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MARK—UP OF DEFICIT REDUCTION PROPOSALS
THURsDAY, MARCH 1, 1984

U.S. Seﬁate

Committee on Finance

Washington,AD.C.

The committee met, pufsuant to recess,'af 10:26 a.m. in
room SD-215, Dirksen Senaﬁg 6ffice Building, Senator Robert
J. Dole (chairman):presidihg.

Présent: Senators Dole, Packwood, Roth, Danforth, Chafee,
Heinz, Durenberéer, Arm;trohg, Symms,'Grassley,'Long,.Béntsen,
Matsunaga, Moyﬁihan, Baucus, Boren, ﬁradley, Mitchell and
Pryor. |

Also present: Commissioner Roscoe Egéar) Internal
Revenue Service; Mr. Ronald Pearlﬁan, Treasury Department;

Mr. Bill Géiner, General Accounting Office.

Also present: Mr. Roderick DeArmént; Mr. Michael Stern;

. Mr. Richard Belas; Mr. James Wetzler; Mr. Donald Susswein:

?Mr. Stewart Dorsey; and Mr. Stewart Dorsey. .
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1 The Chairman. While we are waiting for other members

2 to appear, Senator Heinz says he has discovered some fine

3 | print in one of the proposals.

4 ' Senator Heinz. About 200 pagesjworth. _ ;
-5 . The Chairman. Right.

6 Sénator Heinz. Mr. bhgirman, this prob;ém has béen

7 discqssed Qith the extreﬁgiyuknowledgeable Finance Committee'

8 | staff by Ms. Raffaelli. Thé-problem-has to do with the

e} receiét of extraordinary dividends by co;porations. As

10 described in the Finance Commiftee handbut, I had absolutely
i, no pfoblems with what we_Weré doing.-énd I still don't.

12 But it.turns'ouf that on the véry end of the Treasury

13 descriptioh, in the very ;ast paragraph, ﬁhe thira

14 subparagraph nonindented says:

15 " "3. There is othersise a substantial dimunition of

js the taxpéyéfs risk of loss.frém holding the stock by reason
17 | of his holding one.dr more other positions."

18 >I Qill'be quite honest with you. I still can't figure

19 out what that means, and I don't know if any of the rest

20 of you do, but what it apparently means in practical terms
2i is that a stock issué that-is now being contemplated which
22 || has been lérgely committed to by a major corporation in my
23 State, at least as they understaﬁd this language, I would
24 || ask the étaff to discuss it furtﬁer. |

P 28 Mr. Wetzler. Senator Heinz, the issue here is under
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present law to get tﬁe dividends received deduction, a ?
corporation has to hold a.stock for ét.leaét 15 days, and
as a special rule, 90 days or certain kinds of preferred
stock, and what ﬁhe bill does is set up a special one-year
holding.period for sq—called'extraordinéry dividends.

Under present law, tﬁere'are some rules that deal with
the qqestiqn of ;- iet'sisay-i have bought a stock and I
have sqld short subStantiéily identical stock. The law
today says I cah'tACOunt fhat period when .I sold short -1
can't countﬁtﬁét period as part of my 15-day holding period;

What has happened is that, sinée those rules were

- written many years ago, there have been.all sorts of new

products -- listed'options, futures contract, and what not,

and Treasury's recommendation is that you should not have

" Your holding period run during any period in which you

entered inﬁo some other position which substantially
diminisﬁes your risk of loss. It is a concept similar to
the straddle concept that was dealt with here in 1981.

Now, tﬁere has been some concern within'the securities

industry about two afeas.-_Qhe is the Treasury proposes an

exception for so-called-- It says that you should not get

a holding period when you own the stock and you have written
a so-called in the money cupboard call. 'The securities

industry would like that exception to only apply to exception

for covered calls that are deep in the money. It is a similar
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concept to the covered call amendment that was agreed to in

this committee last December. I don't believe Treasury has

"an objection to that.

Now, there has also been expressed some other concern
about how this provision would apply to sécurities tfaders,
and I think, if you don't hind, we would like to try to work

up something that we thihkaoﬁld be a compromise between

what Treasury_wants and whét the concerns expressed by‘the

securities industry.
Senator Heinz. Let me ask ydu this. Does the catch-all
risk apply only when the corporate-takpayer does dispose of

the stock?

Mr. Wetzler. The issue is: .If I am a corporate

taxpayer who owns stock and suppose I have written a call

~option which is so-called deep in the money. Now, the:

practical effect of that is that I am almost certain to
sell the stock pursuant to the call option that I have
written. - And therefore, for all intents and pufposes, I

really don't own the stock anymore, or at least I have very

“little risk from owning the stock since I am almost

guaranteed--I am virtually certain to have locked in my -
selling price.

And I think with respect to déep-in—the—money covered
calls, I don't really think there is any objection to the

Treasury's suggéstion. I think there is an objection when
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5
the covered call is not deep in the money, and I think that

can be worked out without a problem.

Now, the Treasury proposal is-- Some concern has been
expressed that the language is vague. What do you mean'b?
a substantial dimﬁnitiqn of the risk'of loss?i If I own one
utility stock,-and-I'have Sold short a different utility
stock, does that mean I héyé'gubstantially diminiéhed my
risk éf losé? And I think we are going to have. to work out
some rules that clafify just what’the-Treésury had in mind

in order to make the proposal less contfoversial.

But you are right. There has been some objection

expressed as to the way they have done it.

Senator Heinz. Jim, I think that would be a good idea
and with the chairman's concurrence, I would ask that my

staff, Treasury, and Jim try and work out the specifics on

this so that we don't avoid--excuse me, so we do avoid‘any

unintended --

Mr. Wetzler. I think it would be helpful if we could
talk to your people to find out just éxactly what their
problem is. It might be somethiﬁg-thét we haven't thought
of yet.\ |

Senator Heinz. All right. Thank you.

The Chairman. Now, as I understand it, I have a sheet
here called "Additional Revenue Raising Measures--

Possibilities."” Let's pass each one of those out. Now, we
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are not limited. If somebody doesn't like any of these,

maybe they have something they can subgtitute fér it.

But before we go into the revenue side, and again,.I
would indicate for those Qho may have other business, I don't
think'we-will get to any additional items -- whether it is
insurance or whatever it,is -- today. I think we are doing

to be--we are not operating in a closed session, so it takes

us a bit longer to put togéther'this'package. But the House . |

hopes to complete action on their $50 billion package today.

after lunch.

But in the sunshine here, it takes a little longer.

- We may have to resort to a caucus later on, sort of an open

" caucus with no one permitted but members,Atb reach final

agreement on some of these items. But I don't £hink we will
be taking any'add—ons tédayﬂ

What we.would iike to start with today -- we have
narrowed'down>£he Grace Commission list -- eliminatedisome
that were flawed or objectionéble, or highly objectionable,
and we think we have a‘smaller list."Are those available?

Maybe while we are finding.those} I can ask Treasury
a question. Mr..Perlman, I.Qould like theArecord to aadress
just a couple of quéstions. ‘Some ha§e suggested that an
appropriate Section 483 interest rate would be 80 percent

rather than 120 percent of the T-bill rate for equivalent'
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blank securities. Have you given us any thought as to this,
or has this been brought to your attention?
Mr. Perlman. Yes, Mr. Chairman, it has. And we have

given it éome thought. 1In our package, when we suggested

'a rate, and the rate that is proposed in. the Administration

proposal is 120 percent of-the T-bill rate for equivalent

blank, securities, we attémpted to establish a rate that would

be the best réte ——_the mdét favorable réte -—‘that woqld»
be exfendéd to a credit on an arm's length basis, that is,
the lowest inferest féte that someone could expect td get -
in the market. - |
We thought that waé the fairest way to.érrive at a

rate for.purpose of the OID rules. People don't borrow af
80 percent of the T-bill rate. That is just not a realistic
bérrowing raté, and we think what we need to do here is use
what is viewed as a realistic borrqwing rate.

Now, that doesn't mean to suggest that there is any

'particular magic to 120 pércent. It could have been 130 or
125 or 118, but we think that a rate in excess of the T-bill

~rate is a fair approximation of what people would--what the

most solid credit risk could borrow for in the market and

that 80 percent is such a departure from that that it would

really introduce some rather significant distortion into

the OID rules.

So, I don't think we could support an 80 percent

Moffitt Reporting Associates
2849 Lafora Court
Vienna, Virginia 22180
(703) 573-9198




10

11

12

13

14
15
16

17

18

19

20

21

22

23

24

25

. that were more appropriate,vwe can live with that.

-1t is probably going to be done in the House side, I would

approéth.

Mr. Wetzler. Mr. Chairman, in the.House‘in the spread

sheet that was handed out yesterday, staffs are suggesting
110 percent, instead of 120 percent on the theory tha£ there
are high quality corpoﬁationS'that can borrow it at as low
_as‘lIO‘perCent of the Treésu;y rate. So, you might consideéer.
droppipgvthe Treasury's i?b pércent-down to 110, éﬁd_théir'
130 aown to 120.

That suggestion is being considered over in the House.

The Chairman. Would the Treasury object to that? S

Mr.Péarlman. No. I think if the committee believed

The Chairman. Why don't we, when we have a working

quorum, that might ease some of the pain, particularly where

assume.

Then, the second question. Some have also suggested !

‘that it might be appropriate to have an exclusion from the

OID rules if the_deferral_invol#ed is less than five years.

Have you considered such an exception?
Mr. Pearlman. Yes, we did consider a variety of
exceptions, ranging from shorter deferral periods to as

much as five years. Again, Mr. Chairman, our concern is

that, particularly with interest rates in the range they ;

are at now, and even more seriously if they go higher -- which
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we all hope. they will not -- a five-year exception can creatég
: 1

a material amount of distortjon:in the transaction. I don't
have any datavwith me, so I can't give you any specifics,
but We think a fiveéyear exception would be a substantial
weakening and, indeed,lan inéppropriate weakehing of the
deferréd payment rules.

iheAChéirman.. Jim, ﬁé§é‘you considered this?

Mr. Wetzler. We have looked at it, and I‘think we

- agree with the Treasury. I can't speak to what the committee

will end up doing, but I think it would clearly weaken the

provision quite a bit to allow a five-year exception.
The Chairman. Okay. I wanted that to be expressed
publicly, because I have had inquiries. In fact, I met with

someone who asked me to raise the question. We will make

" that chahge if there is not objection when an additional

member arrives. i

Now, coﬁld we go back? Who wants ﬁo diséuss the
modified Grace Cpmmission list?

We have eliminated, Irthink, the most‘controversial
porﬁions. I know fhat Mr. Eggar is violently--not \
violently--but strongly opposed to number one, so we made
that effective in fiscal year 1986, to give IRS time to
figure out a way to do it. I tﬁink if we made it effective

in Jahuary of 1985, he would have a real problem. Now, who

is going to discuss these -- Don or Stu?
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Mr. Dorsey. The only item on the list that we had not
discussed--excuse me--

The new item oﬁ the list -- let's see.——Ait is the
acceleration of --

The Chairman. Let's.gp‘0ver all of them; -We ﬁave,got
a_diffe:ent list here.

Mr. porseyt_’Okay. ??ﬁé first item is foéetting
delinquent debts against féx refunds. And this'would allow
the IRS——or it-w6uid give the IRS the ability to offsetﬁ
nontaxed'delinquént debts against IRS tax refunds.

The-Chairmén.» Is there any objection.to our making
that effectivé -—- we éhanged the effective date. is that
correct?. |

Mr. Susswéin. That ié correct.

Senator Heinz. Just so I understand fhis- These
nontaxed debté would include what kinds of things?

Mr. DeArmeht. Student loans, SBA loans.

Senator Heinz. Now, an SBA lqah to a corporation
would be offset against a corporatiqn's individual taxé
or an individual -- .

Mr. Suséwein. Senator, the corporation's corporate
tax. . In other words, where there is a debtor ﬁhat can be
identified, and that debtor is getting a refund, this is
a collection thing.of last resort.

Senator Heinz. But after what level of adiudication of
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the general debts claimed to the United Stétes. -‘ ;
'Senator, the proéosal of the Graée Commission was
that the legislation include approp?iate safeguérds‘to
ensure that the agehcy contécts the debtor to ensure that
it is a valid debt. And the recommendation before the
committee today wouldAesséhtially say that procedures
siﬁilé; fo those usea by éhéniRS in‘notifying taxpayers of

tax debts —{‘that is to say, the four notices that are

‘required -- would be :equired'by any-agency before they

passed ﬁhe debt ontg the IRS. This is esseﬁtially similar
to the currént‘law proceaures whereby the IRS can offset
one tax debt against another tax debt.

Senator Heinz. It is siﬁilar, but I want to be sure
it is the same; because different agencies have very
différent collection procedures, as I understand it. I am
not an expert in.the éreé, but i just want to be sure, for
éxample, that when the Social'Security_AdhinistratiOn ha;
made én erroneous payment, and that it is at least what
they think is an éfréneous payment, thaf they will not bg
empowered, for example, to.go to the IRS and simply deduct
that erroneous payment from someone's tax refund.

Now, will this empower them to do that?

Mr. Susswein. The propoéal would not. The proposal
would require that the agency aaopt procedures to notify

the allegedly delinquent debtor and give him an opportunity
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to contest with the agency.
Senator Heinz. Now, the Social Security Administration

says that they will not do that. They refuse to do that.

Now, they say that that would be very prejudicial to them

to adopt a notification process where they notify people .
. '4 : S .b
of an erroneous payment because, if they notify people,

théy claim that~peoplé wi11>take the money and run, even

. though the IRS may be'in error. Ana so, what the IRS does

is they go into people's bank accounts and just take the
money.

Now, technically, they say we don't .do that. We-just

tell the bank to do that for us, and the banks do, and they

give the money'to.the IRS because the‘banks have no choié¢
in théfmatter, so it amounts to the same thing.

Now, we are going to allow -- in addition to that -- we
are géing to allpw the IRS to:be ahother mechanism here for
going -- not even into people's bank acéounfs -—- the money
is just going to disappear out of‘their refunds.

We have got some real problems with the way the

- ‘Government operates, and it is not quite as benign a

Government as we like to think. We held quite a considerable
hearing in the Aging Comﬁittee on the error rates in fhe
Sdcial.Security Administration. The computer system is a
disaster -- they admit that -~ and their methodology %or

dealing with people can be a real disaster, and there have
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been some fairly spectacular television coverage on 20/20

or 60 Minutes and some of those shows. So, Mr. Chairman,
I am not against thislin_ principle, but I really wonder
about how well the present-- -It assumes that the Federa;
Government, when it makes a.claim, is right. And maybe
weAare'not perfect. |

Mr. Suswein. Senaté%j-fhe proposal here would permit
——'would require. —- fhe,agéncy to givé the_alleged

delinquent. debtor an opportunity to respond to the notices

from the agency to contest the validity of the debt. The
: régulations would permit the IRS to offset the refund only

in the cases where the debt essentially -- where the agency

concluded that the debt was valid after this process.
Senator Heinz. Mr. Chairman, as described, I ghess
I have more of a problem than I think because there is a

huge.presumption here -- as I hear the safeguard-;— the

presumption is'that the,Federal>Government, which is right.

And I have evidence -- we have evidence -- GAO has evidence

that When-the Federal Gévernment makes a claim--makes a
mistake, it is usually in the favor of the Fedefal
Government, not in the favof of the beﬂefiCiéry in the
case of Social'Security checks.

And when the?»make those kinds of mistakes, they may
notify people or not; but they.just go right ahead and

proceed. So, I think we ought to look at this a lot more
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carefully than we are. |

The Chairman. That is another reason we have made i£
effective in Jénuary of 1986, rather than January of 1985.
| Senator Heinz. But you are still-making'it.effective.
The Chairman. Yes. This was, in fact, a recommendation
by the GAO initially.
.Senator Heinz. That}ﬁa§ bé; Mr. Chairman,»but that
may have been before the Géé looked at fhe mess in thé
Social Sécgrity'Administrafion, and maybe this will turn
out to 5e a good'proposal, but I want‘to be-oﬁ the record

at this point that I am opposed to it because I am not

‘confident about the way it is going to work.

The Chairman. Do you want a recofd véte?

Senator Heinz. No. I am pot askipg'for a reéérd vote,
Mr. Chairman. I am just concerned aboﬁt it, and i want it
to be on'£he recdrdf’

Mr. Pearlman. Mf. Chéirman;VI know you know what our
views are. First, I would Hope that,if you decide to
adopt this proposal, that at least you would give us the
opportunity to have the Cd@missioner comé back and at least
spend a couple of minutes with you. But I do want>you to

understand that both the Service and the Treasury are deeply

concerned about this proposal.

We are looking at it from a slightly different viewpoint

than Senator Heinz. We are more concerned about its
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potential impact on the tax system, but I do want to restate

15

that very deep concern.

Senator Heinz. As a matter of fact, I see some people

from the Social Security Administration here. Maybe they

could tell us if this is going to change their system.

Mr. Enoff. Senatori.I can't at this time.

.Senator Heinz. That?ishwhat I thought. Mr. Chaifman,
what I would éppreéiate.tﬁé Social Security Administration
do is —; in view of the hearingvtﬁat we had with theﬁ on

errof rates in the Social Security system -- take a _look at

what the committee is proposing and- they say, in short,

‘that the agencies that would be allowed to offset what  they

believe to be debts to fhé Federal Government against IRS
refunds - there‘would be certain safeguards, i;e. required
noﬁificétion.

Now, as I recollect, the Social Security Administration
has some reservatioﬁs'about'feéuired notification across the

board. At least, that is what you told us in hearings and

privately. So, we have a conflict here, and I would like it

to be resolved after the hearing.

Mr. DeArment. Senator Heinz, one of the things to
look at in terms of the notification is we have this-authority
now. The IRS does offset débts in the area of child support
enforcement. Seventeen States also have similar programs,

including the State of Oregon, which the General Accounting

Moffitt Reporting Associates |
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Office has studied, the Oregon program of offsétting refunds

and praiéed it highly. Sé, with appropriate safeguards, it
could work.
Senator Heinz. I could support this if we maybe

-- based on what I know -- if we excludéd the OAS DI program

from it. But knowing what I know of the OAS DI system, I

think every member here i$f§6ing to live to regret throwing
the Social SecuritY'systeﬁ.intq this-pot, given thé'terribie
problems they have with their informgtibn systems -~ and
they ffeely admit théy have‘éery serious problems with itl
M:; DéArmént. They,havé their own tools, pérticu]arly

where théy are_cohtinuing benefits to:handle offsets.

Senator Heinz. We are giving them an additional power

here.

Mr. DeArment. No, but theyAalready.have their own tools
so I am not sure that that would significantlvaeaken fhe‘——

Senator Heinz.' Lef's take them out.

Mr. DeArment. Yes.

Senator Heinz. Mr. Chairman, éould we agree just to .
take this_——

Mr. ﬁeArment. Mr. Chairman, Senator Heinz made a
suggestion that I think, if‘we adopted, would make it
acceptable to him, and that is that in expénding this offset,
we would not include OAS DI programs. I don't know whether

child support enforcement comes under there, but with the

Moffitt Reporting Associates
"~ 2849 Lafora Court
Vienna, Virginia 22180
(703) 5739198




10

"
12
.

14

15

16 -

17

18

19

20

21

22

23

24

25

17

exception of child support.

Senator Heinz. It doesn't. OAS DI is the old agent

of our disability insurance programs.
I really suggest that we hold that out for now. We i

could always do it later, but we should be very careful.

"It is a $200 billion plus'ﬁrogram that has administrative

difficulties, as well as f;ﬁahciai difficulties.

The Chairman. I am sdrry. I was disconnected here.
What is that again?

Mr. DeArment. Senator Heinz was suggesting that;we

take the old age survivors and disability programs out from

undet this/ and that, I think, would be an acceptable

propdsal, and I don't think it would change it significantly.
Senator Heinz. Then I would support the proposal.
The Chairman. With still no Treasury‘s objections.

Mr. Pearlman. We can have the Commissioner here in

15 minutes. Would you be willing --

The Chairmén. No, he can come back later.

Mr. Pearlman. All right.

The Chairman. After we adopt it.

(Laughter) |

The Chairman. Without objection. Now, let's move on
to number two. But he was here yesterday.

Mr. Pearlman. Yes.

Mr. Doréey. The effective date would be January 1, 1986
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then.

Mr. Pearlman. I wonder if it might not be worth at
ieast considering the possibility of putting a sunset on it

or having some ability to take a look at this program a

‘couple of years down the road and make sure that we don't

put in --

‘The Chairman. _Yeé.j?i

Mr. Pearlman. Couid.ﬁe do that?

The:Chaifmgn. We will sunset it in 1987.

Mr. DeArment . Sunset_it'atAJanuary lst of 1988.

The Chairman. .1988?

Mr. DeArment. 1988.

The Chairmah.v Yes.

Mr. Peaflmah. And so, what is the effective défe then??

Mr. Dorsey. January 1, 1986.thr6ugh January l; 1988.

The Chairman. That gives us our savings, rightz |

(Laughter) | | |

The Chairman. We are really'scrounging around here
trying to save some money. All right. whét about number
two?

Mr. Dorsey. The second proposal is to mail payroll
checks and benefit checks on their due date rather than
before their due date. The Grace Commission proposal was
to try to encourage the electronic-fundé trénsfer to direct

deposit of Federal payroll checks and benefit checks.
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So, this proposal would require Treasury to mail péyroll

checks on the due date and also would require that Federal

benefit checks, as well, be mailed on the due'date.‘ The
savings would -- from the three—day slippagé of those --
_Tﬁe Chairman. It is bookkeeping, right? §
Mr. Dorsey. It is althree-day slippége, bﬁt it moVes»
back some of.theAFederal ;dfiéys one fiscal-year; :
The Chairman. Anybod§ have any objection to this?
Senator Heinz. Mr. Chairman, the idea, as-I uﬂder$tand
it, is to "encourage the use of EFT." Now, if that weréAto
be the case, whét one would_expeét is fhat you would. pick
up fevenue»in'one year -- the year you impiemented'it_—% but
basically lose that revenue if you succeeded in encouraging
EFT at somé futufe point in time.
Now, the numbers we bave,are all pluses, so whét the
numbers say’is we are not en¢duraging EFTlat-all, . We are
just séndiné our checks out later, and people are going to
continue to receive them later, which strikes me as something
different than encouragiﬁg electronic funds transfer. I
would like a comment on that.
Mr. Dorsey. 'Yes. The numbers -- the estimates -- were

based upon the assumption that there would be a relatively'

low rate of conversion from receiving checks by mail into

- electronic funds transfer to direct deposit. The savings

indeed do come from the slippage of three days of those
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checks.

Senator Heinz. Why did CBO assume there would be a low

conversion? Because these people don't have bank accounts?
Mr. Dorsey. They assumed that about 12 percent of

beneficiaries do not havé bank accounts, and I don't know

the basis for it. They assuméd, I think, about a 2.5 percent

conversion rate. In other words, almost everyone would

‘continue to receive péymenﬁ by»check. That'Was one reason.

Senator Heinz. And let me. ask you thls. The people

who are going to be affected by this -- Just the people that

are going to be affected by this -- what proportion of them

have bank accounts? Not of the total population, but of the

people who do not now take EFT?

Mr. Dorsey. Twelve percent, I believe, is the CBO.

estimate on that._

Sgnator Heinz. And that is of>the people who don't
now take --

Mr. Dérséy; Of those people who are now receiving
their checks by‘mail.

Senator Heinz. Do we know anything about the
characteristics of that population?

Mr. -Dorsey. I am not aware of any further information
oh'that, but we can check.

Senator Heinz. Mr. Chairman, this may be a good idea,

but I am a little concernéd about people on SSI who have a
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certainly don't have bank accounts.

hard time making it week to week. Would we want to just

!

. . : . i

exempt the SSI program from this, because there is no doubt i
i

in my mind that an awful lot of that 12 percent in SSET

The Chairman. wé‘willuhear from Tfeasury.-

Mr. Pearlhahu ‘Let méijgst indiqate that OMB has advised .
us that they, too, are céhééfﬁed about the impact on
benefit recipients of thié‘proposal, énd while the payfoll:
piece sounds.- much better to us, and I fhink if is something
that we could support, that it‘cleafly is gdiﬁg to ‘mean
recipients of benefit cheéks'who do not have bank.accounts
are going to get their checks late —— several days late --
whatever the mail requires. That is going to disrupt
people, and it is certainly gbing to disrupt people who
have been'reqeiving SST checks. but, in addition, other
benefit checks. And we are quite concerned ab&ut that
disruption.

We would hope that the committee would consider
limiting this proposal -only to payroll checks, at least
for the time being,Auntil we get a better handle on what
we are doing to other people.

The Chairman; You limit the savings if you limit it
to payréll checks. By how much?

Mr. Dorsey. About $182 million if we just limit it to

payfoll checks.
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L _ The Chairman. All right, let's limit it to payroll

- 2 checks.
. 3 Senator Chafee. Mr. Chairman, I was going to say that
4 I am getting uneasy here. We spend three days debating
5 whether we can deduct a $16,000.00 automobile -- whether
6 it should or shouldn't béA}Q_and then we go after somebody's
"7 beneﬁit chgck. I am for}éé?ihg money. I véted for every
8 one of these savings propééalé, but it seems to me we get
) to a point that we heading down the wrong track.
10 And now.we are saying whaté The payroll checks will be
1 mailed out on tbe due date?"A |
15 Mr. Dorsey.\ Yes.
13 Senator Chafee. My experience with the ﬁ.S. mails
{:3 14 shows that thé poor sucker is goiﬁg ﬁo wait a week for his
15 check.
16 (Laughter)
17 Mr. Dorséy. The estimate would be that iflwould'be
18 about a three-day delay becaﬁse they are now-mailing them

19 || three days, approximately, before the due date.

20 Senator Chafee. How'doeé it work ndw? If we have a
21 "holiday, I just know the U.S. Senate gets paid. If we have

1 22' a holiday on Monday, they giVe us our check on Friday. 1Is

23 that the way it works for all Federal employees?

- 24 Mr. Dorsey. I believe Federal employees are paid on

Moffitt Reporting Associates
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comes up on a Monday, when Sunday is a holiday, so then they

. 23 1
. Senator Chafee. All right. On the bi-weekly, the date f
’ i

give us the check on the previous Friday. 1Is that the way !

it does work for somebody working for the Naval Underwater

. Systems Command?

ﬁbw maﬁy people havévféqéived their checks by mail for
thein‘work, ahyway? Pay:éii'éhecks?

(No respoﬁse) |

'Seﬁatér Chafeé. All I ém saying, Mr; Chairman, is
that it just seems.to me we are :ealiy dowﬁ to somé nickel
§nd dime stuff here. And now I know you are going to éay i

if we want to save money, we have got to save money. And.

I am prepéred to save-money, and we have taken some tough

votes in this committee, but there's a point at whiqh I
think it gets a 1ittlé absurd.

You end up in tﬁis thrashing around, and we save
$186>million;' I am not for it.

The .Chairman. Okay. Let‘s just move on to the next one.

- Let's don't get hung up on this. We will just forget this

one, for the time being. Let's take it off the table.

Mr. Dorsey. All right.

The Chairman. We are not going to get anything done
if we spend 30 minutes on each item.

Mrf Dorsey. Item number fhree is to imp;ove income

verification for programs SSI, AFDC, food stamps, and
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Medicaid. This proposal would make additional income and ;

asset data available to the various programs so that they

could verify the eligibility of recipients.

Now, most of the savings that is assumed from this

proposalffocuses on making available thé IRS tape on unearned

‘income, and that would require amending the Tax Reform Act

of 19]6._ That gdditionalfdéﬁé on unearned income, CBO
feelé_would be very usefuluin checking the'eligibility of
recipientsvéf SSI, AFDC, ahé Medicaid. |
| In addition, this proposal would‘reqﬁire—;would aliow
the Depaftment bf‘Labor to require States to collect
quarterly wage‘daté which we beiieve alsQ‘would be of use
in checking eliéibility in various programs.
 The Chairman. Senator Moynihan.

Senator Moynihan. Mr. Chairman; two comments. One is

that.wevwere told tha£ we would receive‘the relevant pértions

of the Grace Commission Report that we would be dealing with

and'perhaps I have just not gotten it. Perhaps it was mailed ?A

to me.
(Laughter)

Mr. DeArment. We had this material right here hand

delivered_to every office last week.

Senator Moynihan. I am sorry, Rod. What I wanted to

Commission. They have looked at a lot of guestions from the
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"holds out tax returns in confidence. I think we would like

are to be made available to whom in this matter because

25
point of view of private sector enterprises, which they are,

and that was their assignment. But not always.with the

recognition that Government has different kinds of

obligations. And one of the obligations the Government has

-- since it can require just about any kind of information

-at once from its citizenry -- we assume the obligation to

keep that informationf—tdihola it very closely.

It is held in confidence. Our Internal Revenue Service
to know, with some specificity, what kinds of information

there is a large princible involVed even tﬁough they are
small sums of money. I would'juét like»to know‘thaf the
committee staff is sétisfied that, guite specificélly, thé
kinds of information, and that they are satisfied that those
kinds ofAinformatién shouldn:t be passed around from one
agency to anotheri

Mr. Dorsey. The most important additional data that - .

would be made available, Senator Moynihan, is the IRS tape

on unearned income. Currently, the earned income tape is

made available, and this would make the unearned income tape

availablevas well. And so that would allow checking of

‘asset levels for applicants for basically the SSI and AFDC

and Medicaid programs. It would make available to those

people who administer those programs. It would make it
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‘available to the.Social Security Administration, which
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N

administers SSI the data on unearned income.

Seﬁator Moynihan. Are you.satisfied with the
methodology by which the estimated savings were'reached? i
Mr. Dorsey. Yes.‘-This'is a_CBO number, and we have
been speaking with them, éhd_that numbef seems to be as

reliable as CBO estimatengéﬁérally'are.
_The Chairman. I wondér if ‘we might‘get_T:easury_to
comment also on this. .

Mr. Dorsey. There was a pilot étudy done which was

" the basis of it on this estimate. And it was a pilot study

between IRS and SSI,‘and fhey found that there were
significant numbers of people in the SSI program that .
claiﬁed no asseté for thch they could laterAdiscover'they
did have assets. And so that was the basis for this
estiméte.. '

Senator Moynihan. All right. As-ﬁb the cénfidentiaiityQ
of data?

- Mr. Pearlman. . Yes,.letnmecomment-on thét. There is

a specific item that I am checkipg now,v5Ut I do want to
comment. Mr. Chai?man, Senator Mbynihan, we are concefned
about the confidentiality issue as;well.

It is correct that under curgent law earned income data

is made available. I think I would react this way -- that

it is not the expansion to unearned income data that is
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‘when it gets into the other agency. And I think that if S

the committee chooses to go forward with this proposal,

particularly disturbing -- it is what happens to the data

then we are just going to all have to make sure -that the
safeguérds are bhere_tq make'3qre_§hat that data does not
go beyond appropriate offiéials in the other égency.. Ahd
that is of concern to us;ff:A

oI guess the institutiénal ;eactién traditionaily has
Been that we try tblrestrict the disclosure of tax'returp
data period becaqse you just know that some'of‘thét data
is goinQAto get intp inéppropriate and unauthorized hands,
even with the strictest standards.

That risk is there foday with respect to earned income.
Ahd if it is expénded to unearned incomé, we are just going
to have to make Su;e'that the risk is as low as possible.

We are uncomfortable abégt eXpanding»data £hat is provided
by taxpaYers onAtax returns.

Senator Moynihan.  Mr. Chairman, you heard that?

The Chairman. Yes, but every time you try to do .
something.around here, you have got one.agency>worried about :
the other agency. 1 aon't know why the President appoints
a commission, and then his own people won't agree to do
anything they recommend. Can you write in some safeguards?

Mr. Pearlman. As I tried to indicate, Mr. Chairman, if

the committee chooses to accept this, that is what we will do.
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Senator Moynihan. We have a sacred trust in this
committee to see that IRS. data is carefully handled.

The Cﬁairman. OH, I aéree with that. I don't want to
say we can't do it. Why can't we write in some safeguards?

Mr.-Peérlman.' I don't.think_l said that nor did 1 hean
to, if I 'did. What I meaﬁt_;o say, simply,.was that I think
we all have to be>conc¢rhéé by that and hopefully we will
be'able.to_write in tﬁose'éafeguards.

Mr. DeArment. The GAO study makes recommendationé,
and concluded that they haa considerable merit and were
feasible to implement and suggested two tighteners in
terms of their qualifications and concerns about protecting
it, which we assumed that Wé would adopt.

The Chairman. Why don't we do this? We might--

' Obviously, we want toiprotect the information, but obviously

we also want to try to make the programs a little more'
efficient if We can. Could we hope thét Tréasury could
indicate to us that they have some -language to satisfy the
concerns of Senator Moynihan and the rest of us on the
committee?

Mr. Pearlman. Sure; we will do thét.

The Chairman. So, if we can agree to that language,
we will agree to the provision. If we can't, we won't.
And maybe GAO has.some other suggestions that we ought to

consider. All right. Now, sO we have eliminated two. We
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have agreed to one.- We will wait on. three to get the

language, and letfé move on to number four.
| Senétor Boren. Mr. Chairman, I apologizé. On the one

on the collection agency matter and the refund offsét that

we were talking about yéste;aay --"have we agreed to that?

The Chairman. We agreed but we made it effective

'in'Jaquary of 1986, and we;édbptéd an amendment of Senator

Heinz that ‘it woyld,not affect~OASDI.
| vSenatOr Boren; ;Okay, bu£ we would go aheadeith tﬁe,
collection aéeﬁéy and the refund, bdth, as of -- |
Mr. DeArmeht. 'Jqs£ the offsetting refund.
Thé Chairmén. Jqst the offset.

Senator Boren. Did we not take action on the collection .

‘agency proposal?

The Chairman. I thought we had. int£QUght~Qe had.
agréed tb do tﬁat.

Senator Boren. I thought we had, too.

The Chairmanf Treasury doesn't waﬁtAus t§ do it.

Mr. DeArment. Treasury doesn't want us.to do.it; The
CBO will give us no savings_for it.

Senator Boren. But yoﬁ were going to falk to CBO again.

“The Chairman. Did you talk to them about it yesterday,
Stu?

Senator Boren. Looking at that experience with the

education loans --
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Budget Office says that, since current law permits nontax
agencies to do this, it is in the baseline.
' The Chairman. So, we are.just not doing it?

Sénator Boren. They are just not doing it?

Mr. Dorsey. They sé&ffﬁéy are doing it already. They
“already. have the auﬁhbriﬁy-to do it, aﬁd therefore, they"
wéuldn}t score any additiénal saviﬁgS»by any further action
‘in this regard.

The Chairman. All right. Let's move on to number four.

Senator Boren. Can we go on'aheaa and authorize IRS
to do this as well?

The éhairman. The IRS doesn't want to do anything,
from what I can find out.

Mr. Eggar, If we are_talking.about the collectiop-
outside, we did a study in 1981, and indications are that
the private sector agencies could collect at about $1.00
of cost for $2.00 of recovery. Our éwﬁ statisﬁics‘are'
that we get $24.00 back for each $1.00 of cost. I don't
know how in the world the éollectioh agency could do the
things we do without giving them the right to file levies
and restrain property.

This was tried in 1874 and didn't work then, and I

don't believe it will work now. I know of no reason why
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we should go outside for collection. We are making progress

now. Our whole automated collection system is about to be

in place and will be in place by Juﬁe, and I see no basis
for this. There is no moﬁey to be gained by it in my
judgment, and I just thihk it'is a wrong'deciSion.

Sénatqr:Moynihan.‘ Afe_we a;tuallyvéonsidering this?

.@r. Eggar. Say agaiﬁ;:'

Senétor Moynihan. ’Aré we.actualiy considefing this?

Mr. Eggar;' Thét was my'underéténding.

Senator Boren. I am urging thatrit be tﬁoUght about.
Yes. -

Senator Manihah;A But it is not a_proposalé

Senator Boren. >It is in fhe Graée Commission report,
and it was brought up yesteraay. It was on our 1list of
items_that Qe deferred action on.

Mr. Eggar. Am I wrong, Senator Boren, that we are
not.talking abéut dufside collection agencies?

Senator Boren. That is what we are talking about, yes.

The Ch;irman. The question<was réised whether or not
we accepted thét yesférday,_ I théught we had, but apparently -
we had ﬁot. | |

Senator Moynihan. No, we did not.

Senator Boren. I thought we had. I think Senator Long

was under the impression that we had.

The Chairman. I understand we discussed it, but took no
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“action on it. And Mr. Eggar was here and discussed it.

Is there some alternative plan where we can help the IRS?

What we want to do is collect the money.

Senator.Boren. What can we do to these agencies? The

present law—-these'independent agencies. I know Education-

" is doing.it under the student loans, and they have

good recovery. I think w¢{Wéfe told -- what -~ $600 million,

had a

or something? We were told yesterday they had had a good

experience with it, on student loans.

Mr. Helms. Yes, sir. Basically, the Office of Mr.

Stockman has done a report, and it basicaliy shows

that

pursuant to the Debt Collection Act of 1982, since it has

only been implemented for one vyear, that there have been

about $2.8 billion of savings to Governmental agencies.

A high proportion of that was attributable to

student loahs.

the

Senator Boren. Are‘the other agencies-- Apparently,

other agencies are authorized to do'this as well, but many

~of them are not. 1Is that the situation?

Mr. Helms. Yeé,-sir.,AThere were a couple of

procedural probléems, one of which was that in the original

enacting legislation, there was no mechanism for payment

.to the collection agencies, and that was authorized early

last year, so that the collection agencies could take a

percentage of the debt that they were collecting.
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held up a number of agencies from going ahead and contracting
~out to the private debt collection agencies for the collection

. 0f delinquent debts. .

Senafor Boren. I don't know -- maybe we ought to wait
and see what happens_to these other agencies, or maybe we
could‘gi§e authority to Iksvto act if-other agencies did
not act, and it would be'é;aiécretionéry thing witn them to
act. MaybéAthat would be”something Qe,could consider.

Mn. Susswein. Senator, one of the things we found out
fnom the CBO as well as from the Gracé Commission feport
is that the Grace Commission bosically s;id that the'IRS
on tne collection side is doing an extremely good job and
that having the IRS use the service of priVate debt
collectionAagencies would not result in a net efficiency.

Tbey did recommend that there be increases in the
examination of tax returns -- that that would result in
large amounts of.revenue.

Senator . Boren. I thought that-this was a Grace
Commission recommendation.

Mr. Suswein. -Not for .the IRS, Senator.

Mr. Eggar. We were spocifioally excluaed, Senator -
Boren. 'The refund portion only that was tne recommendation
of the Commission for the IRS itself.

The only recommendation they made was a refund offset,

which I understand you have already voted. I will be
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interested to see how that works out, but the outside

contracting out -- they specifically excluded Internal Revenue

from that.
Senator Boren. Okay.
The Chairman.. Okay. . Let's move on to number four so

we can get into the nice revenue items._ Accelerate deposits

and collection of Federal{%é“

Mr. SuSSwein,l%Senatof, this proposal f—-thé Grage
Commiséioh-recommends that‘tﬁe Treasury Department-issue
reguiations basically regarding the caéh management of 
aboﬁt approximately $§5 billion of nontax receipts that
come iﬁtblthe Federal vaernment.' ihese are_considered
offsetting receiptslto direct appropriations, and ‘so they
are considered as a reduction in outlays.

Basically, the proposal is that the Treasury wpuldr
issue regulatiéns requiring.a variety of cash management
improvemenﬁs tovﬁe made. They would include for very
large nonrecurrihg payments electrdnic.tfahsfers, for

recurring payments that are made in automatic withdraWal

- from an account, essentially-similar -— it is the opposite

of EFT -- just an EFT withdrawal, and the third would be

establishment of something called the "lockbox," which is

essentially having checks paid to a safety deposit box
which a commercial bank would operate and basically they

would immediately deposit the check, rather than having the
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-checks lie idle in the agency for a number.of days.

The CBO estimates that the savings from this would be

$800 million in fiscal year 1986, and another $800 million --

The Chairman. Are you talking about savings or are
you talking about boqkkeeping?

Mr. Susswein. No, tﬁése are real savings, Senator.

?he Chairman. All r#gﬁti Létfs hear from Treasury
on this.

Mr. Pearlman. Mr. Chairman, I fhink in genéral as
long as the thrust of the proposal'is'to give us some
discretion -- in other words, give_us authorization but
not mandate certain procedures -- I thinkvwe can live with
that. One of the things that I know the Commissionef is
concerned about is Where are the révenues going to come
from to implement a number of_these précedu;es. For example,
this one-is going to~requiré additional'éutomatéd data
capability, and so I think the committee has-to understand
that, if the fgnds are not forthcoming, both for the data

and for the'people, it may not be possible to fully

" implement much of these recommendations.

The Chairman. Are we authorized to. take care of that

problem?

Mr. Susswein. The proposal, Senator, would provide
that the Treasury is required-to implement these requlations

only to the extent that sufficient appropriations are made
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‘recommendation does not involve any data processing. It

36
| i
available. - _ : i
: . |
- The Chairman. Then, how are we going to get any savings |
if they don't do it?

Mr. Susswein. The one proposal that would probably

_involve the least burden on taxpayers--I mean, on people

paying the recgipts with the lockbox\proposél because
esséntially‘it is just a'@#éSfion of coﬁtinuing to write a
check, but it is a questiéh of where you send the check.

Acpbrdiné to the Grace Commission and the CBO, this
simply involves negotiatihg agreements with banks, so
presuﬁably that could be impleﬁented without any additional
approbriatioﬁ. |

The Chairman. Roscoe, have YOu-got anyfhing-on this
one?

Mr.'Egéar. We have-used lockbox system; and have one .
in place for certain of these remittanges, bﬁt.the refund
offsét ~- the only way to do that is --

The Chaifman. That is not in-this package, is it?

Mr. Susswein. No, sir, this is not the refund offset.

Mr; Eggar. Oh, I am sbrry. Well, we have already got
that in place.

Mr. Pearlman. Exiéting regulations have established
the lockbox system, so we are in the process of implementing

a lockbox system now nationally. I don't think --
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The Chairman. What is Treasury saying? ‘Do you support
the proposal? Will it work? What are you-saying? - g
Mr. Pearlman.- I will just restate what I séid before.
I ﬁhink we can -- as long as we are not mandated to do things § i
that we‘donft think either wé'cah do orvdon't have any funds
to do <- I think we can handle this proposal.

Senator Heinz. Mr. Chairman, if you accelerate your

‘movement or you go to lockbox_system, you will have banks

doing ﬁhings that YOur.emplOYees -- the Federal embloyees -—
now do. Now, &ou can either‘réaSsign or iﬁ some way shift
thbse personnel resources'to_doing the other things, 6f

the equivélént in budgetaf?‘reséurcesf And it would seem
to me that if you phaseiit in prbperly, you.ought to be

able to do it. You knoQ tH;£ better than I.

Mr. Pearlman. Not much better, Senator. As I indicatedf

we have promulgated regulations that afeAdesigned to

implement a national lockbox system today under current
law, and we do expect that that will improve cash management
within the generél framework of £he sefQicés budget.

I guess what I ah concerned about is the other things
that are required -- or may'be required -- by this legislatioq
that can't be done simply by reéssigning people but instead
require an increased amount of data processing, and an
increased number of people. I think the services record

in terms of --
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Senator Heinz. Maybe what we need from them is a report
to the committee on how they would 'go about implementing the
mandate in number four and thé extent to which they will

generate savings -- administrative savings -- both in

personﬁel time and money and whether, in addition to those

savings, they are going té'need any édditional_resources to
get the entire $16.6 billidh‘fhat this shows, and come back_3
to us in some reasonable amount of time -- three months or

six months -- with an implementation plan, with any prdblems

spelled out in that plan, and any opportunitiés als¢ seized

<

in that plan.
Mr. Pearlman. If the committee chose to act'today, we
would be happy to do that -- come back to you.

The Chairman. We would like to act today so we can

"takKe credit for the savings, but if we can't do anything until

you come back with a report, we will never have any savings.
‘Senato: Heinz. I wasn't saying that, Mr. Chairman.
The Chairman. You are saying - go ahead and do it --

Senator Heinz. Do it, and then if they run into some

about the snag.

Mr. Pearlman. Mr. Chairman, I think tKat is fine with
us. |

‘The Chairman. AIs there any objection? If not, then

we will approve that provision.

Moffitt Reporting Associates
2849 Lafora Count .
Vienna, Virginia 22180 . ;
(703) 573-9198 ;




O

N

10

"

12

13.

14

17
18
19
20
21
22

23

24

25

Now,; let's move into the-- 0On number three, we are

waiting for Treasury to provide some information. Number

two has been eliminated. Number one and number four have

.been approved.
Senator Baucus. I was wondering with respect to number

four -- it is related to number four -- whether we have had -

un opportunity to look at*thé'proposal I have‘beén

'suggesting over- the last cduple of days, and that is to

speed up the colléction.

The Chaifman; -Wha£ about the Baucus;Gilmén -

Senafor Baucus.- No, it is a Gilman-Roth proposal.

Mr. Pearlman. We have talked tQ the cash maﬁagement
people. »That is a long ﬁay away frém what we do>every day,
Seﬂator, but theyAhave indicated to us that they are
generally in favor of any effort to improve cash management,
and youf propoéal does that.

Tﬁe Chairman. Withoﬁt objection it will be agreed to.

Senator'Baucus. Fine.

-The Chairman. Let's start with tﬁe Moynihan-- Jim,
have you got some more infdrmatidn on the Moynihan minimum
taxes? |

Senator Hgihz. Mr. Chairman, how muéh have we saved
out of these four here?

The Chairmaﬁ. Well --

Mr. DeArment. Since we put one and three aside. we
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have $1.6, $.7, $2.3, plus I think Senator Baucus thought

his proposal -- was it $140 the first year?

Senator Baucus. It was $140 in the first year'and
$40 or so the second. A ]

Senator Heinz. That would be about $2.3 or $2.4 billion
ovef three years?

ﬂr. DeArment. Yes, ﬁa&ﬁé $2;5,‘I would think.

_ Senator Heinz. Mr. Cﬁairmah,‘that is great news. Do
you realize that it will onlf take threg-more aaysffor
the nafionai debt tolincrease to the amoﬁnt we just saved?
| The Chairman.-_I wouldn'£ want to éredict that we
are going to save gnything with these éimmicks 4—‘not .
gimmicks, but it is mostly smoke. AnYtimé you get the IRS
to do anfthing,-it will be less than smoke.

Senator Heinz. I just don‘tvwant us-to rest on our
laureis becauge -- no offense -- ouf savings will havel
disappeared in --

The Chairman. Now, we are getting into the real -- T
won't say what I had in mind -- bdt vefy difficulf.choices.
I think if we could agree on Senator Moynihan's proposal.

I would hate to do it in hié absence, but I think we will
send for him. Jim, do you have some more inférmation on
the Moynihan minimﬁm tax? . :

Mr. Wetzler. We have got the revenue estimate which is

$2 billion over the 1985 through 1987 period.
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The Chairman. Did you have the example?

Mr. Wetzler. We are still working on getting some :
examples worked out.

The Chairman. I think_Lloyd and some others wanted to
see some examples. Can you show us how it works on the
blackboard?

ﬂr. Wetzler. Yes. IShbﬁid we put some examples on
the blackboard and then wheel it out?

The Chairman. Sure.

Mr. Wetzler. Let Randy put an example on-théré.

Senator Bentsgn. Let mé ask”you; Mr. Chairman, if you
have real losses in some of these investments -— where you

might be. in syndications -~ would you be in a position to

" be able to charge those against your other income?

Mr. Wetzler. What this proposal does is it lets you
elect to defer-those losses.and deduct them in a subsequent
yéar, in effect -- carry them over.

Senator Bentsen. So, the answer is no. You WOuld then

defer them, and hope you made some profits in the same types

Mr. Wetzler. Yes.

Senator Bentsen. So, you get a real loss. You get
no charge-off. You have to hope you are going to Bave a
profit sometime in the .future..

Mr. Wetzler. That is right. In that respect, it works
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the same way as the rules do'today :egarding Capital losses,
which are only,deductiblé against ‘a 1im;ted amoun£ of.
ordinéry incoﬁé, and if yoﬁ don't have capi£ai gains, yoﬁ

have to carry the losses forward.

Senator Bentsen. So, it isn't just limited to paper

- losses.

Mr. Wetzlér. That isffiéht.

- Senator Bentseﬁ; It‘is real losses.
Mr. Wetzler. Yes.
fPause) .

Mr. Wetzler. Senatbr Bentsen, one other feature of thé

proposal is that ydu don't have to.defer'the loss forever.

-You can take the loss when you séll your investment.

Senator Bentsen. And hopé you have a profit.

‘Mr. Wetzler. No. When YOu sell the investment, you
can in effect close out the -- |

Senator Bentsen. AThen yﬁu take your capital loss.

Mr. Wetzler. 'Thése érevordinary losses, but then you
can take.thém under,Senator Moynihan’sAproposal,

Senator Bentseﬁ. I don't believe that your.analogy
against capital lossgs is éppropriate. That was part of
the trade-off -- really, it seems to me -- for the fact that
you'pay a lower tax on a capital gain.

Mr. Wetzler. Originally, the capital loss limitation

came in in the depression when apparently some high income
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taxpayers who had a lot of paper losses realized enough losses

to zero out their tax, and it became something of a cause

Senator Bentsen; Jim, what I am concerned about -- you %
know, I'éan understand the merits in frying tb-do‘somgthing |
about ‘paper losses -- butAif we are talking about realvlosses‘
-- a guy really has lostighé'money -~ and then'éay he can't
charge it off againsf hisOAther income, but he has to hope
thét soméday in the future that he>will have some p:dfits
in those syndications or that he may finally just give up
and sell them'ouﬁ;

I have some concerns aﬁouf that kind of an apéroach.

Mr. Wetzler. I think that is a légitimafe concern,:
and I am not frying to defend the prbpdsgl, but'keep in mind
that we are talking about the minimum tax ——.not the regulér
tax -- a 20 percent fax at a.maximum -—- and yéu'are talking
about not an elimiﬁatipn of the deductioh.permanently,_but
rather a requiremen£ in effect that you defer the déduction
until you have either got enough incomé from similar types
of activities to deduct those losses against that income
or you disbosé of the in&eéthent aﬁd at that poiﬁt you can.
deduct the losses that you have been deferring for minimum
tax purposes.

Senator Moynihan. When the loss becomes real.

Mr. Wetzler. Yes.
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.Senator Bentsen. Oh. No. The losses-- We got to that
very point. The loss is real in the year, and you can't
take that real loss. I said, you know, if it is a paper

loss, that is a different situation, but he says it is a real

"~ loss. And if you have it, say in 1984, that you cannot

charge it against your 1984 income.
And there is a point-you know where you push that too

far, and there is a point where you just sink the fellow.

Mr. Wetzler. The theory of Senator Moynihan's proposél

-is that you can't feally distinguish between real losses

and paper losses all that well, and therefore.at least for

minimum tax purposes, you ought to have a blanket.fule.

Senator Bentsen. But'you'can, then, it seems ﬁo me,
get in a situation whefe a fellow could have a -- he éould
have actually had iﬁ real losses -- more money than he made;
And you would then still have him hit with a minimum‘tax?

Senator Moynihan. Well, Senator Bentsen -- |

Senator Bentsen. PleaSé let me have him answer that
question.

Mr. Wetzler. Yes, you could have those situations.

Senator Bentsen. You-could actually have real losses,
lost mofe than he had in the rest of his income and still
pay the minimum tax. Is that riéht?

Mr. Wetzler.A Yes.

Senator Moynihan. Senator, I know that Mr. Hardee can
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speak to that point, which is the question of what kind of
taxpayers are these. These are very high income taxpayers
who have losses and gains and --

Senator Bentsen. Senator, I just said that he is not

a high income taxpayer if he has jﬁst ldst more than he made.

That is negative.

Sgnator Moynihan. WépiaAthat put him into a negative
tax'sifuation?

Mr. Hardee. ThiS’inétanée:will fall mostly>on’people
with high net worths, not neceéarily high incomes -- high

net wdrths.-

Senator Bentsen. Well, that is a differeﬁt ball game.

iwould you then want to put'a_tax on capital? Have we
started that now?

Mr. Hardee. A typical situation -- more typical than

someone who has zero net worth and $200,000.00 of income

and $200,000.00 real loss -- Qéuld be the situation where
you have a person with a net worth of $10 million. He has
$20Q,000.00‘in income. He is-able to fealize losse§ of
~200, 000.00 becausevhé can select whether heArealizes gains
or losseé, and he defers recognition of the gain side and,
in fact, his net Qorth‘can go up while his tax liability
remains negligible. |

Juét be selectively :eélizing his losses, and nop

realizing his gains.
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Senator Bentsen. But you have also stated to me -- and
as I understand it -- and said that if he has a loss that.
exceeds his incomé -~ a real loss, not a paper loss -- that

you are still going to tax him. And now, you come to me and
justify it because you say he has wealth.

Now, if we are reaching that point, then we are talking

about starting, it seems to me, to put a tax on capital, and .

that is a dramatic chénge in this country. That is being

now done in France. I just want to fully understand what

we are doing:here.

I am after the phony bookkéeping and the paper losses
that aré not‘réal. .And we really ought to approach that
problem and try to take caré'of it. And where a fellow
actually makes én incémer—— net income -- reél —~- then her
darned well ought to pay the taxes. And these peoﬁle that
do the.paper route and have enormoﬁs incomes and pay no
taxes, that is‘wﬁat we try to addréss and that is why I
supported the minimuﬁ tak.and fought for it.

"But I want to be sure tha£ that ié what we are.doihg;
I am not sure I wouldn‘t be for what Senatof Moynihan is
talking about, bﬁt I want,t§ be sure‘that I tunderstand it.

Senator Moynihan. ACan we ask if this distinction cannot
be made between paper losses and real losses?_

Mr. Wetzler. Would it be helpful if we try to come

back later with a proposal that tries to better specify the
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distinction between the real losses and the paper losses?
Evidently, this is a real problem.
The Chairman. It would be because I share the concern

expressed by Senator Bentsen.

Senator Moynihan.i But, Mr. Chairman, that is right, but

I hope we don't go away from this subject with the notion
that we réally aren't goiﬁg‘fo get back to it.
The Chairman. Oh, no.

Senator Moynihan. Because this country is just filled

. With very rich people paying no taxes, and every time we

~get the idea of how to check up on somebody on food stamps,

why thét goes'right through this procedufe. Bu£ when we
get to people who are on-tHe minimum tax -- and after all,
they are paying 20 percent because they raised thgir taxeé
so that very wealtﬁy people pay the mafgihal tax rate of
bersons‘ making $17,000.00, and they don't even .pay that.

And now we ha&e a problem that we can address. Let's
go béck to food staﬁps -- which is where we are happiest --
but let's not forget that --

Senator Bentsén. Well, I really don;t think that is
a fair statement, Senator. 'That is not correct. I think
the Senators around this table have éhown their concern

and their compassion to the question of Medicare and

.Medicaid and food stamps and the rest of it, and I am going

to continue to.
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I spent a good part of'yestefaay working on a problem
in séuth Téxas, and where we have the lowest per capita
income in the United States and hévé as much as 42 percent
unemployment in one of £he counties. And I am going to
continue to do that,_b@t‘I also want to-understand the
tax structure of this cQUhtry and-what we are~trying to do -
here. - - .  {f -

Senator Moynihan. I wonder if we céuld just -- while

we have the exémple on the board —— have Mr. Wetzler take

us. through the example.

The Chairman. I,want'Treasury to comment. - I know you

are not in a position to make a final judgment.

Mr. Pearlman. Yes, we definitely have interest in the

proposal. I think_the main thing ié we do want to make sure i

“how it works and who it hits. We want to look at the

revenue_impact. We wanf to-look at the'dist;ibution effect.

One of thé things for»example; that we afg sémewhét
cohcerned about is the way, as we undérstand fﬁe éroposal,
there will be a premium on taxpayers>wﬂo have income from
businesses, and we want.to.make sure that that doesn't
produce a shift out qf stoék investments or debt investments
into businesses which may not be good for the overall
economy.

So, there are a number of broad.issues that néed to be

looked at, but we do have interest in the proposal, and we
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want‘to keep looking.at it.

The Chairman. When do you think_youAmight have that
information, because we would like to finish this some time?
You know, this whole package.

Mr. Pearlman. AWe_are working on it. We have beople
now preésently looking at iﬁ. VWe have our economist looking
at the proposal, tfyiné tb;fiéure»out exactly what we think
it means and tfying to coo?dihate with the staffs. I think
that is the best-i can tell you.

Senator Bentsen. Mr. Chairman, I'wouldvlike to also

‘comment, in regard to the comment from my good friend from

New York. I spent a good deal of time yesterday trying to
put $2 billion more taxes on people who are buwilding
commercial buildings that I think have an advantage beyond

what they should have, and where we are seeing some

‘substantial abuses in that 15-year period on commercial

building.

So, I hope that I am being évenhanded here. At least,
I am trying to.

Senator Symms. Mr. Chairman, one thing I would like to
ask the tax people to look at when they are looking at this
proposal. I understand what the Senator from New York is
trying to get aﬁ,vand I think that it bqthers all of us
to think that someone can have high income and not pay any

taxes, but my concern is that it seems like what this might
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do is -- to the peréon who alreédy has wealth, that is one’

thing -- but to the uy who doesn't have the wealth and who

. is working by the hour, he is not ever going to get rich

working by the hour; So, he wants to-go out here and invest
in some endeavor and take a‘risk, and if £hey take a risk
and:ioée, they should be éﬁle‘to deduct that off their
earnings. |

I bersonallyvdisagree‘ﬁith our law on ca@ital ioSses.
I aonlt think it;ié,fair when people have capital losses
tﬁat a;e, ip fact, real -- in the stock market or other
markets like that -- they can't deduct off except $3,000.00
a‘year. - And thét discéurages people from taking risks.

And I am afraid that if you try to get at this, you
had better be‘éareful or‘fhe target you are shooting at
Qill‘be missed, and what yoﬁ will hit is the person who

is not part of the wealthy that you are trying to get at,

but is the young wealth and wants to-- And I think that

is one thing Treasﬁry should look at and come back with
some kind of -- how does this éffect the person who is --
| Senator Moynihanf Could I say something? We are only
talking about the people who are using the minimum.tax,
which is hardly the kind of person you are talking about.
But could Mr; Wetzler explain his example?

Senator Symms. Let's take somebody right here that

works on the Senate staff and say they make $50,000.00 a
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Speak, by the: hour. And they go out here.and invest in some
kind of a’Business that loées.money. Why shouldn't thef
be able to deduct that off theif income tax?

Senator Moyniﬁad._ They. are.

Senator Danforth. Mr. Chairman, it seems to me that

this doesn't have anythinénto do with the proposal. Maybe

I am wrong. My understandiﬁg of ghe_pfoposalris that this
goes as the‘questibn of shelteréd income. -This is not -
We.are”not talking about busiﬁess losses.‘ We are talking
abéut.sﬁelter arrangemehts,'ana'we-are hbt éven éaying
that they are prohibitedﬂ'

We are simplyrsaying that henceforth people cannot so -
arrange their affairs so that they virtualiy pay no taxés-
at all on large incomes. It seems to me that that i;
perfgctly poséible to get at Qithout touching tﬁe Senate
staffer who goes ouf and buys a hamburger stand.

.(Laughter) |

Senator Boren. Mr. Chaifman, let me ask this question
of Mr. Wetzler. Let's suppose that you ﬁad a Senate staffer :
that had a salary of $4O,000.001a year -- a committge stafferg
They decided they would become a passive invester, believing
some'of the rhetoric wé hear around this table about oil

and gas, and they decided that they would become a passive

investor, and they take $60,000.00 that they have saved up
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or inherited or otherwise -- they probably haven't saved it
on their Senate salary, but maybe it came to them through

an inheritance or otherwisé -- and fhey go put $60,000.QO

as a passive investor in an o0il-drilling operation. And it é
juSt happens that ;—vmaybe it was one of those Pénn Square
bank deals -- and it was éll_dry ﬂoles. So, they have lost é
$60,000.00 out of pocket,{%“'
| They are-péssivé inveétors. Can they . offset that
560,000.00 1loss against their $40,000.00 salary?

Mr. Wetéler. As I understand the proposal, Senator

Boren, when they dispose of the investment -- so, when all

the wells are dry and they finish investihg in that

partnership -- at that time, they could deduct the $60,QO0.00f

against their ordinary in&ome for both regular and minimumj
tax purposes.

And I assume that if they.are drilling the dry holes,
that it will all be over fairly quié#ly. On the other hand,
if they drill successful welis, they get inténgible drilling
costs -- those are curfently‘subject td the minimum tax.

Senator Moynihan. You have to haVe a $40,000.00 income
before you even start tabuléting tﬁis. And if you have
lost your money, you have lost your money .

But this has to do with the shelter arréngements in
which it is arranged without disposing of the investment :

and you take a huge loss in the first year, and that is why
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you do it. It 1is a form of straddle, and it is genuinely

spreading like the commodity straddles are spreading.
Senator Boren. I want to see us avoid that, but I am

Jjust concerned in the way some of the mechanisms are set

up that you do not have.a person -- as Senator Bentsen was
sayiné'—— that has an actﬁal real loss that is prohibited
beéause it is a passive inVeétment'-— a loss on the passive'

side as opposed to the~active earning'side.

" Mr. Wetzlér. .Could I suggest that you take a look, -

~for éxample -~ you could have a special rule that would

exempt.ffémxthe proposal dry-hole losses beéause there you
obviously réally have lost your money. |

Senafor Moyﬁihan. Sure.

Mr. Wetzlér.' Ahd we can perhaps come up with something
to deal with that.

Senator Symﬁs._ What if it is a festaurant or a service
statioh?-

Mr. Wetzler.A Under the proppsal, if thé taxpayer
actively participates in the management of the business,
phen it does not apply to him. It applies to limited’
partners and other businessésvwhere yqu are not an active
participant in theé management.

Senato: Symms. That is the most anti—entrepreneuriél J

thing I have ever heard of. 1In order words, you want to

tell peopie not to go out and take a risk -- don't try to
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get a business. I meén, if you have got $10 million, that's
great;.but if yéu don't ‘have $10 million and you‘Qouid like
to make $1, you are cutting that person off.

Senator Bentsen.f Mr. Chairman, let me say tha£ Jim héé
said that he wili pry fo come up with sometﬁing that tries
to separate a real léss from a paper loss, and that is Qhat-
I am looking at; e
\I am not giving any-§Olace‘to_those that have paper

loss deals where there are shams and that type of thing, but

if he can better define it, let's see if that can be done.

Senator Bradle?. Mr._Chairmén?

~The Chairman. 'Let's try to move onto something eise
here. We wéuld like to raise $10 billion before lunch.

(Laughtér)

Senator Bfadley. You say that_right before you vield
to me. I think it is a good idea to try to do what Senator
Bentsen has suggested,‘buf I think that the proposal itself
is an important proposél; I mean, ten years ago, £here were':
about 400.taxAshelter cases in some stége.of audit appeal
or litigation, and now there are 327, 000. -Ahd a lot of
these are just totai flimfiam, and you have to find some

way to get at them.

It seems to me that this is at least an opening and that

we should move in that direction.

The Chairman. Let's give --
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Senator Moynihan. Mr. Chairman, we wil; pass on, but
let's not leave it before we understand that there is an
ihdustryAthat has grown up‘in this country that is for the
specific purpoée of prbyiding wealthy persons with”tak losses
that permit tﬁem not tQ pay taxes. And we have chased it
around a dozen ways, and fﬁis is a’different strateqgy.

This goes to the end reséifmwith actual income tax return.
We could raiSe the miﬁimum”tax.ﬁo 50 perceﬁt, and I don't
know why we shouldn't -- sef up a marginél rate.

The Chaifman. Let's go on to something elée._but let's
have Treaéury work with-the Joint Committee and our stafr
on this propoéal.- We haveAto make some judgmenté hereisooner
6r later; and I would like to move on to something-that
we might make a judgment on. |

What about structures? Let me suggest rigbt now. We
héve on the spenaing side about $26‘billion,_apd on the
revenue side about $39. And as I understand, a lot of
conversation around here with different people, that we
ought to pu£.together a three-part package, SO we sﬁill
haVe quite-a way to go on the.revenue side.

| I think our spending.side-—- if the Appropriations
Committee what they are suggestiﬁg -- freeze at a certain
level -- that will pick'up about $13 billion. There is some
hope of getting some in the USDA area, but I think we are

still short on the revenue side, and what we are considering
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,

¢ et e ————— e

Do you have any recommenda£ioh to make now? Secrétary
Regan. indicated ét.one of the Whité House meetings a few |
days ago that he would take a look at the charitabie
contribution and try to éomeSUp with some differént
suggestion and'give it td'ﬁs.- Have yéu had any ;%-

Mr. Pearlman."Thatfbéé'hot been commﬁnicated to ué,
so I am not awareiof_that;- I cén't cqmment on that.

The Chairman. I know that Senator Péckwood has strong

~ views on that, as I presume others have.

Sehator Packwood.-_Mr.,Chairman. I do havé'strong views

- on it, "and I'WOuld just as soon put it to rest by striking

out any further consideration of the charitable'limit
cappihg this charitable déduction that we just started down
the road,oh fhree yéars'ago in the hopes of encoUraging
not appreciated péintings donated to the New York
Metropolitan Museﬁm of Art, but $15’aﬁd $20 and $25
contributions to-the Bapfist Church andAthe Catholic Youth
Organization. |

You ére talking about‘a very, very minimal encourégement:
for small charitable donatidns at a time whén we are-cutting

out funds from groups that are géing to have to be heavily

supported by charity. I think we ought to strike out the

issue and not any further consider it.

Senator Moynihan. Mr. Chairman, if I could just add to
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that. We worked hard at this legislation, and there was an
enormous constituency that came to us and dsked for help in

this matter, and they could show that the gradual increase

in the zero bracket, as we call it, has really hurt them;

and these are institutions you can't live without in this
kind of country.

?He Chairman. I dontt know that I quarrel with any of

that, but let's just vote on number six. 20-year life for

-nonresidential structures.  That is a proposal of Senator

Bentsen.. We have put all these down. If ‘somebody has a

better idea,_then.hé are going to have to do it.

We were taIking that first day about $200 billion, and .

now we are up to $39 on the revenue side -- we weren't
talking about ‘the revenue side.

So, I just think we have to make some very difficult
choices. We are doing it in_bublic session; whicﬁ makes

it a little more difficult, but do you want to restate that

proposal(‘Lloyd?

Senator Bentsen. Yes. What I have proposed,.and I

understand a pretty effective lobbying job has been done

by the Real Estate Association in the last couple of days -

opposing my amendment -- but it picks up another $2.1 billion

in revenue, and would be addressed to the commercial seétor
buildings -- both new and used.

There is no question as to what there have been abuses
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in syndications, both in commercial structures and in
housing. And I know that. But there.was a preference given
to-housihg and a substantial one befofe ACRS came'along.
That preference Qas narrowed by ACRS. I am trying to
restore\some_of it beqause'péople are haQing'a pretty touéh
time méeting the costs of-housihg, and that is certainly
true_yhether you are talkiné'ébout apartments, or you are
talking about someone renting a duplex and the rest of it.

- If you extend the 20-year life to housing, there is

the 20-year life to'commercial buildingé, that is true also,
but I am ﬁot as concerned about. that as I am'about housing.

We lowered the.uéeful life on most commercial pfoperties .
- énd Rich, or Jim, you correct me if I am wrong on this -—-
but as I recall, most commerciél buildings -- office

buildings and the rest of it -- useful life was probably

30 to 40 years. And now, we have reduced it to 15, and two

years ago when that Qas done, I stated that I thought we
were being too generous. I finally went along with it, but

I think now the events have proven that to be too generous.

‘And I would like to see it moved on up to 20 years, and I

believe that will curtail some of the abuses.
That is my suggestion, and if we do it fine, and if we
don't, we will try to find the revenue someplace else.

Senator Danforth. Mr. Chairman, I understand the
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Bentsen proposal. I also understand the point that Treasury

was making yesterday relating to churning. 1Is the i

alternative to Senator Bentsen's proposal still the original -
proposal relafing to -- i

The Chairman. Used structures.

Senator Danforth. - Used only without the differéntiation j

between housing and induétfial and commercial. I mean, has

the Treasury?
Mr. Pearlman. Other than the assumption, Senator

Danforth; that whatever we did there would probably. be

something done with low-income housing but not other than ,i

fhat. Our preference is for a new versus'used distinction,
rather than a residential versus nonresidential,Abecause
our concern is with the chprning of~§roperty that has been,
at least ih part, attfibutea to the shorter life on ACRS.

We would préfer to go with the used distinction.

Senator Daqforth. Ali right.  Mr. Chairman, how are
we proceeding? Are we going to voté on the'Bentsén
proposal and, if thét fails,. fhen voté on the original
proposal?

The Chairman. That is corfect. Let's call the roll.

Mr. DeArment. Mr. Packwood?

Senator Péckwood. Aye.

Mr. DeArment. Mr. Roth?
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(No response)

Mr. DeArment. Mr. Danforth?
Senatqr Danforth. No.

Mr. DeArment. Mr. Chafee?
Senator Chafee. Aye. S

Mr. DeArment. Mr. Héinz?

~ (No response) g;

Mr. DeArment. 4Mr. Wéilpp?

(No response) - |

Mr. DeArment. Mr. Durenberger?
Sénator Durenberge;. Aye.

Mr. beArmeht. Mr.‘Armst;ongé

(No response)

- Mr. DeArment. Mr. Symms ?

' Senator Symms. No..

Mr.'DeArmenf. Mr. Grassley?‘
Senator Grassley. No.

Mr. DeArment. Mr. Long?

(No response)

Mr. DeArment. Mr. Bentsené
Senafbr Bentsen. Aye.

Mr. beArment. Mr. Matsunaga?
(No response)

Mr. DeArment. Mr. Moynihan.

Senator Moynihan. Aye.
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Mr._DeArment.‘ Mr. Baucus?

Sénator Baucus. Aye.

Mr. DeArment. Mr; Boren?

Senator Borenf Ave.

Mr. DeArﬁéntg Mr. Bradley?

Sénator Bradley. Ayé}

Mr. DeArment. Mr. Météhéll?

SenatorAMifchéll. Ayé.

Mr. DeArmént. Mf. Prybr?

_Senétor Pryor. No.

Mr.‘DeArment._ Mr. Chairman?

The Chairmén. Aye. And Mr. Heinz votes no.

The ayes aré 10. The nays are 5. The amendment is
agreed to.

Sehator'Chafee, Mr. Chairman, I would like to now
proceed to amend that further by including what you might
call everything but low-income housing, and is there such
a term as fmbderate income housing"?

If not, I would go for everything except low-incomé

housing. I don't get the distinction here. You get something

like Trump Towers. I suppose that is housing. It is

condominiums that they sell. Now, under this proposal, they

are entitled to the 15-year depreciation. Is that right?
Mr. DeArment. That is correct. If it is a residential

unit, then we didn't affect it-at all.
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Senator Chafee. My heart doesn't bleed for that group
too much. And I don't see why we shouldn't-- Is there any ° |
way of drawing a distinction above low-income housing -- some :

cut-off understandable?l

Mr. Wetzler. Senator Chafee, there is already a _ .

definition for IDB purposés ——Swhép structures are eligible
to be financed with IDBs {;Pfhat is é fai;iy bfoéd definition;
5écéuse you only‘héve to bé low to modérate income for a
certain limited period of time. But if youlpickéd ﬁp'that
definition} you'wdﬁld bésically be bnly_applying yohr rule
to the relafively luxury(étructures.

-Of you couid,tighﬁen'up ﬁhe iDB ruleiﬁ a nﬁmber of'ways;

Senator Chafee. Using £hat IDB.definition_in‘hoqsing,
what is the down éide if'we proceééed with making anything
aone that subject to the 20—yeaf depreciation? o

' Mr. Wetzler. I.Qould éay thaf to the extent there is

a down side, it is probably the additional complexity
resulting fo; having different ;ules for depreciation. Now,
you would be in a situation where theré would be éne rule
for low-income housing? a'different rule for moderate—income
housing, and then still a different rule for other housing.

Senator Chafee. We are only talking 15 years Qersus
20 years. 1Isn't that’what we have gdt?_

Mr. Wetzler. But today low income gets -- you have

already agreed not to slow down depreciation -- today low
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. : : i
income gets a 200 percent declining balance, and other housing!

gets 175. So, there is already a distinction between low = i

: i
income and other hdusing today. f

As I said, you asked for the down side __ the down side |
is reélly simply the.additiéhal’complexity that would result |
from having now three catégories instead Bf two in the
housing area. : 'Ef

'Senator Chafee. Thaﬁjdoesn}t bother.me very much.

The Chairman. How about Tréasury? Could you hélp on
thié? |

Mr. Pearlman. I think the IDB definition would be --

it needé to be refined,.perhaps, a little bit,'but I think
if the committee choésgs to make-- I think we are not in
favor of a housing versus commercial property distinction,
so I think we would be supportive of Senatér Chafee's
effort.to eliminate thét distinction. And I think we can
work out a moderate income definition along the lines of A é
the IDB definition, at least we would like to take a look
at it and define it a bit.

Sénatbr Chafee.- .On that basis, I would move toAamend
the vdte'we have just-had by including anything above the
IDB definition, iinclude that in the category that we have
already approved -- namely, the 20-yéar depreciation.

The Chairman. What is the IDB definition again?
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Mr. Susswein. The standard for industrial development
on low income -- actually it is low and moderate jincome —- is
that 20 percent of the residents have to be below, and 80 g

percent in median income. But there is no restriction on

the remaining 80 pereent. So, you can still have a project

W1th a small number of people who are low or moderate income,
but the substantlal maJority would bé of anyllncome
whatsoever.

-~ Senator Bradley;' So, would the effect of that be that

"someone that was bu1ld1ng a hlgh luxury apartment bu1ld1ng

in order.to qualify for the 15-year write-off might indeed

subsidize the-rents of tne people whe wonld be 80 percent
of medium income? | |

Mr. SussQein.l'That is ‘the thedry, Senator, of the
income skewing concept -- or the rent skewing concept. The
question,rofvcourse,'is whethen or not the detriment to
the landlord -- that is, the amoun£ of.rent skewing that
iS«neceSSafy to heip that small fraction of low-income

people -- -is disproportionate to the benefit that he is

getting with respect to the remaining 80 percent.

Senator Bradley. So, the owner of the Trump Tower would
be-- 'Would it be in his interest -- not the Trump Tower --
but any luxury building to essentially go out and find the

number of people necessary to qualify for the more rapid

.depreciation? My point is simply to say that -- now this is
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the old battle between equity and simplicity.

complicate it more when we try to do what Senator Chafee

wants. I support what Senator Chafee wants to do, and I

do it so that it wouid.be a_iittle simpler?

Mr. Susswein.

Yes, . Senator.

And we

. would vote with him to do it, but is there any way we could

Senator Chafee. How{abbﬁt-Treasury? ‘Treasury indicateé_

-- had some thoughts. Mr;-Pearlman?

Mr. Pearlman. I think if you are going to do somethingtl

Senator Chafee, I think the thing to do is to stay with

the'specificity of the'IDB rule to try to avoid what Sehator

Bradley is suggesting -- that is more complexity. Just

tinker with those percentages and see if, by tinkering with

the percentages, we can come up with a rule that the

committee is more comfortable with.

Sehator.Mitchell. Befgfe we vote on it; is there any
way of estimatihg wﬁat this wou}d‘do on the revenue side?

Mr. Wetzler. We have an estimate for whét'would happén
if you went to 20 years forAall.residential housigg, and

that would‘be about $1 billion over the three years. - Now,

this is obviously substantially narrower than that.

are going to have to take a look at just how much is caught

by this. That is the best I can do right now:

Senator‘pryor,

The Chairman.

Mr. Chairman.

Mr. Pryor?
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1 Senator Pryor: I really don't want to be an obstacle
{j) 2 in this proceeding,:but I was out-of the room just a homent
3 ago when the vote was called for and I éfobably would have
4 been defeated anyway.

5 It worries mé that we réallf are changing a basic

6 policy of this country without sufficient information to

7 know what the impact is géiﬁé-to be. Here, even after the
8 fact, or after this vote, Qe ére beginning now to see
9 figures which héy 6r méy relate, and I.trﬁly believe that on
10 é matter of this significance we ought to at least have a
1 heariné.- Apd I_am not asking that fﬁé vote be vitiated.
12 || I am_ésking that we consider, Mr. Chairman, having avhearing'
13‘- oﬁ thiS’;ssué; New versus old. Commercial versué

{;} ’ 14 residential. And basically the impact-that this is going

| 15 to have Should we vote it up or down.

16 ' - And thét is all.I am asking ——‘for‘a little'additional

ijA_ time to hold a Heafing before we put this. basically into

18 concrete and send it to the floor of the Senate. To be

19 able to tell our colleégues that here is whét it is going to
20 do and here is what it is not going to do, should we make

21 these changes.

22 Now, I am wondering if that is too much to ask. I am
23 not going to énce again ask that the vote be vitiated, but
24 I am wondering if there is a possibility of a hearing to

25 allqw the parties to, come before this committee ang express
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.to.this committee the impact tha£ they feel it might have on
?his_country.
The Chairman;' That is something that I would certainly
coﬁsider;'but I assume ﬁhat the same case cpﬁld be made"

for nearly every other‘thing’We have done. I think that,

obviously, those who don't want anything to be done will

be at the hearing with sémé:Véry bad stories about what it

is going to do.

We have had a hearing. We had a hearing_in 1981, and
many on this committee felt we were too generous at that
time -— inAa ratﬁer extensive hearing. They predicted, in
fact, what was gqing to happen -— there-would be 'a lot Qf
churhing,-a lot ofipeopie getting very rich because of this
very generdusﬁﬁreatment.

I don't know but_Qhat the House may consider this,:tqo,
ﬁbday, but I dén“t want to‘say that we will not haVe a
hearipgf._l Qéuld bé Qilling to try to put one together.

If we can sort of leave it at that, maybe two of us

o ‘ .
can work out some time.
Senator Symms. Mr; Chairman, I would just like to ask

@ question. How many months -- not years -- but how many

months have we had the present depreciation rules on the

books actually in effect? Since July of 1981 or when was it?

Mr. Wetzler. It was August in 1981 -- when you passed

the 1981 Act. It was effective as of January 1, 1981. So,
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Senator Symms. Two and a half yearé.

Mr. Wetzler. ﬁThree years and a month. Three years
and two months.‘ |

Senator.Symms. So, ih termé of business decisions in

commercial construction, ﬁe:héve only had the word has barely

gotten out - -in the countrysidé*of what the rules are now,

I_supposé. Now, we are talking about changing it again.

Mr. Wetzler. 1Interest rates are a big factor in real

‘estate as well, and intereét rates.have fluctuated somewhat .

more violently fhan the ‘tax law has in the last fewAyears.‘~
They~may_fluctuaté some mo;eAin the future unless sometﬁiﬁg
is --

Senator Symms} Mr. Chairman, I suppose I_shoﬁld have

spoken up before the vote. It seemed like it happened

~awfully fast. I just absolutely --

The Chairman. We debated this‘at length.yestefday.
Senétor Symms. I realize that aﬁd I was here yesterday,
and I heard it. But I just can't imagine why this committee
and the rest of the Congreés seem to-be [-Yo) afréid to cut
spending. I mean, we are not going £o soive any problems
by trying to tamper with the tax law. This is just TEFRA i
all over agaiﬁ._

And when you get through with it, the budget deficit is
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still going to be. "The bnly way we are going to solve this

is to take an across-the-board cut and cut eVerything about

iO percent.

Sehator Bradley. This is better than TEFRA. A ?

The Chairman. I will vote with you if you can get the
President-to sign up for that spending reducﬁion. We have
already doneAmofe on'the'%péﬁding side thén the White House
récommends.A |

Senator.éymms. I apprec;éte_thaﬁ, and I support yﬁu bn
that, Mr. president -- Mr. Chairman -- but --

(Laughter)

‘ The Chairman.. You have got me mixed up Qith.Gafy:Harf. 5

(Laughter)

Senator Symﬁs. If I can just finish, I will just say
what I said yesterday égain. Changing those depreciatidn
rules like ﬁhat really hit the-sﬁall businessman. It is
the same thing as -- these things all séund good and there
probably are some abuses -~ but. there is é small businesgmén
out there somewhere that is still wéiting for the 10-5-3
béfore he goes forwafd to build his warehouse. And by éoing
the obher way, it just seems like it is totally wrong
policy -- we should bé working towards expensing -- 100
perceht expensing -- in my opinion, instead of going toQards
the other directioﬁ. We are going the wrong way with all

of these changes in the Tax Code to what will encourage
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investment énd encourage entrepreneurial activities that we
need in this country. |

Senator Durenberger. Mr. Chairman, before we go to
John's proposal, let.me go back and'suggest‘that there is

some merit in your making a commitment of some kind to look

~at this issue at hearings. -

I am inclined to go §i6h§ with John, too, but I know
when we'get-into‘housiﬁg,.Qe are‘iﬁ an area whéfe nobody
éan affqrd anything."Andtwe have been mickey mousing this
whole capitai iSéue‘in housing for SO long fhat none_df us
even know where the income.limits are oh IDB.

And‘if-Qe are gqiné to pursue John's amendment, T think
a lot of us would like to see a commitment from you that
we haﬁe a hearing beféfeVWe take this £o-the:floor.

Senatbr‘chafee. Mr. Chairman, iet me just say this.

I know about the housing market to some degree, and the best

thing we can do for the housing market is to reduce this

deficit.so the interest'rates will come down. And what is

‘going to surge the housing market isn't whether: :there is a

. 20-year depfeciation or a 15-year depreciation or anything

like fhat. It is the interest rates. That reflects—— That

- causes changeés in the housing starts more than any other

element.
And if we can do Something significant up here, then

we will feally be making progress, and here is a step toward
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thatvdirection. Sufe, it produces some revenue, but aiéo
to me it is an equity measu;e - wé get bothf
So, Mr. Chairman, I wouid move théf we apply the Bentsern
amendhent to residential housiﬁg with the exception of low

income and moderate income housing which can be defined -

. =— which the Treasury can éomé_forward with a definition

with our people. ' Lo

The Chairman. wOuldﬂ;t it better to have the Treasury

come forward with a definition first?

Senator Chafee. Well, I have got some momentum rolling

here, Mr. Chairman. I am reluctant to‘let it go.

Tﬁe Chairman. I don't kndw, but>Senator Bentsen --

Senator Bentsen. I Qould like to know what modéré#e
income is.

The Chairmaﬁ; Méybe'we éan have ‘that by 2:301p.m;

Senator.Chafee; I ﬁate to move with foo many facts
- ﬁhat>alway$‘drag$ things down.

.(Laughtérf

Mr. Wetzler. Mr. Chairman. Basically, Senator.Béﬁtsen,f
under-the IDB definition,AZO percent of the péople have to
have incomes below 80 percént'of the median income. That is
a fairly generous rulé in the éense that you only have to
have 20 percent low and moderate income people iﬂ the
building. Now, we can come-up with -- if the Committee

wants -- tighter rules that require higher percentages than

Moffitt Reporting Associates
" 2849 Lafora Court v
Vienna, Virginia 22180 -
(703) 5739198 3




s /N

10
11
12

13

14

15

16

17
18

18

20

21

22

23

24

25

72

20 percent or -

The Chairman. We can find a'better way thanvtﬁat.
Senat;r Chafee. i would like to see it tighter than
that. - I think Mr. Pearlman and Mr. Belas can contribute. !
’Mr. Susswein. Sgnator;'tﬁere is one approach we éould .
take to avoid the problem:that Senator Bradiey pointed out
about the different-percehﬁégés.A We could adet a.rule.
The current law has a'defiﬁitidn of low income, which-says

»

essentially all of the residents Have to be below 50 percent ;

of the median income. We could just say the same thing

éxcept raise the income level to 80 péercent of-averageA

area median income.

Sénator‘Béntsen. Why don't you take some time and come
bagk with sqmeghing?

The Chairman. Senator Packwood?

Sehator Packwood. Are we done with this issue for the
moment?

The Chairman. I think Senator Armstrong had something.
Sénator Armstrong. I just Wanted_to comment, Mr.
Cﬁairman. I guess my prox}_was voted against the proposal.

The Chairman. I_didn'£ have your proxy.

Senator Armstrong. 1In any case -~

The Chairman. I would like to have it.

Senator Armstrong. I am obposea to it, but I doﬁ't want |

to relitigate the issue, but I understand that after the

Moffitt Reporting Associates
2849 Lafora Court
Vienna, Virginia 22180
(703) 5739198




10

1
12
13

- 14

15

16

17

18

19

20

21

22

23

24

25
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'charitable issue. I would like to move that we dispense
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we ought to have a hearing before we do this, and I want to

" associate myself.with that. I must say I am really \ ?

flabbergasted to think that the Finance Committee is adopting

" a change of fhis impoft with no notice, no hearing, and then

putting it in a bill which is intended to go to the floor.

'@s a reconciliation measure where it is subject to limited

amendment.

Aside from the fact that I.am skeptical of the change

‘to begin with, that procedure, it seems to me, is not a good

one, and I Qould hope that -at fhe right time maybe we cbuld
recopsider it.

Senator PackWoodt Mr. Chairman?

The Chairmaﬁ. Senator Packwood?

Senator Packwood. I would like to put at rest this

with further consideration of it and simply leave the law
where it is, which will phase in that four-year phase-in
that we started two years ago.

The Chairman. Okay. .Let's call the roll.

Senator Mitchell. Mr. Chairman, before you do, for
myself at least, let me explain how this_wili work in
practice.

. The Chairman. . What Bob is saying is that we just take

it off the list. Right?
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ISenator_Mitchéll. Yes, I know, but before I vote for

or against it, I-would like to know how it works.

Mr. DeArment. We have twd'variations of --

Senator Packwood. You want to know hdw it works now, -~ !

‘Senator Mitchell. Yes. 1In other words, you say it
is for nonitemiziers. Dogs a person have to itemize?

Mr. DeA:ment; Basically, that is right. That put

that abové the line in computing what their adjusted gross

income is,. so tHat under:chrrent.law -- say that you
COnfribute $200.00 and you are not going to itehizé; You -
fake 25 pefcent of $200.00 and then you put thatAin computingg
your adjusted gross income. | | | |
Senator Mitcheil. Is the taxpayer required to itemize
the charitable deductions, evén though it is not -
Senétqr'Packwood. ANotfin the nérmal sense that you meén_
itemize. This is an-above-the—line deductioﬁ. ’It is
désigned to encouragg peoble to givé to charities who do
nbt.normally itemize. | |
Senatof Mitchell. That is é notable goal, but I.wonder
is there any mechanism for.éolicing this? 1If jou don't haVe
to identify who you give it té{-and yoﬁ are talking aﬁout
a8 large number of returns.

What is the mechanism for determining that everybody

who simply takes 25 percent of the stated figure in fact
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contributed?

Mr. DeArment. That is just the normal audit process. !
If YOQ happen to be one of the ones that half percent of
people that get audited. . ) X

Senator Packwood.. That is no different than an itemized .
charitable deduétion.

Mr. Wetzler. But, Séhétbr, one of the criticisms of
this proposal that was madé in the debate.on it back ‘in
1981 .-was precisely £hat'it is very hard to enforce because
you would be greatly adding to the people who would be
putting items on their réturn. And since only less than
2;pefcent of the returns are audited, there wouid bé some
temptation for people just-to put on $50.00 or $100.00 and
take the deduction. o

Senator Packwood. That is no different, Jim, from
anyquy eléé'who wants to run the risk.

Senator Moynihan. It is different in that an itemized
return has to identify.

Mr. Wetzler. Senator_Mitchell, you don't list your
individual coﬁtriﬁutions on your return unless, I belieye,
they are cash contributioné of above a certain amount.

If you get audited, you have to be able to document
that you made them in order to substantiate your deductions,
but you don't have to actually list them on’the return when

you file the return.
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_is what people actually do give.

Senator Moynihan. These are small amounts, and they

!
|
;
i
i
|

are used by, you know-- They represent the sort of typical,
average contribution, where it is 25 percent of $200.00 —-
Mr. DeArment. It is 25 percent of $300.00.

Senator Moynihan. Then it goes up to 50 percent. This

Senator Mitchell. Wéfhope.
Senator Moynihan. 'Weil, I think the records are
pretty clear that that is what they do give.

Senator Mitchell. I am talking about that you hope that -

- the actual charitable.contribution comes somewhere close

to the amount that is deducted. A ' K
The Chairman. At the cost to the Government and the

Treasury, yes..

Senator Chafee. Mr. Chairman, I think we ought to point

‘out that what Senator Packwood is proposing here isn't that

we-- He is prdposing that we do nothing‘ahd thus let the
present law gé into effect.
. The Chairman. -Right.

Senator Chafée; Now, if sféff would be kind enough to
indicate what happens under present law. It is $25.00 now,
25 percent -- trace the way it goes up.

Mr. Wetzlér. Senator, last-yeaf.it was 25 pércent of

the first $100.00 of'contributions, so it was a maximum

‘deduction of $25.00. This year it is 25 percent of the
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of $75.00. Next year i£ will go up to 50 percent'of-all
of your contributions, and then in 1986 it will be 100>perceng
of all of your contributions, and then the provision sunsets
at tﬁe end of 1986.

AAnd we have listed héfe two proposals -- one of which
is towfréeze it at its lééﬁxiével -- which’is 25 percent
of ﬁhe first $100.00 -- aﬁé the second of-whiéh ?—.which is
down in the second group -« is to freezé-it_at its 1984
level, which is 25 percent of the first  $300.00.

And as you can see, there is not that much of a revenue

" difference in those two proposals. o

Senator Chafee. And, if I might continue. I think it |

is important to point out what I think we all know that these

are people who are taking the standafd deduction which is
assﬁmed.to take care of séme charitable céntributions. 
 Ahd what is being proposed now is to &ive up some
potential revenue. In other words, we ére nicking away at
one more effort to save somé money here. Well, that is what
it is.
Senator Packwood. What we are trying ﬁo do is just

what Steve Symms and Bill Armstrong arguéd against a moment

ago. We just passed this law a few years ago to encourage

small contributions to charities. I say again this is not

the appreciated painting that is given to the art museum.

Moffitt Reporting Associates ;

2849 Lafora Court !

Vienna, Virginia 22180 i
(703) 5739198

B EEme————




!, ’Q’ \
i,

10

LA

12

.\13

14

15

16

17
18

.19

20
21
22
23
24

25

78.

And it is working well. And every charity in.this country

that depends upon small contributions and more and more and
more of them do have found this to work, have found that it
increases £heir cpntributions at a.time when we are cutting
funds for programs ﬁhat the Government used to:finance‘that‘
the kinds of charitiés that we are supporting are going to

be picking up. ;
genator Moynihan. if”I could say --

Senator Daﬁforth. Mr. Chairman, basically, the theory -

of this extra deduction is to get people two deductions.

- And obviously, if you give pedple two deductions for'doing

somefhing, the old standard deduction -- the zero bracket —-
and an extra deduction on top of it, obviously, it is going
to encourage beople to do something.

I know it is intended to do that, but the fact of the

-matter is that we are talking about a $4 billion item on

the list here, and while I am sure that it would be

beneficial to charities to provide an effective double

deduction for them, somebody has got to chip in for the

public good here.

" The Chairman. This was not part of the President's

‘tax package in 1981. It was a floor amendment that was

adopted, and again, I don't quarrel with it, but we don't

want to --

Senator Chafee. Mr. Chairman. we are not eliminating
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this, the taxpayer would still get the $75.00, wouldn't he?

it -- we are keeping it where it is now, which is what?

If Mr. Packwood's motion fails and then we,broceed to adopt

The Chairman. it would Still be open to negotiation. '2

Senator Packwpod._ All_I’am asking is'thié. ~Large
contributors ggt 100 percéht deduction now, if they itemize.'é
The pgople who make major{déh;tions-tO'major charities itemize
and they get it. And all Qe are trying to do is give peoP;e'j
who give $50.00, $60.00, $100.00 a year the same break.

And I would like té have a vote on ébntinuing fhe law
as it is.

Senator MOynihan. Mr. Chairman, could I just make the
point that this was done as a floor amendment,’butAit just

didn't come out of sudden enthusiasm. We have held

extensive héarings on this and had the most‘solid_evidence

of the drop—off'ih contributions that has been associated
with the rise of the zero bracket.

I mean, a case was made and a good one. And we are

talking about the Girls Scouts, and we are talking about

the local rest homes and the Baptist Church, and this is
not --

The-Chairman. They are all in there.

Senator Moynihan. Yesﬂ

The Chairman. Again, it is just a question of whethef

we are going to do anything. If we don't want to do
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anything, we won't do anything. There aren't any easy’

choices. What we are suggesting is not that we end it, but

that we'festrucfure_it.

And it is myvunderstandiﬁg that Treasufy is supposed to
come ﬁé with some-little brpader compromise that hight éxtend
if beyond i986 but still fééult’in some savings which might
be at;ractive.tb Senator'ﬁdyﬁihan and Senator Packwood.
Théy-haven't done that.

Sénator Packwoqd. Can ﬁe have é vote on not ending it?

Senator Mitchell. May I make-one further comment.

Mr. Chairmén,_I am sympéthetié to the‘pOint of view expressed
by Sehapérs Packwood éﬁdfMoynihah. The aspecﬁ 6f it that ;
troubles me-is the,potehtial f&; §imp1y draméticaily

increasing the number of tax returns that will have

deductions —-- that will take deductions for contributions

not actually made.

Now, you say that it is the same as the existing law,

-

-but-it seems to me that there are two essential differences.

The first is the total number of returns identifying

deductions will be dramatically increased, and since the

dollar amount will be significantly less, what is the
likelihood that the IRS is going to audit a return over a

$25.00 or a $50.00 deduction? And that is the only aspect

. If there is any indication that this is going to
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_thisvunfortunate byproduct -- I would support you.

‘charities involved -- haéfésked the Internal Service for

there is no allegation of chéating on this. The charities

81

accomplish the purpose -- which I think we all agree is a

very noble purpose -- everybody hefe Qould encourége people I

to give to charities -- without at the same time producing

Senator Packwood. . The. independent sector ~-- which is

the lobbying group for thi$ -- and consists of.all of the

enforced compliance on thi;,_and the Internal Revenue Ser\}iceE
does not want to do it because they have never liked this
prqvisioh.

-Senator Mitcheil. They asked for what?

‘Senator Packwood. For increased compliance sq that

are using'this incentiye to incréase their contributions.
They are going out»aqd seilingvit and it is working. And
there has been --  so far -- no éllegation in the hearings
we héve had of abuse in it, but to make sure’that‘there
were no allegations, the independent sector -- the lobbying
group that.is the errviéw for the charities -- asked for -
inc;eased auditing of these kinds of returns. The Infernal
Revenue Service doesn't want to do it.

The Chairman. I think what Bob wants is just to get a
vote on the present law. Aﬁd‘again, if we are looking at
the Girl Scouts, we had betger worry about what the deficit

is going to be when fhey get to --
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SenatorvMatsunaga. Mr. Chairman, one further point in
consideration in suppbrt of thé.——‘qu's -

The‘Chaeran. If you are in support of it, let's vote
on it.

Senator Matsunagai Whgn'we propdsed to reduce the
maximum tax on'income‘fromi90 percent to 70 percenf, we
had a\number of organizatiphé‘appear befbre thé‘cqmmittee,

as you will recall, saying that they were going to.lose-

a considerable amount of their cantributions and they, in

fact, did lose because when we proposed to reduce it from
70 to 50, they came forth and testified that they lost-
one-third of their contributions, and'that if we were going

to reduce it from 70 to 50, they would be sure to lose

~another third and maybe 50 percent;

So, in consideration of that, we came forth with this

proposal, and now after they have gone thrbdgh all the

testifying -~ we have had hearings -- and I am a member of
" the subcommittee. Then -- what is it, just a couple of
years now? -- and we want to change it again.

The Chairman. Well, we have got these big deficits.

Senator_Mat;unaga. Thét may be so. We can'change the
laws in other areas. |

The Chairman. Have you got a substitute? I will take
a substitute for it.

Senator Matsunaga. Well, we postponed fhe indexing of
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income.

Senator Packwood. Can we have a vote, Mr. Chairman?

The Chairman. Yes.

Senator Mitchell. Can I just ask -- did.xou say, Mr. é
Chairman, that you a;eﬁgoing'£o propose capping it at the»
1984 level and.e#tending it_for a fu;ther period_of time?

The Chairman. ,Exteﬁaihg‘it through 1987. Yes.

' Senator Mitchell. Sol what we are merely saying hefe
is td'éontinue the.pfesent law and not freéze it. And that
is not acceptable! |

The Chairman. -Let's have the vote.

Mr. DeArment; Mr. Paékwood?

~Senator Packwood. Aye.

Mr. DéArment.. Mr. Roth?

(No fesponse)

Mr. DeArment. &r. Danforth?

Senator Danforth. No.

Mr. DeArhentf Mr. Chafee.

Senator Chafee. No.

Mr. DeArment. Mr. Heinz?

(No response)

Mr. DeArment. Mr. Wallop?

Senator Wallop. No.

Mr. DeArment. Mr. Durenberger?

Senator Durenberger. Aye.
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Mr. DeArment. M:.'Armsfrong?
Senator Armstrong. Ayé.

Mr. DeAFment. Mr. Symms?
Senator Symms. Aye.

Mr. DeArﬁent. Mr. Graséiey?
Senator Grassley. A}é. 

Mr. DeArment. Mr. Loﬁg?

Sehator Moynihan. I have an aye proxy for Mr. Longf

Mr. DeArmeht. Mr. Bentsen?

(No response)
Mr. DeArment. Mr. Matsunaga?

Senator Matsunaga. - Aye.

Mr. DeArment. Mr. Moynihan?

Senator Moynihan. Aye.

Mr. DeArment. Mr. Baucus?
(No response)

Mr. DeArment. Mrf Boren?
Senator Boren. Aye.

Mr. DeArment. Mr. Bradley.
Senétor Bradley. Aye. .

Mr. DeArment. Mr.-Mitchell?
Senator Mitchell.- Aye.

Mr. DeArment. Mr. Pryor?

Senator Pryor. Aye.

Mr. DeArment. Mr. Chairman?
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The Chairman. No.

The yeas were 12, and thé nays were 4, so the present
law remains. We will not bring this up again.

That does narrow the options. Does anybody else have
any easy oneé on here?, What‘asout -; let's go to capping
consumér interest. That,iélsz,OO0,00 and $4,000.00.

Mr. Wetzler. Senaﬁdﬁ;béie, we have got a'handout
describing a proposal on cénsumer interest, which we can
distribute. |

What this proposal does is it says that your interest

- deduction will be limited to your investment income plus

$2,000.00 for single people and $4,000.00 for married counles. .

So, 1in effecf, it defines consumer interest as Saying that

your nonconsumer intefest -- the stuff that is not goin::

Vto be cappéd ~- 1is measured by the amount of your investment

income. So, if you have-borrowed,mOhey in order to invest
in something -- at least to the extent that you have

investment income -- your interest deductions will be allowed

in full, and in addition, it will give you an extra $2,000.00

for single peoplé, $4,000.0d-for married couples.
Senator Chafee. That ié not solely interest income,
is it? Is it sblely interest income. Dividend income --
Mr. Wetzler. Of course, this wouid exclude mortgagé
income. It would not be conéideréd. This wouldn't apply

at all to mortgage interest. It wouldn't apply to business
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interest, which is interest you incur in connection with |

investing in a business.

Senator Mitchéil. It wouldn't apply té interest that
you-used in a tax shelter? ’ _ _ 'i
In other words,.yqu could offset interests against-

investment income plus a&ditional income?

Mr. Wetzler. As yoﬁféée-in the explahation, there is
a rule that says holding as évlimited partner not actively
participating in fhe managementiof Subchépter S corporations
Aand rental acti&ities in which the téxpayer does not
materially.participaté would be treated as investments.

So, they‘woﬁid_be_;imitedlto,your'investment income and,
of course, if it is a tax shelter, it is'likely to be.
throwing off-losseé rather.than income, so that meané you
would be losing thoée_interest deductions.

The Chairman. Does Tréasury have anything on this?

Mr. Péarlman! Mr. Chairman; this morning is the first
time we were aware that this was. coming up. .I would really
hope that we have an oppprtumity to express our views.

'-fhe Chairmaﬁ. All righf. Welwill give you until this
afternocon to do that. At ieast) we have raised it. We want
to raise these that we have added on the theory that we
would lose séme of the others.

Maybe wé just ought to go back to items left open by

the committee.
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Senator Durenberger. Mr. Chairman, I wonder if béfore
we leave this one, if Tréasury could also look at a couple
of alternatives. One would be cap each taxpayer's noansinesé
noninvestment interest at 97 percent of interest paid across
the board. In other wqrdé,,YOu lose 3 percent. See what
impact that has and what kind of dollars it raises.

Mf. Pearlman. Senéthi éescribe the interest you want
fo cover again. ‘

Senator Durehberger. It is the nonbusiness noninvestmen{
capped at 97 percgnt. |

Mr. Wetzler. Senator, would you want this applied to
mortgage igterest as well?

Senator Dureﬁberger. Right. All of it.

I am alsé iﬁterestéd in the figures if we drbp the
2 and 4 to 1 and 2 -- what kind of revenue that raises.

Mr. Wetzler. All right.

»Senator Bradley. Mr. Chairman.

The Chairman. Mr. Bradley.

Senator Bradley. Yesterday, did you ask the staff to
prepare us a list of the things that we had discussed?

The Chairman. Yes. Tﬁat we had discussed?

.Senator Bradley. 'fes.
The Chairman. I think that is available.
Senator Bradley. I am sorry. I didn't get a copy of it.

The Chairman. We will get you a copy of that, plus we
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have the request that Senator Baucus made. Have those been

made available -- you know, where cuts have been made on

the committee in different programs.

Mr. DeArment. We do have those. I don't know whether §
we have the copies r;ght there. We had them yesterday. |
We will dig them.up.

The Chairman. - All_figﬂﬁ; Lét's discuss item number
four oh_possible'additionai proposals to modify'Sectién
1231.' What‘doe; that do? Jim, ao you want to explain --

" Mr. Wetéler. Let Don describe it since I think it is i
more -- . ' _‘ . |

The Chairman. All right.

Mr. Susswein. This pfoposal deals with.Sectidn 1231 of
the Code. Seétion 1231 deals with gains and losses on sales
of asseté_used in a trade or buéiness. Generally, that
provision proviaes extremely favorable treatment for
business assets. Eséentially, you look at the gains and
losses in any taxable year,‘and if the result of the netting
out all of those transactions is a loss, the loss is treated_

as an ordinary loss.

‘On the dther hand,, if the result.of netting out all
those transactions is a gain, the transaction is treated as
a éapital gain. Essentially this reflects the policy
judgments-that the Congress has made regarding the favorable

treatment that should be afforded sales of assets used in
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a trade or business. However, potential abuse exists when

taxpayers can manipulate the time at which they sell assets

at a gain or at a loss over a multiple-year period.
In other woras, for example, they could have én .

alternate of gains apd.ldsseS'so that even though err a

three- or fbur—year perida% theitr gains and-losses eQual

each other, in fact they‘wouid manipulate the transactions

" so that they would result in a netitax shelter.

What this proposal would do is it would take the 1231
compgtation, and you would look three years baék and three
vyears forward so that tﬁe netting would simply be done over
a longer period éf time.. Sb, if.you haa an égdinary loss
in a taxable year and yéu.had,in the year before used the
sam~ netting rules and resulted in a cépital gain, the
ordiﬁary loss would be carried back and offset against the
capital gain.

Similarly, if ydﬁ had a-capital gain followed by an
ordinar? losé -- I am sorry>an ordinary loss'followed by
a cépitai gain --. the caéital gain could be recharacterized
as an ordinary loss--as an. ordinary gain.

Mr. Pearlman. We havé done an analysis of this, and
I think we are again. If you can just give me until this
afternoon, I can come back and --

The Chairman. As i understand this, Treasury supports

this. What about Joint Committee? Have you looked at it in
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the»Joint Committee?

Mr; Wetzler. Yes.' I think it addresses the problem of
the present law where peéple, you know --- you havg this
situation wﬁere'with these particular tybes of assets, your
losseé are ordinary lossea;,’Your gain are long-term capital
gaiﬁs;'and people recogniéé the gains and losses in alternate

years in order to basically?Whipsaw us, and I think this

| ’ﬁould‘address that problem:

Sénator Moynihan. It is a straddle effect.

Mr. Wetzler. Well, these aren't really straddles. I
‘thinknthese are ordinary businesses aoipg tﬁis,.bﬁt thef
have diécretionbabout when to réébgnize their gains and

losses, and they obviously do it, in some cases, to better

‘their tax situation.

The Chairman.:'I think Senétor Bentsen has a questioﬁ
on this, so.why don't we give Treasury time to bring it up
at 2:30. And Senator Baucus has a question on number si*,
so I suggest we not take tﬁat.up.

Senator Moynihan. Did you say you have a "slop"
proposal?

Senator Méynihanf Yes. We mentioned yesterday, Mr.
Chairman,’énd I believe the committee staff has a piece of
paper on it, dolthey not?

Senator Symms. Mr. Chairman, before we start on -.another
one, I would like to ask one question on this other one. T
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didn't realize thag we were.going on. | : |

What do you do about the amount of money on this f
proposition tha@.somebody can charge off against ordinary 5
income if they have had only losseé? - |

Mr. Wetzler. On Sectioh'123l?

Sénatorvsymms. Yes.ji’

‘Mr. Weﬁzler.- I’doniﬁtfﬁihk there‘wouid be any-- Toda§
there is no limit, and I dén'f believe there wouid be any
limit -- |

Senatér Symﬁs. Yes. There is a liﬁit of $3,006.00. !

Mr. Wetéler. Oh, no, that is on-- Today, capitél
losses are limited tQ.$3,000.00,of ordinary income, and lést
fall in the reconciliation bill, it waé‘a.kind of a trade-off |
with the six-month holding period on capital éains that

the committee reported out -- a proposal to reduce that -

£? ©90.00 back to Sl,QO0.00,.whiéh is where it was prior

to 1976.

That was something that the committee'did - Under
Section 1231; the losses are ordinary losses so they are
not subject to the limitation, and the éains are capital
gains, and so the $3,000.00 limit doesn't apply to this.

Senator Symms. It seems to me fhat that'is extremely
unfair to the taxbayer.

Mr. Wetzler. No, sir, it is a good deal for the

taxpayer because his losses are fully deductible, and ohly
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40 percent of his gains are taxed.

Senator Symms. If he lives long enough. 1If you cut it
back to $1,000.00 a-year.

Mr. Wetzler. Let me try again.

Senator Symms. Let's.take a tgxpayer who has bought
some stock or some capitailasset and sold it and suffered
a real loss. _  f;‘

Mr. Wetzler. The taxnlaw makes a diStiﬁction today
betweeh caéital losses and ordinary losses. 'Ordihary lbsseé
are ones you undergo in your business. Capital losses are
investments. 'There is a lot of law involving just exactly
what that distinction is.

The present-law limits'the deductionbbf capital losses
to capifal gains and thenvonly up té $3,000.0Q of bfdinary_
income for_individuals. For corporations, capital losses
can't be deducted égainst ordinary income at all.

Ordihary lossés, however, are fully deductible against
ordinary incomes. The taxpayer would rather have ordinary
losses than capital losses. 1In terms of just the treatment
of capital losses, last fall the committee agreed on the
broposal to reduce that $3,600.00 to $1,000.00 in order to
raise revenue to pay fofAthe six-month holding period.

Under Section 1231, assets used - in a trade or business
are given an especially good dealf The taxpayerlnets out

his 1231 gains ang losses. 1If he has got a net gain, the
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gain is treated as a capital gain -- which means in the

case of long-term gains -- only 40 percent of the gain is
‘included in income -- or for corporations, the capital gains °
are taxed at a 28 percent rate. If these 1231 assets net_

out to be losses, thgn_thqse'are ordinafy losses which are
*ﬁlly'deductible against brainary incpme.

"And what this propéSﬁliih front of you here does is
tries'to address that quesfion dealing with-thé case where
taxpayers with.respect to their 1231 assets -- either-assetg
used in trades Qr businesses -- where they in effect
rééognize their gains in one year, paying tax on only 40
vercent of the"géins, and tﬁen their losses in the next
year; fully dedﬁcting the loéées.

So, they are really two related questiéns, 6ne of which
you dealt with last year and the other of which is beiné
looked at in this proposai.

Senatq;m§ymms; I will talk to yéu mére about that,
and'you can go back through it. we may be talking about
two different things, but it is my undérsﬁanding that if the
taxpayep-has a loss, then he can only take $3,000.00 a year
off of his ordinary income.- |

Mr. Wetzler. If it is a capital loss. If it is an
ordinary loss, for example the sale of an asset used in

your -trade or business, then he can deduct it in full against

his ordinary income.
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~Senator S&mms. Well, that is the point that I was
talking about. You are not aadressing'that at all in this !
question then? | g

Mr. Wetzler. ThiS'proposal»doesn‘t.address capital
losses"at all. This addresseé the 6rdiﬁary losses that are
Qenérated from sales of aééeté used in trade or business.

Senator Symms. Okayi;{wéll, that other_law hasn't
passed the Senate vet, thoﬁgh, has it?

"Mr. ﬁetzlér. No, agd some concern has been expressed
abbut what the committee did last fall. - | 5

(Pause)

Senatof.Moynihaﬁ. Mr. Chairman, the elemental proposal ?
is that it deals with a practice thaf has been growing owing
to the depreciation schedules that we adopted in ERDA in
which individuals will buy a property -- ;ef-us'say a yacht_
Or a condominium -- and rent it to another individual who
has done the same and renté it back to them. How extensive

a practice this is we don't know. We do know it does take

3 place, and we do know it does cost revenue, and I don't

know how much we would gain from this, but again, it is a

question of how much we will prevent ourselves from losing

if the practice should spread.

There is some question about whether the present law
does prohibit such transactions. 1 think.probably it does,

but this makes it explic¢it, and it makes persons who bhehave
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in this way eligible to be liable fér negligence and even
fraud.

The-Chairman. Right. I defer to Treasury.

Mr. Pearlman; Mr. Chairman, we did take a look'at
this one yeéterday. We do-think, SenatoflMoynihan, that
current law will permit uéAto deal with this transaction.
I don't think Qé would oppoéé‘trying to do sbmething
legislativel?. It is- a mafter_of aesigning if, and I am
not sure we are ready to get there.

If the committee chobses to go forward with the
understanding that we negd to make suré‘it works, this is
a transaction that we are éoncerned about; but we don't
want'to leave any misimpression that we don't think Qe
have authority under current iaw to deal with if.

I think, for example, we have published a ruling

‘already which involves swapping of rental houses, and I

think it would be rather easy to deal with this by ruling.

Senator Moynihan} Mr. Pearlman, I would make the point

-- and I think Mr. Hardee could speak to it —- that this
particular subject ——Aiﬁ needs to be known that it is against
the 1law.

Mr. Pearlman. Yes. I don't have any problem with that.
The Chairman. If there isn't any objection, why don't
we see if we can draft something if Treasury supports it.

As 1 understand, Mr. Hardee is going to --
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Mr. Hardeé. Yes, just to put it in the Internal

Revenue Code so you caﬁ explicitly tell people that they
can't do it. I am not saying that tﬁe IRS has the opinion
that you can't dO‘it, but CongreSs has the opinion that
you can't do it.

The Chairman. Okéy.:ipet me suggest that it is now
12:30. The options ——.éﬁ&3inwould hope that memﬁers who
diéagfée with some of these, and I don't suggest these are
the last_wofd obviously -- but if we are getting down now

to very few options, and we still need some additional

‘revenue, we will céme back at 2:30.

If the Treasury can be of any assistance in trying to

dig up some more, that would be helpful. But I think what

we will do at 2:30 -- as soon as we have a quorum -- is

start down the list and see whére we end hp. And if we
vote tggm all down, fhen we will have to caﬁéus'and figure
out some way to recoub enough to fulfill our obligation to
this so-called paqkage arrangment, which I think the
President will support.

_Sd, does anybody else have any other ideas-that we
can discuss at 2:30. | |

Senator'Bradley. There will be an opportunity to
offer suggestions that are not 6n this list.

The Chairman. Oh, obviously. Right.

In fact, if you would like to -- maybe you may not want
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to list them -- but you have your olympic checkoff -- is

fhat -

Senator Bradley. I wasn't referring to that, but, ves, -
‘I do have it.

The Chairman. Now, can Treasury -- will that give you

enough time to get most of the information?

Mr. Pearlman. We wiil‘db our best. A couple of hours.

 We should be able to get mdst of'itQ We will ‘do the best

we can.

The Chairman. If anybody has any ideas on more

savings, we would appreciate those, too.

" (Whereupon, at 12:32 p-m., the hearing was recessed.)
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AFTERNOON SESSION
(2:58 p.m.;

The Chairman. As I understand, Qe héve‘discussed
a technical area that we approved this morning, but we wanteqg
to get back to make certain-there was protective language,
and that is on the Incomé:Ve:ification, No. 3 on the
so-called CBO Estimates 6ff£ﬁé Grace Commission package.

Rod, did you tell me-duripg the noon hqur that we now
have adequate safeguards?

Mr. Pearlman. I think we do( Mr. Chairman;

@r. DeArmeﬁt. Yes, Mr.'Chairmaﬁ. ‘We have reviewed tﬁe
séfeguards that are in the current Code with respect to
earned-income data that thé various wglfaré agencies that
administer this now have, and.we would propose that the
same Céde restrictiohé that have worked well in the earned
..come area be added in the unéarned income area.

The Chairman. I think we need to 5e sure you go over
thét with Senator Moynihan or his staff. He raised that
gquestion, though I know of no objection, and we will approve
it .on that basis. But if there is some question by
Senator Moynihan, obviously —--but Treasury is satisfied
that the safequards that he indicated are there?

Mr. Pearlman. Yes, we are satisfied.

The Chairman. Because he had the same concern that the

rest of us have and that the Treasury has.
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- The Chairman. Well, what about the~minimum tax? What.
happened to that-during the noon hour?

Mr. DeArment. We have spent several hours working on
the p;épésal.

The Chairman. Jlm”

Mr. Wetzler. We havé:a_handout that will try to respond
to Senator Bentsen's conéérﬁ:'

The Chairman. Well;'it was a real concern.

Mr., Wetzler. Basically we are saying the proposal

.Y appiies to the extent you are deducting iosses in
excess‘oijdur cash investment; including recourse debt.
So it would not apply when you are really losing the cash,'
or when you are-really liable for the monies.

Senator Bentsén._ Well, fhat certainly helps.

Mr. Wetzler. We don't yet have a-reQenue esﬁimate on

“is. This will have a substantial'diminution-of the
.evenues from iﬁ, but I think it would safeguard the problem
you were concerned about;_thch is pébple.not being able to
dedgct their- real losses.

Senator Behtsen._ Their real 1osses; yes.

The Chairman. TreaSury; I know you are not in a position
to support it; but have you had-an opportunity to look over
the Joint Committee's'suggestions?

Mr. Wetzler. Yes, Mr. Chairman. We have looked over

the suggestions, and we think from a technical standpoint that
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the suggestioh can be implemented. As you indicated, we aré
not in a position where we can indicéte our support.

Senator Bentsen. Your voice dwindles off when you tell
me what you are going to do. |

The Chairman. They can't support it.

Sénétor'Bentsen. Céﬁﬁot?

ﬁr. Pearlﬁan. We caﬁnaf-support‘it at this timé, but
we have reviewed it from tﬁe standpoint of whether this
approaéh is workable; whether if the committee chooses to

proceed with it; whether it is workable. And we do think

it can be put in statutory language that will make the

proposal workable.
The Chairman. As I understand, neither are you
opposing the amendment.

Mr. Pearlman. No. I didn't mean to sgggest opposition,
no. |

»The Chairman.' But I think the iﬁéortant point on this
issue is whether.or not it_did'satisfy the questipns>raised

by a number of Senators, particularly Senator Bentsen.

Do you have any idea of what the revenue estimates would

'be at this time?

Mr. Wetzler. No, we are still running it. Let me just

qualify that. This would. also income earned abroad; that

* exclusion is a preference, as per Senator Moynihan's

i'propoSal yesterday. But we are still trying to run the
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revenues.

The Chairman. Senator Long; we are looking at the
minimum tax; No. 2 there. Senator Bentsen raised some very
legitimate questions; and the Joint Committee hag_tried to
address those questions, and now they are redoing the
revenué.eStimates.

‘Senator Long. What kiﬁa-of an estimate do you have so
far? How much would you réise with»it?

Mr. Wetzlér. Well, the estimétors are still running .
that.. I would prefer not to take a completely1wi1d guess.
'The Chairman. ‘Well;-under the original préposal it
:'d have raised about $2 billion over three years. This

wousd probably be substahtially less.

Mr. Wetzler. Well, I would like to reserve until the
estimators ﬁell me what the answer is. |

The Chairman. What about.prepayments? Have. we been
able to satisfy the concerns that I have expressed, and
Senatof quen,}Senator Bentsén; and Senator Long, in that

area?

Mr. Pearlman. NQ; I don't think so. I would say this,

Mr. Chairman and Senator Boren; that if the committee chooses

to act on the prepayment rule, we think that the suggestions

that Senator Long and Senator Boren have made help; but we

" are concerned about a prepayment rule that has a six-month

window in it, because we think that is going to let a lot
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of stuff out. I think our concern will rémain.

(j) - 'z Senator iBoren. Mr. Chairman, maybe if we just dropped

any reference to time; that from my understanding went with

)

4 4 that one-to-one clausg; and then use tﬁe codificat;on,

5 what has continued to be the-éodification of the:cage law

6 on it'having'a legitimatéjbusiness purpose, and actual

7 out-of-pocket expense. -

8 ‘ Mr. Peérimén. Then;'in additiQn to that, can we pﬁt a
9 | borrowing limit on it?
e ; Senator Boren. Yes.
_iz ; Mr. Pearlman. All right. Well, I think fhat_certainly

12 ; is very helpful.

13 ; ~ The Chairman. T think the borrowing limit would be
(:) | 12 1 of some béhefiﬁ. |
15.; . Mr;’Pearlman. That is correct. rfes. Well, bur
1: © principal concern is mak ing éure that jt'é not more generous
17 ? than current law; |
10 Senator Eoren. Yes.

Mr. Pearlman. And if you will permit us to try to take

-
[{s]

20 what you have just said and put it in statutory language.
21 Senator Boren. All right.
22,' Mr. Pearlman. We don't it's more liberal than current

23 law. I think that is certainly an improvement.
YR Senator Boren. The borrowing limit would not apply to

o 25 . the person in the business?
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Mr. Pearlmah;'_No.- This prepayment rule would not apply
to people in the business, at all.

Senator Boren. Right.

The Chairman. Agaih,'that would probably -- you would
have to substaﬁtially revise your revenué figures; is that |
correéf? |

Senator Boren. We VSuia.probably still have some
modest savings attached td.it; I &ouid think.

Mr. Pearlman. Yes, I think so.

I..don't ha&e-a revenue number on the revision.

The Chairman. And what did we determine on item No} 2,
Distribution of Appfeciation Property? ;~know Senator Heinz
and Senator Bentsen and others haQe an interest in that.

Hés that been resolved?

Mf. Pearlman. No, it hasn't. Unfortunately, we did
not have an opportunity to discuss that one aﬁ lunch. I
tried to do that with Senator Bentsen's staff and simply was
not able to. I would like to have the opportunity to do
that. | |

The chaifman. All right.

Senator Bentsen. There may be some things we can do
on that to possibly get at the serious concerns of Treasury
in that regard.

Mr. Pearlman. Yes.

Senator Bentsen. As far as inventories, and that type
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of thing.
Mr. Pearlman. We appreciate that. Thank you..
The Chairman. What has happened oﬁ the so—;alled
"luxury" automobile depreciation?
| Mr; Pearlman. Are you'ééking me?
<(téug££er) - |
The Chairman._'Anyoné7wﬁ§ might know.
.Senator -Baucus. 'Well;er. Chairman; as we left it,
as I recall anyway; the staff was going to see if they
could dréft,some rules of some kind to address some of the

other issues in addition to cars -- planes, and so forth.

' If that is’feasible.

‘Senator Chafee. For personal use?
Mr. Pearlman. Right.

Senator, we tried last night. I had expressed the

.-concern about personal use before, and I can go into that

in. a bit more detail in a moment.
WeAtried last night to define a rule to focus on the
lavish expenditure.:in a way that would be applicable on a

more evenhanded basis to assets, other than simply

automobiles. And I must tell you that we were unsuccessful.

I mean, we can enumerate assets and then put prices next to
them, but we were not able to come up with something that
simply is not going to invite continuous controversy between

revenue agents and taxpayers as to what is lavish and what
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is not, and our view is that thatAls not de81rable,rthat that
is going to add subject1v1ty to the audit process and won' t
be well received either by taxpayers or by revenue agents

to fight about whether a desk chalr is lav1sh or whether
draperies and so forth are 1avish.

_We centinue to be eoheerhed ebout the problem of
personal use; pafticulari?thAconnectioh with cars and other
items of personal property‘that are of the-neture that would
pe used personélly by an.individual; And we believe that if

we can get to the personal-use issue in a way where

taxpayers have to be a bit more sensitive in claiming

depreciation and other expenses,in connection with these
types of property on their tax returns, that that will have
an effect -- not a perfect effect, admlttedly, but an effect

~- On taxpayers' willingness to expend money on lavish

assets; that is, a business is going to be less willing to

wuy the $50,000 car if the person using that eer'uSes it
most-of the time for personal use and there is not going to
be any depreciation allowed.

So; while we know that a further effort to,restrict
personal use is not a perfeet ahswer to_the cencern &ou ere

expressing, we think that is a more pervasive problem. And

i personally, we would rather deal with the personal use

; problem.

Our approach would be to set up anbarbitrary, but
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reb@ttable, rule that in connection with tﬁe types of
personal property that are gsed typically both for personal
and use, anda car, or a yacht; or an airplane all might fit
that category, that we would require a threshhold percentage
of business use.

Now, we have been taiking in terms of 50 percent. There
is nothing magical about‘phéf-pefceﬁtage, but we would say
that if that aséet wasn't ﬁsed at least-SO percent of the.
time for business usé; then:ACRS-would not be_available for
that asset, and that some more réstrictive depreciation
would be available to the extent of the actual business

use. Let's assume it's 20 percent business use. 1In a

ﬁAcar, one of the things we might do is use the standard

mileage rate; so, to the extent that a takpaye;'who doesn't
use an autombbile at least 50 percent of the time for
business use.woulaJonly be able to get-the standard miieage
rate ——-now, I think 21 cents a mile -- for the‘actual
business use.
3 If a taxpayer is able to denpnstrafe business use in
excess of 50 percent; then ACRS would be available, but only
to the extent of the aétualAUSe. So, if the use is 80
percent, then ACRS would be available oniy to the extent of
80 percent -and not to the extent of 100 percent.

We believe that that type of rule is going to put'a lot
more pressure on assets that are suséeptible to personal
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ﬁse'provided by employers. And we think that, while it cuts
across a Qarietylof‘ésset_lines, that it will not disturb
legitimate business use of.assets. |

There is another paft_to our suggestion that we think
will also be helpful; and ﬁhat.is the problem of conversion
of a business asset to a §¢r50p51 aéset. Assume a businesé
purcthes a car for én emglbfée and keeps it for three
yearsluntil it is fuliy debféciated, and then says to the
employee; "Look; I'l1 sell it to you for a fairiy nominal
basis, or we will just let you use it full time for personal
use thereéfter.“ We would éuggest a rule that, if an asset
is converted into personal use or dips below the 50 percent,
éit}ef way, fully personal use or below the 50 pe:cenﬁ
threshﬁold, that £here would be a recapture of that
depreciation, so that employers couldn't éet the benefit
of depreciafiqn deductions by indeed using a car fully
within a business for a few Years aﬁd then saying to an
employee, "Now, you go ahead. You know, we'll keep ownership
6f,the car,{bdtvyou go ahead and use it for personal use frcm
now on, because it is fully depreciated."

We think if WeAcan get»to those two problems, it doesn't
solve‘fully the lavish and extravagant concern that is
articulated invyour proposal, but it will go a long way to
businesées expending lavish sums for personal property.

Senator Baucus. Mr. Chairman?
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The Chairman. Senator Baucué?

Senétor Baucus. Frankly; I think the Commissioner has
a good p01nt because obviously the blgqer pfoblem is the
degree to whlch someone uses a luxury asset for personal
use and claims that he40r~she;is using it for a business
purpogé. | |

There is; however; é?Sécénd problem, at least in this
Senafor's mind;:and that ié; what happéqs when a taxpayer

legitimately does use a luxurious asset for a business

jApﬁrpose but still gets full benefit of ACRS and tax credits

an so forth, and really'the business purpose could be fully
served Qith a less luxurious assét; i.e., not a luxufy'
automobile? That is a separate question, and it;s a separaté
problem.

It just seems to.ﬁe that we can address both probiems
by; number Ong, adopting sometﬁing similar to the bill that
Senator Moynihan and I have introduced, and at the same tiﬁe
either ask the Service to do kind of a study, if we need more
time on it -- I guess that's the first that comes to mind --
or else also adoptAsome of~the measures that the Commissioner
has outlined.

But there are two separate problems, and I do think the

Commissioner has made a very good point, that we have to

. perhaps tighten ﬁp a little bit the availability of

luxurious assets for personal uses when they should be for
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business uses. I doh't know, I tend to think we can address
both, and address one albeit if it is a less significant
-problem, by adopting this bill, and also going through with
"the study.
| The Chairﬁan. ‘As -I undéfstand the way the bill is
draftéd, it covers utiliff.multi—purpose vehicies widely
used on farms;.ranches; and iﬁ.businesses, light trucks,
mini-vané, four-wheel driQé_vehicles like Chgvy Blazeré'and

Ford Broﬁcos. Does it exclude multi-purpose and similar

i vehicles?

Senator-Baucus. Mr. Chaifman/ yes. Thatfé the full
intehtion; exclude the whole list of vehicles that you just
1isted;

My ﬁnderstandingAis that it can be drafted in such a
way as to accomplish that pﬁrpose..

The Chairman. I also understand that thé average
retail price.qf éars is up to about $10,500 in 1983; with

taxes, delivery charges and a few optidns, $15,000 quickly

E'begins to get smaller cars than Cadillacs. -~ Buick station

wagons, for example.

Is there any magic in the $15,000? Can he index it to
something?

Mr. Wetzler. It is indexed in Senator Baucus's bill. -

Senator Baucus. Yes. First of all, it is indexed;

. and second, there is no magic in 15. It could be 17.5 or
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something. We will have to draw a line somewhere; and_;

15 indexed seems to me to be'an_appfopriate place to draw
the line.

 Mr. Wetzle;; I think;4Mr. Chairman, the concern about
raising the lgvel much abqvg‘}S is;that; if you get to the
point where you are dnly affecting foreign cars, then yéu
might have trouble under;gAfT: I guess Rod can address
that,‘but I think that wa;”one Qf the concerns at setting
the level at $15,000.

The Chairman. 1Is Treasury just talkiné about a study?

Is that it?

Mr. Peariman. We are prepared to either put the persbnal

use provision before you, or we will do a study -- whatever
the committee wishes. | |
Senator Baucus. But, Mr. Chairman, as I understand it
we are still talking about two separate-questions here:
One is the peréonal use matter; éndvthe other is the
évailability of ACRS for luxuriéus assets even though it is
for business use.
Mr. Pearlman. Let-me-mention one thing, Mr. Chairman.
I am told that the Moynihan4Baucus bill does not éover
cars leased. I am not talking now about the person who is
in the business of leasing, but if .instead of owning the
car myself I go to someone and lease it, and it certainly

has to do that.

Moffitt Reporting Assecicarc s
D30 Lafora Cooee
Vienna, Virginia 22180
{703} 573.9198



o

14

1

12

20

21

22

23

n)

b T

111

Senator Baucus. Can we take care of that?

Mr. Pearlman. Sure.

Senator Baucus; It seems to me it should cover cars
that are leased.

Mr. Pearlman. Yes. .If you are going to do anything,
you've‘got-to do both.

Senator Baucus. I égféé;

Senator Chafee. 'Has:énybody brought up tﬁe issue of
pickﬁp trucks?

The Chairman. I did,

.Mr. DeArment.b Yes. Senator Dole did, and Senator
Baucus indicated it Qas»his intention to take them out.

Senator Baucus. That's right. I alsé understand that
Senator Moynihan's bill éoes cover cars that are ieased.
But anyway, we can takevcaré‘of that.

Senator Danforth. Mr; Chairman?

The Chairman. Senator Danforth.

Senator Danforth. As I understand the proposal -- and-
I am sorry I got in late -- the idea is to disallow

depreciation for corporate. vehicles that are used ina private

way by officers or employees of a company, provided that the
i Private use is more than a certain percentage of the total

t use. Is that it?

Mr. Pearlman. Well, as Senator Baucus pointed out, there

are two proposals/ but seeing a way from the lavish proposal,
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our proposal would be that in the event that the business
use is not 50 percent 6r mofe;Athen ACRS would not be
AaVailable with respect to that property, without.rega;d to
the extent of the business use.

SQ; if you had 20 or 30 percent of business use in a
car and 70 percent‘personél_use; then you would use either
a stretched-out depréciatipﬂ:échedule or you would use a
stanaardrmileage rate.for éhe.actual buéiness use -- 20
percent;.30 percent; whatever.

If the business use exceeded 50 percent, thén, to the
extent of the business use;‘GO percent; 80 percent, or
100 percenﬁ;iagain on an actual documented basis, ydu would
be eligible for ACRS.

Senator Danforth. If the business use exceeded 504
percent then it woﬁld be ratable?

 Mr. Peérlman. Yes; then we wouldrprorate.

Senagor Danforth. And if the business use would be
less than 50 percent?.

Mrf Pearlman. Then it would likewise be ratable; but
you would-ﬁot be able to use ACRS on the portion that is
business use.

Senétor Danforth. And some vehicles are in and some
vehicles are out; is that correct? Do you treat different
vehicles differently;,for example pickup trucks?

Mr. Pearlman. Well; our effort in this approach was
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to ﬁreaf ail vehicles that are susceptible to both 5usiness
and personal use the same, whether they are yachts or
pickup trucks or anything.

Now, obviously the.committee can modify that.
Senator Danforth.. Then'@hat is the sense of
differentiating?

Mr. Pearlman. Well}{ih'that regard} we don't think-

there is any.

‘Senator Danforth., 1I mean;'why should pickup trucks or
four-wheel drive vehicles be treateéd differently if it is

for personal use? If you have got a business executive who

is-a weekend farmer, and you furnish him a pickup truck,

there is no sense in treating that differently; is there?

Mr. DeArment. Senatof Danférth, I think the purpose
was.for the other half'of the proposal; that is,‘Qhat is
lavish and éxtravagant? And soﬁetimes a heav& duty farm
vehicle costs more than a street‘vehicle. SQ; when you are
applfing a $15,000 threshhold; it is apprqpriate'to
differenﬁiate between the heavy-duty --

Senator Danforth. ' That is not for the Treasury's
proposal; that is for the Béucus proposal?

Mr. Pearlman. Right. That is for Senator Baucus's
proposal. |

Senator Baucus. There are two Separate questions; two

separate problems here.
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Senator Danforth. Yés?

: Senator Baucus. And as I undé;stand it, Jack; you are
discussing the first problem that the CommiéSioner.raised.

Senator Danforth. Right. And his proposal doesn't
differentiate between type of'vghicle; N

Senator Baucus. Andﬁi don't think it should.

Senator Danforth. HéVéxyou agreed to that?

Senator éaucus. Yes;“I agree to £hat; but I also
think we should do éomething else in addition.

- Senator Danforth. Yes.

Senator Baucus. Namely,-disallow acceleratéd
depreciation tax credits for the use of an automobilé
where the value of the automobile is about.$15;000, toA
disallow the bort;on above‘the $15;600 when the auto is used
in fact for é business purpose.

Senatér.Danfortﬁ. Regardless of the kind of car?

Senator Baucus. Well, ifASlS,OOO-Creates a problem for
farmAvehicles and vans which are used for business éurposes,
they are not luxurious;‘but they cost more than $15,060.
Theféfore, it seems to me it is inappropriate to disallow
ACRS for the value of the car above $15,000 in those case.
But in my view it is appropriate to disallow above $15,000
where the auto is a luxurious autovand not used to haul
goods and materials; and so forth.

Senator Danforth. All right.
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The Chairman. Senator Chafée?

Senator Chafee.. Mr. Chairman;_I wonder if we could

| vote on these two things? Start with the Treasury one and

theh go to the luxury automobile one?
Sehatqr'Bradley._‘Mr.~Chéirman?.
The,Chairﬁan..~Senatsﬁ_Bpadley; we have already taken
this thing for»a ride. < |
'(Laughter)

Senator Bradley. As I understand the Treasury's

proposal -- I think I understand what the proposal is. So

€>that would be the first vote?

Ths'Chairman. " What . is ths Tseasury's proposal?

Senator Bradley. As I understand the Tressury's
proposal; it is that YOu will allocate a certain amount of
the ﬁsevto business and s certain amount to personal.— Is
that correct? -

Mf; Pearlman. That is correct.

Senator Bradley. And that you will find s‘mechanism
of penalizing a greater personal use than you have stated
is the norm. ' Is that correct? You wouldvdeny a certain
part of ACRS?

Mr. Pearlman. Yes. I think the penalty here -- I
don't think we would change the rules in terms of the concept
of business and personal use. The personal use pdrtion of a

car today is not deductible.
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Senator Bradley.. Right.

Mr. Pearlman. But what I hope we could do in the
legislation is perhaps raise the proof thréshhold, so that
taxpayers have to keep more careful records.

But the penaity i;;'if,the use is less than 50 percent
so that the car is predqmihatély personal, that we would
not make ACRS available;~}Thé£'s correct.

Senétor.chafee.’ But‘ihe person.could come in and show
that it is used for 75 percent busihess, and he could get-
the 75 percent.

Mr. Pearlman. That is correct. ﬁight.

Seﬁatér Chafee. Why adn't'we_vqte?

Mr. Pearlman. And then the second piece, which I had
mentioned before but let me mention again tb make sure
everyone is aware of‘it} is that if the ﬁse drops beiow
50 percent,-éo_that a car is used 100 percent for the first
three years for buéiness use and it gets fully depreciated,
and all of a sudden it mysteriously gets converted into a
personal-use asset;.that we would re&apture the depreciation.
Those two don't have to sit together.

Senator Bentsen. Whaf would you.do; recapture it above
straight liﬁe?‘

Mr. Pearlman. No;,it's a personal property asset, so
Ivthink it would be fully recaptured;Ajust as if it wére
soid. If it were sold; there would be a full recapture.

Moffitt Reporting Associaios
2R20 | afiva Conn

Vienna, Virginia 22180
(703} 573-9198




w

10

11

14
15

1€

19
20
21
22

23

2¢

The Chairman. We will vote first on the Treasury

proposal, then.

Is there any objection to thatAproposal? If not, iﬁ?-
will be agreed do. | |

Senator Chafee. Now can we move to the»second one,
which is essentially Senatbr,Baucus's prbposal -- which is
his P;oposal? lfﬁxi--

Senator Bradley. Could Treasury explain the difference

between the two?

-Mr. Pearlman. I think the differencé is that wé are nqt

-- let me give the easiest example I cén think of.' 1f a
very fanéy caf; a big limousine, is used 100'percent of the
_.me for business use, our propoSal.woﬁld not affect that
automobile, notwithstanding what it costs. |

Senator Baucus's prbposél, if I understand correctly,
would say, "Nevertheless; the depreciable base is limited
to $15,000."

Senator Baucus. With respect to cars; that's right. And

- they are both consistent.

‘Mr. Pearlman. Yes. And so I think fhat is the
distinction. |

Senator Baucus. That's right, and they work with each
other. |

»Mr. Pearlman. Yes.

Senator Danforth. This is even for a business use?
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R i Senator Baucus. Yes.

2 g Senator Danférth. For an exclusively business use?
3 E Let's suppose'it_is a limousine sérvice.

4 | Senator Bauéus. No; we are taking care of limousines;
5 they are exempted. A limousihe service is exempted from

6 this,
7 I am addfessing the;prébiem where somebody, yQu know,
8. : takes a caf; uses it'part1§ for personal use and partly for
Ké buéiness USe} but even where it is 60 or 70 or 80 percent for
10 S_business use, he says; "Oh, here is a great opportunity to
11 i take the full benefit of ACRs; the investment tax credit,

12 E depreciate it fully," and éé buys a very luxurious car.

13 | My view is that the business use can be accommodated
\ very éaSily-for $15,000 worth of the car. You can

depreciate ﬁhat part of it, but the person should not be

16 5 able to get the fﬁll beﬁefit for even the business use of a
17 é luxuridus automobile, because I just don't think our Code

18 é should'encourage that. -

19 | The fact is, if you get a $40,000 car,. and,fully

20 depreciate it in three years and get the full benefit of the
21 investment tax credit, then-reSell that car in three years,
22 sure, the depreciation is recaptured; but you probably still
23 § come out witﬁ a net gain on it, because most luxurious cars
.4 | have very high resale values.

Senator Bradley. Mr. Chairman, I think this is a very
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arbitrary choice here. There are a lot of abuses in the Tax
COde; ranginé from the‘capital gains treatment for timber
assets to ACRS to a variety of .other ﬁeasures»in the Code.

I would hope that, since we have addressed this issue
already with the amendment that the committee just aaopted,
that we wouldn't éush this thing to a vote. I think that
this ;inéles out apartiéu}éfTitems that is termed
/"luxuiiouéﬁf While'nét affecting many other items that'could
equally be termed "luxufy items."

I would hope that.we could rgfraih from pushing thié
to a vote. As Ilﬁndersténd it; the amendment is open to
further amendment; aﬁd everyone has their tﬁings in the‘Code..i

The Chairman. Well, what I would like to do is make
some disposition of it. Maybe we could do it on a voice
vote. Do you have any objection? Do we have enough here?

Senator Long. Is this just for all automobiles?

The Chairman. Well, all above $15,000.

Mr. DeArment. There are sort of three exceptions that.
we ére talking about: Any ambulance; hearse, or combinafion | |
ambulanée/hearsé used inva,ﬁréde or businéss; any vehicle
used by the taxpayer di;ectiy in the trade or business of
transporting persons or property for compensétion'or hire;

or farm vehicles that are multi-purpose farm or utility

! vehicles that are used.  Other than-that, they would be

subject to this limit.
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Senator Long. What will this thing raise?

Senator Baucus. It raises about =--

Mr.,

DeArment. $500 million over the period of time.

Senator Bradley. That is with the exception of farm

vehicles? That was addéd.todéy after the revenue estimates?

Senator Baucus. No, no, no.

Mr.

Wetzler. NQ; thét was in the original bill.

Senator Baucus. That was always in it.

Senator Bradley. All right.

Senator Chafee. Let's vote.

The

‘Mr.

(Nq

Mr.

(No

Mr.

Chairman. All right. Let's vote.
DeArment. Mr. Packwood?

responsé)

DeArment. Mr. Roth?

respoﬁse)

DeArment. Mr. Danforth?

Senator Danforth. Aye.

Mr.

DeArment. Mr. Chafee?

Senator Chafee. Aye.

Mr.
(No
Mr.
(No
Mr.

(No

DeArment. Mr. Heinz?

response)
DeArment. Mr. Wallop?
response)
DeArment. Mr. Durenberger?
response)
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Mr..DeArment. Mr. Armstrong?
(No response)

Mr. DeArment. -Mr. Symms ?

tNo response)

Mr._DeArmeht. Mr. Grassley?
Senafor Grassley. Ayg.

Mr. DeArment. ,Mr. L§n§§'
Senator Long. Aye.

Mr. DeArment. Mr, Béntsen?.
Séﬁator Bentsen. Aye.

Mr. DeArment. Mr. Matsunaga?
Senator Métsunaga. AYe.

Mr. DeArment. -Mf. Moynihan?
Senator Bauéus;U Aye, by proxy.
Mr. DeArment. Mr. Baucus?
Senator Baucus. Aye.

Mr. DeArment; Mr. Boren?
Senator Bo:eﬁ. _Aye.

Mr. DeArment. Mr. Bradley?
Senator Bradley. No.

Mr. DeArment. Mr. Mitéhell?
Senétor Baucus. Aye}.by proxy.
Mr. DeArment.- Mr. Pryor?
Senator Pryor. Aye.

Mr. DeArment., Mr. Chairman?
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The Chairman. I vote No, and Senator Heinz votes No. - |

Lo Senator Long. Well, if the Chairman is going to vote

L e
8]

"
H
i

3 | No, then I am having second thoughts; I'm going to have to

4 f vote No.

5 . (Laughter)

6 ~ Senator Bradley. ‘Ahy others?

3 (Laughter) | .j2 

g Sénatof Long. My political authority is begining tc

B < 2]
|

; diminish.

10 § (Laughter)

11 j Senator Chafée. Let me just say, I think it is a goéd
12 5 bill except for thé indexing part of it.
12 ; (Léughter)
{j)  e Senator ﬁaucus. Well; we cén cut the deficit if we»cén
16 E keep inflatioh and interest rates 30wn.
- The Chairman. I don't haQe any éuarrel with the bill;
‘ I just think thefe‘is a better way we can do it. I hope

1 . this doesn't foreclose maybe Treasury spending some more time

10 i with the principal sponsors.

2 § Sena tor Baucus. That's fine, sure,

21 g Senator Long.} Could i bring up an item, Mr. Chairman,
- g that I think might help a little bit?

23 g The Chairman. Certainly. About $5 billion would help.
o ? Senator Long. Let me ask about these abusive tax

ar, f shelters.
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Sénator Baucus. Could we announce the vote, please,
first;_Mr. Chairman?

Mrﬂ DeArment. The vote was 10 ta 3_in_favor of the.
proposal, | -

Senator Bradley. -Ten £6‘4.

Sénatﬁr Long. I chéhgedimy vote.

Mr.'DeArmént. AYes;%iO ﬁé 4; I'm sorry.

Senator Long. Let mé ask about the'abusive tax
shelﬁers. Can you tell me how much you are doing bf way‘of
notifying these people that this particular'tag shelter ﬁight
be found to be an abusive tax shelter; and if'so,'tﬁéy won't
get~£he full benefitlofvit?

Mr. Pearlman. Well; Senator; ;hat is a new prcgram. I
do not ﬁave statistics with me. I will be happy to get them
for you. But the Service has initiated a program whereby
it does ‘examine tax shelters that are advertised and with
respect to-which people voluntarily send in literature. They
review those programs, and if they determine that one is
abusive,\then they do notify the prcmoter, and they have been
doing that. WeAare trying to do tﬁét very carefully, so we
make Sure that we are only doing that in the case of truly
abusive shelters. That éfogram is really in its infancy,’but

I think the Service would say that to date it has been very

effective.

The Department of Justice is beginning to utilize the
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injunctionfprodedures'that were provided in TEFRA, and
Justice has obtained several. and perhaps‘even_mo;e
successful injunctions against shelters that have begn
determined to be abusive. So I think that'procesé is
unaefﬁay. I think only time‘will tell how successful and
how eXtensive.it can be uéed.

Senator Long. Weli}ihéfé is the thought that occurs to
me:

Now; i don't think any of us here reélly févbr thesé_

two-for-one and three-for-one and four-for-one type tax

‘shelters; but, obviously, you can't blame the taxpayer for

éaking advantage cf it if it is out there and it's legal,
The thought occurs to me that, in view of the fact that
only a small percent bf the returns are éudited on what they
call the "lottery system," the accountants advise people to
go into these things because the oddé are they won't even
be audited, the odds are- they wili gét away wifh it.
It seems to me that we ought to shift the odds. And

the way to shift the odds; it seems to me, is to say that

'once'you let these people know that this might be found to

be an exotic tax shelter or that it is an abusive tax shelter
-~ I like to use the word "exotic" -- but once it is declared

to be such a tax shelter, that from that point forward it is

.not just an injunction, but if that is so determined, that

they are not going to get their depreciation, they are not
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éoing to be able to deduct the intefégt. So they really
get hurt. In other words; the time they gamble, they have
scmething to lose.

The way it is now; they gamble, and they aré all on the
win side; ifﬁtheytdon't get éhdited;-they get away with it;
if théy do get audited;Aﬁhey‘still_migﬁt get aWay with it;

and if they do get caughtifthey don't get penalized,

particularly.

It seems to me as thOugh if we said; "If you doxthis,

o can't deduct your ‘depreciation, and you can't deduct the
. L:cest, " we could fix it so they really lose somethihg,
get hurt.

Then my thought would be, if I ran the program for you,
don't tell them .whether this is going to be regarded as an
abusive tax shelter until the end of the vyear., Let them get
their neék out a mile and then'chop it off on them. Make
them really lose money with it, After you do that a few
times, that will really break some of them up, because
people will be scared to death to go into them.

Senator Grassley. Well, we did increasé the penalties,
didn't we, in TEFRA? o

Mr. Pearlman. Yes. There were increased penalties.
Let me emphasize that T can assure you that every time the

Service reviews one of these shelters and notifies that

promotor and the investors that they determine it to be
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abﬁéive, whethér.there is an injunction or'npt; those peopie
are going to be visited by an Internal Revenue Agent; aﬁd. |
those shelters are going to be'examined.

In addition to'that; the genéﬁal audit coverage

percentage of 1.6 percent is very misleading; as the

: Cémmissipner pointed Qut'yesterday; when you talk about

these‘kindsrof transactions;“'The Service has rather
sqphisticated selectibn teéhniqﬁes; whereby it_is-able'to’
identifyﬁthfbugh»the computer system those returns where
certain levels of deductions are being taken, and those
returns aré susceptible to a much higher 1eVel of
examinatidn than the_natiohql_i,s peréeht avéraée.

Senator; I think that there is no questionthatthe way
to deal with the tax shelter, in addition to the kind of
legislative efforts that the committee has been willing to

lock at and indeed support over the last couple of days,

is to put people on notice upfront that they have got the

risk of examination, disallcwance; and penalty.

I think it is important to balance that; howevér;
against the risk that you improperly'intrude on transacticns
which we-might'definé as a fax shelter but which are
perfectly legal under law; for example; the shelter that
takes advantage of investment tax creditS‘or‘ACRs; or
whatever.

I think it is important that the Serviée go eésy and not
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1 f go overboard and then be accused of being so capricious and

i~ 2 arbitrary that.we all are critical of examination'techniques.
(:> 3 E Senator Long. I don't went yod.to be capricious, and R
4 ! I don't want you to be arbitrary; but it seems to ﬁe that
5 the odds are overwhelmingiy.ih fevor of the people who

6 | engage in this kind of aetivity. In other words, (a) they .
7 might not be'audited (b) 1f they are audlted they might

8 get away with it any way. It would seem to me that we

g ! might be able to help get the job done if we would le it

10 | so that if they lose, they really get hurt

11 ? I am just asking,Ado you-think thereware ways we could
-12 5 improve on that statute to make it more efféctiﬁe?
13 g Mr. Pearlman. I have one specific suggestion I can make
{j) 14 " to ycuAnow; and we will be happy to-come back,tb‘youvand

offer whatever additional suggestlons come’ to us in our

15 dlscu551ons with the Service.
17 Senator Long. What did you have in mind?
18 | Mr. Pearlman. As I mentioned a moment ago, there is

19 || pPresently in the Code; as a result of TEFRA; an injunction
20 || Proceeding that is available. to the Government so that it
21 can enjoin the marketing of so-called "abusive tax shelters."

22 One of the problems that the Justice Department has had

23 || in using that injunction pProceeding has to do with shelters

95 whlch include -- Wthh is frequently the case -- a sericus

25 ; questicn about the valuation of a piece of property.
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Frequgntly a4ta# shelter is abusiQe because a piece
of property is overvalued to a material extent in order to
increase the depreciable base for depreciation purpoges.

When the Justice Depértment gets into Court in the
injunction proceeding in that'kind of transaction, the
taxpayer brings in his ekbert witness -- the partnership,
for example -- and then tﬁéﬁébvernment brings in its
expert wiﬁness} and they afe 10 miles apart on valuation,
and the Court is reluctant;'underStandably,_tc issﬁe ah :
injungtion in that kind of a situation. |

We think that itrmay'be desirablé for the committee
to consider establishing some Objectivé criterion for
shifting the kurden of proof in these valuation cases, soO
that the injpnctioh proceeding can opefate in Qaluation
cases. One way to do that} and one that we think might
bé constructive, is; if the valuation claimed by the.

shel ter exceeds a certain percentage of a recent purchase

“'price -- 150 percent, for example; of a recent purchase or

sale price -- that the’gurden should shift to the taxpayer-
to prove that that is not an exceséive valuation.

We think that that is ﬁore or less what I would say
"a minor amendment to a major ﬁompliancé piece of TEFRA,"
and we think that is the kind of thing that the committee
might consider as a way to beef up the Service's ability.to

gét at what you are describing as the "exotic" or the

Moffitt Reporting Associates
2849 Lafora Co
Vienna, Virginia 22180
(F03) 373.9198




)

32

()

11

12

-
(28]

14

18

18

20

21

- 22

23 !

- 129

.abusive shelter.

Senator Long. Well now, that's fine With.me. ‘I think
I could support that. But I would like to see if we can't
do better than that by fixing it so that when people go into
these aﬁusiVe taszhelters;.they do so at their peril.
That's what I have in_miﬁa,

For example; the kiﬁ@tef'thing I have in mind -- T
have had people tell me abeut them and-say; "Well, now, we
fave a great tax sheiter.. This is a 3-for-1l shelter; you
put up a certaln amount of mone&, and you get three times
as much deductlons as if you take rlsk " or somethlng of
that_eort.

And I am saying that I believe the way to break thém

up is to fix it so that if you go into sbmething like that,

i that you ought to be on notice that anytime somebody: tells

you about a 2—fers1 or a 3-for-1 tax shelter,.you had better
seep in mind that you might really lose a lot of money
onAthat thing, because it might wind up being declared an
"abusive tax shelter;? and; if so; you would lose all of
your'deductione. I don't mean all of the appropriate
deductions; I ﬁean everythiﬁg that is involved in that tax
shelter;'so_that you would have the income to pay, but no
deduction out of it. That way; you would really lose some
money on it.

Furthermore, if that happened at the end of the year,
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so they had no chance to get themselyes out of the trap,'
so that the gate snapped shut and they were stuck, and they

would lose a lot of money at it; I would think - -

heard how taxpayers come up and compléin bitterly that they

went into a tax shelte:; and ‘how outrageous it was that'ﬁhey
lost their monéy_and had had denied all their deductions,
they would sfop going,intéffhém. A lot of them would -- they
would be afraid to go. | |

So far; fou are talkiﬁg about just getting-ah injunction
that says; "You can't go fo:ward with this thing." well(
I would like to fix it so that they would say, "Oh, yes, if

somebody has got you a 3-to-1 tax shelter,.youfd better

' lock out. You are liable to really get hurt." And I don't

think you've got it that way yet; have you?

Mr. Pearlman. Well; I am not saying we've done

'everything; but Congress did a lot in TEFRA to put pretty

substantial penalties on the taxpayer who goes into that
shelter and gets caught down the road. There are
overvaluation penalties, there are a variety of things that
are going to make that an awfully painful experience for the
taxpayer.

But I would suggest, let us come back to yéu and see if
there are additional things that we believe need to be dohe.

I think one of the things that islimportant here is that
we gave £he Revenue Service a lot of ammunition in 1982, and
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i | I think it may be appropriate to see how those rules work
i o

_(j7 2 | for a couple of years before we load up a bunch more items.

w

But we would be happy to come back to you and make

4 ¢ some suggestions.
5 Senator Long; Well;'itASeems to me that -- up til nbw
6 |- I was advocating that miﬁimumvtax-befOre we ever héd a
'>7 minimum tax -- we struggléaiﬁith so many different ideas,
8 'ané it looké torme likewwé;are alwayé'playing'catch-up ball,

9 . that they've got us beat by $100 billion a year on this
10 g»chiseling business. It looks-to me like we need to get
H1 E ahead of the game at some'point.

12 b : What appeals to me is if we fix it so that if they go

12 | into something like that, that they might really lose a lot

{j) , i4 ?'6f money by'doing it. Now; that's what would make them stop
15 it
) | _
16 & I would appreciate it if you would do some more work

17 | and see if you can come up with a suggestion before we finish

1 . on this bill.

19 é Mr. Pearlman. We would beAhappy to do that.
|
20 | ' Senator Long. Thank you.
21 ' Senator Chafee. Mr. Chairman?
27 The Chairman. Yes, Senator Chafee.
23 | Senator Chafee. I am unable to stay -- not because of

2¢ ' this vote, but I mean return, under the present arrangements

s zsgganyway. Is there any chance of disposing of my proposal on
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the residential ;ttuctures?
The Chairman. Do we have something in writing on £hat?
Seﬁatdr Chafee,. Yes;-wé do. Somebody has circulated
it. What they have saidvig, they have come up with a

series of proposals; and’llthink the best proposal is as

follows: That the propréd rule would be the 20-year

depreciation for residéﬁgiélzproperty -- that it would be
that -- except for buildihgs.where 85 percent or more of the
units are rented to individuals meeting the definition of
"low“ and "moderate" income. Now, if_fhe.definition of low
and moderate,inC§me is beloQ 80 percent of local median
income‘adjusted for family size,

Senator Prybf. Now,'what>would that‘change be in the
present law, as we now have, Senatdré_

Senétor,chéfee. ‘Well;. the law as it is passed with
Senator Bentsen's amendment would exclude all housing from
the 20-year rulé.

The Chairman. Has Treasury had a chance to review the
amendment?

Mr. Pearlman. Yes, we.have; Senator. We.continue to

believe that it is not appropriate to make a distinction

- between housing and other property. We share Senator

Chafee's view on that point. And while this is an arbitrary
way to try to define "low" and "medium" income housing, it
is certainly an aéceptable way as far as we are concerned,
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and we.will be'héppy to work on. some other alternative.

The Chairman. Wwhat about the Joint Committee?

Mr. Wetzler. Well, this is a workable améndment.

Senator Chafee. Let's show a little more enthusiasm.

Mr. Wetzler. That's what Senator éhafee intended,
which is to keep 15 years for low and moderaﬁe; and go to
20 years for‘buildiﬁgs §h§¢e bredominately they are upper
income. o

" The Chairman. As I understand it, there is élso someone
from GAO here present? Mr. Gainés? ’

I guess what we are trying to determine is whether or
not the amehdment accomélishes what some‘indicate they woﬁld
like to do; and that is to make certain that we —- Well, I
g@ess one way to do it acfoss.the board is to just put

everything under the 20 years.-"Heré there is some

‘exception made.

Are'you familiar with the amendment?

’AMf; Gaines. I just saw it a few minutes.ago, and I
can answer technical questions; but.I just want you to know
that I am not speaking for a GARO posiﬁion.

The Chairman. Right.A Has the GAO reviewed this area
at all? |
M;. Gaines. We have done some work in the past.on the
tax-related costs of real estate, and we have some work under
way right how.
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As I understand the proposal; it would just create

(i) : 2 { this distinction between low and moderate income housing,

3 | middle income housing, and that the rule that would be used
4 || for defining,flow and moderate income" would be similar

5 | to what has been used in the'fax Code in the past, and that

6 that rule would be less éfringent than the one now being

7 applied to low and moderate income housing under say the
8 Section 8 or Public Housiné Programs; that Congress just
g é changed that rule to exclude everyone except very low income

10 ; households. -
The Chairman.-,What'would,be the revenue implications
of thié améndment?
Mr. Wetzler. Well; we are still trying to work on the
(i)» 14 i revenue estima;es. It wasAjust-Qorked out, you know, an hour
agé, and I hope to have something for you pretty soon.
Senator Chafee. It will pick up révenue, though.
Mr, Wetzler. 'It will-certainly gain revenﬁe, yes. If

i you did all of housing, it would be about a billion-one, and .

18

19 this will be some fraction of that; and we are trying  to

2 figure out an estimétevof how much.

1 Senator Pryor. May I ésk the Treasury what the

2 position is of the Treasury Department on not only Senator

23 ' Chafee's amendment but also the Bentsen amendment that Qas

y adoped earlier, which I understand now is a 10-to-8 vote with

two members not having been recorded.

)
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Mr. Pearlman..'Senator Pryor;lwe would. have preferred -
if the committee decides to go from 15 to 20 years, we would
have preferred to make a distinction between ne& and used
pfoperty rather than between commercial property, on the
one hand; and héﬁsing on theibthef.

Now that ﬁhe ccmmitﬁée,hgs chosen to make no new and
used distinctibn but.instéaa'ﬁo make a distinction between
esidential and commeréial“and industrial property, we
believe fhat Senator Chafee's approach of narrowing that

distinction to make it less of an across-the-board

distinction is a good modification to the proposal that the

committee has already adopted.

Senator Pryor. Is it a éood modification to something
you support or don't support?

Mr. Péarlménﬂ I think we can't‘support the extension
of ACRS from 15 to 20 years fér'new property. The whoie
spirit of ACRS was to try to eﬁcoufage capital investment,
and to extend the life for new p:operty we don't think is a
wise thing to do now.

If the committee is going to do that, however, we think
it is not desirable tdrcfeape‘a distinction between
industrial property}'on the one hand, where we think it is
important for continued capital investment, and housing on
the other, other than low and moderate income housing, with

which we have no procblem.
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The_Chairman. Well, let me rémiﬁd the members that we
have about five minutes left on this vote.
| Senator-Bradléy. Mr. Chairman; are we going to come
back, or not? |
- The Chairman. ‘Yeé. ,Thérelare two or three items I
think ‘we can accomplish Yét this afternoon.
Senator Chafeé;’wii¥3ybﬁ be'able to come back?
Senator Chafee. Weli; I would like toqute on this,
if we éould; t§ see where the chips are going to fall.:
The Chéirman. Do YOU want to vote on it now?
'Senatér Chafee. I woula.
Mr. DeArmenf. Mr. Packwood?
(No response)
Mr. DeArment. Mr. Roth?
(No response)
Mr. DeArment. Mr. Danforth?
Séhator Danforth. A&e;
Mr. DeArmeﬁt.- Mr. Chafee?
Senator Ch;fee. Aye.
Mr. DeArment. - Mf. Heinz?
-(No responsé)
Mr. DeArment. Mr. Wallop?
The Chairman. No.
Mr. DeArment. Mr. Durenberger?
(No response)
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Mr. DeArment. Mr. Armstrong?
(No response)
Mr. DeArment. Mr.~Symms?

Senator Symms. No.

'Mr. DeArment. Mr. Grassley?

Senafor Grassley. Néf

Mr. DeArment.. Mr..Lén§? 

-(No response)

Mr. DeArment. Mr.-Béntsen?

(No response)

Mr. DeArment. Mr, Matsunaga?

Senator Matsunaga. No.

The Chairman. Senator Heinz voﬁes Aye.
Mr. DeArment. Mr. Moynihan?

(No response)

Mr. DeArment. Mr. Baucus?

(No response)

Mr. DeArment. Mr. Boren?
Senator Boren. No.
Mr. DeArmént.> Mr. Bradley?
Senator Bradley. Aye;
Mr. DeArment. Mr. Mitchell?
(No response)
Mr. DeArment. Mr. Pryor?
Senator Pryor. No.
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Mr. DeArment. Mr. Chairman?

‘The Chairman. Aye. |

AndAI think Packwood votes Aye;

Senator Chafee. Senator‘Dﬁrenberger is on his way,

The Chairman. Right now the Yays are six and the Nays -
are éix, sO thevamendmenf is not agreed to.-

Senator Symms. Mrf.chéifman,ﬂis if in. order to
reconsider the vote on the Bentsen amendment?

Has Arﬁstfong got a,proxy'in here, does anybody kndw?

The Chairman. We will leave the récofd open.,

Let's go and come back of we can; thefe are two or
three items we can take care of.

(Whereupon, at_3;50 p;m.% the session wés recessed.)

AFTER RECESS |
‘(4313'p.m.)

Senator Moynihan. Mr. Chairman, we have béen able to
spot the gremlin thatASenator Bentsen very accurately
sensed was in our alternative_minimum-tax proposal, and now
I believe it has béen‘resdived. He was quite riéht, and

0

resolution was possible. - We have resolved it, and I wonder
if we might get on with the job and add up our total?

The Chairman. Right. I guess we don't need the revenue
estimates. They are not ready yet; are they, Jim?

Mr. Wetzler. Well, we are hoping to get them within

a few minutes.
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The Cheirman. But the point I would make is, when you
have that in tﬁe precise lehguage; if you would clear that
with Senator~Bentsen.

Mr. Wetzler. The draft language?

Senator Bentsen, _Weil;jhe_showed me the language. That
is the language that.you'eent me. It at least showed what‘

you were accomplishing. .And if you do that with the

. language; that's fine.

Mr. Wetzler. We haven't done drafting on this.
Senator Bentsen. Nc, I understand that.

Senatdr.MOYnihan. But Senator Bentsen is satisfied

. with what you mean to accomplish by the draft in that

spectlcular language in which the tax law is written, then.

Then I would propose that we -- I don t know if there
is enough of a "we" here. Senator Danforth is out in - the
corridor. |

The Chairman. Is that right? Or do we need seven?

Mr. DeArment. We need five.

The Chairman. Oh, five. Excuse me.

What about Section lel? That was anether area we were

going to look at during the noon hour. Has Treasury had a

chance to review that?

Mr. Pearlman. Yes. We had looked at that provision
last year, Senator. I am not necessarily in opposition, but
I think the committee should understand the effect of the
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provision, and théﬁ is, to the extent tﬁat a ;oés in one year
is-gbing tc have an effect because of a gain in the other,
or-§ice versa; there is a much greater likeiihood that a
césualty loss or an involuntary ccnversion experienced by a
taxpayer because his_businesS'goes under or he suffers a
catastrophy in his businéé§; it is going to be converted from
an opdinary loss to a cépiﬁéiiloss; and that concerns us.

fér that reaSon; we are réiuctaht fo see the proposal enacted
in its present fofm.

I_would suggest that if the committee pursues this-

" proposal and adoptS~it; that it might consider excluding

from the matching rule losses experienced by casualﬁy cr.
involuntary conVersiQns; so that if someone has a totally
unanticipaﬁed loss that‘he can't control -- fire, or othef
anualty -- that he will not bé pénalized merely because he
had a 1231 gaiﬁ in another year. |

I think the abuse here is the planned transaction, where
you have some 1231 losses and some l23l'gains, and you make
a decision'as fo when you are going toAdispose of a piece of
property so thét you can maximize the losses and minimize»
fhe gains. And it is leés'likely that that will happen when
yoﬁ aré taiking about involuntary conversions and casualty
lossés. |

So we would suggest, if the committee goes forwafd, that

it consider modifying the proposal to take that into
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consideration.

The Chairman. Jim, do you_havé any comment?

Mr. Wetzler. Well; Mr, Chairman; we haﬁe.the revenue
estimate now on the minimum tax proposal, which would.raise
$1,2 billion, which is less than the $2.0fbiilion wé had
this morning; but it is still a significanf'revenue item.

The Chairman.. Alllrigh£;~ |

Senator Danforth. And this includes the foreign
taxation?_ |

Mr. Wetzler. Yes. This is the‘original proposal,
which includes the foreign earned incomé andbthe loss rule,
with the modification to deal with the real loss.prOblem._

Senator Moynihan.v Mr. Chairman; i would move the
measure.

The Chairman. All,right. “Without objedtioh, it wiil
be agregd to.

The 1231, Jim. Did you listen to the Treasury's
explanation of that?

Mr. Wetzler. Yes;

The Chairman. Would we make certain exclusions?

M;. Wetzler. Well; I fhink that would be an
appropriate modification; if you want to approve the
provisions with Treasury's suggestion I think you would still
preserve much of the revenue involved.'

The Chairman. Pardon?
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Mr. Wetzler. I think you would still preserve much

of. the revenue gain that was in the estimate.

The Chairman. Does that satisfy the concerns of

Treasury? Mr. Pearlman?

Mr. Pearlman. Excuse mé. I'm sorry.

The Chéirman. If we do the things you have suggestéd,

does that take care of yeur concerns in this matter?

Mr. Pearlman. Yes. I think that largely takes care

of our concerns.

.. that

that

than

1231

have

Senator Matsunaga. Mr. Chairman, did I hear Jiﬁ say
it will bring in 1,2? ,
Mr. Wetzler. The minimum tax would be 1.2 -- the one
was just agreed to. This would be .5, a little iess

.5, because of the amendment Treasury ié suggesting.
(Pause) |

The Chairman. Aall right; then. If we agree to.the
with the modification, as I understand Treasury would
no objection to that 1231 change with the modification?
Mr. Pearlman. With the modificatiops, that is correct.
The Chairman. Without_objection; we will agree tc that.

(PaUsef

Senator Symms. Mr. Chairman? I was just informed by

my staff that the minimum tax was just passed. That's not

true,

is it?
The Chairman. Right.
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Senator Symms. 1Is there going to be a chance to vote
.on it?

The Chairman. ‘Sﬁré. Do you want to vote?

Senator Symms. Well} I guess it is the same things I
said this morning; I think -that in order to target these
peoélé'fhat we want to gét.a;; thatASenator-Moynihan is
talking about; what we afé d6ihg is taking'away any
incentive for anyone'who aéesn't have wealth to ever be an

entrepreneur, aﬁd_I think that's just absolutely the wrong

‘thing for this committee to be doing. I want to be recorded

as Noon:that, I am_ﬁot in favor of anti-entrepreneurial
aétivities, and I would like to be recordéd as No.
The Chairman. All right. Let the record indicate.
Senator Bradley. Mr, Chairman?
The_éhairman. Senator’Bradley?

Senator Symms. .Maybe there are other members. I

-Adon‘t know if any of the othér members want to vote on this

or not.

The Chairman. i asked if there was any objection. We
had a quorum present, and there was no objection, so we
agreed to the amendment. We addresséd the concerns expressed
earlier.by Senator Bentsen. I think yoﬁ may have touched on
the same thing, as far as real losses were concerned, and
they have égreed to clear that draft language with Senator

Bentsen. And, based on that, the amendment was adopted
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without any request for a vote, rollcall.
Senator Bradley?

Senator Bradley. Mr, Chairman, I wonder, if we don't .

finish today, it isvydur'intention to come back next

Tuesday,‘as I understand. - Is that right? If we don'f
finishftoday?

.The Chairman. Yes. -

Senator Bfadley. I Qéndered if I could ask ﬁhe sﬁaff
some questions, and if‘they don't haVe the answers'maybe
they could get them 5y next Tﬁesdéy. |
‘ I wonder; what is the total’réyenue cost of the'
investment téx credit?

: Mr. Wetzler. I think it is around $20 biliipn a year.
{Senator'Bradley. .Twénty billicn dollars a year? And
then, for half of that; it would be $l0‘billiob7a;y§ar?
. Mr. Wetzler. Roughly, yes. |
(Laughter)
Mr. Wetzler. It's roughly 20, so half of it would be

roughly 10.

Senator Bradley. Well, you never know. Sometimes that

is, and sometimes it isn't.

(Laughter)
Senator Bradley. I mean =--
Senator Bentsen. I think that's a legitimate questioh,

Senator, I really do.
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. - Senator Bradley. That's right. We passed a tax bill
that was supposed to get more révenue and --

-'Anyway, the presént ACRS system; if it was returned to
essentially the system tﬁat éxisted prior to the 1981-ActA
how much'revenue would_thét raise?

Mr. Wetzler. I am not exactly sure, Senator. We will

- try to get that for you néxt week .,

Senator Bradley. Coﬁid you possibly get that?

But on the investment tax credit, it's.$10 billion a
year? What did you say on the investment-tax credit?

Mr. Wetzler. The whole credit was ébout 20, and half
the credit isAabout half of that;

Senator Bradley. All right.

If in this package we are shdoting to raise $48 billion.
and we have already raised $21 billion, we are really lcoking
for $19 billion? How much in revenue Qould it costvto
reduce rates by say-basically a couple.of points?

Mr. Wetéler. Weil, the corporate ra;e is about a
billion dollars per poiﬁt. | |

Senator Bradley. . A billion dollars per point? What
about on the individual sidé?

Mf. Wetzler. Well; there; of course; ycu have a
progressive rate schedule. So if you reduced each rate-by
One percentage point; that would, I imagine, probably involve
somewhere on the orde; of $15 billien.

Moffitt Reporting Associates
2849 Lafera Couert
Vienna, Virginia 22183

(703} 573.9198




10

1non

20

21

22

23

146

Senator Bradlef. Fifteen billioh'dollars.v

So if'you could get those numbers; I woold like that;
becatse we might have a chahoe to vote for not only some
tax reform but SOhe rate reduction next week.

I know Senator Sfmms.wahts to vote for rate reduction.

The Chairman. Yes;Ahe is for the rate reduction.

I think the one 1tem we want to take up yet today is
the financed lease rules, and Senator Durenberger has a

dlrect interest in that. He is with another committee.

Mr. DeArment._ Mr. Chalrman, one item that is a matter

of housekeeplng, that I hoped we could take up today, was
approving the committee rules for yet another year.

We would propose that the committee rules wopld,
continue in their present form.

The Chairman. There are no changes-suggested?_

Mr. DeArment. No changes proposed.

The Chairman.' Do you meah we have'been operating
without rules?

Mr. DeArment. No} we-have been operating with rules.
But the Senate rules require that on March 1lst of every

year they be republished.

The Chairman. Oh. Is there any objection to republishing

the rules, agreeing to the rules?

(No response)

Senator Bradley. How much does that cost, Mr. Chairman?
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The Chairman.‘ That's a revenue gain.
(Laughter)

Mr. DeArment. We won't actually republish them; we

will put ﬁhem in the Conéréésional Record.

The Chairman. That costs something.

Does Treasury have any other areas that we have been .
worki§g on with members?;{33'y

Mr. Pearlman. We can report to you,er, éhairmaﬁ, on
the nucieaf decommissioning piece of the premature adcruai
.ackage'where we think agreement has been reached, on the
nucleaf deéommissioning exceptioﬁ relief.“ﬁHoweVer, We
are still working on_the coal mining reclamation piece,>but
we are very close to ag;eemént; We should be prepared to
report to you Tuesday'morning on that.

(Pause)

The Chairman. Let's try just for a minute to reach
Senator Durehberger, and if he can't -- I know he is wrapped
up in anéthef-commitﬁee righﬁ down the hallwayfr |

Can you report what action the House has taken, Jim?
Are they étill in session?

Mr. Wetzler. Well; laét I heard they were. They were
hoping to finish tonigﬁt, and I .think they had approved a
humber of freeze items, including some of the ones approved
'here,>and most of the additioﬁal_oneé in Chairman
Rostenkowski's package. I think they had approVéd a fairly
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sizeable number of the reform provisions. I am not sure
exactly which ones..

The Chairman. I think the Administration should know
that if they can't come up with some_mofe révenues, we are
not going to consider any of their losers. I mean, if we»
are now asked to subtracf-f- we don't have what we need
right no&} but if we aréf@ékéd to subtréct from 45.8, we

are back to 37; and I don;t‘get much enthusiastic support
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from the Administration on a number of these items.

We will work out something on structures. I mean;
sooner or later we are going to have to work it out. I
vknow_there is a lot of jockeying gcing on right now, but

I think that is one area where I think the Administration

could be helpful.

We will vote on the health éare'cap, but I fhink

I can count -- I don't think there are the votes to pass 1it.

Maybe there will be some modification that might be

satisfactory.

"But beyond that, the section of the financed_lease

rules, we have just

I don't quarrel with the Administration; they are not

in a position to do anything on capping consumer interest

unless it were part

about covered the waterfront.

of the bipartisan agreement.

understand that correctly?

Mr. Pearlman.

That is an accurate statement.

{foffitt Reporting Associates
2840 Lafera Croary
Vienna, Virginia 22180

(703) 573-9198

Do

I




18

19

20

21

22

23

24

- 149

The Chaifman. "And I don't ‘think we want to mess around
with the $100 dividend exclusion repeal.
. What about the three;year base for income averaging?

Is that something they have done on the House side; or is

this a new wrinkle on what we have done earlier?

Mr. Wetzler.. Well;'fhis-is soﬁethiné you considered
last Fall and decided;ﬁ§tit6a69; but Qe just put it on the
list_again because I think”you were fairly close fg doihg it,
and néw when you are this close to your revenue targét;
you know;,it might warrante another léqk.

Téday your incomevaveraging'is based on the four prior
years' income and the excéss of youf current year's income
over 120 percent-of your base. 1In the Reconciliation

Package; you agreed to raise the 120 perceht up to 140

- percent. This propoSal would}_in addition to that, shorten

the base from four years to three yearé. That has réally
two principal effects:

First; the threé—year base is likely to be higher than
the four-yeaf base;<because income grcws over time, so you
would have less averageable income in the_current»yeér} aﬁd-

Secondly;,income averaéihg'has the effect of spreading
the averageable income téday over five years; and this would
change it so that it only spreads it over four years. So
you get baéically less benefit from income averaging; and

the revenue gain would be $1.6 billion.
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I guess the arguﬁent for doing something here is that
you have cut rates'significantly; and cut the to§ rate to
50 percent, you-have indexed; and so there is socmewhat
lese need for income averaging now than there was prior to
the 1981 tax cuts.  Sq-it'is.é relatively noncontentious
way of.raising some money;

"Last Fall when thisﬁhseiscussed; there was some
eoncern over the effectron farmers. We have looked at the
statistics;-and realiy farmers are not affected by this
proposai disproportionately to their share of the whole
population. Well; they are affected; of eeurse; but they
are not-really affected any more or less than eny other
sectors are; not Significahtly more or less.

The Chairman. What kind bf person is affected by this?

Mr. Wetzler. Well, really two kinds. There are pecple
who have sharp jumps in their income, and they'of course are-
also often people who benefit ffpm the eutAin marginal tax
rates. And then people; especially ones who are starting cut
and getting rapid increasesAin their income over a period --
rather pfedictable; steady'increases; ae peopie do when they
start working -- end then they benefit from income averaging.

Senator Bentsen. But they would still have four years

if we cut to three. You would raise the base -- what? To

140 percent?

Mr., Wetzler. Well. the committee has already agreed
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‘last Fall to.raise the threshhold, sé the income averaging

will only apply to the extent that your current yeér's
income~exceeds 140 peréent of your base. And now the
question is, should the base be shortened from four to
three?

‘Senator Bentsen. .Tofthe'three-yea: base from the
four—yearxbase; yes. Ydﬁ;ybﬁid move to a thfee-year base
instead of a four;yea: baéé.

Mr. Wetzler.' This proposal woﬁld, yes.

Sehétor'Bentsen. How much additional money would you
pick up?

-Mr. Wetzler. 'About-a billion; 600 million over the
three.years.- |

The Chairman. Does the Treaéury have any position on
this?’

Mr. Pearlman. I.can't say it's a strong position,
Mr, Chairman, but we are cohcerned about narrowing the base
from four to three years. It brings a lot ﬁore taxpayeré
into the averaging system;ibecause you have a fewer number
of vears, _Although I think-Mr. Wetzler is right, it doeé
raise more money.

Our apprdach was té leave the base at four years and
widen the brackefs, and I think that is still our preference.

The Chairman. Well, we've done that.

Mr. Pearlman. Yes; you have done that;4 Right.
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AMr..Wezler. Treasury's suggestion would lose about
half of the 1.6 that the full prcposal would. So it is
reelly juse a matter of how much do you want to cut back.

The Chairman. I think the p01nt they make -- do you
have any estlmete on how many more taxpayers are going to
be affected?' |

.Mr. Pearlman. We doiyeha I'm sorry, I just don't have
that data in front of me. "But I can provide fhat. We did
do an eseimate”on.the number of texpayers. |

The Cheirman. Let's just reserve that ﬁntil Tuesday, .
but let's put that at the top of ehe list teAvote on or
consider in some way. | |

Senator Durenberger?

Senator-SYﬁﬁe. "Mr. Chairman, what did they say about
farmers on fhat? Senator Grassley had asked about that

earlier.

Mr. Wetzler. .Well; we have seme statistice on ﬁow many
farmers would be’affected by the proposal, and it is really
hot significantly disproportionate to their share of thel
everall population.

Senator Pryor. They den't make enough to pay taxes.

The Chairman. Well, some do.

Mr. Wetzler. 1I have some actual computer runs,

Senator Symms. But you are going to set that over until

: Monday, right?
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Tﬁezchairman. On Tuesday.

éenator_ Symms. All right.

The Chairman. Why don't we get that information for
Senator Symms. | |

Senator Durenberger? 1‘know you are anxious to be
heard ‘on this issue.

Senator Durenbergef;{;Which issue is this?

Mr. DeArment. This is the proposal to freeze the
financed lease rules. o

Senator Durenberger, I would be glad to be heard on
-hat one. Thank you.

Mr. Chairman; in a way I appreciate your delaying the

discussion of this subject until the end of the big ticket

‘items, because it takes me back two years to where we were

with somethingvcalled "'safe harbbr leasing."
I am not‘going to spend a lot of'time explaiﬁing to yéu;
certainly; or to Spark or to Dave or to Steve what the
issue 1is, but let me-justnéay why I oppose this notion.'
First, it isn't the freeze that was contemplated by some
of the other freeze prbposals that ran around here to cut
deficits, aﬁd that is freezing taxes. This is not a tax
matter; this is a financing matter, largely. It affects
péople who have made decisions since July of 1982 on a
variety of financed leasing measures, and it is goihg to
disrupt a whale of a lot of contracts that are out there,
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some of them small and some of them éxtremely large.

But I think probably from my standpoint; more important
thaa that is a pefsonal‘matter. I sat around here in 1982
with most of the rest of you and handed out bennies labeled
"Roth-Kemp" rlght and left to about half of America, while
the other half of Amerlca - agrlculture, steel, autos,
alrllnes, the basic 1ndust:1es in America -- got nothing
out4ofvthat_process.

In l981, after we did the big bennies;’we had something,.
called "safe harbor leasing " ahd safe harbor leasingiﬁas a
modlflcatlon of a system that grew up through 1nvestment
tax credlts by whlch people c0le buy and sell the tax

credlts - it had been through 1everaged'leasing -- and it

'beéame a_great.business. A lot of people made money selling

tax credits in this country. Big money center banks made a
lot 6f money, General Electric was the biggest hog of all --
they sicked up the money on leveragea leasing; A lot of
lawyefs made'money,>a lot of tax people made money, everybody
who had to'dfaft the'contracts'made a lot of money .

The people.that.didn'tkmake much money were the
railroads iand the airlines, and all.the folks that weren't
profitable enough to have tax credits.

So we said; "Now-that we are making it more prefitable

for all the other folks out there with ACRS," Don Regan

| said, "let's at least do something to access some of the basic
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industries in this country to éome of'fhe»tax credits that'
come with their investments. After all; they we;é méking
the iﬁvestmenﬁs;" so, they created safe harbor leasing.

And somebody read a story where General Eleqtric'haa
not paid any taxes becéuse it took advantage of safe harbor
leasing. Well General Electrlc had it both ways, they could ‘

get it comlng, they could get it 901ng. They could make it.

on leverage, they could_make it on safe harbor. But théy'

got to be the example of the big hog at the trough on safe
harbor leasing. |

~So we came in here and pretty well did away ﬁith'safe'
harbor leasingf In the_process;,this'Senator did one of_thoSe
tﬁings I was always told that Senators do, and he sold his
vote in,order to save some of this safe;harbor 1easingAand
to save some of the stuff that I am arquing fer right now.

I gave you withholding. I was the key vote onV  |
withholding; and it was at midnight oneinight in the
Chairman's offlce, to save that bill in 1982 and to save
what I thought was good for Amerlca, that we have had 10
months ofjw1thhold1ng.

So; I want to pardon you; Mr. Chairman; for it. 1I

know you didn't want to go through this yourself; but I

could personalize the issue a lot more if ycu wanted me to.

(Laughiter)

The Chairman. Could I just suggest we did freeze
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withholdiﬁg, for a long time.

Senator Durenbergep. Yes.: I stuck with you to the
end on that one, too.

(Laughter)

Senator Durénberger.' The poin here; simply, is that
this looks like a goocd goose to cook; time and time again.
But I sit here and think;wé’afe cooking the wrong geese. And
for that reason, Mr. Chaifman; I think we ought to vote on

whether or not we get rid of this; or postpone it for four

_years, or Whatever this proposal is. I would like a record

véte'on~it;

The Chairma. What I would like to do, if it is all
righ# with Senator Durenberger; wé have raised it today, is
to withhold fhe vote until Tuesday; to give Treasury sone
time to £ind some alternativés,ladditionél alternatives.

Would that be all right?

Senator Durenberger. Hold the vote?

" The Chairman. Yes. We are down to about five members,
and there are three or four in the back of the room.

'Mr; Wetzler. Mr.:Chairman; could I just clarify that?

The Chairman. Yes.

Mr. Wétzler.‘ On financed leasing, the revenue estimate
assumes that the proposal here will have transition rules
similar to the ones in Chairman Rostenkowski's amendment
over in the House side; which would grandfather in situations
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where ‘the leases have élready_been signed, or they are

binding contracts, or construction has already begun on

the properties.

Senator DUrenberger. Well; if I don'ﬁ get ﬁhe votes,
I-would be glad to sit dowh,and see what kind of
grandfathers and mothers'éqt created.

Fér me this is a maégéfﬁbf principle. I mean, I feel
that strongly about it. Sé~I hope that I can find nine or
ten other votes here juStjto keep‘it in place.

I have offered up billicns of dollars in tax savings
that cut across the board and don't singlerut certain
industries in América like this does; but I wouldvbe glad to
support in lieu of it.

Senator Matsﬁnaga. Mr. Chairman, pérhaps the
petsonaliZation of his argument thfew me off track, but- is
the Senator for or against the proposal?

The Chairmén{ He is against it.

fLaughter)

Sen&tor Durenberger. I am for the continuation of the
financed leasing.

Senator Matsunaga. Ail right.

The Chairman. All right} let's postpone that until
Tuesday. As far asvi know; that pretty much.covers every
proposal we have here, with probakly two or three exceptions.

Now, are we available on Tuesday all day?
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The Chairman.,

Mr. DeArment.
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Yes, Mr. Chairman, we are available.

How about Wednesday?

Wednesday we have a hearing on the

Social Security Adviso;y Council's recommendations on the

Medicare Trust Fund Solvency.

‘The Chairman.
Mr. DeArment.
The Chéirman.
Mr.‘DeArment.

The Chairman.

Wheh.isifﬁat?

At 10 :,'0-0‘.

ﬁe méy need*to-postpone that.

All fight.- We can take that acfidn.

Now, I have suggested to Senator Bentsen

and Senator Chafee and Senator @ong that maybe on Monday if

Mr. Chapoton is available and Mr. Belas, and bthers( that

we might discuss the insurance package, scrt of a

subcommittee; and then present that to the full committee

hopefully Tuesday af ternoon. Otherwise, we never are going

to complete action on this total package.

So how many other add-ons are there? We are not going

to have room for any add-ons, as I can see. We are still

about $6 billion short; and nobody wants to add anything to

that figure, sc I don't want to add anything to the bill.

Senator Durenberger. Mr. Chairman, I made .some

suggéstions yesterday, and I wonder if there has been a

revenue package?

j chance to look at that and come up with any estimates for the
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Mr. Belas. Mr. Chaifman}(we have been spending a fair
amognt of time with tﬁe various staffs;»in particular on
the VIVA and cafeteria plan provisions. We still have a
little bit farther to go on both of those provisions. I
think;Awithoﬁt any.doubt;‘weAwill be ready on Tuesdayvto
discuss it in detail;

The Chairman. Well;amaybe by Tuesday afternoon we

would like to get into the -- maybe at that time we could

~ffer the insurance report from the so-called "working
,J;up"-to\the.full”committee. Obviously; we aré not trying
to dény anybody their right to offér amendments, but it
might make it_é-littleAeasiér to facilitate. Maybe

Senator Durenberger would like to join thaﬁ gréup oﬁ

Monday afternoon -- 3:00. |

Is there anything else?

Senator Matsunaga. Mr. Chairmaq;_do you recall that
18t year before we adjourned I requested that a study be
.ade by ‘the staff relative to a gross ihcome tax for debt
payment purposes only? According to hy'figures, here we

have béeen dealing with half a million here; 1.1 billion,

1.2 billion; but if we do as I propose, have a gross income

tax of 1 percent, we will raise $20 billion a year --
$60 billion over the next three yeafs. And if we raise that
to 3 percent; which is such a small amount that I don't think
anybody will really complain;.if we explain that this is for
Moffitt Reporting Associutes
2849 Lafere Cout

Vienna, Virginia 22180
(v03) 573.9195




.Ci)“

1
12
13

14

16

19

20

21

22

23

160

for the purpése of»retiring the national debt;_wé will raise
$180‘billion; accofding to my estimate} in the next thfee

years. 'And it is so simple. I think the IRS would havé no
problemé in calculating it; it is based on the gross in?ome.

We had in Hawaii‘a-fou:'percent grbss income tax, so
easy to administer; [{e] eaéy'to ¢olle¢t; I don't know Qhether
the spaff has made any s£u§y 6n this or whether anfoné
thought I was serious abbuf it; but if next week we are asked
pye) pfopqse revenue meaSures;-i wi;l propose this, and I
would like to have the staff work out»the figures on it.

Mr. Wetzler. We will be happy to do that, Senator.

Senator Matsunégé. Thagk you.

The Chairman. Well, maybe you can report on that
Tuesday?‘ |

I need to.go down and question Mr..Meese.

~ Senator Baucus. Mr. Chéirman, I was goné when the
minimum tax measure came up -- i had to handle an amenament
on the fioqr, and I didn't know.ip was going to be coming up}
I know Senator Wallép had inte;est in it, too.-- did it apply
only to things that were at risk? Is that what I understand?
Things that were covered under the at-risk rﬁle would not be
covered under it, is that correct?

Mr. Wetzler. No.’ Essentially what we did was take
Senator Moynihan's original proposal and added an amendment
saying it would not apply to the extent that youf losses
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equalled your actual investment plus the amount of recourse
indebtedness. So essentially it would not_apély in cases
where you have a real out-of-pocket loss.

Senator Baucus. A real lﬁss. Well; I think I agrée
with‘that) but I just want tO'raise the caveat, and I know
Senator Wallop did; too, ‘that we might want to reopen'it.'

I just want to look,gt‘ié carefully. I think that
sounds-all right, and I aéblogizg; I had to be over there or
I wou;d have been here to look at it.

The Chaifman.‘ Let's make certain wé show.the a;aft
language to'Seﬁator Borep and Senator Wéllop.

- Senator Baucus. Senator Wéllop had an interest in it,

. : ' |
too; and I think we Eoth want to reserve the right to look at
that before the record be deemed that we are recorded in
favor of it. Wé want to look at it. I think it sounds all
right, but I do want to see some lahguage;

The Chairman. All right. We ha§e'£omorrow thaf‘we can
meet, but we are sort of -- I wouldn't say we're at a dead
end, but we are at:the end 6f the list. There are two or
three thingé we are working‘dn that I think will make a lot
of people happy, but we don't quite have it worked ouﬁ.

It would be a go§§ time for staff to work with members -
and with Treasury and the Joint .Committee, and I assume you
are very busy drafting this material, ip any event.

Thank you very much. Then, at 10:00 Tuesday.
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‘162
(Whereupon, at 4:50 p.m,; the mark<up session was

-recéssed, to'reconvene Tuesday, March 6th, at 10:00 a.m.)
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