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WEDNESDAY, NOVEMIBER 16, 1983

United States Senate,

6 ~~~~~~~~~~Committee on Finance,

Washington, D. C.

The Committee met, pursuant to notice, at 9:42 a.m., in

iRoom SD-215, Dirksen Senate Office Building, Honorable Robert

10 Dole, Chairman of the Committee, presiding.

11 Present: Senators Dole, Grassley, Symms, Durenberger,

!2 IHeinz, Chafee, Danforth, Roth, Packwood, Long, Bentsen,

13Moynihan) B~aucus, Boren, Bradley, Mitchell, Pryor,

14 Matsunaga, Roth, and Warner.

1 5

16 The Chairman. Do we have sound out in the hallway,

17 because there are about 200 people out there?

18 ~ And, do we have any doctors standing by as we go through

19 this package, to administer first aid to-lobbyists, or anything

20 of that kind?

21 (Laughter.)

22 The Chairman. Let me suggest that we are going to

23 start with the revenue package, and I want to first of all

241 thank the members of our own staff and the Finance Committee

staff, the Joint Committee staff, and Treasury. They have251
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Kbeen working--if some %wonaer w-,hy we have not met--they have

iboon working, I think, aboUt eight solid days, tryin to put

3 ~together some of the details. We have also, obviously, been

j~aware of some of the public controversy concerning Social

jSecurity COLAs, and other areas that became obviously too

'jhot to handle, and we have made some modifications 6n tax

7 indexing and also on COLA adjustments, that we will discuss

Ilater on.

benWe have tried to be sensitive to the concerns that have

benexpressed by Members on this Committee, other Members,

,as well as at least voices we hear from other parts of the

City, and we hope that we now have a reasonable approach to

a $150 billion deficit reduction plan. And I might suggest

that the urgency is greater than ever, because the Budget

Committee, I think in response to what they feel is their

duty, is prepared to offer a tax package on the budget

resolution and reconciliation, totalling about $57.3 billion,

Lind I will ask that copies of that be made available--Rod,

do you have copies?

Mr. DeArment. Yes, Senator.

The Chairman. They do a number of things that I think

qould fly in the face of the efforts of this Committeq. First

)f all, they would take over this Committee. That would be

:he first thing that I would object to.

Secondly, there are a number of their provisions that I

L.
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* i think ne-ed some consideration--T understand they have not

2 been drafted, but I would hope that when Members look at the

3 tax list, which is the bottom hal-f of that list, that our

package would look very gjood by comparison.

So, I would hope that Senator Domenici and Senator Chiles

would not pursue the amendment on taxes until this Committee

/ has had a chance to go over them today and then, hopefully,

81 meet again tomorrow morning and try to have a vote on a

9 package.

10 Senator Bentsen. Mr. Chairman, if I might ask a question

11 at this point.

12 The Chairman. Certainly, Senator Bentsen.

Senator Bentsen. I am concerned about the reconciliation

14 measure, and I am concerned about the question of what we are

15 going to do on the tax package insofar as the insurance

16 proposal on insurance companies, and I have, as you know,

17 repeatedly asked that it be placed on the agenda. I did that

18 some time ago, and I did it formally again on Monday, and I

19 am doing it again now. And I think we would make a serious

20 mistake going to conference with the House, if that point

21 ever comes and they get their bill considered, without the

22 input of this Committee as to what should be done on

23 insurance taxation.

24 The Chairman. Well, I certainly--.

25 Senator Moynihan. Mr. Chairman, could I simply associate

- I
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myself-with Senator Bentsen's remarks.

Senator Chafee. An-d include this Senator.

The Chairman. I am certainly aware of numerous Senators'

concerns. In fact, I met wi,_th representatives of the industry

this morning. We were prepared to deliver to Senator Bentsen

and Senator Chafee, sort af the Administration's posi~tion, but

based on my discussion, I have asked the Administration to

withhold that so that we might spend the rest of the day with

Treasury and someone from our own staff, the Joint Committee,

and the industry, to see if whatever disagreements there

night be can be hammered Out. And if we can work out the

insurance package, we might be able to break that out of the

Dackage, because I am advised this morning by the Chairman of

:he Ways and Means Committee that he does not plan on going

joing to conference this year. So, whatever happens on

:ecnciiatonwill probably happen Friday in the House, and

.t is his present intention to go to conference next year.

But Senator Bontsen is correct, and we are not trying to

tall that issue; we are trying to work it out, and we hope tha

e can do that before the day is over.

Senator Bentsen. Mr. Chairman, I would appreciate that,

nd I would appreciate, too, that we be given some advance

arning and information, rather than coming into a committee

nd being presented with a thick package which we have had no

hance to review or make any consideratio n of, and then to be
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:rorced'into a very hasty decision on it. I do no-, think that

- K 5 the proper- way to approach some thincj of that magnitude.

3 ~The Chairman. No. it certainly is not. And we have been

-. t:rying Lo be alert. in fact, wo have been talking to different

Ii

!!staff people. I do not believe anybody is surprised on the

1:!insurance part, but that is only one component. What we are

II~ ~ ~ ~ ~ ~ ~ ~~~~~~fth =i-nrin

group, six members of this Committee who made recommendations,

we have looked at those, we have tested those we have gone

back and tried to refine those, bu-,- essentially, many of those

suggestions are still a part of the overall package. We do

not believe anything in this package will come as a surprise tc

any Member. There are a number of areas that Treasury wishes

to address in the loophole-closing area, but as we go down the

list, if there are Questions, obviously, we have everybody here

prepared to respond.

Senator B~entsen. And if I might a3*so say, Mr. Chairman, as

one of those six, I do not recall that these were recommenda-

tions of the six. These were proposals that were made by

staff to that committee of six, without any formal approval of

them.

The Chairman. Right, that is correct.

Senator Packwood.

Senator Packwood. Mr. Chairman, as we get down to the

later stages of this Session, obviously the Committees are
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Igoing to overlap and planning is going to overlap. But I

thought we were goincg to miect yesterday. I scheduled a meetin

of the Commerce Committee to mark up some-bills, including the

noncontroversial" item of syndication of television reruns

this morning, and I am going to leave.

But I want to compliment you on the leadership you have

taken in attempting to close the deficit--I do niot know if you

are going to be successful. As I listened to some of these

statements by the Administration, it is clear that you are

carrying water uphill in a-very difficult situation. But I

think you have done the best you can, and if you succeed,

congratulations, and if you do not, at least, well done.

The Chairman. Well, thank you. I must say I do not have

any--I did have a chance to indicate to the President that I

z:ertainly agree with him on the deficit reducution--he wants

:o do it, too--and I hope that we can--I am not certain we

ando it this week--I am not certain we ae l vig t s

.'eek--but it seems to me that we have an obligation to

Committee Members to at least come back with what webeiv

ias some merit.

Now, I wonder, Rod, are you going to go through the

,ackage? Let me say at the outset, on the revenue side,

,hich we will address first, any tax changes would be

ontingent upon spending reduction, and we have gone over

he so-called trigger mechanism with the Congressional Budget

3

6

7

a

C-

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25



I .
PAGE No. 7

Office, .Mr. Penner. we have tried to touch all the bases.

2 And again, I think Secretary Chapoton would indicate that

3 eve rything in this package at least has been addressed by

iTreasury--I do not say you support every provision, but you

fare aware of everything.

6 Mr. Chapton. Yes, we are aw-.are of everything, and we will

/ have comments on some specific provisions.

U ~The Chairman. And there are also about how many Members'

9 provisions in this package--3D? It is $2 billion worth.

10 Mr. Brockwav. About 35, Mr. Chairman.

11 The Chairman. And we have also included in the package so:

12 other areas that have been called to our attention by Members,

13. and again, I assume Treasurywill have comments on those.

LI ~So, let us start on the revenue package.

15 Mr. DeArment. Mr. Chairman, in addition to the measures

16 that the Finance Committee reported out in the reconciliation

1 7 bill, we have some additional proposals. The total package

18 would add up over four yuars, '84 to '87, to $74.3 billion.

19 The Chairman. I think that is point we want to make right

20 up front, that it is a four-year, not a three-year, package;

2 1 is that correct?

22 Mr. DeArment. That is correct, Mr. Chairman.

23 The Chairman. And there is very little impact in 1984.

24 Mr. DeArment. In analyzing the ability to make ch-anges in

25 '184, we realized both on the spending side and on the tax side,
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1lit was very difficult- to efLEfect changes in fiscal yc

ijThe fiscal year is p-z-rcially over, and we are facing

Ideadlines in spendincg and on tax forms and the like,

difficult to effect those changes.

The Chairman. I wonder if you could move that

little closer. I am afraid you are not going to be

/ outside.

Senator Baucus. Mr. Chairman, are we working o

9chart or a table?

10 Mr. DeArment. I think the best document to wor

11 the document labelled, "Summary of Proposed Deficit

12 Package., Total Revenue Effect." The first item is t

1. contingent revenue increases. It is contemplated th

11 the non-loophole-closing items in this package would

15 gent on the spending cuts both in this Committee and

16 committees being achieved, and these taxes would not

17 until January 1st of 1985 and trigger on only if tho!

18 cuLs wore achieved.

19 The first item is a 2 percent energy tax which v

20 imposed on the sale of energy consumed within the Uni

21 States. The energy source subject to the tax would I

22 natural gas, natural gas liquids, coal, and electrici

23 In designing the proposal, we provided that the

24 the tax collected on coal would be deposited into an

25 Itrust fund, and I think that is something like $600 ir
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year.

Mr. Brockway. I think it is something less than $600

~million a year.

Senator Moynihan. Over the period, $2.4 billion--is that

what you are saying--sorry, Mr. Chairman--.

The Chairman. No, certainly. Are you talking'about the

trust fund?

Senator Moynihan. Yes, that would accumulate--is this

a permanent tax that we are proposing or just a four-year?

Mr. Brockway. Well, you are proposing just a three-year

energy tax that would be on all fuels, but the amount that

you collect attributable to coal only--

Senator Moynihan. Would be 1.8?

Mr. Brockway. --- that would go into the fund, and in a

second, I will have the precise number.

Senator Moynihan. All right. When you get it, let us

k now.

Senator Danforth. Mr. Chairman, first, do we have a

program on acid rain? I think we should, but do we?

Mr. DeArment. This would merely be a trust fund that

a.ould be set up for that purpose to fund a program on acid

r-ain. That would not be within our Committee's jurisdiction.

Senator Danforth. Well, isn't this a little premature

qithout a program?

The Ch-airman. Well, one of the problems they are having--.
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tryin'g to do is even out zne tax-, so it is not all on one

I commodity, and we can vote on vrhother or not we ought to have

:a trust fund. That is not the most important thing in this

ipackage.

Mr. Brockway. If you wish, Mr. Chairman, another

!approach is to only dedicate part of the funds, jus't turning

:on how much high-sulfur coal is consumed, and that might be

responsive to--.

The Chairman. Yes, I think they have a problem there

that I have read about.

Senator Durenberger. M~r. Chairman, I am going to have

to leave for a hearing, but as one who has been in the middle

of this acid rain controversy for a long time, and have my

own version of how to solve the problem, I would say that I

could support the tax to cut the deficit, but I could not

support it if you are going to start a new program to take

money from Kansas or Louisiana, where you use natural gas,

largely, and you do not create acid rain and send it to Ohio

to cut down on sulfur dioxide emissions there. So it would be

my recommendation, too, that you just forget about the trust

fund.

The Chairman. Let's go on.

Mr. DeArment. The next item, Mr. Chairman, is a high-

Lncome individual surcharge.

The Chairman. That is Senator Danforth's suggestion, I

.1
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Ithink.

Mr. DeArment. That is correct. it is a surcharge at a

lower rate on income taxes over $6,300; $-5,700 in the case of

- single returns, and 5 percent on taxes over $22,000. That is

fessentially in terms of the taxpayers that it would effect, it

O 1would be 2 percent on taxpayers, roughly, over $45,000--.

7 The Chairman. Again, I think the point to make is the

~Administration did recommend a surcharge.

Mr. DeArment. They recommended a 5 percent surcharge on

10 all taxes, and this is only a portion of that.

11 Senator Bentsen. Mr. Chairman, he had started to say, I

12 think, the taxable income that that applied to, to give us some

13. feeling of the range. Could you at least state that?

1et Mr. DeArment. The rates are $45,000 and $100,000.

15 Senator Bentsen. Forty-five thousand single return?

16 Mr. DeArment. No; $45,000, you would have a 2 percent

17 surcharge, adjusted gross income above that, and 5 percent

18 above $100,000.

19 Senator Chafee. Mr. Chairman, do you want to have

20 questions as-we go along, or how do you want to do this?

21 The Ch airman. I would like to just run through it, if

22 we could, so the Members would be alerted to each proyision,

23 and then come back and have some questions.

24 Mr. DeArment. The next item would be rounding down of

25 tax indexing, which will take effect on January .1st of 1985.

ii



[The indexing of the brackets exemptions and the zero bracket
I.

- [amount would be computed with reference to the Consumer Price

io~~.:unded down to tne next iow-.er t-uil percentage point.

!that: if the CPI is 3.4, it would be rounded d-own to 3.

The Chairman. All right. Let me suggest that we tried

.to get some symmetry, and since it appeared obvious to me that

!there are not enough votes and not enough support either by

the Speaker or the President to even look at COLAs, it seemed

ito me the least we could do was round down to the nearest

percentage on both the COLAs and indexing. And it is $10

billion total. You get Etout 5.1 in Social Security and 5.6

here. At least we ought to be able to do that much; that is

hardly touching it at all.

Mr. DeArment. The next proposal would be to increase

the zero bracket amount in 1985 by $100 for single taxpayers,

$200 for joint returns. We would also restructure the zero

bracket amount for heads of households, so that the new

zero bracket amount for heads of households would be halfway

between the single and married rates, and we would adjust the

rate schedule so that that change would be revenue-neutral.

Senator Danforth. Now, Mr. Chairman, I would just like

to say on the zero bracket that this was Senator Baucus' idea,

and the theory of it was that if we were going to have

~PI minus 3 on tax indexing, the effect would disproportionate-

Ly hit the relatively low income taxpayer, and therefore, the
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1:
1,
.purpose of the zero bracket- increase was to offset that, that

lito provide greater equiuty in the distribution of any tax

lincrease. Now, what we have done is to have almost nothing

~done on other than the surcharge on the high income taxpayers,

1which is fine,but almost nothing done on tax indexing, and if

iwe have given up the zero bracket increase, we have'gotten very

little in return.

The Chairman. Well, what we did--there was about an

$8 billion revision, or 7.6, as i recall, and we cut it in

half, I think partly because of the indexing, but I think

partly because it just has not been adjusted for some time.

Mr. Brockway. And also, I think, because the energy tax

as a tax on consumption would tend to fall disproportionately

Dn lower income than upper income, so that you have the

iigh-income surcharge and the ZBA sort of balance out the

)verall package and keep progressivity roughly comparable to

,resent law.

The Chairman. We did reduce that based on the change in

ndexing and the change in the COLAs.

Mr. Brockway. As you had discussed it last week, it was

oing to go up $200 for singles and $400 for joints, and now

t is only going to go up to $100 for singles and $20Q for

oints--all of the individual income tax increases would be

caled down in this package.

The Chairman. Mr. Chapoton, I do not want to put you
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:on the spot, but you are aware of thn- provision. Is that

something the A6dininistrati on- could qu::!.-or: if there was some

:agreement on everything else?

IMr. Chapoton. Well, we have examinec~ a couple of aspects

lof this. one is the zero bracket amount for heads of house-

holds, and we have agreed that there is a concern there. The

problem with doing somnethinc; about it in every case is the

expense of doing so. I see this pack-age w0ould not only

increase from $100 and $200 for married and single, but also

have a new zero bracket amount in-betx*.'een married and single

for the heads of household, and that seems to be a problem

to be addressed.

The Chairman. Well, we can modify all these things, but

I do remember attending a meeting at the W..hite House with

Secretary Heckler--and I think you may have been there--and

they were discussing it, so again, it is something I know the

Administration has an interest in.

Mr. Chapoton. Yes, sir, that is correct.

Mr. DeArment. The next item would be a 2 percent tax on

corporate economic income. That would be an additional tax

imposed on economic income of corporat-ions over $100,000.

rhe economic income would be defined as the gross inc9me less

~ertain deductions for things such a~s trade or business

~xpenses, interest cost, taxes, capital losses, bad debts--.

The Chairman. And this is two years?
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.I ~ Mr. Brockway. It would be three years.

I Senator Lonq. I want: to make a suggestion about this

Itype thing. It would apply to both this and the percentage

!sur-tax. I would like to suggest that we stay with--like on thE

surcharge, that we stay with the overall 50 percent rate. In

lother words, that is your top rate, 50 percent, for !example,

on individuals, and then you add the 2 percent, that the

ceiling should be 50 percent. In other words, you go up to a

50 percent rate. And you can get 2 percent more if you go to

52 percent by just picking up stuff that is either in the zero

bracket amount or taxable amounts that were in the rate scale,

going on up, but that we have a limit of 50 percent on the

personal income tax, and that we try to hold to a particular

rate with the rest of it. So that what you would be doing,

you would be losing the benefit of the lower tax rate on the

brackets as you go up, but when they get to the point where

they are hitting you with a 50 percentc rate, then at least

we would not have to disturb that. I do not think that would

make much difference in revenue.

Do you understand what I am talking about, Mr. Chapoton?

Mr. Chapoton. Yes, sir, yes, sir, the desirability of

retaining the decision in 1981 to make certain that th~e margina

tax rate never exceeds 50 percent.

Senator Long. Now, as precedent for that, back at the

time when we had those enormous tax rates, when we went up to

-5

U

9

1 0

1 1

1 2

1 3

141

1 5

1 6

1 7

1 a

1 9

20

2 1

22

23

24

25



PAGE NO. 1 q

:about 94 percent or something like that--I think we said that

J.n n oevent would ttk more than 90 percent of what you

Ktook in) your taxable income. It would seem to me as thoughw

1could hold a 50 percunt rate, and I do not think that would

cost you hardly anything in terms of revenue. You might give

!us an estimate, but I bet you it would cost you precious

little.

Mr. Chapoton. As I understand it, this provision just

affects corporations. The provision which would cause the

problem you are addressing is the surcharge.

Senator Long. Earlier, on the list, you had one that

affects individuals, a high-income surcharge.

Mr. Chapoton. That is correct.

The Chairman. Have you done any work on that, Dave?

Mr. Brockway. Well, Mr. Chairman, the surtax as structure

a significant portion of the revenue would come from people at

the 50 percent rate, and if you cut it off there, then you

wouid be having a tax increase on people in sort of the

upper-iniddle income, and not that much of a tax incre se on--.

Senator Long. NDb, Dave, I do not think you get the point

I have in mind. I am just saying suppose you apply the 52

Dercent rate. Well, you see, you start out paying at zero,

)n the zero bracket amount, and then you go on up the scale at

14 percent and so on up. So that you can stand a lot of

additional taxing before you finally get to the point that

e
a

U

I0

1 1

12-

I13

16

17

18

19

20

21

22

23

24

25



PAGE NO. pn

you have got an overall effective 50 Percen t rate, you See.

You can take anl awful lot of tLxj ngj before you have ~iipod out

your zero bracket amount and all these other amounts. I am

just urging that we say that in no event would the Federal

government for income tax purposes take more than 50 percent

of the entire thing.

Mr. Brockway. You are correct, and limiting the average

tax to 50 percent would affe ct relatively few cases. It would

be a very small amount of revenue.

Senator Long. At least, if we do that, we can say at

least we do not take more than half of it.

Mr. DeArment. That is not dissimilar to what we did on

:he corporate side in the previous package, in terms of

:ec ptu ing the lower rates.

Senator Long. The same type thing.

The Chairman. Okay, let's get that information for

;enator Long.

As I unders Land, the proposals onl revenue e ffe~ct, onl

.ax shelters and accounting abuses and reform of the taxation

f corporations and their shareholders, this is something that

he Administration does recommend; is that correct?

Mr. Chapoton. Mr. Chairman, this is a long list of items

hat we have testified with respect to over the year, or more

han a year, of problems that we have pointed out in the

aw.
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The Chairman. The Doint1C TI -.:-a n "e - t o m a ke, s c -h e re w i I

n o l: be, nny in i sii n (I rs Lan c1i n (I - -W- (i T a i::1 n ot (~IJ r c'c:t Linq th is to

this package, with the

xing, in some form has either

n or supported by the

2l3fication of the-zero

Lthe President's proposal

3tood that we are not off on

if these in some form are

:.As of course you know

President proposed on a

hat is here--it was contin-

have some language drawn

culato later on, so that

w it over the day and the

BO, Mr. Penner, to see if

D go down the list of--I

5--but at least some of the

L~in the next catepory?

i, before you leave Item 1,

will be circulating
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I The Chairman. About the year that is prepared? Yes, we

.2 do have it, and it will be submitted.

I Senator Mitchell. So that we can defer further questions

liIon that.

The Chairman. In fact, it is being handed out right now.

C;I would like to go through tLhe other provisions befbre we

/ go back to that.

.2 I Ihv migt, also saiht theb sumitterdo. asd n eao

Cohn naiseoha biceenl.Sothat inethis packae, ovrter thesmilds

JO objethoaotresuy

1 Daidh o whoever.I wants ito isontinue. dd u igtnw

12Mr.k trockwat. Th vaou itm tatre ihr

I conIdee minhth genera talta shelmateryo heraigsethatdSenator

CohGrssey haisd, whaberenter were proposas package, bye treasury,

I5 jandthispck up Trasgoupootinortoeprpslsta

16 Treasuryha suggested ianthse hearoningsadaloanubro

17proonsalsredin the corporalteaefr areate ternghattersbecat of

1 8 licariniys about a month ago--iiot the major proposals, but a

19 number of particular proposals there that Treasury supported.

20 ~The first item on the list deals with partnership item

21 allocations. Under present law, within certain limitations,

22 you can allocate in a partnership gross income to one partner

23 and deductions to another, so you allocat the gross income to

241 a taxpayer who does not have tax liability and deductions to a

25 high income taxpayer--this proposal would say that generally,

i. � ---- --- --' i: P-,C-- Nn 2 -)

I might also say that the matter you raised and Senat 0r

Cohen raised has been included -Ln this package, over the mild

I0 objection of Treasury.

11 David, or whoever wants to continue.

12 Mr. Brockway. The various items that are either

13- considered in the general tax shelter hearings that Senator

141 Grassley had, where there were proposals submitted by Treasury,

15 and this picks up a good proportion of those proposals that

16 Treasury had suggested in those hearings and also a number of

17 proposals in the corporate reform area that were subject of

1 8 licarinys about a monLh ago--noL the major proposais, but a

19 number of particular proposals there that Treasury supported.

The first item on the list deals with partnership item

allocations. Under present law, within certain limitations,

22 you can allocate in a partnership gross income to onepartner

23 and deductions to another, so you allocat the gross income to

24 a taxpayer who does not have tax liability and deductions to a

25 high income ta�payer--this proposal would say that generally,

I might also say that the matter you raised and Senat0r

Cohen raised has been included -Ln this package, over the mild

I0 objection of Treasury.

11 David, or whoever wants to continue.

12 Mr. Brockway. The various items that are either

13- considered in the general tax shelter hearings that Senator

141 Grassley had, where there were proposals submitted by Treasury,

15 and this picks up a good proportion of those proposals that

16 Treasury had suggested in those hearings and also a number of

17 proposals in the corporate reform area that were subject of

1 8 licarinys about a Pont ago--noL the major proposais, but a

19 number of particular proposals there that Treasury supported.

The first item on the list deals with partnership item

allocations. Under present law, within certain limitations,

22 you can allocate in a partnership gross income to onepartner

23 and deductions to another, so you allocat the gross income to

24 a taxpayer who does not have tax liability and deductions to a

25 high income ta�payer--this proposal would say that generally,
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~you have to -allocate taxable _I-ncom-e loss pro ra-za to

Ipartners. There would be exception, `4wvri the case of

ireal estate depreciation and also in oil and gas for intangible

Idrilling costs, and depletion, where those could still be

!specially allocated items.

U ~~The Chairman. Does Treasury want to comment?

Mr. Chapoton. I will just mak-e a comment or two on a

!couple of these. We did not suggest the exception for the

9 Noil and qas and real estate. We recognize there might be some-

1 support for that, and we think thJose exceptions ought to be

11 limited, because this is a problem area. Special item

12 allocations where you can have no loss in a partnership, but

13 one partner gets a loss out of the Partnership, we have

problems with that.

15 ~ Mr. Brockway. The second item on the list deals with

16 the retroactive allocation of partnership deductions, the

I '! yJciieral rulu Lha L if a iww par tnur unturs Li partnership) duriny

18 the year, cannot allocate to that partner deductions that

19 accrued before he entered the partnership. Under present law,

20 however, if it is a cash basis partnership, you might have

21 deductions that accrued earlier i n the year, and the partner

22 enters after the deductions have been incurred by the.

23 partnership, but before they were paid; they pay the expense

24 after the new partner enters the partnership and allocate to

25 him the deduction, even though it was financially incurred



!ibefore that partner entered the partnership.

- Ibasi cally say we have a nev. partner entering

!to allocate the expenses during tne period t

d~so an expense that was incurred before that

!entered, he would not be allowed the deducti

; :expense.

* ~The Chairman. Would Treasury care to c

o ~Mr. Chapoton. Yes, sir. That really i

9work what the Congress thought it did in 197

10 ~Mr. Brockway. The next item-i deals with

11 property to a partnership. You can contribu

12 property to a partnership where the taxpayer

13- gain in the Property--if hie sold it, he woul(

14 lit--if h'e contributes that property to a pan!

15 tax-free exchange, then the partnership sell.s

16 allocates the gain to other partners, so you

17 Ito other partners. Also, you might have a sj

18 capital item to the individual partner contri

19 dealer partnership, and the partnership sellE

20 and if it is a loss item, converts a capital

21 of a partne r into ordinary income by having t

22 partnership sell it and then allocating the I

23 partner. This says that if you contribute aF

24 depreciated property to a partnership, then t

25 or loss at the'time you contributed is alloca

1.

-I
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* contributing partner and rcta~rns -he character tha: it had in

* the hands of the co'ntributinci Dartnecr, as long as that propert,

;is sold within five years of the time that it was contributed

rto prevent this either shifting of the gain or loss to other

fpartners, or the conversion of it from capital to ordinary,

~ or vice versa.

-/ ~The Chairman. Again, if Treasury has any objection--

Mr. Chapoton. Oky -iiljstrietem, if we have

lany concerns or comments, Senator.

10 ~The Chairman. But can it be assum ed -for the record that

Iwhere you do not raise dbjection that you support the proposal?

1? ~Mr. Chapoton. Yes, sir.

The Chairman. And I w-ant. to make it clear that we are no

I4 at odds with the Administration.

15 ~ Senator Danforth.The Administration does not feel that such

16 a proposal as the one just described is not a little bit on the

17 'complex side?

18 ~Mr. Chiapotoni. Wull, some of Lhorn arc, a. lit t c oomplex.

19 Actually, this one is probably not too complex, Senator, other

20 than the fact that any time you get into the partnership area,

21I you have complexity. Some of them are complex, yes.

22 Mr. Brockway. Under present law, you can elect to have

23 this treatment, and this was just to make that method that is

2i4 used in a number of situations mandatory.

25D The fourth item is avoidance of capitalization through
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!a special allocation, ..where vou a tax shelter partnership

ii

- Iand the expenses paid to a 1promio--r w..oul~d be a capital item anc

: !not deductible to the investors, tnhat to create a deduction

Ifor it, instead of paying them a r-,romotion fee, just

!allocate them some of the income from the partnership, and

that reduces the other partner's taxable income, effectively

converting a capital item, a non-deductible item, into an

ordinary income deduction, and this would prevent any

avoidance in that area.

The next item deals with tax-free like kind exchangjes,

and there are two proposals in that area. one is that under

present law, exchange of securities, stock, or other

securities do not qualify for like kind tax-free exchange

treatment, that has gained reccgnition if you exchange stock

or securities. You can, however, under present law exchange

partnership interests and get tax-free treatment on that. So

you could have a burned-au L Lax shel ter whe rc thre

partnership was atL that point yenui.-atiiny Lax~abic inCOMeI in

excess of cash flow, could transfer that in exchange in a

tax-free exchange for another partnership interest where it

was generating excess tax losses, and do that on a tax-free

basis. And this would apply to transfers of partnersh1ip

interests the same rule that applies in the case of stock

or securities, that it would not qualify for tax-free

exchange treatment.
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11to the e'nd of a tax Shelter and t~o avoid Daying ths tax that

phas been deferred, have a swap- of the p~art~nership interest.

iVWhen there is really intendedi an exchanae of real property, it

4usually is an exchange of the property itself, rather than the

1partnership interest. We have been concerned about the

Javoidance of the tax shelter recapture, when you can swap a

parnerhipinterest and therefore defer or avoid altogether

i thie deferred tax.

9 ~Mr. Brockway.. This proposal also would deal with

deferred like kind exchanges where you offered to exchange

H some property for--rather than getting property in exchange,

12 you have the option to either get property or cash payment at

7J any point in the future, and what the proposal would say is

1IA lthat you can qualify for like kind exchange property, but

15 you have to designate the property that you are to receive in

16 exchange at the time of the first transfer of the property, and

17 it has to be completed within a three-month period.

IL) ~~Thu( ~ix L h i L Lii ducalIs w i tih ia r k e d is;c:o u nt on bond(Is

19 presently on market discount as opposed to original issue

20 discount. The gain recognized on that as the bond appreciates

21 is treated as capital in nature, so that you can buy a market

22 discount bond, borrow money, you deduct the interest to carry

233 the discounted bond against ordinary income as you pay it, and

2,4 you do not pay any tax on the market discount bond until you

25 sell it, and that that point it is capital gain, This would

I



.to the end of a tax shielter- and co avoid payinac tLh= tax that

nlas been deferred, have- a Sw-apD of the Partnership interest.

1~When there is really intended an exchange of real property, it

i;usually is an exchange o-f uthe property itself, rather than the

-,:partnership interest. We have been concerned about the

': avoidance of the tax shelter recapture, when you can swaro a

!partnership interest and therefore defer or avoid altogether

!the deferred tax.

Mr. Brockway. This p~roposal also would deal with

!deferred like kind exchanges where you offered to exchange

some property for--rather than getting property in exchange,

you have the option to either get property or cash payment at

any point in the future, and what the proposal would say is

that you can qualify for like kind exchange property, but

you have to designate the property that you are to receive in

exchange at the time of the first transfer of the property, and

i L hias to be comp le ted wi thi it a Lh roe-nionth per. i ad

'The sixth i turn deals with market discount oni bonds

Dresently on market'discount as opposed to original issue

liscount. The gain recognized on that as the bond appreciates

.s treated as capital in nature, so that you can buy a market

liscount bond, borrow money, you deduct the interest to carry

~he discounted bond against ordinary income as you pay it, and

ou do not pay any tax on the market discount bond until you

ell it, and that that point it is capital gain. This would
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!say that the market discount i~ and the sale wc,-:1d be

!treated a~s ordinary income.

Senator Bentsen. Mr. Chairn1-an, could we have the revenue

Iestimates as to what would be gained from each of these

- Ispecific items as we go along, soc w-e can have some under-

standing of the signif icance 01 :em

The Chairman. Do you have that by item ? I assume you

Bhave.

Senator Bentsen. You have g,,iven us the gross amount, so-

obviously you must have it by item.

11 ~The Chairman. Yes, they have it. Why don't you back up

12 and give us the revenues for 'the ones you have explained,

13 without explainin them again.

14 ~Mr. Brockway. At the moment, they do not total quite,

because of the rounding and certain other problems, but the

16 first special allocations, item allocations over the four-year

17 period would be about .8--

18 Senator Bentsen. Which one are you starting with, Number

1 9 1?

20 Mr. Brockway. This is Number 1. The next item dealing

21 with retroactive allocations--.

22 Senator Mitchell. What was t hat number?

23 Mr. Brockway. That is Number 1 of the tax shelter items,

24 is about .8, .8 billion over the four-year period.

25 The retroactive allocation item is about .2, that is



ONumber 2.

The third i~tem, decilinqc with rc

Iproperty, is another .2 billion.

The fourth item, dealing w-.ith

Iexpenditures, is roughly .3 billion

6 II Senator Chafee. These are all

7 Mr. Brockway. These are over,

U is right.

9 Senator Mitchell. Mr. Chairm-ian

10 do it over four years, since the bud

fl dealing with is only over three year

12 Mr. DeArment. The reason that

3 four-year time frame is that on both

I tax side, it was very difficult to g

15 you look at where we are, we are alri

16 fiscal year '84.

17 Senator Mitchell. But if what w(

18 whether we are going to bring this tc

19 reconciliation bill,t-hat will deal wi

20 just from the standpoint of our infox

21 numbers over the three-year period, s

22 ho~w much deficit reduction we are get

23 package that we would be voting on?

24 The Chairman. Yes, we could pro

25 Mr. DeArment. In fact, we have

.1�
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* : numbers; if you look atz Zh' sUM.Ma ry se e t.

2 ~The Chairman. Could Jus intrrupt fcr a mcnute.

iSenator Stafford is Chairman of the Environment and Public

lWorks Committee, and apparently, hie would like to take away

iabout six Members of this Committee for five minutes. I

Jwonder if you could meet at, say, 10:45?

I! Senator Stafford. That would be most agreeable, Mr.

!Chairman.

9 The Chairman. If we have more than you have, maybe you

0 could just come in here and do it.

1 ~~(Laughter.)

12 Senator Stafford. If you let us vote in your Committee,

13 we might consider it.

But Mr. Chairman, if you could recess for five minutes

at 10:45, and the Members of the Environment and Public Works

16 lCommittee who are here could come up to the other Commit too,

17 we have eight of the Presidential nominees that, I do not think

18 are controversial, and we would like to vote them out. We

19 can do it en banc: if you would allow the members to come

20 up there.

21 The Chairman. Well, we always like to accommodate other

22 Members, so at 10:45, we will have a five-minute recess for

23 people to check their hearts and other things in here, and then

24 we will come back. I am not sure whether Bill Roth will let

25 us convene beyond 1.3:30. That is why we need to sort of move
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through these. But T think ilt i's a good idea to g-ive the

re(-v c n vi n es t i:.in~ a 1- ,F

Bill, are you going to let us meet beyond 11:30?

Senator Roth. Yes.

The Chairman. Okay. So we ''l have until noon, anyway.

There is no problem. We can go on. until noon, and then we hay

tuition tax credits.

All right, Dave, have you given Senator Bentsen and

others all the figures down through Number 6?

Senator Bentsen. No. You- did not give Number 6.

Mr. Brockway. No, I did not. And unfortunately, Number

6, the like kind exchange, is $1.4 billion.

Senator Bentsen. Do you mean Number 5?

Mr. Brockway. I am sorry. I have my numbers wrong.

>~Wmber 5 is 1.4--we had not gotten to that--the market

liscount--

Senator Mitchell. And that is over four years?

Mr. Brockway. It turns out thle numbers 1 was giving you

jere the three-year numbers, so -that solves that problem

juickly.

Senator Grassley. Go back to- Number 5. 1 did not get

-.hat.

Mr. Brockway. Number 5 is the like kind exchanges.

'hat is $1.4 billion.

Senator Chafee. Now, these are all three years?
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Senator Boren. Four V--ars.

Senator Cha fee. Oh, .' llave ha-' a Change?

The Chairman. Let me say in defense of the staff, they

have been going night and day for about eight days, so we

can correct these little details.

Senator Mitchell. Do you mean whether the revenue is

$44 billion or $74 billion?

The Chairman. No, that is a four-year number. That is

not a detail.

Buck, what kind of numbers do you have?

Mr. Chapoton. Three years--I take it the numbers he

is reading are three-year totals,-Mr. Chairman.

Mr. Brockway. On the special allocation, what I gave you

there was a four-year number, and that should be--.

The Chairman. You see, these are permanent changes, too,

ind the others are three-year proposals.

Mr. Brockway. On the first item, that was a .6 rather

.1al.8 oil a three-year basis.

And finially, on market discount, which is Item Number 6,

hat is a .2.

The next item deals with deduction for charitable

ontributions of appreciated property. This would provide

asically that in the case of nonmarketable property that is

ot marketed on an exchange, that you have to hold that

roperty for five years in order to deduct the fair market

*1
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II:value rather than your basis. ThisJE deals with basically the

- contributions of gemstones to the Smithsonian ana- that type of

situation. It also provides in these situations that if you

hold it for more than five years, the over-valuation penalties

that you adopted in TEFRA would apply if there was a substan-

tial over-valuation of the deduction.

Senator Danforth. How much?

Mr. Brockway. That item is .3.

Senator Danforth. Now, Nr. Chairman this does not just

cover gemstones. Would this cover stock, gifts of stock?

Mr. Brockway. No, stock would not be covered under this

because that is tradeable on an organized securities market.

Senator Danforth. But if somebody wanted to give a

pDa in ting--

Mr. Brockway. That would be affected by it. You would

h~ave to hold the painting for five years in order to deduct

the fair market value, rather than the price that you paid

for the painitingy.

Senator Danforth. But then, if there is a revenue

savings of .3, the meaning of that .3 revenue savings would

De about $600 million less in value of such objects would have

).een contributed during this period of time to art museums?

Mr. Brockway. No. I think that $600 million less worth

)f deductions would be claimed. I mean, I think the problem is

:hat there is a lot of property contributed with substantial

C i
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over-valuations, and very; hig ' deUC t-Ons are claimed. And

i ccrtainlv , the qcrnstone is a~ve: g cod case. But that, I

Lijhink, happens throughout. W-.hen %you have property that is

! Inot tradeable onl an exchange where you have a market quotation

!it is very difficult to establish the prices, and it is very

c difficult to audit that transaction.

/ ~Senator Moynihan. Mr. Chair-man.

Mr. Chapoton. Mr. Chairman, if I could add, this proposa

! was part of a two-part approach, Senator Danforth, that was

1 0 supported by the President's Commission on the Arts, and the

H concern--our concern and their concern--was that people were

1 2 gvn charity a bad name, if you will, by making gifts

13 immediately after acquiring the property and claiming an

14inflated price. So they were perfectly willing to do somethinc

15 about that.

16 But I would hasten to point out the other part of their

17 program, which we supported, was they were concerned about

1 8 (IJ I1i 1WinnL.iO II inI c I u r-itoL )'I v t.j i vJ iiw dud ( wa n Lud( U 1:a~ LuIv.IstU 50

1 9 percent of AGl l imi t to *75 pe rccii L , a nd th at was p)a rtL of thIIe

20 two-part package to which we agreed. Now, the other part

21 costs money, costs more than this picks up.

22 Senator Moynihan. Mr. Chairman, could I speak to that?

23 When we last met, I mentioned the President's Committee on

24 Arts and Humanities and the proposed changes, and I think

25 there was kind'of an exchange with Treasury, which endorsed

I j

11
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itheir proposals. The first was that you could go -.o an AGI of

175 Ipercent, and the wL.OII th o would exten.1d over

~15 years the excess of the AGI. Then, -there was the third

provision, which was to hold things five years before you

contributed them.

Are we going to be able to consider -those firsC two

Iproposals, which in a sense are the exchange--

The Chairman. Well, there may be some way to modify

those. I think we are just trying Lo shut of subsidized

charity here.

Senator Moynihan. My point, bMr. Chairman, was that the

President's committee, of which Mrs. Reagan is the honorary

-ha irm an --.

The Chairman. "Chair."

Senator Moynihan. It says so right here. We have got

:o watch that. Okay.

(Laughter.)

Sena tar Moynihani. Theliy would hope to have the three

.ogether.

Mr. Chapoton. Yes, sir. That is why I wanted to point

ut that it was part of--I said a two-pronged package--but

ou are right, the third part was extending the five-year

eriod over to fifteen years, which we also supported.

Senator Moynihan. Yes. We might just note that.

The Chairman. Yes, let's see if we cannot work out a

j
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bundle there--or package. i d mi nk e a Ie a d %7o r ke o ut a

* bu n dleo.

3 ~~Okay.

Mr. Brockway. The next set of items are accounting

lIabuses that were also dealt with in the hearings in the

Oversight Subcommittee--.

/ The Chairman. These are the ones that Senator Grassley

! had hearings on.

9 ~Mr. Brockway. That is correct, and these are--the first

10 proposal here deals with deferred payments that right now, where

11 you have an original issue discount loan, where the loan is in

:! exchange for receipt of cash or marketable securities, that you

13' have to accrue that using an economic accrual notion rather

JA than straight line. You have to use compounded interest to

15 determine when the interest deductions are accrued to the

16 borrower and when the income is included in the income of the

17 seller. These rules do not apply in the case of indebtedness,

i1l original issue discount inde~btedness where the indebtedness is

19 incurred in exchange for nonmarketable property. This would

20 apply the original issue discount rules also in that situation

21 and require an inclusion of interest and a deduction of

22 interest using the OID rules. However, these rules would not

23 apply to individuals in these transactions, but would only be

24 1where there are non-individuals Iin those rules. Also, on the

25 present imputed interest rules where you have a deferred payment



sale, those rules are compu ted c'; ng -ztraiqht-li

Ii I i- 1 - IC ' I()II ; -II~ III( 7C 0S;

fagain to conform that and require economic accru

Tha L toLal package would be a revenue itLam of $1

lover the three years.

The Chairman. Now, you are talkine about 1

M-r. Brockway. This is 13-1.

The Chairman. Oh1, just that one?

Mr. Brockway. Just that one, correct. The

of this is sort of the flipside, and that is whei

payment for a tax basis payor where you have a pz

you prepay an expense that you really do not owe,

Ithe service or goods, you are not: going to recei\v

substantial period in the future, and you deduct

even though you are not going to receive the serv

later year so you can accelerate your deduction.

say that where the payment is for a property to b

more than three months after the year and in exce

$10,000, that you could not deduct it until the p

you received the property.

That item would be a .5 pick-up.

Senator Bentsen, You would put a limit on tl

$10,000. That would only apply above $10,000 iter

right?

Mr. Brockway. Yes.

PAGE NO. C

3

CI

9

1 0

1 1

1 2

1 3

1 4

15r

1 6

1 7

1 9

20

2 1

22

23

24

.25 I

li,
11
I!
:1



The' Chairman. Would T~esr.cc7met

Mr. Chripoton T think tho more, important qucstLion hero i

the three-month period. You do not want. to affect normal

transactions. You want to affect transactions where the

payment is made,hut for tax avoidance, and therefore the

services are not to be performed or goods are not to be

received for some months.

Mr. Brockway. The next item on the list is interest-free

loans that at present--.

Senator Grassley. Would you wait just a minute in regard

to that one? How does it affect agriculture where you might

be paying for fertilizer or seed that would actually be not

received until, we will say in my State, planting time, and

putting the crop in, which would be in April, which would be

after the three-month period of time?

Mr. Chapoton. One it would catch is the cattle feeding

shelters, the cattle feeding tax shelter arrangement, where--.

Senator Grassley. But not the normal crops--.

Mr. Chapoton. Well, I think you would want to deal with

that in a three-month period. If that were not long enough

to cover normal transactions, you would want to extend the

:hree-month period.

What you are trying to prevent is major prepayments--.

Senator Grassley. I think it is just a matter of life

-hatifyuwra good businessperson, you would be making
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i those dec isions in the fall and could be saying for them then

:or in the spri~nq, u y-ou actually would not be receiving the

Hgoods until about the time to do the work in the field.
I!

Senator Bentsen. The other thing is, you can get a

idiscount if you pay in advance that way, and whoever is

jIsellin the fertilizer and insecticide gives you'an

'leconomic benefit for paying.

Mr. Brockway. One option we might look at is some

'notion where if you actually are consum-iing the property

0 ~yourself in an active farming business, then some longer

1 "period, as opposed to the cattle feeding shelters, for

12 lexample, where some limited partner is getting the accelerated

i32 deduction. That might be a way of trying to deal with the

14 farmer who actually does not receive delivery until spring

15 planting time, in the ordinary course of business.

16 Senator Bentsen. I really think you ought to give some

17 consideration to what the Senator is talking about on agricul-

I8 ture., because LhaL is a vury commion ;Practice , and Lo be able

19 to pay it and take your discounts is very important to the

20 farmer.

21 Mr. Chapoton. And to lock in the price at that time.

22 Mr. Brockway. The next item deals with interest-,free

23 loans. Under the present law, at least in the case of a

24demand loan, it is possible for a parent to transfer income,

25 interest income, or other passive income, to--.

I
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Senator Grassley. Where does this fit in to the case

- before the courts now? There iF; somcethinq on appeal on this

!right now.

MSr. B~rockway. There is. This would provide a vehicle

for dealing with the situation of interest-free loans that

o !would provide fairly substantial de minimus exceptions and the

7 litax treatment where the interest-free loan is--.

I Senator Grassley. Well, if we follow what you suggest

9 I1here, would that short-circui t the appeal ?

10 M~r. Brockway. It would not, because this would only

11 apply on a prospective basis, and so that that case is

12) going to be decided on its own merits.

13 Senator Symms. What is the justification for the govern-

1 4 ment to make a decision--if somebody wants to loan money to

1 5 somebody interest-free, what justification does the government

16 have to intervene in it?

1 7 Mr. Brockway. well 1, I do not th i nk t he i nto nt h ere ,

1 8 really, is Lo intervene, but the situation might be that if

19 the parent is in an upper income bracket, and obviously, the

20 child would be in a lower income bracket, what the parent could

21 do is make an interest-free loan to the child, and then the

22 child turns around and invests it. But it is a demand, loan,

23 so the parent can get the principal back. What, effectively,

24 you have done is taken the passive income of the parent and

25 moved it on to the dependent's tax return, and obviously, then,
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iyou go through the rate practice. N~: this would permit that

,transaction, as lonq as the loan was l±ess, on an average

ldaily basis throughout the year) less than $10,000, and then

to the extent it was between $10,000 and $100,000 per

dependent, you would only have a tax to the parent to the

extent the child was getting an interest-free loan and

earnin some passive income, with respect:. to that. So it would

allow the transaction to go forward, butL in effect, treat it

as i~f there was a gift of the foregone interest and then the

interest payment back to the parent, which is the economics of

the transaction.

In addition, you have-the situation where you might have

anemnployee who that you can transfer income--a compensation

employee or a shareholder--you might transfer dividends, in

effect, the economic equivalent of a dividend, through an

-nterest-free loan.

Mr. DeArment. So, for exam;1c. one of the arua~; of

~ou~ur ,SUPP(SU iA Jp)Afcnl waiti s Lo luan Li Chii d $Y20,000 su

.hat they can make a downpayment on a house. That would not

,e put into passive income investments, and this proposal

ould not affect it to the extent that the child does not have

assive income.

Mr. Brockway. It is sort of a back-stop to the traditional

ssignment of income notions. This rule is presently the

aw in the case of term loans, but in the demand loan case,

II
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i: there is some -case law that would suLoqort the noticDr, that you

-~can enter into these transactions and avoid any consequences,

Eeven though you were making an economic benefit transfer to

1the borrower.

Zi ~Mr. Chapoton. Senator, if I might say, people have

1!just woken up to the fact that the tax results of either a

7 !1ift or compensation can be chanc~ed if you do not actually

b transfer the money, but you transfer it in the cguise of an

interest- free loan. So that the intent of this is to stop

10 bthat transaction, but not to stop a family, intra-family

11 Iloan, for a purpose other than transferring income to a lower

12 bracket, with no gift tax and the income tax savings. So if

13you made a loan for tuition, for a house, for a car, it would

hi not be affected, but the others would be.

1r Senator Symms. Well, thank you. if I could just ask one

16 more question, Mr. Chairman, in accord with what you just

17 said, then, Buck, on point Cb) back oti the first page, where wl

18 went by the contingent revenue increases, if you have a sur-

19 charge, then, of 2 percent imposed on taxes over $6, 3 00 ,

20 and 5 percent on taxes over 22 percent, then you compound--you

21 are really working against yourself. If you want to accomplish

22 wh-at you were just talking about here, to avoid the

23 interest-free loans, then you would have to say that the

24 surcharge just makes the incentive for people to try to

25 Ilook for places* to do that.



Mr. Chapoton. No doubt about it, when ta.

1Ipeople search for ways to -ransftor income to 1,

illated parties.

U Senator Hcinz. Mr. Chairma~n.

5 ~The Chairman. Senator Heinz.

u ~Senator Heinz. Thank you.

Buck, we may well want to do some--we may

lof these, but these come und'er the title here,

jAbuses," at page 3 and 4, the six items here.

~these could be done by the Treasury Department

Mr. Chapoton. I think none of them. Thes

that if we had been able to take care of them,

The interest-free loan is a good case. We have

with that and have not been able to do anything

The cases are being litigated, but we have not been successful.

Senator Heinz. Well, the Treasury Department's position,

I assume, in that instance is you do halve the authority to do

something about it, someone is disagreeing with you, and you

are in court; is that correct?

Mr. Chapoton. I think that is correct. In the income

tax area, thnat is definitely correct. And t.ne gift tax case,

as we pointed out earlier, is now on appeal to the Supreme

'ourt.

Senator Heinz. But just so I understand the Treasury

)osition with respect to these, are there any where you have

C-i

I0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25



PAGE NO. 4 r...

not asserted that you do not have the authority to make the

necessary changes?

Mr. Chapoton. There might be, Senator. One was just

suggested to me. One of the rules is the imputed interest in

general transactions, not related party transactions. It is

now simple interest. This would provide that it woi~ld be

compounded interest imputed. I think we probably could

do that by regulation, though I would be very reluctant to do

so without the blessing of Congress at this late stage.

Senator Heinz. I may have mis-asked my question, or you

may have misunderstood it. Is my understanding correct,

though, that the Treasury Department has asserted in each of

these six instances at some point that you do have the

authority to make these changes?

Mr. Chapoton. No.

Senator Heinz. No.

Mr. Chapoton. We have not aissorted that.

Senator Heinz. But you have asserted that with respect t

nterest-free loans.

Mr. Chapoton. With respect to interest-free loans, that

s correct. We have taken the position in certain factual

ituations--.

Senator Heinz. But in no other instance of these six

ere have you taken that position?

Mr. Chapoton. It might be, Senator. I would have to go

I

I-

6

7

U

9

1 0

1 1

1 .2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25

C

7-



PAGE NO. 46.

~back .through them.

-. ~Senator Heinz. Well, %would you olealse find out for us?

3 Mr. Chapoton. Okay.

41 Senator Heinz. I need to know w..here you have asserted

Z) that you do have the authority to make any of these changes und

ci current law.

7 Mr. Chapoton. And whether that assertion has been rejecte

C or not-.-.

9 Senator Heinz. And the status of that assertion; that is.

10 right.

11 Mr. Chapoton. Okay.

12 The Chairman. I think that would helpful. I think the

13 point is, though, if we are going to have a tax package--and

14 we have had hearings on these loophole areas--the most painless

15 thing for us to do is to make certain we close some of these.

16 There are going to be modifications, without question. That is

17 whyve- wantcd the Members to have access. And I think it is

1 8 [IC) :.LUrc L Llhcsu h ave bue iiuu L , Ihavu buuin Li i ussud LUIU kick ud

19 around ever since the hearing.

20 Senator Bentsen?

21 Senator Bentsen. Mr. Chairman, could you give us the

22 values on 2 and 3?

23 Mr. Brockway. The interest-free loan, which is Number 3,

24 is .3, and the prepayment item, Number 2, is .5.

25 Senator Be~ntsen. And what was 1?

V

I
- i
11I

2



Mr. r. Brockway. That was 1.7

I: The Chairman. Ok ay let s try move, on . We Lire (jolcin

to h ave di f f i cuIty fin i sh i n e ve ry hn i f we d o n ot m ov e a

liV ie fastLer1.

Mr. Brockway The next item deals with related party

transactions when you have--.

Senator Moynihan . Mr. Chairima :n, would you mind--.

The Chairman. Oh1, yes, I guess i had agreed to a five-

minute recess--so just leave your proxy, and you do not have

to caine back at all.

(Laughter.)

The Chairman. We will be in recess for five minutes.

(Short recess.)

The Chairman. Now, as I understand, we want to go

through the balance of these proposals, and then you have

another package that the Members have an interest in. I

think on those, we could just distribute those to Members, and

Lf they have any questions on those, they could be raised

:olnorrow morning.

What we would like to do is to go through all the

-evenue provisions, and then this afternoon, have Joint

committee staff, Treasury, our own staff on each side, meet

ith Members' staff to further go over these, and then maybe

ater today, we can get back together as a Committee. But we

till need to go over the spending restraints in addition. So
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* ± ould hope we could just cgo Trghthese--you are still in

t h0El acco0unIIt inII ar ea --finiJ.Sh1 ' U05. , anId tnen we wi].,, s Sea k

briefly about the Members' acdi-ons , and then move on to the

* spending.

- ~Senator Baucus. Mr. Chairman, when do you expect to do

o spending, then?

The Chairman . I hope by 1 1 30.

C ~Senator Mitchell. Mr. Chairman, should we havc! our staff

9 'a t th at mee t i ng, o r sh!Ioul1d our s t aff- be meet in wIy%.,i LhI ad 1 theL

0 lobbyists who will be af fected by each of these, provisions?

L1 The Chairman. well, I assuie- the lobbyists w..ill be

12available.

13 ~(Laughter.

1', The Chairman. I mean, I am sure that they are all hero,

I5 public-spiritLed, wantincj to reduce thle deficit. I-ost Of them

1 -have told me that--but not in their area.

117 (Laughter.)

LI) Sunu Lor Borejn. Mr. Chiairmian, i wonder, because of floor

19 action~ and some other action on the natural gas bill, I may not

20 Theable to be here through all of theprsnai. sM.

'Chapoton indicated yetwhteoino hAmiisraLo

22 supports the broad outline of the tax increases that h~ave

23 :been proposed, because as you know, I had the distinct

2~1 'feligwhich led me to go on to other business that I could

25 :conduct, from the Secretary of Treasury last week, that the



- ~~~~~~~~~~~~~~~~PAG~E NO.~

IlAdministration opposed a tax lnclrease package like --hat, and I

J ur;.I wn der. ed, (Io oot(, IC if, 74 h)i II 1 bII of ta:-:

;:increases in this packa~ge?

Mr. Chapoton. Senator Boren, I thin); our position is

,!unchanged from that as stated by the Secretary last week--that

lis, that we want to see the spenciinq~ cuts before the taxes.

I think the Chairman is attemptinci to address that problem by

;making the taxes contingent upon the spending cuts being in

place. We have not aiddressed thai approach of this bill.

The Chairman. I might say to the Senator from Oklahoma

learlier, I indicated as we went tnrouqh the list, that with

one or two exceptions, every one of these measures

least re-commended in some form by the Administratic

being contingent on spending restraint.

So I think we could probably play that game fc

whether Tip O'Neill is onboard, or Howard Baker, or

President, but I would hope that the Committee can

indicate our support for deficit reduction beforew

here this week. It would be my hope that if we cou

tomorrow, we might still have a chance to put it on

reconciliation.

Senator M4itchell. Mr. Chairman, could I folio

3n a question, just so I understand what Mr. Chapot

What you just said was that notwithstanding tht
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;in his budget, the Presiden7_ ;DropoSea --ax increases of $59

Ibililion , $46 billion of whchwas cc..- rIcqent upon spending

lincreases and S13 billion of w-.hichi was not contingent in any

iway -

Mr. Chapoton. That is correct.

Senator Mitchell. -- notw."i ths-Landing that--and'Senator

IDole has attempted to address this by, p-rop:osi ng a package of

1revenue increases that are contldngje:-i upon achieving spending

Ictthat you still are not prepared: to say that you will

support these tax increases if enacted as part of a package

that makes them contingent upon the spending cuts proposed

1here.

Mr. Chapoton. No, I am not prep~ared to say that, Senator

Mitchell. The question is--the President's proposal was

tax increases contingent upon spending cuts as proposed by the

President--or along the lines. I do not 'think it had to be

item for itLoi, but it was in the iiature of the President's

propuosals . And that has beeii a ma~tutr of some1 diSCUbSionl

what would the nature of these spending cuts be as compared

jto the President's proposal. That w..ould be one asilect of it-

The other aspect is whether -the cuts are, in fact,

obtained. I think there is considerable concern at our end

of the street on whether spending cuts are real or not, and

that is a matter of what baseline you are using.

So those have to be analyzed by us before we could support
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then.

The Chaii rinan . But lot :.esr':-- dio not think- NI-r. Chapotor

-- he is a very good person, but hie is not the on wno is going

to make the final decision-- ande njc is probably thankful for

that--but I think we are making progress. I am an optimist.

I see a lot of indications around this town that oth-er people

are looking at deficit reduction, anci I think as long as this

Committee is pushing or pullingj, w.;hichever, I think we are

finally cjoinltj to end up %li th -;omc' i-esolu~i on. What I do not

want is to have to go to the floor and have the Budget

Committee take over the responsibilities of this Committee--and

I did not vote for the budget resolution, but here is a chance,

if you want to really vote for taxes, you may get a chance

before noon. There is $57 billion, and they do not even have

the provisions drafted yet. I mean, I do not know- how they

are going to offer them.

Suiiatoi: MitLchull. WoŽll , ] jiu-;L want: Lo L~ay 1Mr. Chairman,

that as you know, I rospuc tL: and admiL L whIa L yo.u zilu, doing, but

Eor you to say that you are an optimist has got to be the

inderstatement of the year. The President has said "No"; the

3ecretary of Treasury has said "No"; and now--

The Chairman. And the Speaker has said "No".

Senator Mitchell. Yes, the Sp:eakeI-r has said "No." And

ihat is your title, Mr. Chapoton?

Mr. Chapoton. I am an Assistant Secretary right now.

~10

1 1

I')

13-

I :1

1 5

1 6

1 7

1 0

1 9

20

2 1

22

2 3

24

25



PAUL NO.*.

Se'nator Mitchell-. Ane 1 ow the_ Assistant Sec-retary of

!Treasury has s aidc "No."

(Laughter.)

sonator Mi tchelli If ay ro nto, going to be the ones t

make the final decision, w-,ho are you referring to when you say

we have not heard from the person w-ho is going to mtkke the

f inal decision?

The Chairman. W-ell, th er. carcs-- a lot of ways to

interpret "Nqo"--

(Laughter.)

The Chairman. -- and I have lis ted all three of those as

"Undecided."

Okay--and Bill Roth is coming around, too.

(Laughter.)

Senator Roth. Mr. Chairman, I think I have been around

this circle several times. I wouldC likeo to ask the Assistant

~ucx.etaj~y LI low qucstiulow Itysel- 1F. Nouw, ovur tie itxtLthreec

iears, as I understand this proposal, we have, roughly $20

)illiuji worLh ul Lhcore Liua] c u t be LV.eL I UNI 1P d I11( 91(6; is

-hat correct?

Mr. Chapoton. According to the sheet handed out, yes,

;ir.

Senator Roth. Isn't it correct that the Congressional

,udget resolution increased spending by roughly $~32 billion

ver that three~-year period?
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Mr. Chapoton. Senaljtor, do) not hlave tha- fic-ure before

hiilt it di~d increase doinc-::Li~c ICliJtj. think, as I

- recall, that is correct.

ii Senator Roth. Over the present figure. So that if you

.~i~take these figures here and assume that they are real cuts--and

j1I will address that later--what .you arc- reall- doing' is not

~cutti ng spending, but you are merely reducing the rate of

0 ~growth that was voted upon in the initial budget resolution;

Hisn 't that correct? You said you think that is correct, $32

10 jbillion increased spending. This proposes something like

$20 billion in tax cuts--I mean, in spending reductions .

12, Mr. Chapotuon. Yes, sir, I think that is correct. I

1 3) have to say, Senator, as I think you know, that I spend my

14 time on the income side, not the outlay side.

15 Senator Roth. Let me ask you this question. Assuming

16 Ithose figures are cerrect--and I understand you do not know

17 it--is that really a spending cut?

lb Mr. (2hapoton. IE tLhusu cuts arc from L110 Congrel:S!ional

19 budget resolution, they would notL be spending cuts, no, and I

20 have made that point to the staff, and I think to the Chairman,

21. that the cuts would have to be from baseline before, they

22 would be real cuts.

23 Senator Roth. Now, isn't it true that the President has

24 said that he is not going to consider anything unless they are

25 real spending cuts?



i'ir.' Chapoton.T haF.t i SCE tr re c t. We have said that, a

7 [President has said that, ys ir

Senator Roth. Now, let- me ask you this question. We

!:show over that threo-year period something like an 8.3 say

!in health. How much will those health programs actually

Iin crease, or are projected to increase, over the nekt thre

Iperiod?

Mr. Chapoton. I do not- have that figure, but--

T'he Chairman. I t i k tc ne t roup will h v h t

DBill, when we get into the--.

Mr. Chapoton. I am afraid you need to address that,

Senator, to the--.

Senator Roth. Well, I would just like to make the obE

vation. I think that the projections from the CBO, that

those health programs are going to double--are going to

double--in the next three years, and I just do not--the poi

I want to make is I do not see where this package is really

conce rn ed abou t (du2fi ci Ls and Lthe iimpact i t i s h av i iiy o our

economy. You have really got to address spending, the

spending side. And would you agree the only way--

Mr. Chapoton. Yes, sir, we agree with that, definite

and I think you are making a very important point, Serqator,

and that is the point I tried to make Li rninutcŽ ago, that

)ne of the aspects when you talk about the contingent taxes

.s whether the'spending is real, is in place--that is, whet
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it is enacted, that is one &specz . an:. tw..o, whether it is the

- type of spendincj cuts the Presiclent_ wants-- that is the second

iquestion--and the third Question _JS whiether it is a cut from

;1baselinc--~ind by 'baselino, I iicia~ present leve~l of

services. The Congressional budcge" resolution in many of

Ithese areas would call for increased services and therefore

'iKncreased spending. That w..ould n!Ot be a cut if you cut from

U the Congressional budget resolutio:n increased spending.

1) ~ Senator Roth. Well,1 I w-,ould -just like to conclude,

w1 because I know the Chairman does l.-iant to move on. But in the

11 Icon tingency proposed by the President, thiat was based on tliat

12 'taxes would only go in if we reduced the deficit to a certain

13 jpercentage of gross national product, isn't that correct?

.1 Mr. Chapoton . It would go in only if the spending

'5 reductions were made in line with the President's budgjet

16 and in spite of that fact) thiaton july 1 of 1985, Lthe fiscal

17 '86 projected deficit exceeded 2-1/2 percent of GNP.

hi ~Senator Roth. And it is not the equivalentL to aryue

19that if we take the Congressional budget resolution, which

20 1 is higher, means real savings?.

2] Mr. Chapoton. If you cut from the Congressional

22 budget resolution, it does not mean real savings, no.

23 Senator Symms. Would the Senator yield?

24 Mr. DeArment. Buck, it makes a difference when you are

25 talking about the Congressional budget resolution. The
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the f irst 1 ,000 days of I hiS Alm± :li st-ration , you have added, I

believe, $457 billion to th n U1 na deobL, plus or minus.

Would that not be the case?

Mr. Chapoton. Senator, the deficit has risen by approxi-

mately that amount, r think that is correct. But let me take

exception to the "you have added " label. I think the

Administration deplores deficits as much as the Members of

this Committee and the Members of' the Senate do. The

disagreement or thc concern on our part is that the deficit

problem should be addressed on thc spending side.

Senator M"oynihan. I would make the point that it took

from Alexander Hamilton to Donald Regan to get to $970

billion in debt, plus or minus, and in 1,000 days, you have

gone halfway farther again. I mean, in 2,000 days, you

,qould double what took 200 years--at this rate.

Mr. Chapoton. That is correct, and that is a major

o n c c r n .

Su nut~ur Muyii.ih tii . Amd i-; i. L iioL thu uas1.u, s i , LhWiL a L

:his moment, the Federal budget, Federal outlays, as a

)roportion of gross national product, are the highest they

iave ever been since the Second World War?

Mr. Chapoton. That is correct.

Senator Moynihan. They are the highest they have ever

)een. So we have the biggest government we have ever had,

Lnd the biggest incursion of debt. And would it not be the cas
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* that alsb, apart fromri the Second Wr . War, the deficit Is the

- highest proportion of GNP w hav-e k-ncwn?

Mr. Chapoton. That is also correct.

* ~Senator Moynihan . Well, I Know it is in no way any

5 of your doing, but you have added more debt than any Administrz

o Ition in history; you have the largest government in'any

/ fAdministration in history, save W-.orld W-ar II, and you have

o Ithe highest deficit. And is it not the case that at some

9 ilevel, those of us who keep hearing about spending having to

10 be cut back from baseline are not irrational in our estimate

11 that there has been an anticipation that this kind of crisis

1 (would arise?

13- I do not ask you to answer that, sir. It is not a fair

1I question. But I say to my friends oppDosite that this crisis

15 has been created, and until some measure of acknowledgement

1 6 on that score comes forward, we are not going to find the

17 proyress we need.

18 Senator Danforth. Who would you like to acknowledge it?

19 Senator Moynihani. S ir?

20 Senator Danforth. Who would you like to make the

21 acknowledgement?

22 Senator Moynihan. I would take any two--

23 Senator Danforth. Would you take it from me?

24 Senator Moynihan. With more than normal respect, because

25 you know the respect in which I hold you.



Senator Danforth. I'*I b e h-1a 1D y

*during this Administration thle n1ati~onl1]

- by 79 percent. This Administration is g~O

now in dcalingj with the deficit. bMy hope

-. come around. I am not in any great hurry

o ~~Senator Moynihan. And may I say I t~i

Senator Danforth. I think this busir

0 saying, "Well, we only have one thing that

' that is increase the debt ceiling, and thF

10 we should go on a vacation for more than t

fl that that is unconscionable. And I think,

12 debt ceiling, we should do something about

13 - deficit under control.

hi ~I voted to extend the debt ceiling.

15 who fell on that sword. I have. always vet

16 ceiling.

17 Sena tor Moynihan. As was your friend

IU 6 unaiLur Vaii Lurth. I ami noL cjc-iiny to

19 not going to vote "Yea" on the motion to r(

20 lurge others not to either, until we have sc

21 progress--even if we fail--some attempt, at

22 meaningful, on the floor of the United St-at

23 reduce the deficit. And I am not hard to s

24 reasonable proposition, I would be willing

25 ~what I will not~ listen to is silence. And
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1 1we have 'gotten from the Administration. We have had

2 !silence on the question of the deficit. This is President

'Reagan's deficit, and it does not do for him to blame the

C ongress. We in the Congress are busily blaming the

President and saying, "We cannot do anything without the

6 President." The President is busily blaming us and-saying

7 that it is all the fault of Congress.

The buck stops nowhere'around here. We are shipping it

9 back and forth the length of Pennsylvania Avenue, with the

10speed of light. And I wou~ld hope--this is kind of a leisurely

11 proceeding this morning, I am sorry to say, but I am more

12 leisurely with respect to the debt ceiling extension than

13 anybody could be with respect to reconciliation.

14 So my hope is that there is still time to act and that

1 5we will be able to regain in this Committee the leadership

16 which we were assuming two weeks ago. It was a remarkable

17 spirit in this Cominittceo, 1mr c-i~ria I would say

lamore than half of the Democrats were joining maybe eight

19 of the Republicans to do something meaningful and tough

20 with respect to the size of the deficit, and then the President

21 through the Secretary of the Treasury, did everything he could

22 to throw cold water on our efforts. And it is my hope that

23 despite that, we will regain the leadership which we had two

24 weeks ago. It is my hope that the time is not too late. But

25 II would say to 'the Administration that as far as this Senator

i
i
I

I �
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I is concerned, if you really believe that it is urgent to

2 extend the d'pbt ceiling, we had better do something about this

3 deficit before we extend the debt ceiling.

11 ~ The Chairman. Senator Symms.

Senator Symms. Well, Mr. Chairman, I would just like

6 to make one real very quick point, and will not belabor your

7 progress hero this mormmn, but I think it is well and good

O what my colleagues from New York and Missouri are mentioning

9 here, but the problem with it is that in reality, there has

10 been nothing suggested to change the rate of spending of the

11 Federal government, and until the rate of spending is

12 changed dramatically, you cannot raise taxes fast enough to

13- cover up the rate we are spending money. And we went through

1 4 this kind of nickel-and-dime thing with TEFRA, and what we got

1 5 was a $100 billion more deficit as a result of it. We did not

16 get those spending cuts that we were supposed to get.

17 And the problem--and I think the President is correct

10 in bl aminiy the Coniyrcss, and Lhu Cuiiyress to soine doyrou uan

19 be correct in blaming the President, in my opinion, because

20 there is enough blame to go around in this town for all parties

21 of how we go~t in this mess we are in--but the fact is that

22 for years and years and years here in Washington, people

23 have been buying votes with somebody else's money, and we have

24 got ourselves in the situation where 44 percent of the

25 budget, for exa~mple, goes to senior citizens programs'. Nobody

Ii

1
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13- cover up the rate we are spending money. And we went thro ugh

14 this kind of nickel-and-dime thing with TEFRA, and what we got

1 5 was a $100 billion more deficit as a result of it. We did not

16 get those spending cuts that we were supposed to get.

17 And the problem--and I think the President is correct

18 in blaminy the Cojiyrcss, and Lhu Conyress Lo some doyrou uan

19 be correct in blaming the President, in my opinion, because

20 there is enough blame to go around in this town for all parties

21 of how we go"t in this mess we are in--but the fact is that
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PG O.J.

1 wants to touch it. Tip O'Neill doesn't want to touch it--.

Senator Boren. Will the Seniator yield at that point?

3 Senator Symms. I would be happy to yield.

4 ~Senator Boren. I have heard this three-for-one number

5 fthrown around a variety of places. Where was this agreed to

6 ~by the United States Senate?I

7 Senator Symms. I do not think I just mentioned the

8 three-for-one number, but I think we were supposed to, in the

9 budget reconciliation of 1982, get a three-for-one--.

1 0 Senator Boren. Where did it say that?

11 Senator Grassley. senator Dole, in his opening statement

1.2 on the floor on TEFRA referred to 76 percent of the package

13. coming from tax increases.

14 Senator Boren. Where did it say that in arriving at the

15 bill that we voted on?

16 Senator Grassley. Well, the Chairman said-.-.

1 7 Senator Boren. It did not say it anywhere. This has

18 bee(,n one of the iiurbers that has floated around in the last

19 year that has not been based in any kind of reali ty, and I

20 think that to argue that therefore we have to cut deeper in

.21 spending because of some agreement is ridiculous.

22 Senator Symms. I think, Bill, the point that youI bring

23 up is really not relevant to the point I am making. We still--

24 Senator B-oren. You do not think we should cut spending

25 three dollars f'or every dollar we raise taxes?

- I PAGE NO. 63
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Senator Symms. I think we should cut spending right now

enough to get the budget and the income--.

Senator Boren. But does anybody else agree with you on th(

three-for-one figure? I do not see anybody rallying to your

position.

Senator Symms. I did not say three-for-one. When did I

say it? I did not say it here this morning. My point that I

want to make is that we voted for TEFRA a year ago, or a littlc

over a year ago, with the intention that it was going to be a

budget reduction program, but there was no spending reform.

There is no rate of spending reform. These programs are

still going right on their merry way. So the game is

played. We reduce spending, but we reduce spending rrom a

projection of higher spending, so there is no real reduction

in any program. Everything, instead of growing .18 percent, is

3rowing 15 percent. And I think until the Congress is willing

to come to grips with that and the Administration, we are

wasting our time.

Senator Bentsen. Mr. Chairman, I have been asking for

Recognition.

The Chairman. Senator Bentsen.

Senator Bentsen. Mr. Chairman, I want to congratulate

;enator Danforth on a highly responsible statement. I want to

;ay I have never been as deeply concerned about th~e economic

.uture of my country. And to see these kinds of deficits
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compounding themselves, one on top of another, and talking

about one that will be in excess of $280 billion in 1989, to

see a situation where we would again double the national

debt, and to have a Secretary of the Treasury come before us--

am not speaking about you, Mr. Chapoton; I am talking about th

Secretary of the Treasury--and when wc talk to him about

cutting spending and raising -taxes, and he says, "well, we arc

for standby taxes, but not until 1985," and I said, "Well, if

the problem is now, then why don't we deal with it now?" and

he said, "Because 1984 is an election year--need I say more?"

Absolutely more should be said. We ought to respond to the

problem now.

I congratulate the Chairman an trying to approach this

problem, but I would also say in trying to achieve these kinds

of sums and make this kind of progress in the last couple of

days of a session will lead to some things that will be

.ananticipated and is not the way we should be passing major

tax legislation, and I am quite prepared to stay here--and I

nuch prefer Texas--but I am ready to stay here, if that is

qhat it takes to try to address this problem. But this is

;omething that should be shared by a President of the United

;tates. He cannot sit behind those doors and say, "B~ring me

-.he completed package." It reminds me of the fellow who,

'hen they were storming the gates of the B~astille, and the

rowd surged by, he said, "I must follow them because I am
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1 their leader. "

2 You have got to get out front on these things and be a

3 part of the process, and the President should be a part of it.

4 And if we are ready to put ourselves on the line, he should be

5 right there with us, and we should approach this in a responsi

6 ble manner, and we ought to stay here and get the job done.

7 The Chairman. Senator Chafee?

8 Senator Chafee. Well, Mr. Chairman, I agree with much

9 that has been said here this morning, and it seems to me that

10 we have gotten the President's position outlined. Wc wish he

11 would take the leadership in this. We wish the Speaker would

12 jump into it, but apparently, neither will. So therefore, it

13 seems to me, Mr. Chairman, that it is up to us, as we talked

14 about three weeks ago, we said we were going to tackle this

15 problem. And I hope we will. I hope that you, Mr. Chairman,

16 will continue your leadership of this Committee and that we

17 will proceed--I do not think we are going home Friday. I think

18 we are going to adjourn and come back on the 29th. And even if

19 we do adjourn Friday, I think if we have taken some significant

20 steps here, it will be a major signal to the nation.

21 So therefore, fine, if everybody else came along and

22 helped, but apparently they are not, so it is down to us. And

23 I hope we will do it, and I hope we will do something, whether

24 it is spending cuts or tax increases--I do not care. I will

25 vote for either of them. But I think the proposal of a

II
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.balance between the two that has been suggested around here

makes a lot of sense--half and half. That seems to bring

everybody aboard, hopefully, although we have some people in

this Committee and in the Senate who will not budge a bit.

It has got to be all taxes, it has got to be all spending

cuts. It seems to me we ought to find a common ground, and

perhaps half and half is the way, so that we can geL onl wi Lh

this program and send a signal and do somethin g.

The Chairman. Senator Pryor?

senatot IPryori Mr. Chairmanj I would like to ask Mr.

Chapoton this cquestion, and that is, It we got to the point,

let us say, Friday, on the debt ceiling increase, and some

Member of this Committee or the Chairman or myself, or

Senator Symms, anyone else, would take the President's budget

that he submitted to the Congress and merely attach that

budget as an amendment to the debt ceiling legislation, would

the President support that?

Mr. Chapoton. Well, I think unquestionably, he would,

Senator Pryor. Ithink at this point, you have a--I am not sure

niow that would work out in all the details, because things

~iave happened since the budget was presented--but certainly, he

Ls standing by not only the spending side of that, but the

:ontingency taxes, and I think the Secretary made that clear.

Senator Pryor. Now, should such a proposal be made, and

assuming that the Congress would adopt the President's budget,
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makes a lot of sense--half and half. That seems to bring

everybody aboard, hopefully, although we have some people in

this Committee and in the Senate who will not budge a bit.

It has got to be all taxes, it has got to be all spending

cuts. It seems to me we ought to find a common ground, and

perhaps half and half is the way, so that we can gcL oil wiLh

this program and send a signal and do somethin g.

The Chairman. Senator Pryor?

genatot Pryori Mr. Chairmanj I would like to ask Mr.

Chapoton this question and that is) It we got to the point,

let us say, rriday, on the debt ceiling increase) and some

Member of this Committee or the Chairman or myself, or

Senator Symms, anyone else, would take the President's budget

that he submitted to the Congress and merely attach that

budget as an amendment to the debt ceiling legislation, would

the President support that?

Mr. Chapoton. Well, I think unquestionably, he would,

Senator Pryor. Ithink at this point, you have a--I am not sure

�iow that would work out in all the details, because things

iave happened since the budget was presented--but certainly, he

Ls standing by not only the spending side of that, but the

Contingency taxes, and I think the Secretary made that clear.

Senator Pryor. Now, should such a proposal be made, and
I

assuming that the Congress would adopt the President's budget,

I
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I what would that do to the deficit?

2 Mr. Chapoton. Well, it would reduce--under the

3 assumptions of the mid-Session review, it would reduce the

4 deficit next year to about $175 billion. It would trim down

5 to about the $80 billion, $75 billion range for 1988. I do

6 not have the figures before me.

7 Senator Pryor. I am just trying to see if there is any

8 way we can extract from the Department of the Treasury any

9 solution or any point of starting where the President might

10 cooperate with the Congress and this Committee in this matter.

11 That is the purpose of this question.

12 Mr. Chapoton. Well, I appreciate the frustration of the

13 Committee on cooperation in this effort. I think the

14 Secretary did make clear that the President is not backing away,

15 from a standby tax, and indeed, that has been and is the

16 position of the Administration. The frustration, I think, that

17 is being felt here is what spending cuts would be acceptable

18 to the Administration so that we would support a tax, even on

19 a contingent basis. And I do not have the specific answer for

20 you on that. Ithink it is certainly a reasonable question, and

21 we have not addressed it in any detail since the original

22 budget proposals were made. As I say, I appreciate the

23 frustration of the Committee, though I can say unqualifiedly,

24 we are still supporting-a contingency tax along the lines

25 Iwe proposed.

I

11
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1 Senator Pryor. Mr. Chairman, one final question to my

2 friend from Idaho, Senator Symms. You talk about spending

3 cuts. I wonder if our friend is willing to make significant

4 cuts; if so, how much, in the Department of Defense.

5 Senator Symms. Well, I think certainly that if you attac

6 the rate of spendiing on entitlement spending programs, many

7 of those are in the Defense.

8 Senator Pryor. I am not talking about entitlements. I

9 am. talking about the Department of Defense.

10 Senator Symms. Well, the pension programs are in

11 Defense, for example; pay scales are in Defense. And yes, I

12 think Defense would have to take some cuts.

13 Senator Pryor. What amount?

14 Senator Symms. Well, I am not sure I could give you a

15 number right now, but I think that just to go out here and

16 chop out, say, an appropriation for buying a new tank or

17 something like that, that does not affec t th~e long-term--if

18 you cut $1 billion out of the Defense Department, that is not

19 like changing the rate of spending on a long-term pension

20 program where you get the benefit of it year after year

21 after year, and that is what is wrong with the budget here.

22 Nobody wants to really talk about what the problem is.

23 I did not vote for it, and did not support it, as Members

24 of the Committee know, but the Social Security reform that the

25 President and Tip O'Neill signed onto, nobody wants to touch
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that now. I have heard the President say he will not touch it,

and Tip O'Neill says he will not touch it, so it is like that

is set aside. That is where the big dollars are going, is in

all these programs that are built into the system. And until

we are willing to attack that, we can cut a few billion out

of Defense, but it will not make any real savings in the long-

term, because if you cut out $25 or $30 billion out of

Defense, you would still have a $175 billion deficit, and you

would just have a military that did not have spare parts,

did not have fuel, did not have tanks and trucks and so forth,

and that is the problem.

Senator Pryor. Thank you, Mr. Chairman.

The Chairman. Well, I am encouraged by this discussion.

I think it indicates that there is still some hope.

Senator Pryor. Mr. Chairman, you are an optimist.

The Chairman. I really believe that--I understand the

politics of it, and I understand that it is easy for this side

to say, "Well, where is the President?" and we can say, "Well,

where is the Speaker?" I think our responsibility is much

qroaor hdn that. think we have to do what we can to lead

the way, and I intend to have a vote tomorrow to find out

who wants to cut the deficit and who does not want to cut the

deficit. And maybe this package is not perfect, but we had

a vote here about a month ago, 13 to 0, that we ought to do
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to try it. Now) if we fail, then we will try again, but--.

Senator Mitchell. Mr. Chairman, I thought the vote was

we ought to try to do something.

The Chairman. Well, I know, and that is like voting on

the budget resolution. Now we see what awful things they

propose, when they get down to specifics, and I bet. this

does not pass. We will see how many people who voted for the

budget resolution are going to vote for $57 billion in taxes.

So we are dealing with the real thing in this Committee,

and I am not discouraged a bit. And I still believe there is

some hope for the Administration.

Senator Baucus.

Senator Baucus. Mr. Chairman, I would like to add just

another element to all this. Personally, it is with a little

bit of a sense of disappointment in these figures, because

they back off significantly from where we were up until

this morning. That is, we are talking in the neighborhood of

~150 billion deficit reduction over three years--.

The Chairman. Four years, yes.

Senator Baucus. As I read these figures, we are backing

~ff very significantly from that. And I know the dilemma you

Lre in. If you are too daring, too bold, you start to cause

* lot of problems, and people begin to back off. on the other

,and, I think we have to be daring and bold to get some

omenum.And I frankly encourage you during these next hours
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I --_maybe next days--to try to figure out ways of working with-1

2 other Members of this Committee to regain some of that daring,

3 some of that boldness that we were engaging in before, because

4' I think if we back off this much, as I read these figures--I do

5 not have the right totals here, perhaps--but as I look at the

6 figures, we are just backing off so much, we are losing some

7 steam, and it is back to business as usual again.

8 The Chairman. well, if somebody has a better plan--in

9 fact, it is open to amendment as soon as we go through it--but

10 you have to deal with the realities, and the realities are that

11 Tip O'Neill will not touch COLAs and neither will Ronald

12 Reagan.

13 Now, we can vote in here to cut Social Security COLAs, and

14 I think that is do-able. I think there are enough votes in

15 this Committee, and that would give you substantial savings,and

16 you could even make it effective next year. You could put it

17 all into Medicare, which would prop up that fund. But I do

18 not think we backed off very far. I think we looked at what

19 we are going to pick up in '84 and decided that we had better

20 use four-year numbers rather than three-year numbers. But

21 certainly, if somebody has a better suggestion--we are getting

22 into some tough spending cuts when we get to that point, and

23 there are all kinds of ways you can raise taxes. We have tried

24 to be fairly consistent.

25 Let us go through the rest of these accountiny areas and
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then try to get to the Members' provisions. I am certain we c

pass those if we cann~ot pass anything else.

Mr. Brockway. if I might, Mr. Chairmin, I will just list

the item, list what the ite is and the revenue, and we can

come back to them, rather than going through full descriptions

of the propo sals.

The Chairman. And I understand that there is no objectior

to our meeting later this afternoon, and I have got to be on

the floor at noon to offer the Tuition Tax Credit Amendment,

and I know Senator Boren and Senator Chafee want to be there,

and probably others. So if we could go through these quickly,

and maybe then we could come back here--is it all right to

meet again at four o'clock, so the staff will have some time

to go over it with all your staff?

Mr. Brockway. The next item, Mr. Chairman, Number 4 in

Accounting Abuses, deals with a situation where we have

accrual basis partnership and a cash basis partner, and this

would provide that you have to use the same method of

accounting. That would pick up .4 billion.

The ne.*t item is the conor.omity ruleal it would r~quird

those be provided on a consolidated basis. That would pibck

up .5.

The next item, the time value of money, premature

accrual, deals with situations where you accrue a liability

that you will not have to pay for many years in the future,
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1 and it would limit it to a present value or a cash basis

2 method. That would pick up 3.8.

3 Senator Bentsen. Mr. Chairman, on that one, that obvious

4 gets, I suppose, to casualty companies, and that is what I

5 would think you would be dealing with.

6 Mr. Brockway. There is a ruling that applies. It is a m

7 liberal rule than a general rule, but it does affect casualty

8 insurance reserves.

9 Senator Bentsen. That is an industry that is awash

10 in red ink, and I think it is important that you do not furthe:

11 compound the problem and the process here. But this is one

12 of those things that obviously had to be explored, and should

13 be.

14 Mr. Chapoton. Let me just add that, as I told the

15 Chairman and the staff, we want to look at the effect on

16 casualty companies more closely, too, Senator.

17 Mr. Brockway. That item would be a $3.8 billion pickup.

18 Then, you have corporate reforms. These are some of the

19 items that were in the staff--.

20 Senator Symms. Before you go by that, could you just

21 comment. This is a whole now concept, back on thi~s time value

22 of money on the accrual, isn't it?

23 Mr. Brockway. Well, it is similar to the notions that you

24 use in the original issue discount area of treating the actual

25 present value of the amount, but you either get that or you get

I
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the cash deduction when you pay it, so you could do it that

standard way.

Senator Symms. But if you apply this principle to the

property and casualty companies--and I think I agree with

Senator Bentsen that they have enough problem without this--bul

if that principle is applied, and then you apply it to everyboc

else, wouldn't the government end up being the net loser?

Mr. Brockway. I do not--.

Senator Symms. Well, you are talking about if you, for

example, are a manufacturing industry on depreciation, and you

want to apply that same principle, then you woul have to ropa5

them.

Mr. Brockway. Well, basically, what you have done in

depreciation is because of the same problem, that is one of thE

reasons for ACRS and investment credit, because if you just

took the actual cash amount for depreciation, you would not

have gotten enough to take care of inflation.

Senator Symms. The point I want to make is I think this

deserves some very, very careful scrutiny before we enact it,

and I would think that there is a principle involved here

to start taxing the time value of money, that if you are going

to apply it all the way around, then you might end up that

the Treasury decided they did not want to get involved in

this.
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point. Our concern has been a deduction of an item in a

current year that will not be paid for a number of years. Now,

we addressed that concern in other than the property and

casualty area, but we said--and I t~h~ink certainl~y Lhere..' a

problem in the property and casualty companies, that their

system of establishing reserves is such that they create

losses when they have economi-c income. They also have

economic losses; they swing from year to year or from period

to period, dramatically.

Senator Symms. But they are setting aside those

reserves.

Mr. Chapoton. I think in our view, the reserves they

set aside are much larger than needed to fund the future

liabilities. But to deal with that problem is not so easy.

I am not positive this is the way to do it.

Senator Symms. But didn't GEICO just end up two years

igo or something where they were in a real bind, and what we

qould be doing this--

Mr. Chapoton. I think that the people in the insurance

.ndustry pretty well feel there is too much capacity in

:he property and casualty companies, and I think the tax

)roblems maybe contribute to that. That is, the tax benefits

Lre such that people are acquiring property in casualty

:ompanies to use tax losses that are generated even when

.here are not economic losses. They are also, from time to
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time, having economic losses.

But I would emphasize the portion of this pa

does not apply to property and casualty. That is

are accruing currently under the all events test,

dollar amount that will not be paid for ten years

overstates the current deduction.

Senator Symms. Well, would you be willing t4

for the time cost of money if you taxed for it?

Mr. Chapoton. I am not sure--

The Chairman. We are going to get into all

on in detail. Let's try to finish this list. I

offer an amendment at twelve o'clock.

Senator Symms. We withhold money from the ir

taxpayer, but the government does not reimburse tl

Mr. Chapoton. That is right. We have a pay-

3ystem; it is paid throughout the year, both indiN

corporations.

Senator Symms. Well, I know, but if the taxjz

.n at the end of a year and files a claim, and he'

:oming, he does not get paid for the cost of the iii

:he government had it all year.

Mr. Chapoton. Not for that year; he does if

.han the year. But no, that is right. The taxes

n estimated basis throughout the year.

Mr. Brockway. This propos-al generally would
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situations where the delay in payment is within the following

taxable year, and so in that situation, it would not have

applied either, because you only have a one-year lag.

On the corporate reforms, these are generally items

dealing with converstion of ordinary income with the

capital gains, or short-term gains into long-term gains. The

first item--and a number of them turn on the 85 percent

dividends received deductions that a corporation can deduct

85 percent of the dividends it receives--the first item deals

with the situation where a corporation receives deductions

Df which you can take the 85 percent dividends received

seduction, plus it does that with debt financing, so it

leducts the interest and excludes the dividends it receives.

rhat would be a pickup. We do not have a final number on

that, but roughly .1.

The next item deals with short sales, ability to convert

ishort-term capital gain into an ordinary loss by entering

.nto a short sale in which you get a capital gain on the short

;ale and deduct payment in lieu of dividend. That picks up,

Lgain, something roughly in the .1 area.

The next item deals with situations where you have a very

.arge dividend of property, and there is no basis reduction

n the corporation's stock with respect to which the dividend

s distributed, so the corporation can get the dividend,

xclude 85 percent of it, and then sell the stock which paid
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the dividend and get a capital loss on that. That item would

pick up .2.

The next item deals with the distribution of appreciated

property in the course of a dividend arising in liquidation,

and that would provide that gain would be recognized on that

transaction. That is a pickup of .1.

The next item, Item Number 3, deals with a situation

where a corporation distributes a partnership interest and

some taxpayers take the position that that is not an

exchange, the distribution of the partnership interest, so

that no recapture is required.

Senator Bentsen. Does that deal in a royalty trust?

Mr. Brockway. Yes. Item 2 would affect the royalty

trust, because that is a distribution of appreciated

property.

Senator Bentsen. And what year would that take effect?

Mr. Brockway. That would take effect next year.

Senator Bentsen. In '84?

Mr. Brockway. Yes. And Item 1(c) would also affect that,

Lnd that would apply to situations where the dividend was

ifter the date of enactment.

The Chairman. That is assuming that all this passes this

ear.

Senator Bentsen. Well, but you have got a bunch-of these

hings that are not taking effect until '85.
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1 ~Mr. Brockway. Well, if it is not as a div:

2 nbt be affected by this, so it is only situatior

I it is paid out as a dividend, so the recipient c

4 exclude the income and then sells the underlying

5 loss, for example.

6 Senator Bentsen. That also means that you

7 Committee very much involved in some of the merg

8 acquisition procedures taking place at this mome

9 Mr. Brockway. It would affect certain tran

10 are ongoing, that is correct.

11 The partnership item would be .2 pickup.

12 The next item deals with mutual funds. One

13 with the mutual fund, not a regulated investment

14 qualifies for tax-exempt status under the regula:

15 a corporation that is widely held that invests iL

16 stock and managed to eliminate its tax using the

17 dividends received deduction. That would make il

18 the accumulated earnings tax would apply, plus ti

19 deals with situations where you have a capital ge

20 with respect to a mutual stock, and the shareho]

21 capital gain dividend and a short-term loss on tf

22 stock, and that would match those two up. That i

23 .2 pickup.

24 Item 5 deals with-transfer abroad of appreci

ii

I
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I certain recent court cases that have hindered the ability of

2 the Internal Revenue Service to policy transfers of appreciate4

3 property to foreign corporations. That would pick up somewhat

4- less than .1.

5 Also, the final item would deal with the transactions in

6 the future, such as the McDermott transaction, where throuqh a

7 glitch in the law, a U.S. corporation which managed to transfex

8 itself overseas without any Lax liability, it would not affect

9 that transaction, but it would affect future transactions

10 like that.

11 The numbers are not going to add up to the total you have

12 on the basic sheet of each of these items, because there is

13 substantial interaction between these, and a number of them

14 affect the same transaction plus rounding errors. But it

15 should be roughly in the area of, I believe it is $13

16 billion, over the four-year period--that is correct, it is

17 $13 billion over the four-year period, and about $8.4 billion

18 over the three-year period is what we have on the sheet.

19 Those are subject to some change, but it will be that

20 magnitude.

21 The Chairman. And we can discuss this later today, but

22 as I again understand Treasury, with the exceptions noted--.

23 Mr. Chapoton. Yes, and I wanted to note one final

24 exception on Number 5 on the final page. This m~ainly deals

25 with transfer of intangible assets abroad, and the classic case,

-~~~O
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1 where the deductions in developing the intangible are taken

2 to the U.S., the intangible asset is then transferred abroad,

3 and the income from it is taxed abroad. It is a problem; I

4 am not confident that we--we need to look at the solution

5 much more closely.

6 ~The Chairman. Well, I think there are a number of questio s

7 that have been raised on when they are--I think most of these

8 should be effective in '84. There might not be any reason to

9 get involved in the middle of a big corporate struggle

10 somewhere. But if it is loophole closing, we should not

11 wait until '85 unless there is some extraordinary reason.

12 There has been some question raised about property and

13 casualty companies, which I think must be resolved.

14 So I think the next thing '.c would like to turn to are the

15 additional items, and not go through all those, because they

16 are generally items that the Members have called to our

17 attention.

18 Have you got that packet, George?

19 Senator M~itchell. Mr. Chairman, could I ask one--not ask

20 a question, but merely request that something be prepared for

21 the four o'clock meeting?

22 The Chairman. Sure.

23 Senator Mitchell. We have a spreadsheet of the Budget

24 Committee deficit reduction plan that summarizes the spending

25 cuts and tax increases. I wonder if a comparable spreadsheet
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~could be prepared for what is now bcfore us, and if it could

be prepared in a form that is directly comparable to the

Budget Committee's plan. One appears to cover four years, and

one covers three, so you get a different impression from the

aggregate levels.

The Chairman. Yes, that is a good idea. We can do that.

Mr. DeArment. It is just a matter of showing three-year

totals based on the summary we have in front of us.

The Chairman. But let's try to put it on one sheet,

so we just have one.

Senator Mitchell. I think it would be useful to be able

to look at the two, because I have some questions regarding

various provisions, that we can get to at four o'clock.

The Chairman. I guess the point being that if, in fact,

the Budget Committee's spending reductions are real, and we

could agree on our spending reductions or some other

combination--I am not wedded to any particular combination--we

would almost have the $75 billion on spending restraints,

wihich would be real spendin restraint. We get some credit fox

debt service, but th~at is real savings. And there would still

De a chance to bring those two together.

As I said earlier, I do not quarrel with the Budget

'ommittee, but I do not really believe they h~ave drafted all

:hese tax proposals--at least, so far as we kiiow, they

iave not--so I do not know. when they intend to offer that
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I amendment.

2 But the reason I say come back at four is that it will

3 give the staff time to meet with your staff, and some of the

4 questions that have been raised this morning, I think should

5 be addressed. Obviously, this entire package is subject to

6 change, and if anybody has a recommendation on how to make it

7 better, why,%e. would like to have those.

8 What time do you want to meet with staff--one-thirty,

9 one o'clock?

10 Mr. Brockway. One-thirty would be a good time, Mr.

11 Chairman.

12 The Chairman. Would that be all right with Treasury?

13 Mr. Chapoton. Yes, sir, that is fine.

14 The Chairman. So that would give them a couple of hours,

15 and then we could come back at four and go over the spending

16 side. And then, if members have any additions they want to

17 bring up--now, most of these,as I understand the additional

18 items, have been approved by Treasury?

19 Mr. Chapoton. Yes, sir. There may be one or two--well,

20 there are a few exceptions, but for the most part, we have

2 1 been over them all, and we agree with them.

22 The Chairman. And we have even had hearings or passed

23 these provisions before in this Committee. I think that was

24 part of the Long rule. And then the Joint Committee has--I

25 do not say "recommended"--but you have analyzed all these

0~O
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I
provisions?

2
Mr. Brockway. We have analyzed them. Ithink there may

3
be one or two you have not had hearings on.

4
The Chairman. What is the total cost of the add-ons?

5
Mr. Brockway. I think in net, they may lose almost

6 $2 billion.

7
The Chairman. So we need to find $2 billion to pay for

8 the add-ons. We close some loopholes and open others, is

9 that it?

10 ~Mr. Brockway. Well, I am not sure that these add-ons are

loopholes.

12
The Chairman, Oh, probably not, but there may be one or

13two in there that might be.

14
Senator Mitchell. Mr. Chairman, do we have a backup

15
document on the spending restraint, other than this piece of

16
paper?

17
The Chairman. Are those available for hand-out?

18
Mr. DeArment. Yes. Maybe we can go over those with the

19
staff at one-thirty, as well.

20
The Chairman. Okay, we will come back at four o'clock,

21
and thank you.

22 ~[Whereupon, at .12:00 o'clock p.m., the Committee was

23recessed, to reconvene at 4:00 o'clock p.m. this same day.].

24

25
II
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1 ~~The Chairman. I apologize for being late.

2 We were having a meeting next door.

3 Have you had a chance during the--since noon to spend

4- some time with different staff members and also go over the

5 so-called add ons that members might have interest in?

6 Mr. DeArment. Yes) Mr. Chairman.

7 We have had two meetings, one to go over the tax items

8 and another meeting with the legislative assistants on the

9 spending side to go over the spending reduction proposals.

10 The Chairman. Are there any questions about any of the

1~1 add'ons?

12 Mr. DeArment. There were questions.

13 The Chairman. Cannot believe it.

14 You mean there were not enough add ons?

15 I am sure we included every meritorious item.

16 Mr. DeArment. in our view, that is the case.

17 The Chairman. Probably some that were not meritorious.

18 Were there suggestions made--I know members are not here

19 staff probably are. If there are areas that we did not

20 address that deserve serious consideration, then we ought to

21 be notified rather quickly. we arc not trying to load the

22 bill up with add ons and then help to reduce the deficit.

23 There are not going to be two packages, one thaL does

24 not leave the Committee and one that does.

25 Have you had a chance to review all of the a dditions?
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1 away. There is always that possibility.

2 Are you ready, Buck?

3 ~~Why don't you note your objections to the specific

4 add ons and then we will have the person that is interested

5 in that particular amendment visit with Treasury between now

6 and tomorrow.

7 ~~Mr. Chapaton. I will go over these quickly, going down
8 this list, and I will just do the ones that we were raising a

9 problem about.

10 The Chairman. We assume the ones you do not raise ---

11 Mr. Chapaton. Are fine.

12 The Chairman. Then you would approve all of those you

13 do not raise.

14 senator Chafee. Are we on this sheet, additional

15 items, non-statutory fringe benefits?

16 Mr. Chapaton. That is correct.

17 Senator Symms. Are we talking amendments?

18 The Chairman. No.

19 We are seeing what Treasury objects to.

20 Mr. Chapaton. On page 3, Number I, the bank loan loss

21 reserve. We have supported and continue to support staying

22 with the 001 percent rule. That is just a statutory rule.

23 Senator Symms. Excuse me.

24 I am back with Senator Chafee, non-statutory fringe

25 benefits.
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The Chairman. What we are doing now is the Treasury has

no objection Number A, but--we are asking which ones of these

they have added on they object to.

Those would be open for amendment later.

Senator Symms. Could I ask Buck one question about A?

Don't you think it would be better tax policy if we

settled this thing on the fringe benefits and not have this

thing hanging over everybody's head, for if you want a

moratorium--I said the other day, let's have a moratorium for

ten years so it would be part of the tax code. It cannot be

good tax policy.

Mr. Chapaton. We have said that this is a question that

probably will have to be addressed in more of a whole or

major reform bill. We are not going to rush out with regula-

tions if the moratorium expires so we are not objecting to an

extension. The House has passed a bill that attempts to deal

with this, and I think the Committee will have to deal with

it.

Senator Symms. Senator Moynihan and Senator Matsunaga

and myself have introduced a bill and we ---

Senator Packwood. Are you offering a ten-year mora-

torium?

Senator Symms. I said that facetiously. I. said if we

are going to have a moratorium--let's have a moyatorium is my

point. Our bill codifies into law by a list the current
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1 business practices and addresses some of the college problem!

2 where they have faculty housing, addresses those things, and

3 allows that to continue on. We simply do this to solve this

4 problem once and for all.

5 The Chairman. I do not think we have had hearings on

6 your bill.

7 ~~Senator Symms. Yes, we have had hearings.

8 The Chairman. But not on your .cpccific: proposal.

9 Senator Packwood. I hope we would extend the education-

10 al fringe benefits that expire this year. If we are going to

11 get into it generally, I have a deep interest in this. I

12 would be happy to have a ten-year moratorium, but I have

13 strong misgivings and strong opposition to putting half on

14 or codifying or limiting fringe benefits that can be negotia-

15 ted between employers and employees without them being tax-

16 able.

17 Senator Chafee. As I understood the ground rules, he

18 was going to go through and show what he objected to. Now we

19 are stuck on A.

20 The Chairman. I know, but Senator Symms wanted to ex-

21 press an interest in that section-. We wanted to hear those

22 that Treasury objected to.

23 Mr. Chapaton. On page 3, on the bank loan loss reserve,

24 we wanted to go to the 1 percent rule, rather than having the

25 rule suggested here, which would be the current year and two

11

I 
.- - .. 't,
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1 previous yea~rs.

2 Senator Chafee. Can you give not only the page but the

3 letter?

4 ~~Mr. Chapaton. That is Item Number I, Senator, on page 3.

5 Next is on page 5, Item P, multi-employer pension plan,

6 with draw liability. We have objected to this relief. This

7 is not really a Treasury subsidy matter. The PBGC has a con-

8 cern. We have concern that some of these plans will go under

9 and they will end up as a liability on the Federal government.

10 That is Item No. 5--page 5, Item No. P.

11 Senator Packwood. I have a question as to how that

12 affects an Oregon company.

13 Mr. Chapaton. We have objected to this. We objected to

14 that earlier.

15 Senator Chafee. You are saying to object to P, which

16 would give relief--

17 Mr. Chapaton. The subsidy question is whether there was

18 retroactive liability put on these plans and we have--we are

19 not re-examining that question. As I understand it, the

20 liability was imposted from the day the bill was introduced,

21 and so from the date of enactment, it was retroactive. Our

22 concern is the potential cost to the Federal government if

23 the plan--these plans go under and the employers who-would

24 otherwise be employable or not, the liability would fall on

25 the Federal government.
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sn't it, that we let thes(

e liability--if they are

rawal liability, that the

aid that liability to

then be required to pick

that amendment knows that
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I That arrangement did not meet the rules for a rollover and

2 this would give relief to a particular taxpayer. We object t

3 that.

4
Mr. DeArment. This is one that the Commnittee also did

5 last year.

6 ~~The Chairman. Even though Treasury objects, may not mea

7
that we will object.

8 ~~Mr. Chapaton. The next one is S on that same page, page

9 6. This has to do with repeal of the 30 percent of with-

10 holding taxes on investments by non-residents--by foreign

11 persons, non-resident aliens.

12 ~The Chairman. Do we have a revenue number on that?

13 ~Mr. Chapaton. Senator, we have supported the bill that

14 would exempt such portfolio investment. There is a disagree-

15 ment between our staff and the Joint Committee on whether it

16 is a slight revenue pick up or a slight revenue loss. The

17 proposal is not to have a total exemption, the total removal

18 of the 30 percent, but to leave a 3 percent tax on these

19 transactions. That would take away much of +-he AifcFerential

20 that is now available in the Euro dollar market.

2 1
We just would stand by our original position that there

22 should be no withholding whatsoever in these transactions. We

23 get involved here in the Netherlands Antilles case. This

24 proposal would put a 3 percent on loan facilities in the

25 Netherlands Antilles, and you would need to do that if you put

11
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the 3 percen~t tax on all investments, portfolio investments

by foreigners. We would think that the better rule would be

no tax whatsoever and then we will continue our negotiations

with the Netherlands Antilles for what is left for them.

Senator Chafee. Mr. Chairman, as I understand what the

proposal is, this 3 percent that would apply to those bought

by foreigners directly, and those bought through the Nether-

lands Antilles--but you have a treaty with the Netherlands

.Antilles. So how can you put a 3 percent on?

Mr. Chapaton. I think if the Congress put a 3 percent

on, it would override the 3.

Mr. Brockway. I think whether Euro bonds issued through

the Netherlands do or do not qualify under the treaty--this

would qualify that where a loan was issued by a few experts

through a foreign subsidiary and then reborrowed from a

foreign person--so it was routed through as a conduit, that

would be treated as if borrowed directly from a U. S. person.

Senator Chafee. If that can be done, I suppose you pick

up a little revenue.

So what is the argument for going to zero?

Mr. Chapaton. The argument for going to zero is we

wanted access to the Euro dollar market with no tax. It is

not--we often go to zero in treaties.

For example, the UK treaty. If a UK perso~n invests in a

bond of a US company, there is no withholding at all,
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1 interest pai~d to that person. We wanted unlimited access to

2 our market by the investors.

3 Senator Long. You object to this provision?

4 Mr. Chapaton. Yes.

5 We do not like the idea of putting a 3 percent tax on

6 there.

7 The Chairman. it might be something we might be able to

8 resolve.

9 I hope we could do it in consultation with those that

10 have an interest.

11 Senator Symms. Does the State Department agree with the

12 position Treasury has taken?

13 To me, this sounds like a real conflict on what we did

14 last year on the Caribbean Basin initiative. If I understand

15 the impact on the Netherlands Antilles, they say this will

16 cost, the way they have been attracting capital--it just

17 about cuts the tax base in half.

18 Mr. Chapaton. This proposal, which would, I am sure,

19 disturb the Antilles, as would our proposal--our proposal

20 would say you in effect--the company can access the Euro

21 dollar market without going to the Netherlands Antilles.

22 It might choose to do so anyway, but both routes would

23 be free of tax.

24 Senator Symms. This 30 percent--

25 Mr. Chapaton. We are proposing repeal of the 30 percent.

R - h J MLCL 11

11 I
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Senator..Symms. T F y o ii r n p ea I 1: h n .1 0 p (-, r r., n n Vw o i H. (I n o V

2 there be a drastic impact on the Netherlands Antilles?

3
Mr. Chapaton. The Netherlands Antilles is used by many

4 companies to avoid the 30 percent tax. So if you accept that

5 line of reasoning, Senator, you have to say that we want to

6 protect the Netherlands Antilles by allowing them to impose

7 a toll charge on our access to the Euro dollar market.

8 The Chairman. You are trying to eliminate a haven.

9 Mr. Chapaton. We are trying to allow directly what now

10 is allowed through the Antilles.

11 The Chairman. Go ahead.

12
Mr. Chapaton. The next one would be on page 9, Number

13 Z, both Z and the next one, AA. They are special relief

14 provisions, and we have proposed both of them, particularly

1 5 Z and FF.

1 6
The Chairman. which one is Z?

1 7
Mr. DeArment. That is Mr. Symms' bill.

18 Mr. Chapaton. On FF you have several options.

19 The Chairman. What about page 9?

20
Do you object to Z and then AA?

2 1
Mr. Chapaton. Yes, sir.

22 The Chairman. Next is page 14.

23 Senator Chafee. Mr. Chairman, I wanted to ask about Z.

24 Z is not the generation skipping, is it?

25 The Chairman. No.
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I ~~Senator. Chafee. Ts that i.n here?

2 The Chairman. They have a modified proposal.

3 ~~is that in here?

4 ~~Mr. Belas. The Treasury recently delivered to Congress

5 a proposal which is part of this package.

6 ~~The Chairman. Where is it?

7 ~~Mr. Belas. CC.

8 The Chairman. You oppose that double F on the policy

9 that it is special interest?

10 ~Mr. Chapaton. Yes.

11 ~Z is something we have considered and it would overrule-

12 -the IRS maintains a position and the Supreme Court supported

13 that position, and it would go back and overrule that case

14
now.

15 ~I should mention for the record, page 8, Number Y, the

16 mortgage subsidy bond program, the Administration has opposed

17 extension of the mortgage subsidy program, as I have said

18 many times before this Committee. The extension was adopted,

19 and in the House we do support the mortgage tax credit alter-

20 native that is part of that package.

21 ~The Chairman. As a package.' You would not object to

22 extension of the provisions?

23 ~Mr. Chapaton. our position is that we object to the

24 extension of mortgage subsidy bonds, but if it is going to be

25extended, and we recognize there is a lot- of support for
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extending, then we will support the other.

The Chairman. You still oppose the extension, but you

would, support the extension on mortgage credit.

Mr. Chapaton. That is correct.

Then on private foundations, on PP1 we are supporting

basically option Number 1.

The Chairman. What page is that?

Mr. Chapaton. Page 14.

Senator Symms. Before you go away from page 11, I am

sorry, Senator Warner was here and I got distracted, but I

just want to let the Committee know that I intend to offer an

amendment on that generation skipping that is supported by

the American Bar Association, the American Institute of

CPAs, the American College of Probate Counsel, the American

Bankers' Association, the Chairman's favorite association, thl

New York State Bar Association, the California Bar, the

Illinois Bar, the Boston Bar and many others.

We are--I want to press that to a vote, and I would like

to let the Committee know that.

I want to repeal that tax. We heard a great deal of

testimony about that in the State Tax Committee.

The Chairman. That is something you are really interest-

ed in.

Senator Symms. Interested in it enough to vote for

$150 million in new taxes.
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1 ~~The Chairman. Thought you were undecided.

2 On private foundations, I know there are a number of

3 members, and Senator Armstrong is not here, and Senator

4 Bentsen, senator Moynihan, Senator Packwood for Senator

5 Percy.

6 Senator Matsunaga. What about page 13?

7 ~~I understand you have no objection to anything on page

8 13, including Item EE.

9 The Chairman. That is yours.

10 I think we signed off on it.

11 Senator Matsunaga. Thank you very much.

12 Mr. Chapaton. Senator, you do raise a good point.

13 The Chairman. You were home free for awhile there.

14 Mr. Chapaton. Let me say this: if you are going to

15 extend--we have concerns about extension--exceptions to the

16 debt finance rules for charities in general, because in spite

17 of the arguments we have heard from some of the education

18 institutions, it does allow tax exempt investors to compete

19 with taxable investors, and we have serious concerns about

20 that. It does say that you can borrow money to put in the

21 real estate investment and not--i-n other words, not use your

22 assets, but just borrow money for an acquisition and the in-

23 come can be obtained tax free, which obviously can reduce the

24 debt much quicker, return--a higher return to the charity than

25 could be possible to a taxable investor.
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1 ~~We think there is a competitive problem there. If the

2 Committee decides to make some change in that area, as the

3 Senator has proposed, these types of limitations are the

*type of limitations we support.

5 Senator Matsunaga. Thank you very much.

6 Let's go to page 14.

7 The Chairman. On the foundations, we know what happened

8 in the House, and we know every year we had them and they

9 take them off. Is there some generic approach to this withou-

10 identifying which foundations are in trouble?

11 Mr. DeArment. There could be a generic approach.

12 Actually, I thought Treasury would---

13 Mr. Chapaton. We were supporting 1 and 2. They are noL

14 mutually exclusive. one would maintain present law and 2

15 would allow an exception for unusual situations where a good

16 faith effort--more time to dispose of excess business hold-

17 in gs.

18 The Chairman. Who does that effect?

19 Mr. Brockway. That is the McArthur Foundation.

20 Mr. DeArment. There might be others, too.

21 Senator Moynihan. These things are all located somewherc

22 and they obviously go to the--all these foundations are

23 located somewhere, and in New York there is a foundation,

24 the Altman Foundation. It was established in 1909, I believe

25 something like that, and it is in that same situation. it
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I was established in 1913, and they are quite willing to comply

2 with the law, but they got caught in the 1969 legislation

3 which gave fifteen years to a group with 75 percent of oper-

4 ating businesses control], and twenty years, to the. others , and

5 that sort of caught them.

6 They do not know why there is that difference. They

7
could live with one and not the other. I do not think you

B have any interest in putting these people out oF- business.

9 ~~Mr. Chapaton. No.

10 ~in each case it has to do with the extent of their

11 holdings in 1969. Some--the longest period was twenty years

12 to get rid of excess business holdings. If you held 100

13 percent--above 95 percent in '69, and if they were lower--if

14 they were at another level, they had fifteen years to dispose

15 of it, between 75 and 95 percent. Well, they have had a long

16 time to know that they had to meet this disbursement require-

17 ment. our concern has been in the area where a large gift

18 was received and it really appeared that the magnitude of the

19 gift made it difficult to dispose of the property within five

20 years for new gifts that the law allows.

21 ~We thought some relief ought to be provided there. But

22 for the pre-'69 cases, we have taken the position that there

23 should be no way for these foundations that had notice for

24 this long what the law was--we have opposed revisiting those

25 questions.
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Senator .Moynihan. You say you have proposed?

Mr. Chapaton. Opposed visiting those.

Senator Moynihan. Number 2 would give you the opportun-

ity to permit additional time if you thought there was ground

for it.

Mr. Chapaton. I am not sure that would apply to Altman

because this would only apply to post-'69 holdings acquired

by gifts.

senator Moynihan. This goes back to 1913.

Mr. Chapaton. The foundation can be in existence a long

time, but this applies to when the gift was given.

Senator Moynihan. Mr. Chairman, I think there are a

number of person who are concerned about foundations other

than just McArthur.

Do you want to pass over this until they are here?

The Chairman. Obviously, those who have an interest we

want to protect.

As I understand it, Treasury would go as far as retaininc

the present law with that exception in Number 2.

Anything else we adopt would be over your objection.

That is how we have done it in th'e past. We will come back

to that.

Mr. Chapaton. I have listed all of them that we have

concern with, Mr. Chairman.I

The Chairman. Now, I wonder if we could move--why don't
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we move to--if Sheila could come up and explain the standing.

Senator Chafee. On one that I had submitted and was not

in the list--actually, I submitted several that are not on th

list. But the airline pilots, the mandatory retirement and

the problems under ARISA, that is probably not your area, but

the problem is, they have to retire at sixty.

Are you familiar with that?

Mr. Belas. Yes, Senator Chafee, yes, we have reviewed

that with the Joint Committee and Treasury, and there was

objection to that.

The specific problem was dealt with specifically in

TEFRA where, in conference, the conferees deci-ded to modify

the Senate rule to say that you could not reduce below

$75,000 actuarialy for early retirement. The judgment of the

conferees last year was that $75,000 was sufficient at age

55 as protection for people who had to retire at an early age

and on that basis Treasury objected, and we did not include

that on the list.

Senator Packwood. That is if they voluntarily retire.

We have forced the pilots to retire at an early age.

Mr. Belas. Whether or not they are forced to or not--

-the reason they are forced to is because they are not totally

disabled. They certainly can, in most situations, get an

additional job if they retire at an earlier age.

Senator Packwood. A sixty-year old pilot goes out and
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gets another, job?

Mr. Belas. They are not totally disabled and do not ha%

to rely totally on their pension benefits.

Senator Packwood. You are more optimistic than I am.

They are trained as a pilot and have flown for thirty years

and now we force them to retire and then penalize them in the

tax code because we force them to retire.

Mr. Belas. We force them to retire from commorciiai air-

lines. That does not mean they cannot Fly another a.i rcra ft

for hire.

Senator Chafee. To be realistic--to be forced out--I

think it is a Federal law that puts them out.

Senator Packwood. They can go to work for General Motor

as a corporate pilot if there is a job at age sixty, and I

realize you cannot discriminate on the basis of age, but we

are forcing them out of their customary job and then penaliz-

ing them.

Mr. Chapaton. The question is whether they should be

able to fund the same level of pension payable beginning at

an earlier age, which means they get a larger pension than

those whose pension can be funded at age 65.

Senator Packwood. For those who retire voluntarily.

Mr. Chapaton. If you have a ceiling and the ceiling

begins at 65, the same ceil ing begins at an earlier age ---

Senator Packwood.I do not think pilots would object if
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we forced th~em to retire at 65.

2 Mr. Chapaton. Valuewise, they are getting something for

3 a longer period of time.

4 ~~Senator Packwood. I think they are getting an unfair,

5 double-whammy.

6 Senator Chafee. We will take another look at it.

7 ~~The Chairman. Can I ask Karen to explain one little

8 thing we need to correct before the end of the year, other-

9 wise there would be a loop in Social Security for Hill em-

10 ployees, and that might not be viewed too well with other

11 social Security people that have to pay.

12 Karen will explain to me what that is.

13 Ms. Weaver. Under the Social Security amendment, if

14 Hill employees sign up for Civil Service during the month of

15 December, they will be establishing an exemption from Social

16 Security come January. That was intended. What was not in-

17 tended was the possibility that they could be temporarily

18 laid off in, say, January and be hired back by their Senator

19 or Congressman, and then be excluded from both Social Security

20 and Civil Service.

21 The Chairman. If they have one day off?

22 ~Ms. Weaver. There is a provision that encourages--that

23 allows you to be out of your Federal employment for up to

24 365 days.

25 The Chairman. How do we close the'loophole?

ierinr
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1 ~~Ms. Weaver. Simply require that you be under one or the

2 other.

3 The Chairman. Anybody object to that.

4 ~~Senator Grassley. Tax is under a separate bill.

5 Senator Packwood. If we are going to do that, I hope we

6 take care of the error about taxing public employment contri-

7 bution systems of all the employees in the State, which was a

8 drafting error on our part, and I think both Treasury and the

9 Joint Committee support going back.

10 The Chairman. Are you familiar with that?

11 Ms. Weaver. George Pealer was taking a look at that.

1.2 The Chairman. I do not think we want to create a loop-

13 hole for people on our staff.

14 Is there any objection to reporting out that little

1 5 measure separately?

16 Senator Packwood. Could we correct that? The error?

17 Mr. DeArment. We could report this as a Committee

18 amendment to one of the House-passed bills.

19 The Chairman. We used that little bill this morning for

20 tax credit. We are going to use it later for something else.

21 That is a good little vehicle.

22 Is there any objection to that? And if the other is

23 non-controversial---

24 Senator Packwood. It is on the House bill and Treasury

25 supports it.
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1 ~~Mr. Chapaton. I am not sure which one you arc talking

2 about.

3 Senator Packwood. The technical correction.

4 Senator Moynihan. I wonder if I could raise this qucs-

5 tion, of covered options and our new straddle rule?

6 The Chairman. That has been called to our attention by

7 the American Stock Exchange.

8 Senator Moynihan. The various groups think they have

9 worked out a proposal that would satisfy us.

10 Staffperson. We do have to work it out yet. We are ver

11 close to agreement.

12 Senator Moynihan. The best thing is to hold off.

13 Mr. Chapaton. I understand you could work that out.

14 Staffperson. I think we could come back with a proposal

15 to the Committee.

16 The Chairman. Today?

17 Staffperson. Tomorrow morning.

18 The Chairman. Is there any other area that we should be

19 certain we correct that we have not addressed?

20 There are other Social Securities matters but I do not

21 think they are as urgent as the o-ne we have just addressed.

22 Senator Chafee. Senator Danforth had a question he

23 wanted to ask Buck.

24 The Chairman. Can you stay longer?

25 Mr. Chapaton. Sure.

I

11
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The Chairman. Let me just say, early on--I think

2 Senator Long needs one.

3 ~~Ms. Burke. You should have two documents.

4 ~~The Chairman. One is explanatory.

5 ~~Senator Danforth. On that hunger relief, it is my under

6 standing that the Administration agreed to half of it relatin

7 to farmers contributing.

8 ~~Mr. Chapaton. Right.

9 ~~The individual farmer would be given basically the same

10 treatment, even though he deducted the expense, would be

11 given the same treatment as a corporate donor.

12 ~Senator Danforth. That is not now on the list.

13 ~I wonder if that could be added.

14 ~The Chairman. Are you aware of that provision?

15 ~Mr. DeArment. Yes.

16 ~The Chairman. No objection?

17 ~Mr. Chapaton. We do not have any objection.

18 ~I think the staff may have some concerns.

19 ~The Chairman., Let me say on the spending restraint

20 option, I know there are a number of members who are prepared

21 to vote to change the COLAs some 2 percent, some 3 percent.

22 There are about 500 combinations you can put together. But

23 it became obvious to me that with both the Speaker and the

24 President indicating rather strongly, publicly, that they

25 ~would not g alo~nge- w7ith anything, ~-,hat t~ouhedscia Secri;I __ - - 11 - --- ---. Y --- 'J -_ � - � 0=1- U -1 _L LV I



1 since we had fixed it earlier this year,

2 and look at other options and the only th

3 Social Security is the same thing we did

4 lower the COLA to the next lower whole pe

5 which picks up about $5 billion, and it s

6 least do that, and that amount plus any o

.i~n this package would qo .i nto the Med i car

8 With that explanation maybe, Sheila,

9 ~~Senator Grassley. You only take froi

10 social Security COLA and put that into thi

11 talking about applyinq it to other COTAs;

12 Service?

13 The Chairman. That is right, and it

14 desperate need of funds.

15 Senator Chafee. What was the rationz

16 The Chairman. Did not have any votes

17 Senator Chafee. I do not mean deferr

18 but I mean the wound down.

19 The Chairman. Do you mean from '84?

20 Mr. DeArment. one of the problems, S

21 that the Social Security Administration ne

22 lead time to make changes in the benefit c

23 36 million beneficiaries. Unless we said

24 going to postpone probably for several mon

25 is scheduled to come in January---

II ;
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1 ~~Senator. Chafec. We have crossed that bridge.

2 Let us take the round down that we are proposing here,

3 going down to the nearest full percentage.

4 Mr. DeArment. Probably need somebody from the Social

5 Security Administration, but as I understand it, that poses

6 the same problem.

7 ~~Senator Chafee. When are those COLAs paid, April or

8 June?

9 Mr.DeArment. No, January. we shifted from June to

10 January. So January 1st the adjustment would be made, and

11 they have already taken steps to do that.

12 Senator Chafee. Thank you.

13 Senator Moynihan. Does this comprehend changing the

14 January '84?

15 Ms. Burke. '85, Senator.

16 Senator Moynihan. I just ask the question--yes, of

17 course, beginning in '85.

18 You have no way of knowing where the decimal point will

19 come out?

20 Ms. Burke. We have estimates by the actuary of wh at the

2 1 rates of increase are.

22 Senator Moynihan. There is a certain normal increase.

23 This is not an estimate of what is going to happen?

24 Mr. DeArment. It is an estimate of where that is going

25 to fall, and because that last fraction of a percent is
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1 probably the most volatile, because that is the finest point

2 we know that in any year it is not going to be greater--it

3 will always be less than 1 percent and average out to .5

4 over time.

5 The Chairman. Let us move on to the others.

6 Ms. Burke. The two documents before you describe the

7 spending restraint option.

8 The first item, which was just discussed, was the COLA

9 provision.

10 Following that are provisions relating to the two health

11 areas, Medicare and Medicaid.

12 The first item on the healt area is the proposal which

13 would modify a provision previously agreed to by the Committe

14 which would have held the part B premium to 25 percent of

15 program costs through 1986.

16 This provision, which was an Administration provision,

17 would allow the premium to increase to 35 percent of program

18 costs by 1988. That proposal would save, over a four-year

19 period of time, an additional $4.2 billion in excess of what

20 had been previously achieved.

2 1 So, in total, it would be $4.6 billion.

22 Item No. 2 is a provision again that has been -previously

23 discussed, was an Administration proposal which would delay

24 until the month following the month of eligibility--that

25 proposal achieves a savings of $1 billion.

Ii

I
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I ~~~Item No. 3, described on page 2, is also an Admin-

2 istration proposal and would provide for restructuring

3 Medicare cost sharing. Tt also provi.deoqf o r a n a pp I irca t i.o)n

4 of co-payments on hospital days and provides for unlimited

5 hospital days under the Medicaid program.

6 ~~That approach achieved a savings of $3.2 billion over a
7 four-year period of time.

8 Item No. 4 on page 3 is a modification of a provision

9 previously agreed to by the Committee. The Committee will

10 recall for the Tax Equity and Fiscal Restraint Act, we pro-

12 and had employment base coverage. This would modify that

13 provision and have a savings of $1.2 billion.

14 Item No. 5 on page 3 is a modification of a provision

15 very recently agreed to by the Committee as part of recon-

16 ciliation proprosals. This would continue for one year the

17 freeze which had been agreed to by the Committee on physicians

1n prevailing fees for those physicians who were unwilling to

19 take assignment. The Committee might note that there are

20 additional provisions which are not budget affected in this

21 proposal which hopefully will create incentives for physicians

22 to take assignment. Additional savings as a result of this

23 proposal would amount to $1.6 billion.

24 ~So the total proposal would save approximat-ely $3.2

25 billion.

11
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I T~~tem No.. 6, note-(] on paqc 5 of ILhe dciic

2 fication of an Administration proposal and w

3 limit on the-rate increase in hospital costs

4 rate of increase that would be provided for

5 to the market basket which is estimated to b,

6 per year. Under current law thc Committee m,

7 amendments are allowed to increase by the mai

8 one percentage point.

9 So this would remove the one percentage

10 Item No. 6, which is noted on page 6 of

11 a modification of an Administration proposal

1.2 for two years the reduction in Federal paymer

13 under the Medicaid program. The reduction ra

14 3 percent for '85 and '86. This has a cost s

four-year period of time of approximately si
16 The Chairman. They are on this sheet.

17 ~Now, again, I understand that some membe

18 to be bolder in our approach, and I am certai

19 listen to other suggestions on spending restr

20

21 practical matter, if we want to accomplish th

22 reducing the deficit--I just do not believe,

23 would report it, if it went back into Medicari

24 really believe there is much hope for that, ai

25 to believe there is still hope for deficit re(

11
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I members have any ideas on how we can be more darinq or bold

2 to spending restraint that will also pass the Congress, why,

3 I would be pleased to entertain any suggestions at this time.

4 We have gone over the list a number of times and Senator

5 Roth has been concerned that we are not making real spending

6 c uts .

7 These are real spending cuts, aren't they?

8 Ms. Burke. Yes.

9 In addition, at senator Roth's request, we calculated th

10 change as a result of the provisions starting in 1982, with

11 the Reconciliation Acts. We have achieved approximately $30

12 billion in savings out of the Medicare and Medicaid programs

13 as a result of those changes. The rate of growth in those

14 programs without spending reductions, would have been, over

15 that period of time, approximately 71 percent. The rate of

16 growth with the spending reductions, including the provisions

17 before you, is reduced to approximately 53 percent.

18 So there is approximately a change of 17 percent in the

19 rate of growth as a result of the spending cuts.

20 Senator Roth. one of my con-cerns, and I think some of

21 these are real cuts, I agree with you, but one of my concerns

22 is that---

23 The Chairman. They are really restraints on growth.

24 Senator Roth. The question I have,-is what is going to

25 happen to these programs over the next five or six years, both

11
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if we do nothing and, secondly, if we do adopt these re-

2straints.

3 That was one of the questions I have, what is qoinq to

4 happen to these programs in the next several years?

5 ~~Secondly, if we adopt these restraints.

6 ~~Am I not correct that the Medicare and Medicaid in the
7 next three years will roughly double?

8 Ms. Burke. We expect to continue to see a rate of in-

9 crease in the Medicare program of about 15 percent. The

10 Medicaid program has a much slower rate of growth, and it has

11 been averaging 9 percent. That average rate of increase is

12 expected to continue in the near future.

13 That is correct, Senator.

14 The Chairman. I think Senator Roth has a point.

15 If, in fact, these were adopted and became law, do you

16 have any information on what impact that would have--we are

17 told by 1985 we are going to have $400 to $500 billion pro-

18 blem with Medicare.

19 Is that correct?

20 Ms. Burke. Correct.

21 The Chairman. We are told if we do not do something by

22 '86, we will have to raise payroll taxes by 43 percent or cut

23 them by 30 percent.

24 Now will doing any of these things'delay that day of

25 reckoning?

�1
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.Ms. Burke. The estimates T just proviclefl you are or a

rate of increase of 53 percent through 1986. Those will be

3 estimates we were able to make on the basis of the spendinq

4 reduction proprosals, be-cause t~hose a re tlhc years w(! ha]

5 numbers, too. We asked for numbers for the out years, or all

6 of those previous proposals.

7 But that 53 percent is up until 1986. So I would assume

8 that you would see continued trends in a reduction in what

9 would have been a rate of growth in those programs, but until

10 we get the productions, I cannot tell you the size of that

11 reduction.

12 ~Senator Roth. The figures I have are that Medicare and

13 Medicaid programs have increased from $67.9 billion in 1982,

14 to an estimate $117 billion in 1986.

15 ~Is that correct?

16 ~Ms. Burke. That is correct.

17 ~Senator Roth. The question would be: what would these

la.restraints do to that?

19 ~Ms. Burke. Without spending reductions in 1982, it

20 would have been $68 billion. Up to 1986, one hundred and

21 nineteen.

22 ~Senator Roth. What I am really interested in is not so

23 much what we did in the past, but what we are talking about

24 doing now, and what will that do to the health budget?

25 ~Ms. Burke; The addition of the proposals we are dis-

cussing today would reduce--we look at the cumulative savin ~s _

hiw

17 Ms. Burke. Without spending reductions in 1982, it

20 would have been $68 billion. Up to 1986, one hundred and

21 nineteen.

22 Senator Roth. What I am really interested in is not so

23 much what we did in the past, but what we are talking about

24 doing now, and what will that do to the health budget?

25 Ms. Burke; The addition of the proposals we are dis-

cussing today would reduce--we look at the cumulative savi qs
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1 the costs off toe Blue Cross or some employer or something;

2 like that. So this bill is--there is nothing really in here.

3 I do not think, other than No. 3, I think I got the number

4 right, on the restruction, that 'is actually qoing to do

5 something to reduce the costs.

6 There are more important things we have done, like pros-

7 pective payments and other things in the future. All this is

8 trying to do is save some money here, but somebody el 1so is

9 oing to pay for it somewhere else.

10 The Chairman. The only real hope is--depending on how

11 prospective payments work with hospitals, whether you'apply

12 it to the physicians, there are already all ki~nds or storm

13 signals, whether it will work for hospitals, even if it has

14 been in place for 60 days.

15 Congressman Pepper suggests we appoint a Commission. I

16 suggest we have one.

17 We are meeting right now. If we cannot solve it, I gues!

18 then we will appoint a commission, and we will become a

19 ratifying agency and not a legislative branch.

20 Senator Grassley. Along that line, Senator Heinz had

21 some hearings in the Aging Committee, and all of the testimony

22 was pretty unanimous, that you would have to have this cost--

23 sharing before you would get enough interest at the cjrass-

24 roots to get anything major done.

25 So I think what we are doing is the necessary forerunner

I

11
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I to accomplish what Senator Durenberger wants us to accomplish.

2 The Chairman. Are there any members that have sugges-

3 tions for other spending restraints, COLAs or anything else

4 that they prefer to see in the package?

5 Senator Heinz. I have some problems with the Administra-

6 tion proposal on the so-called restructuring Medicare cost

7 sharing and unlimited hospital days. Apart from the fact that

8 this is supposed to do something to discourage utilization,

9 I would be more convinced that if the people did not have

10 Medi-Gap insurance that took care of these kinds of problems.

11 ~So I am not terribly convinced this does much in the way

12 of improving utilization, giving proper incentives for more

13 prudent habits. I do think that we ought to look at other

14 areas of waste in the Medicare program before we start simply

15 shifting costs onto consumers.

16 I sound like a broken record. I said this a week or two

17 ago, and I will say it again with the patience of my col-

18 league. We know we could do a lot more in just two areas I

19 mentioned, one, in clinical labs where we are setting the

20 premium disbursement at 55 percent rather than 60 percent.

21 GAO suggested that.

22 The Chairman. Did the Administration oppose that?

23 Senator Heinz. They are opposed to everything else we

24 are doing.

25 The Chairman. What will that save?
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nount of money, 6600 or $700
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S_11El t o2 T J' . I Ii1 no qo C :1>wat I think we

I:, ouqhi1 L 1(H(l )I ''21H or, rI'(i 1 QI Part. B onl

0pacemakers. liv:r i anIo 7 I %ave nai a disagreements. But

he Or O %V C' a11 r LI:' -I. ! L i L, z!I d I _i stick to our

* dis agreements, wc: are neverl Col ngIc to * able to do anything.

Thirdly, it strikes mei that,a!zci we do have a

provision ~in hleye 'Ionl d -c)o:S , a. rn off pretty

1iq1gt . And I am %.i 1llincj to suDJporu a2:hnlng that is

balamncd, buit I niave got to L 12 you, K Chairmnan, I do not

thni1k this is wel-balanced. I th-ink I.: ar letting some of

the peop le whIo a re re al1ly mak:ing ou L- -:e I'abs,for one; the

i i doctors, for anothe;tepceae l for a third--I

Imean, that whole qronip of people who :-ofi ting off a

system that was invented ten year ae meorol the technology

Ijchanged to high-tech and small pacemak-Kers and shorter

V !operations. I -just think w..e have: to ~.:c more there before I

la n g oi ng t o s upp ort, in pDa r ti cuL1ar, II-, here. I am not sureI

like III, anyway.

V ~~The Chairman. What about--are there other options on

20 jphysicians that w..e may have ov..erlooke,_`

21 Ms . Burke. Senator, tne concern wn;'en we were examining

options with respect to physicians w..as zhe concern abput

23 assignment and w-.hether or not further restrictions on

physician payments would result inl shif--ing to beneficiaries.

25 We tried to look at ways of reducing the rate of growth of
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Thlle C h ai rmia n IDcw bu ± e c ou ld save anymore

fls . Burke. We couL1d, i f C. chos e

~t er ra te, yess

Th ( Ch a ir ma .i I I to > iC 1:

sense to me, beCauS- T thinki rij i 0w

Is. Burke . P I. Ci 5hi * ri , j;

The Chairmln,1ll C )c;I tuos S~V SC

i we provide c nula of tz~ !- WJ:dcli1 LIec

K' other things, so that. people will ko

Li.:ifl!'edicare-but if4L Senator l , n: as a~

we should take a look~ atL it, in ;addrjitio

I:; ~~Senator Heinz. Well, how about MO

iC ~Everything else we are doing is for thri

1/ M~~S. Thck- 'u Freeze j15' Cur r:1Unt 1N

K Lh'(~JilI [I I .Ii Iiia:y dI IILi Cu jLti11L'L-S 1:C )I- U1 Y

19 ;those nonparticipating.

20 The Chairman. Senator Cha fee?

We will look at those others, John

22 ~~Senator Chafee. 7'ir. Chairman, I ha

23 !but it really is not a solution, aind tha

1! jave talked to in connection w-,ith Moedica

;deal of time on outlining the number of
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* paien tonot somuc. soA h patient's good, but

or017e!OKc11~ Ve m1CI(jCii ci on the cr or thle ioc tar. And they

are OUn -1 L ai Idou Ct ri a., bu u. ules and regulations and

h~ ostci po'ntid StUrs tn- L1he'i miniht undergo--you migh,

be an inter nist, nut not aj 3ioa-r-c:ualified internist of a

reraanna tieand, thus, van mu.St call in a Board-'certified

one o 0r S i CuL J (I su SL L Elr:js( , C ' the possibility of being

SiirqeOctecI to a plainit-i r's rit is very good.

Now, T do nioi ki now how-. tc Solve that, and of course,

this is ne0t: thle fi- - a)t:aa as been men ti oned around

h Ie re .But if somebody, hiad som h ind of a solution to deal

t'atn his def nsi e m di ine thar they, in fact are pretty

K nunch recjuire-d to practi cc, it: woUld really dramatically reduce

the costs of p~hyscas n nIll a ry evcs-msl

K ancilary services, I guess.

V ~~But T. do not have a. solution .

I ~~Sona tar Symnms . Would thec Sc naco r Yield?)

Sona tar Cha-fee. Yes.

Senatoa. Symmim1s. I might: JUSt 111ntiomi thle fact that

bSenator Matsunaga and I heave a bill in traduced and are

21 Jpl1anning to have a hearing onl tha~t subject, and I think

il Senator iNatsunaqa is more aware, of w-.hat they are, doin~g in

2 3 Hawaii to try to lower the cost: of malpracti ce, which eventuall

I~has to be paid fo~r by the medical patient in one way or

-J 1 a no ne r. And 'I think that there are some thing we could do

I Pr)
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tinc weo shou Li , and IIc Ti Io~ :hi twe could probably do it

oh liii H I ' 1' I ~wi th you

S eIIa to C) cc.-- dnia c yolu have arty thoughts on this

1part~iciu]ar :1!ca2'

M B. ur 1 S"1n7tor, th-.~-- ;:etwo issues, really. One ,

L C.1 er ar-e Uls ui t on; : . Anrspect to almost a

:10-frt ILkind 0o ~ iraia22 t t o mnaIp)ra c:ti ce .Th erea

hIas b een so ic II nt c- ecst pr:;' eC t in agins the

a 2 . ra o di a r, 0 v C ry . of someic of the awards

(HL ;VC II . is n n ci n ; t Ii ca L o I:. miii -ice i nsuraiice through

that means.~~~~~~~~9a -
2 ~~With respect to the actual h-tn that is a result of

de fensive; mecticiino, the- ~hd cr ;ctuaries or the Miedicare

Iifolks tell uts that malpractice- is no:- a signiificant issue

Icwi Iii respect- Lo 1cdi cart, andl Medi ca-ic, that you do itot see

thre kind of in-cidence of claims '...ich that clientele- that you

:1do with yount:Jr i iiclividuals. B3ut there has really beenh a

IL~ nkoI ~ijI l (J~r~g~;jl~I I d. V I, I L tui reoutioni of how to

1" ~stop people from providing services Thlat they feel remove

2 0 jthem f rom qu es t i on whlen a f inIIal ]uoge n t i s ma d e, how y ou

2 make the decision between what is a necessary test and what

2? Iis a test, really, on the margjin. n I do not think anyone

23 ~has really come up with a solution aS to how best to do that.

25 ThenaoChaireea. think :entor 11'.nihan kad asked for

S (--� II a t C) -.: Cr C, 0 S h,�- _J 1 a ci c o h a v e a II y t h o u g h t s o II t h i

i-) Li r t c u 1 a r :I e a

M s . Rur a t 0 r t "I 2- e w 0 i s s u e s r e a 1 1 y One

L 11 e II- e (-t i --Aspect to almost a

�11 U I. L k J. 11 d 11 S LI 1: it t t o Ina I 1) ra c: t i c e Th e r a

;1 has been going, iIjt0j:cCI- jII against the
I

r,-�l 0 r d j. 1) a I- of saitic- of the awards

L� ;iVC II ill rod u��J II(; th(., i:,,::A I, L:

i I that: means.

With respect to the actual G S 9 that is a result of

d 0 F 0 II S i \7 (, 11) e C i II C, , t II e o.� d -i c P. r c. c -a r i e s o r t II c. M e d i c a r e

it f o 1 k s to I I u s th :I t m a 1. pr Et c t i c (-- i s II o a s i cj it if i C: a II t i s s LI e

w 11 re "; po C t- L n 11(-d j. ca rt, it iili He d i i c; , th a t y ou do no t s ce

tire kind of ii-Icidence of claims ch that clientele- that you

:1 do with yount:Jor i ii(lividuals . 13)uL there has really beach a

i .,II Ilid VI.-I I I L tried I uLioii of how Lu

1"I stop people from providing services z'llat they feel remove

2 0 them f rom q u e s t i o II File n a f i II a 1 1 u d g e n t i s ma d e , how y o u

2 1 make the decision between what is a Necessary test and what

2? is a test, really, on the marcjin. I do not think anyone

23 has really come up with a solution aS to how best to do that.

S c II a t o r C I I a f o 0 Th a I I k o LI .

25 The Chairl4Ian. 1 think Senator 11'.oynihan had asked for
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1 recognition.

2 Senator Moynihan. Just a simple point of clarification.

3 And let me just be speculative for one moment, and T would not

4 dare bring any good news into this conference. But the

5Social Security Actuary is now regularly reporting their

6 projected condition of the old age and survivors fund, OASDI,

7 and their latest projection is that the-surplus of 1995 will

8 be $477.7 billion. If we get through the next three or

9 four years, you start clicking up very fast. They project

10 by the year 200.0 a surplus or $1.2 trillion.

11 ~Senator Pacekwood. How much pay-out when you riet to that

12 year? In other words, how long will that surplus tide you

13 over?

14 Senator Moynihan. well, the surplus continues, according

to the Actuary-- I do not want to have anybody laughing at me

16 here--to the year 20-25, when it has accumulated $13 trillion.

17 Then, for the firs.t year, it goes down. And these are the

18 numbers we were working with last year.

19 So obviously, there is going to be money in th-e Social

20 Security System that wc may be able to move around a bit.

21 Senator Packwood. The reaso n I ask--I have seen those

22 figures before, but I think you have to weigh them against how

23 much payout you have.--.

24 Senator Moynihan. What proportion--is that a big surplus

25 or a small surplus.
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1 ~Senator Packwood. In other words

2 taxes, could You cut off Social Securi

3 or six years with no payments into the

4_ recall, you could make it even in 1995

5 18 months, and your money is gone.

6 Senator Moynihan. W-11, why don'

7 translated? I think they will be of ii

8 Committee in terms of is this a 17-moni

9 supply.

10 But I just wanted to ask in that i

11 down to the nearest lowest round percer

12 provision) you intend?

13 The Chairman. That, is right:.

14 Senator Baucus?

15 Senator Baucus. Mr. Chairman, bac

16 think a little bit about particularly I

17 the restructure, it strikes me that per

18 problems with going in this direction.

19 thinkinq. Senator Roth is certainly ri,

20 growth in Medicare and how the growth in

21 even with these cuts. But we all have

22 reason for the growth is because health

23 risinq generally in the country at a rat

24 CPI, anyway. Medicare is just caught ir

25 seems to me, then, that fundamentally--a

ii

I
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1 do this here, obviously, to address some of the reasons for

2 health care cost increases, and that goes to cost technology,

3 it goes to medical malpractice, it goes to American

constitutional rights, and it goes to one's desire to get

5 made well when one is not well, and all that.

6 But my problem with Item Number 31 is this. The origi~nal

7 purpose of this restructure, as I understand it, when it was

8 first proposed not too ilonq aqo, was to discouiraqe- snniors

9 from staying unnecessarily long in hospitals. That is one of

10 the major premises of it. But we have already addressed some

11 of that with the DRGs, because under the DRG prospective

12 reimbursement system, there is going to be an incentive to

13 hospitals to discharge patients a little earlier than is

141 otherwise the case.

15 The real question, then, is is that additional incentive

16 enough to coincide with the intended incentive in the

17 restructuring in Item Number 3. And it may 'be that we are

18 going too far. That is, if the incentives in the DRG

19 proposal are to encourage people to not stay in hospitals

20 very long, then we are penalizing those patients who are goingi

21 to have to be in hospitals anyway,.-So there i.s no choice

22 involved anymore, because the prospective reimbursement

23 system is already discharging them.

24 So it seems to me the way to get at this in part is

25 to work with DRG prospective reimbursement and get the data on
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1 it--I know that is not going to solve it her'e and now, this

2 year--but maybe work to include physicians in DRGs, in

3 Part B, as well as Part A, and so forth, because those

4 incentives are there, are intended to be there, an it may be

5 overkill to try to penalize the senior citizens because

6 they a~e remaining two or three or four days, when already the

7 hospital is encouraged to discharge them earlier anyway.

8 I tend to think we should stay with DRGs and try to

9 crank that down, rather than doing so much with copayments

10 and so forth, which really is penalizing the patient who has

11 got to be there anyway. There is not much choice in the patier

12 decision.

13 Ms. Burke. Senator B~aucus, if I might for just a

14 moment, in addition to that, you are absolutely correct that

15 that was indeed one of the intentions of the proposal. The

16 other was to perhaps move away from what is now perceived as

17 being catastrophic cost-sharing, that is, cost-sharing that

18 begins at the 60th day. Although a large percentage of

19 Medicare's beneficiaries do not in fact ever reach that point,

20 the current structuring really hits those people who are in the

2 1 ]ongest and the sickest, and there is some desire to reverse

22 that and spread those costs over a greater population, so

23 that there were really two incentives. The one, as you

24 suggest, is to create at the margin that incentive to get out;

25

R-ah 0
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the second is really to reverse what is perceived as being

2 unreasonable cost-sharing at a point when you are least able

3 to do it. So there are really two factors there.

.4 The Chairman. Senator Durenberger.

5 Senator Durenberger. Let me make one comment on

6 catastrophic, because if there really is an interest here in

7 doing catastrophic, I have another offer to make, in effect.

8 one of the things you do not see in the Administration's

9 catastrophic is the Part A and Part B,.and you do not see any

10 income-testing, in effect. All you do is see everything paid

11 after the 60th day. But going back to Item Number 1,

12 the modifying timing in rate of increase in the Part B

13 premium, John Chafee made me go out here a couple of months

14 ago and try to come up with an income-testing proposal, and

15 if anybody wants to hear about how we might income-test Part B

16 of Medicare, I have a proposal that you can consider. I

17 designed it as a cost-neutral proposal. If you want to save

18 some money, you can make it un-cost-neutral. Very simply,

19 what it does is it takes--the current premium is 25 percent

20 of program cost, and this coming year, I think it will be

21 $16.60 per month deducted from everyone's premium. What I

22 have suggested is drop that back down to 20 percent, back

23 down to $13.30, so that you protect the poor, low-income

24 folks, who are qualified for Medicare. That costs us

25 $1 billion. How do you pick up $1 billion? Well, you pick
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1 up $1 billion by taxing all Medicare participants in Part B

2 one percent of their adjusted gross income, and that is

3 cost-neutral. You just got down to the bottom o~f your tax foy

4 and there is an extra line there that says, "Fill in one

5 percent of your adjusted gross inco e, up to $550 a year," whi

6 is 90 percent of the program cost, and that is your income-

7 tested repayment for the actual program cost to provide you

8 with that Part B insurance. If we kept it cost-neutral just

9 at the one percent, half of the people would not pay anything

0 at one percent of adjusted gross income. The other half would

11 pay somewhere between one dollar and $550. It is a relatively
12 simple formula, and all it needs is the decision to move in

13 that direction. You can go to 2 percent, you can make $1

14 billion; you can go to 3 percent and make a little more money.

15 (Whereupon, Senator Packwood assumed the Chair.)

16 Senator Packwood. Any other comments on Dave's

17 suggestion?

18 Senator Chafee. I think in Medicare, we have got to get

19 some kind of a means-testing. We have heard the statistics

20 here from Sheila on where it is going as far as cost-wise, and

21 everybody sits around and comes up-with proposals which, in

22 essence, really, as Senator Durenberger said earlier, are

23 just shifting the burden to somebody else.

24 Senator Packwood. Yes, but Chuck Grassley raised a good

25 point, when you shift the burden to the public, and vou-are

I

11

I

I

11 I
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1 starting to See it now in health care, for which w~- all]owto-a
2 non-tax benefits. Unions and businesses together andemlys

3 a,)d employers are beg~inn i ng 1-o grasp i~he rac:L Lha L The ~ar

'1 going to have to start moving to some kind of co-insurance or

5 deductibles, or the costs are going to go through the roof.

6 When you look at how relatively little we lose in terms of

7 lost revenue because of the tax-free fringe benefit, and then

8 try to imagine what it would cost us if we were providing

9 through the governmpnt, through either a Medicaid or Medicare

10 kind of program, that kind of health coverage, managed by the

11 government, it would cost us so much more. The private sector

12 has a way of taking care of it, when the costs get to a place

113 where Lhey canno L a F ford i L , a nd Lhe e. i s much Lo bo said

14 about shifting that and letting the private sector decide

15 how they are going to work out th copayment schemes.

16 Senator Danforth. Sheila, when we discussed in

17 connection with Social Security, taxing the Social Security

18 benefits over a certain level, that was in effect means-testing,

19 was it not?

20 Ms. Burke. Yes, sir.

21 Senator Danforth. And if we were to apply exactly the

22 same formula to taxing the insurance value of people over a

23 certain income, that would also be means-testing on Medicare,

24 wouldn't it?

25 Ms. Burke. Yes, sir, if it was related to income.
; I
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1 Senator Danforth. So you would be doing the same thing.

2 You would pick up about $7 billion in four years, and j~ust

3 utilize exactly the same mechanism that was used for Social

4 Security.

5 Ms. Burke. Yes, sir.

6 ~Senator Packwood. We have a vote now on the Toweor motion

7 to table the Humphrey amendment to reconciliation; sense of

R the Senate that the State Department increase the security of

9 the Marines in Beirut. Any objection to increasing the security

10of the Marines? Anyway, that is what we are voting on in

n1 just a few minutes.

12 Senator Moynihan. I think Secretary Schultz would take

13 exception to that, Ilie is a Marine.

14 (Laughter.)

15 ~(Whereupon, Senator Dole resumed the Chair.)

16 The Chairman. Did the package pass while I was out?

1 7 (Laughter.)

18 Senator Packwood. We went to income-averaging on

19 Medicare, as best I could tell.

20 The Chairman. I think we are going to have this vote

21 and then move into the debt ceiling this evening and an

22 amendment on a freestanding bill by Senator Armstrong and

23 Senator Long. So I do not see any reason to come back here.

24 I would like to move again tomorrow morning. Does that cause

25 you a problem?
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1 ~Senator Packwood. No. I havc cancelled the other hceari~nj

2 I had set.

3 ~The Chairman. And I understand we are making a lot of

4 progress on the insurance. I have talked with Mr. Chapoton.

5 ~Senator Moynihan. And we seem to be getting along on

6 this covered option.

7 ~The Chairman. I know there are other matters. Lloyd

8 was not here earlier when we raised the foundations. That is

9 one that is still up in the air. Treasury would just make

10 one change; present law, with some exception, that would take

ii care of just the one foundation, as I understand.

12 Senator Moynihan. Well, that is what we said, that you

13 and some others wanted to talk about that.

14 The Chairman. I would just say this. I think Treasury

15 is going to be available this evening and our staff, the Joint

16 staff, Democrat and Republican. If there are other additions

17 that were not properly addressed in your view, I assume

18 you would just about have to do it this evening. I do not

19 know what is going to happen tomorrow morning. What I do not

20 want to do is, after weeks and weeks of work, is offer a

21 package and have it rejected either on party lines--or, if it

22 appears we do not have the votes, I am not certain that I would)

23 want a record vote tomorrow. I think we are going out of here

24 Friday, and it would not serve any purpose in the cause of

25 deficit reduction to have what I consider to be a fairly
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