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BENEFITS FOR TROOPS IN THE PI RSIAN GULF

WEDNESDAY, FEBRUARY 27, 1991

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:14 a.m., in

room SD-215, Dirkgen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Also present: Senators Baucus, Bradley, Daschle, Breaux, Pack-
wood, Danforth, Chafee, Durenberger, Symms, and Grassley.

[The press release announcing th6 hearing follows:]
[Press Releabe No. H-4, Feb. 22, 1991]

FINANCE COMMiVFEE-TO CONSIDER BENEFITS FOR TROOPS; BENTSEN SAYS ADDITIONAL
STEPS CAN AID SOLDIERS AND FAMILIES

WASHINGTON, DC-Senator Lloyd Bentsen, Chairman of the Senate Finance Com-
mittee, announced Friday a hearing on proposed benefits for troops in the Middle
East.

The hearing will be at 10 a.m. on Wednesday, February 27, 1991 in the Dirksen
Senate Office Building, Room SD-215.

"Last month, Congress gave our Persian Gulf troops and their families some real
peace of mind by passing a bill, which originated with the Finance Committee, to
allow them more time to file their taxes. But there are other steps we can and
should take," Bentsen said.

"The Persian Gulf Task Force, which Senator John Glenn has chaired and I'm a
member of, is 4 utting together a package of benefits for our military personnel and
a number of these are under the jurisdiction of the Finance Committee. I want to
take a close look at those and other measures to help our troops and military fami-
lies," Bentsen said.

The proposals to be discussed include:
a Raising the $500 per month exclusion for military pay to officers in a combat

zone to $2000 per month.
* Permitting Operation Desert Storm personnel to make penalty-free withdrawLds

from IRAs and employer-sponsored retirement plans.
* Permitting states to issue mortgage revenue bonds to finance home mortgage

loans for veterans of Operation Desert Storm.
* Providing an exclusion from gross income for any compensation received from

the armed services by Operation Desert Storm POWs and MIAs.
* Permitting an employer to include an employee's Desert Storm service in calcu-

lations for qualified pension plans.
* Allowing an above-the-line deduction for certain expenses incurred by reservists

and National Guardsmen.
* Permitting military personnel stationed abroad to qualify for the earned income

tax credit.
* Removing certain restrictions on unemployment benefits for ex-servicemen.
"Our troops in the Persian Gulf are under tremendouspressure and they're doing

a fine job. They are far from their families, who are undergoing hardships of their
own," Be ntsen said.

"We ought to give these and other measures close consideration as we explore
what more we can do to benefit our armed forces and their families," Bentsen said.



OPENING STATEMENT OF lON. LLOYD BENTSEN1 A U.S. SENATOR
FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMITTEE

The CIAIRMAN. This hearing will come to order. I want to apolo-
gize to those in -attendance. We have just had a private briefing
concerning the Uruguay Round and free trade agreements, and we
had quite an extended discussion, as you can imagine.

Last month Congress took the first step in addressing some of
the concerns of the troops in Operation Desert Storm. One of the
things we did was to extend the time for filing returns and paying
income taxes. There were many other things that.%&e also felt had
to be done, including the Chairman of this committee, and other
Members of the Congress, but we deferred action on those in order
to expedite passage.

We assured our colleagues at the time that we would give other
issues full consideration; and that is what we are doing today. So I
am )ooking forward to hearing what my distinguished colleagues
have to say in their testimony this morning.

We have an excellent panel of experts. We will hear from two
servicemen's wives, who truly understand some of the sacrifices
that are being made.

The Persian Gulf Task'Force under the able chairmanship of my
friend, Senator Glenn, has been considering adfitionai measures,
and some of those come under the jurisdiction of this- cornmitlee.

Under current law the entire, pay of enlisted personnel is ex-
cluded from taxes. But officers may only exclude $500 a month.
That level was set about 25 years ago and there has been no
change to take account of inflation since that time. Adjusting that
exclusion for inflation would make it approximately $2,000 toda~y.
We ought to consider increasing that exclusion.

,During the Vietnam War prisoners of war and soldiers missing
in action received a total exclusion on income that they earned
while captured or missing. I think we need to extend that rule to
our soldiers who have fUlen into enemy hands in this war. I b-
lieve that is the least we can do to ease the burden for their fami-
lies.

We should also consider waiving the 10-percent penalty when
Desert Storm troops withdraw funds from their IRA's. Many of
these families are facing very serious financial difficulties, and
their IRA may be the only savings that they have available.

Under current law, they would have to pay income taxes and a
10-percent penalty on the withdrawal. We surely do not want to pe-
nalize taxpayers under these conditions.

We also want to look into the rules for unemployment benefits
for ex-servicemen. In the early 1980's this program was changed to
require a month's waiting period and to limit the duration of bene-
fits to a maximum of 13 weeks, making that program less generous
for former servicemen than for other unemployed persons.

Perhaps those rules made sense during a peacetime expansion of
the armed services. But I have real questions whether they are ap-
propriate today.

Of course, we hope those returning after the Gulf conflict are
going to find their jobs waiting for them. But some will not, and
they should have fair access to unemployment benefits.



With our troops in the Persian Gulf facing substantial hardships
and danger, the least the Congress can do is to recognize their ex-
traordinary efforts and do its part to ease the disruptions and the
hardships they are facing.

I would like to turn to the Ranking Member, Senator Packwood,
for any comment he might make.
, [The prepared statement of Senator Bentsen appears in the ap-
pendix.]

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S. SENATOR
FROM OREGON

Senator PACKWOOD. Mr. Chairman, only one. Your State and
mine, and three others, are the only ones that have Veterans
Home Loan Programs. And at the moment the veterans of the
Desert Storm/Desert Shield operation would not be eligible to par-
ticipate in that program. I would hope at a minimum, as we are
considering these proposals, that we would extend the eligibility so
that the veterans of this effort will not be discriminated against.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you.
Senator Baucus, do you have any comments?
Senator BAUCUS. I have no statement, Mr. Chairman.
The CHAIRMAN. Thank you.
Senator SYMMS. Mr. Chairman, I would like to ask unanimous

consent to insert my remarks in the record at this point.
Thank you.
The CHAIRMAN. Yes, of course.
Senator BREAUX. Mr. Chairman, I have the same request.
[The prepared statements of Senators Symms and Breaux appear

in the appendix.]
The CHAIRMAN. We have a number of our colleagues here this

morning. We are very pleased to have them.
I would call on Senator Glenn, who is chairing that.
Senator GLENN. Mr. Chairman, I believe Senator Ford has a few

minutes here and he has to go to a funeral. I would be glad to let
him go first.

Senator FORD. I have discussed this with my colleagues and they
have graciously agreed, since the funeral of former Senator John
Sherman Cooper will be this morning.

The CHAIRMAN. We are very pleased to have you. Senator Ford,
if you would proceed.

STATEMENT OF HON. WENDELL H. FORD, A U.S. SENATOR FROM
KENTUCKYI

Senator FORD. I thank you very much and I appreciate the oppor-
tunity to testify today in favor of extending the tax benefits en-
acted last month in H.R. 4 to our military personnel, particularly
reservists and National Guard supporting Operation Desert Shield
and now Desert Storm in locations outside the combat zone.

I commend the Chairman for holding these hearings. He under-
stands the needs and is attempting to do what he feels is right and
in the best interests of our military personnel. No matter what our
individual positions were at the onset of the conflict, we have now



come together in a united voice, supporting our troops and their
families.

These hearings today reinforce that message as we consider their
special needs both during and after the conflict. As the Chairman
knows, I first raised the issue of expanding tax benefits to our
troops serving outside the combat zone during the debate on H.R.
4.

As a co-sponsor of S. 8, I supported that legislation and congratu-
late this committee on the expeditious and bipartisan handling of
it. But as I stated then that legislation in my opinion simply did
not go far enough to recognize the hardships being faced by our
military personnel and especially their families, particularly re-
servists and National Guard serving outside the Persian Gulf.

Mr. Chairman, as you know, of the over 160,000 National Guard
and Reserve personnel activated today; only about 60,000 are serv-
ing in the Persian Gulf region and stand to be assisted by the legis-
lature we adopted last month.

However, the remaining 100,000-plus reservists and National
Guardsmen are watching an April 15 tax filing date, quickly ap-
proach without the ability or resources to go home every night to
work on tax forms, or to collect receipts and files.

These personnel, and those in the regular military forces, serving
outside the Gulf Region in support of Desert Storm are no less .de-
serving of our understanding and our assistance during this con-
flict. Many of our reservists were activated on very short notice,
initially called up last August for only 90 days. That deployment
was then extended to 180 days, and now has been potentially ex-
tended'for up to 2years.

These dedicated personnel responded willingly to the call, but o -
viously had no way of knowing that their deployment would extend
beyond our April 15 filing deadline. Although current law allows
these personnel to receive an extension of filing time, tax dates
remain due on April 15; and penalties and interest continue to
accrue.

For those who have faced Lbii.ess losses or downturns due to
their employment an extension of filing time alone is very little or
no help at all. For Federal income tax filing purposes geographic
location does not determine hardship. For many of our reservists
any deployment creates a tremendous hardship. This is particular-
ly true for those small businessmen, sole proprietors or health care
professionals serving in rural areas.

The fact that these dedicated men and women are away-from
their homes and offices, and so may not have ready access to
needed tax files, creates a tremendous hardship. That is true
whether they are deployed 40 miles, 400 miles or 4,000 miles from
home.

So, Mr. Chairman, I encourage the Committee to extend the tax
benefits we provided in H.R. 4 for our military personnel stationed
in the Persian Gulf to all personnel activated in support of Desert
Shield and now Desert Storm.

I commend the Chairman and the committee for their action on
these matters and I look forward to working with them.



In closing, Mr. Chairman, I ask that letters from the Reserve Of-
ficer's Association and the National Guard Association in support
of this position be included in the hearing record.

The CHAIRMAN. Without objection that will be done.
Senator FORD. I also ask that a letter from Senator Sam Nunn,

Chairman of the Armed Services Committee to you, Mr. Chairman,
dated February 8, 1991, in support of extending these benefits to
reservists serving away from home be included in the hearing
record also.

The CHAIRMAN. That will be done, Senator Ford.
[The letters, mentioned above, appear in the appendix.]
Senator FORD. 'Mr. Chairman, I thank you for the time. I will be

more than pleased to answer any questions.
The CHAIRMAN. Well, we will not hold you, Senator Ford. We un-

derstand your obligations.
Senator FORD. You are might nice, Mr. Chairman.
I do thank my colleagues for giving me the benefit of a time

crunch.
The CHAIRMAN. Thank you.
[The prepared statement of Senator Ford appears in the appen-

dix.]
The CHAIRMAN. Senator Glenn is the Chairman of the Task

Force on the Persian Gulf War Benefits. We are very pleased to
have him here. He has made quite a study of this issue. Thank you
very much, Senator.

STATEMENT OF HON. JOHN GLENN, A U.S. SENATOR FROM OHIO
Senator GLENN. Thank you very much, Mr. Chairman. I do ap-

preciate the opportunity to appear and want to compliment you on
moving as expeditious as you and the other committee members
have to address this, both with legislation already passed and with
what you are doing here today.

The first bill that I will address, one that has been referred to
this committee as S. 199, is a bill that would amend the Internal
Revenue Code of 1986 to exclude from income the pay received for
active service by a member of the Armed Forces of the United
States in a dangerous foreign area. The bill would increase from
$500 to $2,000 the monthly military income that could be excluded
by officers.

Mr. Chairman, the reason I introduced S. 199 was because I felt
that even before combat started in the Persian Gulf that the condi-
tions there were just as arduous and practically as dangerous then
as they are now. The bullets were not flying then but our forces
were thin, and the likelihood of sustaining losses had Saddam Hus-
sein decided to attack was almost certain.

Right after hostilities began in the Gulf, the Presiolent on Janu-
ary21 signed an Executive order designating the Arabian Penin-
sula area, air space, and adjacent waters as a combat zone. This
designation meant that for Federal income tax purposes military
pay received by enlisted personnel while serving in the combat
zone would be exempt in its entirety from Federal income tax.

For officers in the combat zone, existing law limits the exemp-
tion to $500 per month. The combat zone designation also triggers



a provision in existing law that provides that members in the
Armed Forces in the combat zone will not have to file their income
tax returns until at least 180 days after they depart the Persian
Gulf, without penalty.

As you know, Mr. Chairman, the Finance Committee took the
lead earlier this year to provide this latter benefit before the onset
of hostilities, and also to provide that refunds received as a result
of delayed filing also would accrue 'interest. I want to applaud the
committee's prompt action to come to the aid of our military per-
sonnel placed in harm's way, and their families.

Obviously, since the Persian Gulf area has been declared a
combatzone the portion of my bill S. 199 which would provide for
income tax exclusion for members of the Armed Forces in danger-
ous foreign areas-which I must say was targeted to military per-
sonnel deployed to the Gulf-is moot.

However, the portion of S. 199 that would raise the monthly ex-
emption limit for officers is not moot. The current monthly limit of
$500 per month for officers was set in 1965. And just simply adjust-
ing for pay raises and adjusting for inflation since then would raise
the limit to $2,000 per month by keeping the same basic relation-
ship between the exemption and monthly pay that existed then. So
I urge the committee to act favorably on this portion of S. 199.

The other bill I introduced that is under the jurisdiction of this
committee, Mr. Chairman, is S. 205, a bill that would equalize un-
employment compensation for separating military personnel to the
same standard for civilian personnel. Right now unemployed civil-
ian personnel are entitled up to 26 weeks of unemployment com-
pensation, starting 1 week after they are separated from employ-
ment.

On the other hand, separating military personnel are entitled to
only 13 weeks of unemployment compensation, and then only after
they are separated from military service for 4 weeks.

Last year the Armed Services Committee included a provision in
the fiscal year 1991 Defense Authorization bill that passed the
Senate that is identical to S. 205. We had worked in that on a Man-
power Subcommittee on Armed Services that I chair. The reason
the Armed Services Committee included that provision was to pro-
vide a safety net for military personnel equal to their civilian coun-
terparts.

This inequity first came to our attention when we were consider-
ing the long-term force reductions that were being planned for our
Armed Forces last year in the wake of the developments in Eastern
Europe and the Soviet Union.

We planned a 25-percent reduction in military manpower over
the next 5 years. The budget just submitted by the President main-
tains this same direction of reduction, notwithstanding the Persian
Gulf conflict. Militar/ personnel will have to be separated from the
military services, either voluntarily under early out programs or
perhaps even forced to separate.

In looking at how we should take care of these separating per-
sonnel we discovered the disparity in the unemployment benefits
between military and civilian personnel, and we moved to correct
it.



Because of a jurisdictional question raised by the House in the
Conference on the fiscal year 1991 Defense Authorization Act, and
at the request of the Chairman of the Senate Finance Committee,
we agreed to recede on the provision with the understanding it
would be addressed this year.

Mr. Chairman, I know that some would question why We need to
move out smartly on enacting S. 205 since we are not reducing our
forces at this time. It is a good question, but I believe there also is
a good answer: The answer is that the plan that manpower reduc-
tions, releasing 100,000 people this year, and releasing 100,000
people next year, and so on until we have reduced by half a million
people over a 5-year period has been put on hold only temporarily.

As soon as the Persian Gulf conflict is terminated, and we all
hope it will be soon, the military services all plan to get right back
on that path of reductions in cutting back.

For example, in order to stabilize manpower levels the military
services have put a hold on separations. Several thousand military
personnel who had dates of separation late last year and early this
year have been involuntarily extended in the military indefinitely.

This "stop loss" policy, as it is called, is still in effect. When the
reduction is effected, I expect there will be a rush of those people
to get out and get on with their lives as they expected. Many will
have had their employment plans or their education plans disrupt-
ed. They will face a future that is. more uncertain than they faced
before their plans were disrupted.

I think we owe it to these people and their families to at least
have a safety net equal to the safety net we provide civilian person-
nel where they run into problems securing employment.

We are not talking about a huge problem here because we put in
a pretty good transition program last year that includes job assist-
ance. This unemployment compensation safety net needs to be
there for those who may fall through the cracks.

Mr. Chairman, I want to thank the committee for holding this
hearing. We want to make sure that we do take care of our mili-
tary personnel and their families as they serve in these difficult
times, and certainly to not forget them when they return.

I believe bills S. 199 and S. 205 do a small part to keep this faith
with our military personnel, and hope the committee will act favor-
ably on them. -

We have CBO cost estimates on these bills if you wish to get into
that. I would be glad tQ. answer any questions, Mr. Chairman.

[The prepared statement of Senator Glenn appears in the appen-
dix.]

The CHAIRMAN. Senator Glenn, we will have to consider the
costs, of course. I understand S. 205 is estimated to cost $61 million
in 1991 and $656 million over 5 years.

The other bill is S. 199. It would replace the requirement that an
area be designated a combat zone with a requirement that an area
be designated a dangerous foreign area.

I understand from the staff that we could save $108 million if we
moved the effective date of S. 199 up to January 1, 1991 and re-
tained the requirement that the area be designated a combat zone,
if revenue considerations forced us in that direction. I would like to
have your opinion. •



Again, if we have to face difficult choices because of revenuecon-
siderations, how would you balance the proposals? Which is more
urgent?

Senator GLENN. Well, I had not really thought about it in priori-
tizing one to the other, Mr. Chairman. I guess I would probably
come down on the side of saying that combat service would take
precedence in that case.

Now the unemployment part in S. 205 isgoing to cover a greater
number of people, but we do not know yet the exact number of
people that will be getting out at a particular time.

The cost estimates that you have on S. 205 are the same that I
have also. The CBO cost estimate on S. 199 is $34, million.

The unemployment figures for S. 205, however, are a bit more
soft, I believe. The $61 million cost for fiscal year 1991 is an esti-
mate since we do not know how many people will have difficulty
adjusting and how their unemployment benefits would go. So that
one is a little less certain.

The CHAIRMAN. I must say, Senator, you have devoted a great
deal of effort to this task and we are most appreciative of your con-
tribution.

Senator GLENN. Thank you, Mr. Chairman.
We appreciate your efforts also. You are a member of the Task

Force and we appreciate the work that you are doing on this also.
We are going to get our package out just as fast as we can.

The CHAIRMAN. Good. Good.
Are there other comments for Senator Glenn before we move on?
[No response.]
The CHAIRMAN. All right.
We will take you gentlemen in the order of seniority here. Sena-

tor Kasten?

STATEMENT OF HON. BOB KASTEN, A U.S. SENATOR FROM
WISCONSIN

Senator KASTEN. Mr. Chairman, thank you; and thank you for
the opportunity to testify before this subcommittee. I want to say
at the outset that I support the legislation that Senator Ford was
speaking about also.

My legislation refers to the point that the Senator from Oregon,
Mr. Packwood, brought up in his opening comments. On February
5, 1991, 1 introduced the Veterans of Operation Desert Storm Home
Ownership Act of 1991. This legislation is very simple. It would
make sure that the brave men and women called to duty in the
Persian Gulf receive the same housing benefits that their predeces-
sors from World War I, the Korean War, and the Vietnam War en-
joyed.

Let me just give you a brief background on the Mortgage Reve-
nue Bond Program.

The CHAIRMAN. I must say, Senator Kasten, I promised you I
would have early hearings on this and ,-c, would move; and we are
doing that.

Senator KASTEN: I appreciate your help.
Current law does not permit certain States to issue bonds to

make home loans to veterans discharged after January 1, 1977 fol-



9r

lowing the Vietnam era. This limitation on Veterans Mortgage
Bonds was enacted in the Deficit Reduction Act of 1984. The issu-
ance of these bonds was cut back to amounts based upon previous
volume levels and limited to only those veterans'who had served on
act' - duty prior to January 1, 1977.

The 1984 Act also limited the issuing of these.bonds to the five
States that were currently participating in this tax exempt pro-
gram-Wisconsin, California, your State of Texas, Mr. Chairman,
Alaska and the State of Oregon.

This legislation creates a sense of equity, which defines as quali-
fled veterans all American service men and women serving in the
theater of hostilities as determined by the President since August
2,1990.

We have two versions of this legislation. The first is S. 354 and
the second is S. 355. One version, S. 354, would Amend the Tax
Code to permit tax exempt State bonding for mortgage loans to Op-
eration Desert Storm veterans living in one of the five States that Ijust mentioned.- These States were the only States, as Senator
Packwood pointed out, participating in the program prior to June
22, 1984.

Now even though not all 50 States participated in the tax
exempt bonding programs prior to 1984, I believe that some of my
colleagues may wish to extend this measure to veterans of their
home State. Therefore, S. 355 would allow every State to do what
the five States had been doirg. But I separated out the two, Mr.
Chairman, because I simply want to reestablish what was in place
before we change the law, particularly so that the State- of Wiscon-
sin can issue these bonds.

To clarify very briefly the difference between Veterans Mortgage
Bonds and Qualified Mortgage Bonds, I am going to submit a side-
'by-side comparison which defines the differences. For -example,
Veterans Bonds have no income limit, no purchase price limit or
first-time residence limit; and there were other changes that were
enacted.

I do not think, Mr. Chairman, that any of us would want to turn
our backs on the troops in Desert Storm. These brave young men
and women of the Armed Services have taken up the challenge of
defending Americans' ideals. To those who have heeded this call,
we as a nation owe the same respect as was shown to the veterans
of past conflicts. My home ownership bill is an important step in
this direction.

I would ask unanimous consent, Mr. Chairman, that my entire
statement appear in the record, along with a memo by the Congres-.
sional Research Service which provides background and an analy-
sis of this program, and also the side-by-side comparison which I
referred to and took my testimony.

The CHAIRMAN. That will be done. Thank you, Senator.
[The prepared statement of Senator Kasten, along with the addi-

tional material mentioned above, appear in the appendix.]
The CHAIRMAN. Senator Shelby. &
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STATEMENT OF [ION. RICHARD C. SHELBY, A U.S. SENATOR
FROM ALABAMA

Senator SH'%IBY. Thank you, Mr. Chairman. Mr. Chairman, I ask
unanimous consent that my entire statement be made a part of the
record.

The CHAIRMAN. It will be done.
Senator SHELBY. Mr. Chairman and members of the Finance

Committee, I will try to be brief. I introduced Senate Bill 82, which
is legislation that would permit penalty-free withdrawals from re-
tirement plans for individuals called to active duty.

Who does this affect? It affects these citizens in our country who
ha,e been summoned from their regular jobs, forced to disrupt
their lives and put families and careers on hold as they answer the
call of duty of their country. For many of these Americans, active
duty imposes an economic hardship. For those with employers un-
willing or unable to make the difference in compensation, call up
notices represent a dramatic loss of income, as everyone here
knows.

Families in which the only working parent has been called for
active service may face a devastating economic crunch, exacerbated
by the shortage of jobs available for the remaining parent during
this time of recession.

Mr. Chairman, for this reason, I introduced this legislation to
lighten the load of some of those summoned to active service.
Senate Bill 82 would permit members of the Armed Services Re-
serve and the National Guard to receive distributions from their
q ialified retirement plans, such as Individual Retirement Ac-
c )unts, -ithout penalty.

Specifically, Mr. Chairman, this legislation would exempt indi-
viduals ordered to active duty after August 1, 1990 in Connection
with Operation Desert Storm from the usual 10 percent penalty for
early use of funds from a qualified retirement plan.

The spouses of individuals summoned to active duty may also re-
ceive penalty-free distributions from their qualified retirement
plans under this legislation. This exemption is only, Mr. Chairman,
for those summoned to active duty in connection with this crisis.
Those who were serving on active duty before this crisis have not
suffered the sudden change in income that reservists and Guard
members have, and therefore do not have the same need for this
exemption.

Mr. Chairman, I believe that this is a necessary step for those
that it will assist-the 206,000 brave and patriotic Americans who
have answered the country's call.

I believe that it is good legislation. It is my understanding that
the Joint Committee on Taxation has a ivised that the cost of this
legislation is negligible.

Now what does that mean? I am not sure, Mr. Chairman. I un-
derstand that it means it is hard to quantify but it is likely to be
very low. Again, is this legislation represents a small effort to help
some of our men and women in the Gulf. I hope this committee
will consider it favorably and conduct a mark-up soon.

The CH.IRMAN. Thank you, Senator.



, [The prepared statement of Senator Shelby appears in the appen-
dix.]

The CHAIRMAN. Are there questions of Senator Shelby?
[No response.]
The CHAIRMAN. If not, Senator, I know of the other demands on

you. We are pleased to have you.
Senator SHELBY. Thank you.
The CHAIRMAN. Senator Craig, we are pleased to have you.

STATEMENT OF HON. LARRY CRAIG, A U.S. SENATOR FROM
IDAHO

Senator CRAIG. Chairman Bentsen, and members of the commit-
tee, thank you very much.

Let me say at the outset that the legislation now in the form of
an amendment before your committee, S. 342, that I introduced
earlier this month, was mentioned by you this morning when you
spoke of the 10 percent penalty factor. It is very similar to Senator
Shelby's approach, although mine is broadened a little bit to in-
clude largely all annuities or any of those kinds of programs that
fit under Section 7702(A) modified contracts and endowments, to
recognize that there should not be a penalty for those who are serv-
ing in both Desert Storm/Desert Shield, and to provide as much
benefit as possible in these unique circumstances when certain
troops are called up that might have these types of retirement
and/or savings type programs. That is exactly what my proposed
amendment or legislation does, Mr. Chairman.

As it relates to the consequences of revenue, to the Treasury-
and I know that we have to be concerned about that and we should
be concerned about it-I am not talking about a loss of tax reve-
nue. Frankly, I am talking about not collecting- penalties; and
therein, I think, lies a fundamental difference that we should all be
very concerned about.. There is no impact, at least there is estimated to be no impact,
on the revenues of government projected to be collected for the
very simple reason that I just expressed: because we are dealing
with a penalty and not, in fact, a reduction in tax.

So this legislation would go slightly further than that of my col-
league Mr. Shelby in the sense that it would broaden to all annu-
ities that fall 'inder that status of the IRS Code.

I think it proper and fitting that we recognize the difficulties-as
we are attempting to do through your actions in this committee-of
those who are serving in our stead and this nation's stead in the
Persian Gulf theater; and at the same time recognize that they
should not, under these extraordinary circumstances, be penalized
for any action they might have to take in the preservation of their
families and their households.

The CHAIRMAN. Thank you very much.
[The prepared statement of Senator Craig appears in the appen-

dix.]
The CHAIRMAN. Are there questions of Senator Craig?
Senator SYMMS. Mr. Chairman, I have no questions. But I would

just like to take this opportunity to welcome my new colleague for
his first appearance before this committee, which I am sure there



will be many others. But I thank you very much for your interest
and your input on this important subject.

Senator CRAIG. Thank you.
The CHAIRMAN. Thank you very much, Senator. We are pie sed

to have you.
Our next witness, Mr. Michael Graetz, is the Depu A sistant

Secretary of the U.S. Department of the Treasury. Mr. etz, if
you would come forward.

Mr. Graetz, I want to apologize to you and the other witnesses,
but I have a meeting with the President of Columbia that I agreed
tc make and I will have to do that. Senator Baucus will be chairing
ti e hearing.

STATEMENT OF MICHAEL J. GRAETZ, ESQ., DEPUTY ASSISTANT
SECRETARY (TAX POLICY), U.S. DEPARTMENT OF THE TREASURY

\Mr. GRAETZ. Thank you, Mr. Chairman. I would request that my
fu . statement be inserted in the record and I will abbreviate my
remarks to the committee.

r am pleased to be here to present the views of the administra-
tion on a number of proposals to provide tax relief to members of
the Armed Services. Most of the proposals listed in the committee's
hearing announcement are specifically designed to benefit military
personnel participating in Operation Desert Storm, although some
lof the proposals would grant tax relief to all reservists or other
military personnel.

Before discussing these proposals in detail, I would like to make
F few general observations. In the current crisis in the Persian
'ulf area, the President and the Congress have acted quickly to

ensure that tax relief afforded by the Internal Revenue Code is
available to the military men and women serving in that area and
to expand in some respects the scope of that relief.

On January 21, 1991 shortly after the commencement of hostil-
ities, the President signed an Executive order designating the Per-
sian Gulf area as a combat zone which triggered certain tax relief
provisions.

Within a few days thereafter Congress passed, and on January
30, 1991, the President signed into law legislation that extended
and liberalized Section 7508 which generally extends the time for
taking actions required under the tax laws.
On February 14 the President signed an Executive order desig-

nating the Persian Gulf Desert Shield area.
Over the course of time Congress has enacted a number of laws

to provide tax relief to members of the Armed Forces in times of
war. The oldest of these dates before World War I-and most were
in place long before the Vietnam War began.

Today as we turn to address additional proposals for tax relief
for military personnel, the ground war continues in Iraq and
Kuwait. Our thoughts are with the brave men and women serving
in the Gulf region.

Evenhandedness to our military personnel is generally best
served by relying on direct appropriations rather than tax benefits
to compensate our troops for their sacrifices. Tax relief may be dis-
criminatory, with income tax relief generally benefiting most those



with higher income, and special tax provisions serving those whose
particular circumstances enable them to take advantage of target-
ed relief.

In addition to this cautionary note, our testimony today has been
guided by a number of general principles. First, we believe that
relief provisions that materially complicate the ability of a tax-
paying public to comply with the tax laws should be avoided.

Second, we should try to avoid placing high compliance burdens
on the private sector. We also believe that relief provisions for mili-
tary personnel should not produce unfair tax advantages relevant
to similarly situated taxpayers who do not qualify for such tax
relief.

Today's gesture of goodwill should not become a permanent
source of tax inequities. Historically, military personnel actually
serving in a combat zone have received the greatest relief. Propos-
als that offer to extend tax relief to military and other personnel in
more usual circumstances deserve close scrutiny. Likewise, we
should endeavor to ensure tax fairness between reservists and
other military personnel.

Even within the combat zone proposals whose benefits inure
mainly to a few individuals will be less attractive than those with a
wider scope.

Finally, review and modification of benefits available to military
personnel serving in the Persian Gulf conflict should be done in a
coordinated way and not on a piecemeal basis. In addition, modifi-
cations which result in increased costs must fit within the param-
eters of the 1990 Budget Act.

In the remainder of my statement I will address the specific
items listed in the committee's announcement. The first proposal
would increase the exclusion amount for commissioned officers to
$2,000 a month. Although consideration ought to be given to a
direct adjustment to combat pay for officers in lieu of an expanded
income tax exclusion, the administration supports this proposal so
long as appropriate offsets are provided.

The exclusion amount for commissioned officers was last in-
creased to $500 in 1966 and the rise in military wages and price
levels justifies an increase in that exclusion amount to $2,000
today.

The next proposal would permit Operation Desert Storm person-
nel to make penalty-free withdrawals from IRA's and employer-
sponsored qualified plans. There are currently before the Congress
a wide variety of proposals to permit penalty-free withdrawals
from IRA's and a variety of circumstances. Those include unem-
ployment, illness, disability, and for such worthwhile expenditures
as children's education.

The administration has op posed each of these provisions. In gen-
eral, the special tax benefits accorded individual retirement ac-
counts and employer-sponsored qualified plans are incentives di-
rected -toward retirement savings. Therefore, the administration
does not support any withdrawals from IRA's or qualified plans
which would result in premature consumption of retirement sav-
ings.

Another proposal would permit States to issue qualified Veterans
Mortgage Bonds to veterans of Operation Desert Storm. The ad-
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ministration opposes this proposal. When Congress phased out the
issuance of Veterans Mortgage Bonds in 1984, its reason for doing
so was concern about the increasing volume of these bonds and the
potential for their expansion. The administration believes these.
concerns are as valid today as in 1984 when the restrictions were
first imposed.

The next proposal would extend the income exclusion for POW's
and MlA's to commissioned officers and civilian employers of the
Federal Government who are in missing status and Operation
Desert Storm. The administration supports this proposal.

Another proposal would permit an employer to take into ac-
count, under qualified pension pl hs, periods of absence due to
military service. The administration supports permitting employers
to take periods of absence due to military service into account
under an employers' qualified pension plan; and otherwise to facili-
tate continuing participation in qualified plans during such peri-
ods.

The administration opposes the provision to allow an above-the-
line deduction .to all military reservists for expenses, such as the
cost of unifo , s and travel and meals while away from home in
connection w th their Reservist duties. We believe that this propos-
al primarily would benefit reservists in the United States in peace-
time, as well as in the current conflict, rather than reservists now
serving in the Persian Gulf.

Moreover, it would complicate the administration of the tax laws
and taxpayers' attempts to comply by adding an additional line to
Form 1040, the individual income tax form, and additional materi-
al to the instructions.

The administration supports the proposal to extend eligibility for
the earned income tax credit to military personnel stationed over-
seas, subject to offsetting the revenue loss involved. In this connec-
tion the Defense Department and the Treasury Department have
identified certain potential improvements in the reporting of rele-.
vant information to military personnel.

The administration also supports the proposal to equalize mili-
tary unemployment and civilian unemployment. Our support, how-
ever, is conditioned on appropriate offsets and on the proposal
being limited to three categories of separated service members-ac-
tivated reservists; involuntary separated personnel; and personnel
extended beyond their regular release date.

The final proposal-S. 252-would exclude military separation
pay from current income tax to the extent that the pay is rolled
over into a tax-deferred retirement program. The administration
does not support this proposal. As we understand it, military sever-
ance pay is awarded to those who have been involuntaril denied a
military career in recognition of the Federal Government's respon-
sibility to help military men and women ease their transition into
civilian life.

To permit deferral of current income tax on this pay would bene-
fit those individuals who could otherwise afford to satisfy their
transition expenses with other funds.

In conclusion, Mr. Chairman, I would like'to mention certain ef-
forts by the Internal Revenue Service to respond to tax questions
raised by Operation Desert Storm. Since August 1990 the Internal



Revenue Service has endeavored to provide procedures and guid-
ance to ease the tax burdens of our troops in the Persian Gulf area
and of their families as well as others affected by the crisis.

To date, this has resulted in the completion of several important
projects, including the issuance of guidance in the form of answers
to frequently asked questions arising from the crisis, guidance to
enable military personnel and others serving in Operation Desert
Storm to file early for tax refunds, and the announcement of a spe-
cial procedure that will ensure that applications for Federal tax ex-
emption of organizations set up to help participants in Operation
Desert Storm can be processed expeditiously and quickly.

The Service has also made available free electronic filing to fami-
lies of individuals serving in Operation Desert Storm. In addition,
the Service is nearing completion of several other important
projects relating to the operation. The Internal Revenue Service is
committed to continuing its policy of addressing tax matters affect-
ing Armed Services personnel in the Persian Gulf fairly and expe-
ditiously.

This concludes my prepared remarks, Mr. Chairman. I would be
pleased to answer any questions the committee might have.

Senator BAUCUS. Thank you, Mr. Graetz.
[The prepared statement of Mr. Graetz appears in the appendix.]
Senator BAUCUS. With respect to the penalty-free withdrawals, I

am just wondering whether the administration would still oppose
them if there were some caps, say as to amount or limitations on
time during which withdrawals can be made.

Mr. GRAETZ. Well, Mr. Chairman, our concern with penalty-free
withdrawals from IRA's is that once the depletion of retirement
savings from these accounts becomes permissible, there will be any
number of deserving cases that this permission will be extended to.

We are very reluctant to change those rules. We all perceive-I
think members of this committee, as well as the administration-
the need for broader tax incentives for encouragement of savings
more generally. But we are not inclined to move in this direction.

Senator BAUCUS. With respect to the provisions increasing offi-
cers exclusion up from $500, I guess, to $2,000 you said the admin-
istration supports that change so long as there are appropriate off-
sets. What do you mean by that? Are you recommending areas
where revenues should be increased-that is, that we should in-
crease revenues somewhere to offset the cost?

Mr. GRAETZ. Under the 1990 Budget Act the Congress and the
administration will have to offset revenue losses from this kind of

-proposal. We estimate the revenue loss from this increase at about
$12 million a month. So it is not a huge amount of revenue, and
there are any number of proposals that have been around that
might offset that.

There are a number of proposals in the budget on the expendi-
ture side, as well as some revenue proposals. The reporting require-
ments for the earned income tax credit is another possibility that I
mentioned in my testimony.

Senator BAUCUS. Have you given any thought to grossing up offi-
cer pay to achieve the same result?

Mr. GRAETZ. We have given some thought to that. And we think
that is an approach that ought to be taken quite seriously. It has a



number of advantages in terms of the potential of obtaining some
contributions, perhaps, from some of our foreign partners in the
conflict as well as other potential advantages. We would urge the
committee to consider that as an alternative.

Senator BAUCUS. But which do you prefer between the two?
Mr. GRAETZ. I think that we have a slight preference for doing it

directly as opposed to doing it through the Tax Code, Senator.
Senator BAUCUS. Thank you. I have no further questions.
Senator Packwood?
Senator PACKWOOD. Mr. Secretary, in the Oregon Veterans Bond

Program average income of the borrower is about $30,000 to
$40,000; the average size of the loan is about $60,000 to $65,000. In
this case the average income is very close to the median. We do not
have many people making $10,000 to $20,000 that borrow, even
with the program.

Why your fear that this is somehow going to be an extraordinary
benefit to upper income people?

Mr. GRAETZ. In the historic use of tax exempt bonds for these
kinds of purposes the Treasury over the years has discovered that
much of the revenue tbit is involved in providing -the tax exemp-
tion goes not to the recipients of the loans, necessarily, but to fi-
nancial intermediaries and others who are engaged in putting to-
gether these tax-free bonds.

It has always been the case that there have been inequities in
providing this kind of benefit this way. We know that the Veterans
Administration has a direct loan program. We would urge the com-
mittee to take a look at that program and see if it might not better
serve these purposes than expanding the use of tax-free bonds
which we regard as historically an inefficient way to provide this
kind of benefit.

Senator PACKWOOD. Well, you may think it is inefficient. Oregon
has done over 300,000 of these. We have about 98,000 loans out-
standing now. It has been a very popular, and successful, program
in the State.

Let me ask you a second question then. If we expanded to the
current Desert Storm Veterans, all we are doing is increasing eligi-
bility, but we are still subject to the bonding limits, the volume
limits; why does it in your judgment increase the cost of the pro-
gram?

Mr. GRAETZ. There are a number of proposals, Senator, and we
have not estimated all of them. We did look at the broadest propos-
al, which is one that was suggested here earlier. As we understand
it, it would not apply any of the caps that curi ently apply to quali-
ied bonds and would extend the program to all 50 States rather

ti'an a handful of States that currently enjoy the program.
Our estimate is that that kind of proposal might result in the

loss of as much as $700 million of revenue over the budget period.
Set ator PACKWOOD. But it would be limited to the States that

curr-,ntly have the program and if they were within the volume
c,.p, there is no additional cost.

Mr. GRAETZ. Frankly, we have not looked at that specific propos
al. But I would be gladto confirm that with you once we make sure
that that is the case, that there is no additional revenue cost. But I
think that there are revenue costs, because of the phase-out of vet-



erans who are eligible under the 1984 Act for these kinds of loans.
I would think that an increase in the people who are eligible
would, in fact, increase the number of these bonds that would be
issued and probably would involve some revenue loss.

But as I say, Senator, we just do not have that number. We have
not estimated that particular proposal, but we would be glad to do
that.

Senator PACKWOOD. I would appreciate it.
Thank you, Mr. Chairman.
[The information requested follows:]

DEPARTMENT OF THE TREASURY,
Washington, DC, March 18, 1991.

Hon. BOB PACKWOOD, Ranking Republican,
Committee on Finance,
U.S. Senate,
Washington, DC.

Dear Senator Packwood: During my recent testimony before the Senate Finance
Committee, you requested a revenue estimate for a proposal to provide mortgage fi-
nancing for veterans of Operation Desert Storm using the proceeds of tax-exempt
veterans mortgage bonds. Specifically, you requested an estimate Of a proposal that
(1) limited such financing to the five states currently authorized to issue these bonds
and (2) subjected new issues for Desert Storm veterans to current volume caps.

The Treasury Department has found that only one (California) of the five states
participating in the veterans mortgage bond program is currently at its volume cap.
The other four have substantial room under their volume caps to allow for in-
creased issuances, if their programs were expanded to include veterans of Operation
Desert Storm.

The table below presents the revenue estimates you requested, prepared by the
Office of Tax Analysis.

REVENUE ESTIMATE-VETERANS MORTGAGE BOND PROPOSAL
(In mr1niIs of Niars)

Fiscal Years

1991 1992 1993 1994 1995 1996 1991-1996

Revenue Effects ...................... ....... ' -- --8 -15 -21 -27 -13

-- . = Remaue loss o4 less than $500 thousand

Please let me know if you have any further questions or require additional infor-
mation.

Sincerely,
MICHAEL J. GRAm, Deputy Assistant

Secretary, Tax Policy.

Senator BAUCUS. Senator Grassley?
Senator GRASSLEY. Thank you, Mr. Chairman.
I do not think that you spoke to this point, and even if you did, I

want to ask again. This is in regard to the fact that we have made
accommodations for the late filing of income tax without penalty
for people who are in the combat zone. But the suggestion has been
raised to me, and I think I am in agreement with it, that routines
are upset for families who are called up from the Guard and Re-
serve whether they are actually in combat, defined combat area or
not.

So my question to you is: administration's view or opinion, on if
we would allow that same extension to people who were called up,
but not necessarily in the combat zone.



Mr. GRAETZ. Senator Grassley, we would not support a blanket
extension of the waivers that now apply under Section 7508 to
people in the combat zone to military personnel serving in the
United States generally or to reservists serving in the United
States generally.

Let me just say that under present procedures there is available
to taxpayers an automatic extension of filing returns until August
15. There is also a liberal extension of filing to October 15. Under
current law, the Commission, I think, has the authority to apply
that quite broadly to these reservists and enable them to delay the
filing of those returns.

There is also authority to waive penalties which I am sure we
would be prepared to do in the circumstances that you are con-
cerned about in these areas.

The only real difference here is the running of interest on under-
payments. There is considerable reluctance to encourage people to
delay their prompt compliance with the tax laws by waiving inter-
est that would otherwise be due. We think we might be creating a
very bad precedent here.

Senator GRASSLEY. Yes.
Make it clear that I was suggesting this for reservists and

Guards people who were called up and not for people who were in
the regular military, but still leading the same life that they would
otherwise have led not being in the combat zone.

I guess, you know, some accommodation of not paying a penalty
is one thing. But I think I would disagree with you on the interest
for those people who are really in a different mode of life just for a
few months out of the year. I mean just a few months maybe out of
a life time. So I would just beg to differ with that. But anyway, at
least you gave me your view and I am thankful for that.

Another instance would be, and I suppose we are talking about a
handful of people that may have been farmers called up in the Re-
serve or the Guard, but I have had some instances in my State
where because of the family farming operation they have had to
sell livestock. This gets into the involuntarily converted property
that is covered by Section 1033.

There have been some exceptions to Section 1033 in the past. We
have had exceptions for reclamation-laws, livestock destroyed by
disease, livestock sold on account of drought and replacement of
livestock where there hal been an environmental contamination.

I have at least one instance in which both father and son were"
called up in the Navy Reserve. They are going to have to sell live-
stock as a result of that. I presume when they get back out they
will be buying livestock back. So consequently, it is a case of not
having that money taxed at this point of a forced sale.

Let me plead with you, just in case you do not understand, when
we talk about a family farming operation, we are talking about
where the family provides the labor, the management, and the cap-
ital, and not where they are working for somebody else or where it
is a corporation, where they hire a lot of help to do this. We are
talking about where these people were doing the labor.

So I bring that to the attention of the committee, but also bring
it to your attention for consideration and any comment you might



want to make. But I guess I would like to have you make sure you
studied it before you make a comment.

Mr. GRAETZ. We will be glad to do that, Senator.
Senator BAUCUS. Thank you, Senator.
Senator Durenberger?
Senator DURENBERGER. Mr. Chairman, I have a brief opening

statement that I would appreciate being a part of the record.
Senator BAUCUS. Without objection.
Senator DURENBERGER. Two questions of Michael. But, first a

comment.
I agree with the first of your principals about targeting relief.

The notion of direct targeted relief ought to be preferred to
changes in general tax policy that wrap everybody in the same
blanket. Having said something nice, I would also associate myself
with Bob Packwood, in encouraging you to take a look at the reve-
nue implications.

I think your point may have been a correct one about expanding
the tools available to Desert Storm participants. I would also like
to associate myself with his request that you look at the State bond
cap levels and that you look at that tax exempt bond financing
issue as well.

There are issues I would like to raise with you and ask that you
examine. One is the problem that might be facing some of the vet-
erans coming home, particularly the reservists and the Guardsmen,
when they try to get back into their health insurance programs.

Because of break in service provisions in 'company-related health
plans, people coming back are going to face readmission to the plan
as though they were starting over. One of the fears that I have is
that they then come up against the preexisting condition clause
and some other similar clauses. As a result, they might have to
come up against a waiting period before they are reinsured.

I would hope that you might look at what legislative provision, if
any, is necessary for automatic reinstatement or requalification
without any break in service for returning Guardsmen and reserv-
ists.

Mr. GRAETZ. Yes, we would be glad to do that, Senator. The prob-
lem may be a real one in terms of waiting periods in some plans.
These plans apparently vary a good bit from plan to plan. At, least
with respect to conditions that were preexisting before the person
left the plan, there seems to be a great deal of equity in your sug-
gestion that that should not then disqualify them for a period after
they come back.

So I think that there is a good bit of equity in the suggestion and
we will take a careful look at it.

Senator DURENBERGER. The second question I have relates to the
potential-I do not know how real it is-but the potential that
when some of these men and women come back with some debt ac-
cumulation, which they were not able to pay off during the period
of time they were in the Service, that some credit companies-and
this may sound hard to believe-might be willing to forgive some
portions of the accumulated interest or some portion of the debt
itself. My concern is that this forgiveness might end up being con-
sidered a gift and therefore subject to a taxation.



I am curious as to what your position might be on some legisla-
tive provision that would overcome that liability in the event that
it happened.

Mr. GRAETZ. Well, Senator, we would not be inclined to support
general exclusions from income of cancellation of indebtedness
income that would normally be included-although I would point
out that under the Code now there are a number of circumstances
of hardship where the Code provision specifically excludes forgive-
ness of indebtedness income.

Some of those might apply in some of these circumstances, al-
though I don't think they would be as broad as you might have in
mind. But, in general, the tax law has provided that when one re-
ceives loan proceeds and then does not have to pay them back, one
has income at the time that the loan is forgiven, and we believe
that that is an important principal to maintain in the Code. So we
would be quite reluctant to liberalize that.

Senator DURENBERCrR. But would you at least be willing to ex-
plore a definition of hardship that might apply in a case that is as
service specific as this?

Mr. GRAETZ. We would be glad to take a look at it.
Senator DURENBERGER. Okay. Thank you.
Senator BAucus. Thank you very much.
Senator GRASSLEY. Is it possible to have 2 more minutes?
Senator BAUCUS. It is possible if you can cut that down one.
Senator GRASSLEY. I think I can do that.
We have had some recruiters, military recruiter that have told

recruits that bonuses paid for educational expenses were not tax-
able, that it was somehow an extra incentive the Federal Govern-
ment provided to get good recruits.

Now, unfortunately, the problem is that the IRS has apparently
determined otherwise and says that these incentives are taxable
under Section 61 of the Code. The IRS in a letter to me attempted
to make the comparison where the Service has held that the repay-
ment of an employee's loan by an employer is taxable. I think that
this is a somewhat strained analogy, since the Federal Government
is not an ordinary employer and this loan repayment program di-
rectly benefits our Government.

I would like to have your comment on that. If you do not know
about it, study it and see if we can work something out.

Mr. GRAETZ. Well, in general the Code does provide a number of
exemptions specifically for certain fringe benefits that are connect-
ed with military service and also provides that those that are not.
specifically listed are included in gross income.

So without having a chance to follow exactly the proposal you
are describing, I would at least initially think that the IRS's inter-
pretation of current law is the correct interpretation.

Senator GRASSLEY. And the IRS wrote to me that it was taxable,
but I question that decision.,

Thank you, Mr. Chairman.
Senator BAUCUS. Thank you, Senator.
Thank you, Mr. Secretary, very much for your testimony.
Our next witness is Lt. Gen. Donald Jones, Deputy Assistant Sec-

retary of Defense for Military Manpower and Personnel Policy. He



is accompanied by Dr. George Kundahl, Principal Deputy Assistant
Secretary of Defense for Reserve Affairs.

General, we are very happy to have you here. We look forward to
your testimony.

STATEMENT OF LT. GEN. DONALD W. JONES, U.S. ARMY, DEPUTY
-ASSISTANT SECRETARY OF DEFENSE FOR MILITARY MANPOW-

ER AND PERSONNEL POLICY, WASHINGTON, DC, ACCOMPA-
NIED BY DR. GEORGE G. KUNDAHL, PRINCIPAL DEPUTY AS-
SISTANT SECRETARY OF DEFENSE FOR RESERVE AFFAIRS,
WASHINGTON, DC
General JONES. It is good to be here, Mr. Chairman.
Mr. Chairman, members of the Committee on Finance, it is dis-

tinct pleasure to appear before you this morning and to present the
views of the Department of Defense on tax matters affecting mili-
tary members and their families.

Our troops in the Persian Gulf appreciate this committee's
recent action to permit delays in filing returns and to permit
paying interest on refunds. This action reinforces the nation's com-
mitment to support our troops in the Gulf.

Today we would like to set forth the general policy on taxation of
service members and then address a number of specific issues. Our
broad approach to tax policy has three major tenets.

First, the Department of Defense shares Treasury's view that the
tax system generally should not be used to solve problems of mili-
tary compensation,

Second, we support the efforts to simplify the taxes for all tax-
payers, including those wearing a uniform.

And third, and perhaps most important in the current context,
we are very cautious about proposals to change military-specific
tax rules.,,

Many of these rules have been in place for a long period of time
or were ax;t eloped to -address a specific problem for military tax-
payers. We are concerned, for example, that well-meaning efforts
to address problems of one group may create inequities for others.

Therefore, we urge careful analysis of all potential consequences
of each such proposal, and careful deliberations in hearings such as
this one. Today we would like to address five classes of tax issues of
concern to the military. The first is the combat zone exclusion.

Special treatment for members of the Armed Forces in time of
war or major armed conflict has been a part of our tax laws since
World War I. Soldiers, sailors, marines, and airmen serving in
combat during World War II, Korea, and Vietnam were allowed to
exclude all or a portion of their pay from taxation. Under current
law, the combat pay exclusion has been in effect in the Persian
Gulf area since the President declared it a combat zone as of Janu-
ary 17.

An exclusion from taxable income for soldiers, sailors, airmen
and marines serving the nation in times of war is not a military
compensation issue. Rather, the exclusion is the answer originally
provided by this committee in 1918 to the question of who should
bear the financial burdens of government in times of war. Details



of the exclusion have changed over the years to reflect changing
circumstances. I think several changes are now in order.

The first issue pertains to withholding. Under current law., all
compensation for service in the combat zone is excluded from
wages for withholding purposes. This includes commissioned offi-
cers, even though commissioned officers may only exclude $500 for
income tax purposes. This can create a financial difficulty if an of-
ficer fails to set aside sufficient funds to satisfy his tax liability.

So wTe would request this committee tu correct this problem by
limiting the exclusion ifrom withholding to the amount excluded
from the wages.

The second issue involves tax treatment of POW/MIA's. During
the, Vietnam conflict, the combat zone exclusion applicable to en-
listed members was extended to all POW's including commissioned
officers and civilians. Such treatment was also applicable to crew
members of the USS Pueblo and the hostages held in Iran.

We recommend the committee extend similar treatment to com-
missioned officers and civilians who are POW's/MIA's in the con-
flict in Southwest Asia and DOD would like to see this exclusion
for POW's/MIA's be made permanent.

We would also like to express our appreciation for the recent
action of this committee and the Congress for the postponement of
the time to file tax returns and the payment of taxes for members
serving in Desert Shield/Desert Storm or for those members in
support of those military operations.

This delay has allowed them the opportunity to devote their full
time and attention to the military operations.

Several issues regarding IRA's should also be addressed. Current
law limits the ability of active participants in the employer-provid-
ed retirement system to deduct contributions to an individual re-
tirement account. Members of the Reserves on active duty for a
period of less than 90 days are not considered active participants in
the military retirement system for purposes of deducting IRA con-
tributions. If otherwise qualified, they may deduct contributions to
an IRA.

The reservists who are called to active duty in excess of 90 days
should not be deprived of the opportunity to deduct contributions
due to the military service. We believe current law should be
amended to permit these reservists to continue to be regarded as
not actively participating in the military retirement system for
IRA purposes.

There is also a discrepancy between unemployment compensa-
tion for civilians and military members. Civilians are authorized 26
weeks of unemployment compensation after a 1-week waiting
period, while military members are entitled to 13 weeks after a 4-
week waiting period.

This is an equity issue which we feel .should be corrected. We
have submitted legislation that would permit members who are in-
voluntarily separated to have 26 weeks of compensation after a 1-
week waiting period. We feel this procedure should also apply to
those personnel who were involuntarily retained as a result of op-
erations in the Persian Gulf and reservists who were called up
under Title 10, Section 673 provision.



Now the second group of issues concern a tax treatment of mili-
tary families. Today, more of our total force is married and more
members have children than at any time in history. As a result,
circumstances affecting the quality of life of our military families
are an increasingly important consideration for the Defense De-
partment.

These concerns extend to tax matters with particular impact on
military families and there are three areas that we suggest the
committee consider for remedial action. The first is earned income
tax credit. tinder the current law, low income families can qualify
for a refundable income tax credit if their adjusted gross income is
under $21,245. But to qualify a member must live in the United
States. So consequently, members stationed overseas are not enti-
tled to that credit.

There are also some administrative problems that also need to be
resolved, such as clarifying the ambiguity associated with' identify-
ing nontaxable items that should be included in earned income for
purposes of computing the earned income tax credit.

The IRC Code should be amended to make Service members sta-
tioned overseas eligible for earned income tax credit. During the
101st Congress, the Secretary of Defense on behalf of the adminis-
tration, requested enactment of legislation to remedy these difficul-
ties. DOD still urges favorable action on this proposal.

There is one issue pertaining to separation pay. Current law per-
mits employees who receive lump sum distributions from a quali-
fied pension plan to roll over this amount to an IRA without penal-
ty. Income tax on the amount contributed is deferred until retire-
ment.

A proposal has been submitted that would permit members who
receive separation pay from the Armed Forces to roll that pay over
to the IRA in the same way. Separation pay is not distribution for
the military retirement system. It is payable only to those involun-
tarily separated. There is no vesting. Given these circumstances,
preferential treatment of separation pay appears inconsistent with
current policies governing IRA contributions.

Mr. Chairman, this concludes our statement. We would be happy
a,.d pleased to answer any questions the committee may have at
this time.

Senator BAuCU$. Thank you very much, General.
[The prepare statementt of General Jones appears in the appen-

dix.]
Senator BAUCUS. You probably mentioned it, although I probably

missed it, that is the degree to which you agree or disagree with
the Treasury's views on penalty-free withdraws and also a mort-
gage revenue bond treatment. Do you agree or have a different
point of view with the Treasury?

General JONES. I do not think we really have a view at this point
or, either one. We have had some discussion on the penalty-free
withdrawal issue. And we realize tha, we put the Reserve compo-
nent people through some unique situations. They have to give up
their civilian job and come onto active duty not knowing how many
days. Many dropped out of school and other things that they made
sacrifices for.



So I would tell you that we are sensitive to the issue. We think
we do need to look at that issue and try to find some way to get
some relief for them.

I guess I should ask Dr. Kundahl to respond to that since he is in
Reserve Affairs.

Senator BAUCus. All right. Doctor?
Dr. KUNDAHL. Access to pension plans is not as important as

access to IRA's. Many reservists are self-employed or have busi-
nesses and professions that they must return to and must restart.
We recognize that they need funds to do that.

While we are not in a position today to recommend penalty-free
withdrawals from IRA's, we recognize that this could be a problem
for returning reservists.

Senator BAUCUS. What about the mortgage revenue bond provi-
sions?

Dr. KUNDAHL. I do not believe we have a position on that.
General JONES. I do not have a position on that. I do not think

SO.
Senator BAUCUS. What is your view on grossing up officers' pay

to accomplish the same objective as raising the exclusion from, say,
$500 to $2,000?

General JONES. We certainly would not disagree in principle with
raising it to the level of inflation. That would be about the same
level of the $2,000. However, the details are still being worked out
in the Department of Defense. There are some things to be worked
out on it. But we would not disagree with that principal.

Senator BAUCUS. So anong all of the provisions that have been
suggested here today, the ones you have suggested as well as those
by various Senators who have introduced legislation, which ones
are the most urgent? If you had to rank them according to some
priority, which ones would you rank at the top?

Dr. KUNDAHL. There are several, I think, from a Reserve perspec-
tive. One is to extend beyond 90 days the period reservists may be
on active duty and still make tax-free contributions to an IRA. An-
other would be to provide some period of time upon release from
active duty for a Reservist to reinvest the proceeds of an earlier
home sale.

We would like to consider periods of qualified military service in
determining additional vesting for accrued benefits in defined em-
ployee pension plans. And finally, as General Jones said, extending
unemployment compensation for reservists to 26 weeks after a 1-
week waiting period, as provided for other members of our society.

General JONES. I would basically agree, Mr. Chairman. I think
with a force draw-down which we are going to face, which Senator
Glenn mentioned, we are probably going to have to release about
500,000 active duty Service members over a 5-year period. A large
number of that group will be possibly career people who will be in-
voluntarily separated.

So I would think the unemployment compensation would be
very, very beneficial to help that group as their career is interrupt-
ed. They came on active duty expecting to serve a full 20 or 30 year
career and they are going to be cut short of that.

And then I think for our young enlisted members that we ought
to correct the earned income tax credit and apply that. We have
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about 25,000 members serving overseas who are entitled to that
benefit and we certainly ought to make that a number one priority
also.

And then I wotild also agree with Dr. Kundahl about the exclu-
sion for POW/MIA people in the Iraqi situation. We ought to
extend that benefit.

Senator BAUCUS. Am I to infer though that because you do not
have a position yet on penalty-free withdraws or mortgage revenue
bonds that that is lower on your list of priorities?,

General JONES. I do not say it is any lower. Since we do not-have
a position on that yet, I am not really in a position to put/i(

Senator BAUCUS. Will you have a position soon?
General JONES. I would hope so. Yes, sir.
Senator BAUCUS. We hope so, too.
I have no further questions. I see that there are no other Sena-

tors here. I want to thank you very much, General, for sitting very
patiently and also very much for your testimony.

General JONES. Thank you, Mr. Chairman.
Senator BAUCUS. We look forward to an expeditious markup on

this so we can provide the relief that is necessary. Thank you very
much.

General JONES. Thank you, Mr. Chairman. We certainly appreci-
ate the interest this committee has sown in our people and our
families. So thank you very much...

Senator BAUCUS You bet.
Now we will have a panel which will include Carol Wignall, wife

of Capt. William Wignall, U.S. Air Force, in Virginia; Sgt. Becky
Gommel, U.S. Air Force, wife of Gunnery Sgt. Lee Gommel, also
from Virginia; and Mrs. Fran Kraus, State volunteer coordinator
with the Colorado National Guard and member of the Committee
on Families with the National Guard Association.

Carol, why don't you begin?

STATEMENT OF CAROL WIGNAL, WIFE OF ('AlT. WILiIAM
WIGNAII,, U.S.A.F., GRArTON, VA

Mrs. WIGNALL. Thank you, Mr. Chairman. My name is Carol
Wignall. My husband, Capt. William Wignall, is an F-15 pilot sta-
tioned at Langley Air Force Base, VA. Bill has been deployed to
Saudi Arabia since August 7, 1990. The months since his departure
have been a roller coaster oftmotions, finances, and opinions.

During the past 7 months, IFhave had the good fortune to be part
of a very supportive group of spouses from Langley. We try to meet
weekly to boost each other's spirits, share experiences and keep in
touch. My three children have also benefited greatly from the con-
tact with the other children of deployed military members.

A couple of months into the deployment, the group of b,.uses
began comparing notes on how much the separation has impacted
all of us. It appeared that Murphy had paid a visit to almost every
household. The million different things that can and do go wrong
seemed to affect everyone. One wife asked me how much money I
had saved. Guiltily, I confessed that 1 had a very hard time saving
anything.



Yardwork, housework, childcare, home repair, volunteering and
supporting each other constantly compete with one another for my
time. I am sure as a Senator you are very busy and realize that it
is just not possible for one person to do everything that should be
done.

I have found that I have had to spend money hiring someone to
do the things my husband would normally do. The broken water
heater, running toilets, and the majority of yard work has had to
be hired out. During the three seasons Bill has been gone, Mother
Nature has continued to grow grass, change leaves, and started the
spring growing season. All of the mowing, raking, planting, and
pruning that Bill normally does, has had to be done by neighbbr-
hood kids trying to earn money.

About the end of September, I received by first "Saudi" phone
bill. Although there is not a price I could put on the relief I felt at
hearing first-hand that Bill was doing well, adjusting to the envi-
ronment, stress and uncertainty, my bill was well over $300 which
was not in my monthly budget. After that first phone bill, I now
set the timer so Bill and I will not talk too long and we can better
control our expenses.

With most of the hospital staff deployed from Langley, almost all
of my family's health care has been off-base. With three children,
chicken pox, flu, pneumonia, strep throat, and ear infections have
traveled from one to another causing numerous visits to the doc-
tor's office.

Consequently, my CHAMPUS payments have increased signifi-
cantly since August. With April's impending increase in the
CHAMPUS deductible, I am anticipating needing additional money
for medical expenses.

Early in January, my support ground, which includes a CPA and
a military budget officer, we all began discussing income taxes and
how to deal with them. For many of us it would be the first time
we had to figure them out without our husbands. We discussed
workshops to help each other and filing extensions.

When the legislation passed allowing 6 months after the military
members return, we al celebrated. What a relief that that addi-
tional stress had been lifted. Thank you for your support of that
legislation.

January 16 was the-day that we at Langlev will not forget.
Seeing the streaks of light aimed at the Baghd[ad sky, and wonder-
ing if that was our husband being shot at--on television-caused
us all to gather around and watch the news coverage almost non-
stop. Once again housework and cooking beclimne sporadic and
almost non-existent. My children still needed to eat, hoovever, and I
thanked my lucky stars that Taco Bell was still down the street.

During all this time there has been a lot of financial stress
placed on my family. As with any military separation, including
remote tours, it costs the family much more to maintain closeness.
The postal expense, telephone bills and incretued child care bills
art all very important to bet-able to afford.

The military member needs to be able to talk to his children to
let them know he loves them and that he misKe them. The family
left at home needs to be able to take time off from the 24-hour job
of reassuring children and household maintaining.



The expenses incurred while separated could be alleviated by
lower interest rates on mortgages, no penalty IRA withdrawals, de-
creased CHAMPUS costs, and most significantly increasing the
non-tax pay for officers from $500 to $2,000..

Thank you and pray for the safe return of all our military mem-
bers.

Senator BAucus. Thank you very much, Carol.
[The prepared statement of Mrs. Wignall appears in the appen-

dix.]
Senator BAUCUS. I have to leave now. Senator Bradley will be

here for the duration of the hearing.
Thank you very much for your testimony though. Thank you.
Why don't you proceed, Becky?
Sergeant GOMMEL. Yes, sir.

STATEMENT OF SGT. BECKY GONIMEL, U.S. AIR FORCE, WIFF OF
GUNNERY SGT. LEE S. GOMME,, FAIRFAX, VA

Sergeant GOMMEL. Mr. Chaii ,,an, although I do not have a
formal statement I do have a few comments that I would like to
make in regards to our troops in the Gulf.

I, as an active duty military member, am very fortunate that I
have an understanding as to the way the military pay system
works and as to the way the support of the military is of our
troops.

Upon notification that my husband was deploying I immediately
went to my finance center to find out how this was going to affect
my family and my home and the management of my financial situ-
ation. This is not something that a normal dependent, civilian wife
may be accustomed to doing. She may not know her outlet; she
may not know exactly where she can go or he can go, the spouse.

Because I did do that I was aware of the deductions and the
changes in my husband's pay, the fact that separation allowance
would be cut because he is going to be living in field conditions.
And although he did not leave for the dessert until the 29th of Jan-
uary, the qeparate rations allowance was cut immediately upon his
arrival at Camp Lejune for training.

Our family support centers are supporting our families here at
home. And any. benefits that those military members deployed to
the Gulf, which are being considered in the proposals, I feel should
really be thought about carefully. We have men and women risking
their lives for ts and for the same freedoms that we as Americans
have to give the Kuwaitees.

That is really all that 1 have to say. Thank you very much.
Senator BRADLEY. Mrs. Kraus?

STATEMENT OF FRAN KRAUS. STATE VOIUNTIER ('(H)RINA.
T)R. COLORAIX) NATIONAL (OWARI), AND MEMBER. COMMIT.
TEE ON FAMILIES, NATIONAL GIARI) ASSOCIATION 0OF TIll
U.S., II.FM..ON, CO
Mrs. KitAus. Thank you, Mr. Chairman.
I am very thankful for this opportunity to share with you today

some of the family issue. that all of us are facing within the Na-
tional Guard, the systems that are currently in place to'make this

/



plan work and to make the transition time from Guard status to
active duty status a little bit better.

As mentioned, I am Fran Kraus. I am the volunteer for the State
of Colorado; and I serve as the State volunteer coordinator for the
Colorado National Guard Family Support Program, a national pro-
gram out of the Department of Defense, through the National
Guard Bureau for both the Army and the Air National Guard.

This program has been inplace through a joint regulation since
1987. This is a federally funded network nationwide with a family
support program in each State. The program has one paid position
in each State, and a national family program manager at the Na-
tional Guard Bureau.
Part of my responsibility is to develop a volunteer network for

support groups through leadership training and community
networking and assistance. Family readiness is the bottom line. To
retain the Guard member you must also retain the family.

I am also a member of the National Guard Association of the
United States Committee on Families, Area VI Representative,
consisting of 14 States, to address special needs and concerns in
families in peacetime and mobilization. I am also a member of the
Sixth Army Advisory Council where we provide leadership training
for volunteers in the family program arena and address family con-
cerns and resolutions.

The Service men and women in the National Guard have joined
for a variety of reasons and, as a result, during a crisis such as Op-
eration Desert Storm we see a variety of needs with which the fam-
ilies are now being concerned. The impact of mobilization is a
shared responsibility between the family, the employer, the Guard
and community, totally, truly, becoming the community partner-
ship.-

As mentioned, mobilization is a shared responsibility. The mili-
tary can do many, many things to assist our families and believe
me they are. I see things every single day and hear about it not
only in my State but nationwide through my travels.

E9ven though our family support network is in place, we also
have to look to the community for our support on a day-to-day
basis through understanding and financial assistance to our fami-
lies. With our family support programs we are able to be there
emotionally and to assist one another and to share our concerns.

Many of the financial needs, however, go outside of that arena.
We do have the financial assistance in pace through the Arm,
Emergency Relief Fund and various other relief funds through
other services. However, the communities are providing emergency
relief funds to assist our families. They are doing this through cor-
porate sponsorships and through corporate challenges, and also by
individual unit sup port group fund raising.

Through our education to the communities of our needs they
have been able, truly, to meet those needs. The employer's support
is crucial in this endeavor. This affects the companies. We under-
stand that. But to us, it also means to us that our people have to
have a comfortable place to return to for their reemployment upon
their return.

However, this does not help the company at this particular time,
possibly, because it reduce,, their performance level and their
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strength in their work force. But,' truly, we hope that they under-
stand and that they will keep in mind that that person was an ex-
cellent employee prior to their being called up.

Many stresses face us as a result of Operation Desert Storm. This
is a critical time in the life of a Guard family. A suddenly reduced
inedme only adds to other concerns that family members must deal
with. Inconsistent pay information again only adds to that compli-
cation. Medical care is disrupted if current employer policy does
not provide a workable or affordable means to continue the em-
ployee portion of that payment.

These stresses become easier to handle due to support systems in
place and with the assistance of family assistance centers across
each State that provide information, referral assistance and follow-
up. Above all, all services working together to support our families
through joint support systems and financial assistance make han-
dling stresses easier.

Many are concerned over the CHAMPUS program. CHAMPUS is
costly and currently does not provide a COBRA type policy, plus a
deductible for out-patient care is doubling and mental health care
in the hospitals is being reduced when the emotional stresses are
now the greatest.

So those are items that need to be addressed and need to be
looked at more thoroughly. CHAMPUS needs to be extended to
those people upon their return to give them a time for a transition
back.

Single parents-suddenly we have grandparents dealing with all
of the needs of small children. They have now become parents once
again themselves. They are handling and trying to deal with all
the stresses that are provided.

Tax guidelines are currently being worked on and as mentioned
here today, are actively being pursued and hopefully resolved soon.

I would like to say, though, in summary, however, that with all
the people that have been involved with this call-up, and the num-
bers of families that we are looking at in addition to the individual
Guard members called up, that this is going very, very well.

I believe this is due to the fact that within the Colorado National
Guard and all the National Guards across the United States that
we have taken the time to educate our families about what is avail-
able to them if ever this event were to occur, as it has.

We suggest that any opportunity be given to families and consid-
erations be given those families as well. Education is a key and
communication is a key. This truly make. a statement about our
members and their willingness, resolve and readiness to serve.
They have taken their job seriously and so have their families.
Family readiness has become their mission through education, sup-
port and community involvement.

Mr. Chairman, thank you. I would like to submit my written teo-
timony for the record.

The prepared statement of Mrs. Kraus appears in the appendix.)
nator BAmmzy. Thank you very much, Mrs. Kraus, Mrs.

Gommel, and Mrs. Wignall. Let me thank you for your testimony. I
think that your own personal stories bear witness, not only to the
commitment that :our spouses are making, but the commitment
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you make everyday in helping bring this Desert Storm to a success-
ful conclusion.

Mrs. Kraus, I, in particular, appreciate your suggestions and we
will certainly try to do what we can to try to help each of you bear
the burden as families for the events of the last several months.

Thank you very much for your testimony. It was extremely help-
ful.

Mrs. KRAUS. Thank you.
Senator BRADLEY. Our last panel consists of Sgt. Maj. C.A.

McKinney, and Col. Christopher Giaimo.
Mr. McKinney?

STATEMENT OF SGT. MAJ. C.A. McKINNEY, U.S.M.C. RET., LE(IIS.
NATIVE COUNSEL, NON-COMMISSIONEI) OFFICERS ASSOCIA-
TION, ALEXANDRIA, VA
Sgt. Maj. MCKINNEY. Thank you, Mr. Chairman.
Let me first of all extend appreciation for the invitation to

appear today on behalf of my Association and the Military Coali-
tion. I would be remiss if I did not take this op opportunity to thank
the National Guard Association and the National Military Families
Association and the Air Force Sergeant's Association for sponsor-
ing the young ladies appearing in the previous panel.

My statement was prepared with the help of the Military Coali-
tion, which is a 24-member group of quasi-military organizations. I
extend special thanks to a few of them that really did a great job
in helping me put my prepared statement together. They are listed
in the back of my statement, along with a list of the coalition mem-
bership.

We have included a number of proposals in my particular state-
ment. I would like to touch on those just briefly. First of all there
is tax exclusion. This is to provide ?or both enlisted and officers
relief from taxation of all compensation received while serving in a
dangerous foreign area.

We believe that it is almost unconscionable that our nation can
ask its citizens to go to a dangerous foreign area or a combat zone,
a hostile environment in any case, if you will, risk life and limb,
and then tax them for the opportunity to do so. We just feel it is a
little out of place to do that.

Also in retrospect, the term "dangerous foreign area" would re-
place "combat zone" and we think that is most appropriate since
we have B-52's flying out of Diego Garcia, et cetera, which should
be included in a dangerous area simply because they can be killed.
just as quickly in 30 seconds over a target as those on the ground
who are doing the fighting in the tanks or with a rifle.

It alew would extend certain tax requirements, perhaps those
similar to H.R. 4, to National Guard and Reserve members called
to active duty and sent to military stations in the United States,
away from home but outside o' a normal travel time. Certain
Guard and Reserve members would be given additional time to file
tax reports, et cetera.

We would also ask for the authorization for free withdrawals
from retirement accounts, Guard and Reserve' members and active
duty personnel serving in the Gulf area would be permitted to



withdraw funds from existing retirement accounts without- a tax
penalty. Such withdrawals would have to be on an emergency basis
and directly related to Operation Desert Storm.

Our fourth proposal would permit transfers of separation pay for
troops involuntarily separated during or following Operation
Desert Storm. And the authority to transfer any part or all of the
separation payments received into the qualified retirement plan
would be without taxation.

We also ask that imminent danger pay be excluded from gross
income at any time, regardless of when it is provided. We asked for
a tax break for reservists to provide deductions from gross pay-
those expenses including travel, et cetera, that our National
Guardsmen and reservists incur as a result of training with their
Reserve unit.

Seventh, the earned income tax credit, that has been on the
books for years. It has been something we have never been able to
figure out, why certain servicemembers are allowed to have earned
income tax credits in the United States, but if they move their
family under Government orders overseas they cannot have it. It is
one of those things we say, well, there is no reason for it, it is just
policy.

I did not mention UCX-unemployment compensation in my
statement. But we do include that now. It has been another goal of
our Aswociation to see that benefits are extended in the same
manner as for civilians.

I know our list is a little heavy, Mr. Chairman. However, a few
of these issues should have been resolved before Desert Storm oper-
ation. We ask your indulgence in considering these proposals.

Thank you.
Senator BRADLEY. Thank you very much, Mr McKinney.
[The prepared statement of Major McKinney appears in the ap-

pendix.]
Senator BRADLEY. Mr. Giaimo?

STATEMENT OF COL,. (HRISTOPIIER (;IAIM(), '.S.A.F. RET..
I)EPUTY DIRE(WI)R, GOVERNMENT RELATIONS, TIlE RETIRE)
OFFICE S ASSOCIATION, AIEXANI)RIA, VA
Colonel GIAIMO. Mr. Chairman, thank you for holding this hear-

ing. My statement is essentially a con liment to Sergeant Major
McKinney's statement; and I, too, in addition to speaking on behalf
of The Retired Officers Association represent the Military Coali-
tion.

Let me first address, and briefly, the proposal that would exclude
from taxation the first $2,000 of monthly compensation received by
officers presently serving in the dangerous foreign area of the Per-sian Gulf.

As you know, effective with the commencement of hostilities on
January 17, 1991 the total military income of all enlisted personnel
and warrant officers presently serving in the Persian Gulf became
excluded from taxation. Likewise, a monthly exclusion of $500
became effective for officers. This amount, S500, is a carryover
from the Vietnam era authority which permitted such an exclu-
sion.



What this amendment seeks to do is merely to keep the same re-
lationship between military compensation and exclusion that exist-
ed during the Vietnam era.

Mr. Chairman, I have taken the liberty of attaching for your con-
sideration a comparison pay chart which reflects the basic pay
rates in effect during three specific eras--1967, 1972 and 1991.
What this chart demonstrates is that during the'height of the Viet-
nam conflict all pay of enlisted members was excluded from the
Federal tax. In 1967 a typical enlistee had an exclusion ranging
from $102 per month in basic pay to $694 in basic pay for 1989. In
addition another $65 per month in hostile fire pay was also ex-
cluded from taxation. For warrant officers, the exclusion ranged
from $533 to $810.

In 1991, by comparison, the exclusion for enlisted personnel is
much higher. It has gone up proportionately. Officers on the other
hand are still limited to the $500 of exclusion of basic pay from
Federal income tax. In 1967 a typical 0-1 had a pay range of $321
per month to approximately $1,285 per month for an 0-6 or a Colo-
nel.

To better put this in perspective, the $500 exclusion represented
100 percent of the basic pay of a first lieutenant and second lieu-
tenant in 1967 and approximately 81 percent of the basic pay of a
captain. By way of comparison, if this relationship of basic pay to
exclusion for the same 0-3 were to be maintained today, the exclu-
sion would be approximately $2,043.

Similarly, if the almost four-fold increase in the consumer price
index since 1967 were to be factored in the $500 exclusion would
increase to approximately $2,000.

The Retired Officers Association strongly urges your favorable
consideration of this amendment. During the Vietnam era when
many of our members were proudly serving their country you saw
fit to recognize their sacrifices by passing the original tax exclu-
sion. We now ask you to do likewise for our brother and sister offi-
cers who are also proudly serving.

Also before you for consideration is an amendment which seeks
to remove the tax penalty for a military member or dependent for
the early withdrawal of funds from an IRA account, annuity con-
tract or other retirement plan. You have heard today the hardships
that our military families have had to endure with their husbands
or wives gone. They are indeed manifold.

This amendment, if enacted, would ease their financial burdens.
We urge you to favorably consider this. It gives the financial flexi-
bility these families need to meet crises in extraordinary circum-
stances. As you know, there are certain exclusions which permit
penalty:free withdrawals. We are asking you to favorably extend
this to military families today who have spouses in the Persian
Gulf. _K

Mr. Chairman, that concludes my statement. Thank you very
much.

Senator BRAPIXY. Thank you very much. ('olonel Giaimo.
(The prepared statement of C'olonel (;iaimo appears in the appen-

dix.)
S nator BRADLv. Let me ask each of you, particularly you, Mr.

McKinney, since your list was a little longer. If you were going to



pick one or two tax items that you thought would be most helpful,
what would be the one or two items that you would pick?

Sgt. Maj. McKINNEY. Regrettably, I did not poll the Military Coa-
lition in that respect. However, on behalf of my particular organi-
zation, the Non-Commissioned Officers Association, two of our
main goals have -been over the years to do something about unem-
ployment compensation and to do away with that restriction on
earned income tax credits overseas.

A third item we have always had for a goal over the years is to
allow the Guard and Reserve to deduct certain expenses related to
their military duties or Reserve duty.

However, in light of Desert Storm, it might-and I am just
saying, it may be; I do not know. I would have to get back to the
committee if you would like to know what tLe Coalition would
really prefer in that respect.

Senator BRADLEY. No, I found your comments very hopeful.
Let me ask you, have you been contacted by many reservists who

are experiencing some hardship in meeting the filing deadline?
Sgt. Maj. McKINNEY. We have been asked bya number of our

reservists. We do have Reserve and Guard members. We hear from
them, as well as from the number of Guard and Reserve organiza-
tions that we have in the coalition. They are very concerned about
it, sir.

Senator BRADLEY. In terms of your recommendations, do you
think there is a difference between reservists who are assigned
overseas in Desert Storm and other reservists?

Sgt. Maj. McKINNEY. If they are assigned away for home, for ex-
ample; and they cannot get back to their home base in a reasona-
ble amount of time, particularly if they are in business or have a
partnership or are self-employed. It is very difficult for them to be
accessed to tax material that they may need. So I think it should
be extended at least until they can get back home and do some-
thing.

Senator BRADLEY. Those are very helpful suggestions.
Mr. Giaimo, if you were going to pick your number one, what

would it be?
Colonel GIAIMO. Well, speaking on behalf of the Retired Officers

Association, obviosly we would be most interested in seeing the
exclusion raised from $500 to $2,000, as suggested in Senator
Glenn's amendment. If for no other reason, just strictly on the
basis of equity.

Those rates were set in an earlier era, let's just simply update
them to today's cost of living standards. That would be our number
one.

One that I did not mention, I think that you also should favor-
ably consider an amendment dealing with POW's/MIA's As you
know, we have had several of those so far. Hopefully, we will not
have too many more, if any, But I think that the same tax break
that was given to them during the Vietnam era should again be
extended to current POW' s/MIA's, namely that their entire income
be considered to be tax free.

Senator BRADLZY. Well, let me thank both of you very much for
your testimony. I appreciate you taking the time to come in today
and share your thoughts with us. I am sure they will be given seri-



ous consideration; and I hope we will be acting, certainly this year,
on these overall of issues.

Let me thank you.
Sgt. Maj. MCKINNEY. Thank you.
Colonel GIAIMO. Thank you, Senator.
Senator BRADLEY. The hearing is concluded.
[Whereupon, the hearing was adjourned at 11:53 a.m.]

4 1



APPENDIX

ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF SENATOR LLOYD BENTSEN

Last month Congress took a first step in addressing the concerns of our troops and
their families by delaying the tax filing deadline for them. A number of -Senators,
myself included, had additional steps we wanted to take to help our troops. But we
deferred in order to move the bill quickly. It sailed through Congress and the Presi-
dent signed it in short order.

I assured my colleagues then that their other proposals would receive full consid-
eration, and that's what we're doing today. I'm looking forward to hearing what our
colleaguf.a and a distinguished panel of experts-including a couple of servicemen's
wives, who probably know best of all the sacrifices being made by our troops and
their families-have to say,
. The Ptrsian Gulf Task Force has been considering additional measures, and the
Senate Finance Committee has jurisdiction over a number of these and other possi-
ble initiatives.

Under current law the entire pay of enlisted men and women is excluded from
taxes. Officers may exclude only $500 a month-a level that was set 25 years ago.
Adjusting for inflation, that exclusion would be. about $2,000 today. So we should.
consider increasing that exclusion.

During the Vietnam war prisoners of war and soldiers missing in action received
a total exclusion on income, they earned while captured or missing. We need to
extend that rule to our soldiers who have fallen into enemy hands in this war. This
is the least we can do to ease the burden on families of these soldiers.

We also will consider waiving the 10 percent penalty when Desert Storm troops
withdraw funds from their IRAs. Many of these families are facing very serious i-

a, nancial difficulties and that IRA may be the only savings they have available.
Under current law if they 'take out the money they have to pay income tax and a 10
percent penalty on the withdrawal. We surely don't want to penalize taxpayers
under these circumstances.

We also want to look into the rules for unemployment benefits for ex-servicemen.
In the early '1980s, this program was changed to put in a month's waiting period
apd to limit the duration of benefits to a maximum 13 weeks-making it a much
let* generous program for former servicemen than for other unemployed persons.
Perhaps these rules made sense during a peacetime expansion of the armed forces,
but [ have real questions about whether they are appropriate now. Of course, we
hope those returning after the Gulf conflict will find jobs waiting for them. But
some will not and they should have fair access to unemployment benefits.

With our troops in the Persian Gulf facing significant hardship and great danger,
the least we in Congress can do is recognize their extraordinary efforts and do our
part to ease the disruptions and hardships they are facing.
Attachments.
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INTRODUCTION

This document,
1 
prepared by the Staff of the Joint

Committee on Taxation, provides a description of proposals
relating to the tax treatment of military personnel and their
families, scheduled for a public hearing by the Senate
Com xittee on Finance on February 27, 1991.

Part A of the document describes general income tax
proposals relating to military personnel. Part B describes
proposals relating to pension and retirement plans.

1 This document may be cited as follows: Joint Committee on

Taxation, Descriptidn of Proposals Relating to the Tax
Treatment of killtary F-erionnel.[JCX--91), Yibf-ury-16,1991.
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A. General Tax Proposals

1. Increase exclusion from tax for officers; replace
combat zone designation with designation of *dangerous
foreign area (S. 199)

Present Law

Exclusion for combat _y

Gross income Anes not include certain combat pay of
members of the Arm,.- Forces (sec. 112). If enlisted
personnel serve in a combat zone during any part of any
month, military pay for that month is excluded from gross
incou-e. In .ddition, -. enlisted personnel are hospitalized
as a result of ini.;ries, wounds, or disease incurred in a
combat zone, miiitary pay for that month is also excluded
from gross income; this exclusion is limited, however, to
hospitalization during any month beginning not more than two
years after the end of combat in the zone. In the case of
commissioned officers, these exclusions from income are
limited to $500 per month of military pay.

Designation of a combat zone

The President may issue an Executive Order declaring
that an area is a combat zone. In add ltion to triggering the.
exclusion for combat pay (described above), such a
designation of a combat zone triggers a suspension of the
period of time for performing various acts under the Internal
Revenue Code (such an filing tax returns, paying taxes, or
filing a claim for credit or refund of tax), as well as
several other special provisions.

On January 21, 1991, Presidpnt Bush signed Executive
Orde- 12744, designating the Persian Gulf Area as a combat
zone. The designation was retroactive to January 17, 1991,
the date combat commenced in that area, and continues in
effect until terminated by another executivee Order. Thus
individuals serving in the Persian Gulf Area are eligible for
the military pay exclusions described above, beginning
January 17, 1991.

The Executive Order specifies thAt the Persian Gulf Area
is the Persian Gulf, the Red Sea, the Gulf of Oman, a portion
of the Arabian Sea, the Gulf of Aden, and the total land
areas of Iraq, Kuwait, Saudi Arabia, Oman, Bahrain, Qatar and
the United Arab Emirates.

Description of S. 199

Increase in exclusion limit for officers

In the case of commissioned officers, the limit on the

exclusion from income would be raised to $2,000 per month of
military pay.

Application to dangerous foreign areas

The bill would also replace the requirement that an area
be designated a combat zone with the requirement that an area
be designated a dangerous foreign area. To trigger the
exclusion from income provisions described above, the
President would be required to issue an Executive Order
designating that Armed Forces of the United St%%tes in that
area are being or have been subject to certain hostile
activities. Those hostile activities are defined as: (1)
hostile fire; (2) explosion of hostile mines; 13) imminent
danger of hostile fire or the explosion of hostile mines; or



(4) the threat of physical harm or imminent danger on the
basis of civil insurrection, civil war, terrorism, or wartime
conditions.

Effective date

The provisions of the bill would be effective as of
October 1, i990.

2. Exclude military pay of Operation Desert Storm MIAs/PIWs
from gross income

Present Law

Gross income does not'include certain combat pay of
members of the Armed Forces (sec. 112). If enlisted
personnel serve in a combat zone during any part of any
month, military pay for that month is excluded from gross
income. In addition, if enlisted personnel are hospitalized
as 3 result of injuries, wounds, or disease incurred in a
combat zone, military pay for that month is also excluded
from gross income; this exclusion is limited, however, to
hospitalization during any month beginning not more than two
years after the end of combat in the zone. In the case of
commissioned officers, these exclusions from income are
limited to $500 per moth of military pay.

Members of the Armed Torces and civilian employees of
the Federal Government in "missing status" as a result of the
Vietnam conflict may claim an exclusion from income for their
compensation for any month during anyopart of which such
persons are in missing status. In order to be classified in
"missing status," a person must be in active service and
determined to be (1) missing, (2) missing in action, (3)
interned in a foreign country, 14) captured, beleaguered, or
besieged by a hostile force or (5) detained in a foreign
country against his or her will.

The "missing status" exclusion applies to all
compensation for active service of members of the Armed
Forces (enlisted personnel and commissioned officers) and
civilian employees of the Federal Government. A person
absent from his or her post of duty without authorization is
not eligible for the exclusion.

Description of Proposal

The proposal would extend the exclusion from income for
those in "missing status" to members of the Armed Forces and
civilian employees of the Federal Government in "missing
status" as a result of Operation Desert Storm.

3. Expand authority to issue qualified veterans'

mortgage bonds (S. 354 and S. 355)

Present Law

Interest on bonds issued by States and local governments
to finance their direct activities is excluded from income
(sec. 103). Interest on bonds issued by these governmental
units to finance activities of private persons ("private
'ctivity bonds") is taxable unless a specific tcclusion is
,ncluded in the Code (sec. 141).

Present law excludes from income the interest on
qualified veterans' mortgage bonds, which are general
obligation private activity bonds issued as part of certain
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programs in effect before June 11, 1984, to provide mortgage
loans to veterans (sec. 143(1)). Only five states are
eligible to issue qualified veterans' mortgage bonds:
Alaska, California, Oregon, Texas, and Wisconsin.

Mortgage loans made with the proceeds of qualified
veterans' mortgage bonds may be made only to veterans who
served on active duty before 1977, and who apply for the ioan
before the later of (1) 30 years after the veteran leaves
active service or (2) January 31, 1985.

Issuance of qualified veterans' mortgage bonds is
subject to annual volume limitations based on the historical
level of issuance of these bonds between January 1, 1979, and
June 22, 1984, in lieu of the general State volume
limitations applicable to most other private activity bonds.

Description of S. 354

S. 354 would expand authority to issue qualified
veterans' mortgage bonds from the five States currently
eligible to all States (including D.C. and U.S. possessions).
The bill also would repeal the annual volume limitations
applicable to these bonds, and would expand the set of
borrowers eligible for mortgage loans financed with the bonds
to include veterans who served in Operation Desert Shield or
Desert Storm.

The provisions of the bill would apply to bonds issued
after August 1, 1990.

Description of S. 355

S. 355 would expand the set of borrowers eligible for
mortgage loans financed with qualified veterans' bonds to
include veterans who served in Operation Desert Shield or
Desert StorrA. All other present-law requirements, including
those determining which States are eligible to issue these
bonds, would be retained.

The provisions of the bill would apply to bonds issued
after August 1, 1990.

4. Extend eligibility for the earned income tax credit to

military personnel stationed overseas

Present Law

Eligible low-income workers are able to claim a
refundable earned income tax credit (EITC) of up to 16.7
percent (17.3 percent for taxpayers with more than 1
qualifying child) of the first $7140 of earned income for
1991. The maximum amount of credit for 1991 is $1192 ($1235
for taxpayers with more than I qualifying child), and this
maximum Is reduced by 11.93 percent (12.36 percent for
taxpayers with more than I qualifying child) of earned income
In excess of $11,250. The EITC is totally phased out for
workers with earned income over $21,245. Earned income
consists of wages, salaries, other employee compensation
includingg certain allowances provided to military
personnel), and net self-employment income.

To be eligible for the EITC, the taxpayer must have a
"qualifying child". In order to be a qualifying child, an
individual must satisfy a-rel-ationship test, a residency
test, and an age test. The relationship test requires that
the individual be a child, stepchild, a descendent of a
child, or a foster or adopted child of the taxpayer. The
residency test requires the individual have the same place of
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abode as the taxpayer for more than half the taxableyear.
This household must be located in the United States. The age
test requires that the individual be under 19 (24 for a
full-time student) ot be permanently and totally disabled.

In addition, there are two additional credits that are
parr of the EITC. A supplemental young child credit is
available for qualifying children under the age of one year
old. This young child credit rate is 5 percent and the
phase-out rate is 3.57 percent. It is computed on the same
base as the ordinary EITC (the maximum credit for 1991 is
$357). A supplemental credit for health insurance costs is
also provided for taxpayers who purchase health insurance
policies that inclvdi coverage for qualifying children. The
health insurance credit rate is 6 percent and the phase-out
rate is 4.265 percent. It is computed on the same base as
the ordinary EITC (the maximum credit for 1991 is $428). The
maximum credit available to a taxpayer is limited to the
amount paid for the health insurance coverage.

To claim the EITC, the taxpayer must complete a separate
schedule and attach it to his or her return. In addition, to
claim the EITC, the taxpayer must supply the taxpayer
identification number (Social Security number) for each
qualifying child over-the age of one year old.

Description of Proposal

The first part of the proposal would extend eligibility
for the EITC to military personnel stationed overseas. For
purposes of determining eligibility for the EITC, a member of
the military stationed outside the United States on extended
active duty w.guld be considered as maintaining a household in
tne United States.

The second part of the proposal would value basic
allowances for housing and subsistence (provided by the
military) as earned income for purposes of computing the EITC
and would provide information reports on these valuations to
recipients on an annual basis. This increased information
flow to military personnel would allow persons claiming the
EITC to determine more accurately the actual amount of their
earned income.

5. Extend tax deadline deferral rules to reservists and
members of the National Guard that are not in combat
zone

Present Law

Section 7508 suspends the period of time for performing
various acts under the Internal Revenue Code, such as filing
tax returns, paying taxes, or filing i claim for credit or
refund of tax4 for any individual erving in the Armed FOrcen
of the United States (or in support of the Armed Forces) in
an area designated as a combat zone.

The designation of a combat zone must be made by the
President in an Executive Order. The starting daee and the
termination date of combat also must be designated by
Executive Order.

Pursuant to Treasury regulations, members of the Armed
Forces outside the combat zone who perform military service
in direct support of operations in the combat zone and under
conditions that qualify such members for Hostile Fire Pay (as
specifically defined) are deemed to have served in the combat
zone during the period of such qualifying service. (Treas.
Peg. sec 1.112-1(j)(1)).



On January 21, 1991, President Bush signed Executive
Order 12744, designating the Persian Gulf Area as a combat
zone. The designation was retroactive to January 17, 1991,
and continues in effect until terminated by another Executive
Order.

Descriptn of Proposal

The proposal would extend the tax deadline deferral
rules to all reservists and members of the National Guard who
are ordered to active duty in connection with Operation
Desert Shield or Desert Storm, regardless of where they
actually serve.

6. Allow reservists and members of the National Guard to
deduct certain expenses from adjusted gross income
(S. 246)

Present Law

Taxpayers may generally deduct from gross income the
ordinary and necessary expenses of carrying on a trade or
business (sec. 162). Unreimbursed employee business expenses
are allowed only as itemized deductions and are allowed only
to the extent they exceed 2 percent of the taxpayer's
adjusted gross income (sec. 67).

Description of S. 246

S. 246 wouldallow reservists and members of the
National Guard to deduct from adjusted gross income certain
expenses made in-connection with their duties, without regard
to whether or not they itemize deductions. Such expenses
include (1) expenses of travel, meals, and lodging while away
from home and (2) expenses of transportation and uniforms.

The bill would be effective for taxable years beginning
after December 31, 1989.

7. Eliminate certain restrictions on rollover of gain on
sale of principal residence for certain military
personnel

Present Law

No gain is recognized on the sale of a personal
residence to the extent that the amount of the adjusted sales
price of the old residence is reinvested in a new uioS"...
within a specified period of time (sec. 1034). In general,
this reinvestment must occur within a period beginning two
years before the date of sale of the old residence and ending
two years after that date.

Special rules apply to members of the Armed Forces of
the United States. In general, the running of any time
period in connection with the rollover of gain on the sale of
a principal residence is suspended during any time the
taxpayer serves on extended active duty after the date of
sale of the old residence, except that this suspension does
not extend beyond four years after the date the old residence
is sold.

Two special rules also apply. The first special rule
applies to members of the Armed Forces who either are
stationed outside the United States or are required (after
returning from a tour of duty outside the United States) to
reside in on-base Government quarters pursuant to a
determination by the Secretary of Defense that adequate
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off-base housing is not available at a remote base site. For
these individuals, the suspension period does not expire
before one year after the last day of being stationed outside
the United States or of being required to live in qualified
on-base housing, except that the suspension period does not
extend beyond eight years (rather than four years) after the
date the old residence is sold.

The second special rule applies to members of the Armed
Forces serving in a combat zone designated by the President
pursuant to section 112. The IRS has stated that the
suspension of time provisions (under section 7508) that are
triggered by the designation of a combat zone suspend the
running of the period within which a new residence must be
purchased (Rev. Rul. 69-343, 1969-1-C.B. 305). Thus, the
period during which the taxpayer is in the combat zone, plus
the next 180 days, is not considered in computing the
applicable replacement period within which a new home must be
purchased.

Description of Proposal

The proposal would eliminate two requirements from the
special rule applicable to members of the Armed Forces who
are required to reside in on-base Government quarters. It
would delete the restriction making this provision applicable
only to those who have returned from a tour of duty outside
the United States. It would also eliminate the requirement
that the Secretary of Defense must determine that adequate
off-base housing is not available, at a remote base site.
Thus, members of the Armed Forces who are required to reside
in on-base Government quarters would be subject to nO further
restrictions in order to be eligible for the sane rules as
members of the Armed Forces who are stationed overseas.

B. Pension-Related Proposals

1. Allow penalty-free withdrawals from qualified retirement
plans, annuities, and endowment contracts (S. 82 and
S. 342)

Present Law

Under present law, early withdrawals from
employer-sponsored retirement plans, individual retirement
arrangements (IRAs), annuity contracts, and modified
endowment contracts are generally subject to a 10-percent tax
in addition to income tax (secs. 72(q), (t), and (v)). The
10-percent tax does not apply to distributions (I) made after
attainment of age 59-1/2, (2) made on account of death or
disability, or (3) in the form of substantially equal
periodic payments over the life of the individual or the
lives of the individual and his or her beneficiary. Certain
other exceptions to the additional tax also apply depending
on the type of arrangement from which the withdrawal is made,

Description of S. 82

S. 82 would waive the 10-percent additional tax in the
case of distributions from employer-sponsored plans and IRAs
made to a reservist or the spouse of a reservist who is
ordered to active duty in connection with Operation Desert
Shield.. To quality for the exception, the distribution must
be received during the period of such active duty.

Description of S. 342

S. 342 would waive the 10-percent additional tax
applicable to retirement plans, IRAs, annuity contracts, and
modified endowment contracts in the case of distributions to
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persons who have performed active duty service in connection
with Operation Desert Shield or Desert Storm. To qualify for
the exception, the distribution must be received during the
period beginning on the date the individual first performs
such active duty service and ending on the date which Is180
days after the termination of such service. The provision
would apply to distributions after August 1, 1990.

2. Permit rollovers of military separation pay (S. 252)

Present Law

Present law provides for payments to officers and
enlisted personnel upon involuntary separation from the armed
services (10 U.S.C. sec. 1174). In general, such payments
can be made to persons who have at 1sast 6 and no more than
20 years of service in the military. The amount of the
payments is determined under one of the following formulas:
(1) 10 percent of the product of (a) the individual's years
of service and (b) 12 times the individual's monthly basic
pay at time of discharge; or (2) one-half of such amount.
The formula used depends on the status 3f tne individual and
determinations made by the Secretary of Defense.

Separation payments are generally includible in gross
income when received.

Under present law, cert.,in distril)utions from qualified
pension plans, qualified annuities, and tax-sheltered
annuities may be tolled over to an IRA. Amounts that are
rolled over are includible in gross. income when withdrawn
from the IRA and may also be subject to the 10-percent early
withdrawal tax. In order to qualify for such treatment, the
rollover must be made within 60 days of receipt of tte
distribution.' Present law does not provide for the tax-free
rollover of other payments (such as severance pay).

Description of S. 252

S. 252 would pern" l1iita)y separation pay (as defined
in 10 U.S.C. 1174) to'be contributed to an IRA. The
contribution would e treated the same as a rollc/er of a
distribution from 'qualified pension plan. Thus, such
amounts (and income thereon) would be includib'. in gross
income when withdr kwn. The 10-percent early withdrawal tax
would apply to withdrawals of such amounts the same as it
applies to other IRA withdrawals. The proposal would apply
to pay received after December 31, 1990.

3. Provide that Desert Shield or Desert Storm service does
not cause a break in service

Present Law
3

In general, all years of service with an employer must
be taken Into account under a qualified pension plan in
determining whether the employee meets the requirements for
participation in the plan and in determining if the employee
has a vested right to pension benefits. No credit need be

2 Payments may also be made in some cases to officers with
at least 5 years of service.

3 This discussion relates only to the rules of the Internal
ReVenue Code. Other laws may also apply and may have more
stringent requirements. A discussion of other laws is beyond
the scope of this document.



provided, however, fov periods during which an employee is
considered to hays a break in service. In some cases, an
employee who returns to work for an employer after incurring
a break in service may lose credit for pre-break service. A
plan may provide that a one-year break in service occurs in a
12-month measuring period in which the employee does not
complete more than 500 hours of service.

In general, in the case of a nonvested participant,
years of service with the employer maintaining the plan
before any period of consecutive I-year breaks in service are
required to be taken into account after a break in service
unless the number of consecutive 1-year breaks in service
equals or exceeds the greater of (1) 5 or (2) the aggregate
number of years of service before the consecutive 1-year
breaks in service.

A plan may take into account service that is permitted
to be disregarded under the break in service rules. A plan
may also provide that a participant will not incur a break in
service due to certain leaves of absence.

Description of Proposal

Under the proposal, absences from work due to active
duty service in connection with Operation Desert Shield or

sert Storm could not be taken into account in determining
wether an individual has had a break in service.

Permit Desert Shield and Desert Storm service to be taken
into account for qualified plan purposes

Present Law
4

Present law provides rules for determining years of
service that are required to be taken into account for
participation, vesting, and benefit accrual purposes. In
general, these rules do not require that military service or
periods in which the participant is on a leave of absence be
taken into account.

Present law contains limitations on the contributions
and benefits that are payable from a qualified pension plan.
In the case of a defined benefit plan, the maximum annual
benefit payable under the plan is the lesser of $102,582 (for
1991) and 100 percent of the individual's average
compensation for his or her highest 3 years. In the case of
a defined contribution plan, the maximum annual additions
that can be made on behalf of a participant is the lesser of
$30,000 or 25 percent of the participant's compensation for
the year. A combined limit applies to individuals who

4 This discussion relates only to the rules of the Internal
Revenue Code. Other laws may also apply and may have more
stringent requirements. A discussion of other laws is beyond
the scope of this document.



participate in a defined benefit plan and a defined
contribution plan maintained by the same employer.

Under a special rule for defined contribution plans, the
plan may provide that in the case of someone who is
permanently and totally disabled and not a highly compensated
employee compensation means the compensation the participant
wduld have received for the year if the participant was paid
at his or her rate of compensation immediately before
becoming disableOi. This rule applies only if the
contributions made with respect to such compensation are
nonforfeitable when made.

Description of Proposal L--'
The proposal would clarify that service in connection

with Cperation Desert Shield or Desert Storm may be taken
into account for all purposes under the plan. In addition,
the proposal would permit compensation to be imputed during
periods while the participant is in Desert Shield Service
under rules similar to the present-law rule for disability.

PREPARED STATEMENT OF SENATOR JOHN BREAUX

I would like to commend the chairman for holding this hearing. Our country is
aware of the sacrifices made by these brave men and women serving in Operation
Desert Storm. I believe we should closely consider the measures we will discuss
today, as well as other measures, as we examine what we can do to alleviate the
buen bome by our armed forces and their families. This issue is of particular im-
portance to my State, which I am proud to say has the second highest number of
Guardsmen and reservists (over 9,000) serving in Operation Desert Storm.

Under current law, the entire pay of enlisted personnel is exempt from taxation.
Officers may exclude 500 per month from tpx liability. While this may seem to be
a benefit, it is important to be aware of the fact that mny of the Guardsmen and
reservists officers serving in Desert Storm are earning less income than their
normal occupations compensate them. They are making a financial sacrifice while
serving our country and it is important that Congress attempt to alleviate the finan-
cial strain they will experience due to this sacrifice.

I expect there to be considerable discussion on whether proposals to increase pay
and benefits of military personnel and veterAis will trigger automatic spending cuts
included in last year's budget. Some will argue that these proposals will fall under a
budget act exemption for emergency funding requirements of the Gulf deployment. I
think it is important that the committee and the administration carefully review
benefit proposals to determine whether they would qualify as- emergency war fund-.
ing.

PREWARED STATEMENT OF SENATE R LARRv CRAio

Thank your Mr. Chairman, for allowing me to appear before your committee this
morning.

There are currently thousands of American reservists serving in the Gulf as part
of Operation Desert Storm. Their contributions and the burilens they bear are well
known.

What sometimes is forgotten, however, are the burdens borne by their families
back home.

Many of these families are finding themselves without a provider and in unex-
pctedly tough financial straits. Those who have put money aside, investing in the
future in certain retirement or savings plans, are now confronted with a tx law
that penalizes them if they need to withdraw from them to make ends meet.

That doesn't make sense when these people are already making sacrifices from
which we all benefit.

That's why I'm asking you to consider my bill, S. 342. Ita a very simple and
straightforward measure to allow members of the Armed Forces or Reserves who
are active in Desert Storm to withdraw money from annuities, IRA's, and other re-
tirement plans without a penalty for early withdrawal.



It won't add to the debt because it's revenue neutral. But it will help many fami-
lies who deserve our support.

Mr. Chairman, these are extraordinary times requiring extraordinary contribu-
tions from our men and women in uniform, and we must do what we can to assist
them and their families.

My measure is not intended to be a comprehensive solution to all the problems
faced by our men and women in the Persian Gulf. But it is a necessary and sensible
reform to be added to the comprehensive legislative package now being put togeth-
er.

As a member of the Desert Storm Legislative Task Force, I urge you to give it
your full consideration.

Thank you.

PREPARED STATEMENT OF SENATOR WENDELL H. FORD

I appreciate the opportunity to testify today in favor of extending the tax benefits
enacted last month in H.R. 4 to our military personnel, particularly reservists, sup-
porting Operation Desert Shield in locations outside the combat zone. I commend
the Chairman for holding these hearings. No matter what our individual positions
were at the onset of this conflict, we have now core together in a united voice sup-
porting our troops and their families 110 percent. These hearings today reinforce
that message as we consider their special needs both during and after this conflict.

As the Chairman knows, I first raised the issue of expanding tax benefits to our
troops serving outside the combat zone during the Senate debate on H.R. 4. As a
cosponsor of S. 8, I supported that legislation and congratulate this committee on
the expeditious and bipartisan handling of it. But as I stated then, that legislation
simply did not go far enough to recognize the hardships being faced by our military
personnel and their families, particularly reservists, serving outside the Persian
Gulf.

Of the over 160,000 National Guard and Reserve personnel activated to date, only
about 60,000 are. serving in the Persian Gulf region and stand to be assisted by the
legislation we adopted last month. The remaining 100,000 plus reservists are watch-
ing an April 15 tax filing date quickly approach without the ability or resources to
go home every night and work on tax forms or collect receipts and files. These per-
sonnel, and those in the regular military forces serving outside the Gulf region in
support of Desert Shield, are no less deserving of our understanding and assistance
during this conflict.

Many of our reservists were activated on very short notice, initially called up last
August for only 90 days. That deployment was then extended to 180 days, and now
has been potentially extended for up to two years. These dedicated personnel re-
sponded willingly to the call, but obviously had no way of knowing that their de-
ployment would extend beyond the April 15 filing deadline. Although current law
allows these personnel to receive an extension of filing time, taxes remain due on
April 15, and penalties and interest continue to accrue. For those who have faced
business losses or downturns due to their deployment, an extension of- filing time
alone is of little help.

For Federal income tax filing purposes, geographic location does not determine
hardship. For many of our resern ists, any deployment created a tremendous hard-
ship. This is particularly true for those small businessmen, sole proprietors, or
health care professionals serving in rural areas 'the fact that these dedicated men
and women are away from their homes rwad offices, and so may not have ready
access to needed tax files, creates the hardship-and that is true whethe: they are
deployed 40 miles, 400 miles, or 4,000 miles away from home.

F encourage the committee to extend the tax benefits we provided in H.R. 4 for
our military personnel stationed in the Persian Gulf to all personnel activated in
support of Desert Shield. I commend the Chairman and the committee for their
action on these matters and look forward to working with you in support of our
trc-ops.

Attachments.
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U.S. SENATE, COMMITTEE ON ARMED S-RVICEs,
Washington, DC, February 8, 1991.

Hon. LLOYD BENTSEN, Chairman,
Committee on Finance,
U.S. Senate,
Washington, D'.

Dear Lloyd: During a recent visit to the Army's National Training Center, I was
approached by National Guardsmen of the 48th Infantry Brigade from Georgia who
have been activated to support the Persian Gulf conflict about extending the date
for filing of their Federal income taxes without penalty. I have also received similar
inquiries from other National Guardsmen and Reservists who have been activated
to support the Persian Gulf conflict and who are in training or assigned away from
home within the United States.

I understand that the Finance Committee will be marking up legislation in the
near future on Federal income tax and other matters related to military personnel
serving in support of the Persian Gulf conflict. I urge the Finance Committee to
consider broadening the current authority for extending the Federal income tax
filing deadline for military personnel serving in the Persian Gulf to cover activated
National Guardsmen and Reservists who are in training or otherwise activated and
away from home in the United States.

Over 200,000 National Guardsmen and Reservists have been activated thus far in
operation Desert Storm, and this figure will continue to grow in the near future. I
believe that we can .help alleviate some of the considerable personal turbulence ex-
perienced by. these dedicated citizen soldiers and their families by providing the
same relief in filing their Federal income taxes that we have already provided for
those soldiers serving in the combat theater.

Sincerely,
SAM NUNN, Chairman.
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NATIONAL GUARD ASSOCIATION OF THE UNITED SrATES

C)\F ,NL,\>A.\L tL.ET-TS A\ [ULE >NRi * W,\5HNrGTON. D.C., 21401 • t2O2)7s 9-t31

24 January 1991

Horiorible Wendell Ford
united States senate
,ashxi nton, D.C. 20510

Dear Senator Ford:

The erith'ailast,[c support of tne Congress in providing
protections for :he members of the Armed Forces serving as i
result4 of Operation DESERT SHIFLD is commendable and greatly
appreciated. One such effort, which thd--Congress is dealing
",ith in an expeditious fashion, is the extension of time for
filing income tax returns.

The bills that are under consideration this week, HR .i
and S 9, appear to have overlooked an important category of
personnel, which is i of concern to the lVational Gua rI
Association of the United States. Of the approximately 166,000
nationall Guard and Reserve personnel activated in support of
DESERT SHIELD, only a little over 60,000 are currently in the
Persian Gulf. The bill- under review does not adequatril
addros the problems of approximately 100,000 members of the
Guard and Reserve who have been assigned to duty stations in
Europe and the United States to fill the void of active
component units being moved into the Gulf region. They are
physically relocated, under pressing and restrictive schedules
and unable to return home and, in many instances, incurring
significant financial difficulties.

Members of the National Guard are proud to be serving

their country in this time of crisis. Their commitment to the
defense of our nation has routinely required adjustments in
their life to accommodate training and readiness requirements.
As a result of the.current call to active duty, a large portion
of the 166,000 Nlational Guard and Reserve personnel are
experiencing financial difficulties. As the length of their
duty has been extended fro-9 90 days to one year, those
difficulties that were manageable are quickly becoming genuine
hardships. Families are facing problems in providing the basic
necessities of life such as food and shelter.
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An overwhelming majority of" these individuals will
experience significant difficulties In filing their income tax
returns. Everyone fully recognizes the obvious problems for
personnel ir the Persian Gulf. However, the problems of
National Guard members who have not yet deployed to the Persian
Gulf or ha,.e deployed to other areas have inadvertently been
overlooked in the crafting of these bills.

:.mbers, once activated, had to quickly reorganize their
lives amidst post-mobilization training and unit deployment
activities. The military system assisted them in putting their
legal affairs in order, however, National Guard .*mbers are
typical of the American public. Very few would have compiled
and ugi'nized their income tax documents to such a degree that
on'cno else cold step in and take over the process.
Further, those personnel called in August for 90 days had no
indication or reason to expect that they would still be on
active duty beyondnmid-February, much less beyond mid-April,

The family members left behind are having to make
monumentall adjustments to their life and they are continually
faced with the problems of changes in family income and
support. The original provisions for extension for members in
a combat zone were crafted in the 1950s to address the Korean
War. The DESERT SHIELD mobilization by its n=ze, the short
amount of time prior to mobilization and deployment, and the
uncottainty of the length of the commitment (90 days, then 180
days, and no: 365 days) is unparalleled.

Expanding. the provisions of the tax filing extension to
cover all personnel activated in support of DESERT SHIELD will,
in actuality, cause little or no loss ot any revenue to the
federal government. The individual's tax situation will be
unchanged. Even so, the li':cxIsl of this burden from families
would signal th Nation's .upport for their sacrifices in
support of our national irn.'rests.

Sincerel

u t
VERN '1. EBER

ieuten t General, U(tJS (Ret.)
,- Execu>'i e Director

.7
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Reserve Officers Association of the United StatesSv Prqfssmal1.lWna RPcsmnhn.,lllOdiflam

January 24, 1991

The Honorable Wendell H. Ford
United States Senate
Washington, D.C. 20510

Dear Senator Ford:

The Reserve Officer Association greatly appreciates your
efforts to provide protection and relief for the many members of
the Guard and Reserve who are being activated to support Operation
DESERT STORM. The Congress has been very supportive of the sien and
women called upon to serve in the Persian Gulf generally, and of
Reservists particularly. I am concerned that Reservists and all
members of the Total Force be treated equitably.

The Congress is to be commended for its actions to extend the
time for filing income tax returns for members of the military.
However, the legislation adopted by the House and the proposed
Senate bill appears to provide an extension only for those
individuals sent to the Persian Gulf. The legislation would
discriminate against approximately 100,000 Reservists who, though
not subjected to the dangers and rigors of the Gulf Region, are
similarly displaced in overseas and Continental US locations, are
separated from thoir personal and business records, and will face
the same difficulties in filing their tax returns. Many of these
Reservists will have suffered very real and severe hardships as a
result of their being displaced to serve their country in its
military and are deserving of the same consideration for tax
purposes provided other members of the Total Force called upon to
support DESERT STORM.

Reservists, those serving in the Persian Gulf and those
assigned elsewhere, have been activated, voluntarily and involun-
tarily, with little or no time allowed to rearrange their lives.
While. Reservists have, with very few exceptions, responded very
willingly, the hardships experienced in their family and personal
lives have been significant. Many were initially called up for 90
days, their, extended to 180 days, and they may now have to serve for
one year. There has bean little opportunity to plan and provide
order in their lives.

The Reserve Officers-Association recognizes that many active
personnel have also b, en displaced by Operation DESERT SHIELD/STORM
and some have experienced similar . hardships' Because the
Association supports equal treatment for all members of the Total
Force, it would not withhold support for Ictive-doty personnel who
are equally affected, but we are immediately concerned with the
failure of this legislation to treat all members of the Guard and
Reserve with the same consideration.

Again, thank you for your efforts to recognize the
contributions and the hardshipsof members of the Guard and Reserve
who are participating in Operation DESERT STORM. I hope my
comments will be helpful in your deliberations.

Sincerely,

Evan L. Hultman
Major General, AUS (Ret.)
Executive Di rector



PREPARED STATEMENT OF COLONEL CHRIS GIAIMO

Mr. Chairman, Members of the Committee: I 4m Colonel Chris Giaimo, USAF-Re-
tired, Deputy Director for Government Relations for The Retired Officers Associa-
tion ITROA), which has its national headquarters at 201 North Washington Street,
Alexandria, Virginia. Our Association has a membership of over 370,000 active duty,
retired and reserve and National Guard officers of the seven uniformed services.
This figure includes over 54,000 auxiliary members who are the survivors of former
members.

I wish to thank the Chairman, and members of the Committee for holding this
hearing to discuss several proposed amendments to P.L. 99-514, The Internal Reve-
nue Code of 1986. These amendments, if enacted, would provide some modicum of
tax relief for our servicemen and women serving in the Persian Gulf region and
would serve to recognize in a small way the extraordinary sacrifices these Ameri-
cans have already made for our nation during Operation Desert Shield and are con-
tinuing to make during Operation Desert Storm.

Mr. Chairman, let me first address the proposal that would exclude from taxation
the first $2,000 of taxable monthly compensation received by officers presently serv-
ing in the "dangerous foreign area" of the Persian Gulf. As you know, effective with
the commencement of hostilities on January 17, 1991, the total military income of
all enlisted personnel and warrant officers presently serving in the Persian Gulf
became excluded from taxation. Likewise, a monthly exclusion of $500 became effec-
tive for officers. This amount, $500, is a carryover from the Vietnam era authority
which permitted such an exclusion. What this amendment seeks to do is merely to
keep the same relations! ip between military compensation and exclusion that exist-
ed during the Vietnam era.

Mr. Chairman, I have taken the liberty of attaching for your consideration a com-
parison pay chart which reflects the basic pay rates in effect during 1967, 1972 and
1991. What this chart demonstrates is that, during the height of the Vietnam con-
flict, all pay of enlisted members was excluded from the Federal income tax. In
1967, for a typical enlistee, this exclusion ranged from $102 per month in basic pay
for an E-1 to $694 per month in basic pay for an E-9. In addition, another $65 per
month in hostile fire pay was also excluded from taxation. For warrant officers the
exclusion ranged from $533 for a W-1 to $810 for a W-4.

In 1991, by comparison, the exclusion for enlisted personnel ranges from $754 for
an E-l to $2,911 for an E-9; for warrant officers from $2183 for a W-1 to $3319 for a
W-4. In addition, $110 per month in imminent danger/hostile fire pay is also ex-
cluded from Federal taxation.

Officers, on the other hand, were limited and are still limited to a $500 exclusion
of basic pay from Federal income tax. In 1967, the basic pay of a typical officer
ranged from $321 per month for an 0-1 to $1,285 per month for an 0-6. To better
put this into perspective, the $500 exclusion represented 100% of the basic pay of an
0-1 and 0-2 pnd approximately 81% of the basic pay of an 0-3. By way of compari-
son, if this relationship of basic pay to exclusion for the same 0-3 were to be main-
tained today, the exclusion would approximately $2,043. Similarly, if the almost
four fold increase in the Consumer Price Index (CPI) sinceP1967 were to be factored
in, the $500 exclusion would increase to about $2,000.

The Retired Officers Association strongly urges your favorable consideration of
this amendment. During the Vietnam era, when many of our members were proud-
ly serving their country, you saw fit to recognize their sacrifices by passing the
original tax exclusion amendment. We now ask you to do likewise for our brother
and sister officers who also proudly serve.

Mr. Chairman, also before you for consideration is an amendment which seeks to
remove the tax penalty incurred by a military member or dependent for the early
withdrawal of funds from an IRA account, annuity contract or other retirement
plan.

I need not tell you of the financial hardships being incurred by the (amilies of
those military personnel deployed to the Persian Gulf. I know you've heard about
them -from your very own constituents back home. They are, indeed, manifold. Fur-
thermore, there is evidence to suggest that these hardships are even more onerous
for the families of reservists, Guardsmen and retirees called to active duty. Many
were forced to leave much higher paying employment in order to serve their coun-
try and, they did so willingly.

This amendment, if enacted, would help ease these financial burdens. You know
better than I why the tax penalty was originally imposed. It was to discourage the
early and frivolous withdrawal of funds from these initially tax-exempt deposits.
Yet, in your wisdom, you did see fit to allow a tax exemption in extraordinary cases;
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cases such as the untimely death of a depositor. Mr. Chairman, what we have before
us today are extraordinary circumstances. Families havingsto cope with vastly di-"
minished earnings capacity; families having to make ends meet with the prime
bread winner half a world away. Permitting these families to dip into their retire-
ment funds without a tax penalty is a necessity; a necessity brought on by the ex-
traordinary circumstance of war. The Retired Officers Association therefore strong-
ly urges your favorable consideration of this amendment. It is the right thing to do,
it is the humane thing to do.

Mr. Chairman, before closing, let me recommend an additional proposal which
The Retired Officers Association and other member organizations of the Military
Coalition proffer for your consideration.

This proposal concerns POWs/MIAs and has not been addressed in any proposed
amendment. Mr. Chairman, we are indeed fortunate that given the massive scope of
military operations in the Persian Gulf, as of today our military forces have suf-
fered relatively few POW/MIA losses. That is not to say, however, that we have
been totally spared this sacrifice and that we will not experience more such losses
in the coming days. We've all seen televised pictures of our captured pilots and
heard reports of captured ground forces. Our proposal with regard to these person-
nel and their families is relatively straight-forward and is aimed at recognizing the
extraordinary sacrifices they are presently enduring.

The proposal Mr. Chairman, concerns an extension, if you will, to Section 112(d)
of P.L. 99-514, the Internal Revenue Code of 1986. That section deals specifically
with an exclusion of all compensation received by a military member for service
performed while a prisoner of war, missing in action, interned in a foreign country,
etc. Section 112(d), as you will note, deals exclusively with Vietnam era military
personnel. We strongly urge you to enact legislation to extend this exclusion to all
military members presently experiencing the same status. The President hes aa:
nounced by Executive Order, that January 17, 1991 is the date for commencement
of a "period of conflict" in the Persian Gulf. We therefore recommend you extend
the Section 112(d) exclusion to, those POWs/MIAs who have been lost since that
date.

On behalf of The Retired Officers Association, I wish to thank you for the oppor-
tunity of testifying here today and I stand ready to address any questions you have
relative to this legislation or my Association's position thereon. In addition to TROA
and The Non-Commissioned Officers Association, the Association! whose names
appear on the attached list concur with the positions enunciated here and have re-
quested that they be associated with our remarks.

BASIC PAY RATE COMPARISONS

1967 1912 1991

E- 1 < (2 y ) ............................ ............................................................................. $ 102 $30 7 $154
E-2 < (2 yr) .................................. ...... 106 342 845
E-3 > (2 yrs) ....................................... 129 356 926
E -4 > (3 y r s) ......................................................................................................... 236 4 13 104 2
1- 5 > (6 y ) .......................................................................................................... 304 488 1268
E-6 > (10 yrs) ....................................... 360 518 1502
E- 7 > (1 yrs) ........................................................................................................ 4 46 111 1872
E- 8 > (IS y ) ......................................................................................................... 514 826 2 156
E-9 > (26 yrs) ......................................................................................................... 694 1115 29 11

0- 1 < (2 yrs) ................................................................................... .............. 32 1 566 1444
0- 2 > (2 yrs) ....................................................................................................... 40 7 12 1816
0-3 > (4 yrs) ........................................................................................................ . 6 16 989 2523
0-4 > (12 yrs) ........................... .................................... .................................. 8 17 1255 3 199
0- 5 > (16 y s) ........................................................................................................ 929 1492 380 7
0-6 > (26 y n ) ......................................................................................................... 128 5 2063 5260

PREPARED STATEMENT OF SENATOR JOHN GLmN

Mr. Chairman, I appreciate the opportunity to appear before this Committee to
speak in support of two bills I have introduced that I believe will benefit military
personnel who are serving in support of Operation Desert Storm.



The first bill I will address is S. 199, a bill that would amend the Internal Reve-
nue Code of 1986 to exclude from income the pay received for active service by a
member of the Armed Forces of the United States in a dangerous foreign area. The
oill would also increase from $500 to $2,000 the monthly military income that could
be excluded by officers.

Mr. Chairman the reason I introduced S. 199 was because I felt that even before
combat started in the Persian Gulf that the-conditions there were just as arduous
and practically as dangerous as t-sey are-now. The bullets weren't flying then, but
our forces were pretty thin and the likelihood of sustaining losses had Saddam Hus-
sein decided to attack was almost certain.

Right after hostilities began in the Persian Gulf, the President, on January 21,
1991 signed an executive order designating the Arabian Peninsula area, airspace
and adjacent waters as a combat zone. This designation meant that for Federalincome tax purposes rrilitary pay received by, enlisted personnel while serving in
the combat zone would be exempt from Feral income tax. For officers in the
combat zone, existing law limits the exemption to $500 per month. The combat zone
designation also triggers a provision in existing law that provides that members in
the armed forces in the combat zone will not have to file their income tax returns
until at least 180 days after they depart the Persian Gulf, without penalty. As you
know Mr. Chairman, the Finance Committee took the lead early this year to pro-
vide this latter benefit before he onset of hostilities, and to also provide that re-
funds, as a result of delayed Wifing would accrue interest. Mr. Chairman, I applaud
the Committee's promptAction to come to the aid of our military personnel placed
in harm's way and their l'anilies.

Obviously, since the Persiiv-Gulf area has been declared a combat zone, the por-
tion of my bill, S. 199, which would provide for income tax exclusion for members of
the armed forces in dangerous foreign areas, and which I must say was targeted to
military personnel deployed in the Persian Gulf, is moot. However, the portion of S.
199 that would raise the monthly exemption limit for officers is not moot. The cur-
rent monthly limit of $500 per month for officers was set in 1965. Just simply ad-
justing for pay raises and adjusting for inflation since then would raise the limit to
$2,000 per month and keep the same relationship between the exemption and
monthly pay that existed then. So I urge the Committee to act favorably on this
portion of S. 199.

Mr. Chairman, the other bill I introduced that is under the jurisdiction of this
Committee is S. 205, a bill that would equalize the unemployment compensation for
separating military personnel to the same standard for civilian personnel. Right
now, unemployed civilian personnel are entitled to up to 26 weeks of unemployment
compensation one week after they are separated from employment. On the other
hand, separating military personnel are entitled to only 13 weeks of unemployment
compensation four weeks after they are separated from military service.

Mr. Chairman, last year the Armed Services Committee included a provision in
the Fiscal Year 1991 Defense Authorization Bill that passed the Senate that is iden-
tical to S. 205. The reason the Armed Services Committee included the provision
was to provide a safety net for military personnel equal to their civilian peers. This
inequity first came to my attention when we were considering the long term force
reductions that were being planned for our armed forces last year in the wake of
the developments in Eastern Europe and the Soviet Union. Because of a planned
26% reduction in military manpower over the next five years, and the budget just
submitted by the President maintains this direction of the reduction notwithstand-
ing the Persian Gulf conflict, military personnel will have to be separated from the
military service either voluntarily under early-out programs or forced to separate.
In looking at how we should take care of these personnel; we discovered the dipari-
ty in the unemployment benefit between separating military and civilian personnel
and moved to correct it. However, because of a jurisdictional question raised by the
House in the conference on the Fiscal Year 1991 Defense Autorization Act and at
the request of the Chairman of this Committee, we agreed to recede on the provision
with the understanding that it would be-addressed this year.

Mr. Chairman, I know that some would question why we need to move out smart-
ly on enacting S. 205 since we are not reducing our forces at this time. That is a
good question and I believe I have a good answer.

The answer is that the planned manpower reduction-minu# 100,000 this year
and minus another 100,000 next year---has been put on hold only temporarily. As
soon as the Persian Gulf conflict is terminated, and I hope it will be soon, the mili-
tary services all plan to get right back on the glide path and cut back. For example,
in order to stabilize manpower, the military services have put a hold on military
separation. Several thousand military personnel who had dates of separation late
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last year and early this year have been involuntarily extended in the military in-
definitely. This "stop-loss" policy is still in effect. When the plug is pulled, I expect
there will be a rush for the door.

Many of these people will have had their employment plans and education plans
disrupted and will face a future more uncertain than they faced before their plans
were disrupted. I think we owe it to these people and their families to at least have
a safety net equal to the safety net we provide civilian personnel in case they run
into problems securing employment. I don't think we are talking about a huge prob-
lem here because we put in a pretty good transition pr-ogram last year that includes
job assistance. But I think the .safety net needs to be there for those who may fall
through the cracks.

Mr. Chairman, I want to thank the Committee for holding this hearing. I know
that we all want to make sure that we take care of our military personnel and their
families as they serve in these difficult times and to not forget them when they
return. The bills I have introduced, S 199 and S. 205, do a small part to keep this
faith with our military personnel and I hope the Committee will act favorably on
them

Mr. Chairman, I am available to answer any questions you or members of this
Committee may have on S. 199 or S. 205.

PREPARED STATEMENT OF MICHAEL J. GRATZ

Mr. Chairman and Members of the Committee: I am pleased to present the views
of the Administration on a number of proposals to provide tax relief to members of
the Armed Services. Most of the proposals listed in the Committee's hearing an-
nouncement are specifically designed to benefit military personnel participating in
Operation Desert Storm, a though some of the proposals would grant ta. relief to
all military personnel. Before discussing these proposals in detail, I would like to
make a few general observations.

DESERT STORM TAX LEGISLATION

In the cJarrent crisis in the Persian Gulf area, the President and the Congress
have acted quickly to ensure that the tax relief afforded by the Internal Revenue
Code is available to the military men and women serving in that area and to
expand in some respects the scope of that relief. On January 21, 1991, shortly after
the commencement of hostilities, the President signed Executive Order 12744, desig-
nating the Persian Gulf area as a combat zone. This triggered the exclusion from
taxable income of combat pay under section 112 of the Internal Revenue Code, the
postponement under section 7508 of the time for filing tax returns or taking other
actions required under the tax laws, and other tax relief that I shall describe below.

Within a few days thereafter, Congress passed and, on January 30, 1991, the
President signed into law legislation (P.L. 102-2) that extended-the coverage of sec-
tion 7508 to include individuals serving in the "Persian Gulf Desert Shield area" (as
designated by Executive Order) at any time back to August 2, 1990. This legislation
also liberalized prior law by causing interest on overpayments of tax generally to be
credited to the taxpayer during the section 7508 suspension period. Finally, this leg-
islation extended the section 7.508 suspension period to include periods ofhospitali-
zation in the United States with-certain limitations. On February 14, the President
signed Executive Order 12750, designating the Persian Gulf Desert Shield area.

OVKRVIKW OF TAX PROVISIONS APPLiCABLK TO DZSERT STORM MILITARY PERONNEL

Over the course of time, Congress has enacted a number of laws to provide tax
relief to members of the Armed Forces in time of war. The oldest of these dates
from World War I, and most were in place long before the Vietnam War began.
Today, the Internal Revenue Code incorporates many of these provisions. The most
important follow:

Section 112 excludes from the income of members of the Armed Forces all or a
portion of compensation received for active service in a combat zone or while hospi-
talized as a result ?f wounds, disease or injury incurred while so serving.

Section 7508 postpones the time for riling returns, paying taxes, claiming refunds,
and taking any other action required or permitted under the tax laws by disregard-
ing the period that a member of the Armed Forces serves in a combat zone or is
hospitalized as a result of injury incurred while so serving and the next 180 days
thereafter. *



Section 692(a) eliminates certain income tax liabilities of a member of the Armed
Forces who dies while serving in a combatJ zone or as a result of wounds, disease or
injury incurred while so serving. The tax Iabilities affected are those for Ehe year of
death and any prior year ending on or after the date the member first servetin the
zone. Uncollected taxes for prior years are also forgiven.

Section 2201 provides that virtually all of the Federal estate tax does not apply to
a citizen or resident of the United States if that person was killed in action while
serving in a combat zone, or died as a result of wounds, injury, or disease suffered
while serving in a combat zone. This provision does not eliminate estate taxes that
are credited to the states on account of state death taxes.

Section 34011Oakl) excludes from the definition of wages for withholding purposes
all compensation paid for active service in a month for which the employee is enti-
tled to the benefits of section 112.

Section 6013/p allows the spouse of a member of the Armed Forces (or of certain
civilian employees of the Federal Government) who is in missing status as a result
of service in a combat zone to elect to file a joint return under certain circum-
stances.

Section IM4 excludes from income a broad range of military allowances and in-
kind benefits, including, for example, the value of quarters, subsistence and a varie-
ty of travel expenses, medical benefits and household expenses. The committee
report accompanying the adoption of section 134 contains a fist of about 30 military
benefits that are specifically excluded under this provision.

In addition to the tax relief provisions found in the Internal Reenue Code, the
Soldiers' and Sailors' Civil Relief Act of 1940, continued in effect in subsequent leg-
islation and now found in U.S.C. Title .,,I Appendix, contains two important provi-
sions affecting the calculation and col., -,on of the tax liabilities of members of the
Armed Forces. Section 513 of the Act, 50 U.S.C. app. §573, defers the collection of
income tax from any person in military service for a period extending up to six
months after the termination of service if the person s ability to pay the tax is ma-
terially impaired by such service. No interest accrues during the period of deferral.
Section 206 of the Act, 50 U.S.C. app. §526, generally sets a limit of six percent on
the rate of interest that may be charged to a person in military service during the
period of service on liabilities, including tax liabilities, incurred prior to entry into
military service.

ANALYSIS OF PROPOSALS

Today, as we turn to address additional proposals for tax relief for military per-
sonnel, a ground war is underway in Kuwait. The thoughts of each of uj are with
the brave men and women serving our country in the Gulf region.

Evenhandedness to our military personnel is generally best served by relying on
direct appropriations-rather than tax benefits-to compensate our troops for their
sacrifices. Tax relief may be discriminatory, with income tax relief generally most
benefitting those with higher incomes and with special tax provisions serving only
those whose particular circumstances enable them to take advantage of targeted tax
relief.

In addition to this cautionary note, our testimony today has also been guided by a
number of general principles. First, we believe that relief provisions that materially
complicate the ability of the taxpaying public to comply with the tax laws should be
avoided. Pro Isals that would necessarily add lines to the tax forms in widest use,
such as the Form 1040, or complicate the instructions to those forms, should be re-
sisted. Second, we should try to avoid placing high compliance burdens on the pri-
vate sector. Former employers and others who have had an employment or other
business relationship with a member of the military should not be unnecessarily
burdened in the process of providing tax relief.

We also belit ;e that relief provisions for military personnel should not produce
unfair tax advantages relative to similarly situated taxpayers who do not qualify for
the relief. Today gesture of goodwill should not become a permanent source of tax
inequities. Historically, military personnel actually serving in a combat zone have
received the greatest tax relief. Proposals that offer to extend tax relief to military
and other personnel in more usual circumstances deserve close scrutiny. Likewise,
we should endeavor to ensure tax fairness between reservists and other military
personnel. Even within the combat zone, proposals whose benefits inure mainly to a
few individuals are less attractive than those with a wider scope of relief.

... Finally, review and modification of benefits available to military personnel serv-
ing in the Persian Gulf conflict should be done in a coordinated, rational way and
not on a piecemeal basis. Further, modifications to the benefit structure that result
in increased costs must fit within the parameters of the 1990 Budget Act. This
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means that discretionary expenditures (net of offsets) must fit within the spending
caps, and revenue losses and mandatory expenditures, must be paid for on a pay-as-
you-go basis.

The Administration welcomes the opportunity to participate in a process that re-
views benefit proposals comprehensively, applies rational criteria to their assess-
ment, and fits them within the Budget Act. To that end, Administration representa-
tives are currently scheduled to meet with the Republican and Democratic Desert
Storm Task Force Chairmen, Senators McCain and Glenn, on Thursday, February
28, 1991.

My comments on legislative proposals being considered by this Committee today
are subject to two qualifications:

* these proposals must be considered in .he comprehensive context I have de-
scribed; and

* the Administration reserves the right to withdraw its support for particular
measures if the overall package does not meet the tests suggested.

In the remainder of my statement, I will address the specific items listed by the
Committee in the hearing announcement. I also understand that the Committee has
requested the Administration's position on S. 252, introduced by Senator Warner on "
January 23. Accordingly, our comments on S. 252 are included in this statement.
Combat Pay Exclusion (Section 112)

CURRENT LAW

Enlisted personnel in the Armed Forces may exclude from income all compensa-
tion receive I for active service in a combat zone or while hospitalized as a result of
wounds, disease or injury incurred while serving in a combat zone. In the case of
hospitalization, this exclusion is unavailable for any month beginning more than
two years after the date of termination of combatant activities in the zone. Person-
nel performing service in direct support of military operations in the combat zone
who qualify for hostile fire or imminent danger pay are also entitled to this benefit.

Under current law, commissioned officers are entitled to the exclusion on identi-
cal terms as enlisted personnel, but the amount excluded is limited to $500 per
month.

PROPOSAL

The proposal would increase the exclusion amount for commissioned officers to
$2,000 per month.

ADMINISTRATION POSITION

Although consideration ought to be given to a direct adjustment to combat pay for
commissioned officers in lieu of an expanded income tax exclusion, the Administra-
tion supports this proposal so long as appropriate offsets are provided. The exclusion
amount for commissioned officers was last increased to $500 in 1966, in connection
with the Vietnam War. The increase in military wages and in price levels since that
time justifies an increase in the exclusion amount to $2,000, so that the exclusion
can once again provide relief comparable in real terms to that which it formerly
provided.
Penalty-free Withdrawals from IRAs and Qualified Employer-Sponsored Retirement

Plans by Operation Desert. Storm Personnel

CURRENT LAW

Individuals are permitted to make contributions to IUAs up to the lesser of $2,000
or the individual's compensation for the year. Contributions to IRAs are deductible
if the taxpayer does not participate in a qualified retirement plan or has adjusted
gross income below a stated threshold amount. Earnings on amounts held in IRAs
are tax-deferred.

Retirement plans sponsored by employers are accorded special tax treatment if
certain qualification requirements are met. Specifically, contributions to qualified
plans are deductible up to specified limits, the participants are not taxable on the
contributions or benefits provided until amounts are actually distributed, and earn-
ins on amounts held in trust are tax-exempt.

Withdrawals are permitted from IRAs at any time, but are permitted only from
certain types of employer-sponsored plans and then only under circumstances specif-
icall enumerated by the plan. Withdrawals from IRAs, except those from nonde-
ductible contributions, are subject to income tax. Similarly, withdrawals from quali-



fled plans, except those from after-tax employee contributions, are subject to income
tax. In general, withdrawals from IRAs and qualified plans prior to age 59Y2 are
also subject to a 10 percent additional tax.

PROPOSAL

The proposal would permit Operation Desert Storm personnel to make penalty-
free withdrawals from IRAs and- employer-sponsored qualified plans.

ADMINISTRATION POSITION

There are currently before the Congress a wide variety of proposals to permit pen-
alty-free withdrawals from IRAs for a variety of circumstances, including unemploy-
ment, illness or disability, and for such worthwhile expenditures as children's edi.
cation. The Administration has opposed each of these proposals. In general, the spe-
cial tax benefits accorded individual retirement accounts and employer-sponsored
qualified plans are incentives directed toward retirement savings. Therefore, the
Administration does not suoSport ahy withdrawals from IRAs or qualified plans
which would result in premature consumption of retirement savings. The Presi-
dent's fiscal year 1992 Budget proposal which would permit penalty-free IRA with-
drawals for first-time home purchases is fully consistent with this position a home-
ownership constitutes a principal source of retirement savings.
Qualified Veteran's Mortgage Bonds

CURRENT LAW

Qualified veterans' mortgage bonds are general obligation bonds of a state, the
proceeds of which are used to finance mortgage loans to veterans. The issuance of
qualified veterans' mortgage bonds is currently limited to those states that had
qualified veterans' mortgage bond programs in effect before June 22, 1984 (Wiscon-
sin, Texas, Oregon, California and Alaska). Loans financed with qualified veterans'
mortgage bonds may be made only to veterans who served on active duty before
January 1, 1977. The loan must be made with respect to a principal residence and
must be applied for before the later of 30 years after the veteran leaves active serv-
ice or January 31, 1985.

Each state program is subject to an annual volume limitation based on issuance
levels between January 1, 1979 and June 22, 1984. In addition, 95 percent of the net
proceeds of an issue of qualified veterans' mortgage bonds must be used for the pur-
pose of the issue; i.e., to make mortgage loans to veterans to purchase principal resi-
dpnces.

PROPOSAL

The proposal would _permit states to issue qualified veterans' mortgage bonds to
veterans of Operation Desert Storm.

ADMINITRATION PoSmoN

The Administration opposes this propoal. When Congress phased out the issu-
ance of veterans' mortgage bonds in 1984, it. stated that its reason for doing so was
concern about "the increasing volume of veterans' mortgage bonds being issued by a
number of States (more than $3.5 billion in the years 1980 through 1982) and the
potential for expansion of veterans' mortgage bond programs to states that had not
issued those bonds in the past." Congress decided to limit the issuance of these
bonds to preexisting state programs, to amounts based on previous volume levels,
and to veterans who served in active duty before 1977 to limit the potential Federal
revenue loss from expansion of veterans' mortgage bond programs. The Administra-
tion believes these concerns are as valid today as they were in 1984 when the re-
strictions were imposed.

Additionally, the proposed rule for qualified veterans' mortgage bonds impose no
limitation on the income of the veteran and no limitation on the purchase price of
the residence. Veterans with substantial family or other wealth would therefore be
able to use government subsidized mortgages to purchase expensive homes without
any showing of the need for such subsidy on the part of the veteran. Moreover,
much of the Federal revenue loss from such a tax-exempt bond program would ben-
efit bondholders and financial intermediaries rather than the intended beneficiaries.
The Administration feels this would be an inefficient allocation of government re-
sources.

Further, the Administration believes that this proposal would substantially dupli-
cate an existing direct subsidy entitlement program that more efficiently channels



Federal resources to facilitate homeownership by veterans. The VA mortgage guar-
antee program is already available to veterans (provided that they qualify for a
mortgage). It guarantees a portion of the mortgage, effectively allowing veterans to
purchase a home with no downpayment, and generally provides an interest rate
below the private market rate. The percentage subsidy decreases with the size of the
loan.

Incone Exclusion for Persian Gulf POWs and MIAs

CURRENT LAW

Regulations under section 112 provide that a member of the Armed Forces in
active service in a combat zone who there becomes a prisoner of war or missing in
action is deemed to continue in active service in the combat i-ne for the period for
which the member is entitled to that status for military pay purposes. In the case of
the Vietnam conflict only, section 1121d adds certair, additional relief provisions.
Under one of these provisions, the exclusion amount is not limited for commissioned
officers who are-in missing status (which includes prisoners of war). Under another,
an unlimited exclusion is provided to civilian employees of thFederal Government
who are in missing status.

PROPOSAL

The proposal would extend additional relief provisions similar to section 112(d) to
commissioned officers and civilian employees of the Federal Government in missing
status in Operation Desert Storm.

ADMINISTRATION POSTI16N

The Administration supports this proposal.
Inclusion of Operation Desert Storm Service in Calculations under Qualified Pension

Plans

CURRENT IAW

The Internal Revenue Code and ERISA provide rules for determining what years
of service are required to be taken into account under a qualified pension plan for
participation, vesting and benefit accrual purposes. These rules generally do not re-
quire that periods of absence due to military service be taken into account. Howev-
er, other laws may require periods of military service to be taken into accoiint
under an employer's defined benefit pension plan where the reservist is reemployed
by the employer following military service (see Alabama Pouvr Co. v. Davis, 431
U.S,.981 (1977) (requiring such periods to be taken into account tinder a defined hen-
efit pension plan); compare Raypole v. Chemi-trol Chemical Co., Inc., 754 F.2d 169
(6th Cir. 1985) (permitting such periods to be ignored for purposes of determining
benefit allocations under a discretionary profit-sharing plan).

Under the Code, annual contributions to a defined contribution plan are limited
tq the lesser of 30,000 or 25 percent of compensation for the year. This limit could
preclude or reduce significantly contributions to an employer's qualified plan during
a period of military service where the reservist is no longer receiving the same com-
pensation from the employer as he or she was receiving before being called up to
military service.

PROPOSAL

The proposal would permit an employer to take into account under qualified pen-
sion plans periods of absence due to militar., service.

ADMINISTRATION POSITION.

The Administration supports perriitting employers to take periods of absence 'due
to m* service into account under an employer's qualified pension plan and oth-
e to fa litpte continuing participation/ in qualified plans during such periods.

the case efined contribution pl@pi, the proposal would require a modifica-
tion of.he present w limitation imposed on such plans to permit an employer to
impute compensation at'the pre-military service level during the period of military
service. In that regard, similar provision (Section.415(cX3XC) exists under present
law which applies in of periods of absence due to permanent and total disabil-
ity.



Above-the-Line IDeductions for Reservists

CURRENT LAW

Employees are generally allowed to deduct trade or business expenses "above the
line" (i.e., in arriving at adjusted gross income) only under a reimbursement ar-
rangement with the employer which requires the employee to substantiate the ex-
penses. Otherwise, virtually all unreimbursed employee trade or business expenses
as well as any expenses that are reimbursed under a nonaccountable plan must be
treated as miscellaneous itemized deductions, deductible only to the extent that the
taxpayer's total miscellaneous itemized deductions exceeds two percent of adjusted
gross income. In addition, generally only 80 percent of the otherwise allowable cost
of food, beverages and entertainment is allowable as a miscellaneous itemized de-
duction.

PROPOSAL

The proposal would fellow an above-the-line deduction to all military reservists for
expenses, such as the cost of uniforms, and travel and meals while away from horue,
in connection with their reservist duties.

ADMINISTRATION POSITION

The Administration opposes this proposal. The proposal would not benefit reserv-
ists who have been called to duty stations in the Persian Gulf area because they are
not generally incurring expenses of the type addressed by the proposal. Instead, the
proposal primarily would benefit reservists in the United States in peacetime as
well as during the current conflict. It would complicate the administration of the
tax laws and taxpayers' attempts to comply by adding provisions to both the individ-
ual income tax form and its instructions. The limitations on deductions of employee
business expenses were enacted to simplify tax reporting and reduce recordkeeping
requirements. We do not believe that exempting reservists from tax rules that apply
to other employees, including other government employees and members of the
military, would promote equity in the tax laws. Direct appropriations are a better
method insuring a strong and effective reserve force.

Extend fTC to Military Personnel Stationed Overseas

41 CURRENT LAW

Current law provides a refundable earned income tax credit (EITC) to certain low-
jncome workers. Low-income workers with qualifying children may be eligible for
an EITC of up to 17.3 percent of the first $7,140 in earned income. The maximum
amount of the EITC is $1,235 for 1991. The EITC is reduced by an amount equal to
12.36 percent of the excess of adjusted gross. income (AGI) or earned income (which-
ever is greater) over $11,250. The EITC is not available to taxpayers with AGI over
$21,245.

Families eligible for the EITC may also qualify for two supplemental credits. The
eligibility criteria, income and phaseout requirements are the same as those for the
EITU. An additional credit is provided for qualifying children under the age of one,
as of the close of the taxable year of the taxpayer. The maximum credit for 1991 in
$357. A credit is also available to taxpayers for qualified health insurance expenses
that include coverage for a qualifying child. The credit percentage is six percent of
earned income and the phaseout rate is 4.285 percent. For 1991, the maximum
credit is $428.

In order to be eligible for the EITC, qualifying children must have the same prin-
cipal place of abode as the taxpayer for more than one-half of the taxable year and
such abode must be in the United States. Thus, military families stationed overseas
are not eligible for the EITC.

PROPOSAL

The proposal would extend eligibility for the EITC to military personnel stationed
overseas.

ADMINISTRATION POSITION

The Adminigtration supports this proposal, subject to offsetting the revenue loss
involved. In this connection, the Defense Department and the Treasury Department
have identified certain potential improvements in reporting of relevant in formation
to military personnel. Such reporting would serve to notify military employees that-
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certain items excluded from gross income, such as combat zone compensation, quar-
ters and subsistence (whether provided in-kind or by basic allowances in lieu of

-4he in-kind benefits), are included in the computation of earned income for EITC
eligibility purposes. Such amounts would also be reported to the Internal Revenue
Service.
-L.xtension of the Period of Unemployment Compensation for Indiuiduals Intvoluntar-

ity Separated from the Armed Forces

CURRENT LAW

Separated military personnel who are unemployed for 4 weeks after being sepa-
rated from military service are eligible for up to 13 weeks of unemployment com-
pensation.

PROPOSAL

The proposal would conform the. military unemployment compensation regime to
the civilian regime; i.e., former service members would qualify for unemployment
compensation one week after separation from active military service and the maxi-
mum period of unemployment compensation would be extended from 13 weeks to 26
weeks.

ADMINISTRATION POSITION

The Administration supports this proposal provided that appropriate offsets are
provided and the enhanced benefits are limited to the following three categories of
separated service members: activated reservists, involuntarily separated personnel,
and personnel extended beyond their regular release date.

Rolloters of Military Separadtion Pay into Eligible Retirement Plans (S. 252)

CURRENT LAW

Generally, current income tax and, if otherwise applicable, early distribution pen-
alties may be avoided on distributions from qualified pension plans and other tax-
preferred retirement programs (including IRAs) if these distributions are "rolled
over" to another retirement plan. There are a number of technical requirements
that must be satisfied under current law in order to qualify for rollover treatment.

PROPOSAL

S. 252 would exclude military separation pay from current income tax to the
extent the pay is rolled over to a tax-preferred retirement program. The severance
pay rollover generally would be i'equired to satisfy "he requirements of existing law
for pension rollovers, and the penalties for early withdrawal from retirement pro-
grams under existing law would apply.

ADMINISTaATION POSITION

The Administration does not support this proposal. As we understand it, military
•severancte pay is awarded to those who have been involuntarily denied a military
career in recognition of the Federal Government's responsibility to help military
men and women ease theit transition into civilian life. To permit deferral of current
income tax on this pay would benefit those individuals who could afford to satisfy
their transition expenses with other funds.

INTERNAL RZ VNU& SERVICE ACnVITY

In conclusion, I would like to mention certain efforts by the Intertial Revenue
Service to respond tO tax questions raised by Operation Desert Storm. Since August
of 1990, the Service has endeavored to develop procedures and guidance designed to
ease the tax burdens of our troops in the Persian Gulf area and their families, as
well as others affected by the crisis. To date, this has resulted in the completion of
several important projects including the issuance of guidance in the form of answers
to frequently-asked questions arising from the Persian Gulf crisis, guidance to
enable military personnel and others serving in Operation Desert Storm to file early
for tax refunds, and the annoiinc°ment of a special procedure that will ensure that
applications for Federal tax exemption of organizations set up to help participants
in Operation Desert Storm are reviewed and processed quickly. The Service has also
made available free electronic filing to famhlie, of individuals serving in Operation
Desert Storm. In addition, the Service is nearir "- completion of several other impor-
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- tant projects, including a pamphlet containing a series of questions and answers and
proposed regulations relating to the combat zone compensation exclusion and sec-
tion 7508. The Intenal Revenue Service is committed to continuation of its policy of
addressing tax matters affecting Armed Forces personnel in the Persian Gulf fairly
and expeditiously.

PREPARED STATEMENT OF LT. GEN. DONALD W. JONES

Good morning Mr. Chairman and members of the Committee on Finance. It is a
distinct pleasure to appear here today to present the views of the Department of
Defense on tax matters affecting military members and their families.

Our troops in the Persian Gulf appreciate this committee's recent action to permit
delays in filing returns and to permit paying interest on refunds. This action rein-
forces the Nation's commitment to support our troops in the Gulf.

Any review and modification of benefits available to veterans of the Persian Gulf
conflict should be done in a coordinated, rational way and not on a piecemeal basis.
Further, modifications to the benefit structure which result in increased costs, must
fit within the parameters of the Budget Agreement. This means that discretionary
expenditures (net of offsets) must fit within the spending caps and mandatory ex-
penditures must be paid for on a pay-as-you-go basis.

The Administration welcomes the opportunity to participate in a process that re-
views benefit proposals comprehensively, applies rational criteria to their assess-
ment, and fits them within the Budget Agreement. To that end, Administration rep-
resentatives are presently scheduled to meet with the Republic in and Democratic
DESERT STORM TASK FORCE Chairmen, Senators McCain and Glenn on Thurs-
day, February 28, 1991.

To facilitate the business of this Committee we will comment on the pieces of leg-
islation being considered by this Committee today-subject to two qualifications:

1. these proposals must also be considered in the comprehensive context we have
described; and

2. the Administration reserves the right to withdraw its support for particular
measures if the overall package does not meet the tests suggested.

TAX POLICY

Today, we would like to set forth our general policy on taxation of service mem-
bers, and then to address a number of specific current issues. Our broad approach to
tax policy for service members has three m.jor tenets. First, the Department of De-
fense shares Treasury's view that the tax system generally should not be used to
solve problems of military compensation. Second, we support efforts to simplify the
taxes for all taxpayers, including those wearing a uniform. Third, and perhaps most
important in the current context, we are very cautious about proposals to change
military-specific tax rules.

Many of these rules have been in place for a long time or were developed to ad-
dress a specific tax problem for military taxpayers. We are concerned, for example,
that well-meaning efforts to address problems of one group may create inequities for
others. Therefore we urge careful analysis of all potential consequences of each such
proposal, and careful deliberations in hearings such as this one. Today we would
like to address four classes of tax issues of concern to the military. The first is the
combat zone exclusion.

COMBAT ZONK

Special tax treatment for members of the Armed forces in time of war or major
armed conflict has been a part of our tax laws since World War 1. Soldiers, sailors,
marines, and airmen serving in combat during World War II, Korea, and Vietnam
were allowed to exclude all or a portion of their pay from taxation. Under current
law, the combat pay exclusion has been in effect in the Persian Gulf area since the
President declared it a combat zoneas of January 17. An exclusion from taxable
income for soldiers, sailors, airmen, and marines serving the nation in times of war
is not a military compensation issue; rather, the exclusion is the answer originally

provided by this Committee in 1918 to the question of who should bear the financial
burdens of government in times of war. Details of the exclusion have changed over
the years to reflect changing circumstances. Several changes are also now in order.



Withholding
Under current law, all compensation for service in a combat zone is excluded

from wages for withholding purposes. This is true for all members including com-
missioned officers even though commissioned officers may only exclude $500 from
gross income. This can create financial difficulties if an officer does not set aside
sufficient funds to satisfy hs tx liability-in effect, to do his own withholding. We
request the committee correct this problem by limiting the exclusion from withhold-
ing to the amount excluded from income.

/lM)As
Another very important issue that needs revision is the tax treatment of POWs/

MIAs. During the Vietnam conflict, the combat zone exclusion applicable to enlisted
members was extended to all prisoners of war including commissioned officers and
civilian eriployees. Such treatment was also applicable to crew members of the USS
Pueblo anad hostages held in Iran. We recommend thd Committee extend similar
treatment to commissioned officers and civilian employees who are POWs/MIAs in
this conflict with Iraq. We suggest that the exclusion to POWs/MIAs be made per-
manent.

MILITARY FAMIUES

The second group of issues concerns the tax treatment, of military families. Today
more of the total force is married and more members have children than at any
time in history. As a result, circumstances affecting the quality of life of military,,
families are an increasingly important consideration for the Defense Department.
These concerns extend to tax matters with particular impact on military families.
There is an area that we suggest the Committee consider for remedial action.
Earned Income Credit

Under current law, low-income families (including the families of young, junior
enlisted members) can qualify for a refundable income tax credit of as much as
$1,413 in 1991. This credit is indexed for inflation. Military families have two prob-
lems under current law. First, the tax credit is not available to military families
serving overseas. The second problem is a concern for potential erroneous computa-
tion of the credit due to confusion over nontaxable allowances and in-kind housing,
inadequate reporting, and inconsistencies with regard to advance payment.

During the 101st Congress, Secretary Cheney, on behalf of the Administration, re-
quested enactment of legislation to remedy these difficulties. In addition, at hear-
ings on the matter before the House Committee on Ways and Means last year, DoD
and Treasury urged the Congress to enact this remedial legislation. Treasury re-
peated this request late in the 101st Congress. DoD urges favorable action on this
proposal.

INDIVIDUAL RETIREMENT ACCOUNTS

Several matters regarding IRAs should be addressed.

Reserve Issue: Actite Participants
Current law limits the ability of active participants in an employer-provided re-

tirement system to deduct contributions to an Individual Retirement Account. Most
members of the Armed Forces are considered active participants in the military re-
tirement system even though the military retirement system, is not a qualified re-
tirement system and retired pay is generally viewed es redu-.ed compensation for
reduced services rather than deferred compensation for past services.

Under current tax law, members of the Reserves on active duty for a period less
than 90 days are not considered active participants in the military retirement
system for purposes of deducting IRA contributions. If otherwise qualified, they may
deduct contributions to an IRA. By law, the President's recent call up of Reserves is
limited to specific periods. These Reservists will be on active duty in excess of 90
days but should not be deprived of their opportunity to deduct contributions due to
this military service. We believe current law should be amended to permit these Re-
servists to continue to be regarded as not actively participating in the military re-
tirement system for IRA purposes.

Rollover of Separation Pay into IRA
Generally, current law permits employees who receive a lump sum distribution

from a qualified pension plan to roll over this amount to an IRA without penalty.
Income tax on the amount contributed is deferred until retirement. A proposal has



been submitted that would permit members who receive separation pay from the
Armed Forces to roll that pay over into an IRA in the same way.

Separation pay is not a distribution from the military retirement system. It is
payable only to those involuntarily separated. There is no vesting. It is intended to
reduce financial difficulties of those who are involuntarily deprived of an opportuni-
ty for a military career and to assist in making the transition to civilian life by
those who are not eligible for retired pay. Although akin to severance pay of a civil-
ian employee, in some cases, members who received separation pay may eventually
complete sufficient service to become entitled to military retired pay. In these cir-
cumstances, retired pay is reduced by the amount of separation pay.

Given these considerations, preferential treatment of separation pay appears in-
consistent with current policy governing IRA contributions.

UNEMPLOYMENT COMPENSATION

Although not a tax issue, we appreciate this opportunity to address an important
matter regarding unemployment compensation related to force reduction.

Under current law, unemployed citizens other than members of the Armed Forces
are permitted up to 26 weeks of unemployment compensation after a waiting period
of one week. Separated members of the Armed Forces remaining unemployed for 4
weeks are permitted up to 13 weeks of unemployment compensation. We believe as
a matter of equity that involuntarily separated service members should be eligible
for the same number of weeks as their civilian counterparts. We also support .this
change for those members who were retained on active duty in connection with
DESERT SHIELD/DESERT STORM and reserve members recalled to active duty
under section 673 provisions.

PREPARED STATEMENT OF SENATOR BOB KASTEN

Mr. Chairman, thank you for the opportunity to testify before this committee re-
garding mortgage revenue bond financing for veterans of Operation Desert Storm.

On February 5, 1991. I introduced the Veterans of Operation Desert Storm Home-
ownership Act of 1991. This legislation is very simple. It would make sure that the
brave men and women called to duty in the Persian Gulf receive the same housing
benefits that their predecessors from World War II, the Korean war, and the Viet-
nam war enjoyed.

Let me give you a little background on the mortgage revenue bond program for
veterans. Current law does not permit certain States to is sue bonds to make home
loans to veterans discharged after January 1, 1977-following the Vietnam era. This
limitation on veterans mortgage bonds was enacted in the Deficit Reduction Act of
1984.

Congress decided to limit tax-exempt bond funding for these veterans mortgages
because it was concerned about the rising volume of bonds being used by a number
of Sttes-and therefore about the potential tax revenue loss for the U.S. Treasury.
The issuance of these bonds was cut back to amounts based upon previous volume
levels and limited to only those veterans who had served on, active duty prior to
January 1, 1977. The 1984 act also limited the issuing of those bonds to the fiv
States that were currently participating in this tax-exempt bond program: Wiscon-
sin, California, Texas, Alaska, and Oregon.

My legislation creates a sense of equity which defines as qualified veterans all
American service men and women serving in the theatre of hostilities as deter-
mined by the President since August 2, 1990.

One version of my legislation, S. 354, would amend the Tax Code to permit tax-
exempt State bonding for mortgage loans to Operation Desert Storm veterans living
in one of the five aforementioned States. These States were the only one rticipat-
ini the program prior to June 22, 1984..

en though not all 50 States participated in tax-exempt bond finding programs
prior to 1984 1 believe that my colleagues may wish to extend thisemeasure to veter-
ans of their home States. For this reason, I introduced a second piece of legislation,
S. 355, which will allow every State to provide this program to veterans of Oper-
ation Desert Storm and prior wars should they so desire.

Mr. Chairman, to clarify the difference between veterans mortgage bonds and
qualified mortgage bonds, I submit a side-by-side comparison which clearly defines
the difference. For example, veterans bonds have ne income limit, no purchase price
limit, or first-time residence limit.

")ne of the most important difference it, veterans and qualified mortgage bonds is
t 'at in my state of Wisconsin the Housing and Economic Development Authority



issues qualified mortgage bonds in an amount sufficient to exhaust Wisconsin's
volume cap limitation. Thus, any qualified mortgage bonds issued by Wisconsin on
behalf of its veterans would be in direct competition with Wisconsin's existing home
loan program.

I have requested a revenue estimate for my legislation from the Joint Committee
on Taxation. Preliminary indications from the staff is that the revenue loss from my
legislation is very low-perhaps less than $100 million. I will provide you with the
exact figures very soon. -

Mr. Chairman, I-don't think any of us would want to turn our backs on the troops
in Desert Storm. These brave young men and women of the Armed Services have
taken up the challenge of defending America's ideals. To those who have heeded
this call, we as a nation owe the same respect as was shown to veterans of past
conflicts. My home owenership bill is an important step in this direction.

I have also attached a memo by the CRS, which provides an excellent background
analysis of this program.

Thank you, Mr. Chairman.
Attachments.
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/In addition , the Act imposes restrictins on the veterans to
',hnm bond-financed mortgage loins may be inide. Under the Act,
loans may be nade only to a %teran mihn served in Active duty for any
period before 1977 - 1/

lIt ice, it seems clear that the limitaton under scrutiny %%as intended to controll
the volume of veterar.s mortgage )nds issued by those few Stitt. -As hiclh 1ad
programs for issuing such bonds as of 1984.

lbesrt 11. l;urdette

See the 1'i4 Act "1,tu,, t,, k," at pages 909 910 Ehnphasis added

BEST AVAILABLE COPY



SIDE-BY-SIDE OF DIFFERENCES BETWEEN
VETERANS MORTGAGE BONDS AND

QUALIFIED MORTGAGE BONDS

VETERANS' BONDS QUALIFIED MORTGAGE BONDS

A. First time Not Applicable No ownership in a
Residence residence for 3 years

B. Purchase Price Not applicable No more than 90% of
average area price

C. Income Limit Not applicable Family income not
exceed 115% of applicable
area family income.

D. Volume Cap Average amount Populat ion bao-, I imit.
of veteran ' s
bonds botweon 1/1/79
and 6/22/84.

This data compares only federal law requirements. Each state
may impose additional requirements.

PREPARED STATEMENT OF FRAN KRAUS

Mr. Chairman, I am thankful for this opportunity to share with you today issues
facing our families within the National Guard and the systems that are currently in
place to help with these issues.

I am Fran Kraus, a volunteer from the state of Colorado. I serve as the State Vol-
unteer Coordinator for the Colorado National Guard Family Support Program-a
national program out of the Department of Defense, through the National Guard
Bureau (Army and Air National Guard) since 1987. This is a federally funded net-
work nationwide with a Family Support Program in each state. The program has
one paid position in each state and a National Family Program Manager at the Na-
tional Guard Bureau.

Part of my responsibility in this position is to develop a volunteer network for
support groups through leadership training, community networking and as3istance.
Family readiness and retention is the bottom line. To retain the Guard member you
must retain the family.

I serve on the National Guard Association of the United States Committee on
Families, as Area VI Representative, covering 14 states. This committee addresses
special needs and concerns of families during peacetime and mobilization. I also
serve on the 6th Army Advisory Council which provides leadership training for vol-
unteers in the Family Program arena and related family concerns and resolutions.

The servicemen and women in the National Guard have joiEied for a variety of
reasons and, as a result, during a crisis such as Operation DESERT STORM, we see
a variety 9f concerns surfacing. The impact of a mobilization is a shared re.onsibil-
ity between the family, employer, Guard and community-truly becoming the Total
Community Partnership.

The military can do many things to assist our families with the family support
network in place. But we look to the community for the day-to-day support through
understanding and financial assistance to our families who have a special need or
family financial crisis. Special funds have been set aside through corporations or
matching fund programs for fami'y emergency needs. These are over and above the
funds provided by our military system. Through our education to the community of
our needs, they have been able to -neet those needs.

Employer support of the Guard a,d Reserve is critical. We understand the role of
the employer. This call-up affects businesss performance, strength, etc. and we un-
derstand that. Yet, it is vital that employers understand our role as part of the Na-



tional Guard family. It is important for them to recognize the needs of the Guard-
member and family member support. The impact of the call-up has affects on the
employer of the spouse as well.

Families are dealing with stresses related to Operation DESERT STORM, one of
these concerns relates to income. Mobilization is a critical time in the life of a
Guard family. Suddenly reduced income only adds to the other concerns that family
members must deal with. Inconsistent pay information further adds to that compli.
cation, along with processing concerns. Medical care is disrupted if the civilian em-
ployer benefits policies does not provide a workable or affordable means to continue
that coverage. CHAMPUS now becomes the health carrier for family members and
this provides another challenge.

Due to the support system that is in place, these stresses become easier to handle.
Family Assistance Centers in each state are available to provide information, refer-
ral assistance and follow-up. All branches of service are working together to support
our families, which is a plus for all concerned families and our communities.

Let me address some of our areas of concern.
CHAMPUS is costly and currently doesn't provide a COBRA type policy for our

families upon the return of the member from active duty. Unfortunately, the de-
ductible for outpatient care is doubling and hospital care for mental health patients
is being reduced when the emotional stresses are the greatest!

Business closures are taking place as a result of the activation of Guard members
who are self-employed or part of small partnerships These members upon return
from active duty will need assistance to restart their business. Micro loans (not tied
to SBA) to reopen the businesses are going to need priority attention. A family
member is now trying to run the business and may have given up his or her job to
do so. This substantially affects the income of the family.

We are concerned about single parents.
Children _are. now with guardians. Many times these guardians are the grandpar-

ents. These guardians must learn or relearn the process of parenting through educa-
tion and support. In cases where one parent remained, there is now, all of a sudden,
a single parent-a major stress factor.

Career development assistance is of vital importance for returning members. They
need to feel they can come back and fit into where they were or possibly build a
better life. .

Tax guidelines currently do not address thobe called to active duty but NOT serv-
ing in the combat zone. Being called to active duty in any form is disruptive to fami-
lies.

The Soldiers' and Sailors' Relief Act, originally written in 1940, must be revised
in a timely fashion to address the current needs and the future. This is critical and
impacts the family. The failure to adjust the Act over time has created some real
financial hardships. We need to make the Act flexible to changes in the economy.

Another area of concern is personal growth. Families adjust and grow which is a
blessing and a challenge. One person leaves but a changed person returns home.
The same applies to the person(s) left behind. Now we have two new personalities
and new challenges in reunion.

Successes are equally important to gain family readiness.
Where a support system (support groups) was developed ahead of time, mobiliza-

tion impacts and stresses were reduced. Information strengthens the ability to co pe
and the support system assists in problem solving. The value of the system is show-
ing within the Guard. We are the leaders for all services. We need to share lessons
learned and build or preserve the family support tools for the future. To preserve
these tools, we need to sell the Guard on a day-to-day basis in the community. We
need to maintain standing family committees during peace-time. Transitioning back
to a peacetime is a time of adjustment and reunion. There may be employment
problems because of changes in business structure or closure. This may cause prob-
lems as the member tries to re-enter the job market. Medical care is also a transi-
tion problem. We need to put a program in place that is affordable (COBRA) for a
predetermined transition period.

During transition, there are emotional and financial stresses. Career counseling
could be )ovided. By helping the member, they can more quickly integrate into the
community.

I feel we are very fortunate. We should recognize when looking at the number of
Guard members called to active duty how well they and their families have pro-
gressed through this crisis. This truly makes a statement about our Guard members
and their willingness and readiness to serve. They have taken their duty seriously,



and so have their families. Family readiness has become their jnission through edu-
cation and support.

PREPAAtD STATEMENT OF C.A. (MACK) McKINNEY

Mr. Chairman. I am Retired Marine Sergeant Major C. A. (Mack) McKinney, Leg-
islative Counsel, Non Commissioned Officers Association of the USA (NCOA), and
Co-Chairman, The Military Coalition.

The Non Commissioned Officers Association (NCOA) is a 160,000-member, federal-
ly-chartered organ4tion representing active duty, reserve, national guard, retired,
and veteran noncommissioned and petty officers of the United States Armed Forcea.
Many of the Association's membership is now serving in the Persian Gulf area.

The Military Coalition, a 24-member consortium of private military organizations,
bonds together to share resources for the well-being of its memberships and the
military community as a whole. The organizations have more than 1 V2 million
members and represent a military community in excess of 9 million past and
present servicemembers and families. The Coalition's organizational list and repre-
sentatives is attached at the end of this statement.
lit behalf of the Association and the Coalition, I extend gratitude to this.distin-

guished Committee for the opportunity to address those tax issues that are of con-
cern to U.S. servicemembers serving in the Persian Gulf area or recalled to active
duty because of Operation Desert Storm.

THE ISSUES

The issues covered in this statement are as follows:
* tax exclusion of certain military pay from gross income-
* extension of time for performing certain acts under internal revenue laws-
* allowing penalty-free withdrawals from retirement plans-
* granting tax-free transfers of separation pay to qualified retirement plans-
* excluding imminent danger pay from gr, s income-
, allowing members of reserve components to deduct certain expenses in comput-

ing adjusted gross income-
* extend Earned Income Tax Credits (EITC) to certain servicemembers overseas.

TAX EXCLUSIONS

NCOA and the COALITION endorse the Senate bill, S . 199, that excludes from
income the compensation received for active service as a member of the Armed
Forces of the United States in a dangerous foreign area.

In addition to changing the words "combat zone" to "dangerous foreign area,
which reflects today's modern geopolitical scenario, the bill increases the limitation
applied to commissioned officers from $500 to $2,000. Most of the COALITION's en-
listed associations believe that the limitation should be increased to cover all com-
pensation earned in a dangerous foreign area.

The group bases its rationale for this position on the simple need for equity
among those who lay their lives on the line so that Americans and many peoples of
foreign nations may enjoy freedom from want and fear. It is almost unconscionable
to them that our nation can ask its citizens to go to a dangerous' foreign area, a
hostile environment if you will, risk the loss of life or limb, and tax them for doing
80.

Further, NCOA has for years sought equity in compensating both enlisted and of-
ficers when all things are equal. For example: Enlisted organizations have been suc-
cessful in having Congress equalize hazardous duty pay for everyone assigned to
duties that may cause one to lose his or her life or limb. Separation pay and per
diem were other issues that NCOA worked to bring equity in payments to both en-
listed and officer. So, it is only fair that the Association seeks equity for commis-
sioned officers now that the shoe is on the other foot.

There is fault in the administration of the exclusion in gross pay. There are those
who do not physically remain in a dangerous foreign area for more than five (5)
days nor are they evacuated within that time frame as a result of wounds suffered
in action, They should not be authorized exclusion of any compensation above the
amount earned for the number of days actually spent in a dangerous foreign area.

LXTENSION OF TiME

NCOA and the COALITION address the extension of time for performing certain
acts under the internal revenue laws for two reasons: First-to extend gratitude to
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those in this august body who worked to adopt the bill, H.R. 4, in a most expeditious
manner; and second-to seek application of the provisions of H.R. 4 to members of
the National Guard and Reserve who've been called to active duty and are serving
at other than their home stations.

Almost all of these reserve component members have changed from some civilian
employment to a new status of military duty. Many are in extraordinary situations,
such as self-employment, and business ownerships and partnerships, that require
access to detailed tax records. Although active duty servicemembers change loca-
tions, their income and most circumstances remain stable.

PENALTY FREE WITHDRAWALS

NCOA and the CO ,6 TATION support the bill, S. 82, with a proposed amendment
(see below), that allows penalty.free withdrawals from retirement plans by individ-
uals called to active duty in the Armed Forces for Operation Desert Shitld, (now
"Desert Storm"). The amendment wou]kbe to include all servicemembers, regard-
less of component, who are serving in the area defined in S. 199 (if adopted) or H.R.

.4.
Personal funds should be made available to allow recovery from economic impacts

brought on by the member's absence and assignment to a dangerous foreign area.
And though it is recognized that many National Guardsmen and Reservists and
their families may face extraordinary financial difficulties, so will certain members
in the Regular component.

For example, being assigned to Operation Desert Storm is only temporary duty,
not a permanent change of station. Thus, there are no government reimbursements
for servicemembers' families to return home while the member is in the Persian
Gulf area. These and other families are facing extreme budgetary problems while
their servicetnember sponsors are away from home. If they should have an individ-
ual retirement fund available, the Federal Government should allow them penalty-
free access to those funds.

TAX FREE TRANSFER OF SEPARATION PAY

At the same time NOQA and the COALITION seek penalty-free withdrawals of
certain retirement plans, the group also recommends the authorization of the trans-
fer of separation payments, received pursuant to 10 USC 1174, to a qualified individ-
ual retirement plan without taxation.

Last year Congress authorized the downsizing of the U.S. Armed Forces. More
than 50,000 servicemembers are to be separated, involuntarily if need be, over a 5-
year period (1991-95).

To assist in their transition to civilian life, the servicemembers involuntarily sep-
arated would be entitled to separation pay. Eligibility was established at the 6year
level. Anyone under 6-years of active service was not entitled to the payment. How-
ever, it is expected that moot of those separated involuntarily would have closer to
10 or more years. Thus, one might say that receipt of separation pay for them will
be in lieu of any future retirement payments they may have earned if allowed to
fulfill the 20 years-to qualify for military retired pay.

Many of these servicemembers, originall programmed for involuntary separation
in Fiscal Year 1991, were ordered to the Persian Gulf area. They were put on hold
(stop-loss) awaiting the result of Operation Desert Strom.

Hopefully they'll return safely to the United States. When they do they'll be dis-
charged, separated, or mleased from active duty. It would be a most gracious ges-
ture on the part of this Congress to allow them to transfer any part or all of their
separation payment to a qualified retirement account without payment of a tax on
the amount transferred. It's the least Congress can do to thank these men and
women for being inconvenienced, but more so for being ordered to a hostile environ-
ment when they believed they were on their way home.

IMMINENT DANGER PAY

Imminent danger pay is a payment made to servicemembers assigned to and serv-
ing in a hostile environment (37 USC 310). Most servicemembers serving in a dan-
gerous foreign area and, in particular, Operation Desert Storm, forego basik allow-
ances for subsistence (BAS) when ordered to depart from their home stations. BAS
for enlisted servicemembers is $184.20 each month and $129 for commissioned offi-
cers. Both sums are not taxable.

To replace this loss, the member receives imminent danger pay at $110 each
month, but it is taxable if not excluded in law pursuant to such conditions as de-
scribed in 26 USC 112 or H.R. 4.
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Again, NCOA and the COALITION believe most strongly that no taxation of a
servicemember's compensation should occur when that member is undergoing an
alien threat to his or her life or limb The group recommends the exclusion of immi-
nent danger pay regardless of the circumstances under which it is paid.

TAX BREAKS FOR RESERVISTS

The bill, S. 246, will provide that certain deductions of members of the National
Guard and Reserve units of the Armed Forces will be allowed in computing adjusted
gross income. The deductions include expenses of travel, meals, lodging away from
home, transportation, and uniforms while performing service with a Guard or Re-
serve unit.

National Guard and Reserve members incur a number of expenses related to par-
ticipation in required trainingduty. The 1986 tax law effectively eliminated exclu-
sion of these expenses from gross income for most members. Only those with item-
ized deductions in excess of percent of gross income can continue to receive any tax
credit. This has an adverse effect on those members in the lower grades who have
less income and gain nothing itemizing deductions. "

NCOA and the COALITION recommends the adoption of S. 246. Expenses related
to volunteer service in the Armed Forces of the United States should be recognized.

EARNED INCOME TAX CREDIT

Our last measure has been of significant concern to NCOA and the COALITION
for some time. It is Earned Income Tax Credits (EITC) for junior enlisted service-
members assigned overseas.

Operation Desert Storm provides the opportunity to highlight this oversight and
seek change to existing tax rules.

EITC was enacted in 1975 to provide a tax credit for low income taxpayers with
children., However, the law limits the credit to families living in the United States.
Young servicemembers' families may benefit from EITC until they accompany their
servicemember sponsors overseas as the result of official military orders. They im-
mediately become ineligible for that tax year and any tax year they remain over-
seas under chose orders.

Enlisted members assigned overseas with their families, who are now deployed to
Operation Desert Storm, will have their compensation tax exempt during the period
of hostilities. But at its conclusion, they may return to their overseas locations,
their old taxpaying status, and ineligibility for EITC.

NCOA and the COALITION believe this is the time to review the issue and move
to correct the inequity as soon as possible Hlopeful!y, this distinguished Committee
will agree.

CONCLUSION

Mr. Chairman. NCOA and the COALITION echo your remarks of January 24,
1991, while managing the bill, H.R. 4, on the Senate floor: "With our troops in the
Persian Gulf facing significant hardship and great danger, the least we can do in
this Congress is recognize the major disruption, the extraordinary disruption, and
make sure we do not add to their concerns . . . " The proposals herein will not only
relieve those concerns but aid in welcoming home our troops from Operation Desert
Storm.

As the Chairman proposed on that January day," . . . we will have another op-
portunity to do what we can to take care of meritorious proposals to benefit our
men and women in the gulf."

Mr. Chairman. That opportunity is here. It is now.

SPECIAL THANK

Special thanks from NCOA is extended to the NATIONAL GUARDASSOCIA-
TION OF THE U.S. NATIONAL MILITARY ASSOCIATION, NAVAL RESERVE
ASSOCIATION, and the U.S. ARMY WARRANT OFFICERS ASSOCIATION far
their immediate res nse to NCOA and assistance in the preparation nf this state-
ment.
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PREPARED STATEMENT OF SENATOR BARBARA A. MuIsIU

I want to let the Committee know that this week I will introduce legislation rec-
ognizing some American war heroes-this country's Merchant Marine. We don't
read about these men and women in the papers, or see them on the evening news.
They work behind the scenes. They spend months in dangerous waters and foreign
ports, separated from their families. They risk their lives in minefields and combat
zones, sailing where foreign crews will not go. When their country calls, they are
the first to volunteer. But America's Merchant Mariners don't get the recognition
and the thanks they deserve.

My bill recognizes the effort and sacrifice of our Merchant Mariners' and rewards
them for putting their lives at risk. This bill simply makes income earned by Mer-
chant Mariners in a combat zone tax exempt, up to $2,000 per month. It follows the
logic of another bill, S. 199, introduced by Senator Glenn and others, of which I am
a co-sponsor. S. 199 makes military income earned in a combat zone tax-exempt up
to a limit of $2,000 per month for officers, and unlimited for enlisted men and
women. My legislation salutes those brave troops, and that their success also de-
pended upon the courage and sacrifice of our Merchant Marine.

Today, Kuwait is free again, and it seems as if the fighting in the Gulf may final-
ly be over. In one of the most astounding military operations ever, Kuwait has been
liberated and Saddam driven back to Baghdad in six short weeks. All Americans
should be proud of what our troops have done.

But we cannot forget any of the men and women who made this victory possible.
Our Merchant Marines were a critical link in the chain. They ferried the Patriot
Missiles and the M-1 tanks. They hauled the gas masks chemical warfare suits. The
TV pictures of Iraqi troops-ragged and starv'ing-drive home the critical impor-
tance of the task our Mtrchant Marines undertook. They helped build a city the size
of Baltimore in the middle of the desert and carried cargoes that foreign crews
wouldn't. They willingly sailed into mined waters and docked at ports targetted for
SCUD missile attacks. And these Merchant Mariners served as volunteers, leaving
theii jobs and families behind.

PRF.PARED STATEMIF.NT OF SENATOR RICHARD SHIIF.HY

Mr. Chairman, members of the committee, I appreciate your giving me the oppor-
tunity to discuss with you the legislation that I introduced to assist members of the
Armed Forces Reserves and the National Guard. I am pleased that this committee
is fulfilling the pledge that it made last month when it reported the Dole bill to
consider the various proposals designed to assist our servicemen and women ir the
Grjf. I hope that a nfarkup will soon follow.

Although it appears that we have entered the last phase of the war in the Persian
(;ulf, the need to enact a package of changes to assist our service personnel is no
less pressing. At this time, 206,(00 Americans, members of the Armed Forces Re-
serves and the National Guard, have been summoned for active duty. These citizens
have been summoned from their regular jobs, forced to disrupt their lives and put
families and careers on hold as they answer the call of their country.

For many of these Americans, active service poses an economic hardship. For
those with employers unwilling or unable to make up the difference in compensa-
tion, call up notices represent a dramatic loss of income. Families in which the only
working parent has been called for active service may face a devastating economic
crunch, exacerbated by the shortage of jobs available for the remaining parent
during this time of recession.

For this reason, I introduced legislation to lighten the load of some of those sum-
moned to active service. S. 82 would permit members of the Armed Forces Reserves
and the National Guard to receive distributions from their qualified retirement
plans. such as individual retirement accounts, without penalty. Specifically, this leg-
islation would exempt individuals ordered to active duty atr August 1, 1990, in
connection with operation desert storm from the usual 10% penalty for early use of
funds in a qualified retirement plan. The spouses of individuals summoned to active
duty may also receive r -nalty-free distributions from their qualified retirement pro-
grams.

Unfortunately, this exemption is not for all military personnel, but only for those
summoned to active duty in connection with this crisis. Those who were serving on
active duty before this crisis have not suffered the sudden change in income that
reservists and Guard members have and therefore do not have the same need for
this exemption.



We must acknowledge, too, that this effort would not assist all Reserve and Guard
forces on active duty, only those with qualified retirement plans. Some of the young-
er servicemen and women may not have yet begun to prepare for retirement and
thus may not have this option open to them. I am hopeful that other measures can
be taken to assist these persons.

However, I view this as a necessary step for those who it will assist. 206,000 brave
and patriotic Americans have answered this country's call and should not be penal-
ized unneccesarily by our Government. While the income of a Guard or Reserve
member may represent helpful additional income in time of peace, it provides very
little for a family suddenly forced to live on this stipend. This legislation is a neces-
sary effort to assist service men and service women recently summoned to active
duty.

The Joint Committee on Taxation has advised me that the cost of this legislation
is "negligible." It I understand that to mean that it is hard to quantify but is likely
to be very low. It is also true that this legislation is likely to increase the Federal
Government's receipts in the short term because those service men and women that
receive distributions will pay full taxes this year on that revenue.

Again, I appreciate the Finance Committee's efforts in seeking to assist our men
and women in the Gulf and am glad for the opportunity to testify here today. I look
forward to working with you and am prepared to answer any questions.

Thank you.

PREPARED STATEMENT OF SENATOR STEVE SYMMS

Thank you, Mr. Chairman. I will be brief because I look forward to hearing what
our colleagues and the other witnesses have to say.

I want to join my colleagues in giving praise and thanks to the brave soldiers,
sailors, airmen and Marines for the outstanding job they are doing to free Kuwait
and to destroy Saddam Husseinrs military machine.
. You cannot help but be impressed with the resounding success of our troops-in

the air, in the -. if itself, and on the ground. Even ourmil;'ary leaders have com-
men,",d on how the troops have performed beyond expectation. And I believe there
aye two basic reasons for the success.

First of all, the men and women of our volunteer force are second to none. They
are bright, eager, enthusiastic and well-mqtivated. They are trained for their job
like no other force in the world. And when duty-calls, you can count on their com-
mitment to carry out the task. Mr. Chairman, they deserve the nation's gratitude
and appreciation.

The second reason, Mr. Chairman, is that the money we have spent on our weap-
onry has been money well-spent. In Congress, we've argued about the need for cer-
tain weapons programs--some of which are in the theater of operations today. And,
as we debate the fiscal year '92 Defense budget later this year, we'll do it again. But
the critic's and naysayer's arguments that certain weapon systems wouldn't work
have proven to be unfounded.

Some people, for example, sa.d the PATRIOT would never defend against a ballis-
tic missile. And some questioned why we would spend so much money on so-called
"smart" bombs or the stealth" fighter. Well, Mr. Chairman, I thiik the answer can
be found just watching the amazing footage in the news, in the daily Pentagon brief-
ing sessions we see on 'IV, and in the comments from the soldiers who uwe them and
depend on them. These systems have performed v:ith remarkable success.

One way of expressing our thanks is to make s wire the troops have the best, warm-
est recel.tion possible when they come home. To this end, in January I organized
"OPERATION HOMEIRONT"-a grassroots volunteer effort to support our troops
and their families. Arid in the Senate I introduce, Senate Resolution 17, which
passed the Senate in February,, which encourages all uLher states to start their own
'OPERATION HOMEFRONT" operations.

But Mr. Chairman, the hearing today focuses on the need to provide some tax
relief to our troops in the Gulf and their families here at home. In my recent meet-
ings with several family members who had a son, daughter, husband or wife in the
Gulf, there was an overwhelming belief we need to review some of the personnel
programs we will be talking about today. As a member of this Committee and as a
member of the Senate Desert Storm Task Force, I look forward to working on these
problems.

In particular, I think we need to look at the proposal to allow those serving as
part of Operation Desert Storm to withdraw their money from an Individual Retire-



ment Account without suffering a tax penalty. I believe we may be hearing from my
fellow Idahoan, Senator Craig, on this provision.

We also need to look at the rules limiting pension, contributions. Many employers
are paying their employees the difference between their military and their regular
pay. And some of these employers are willing to contribute to the pensions of these
servicemen and women as though the) were still at home. There are restrictions on
what the employer can do, and I think we need to look at loosening these restric-
tions for our people serving as part of Operation Desert Shield.

Thank you Mr. Chairman.

PREPARED STATEMENT OF SENATOR JOHN WARNER

Mr. Chairman, I want to thank you and the other members of this Committee for
the opportunity to provide comments on the purposes of my bill, S. 252 which I in-
troduced on January 23, 1991, to provide a savings incentive for members of the
Armed Forces who are involuntarily discharged from active duty.

Mr. Chairman, the strength of our defense depends largely on the skillful and pro-
fessional commitment of our military personnel. Americans are now witnessing the
value of this commitment-a voluntary commitment-by supporting our allies in
the war in the Persian Gulf.

However, despite the fact that our military represents the largest "volunteer"
force in the history of our Nation, more than 18 percent of these soldiers, sailors
and airmen and women-or 363,405 military personnel-will be involuntarily dis-
charged from active duy status over a five-year period, beginning this fiscal year.
This action was mandated last year by the Congress in response to the changing
military and political situations in Eastern Europe and the Soviet Union and in an
effort to reduce the Federal deficit.

Mr. Chairman, I wish to strongly stress the significance of this involuntary action
on the men and women in uniform who chose military service as a professional
career. This represents the largest reduction of an all volunteer force. Soon, thou-
sands of well-trained and well-educated men and women will be involuntarily noti-
fled that they must seek other means of employment. Severance pay, which origi-
nated nearly 200 years ago with the act of May 14, 1800, modestly compensates mili-
tary personnel for their service as they transition into civilian life. The amount of
severance pay is calculated based on the number of years of active duty service-
more than 5 years but less than 20 years-and the individual's monthly basic pay.

My bill, S. 252, would recognize the valuable contribution of military service by
modifying Federal tax rules to defer taxation of severance pay where the veteran
chooses to invest this money in an eligible retirement account such as an Individual
Retirement Account, or retirement account sponsored by a future employer of the
veteran. My bill does not change the existing Federal rules requiring such transfers
to occur within 60 days of receiving the severance pay.

Mr. Chairman, my bill would provide a compassionate alternative to our men and
women in uniform who are involuntarily discharged from active duty by offering
them an opportunity to invest in their future and the future of their families. It
would also contribute toward improving our national rate of savings. Americans
save a smaller sharv of gross national product than citizens of any major industrial-
ized nation. Low savings rates increase the cost of capital and reduce research, de-
velopment, and productivity g'-owth.

We can only speculate as to the total amount of severance payments and the
amount of deferred revenue based on initial payments and subsequent income. How-
ever, the Congressional Budget Office advises that if all military personnel reduc-
tions occur as mandated in the fiscal year 1991 Defense Authorization Act, total sev-
erance payments could amount to $3.71 billion by.the end of fiscal year 1995. More-
over, the anticipated revenue deferred on this amount could be as high as $4.5 bil-
lion, assuming that all servicemembers elect to transfer 100 percent of their sever-
ance pay into an eligible retirement account. Such a high rate of transfer will not of
course occur. I would also point out that these revenue deferrals are just that-de-
ferrals-not losses. Finally, these deferred revenues were not previously 'counted in
any CBO or other Federal Government projection.

Mr. Chairman, my bill is a small but significant step at demonstrating the respect
and gratitude of our Nation for the professional sacrifices of the men and women of
our Armed Forces. I urge your favorable consideration of this legislation.



PREPARED STATEMENT OF CAROL WIGNALL

Good Morning, my name is Carol Wignall. My husband, Captain William Wignall,
is akn F-15 -pilot stationed at Langley AFB, VA. Bill has been deployed to Saudi
Arabia since August 7, 1990. The months since his departure have been a roller
coaster of emotions, finances, and opinions. During the past seven months, I have
had the good fortune to be part of a very supportive group of spouses from Langley.
We try to meet weekly to boost each other's spirits, share experiences, and keep in
touch. My three children have also benefited greatly from the contact with other
children whose fathers or mothers are deployed.

A couple of months into the deployment, the group of spouses began comparing
notes on how much the separation has impacted all of us. It appeared that Murphy
had paid a visit to almost every household. The million different things that can
and do go wrong seemed to affect everyone. One wife asked me how much money I
had saved. Guiltily, I confessed that I had had a very hard time saving anything.

Yardwork, housework, childcare, home repair, volunteering and supporting each
other constantly compete with one another for my time. I'm sure you as Senators
are very busy and realize that it is just not possible for une person to do everything
that should be done. I have found I have had to spend money hiring someone to do
things my husband would normally do. The broken water heater, running toilets,
and the majority of yard work has had to be hired out. V ring the three seasons
Bill has been gone, Mother Nature has continued to grow grass, change leaves, and
started the spring growing season. All of the mowing, raking, planting, and pruning
that Bill normally does, has had to be done by neighborhood kids trying to earn
money.

About the end of September, I received my first "Saudi" phone bill. Although
there is not a price I could put on the relief I felt at hearing first-hand that Bill was
doing well, adjusting to the environment, stress and uncertainty, my bill was well
over $300.00, which was not in my monthly budget. After that first bill, I now set
the timer when Bill calls so we will not talk too long, and I can better keep my
expenses in line.

With most of the hospital staff deployed from Langley, almost all of my family's
health care has been off-base. With three children, chicken pox, flu, pneumonia,
strep throat, and ear infections have traveled one to another causing numerous
visits to the doctor's office. Consequently, my CHAMPUS payments have increased
significantly since August. With April's impending increase in the CHAMPUS de-
ductible, I am anticipating needing additional money for medical expenses.

Early in January, my support group, which includes a CPA and a military budget
officer, began discussing income taxes, and how to deal with them. For many of us it
would be the first time we had to figure them out without our husbands. We dis-
cussed workshops to help each other and filing extensions. When the legislation
passed allowing six months after the military member's return, we all celebrated.
What a relief that that additional stress had been lifted. Thank you for your sup-
port of that bill Senators.

January 16 was a day that we at Langley will not forget. Seeing the streaks of
light aimed at the Baghdad sky, and wondering-if that-was our husband being shot
st-on television--caused us all to gather around and watch the news coverage non-
stop. Once again housework and cooking became sporadic and almost non-existent.
My children still needed to eat, and I thanked my lucky stars that Taco Bell was
down the street.

During all this time there has been a lot of financial stress placed on my family.
As with any military separation, including remote tours, it costs the family much
more to maintain closeness. The postal expenses, telephone bills and increased chi!d
care bills are all very important to be able to afford. The military member- needs to
be able to talk to his children to let them know he loves them and to let them know
he misses them. The family left at home needs to be able to take time off from the
24 hour job of reassuring children, and household maintaining.

The expenses incurred while separated could be alleviated by lower interest rates
on mortgages, no penalty IRA withdrawals, decreased CHAMPUS costs, and most
significantly increasing the non-tax pay for officers from $500.00 to $2,000.00.

Thank you Senators for listening and pray for the safe return of our military.
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14 March 1991

Laura Wilcox
Hearing Administrator
Senate Finance Committee
S.D. - 205
Washington D. C. 20510

Ms. Wilcox:

As an activated reservist, 1 am in favor of all proposals to
benefit any military personnel serving in conjunction with
Operation Desert Shield/Storm. I an in favor of extending the
deadline date for filing federal and state income taxes,
regardless of where served.

In conjunction with this proposal, please include above the
line deductions to compensate for additional expenses incurred;
ie. travel expenses from our homes, travel expenses at various
military commands, necessary additional uniforms purchased by
activated reservists and national guardsmen.

Because of involuntary separation from our civilian place of
employment, most are concerned about employment sponsored
retirement plans. Legislation to have employers calculate timo
served under orders during this time of world crisis or in any
future action of this magnitude, would be of great benefit to
Reservists and National Guardsmen and their individual retirement
plans.

I am also in favor of suspending the penalty for early
withdrawals on IRA's and employee sponsored retirement plans for
Reservist's, National Guardsmen and their spouses, when used to
compensate for the significant wage differences and financial
hardships incurred by this military action.

Please take into consideration all of these proposals. Your
favorable vote will demonstrate your Sunport for the Troops.
Thank you for your time and consideration in this important
matter.

Sincerely,

0

44-492 (88)


