a. husband or non-working spouse could
contribute a total of $2,250 to an IRA. )

In addition, the IRA eligibility would be extended to
persons who are covered by a qualified employer sponsored
plan up'to $1,000,. plus the $250, plus $125 for the spouse or
spousal, for a total of $1,125 for the husband and his working
spouse and the non-working spouse, who, if the working spouse
is covered by employer sponsored plan.

We would increase the Keogh plan 1imit from the present
law of $7,500 to $15,000. We would make the interest and
dividends, as we mentioned earlier, the $200-%400 interest

and dividend exclusion which is due to expire under preéent
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There would be an extension and an increase in the
credit against windfall profit tax liability for royalty
owners. The present law has a $1,000 exemption which was
-- a $1,000 credit which was for 1980 only. That would be
raised to $2,500, commencing January 1, of this year.

Then three additional business type items --

Senator Wallop. Mr., Chapoton, if I might, I would
hope as you refer to that both here and. in testimony that a
few others of the Administration may give in the House, make
it clear that the royalty owners that credit applies to or
is targeted toward are not oil companies, but primarily
retired people, former land owners or others that may have
that as a source of retirement supplement or what have you.

But, it is not an oil company relief measure by any
stretch of the imagination.

Mr. Chapoton. It is 1imited to royalty owners, and
of ﬁourée,.the amount is re]atiﬁe]y compared to the oil
company income, it is relativé1y small.

The three additional items, the 25 percent incremental
credit for direct wages paid for research and development,
that would be a credit equal to 25 percent of such wages,
direct wages, over a three year moving base period so the
only increases in wages would qualify for the credit.

That would be effective July 1, of this yeak.
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| 'an additional 50 percent of the next $50,000, for a total

American's abroad .would be libera]i;ég considerably along
the 1ines of Senator Chafee's prpﬁbsa].
For a flat'$56,000 of income earned abroad by an

individual residing abroad would be excluded from tax; and - -

exclusion of $75,000 of income earned abroad, p]ds an
exclusion of excess housing costs based upon the income
Jevel of a GS-14, which is basically 16 percent of that
income level, which is basically housing in excess of $6,000
would be excluded.

Finé]ly, an investment tax credit for rehabilitation
expenditures. The present 10 percent credit would be -- on
20 year structures would be removed and replaced with—a— 15—
percent credit.

On 30 year structures, a 20 percent credit.

On 40 year structures, 40 years and older, and a 25
percent'credit for qua]ified historic structures.

So, Mr. Chairman, basically those are the add ons and
that is the the entire package as introduced yesterday, in
the House.

The Chairman. Did you mention the R & D credit?

Mr. Chapoton. Yes, sir.

The Chairman. Did you mention universities in

connection with that?
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credit, solely for business taxpayers who incur R & D direct

wages in connection with research and development expendi-
tures over a base period, incremental amount.

The Chairman. Senator Roth was the first Senator and
he had to go to another hearing.

1 will reserve my questions.

Senator Grassley was next and then Senator Long.

If we can 1limit our first round of questions to 5
minutes and then any others. .

Mr. Chapoton. Mr. Chairman, let me amend -one thing.
that was bointed out to me. On the universities. If the
taxpayers, their company pays the university for research
and development, then it would get the credit for such
expenditures.

The Chairman. Senator Grassley.

Senator Grassley. Thank you, Mr. Chairman.

I would like to ask you about the IRA's. By the way,
Senator Roth told me as he was leaving that he .is very
subportive' of this whole IRA concept, and parficu]ar]y
taking care of the wives bias in it, as well.

But, does the Treasury have any objection to the
creation of an individual retirement account for homemakers
which would permit a homemaker to use her husband's income

for the establishment of her own IRA?
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increasing the IRA 1imits and the changes in the present

IRA rules with a number of groups, staff here and interested
groups on the House side. This represents what we think is
a productive or desirable change in the rules.

It will greatly increase utilization of IRA's. We are
not prepared, and if we do, as you commented earlier, put in
the spousal IRA, so that a non-working spouse could, a non--
working spouse would ailow a small increase in the total
amount.

But, at this time, we could not supbort going beyond

that. We would like to see what effect this has.

Senator Grassley. Then, was I correct in_my opening__|_ _

statement that the Administration has included in the LIRA,
an opportunity for a maximum of $1,125, in the case of where
people otherwise can't have individual retirement accounts,
can now have individual retirement accounts_and there would
be credif for the spouse?

Mr. Chapoton. That's correct. The non-working spouse
could utilize that.

Senator Grass]ey. That was the point [ wanted to
compliment you on for going at least that far in that.

Let me say, I welcome you coming to this committee,
because when we had the estate tax hearings on the IRS

Oversight Subcommittee, yod announced some very good changes
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Ll for the banefit of cstate tax poyars in this coiniry.

2 So, I think the Administration is making some changes
3| that are very realistic.

4 I want to ask you in regard to depreciation for

5| buildings -- will what we refer to as a single-purpose

61 agricuttural structure be like hog confinement buildings

7] be considered within the five year class for ACRS purposes?
8 Mr. Chapoton. No, it would not.

9 Senator Grassley. They would not be?

10 Mr. Chapoton. That structure would be in the fifteen
11| year c]éss.

12 Senafor Grassley. Okay. Let me ask you --

13 Mr. Chapoton. Let me withdraw that. It would be in
14| the ten year class.
15 Senator Grassley. They would be in tﬁé ten instead of

16} the fifteen year?

17 Mr. Chapoton. Right.
18 Seﬁator Grassley. Okay. So, that is some improvement
19| over the existing law. Right?
20 Mr. Chapoton. Yes, definitely.
21 Senator Grassley. I am not going to comment in agree-
221 ment or in opposition to that except that any improvement is
23| good news.
24 Let me suggest to you that over a long period of time -;
25

I think since 1972 -- we have had problems with special
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single pecple.

Now, how much would it cost us to eliminate the marriage
penalty in the course that we take here where we tried to put
the married couple in the same situation as the single
people?

Mr. Chapoton. Senator, the cost of this proposal starts
out in 1982 --

Senator Long. I mean in full operation.

Mr. Chapoton. Okay. In full operation, it would be §$7
billion in 1984.

Senafor Long. That®s $7 billion. But, that only wipes
out half the penalty, right? | '

Mr. Chaboton. It necessarily operates unevenly
depending upon the relative income of the spouses. The
penalty varies according to that.

Senator Long. But, now this is the same thing we had
in 1ast.year°s tax cut bill, isn°t it? Basically, it is
the same provision.

Mr. Chapoton. Yes sir.

Senator Long. Now, if that is the case, then that only
takes care of half the penalty, right?

Mr. Chapoton. It takes care of variants. At some incom
lTevels and some distributions, it takes care of all of it aﬁd

at some Tevels it takes care of half of it.

11"
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of half the marriage penalty. Isn®t that about the size of
it? That is about what we were doing last year.

Mr. Chapoton. A little less than that.

Senator Long. What's that?

Mr. Chapoton. Just a 1ittle less than that.

Senator Long. A little less than half, so that if you
are going to eliminate the marriage penalty entirely it
would cost twice that -- at least $14 bi]]ion,.right?

Mr. Chapoton. Right.

Senator Long. All right. Now, by contrast, suppose
we just_w%ped out the marriage penalty by undoing what we
did to begin with. Just taking away the advantage we gave
to single people to begin with. What would that cost? I
mean cost the Treasury. What would the revenue loss to the
Treasury be if we got rid of it by just eliminating the
advantage we gave to single people to begin with?

Mr; Chapoton. You would raise money by doing that.

Senator Long. It would actually raise money for the
Treasury. How much would it raise?

Mr. Chapoton. I am not sure we have that. Well, it
would vary.

Senator Long. Mark probably knows that. Does the
Joint Committee know that?

Mr. McConaghy. It will raise money essentially
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but we will get a figure for you.

Senator Long. How much?

Mr. Chapoton. Around $10 billion, Senator.

Senator Long. Well, I was led to believe that you are
benefitting about one person -- you have about four times as
many people file as married people as single and I was led to
betieve that you have about one-quarter as many beneficiaries
on the single end as you do on the married end and therefore,
it wouldn®t cost near as much in terms of the increase on one
end as it would to cut on the other.

Cou]d you tell me about that?

Mr. McConaghy. Well, Senator Long, the $14 billion to
correct the marriage penalty would also, in effect, have an
amount that goes to people who now have a marriage bonus, so
if you corrected it by raisiné the rates on singles you would
raise about $10 billion out of that $14.

| Senator Long. On those who are getting a marriage bonus
you might say.

Mr. McConaghy. Yes. You wouldn®t use the money that is
now going to those who get a marriage bonus.

Senator Long. A1l right. But, here is the thing I am
thinking about.

What we have here would eliminate about the half the

marriage penalty, cost $7 billion in revenue to the Treasury.
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to the Treasury.

On the other hand, if you take the approach that Larry
Woodruff wanted to take -- he has a job somewhat similar to
yours, Mr. Chapoton and he ﬁsed to be head of that Joint
Committee staff on which Mr. McConaghy is sitting. His
attitude was that well, that in future tax cuts you ought
to try to get rid of that marriage penalty by simply not
cutting the single people or those who are getting a marriage
bonus as much as you would provide a tax cut for the married
people.

By dbing that you could cushion the cost of getting out
of this trap. What we are talking about here is that to
guarantee all those who are getting the marriage bonus and
those who are have what now appears to be a doubtful advan-
tage for single people, to let them have all the same tax
cut_as the others and then put the marriage penalty on top
runs thé cost of it way up -- $14 billion to rid of the
whole thing.

The question is why don*t we consider trying to do a
Tittle of both. Say we will give some advantage to married
people, but we won°t cut the rate quite as much. And that
being the case we can move toward a solution where it won®t
cost $14 billion to get out of that trap.

We may make a little something for the Treasury while
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Mr. Chapoton. Well, Senator, we have studied this
marriage penalty thing in depth and we have worked with the
Joint Committee staff on it at length.

There are ways you can move and it obviously, as you
well know, a very complicated problem in the way it affects

different taxpayers at different levels of income and the

- mix between spouses affects it.

But, you can move in the direction of adjusting
entirely the rate schedules. It would make a flater rate
schedule. The Joint Committee has looked at it. We have
looked at it. But, we have come down on the side of across-
the-board marginal rate cuts as a cornerstone of this tax
package and given that constraint, if you will, the marriage
penalty relief simply has to be on top of whatever across-
the-board rate relief we propose.

Senator Long. But, now you see here is where you
staﬁd. You start out with a proposal of 10-10-10 and then
it always seemed to me as though if you going to restructure
this tax code to make it a much better law -- make it more
just, more fair, more equitable, more uniform to all tax-
payers -- you have to zero in on these areas where the
injustice is the greatest, where the unfairness is the
greatest, where the economic disparity is the greatest, and

to pass a bill like that you have to have a bill that can
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It is a 1ot easier to vote for a tax cut than it is
a tax increase. That being the case, you need a big revenue
bill 1ike this if you are ever going to take care of a lot
of things that are wrong with this code.

Now, & marriage penalty is one of these items. You
have this section about the employees abroad. That is
another one. -

I applaud you. I think it is great that you are coming
in and trying to do something about this. But, when we seek
to do some of this, if you are going to do it, it is going
to cost some revenue to the Treésury. Apparently, you find
the revenue to do this by saying well, we will have a 5-10-10
rather than a 10-10-10.

I guess that is where you are finding a Tot of the money
to cover the cost of what are some very good provisions. My
thought is that we ought to look in terms oflwhat it is
going to.take to do some more things that need to be done.
It would just make all the sense in the world.

I guess my time has expired for now. I will come back
and talk about some more of this later on.

Thank you.

The Chairman. Senator Danforth and then Senator

Bentsen.

Senator Danforth. Mr. Chapoton, the original version
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for incremental spending for research and development.

This bill provides the tax credit equal to 25 percent
of incremental wages paid directly for research and develop-
ment.

What was the reasoning behind the change?

Mr. Chapoton. It was a couple of factors, Senator.
One, we are, of course, giving very significant tax benefits
to any investment in equipment, including equipment used in
research and deve1opmeht expenditures, through the basic
ACRS proposal.

So, &ou have some benefit flowing that way through
equipment. We put it in the three year class. As you know,
we put the equipment used in research and development
expenditures in the three year class. Originally under this
modification, all short-lived equipment would be in the tﬁree
year class so that is not an individual item any longer.

But, it still is major benefit for R&D equipment as
well as other.

In addition, the allocation of the use of equipment
between R&D and other uses gave us very difficult technical
type problems in trying to fashion a provision and we deter-
mined that the benefits were already large enough for equip-
ment so we just cover direct wages.

Senator Danforth. What would be the revenue difference,
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this?

Mr. Chapoton. If you added equipment, then you have
to take into accouﬁt the factor that these estimates because
of the allocation problems.

Excuse me, Senator.

We don°t have with equipment at this point. I will have
to supply that for you. You have before you, I believe, the
cost of this provision -- $400 million in 82, $600 in 83 and
$700 million in 84.

Well, I am advised I need to supply you that. I am
advised it would be substantially more if we added equipment.
Probably twice as much.

Senator Danforth. Let me just raise this possibility.
If the bill were to specify wages, that would be saying to
businesses we encourage you to spend more money for research
and development providing that you spend the_money for
wages. You spend it the way we want you to spend it.

Wouldn®t it be better and accomplish the same result
if you provided the credit for research and development
spending and then accepted from the credit equipment or what-
ever other specifics you wanted to accept. Do you follow me?

Mr. Chapoton. No, I don®t think I do.

Senator Danforth. Okay. I am told, for example, that

spending for research and development includes things other
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11 than eauipment. Tt includes various lab costs. It includes
2| support services, utility costs, repairs, maintenance, things
3] that aren®t included in equipment, outs%de projects of one
4] kind or another and that there are various experimental costs
>| that are not necessarily included in wages.
6 It would seem to allow more freedom for the business
7| involved if you were to say, you spend the money for research
81 and development. We would 1ike to accept from the tax credit
9] equipment or whatever else you want to specify.
10 It would seem to me that it would allow more freedom
111 in the business and be tess manipulative of precisely how
12| they spenﬂ their R&D money.
13 Mr. Chapoton. I suspect there would be, if you exclude
14] equipment, very little that we have not covered and except,
15] 1 guess the basic difference would be overhead or allocation
16| of basic overhead.
17 Senator Danforth. Well, what I would like to do is to
18| just leave the door open at this point if we could work this
191 out between Treasury and staff as to precisely how this is
20] framed.
21 I would prefer to do it in a way other than just
22} specifying wages if we could.
23 Mr. Chapoton. We would be happy to go over the details
24| of that. |
25

Senator Danforth. Okay. Thank you very much.
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» I reiterate my hope that within this genera}
thrust with which I totally agree with, that the Adminis-
tration is after, we could take & look at the details as
we move along.

Mr. Chapoton. We would be happy to do it. Of couse,
we have been examining savings proposals in detail already
and to reiterate a point we have made often, very often,
is we think the marginal rate cuts will have a tremendous
effect on the savings rate in this country.

Senator Danforth. Thank you.

The Chairman. Senator Bentsen.

Senator Bentsen. Thank you very much Mr. Chairman.

I thank my friend from Missouri for his generous remarks
and will look forward to working with him as we try to do
things to create more savings.

I don®t share the optimism as to that amount of the
margina1.rate cut going into savings because we have a
Tibrary full of empirical studies saying that that doesn®t
happen to the extent you would get with a targeted savings
incentive.

I would 1ike to comment concerning the royalty owners
and say that again that is not, as some people seem to
think, just a very small group. In my own state, that is

650,000 people and they are paying a tax rate that is the
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cases that 650,000 people have earnings from royalty payments
of less than $100 a month.

In many of those cases, that is the elderly people and
that ts very important supplement to their income, so I
congratulate the Administration in what I think is a very
forward and progressive step in trying to correct that
injustice and I am delighted to have worked with my friends
Senator Dole and Senator Long, Boren and the others in urging
that.

Now, you have one situation there, Mr. Chapoton, where
you talk about investment income being cut from 70 to 50 per-
cent to be on a parity with earned income on January first.

I can understand that'because of the problem of loss of
revenue to Treasury.

But, I don?t think you can wait until then to do your
capital gains part of it. It seems to me that you have to
have an'effective date on capital gains prior to January 1
of 1982.

The Administration, I think, very wisely said you qo0
back on your depreciation schedules so you are sure that
you in no way have delayed the purchase of equipment. But,
we in the past and in the last tax cut on capital gains made
an early effective date so there was no problem in stopping

sales.
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from 28 to 20 percent in the capital gains rate, that is
approximately a 23 percent cut. I think you are going to
have a lot people who will not go ahead and consummate a

sale until January of next year and I don°t believe you are
going to lose the kind of revenue by having an effective date
July 1.

If you ook at the feedback in the situafion,rwe are
running into the same kind of arguments that we ran into
with the previous Administration when we tried to cut back
from 49 to 28 and they said we were going to have a big
loss in revenue. We didn®t have that loss of revenue and
particularly you wonft have that loss in revenue in this
situation, I believe, but you will have a delay in trans-
actions and sales that should not happen.

You will stall a great deal of economic activity that
is important to accomplish the objectives you are trying to
accompligh for the economy if you delay the effective date
of that capital gains cut until January 1.

Mr. Chapoton. Well, Senator, we reviewed that and

we recognize that argument has been presented. There

is certainly a matter of concern if there is delay. Keep
in mind that the method by which capital gains are reduced

under this proposal is a reduction in the ordinary income

rates.
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mean that we can?t find a way to bring about capital gains
as a separate situation for that six months.

Mr. Chapoton. That is correct and you can do as was
done in 1969, you can do it on transactions after a certain
date. Now, we have not proposed that. We, basically, have
not decided that the delay will occur and of course, it
depends on when this legislation is passed. We are hopeful
that it will be passed mid-year or at the end of July.

Senator Bentsen. Mr. Chapoton, any time I go before
a group and open it up to questions and I talked tax to
them and‘we talk about trying to get the capital gains cut,
there is always somebody who stands up and wants to know
what is the effective date. You know what is going on,
what they are thinking about.

They are thinking about staling a deal, not making a
trade.

Thére is another one I would like to ask you about
and this is a more technical situation. You are talking
about the limitation of the investment tax credit to the
at risk side. Now, as you do that and I can understand
some of the reasons in that because you are getting at
the limited partner deals where the fellow really isn°®t
liable or the major part of the investment, but you turn

around on the other side and you say for the company that
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11 is not making money and cannot utilize the investment tax

2| credit and the depreciation that you are going to liberalize

3| the leasing provisions.

4 I think I understand what you are getting at there.

5| You are trying to get away from a refundable tax credit and

6| I congratulate you on that. But, don?t you have a paradox

7] there?

8 Mr. Chapoton. Let me explain., It is not a paradox

g as it would appear.

10 First of all, on the at risk rule as applied to the

11} credit under this proposal as modified -- I didn?t explain

12| this -- that rule is liberalized to some extent. It still

13| remains in the bill but it does not apply to debt. It

14| originally applied to any non-course debt. It does now not

15 ‘apply if the debt is from a traditional financial institu-
16| tion.

17 Senator Bentsen. If it what now? ,

18 AMr.'Chapoton. From a traditional financial institution.

19 Senator Bentsen. I see. I understand what you are

20| trying to do.

21 Mr. Chapoton. But, secondly, the leasing provision, the

22| 1iberalized leasing provision, is aimed at the corporate

sector, not at the individual sector.
Senator Bentsen. I understood that.

Mr. Chapoton. So the at risk rule is limited to
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leasing provisions, lessor corporations, and the at risk
rule 1imits will apply only to individuals to who are lessors
or investors.

Senator Bentsen. No, I understood that, but I still
question if in the economic philosophy in what you are trying
to accomplish that there isn°t actually some conflict in the
objectives there. I will explore that further with you.

I know my five minutes have expired.

The Chairman. Senator Armstrong and Senator Bradley.

Senator Armstrong. Thank you, Mr. Chairman. Mr.
Chapoton, I understand that there have been a number of
adjustments and accomodations and so on in the package 1in
the last several days and I wonder if you could help me
understand the Administration®s proposal with respect to the
method by which depreciation is computed.

I have before me a handout and I am not clear. Is this
a héndodt that you have supplied entitled, “Summary of H.R.
3849"2

Mr. Chapoton. Yes sir.

Senator Armstrong. Well, this recites and I take it
that this is now the revised proposal --

Mr. Chapoton. That is correct.

Senator Armstrong. This recites that equipment placedl

into service between now and 1985 would be depreciated on
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11150 percent declining balance and thereafter that would be
2] increased to 175 and 200 percent declining balance beginning
31in 1985.
4 My question is this. Is it your view that the higher
5| percentage is an important tax incentive? 1s this something
6| that is really meaningful? 1Is 200 percent a Tot more
7| important than 1507
8 Mr. Chapoton. Well, the business community certainly
9| feels it is significant. The 200 percent, of course, was
10| in the original proposal with the phase in.
11 The original proposal did have a phase in of the entire
12§ cost recerry system. We put in effect immediately at the
13| 150 percent rate and we think it is important that the
14 encouragement for investment be there and long-range, it
15| seems to be very important to business that the full benefits
" 16] of this system be there. So, we provided the full benefits
17] after 1984.
18 Seﬁator Armstrong. In my concern, I am inclined to
19{ agree that this is an important incentive. From my own
20| experience and also from talking to people who are large
21| buyers of equipment, I gained the impression that this is
22| a very, very important incentive indeed.
23 Now, my question is this. If I am otherwise planning
24] to put some equipment into service, say in February or
25

March of 1984, am I given a strong incentive to postpone
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11 putting it into service until January of 19857

2 Mr. Chapoton. That same question came up when the

31 original proposal had a phase in and if you put the numbers

4| down and you assume an income from the investment which you

5| of course must assume, we think the deferral will not

6| result.

7 That is why that factor made us phase in the increase

8.| to 200 percent over 2 years instead of going directly to

9] 200 percent in 1985.

10 Senator Armstrong. Have you looked at the possibility

11] of simply permitting all property to be depreciated on the

12| basis of 200 percent declining balance after a certain date

13] such as January 1, 1985 even though it was placed in service

14| some time before that?

15 Mr. Chapoton. No, we have -- I guess it is not correét
16| to say we haven?t looked at it, but we think that adds a

17| great degree of complexity and it certainly adds to the cost

18| that year and we think we will get sufficient investment in

19| the early years, which is what such investment would be under

20} this proposal.

21 Senator Armstrong. You just don°t see it as a problem

221 that 1984 equipment would be postponed?

23 Mr. Chapton. No, we do not.

24 Senator Armstrong. Let me turn for a moment to the

25] real estate. I am not as familiar as I would like to be even
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present time that commercial real estate if depreciated the
rule if that you recapture in a sale and are taxed as
ordinary income that portion of the sale price that exceeds
the depreciation.

It is not clear to me where we areﬁgoing in this pro-
posal, but as I understand it, we are creating two rules
in the Administration®s proposal. One, that there is no
recapture if it is straight line, but that there is a
recapture of the full amount of depreciation if it is an
accelerated declining balance depreciation. Is that correct?

Mr. Chapoton. That is correct.

Senator Armstrong. In other words, you are not recap-
turing just the part that brings you back down to straight
line, but recapturing the whole amount even that portion that
would have been depreciated under a straight line --

Mr. Chapoton. That is correct on everything except
housing'and that is the provision that was applied to
owner-occupied structures in the original.

Senator Armstrong. Have you computed what the probable
tax consequences, revenue consequences are if you simply
recapture the portion that brought you back down to the
straight line method? .

Mr. Chapoton. That is section 1250 recapture. I am

not sure, Senator, we might have to supply that to you.
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going into effect in July of 1982 and another 10 percent
in July of 1983. 1Is that correct?

Mr. Chapoton. That is correct.

Senator Bradley. The withholding rates -- could you
tell me when will the withholding rates -- is it 10
percent effective January 1, 1982?

Mr. Chapoton. No. Senator, let me review the details
of that because I think it will be helpful.

When we say a 5 percent cut October 1 of 1981 we mean

~we do not change the rate tables mid-year. We cannot do

that. So, what that means is liability is reduced by 1.25
percent for the entire year so that in 81 it is although
the tax cut goes into effect in October at a 5'percent rate
it is really a 1.25 percent tax cut for the entire year, but
withholding drops by a full 5 percent commencing October 1
and thereafter.
| Senator Bradley. So, that an individual! would have 5

percent more takehome pay out of his withholding?

Mr. Chapoton. That is correct.

Senator Bradley. Going for 1982, How is 1982 started?

Mr. Chapoton. 1In 1982 the withholding change is §
percent withholding that commences October 1981 continues
through the first half of 1982 and then the additional 10

percent comes in so that after July 1 and for the‘rest of







1] a three-stage phased in tax cut and this is one svstem of

2| doing it. You can do it any number of ways.
3 If you have the 5 percent cut in withholding on October
4|1 1 and then the next cut in withholding say to the full 10
5| percent on January 1, 1982, it costs additional money to the
6| Treasury -- about $3 billion.
7 Senator Bradley. So, you are saving $3 billion in
- 8] fiscal 82, but won?t it have an effect in 83 then?
9 Mr. Chapoton. You will have the same deferral. You
10| are saving money each year when you defer withholding.
.ll Senator Bradley. What is the economic rationale for
12} that? If you are just deferring to another year, sometime
13] you have to pay the piper, right?
14 Mr. Chapoton. Well, as in everything in the budget
151 process, the deferral is very significant.
16 Senator Bradley. So, if the deficit was actually a
171 1ittle higher than you thought in 83 or 84, you would
18 actua11& have an additional $3 billion in deficit that
19| you had not suspected or hadn®°t planned on.
20 Mr. Chapoton. Well, it is, of course, in the numbers.
. 21] The higher numbers in the out-years are in the projections.
22 Senator Bradley. So that to take advantage of a mid-
23| year up in withholding cuts you are taking a chance that

24] in the out-years you will have $3 billion more on the

25| deficit?
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it is reflected in the 82 numbers and the impact on the 83
numbers is reflected. It is not a surprise. We know what
is going to happen out there.

Senator Bradiey. Is that in the budget assumptions
then?

Mr. Chapoton. Yes, that is correct. It is in the bud-
get assumptions.

Senator Bradley. For 83 and 84?

Mr. Chapoton. That is correct.

Senator Bradley. Thank you.

The Chairman. Senator Boren.

Senator Boren. Thank you, Mr. Chairman.

First of all I want to join with the others who have
commended the Administration for this package. I think it
is an excellent package and certainly I support the major
thrusts of it. I think it is going to do a lot to rejuvenate
the econﬁmy and keep the country from living off inventory
and start rebuilding our industriai base.

I also want to echo what Senator Bentsen has said
about the proposal to assist the small royalty owners. 1
think there has been a great misconception about that pro-
vision in the press.

As it has been pointed out, it is not help for the oil

companies. It is help for individuals, most of them who
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11 are lower and middle income individuals.

2 We found that in a survey in our state that approxi-
31 mately half of them were retired persons living on social
4| security in the lower income brackets. It is going to be
5| of very significant help to them.

6 I commend the Administration for including it.

7 Let me add to the comment that Senator Bentsen made

8| earlier. 1 hope that some consideration -- I realize you
91 said that it already has been discussed in the Administra-
10| tion, but I hope you will discuss it additionally and that
11| is the problem of effective date on the capital gains

12] reduction.

13 I sincerely agree with Senator Benfsen that there is
14] going to be simply the postponement of a 1ot of transactions
15| if there is anticipation that the capital tax will be reduced

16| and the effective is put off as late as January L.

17 I hope there will, again, be renewed consideration of
18] this po{nt.

19 I wanted to ask you specifically about the provisions
20| on the estate and gift tax. It is my.understanding in

21| discussing this matter with the Secretary and with the

22| President and others that there might be some flexibility
23| to the members of this Committee who have been interested
24| in this particular field, to refine the provisions of that
25| particular proposal so long as we stayed within the same
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proposal and I would specifically mention there are two
or three elements that we thought were to be included.

In the bil1l that Senator Wallop and I introduced we
had also adjusted the brackets, the rates across-the-board,
so that when you exceed the $600,000 exemption which would
eventually be phased in that you would not then jump in
immediately at a very high rate on estates above that level.

I think that it is important for us to consider that.
Also we had a provision and Chairman Dole has worked on this
in the past and Senator Byrd and others, in regard to agri-
cultural hse valuation, simplifying that procedure and
making it workable and several of us have also been
interested the small business valuation. The valuation
that would be applied to closely-held busines#es.

I wonder if it is accurate to say that there is some
flexibility on that matter. That is what I had been told
for somé of on the Committee to work with you and others
at the Department on this matter so long as we stayed within
the financial targets here in terms of impact on the budget.

Mr. Chapoton. Well, Senator, we have looked at other
alternatives, particularly in the rate structure. On these
constraints you donft have a lot of room to work on the
rate structure, but I can assure if the President said we

would work within these constraints we would.
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this with the Chairman and I think if we can probably put
together a little informal working group, we might be able

to do it. There are several options that we could consider
in terms of, for example, the schedule of phasing in all the
changes that might be expanded slightly in order to make sure
that we get these other provisions in.

1 know Senator Symms has worked very hard as well.

Many of us on the Committee were fearful that if we missed
this opportunity to write a truly comprehensive reform of
the estate tax law, we might have difficulty in getting
some of tﬁese changes made later and so that is the reason
we want to try to get as many of these provisions included
as we possibly can.

Mr. Chapoton. Okay. We will, of course, be happy
to work with you. I think it is a significant constraint
under which we are working though, Senator.

Seﬁator Boren. I understand the budgetary restraint
and I certainly commend, again, the Administration for going
as far as it has. 1 think that the provisions that are
included are excellent ones and I am certainly not speaking
against any of the provisions that you have outlined or that
are in the draft proposal for all of them. I hope we may be
able to refine it and make some tradeoffs maybe on time |

schedules to include some of these other factors.
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1 Senator Byrd. Now, everyone seems to recognize the 4
2 equity of reducing the 70 percent income tax rate from 70 to
31 50. 1 am wondering whether you feel that that same fairness
4% or principal ought to apply to the estate tax.

5 Mr. Chapoton. Well, Senator, I think there are very

&| different considerations in the estate tax, but let me say

7| that we do not consider this the final act in estate and

81 gift taxes and we do need to look at the entire area.

9 This is sort of a one shot very significant relief

101 in the estate tax burden and improvement through the

111 increased marital deduction.

12 There are a Tot of other problems in the estate area.
131 The generation skipping across, the rules for marital deduc-
141 tion, a 1of of complexity and indeed, Senator Boren was

15] eluding to the cliff, if you will, where the rate structure

16] kicks in, nﬁw, at the $600,000 a very heavy rate structure

171 immediately and running up to 70 percent.
18 We would like to Took at all these things, but we simply
191 did not have the time to do it at this point.

20 Senator Byrd. Do you happen to have a figure available
21] as to what the revenue loss would be if you reduce the maxi-
22} mum rate from 70 to 50?
23 Mr. Chapoton. Senator, I think we better supply that
24| to you. We have done that, but we don®t have it with us.
25

Senator Byrd. Thank you.
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1 In regard to IRAs, would Government employees be able
21 to set up an IRA under the Administration®s proposal?

3 Mr. Chapoton. Yes, they would.

4 Senator Byrd. I hope the Congress will act quickly on
5] this tax bill. It seems to me the quicker that Congress

6] can act, the better off the country will be.

7 In that connection, I want to express a view similar

8] to that expressed by Senator Boren and Senator Bentsen in

9{ regard to capital gains. As a matter of fact, it seems

10| to me that the Congress would be wise to set the effective
111 date right away because'if you set it any time in the future
12| it seems to be is almost bound to reduce transactions and
13| slow up momentum in regard to any transactions.

14 I donft believe the cost -- I don°t know whether you
15| indicated the cost or not, but there couldn®t be much

16| cost involved.

17 Mr. Chapoton. I do not think there would be much cost
18 invo]ved. We shall take a look at that, yes sir.
19 Senator Byrd. Thank you. Thank you, Mr. Chairman.

20 The Chairman. I might say in that regard, I think in
21} view of Senator Byrdfs comments, Senator Bentsen®s and
22| others, I might just informally ask the Committee is there
23| general agreement that the effective date should not be

24} later than July 1?

25 Senator Long. It seems to me, Mr. Chairman, that the
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1| effective date ought to be immediately.

2 The Chairman. Capital gains --

3 Senator Long. It seems to me that anybody if he had

4} any choice about it is going to postpone any capital gains

5| transaction waiting for the rates to come down. All kinds

61 of people are going to do that. Isn®?t that right, Mr.

7| Chapoton? You were practicing law just a short time ago,

8| wouldn?t you advise your clients to either draft to pay for
9] it slowly so it would be effective subsequently or to wait
10| until the Congress acts?

11 Mr. Chapoton. There are a lot of factors that enter

12| into a decision to make a sale if you look at the stock

13| market. You have to worry about the stock going down. On
14| land I think there wbu1d be more of a tendancy to think that
151 it would not retreat so that you might be willing to hold.

"16]| In the stock market, a little bad news could wipe out the

17] gain that you were waiting for.

18 The Chairman. We are just talking aboﬁt capping the

19| capital gains, not lowering that from 70 to 50 effective

20| duly 1.

21 Mr. Chapoton. It could be done, certainly.
29 The Chairman. Do you have any strong objection to that?
23 Mr. Chapoton. I, off-hand, do not see any strong objec-
24| tion to that, Senator, no.

The Chairman. Does anybody on the Committee have any
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commit himself and so the matter was more or less held in

1| objection to that?
2 Senator Byrd. Why not make it today?
3 Senator Long. I would suggest we make it today. Any
4| transaction should start now, at 11:45 or 11:46 on the 10th
5| of June.
6 Senator Packwood. Bob, I want to offer only this
7| caveat. You and I have been in conferences before where we |
8| made assurances in this Committee and then we went to con- J
9| ference and that wasn’t the day that we ended up with and 1
10| you can say that, but if anybody in this audience goes out
11| and investment at 11:48 today thinking that it is going to
12| be retroaétive at that time they may be acting on assurances
13| that we are able to deliver.
14 Senator Long. Well, make it any transaction as of the
15| ninth of June then. That would take care of anything that
16| done.
17 Senator Packwood. MWhat I am saying is we may not be
18] able to'de1iver on that.
19 The Chairman. W¥We hope maybe the Ways and Means Com-
20| mittee in a meéting later today might agree this would be
21| a good idea.
22 Senator Long. It was suggested in the beginning that
23] the date ought to be January 1. Now, let®s Just be frank
24) about it. Mr. Rostenkowski at that point was not ready to
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to be made.

I have sat right beside in restaurants and heard a
man advise his son, wait until you see what the capital
gains tax base is going to be.

Those dates would oftentimes be proposed as a date
the Administration sent the recommendation up to the
Treasury. 1Isntt that right, Mr. Chapoton?

Mr. Chapoton. That is often the case, yes sir.

Senator Long. My thought is it ought to be the date
that -- when House Committee sets a date they act. I think
why don't'we make it the date they introduced the bill and
I think that at a minimum we could say it shouldn?t any
date after that, starting right now, starting today. Let's
make any transaction on the 10th of June covered by the
new rule.

The Chairman. We had not planned on making any deci-
sion today, but I am not opposed to making a decision. If
there is no objection, I think we could at least indicate
to the Treasury what our feeling is on this Committee.

Mr. Chapoton. This, of course, is the problem that
has existed. As soon as rate reduction was proposed, as
Senator Long, has pointed out, capital gain rates are coming
down. People know that. There may be more or less deferraf

now. I donft think it is a new problem created by
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are saying. I am not sure it is a precipitous problem.

Senator Long. Anybody who has a big transaction is
going to wait until he sees what the date is going to be, but
it seems to me as though that both the House and the Senate
Committees ought to commit themselves as soon as they focus
on it.

In years gone by, I believe, you just get the two Com-
mittee chairman and sometimes the two ranking members to sign
up and say we think it ought to be the date as of now, at
the time the proposal came up.

I would think that this Committee could say it ocught to
be now and frankly, I think, if we set it now, set it right
today, and move on that basis, by the time the bill gets to
conference there will be so much pressure built up to stay
with this date that it will prevail. I would be willing to
bet you on that.

(Laughter)

The Chairman. It has been suggested we ought to make
the estate tax effective today so that people can go ahead
and pass on, but I dont%t --

(Laughter)

The Chairman. I would try to keep our priorities

straight.

Why don¥t we just indicate, without objection, that is
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11 the consensus of this Committee and it nrabably will be

2|1 in the bill that we pass.

3 Senator Packwood?

4 Senator Packwood. Mr. Chapoton, is the Treasury using
51 static estimates in their revenue losses?

6 Mr. Chapoton. Senator Packwood, the estimates are

7| static in the sense that they come off of the projections

81 of the economy and to the extent the economy is built into

9t it, the assumption of a tax cut of changes in depreciation --
10 Senator Packwood. Slow down, you are going farther

11| than 1 want to ask.

12 The freasury has always used static statistics before,
13] static estimates.

14 Mr. Chapoton. The answer is yes.

15 Senator Packwood. Thank you. Now, in 1984, your static

16| estimate of the loss under the new bill, the Economic

171 Recovery Act of 1981, is $149.6 billion rounded off to $150
18] and undér the original Administration bill it is $151.5

19| billion, rounded off for the moment to $150.
20 Am I okay so far?
21 Mr. Chapoton. Yes sir.
22 Senator Packwood. A1l right. Now, what is the original
23 bi]]? Is that 10-10-10 as of January 1, 1981 or July 1,
24| 19817
25 Mr. Chapoton. July 1, 1981.
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1 Senator Packwood. Okay. So, by fiscal 84, we have

2{ roughly the same static losses and what you have simply done
3|1is stip your 5 percent to October 1, gone ahead with your 10
4| percent and your 10 percent and then put in a whole variety
5| of, perhaps, justifiable little do-dads, like the estate tax
6| that Senator Grassley is interested in and the $200-400 in
7| interest that Senator Bentsen is interested in and the over-
8] seas income that Senator Chafee is interested in and the
9| research and development that Senator Danforth is interested
10| in and the royalty owners that Senators Boren and Dole are

. 11] interested in and come out with roughly the same loss that
12} you had initially.
13 Mr. Chapoton. In the out-years that is correct, yes
14} sir. In 1984, it is roughly the same amount, right.
15 Senator Packwood. Can you give me your estim&ted

" 16} deficits for 81, 82, 83 and 847

17 Mr. Chapoton. In 84 it is a slight surplus.

18 Senator Packwood. How much?

19 Mr. Chapoton. $2 billion.

20 Senator Packwood. $2 billion. Well, now what about

21| for the previous three years?

22 Mr. Chapoton. Excuse me just a minute. Let me get
231 that. Let me give you first the change, -- scratch the $2
24] billion figure because it is going to be about $6 billion

25| surplus in 1984.
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Senator Packwood. $6 billion surplus in 84.
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Mr. Chapoton. The decrease in the deficit or the
increase in the surplus under this bill as contrasted with
the original --

Senator Packwood. I don?t want that.

Mr. Chapoton. Well, okay.

Senator Packwood. I just want to know under this bill
the estimated deficits and surpluses.

Mr. Chapoton. Let me give you the figures under the
first budget resolution. The deficit in fiscal 81 would
be $51.25 billion.

Senator Packwood. We are already at 58 for this year.
We are likely to be at 62 or 63.

Mr. Chapoton. I am giving you under the budget reso-

lution.

Senator Packwood. I understand that. We are at 58 in
our estimates now. _

Mr; Chapoton. Well, we are at 58 but'that was based
on the original tax proposal so you have a reduction in the
last.

Sénator Packwood. A1l right. Your new tax proposal
for fiscal 81, what is the deficit?

Mr. Chapoton. The deficit would be 51.25.

Senator Packwood. Okay.

Mr. Chapoton. In fiscal 82, the deficit would be 21.15.
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1{ In fiscal 83, 11.05 --
2 Senator Packwood. And then $6 billion surplus in 84.
3 Mr. Chapoton. Well, let me correct that because it is
4 4.65 in fiscal 84.
5 Senator Packwood. Let?s call it 5, round it off.
6 Mr. Chapoton. Okay.
7 Senator Long. What®°s that figure for 84? I didnft get.
8 Senator Pacgwood. $5 billion surplus.
9 Mr. Chapoton. $4.65, $5 billion.
10 Senator Packwood. And you were presuming that the dif-
11} ference between your static loss of $150 billion in the $5
12| billion surplus is going to come about totally through
13| reduced spending and reflows because of the energized
14| economy?
15 Mr. Chapoton. That is correct.

16 Senator Packwood. Now, next question. Do you have any
17} evidence that the $200-$400 savings incentive has induced
18| more savings? |
19 Mr. Chapoton. No, we do not have any evidence of that.
20| It is very difficult to determine that. You can analyze it
21| in various ways, but we donft have any direct evidence.
22 Senator Packwood. Well, let me ask you this. Isnft
23| the evidence pretty chh the other way? It has not induced
24} any new savings.

Mr. Chapoton. I just don?t think there is any evidence
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2l increased savings for someone who already has saved an

31 amount that produces capital income --

4 ‘ Senator Packwood. What is the point of putting it in
5| if it doesn?t increase savings?

6 Mr. Chapoton. Well, I think there are a number of

7 points. One, it is certainly a symbolic matter that the
8. policy of the Federal Government encourages savings. It

21 does keep the pool of savings that you already have that
10 people that are affected, that is at the margin, that do
i1

- say do have $400 of interest and dividends. They would be
121 affected ff you remove it.
13 And in addition, it does have a major simplicity
14] affect. People that ﬁave small amounts of capital income,
151 of whom there are a lot, do not have to report these

16] small amounts.
17 - Senator Packwood. Donft mistake me, I have no objec-
18] tion to encouraging savings. I wish we had some reduced
19] dividend exclusion, increased dividend exclusion here too.
201 A1 I am saying is to reach a reasonable revenue loss and
21| I have asked the Congressional Budget Office, the Library
22| of Congress and Treasury and I cannot get any evidence that,
231 indeed, it induces any savings.
24 Mr. Chapoton. We Took at the overall savings rates

25§ and a lot of things go into that mix. The treatment of




1! interest on the other side. The deductability of interest

21 is a major factor, as you well know.

3 it is difficult to isolate what happens from any

4| particular change in the Fax law.

5 Senator Packwood. I have no other quesfions.

6 The Chairman. Senator Symms.

7 Senator Symms. Thank you, Mr. Chairman.

8 Just to pursue that Tine of questioning a little bit,
gf that Senator Packwood started with you. What would be wraong
10l in the area of savings exclusions, to approach it from a

11| percentage. MWhatever we are going to do, start in a directio
12} of hopefully our goal would be at the end of five years,

13| there would be no taxes on savings and dividends and start
14} heading in that direction.
15 Would you look favorably on that?

16 Mr. Chapoton. Well, that, of course, is a very major
17| concern --

18 Senator Symms. If we want to do sometﬁing to help this
19| economy, I think that would do it overnight.
20 Mr. Chapoton. Well, you have to -- a percentage --
21| I think you have to deal with all capital income, not
22| savings and dividends if you are talking about something
23| that major; if you are talking about'encouraging savings.
24 You have to do something on the interest side so you
25| simply don't have a borrowing to invest, the interest




deduction side, so you don't simply have borrowing where

1

2{ there is an investment in capital.

3 Senator Symms. Well, you know, Senator Schmitt has a

41 bill which I support, which starts off with a 5 percent

5| exclusion on savings and dividends and works its way to 25

6| percent and removes the tax deduction for consumer debt. -

7 It seems to me like that would be a very health thing

81 to do. I guess you look at it favorably, but you don't want

9] to get it in the first tax bill?

10 Mr. Chapoton. Well, I can't say that we look at it

11] favorably at this point, Senator.

12 I wili repeat that we think that savings will receive

13| a big boost from this package. We will.see a significant

14] increase in the personal savings rate.

15 We have studied that savings incentive, along with atll
16| others. That, of course, as you well know, is very, very

17| expensive. _

18 86, we have not gone forward with that or any other

19} savings incentive of that magnitude at this time.

20 Senator Symms. Well, I guess all I was trying to say

21| is that in order to make these things simple and understand-

22| able, it would appear to me whatever we are going to do, if

23| we just start in a direction and say we can only afford to

241 do this much, this year. It would be a healthy way to go

25

about it, to start a general trend which would encourage it.
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1 If peopie knew that they were going to get a bigger
2| savings exclusion in the future or earned income from
3| interest, I would think they would start saving money now
4] so that they would be able to participate in a bigger way
5| later -if they knew it was coming down the line. It might
6| be something to consider.
7 Back to the estate tax that Senator Byrd and Senator
8| Boren were asking you about. In view of the fact that we _
9] have raised no revenue from the generation-skipping tax up
10§ to date, and they project we may raise as much as $40 million
. 11} or $100 million over the next 40 years, and in view of the
12} fact that it costs absolutely hundreds and hundreds of
13| thousands of dollars of wasted man-hours to try to calculate
14} this thing out for the generation skipping ideas that people
15| come up with, why not just include abolishing this in this
16| package? It would be almost minimal on revenue loss.
17 Mr. Chapoton. Well, this package, of course, is not
18 tota]]y‘constructed on the revenue losses.
19 As I mentioned eartier, we do want to take a look at
20| the overall estate and gift tax field. That is very near the
21| top of the things that should be examined, generation
22} skipping tax.
23 But, we are going on one single area this time. That
241 is really all we are prepared to do at this time, Senator. | ‘
25| There are a lot of problems in the estate tax laws and gift
|
|
\
\
|
L T T
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1} tax 1aws that should be examined.

2 Senator Symms. Well, I think that from my discussions
3| with the President himself, that he shares my view on the

4| estate and gift tax, the death tax, as it is commonly

5] referred to.

6 That the only fair, proper, equitable answer to it is
7] to completely get rid of it. How you get from where we. are
8| now to there.

9 So, if we put in this section in the bill that you

10| suggested, do we have the assurance from Treasury that in

11| the second tax bi}] we can make further reforms?
12 Mr.'Chapoton. We have assurance that we are studying
13| the matter for the future tax bill; yes, sir.

14 Senator Symms. The other day when we met with Secretar
15| Regan, I asked a question about how much it would cost to

16 phasé this thing out. I see, according to your figures, you
17} have by 1984, it would be a $3 billion revenue loss to

18 Treasurj.

19 What is it -- a $6 billion revenue -- $6.5 billion
20| now?

21 Mr. Chapoton. I think that is close to present levels.
22| Of course, the estate tax receipts will go up in the out

23| years.

24 This is roughly -- eliminates half the estate tax,

25) receipts from the estate tax.
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1 Senator Symms. That is over a three-year period.

2| That is through 1984.

3 Mr. Chapoton. Right.

4 Senator Symms. Well, would it be simpler to, if we are

5| considering that is the direction we are going, just to

6| compute the tax, based.on the present statute and not change

71 the statute, but.iust'Say,that next year we will reduce the
8 .tax that you would have to pay by 25 percent of what it

9F would have been this year and the next year reduce it by

10| 50 percent.
11 Mr. Chapoton. Well, one of the real benefits of this
121 change is'you exclude a lot of the states, a great number of
13| the states from having to file estate tax returns at all.

14 S0, you achieve a real simplification.

15 Senator Symms. Well, I think -- [ mean, I personél]y
16| think this is a real healthy start in the right direction.
171 I just don't want to have us think that for some reason, if
18] we are Qoing to have a continuation of printing press money,
19| well then, we are going to have a continuation of declining
20| values of money, of the dollar, so the estates are going to
21| get bigger numerically, although they are not more valuable.
22 Would you look favorably upon indexing those estates --
23| that $600,000 number so that every year it goes up, whatever
24| the general rate of inflation is?

25 Mr. Chapoton. T think I would put that off, Senator,
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1} until we see what we are going to do with estate and gift

2] tax laws permanently.

3 Senator Symms.:Very well.

4 Thank you, Mr. Chairman.

5 The Chairman. Senator Chafee.

6 Senator Chafee. Thank you, Mr. Chairman.

7 Mr. Chapoton, I would like to thank you for the support
81 on the 911. I appreciate that. I am delighted it is going

9| to be in the bill.

10 I would Tike to turn to the savings, if I might, again.
11 I know it has been discussed here, but I would like to
12| pursue thé IRA business. It seems to me that this legislatio
13| is very slim on encouraging savings. I know you have the

14 $200 and $400, but we have that anyway. So, that is not a

15} step ahead.

16 Now, on the IRA's, true, you have gone .up $500,

17| without the percentage limitation .in there. But, the legis-
18] lation f was interested in permitted two -things.

19 One, it permitted the IRA's, a]f of them, to go to
20 $2,000. But, of equal importance, it Q]so.permitted the

21| withdrawal for education and for first payment of a home.
22 Now, IRA's haven't caught on very well. I think
23| primarily, one may be the percentage factor. But, the other
24| is for young people, there is no real inducement to go into.

them.
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get into them.

Could you address that? The losses in savings, it
seems -- the losses in revenue would seem to me, to be very
modest.

Now, I am sure you have heard that about every
presentation of any item. But, if the objective is to
increase savings, and aiso, this ties in with the perils of
the Social Security, people depending more and more on a
fund that has its own difficulties, an objective to try and
make that fund a supplement rather than a main reliant. It
seems to me something like expansion of the IRA's is very
important.

Mr. Chapoton. Of course, we came to that conclusion.
I must say, we looked at the IRA expansion as a significant
factor in taking some of the pressure off Social Security.

To the extent there is utilization, it will relieve
some of the pressure.

To the extent yod -- the benefit for retirement, you
delete the benefit of the IRA on retirement, or taking the
pressure off Social Security. If you allow withdrawls for
housing or for education, you dilute that benefit.

You do, of course, make young couples, much easier
for them to go in to utilize an IRA. If they are going to

have these expenses, they can see these expenses coming and
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1{ they are not willing to put aside money that they cannnt aet
2} to for those purposes.
3 So, we have discussed those concerns with a lot of
4| people.
5 We have come down on the side, that, to the extent the
6| IRA is a savings incentive, and it is that to an extent.
7 Equally important, perhaps more importance is the
8| Social Security aspect of it. We would not want to dilute
9| that by the allowing of early withdrawal for‘whatever
10{ purpose.
11 Then, you -have to decide what is the desirable
12{ purpose. Is it a medical emergency? Housing? Education?
13] Which housing qualifies? Casualty Loss?
14 You raise a lot of problems what this money was put in
15] there for the first place.

16 Senator Chafee. Yes. I can see your rationale on
17 maybe opening the door and everybody wanting to come in for
18} some tyﬁe of specialized saving purpose.
19 But, those two that I mentioned and that we have in our
20{ legislation, Congressman Moore, .as you know, in the House,
21] is co-sponsor.
22 It seems to me that are items we are all going to
23| confront, and particularly act, as I say, as an inducement
24| for the younger people to get into it. Because the objectiﬁe
25| of the exercise isn't solely the supplements of the Social
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Security. That is an objective.

1

2 Another objective is to have increased pool of savings
3| out there available for the good of the Nation. If the

4| young people won't go into them, then we are cutting off a

5| very substantial number of our potential savers.

6 Mr. Chapoton. Of course, a lot of that savings we know
71 1s going on now, because young people do save for housing.

g| They do save for the education of their children without the
g| tax benefits.

10 So, there is a good amount of savings that is already
11] occurring for those two purposes. You wouldn't have a net

12| increase if you gave a tax deduction.

13 Senator Chafee. Except the amount of withdrawals we

14| permitted was limited to $10,000. So you are not going to

15 90 very far with that.

16 Mr. Chapoton. No, I mean independently of any

17| specialized savings incentives, young couples save for housest
18 Senator Chafee. Oh, I appreciate that. But I think thig
19| would be an added -- I don't think it would be in lieu there-
20| of. I think it would be a plus.

21 But why did you have the limitation of the $1,000 for
22| the person in a qualified plan?

23 Mr. Chapoton. We have to be very careful in giving tax
24| benefits to persons for IRA in a qualified plan or we under-

25

mine the integrity of the employer-sponsored plan system,
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1| which is the major thing that takes the pressure off of

5| Social Security. If it is too beneficial, if you can do it

3| independently, then we will not have the pressure to have

4| employer-sponsored plans, and that would be a serious blow to

5| the private pension system.

6 Senator Chafee. It does seem a little unfair that the

7| person, the self-employed, gets $15,000 on the Keogh, and

g | the person without a qualified plan can only go to $2,000.

9 Now, is the incentive there, you are afraid to make it
10l too attractive for fear that the incentive to have a qualifief
11| plan will be lost?

12 Mr. Chapoton. That's correct.
13 You make a good point on the comparison of the Keogh.
14| Of course, the Keogh plan, the self-employed person does have
15| to cover his employees.
16 So, to the extent he has a:number of emp]oyées, we
17| achieve our purpose of broadening the base of the private
18 retirement system. |
19 To the extent he doesn't have a number of employees,
20| it doesn't have that effect.
21 But there is just a give and take between the regular
22| corporate plians, the Keogh plans and then the IRA's at the
23| lower end.
24 Senator Chafee. Well, Mr. Chairman, my timesis up. Did

someone else want to go?
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1 The Chairman. I had a couple of questions.

2 Senator Chafee. I wonder if I could ask?

3 The Chairman. Yes.

4 Senator Chafee. Well, my principal thrust is on the

5t IRA's. I would hope, as we get into the mark-up, we could

6| give some more thought on that.

7 If you have any revenue loss figures on what it cost to

8| go to the $2,000, I would be interested in.

9 The next point is on the small business. Now, as I
10| see this, we haven't done anything for small business. Did
11| you do anything about increasing the corporate surtax
12| exemption to $200,0007?

13 Mr. Chapoton. No, we did not.

14 Senator Chafee. What is in it for small business?

15 Mr. Chapoton. Senator, that question arises again and
16| again. But, small business gets a lot out of this proposal.

17 Number one, the individual rate reduction --

18 Senator Chafee. Yes. I don't buy that, though.

19| Because, most small businesses that employ any number of

20 lemp]oyees up beyond ten, I suspect are incorporated.

21 Mr. Chapoton. The statistics show that well over half

22| are not incorporated. Now, in terms of dollars, obviously

23] the larger ones are incorporated.

24 Senator Chafee. I interrupted you, go ahead.

25 Senator Symms. Excuse me. How much is that revenue
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Senator Chafee. We always had -- we had it last year.
We must have the figures. You are talking of exempting the
$200,0007?

Mr. Chapoton. Approximately $2 billion.

Senator Chafee. $2.billion?

Mr. Chapoton. Yes.

Senatdr Chafee. Okay.. Go ahead. Mr. Chapoton, you
were 1isting some of the benefits for small business.

Mr. Chapoton. The small business benefits 1ike the
individual deduction, they benefit in the depreciation
proposals; certainly, significantly.

Like all other taxpayers, they benefit more or less
in the other provisions, along with other taxpayers, the
other changes in the law, but particularly -- the other
proposals, but particularly small business, number one or
two on the small business list js estate and gift tax relief.

Sd, we do consider that a major benefit for small
business.

Senator Chafee. Did you do. anything about the invest-
ment tax credit on used machinery?

Mr. Chapoton. No, we did not.

Senator Chafee. Thank you, Mr. Chairman.

The Chairman. I might say to Senator. Chafee that

others have expressed-that same concern. Though I can't
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there may be ways to accommodate a couple of those concerns,
hopefully.

I want to ask just a couple of questions. Senator
Bradley has some other questions. 1 think first, if there
is any doubt about what we did earlier here on the vote,
without objection, was to somehow cap that capital gain,
made effective as of today.

There wouldn't be any -question in the minds of anyone.

Hopefully, the House might take similar action. 1
don't want to make the House nervous if we are over here
marking ub the bill. That just happened to occur to us in
the process of this discussion. We thought it best to deal
with it.

So, if anybody in the House is listening, why we are
not in a race to see who can mark up the bill first, but
neither are we in a race to see who can make up the bill
last. That will depend on what happens on the House side.

Is there. some area -- you know, we have a number of
these provisions are phased in. There are a number of
members of Congress in both parties, concerned about the
deficit in the out years. That has been expressed here this
morning.

There are also members on this committee and others,

who are concerned about adding more provisions to this bill
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One way to accommodate some of that would be to stretch
out the phase in of some of these provisions. I am not asking
you to comment on that. But that may be one area, one thing
we may look at in this committee, whéther it would be the
marriage penalty or the estate tax or whatever, if in fact
there is some way to accommodate some of the other concerns
without having a Christmas._Tree approach. )

So, I just say, as a matter of information, that has
been discussion. Now, whether or not the President would buy
that, I can't say.

Mr.-Chapoton. Mr. Chairman, let me just comment tﬁat
these additional items,.I know it is the President's wish
that this bill be restricted to the extent possible, that
these items and these changes. do represent a compromise.

He would hopé that we would not have a number of
additional items added. _

Tﬁe Chairman. Right. I understand that. 1 think one
way to make certain that happens is some strong statement
from the Administration, very soon, that there will be a
second bill and that it will be supported by the Administra-
tion and there will be some way to pay for the things we do.

One area that has been suggested, and we will be meetin
tomorrow morning, in Executive Session, at 10:15, to look af

some of the sanitized returns on the straddle question. That




1! could find its way into this proposal or some provision on
21 straddles. There is some interest in that on both:sides.
3 Secondly, and maybe again, just to indicate, we
4| certainly commend the estate tax provision, for example.
5| Take that as an example.
6 There may be some flexibility, as I understand it,
7] in talking with certain people within the Administration,
g| as long as we stay within the dollar limits, if in fact we
g| can put together a better package, that might be acceptable
10| to the Administration.

Would that be a fair statement?

Mr. Chapoton. Yes, sir. That would be correct.

Senator Chafee. Mr..Chairman, you meant overall? You
are not talking just on the estate?

The Chairman. I am just talking about --

Senator Chafee. The total bill?

The Chairman. Right.

Senator Chafee. The total bill?

The Chairman. No, just the estate.

Senator Chafee. Just the estate.

The Chairman. That might also apply to the interest
that you have indIRA's and others. We have informally Just
designated a little task force on the estate tax provision,
a bi-partisan group, to see if there isn't -- we may find

there is no better way to do it.
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1 We will be consulting with our staff and the Joint Tax
2| Committee and Treasury as we proceed on that.

3 Mr. Chapoton. Good. That is fine. ]

4 The Chairman. I don't want to lead anybody to believe

5] we can change it and then someone ﬁil] say we can't change

61 it.

7 But, I would say that I think we made progress this

8| morning.. You have had a chance to hear some of the concerns
9| expressed by members on both sides.
10 I would guess we could move very quickly on the Senate
11| side, .at the appropriate time.

12 We éppreciate very much your presence this morning.

13 Senator Bradley has some additional questions. If

14 ofher Senators have additional questions, if not, I will

15|l give Bill all the time he needs.

16 Senator Bradley.

17 Senator Bradley. Thank you, Mr. Chairman.

18 I would like to just clear up a couple of points. The
19) last series:we talking about the withholding rates and when
20[ they would go into effect. |

21 The result being that the real impact éf the tax cut
22| would be felt in July, 1982. 1 remain dubious as to whether
23] the economic rationale for that is as clear or as justified
241 as the political rationale.

25 But, I would Tike tomove on from that question to one
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told us in several meetings, that he did not want the
depreciation changed that was more generous than expensing.

Now, have you changed the depreciation proposal from
last week to this week? |

Mre. Chapoton. The change -- this entire package
contains the change ‘that goes to the point that you are
making.

In "85 and '86, we would move back to the original
rate of recovery in this equipment class to 200 percent
declining balance.

As you know, it would be 150 percent, starting this
year and goes through 1984; 175, .in '85, and 200, in '86.

Senator Bradley. Why have you chosen to offer a
depreciation plan that is more generous than expensing?

Mr. Chapoton. Well, the expensing question is wholly
dependent upon the assumptions of the discount rates, as
you knoﬁ.

Senator Bradley. What is your assumption?

Mr. Chapoton. Well, if you use a 12 percent discount
rate --

Senator Bradley. What is your assumption on the
inflation rate?

Mr. Chapoton. The inflation rate is built in to

whatever discount rate.
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assumption?

Mr. Chapoton. Just a minute,

(Pause.)

Mr. Chapoton. The deflater would be 9.9, in '81; 8.3,
in '82; 7, in '83 and 6, in '84,

Senator Bradley. That is what you figured into your
discount:rate? ‘

Mr. Chapoton. Well, Senator, you arrive at an appropria
discount rate taking into account what you think inflation
is going to be.

Senator Bradley. With that, what is the effective
tax rate on various categories of assets?

Mr. Chapoton. At a 12 percent discount rate, the
effective tax rate is right at 46 percent.

Senator Bradley. Is that true for all categories of
asset? I would like to ask the Joint Tax Committee if they
can telf us what is the effective tax rate for each category
of asset?

Mr. McConaghy. Senator Bradley, if, using different
discount rates, the proposal would be more generous than
expensing, and then there wouldn't be a positive effective
tax rate.

There would not be a positive effective tax rate. If;

on the other hand, it wasn't as generous --
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didn't hear.

Mr. McConaghy. Sure.

If the proposal were more generous than expensing,
then there would not be a positive effective tax rate. Pure
expensing would mean in effect, a zero tax rate.

If it were less generous than expensing, then it would

.be a positive effective tax rate.

Senator Bradley. What is your analysis, the Joint
Tax Committee's analysis of whether the Administration's
depreciation proposals result in a negative effective tax

rate for any category of asset?

Mr. Chapoton. Senator, if I might interject one thing.

The 46 percent rate, that is incorrect. It would be
approximately a zero percent rate.

Forty-six percent would be the present value benefits
of the deduction. It would be approximately zero percent,
a zero tax rate, at a 12 percent discount rate.

Senator Bradley. Is that the Joint Tax Committee?

Do you agree with that?

Mr. McConaghy. Through 1984, we would agree.

Senator Bradley. What about '85 and '867

Mr. McConaghy. Then it would be more generous than

expensing.

Senator Bradley. Then it would be a negative effective
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tax rate, more generous than expensing?

Mr. McConaghy. If you use the discount rates of 12
and 46 percent rate, yes.

Senator Bradley. That isn't what I understood the
proposal to be last week, when Secretary Regan explained it
to the Senators.

I was curious. What happened?

Mr. Chapoton. The proposal has been adjusted to move
back to the original proposal as 1 have explained. So, it
is an adjus;ment. It is closer to the original proposal of
200 percent or is the original proposal, 200 percent in the
out years.

Senator Bradiey. So that basically what the Administra-
tion has done is to back track on the commitment to make
depreciation no more generous .than expensing?

Mr. Chapoton. Sehator, let me say again, it all depends
on the discount rate assumption that would be applicable in
1985 and 1986.

The more generous depreciation would apply to property
placed in service after 1984. You would have to look at the
appropriate discount rate at that time, to make that deter-
mination.

Senator Bradley. What would be inflation rate or
discount rate have to be then, for it to be no negative tax?

Mr. Chapoton. About at 17.5, 18 percent.
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Senator Bradley. At 18 percent inflation?

Mr. Chapoton. Yes. Some companies argue -- no, not
inflation. Excuse me. The discount rate. That is real rate
of return, plus inflation, |

Senator Bradley. Right.

Mr. Chapoton. Some companies argue that their internal
rate of return is in that range now. So that indeed, it is
not faster than expensing.

Senator Bradley. So that you need an inflation rate of
6 percent in order for that to happen?

Mr. Chapotont You—would need an inflation rate-of - -
higher, abprbximateiy 12 percent, I would say.

Senator Bradley. A 12 percent inflation rate?

Mr. Chapoton. Something like that.

Senator Bradley. By 19847

Mr. Chapoton. Whenever you are making the --

Senator Bradley. Well the Budget's assumptions for the
inf]atian rate in 1984 is 6 percent, not 12 percent. So,
you know, you can't have it both ways.

Mr. Chapoton. Well, Senator, I --

Senator Bradley. You would have to concede an inflation
that is going to be much higher than the budget has assumed
or that you are going to have a negative effective tax rate.

Mr. Chapoton. There will be ample time between now and

1985, if it is decided that cost recovery is too generous.
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the point we are trying tomake here is that
we want business to plan on making the capital investment.
That is the point of this whole program.

There is a lot of argument about whether the discount
rate should be anything below 18 percent now.

Senator Bradiey. You know, there are some people that

say your enthusiasm for the proposal that Secretary Regan

conveyed- to the Senate - last week is in inverse proportion to

the number of Lear Jets that landed at the National Airport.

Mr. Chapoton. I --

Senator Bradley. Is there any truth to that?

Mr..Chapoton. I don't believe there is any truth in
that.

The Chairman. They weren't all Lears.

(Laughter.)

Senator Bradiey. They weren't all Lears?

(Laughter.}

Tﬂe Chairman. No.

(Laughter.)

Mr. Chapoton. Senator, this -- the encouragement of
capital investment in this country is the major thrust of
this program. So, you want business to be very upbeat about
it. You want the activity that we expect out of this bill
so it is a proper consideration that business be happy.

Business is what creates the jobs. We are trying to
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g ital dinvestmant moving ahead again in thic country,

Senator Bradley. Well, I think there are many things
in this bill that I think we should do for business.

I think removing the tax of 70 percent on investment
income down to 50 is a very important incentive.

I also think we have to do something about depreciation|
But I would like to do it so that you are not more generous
than expensing.. That.was-my impression that the Administratign

was on line about that, and suddenly, over the week-end, on

a Sunday talk show, we had Administration officials saying,

they made'to the Senate last week, and they would provide in
the out years, what will amount to a negative effective tax
rate.more generous than expensing.

" You know, the rationale -- I mean, I would assume that
when the Administration arrived at the proposal that the
Secretary of the Treasury conveyed to us last week, that
they hadlthought about what they needed to encourage business
to make investment.

It is -- well, it is not too hard, but it is -- the

change over the week-end raises some questions I think about

23

24

25

whether _the_depreciation_component_of this_bill _is_in_the _
best interest of everyone.
As the Chairman knows, you can't really say, as we have

in this committee, that many people who have traditionally
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been entitled to certain program benefits, can't have those
benefits.

And, on the other hand, say we are going to be more
generous to other segments of our economy. That is a
troubling aspect. [ wanted to confirm that indeed, you have
adopted the negative effective tax rate.

Mr. Chapoton. I think that overstates it. You have
to wait and see what the appropriate discount rate is in
1985 to determine.

Senator Bradley. Well, if you haven't adopted a
negative effective tax rate, you are saying the Administratio
assumptiohs about inflation are all wrong and you have to get
a 12 percent inflation rate.

I mean, the budget assumes a 6 percent inflation rate.

Mr. Chapoton. Correct.

Senator Bradley. If you have a 6 percent inflation
rate, there is no way that.under this proposal, that you are
going td be able to prevent.a negative effective tax rate.

Mr. Chapoton. That is undoubtedly the case. If that
occurs, at that time, then that would be something this
committee might want to consider.

It is important, however, that this depreciation
provision work. That is to have business encouraged about
it, to have business making the investment. It is the who]é

point of the exercise.

%'s
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Senator Bradley. So, vyou are saying that if indeed,
it turns out in '84 or '85 that there will be a negative
effective tax rate, the Administration will come back in here
at that point and tell us that is not what we intended here?

Mr. Chapoton. No. Senator, I am not saying that. 1
am simply saying you have a lot of time to look at it between
now and 1985, and indeed, to examine the question which is
relatively new I think before this committee, on what is the
appropriate discount rate to use.

Because the argument is made with a lot of validity,
that you should split out the investment tax credit. That
indeed, when the investment tax credit came in, with the
appropriate discount at that time, it was more beneficial
than expensing.

Senator Bradley. Fine. MWe won't continue on that line.

Let me ask you one other thing. It is late. 1Is there
any reason why you haven't provided for, under your IRA and
LIRA probosa], deductions for pension plan contribution?

Mr. Chapoton. Yes, we have examined that. There are
two aspects. You can .talk about voluntary contributions or
mandatory contributions.

In both cases, as you know, there are severe
restrictions, in both cases tremendous complexity, because
there are severe restrictions on contributions to IRA's;

that is, you can't withdraw it before age 59, none of which
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would apply to normal, most of which would not apply to
normal pension plans.
You somehow have to segregate the amount that is in

the pension plan. We think it is much easier to have it put

in a separate account that is, can be administered separately}

Indeed, if the employer wants to sponsor an IRA, he
can do that as well, can facilitate contributions to IRA's
for his employees.

Senator Bradley. Well, you know, the Chairman and
Senator.Chafee have also heard from a great number of people
who feel it is really a kind of bias away from plans that
have been kind of thougﬁtfu] and have been fully funded.

Is that something the Administration is absolutely
committed down the line to, or is that one of these areas
where we are going to be able to have some negotiation?

Mr. Chapoton. Are you talking about the voluntary
contributions or mandatory contributions?

Sénator Bradley. Mandatory.

Mr. Chapoton. I think in mandatory contributions we
have a lot of problems with, because for one thing, you are
giving deductions for contributions that are already required
to be made. So a significant amount of the revenue loss does
not increase savings.

Senator Bradley. What is the revenue loss?

(Pause.)
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Mr. Chanoton. Oh_ it is in -- in the -- these figures

were run sometime ago, Senator, but in the range of $2 billion.

Senator Bradley. $2 billion.

Mr. Chapoton. Yes, sir.

Senator Bradley. $2 billion, if yod allowed mandatory
plans to deduct employee pension contributions?

Mr. Chapoton. Up to $1,000; correct.

Senator Bradley. Well, it is something we ought to
look at.

Mr. Chairman, I do have a number of further questions,
but I am a half hour late now for a meeting.

I wonder if there is any chance we could have Mr.
Chapoton back up sometime?

The Chairman. Yes, he will be here for eight years,
at least.

(Laughter.)

Senator Bradley. Mr. Chairman, I am not sure his wife
wi]]bagrée. |

(Laughter.)

The Chairman. 1 thiqk his son is President. 1If not,
we will have Mr. Chapoton back, and his son is President,
right, or was.

Senator Bradley. Right.

The Chairman. Speaking of talk shows, I remember hearir

some fellow, I don't remember his name, on Sunday. He was
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talking about somehow all these amendments are all stolen
from the Democrats.

Have you been out doing any of‘that?

{Laughter.)

Mr. Chapoton. No, Senator. We thought we developed
these proposals with the help of the Republican members of

this committee and the Republican members of the Ways and

Means—Committee i N

The Chairman. Plus, I think there were a lot of
Democrats, a lot of bi-partisan -- e —

Mr. Chapoton. Well, certainly, these proposals, most
of them wére very popular on both sides of the aisle,
unquestionable.. We talked to Democrats on both committees,
as Senator Bradley knows, and as you know, and to the
Republicans, at length, on both committees.

The Chairman. I think at best it was petty larceny,
but I think the point is there is a great deal of interest,
bi-part{san interest in this proposal, as you have seen
evidence of this morning.

There is a strong base of support in this committee
and in the Senate for the President's Program. We do hope
there is some, in some small way we might make some adjust-
ments.

I just indicated to Senator Chafee that maybe in the
IRA's, Keogh's, LIRA's, the $200 to $400 exclusion on interesht
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and divident income, we might even make some suggestions in
that area, as long as we don't violate the sort of informal
dollar limit that has been set by the President.

Mr. Chapoton. Yes, sir. I will state again, I think
we would like to stay as close to this package as we can.

The Chairman. Senator Chafee.

~Senator Chafee. Thank you, Mr. Chairman.

Mr. thapoton, a couple of points. First, I have had
indications on the mandatory confributions that what people
will do will be to change their pension plans.

First of all, defining the difference between voluntary
and mandatory is extremely difficult, apparently.

Mr. Chapoton. It is difficult, corfect.

Senator Chafee. Secondly, apparently many will make
a change in their pension plan to fall within the voluntary
contributions.

So, you may lose that money anyway.

Mr. Chapoton. Senator, in this proposal we do not
allow deductibility of voluntary contributions to an existing
plan, because the complexity is just overwhelming. We think
it can be facilitated by an employer-sponsored IRA for his
employees, that wish to contribute.

Senator Chafee. Let me move on to something else,
briefly.

I now want to discuss the depreciation of buildings in
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15 years.

Now, it seems to me that if the thrust of this program,
as I understand it is fo renew the industrial competitiveness
of the United States, to increase savings, to encourage
greater éapita] investment and make us more competitive,
industrially, as I have mentioned.

I have trouble getting very enthusiastic about the early
depreciation of buildings. Machinery and equipment, yes, and
buildings you brought to 15 years.

Could you discuss your rationale? Why not go to 20
years?

'Mr.'Chapoton. Well --

Senator Chafee. I think .that will get the attention of
a lot of people in this audience if we discuss this.

(Laughter.)

Mr. Chapotaon. Keep in mind that under component
depreciation it varies all over the lot where the present
life, présent depreciation Tife of a building is.

But in many cases,.through component depreciation,
the life is quite short under existing law, perhap§ as 21,

22 years, particularly.

Senator Chafee. Well, certainly many buildings are at
40 years.

Mr. Chapoton. Well, that is correct. That is the shell

is at 40 years and then what you add to it is less. But a
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structures are at substantially longer Tlives.

They have all long made the argument, however, with
a good degree of validity, that their investment in product-
ivity is their investment in plant-and equipment and there
is no reason to distinguish between the plant and the equip-

ment.
Indeed, why doesn't the credit apply to the plant as

well as to the equipment.

The argument is hard to dismiss.

Senator Chafee. Are you talking manufacturing
éstablishﬁents, now?

Mr. Chapoton. Manufacturing and retail distribution
type facilities, definitely.

When you get into the office buildings, the argument
probably is not it doesn't hold true as well, but in that
case is where we know the component depreciation lives are
very shoft, already.

Senator Chafee. Well, we obviously recognize that there
can be an argument made in favor of any of these depreciation
schedules. That they should be more paid. What we really
ought to do is go to expensing. But, we are working within
a limited amount of money here and it just seems to me that
I would prefer to encourage industrial productivity, savings;

by making cuts in those areas and cutting back on the rapid
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depreciation, what I consider to be pretty rapid depreciation
of buildings and equipment, which I don't think will affect
the industrial capacity of the Nation to a significant
degree.

I mean, if you took these buildings back to -- well,
let us take 20 years, would we pick up much revenue?

Mr. Chapoton. You do not pick.up a lot of revenue.

Let me see if we have that fiqure immediately available.

Senator Chafee. Because as you recognize, in these
depreciation schedules, we have a group that probably you
heard from already, which_are_those,the_utilities_who_are
put in thé 10, who are in a competitive situation with non-
regulated utilities, with non-regulated industries, that are
at the 5,

Is that not so?

Mr. Chapoton. There is a limited area of that, Senator
I think it is quite limited. I think that is not a signifi-
cant prob]em.

Senator Chafee. Now, I am not saying that we could
solve that problem with what we pick up by the buildings go-
ing to 20, but I have trouble .understanding the rationaile
for certainly the buildings at 10 and 15 is better. But, I
can't see much harm in going to 20, if we could pick up some

revenue and use it better elsewhere.

(Pause.)
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I know the retail arguments. [ have heard those
presentations made.

What is the answer? Do we pick up much?

Mr. Chapoton. The answer is in a $1 billion, $2
billion range. We have a good figure on that.

Senator Chafee. You mean overall?

Or Annually?

Mr. Chapoton. Annually. About the third year out,
1983, approximately. But, let me give you a good figure.

Senator Chafee. Could you do that?

Mr. Chapoton. Yes, sir,

Senétor Chafee. I would appreciate that. That would
be helpful as we try and consider some of these other items
if you could give us what we pick up by putting the buildings
at 20. '

Mr. Chapoton. Would you inc]ude commercial and
industrial, or housing as well?

Senator Chafee. Well, let's take them all and then
maybe you could segregate out the ]6w income housing and
give us a separate figure on that.

Mr. Chapoton. Yes, sir.

Senator Chafee. But all the rest, commercial, industriy],

all of them at 20.
Mr. Chapoton. A 20 year, 200 percent declining

balance. Of course, now ~--
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Senator Chafee. You have 150. Haven't you 1507

Mr. Chapoton. No, it is 200 percent now.

Senator Chafee. Oh, you changed that.

Mr. Chapoton. Yes, sir; it is 200 percent.

Senator Chafee. Since this was printed, this material?

Mr. Chapoton. No, what you have before you should say
200 percent on the buildings.

The equipment is 150 percent.

Senator Chafee. Well, I have all structures at 15 years
under 150 percent declining balance, low income rental housin
at 15 years under 200 percent.

Is fhis outdated?

The Chairman. Is that today's?

Mr. Chapoton. That was a .prior one.

The Chairman. I think that is before the modification.

Senator Chafee. Well, okay, stick with your 200
percent.

Mf. Chapoton. Yes, sir.

Senator Chafee. Just tick it out another five years.
See what happens.

Mr. Chapoton. Yes, sir.

Senator Chafee. See what happens.

Mr. Chapoton. Okay. We will do.

Senator Chafee. Thank you.

Thank you, Mr. Chairman.

(Material to be submitted.)
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The Chairman. I want to thank you, Mr. Chapoton, énd
your staff for an excellent job. I think it has been very
helpful to the members of the committee and the Joint Tax
Committee, members of our staff. We appreciate your efforts.

We meet again tomorrow, at 10:00 o'clock for nomination$
and then at 10:15, in executive session, on straddles.

We will be meeting soon to mark up this legislation.

In the meantime, we will be working with the Adminis-
tration in some of the-areas that have been mentioned this
morning.

Thank you, again.

Mr..Chapoton. Thank you, Mr. Chairman.

(Whereupon, at 12:40 p.m., the Executive Sesgion

adjourned, subject to the Call of the Chair.)







