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EXECUTIVE SESSION
WEDNESDAY, SEPTEMBER 27, 1978

United States Senate,
Committee on Finance,
Washington, D.C.

The Committee met, pursuant to recess, at 10:20 a.m. in
room 2221, Dirksen Senate Office Building, Hon. Russell B. Long
(Chairman of the Committee) presiding.

Present: Senators Long, Talmadge, Byrd, Nelson, Gravel,
Bentsen, Héskell, Matsunaga, Moynihan, Curtis, Hansen. Dole,
Packwood, Roth, Laxalt and Danforth.

The Chairman. The first order of business, Mr. Stern, you
had bettér explain to us about this allocation of outlays under
the Second Concurrent Budget Resolution, would you please? Does
everybody have a copy of this sheet here?

Mr. Stern. We are distributing right now, Mr. Chairman,

a sheet that has an explanation on one side and a table on the
other. If you look at the table, the Budget Act requires that,
after each passage of a Budget Resolution, each Comnmittee must
allocate the amount that it has under existing and new legisla-
tion by certain broad categories.

The Chairman. I was just informed that the Secretary will

have to leave shortly to attend a meeting of the International
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Monetary Fund. I think I have better call on him.

Mr. Stern, we will come back to that.

I would like to ask the Secretary to explain how this bill
is looking at this point, from the Treasury point of view, because
the Secretary obviously is concerned about the fiscal impact of
the bill, both the first year, current year, and future years.

So if you would not mind explaining, @r. Secretary, what the
problems are, as far as Treasury is concerned.

Secretary Blumenthal. Thank you very much, Mr. Chairman and
members of the Committee. I appreciate this opportunity to show,
although my colleagues have shown in detail how we feel, but I
did want to say, make a statement.

First, on the overall size, I know you want to get the total
revenue impact of this bill within the confines of the Budget

Resolution for fiscal 1979. I am sure that you will accomplish

N
—

that. .

From the point of view of the Administration, the impact on
tha fiscal vears '80 and '81 is equally important. What we would
like to avoid is a situation in which the bill is structured in
such a way that you fit in with the '79 budget -- for example,
even in calendar 179, in the last quarter of the calendar year,
you have a substantial impact on increasing revenue loss which
impacts fiscal '80 and, even more in '79.

As we look at what you already seem to have decided, it

would appear that that is, in fact, in danger of happening.
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For fiscal '80, for example, even after allowing some
reduced capital gains realization flow-back, we see at the
moment that, whereas you are all over fiscal '79 by $1.7 billion,
it jumps to $5 billion over the amount that we would like to see
by 1980 and $6 billion by '8l1. That is essentially because of
two factors.

One, the very liberal capital gains tax reductions that you
have. They begin to show up; and the ADR, the change that you
have made, the increase from 20 to 50 percent, I believe it is
that you have made, that also mounts up very heavily to give
you the amount of the ADR load. That is only $231 million
revenue loss in 1979, but fof 1981, $1.7 bkillion.

If you would take the 70 percent capital gains tax exclusion
which I will comment on separately before counting, reduces
that to é328 million in '79, over $3 billion in '80.

May I summarize at this point ;; tbe out years as well és
'79 will weigh heavily on the President's mind as he ponders this
bill because he is.committed to try to get that budget deficit
down as much as possible.

The Chairman. That $3 billion estimate that you are mention-
ing for future years in capital gains, is that a static estimate?

Secretary Blumenthal. That is static, As I indicated,
without the induced effects, and we have done, as we said we

would, a careful analysis to see what kind of induced effects

we think are appropriate and roughly, I think, we have come up
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and Mr. Sunley can explain that in detail, with an estimate
that indicates that roughly one-third of the induced effects

may be deducted from that. When we talk about $3 billion, it may
turn out to be $2 billion.

In any case, the proportions of $200 or $300 million in '79
jumping to $3 billion the following year shows you, I think,
the direction in which things.are moving in the out years.

The Chairman. You might give us your reaction, too, in
regard to the indexing item. We are going to be talking about tha
further, I think.

Secretary Blumenthal. That is one of the items I had on my
agenda to mention. |

I very clearly indicated my extreme concern with indexing
of capital gains taxes in the testimony which I gave before the
full Committee, and I want to emphasize that very strongly. I
would really not be in a position to recommend to the President
accepting a bill that has indexing for one kind of tax in it,
or the capital gains tax in it.

Senator Roth. Would you support it for everything?

Secretary Blumenthal. No.

Let me be very clear on this. We are strongly opposed to
all kinds of indexing because it introduces -- it just makes
getting rid of inflation that much more difficult. It builds
inflation into the structure of our economy, and we have a tough

enough time as it is with inflation.
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1iving increase adjustment in either private or public pay. That
has not been the position.

Senator Roth. You could make the same economic arguments,
could you not?

Secretary Blumenthal. You could.

That is why I say nothing is fully logical, I am afraid, but
I certainly strongly oppose extending that to the tax system as
a major new step. This has been around for awhile. We would not
want to extend it to the tax system.

Might I says that is on indexing. I want to say a word on
capitél gains and the minimum tax, Mr. Chairman. I would have to
reiterate a point that has been made publicly for some time by
the Administration and by me, which is expansion of capital gains
tax cuts. That is a deepening of the preference for capital gains
tax incomé, as far as taxation is concerned, over what is presently
applicable.

It depends very much on how it is done and I would have to
say, in that regard, a 70 percent exclusion factor, in my judg-
ment, would not be acceptable. I certainly could not recommend
that to the President. I think it wduld be very difficult for
him to accept.

It would mean that, in fact, the maximum tax rate for capital
gains tax income for a taxpayer in the 70 percent bracket would
be 21 percent, and I do not think that that would be acceptable.

Senator Nelson. Mr. Secretary, may I ask a question? What
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is the ballpark figure that might be aggreeable? 28 or 30 percent
maximum?

Secretary Blumenthal. I really am not in a position to say
what is acceptable. I was trying to indicate to you that 70
percent would not be. I think it depends on, really, a package
on the rest of the bill as well, Senator Nelson. For example,
it depends on what kind of minimum you agree on.

Senator Welson. Let us assume a minimum tax that would be
acceptable to the Administration and a capital gains tax which
had a maximum tax in the 28 to 30 percent area?

I realize.you have to look at the whole area, and all kinds
of things might make it full, but I am trying to make up my own
mind, what kind of maximum with an acceptable minimum tax the
Administration would find acceptable.

Secrétary Blumenthal. I would say, Senator Nelson, that
there has been a lot of talk about what was attempted in the
Kennedy tax cut. At that time, thereSWas an effort to reduce
the capital gains tax rate and there was added to it, as a part
of that package -- which did not pass ~- capital gains at death.

If you have the kind of 28 to 30 percent that you are talking
about on capital gains, then you had a minimum that the Adminis-
tration found acceptable and you had capital gains at death,
maybe that would be a package that the President might accept.

As I understand it ~-- and it gives me an opportunity to make

that point -~ not only is there no disposition on the part of the
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Committee to go in the direction of capital gains at death,

there even appears to be a very strong disposition to postpone,
if not reverse, the carryover basis provisions that are presently
in the law withcut any effort to clean up the problems that have
arisen with regard to that.

Now, reversing, of course, on that part of the Code, at the
same time, in which you make a substantial reduction in capital
gains taxes, is unlikely to be something that the President is
going to have an easy time to accept.

Senator Hansen. Mr. Secretary, if I may make an observation,
as I recall one of the studies -~ I do not recall whether it was
Milton Feldstein's, or whose -- showed that actual capital gains
that were reported on which taxes were paid were about $4.1 bil-
lion. If they were to discount, if what inflation had done was
to be considered, and the so~called gains discounted by inflation,
instead of $4.1 billion gains, it would have been a $1.1 billion
loss. Keeping in mind also that the average asset is held about
7.9 years, it seems difficult for me to be persuaded by the
arguments you have made that we ought not to have this 70 percent
exclusion.

As I recall, when President Kennedy made his proposal, he
did not speak about a minimum tax, and that has been added to the
legislation, and of course, as a part of it now, while we
recommend doing away with the add-on tax, there will be an

alternate tax which I think certainly counters the point that we

t
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ought to have capital gains -- or that we ought not to postpone
the implementation of the tax that Senator Byrd sponsored.

Secretary Blumenthal. As I understand it, Senator Hansen,
in the Kennedy proposals there were a number of other things,
such as the elimination of the capital gains for real estate,
timber, and so ﬁorth ~- making all of those ordinary income,
which made it different. The Feldstein study, I believe, showed
that they were real gains, even after allowing for inflation
in the upper brackets for income.

Senator Hansen. I am talking about total. Am I in error
on the figures?

Mr. Sunley. The Feldstein capital gains study on inflation,
what he indicated was that we have about $4 billion -~ I may not
remember tﬁe numbers exactly, Senator Hansen~- $4 billion in
capital géins reported on income tax returns from corporate

stock. That is after the 50 percent exclusion.

He said that, if you, in addition to the 50 percent exclusion

that we offset any inflationary gain, then the nominal gain that
is included in the tax return would be turned into a loss; and
fherefore, instead of raising some revenue from the capital gains
tax, we would lose revenue.

He also reported in that paper, however, that if instead we
had an exclusion for the inflationary element of capital gains
and did not tax the real gain with an additional 50 percent

exclusion, then that would raise an additional $1 billion in
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revenue for Treasury.

We have to be very careful whether we are talking.about an
inflation adjustment in addition to the 50 percent exclusion,
or an inflation adjustmeﬁt instead of the 50 percent exclusion.
In fact, there were real gains realized that year.

Senator Hansen. Only to the extent of $1 billion, am I
right?

Mr. Sunley. $1 billion if you have both an exclusion and
an inflation adjustment. If, -in fact, we had just an inflation
adjustment that year, the total amount of capital gains subject to
tax would have been greater than what you had under the 50
percent exclusion.

The amount of tax raised, I believe~- the nﬁmber, in his
abstract, the one that has been picked up by the press and we
have seeg always quoted is that hav%ng an inflation adjustment
in additionmto the 50 percent exclusion would reduce Federal
taxes by $500 million. However, if we only had an inflation
adjustment, and since we have made an adjustment for inflation
we ought to tax the real gains, since that is one of the justi-
fications that is often made for the exclusions, then, in fact,
we would have had $1 billion more in Federal tax revenue.

I refer you to table 4, if you have a copy of his piece.

Senator Hansen. It seems to me that there are many factors
worthy of consideration. All I can say is, as far as I am

concerned, I think we have come up with a pretty workable,
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sensible provision. As you suggest, you would recognize the
one-third feedback. If the static loss were $3 billion, you

say -—- if I understand you, Mr. Secretary -- that you would not
anticipate more than two-thirds of that amount; I mean, you could
discount that by one-third.

Secretary Blumenthal. The maximum that you can come up
with.

Senator Hansen. I have no further questions, Mr. Chairman.

Senator Danforth. Have you stated the Administration’'s
position on the alternative minimum tax?

Secretary Blumenthal. Not in detail, but I will be glad to
state it.

As we see the minimum tax, as the Committee has been favoring
it, it does, indeed, increase the amount of tax for those indi-
viduals wﬁg show all the regular income and have very high
capital gains. it does, at the sagé time, howgver, increase the
opportunity to shelter income from ta%es.

For those many individuals who have substantial income, other
income, and then preference income other than capital gains --
that is, from accelerated depreciation or from depletion, or what
have you. 8o that you are really providing increased opportuni-
ties for sheltering by virtue of that change as it is drafted
at the moment.

We would prefer, in order to have a realistic minimum, to

have an alternative minimum for the capital gains portion as you

¢
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have it, but to leave the rest as it has been in the House bill

which is you have the add-on rather than the alternative. By

virtue of the fact that you have a maximum tax rate of 25 percent,

you achieve that result, and since you want to keep the 25
percent, I would suggest that the best way to fix it up is to
have the true alternative minimum for capital gains income, but
leave it as it is in the House bill for the other kind of
preferences.

Senator Roth. According to the Secretary, according to the
figures given to us by the Joint Committee, practically every
working American faces a substantial tax increase both in the
years 1978, 1979. For example, in the case of the individual--
a family of four who has an income of $15,000, the tax increase,
between Social Security and inflation, would be $92. In 1979,
it would be $74. |

| In the case of a family of four who has an income of
$17,500, the tax increase due to Social Security and inflation
would be $79 in '78 and $99 in '79.

In the case of a family with $20,000 income, $203 during
the current year; $179 during 1979.

What is going to come out of this Committee, it appears to
me -~- and I am pretty certain that is right -~ is that there is
going to be an effort made to offset the Social Security and
inflation increases for 1979 only. This is a very important

point =~ one year only. 8o that, in effect, what this Committee
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! is saying to much of working America, the $15,000 and $20,000
2 and the $30,000, is that you are going to have to absorb the
3 tax increases of 1978.
4 My question to you, is that satisfactory to the Adminis-
§ 3 tration, that these working people absorb that increase?
[ ]
% 6 Secretary Blumenthal. ©No, it is not in the sense that if
)
b=
% 7 you could achieve a better distribution of the tax cuts, individual
o8
% 8 tax cuts so that you put more of the revenue that you have
o ©
o
o . ? available for the taxpayers between $15,000 and $50,000. We
=
£
"3 g 10 would prefer that.
o 7 N . : .
. ; I think one way of doing that is to pursue the thought that
g 12 .
- g I had expressed, is that the capital gains 70 percent exclusion
o=
= 13 . . . .
Q‘ 2 may be too rich, going too far. That would provide you with some
, 2 14 ’
N 8 revenues,
. = .
| © 15
b E There- axe other things that you have voted on that really
16 . . . . .
= 5 benefit certain special groups that you might want to reconsider
| g y7 -
é and put into this particular category. We would certainly like
g 18 -
= to see that approved.
S 19 .
g Senator Roth. Mr. Secretary, I think really to offset it,
20
as I understand it, it is the position cf the Chairman and a numbel
21
of others -- I am not arguing at the moment for the 70 percent
22 '
specifically -— there is a feeling that the capital gains, as
23
far as revenue, there is an argument as to how much that is going
24
to cost the government.
25
.y So that, while there might be some savings, it certainly
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would not be substantial enough to offset the increased costs
for 1978.

The thing that puzzles me, there is really only one way of
doing it that‘I am aware of, and that is to make the commitment
now for a two-~year cut for the working people. If you are really
going to offset that 1978, I do not think you can make that much
savings by doing away with some of the changes talking about.

Would you, under any circumstances, support our making a
commitment now, this Congresé, to a two-year cut that would offset
both these years so that middle America will not be facing a
major increase?

Secretary Blumenthal. I think the responsible way to deal
with future tax cuts, either for individuals or for businesses,
is to match these against cuts in expenditure or cuts in savings
in other areas for tax revenues involved, rather than to make a
coﬁmitment now to do something in the Filture without having faced
up to the implications of it elsewhere.

We would not be in favor of it.

éenator Roth. I do not want to extend the debate, Mr.
Chairman, but I just want to make one comment.

By waiting until next year, what we are really going to be
talking about next year is 1980 and there will be an additional
tax increase that year. No question about it, everybody agrees,
and it is very substantial, because of the increase in Social

Security, inflation, whatever that may be.
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- to inflation, is going to be absorbed by those making probably

15
I think your own Administration would agree to at least

7 percent. I think the point that has to be underscored is if
we do not do something now for all practical effects, we are

saying that the 1978 tax increases due to Social Security, due

$12,000 or higher, that there are some very substantial tax
increases that this Committee is not doing anything about as far
as the current year is concerned.

Thank you, Mr. Chairman.

Senator Byrd. Mr. Chairman?

The Chairman. Senator Byrd.

Senator Byrd. Mr. Secretary, with your great background,
not only in Treasury but in the private sector, what do you think
should be the effective date for whatever capital gains legisla-
tion thismCommittee may enact, if the Committee tentatively
decided on November 1, with the thinking that if it were .
delayed until January that there would not be much activity in the
market for those two months,

An individual for whom I have a very high regard and who
has been proved right in regard to the market a great deal of
the time in the past says that if we do that out of the declining
market, make it effect November 1 on a declining market, that
it would tend to substantially depress the market.

I do not have enough knowledge of the market to know whether

that is correct or incorrect. I am wondering what your view is?
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Secretary Blumenthal. Well, I think, Senator Byrd, that
it hinges heavily on what kind of capital gains tax cut the
Congress votes, and which is enacted. We do not favor going as
far as this Committee seems to be heading. If there is a big
difference, then I think whether it is November 1 or January 1
makes no difference because you are going to effect the market
for that period of time, with people either holding back or
going forward.

If you do not have that difference --

The Chairman. Would you suspend for one moment? There is
a roll call vote going on in the Senate, and I would think that
maybe some&of the Senators would want to start right now and
head over there to vote and come right back, as rapidly as you
can.

I wil; wait for the five bells myself, but we can work in
rotation, if some will leave right now.

Go ahead, Mr. Secretary.

Secretary Blumemthal. If the differeﬂce is between what is
now in effect and what is in the House Bill, it is relatively
inconsequential. Then what would be the case after this law
is enacted, it would not make much difference. But if it is
large, obviously it would be a problem.

Senator Byrd. Do you mean if the House proposal were
accepted it would not make too much difference?

Secretary Blumenthal. I do not think so.
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Senator Byrd. If the Senate proposal were accepted, you

feel that it would or would not?

Secretary Blumenthal. I think then, if you look at individua

transactions and they impact on the market, clearly you would
want to go November. If you think they make an impact on the
market, there is an argument about how much individual capital
gains transactions really do affect the market over a short
period of time, but if you feel they do, if that is your judgment,
if the\éxperts\feel that, obviously you would want to go go the
November 1 date, in order not to have a bad situation for two
months )

Senator Byrd. But to balance out the bad situation for
two months, are you running a risk of substantially depressing
the market?

Secrétary Blumenthal. I really do not think that there
would be enough transactions to depress the market over the
remaining three and a half years thereafter, I do not really
think —=- the market is too big for that. I do not really think
it would have that kind of impact.

Senator Byrd. Thank you.

Senator Danforth. Mr, Secretary, it sounds to me that we
are heading for a veto on the theory -- it would seem to:-me that
the best that could be said of the bill in its present form is

that it is a substantial reduction of capital gains taxes, yet

this is exactly what bothers the Administration, and I am
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. 18
wondering if maybe we would do a service just by killing the bill
right now, not reporting it out, with the theory that maybe we
could come back and work something out sc that next year we could
have a better bill.

T was wondering, first, is the Administration considering,
in any event, a new tax bill at the beginning of next year and,
if so, do you feel that -- you know some éf our interests on this
side. With respect to maybe at least a couple of years —-- you
do not want indexing, but some sort of 6 percent bracket expansion
for more than one year and something with respect to corporate
rates beyond what the House did, and we know your concerns about
capital gaihs and the minimum tax and the cost.

If we just saved the revenue this year and came back another
vear, how would that strike yow?

Secretary Blumenthal. I think the economy would really be
in some difficulty. The Administration wants a tax bill it
can accept. That is the first preference, clearly the first
preference. But the Administration does not feel that it must
accept any bill just to have a bill. That is the second funda-
mental point.

We have been very much impressed and, in fact, I have
consistently used that argument in our discussions in the Adminis~
tration that the business community and the investo.s, apart
from individuals hit by inflation, the business community and

investors need an early indication of direction and early relief
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you have to attend the International Monetary Fund, this would
be a good chance for you to slip out of here.

Secretary Blumenthal. I appreciate the ¢ppoartunity.

The Chairman. Thank you very much.

We will be back as soon as we vote.

(A brief recess was taken.)

The Chairman. Gentlemen,, let me just discuss a little bit
the fiscal squeeze problem that we are in and try to move us a
little bit towards resolving that before we talk about any furthen
amendments, some of which are expected to cost some money.

There is a real big item of trying to squeeze this bill
inside the budget that has to do with the capital gains item.

I am not talking now about the capital gains in future yvears.

I am talking about capital gains from what we are looking at in
the first fiscal year. And we need -~ Treasury is willing, and
they have been willing as the Secretary indicated, to put about
one-third feedback in there, and that helps. But, even so, we
are putting in about 1.4 in that first fiscal year on the item
of the $400 million, even though on the housing and minimum tax
and the capital gains generally.

It would help us to stay within the budget restraints if we
stayed with the old minimum tax while we changed the capital gains
tax to where it would be on the 30 percent rather than on 50
percent of the gains during the last two months of this year.

If we leave the old minimum tax the way it is for the

ALDERSON REPORTING COMPANY, INC.
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1 remainder of this year, that would tend to work out this way,
2 that the small number of people who tend to be the heavy hitters,
3 who make the big transactions would find, for purposes of the
4 minimum tax, they would probably be in better shape to make that
g 5 transaction before the lst of January rather than after the lst
Ei 6 of January.
&
:J' 4 It is a fine point, but that is how it would tend to fall.
j § 8 Then, with regard to those that would pay less minimum tax during
ney, ; ? January under the new minimum tax that we would put in effect,
> § 10 they would stay -=- it would be more to their advantage to make
; g W | their transaction after January.
y g 12 So what it would mean is that tk;ere would be an incentive
’. § 13 for capital gains and more incentive on those, the big people
h é 14 who have a lot of tax shelter than it would those who do not have
% 15 so many tax shelters. And really, I think, in terms of simplificap
i 16 tior; in comparison to confusion, while we would break the
g 17 capital gains in November, it would add a lot of difficult
; 18 confusion to have a minimum tax read one way up to November and
:;cg 19 another way the last few months of the year.
20 It would help with the budget and that is an important
21 point. Also, for purposes for certainty and avoiding confusion,
. = it would leave the old minimum tax in effect until January 1.
23 I would hope that we could agree on thaﬁ, that the capital
. 24 gains tax rate changes as of November 1. The minimum tax, the
25 new minimum, would go in effect. The capital gains tax would
LDERSON REPORTING COMPANY, INC.
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change November 1. The new minimum tax would go into effect
January 1.

Senator Curtis. I want to ask a guestion about this. Does
that mean that we would leave in the $100,000 lifetime exemption
for the sale of a house?

The Chairman. That is a separate item,.

Senator Curtis. I am for taking that out.

Mr. Shapiro. What you could do is take that out of the
minimum tax. It is a very small item in the minimum tax.

Senator Curtis. I am opposed to the provision. It is

highly discriminatory.

The Chairman. I suggest we take the housing thing separately

I think we could reach a decision on that separately. That is a
big item.‘ It ought to be handled separately.

The first thing is the effective date of the new minimum
tax. I would urge that there be a January effective date on the
minimum tax. It would help with budget problems.

It also helps in terms of taxpayer certainty as to what the
law is. It is one thing to change your capital gains taxes
in November. If you have one minimum tax you have to comply
with for ten months and another for two months, it will add
confusion.

Senator Bentsen. Do I understand that the minimum tax
would then apply to the excluded part of the capital gains

from November lst to December 31st?

RSON REPORTING COMPANY, INC.
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The Chairman. That is right.

Senator Hansen. That is an add-on tax now, that would stay
in effect -- excuse me, I did not mean to interrupt you.

Senator Bentsen. So that, on that basis, if we accepted
the House 50 percent exclusion, there would be no change; but
if we took ours of a 70 percent exclusion, there would be some
cut in the capital gains tax. Some.

Senator Curtis. Would the staff state what is involved
here briefly?

Mr. Shapiro. What you have right now in present law is the
minimum tax that applies in 1978. That is an add-on tax. Under
the House bill, they'made their capital gains changes and the
minimum tax changes effective January 1.

The Finance Committee has already agreed to provide a 70
percent exclusion effective November 1.

Senator Curtis. What?

Mr. Shapiro. The new 70 percent exclusion will be January
1, where the House is November 1. Then there is a guestion of
your minimum tax. You have agreed to an alternative minimum
tax. The House has an add-on plus an alternative minimum tax,
effective January 1.

If you were to provide the alternative tax beginning November
1, you would have an add-on tax for the first ten months and then
an add-on for the next two. That would add complexity. The

guestion is, what do you do with the minimum tax?

IIIIIIIIIIIIIIIIIIIIIIIII ALDERSON REPORTING COMPANY, INC.
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| ‘l’ ! There are a number of alternatives that can be considered.
’ 2 The one Senator Long is suggesting is the simplest, which would
‘l’ 3 meet the Budget Resolution problems, which is to continue the
4 present minimum tax this year, which would have the effect of
§ 3 having your 70 percent exclusion go into effect November 1; the
%\ ¢ excluded capital gains would go into the minimum tax for this
(]
g 7
3 year.
. g 8 . . .
oy N Senator Curtis. In other words, the tax relief relative to
' 3
— & . . .
_ z i capital gains would go into effect November lst?
B o
. 21 .
o 2 0 Mr. Shapiro. That is correct.
=
- 1 . \ .
S § ! Senator Curtis, But when they carry over the capital gains
o g 12 . C .
Z consequence into the minimum tax for the transactions of November-—
°@® : s L .
= 2 December, they would be under the existing minimum tax?
B ]
-~ z 14 )
o g Mr, Shapiro. They would get a break on the capital gains
, S 15
= % and then the same situagion would apply to the extent of the
- -
;16 . . .
= minimum tax application.
g 17 . . .
& Senator Curtis. What was the effective date in the House
& 18 . . .
m action for capital gains?
£
s 19 ,
2 Mr. Shapiro. January 1.
20 ) )
Senator Curtis. Which year? -
21 .
Mr. Shapiro. 1979.
22 ) . .
Senator Curtis. They were going to stop all transactions
28 |
between now and January?
24 ) )
Mr. Shapiro. It would have the effect of stopping certain
25 X
transactions.
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The Chairman. It seems to me that the arguments are in
favor of the mi'nimum tax, changing it to January 1. Let me
explain why. One,.it helps with the budget. That is my point.
That is an important item. |

Number two, it is easier for the taxpayer to comply with.

There is going to be horrible confusion if he has to work with

two different minimum taxes in the same tax year, one.of which is

an add-on tax and the other is an alternative tax.

Three, it is simpler to administer for the same reason.

Four, in this case, the taxpayer gets a choice, in

effect. If he wants to come under the new minimum tax, he can

wait

until January 1 to make his contract effective. If he is

satisfied he comes under the old minimum tax, then he can make

his contracts effective before January 1.

So, from the taxpayer point of view, he gets his choice by

simply delaying a couple of montns. But it is easier to adminis-

ter, easier to comply with, and helps with the budget. If you
have all of that going for you, why should we not do it that
way?
Senator Roth. How much do you save, Mr. Chairman?
Mr. Shapiro. Approximately $200 million.
The Chairman. You have all of that going for you, gentle-
men. It makes room for someone else's amendment on the bill.
Senator Bentsen. What it means, Mr. Chairman, as I run
over these numbers, let us say we had a compromise with the House,

»
ALDERSON REPORTING COMPANY, INC,
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Instead of a 70 percent exclusion or a 50 percent as they have
it, we went to a 60 percent exclusion. That would mean that
you would have a 28 percent maximum tax in the 70 percent tax
bracket. That would mean the other 60 percent would be subjected
to the 15 percent preference tax.

That gets you to 32.2. Is that right?

Mr. Shapiro. You would also have a deduction for one-half
the regqular taxes.

Senator Bentsen. That is true.

The Chairman. All in favor, say aye.

{A chorus of ayes.)

The Chairman. Opposed, no?

(No response)

The Chairman. The ayes have it.

Senator Curtis. While we are talking about the minimum tax,
what have we done on corporation miniﬁum tax?

Mr. Shapiro. On the corporation minimum tax, you have not
made a decision on that as yet.

Senator Curtis. What did the House do?

Mr. Shapiroc. The House took capital gains out of the
corporation tax.

Senator Curtis. Took it out completely?

Mr. Shapiro. Did the same thing for corporations that they
did for individuals.

Senator Curtis. They did not repeal it?

REPORTING COMPANY, INC.
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Mr. Shapiro. They took capital gains out as a preference
item for purposes of the minimum tax.

Senator Curtis. My question is, what did they do about
minimum tax on corporations?

Mr. Shapiro. They left the existing minimum tax in the
law, but took the capital gains preference out as a preference
item. Capital gains would not be included in the minimum tax.

Senator Curtis. Was there still an add~on tax on corpora-
tions?

Mr. Shapiro. Let me point out that the purpose of an add-on
tax for corporations does not have the same significance that it
does for individuals, because corporations, the tax structure is
generally flatter and in the corporate tax rates, you have a flat
rate which, in present law, is 30 percent and what you agree to
is 28 percent.

Let me point out that there is a full offset, whereas in
individuals, you deduct one~half of the taxes paid, in the case of
corporations,you deduct 100 percent of the taxes paid in the
minimum tax.

Senator Curtis. I did not want it to be something that we
just neglected to take off. The staff is recommending that we
follow the House language on the minimum tax for corporations?

Mr. Shapiro. At the appropriate time, we have a list of
items that are in the House bill that a decision has not been mad¢

on yet to see whether or not the Committee wants to put it in the

ALDERSON REPORTING COMPANY, INC.
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® Vil obinz,
2 Senator Curtis. All right,
‘I' 3 The Chairman. One other item, since the Senator mentioned
- 40 i
8 5 This $100,000 exclusion is a big budget item, is it not?
% 6 Mr, Shapiro. Yes, it is. Approximately $745 mililion on
&
§  7 the calendar year and approximately $289 on the fiscal year.
b § 8 Senator Curtis. Severance pay for a Congressman?
o ;‘ ? The Chairman. Here is what concerns me about the $100,000
~ =)
;z‘ % 10 exclusion. This Committee, in my judgment, has done a magnificent
N g m job in moving to see that all taxpayers pay a tax. If they make
2 g 12 substantial income, they pay something.
:. § 13 The way I read the Treasury's study, the 22 people that
- é 14 paid no income tax owed no income tax. If you take a look at
| é 15 why they did not pay it, they did not owe us anything, and I
o % 16 think Treasury pretty well agrees with that.
g 17 After you reach the figure, adjusted gross income, there
g 18 were deductions, such as casualty losses and state and local
% 19 taxes that made a difference.
20 I am concerned that if we go along with what the House has
2 done here, this one~time thing on houses, that we are going to be
. 2 in a position that someone -~ and it could be a public interest
23 group, it might be the Treasury, it could be anybody ~-- can do
24 themselves a study and proceed to show that 10,000 people made
2 $100,000 and paid no income tax, and then you start breaking ‘it
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@therwise are not sharing.

I have said time and again ~~ I have tried to voice my

concern about the middle class -- that one of the main investments

of the average American family is his house and what has happened,

because of inflation, the cost of housing has gone up very
substantially, but not in real value because the dollar is
cheaper.

But yet we are taxing them for a paper profit that does not
amount to anything. It seems to me we are short-sighted when
we are making substantial gains that I support in the capital
gains reducfion, we have done a great deal on the low end of
the economic scale, but the real one savings that many people
make in their lifetime is in their house and the ability for them
to sell that house as they grow older and are about to retire
can have a very substantial benefit to them upon retirement when
they live on a fixed income. I think we are very sﬁort—sighted
to try to do away with that.

Number one, we are not talking about adding additional
money, because this is already in the $18.3 billion. Is that
not correct?

Mr. Shapiro. That is correct, Senator.

Senator Roth. What we are really doing is talking about
budget money, subtracting it from what the Héuse has already
acted on, and I would like to point out who this program is going

to support the most. 75.5 percent of the benefits of this
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guys.

I did not even know how it was done. I was not around here
when it happened. I had not even heard of the lady.

But here we are, looking like a bunch of bad guys, out
favoring the rich and taxing the eyeballs out of the middle=
income people, favoring the rich people, while they pay nothing.

The first thing you know, we will get the same thing all
over again.

There is a couple that sells their home and we are going
to fix it up so he does not pay anything. The result is, here
comes a study a few years iater that will show that 20 percent of
those who made over $100,000 paid zero, and then we start explain-
ing -- well, let me explain that.

So you go around explaining thgt all over the countryside.
Now, if they had a little something, let them pay a little
something and you will not have to go around defending on that,
and we will have enoﬁgh influence, perhaps, to help somebody
else.

Let's see how this suggestion that the staff has worked out -~
incidentally, as far as we can save something, the whole idea
is to try to get enough in here so that we can cut the rates in
the middle brackets, broaden the brackets and cut the rates of
the middle income. Let's see how the formula would work.

Mr. Shapiro. Let me point out first that this is a formula

that presently is in existing law for those over 65, so for those

ALDERSON REPORTING COMPANY, INC.
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over 65, they get an exclusion under present law.

The Chairman. not a one-time thing. They can do it any
number of times?

Mr. Shapiro. They have to be over 65. The existing law
is one time. What we are suggesting, if you would take this pro-
posal, you would make this available as many times as an
individual would like.

The Chairman. To all taxpayers.

Mr. Shapiro. Yes. You put as your numerator ~-- see the
formula at the top of the board? -- the exclusion. Present-law
has a $35,600 exclusion for those over age 65. What the proposal
is that was suggested by some Senators is to go to a $50,000
exclusion across the board, no age limitation.

You Eﬁt that over your selling price and multiply that times
your gain. That determines how much of your gain is excluded.

Senator Curtis. You exclude $50,000 of the selling price
and not of the gain?

Mr. Shapiro. A formula based on your selling price, and
that does not apply to your gain. For example, if you look at
that example, look at the formula, any taxpayer who sells the
house for a selling price of $50,000 oxr less, the entire amount
of the gain is excluded. The only time that this formula would
work to reduce the gain that would be excluded is if the selling
price is over $50,000.

That means the larger the selling price, the less the gain

RSON REPORTING COMPANY, INC.
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that is excluded, because they have not made it as larger.

Senator Curtis. You are doing half of what the House did.

Mr. Shapiro. Half as far as the exclusion, but let me
point out, that half does not have a revenue consequence. Under
the House bill, the $100,000 exclusion is $745 million and if
you take the House bill and subsﬁitute $50,000 for $100,000, the
revenue cost is $714 million. In the neighborhood of a $30
million difference between the exclusions.

Even if you were to take the House bill with the $50,000
exclusion, you would not have a significant revenue difference
over the House bill.

This would produce a difference. Thosg_generally in the
middle-income levels who sell houses in the lower ranges would
get almost as much as in the House, but if their house sells at
a larger price, they would get the lesser exclusion.

However, you have to combine thag with your exclusion on
your capital gains in addition to your exclusion on your resi-
dence to see the full effect. That is what that example is
intending to do.

Following down the example, you purchase the house for
$50,000 and you sold it for $150,000. Thereby, you have a gain
of $100,000 and then you plug in the formula -~ $50,000 numerator
is what your exclusion would be, Your demominator would be
$150,000. That is the selling price.

You multiply that by the gain, which ig $100,000, and that

_ ALDERSON REPORTING COMPANY, INC.




You 9
nave 2 gain of $100,000. $33,000 exlcud
gain residence exclusion. That would be $67,000 Wouid be subject
you would have your 70 percent capital
the $67,000

o tax.

gains exc

ercent of
implicity we

would be supject

be subiject

e rollover provision in

14 have no change

nt 1aw?
This Wou
The raxpayer can continue to rollover
ro take
they

da at gome Tt
Ty of raking this. and, in
this can

17
would alway
in & 1ifetim

availabili

e exclusion,

£ a once 1
e ©O-

ould choos

‘q addition,
19 pe taken as many rimes @8 a raxpayer ")
20 genator PackWood. at the momen s the other person has &
2 rollover anda $35,000 exalusion. is that not rights:
n Mr . ghapir©- The $35,000 exclusion is only available £o
» someone over age 65.
24 " genator Packwood. The elderly-
2 % Mx shapiro That choice is only available o someone
GCOMPANYJN



! over age 65 .
2 genatoX Packwood. I understand that at the moment they
3 have both OpthnS. They can sell the house they pought for

4 $50 goo for $150,000. They can puy novw 2 house for $100,000 or
% 3 $80,000 which 1S much smaller than what theY had, that they had
3 6
© to pay ghat tO get it- Then the can take their $35,000 exclusion
[
<
;’ jital gain on only the additional
H
9
=

37







p

0 0000070309
&

300 7TH STREET, S.W. , REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

10

11

12

13

14

15

16

17
18
19
20
21
22
23
24

25

39

could skew this, I would rather make sure that that person
who only gets rid of their house at the end gets a bigger break
than they have now.

Senator Curtis. I want to ask you about your formula, the
very first line. Where did you get that $50,000? Is that a

part of the formula, or a part of the transaction?

Mr. Shapiro. It is an item that is the Committee's decision,

which you want the exclusion to be.

Senator Curtis. It is not the original purchase price of
the house?

Mr. Shapiro. That $50,000 in the numerator is an exclusion
that you are providing for the formula under present law. That
is $35,000 for those over age 65.

Senator Curtis. In your examnle, when you have to take a
$50,000 gain --

Mr. Shapiro. That just happened i; that case, Senator.

Senator Curtis. Otherwise, the person who paid $10,000 for
a house and sold if for $150,000 would pay a lot less tax than
the person who paid $50,000.

Mr. Shapiro. No, Senator.

Senator Curtis. That is the way it is, but if that $50,000
is your purchase price, you say that is an arbitrary figure you
put up.

Mr. Shapiro. An arbitrary figure.

Your example here, a $10,000 cost, a $150,000 selling price

ALDERSON REPORTING COMP
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would affect the fraction only in that the $100,000 gain would
be $140,000.

Senator Curtis. Here is one thing about these people over
65. Over 90 percent of them pay no tax because they do get the
double exemption and all the other things and their earnings are
down and they have some retirement income that is not taxable,
and they get very hara on the minimum tax, because if it is an
alternative tax and their regular tax is low, so I think that
if we go to this, they ought to at least have the option of taking
existing law.

The Chairman. We could exempt them from the minimum tax.

Senator Curtis. I am ready to buy this if you will tell me
what constitutes a residence for a farmer.

Senator Matsunaga. Back to the formula. Why do we need to
complicate -the formula? Why can we not just say that you are
entitled to $50,000 lifetime reduction and you can deduct from
gross income up to §$50,000 and that is it, from capital gains,
rather than making a formula such as that?

Mr. Shapiro. It is a Committee decision. One of the
disadvantages to the House bill is that it says you get a $100,000
exclusion once in a lifetime, which meant that if you had two
or three homes, from a larger to a smaller one, you would have
to make your choice.

Thereby, some Senators have indicated an interest in expandr

ing the House hill as a cumulative $100,000, not once in a
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lifetime. That brings in administrative problems. That tax
payer has to keep the record as accumulating that $100,000.
This, you can take on every single transactions. It is less
generous than an exclusion, cumulative.

Senator Matsunaga. Why could we not have it cumulative up
to $100,000? If you, in one transaction, had a profit of
$50,000, a capital gain of $50,000, you would s till have $50,000
left. The next transaction, you have a capital gain of $25,000.
You are allowed to deduct that much until vou accumulate a
$100,000 deduction.

Mr. Shapiro. You have to keep those records. Let me make
an observation that the Committee c;n consider. You have the
House bill in conference, which is $100,000. One of the concerns
I sense that some of the Senators are looking at the formula and
it appears to be a little complicated.

Actually, it is existing law and actually, just £ill in the
form.

If you are concerned about the budget, which is Senator
Long's premise for giving this example, that you have a budget
restraint, you could provide something of this sort in your
Committee bill, take it to conference, which satisfies your
budget restrictions with the Senate bill, and then you have, in
conference, the scope between this and the House bill.

That means you have a lot of latitude tomake provisions,

even with the eldexly.
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There is no suggestion of taking anything away from the
elderly.

Senator Roth. Mr. Chairman, one of my principal concerns
are the elderly, and it seems to me that what we are saying here
is that, by broadening this formula to other people, we are
really not helping the older people. We are just continuing,
pretty much, what they already havé.

What I think is important to recognize is that, for the
average family, the most important lifetime investment they have
is their house, and they are forced often to sell that house
when they retire, either because they cannot afford it, or
because thé children are grown and they do not need it.

When they sell that house, they may make a large paper
gain, as I pointed out, Take your illustration of a houseé that
was $§0,0QO and they sold it for $150,000. While those figures
are a little high -- but that could be due entirely to inflation.
Is that not correct? If they have heid it a long period of time?

Mr. Shapiro. That is corxect, Senator.

Senator Roth. What I am saying, why should that senior
citizen have to pay taxes becauseof inflation? It is hurting
them the most.

As Gaylord says, they may want to move into an apartment.
Many are trying to move in to senior homes that provide care
for them for the remainder of their life, and I think what we

want to do, the emphasis here should be to take care of the
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elderly, those who lose their incomes and retire. They are on
a fixed income, if they have anything beyond Social Security.
They have a chance to sell that house. The sale of that house
gives them some opportunity to lead a decent life in their
retirement years.

Instead, we are taxing them and we are taxing them heavily
when they make no real gains.

So let me ask you this question: what if we limited the
vHouse version -~ I do not particularly like that, but limit to
to those 60 years or older, excluding members of Congress?

Mr. Shapiro. Senator, you have a broad range of alterna-
tives. You can consider limiting the House bill. What you
could also do is take the House bill, and maybe $50,000, $150,000
in this formula for those over 65. It depends whether, in
conference, you make some modifications of this, or do nothing.
You have aubroad range of options you can do for conference.

One of the concerns that Senator Long was indicating was
that you have a prcblem with the budget in getting the bill out
of the Committee.

Senator Packwood. What are the revenue estimates if you

limit it to those over 657? The House bill of $100,000. Change

"the present law from $35,000 to $100,000.

Mr. Shapiro. On a calendar year basis, you would pick up
about $500 million. On a fiscal year basis, you pick up

approximately $200 million.
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Mr. Shapiro. We have rough estimates now. It is in the
neighborhood of $500 million.

Senator Packwood. That you would savé with the House bill.

Mr. shapiro. Meaning the House bill is $725 million
across the board. We assume that $500 million would go to those
under age 65.

Senator Packwood. Following the theory that if something
works, do not change it, that would be my preference. If you
do not want to raise it to $100,000, raise it to $75,000, just
in case that $35,000 figure -- make no change as far as .present
law is concerned with those under 65. Whether we get intc what
Gaylord suggests about widows and handicapped and revenue
gstimates is another point. I do not see any point in changing
a system which, by and large, has worked satisfactorily.

The Cpairman. Let me say a word for what is up here, just
a few points. I think that we ought to keep in mind that the

law that we have now about houses, it makes the transaction

favored compared to other taxable gains. You do not get the

rollover on the capital gains. You just have to pay it.

You sell some stock, you sell your farm to buy another farm.
You have to pay it. And so -- in the second place, you do not
pay on all of the capital gain. You just pay on 50 percent.
We ought to make it 30 percent, and the public goes along with
the idea of that tax. The capital gains ought to be a favored

transaction. This is favored over other capital gains to begin
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with $140,000 compared to a lot of these poor people who are
going to walk in there with a great deal less than that, maybe
nothing. Only their relatives, perhaps, to look to and help
them.

If you want to say there ought to be some taxes -- further-
more, we would not have the minimum tax apply to this, would
we?

Mr. Shapiro. That is correct. The minimum tax would not
pick up.

The Chairman. It applies now?

Mr, Shépiro. It applies now.

The Chairman. Point number four, we take off the minimum
tax. If you have given all those points, if you compare it to
the way it is now -~ keep in mind, a lot of these people make
an income and not all of these people are old people, but if
you talk about compared to two transactions, one in terms of
current cash, makes $100,000 and pays zero, which is the tremen-
dous discrimination in this form of capital over other forms of
capital, and is causing all the realtors to say, loock, if you
have some money, put it into a bigger home. There is no better
investment than a home,

That tends to distort investments., If you think in terms
of how can you give these people one tremendous tax break and

{
still have them pay a little something, you have precedent here,

and it is a very favored transaction.
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Admittedly, it is a somewhat more complicated one. We will
have to compromise with the House if we do this, but I think we
would be in a far better situation, rather than keep moving
forward in this situation where more and more income escapes
any taxation with a result we have to put more taxation on the
rest of it and keep running afoul of this thing.

What the Roper poll said the numbexr one thing that people
are upset about is the concept that some folks make a lot of
money and pays no taxes while a working man makes $10,000 and
pays what he regards as a substantial tax.

Senator Matsunaga. This would, in no way, affect the
additional $35,000 credit which 65 and older citizens would get.

Mr. Shapiro. This would increase it up to $50,000. They
would get more than they do under present law.

Senatoi Matsunaga. It would bé equal to all others, so
that the senior citizens would have no additional benefit over
a 35~-year—old young man.

Mr. Shapiro. ‘That is correct.

Senator Matsunaga. This is my concern here. With this
formula, assume that the senior citizens inherited a home and
iived in just one home and is just about ready to die but has
to move out of that home which she inherited and sold it for
$150,000. Instead of getting the $100,000 to live off for the
rest of his life -~ or her life, make it 2 widow; it would be

much more tearjerking -~ she gets only one~third of the $50,000.
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Let me explain that, under the House bill, under present
law, there is a rule that you have to live in the home five
out of the last eight years before you sell it, and the House
bill, in order to give you a $100,000 exclusion, brings that
down to two out of the last three years.

Senator Matsunaga. What about in the case of condemntation
or involuntary taking by government? Is there any provision of
that?

Mr. Shapiro. As of now there is nothing in the law that
deals with that.

Senator Matsunaga. I think something should be made in that
connection, Mr. Chairman, in the case of involuntary taking.

The Chairman. That is all right. I am not worried about
that.

Senaﬁbr Roth. Could I ask about what the House version
would cost if you limited it to those 60 years of age or older?
I might point out, Mr, Chairman, while they are caiculating this,
it is my understanding that Governor Brown has adopted a similax
version in the state of California. I might also point out, it
is interesting, in both Sweden and Gérmany, that they have no
tax whatsoever on your permanent residence. Those are socialist
states.

I think the thing that is important to keep in mind here
is that -~ I think there is a great deal of merit, and I do not

think that the American people object to the senior citizens

—[ | ALDERSON REPORTING COMPANY, INC.
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being able to keep some of those savings, particularly when
inflation is such a principal cause of it.

Mr. Shapiro. Senator, it is about $300 million.

Senator Roth. How much would you save?

Mr., Shapiro. The House bill is about $745, so you would
save about $445 million.

Senator Roth. Could I ask what the position of the
Administration is on this?

Mr. Lubick. Senator, we think that Senator Long's arguments
are very persuasive, with the exclusion of the selling price
combined with the generous exclusion of income averaging. We
think you provide a very, very favorable treatment for housing,
and it would be very hard to say that it is a hardship.

We also agree with his recommendation to eliminate the gain

on the sale of a residence on a minimum tax, so that nobody would

be taxed iﬁédvertently there.

In fact, the President recommended that last January.

The question of eliminating the once in a lifetime feature
in connection with the selling price would also be perfectly
satisfactory and make the law much more administrable. The once
in a lifetime is very difficult to administer.

So that we think that that would be a big improvement as
well.

There should be some minimum period of cccupancy as a

residence, whether it is five years or three. It is not material,
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just so we do not get speculators turning over.

As far as those in the lower ages are concerned, probably
there is not going to be a significant problem because usually
a person in lower age is going to use the rollover because he
is going to be selling his hcuse and moving into a more
expensive one.

So therefore, I would agree with Senator Nelson that you
might as well lower the age for those few persons who get into
a handicapped situation and perhaps have to sell involuntarily
and not reinvest.

The bulk of your revenue is coming in the ages upwards of
50 or so. You also have a lot of persons whose families may
have grown and who may want to move to a smaller residence which
would be less costly, and therefore the rollover is not going
to help them. Under present law, they are, in effect, locked in
until age 65 because if they stay in. their larger residence,
they would avoid tax altogether. ‘

It would seem to us that the proposal that Senator Long
is suggesting meets the objectives of the Committee in doing
equity and providing some incentive and some fairness in this ‘
whole area.

Senator Packwood. In the proposal that Senator Long had,
is this person who has sold his house for $150,000 that they
paid $50,000 for, are they allowed, before they figure their

ratio, if they buy a smaller house that now costs $100,000 to

IIIIIIIII ALDERSON REPORTING COMPANY, INC,




o

3

® -

§ 5
N

g 6

g 7
3

g 8

0 2 9
e 2
g =]

2 10
-
| o

o g 11

SN % 12
o 8

2 13
-® :
145}

-~ é 14
&

- S 15
2

> S 16
= o

g 17
=
-4

& 18
g

S 19
g

20

21

22

23

24

25

53

roll it over and then take the advantage of the formula?

Mr, Shapiro. Under existing law, they cannot do that if
they are under age 65. They can do that if they are over age
65.

What the Committee can do is provide just the same rule for
the over-65 and keep present law in that regard.

Senator Packwood. In other words, if'YOu kept present law,
this formula, if they bought a house for $100,000, originally
it was‘$50,000, sold it for $150,000 and bought a smaller one
for $50,000, that bottom figure would drop to $100,000, not
$150,000.

Do I understand the formula cofrectly?

Mr. Shapiro. The only gquestion I have, I think what that
would be, the gain would be reduced, not the fraction, which
would istil'l be one~third. $50,00040ver $150,000., Instead of

a $100,000 gain, you would only have a gain of $50,000 because

the other $50,000 has been rolled over.

Senator Packwood. All right. What you are saying, you
are going to base the fraction on the whole selling price no
matter how much they roll over. What I am saying is base the
fraction on the actual capital gain they have after the roll
over.

Mr. Shapiro. The formula would only reduce the gain in the
example that you gave.

14

Senator Packwood. I do not like it.
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Senator Curtis. I think the Chairman has done a good job
here. I am ready to buy it.

There is one point -- I will not insist that we thrash it
out now, but I would hope that staff, in drafting, could see
what they could do to produce equity between persons. It is
conceivable that someone —- someone's residence might be five
or ten acres, flowers and grass, all residence, and then when
they apply the rule to someone whose life is on the farm, I would
not like that restricted either.

So in drafting, if you can do something in that field, but
at this time, I am ready to support the Chairman's suggestion.

Senator Packwood., Mr. Chairman, I am going to offer an
amendment that those who are over 65 be allowed, as they are
now, to rollover and deduct from the increase the Zifference
between the selling price and what they paid for a new house.

The CHairman. I will tell you whag that will do now.

Mr. Shapiro. I am sorxry. Could ygu repeat your proposal?

Senator Packwood. In your example, if they sold their house
for $150;000 and they had bought it 25 years ago for $50,000
and they now move into a smaller house and sell it for $100,000,
which is a lesser house than they sold, then the only multiplier
would be the difference between the selling price or their
gain.

Let's see. You would subtract from the gain the increase

that they had to pay for the new house, which would be $50,000
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in that exampie. You would still have a $50,000 gain, but you
would not have a $100,000 gain. The original house was $50,000.
Y;h sold it for $150,000. You have a $100,000 gain, but you
can subtract from that what you have rolled over into a new
house.

Senator Curtis. Are you saying this, that someone who
rolls over into a less expensive hoﬁse, they can get proportionate
the proper share of the rollover and then still have this formula
apply only to the balance?

Senator Packwood. More than a proportionate share. ‘They
get to deduct the whole rollover from the difference, and then
they pay the capital gain above that.

Senator Roth. Mr, Chairman, when it comes to the voting,

I would also like to have a vote on the House proposal limited
to those of 60 years or older.

The Chairman. Let us first get &n answer about Bob Packwood
suggestion.

Mr. Shapiro. Senator, I am sorry. I got your proposal up
to the gain. What would you do to that formula up there?

Senator Packwood. Your $100,000 in the multiplier is the
gain. In my example, that would change the $50,000.

My, Shapiro. That is what we are saying, too. It would
have the effect of doing that under the way we are doing it.

It would be reduced in that case, for those over 65. That is

what would be in the basic proposal. I do not think we need
-
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yvour amendment to ao that.

Senator Packwood. Fine. I still do not like this formula,
but if that is what is in the formula, this is the Ffirst time
I heard it was in there,

Mr. Shapiro. It would be in there for those over age 65
only.

The Chairman. Why do we not call the roll on this
proposal. Then Senator Roth can offer a substitute and we can
have a roll call on that, too.

Senator Matsunaga. Your proposal? -

The Chairman. Yes,

Mr., Stern. Mr. Talmadge?

(No response)

Mr. Stern. Mr. Ribicoff?

(No response)

The Chairman. I think I have his.proxy.

- Mr., Stern. Mr. Byrd?

Senator Byrd. Aye.

Mr. Stern. Mr. Nelson?

Senator Nelson. Aye.

Senator Bentsen. What are we voting on?

Mr. Stern. The formula on the board, except in the case of
people 65 and over, that would be the same rollover as permitted
in present law. The gain would be reduced.

Senator Bentsen. Yes.

- ALDERSON REPORTING COMPANY, INC,
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Senator Danforth. Aye.

Mr. Stern. Mr. Chairman?

The Chairman. Aye.

Senator Haskell. Mr. Chairman, I vote aye.

The Chairman. Thirteen ayes and two nays.

Now, let's vote on Mr. Roth's suggested substitute, that
you just simply provide the $100,000 provision for those over
60.

Senator Roth. Plus the rollover.

Mr. Stern. Do you mean the formula there?

Senator Roth. We are talkihg about the House version,
limited to-those 60 years of age or“older.

Senator Packwood. Plus including the rollover.

Senator Nelson. Are you substituting the House provision
plus‘something else?

Senator Roth. I am just taking the House version of
$100,000 and limiting it to those whovare 60 years of age or
clder.

Mr. Shapiro. Someone who is aged 35 or 40, for example,
would not get any exclusion until they were aged 65?2

Senator Packwood. They would still have the present continue
rollover as they buy more houses that are more expensive and
would pay no gains at all until they sell it when they are
elderly.

Mr. Shapiro. There is nothing in the House bill or what

ALDERSON REPORTING COMPANY, iNC.
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members have said today about changing the rollover.

Senator Packwood. This takes the present law, in essence,
and raises it to $100,000 or close to that.

Mr. Shapiro. What Senator Roth is saying is you no longer
have the formula for over 65. They could exclude up to $100,000
without any formula.

Senator Byrd. Let me ask this question, if I may. What
We just voted on is more beneficial to the homeowner than what
the present law is, is that cor:ect?

Mr. Shapiro. That is correct.

Mr., Stern. Mr, Talmadéé?

The Chairman. No.

Mr. Stern. Mr. Ribicoff?

The Chairman. No.

Mr. Stern. Mr. Byrd?

Senator Byrd. No.

Mr, Stern. Mr, Nelson?

Senator Nelson. No,

Mr. Stern. Mr, Gravel?

(No response)

Mr. Sﬁern. Mr. Bentsen?

Senator Bentsen. No.

Mr. Stern. Mr. Hathaway?

(No response)

Mr. Stern, Mr. Haskell?
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problem.

Senator Haskell. No.
Mr. Stern. Mr. Matsunaga?
Senator Matsunaga. No.
Mr. Stern. Mr. Moynihan?
Senator Moynihan. No.
Mr. Stern. Mr, Curtis?
Senator Curtis. No.

Mr. Stern, Mr. Hansen?
Senator Hansen. No.

Mr. Stern. Mr. Dole?
Senator Dole. No.

Mr, Stern. Mr. Packwood?
Senator Packwood. Aye,
Mr. Stern. Mr. Roth?
Senator Roth. Aye.

Mr. Stern. Mr. Laxalt?
Senator Roth. Aye, by proxy.
Mr., Stern. Mr. Danforth?
Senator Danforth. No.

Mr. Stern. Mr. Chairman?

The Chairman. No.

The nays appear to have it.

He has a point there.

The wvote was three veas, thirteen nays.
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I want staff to see what you

out to see if you can take care of Senator Curtis's

He has a point
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there. When people drive down the bayou and the bush in
Louisiana from where those shrimp hoats move, they say, look,
do not judge these Frenchmen by the house they are in. Judge
them by the autaomobile.

You would be surprised how many poor folks have made some
money down there from shrimp, oil as the case may be. They live
a different lifestyle than other people do.

People living on a farm do tend to make their land faor
more land. They settle for a more austere home.

If staff could find some way to work it out that we would
be more liberal on the amount of land around the house that they
can take in£o account, I think that it would be more eduitable
to all concernéd..

I think the Senator is right. If a fellow lives on a farm
if you coup% only the one acre that they live on, by Texas
sta;dards, that is being strict. Fven in Louisiana, if you'only
count one acre, that is tough.

Senator Curtis. We do not want it more liberal for agricul-
ture. We would like to see what you could work out so that
they would get an even break with the city slickers.

~Senat0r Matsunaga. Mr, Chairman, may we have a vote on the
exemption in the case of involuntary taking?

Mr. Shapiro. Let me give you a hypothetical. A family has
lived in a home forxr 20 years and they move to another house and

they had a rollover -- in other words, they sold their house
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for $80,000 and they bought a new one for $100,000. The

$80,000 house they lived in for 20 years, they moved into a
$100,000 house and for one or two years, it was involuntarily
converted. It was destroyed, it was taken, and they d4id not
meet the number of years, and this would say that they can add to
the years they had for their old home to get this provision.

I do not think there is any'problem in that particular
situation. It is limited to involuntary conversions.

The Chairman. Involuntary conversion. They do not have
to pay. We would have a rollover?

Mr. Shapiro. They get to have this provision. They could
add to the years the years they hold the rollover,

Senator Matsunaga. Under present law, there is not such
an example. '

.The égairman. Without objection, it will be so modified.

Now we will hear from SenatorvBentsen. He has something.

Senator Bentsen., Mr. Chairman, I“have one which is a
clarificaton of the funding of water projects as far as favorable
tax treatment, and my amendment would allow tax~free bonds for
facilities for the furnishing of water fo; any purpose, if
opefated by a governmental unit or a public agency thereof,
which makes or will make available water to members of the
general public, which includes electric utility, industrial,
agricultural or commercial users.

The construction of water projects has traditionally been a

_ ALDERSON REPORTING COMPANY, INC.
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governmental function, just like construction of public schools,
parks, and state university dormitories. I do not think there
is any reason to deny the tax~exempt financing for the water
projects and allow the favorable tax treatment to other public
functions, and I have been conferring with Treasury on this and
I believe that they are supportive of it, and we have that
coupled with the advanced refunding of the public bodies that
are airports and ports and wharves.,

But they are being public ones and an example of that would
be Newark and Kennedy and Dallas, Fort Worth, Houston would be
examples of those kinds of airports where you do have advanced
refunding éf bond issues that are outstanding.

Senator Moynihan. HMr. Chairman, I join with Senator
Bentsen in this matter.

Thé Chéirman. Does that present a problem to Treasury?

Mr. Lubick. Mr. Chairman, we have been working with both
Senator Bentsen and Senator Moynihan on this problem and the
language which Senator Bentsen has read is satisfactory to us
and I might simply describe the language in a little more detail,?
in the second half, which he did not read.

Basically what we have here is the situation where Treasury
was concerned about advanced refundings of industrial develop-

ment bonds to put out reglations to prohibit in effect the

|

multiple bonds being outstanding with respect to pollution contro

facilities and a number of industrial facilities,
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Because the definition of industrial development bond

includes a lot of quasi-governmental and public areas, it picked
up that, too, and we have indicated that we tend to support some
modifications and therefore we would allow advanced refunding
of obligations of a governmental unit, again, with Senator
Bentsen's language, including a public agency thereof, if
substantially all the proceeds are used to provide public air-
ports, docks, wharves, mass commuting facilities or parking,
storage or training facilities directly related to any of the
foregoing.
And that arrangement, we believe, would solve the problem.
Senator Moynihan. Would you accept trade or convention

centers?

Mr. Lubick. If they are public trade or convention centers,

that is satisfactory.

The Chairman. If there is no objection, then, we will
agree to the amendment.

Senator Bentsen. The report would cite these examples
that I cited.

Senator Moynihan. Cite the examples that Senator Bentsen
cited.

The Chairman. Let me put down the order that I have
Senators for amendments: Senator Dole, Senator Roth, Senator
Haskell, Senator Hansen, Senator Nelson.

Senator Curtis. I would like my name on the list. I am

ALDERSON REPORTING COMPANY, INC.
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I would like to suggest that Senator Haskell is going to have

to leave and will not be able to be here this afternoon. He has
an amendment we can dispose of fairly gquickly. If there is a
no objection, I would like to accommodate Senator Haskell and
éall him now.

Senator Haskell. Thank you very much, Mr. Chairman.
Basically, this amendment deals with bonds and it has the support
of the National Governors Association, the National Conference
of State Legislators, and also the Municipal Finance Officers.

The regulations that were issued under 103{(c) which was
enacted about ten years ago are still in proposed form and
basically tﬁere is no practical way to challenge the validity of
proposed regulations or rulings. Therefore, my amendment would
permit issuers to initiate legal proceedings for the purpose of
obtaining‘declaratory judgments regarding the validity of
Section 103, regulations and applicable rulings.

The amendment would further roll back proposed regulations
so. that the regulations in place before May would be generally
applicable and the application of the new proposals would be
authorizedﬁonly where invested sinking funds are used and
advanced refunding is used.

Only in those instances would Treasury be authorized to
treat revenues invested in sinking funds as proceeds.

Basically, this amendment tries to straighten out the

situation, but the basic problem is that there is no way of

_ALDERSON REPORTING COMPANY, INC.
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i getting a ruling, if you want to issue municipal bonds, to know
2 what bonds they are’ going to be. And part of the amendment, and
8 the important part of the amendment, is the declaratory judgment
4 right where you can find out in advance whether or not you have --
§ 3 to find out which bonds that you have, one or is or is not tax
% 6 free.
8
§ 7 The balance of the amendment is complex, but I stress that
§ 8 the heart of the amendment is this right of declaratory judgments,
g ? the same right we gave people on C(3) organizations a couple of
% 10 years ago.
g H Mr. Lubick. Senator Haskell, the most troublesome part of
g 12 your amendment is, indeed, the' part that vou indicated is the -
§ 13 most complex. We are concerned about the rollback of the regula-
<23
g 14 tions would permit that a substantial amount of bonds that are
é‘ 13 directly contrary to the provisions already adopted by the
i 16 Congress. Our estimate is if 20 percent of those bonds are
g' 17 refunded, the revenue cost ~- not refunded -~ are changed so that
g 18 new issues can come out using these funds, you may have $3 billion
% 19 to $3.5 ﬁiliion of additional revenue cost with respect to new
20 issueé in ﬁhe long run.
2 The immediate effect, that it starts out slowly at $360
’ 2 million in '79.
23 But:oh your basic points, on the importance of allowing
24 taxpayer review, we are absolutely in accord with vou. We think
2 it would be much better to submit these matters for adjudication
ALDERSON REPORTING COMPANY, INC.
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rather than having these controversies that have to be
resolved.

We would suggest that you model the review on the existing
provisions in the Code with respect to exempt organizations and
pension funds that give the Tax Code authority to review either
a ruling issued by the Service or a failure to rule. We would
like to have a specific case in controversy, and I think you
would recognize that.

So if we could model it on the existing procedure that is
in the Ccde now with respect to those other areaé, we would
endorse that -~ in fact, we would welcome the opportunity to
have a forum to decide these questions.

Senator Haskell. Thank you. Actually, that is my real
purpose, is to get a forum for decision on these matters. I
would modify my amendment in accordance with that, and model it
after the sections on C(3) organizations where we received
declaratory judgments.

The Chairman. ‘All'in favor?

gA ghorﬁs of ayes.)

The Chairman. Opposed, no?

(No response)

The Chairman. The ayes have it,

I suggest that we come back in at 2:00 o'clock, and I hope
that we can report this bill out this afternoon.

(Thereupon, at 12:30 p.m. the Commititee recessed, to

reconvene at 2:00 BhsBNREBBRTNG company, INC.
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3 The Chairman. Let me ask the staff to explain this table
‘I! 4 | that the staff has that they prepared as to how we might handle
5 the rate cuts.
6 Can you distribute that to every Senator at the table?
7 Mr. Shapiro. I think every Senator has it. You should

8 | have two packages in front of you. Both of them have table 1 in

19 | was to prepare two alternatives. The first one was to take the

Y

w2
-«
§
&
wy
P
S
S
2
~N
" )
5 a 9 it, but in the righthand heading, one will say Alternative 1 and
£ - _
S
o 5 10 } the other will say Alternative 2.
: Zz
2 g N The Chairman. Okay.
N 2
o g 12 Senator Hansen. Which alternative are you using?
' a
:;‘ 5 13 Mr. Shapiro. Let me explain both, Alternative 1 and then
-]
« E 14 | Alternative 2.
o >
o g 15 Alternative 1 and 2 will be in the right hand column, the
o
) é 16 right hand side of the page at the top.
w
5 17 The Chairman. Yes, sir.
=
[~
5 18 Mr. Shapiro. Okay, the Committeé instructions to the staff
= .
[
[~
=]

20 existing rate schedule and to round off the House numbers and
2] to addvapproximately $1.8 billion into above the House bill, and
22 | what you will see on page 2, table 2 of that Alternative 1, in the
23 left hand column is the present law rates, and in the right

. 24 hand column are the proposed tax rates, and as you can see, they

25 are the same number of tax brackets, reduced to take into account
r-J
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' 70
the instructions to the staff to round off from the House bill and
to add $1.8 billion into the rates.

Alternative 2 is the same thing from the standpoint of the
$1.8 billion, but if you will look on table 2, you will see that
instead of 25 brackets, it is down to 15 brackets for married
couples, and 16 brackets for single returns. It is just reducing
the number of brackets significantly to take into account the fact
that the present 25 bracket structure has been in the law for many
years when the difference of $1000 of iﬁcome was significant
enough that it threw you into a higher bracket. In today's
situation, however, it seemed to be appropriate that the
Committee could modernize the brackets by widening them and
reducing the number of brackets from 25 down to the level of 15 or
16, and therefore, that alternative 2 is before you.

In general they do about the same thing. From your standpoint
of comparing them, if you go back to table 1 in the front, the

major item to look at is the column that is the fourth column

£from the left that says additional tax cut. That will show you the

amount of money that is added in these rates above the House bill,
and as you can see from the total at the bottom of the page, both
of them are approximately $1.8 billion, and that is the additional
tax cut that these rate schedules include above the House bill.
Now, if you go to the column next to that which is staff
proposal, you will see that your total is $12.1 billion whereas thq

House bill was $10.3 billion. So it is approximately $1.8 billion

W
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more than the House bill on a calendar year basis, and you can see

that the distribution of that is set forth in the column for
staff proposal as to your total rate structure, and then in the
next column, additional tax cut, the distribution of your additiondl
tax cut above the House.

Just to further complete this packet for you, let me just
say, Table 1 is this overall income distribution, Table 2 is the
married couple tax rate, Table 3 is the single taxpayer tax rates,
and Table 4 is the tax burdens for each of these proposals.

The Chairman. Well, it seems to me that it.serQes a purpose.
Rather than have that long list of all these different numbers,
if it works out to about the same amount, if the tax liabilities
are approximately the same, you just don't have as many different
rates.

Mr. Shapiro. That was the intent, Senator, was to have them
approximately the same without so many brackets, to reduce those
brackets by widening them.

The Chairman. And so that you still have a lot of brackets,
you have still got ~-~ how many brackets would you have?

Mr, Shapiro. You'd have 15 for married taxpayers and 16
for‘single taxpayers.

The Chairman. Compared to how many?

Mr. Shapiro. 25 under present law.

Senator Hansen. Are you talking about Alternative 2?

Mr. Shapiro. Alternative 2.

ERSON REPORTING COMPANY. INC.
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1 Senator Hansen. Well, if I count correctly -~ and maybe I

3 | the right side, on Table 2 of Alternative 2. Is that right?

4 Mr. Shapiro. I think there are 15, Senator.

5 One column, the left hand column has eight and the right hand

t ‘l' 2 | don't -~ it looks like to me there are only 14 brackets there on
|

6 | has seven.

7 left of the additional tax cut. That is the column that says
18 staff proposal, the third column from your left it says staff

19 proposal, is the total of what you do.

uw
8
3
iy
a8
8§ 7 Senator Hansen. I see now. I beg your pardon.
-
]
g 8 The Chairman. Well, now, you are talking about roughly:
N g
; 9 | the same amount of money, are you not?
L
S
ey § 10 Mr. Shapiro. Yes, it would be.
E =
o g 1 The Chairman. Now, let's look at the Alternative 2. That
a -
B .
" g 12 | one appeals to me more than the other one, and the taxpayers.
o 3 : .
-
,..}. & 13 | that additional tax cut, that is what we are doing above what
- =2
423
- % 14 | the House does, and then is the final column the total then of
=
- g -
é 15 | what we do?
o ] o . .
-~ 5 i6 Mr. Shapiro. ©No, the final thing which you do is to the
2]
<]
=
e
@
=
£
e
o
3

20 ' The Chairman. Oh, that is staff proposal, ves. That is how

21 much tax cut.
22 Mr. Shapiro. That is the total that you do in your rate
23 i reductions.

. 24 The Chairman. So you have about $95 million of tax cut

25 i and that is because the people below $5000 don't ,pay much taxes.
? .
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That is what that'is about, is it not?

Mr. Shapiro. That is correct.

The Chairman. and then you come to $5000 and $10,000, and
for the same reason they don't pay much taxes, but that is a
tax cut of $631 million, and then the $10,000 to $15,000 area, you
have got -- those people pay a lot more and therefore they get
more tax cut. That is about $1,150,000,000, and then you get
in the $15,000 to $20,000 and that is about -~ again, they pay
a lot of taxes in that area and they pay at a high rate, so they
get a bigger tax cut, $1,862,000,000 and the $20,000 to $30,0000
bracket, that is $3,781,000,000, and thé $30,000 to $50,000, they
get a tax ;ut of $2,869,000,000; $50,000 to $100,000, they get
a tax cut of $1,267,000,000, and the $100,000 to $200,000
class they get a tax cut of $370 million, and $200,000 and over
they get a tax cut of $126 million.

Now, most of the tax cut then is concentrated I guess in what
you .would call the middle income area, is that right?

Mr. Shapiro. Yes, sir.

Now, as you know, the Committee agreed to the earned income
credit, which is not reflected in here. These are just the
rate cuts, So the rate cuts are concentrated in the middle
income brackets, but you have already .agreed to an earned income
credit expansion which goes at the lower levelss

The Chairman. Well, it seems to me as though you ought to

get some kind of chart then to show what they get. If you add that

ALDERSON REPORTING COMPANY, INC.
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in, how much would that add to these various, below $5,000 and
the $5,000 to $10,000 and the $10,000 to $15,000? It would be
all in the, practically all in the below $5000 and the $5,000 to
$10,000, but I think that ought to be -- if I were reporting it,
T would like to report how much those people get in the below
$5000 category.

Senator Dole. About $1.8 billion.

Mr. Shapiro. It is approximately $1.8 billion. What you
can do is, see where you have the column Additional Tax Cut, let.
me just give you the figures to add in. It is 12, under the
rates you can add to that $283 million, which is the earned
income credit,'which gives you a total of $293 million.

The Chairman. So it would be $295 million tax cut then
for the below $5,000.

All right, now, how much would it be for the $5000 to $10,000z

Mr. Shapiro. Okay, then, to the $181 million you add
$1,441 million, and that gives you a total of $1,622 million.

The Chairman. $1,622,000,000.

Mr. Shapiro. Yes.

The Chairman. All right, well, that adds some balance

then.

All right, now, then, what, are you adding anything in on

+he next bracket?

Mr. Shapiro. In the next pracket you add $53 million -=

Senator Hansen. $.53 million?
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Mr. Shapiro. No, just $53 million.

The Chairman. Just $53 million.

Mr. Shapiro. And that gives you $297 million.

The Chairman. $297 million.

All right, then.

Mr. Shapiro. And that is all.

The Chairman. That's all? The rest of them follow on through
then.

Now you say that is the additional tax cut that this Committeg
does, is that what you mean?

Mr. Shapiro. Yes. This table here is just the rates alone.
What I just gave you is the earned income credit, and then the
new totals.

The Chairman. But that is an additional tax cut over the
House bill, is that correct?

Mr. Shapiro. That is correct, over the House bill.

The Chairman. Then maybe you ought to give us those figures

alongside staff proposals. That is what we are talking about

Mr. Shapiro. They go both places, Senator. You can add them

1
in both places. We will give you totals there, too.
The Chairman. What would they be in staff proposal? That
is what people get from the tax cut.

Mr. Shapiro. That would be $378 million, $2.450 'billion for

the next one, $2.450 billion.
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The Chairman. Well, now, you say $378 million, does that
add the $95 million to the other?
Mr. Shapiro. $95 million plus $283 million gives you

$378 million.

The Chairman. All right, what is the total on the next colump

the $5,000 to $10,000, where you have $631 million, what does
that become?

Mr. Shapiro. Okay, the $631 million would become $2.072
billion. I gave you a wrong figure before. It is -~

The Chairman. §2 biilion?

Mr. Shapiro. $2,072,000,000, $2.072 billion.

The Cﬁairman. All right. And what does it become in the
next column, the $10,000 to $15,000?

Mr. Shapiro. Okay, it becomes §1.203 billion.

The Chairman. All right, now, when we --

Senator Byrd. 1Is this table the one you are speaking of
now?

Mr. Shapiro. We are adding it to Table 1, Alternative 2,
Senator, right below Table 1, and in that next line to the

right, which should be Alternative 2, that is the table we are

working with.

The Chairman. Is that on a full calendar year basis we

are talking about now?

Mr. Shapiro. That is on a full calendar year basis in

1879.
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I say that is while the Treasury doesn't f£ind that much ~- keep

in mind, I am not talking now about something that I think is
subject to a point of order. I am just talking about I think

the -- I would like to vote, say that I think that seven out of
eight former Secretaries of Treasury who tell us that they think
that this would have a positive impact on the budget and about

the same proportion of people who have served as Under Secretaries
of Treasury and that sort of thing, and also a majority of those

who, so far as I know, have served on that Council of Economic

Advisors seemed to agree with that, that this would have a positive

impact on government receipts. To me, the overwhelming majority
of those whose judgment I value in the matter think thaﬁ the
capital gains tax cut had an actual positive effect on
government revenues, and I would like to vote on that, vote for
it at some point because when I am voting for this capital gains
cut, I honestly think that it is actually going to increase
government revenues rather than reduce it.

Now, I would like to just present my evidence, and I would
like to vote to say that. Now, maybe we could put that right in
the lgnguage of the bill itself.

Did you check the budget part about that? I mean, I don't
want to bog this bill down in the Budget Committee, but I would
just like the chance to vote to say, I would like the chance

to say by my vote what I have been saying verbally in this Committ

for about a week now.

ALDERSON REPORTING COMPANY, INC,
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Mr. Shapiro. Senator, what we could do, we are not gquite
sure right now, if the Committee wanted to put that in the bill, I
would like to ask you to do it on a contingent basis, that you
agree to that with the contingency that if we check with the
Parliamentarian and find out that that raises a parliamentary
problem, that it can he deleted when the bill is reported.

The Chairman. Well, I would be glad to =--

Mr. Stern. It seems that that is not the case, Mr. Chairman.
The jurisdiction of the Budget Committee seems to relate more
specifically to resolutions and things connected with the
budget. process. When the Committée -- when you raised a similar
amendment in, the fiscal responsibility amendment in 1976, there
wasn't any point of order raised that that would cause the bill
to be referred to the Budget Committee or anything. In other
words, just to have an estimate or language saying it is
the sense of the Senate that receipts will be so and so much
under this amendment we don't believe fits within the specific
jurisdiction of the Budget Committee.

The Chairman. Well, I think I'll just offer the amendment on
the floor if that is the case, if it is not subject to a point'of
order I will just offer it on the floor. But I just want to
make it clear that I personally feel that -~ and that to a large
extent dictates my vote on this matter. I think that what we

are doing is reducing a counterproductive tax down to where we

think it will be productive.
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" at this feedback effect, and I think it is important that the
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v 86

Senator Hansen. Mr, Chairman, I share your view and I am
encouraged to believe that it is right and tenable because of
the overwhelming preponderance of the testimony that Senator Byrd's
Subcommittee received. We have heard from all kinds of experts
and while, as has been noted before, no two of them might agree
precisely on the impact to the Treasury, there was almost consensug
with exceptions of the Treasury representatives and perhaps one
or two others, that it would yield greater revenue for the
Treasury, So it is a view that I share.

The Chairman. Well, I have high admiration for the Secretary
of Treasury. He is a great American. But my impression of these
great men that serve in the President's cabinet is that many timeg
when they are serving up there, they are not expressing necessarily
their own opinion. They are speaking what somebody else thinks.
When those men leave that responsibility and go on to wherever
they want to serve thereafter, from that point forward they are
privileged to speak their own views.

What 4id you want to say, Mr. Sunley?

Mr. Sunley. Mr. Chairman, we have tried to look very closely

LU

Committee realize that there are several different pieces that hav
to be considered. First there is the piece in terms of what

effect -- what happens on the effective date. In other words, you
have an effective date, January 1., People may delay realizations

just to get on the other side of an effective date, and that would

ALDERSON REPORTING COMPANY, INC. ‘.k %{

.




§ 5
8§
2 6
a8
] 7
=
\ : s
D <
| (= 9
~ %
- 5 10
i 2
ton g n
=) g
-
{J. E i3
= ‘é 14
Fow =
e 15
o 2
[¢5]
517
<3}
o
5 18
£
S 19
2
20
21
22
23
@ 2
25

ALDERSON REPORTING COMPANY, INC.

!

13

81
shift revenues out of fiscal '79 into fiscal '80 with possibly
a significant effect on revenues.

Second, it is possible that when you have reduced the rate
of tax on capital gains, because this tax rate, as you correctly
point out, does involve a tax wedge, I mean, a price you have to
pay when you turn over your portfolio, it is possible that as
a result you will want to turn that portfolio over more often,
that is to say, you will have increased transaction, and that the
average holding period of your portfolio may be decreased. You
said this morning, I believe, that the average holding period --
T believe it was Senator Hansen said that the average holding
period on corporate stock was about eight years, and that is
what we find and if you =-- you know, if that average holding
period should deérease from eight years to seven years, then you
would be furning it over 12 percent faster. Also, ‘since you
haven't held each asset quite as long,*tﬁe average amount of gain'
per transaction would be somewhat less, so that going from
eight to seven years does not increase realized gains by 12 1/2
percent.

If I could just say one final thing. Then the third kind
of effect is that what happens when you go from your eight years
to your seven years, and since during that transition period you
may have increased realization, and we have tried to allow for

that. .

But I think as you look over the testimonials that were given




0000070877

300 7TH STREET, S.W. , REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

14

to your committee, a number of the people like Paul Volker,
Henry Hauttakker, made a particular point that they thought that
in the long run you are not going to get much more. You may

get some short run effects, and that is of course the main feedbac]
effect that the Treasury has taken into account, but it is really
very hard to think that in the long run that you can double
transactions unless there is just a tremendous increase in
accruals of capital gains, and that really can only come =--

The Chairman. Well, all you are coeunting, Mr. Sunley, is
the primary effect. You are not counting one moment the secondary
and tertiary effects that a man buys an office building for which
he has a use, and when he buys the office building he is going
to fix it up, and when he does he puts a lot of people to work.
And then when he does that, that increases employment, it
reduces welfare expenditures, it reduces unemployment insurance,

it does a lot of things that help the economy.

Now, I have heard -- I mean, I am familiar with all that

conversation. I have heard your argument before and I have

explained mine, and I guess we just march to a different tune,

but anyway, I would like to -- I just want to make it clear

that it is my present attention to offer an amendment on the

floor and present my evidence that here are people that

have this type of responsibility, they think that it is

going to have a positive impact because I think it does. I

think that we have got some of these taxes SO high that they

Y

ALDERSON REPORTING COMPANY, INC.




3

0

U0 000 QO /s

300 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

10

il

12

i3

14

15

16

17

18

19

20

21

22

23

24

25 |

lb

LA

are counterproductive. They are defeating their own purpose

which should be not only to bring revenue to the government but

.to help, have a growing, expanding economy, and that to the

extent that they are retarding economic growth, they are costing
us revenues.

Senator Hansen. Mr. Chairman, if I could add one further
word, Mr. Sunley bhegan by saying, admitting, and I don't mean
that it was an admission we had to squeeze out of him at all, but
he did say that it isn't a static economy when he pointed out
quite aécurately that whether a person were to sell an asset now
or wait until after the first of the year would depend upon his
assessment of the iméact of any tax law changes. I think that
brings up and suggests for our consideration this additional
point. It is certainly my contention and the contention of a lot
of people who organize new companies and new corporations and
new partné}ships and individual enterprises, will be encouraged
to go into the kind of an operation which may result in a probable
capital gains down the road sometime, and I point out that it is
a case now and a choice now of deciding whether to spend income
for' things to satisfy one's pleasure and enjoyment at the time or
to invest in America so as to expand job opportunities, te expand
our productive capacity and all that sort of thing.

For a long time, in the last, well, maybe seven or eight

years, some of these new corporations and new partnerships and

new individual efforts that have started up in this country

ALDERSON REPORTIMS COMPANY, INC.
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1 | have had to go abroad to find venture capital which I think reflecys
. 2 | 5 fact that we have known for a long time. If you try to explain
3 | the oil business, Lloyd Bentsen can tell you that the reason a
. 4 | 1ot of people went out of the drilling business is there were
3 better ways of making money.
6 And if we, by changing capital gains laws, encourage moxe
7 money to be invested in this kind of activity which is productive,

8 | which will create jobs, I think it is reasonable to assume that

a
‘,\ ? | there Zan be not simply a leveling off of the average of a

B 10 static economy over seven years, but we. can séé an expansion in
= n the productive capacity of America which will yield more.

5 12 Thank you.

0‘ 13 Senator Bentsen. Mr. Chairman, we have a lot of other
z: 14 issues yet to be resolved this afternoon, and I wonder if we
- 15 could get on with it.
) 16 The Chairman. VYes. Well, I would suggest that -- and I

17 believe the staff is of the opinion that at this point we would

18 still have some room to take care of these amendments that don't

300 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

19 have a heavy revenue impact and that this could fit inside

20 |, what we could talk about doing.
21
Is that correct?
22 .
Mr. Shapiro. Yes, Senator.
23 The Chairman. Then I would propose that we take the
. 24 Alternative 2, because I think it is the simpler, more stream-
25

lined proposal.

P
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Senator Gravel. So move.

Senator Roth. Mr. Chairman, are you talking about these

ranges or brackets for the individual now?

The Chairman. I am talking about the Alternative 2, yes.
This simply has a smaller number of brackets.

Senator Roth. Mr. Chairman, I am not sure that I entirely
understand it, but I would like to raise some questions that
at least give me some cause for concern, and I like the idea of
fewer brackets and making it more simple, but if I understand
what the Table No. 2 would do or the fewer brackets would do,
is to raise the taxes for many people.l:As a matter of fact,
as you go into a new bracket, you are going to pay higher taxes,
is that correct?

Mr. Shapiro. Senator, what you are doing is you are --

Senator Roth. Is this the one we are talking about right
now?

Mr. Shapiro. That is correct.

Senator Roth. Now, isn't it true that some people would
face in these brackets lower marginal tax rates than they do
now and others would face higher within each bracket?

Mr. Shapiro. Senator, relative to present law, as well as
the House bill, these schedules are a tax cut almost across the
board.

Senator Roth. For every individual. Well, not, almost.

Mr. Shapiroc. Just looking at the rates alone, Now, the

ALDERSON REPORTING COMPANY, INC,
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final bill you have got some other provisions, depending on
what you do with things like the gas tax deduction, but just
looking at this alone, for example, if you turn to Table 4 of
our packet, you will see the burden tables and you will see
that it reduces the tax for every single category.

Senator Roth. But I am talking -- let me make one point
very clear. What I am concerned about is the impact on the
individual, not what it does to all the people within a particular
bracket.

Let me ask you this question. As you move up into a new
tax bracket under this, let's take Table 4, Alternative 2, the

tax rates for married couples, isn't it true that some people would

‘face lower marginal rates and others would face higher marginal

tax rates as a result of these new brackets?
Mr. Shapiro. From a standpoint of a marginal tax rate --
Senator Roth. I am talking about the individual now.
Mr. Shapiro. Okay, from a marginal tax rate, that may
be the case, but on the overall tax cut, they all have tax cuts.
Senator Roth. Yet aren't we, as a result of this proposal,
as you move from one tax bracket up to the next marginal tax
rate, on the low end won't you be paying higher taxes than you
are today?
Mr. Shapiro. Not at the low end. For example, what you are
doing is you are just spreading those brackets out wider so that

they get more income at a lower marginal rate. So it may be that i

ALDERSON REPORTING COMPANY. INC.
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certain cases you will find a tax payer at a higher marginal rate,
but he will have had the benefit of a lower marginal rate for
more income at the lower levels.

Senator Roth. Yes, but his ultimate rate may be higher.

Mr. Shapiroc. The effective rate would be lower. The
effective -~

Senator Roth. I mean, you are talking about the average of
all the rates that he actually pays.

Mr. Shapirc. But the marginal rate ~-

Senator Roth. When you are moved up into a higher bracket,
the ultimate marginal tax rate, won't you be moving into a higher
tax in that bracket?

Mr. Shapiro. There are cases where that may occur, but over=-
all, compared to the present law or the House Bill, as a result of
the fact that the brackets are widened below that, that taxpayer
has an overall tax cut. He will have .--

Senator Roth. But if you are really talking about the effect
of the marginal tax rate, and you want to promote savings and
you want to promote people going back to work and working longer
hours, it is not only the average, it is what the new tax rate
he is being pushed into that has that impact.

Mr. Shapiro. There will be caSes, Senator where -- I think
overall from this schedule, the marginal rates are lower for most

taxpayers, and there are some cases where the marginal rate may

be higher for a few.

ON REPORTING COMPANY, INC.
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However, their net tax would be less, and their average
effective tax rate would be less in all cases.

Senator Roth. But what I am talking about is the incentive
side. I realize that it may average out lower all the way across
because of the wider bracket, but what I am saying is that as
you earn a couple additional dollars and you are pushed into a
higher tax bracket, under these new rates, under those additional
two dollars, you will be getting, retaining less of those than you
would under the current practice.

The Chairman. You don't have a ngtch situation there, do you]

Mr. Shapiro. No. Let me give yoﬁ another factor, too,
Senator. It may be that that marginal rate, when he first earns
that next dollar, the next bracket, it may be higher in some
cases. However, the incentive that would exist there is that he
would be in that bracke t for a longer, for more income, and
therefore there is more incentive Sécause instead of going to
the next bracket, as in the present law or the House bill, within
the next $2000 income, he may be in that bracket for $3000 or
$4000. So overall, although that one dollar of income, it may
appear that there would be a marginal rate higher than the
House bill, and it may be the case, that one dollar, the --

Senator Roth. Or the existing tax rates.

Mr. Shapiro. Or the existing law, the incentive to earn
more still exists because that bracket is much wider and he

can earn more income within that bracket at that level before he

ALDERSON REPORTING COMPANY, INC.
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goes up to the next bracket.

Senator Roth. Well, as you move further on up, that is true,
but if I understand what you are saying, I haven't had -~ you
know, I have just seen this the last few minutéé. I haven't had
a chance to digest it, but as I understand it, if I am sitting here
earning such income that a few dollars more will push me into the
next tax bracket, that marginal tax rate on those extra dollars --
I'm not talking about the average, what happens to the low or
the fact that later on I can still stay in that bracket -- it is
giving me less incentive to go ahead and earn those extra dollars.

Mr. Shapiro. Okay, it depends on\how you look at the
incentive.‘ From your point of view, if you are talking about
earning just a little bit, that ig correct, but to the extent
the incentive is to earn more than just a little bit ~-

Senator Roth. No, I am thinking about, for example, a
guy just a couple of weeks ago, one of the policemen downstairs
said to me, why bother to work for ové;time. I am not talking
about big sums of money, but to me -~ and I am sympathetic to
trying to simplify the number of brackets, but it would seem to
me, without having worked on the problem in detail, that somehow
we could be lower that marginal tax rate so we would not be
creating less incentive for that extra dollar,

The Chairman. Well, my -- well, maybe I am in error, but
let me if I'm not, if this is not the case. Now, I'm just

looking at Table 2, Alternative 2. All right, let's say you
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start out in a bracket, look on the second side over there. You
start a bracket, $35,200 and then that goes up to $45,800. All
right, now, as I understand it, if you go at the $35,200, that
would be, your tax would be $8174, is that right? That's what
I am reading right there.

Mr. Shapiroc. That is correct, Senator.

The Chairman. All right, now, so you pay, you pay the $8100,
so on the first $35,200, you pay $8174, and then you pay
43 peréent of what you earned above that point up until you
reach the $45,800, right?

Mr. Shapiro. That is correct, Seﬁator.

The Chairman. All right. Well, now, &t the time you reach
that point, aren't you just about at what the next bracket figure
would be which is at the $45,800, you pay $12,732? Aren't you
just aboudt up to that point?

Mr..shapiro. That is correc;.

The Chairman. All right, now, when you reach that point,
on the next dollar you then move up into a higher bracket. You
then move up -~ at that point youwould be paying 49 percent.
Now, when you cross over, then you get up to that next figure,
but isn't that supposed to Be what the multiplication of that
percent by that number of dollars would make you?

Mr. Shapiroc. That is correct.

The Chairman. All right....Then from that point on you

are then paying at a higher rate, which is the 54 percent rate.

ALDERSON REPORTING COMPANY, INC.
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You move up to the 43 percent rate, and you cross that over the
next bracket, you then pay at the 49 percent rate, and then when
you cross the next one, you pay at the 54 percent rate. But
wouldn't it be so that when you make that additional dollar or
two, then you are paying at a higher tax rate, but you are still
keeping that, a part, let's say, at the 49 percent rate, you
are still keeping 51 cents on the dollar, and when you cross
over the next bracket, you are still keeping 46 cents on the
dollar, are you not?

Mr, Shapiro: That's right, Senator.

Senator Curtis. Now, are we repealing the maximum tax?

The Chairman. Not at this moment. All we are talking
about is how many brackets we want, and the staff suggested, and
it seemed to me that it makes good sense, not to have so many
brack;ts.‘”Talk about having 17 would be plenty enocugh. We
have got, now, what‘number did you say?

Mr. Shapiro. There's 25 under tﬁe present law, and this
woulld have 15 for married couples and 16 for single taxpayers.

Senator Hansen. And the other point that Mr. Shapiro made
which I think is important is that there is greater incentive,
it would seemito me, in this schedule here, as proposed on Table
2 of Alternative 2, in that a taxpayer has greater latitude to
earn more income before he gets into the next higher bracket.

Mr. Shapiro. That is correct because that bracket is much

wider, and he would have a lower rate and incentive to earn more

ALDERSON REPORTING COMPANY, INC.
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(A brief recess was taken.)

The Chairman. While we are getting organized here, why
don't you cover a thing or two that has sort of got to be cleared
with the Committee anyhow, while we are getting more Senators
back in here.

Mr. Shapiro, tell us what you are going to do about those
eméloyee stock ownership amendments.

Mr. Shapiro. Okay, Senator, there are a series of technical-q
when you made the employee stock ownership provisions permanent,
when they were presently tentative, you indicated that you had
asked the staff to work out a series of technical modifications
to make the provisions work a little bit better since they came
to the attention of the staffs and were brought to your attention
since they were enacted.

There is a list of about 15 points. I should point out

P

to the Committee that they are not all technical from the standpoint

of just minor changes. Some of them have a substantive effect

but are pelieved to be appropriate from the standpoint of the ESCP

provisions.

Treasury has gone over the list. There is some disagreement
on three of the 15 items. What I would like to suggest to the
Committee, that since Treasury supports or does not object to
12 of the items, and only three, that it may be appropriate to
agree to all 15 for purposes of taking them to Conference, let

the staff and Treasury continue to work with these and to work

ALDERSON REPORTING CZC)MF'ANYi INil_
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out some additional modifications that are appropriate so they
will be in conference. Otherwise they don't get to Conferenc,
and since Treasury approves 12 of the 15 and just three others
that they would like to work with.
The Chairman. Well, the most sensitive one sc far as I
know is the matter about the voting rights, and I am afraid that
if some people, that if you are going to require voting rights
in these closely held companies, it might keep people from setting
these stock ownership plans up, and the Treasury had a real
good point in saying that they want the stock or the shareholders
to know, not that they want the shareholders to take conttol of
the compan;, but they want the shareholders to know what is
going on so that they can protect themselves, and generally’
speaking my thought is well, the xind of thing you are trying
to protect the workers against would be some abuse by a corporatig
executive, and that in that area, I feel like that the Treasury
ought to watch these things and the Treasury ought to moniﬁor
it, and if they think that something is not the way it ought
to be,; .the Treasury ought to come down on top of them and
deny the deduction.
But I would hope that we can work this out. So far we
have been able to work most of these problems out, 90 percent
of them in a very satisfactory manner, and I would hope that

between now and the time that the matter is discussed on the

floor, that we can resolve whatever difference remains in that

n
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area.

Mr. Shapiro. For purposes of the record, let me point out
that Treasury still has a concern for Item No. 7 that you just
referred to, Item No. 11, and Item No. 15. The other 12, as I
understand, they either support or do not object, and I think it
may be that if the Committee agrees to these, then between
now and conference, the staff and Treasury continue to work, and
to the extent that any modifications are appropriate, we can
discuss them in conference, but at least these provisions can

be taken to conference to discuss.

The Chairman. Well, I think Mr. Lubick is doing a good
job for Treasury.in looking this thing over. He is concerned.
has some good points, and also I think our staff has some
good points, and I know with regard to most of the points of
difference, I find that they both make good arguments, and I
find some @ifficulty knowing where I ought to come down on it,
so that if we can just agree to this, and then have more time
to d;scuss it, I think we can resolve it.

Senator Curtis. I so move.

The Chairman. Please understand that if possible, T
would like to satisfy the Treasury objection on all points, and
T think that in fairness to Mr. Lubick, I think that he and his
group have been fair. We have just got a few more points we

need to resolve.

But without objection, then, we will accept that part.
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tax liability, under the new minimum tax system adopted by the

Committee, it would seem fair to allow the tax payer to elect
whether he adopts the intangible drilling cost approach or

instead chooses to use the normal nonpreference, nonpreference

tax -- may I start again -- or instead chooses to use the

normal nonpreference cost depletion method. Once made, the taxpayd
of course, would be bound by his election for the life of the
well.

It is my information that staff finds no objection to this,
and I would ask if we might have an expression from them.

Mr. Shapiro. No, Senator, in fact, that is the way the
staff understood that the provision .was to be drafted anyway.
All it does is to allow a taxpayer to elect out of the preference
and they have their option. If they elect the preference, then
the altenﬁative tax would apply, but they can elect not to
have the preference, in which case they are ﬁnder the regular
rules, and that appears to be appropriate, and we had planned to
draft it that way. |

Senator Hansen. hank you very much, Mr., Chairman. That
takes care of me.

The Chairman. Okay.

Why don't you tell about those items?

Mr. Shapiro. All right. Mike Stern has one here that

has to be done, too.

Mr. Stern. Mr. Chairman, as I started to mention the

ALDERSON REPORTING COMPANY, INC.
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first thing in the morning, the Budget Act requireé that in order
for the Senate to act on any spending bill, that each Committee
has to file a Committee report showing how they would allocate
the amounts allowed under the most recent budget resolution.

This bill already has in it two items that are spending
items, the refundable portion of the earned income credit, and
the social services grants. So we would -- I am not sure whether
you have it in front of you --

The Chairman. I have it here, allocation of --

Mr. Stern. Allocation of amounts allowed in the fiscal year
1979 budget resolution.

The table that is on the back of that sheet shows the amounts
that the Budget Committee assumed in these different categories
for new legislaticn. Other incomé security, $700 million, social
services, $300 million and Medicaid, $100 million. We would see
no probleﬁ; with that. As £fr as &é can tell, all the legi;lation
you are going to handle would fit within the amounts allowed.

The only exception is there is no allowance for --

The Chairman. Can we settle it right now?

Mr. Stern. The only thing I would mention to you, we would
recommend that you accept these amounts and file a report on
this basis except there there is nothing allowed for refundable
credits for energy in the Budget Committee allocation allowance.
I don't --

The Chairman. Bring that uvp, the energy thing, as soon

ALDERSON REPORTING COMPANY, INC.
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The Chairman, Go ahead and explain what you had,

Mr, Stern. The Budget Committee has assumed that new legis-
lation within the jurisdiction as it affects spending will total
$1.1 billion., You have already agreed to the amount that they
alliowed for Social Services, They have several million dollars
for .income security and $100 million for Medicaid., These are in
round numbers,

I want to point out to the committee that the second Budget
Resoclution under their assumptions does not have any amount for
refundable credits for energy. I don't know whether you want them
included or not, but in the bill pending in Conference the amounts
are about $400 million in refundable energy credits which under
which under the budget process are considered to be expenditures,

This includes the $304 million on the corporate side for
alternate-energy equipment, and so forth, $45 million for special
energy equipment such as heat recovery equipment., The only other
substantial item is $26 million on the individual side for
insulation and energy use, and so on,

The question will be whether you want to make a decision
now or whether you want to make an allowance in the Fiscal Year
1979 for refundable credits for energy, whatever might‘emerge
from the legislation.

The Chairman. Let me ask you: do we have a couple of days
to get this thing back in here?

Mr. Stern. The allocation report has to be filed before you

IIIIIIIIIIIIIiII ALDERSON REPORTING COMPANY, INC.
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can take up any legislation that affects spending, includ;ng this
bill in.which you have added two spending items, w

can take up any legislation that affects spending, including this
bill in which you have added two spending items.

The Chairman. What I have in mind is that you have a
Conference Report on the energy bill, The Conference Committee is
meeting on the energy bill scheduled for Friday. If we can wait
until ?riday or<Priday evening to make a final decision, I think
by Friday evening we would know what to do about energy. Can we .
take that long?

At that point our conferees, I would hope, would pick out
the particular refundable item that they think has the highest
priority and drop some of the others, So we would have a refund-
able item and I would hope that it would be where we think it ;s
the most desirable, all things considered, which has the most
argument for it,

Can we wait to decide that?

Mr, Stern. Yes, sir. I assume you will have another
committee meeting at some point next week and you will decide it
at that time.

The Chairman., Right,

Let's agree to everything except the refundable item on the
energy bill, That one I think we can decide Friday and then we
can do business.

Now on that Energy Conference, we have a guorum of the

ALDERSON REPORTING COMPANY, INC,
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Finance Committee, so do you think we can call the meeting the
same day and meet after we do that and agree on this?

Mr. Stern. You can agree on a sort of contingent basis that
you will allow for whatever the conferees agree to and I think
you would have to reduce in the other income security category,
that is the larger category. 1If you agree to $200 million worth
then you would still be within this total.

Senator Byrd. How would the refundable work on the energy?

The Chairman. You have a refundable tax credit on insulation
That has to do with people, pcor people, who insulate homes. 1Is
that right?

Mr, Shapiro, There are a couple of items., You have refund-
able residential requests for insulation and solar, There are
also some business properties, For example, alternativé;énergy
property. Certain boilers are provided for refundable credit.
That means,that if that corporation does not have sufficient

income to offset additional investment tax credit on that they

' can get the refundable credit, The Government would give any

amount of credit that they have available to them.

The Chairman. The point is that assuming that the crude oil
equalization tax does not survive that Conference, then that means
that you have to have a very major reduction in the tax reduction
and tax credits that are in there, so we wouldn't have much of
anything to talk about, assuming that it would pare everything

down. You would not have much in the way of refundable credit

ALDERSON REPORTING COMPANY, INC,
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The Chairman, The ayes have it,

while we have the Senators here, Mr, Nelson has a matter
pending a few days back,

Senator Nelson. I passed this out yesterday. This is what
the estate tax lawyers call the Widow's Tax, If legal title to a
farm or business is jointly owned by husband and wife, and the
wife contributes substantially, works in the store every day or
on the farm or in the enterprise, the entire value for the estate
tax purposes is deemed to be the husband's property. .

Incidentally, -in a Federal District Court case in South
Dakota in June of this year the Federal Dsitrict Court over-
ruled IRS in a case in which the evidence was clear that the wife
for 43 years had worked in the enterprise of farming with hér
husband, They ruled that that was a constructive partnership
and half of that estate was hers,

This bill would simply permit a spouse, either husband or
wife, permit a spouse to earn an estate tax credit on jointly-
owned property at the rate of 2 percent a year up to a maximum of
50 percent if he or she can demonstrate the participation in the
enterprise.

Now, the fact is that if they were wise enough to create.
a partnership when they got married, that settles the case; or if
they lived in a community property tax State, of which there are

I believe seven, then the woman is entitled to half the estate,

\

| This would correct a situation that is very discriminatory.
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I believe the Treasury agrees with the concept and would
like some modifications,

Would you like to settle the question of the effective date
and some other points which I think we can reach agreement on?

Mr, Lubick., It is correct that in principle it is an appro-
priate amendment to the estate tax law, A few of the technical
points with which we are concerned which we will be able to work
out are: first, that it ought not to apply to community property
States., I think it is not necessary in that situation. There is
the question ¢of how you handle reporting the self-employment income)
and the question involving indebtedness of property where part of
the spouse's share of the earnings ought to be regérded as having
paid off some of the indebtedness to which the property is subject

If we could have some time between now and the Conference
perhaps Qé could come up and work with you, Senator Nelson, with
technical amendments that will clarify these problems.

Senator Nelson, I wonder if we can approve it, subject to
reaching an agreement on the details, including the effective date,
which I understand makes a significant difference,

Senator Curtis, ﬁould the Senator yield for a question,

Senator Nelson, Yes,

Senator Curtis, Twenty-five years is a long time, Why
are you wedded to two percent? The wife is certainly entitled
to more than two percent,

Senator Nelson. I am not particularly wedded to it, How

ALDERSON REPORTING COMPANY, INC.
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long should somebody make a contributioﬂ to a particular enterprise
to achieve half ownership?

You understand’ the way it would work? If each puts in
money they are equal on that aspect in any event. If she and her
husband put $10,000 into an enterprise, let's say it is a grocery
store, on a regular basis she worked in the grocery store 25 years,
under this she would have 50 percent of whatever the value of the
estate was, minus the past contribution-made by the husband at the
time., Of course if he wants he can make a gift or create a part-
nership and resolve that part too., We thought two percent per
year would make a half interest,

Senator Curtis, I am not interested in more than 50 per
cent, I think 25 years is too long,

Senator Nelson., Too long to be married?

Senator Curtis, No. Too long an apprenticeship to become
a full partner. That is what it amounts to.

The Chairman., Let me tell you my concern, My concern is
the last sentence, "Joint committee estimates net revenue loss
approximately $200 million."

Can the Treasury go along with this the way it stands?

Mr. McConaghy. That revenue is on a calendar year. On a
fiscal year bhasis depending on what effective date you use, if
you use today's date the revenue may be somewhere in the neighbor-
hood of $50 million., If you use the end of the year the revenue

on a fiscal basis would he about $10 million,

ALDERSON REPORTING COMPANY, iNC.




306 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 8654-2346

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

A 107

Mr. Lubick. Wouldn't the revenue be less because decedents
dying after a specific date would have a time to file a return?

Mr. McConaghy. Nine months. If you start January first it
would be $10 million or less than $10 million, If you start today
it may be $50 million, but it can't be $200 million,

The Chairman. I am trying to protect these middle income
people, .To do that we need to hold the figure down.

Senator Nelsog, We could maké it January first and anywhere
from zero to $10'million,

Mr, McConaghy. ~ Yes,

The Chairman . That helps a lot., Does Treasury go along?

Mr. Lubick. Yes, January first,

Senator Nelson. I would like to leave it that way but if
after loocking at it you wish to offer an amendment on.the Floor
to change that percentage or adjust it with Treasury --

Mr, Lubick. The two percent is appropriate because it is a
situation that ysually arises where';ne spouse has furnished the
initial capital and then they leave the earnings of the operation
in and it builds up incrementally based on the earnings., So we
have the question of one spouse having made an original contribu-
tion, |

It is the question of the two,of them participating together
and leaving an increment in the business as it builds up. We have
explored the possibility of a more direct and accurate method that

will appraise each spouse's annual contribution. It got so complel

Ll
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we came to the conclusion that Senator Nelson's approach was prob-
ably the only practical way to solve the problem .

Senator Curtis. I won't stand in the road. I am delighted
for any relief in this area. Now this is aimed primariliy at
those couples who do no estate planning?

Mr. Lubick, That is correct. Any good lawyer would not
leave property like this in joint names.

Senator Curtis. Some lawyers are very good.

Senator Nelson. I would like to point out on that very
important point a check in our State indicates that only 50 per
cent of the farmers even have a will. So if they had counsel
and created a partnership when they got married, there would be a
50-50 split on the estate at the time of death anyway.

Senator Paékwood. You have indicated a lot of concern about
some of our potential tax losses in the out years. The Treésury
has no objectioﬁ to the $200 million calendar loss following next
fiscal year.

Mr. Lubick. Basically, Senator Packwood, the principle of
this amendment is appropriate because it gives for those decedents
who did not have the benefit of proper estate planning that which
is obtainable by securing the advice of competent counsel.

Senator Packwood. I understand that. The merits are good.
Often the argument is used against other meritorious amendments
there is a tremendous out yvear financial loss. There is a $200

million calendar year financial loss in this amendment.
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Senator Nelson. If you are going to throw logic into this,
we will never get through,

Mr, Lubick. This is a technical question of giving a person
rights which exist for most persons. If you are talking about
questions of corporate cuts that involve very large amounts in the
out years, I don't think that is a question of assuring to some
groups of taxpayers those rights which they already have under the
law if they were smart enough to take advantage of it,

Senator Nelson, That sounds like "animal farm" reasoning.

I know what you mean, -

I so move,

Senator Gra&el. I second the motion,

The Chairman. All in favor say aye.

(Chorus of ayes)

fhe Chairman, Opposed, no.

{No response) -

The Chairman, The ayes have it.

Senator Dole, First I would like to address a question to
Mike or to Bob., A couple of years ago we extended the exemption
for moneys received from the Armed Forces Health Professions
‘Scholarship Program, and Public Health Services, from taxation:

My understanding is that the Joint Committee is going to make a
report on the appropriate treatment of scholarship moneys and that

has not been completed, It affects five thousand participants in

the Armed Forces Haalth Scholarship Program, and five thousand in

IIIIIIIII ALDERSON REFPORTING COMPANY, INC.
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around in the wheelchairs in the past couple days,

I understand there is some revenue impact and maybe it could
be modified or phased in or somehow reduced, It would apply to
those under 65, I think the staff is aware of my interest in this
amendment. I don't know that it is necéssary to make a case for
it. We have of course one for the blind and that started back in
the 1940's, I think primarily because they were organized and they
advocated that and about 200,000 blind are recipients of that extra
exemption, plus we have additional exemption for those 65 and over.

As far as handicaps are concerned, I think it is fair to say,
particularly those who are so defined in Section 123(c) (1) are
seriously disabled who I just happen to believe have additional
expenses,

We are talking about taxpayers, heads of households. or
spouses 65 years oxr younger, They have additional costs in
transportation, additional cost in housing, additional cost in
clothing., It just seems to me that it is an area that we should
address,

I know we have talked about helping the poor; helping the
middle income, helping the rich, Maybe we ought to help the
handicapped who are trying to help themselves,

Mr. Shapiro. The proposal that Senator Dole brings up pro-
vides for additional personal exemption for an individual who
happens to be permanently totally disabied. Under the present law

he gets a thousand dollars, The House Committee agreed to a
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personal exemption for’an individual and for a spouse and each
dependent, 1In the case of the aged or the blind, there is an addi-
tional personal exemption, Senator Dole is providing an additional
personal exemption in addition to what the present law provides
for the aged and blind, also if they are permanently and totally
disabled,

The revenue cost on that on a full year basis without any
phase-in would be approximately $1.3 billion, If you limit it to
those under age 65 it would be $790 million. If you were to phase
it in it would have varying effects,

For example, if you phased in at $250 that would be $307
million, All the estimates I am giving you are on a full year,.

The fiscal year would be somewhat less, These are verious
revenue. tax alternatives,

Mr, Lubick, Mr, Chairman, we do believe that governmental
support of the disabled is an important function of the Government
but we believe that doing it through income tax exemptions or
income tax exclusions is not the appropriate way to do it, The

expenses which are attributable to disability are generally

those who are disasbled or handicapped, is not a failure to allow
appropriate adjustments to the income they have but, rather,
the fact that they have a lack of income,

Now, if lack of income is the problem, then the need is not

well met by giving exemptions and exclusions because those

ALDERSON REPORTING COMPANY, INC.
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benefits more, and for the most part, only those who haye a sub-
stantial amount of income, For the permanently and totally dis-
abled, as a matter of fact, by and large, wage income by defini-
tion is impossible because they are permanently and totally
disabled.

So therefore the exclusion is of benefit only to those who
have other sources of income, The exemption for a totally dis-
abled person in the 50 éercent bracket would be $500 under the
$1000 exemption you are talking aboﬁt. o

In the 14 percent. bracket it would be $140., The person
who is most in need of assistance obviously is the person in the
lowest bracket, Basically, therefore, this épproach of solving
a very real problem of assisting the disabled with their problem
of income is not well met through this extra exemption., We think
that other methods of assistancee would be more appropriate.

Senator Dole, You could have a wage earner but you could

‘have a spouse that is totally disabled to which it would apply.

As I understand, your medical is only three percent of your
adjusted gross. So they are not all covered. Plus the other
extraordinary expenses that are incurred,

Mr. Lubick, That is correct, there is a threshold of
ordinary medical expenses. If we are talking about extraordinary
medical expenses, it is fairly easy to pass that threshold.

The Chairman, It seems to me that in this area now we have a

very, very big problem. It is not the tax, it is on the other

s
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end of it, It is on the spending end,

I supported the SSI and putting this thing under the SSI,
Regretfully we have large numbers of people and the rolls are
growing rapidly. We are spending billions, not just a few billions

Mr. Lubick might not even have the figure because it is in
the Department of HEW,

Mr, Lubick. The figures are currently of the estimated six
million disabled persons, approximately three million are currently
assisted throug@ DI and SSI.

The Department of Health, Education and Wel are has announced
that it has set up a work fund disability and it has promised it
will submit a set of proposals on the subject to Congress next
year dealing with various questions, changes in SSI, vocational
rehabilitation programs, and definition of disabled.

It seems to us that is the appropriate way to go at this
problem ané it would not be desirable to introduce an additional
revenue loss to the tax system which would not be well targeted
which could amount, when fully allocated, to one billion dollars,

The Chairman, The people I saw in the wheelchairs were °
telling me that what they want is to be permitted to earn something
without its reducing their SSI benefits or veterans' benefits,

Senator Dole. That is another problem,

Senator Moynihan, We had hearings last night --

The Chairman, That is a different problem., It is not a tax

problem., It is saying when they earn something they don't want

ALDERSON REPORTING COMPANY, INC.
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their disability benefits to be reduced by what they earn. Right
now I think they are being reduced dollar for dollar.

Mr. Lubick. That is the same tax problem that SenatorlMoyni»
han referred to in connection with the phase-out,

The Chairman. In trying to help the disabled that is a big
probme, It is going up in cost so much that it is creating a real
spending problem,

Tt seems to me that this is not the way to help those people
The way to help them if you want to do it is to go ahead by way
of eithér payments or by disregarding some of the earnings. I
really think, Senator, the other thing is a better way to help
them,

I know it is not cheap; It is not cheap no matter how you
do it, If you go the tax route that tends to be discriminatory.

Senator Dole, It is discriminatory now. I don‘'t know if
Mr. Lubick wants to repeal the additional exemption for the blind,
Is that what you are suggesting?

Mr. Lubick. We are not suggesting that, Senator Dole. I
think we would be very pleased to study it if you would like us
to make a recommendation,

Senator Dole, I don't want a repeal, It is discriminatory
now. I am talking about others who have serious handicaps who
may have spouses severely handicapped., All I am suggersting is
that we are refunding taxes to those who make up to $12,000 on a

phage-out and we are getting ready to offer another welfare

ON REPORTING COMPANY, INC.
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1 | amendment to the tax bill, I am just trying to do something for.

2 | somebody who might have a handicap who has some earning capacity,
3 | is a taxpayer, or on the other hand, may have a totally disabled

4 | spouse, Ma&be this is not the right way to proceed, but I don't

5 | know how you explain the conflict,

6 Mr, Lubick., Your point is well taken that perhaps the

7 | existing exemptions are not the efficient way to solve the problem,

8 | in which case we can go into those and see if we can devige a

uwy
3
3
a
8
N
3
[ ]
— &}
— =1 9 | better way to handle those problems. We would be very pleased, to
Z
o
T & 10 | do that,
‘ &
= é 11 Senator Dole, I don't want to suggest that you want to do
e B
. g 12 | away with that., It seems to me that there are others who are
g;‘.’ g 13 | hampered as much, I assume somebody takes advantage of the
@
d § 14 | additional exemption for the blind. That costs-some money, does
3 £
g 15 | it not?
3 <2t
=
b é i6 My, Lubick. It does,
| &%
g 17 Senator Dole, About 200,000 take advantage of that provi-
2]
[~
B 18 sion, I don't know what the total cost is.
- m
) .
o 19 Mr, Lubick, That was introduced into the law many, many
@
o
20 | years ago.
21 Senator Dole, Right, In the 1940's,
22 Mr, Lubick. The primary justification for its existence, I
23 suppose, is by proscriptive rights, having been there in the
‘l' 24 statute, I think if it was an original question you would not

25 | try to solve that problem in that way. Obviously it is a much

IIIIIIIIIIIIIII ALDERSON REPORTING COMPANY, INC,
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1 | less serious problem, The revenue cost with respect to the extra
2 | exemption for the blind apparently is about $20 million.

3 Senator Dole, I don't want to break the bank. It seems to
4 | me that there ought to be some inspiration over there om how we

5 | might recognize --

6 Mr, Lubick, There will be some inspiration delivered next

7 | year from the Department of HEW,

8 Senator Dole. You just don't think this is the best way to
? | proceed through the tax system, is that correct?

10 Mr, Lubick. That is correct,

1 Senator Dole, Why is it all right to make welfare expendi-
12 | tures through the tax system?

13 Mr, Lubick, The earned income credit is designed to target

14 | some relief to very low income people., It is a credit to persons

15 | who have paid substantial Social Security on their earnings. It

300 TTH STREET, S.W., REFORTERS BUILDING, WASHINGTON, D.C. 20024 {202) 554-2345

= 16 | ig designed as an offset to that and it phases out very quickly.

17 | The extra exemption would operate to very little benefit; in fact,
18 | no benefit to those persons who had no income, It would give

19 smail benefits to those with little income and it would give rather
20 | substantial benefits to those with large amounts of income. |

2 Senator Dole., What would be the cost if you had a hundred-

® 22 | gollar credit?
23 Mr, Lubick, About $600 million. That would be a refundable

24 | credit, Six million disabled, It is a question of how many of

25 | them have tax liabilities of a hundred dollars, The next one
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1 | you narrowed your definition of who is handling it?

. 2 Mr, Lubick. We assume that the definition that Senator Dole
3 | has in mind is the one currently in section 105(g) (5), "An indi-
4 | vidual is permanently and totally disabled if he is unable to

5 | engage in any substantial gainful activity by reason of any

w
=
g 6 | medically deter;ninable physical or medical impairment which can
§: 7 | be expected to result in death, or which has lasted or can be
g 8 | expected to last for a continuous period of not less than 12
: = g 9 | months.,"
: g 10 Senator Curtis, Yes, but we know there has been’'a rather
Ko} % ‘11 | liberal definition applied to totally and permanently disabled
-~ ) ;i 12 || Civil Service employees, in the militaxry. It takes in a great
::. g 13 | many people in that category. Maybe they are, I don't know,.
- g- i4 I think there are others who are more severely handicapped.
B
= g 15 | What I am trying to do is see if there is any avenue by which -
f: :-‘ 16 | those severe cases could get a break on their taxes.
%’ 17 Sez.lator Dole, We are doing it the same way that the present
g 18 | law would apply to a spouse that is totally disabled,
g 19 ‘ Senator Curtis, And thus lower the cost.
) 20 Mr, Lubick, It would be very difficult, This is fairly
21 close to a Social Security definition., Multiple definitions of
' 22 | permanent and total disability would be very confusing.

23 I don't believe the Internal Revenue Service is in a
24 } position -~

25 The Chairman, Here is the problem you are in, If a

- ‘ ALDERSON REPORTING COMPANY, INC,
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person is totally disabled under Social Security or 8SI he is
entitled to a substantial amount of money from this Government, he
is entitled to enough money to support himself, Now, when he goes
to work to do something, in a great number of these cases in doing
so he prov~s that he is not totally disabled and then he loses the
SSI check,

I just got through the embarrassing situation of trying to
help a friend, .He said he has arthritis. He is thinking of
going back and having a try at it, He was on the §SI. He was
getting a check until he went back to try to do a job., After
about three days he was in such pain he said he couldn't do it,

so he had to quit. 'Then they go and investigate him and take him

"off the roll because they say he is not totally disabled, he

went back to work,

From his point of view he went back to work and tried but
he couldn't do it, Now he is off, Now you have that conflict
there, The disabled person is supposed to be totally disabled,
The answer to thatAis going to have to come in how are we going to
define éotally disabled, people who can do nothing whatever or
people who can do some type of work,

I know a person who died a whie back, a wheelchair person
She was getting by on her wits. S5She would tell humorous stories
and sell them to other people, a gag writer, you might say. She
was totally disabled, She was using her brain to make a few

dollars,

. ALDERSON REPORTING COMPANY, INC.
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I don't think that anybody has the answer to that right now,
I know Senator Dole is sympathetic to people and wants to ﬁelp them
I don't think he has the answer to the problem, o

’Senator Dole, I am concerned with some man out there working
or wife, and the other spuse is totally disabled., Aall I am sug-
gesting is that they ought to have an extra 9xemption.

Mr. Lubick. Basically you have a situation where you could
have one spouse earning $100,000 a year and the other spouse being
disabled and you would be including an extra exemption,

Senator Dole, You probably have that right now in the blind,
I don’t assume everybody who is blind is at the poverty level,

Mr, Lubick. You are quite right, You have the blind to
a very modest extent. Doubtless that is not the most efficient
way to provide assistance to the blind, those that have problemsy
with insufficiency of income. This approach simply is the 1940'5“
approach to a 1970's problem,

Senator Dole, I wonder if we could exclude anyone who might
be receiving compensation from Veterans Administration or Social
Security.

Senator Curtis, Ot Civil Service,

Mr, Lubick., Again I don‘*t think that addresses the real
problem. The basic problem is one of insufficiency of income,.

If the person has sufficient income there is no parﬁkcular reason
to give either that person or his spouse or parent or whoever it

is o v
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Senator Curtis. Why don't you just make it a lifetime disa-
bility, they can never work, That ought to limit it,

Mr. Lubick. I do believe in your case the committee in 1976
liberalized the child labor.credit which provides again extra
credits for the care of dependents, So you have acted to move in
that direction., The extra exemption, no matter how limited, is
not appropriate if it is limited to the person who earns, That
person is not eligible, it is limited to the dependents,

You are giving the greatest benefits to those who are thé
dependents of those who have the least need for it,

The Chairman, Why don't we vote on it,

Those in favor of the amendment say aye.

{Chorus of ayes)

The Chairman. Opposed, no,

~{Chorus of noes)

The Chairman, The ayes aépear to have it.uwvh”””

Is that $1.3 billion?

Mr, Lubick, §1.3 billion,

Mr. Shapiro. I think it is only those under age 65, There-~
fore, it is $790 million.

Senator Curtis, If I could have the attention of the
Treasury for a second.

My, Shapiro. It would be approximately $300 million.

Senator Dole., If it would be effective January first/

Mr, Shapiro, $800 million, We are saying less than

ALDERSON REPORTING COMPANY, INC.
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1 | 50 percent,
2 Senator Packwood, Even though it does not go into effect
2 | until January first?

le 4 Mr, Lubick, Reductions are reflected in the withholding

5 | table immediately as extra exemptions.

6 Senator Curtis, Perhaps I did not make myself clear. I
7 | think that without complication of definition and so on you could

8 cut the cost down and still take cae of the most needy cases,

| = 9 | If it is a husband and wife and one of them is totally disabled,

E ;; 10 | but they are getting Social Security disability benefits or they
?g; 11 are getting Veterans disability benefits or they are getting

o~ 12 | Civil Service disability benefits, if you eliminated those, then
:. 13 | it wouldn't be double-dipping and the remaining would get the

o 14 | benefit of the Dole amendment, .
=} 15 I just raise that to see how much that would reduce the cost|
f 16 | Perhaps it is not acceptable to Senator Dole, but I imagine a

17 | realistic view of this is that you can not maintain the item if
18 | it is going to cost a billion three,

19 'Mr. Lubick, Senator Curtis, I think the group which vou

300 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

20 | have left eligible would be the group that is the very group that
21 is eligible for the child care credit by the definition,.

22 Senator Curtis, That is if they have to have a caretaker,
23 | isn't it?

24 Mr, Lubick, Yes, there are expenses,

25 Senator Curtis. It relates to expenses if they have to have

- ALDERSON REPORTING COMPANY, INC.
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a caretaker,

Mr, Lubick, It could be a housekeeper.

Senator Curtis, But it relats to the expenses,

Mr. Lubick., Yes,

Senator Curtis, HNot for their condition, per se,

Mr, Lubick., No, If it was for the condition, per se, the
medical expenses would apply.

The Chairman, How much would that reduce it if you did thatp

Senator Dole, Let's make it $500,

Mr, Lubick. It appears that for the most part 4he persons
that Senator Curtis is excluding are the lower income persons.
What you are being left with temd to be the higher income people,

The Chairman. But those people are getting a payment from
somewhere else, If the Government is paying them money you are
entitled to take that into account.

Mr, Lubick, Mr., Chairman, the point is that we indicated
that about half of the six million are receiving some sort of
benefits. That leaves three million that are not, Those three
ﬁillion tend to be those with the higher income. So while youare
reducing the number of eligibles by half you are probably not
reducing the revenue cost by half because it would be a reduction
of somewhat less than half,

Roughly speaking, we would estimate that it would still cost
more than half the original estimate, somewhat more than half,

The Chairman. That reduces the cost of it, though, Say

ALDERSON REPORTING COMPANY, INC.
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it cuts the cost in half, |

My, Lubick. About 40 percent,

The Chairman, Then I so move, At least that would help,

All in favor say aye.

{Chorus of ayes)

The Chairman, Opposed, no,

{No response)

The Chairman. The ayes have it,

Now if you can mave the date forward at least we are some-
where near the budget,

Mr. Lubick. Senator Dole talked about cutting that to $500.

Senator Dole. They took care of it for me., They cut it in
hal€f,

The Chairman. If you move the date forward and make it
effective in July, at least that helps to squeeze it inside this
fiscal year, The Senator would go along with that,

Without objection we will agree to that., That lets it down
to where we are at least in a -~

Mr, Lubick. I assume you are requiring the dependency
measure for the entire year, you have to furnish more than half
the support for the entire year in order to be eligible beginning
July 1.

The Chairman, It seems to me it would be likely to have the
benefit of a half year for the first tax year, but you put it just

as though it goes into effect and ends up January 1. The first

ALDERSON REPORTING COMPANY, INC,
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1 endar year they geb half of it. The gecond calendar year they

e revenue

Mr. shapiro. our estimate is in the neighborhood of $100

million on a giscal year pasis.

Mr. Lubick. genator. 1 assume you are squesting for the

calendar year 1979 one is entitled ro only nalf of the exemption.

D.C. 20024 (202) §54-234D

1f it is effective July 1. exemptions are normally measured when

you make out Yyour retur for rhat year.

Al The chairmani. 1 am not trying ro make this & matter of

G, WASHINGTON,

12, tax simplification. This complicates rhe tax law DY definition.

13 | so that +he people who want 0 apply f£or it -

14 genatoTr pole. Let's make it $500 the girst year: $750 and

15 | s1,000. poes that help you any?

REPORTERS BU {LDIN

16 Mmr. Stern. It would'bring you upP against the budget questio

17 | again of having a7 jncrease it giscal 1980.

18 genatof pole. I don't want to do that.

300 TTH STREET, s.W.,

19 mr. Lubick- 1t probably wgould go t° 2 quarter which would

20 |\ be comparable.

Mr. shapir©- yes. Anything you do in the giscal year .

would nave to gkip one year. You could 90O for example 500 for

25 | 1979, 500 for 1980, 2 thousand for 1981. You can't have an increas
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1 in 1980,
‘ 2 Senator Dole, Let's do it that way.

3 The Chairman. Without objection the amendment will be so
4 | modified. |

5 Mr, Stern., Do I understand correctly this would not apply
6 | to a person who is receiving benefits either as a disabled

7 | veteran or under the Social Security Act, or under the Civil

8 | service Retirement Program?

™~

™y 9 The Chairman. If he is receiving those benefits it does not
i 10 | apply.

gov

o 11 Senator Moynihan,

e
o 12 Senator Moynihan, Mr, Chairman, I would like to raise a

13 | matter which is not new to the committee which the .committee

J4 | agreed to a year ago and included in H. R. 7200, which we are

15 || not going to have time to deal with this year, '

16 I would like to pu£ it o this bill, It is the second half
17 | of the fiscal relief we agreed to last year., Last year we agreed
18 | for fiscal year 1978 and 1979 that there be in each year $300

19 ! million in fiscal relief apportioned by formula, half made up of

300 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

20 | the revenue sharing formula, the other half the formula for AFDC
2] funds, and each State would get a greater or lesser degree accord-
22 ingly as it made progress in reducing its error rate,

23 There is a slight variation on that, not to penalize some

24 States that have had lower rates all along. In any event, these

25 are small changes, What has happened this year is that one-half
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of this year's allocation has been distributed, We agreed to that
last year and the money has been passed out, The other half is on
H.R, 7200, and it is not going to come out in fiscal 1979, This
would mean the fiscal 1979 money would go forward as we agreed a
year ago.

Senator Curtisgs, That has nothing to do with what we voted
on the other day?

Senator Moynihan, No, sir., We would be taking the tax
from this bill and put it in this one,

Senator Packwood. Mr, Chairman,

The Chairman, Mr, Packwood.

Senator Packwood. The distribution half is the basis the
same as we defeated yesterday, half revenue sharing, haif AFDC?

Senator Moynihan. That is right,

Senator Packwood, What you have added to it is the error
rate formula,

Senator Moynihan, I gave gone back to the original figure.

Senator Packwood, We are using the same basis as yesterday.

Senator Moynihan., Yes,

Senator Packwood. A slight change is made based on the erro;j
rate reduction?

Senator Moynihan, Yes,

Senator Packwood. Your sampling period for the payment will

be October 1978 to October 197972

Senator Moynihan, That is for October 1978 to March 1979,

ALDERSON REPORTING COMPANY, INC.
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Senator Packwood., 1Is the money going to be passed out
periodically?

Senator Moynihan, I believe it is one lump sum at the end of
the year is the way the HEW has been doing,

Senator Packwood. 1Is that right, one lump sum next Septembef

)

Senator Humphreys. It would be between March and September.

Senator Packwood, So it would be a one lump sum, the State
within reason will know what it is going to get and it will be
basically yesterday's formula with some slight variation for their
error rate improvement between October and March, but apparently
some fail-safe provision for States that are already down around
the four percent level?

Senator Moynihan, That is right,

Senator Packwood., I have no other gquestions at the moment,
Mr. Chairm;h.

Senator Danforth. Isnt this the same thing we voted on
yesterday, except it is $100 million more?

Senator Moynihan, No, yesterday in the context of a larger
proposition about welfare change I said could we put in a one-year
provision, That was agreed to,

Now I say can we not put on this bill a matter we afreed to
a year ago and which program has already been in effect for one
year?

Seantor Danforth. It is exactly the ssme concept, It is thL

fiscal relief section of 7200,

A J™ AR AIDD AANINS NI/




1 senator Moynihan. That is right.
2 genator panforth. All it is is giscal relief. what we
5 | agreed ro a year ago in 7200 was 2 pill which nad within it

4 | certaln elements of welfare reform having to do as 1 recall with

adoption gervices and other rhings. Now in the name of something
that 1is called welfare reform, this is npot any welfare reform at
all. it is simply 2 giscal relief provision put. in a tax pill.
gsenatoXr Moynihan. 1 think he other measures were social
gervice measures; not welfare reform. They are very much alive
as far as £his genate.

Seantof"Danforth° 1 don't rnink it is accurate to-say that

we are taking 7200. We are not. Ve are £akingd nothing more than
A3 | fiscal relief.

Senator:Moynihan. implied nothing mO¥er genator.
15 Seneror Danforth. 1t is the samé formula we had yesterday
16 | so you have exactly the same formula:

17 Take Texas: for example . Texas’qot 1.5 percent, and

the Poor people got 3 percent of the-benefits undex this program.

21 genator Moyniharn. 1f you want to get into the}sratistics,

22 | the statistics on who nas the poor people, for exampler in

23 California the AFDC payments raised people above-the*poverty 1evel

24 | Therefor® they are not recorded as important. They pegan as po

25

genator Danforth. We are talkingabout the qnantity of
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poor people,

Senator Moynihan., No, we are talking about the quantity of
welfare recipients.

Senator Danforth, No, we are not,

Senator Moynihan, We are talking a bout different things.

Senator Danforth. That is exactly the point, The point that
we are just trying to funnel money into certain States which have
certain kinds of welfare programs or do you want to get into the
question of helping people who are in need? All this is is a
sort of relief program with the benefits.that are apportioned

according to bailing States out, not according to helping poor

people,

The Chairman. Let me say this: This is the same thing we
did last year, Isn't that right?

Senator Moynihan,., That is right, What we agreed last year
to do for this coming year,

The Chairman, VWe also agreed to do this in Congress and
put it out on the calendar.

Senator Moynihan, That is right.

The Chairman. We are talkingabout something that we agreed
to. Now if we don't do this, then the States are going to be in
a very, very tight fiscal squeeze by the time we come back here
next year,

Now, the Senator from Missouri made the point that he thinks

that is a great thing to put them in a squeeze, squeeze the States

ALDERSON REPORTING COMPANY, INC.
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as much as we can.
From mY point of view the gtatus quo is that we have con-

tinued some;matching for the states and we are raking care of the

have and in the event w€ want to change the program, okay, Ve

the gtates ro try o advocate one xhing OF the other.

genator Bentsen. What is_Treasury's positioﬁ?

is related to~the matter yesterday. 1 assume ¢hat it would be
prought up again. 1 am prepared.to offer 2 compromise that will
be acceptable. I can rell you priefly what it is.

it would prOVide an additional $400 million per year for
AFDC and $200 million for Title 20 for three years eubject to

these conditions. These to be done on an option plock grant

can choosée either the existind 1aw OT the plock grant and to
operate and design their own AFDC program.

1 would gyrther agree ghat poth the base and the additional

$400 mill

pressure on the states with this provision that we

jg more ¢han 2 yeaXx ago novw. That 1is the law and that

. But 1 don't pelieve in tryindg ro put the pressure on

jon be updated py the cost of 1iving jndex, population
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1 and unemployment in the second and thirdHQears for those States
‘l’ 2 which elect the block grants. For those States which do not
3 elect the block grants option the $400 million provided would be
4 tied to the quality of growth standards as done in H,R, 7200,
5 I would be glad to vote for a 3~-year period if we could get

6l 3 block grant started both on the revenue and expenditure side.

7 | Now maybe you want to think that over.

8 Senator Moynihan, Senator, it is generous of you to think
o0 g | that way. I think that is too large a measure to consider at this
?‘2 10 | hour in this Congress., That is exactly where we should start in
; 11 January with these types of problems,

4
i,*

12 Senator Bentsen, Mr, Chairman, I would like to hear

13 | Treasury's position on this.

300 1TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

= .14 Mr, Lubick, The Treasury has no departmental position on
:3 15 this, The Administration is opposed. There are representatives
= 16 from HEW here who can speak to it,
> 17 Senator Moynihan, This is news to me, Is that the case?
18 Mr, Segal, Yes,
19 Senator Moynihan, I would like to have a vote on it anyway.
20 | The Administration is opposed to it., That is charming, that is
21 damn charming,
. 22 Senator Danforth, Mr, Chairman, we had the Secretary of
23 the Treasury here today giving reasons why the President is not
. 24 happy with the bill in its present form. Now we are talking about

25 adding a $400 million item to this bill that is not related in

- ALDERSON REPORTING COMPANY, INC.



1

7 W

po0d? g
200 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

and LaFr
Fward fls
- 5:30 pm,

10

1

12

13

14

13

16

17

18

19

22

23

24

25

oo 134

35

any way to taxation on which I don't think there have been any
hearings and which the Administration is opposed to,

Senator Moynihan, Just one second, We passed this bill
out of committee,

Senator Danforth. We passed a bill out of this committee of
which this was a portion in connection with other parts of the
bill., It is like saying vou have a cake when you remove the icing
from it.

Senator Moynihan, There was one fundamental reform,., The
only thing we touched on AFDC is the error rate, We said the
relief is conditioned on reducing the error rate, .That is
explicit,

Senator Danforth. You have the whole adoption question in
7200, |

Senator Moynihan. Which are legitimate questicns‘having to
do with social services,

The Chairman. I would like to report this bill teday,

gentlemen. I would ask that you go ahead and vote and come back.

"

ALDERSON REPORT




300 7T STRERT, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2346

10

11

13

14

15

16

17

18

19

20

21

22

23

24

25

The Chairman. I would suggest we call the roll on the
Moynihan amendment and the absentees can vote later on.

Senator Matsunaga. Mr. Chairman, I have discussed this
matter with Senator Moynihan, and he has agreed to modify with

another provision of H.R. 7200, which was unanimously adopted

by this Committee with reference to Puerto Rico. If vou'll recall

we have a compromise, the compensation for disabled, blind, and
the aged.

The Chairman. Unanimously agreed to.

Senator Dole. Does that take care of Guam and the Virgin
Islands? T

Mr. SEsrn. Puerto Rico, Guam énd the Virgin Islands are
coverea by the providion.

Senator Talmadge. Senator Moynihan, your amendment, I
understand now, includes the guantity controls that we have put
in HE.R. 7200 by the Committee by unanimous consent, is that
correct?

Senator Moynihan. That is correct.

Mr. Stern. This section also affects the Northern Marianas
so that you are talking about this whole Section 603 of the
Committee bill that related to the territories.

Senator Matsunaga. Right.

Senator Dole. Are you ready to vote?

Senator Danforth. Mr. Chairman?

The Chairman. Gentlemen, we can't hope to discuss these

ALDERSON REPORTING COMPANY, INC.
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matters all day and hope to- vote them out.

Senator Danforth. I don't want to discuss them all day. I
just want to discuss them for about two minutes,.

I don't see any reason at all why we have to put a fiscal
relief provision in this bill. It has nothing to do with taxation|
nothing to do with tax reform, nothing to do with welfare reform.

£ is simply throwing the money out. The facts are that the
states are not in a squeeze. The facts are that last year there
were about $30 billion worth of surplus in state and local govern-
ment. We are facing, what, a $40 billion deficit in the feaderal
government. I see no reason why we should be throwing this money
out, and eggecially on this kind of’disproportionate basis.

I point out to Senator Talmadge that Georgia has ¢ percent
of the poor families in the country and it would get 1.6 percent

of this money. £ 1s just a redistribution of cash, and the cash

is going to New York. :
t
. - I 1
The Chairman. Well, let's call the roll. I
i
Senator Packwood. Is the administration still opposed to e
H
j
this? ;
. » t
The Chairman. Yes.
Call the roll.
The Clerk. Mr. Talmadge.
Senator Talmadge. Aye.

!
i
!
i
The Clerk. Mr. Ribicoff. ‘
Senator Ribicoff. Ave. f

|

|
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The Clerk. Mr. Byrd.
Senator Byrd. No.

The Clerk. Mr. Nelson.
Senator Nelson. Aye.

The ?lerk. Mr. Gravel.
Senator Gravel. Aye.

The Clerk. Mr. Bentsen.
Senator Bentsen. No.

Tﬁe Clerk. Mr. Hathaway.
(No response.)

The Clerk. Mr. Haskell.

Senator Moynihan. Senator Hathaway 1s aye by proxy.

The Chairman. Yes, I have the proxy,

The Clerk. Mr. Haskell.
(No regponse.)

The Clerk. Mr. Matsunaga.
Senator Matsunaga. Aye.
The Clerk. Mr. Moynihan.
Senator Moynihan. Ave.
The Clerk. Mr. Curtis.
Senator Curtis. Ave.
The Clerk. Mr. Hansen.
(No response.)

The Clerk. Mr. Dole.

Senator Dole. DNo.

aye by proxy.

13i
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1 The Clerk. Mr. Packwood.
2 Senator Packwood. No.
3 The Clerk. Mr. Roth.
. 4 Senator Roth. No.
o 5 The Clerk. Mr. Laxalt,
2
o
2 6 Senator Laxalt. No.
&
s 7 The Clerk. Mr. Danforth.
| -
l N
g 8 Senator Danforth. No.
S
w & 9 The Clerk. Mr. Chairman.
M E A
: 5 10 The Chairman.  Aye.
Tz
o u}: 11 Nine yeas and seven nays. There are two Senators left
- = «
N <ZJ 12 | to be recorded. That would be Senator Haskell and Senator
o a
: . 5 13 Hansen.
o £
:} ?_ 14 Now, hold on just a minute. Let me just get this list
P
;:3 € 15 | here.
e
> = L !
. = 16 Senator Talmadge, ves, I have his name here. I have yvou ;
" ! ' |
3 oW 3
N i i
& 17 4 further down the list, Senator Gravel. i
2 ; !
18 Senator Hansen, I believe he had been heard from already. ;
Z i
% 19 Senatcor Dole. He clarified his. i
32 . ?
20 ! The Chairman. Mr. Nelson is not here at the moment. ;
3 ;
21 We will go to Mz. Danforth. ‘
y
‘ 22 | Senator Dole. That was the widow's tax Mr. Nelson had, which|

23 ! we took care of.
24 Senator Danforth. Mr. Chairman, on Monday I offered an

+

25 | amendment with respect to tax-exempt bonds which would give the

I i ALDERSON REPORTING COMPANY, INC. i




2
3
e
@ 5
oo
| g
| 8
| g 7
| S 8
N
' (4]
w8 9
T
‘ £ 10
v £
‘:J g 1
N
o A
@ £
to 30 =
| g 14
o 2
5 s
= S 16
~ @
£ 17
5 18
T
3
20
21
® -
23
24
25

bond holder the option of receiving a partial credit for interest

received as well as the present option that he has of an exclusion

This has negligible revenue effects. I believe it is supported
by the administration. It is a genuine tax reform proposal in
that it makes municipal bonds attractive to people in the 40
percent or lower tax brackets where they are not attractive
presently.

It should be helpful to local governments in that insofar
as the demand for municipal bonds is increased, the interest
rates could be somewhat lower.

My office has run this by a number:of people who were in
the busineé;. We haven't seen any apposition to it yet. I
tried it out on Monday openly in order to give anybody an
additional chance to comment on it. I don't know if there has
been aﬁy comment, but I would like to move it at this time.

The Chairman. Is there any further discussion?

Senator Dole. Is the Treasuryv for it?

Mr. Lubick. Yes, Senator Dole, w2 think this is an excellent

amendment. It solves a knotty problem that we have faced in

very appropriate way. It preservas ihe situation as far as the
states and local governments are concerned, and a2t the same time

is helpful to the Treasury from the point of view of its treatment

of tax exempt interest.

Senator Bentsen. Do I understand that is up to about 165

a

percent if you are about, say, in the 40 percent and below tax

ALDERSON REPORTING COMPANY, INC.
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The Cl&ﬂm Mr,

Byrqg.
(No response.)

The Cleryk, Mr, Nelson.
Senate, Nelson, I'1; Dbass, didn's hear the bii:,
The Clerk. Mr, Gravel.
Senator Gravel. Ave

The Clerk, Mr, Bentsen.
Senator Bentsen. Aye
The Clerk, Mr, Hathaway.
(No response.)
The Clerk, Mr, Haskell
j
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(No response.)
The Clerk.
Senator Matsunaga. Ave,
The Clerk. Mr. Moynihan.
Senator Moynihan. Aye,
The Clerk. Mr. Curtis.
Senator Curtis. No.

The Clerk. Mr., Hansen.
(No. response.)

The Clerk. Mr. Dole.
Sepatqg Dole. Aye.

The Clerk. Mr. Packwood.
Senator Packwood. Aye.
The Clerk. Mr. Roth.

{No nésponse.)

The Clerk. Mr. Laxalt.
(No response.)

The Clerk. Mr. banforth.
Senator Danforth, Ave.

The Clerk. Mr. Chairman.

The Chairman, No.

Mr., Matsunaga.

: 41

The way I have 1it, the nays are seven and the ayes are

three,

Senator Gravel.

The Chairman.

I said it backward.

Wait a minute, it is the other way around.

The ayes are seven and

ALDERSON REPORTING COMPANY, INC.
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The Chairman. Does Treasury go along with that? Does
that give the Treasury any problem?

Mr, Lubick. It does give us a problem, Senator. I am
| trying to --
The Chairman. A big one or a little one.

Mr. Lubick. -~ find out what the problem is.

Senator Curtis, The Treasury’s problem is that the
classifications are against them. The official classification
of the Department of Commerce lists a sod farm as a nursery.

The Chairman. You mean a farm whéée you grow grass which
you dig up -and then put on somebody's lawn.

Senator Curtis. Yes. You can't do that -- some of it vou
can, but the most of it you can't do that in one year, and it is
classified the same as tree farms and nurseries.

All I'want is the same treatment they get, that they do
not have to go on the accrual method.

Mr, Lubick. Basically, Mr. Chairman, the Congress indicated
that these large farms ought to be on the accrual method when it

enacted Section 447, and there are scme exceptions for the small

any other kind of farm.

produced annually, and so is livestock, and nurseries and tres

(General laughter.)

farms, and there ars exceptions for the family farms, but there

|
is no reason why a sod farm should be treated any differently from,

Senator Curtis. h, yes there is. These other crops are

ALDERSON REPORTING COMPANY, INC. I
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2 Mx . Lubick. Trees geem tO rake @ rather extended period of

q | time: sod takes apout WO years: 1 think that 1S 77

. genator curtis. Well, 1 don't xnow how you can keep an
§ 5 inVentory of grassS: and it doesn't chandge anybody‘s raxes-
~N
3T 6 The chairman. call the Wnite House -
-]
|
) 7 genator curtis. 1'm ralking apout real grass:s not -~
3
2 8 (General laughter.)
q et
a genator curtis- I understand the confusion on the Department

10 of Treasury-

11 Mr . pubick. genatoXr s we are ralking about corporations nere

W ASH\NGTON.

12 with annual jpcomes of over $1 million- They &re all keepind

inventories already for rhelr financial -

RS BUXLDING.
—
w

= 14 genator curtis- 1 am not rrying Lo changé rhat These
g

% 15 1arge corporations, +he 1avw ig now ehev have got to go on the
ad

5 16 accrual pasis- ;¢ doesn'® £it.

i

MY . Lubick. The small ones are already out, genator cartis-
1£ theY are anderxr Sl milliony they are alreadv out.

genatoXr curtis- But £he Government‘s oWn classificat

300 7TTH STREET,

classiiies sod £aYms as nurseries. This 15 the standard

classification s ssued py the Department of Commerce -

\

. 22 \‘ 1 ask for 2 roll call or a vote:- \,.

231? The chairman. ail in savor say ave. %

24 % (A chorus of ayes.) \
25‘% The Cchairman. opposed no - a
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(No response.)

The Chairman.

genatoXr curtis. Thank YO

again.

The Chairman. My. Bentse

genator pentsen. Mr. Cha

foreclosures.

the affect

Mr. Lubick.

£o the problem.

orted bY Treasury and 1
dgelines for the 100 per
1 estate investment £rrus
riod an additional two

y from the recession of

This was 2 P

ed industries and se

The Chailrman. Wwell, all

(A chorus ©O

£ ayes.)

The chairmal. Opposed, n

(No response.)

The Chairman.

Mr . Packwood.

genatoX Packwood. Mr. Chairman,

amendment that T

with

ment.

wish to offer

the same compassion they

This deal

The ayes nave it.

u, Mr. Chairman. 1 will wait my

n.

jyman, I understand this amendment
r is tO provide a clarification of

cent tax on prohibited transactions

ts, and would extend the foreclosure

years to provide for the slow

1975, which

roposal that

ems to pe a very reasonable soluticn

that T nooe

prOVided a bunch of

we worked out with

1 have & widow's tax

the Treasury will view

|
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those who are single people, mostly women, sometimes widows,
sometimes divorced, who have dependents, and this is the situation
and they are the most discriminated against of all of the people
who pay taxes.

If a man and a wife and two children are all living, the
husband is making $16,000 a year, they have four personal exemption
and they have under the new bill a $3400 dependency deduction. If
the husband dies, the widow immediately becomes a head of -- or
not im@ediately, after a one year delay, a head of household. She
is down to three personal exemptions,.énd with her standard
deduction drops into the present bill to $2300, and worst of all,
she ié’put into a higher tax bracket. Heads of household pay
higher taxes fhan do a married couple.

The facts of the situation ars that most heads of hcuseholds
make about 50 percent of what a married couple makgs. There is
hardly a group that on the average makes less wages and they

have less of a standard deduction, and they have a higher tax

-

dependents that exists because they are usually widowed or
divorced with children.

So I am going to move to change the $2300 under the present ?
bill to $3000, not to the $3400, but to $3000 for the standard
deduction. I want it to go into effact on Januarv lst, 1979,
and as at present, they will continue to be withheld as if they

were single, and with that provision, I would like to know what

i
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the fiscal year loss would be.

Mr. Shapiro. This is just saying that the standard deductiorn
which under the Committee bill is $2300 for single taxpayers,
$3400 for married taxpayers filing joint return, Senator Packwood
would provide that for heads of household it would be $3000.

Now, head of a household is a single person who maintains as a
home a household which is the principal place of abode for a
member of that household of a son, stepson, daughter and so forth,

if the taxpayer is entitled to dependency exemption for that

person.

.
«

The revenue effect on a fiscal year is between about $275
million. - -

Senator Packwood. I am curious, Bob, how do you come to
that starting January lst, if they are withheld at the single
rate, as they are now --

Mr. Sgapiro. Oh, I'm sorry, égu are not going to reflect i
it in withhold.

Senator Packwood. I am going to have -- they are withheld |

at the single rate now and I would continue that.

So I would assume that the £fiscal year impact has to be

those heads of household whe ars seli-emploved who withhold,
i

which I would take a guess, has got to be $5 million or $6 millioni
Mr. Shapiro. Okay, there is a small effect to the extent

of taxpayers who file estimated returns. There are very few of

those, so the estimate -- somewhere a little above $50 million --

ALDERSON REPORTING COMPANY, INC.
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Senator Packwood. $15 million?
Mr. Shapiro. §$50 million, for those who file estimated
returns. They may not have withholding, and that is because you

would keep them at the single rate. The full year effect is

$447 million. So it is $447 million on the calendar year effect.

Senator Packwood. I would say that these people are
certainly as entitled to the same compassion as those widows
whose husbands died, who are having an estate tax levied against
them because they were given no assumption of joint working with

their husbands, these people, again mostly women -- they are 96

percent women -~ either, in most cases widowed or divorced, making

an average salary of about $8500 a year and supporting children.

Mr. Sunley. Chairman Long, we would like to express our

opposition, but I would like to make these brief comments, because

there's two_conflicting pressures here.

I think you can make a case, as Senator Packwood has, that

on equity grounds, that sort of the exvenses of a head of

household are about the same as the exvenses of a married couple,

and that maybe thev ought to have the same standard deduction as
the married couple, and that is one of the roles of the standard
deduction is to sort of be an average for certain kinds of
expenses that otherwise can be itemized.

On the other hand, there has been concern expressed beior=

when this issue has been debated in your committee, of what

impact does liberalizing the standard deduction for heads of

|
|
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households have on the so-called married penalty, that you end up
in a situation today where a married couple has a standard deduction
of $3400 under your bill, and a single individual has a standard
deduction of $2300. So if a couple splits up, their standard
deduction would be increased from the $3400 they would get married
to $4600 if they are each filing as single or if one is
filing as a head of household.

Now, under this proposal, this approach, you would find that
a couple splits up and assuming one files as a'single individual --
he doesn't have the children, let's sa}i—— he would get a standard

deduction of $2300. The other spouse who has the children would

PN

get a standard deduction of, as I understand it, $3000, and so 1
they end up with a standard deduction, once they have split, of

$5300, whereas if they stayed together they had a standard deducticn

-

of only $34§0.

]

sort of basic eguity argument that the expenses of a head of house-
]

- . . 3 f .
And vyou have to weigh that, it seems to me, againsc this

hold may be similar to the expenses of a married couple. Aand it
does seem as though you can adjust this withholding by now allowinq
%

i
t

the heads of household to reflect this in withholding and only
giving it to them in a final payment so that it has very small
fiscal vear effect, it will have a very significant calendar

year effect that would significantly increase the cost of this

bill.

So we are unfortunately opposed to this amendment.

ALDERSON REPORTING EM
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Senator Packwood. I am using the same argument that was
used with Gaylord Nelson's widow's tax amendment, has a very small
fiscal year impact, but when you are trying to say that people are
going to make fundamental life decisions, they are going to get
divorced -- I have heard this argument made with pecple who are
single and have no children, and are not therefore, although I
think it is unfair, I am not here trying to change the tax law
as far as single individuals without dependents, but to say that
for a few hundred tax dollars people ae going to get divorced
and théy are going to split the children and one of them is going
to take the children, for the sake of gétting a $2500 increase. in
the standafd deduction is just folly. People don't get divorced
for that reason. They certainly don't become widow's for that
reason.

Mr. Sunley. I amclearly not suggesting, you know, that this
is a major”factor in, vou Xnow, coubles getting separated, but it
has been a continuing issue in the de5a£e over the tax system cf

whether we have a marriage penalty or single penalty or what have

you.

Now, I haven't seen todav whether the rates that this ceommi:ztiee

has agreed on have increased the marriage penaltv or decreased it}

I know that in our discussions with the Joint Committee staff,
we were trying very hard to design a rate schedule for joint
and singles that did not increase the marriage penalty, that 2eld

it down, because that has been a major concern of this Committee.

ALDERSON REPORTING COMPANY, INC.
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And it seems that we ought to be very careful in adding
in situations where we have increased the parent-marriage penalty.

Senator Packwood. Well, I am prepared to vote.

Mr. Sunley, if you are going to make the argument on heads
of household that it is a marriage penalty and that they really get
divorced for that reason, that is an incredible argument.

Mr. Sunley. Senator Packwood, I may sound incredible, but
just before I came down here I was consulted by a client whose
potential spouse had significant earned income, and the decision
on marriage-or not was indéed a matter“pf calculation and evaluation
of the tax consequences.

It does happen.

Senator Packwood. I would be willing to leave it to the
common experience of most of us who know people who have gotten
divorced, as if that was a factor, to know if that was a factor
in their thinking when they got divérced. |

T have no other comments.

The Chairman. Ordinarily, when people get married, tax
has nothing to do with it, but after they have been married for a

while, they start thinking about all those things.

(General laughtear.)

Senator Curtis. 1Is there a tax on marriage ceremonies?

The Chairman. Not to my knowledge, but let me just ask you
this, now. If we did this, you say that you have got at present

§
$2300 for a head of household, which is sort of between single

ALDERSON REPORTING COMPANY, INC.




2
3
® .
12 5
g’a‘
B 6
8
g 7
3
g 8
o
o g 9
Z
1 <
- & 10
- g
| g 1
N
[\ c_z: 12
| a
@
Fow @
‘ o
~ g 14
‘ =
- e 1s
2
] =
N =
> %
£ 17
3
% 18
T
20
21

. 223

23

25

16 |

24

18

person and a couple, is that it?
Senator Packwood. It is the same as a single person.
Mr, Sunley. Same as a single.
The Chairman. The same as a single person.
But doesn't a head of household get what amounts to about --
something more than a single person gets?
Mr. Sunley. With respect to the rate schedule, with respect
to the tax rate schedule.
Senator Packwood. They are taxed less than a single person.
They aré taxed more than a married couple.
The Chairman. I see. But now, asgﬁme vou had a couple with
two cqfldre;. Now, let's assume that the couple living together,
" how much standard deduction do they get? What is their deducéion?
Have they got -~

Mr. Sunley. Under your bill, $3400.

The Chairman. $3400.

{<]

@

and each took one child, what would they get, $6000°?
Mr. Sunley. Then they would each get $3400, $68300, if each
gets one child.

The Chairman. Under this amendment? I thought he said $3200

each.
Mr, Sunley. Each would get S3000, $6000.

The Chairman. They'd each get $3000. So if the two were

i

separated, each with one child, they would get a total of $6000

4 ALDERSON REPORTING COMPANY, INC.
— " '

11 right, now, iif the couple separated, under this amendmen
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deduction rather than the $3400 that they would be entitled to
if they were together.

Senator Packwood. If you presume that they will get divorced
for that reason.

The Chairman. Well, but we are talking about a marriage
penalty now. All right, now, that is a premium on family breakup.

Mr. Sunley. You could also put it another way. Two couples,
each of whom have a dependent child, two individuals, each of
whom haye a dependent child, they might consider getting married
and find that the expenses ére quite high. It may not have affected

.

their previous decision to get a divorce. They may have just
slammed the door and walked out,.
The Chairman. Then assuming that two people, each with

one child, considered marrying and making one family where you

have two today, then they would move from a $6000 deduction to

a $3400 deduction. They would lose $2600 deduction.
All I'm saying is that all of tha% just moved us away from

tax justice, equity and uniformity, and it costs a lot of money .

Is there a lot of cost to it or not?
Mr. Sunley. $450 million.

The Chairman. 3450 million +o move away from tax uniformitv,

v

away from encouraging people to form families rather than -~ and
giving a cash incentive to break them up?

Even if they didn't respond to the incentive, why would vou ‘

want to do it? It doesn't make sense. But that is the kind of
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thing, then, that leads to the other taxpayers coming in and saying
they are being discriminated against, and then --

Senator Packwood. Well, Mr. Chairman, you are flying in
the face of your argument that you have been giving us for years
on the earned income credit. It phases out at $11,000 now, and
if a couple is making $11,000, they don't get it. If they want
to get divorced and each take one of the children, and each
make $5500, they are entitled to the maximum earned income credit.
Your earned income credit is a marriage penalty.

The Chairman. But they are each supporting a child. You

have got toqgive them credit for that. *

Senator Packwood. Well, what's this poor woman doing?

The Chairman. And those are low income people. You hope
vou are going to keep them off the welfare by doing that.

Well, let us vote on it.

Call the roll.

The Clerk. Mr. Talmadge.

Senator Talmadge. No.

The Clerk. Mr. Ribicoff.
The Chairman. Yo.

The Clerk. Mr. Byrd. i
Senator Byrd. No.

The Clerk. Mr. Nelson.
Senator Nelson. Aye.

The Clerk. Mr. Gravel.

ALDERSON REPORTING COMPANY, INC. |
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Senator Gravel. Aye.

The Clerk. Mr. Bentsen.
Senator Bentsen. No.

The Clerk. Mr. Hathaway.
(No response.)

The Clerk. Mr. Haskell.
(No response.)

The Clerk. Mr, Matsunaga.
Senator Matsunaga. Aye.
The Clerk. Mr. Moynihan.
Senator Moynihan. No.
The Clerk. Mr. Curtis.
Senator Curtis. Uo.

The Clerk. Mr. Hanssen.
(No response.)

The Clerk. Mr. Dole.
Senator Dole. Ave.

The Clerk. Mr. Packwood.
Senator Packwood. Aye.
The Clerk. Mr. Roth.

(No response.)

The Clerk. Mr. Laxalt.
(No response.)

The Clerk. Mr. Danforth.

Senator Danforth. Aye.

ALDERSON REPORTING COMPANY, INC.
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Senator Packwood. Mr. Hathaway votes aye by proxy.
The Clerk. Mr, Chairman.
Senator Packwood. Mr. Chairman, I am curious. Senator
Ribicoff has co-sponsored this, and I was under the impression that
he was going to support this. Did he give a proxy specifically?

The Chairman. He gave me the right to vote the proxy.

Senator Packwood. Did he give it specifically on this
issue?

The Chairman. Not on this specific amendment.

Séﬁator Packwood. Théen I challenge the proxy.

The Chairman. I withdraw the proxy. The man told me this
morning to vote his proxy. I have got a few witnesses here that
he told me that.

Senator Gravel. He said on everything.

The Chairman. But if he is a cosponsor on the amendment,

I will not wvote it.

Senator Packwood. Well, as I recall, the rules of the

Committee didn't require that proxies had to be on specific issues.

e i

The Chairman. Senator, I can't recall it, but no, that is e
o i . i

not how we do business. We haven't been requiring that a oroxy:

i

{

be on a specifiic issue.

Senator Packwood. He had led me to believe that he continueﬁ

to be in favor of this is the reason I asked, but I haven't got his
|
t

proxy on it.

The Chairman. Well, I will withdraw -- well, Senator, now,

ALDERSON REPORTING COMPANY, INC, i
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the man told me in the presence of a lot of witnesses here to
vote his proxy, but if you say he is a cosponsor of the amendment,
I will withdraw the vote, and we will f£ind out how he wants to
vote when he has a chance to loock at it himself.

Senator Nelson. What he did say, on all votes except
two, and I have forgotten the two that were.

Senator Byrd. Everything except tuition grants and welfare.

Senator Mcynihan. Well, I don't think the Chairman needs
any witnesses when he says somebody said something.

The Chairmén. Well, if he is a sponsor of the amendment,
I wouldn't want to vote his proxy.

I ju;; withdraw his proxy, anénl will find out specifically.

Senétor Ribicoff, by the way, is at another conference. ©He
has been managing a conference for another committze. I know I
had tﬁe proxy, but I might be in error in voting it that way, so
just withdraw it. -

The Clerk. Mr. Chairman.

The Chairman. Yo.

Senator Hansen. I will vote no.

The Chairman. That makes it seven-seven. We will have to
hear from the others.

We naven't heard from Mr. Roth, Mr. Laxalt is not recorded,
Mr. Haskell is not recorded.

Next we will call on Mr. Matsunaga.

Senator Matsunaga. Mr. Chairman, I have two very minor

ALDERSON REPORTING COMPANY, INC.
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measures which the Treasury, I understand, will agree to, to
correct drafting errors in previous tax laws. One is with
relation to the Foreign Investors Tax Act of 1966. They
inadvertently, I believe, bmitted savings and loan institution
deposits where they should have included it along with deposits
in banks, that is, to gualify interest on deposits as possession
source investment income. I am not Senator Corrada, but it seems
I am representino Puerto Rico so freqguently here that I may begin
to look like Congressman Corrada.

(General chuckles.)

Mr. Lubick. We have no objectionhto that amendment, Mr.
Chairman.

The Chairman. What is the estimated cost of it?

Mr. Shapiro. It is less than $3 million‘we understand.

Senator Matsunaga. And the second is also something, just
to remove an inequity which I think the Treasury never intended, !
that 1s to treat horses, breeding horéés, like cattle.

The Chairman. Well, let's vote on the first one.

All in favor of the first thing say aye.

(A chorus of aves.)

The Chairman. Oopvosed, no.

Senator Dole. That's for the investment tax credit, the

other one?

Senator Matsunaga. The investment tax credit £for breeding

horses, not race horses, just breeding horses. There is a

ALDERSON REPORTING COMPANY, INC.
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limitation of $100,000 a year because they are considered used
property.

(General laughter.j)

Senator Matsunaga. And I brought this for Senator Dee
Huddleston.

Senator Dole. And I am a cosponsor.

The Chairman. What's the Treasury position on that?

Mr. Lubick. Senator, I tried to check and we are unable
to find out why the existing investment credit differentiates
between breeding cattle and horses, so we can't give vou any
rational basis for a distinction. Perﬂaps vyou will recall why
the Committee made that distinction, but we do not.

Senator Matsunaga. Mr. Chairman --

The Chairman. It violates the Egqual Rights Amendment.

Senator Matsunaga. I think the reason the distinction

was made is that there was some objection to race horses, but

- the amendment I am offering for Senator Huddleston excludes race

horses. This is just for breeding horses.
Senator Byrd. I second Senator Matsunaga's motion.
The Chairman. All in favor say ave.
(A chorus of ayes.)
The Chairman. Opposed, no.
(No response.)
The Chairman. The aves have it.

Senator Byrd.

ALDERSON REPORTING COMPANY, INC,
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Senator Byrd. Mr. Chairman, the House bill permits
florists, nurserymen and farmers to use the accrual method of
accounting and not take into account as inventory growing cCrops.
Now, this is the procedure which these groups had followed
prior to 1976. In 1976 the IRS issued a revenue ruling which
required ~~ I'm sorry, this has already been approved.

Senator Curtis. On sod, yes.

Senator Dole. You took care of it the other day.

Senatqr Byrd. This would deal with florists. 2ccrual
accounting by florists, farmers zand nuféerymen. It is in the

House bill~

Mr. Shapiro. We have a list of items in the House bill,
and at the appropriate time the Committee can bring them up anrd
the Committee can make a decision.

Senagbr Byrd. Well, I withdraw my proposal.

Mr. Chairman, I have just one other brief thing. I think thi
has been handled, but I am not certain. My understanding alsc
is that Treasury supports it, but Mr. Lubick can’t say. Under
the Subchapter S corporations, 1f one of the members has a trustee
or if there is a trustee as a member of the Subchapter S
corporation, then it can no longer be a Subchapter S corporation,
and I think this has been naandled before, but in the event that
it hasn't, I would like to suggest that the staff indicate
whether that is appropriate, whether it would be appropriate to

change the law to permit a trustee to be a member of a Subchapter

| TING COMPANY, INC.
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S corporation, provided all of the funds are distributed and are
handled the same way as any other Subchapter S corporation is
handled.

Mr. Lubick?

Mr. Lubick. Senator Byrd, we suggested originally in our
proposals in January -- and I think this is the proposal you are
talking about, is that a simple testamentary trust, one which
distributes all the income currently, as Senator Bvrd has said,

and a grantor trust for a period of time following the death of

the gréntor should be pefmitted to be shareholders of a Subchapter

S corporation. Under the 1976 act, the dgrantor trust was permitted

to be a shareholder up to the grantor's death, but that is an
estate planning device that is usually used as a substitute for
a will, so it is expected that that trust will continue, and it
would be unfortunate if the Subchapter S election automatically
terminatedwsimply because the granteor died.

Senatér Byrd. Well, let me give an example.

Suppose a Subcha?ter 8 corporation has £five individuals
involved, A, B, C, D, and E is a trustee for F. Now, under the
present law, as I understand it, you couldn’t have a Subchapter
S corporation on that basis.

Mr, Lubick. That is correct, Senator Byrd, and we made the

we recommended the change which I believe you are suggesting.

We would count the beneficiaries of the trust who are the recivpien

of the income as individuals for this purpose.

ALDERSON REPORTING COMPANY, INC.
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Senator Byrd. And provided the number of individuals did
not exceed the number that the --

Mr. Lubick. The 15, that's correct.

Senator Byrd. Yes, whatever the number is.

Well, I would like to make that as a motion then, if the
Treasury does not object to that change.

Mr. Lubick. We favor the proposal.

Senator Byrd. I have a letter here from John M. Samuels,

Deputy Tax Legislative Counsel who ends up by saying on behalf of

the Treasury I would like to express appreciation for your
suggestion, I believe it is a positive contribution.
Mr. Lubick. Mr. Samuels has since been promoted, so he

is Tax Legislative Counsel, in recognition of that fine letter.

(General laughter.)

Senator Byrd. Good.

The Chairman. Treasury can go along with this, can you?
Mr. Lubick. Yes, sir.

The Chairman. All right, all in favor say ave.

(A chorus of ayes.)

The Chairman. Opposed, no.

(No response.)

The Chairman. The ayes have it.

Mr. Gravel.

Senator Gravel. Mr. Chairman, the IRS in Section 212

of the Revenue Act of '78, as approved by the House, would

‘ N REPORTING COMPANY, INC.
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extend the statute of limitations for challenges by the IRS for

partnerships from three to four years. I, under what has been dond

to date, I don't think that that is necessary, and I would like
to see us not do that.

Mr. Shapiro. Senator, as of now, that is not in the bill,
and in other words, you don't have to do anything to keep it out.
What I had intended to do was at the appropriate time, to go over
a list of items that are in the House bill, and if no member

brings it up, it is just excluded from your bill. But as of now,

it is only in your bill if the Committee puts it in your substitutT

Senator Gravel. Great.

Mr. Chairman, the next item, very briefly, is we are going
to have a number of tax treaties coming up. We have had the
British treaty. It was very controversial.

I think it would be very important to assert the jurisdiction

this Committee and be consulted or have membership consultad

ifa

o)
on this Committee for these negotiation procedures, and so I
would like something placed in the record, whatever is approvpriate
I think the staff has looked at this.

The Chairman. Well, now, I don't want to challenge the

jurisdiction of the Forsign Relations Committee on a tax tresaty,

lu

but I do think that perhans our staff and maybe “he Joint Tax
Staff can help us to keep ourselves aware, abreast of what is bein
proposed in tax treaties.

Can you do that?
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Mr. Shapiro. That can be done, Senator. There are times,
I will say that every tax treaty that Treasury negotiates ahead
of time in preparation of the treaty. Then the treaty is submitted
to the Senate and of course goes to the Senate Foreign Relations
Committee.

The Joint Committee Staff has traditionally been the Tax
Staff for the Senate Foreign Relations Committee and that when a
tax treaty comes up, our staff participates as the staff for that
particular treaty.

A concern has been exéressed, however, that the Senate Foreig
Relations Committee is not a tax committee and therefore does nct
give the same attention to tax treaty matters that a tax writing
committee would, and the concern has been that maybe there should
be some consultation between the Treasury Department and the
tax writing committees prior to the treaty being negotiated. The
only gquestion, apparently you have worked this particular procedur
out in the case of trade matters, where a treaty would go go the
Foreign Relations Committee, but there is some consultation zhead
of time.

Senator Gravel. And this would be no different than what we
currently do.

Mr. Shapiro. Aas I understand, that would be the case,and

the only question I would raise is whether or not the Foreign J

s
{

Relations Committee would believe that this presents any encroac t

ment on their jurisdiction. I don't think it is intended to.
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And the Committee just wants to get its tax expertise involved
with regard to the tax matters that are referred to Committee.

Whether or not the Foreign Relations Committee would feel
that this is any infringement in their jurisdiction, I am not
personally aware of right now.

The Chairman. Mr. Lubick.

Mr. Lubick. Mr. Chairman, we are very anxious to have
the cooperation of the staff of the Joint Committee in working in
advance on these treaties to smooth the whole negotiating process
and tﬁe ratification process, and Mr. Shapiro and I have talked
about‘meeting on this regardless of wh;t you do to discuss the
procedures. So we welcome the opportunity for consultation and
cooperation, and we would very much like to see treaties put on a
fast track so that they don't languish in committee for a very

long time. It would help us if we could get them ratified very

e

quickly.

I have some concern, and I don't kXnow if this, what vou are

it

suggesting, Senator Gravel, calls for implementing legislation to-
be required as a prereguisite to a treaty. I would hope that we

that immediately. e would like to think about

Tha+ seems +0 involve scme Ffundamental constitutional

changes.

The Chairman. Well, now, I would just think that the best
way to handle that would be that the Joint Committee would try

to inform -- the Joint Committee would be in touch with Treasury

ALDERSON REPORTING COMPANY, INZ,
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32
and seek to inform Senators. Yu could send a memo to Senators
about what is being considered in the negotiation of these

treaties, so if someone wanted to complain about it or express

ey

a doubt that he had about it, that he could do it. But the last

thing on earth I want to do here is to encroach on the jurisdictior

of the Foreign Relations Committee on its jurisdiction of ratifyincg

a tax treaty. They have that jurisdiction and I don't want to

claim it, but I do think we ought to-- that we might be able ta

v

make a useful suggestion or two, and if so, that we ought to know

L3
9

about it. And obviously when the treaty comes to the floor, every

Senator on.this Committee, and many ofxthem are good experts on
taxation, has a right to express himself and get involved. And
that being the case, I think we have a right and perhaps a
duty to stay abreast of it and know what is going on.

I think vou can.work that out without putting something in
this bill.

ﬁr. Lubick. We would certainly move ahead to implement
that without any language in the bill. We were planning on it
in any event.

The Chairman. $o far the Foreign Relations Committee has

been verv good about not usurping our jurisdiction, and I don't

want to open ourselves to the charge that we are trying to encrogch

on them.

Senator Gravel. Well, if you feel this can be handled, I

don't want to press it.
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Mr. Shapiro. What the staff will do is we will work with
the Treasury to see to what «tent we can learn ahead of time some
of the negotiations they have, and work with the staff of the
Ways and Means Committee and the Finance Committee and try to
present that material to the Senators on the Finance Committee
and the Representatives on the Ways and Means Committee in
advance.

Senator Gravel. The next item I have, Mr. Chairman -- I hopre
this can get in the bill.‘ Presently -

The Chairman., Well, Senator, what I am trying to do is
for every Senator to offer an amendment and then take his turn
and come Back to him.

Senator Gravel. None of these were germane, but that's all
right. I'1ll wait for another turn.

The Chairman. I'll put you d»wn at the end and come back

to you.

Senator Talmadge?

Senator Talmadge. Mr. Chairman, this Committee adopted a
series of amendments to H.R. 7200 relating to welfars, every ona
of them designed to save money. I would hope that we could

adopt them en bloc. Section 520 relating to the WIN program;

Section 510 rslating to the method of payment for child support

collection services: Section 512 relating to payment to states Zor

compensation of court personnel in child support cases; Section

501 of H.R. 7200 relating to the guality control orogram; Section
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507 of H.R. 7200 providing for additional federal funding
on the AFDC programs for certain mechanized claims processing and
information retrieval systems, and Section 521 relating to
incentives to report income by AFDC recipients.

Every one of these would save the government money. Every
one of them has been approved by this Committee, and inserted in
H.R. 7200.

Senator Byrd. May I ask one question, Herman?

Senator Talmadge, Sure,.

Senator Byrd. On the incentives to report income -~

Senator Talmadge. Bill Galvin, wi%l you respond?

Mf. Géivin. The way the law and the HEW regulations are, the
earned income disregard provision in Title IVA provides no reason
for anyone to report income when income has been ascertained,
that é person is working at an earned income. What the regulations
permit and what the states do is they go back and recompute the
grant as though they had known all the time that the incomé

existed, and if there is any overpayment then, and there may

not be any, that is the only amount of the overpayment.

What this provision does is says if without good cause they
do not report income, then all of the income will be counted

as an overpayment.

Senator Byrd. Thank you.
Senator Nelson. Mr. Chalirman?

The Chairman., Senator Nelson.
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Senator Nelson. We handled that bill so many months ago
that I have forgotten what is in it. I recall that there were
provisions in it that I disagreed with that were adopted and some
that I did agree with, but I raise this point. This is basically
welfare and not taxes. I am just wondering what we are going to
the floor with, if we are taking welfare reform measures on the
tax bill.

Senator Danforth. That doesn't make any difference.

Senator Talmadge. We have some of both in here as the Senator

knows. This seems to be about the last train leaving the station,
and I think it is very important that ;pese provisions be
incorporated in here. i

Senator Nelson. But it is going to end up with so many
flat wheels that we can't run if we keep ~--

Senator Danforth. Mr. Chairman, could we get HEW's position
on this iZ theilr representatives are still in the room?

The Chairman. Are you for it or.against it.

Senator Moynihan. I'll bet you gﬁey are against it.

HEW Representative. Senator, on the provisions as vou
read them off, I am not sure exactly which ones theyv are. 1In
general, we would prefer not to see them attached to the tax
bill.

Senator Talmadge. I beg yvour pardon.

HEW Representative. In general we would prefer not to

see these provisions in the tax bill.

¢
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1 Senator Talmadge. 1In general, you would prefer not to see
2 | any welfare reform that reduces the welfare rolls, isn't that
3 correct? .
_.__.._. 4 HEW Representative, No, Senator, I think Mr. Califano has
g 5 been very clear about that. He is very eager to see reforms in
% 6 | the welfare sgystem.
?; 7 The Chairman. Well, just ask them specifically about that.
_ ) % 8 Senator Talmadge. All right. Section 520, relating to the
- ¢
o : 9 | WIN Program, H.R. 7200.
! T E,:': 10 HEW Representative. Senator, I dqn‘t recall, 1s that the
;C} % 11 increase in the WIN program? )
o~ = 4
Q 323 12 Senator Talmadge. Can vou explain that, Mr. Galvin?
Q. g 13 Mr. Galvin. Yes, that makes the WIN Program somewhat simpler
=¥ % 14 It provides for intensive employment training, employment search.
: § 15 It provides for a sanction in the program that would have to be
~ ; 16 | issued under regulations of HEW and Labor.
%
: 17 HEW Representative. Senator, I believe that we had indicated
:%: i8 | earlier that with proper protections Zor the recipients, we were )
g 19 | willing to support the extended -- %
) 20 Senator Talmadge. You do support it. ;
i
21 5 HEW Representative. I believe we do. f
. 22 Senator Talmadge. All right. g
23 The next is 510, relating to the method of payment for i
24 | child support collection services. !i
25 Mr. Galvin., That provision provides that if within nine s
-

i
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months after the -~ six months after the quarter has ended, the
child support agency has not reported:  the collections and
expenditures and the other requirements, that they will not
receive an advance fund for the gquarter thereafter. It does

not affect anything except advanced funding.

Senator Talmadge. That tries to make them chase down fugitive

fathers, is that it?

Mr. Galvin. That program is designed therefor, and what this

provision does is get reports from the states in time, and it
gives them approximately nine months to get that in.

Senator Talmadge., Do you support that?

HEW Reﬁresentative. Senator, { am sorry, I don't recall.
I would have to f£ind out.

Senator Talmadge. All right, Section 512 relating to

payments to states for compensation of court personnel in child

—

support pvavments.

My. Galvin. I think that evervone is aware of this position.

I know of no -~-

The Chairman. I recall the Secretary said the Treasury

was supporting that one.

HEW Representative. Yes, Senator, he did. ot for the pavxent

of the judges, but for additional court personnel.

Senator Talmadge. Beg your pardon?

HEW Representative. Yot for the pavment of judges' salariesJ

but for additional court personnel.
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Mr. Galvin. Judges' salaries are included in this.

The Chairman. Judges' smalaries are included in it?

All right, go ahead with the next one.

Senator Talmadge. Section 501 of H.R. 7200 relating to
guality control programs.

Mr. Galvin. Section 501 on the guality control program
establishes that basically the guality control program will be
operated in accordance with what the law is, that there could
be no excesptions. The reason gquality control is going up now
is that we have been keeping a close watch on it. They have
been making exemptions over the ?ears for not issuing Social
Security numbers, not counting WIN registration, and other
items of that particular thing, no assignment of child suppaft,
when a case came on AFDC, they had not been counted in quality
control errors.

Thev are now, and the guality control is going up. Whag
! this would do is would make it a permanent feature of law rather

i  than by regulation. It grants many items in there would be

I subject to regulation by HEW.
Senator Talmadge. Do you support that?

{EW Representative. Senatcr, iiI I understand correctly, if

! this is the provision that also would have put into statute the

level on which the guality control samples would be taken
q Y

and so forth, we oppose that. We felt that it was not necessary

j and administratively burdensome.
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Senator Talmadge. Section 507 of H.R. 7200 providing for
additional federal funding under AFDC programs for certain
mechanized claim processing and information retrieval systems.

HEW Representative., Senator, I believe we supported that.
I would have to check that.

Senator Talmadge. You do support that.

check that.

Senator Talmadge. Section 521, pertaining to incentives to
report income by AFDC recipients.

Mr. Galvin. We have already expléined that one.

HEW Representative. Yes, ané I believe we also supported
that, but again, I would want to double check.

Senator Talmadge. Then, Mr. Chairman, I move that we
incorporate the provisions that HEW does support.

The Chairman. All in favor éay‘aye.

(A chorus of ayes.)

The Chairman. Opposed, no.

Senator Danforth. Could we have a roll call?

The Chairman. Let's call the roll.

Senator Danforth. I haven't heard any reports of what
HEW does in fact support on this.
3 T have heard that we believe, to her recollection, on.

something that happened a number of months ago that maybe HEW

4 =

supported this, but in no sense does HEW support including it

!
_' ALDERSON REPORTING COMPANY, INC.
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in the tax bill, is that correct?

HEW Representative. That is correct, Senator.

Senator Danforth. And you really don't recollect for the
rest of it whether you support it or not.

HEW Representative. On some of those provisions I am not
entirely clear., It has been a few months,

Senator Danforth. I would just wonder, Mr. Chairman, at this
péint, whether very many members of the Finance Committee are
clear about this provision.

Senator Nelson. I am assuming, Mr. Chairman, that the motion
was made by the Senator to avprove the provisions that HEW
agreed upogt

Senator Talmadge. That have already been approved by the
Finance Committee and already incorpcrated in H.R. 7200.

Sena;gr Nelson. But I am assuming that there would be a
chance belore the report to cleck ;hd see.

Senator Talmadge. Exactly, now, as I checked what she agreed
to, it was 1, 2, 3, 4, 5 different nrovisions, I understand.

HEW Representative. Excuse me, but Senator, I did say
I would like to double check some of those pecause I wcoculd like

-

to be clear on it myself.

The Chairman. Yu are only offering the ones that she said -~

Senator Talmadge. Well, I am offering the ones that she

said she has agreed with.

Senator Matsunaga. Mr. Chairman, that was the understanding,
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1 that you were offering your amendment only on those provisions
2 | that HEW definitely agreed with.
3 Senator Nelson. Well, I am assuming that before we report
. 4 that there would be a chance for HEW to double check.
10 5 Senator Talmadge. Yes, check with HEW, that's right.
o
N
§ 6 Senator Nelson. And be sure that we are voting on those
&
] 7 that HEW agreed to.
%
N 1] » .
§ 8 Mr. Stern. Mr. Chariman, could you just repeat the section
O ; e
— a 9 numbers you checked off?
O ) i x y
o™ 5 10 Senator Talmadge. Section 520, Section 512, Section 501,
- Z
§ 11 Section 5307, and Section 521. I understood the lady to say that
o E , '
N g 12 she agreed to =--
| ) :
Q. *5‘ 13 HEW Representative. Excuse me, Senator, I don't believe
;Q 2
| ;“?i 14 that Section 501. If that is the gquality control amendment that
- g ,
- £ 15 I believe it is, we d4id not agree with that provision.
‘ o) s
= ~ 16 Senator Talmadge. Well, if vou are opposed to that, I will
- @
; 17 | amend it, but I think it is really the most important provision
= : |
n 18 i here because Secretary Califano has been making loud noises
Z 19 3 which I applaud, and he savs waste, graft and corruption armounts
20 | to $2 billion or $3 billion, and that is what I am trving to ston |
| . o sea o .
21 | by these guality controls, by penalizing inerficiency through
ki
i
' 22 * high error rates and rewarding efficient states with low
i
23 | error rates.
24 Now, are you against that?
25 - HEW Representative. o, Senator. think Secretary Califano
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would agree with your objective. The difficulty is that --

Senator Talmadge. If he agrees with the objective, he
ought to agree with the result.

HEW Representative. Well, the difficulty with the
particular provision as drafted is that the gquality control
process i1s one on which we work cooperatively with the states, and
we feel that writing this into statute in the degree of detail
that is in 7200, I believe in this provision, would unnecessarily_
hamper --

Senator Talmadge. All right, if vou will check with the
staff, we will just write in this act what you agree with. We
hope you will agree with a lot of it.

HEW Representative. But I think on Section 501 that is not
one we agree with. -

Senator Talmadge. Mr. Galvin.

Mr. Galvin. I personally have-tried for over a vear to gec
a letter from HEW, Dick Warden, the Leﬁislative,Assistant
Secretary for Legislation has been approached personally by me.
He has promised to have a letter, he started vromising six months
ago, he has got a letter on his desk. It has been there for
at least two months. He odromised a month ago that he would have
it down immediately. All he had to do was check with OMB. ¥We
have done our best to find out HEW's position, and it is
extremely difficult to get anything out of HEW.

The Chairman. Well, let's vote on the amendment, as modified
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1 All in favor say aye.
2 (A chorus of aves.)
3 The Chairman. Well, let's call the roll, let's call the roll.
. 4 The Clerk. Mr. Talmadge.
§ 5 Senator Talmadge. Aye.
N
2 6 The Clerk. Mr. Ribicoff.
&‘ .
] 7 (No response.)
=
%]
g 8 The Clerk. Mr. Byrd.
o
4 9 (No response.)
M g ]
~ g5 10 The Clerk. Mr. Nelson.
z
AR 5?: 11 Senator Nelson. Aye.
o =
N ‘ g 12 The Clerk. Mr. Gravel.
a8
o = 13 Senator Gravel.  Aye.
g ) [}
2 § 14 The Clerk. Mr. Bentsen.
(=] =
= E 15 Senator Bentsen. Ave.
o 2 16 The Clerk. Mr. Hathawav.
% i :
. ! ;
< g 17 (No response.) ;
= !
% 18 The Clerk. Mr. Haskell. ;
g ’ é
s 19 (No response.) i
5 | ]
20 | The Clerk., Mr. Matsunaga. i
2] ‘ Senator Matsunaga. Ave. :
!
. 22 ! The Clerk. Mr. Moynihan.
23 | Senator Moynihan. Aye.
24 The Clerk. Mr. Curtis.
§
25 | Senator Curtis. Aye. :
? e
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The Clerk. Mr. Hansen,
Senator Hansen. Aye.
The Clerk. Mr. Dole.

(No response.)

The Clerk. Mr. Packwood.
Senator Packwood. WNo.
The Clerk. Mr. Roth.

(o response.)

The Clerk., Mr. Laxalt.
Senator Laxalt. Present.
The Clerk. Mr. Danforth-
Senator Danforth. No.
The Clerk. Mr. Chairman.

The Chairman. Aye.

Nine ayes and two nays and one present, the amendment
o5

carries. That makes ten ayes. The amendment carries.

Next we will hear from Mr. Danforth.

Senator Danforth. Mr. Chairman, this has to do with

arbitrage, and it is a matter that pertains to Jackson County,

Missouri, I belisve Milwaukee, I believe Wichita, Kansas, and

some half a dozen or so other communities around the ccuntry.
In 1969, arbitrage was prohibited, and subsequent to that

date, as I understand it, what happened was that a number of

communities who wanted to issue advance refunding bonds would

issue the advance refunding bonds and then with the proceeds,
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strength to oppose something vigorously.

The Chairman. Mr. Bentsen?

Senator Bentsen. Mr. Chairman, I understand this is one
that is supported by Treasury and it deals with the mutual
fund administration of teacher annuities, and the manner in
which the withdrawals are made, and I believe it puts it on
some guidelines that are probably similar to withdrawals from
profit sharing plans.

Mr. Lubick. I think, Senator Bentsen, this is such a
good amendment that it ought to be extended both to the insured
403 (b) annuities as well as the noninsﬁred. Basically, it is

trying to .assure that these funds that are set aside will be

used for retirement, and therefore they cannot be withdrawn prior

to retirement without some penalty. The mutual funds have
indicated willingness to accept such a penalty, and we think

that is a Balutary principle which should be extended across the

#

board.

Senator Bentsen. Well, I would not be prepared to offer that .

without further consideration of it and understanding of it.
So I am just proposing it in the form in which I have stated it.
My . Lubick. We would accept it.
Senator Bentsen. Thank you very much.
The Chairman. Well, all in favor say aye.
(A chorus of ayes.)

The Chairman. Opposed, no.
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1 (No response.)

2 The Chairman. The ayes have it.

3 Senator Packwood. Would you put my name onf the list again
. 4 | at the bottom there.

5 I have got another one.

6 Senator Danforth. Can I be at the bottom also, Mr. Chairman.

7 The Chairman. Mr. Dole.

8 Senator Dole. +think first is the provision on payments to

9 offset the loss in tax revenues on Guam and the Virgin Islands, is

10 that in the House bill?

9
-
o
3
w
&
=
2
=
N
=
=1
N
9
a
-4
: g
s ]
Z
. é“' 11 Mr. Shapiro. ©No, it is not, Senator.
- =
| % 12 There is a question in the House as to the jurisdiction
\‘ g 13 of that matter. I think it may have been dealt with separately.
. b =
<24 . . . - . . - 2 . .
o2 £ 14 ) Initially it was under the jurisdiction of the Interior Committee.'!
= £ i
® 15 | I think someone has told me that they have referred that to the {
-y 2! :
o » 16 | Ways and Means Committee. !
] ! %
o 5 17 Senator Dole. Well, I have been -- ;
o =
| n 18 Mr., Shapiro. Okav, Senator, as I understand, that was referred
- 19 £to the Ways and Means Ccmmittee. They have marked it up and
o
N

20

(t

hey have ordered it reported. So they have agreed to it this

B nie— G

21 week. Tt is not in the big tax bill before this Committee though.;

?

ALDERSON REPORTING COMPANY, INC.
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| 23 | know Treasury dcoesn't like it, but --
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; 24 Mr. Lubick. We think that it is inappropriate, Senator Dole.
| . {
} 25 ‘ We think that if there is to be a ~-- if there is a cut in
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taxes and we have a mirror system, the territories are free to
pay their own taxes; simply because we cut our taxes doesn't mean
that without going through the regular appropriations process
that we should reimburse them for that. I think in the interests
of their own self-government, if they want to recompense themselves
for whatever revenue they may lose through a cut in tax, they
are entitled to levy that tax through their own legislatures,
and they should do it that way.

Senator Dole. Well, let me for the time being withdraw
that amendment and ask the Treasury if -- I had hoped to have
prepared a productivity tax credit. It would be a minor amendment
that p;obaply wouldn't cost a great deal, but it would apply to
emplovees and emplovers, and we have got tax credits for

machinery, and what we are trying to deal with is inflation.

We decided last week we weren't going to index for inflation.

We have been discussing tax credits and a number of tax incentives
‘;

for the past week, but I propose that we initiate a productivity |
i

§

{

i

tax credit, and then provide, say, a ten percent tax <

ja i

the worker based on his wages up to a certain point if gmplove

by a company that has not raisad its prices over a modest level
from the preceding year.
Now, what I would really like to do is -- I am certain it

is premature for the Committee to act on it today, but request

that the Treasury Department be instructed by the Committee to

do a studv, and you may be already in the process of doing that

ALDERSON REPORTING COMPANY, INC. |
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and maybe have something available in the next six months, the
possibilities of using the tax system to control inflation, and I
could give you some more details on that provision.

But all I am suggesting is perhaps we ought to take a look
at it and see if it has any merit, and then let us know:

Mr. Lubick. We would be very pleased to do that.

Senator Dole. Is that all right, Mr. Chairman.

The Chairman. Sure.

I would like at this point just to get on some of these less
controversial items that arxe in the House bill that we are going
to have to do something about one way g% the other, I would prefer|
that thosemthat are more controversial, that you just wait until

we have more people here, but --and we may have to go till tomorrow

morning to report this bill, but on the less -- what are some of

the less controversial things in that House bill that you think |
we ought to-give yvou an answer on whether we want it in or not
in?
Senator Gravel. Well, are we going to take ur the balance
of what we have? |
The Chairman. Well, I am gecing to do that, ;
like to get just some oI those less controversial things disvcsed !

o

th

Mr., Shapiro. I think a few of these I can run through very

guickly.

The first one is --

i
*
)
¥
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The Chairman. It is decisions that have to be made, but
the less controversial ones, I think maybe we could decide some
of those right now.

Senator Nelson. May I ask a question first? I need to go
over to the floor.

Are we going to meet to finish the bill in the morning?

The Chairman. We may have to, but I would like to finish
tonight, but I just don't know.

Senator Nelson. Well, I would like to just make one point
before I leave.

I had thought we were going to bé'looking finally at a
package that comes within‘the $§21 billion or something, but -on
the -- on my friend President Dole's proposal this afternoon of
a billion dollars that we had a voice vote on --

Senator Dole. Well, we reduced that to about $200 million.

Senator Nelson. Can't we get it down to about $10 or so?

Senator Dole. Well, somebody hasfto represent the handi-
capped on the committee.

Senator Nelson. I didn't see the -- I didn't know you got
that. What did vou do, get your billion and then negotiate it?

Senator Dole. Yo, we never -- we negotiated =-- it is much
like the widow's tax. We negotiated it a lot that you had, and --

The Chairman. What is vour estimate of the £full cost of
it now?

Mr., Shapiro. Senator, we ars estimating now that you are

ALDERSON REPORTING COMPANY, INC.
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about $2,3 bhillion above the House bill.

The Chairman. For this particular amendment, what is the
estimated cost in full operation? -

Senator Hansen. Are you talking about the handicapped
amendment?

Senator Dole. We took off anybody that had a government
pavment, then we cut it down to 3$500.

Mr. Shapiro. It is approximately $200 million in f£ull vear
operation, we understand.

Senator Nelson. Well, I didn't khow vou got it back down,
and I have no quarrel at all with Senator Dole's objective.

I was interested in the comments of Treasury about the targeting

of it, and I am concerned about the amount, and I thought at some

stage we were going to have tc deal with the guestion of sgueezing

-

this, som; items down here so that we got itvdown to the budget
resolution. T

I have got a couple =-- I have got a good capital gains
tax proposal here that would oprobably save us about a billion.
I don't think I got many votes for it, but it would help the bud

b wed —

balancing.

Senator Dole. Well, we did cut this down 80 percent or more

Senator Nelson. Well, you will be meeting tomorrow morning?

Mr. Shapiro. Senator, there is a conference on the tuition

tax credit scheduled for 10:00 o'clock tomorrow.

Senator Curtis. That is a small conference. I will abide
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by the Chairman's decision, but I doubt if we can finish tonight.
We are still working on the floor and have to get some calls over

there.

Senator Dole. We could go through some of the House provisions

The Chairman. Well, I would like to get as far as we can.
If we can't report tonight, my thought is if we can't report
tonight, I would like to come back in here at 8:00 o'clock tomorroy
morning. That would give us a couple hours before the conference
starts.

I'm told there is a Républican cgpference at 8:00 o'clock.
We'll come in here at 9:00 o'clock and then maybe it could be
worked in such a fashion that someone over there in that conference
could communicate with those Senators and call in here and tell us
how they wanted to vote on these matters so that we could --
well, we have this problem that our staff can't be at both

s

places. . {

.

Mr. Shapiro. Senator, it may be that you can start the

conference in the morning and then have this Committee pick up in

t
. !
the afternoon, earlier in the afternoon, and you vrobably will only

need, I don't know how many amendments the Senators have, but g
H
i

pased on the House list, maybe an hour, hour and ahalf, and
!
§

two hours, and then if the tuition tax credit conierence reconvene$

4

tomorrow afternoon, maybe let that reconvene at 3:30 or 4:00

!

i

|
o'clock, in other words, just go into tuition tax credit in the {
i
morning, vick this up between 1:30 and 2:00 and then reconvene !
!

%
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the tuition tax credit conference at 3:30 or 4:00.

The Chairman. Well, we have a vote right now. We really
oucht to try to get more of this done tonight if we can. |

Senator Gravel. Let's come back.

Senator Packwood. Well, let's go vote and come back.

Senator Gravel. There is another hour of legislative work,

S0 we can come back.

The Chairman. Are the Senators willing to stick around for
another? All right, let's go vote and come back.
(A brief recess was taken.)

WA
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gs WARD The Chairman-. The other genators will be along shortlY-
q"Fake
' 2 Have VWe raken care of yowur amendment, genator Dole?
3 genator pole. 1 4id not have an amendment. 1 have one 1
‘ 4 called rothe attention of Mr. ghaplror the provision of ERISH
E 3 which 1imits penefics under the defined penefit plan to & -
[\
< .
%\ 6 percent of participants, high three years of compensation.
[~
¢ v
2 ,<7 Apparently, trhat has sone jmpact on about 75 participants
§ 8 in the Major League Baseball players penefit plan wWho are in th
3]
a
Z ? salary range of $10,000 to $20,000.
& 10 ' |
S 1 gave & copY ~~ are you familiar with it?
Z 11 ' S
. ; . Mr. McConaghy. yes.
%,
Zz 12 genator pole. I do not xnow if there 18 any jmpact at
a
vl
2 13 : ) ,
2 all, put T think we sugge@ted an amendment there oI page 4.
2 4
2 Mr. McConaghy.. The revenue 7 yes-
g 15
% genatoTr pDoTe- 1 do not know whether there 18 an objection
16 .
z ro the amendment-
g V7 : : s
e The Chailrman- what 1S the Treasury POSltlon?
& 18 : s |
- Mr . Lupick. This is aP acceptable amendment.
£ 19
g rhe Chairman: all in favorr say aye?
20
(A choxrus of ayes-)
21 )
The Chairman- Opposed, no?
22
(No response)
23 \ .
The Chairmat- The ayes have 1t-
24 )
Mx . Moynihan?
25 . )
genator Moynihan. Mr. Chairman: 1 have three peasures:.
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pelieve I am allowed one at a time.

The Chairman. -I have a note here what you had in mind,

~one that you thought Senatar Hathaway wanted a vote on his

amendment and wanted a roll call vote on it. He is entitled
to it.

Two, you were interested in the inclusion of the unemploy-
ment taxes in the Housg bill of 50 percent of income, and that
is somethihg you are going to cover, Mr. Shapiro, when you go
through these House aﬁendments, right?

Mr. Shapiro. That is correct.

The Chairman. The other thing tgét you had here was a
syndicated—partnership audit that the Treasury was interested in.
I would think that the top item, the one about AMEX, we
will votg on that when we have everybody here, or as many as we
could get, and the staff is going to cover item two. Why do you

not bring Gb item three? | .

Senator Moynihan. Thank you, Mr. Chairman.

Mr. Chairman, the proliferation of long-syndicated invest-
ment partnerships which are largely engaged in tax shelter
activities, have caused serious administrative problems for the
IRS and its efforts to enforce the very complex tax laws which
afe applicable to ventures, ventures which might have 5,000
partners.

Under existing law, the Service can now finally determine

partnership issues in a single administrative or judicial

ALDERSON REPORTING COMPANY, INC.
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proceeding. Rather, it must identify and control the return of
each investor whose tax liability is affected by such a partner-
ship issue and either resolves that issue in the audit of the
individual's return, get the individual's consent to an extention
of the statute of limitations but hold the returns open pending
resolution of the partnership issues in a test case, or issue
an assessment to the investor and allow him to pursue separate
administrative and judicial appeals.

I understand the Service has over 70,000 returns which are
in suspensé, awaiting resolution of thése issues, and these pro-
cedures. are burdensome to the Service. They pose serious diffi-
culties inwmounting effective administrative reviews of syndicated
partnefship ventures.

I am told that they frequently take gquestionable positions
on the partpership return in the belief that those conditions
may go unchallenged due to the difficulties imposed on tﬁem by
the existing procedures.

The Administration's proposal is a complex one which I know
that Mr. Lubick can identify, but it seems reasonable to me -- I
have gone over it with them. Sir?

Senator Dole. It seems to me that it would be very complex.
Do you think it is something that we ought to address at this
time? Have we had any hearings on it, or are hearings necessary?

Mr. Lubick. There were hearings in the House and it is

partially in the House bill. The House adopted a limited form

\
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4
pending further study. The House limited the application of
the provision in two ways: one, it limited the partnerships to
which the provisions would be applicable to those that are requirqd
to register with the Securities and Exchange Commission.

. Senator Gravel has already indicated that that, perhaps is
an undesirable restriction because it might make it more difficuly
to market those type of partnership arrangements. We have
suggested that the provision ought to be applicable with respect
to their syndicated partnérships that are defined in the legis-
latlon that you enacted in 1976 in Section 464 (c) which basically
includes those that register under the blue sky laws of individual
states, the intraséate cnes.

The second aspect that the House acted on was to‘limit the
prﬁvision to give the Service additional time to audit by
extending the statute of limitatiors. We suggested that we should
e able to go béyond this, that the issue of partnership by
ability ought to be déterminable by treating the partnership'as
an entity for audit purposes and for litigation purposes in
court.

At the time that the matter was proposed in the House, a
question was raised with respect to the protection of the
dissenting partners who might differ from the managing partners
in the handling of the case.

Since that time, we have Jdone some work. We have talked

with both the American Bar Association and the CPA Association,
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the American Institute of CPAs, and as with the tax section,

in the case of the Bar Association, no formal action has been

taken but the leaders of the section have indicated that they sup-

port it in principle. I believe the CPAs do support this in
principle.

We suggest that if we adopt this entity approach we have
developed language which will protect the dissenting partners
and that. seems to obviate the only real obstacle that existed
in connection with the entire proposal.

So we would suggest that you oughﬁ“to do two things. One
is to extend the coverage to the syndicated investment partner-
ships as you have already defined them in 464 and, at the same
£ime, apply ﬁhat proposal not only to the extention of the
statute of limitations but to the entire audit and litigation
procedure:m In that way, the Service will be able to handle the
massive volume bf tax shelter partner;hips. These partnerships
are formed with partﬁers,.gnly a partnership interest in tiers.

We héve found with as many as 7500 different returns,.and
to adjudicate those, where thé returns are all over the country,
to keep all of the partners open, is almost an impossible
task.’

‘ Therefore, we think that we can get a handle on this sort
of activity by auditing at the partnership level, treating the
partnership as an entity, just as the corporation is today.

The Chairman. After this amendment was called up I was
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handed this note which said that this proposal is opposed by
the Louisiana Federally Registered Partnerships.

Mr, Lubick. I would suspect that their objection is the
same one that Senator Gravel was raising, namely if one singles
out'the Federally-registered partnerships, you encourage invest-
ments in the intrastate partnerships that do not have to register
Federally.

The principle is perfectly sound, but if you are only going
to apply a<éound principle to one class ==

The Chairman. Lét me say this now. We hope to report this
bill tonigpﬁ and this is the first I ha&e heard of it. I had no
knowledge of it, and it may very well be that I could go along
with the amendment, but I would at least like to have an oppor-
tunity to discuss the matter and also let these people explain
what their‘argumgnt is so that we would have that account
available‘to us.

.I may thoroughly agree with you,hbut we have not held a
heafing over here. Have you had a hearing, Senator Byrd?

Senator Byrd. ©No. I was wondering on that, why something
like this should not be submitted to a hearing.

The Chairman. That is the point I had in mind.

It seems to me that Senator Byrd and Senator Haskell have
made themselves available on matters like this, one on the tech~
nical parts, the procedural parts of the law, and Senator Byrd

has been holding hearings on many of these complicated tax laws.

IIIII ALDERSON REPORTING COMPANY, INC.,
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Mr. Lubick. This was a part of the hearings on the tax
bill. The Secretary had included it in their recommendations.
He spoke to it in the general hearings you held on the tax bill.

Senator Byrd. Not in detail. No hearing was held on this
specifically.

Mr. Lubick. This in gross?

The Chairman. I do not think it is asking too much to let
this métter be considered as a Floor amendment. It may be that
I am with you on the thing, but I would certainly like to have
an opportunity for some of my constitugnts -=- I look down here
to see people I hope will support me for office, and I would at
least hope that at least that they gbld have a chance to explain
theireasonsitheyfare-agéinst'*# this rather than you say they are
against it for such and such a reason. That may not be the
reason at“all.

I think, in fairness, that the other side is entitled to
be heard. It may be that you are entirely right about the thing.
I do not want to find ourselves in a situation like we did where
Harry Byrd thought -~ he had a strong difference of opinion.

He said it ought to be suspended, the éarry forward basis. I
have been trying to get Harry Byrd to go along with something in
the spirit of compromise. His reaction is that he does not want
to be caught in a fast shuffle again like he felt he was last
time. ¢

Senator Byrd. Mr. Chairman, my guess is that I will support

IIIIIIIIIIIIIIIIIIII ALDERSON REPORTING COMPANY, INC,
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what Mr. Lubick wants. My guess is I will support him, but

I really believe that, at ten minutes to 8:00 on the last night
when we are marking up this tax bill, to have a new, complicated
procedure thrown at us, it seems to me, as a matter of policy,
we ought to determine whether we are going to go into all of
this.

’The Chairman. It may be that I can go along with you on
it. I'just do not want to agree tonight. I would hate to agree
tonighﬁ'and then find out when the bill is out that I have to
ask somebody to strike something out of the bill we agreed to.

I would hope that we can go élong with you, but even though
it may have been in the Seéretary's statement, I was here when
the Secretafy testified. I must say that I did not remember
it.

ALl f’know is that I am going to have a couple of unhappy
constituents if I do this tonight. I think they are entitled
to communicate and explain their reasoning.

Mr. Lﬁﬁick. Is there some procedure we can take to work
én this between now and the Floor?

The_Chairman. This bill is not going to pass the first day,
Mr. Lubick. I would be delighted it it were passed the first
day. Call it up and pass the bill. Boom, call the roll.

It is not going to happen that way. We will have time to
work on this. I hope I can accommodate you on this. It sounds

great, but at the same time --Senator Moynihan is nodding, he
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sees my problem. If ﬁe had an expression of concern from his
constituents, he would feel the same way about it. He would
want to know a little bit more about it before he votes.

Senator Byrd. My point is, Mr. Chairman, even if we do not
have an expréssion of concern on the part of constituents, we
ought t§ know what we are voting on, and I do not think anybody
on this Committee understands this proposal.

Mr. Lubick. May we undertake to educate you during the
period between now and the Floor debate?

Senator Dolei We will do the same.

The Chairman. Mr. Gravel?

Senatgr Gravel. Mr. Chairman, I have two small ones, and
I will be done with my agenda. Under present law, we have a
five-year rapid amortization for ocean equipment, for clean air
and clean water.  For some reason this is not applied to the
Safe Drinking Water Act of 1974, so all I would be asking is
that we have the same rapid amortization for government—mandated
pollution control facilities for water companies that we have
under the Cleaanir and Water Act.

The regulations would have to come forward from EPA, and
they would have to abide by those regulations. That would be
the criteria.

That is all I am asking for. Are you familiar with it?

Mr. Shapiro. The problem we have right now, Senator, is

that there are no regulations under it. We do not know the
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extent to which that Act applies, so there is no way that we
can clearly interpret it or give you a revenue estimate until
they come out with regulations interpeting how it applies.

Senator Gravel. From a policy point of view, would we be
making any different judgment than we have presently made on
gnvironmantal legislation to date on the Clean 3ir Act and the
Cleaﬁ Water Act?

Would we be making any different —- that is a policy questior
Either we are consistent iﬁ our policy approach or we are not.

Mr. Shapiro.  The direction of the amendment is consistent
with what has been taken.

Senat;¥ Gravel. Could you take it that far, then?

Mr. Lubick. Senator Travel, we did agree with Senator
Bentsen that we would study a related problem in connection with
the ocean:mandated equipment. I wonder if we could include
this.

Senator Gravel. Do we presantly'give a rapid amortization
for OSHA equipmént?_

Mr. Lubick. 'No, we do not.

Senator Gravel. We presently give a rapid amortization,
five years, for anybody who has mandated devices that they have
to put on to clean air and water. This does not take a study.

I could sit here in two minutes time and understand the policy

ramifications. ®ither I am for it, or I am not. If I am for

giving some pollution devices and not others, fine, but if I

L .
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blissful ignorance. At least we are consistent with the policy.

The Chairman. You might as well explain the Treasury
position.

Mr. Lubick. We are opposed, Senator Long. We do not believe
that the rapid amortization is an appropriate way to address
this problem. It does create distortions economically in favor
of retrofittinglas opposed to purchasing new equipment which
accomplishes the same purpose.

I do not know what the revenue is. I just learned of this
amendment within the last hour or so. As Mr. Shapiro has indica-
ted, we are not really exactly sure what equipment we are talking

—

about. _ -

I would ver? much prefer it if we could include it in a;r
study_and we will get back to you within the next few months.

Senator Gravel. I would like to strike any rapid amortiza-
tion we have for clean air and clean water and also study that
so we can all be consistent in Federgi policy. I do not see any
logic.

The Cﬂéirman. I would urge you to consider withholding it
now. We can give it further thought, and offer it on the Floox
if it looks like we can come to terms on it. We have a lot of
amendments here.

Senator Gravel. Fine. I will offer it on the Floor and

put Treasury on notice, and staff on notice, that if they have

some legitimate reasons why it should not happen, I will withdraw
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it. But I just do not see inconsistency. There is nothing that
has been said by staff or Treasury that leads me to any validity
to inconsisténcy, but I will hold it to the Floor and have
another shot at it and I will give you a chance to do your
homework.

Fair enough?

The Chairman. Senator Gravel, one more?

Senator Gravel. We discussed this earlier. This was earliex
in Committee, dnd that was on the at-risk provisions of eguipment
leasing. I talked a little bit with Tygasury on it,

Senator Dole. That was in the House bill, is it not?

Senator Gravel. There is one ;lement in the House bill but
the House bill only compounds the injustice, nét solve the
injustive. We could strike out that, but in addition to striking
out the Heuse bill, the Treasury may be prepared to do something
that, I éonfess, I do not understand.

Mr. Lubick. The problem that has been raised by all of the
persons who have met with us can be solved by a rule that adds
aggreéation of leases for determining the amount at risk. If we
have a number of leases and we pool them together and give the
total investment for purposes of depreciation, that will give a
larger amount at risk, particularly as older leases of equipment
are involved, the indebtedness against the equipment is reduced
producing a larger amount at risk. And, for this purpose, we

£ -

would suggest that if you permit aggregation on a retroactive
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Senator Dole. I do not think we need to strike it. Just
do not put it in our bill, and then we can go to conference.

Senator Gravel. That is what I mean. Do not put it in our
bill.

Mr. Lubick. Do you have a problem with aggregation? I
think you should get the aggregation in to establish that

principle. That is not in the House bill.

Mr. Shapiro. That could be done in conference, if you wanted

tol

Senator Gravel. What would be staff's comment on aggrega-
tion?

Senator‘Dolo. We are concerned dout the clousely-held
corporations. I am not certain I understand what impact aggre-
gation would have. What little that I do know --

Mr. Shapiro. There is really legitimate concern in the
Administration's proposal as to leéitipate small businesses that

compete with larger businesses where larger businesses are not

covered by these provisions and the smaller businesses are.

The problem is that making a distinction as to which of these

small businesses and closely-held corporations are legitimate
corporations and which of them are simply a tax-sheltered
operation. The tax-sheltered operations were the ones that the
Treasury were directing their attention to, which the Ways and
Means Committee wanted to cover,

The concern over legitimate small businesses is not focused
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on significantly until after the Ways and Means Committee acted.

The groups that have talked to staff in regard to corpora~
tions have indicated that the aggregation rule pretty much
covers their cases.

Let me be very fair and say that that does not mean that
every one ~~ that may be only the ones who talked to us. There
may be soﬁe other businesses who have not talked to us who feel
that it is not covered and apparently you have letters that so
indicate. Or maybe they do not understand the way the aggrega-
tion rule works.

But I Would say that the closely~held corporations who have
discussed this iésue with ;taff believe that the modifications
that have been suggested would cover them.

%he Chairman. Why do we not put the aggregation rule in
our bill - that is not in the House bill, is that right, Mr.
Lubick?

Mrx. Lupick. That is right, Mr. Chairman.

The Chairman. Put the aggregation rule in our bill, and
ﬁﬁe Hoﬁse has the at~risk provision in their bill.

Mr. Lubick. The aggregation is a part of the at-risk. It
is a way of computing what is at risk.

The Chairman. Put the aggregation language in, right in
there.,

Mr. Shapiro. If there is to be the at-risk provision

applied to corporations, you would like to have it aggregated.
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Senator Dole. Small, closely-held, five shareholders or
less. |

Mr. Shapiro. Senator Long is not suggesting we agree with
the House provision? |

The Chairman. I am saying, why do we not put the language
in so we have the verbage in there which would mean if you wanted
to go to -conference and agree to the House language with the
aggregation rule, if tﬁat is in conference; and, on the other
hand, if you want to -- it may be the judgment of the conferees,
if you debate the matter for awhile, yéu may decide you do not

want any of it.

You can have‘all of it, none of it, or have the House
language with the aggregation rule. You have your options open.
'I am sure the House people would make a small argument
parallel tq;the Treasury position. ~They voted that way and sent

it to us, and I am sure that would be éﬁeir case.

Mr. Shapiro. The problem is this. If you go to conference
without anything and the House insists on their amendment and
you havé to accede to it and this provision is put in, we do
not have the benefit of hearing what the corporations affected
really think of it. By doing what Senator Long is suggesting,
you are not binding yourself, you are not agreeing to a provision,
What you are saying, i1f it is accepted, youwill do this, and
therefore I think that we can get the comments of those we have

not heard from and they can see how it is drafted, .what the
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Committee report will be written about it, and get the comments
on that.

Senator Dole. On the basis we ;re going to reject the
extention of at-risk in the House bill, that would be all right.
Mr. Shapiro. That is what Senator Long is suggesting.

The Chairman. Tha£ way, in conference, the whole thing
will be open. You;can do it the way Treasury wants to do it, or

not do anything.

Mr. Lubick. 'I assume what we are talking about here is
with respect to the equipment leasing. That seems to be the
only problgg.

As far %s the rest of the at~risk, the phonograph records,
those parts of the House bill are perfectly satisfactory.

The Chairman. Equipment leasing. All in favor, say aye?

(A cherus of ayes.)

The Chairman‘. Opposed, no?

(No response)

The Chairman. The ayes have it.

Senator Gravel. One last thing, Mr. Chairman. When we
altered the capital gains tax, this was legislation I had secured
some time ago, and that was an investment tax credit advantage
for virgin materials, pulp. A2and now, when we alter the capital
gains tax what we will do is place -- again, we will alter the
inbalance that we established, that was that virgin material would

receive the same tax advantage as recycled material.
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T think, from a policy point of view, we would like to keep
that same balance that we had. The only way we can do that is
increasing the investment tax credit for recycled material on
pulp.

As you recall at that time, I fought long and hard for a
whole cross-section of recycleables and ali I got was pulp, and
that was carried on the Floor quite overwhelmingly.

I am trying to establish that inbalance that is .
created by giviﬁg the virgin pulpwood producers, lumber companies,
an exgra tax advantage not shared by the recycling people.

Mr. Shapiro. Senator, one of the times you were not here,

since it is in the energy bill and there is an energy conference
on Friday., that the Committee defer consideration on that in this
bill'and wa%t until after the energy’ conference meets, and tﬁen
it could be handled at some other time.-

Senator Gravel. Thank you.

I apologize for taking your time. I did not realize that
that was so.

The Chairman. Senator Packwood? He is not here at the
moment..

Seﬁator Danforth?

Senator Danforth. Mr. Chairman, this will be a controversial
item and I would like a roll call on it. I think I can predict

the outcome, but I think that it is fair to say that the consisten

t
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theme of Republicans on the Finance Committee has been that we
would like some multi-year concept to protect people from the
effect of inflation's putting them into higher and higher
brackets. This was the part of the Rth—Kemp proposal that
Senator Roth offered; it was a part of the indexing proposal that
Senator Dole offered.

In the spirit of compromise and reason, I would like to now

offer the most stripped-down possible version of that proposition|

which is for one year, namely calendar year 1980, and it could
be worked out, I have the language, if you wanted to get around

ghet Budget Resolution -- for one year, to -increase by 6 percent

i e

the brécketsh the standard deduction, the personal exemption and
the earned income tax credit.

We have debated this over and over again, and I think all of
the'argumeﬁfs héve been put forward"pretty clearly, but basically
it is that we just cannot pass tax bills around here fast enough
to keep up with inflation and that has been proven in this bill.

Wﬁen‘the President appeared before the Congress last January
and said he was going to hold people harmless from inflation and
Social Security, he could not do it. The reason he could not do
it,‘he said that in January of this year, and we cannot get a
tax bill passed fast enough to cover more than one year out of
every two.

.So that this is just to hold people harmless. It is not a

tax reduction. It just says that for the effect of inflation,

v
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government will not benefit at the expense of the individual
taxpayver.

Senator Curtis. Does it include rates?

Senator Dole. All it does is widen the brackets by 6
percent, increase the standard deduction, increase the personal
exemption, increase the earned income tax credit. It does not
do anything to rates. ,

The Chairman. Call the roll.

Mr., Stern. Mr, Talmadge?

(No response)

Mr. Stern. Mr. Ribicoff?

.The Chairman. No.

Mr., Stern. Mr, Byrd?

Senator Byrd. No.

Mr. Stern. Mr. Nelson?

(No response) .

Mr. Stern. Mr. Gravel?

Senator Gravel. No.

Mr. Stern. Mr. Bentsen?

(No response)

Mr. Stern. Mr. Hathaway?

(No response)

Mr. Stern. Mr. Haskell?

(No ‘response)

Mr. Stern. Mr., Matsunaga?
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Senator Matsunaga., No.

Mr., Stern. Mr. Moynihan?

(No response)

Mr. Stern. Mr. Curtis?

Senator Curtis. No.

Mr. Stern. Mr, Hansen?

Senator Hansen. Mr, Chairman, before I vote no, let me
say that I am very sympathetic to the proposal offered by Senator
Danforth. I am concerned about the overall cost of this bill and
I am also concerned about the feeling that, when President Carter
made the statement he did earlier to which Senator Danforth has
alluded, thHe fact is that he could not keep the promise, and he
knew it at the time. If he did not know it, he should have“kgown
it.

-+ There is no way you can protect the people in this country
from inflégion unless you get a haﬁdle on inflation. If you take
this step, it would seem to me to encourage some people to
believe that inflation really is not a problem.

Despite my strong sympathy for Senator Danforth, I vote
no. |
Mr. Stern. Mr. Dole.
Senator Dole. Without a statement, I vote yes.
Mr. Stern. Mr, Packwood?
. Senator Danforth. Mr. Packwood wvotes aye.

Mr, Stern. Mr. Roth?

ALDERSON REPORTING COMPANY, INC.
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Senator Roth. Aye.

Mr. Stern. Mr. Laxalt? °

Senator Danforth. Aye.

Mr. Stern. Mr. Danforth?

Senator Danforth. Aye.

Mr. Stern. Mr. Chairman?

The Chairman. No. ,

Five §eas,'nine nays. Senator Haskell votes no.

Mr. Packwood, he is not here.

Mr. Curtis?

Senator Curtis. Mr. Chairman, I ﬁave a few items. I will
be as brief as I can.

I would like the attention of the Treasury on the guestion
of the investment credit, that those industries really need to
upérade Eheir equipment, and they do not have the money to
do it. A ;éry profitable company g;ts full benefit of the
investment credit while the one without income does not.

It has been suggested that we make it refundable; that costs
a lot of-moﬁey. In a previous Congress, we extended the unused
portion of the carry forward. What was the position of the
Treasury on that?

Mr. Lubick. Basically, Senator Curtis, we believe that

the appropriate period for carry over of the investment credit --

you should decide, as a matter of policy, of how long you wanted

to go, and decide it on a uniform basis for all industries. As
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long as all industries are treated the same, then we think that

is appropriate.

We would be opposed to singling out particular industries
to say well, when they get up to expiration period, then we will
run it on for this industry here, and that one there. As long
as there is a uniform rule applicable to everyone, we think that
the number of years it is appropriate is for your judgment.

Senator Curtis. I move for the unused investment credit
that expires in any taxable yéar -- that is, 1978 -- be extended
to '79.

Mr. Lubick. Senator Curtis, could you, instead, make this
more of a permanent change so that gverybody has an extra yeaf?
The problem of just extending those that are expiring -- )

Senator Curtis. All right. That will take care of the
group I was talking about also. I do not want to ﬁave a gap in
there eve£; year. This is for evérybody.

Mr. Lubick. You would be faced with the same thing next
year. Some others would come in and say, you did it for some
las£ year. It should be done on a uniform basis.

, Senator Curtis. Just extend it one year.

The Chairman. How does Treasury feel about that? Do you
oppose i£, not too strongly?

Senator Curtis. They are in favor of it.

Mr. Lubick. It is really a question of revenue. It is a

$20 million item the first fiscal year. In the long run, it
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will cost $50 million. It is simply a guestion of how long
you want to have the investment credit carryovers go.

The Chairman. All in favor say aye?

(A chorus of ayes.)

The Chairman. Opposed, no?

(No response)

Senator Curtis. Thank you.

; I would like to ask the staff about this, the bill that

affects the different classification of property other than the
investment tax credit, and there have ;lready been problems in
classifyiﬁg property under present law. For instance, the IRS
has publicly ruled that wall to wall carpeting is eligible for
the investment tax credit as tangible personal property, but
when.privately held, it may not be used as a credit.

-,

My question is this. Has the staff worked up any guidelines
that would help both the government aﬁd the taxpayer solve this
problem that might be incorporated in the Committee Report?

Mr. Shapiro. We have worked on some language. There are
some problems that require certain line-drawing, and the
invéstment credit, as you know, is only available to tangible
personal property. It is not available to structures.

When you have a building -- there are some types of items.
It is a question of whether or not it is personal property or

whether it is the building. That raises certain problems. ' The

regulations go into detail on this point. In some respects they

N REPORTING COMPANY, INC.
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are in conflict in certain areas. Questions come about. We

-

are aware of certain problems that have come up and what we can
do to make an attempt to outline in the Committee Report some
better guidelines that deals with the situation.

We cannot list every item, but we will make an effort te
provide some guidance in the report in this area,

Senator Curtis. This would go in the report only?

Mr. Shapiro. Yes.

Senator Curtis. I so move.

The Chairman. Without objection, agreed.

Senator Curtis. I would like to call up a matter for
Senator Percy. This, I will rely ;;on what the staff and
Treasury have to say. It is a technical one, It has to do with
the charitable leave trust.

Tn.the Tax ‘Réform Act. of '76, Congress extended the minimum
tax on préference income to so-called excess itemized deduétions
effective January 1, 1976. A special rule was also included
so that the charitable trust would not be caught by the minimum
tax.

However, because of a technical error, this special rule
did not work. Because of this error, the charitable trusts could
not deduct the charitable contributions in computing their
excess itemized deductions and thus they were being caught by

the minimum tax.

The Technical Corrections Act passed by the House cures the

ALDERSON REPORTING COMPANY, INC.
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problem in pooled income funds, but left out charitable leave
trusts. This is a trust that leaves an annuity to charity for a
period of time, after which the trust remainder paéses to a
beneficiary that is not charitable.

What is your recommendation about this problem?

Mr, Lﬁbick. Senator Curtis, I had not heard about this
problem since we considered it in connection with the House
bill, so my recollection may be a little shaky.

My recollection has now been refreshed. If we could let it
apply for one more year, I am given to understand that is about
where we would come out.

Senator Curtis. Is that staff's recommendation?

Mr. McConaghy. There was guite a bit of confusion about
how that particular provision did apply. The date that was chosen
was January 1, 1977. The trusts created prior to that date -- in
'76; I am sorry =—-- and the amendment would apply the minimum
tax to those charitable leave trusts prior to January 1, '77.

Senator Curtis. One year.

Mr., McConaghy. fes.

Senator Curtis. I so move.

The Chairman. All in favor, say aye?

(A chorus of ayes.)

The Chairman. Opposed, no?

(No response)

Senator: Curtis.. There is another date involved. The problen

r
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the Committee should solve is caused by H.R. 9251. It passed

the House and the Senate, but final passage has been delayed.
Section 6 changes Section 382 of the Code by the Tax Reform Act
of '76. The Reform Act changes are effective for the taxable
years beginning after June 30th, 1978. However, H.R. 9251,
which would make them applicable after June 30, 1980.

This modification was made without taking into consideration
those taxpayers who entered into transactions with reliance upon
the Tax Reform Act. Unless we somewhat modify the effective date,
H.R. 9251 can have unintended, adverse consequences fox some
taxpaygrs because it would be retrogctive.

What is your recommendation on that?

Mr. Lubick. We support the provision. We think it is
important to give us the time to work out the technical provisions
of Section 382.

I would like to point out that the matter will be involved
in Section 911 in Conference. We have no objection to putting
the same provision in.

(Pause)

Mr. Shapiro. 'H.R. 9251 is the bill that includes the
Section 911 provision as well as some other extensions. This
provision was enacted in the 1976 Tax Reform Act as a way to deal
with net operating loss carryovers, and Congress provided new
rules in the 1976 Act.

H.R. 9251 extended the application of the rules so they

ALDERSON REPORTING COMPANY, INC,
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would not apply for a couple of more years, in order to give

the Treasury an opportunity to write regulations and the taxpayers

time to deal with it.

It gave taxpayers one year, and then a couple of more years.

Senator Curtis' amendment would say that there are some
taxpayers that looked at the new ruleé and would like to come
under the new rules because‘they would presently apply, angd they
would like an exception to the deferral. If the rules applied to
them, they would like to be able to come under those new rules,
since they thought those rules would be the applicable law, and
without thg deferral, if 9251 is, for an& reason, not signed, if
these rule;‘are not deferred, that Would be the present law,

Your amendment would say that the taxpayer could rely on
those provisions in 382 as if they were the law.

Senagér Curtis. What is your recommendation?

Mr, Shapiro. I think it is similar to the situation you

¢

had in the carfyover basis where a taxpayer could use carryover
basis, even though it is deferred, because they relied on it as
a similar type situation.

Senator Matsunaga. If the Senator would yield, as I under-
stand it, relative to Section 211, the Americans employed in
foreign countries, they must file their income tax return by

October 15th of this year. Is that correct?

Mr. Shapiro. What they do, they are requred to file their

ALDERSON REPORTING COMPANY, INC.
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returns by April 15th. They have the normal 60-day delay until
June 15th that is granted to them.

The Internal Revenue Service has made an extention until
September 15th in order to give the Congress an opportunity to
review it and provide legislation for that past period. The
Commission extended that an additional period from September
15th until October 15th, but has indimted that that will be the
last extention.

You have passed a rule dealing with Section 911, in effect
providing the prior law to last year. In addition, you put in
the bill Senator Ribicoff's amendment that would provide a
permanent rule. The House has just‘bassed yesterday their pro-~
vision on Section 911 and added the 9251 and sent it to Confér~
ence,” so H.R. 9251 has both the Ribicoff amendment plus the House
provision on 911. .

Senator Matsunaga. Right.

In view of the fact that the matéer will be in conference;

most likely it will pass October 15th, unless the Treasury is

willing to extend that period. We may need to extend it by

legislation.

Mr. Lubick. Senator Matsunaga, I talked to the Commissioner
about this problem at noon today and he has been talking to the
House people. He went back to talk to them this afternoon.

The Commissioner is not anxious to have returns filed and,

a month later, have everybody else come in and file amended

_ ALDERSON REPORTING COMPANY, INC,
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returns. That is not only bad for the taxpayers, it is equally
bad for the Service.

So he is going to extend it to the extent that he legally
can.

There are some qguestions about some taxpayers who are back
in the United States as to whether he can extend it, but for all
of those he can extend, he is going to do so.

Senator Matsunaga. We will not need any legislation.

Mr. Lubick. I do not believe so.

Senator Curtis. Back to 282.

Mr. Lubick. Back to your problem, Senator Curtis. There ars

two conflicting considerations here. One is that Section 282
is a ﬁery complex subject with many gaps and many problems and
many difficulties of interpretation. It was for that reason that
we urged upon you to defer its applicability so that we could
come up with a new recommendation fbr amendment and change it

-

within that two-year period.

Senator Curtis. We deferred it in a subsequent act.

. Mr. Lubick. You deferred it in the extender act. Originally,

the Ways and Means Committee had proposed to defer it for one
year, and we thought it would take at least two years of study,

and we recommended a two-year deferral which the House and you

. both agreed to.

It is fair, as I think that you indicated, that a taxpayer

ought to be able to rely upon the statute as enacted rather than

ALDERSON REPORTING COMPANY, INC.
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1 speculating about what Congress is going to do in & pill that
‘ 2 has been ried UP now for over & year. Taxpayers should be able
3 to rely on the law aS passed, as takind effect. 1 think that
‘ 4 is a very strong argument in favor of legislation which you are
E 5 proposing.
% 6 gsenatoT curtis. This would give an election.l
%, 7 Mr . Tubick. Which would give an election- The counteTl”
-
O % 8 vailing consideration is that the statute presents many aifficul-
9
— a

9 | ties- 1f the raxpayer thinks he knows what the section means as

Zz
(=)
5 10 it is enactedrs in many respects he is petter informed than W& are
Z :
-t
o] 11 | pecause W€ nave some great gifficulty in understanding it.
=z
12 go what you are goind to require of a raxpayer who does

13 | elect © apply that statute: there will pe some many aifficult

14 | questions that will arise and we would hope tnat we would not

15 | have t© write regulations under the ctatute, because we hope:

: 16 within another yeaxr: rhat you will changée it and get somethingd

17 that we can interpret.
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E 18 senato¥ curtis. It might clear UPr put 1 think that weé shoul
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19 provide that if raxpayers rely on what the statute says that they
20 | should be protected against a retroactive change and 1 move

21 adoption.

22 The Chailrman. TreasSury has no objection?

23

Mr . Lubick. 1 cannot argue with that argument, put there

24 | will be qifficulties-

!
25 g Senator curtis. T think there will be difficulties in any
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L event.
. 2 The Chairman. All in favor, say aye.
'3 (A chorus of ayes.) “'
‘ 4 The Chairman. Opposed, no?
3 3 (No response)
o~
.% 6 Mr. Shapiro. One thing I would like to say on this provision
&
=
2 7 to make sure it works right, we would like to make it apply to
“ § 8 . .
| R purchases and reorganizations equally.
o 3
y ; K The Chairman. Without objection, agreed.
<] .
: S
y w2 10 Senator Curtis. Now, Mr. Chairman, this relates to the
. B ‘
E " method that has been carried on for 75 years by railroads of
Z 12 accounting for depreciation of railroad tracks.
a
o
. 2 13 For instance, if a 120~-pound rail is worn out and replaced
2]
&
2 14 by a new 120~-pound rail, the rail is retired at the cost of new
@
=
E 13 replacement. If the 120-pound rail is replaced by a 130-pound
?; 16 rail, it is replaced.
)
2 17 They call this the retirement replacement betterment method
&
B 18 || - . . ‘
= 8 for property used by common carrier by railroads, including
e
19 ', . . . . .
§ switching companies or signal companies subject to the Inter-
20 |
state Commerce Act.
21
This has been the rule for 75 years. It has never been put
22 )
into the statute.
' 23
Mr. Shapiro. The situation here is that the Internal
24 .
Revenue Service generally follows the rule that the Interstate
25 . , ‘ X
Commerce Commission provides and this so-~called RRB ~-- retirement,
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replacement, betterment method of accounting for depreciation.
This is what the railroads have been following for the last
couple of vears,

There is concerned that the Interstate Commerce CommisSsion
may change this rule for purposes of their regulatory purposes
which would possibly have the effect of changing the tax
treatment when the IRS has filed the Interstate Commerce
Commission.

I understand that this has been a method by the railroad
industry and they would like to see it put into the statute to
be suréfthat they can continue to take this depreciation for tax
purposes.

Sersitor Curtis. You think it is all right?

‘The Chairman. Treaéﬁry?

Mr, Lubick. We have some sergéus problems with this one,
Mr. Chairman. We do not see any need for this legislation right
now. The Internal Revenue Service does recognize.for all the
railroads tg use this method of accounting. The Interstate
Cémmerce Commission is reviewing the situation and they, at some
fuﬁure time -~ and they do not move too awfully rapidly. They
changed the method of accounting that will be pérmitted for
railroads.

The Chairman. I would hope the Senator would hold up on
this one. You might want to offer it on the Floor.

Senator Curtis. It does not cost anything.

MPANY, INC.
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The Chairman. In view of the fact that Treasury indicates
that they have serious problems with it,

Mr. Lubick. There is no animosity to the problem. We are
not proposing to take them off right now. We have been meeting
with them and working with them and they have been trying to give
us information.

The basic guestion is what the Interstate Commerce Commission
is going to do with this whole accounting problem. Until the
Interstate Commerce Commission makes a recommendation as to what

is the appropriate method of accounting for railroads, there

concerned.

At that time, we would expect we would want to decide what

method of ~accounting for tax purposes and for regulatory
purposes. One would hope that, aéufa; as possible, one could
provide a consistent method of accoun;ing for all purposes. That
would be a great simplification.

Senator Curtis. This has gone on for 75 years.

‘Mr. Lubick. As long as it continues as a method of account-
ing which the ICC recognizes, the Internal Revenue Service --

Senator Curtis. The ICC makes these decisions on the basis
of regulatory change and other things, énd we need some certainty

on the tax law, and that is why I feel that we Should write into

the statute what has been the law, by usage, for over 75 years.
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Mr, Lubick. The basic guestion is what clearly‘reflects
income. All of the accounting agencies are loocking into that.
I would hope that you would not move hastily on this. I do not
see any need,

Senator Curtis. Seventy~-five years is not haste.

Mr. Lubick. I understand this ‘ and the
IRS is recognizing this. That is what they use for their books
an d for their regulatory purposes. I would hope that we would
try to freeze into the statute a method of accounting that may,
at some future time, be changed., We ought to see what the ICC
conmes up with.

Senator Curtis. Mr. Shapiro, ;hat is the situation with
stock options as items for preference?

The Chaifman. Before we go on with this, I would like to
get some ;f these House amendments before us, and I will .come
back. .

8enator Cuftis. This is my last one. I just want to ask
a guestion about it.

Is stock option still a tax preference for fhe minimum tax?

Mr. Shépifo. There is a provision in the House bill in
regard to the minimum tax that we provided for the alternative
minimum tax that would treat the gqualified option as a non-
gqualified option, in which case it gives them the effect of

having an election, whether or not to treat this as a preference.

Senator Curtis, The taxpayer has an election?

ALDERSON REPORTING COMPANY, INC.
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Mr., Shapiro. In effect, give them an election to treat it
as a preference, as a gqualified or nonqualified option.

Senator Curtis. I do not follow.

Mr. Shapiro. We have talked about this issue with a number
of people involved who indicate that they think this is a satis-~
factory solution. Their concern is a qualified stock option
is a tax preference under present law, and one of the concerns
is it is forced to be under the minimum tax.

One of the changes that is being proposed is to give them
an eiection to be treated as a nongqualified option.

Senator Curtis. What is staff's féaction?

Mr. S;;piro. When they treat it as a nongualified optiqn,
treating it as ordinary income, as a result of that, it is no
longer a preference item. There are situations where, because
of the circumstances of the market when the options were issued
that that is an appropriate treatmént, and they wanted to be able
to make that election. In present laQ; they can make that
election and sometimes they have not been getting any benefit
from the stock option but, nevertheless, are required to treat
it as a preference item. |

Under this, they would have an election to treat it as a
qualified stock option where they would simply be getting a
benefit..‘To that extent, it would be part of the minimum tax.

If they choose to elect to treat it as a nongualified

option, they may not get the benefit of the qualified option and

ALDERSON REPORTING COMPANY, INC.




= 225
1 therefore it would not be treated as a preference item.
. 2 Senator Curtis. What is your recommendation?
3 Mr. Shapiro. We intend to draft in the bill the same
. 4 provision we talked about earlier today, to give those who have
g 5 qualified stock options, they have the election to have it
S .
E § 6 treated as a nonqualified option.
| &
; S . .
| 8 7 Senator Curtis. Will that take care of the problem?
‘ -«
1 N
| § 8 Mr. Shapiro. As we understand it.
N S
o :. 9 Senator Curtis. You have in mind doing that?
Iﬁ e ‘
iy g 10 Mr. Shapiro. Yes, sir.
"~ =
=2 E 1 The Chairman. Treasury?
™~ " ,
o 2 12 Mr, Lubick. We support this provision. We supported it on
a
2 13 . . C .
&3. 2 the House side. We think it is a good way out of the problem.
wn
o § 14 The Chairman. All in favor, say aye?
- -4
o . -
o & 15 (A chorus of ayes.)
o
= E 16 The Chairman. Opposed, no? E
7]
2 17 (No response)
3
o 18 The Chairman.. .The ayes have it.
= 19
§ Senator Curtis. Thank you, Mr. Chairman. g
20 - The Chairman. Let us hear from the staff about these
i
21 procisions in the House bill that they think we might want to
22 put in our bill.
23 Mr. Shapiro. I am going to only those I am certain have
. 24 been dealt with.
2 Senator Packwood. I still have an amendment.
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Mr. Shapiro. The first item is a medical expense deduction.
I indicated when we discussed the bill in general that that was
a compromise that was put together in the House as not raising
revenue. As a matter of fact, there is 3 guestion as to
whether or not it causes a complexity in dealing with it.

We would like to suggest, at this point, that you not take
that provision. It will be in conference and you can make a
determination there as to what extent you want to deal with that
provision.

The Chairman. What is that?

Mr. Shapiro. The medical expense deduction. The House
bill made c;rtain modifications that raises a significant ques-
tion as to whether it simplifies or further complicates that
provision. It does not raise any revenue. It was a part of
the comprogise intentionally not to raise revenue. So you do not
foreclose the cnange if you were towagree to it and it would not
be in conference. |

What we would life to suggest is that you not agree to it
and leave the issue open for conference.

The Chairman. If there is no motion to put.it in it does
not go in. ,
Senator Byrd. What page are you on?
M;. Shapiro. I am just kind of going over a list.

The Chairman. He is going through some provisions in the

House bill that are not in our substitute but we might want to

ALDERSON REPORTING COMPANY, .
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put them in and, if we wanted to put them in, we can.

Mr. Shapiro. You can take the booklet of the description
of the House-passed bill and I am almost going down the table
of contents, and you can go to the appropriate page -- the
summary or the page.

The next one is the gas tax deduction, that is, the state
and local gas tax deduction, and that is important from the
standpoint of the revenue. As I indicated, the medical expense
did not have a revenue effect. In this one, you are working
with the House bill. If you did not agree to that change, it
would make your bill cost $471 million more.

The Chairman. We need that in the bill in order to meet
the budget, do we not?

Mr. Shapiro. You need the revenue. This is the provision
that does it.

The Chairman. Just because, frankly, we need it for
budget purposes and in this conference;— in the other conference,
anyhow. That being the case, I would urge that we include it
in our bill. Let the Senators speak their own convictions on
the Floor. It may very well get knocked out, but if we go along
with the\House on this, at least it helps us to cover the cost
of some of ocur own amendments.

Senator Dole. I am not going to move -~ I am not going to

do anything. I want to raise the concern of Senator Helms

who called me several times on this particular amendment and he

ALDERSON REPORTING COMPANY, INC.
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will be available as socon as the tax bill is considered, I
assume, as he has in the past. He will try to delete it on the
Senate Floor. I wanted to make that objection soithat it is a
part of the record.

The Chairman. I understand that. ; hope the Senators would
go along with the House bill on that item as long as to get it
to the Floor so we can see where we stand. Otherwise, we have
a budget problem.

Senator Gravel, I so move.

The Chairman. Without objection we will include that one

.

in. All right. -
Mr. Shapiro. The next item is the unemployment compensation.
Under present law, there is an exclusion for taxable income for
unemployment compensation paid pursuant to governmental programs.
The House bill phases that exclusion out at higher levels of
income that taxpayers haﬁe.
The way the ﬁouse bill works, the excluded portion would
be reduced by one-half of the excess gross income which includes
the unemployment compensation over $20,000 for singlé taxpayers
and $25,000 for married taxpayers.
Senator Dole. What if we do not put that in? Keep it out?
Senator Moynihan. Mr. Chairman, I dé not think we should
include this. It is a new idea altogether., It is a provision

that would strike most of the people that we are most interested

in helping in this bill, what we did this afternocon in the rate

ON REPORTING COMPANY, INC.
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schedule.

The Chairman. How much money is involved in thatamendment?

Mr. Shapiro. Senator, this does not have a fiscal year
impact. On the calendar year basis, it has a $251 million, but
it does not have a fiscal year effect. It does not affect your
fiscal year budget, but it has a $251 million annual effect.

The Chairman. There has been a motion to include it, so
we will just include it.

Mr. Shapiro. That is all the provisions in the income tax.
Thé next one is the tax shelters. I think you have already made
a tentative agreement on that to extend it to the new activities
as the House bill did, to extend it to the closely-held
corporations, aggregating it -~ if you extend it to the closely-
held corporations, you aggregate it in the case of small
businesses. .

The House bill élso has a recapture rule. There are
situations where, under the '76 Act, a taxpayer gets a deduction
because they are at-risk, then they take their at-risk out of

the business. What the House bill does, it says in that case

the* taxpayer has to pay back the tax benefit he got because he

took his money out.

Senator Dole. Why do we not leave that-out, except what

we agreed to put in?

The Chairman. How much money is involved?

Mr. Shapiro. Very little.
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The Chairman. With no motion, we will just leave it out.
We are voting -- my guess is we should be able to report this
vote in a half hour.

Mr. Shapiro. I think so.

The Chairman. If you want to vote, let's go vote and try
to bring everybody back. We want a quorum to report the bill.

(A brief recess was taken.)

The Chairman. Let us get back to business here. We
covered the rest of those House amendments.

Senator Packwood. There will be -another vote pretty gquick.

Mr. Shapiro. I understand that Senator Dole may want to

- s

reserve on.what the Committee had aéreed to on at-risk. Whén he
comes in, he may want to raise that, on the partnership audit.
The House bill has a provision for penalty on late filing
of returns. Under present law, thg;e is no such penalty, and
+herefore there is no incentive for a taxpayer to file a partner-
ship return on timg. The House imposed a late penalty, a penalty
for‘filing late.
-
The Chairman. If éhere is no objection, why do we not
include that one in?
Mr; Shapiro. The second one on partnerships was the
statute of limitations extension. The concern that the Adminis-
tration has for the statute of limitations, in the case of

certain tax partnerships, they extend it from three years to four

years for certain partnerships where they are requred to report

ALDERSON REPORTING COMPANY, INC.
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to the FCC. I am aware that there is concern ~- I believe the
letter that you had from the Louisiana constituents covered this
as well as the other provision, where it was limited to SEC.

What they are saying is that it should cover all types, be
consistent. Either cover all partnerships or do not cover any.
But there is a question of whether or nat it should be limited
to these groups and what they are really saying is they prefer
not to have it here.

The problem is, the tax shelter partnerships that are
syndicated are nationwide. The Revgnue Service does not have
time to find all of them in a'three~yeaf‘statute. In this case,
the st;tute open one year just for that partnership item on that
tax shelter return. It does not keep the return open other than
items of partnership, essentially with tax shelter items of a
partnership where they must register and report to the SEC.

The Chairman. I am in doubt about that. What do you think
about it? Should we have it in the biil or have it in conference?
Give me your view.

Mr. Shaéiro. It is a provision you could not have because
it is i; conference. I think that, as I understand it, they
have said it is not consistent. It is not because they want
to apply it across the board; they want it not to apply at all.
I will say that the House was concerned about this provision and
cut this one down to the situation where it is right now.

The Chairman. That is one more thing we can talk about

ALDERSON REPORTING COMPANY, INC.
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in conference. If there is no motion to put it in, then we will
leave it out. There is no real revenue involved..

Mr. Lubick. There is real revenue in the sense that we
would be able to collect what people owe us already. That is
very important. I think we talked about the possibility of
a Floor amendment. I do not think an appropriate -remedy would
be a conference, unless you do something on the Floor, because
the iﬁportant thing here is to extend it to cover the intrastate
as well as the interstate partnerships.

Let us talk with you between nowrénd the Floor and see if
we cannot persuade you that it would be desirable to expand this
provision and take it to the Floor as an amendment.

The Chairman. All right.

Mr. Shapiro. Next, the business areas. We have finished
the tax shelter items and the Committee has not had an agreement
yet to make the invesﬁment tax credit permanent at 10 percent.
We have assumed that you wanted to.

The Chairman. I would assume we would want that in. Without]
objection, that will be in.

' _
Mr. Shapiro. That will include the ESOP, which is already
agreed to.

Next is that the House bill increases the amount of the
investment tax credit that can be offset against tax liability
from 50 percent to 90 percent, phased in at ten percentage points

per year. We assume that you wanted that in the bill as well.

ALDERSON REPORTING COMPANY, INC.
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Senator Dole, Why do we not make it 100 percent?

The Chairman. I think we should take what they have got.

Senator Curtis. Did the Treasury not originally recommend
that we go to 90 right off?

Mr. Lubick. Yes, we did, Senator Curtis. Forwrevenﬁe
reasons, the House elected to phase it in over a four-year
period.

The Chairman. It increases the cost of the bill?

Mr. Shapiro. It adds revenue.

Senator Dole. Why do they stop at 902

Mr. Shépiro. That was the Administration proposal.

Mr. Lubick. The idea was that everybody should pay some
tax., I believe there was a lot of publicity attendant to Presi-
dent Carter‘s escaping tax completely through the investment
credit.

Senator Dole., I think I mentioned that in *76,

Senator Curtis. This is to close the Carter loophole.

Mr, Lubick. It was our proposal that it be‘a straight 90
percent ;across the board. President Carter would still have a
problem.

Senator ;Dole., He has a lot of problems.

Mr. Lubick, Because of the 100 percent of $25,000, if
you want to go across the board at 90 percent.

Senator Dole., I just wondered., It seems they should be

set against tax liability.
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Mr. Shapiro. The next one, I assume you adopted the 90
percent phase~in. The next one increases the limitation from
50 to 100. It is in present law. It would make it permanent.

The Chairman. What?

Mr. Lubick. Under present law, for up to 1980 you can
take the investment tax credit on $100,000 for used property.

The House made that permanent.

The Chairman. Leave that in. Put it in. Without objection,

we will put it in.

Mr. Shapiro. The next item is that the House provided the
investment tax credit at 10 percent levels for pollution control
facilities. Under present law, it g;TSO percént.

The House, however, did not allow the full 10 percent if
they financed the pollution control facilities with tax-exempt
bonds. —

Senator Matsunaga. Mr. Chairman, why was that done? Does
the Treasury oppose that?

Mr. Lubick. It was our proposal that the financing of
pollution control facilities with industrial development bonds

ought to be eliminated, and instead all in the stores for

pollution control facilities have the full credit plus the

five-year amortization -- a much more efficient way of providing

a subsidy to them than the use of the industrial development
bonds.

We would prefer to make it nonelective and give them the

[
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full investment credit and the five-~year amortization but
eliminate the financing.

The Chairman. Why do we not leave that out? We will talk
about it in conference.

Senator Nelson. Do you get the five years?

Mr: Shapiro. Do you want to leave that portion out, giving
the 10 percent credit for pollution control even if they use
industrial development bonds finanging?

Senator Matsunaga. My thought was to even extend it to those
financed by the bonds.

Mr., Shapiro. That is what I said.

Mr. Lubick, That will give you some additional revenue in
the Bill. If you do that, it will cost you some money.

The Chairman. Is there a lot of money involved in that?
Senator Curtis. These communities and industries were
urged to take care of these pollution matters and if they worked

them out in these ways ~-

Mr. Lubick;' The pollution control bonds are the biggest

/
source. .They constitute close to 80 percent of industrial
development bonds that are out.

So, if you extend this provision, it is going to be costly.

Senator Matsunaga. In 1979, $4 million. In 1980, $16
million.

Mr. Lubick. That is because --

Senator Matsunaga. Extending the full 10 percent rather

ALDERSON REPORTING COMPANY, INC.
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than 5 percent for those financed by industrial developmeng()
bonds.

Mr. Lubick. The estimate has to be considerably more than
that. I do not have the figure. I thought you were going to
propose eliminating the financing altogether.

The Chairman. It will be in conference anyway. Those
in favor of just leaving out the provison that would say they
would ﬁot get it -- if you want to leave it out, say aye.

(A chorus of ayes.)

Senator Nelson. It is in the House bill?

The Chairman. In the House bill.

We will just leave it out. We will leave out the part that
they do not get it.

The next point?

Mr., Shapiro. The next area of the provisions deal with
small business, Subchapter S provisions. There are three in the
bill, noncohtroversial.

Thé next one is. Section --

The Chairman. If they are noncontroversial, we will leave
them in.

Mr. Shapiro. I think so.:

Increasing the amount for small business corporatidn stock
that might be availawle for an ordinary loss treatment. That
has been advocated for small business.

The Chairman. With no objection, we will put it in.

ALLDERSON REPORTING COMPANY, INC.
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Mr. Shapiro. Also, the House bill provided a chanée in

Section 179 which would have a first-year depreciation write-off
at an increased amount for small business.

The Chairman. Is there objection?

Mr. Lubick. What we suggested the other day, we suggested
a liberalized ADR depreciatibn on a simplified basis for small
business. We think it is more effective and it does not cost
much in the beginning, and will have much more revenue consequence
to us as it is used as a more efficient way to give a benefit
to small business.

Senatéi Dole. We could leave it out and go to conference.

The Chairman. Why do we not just leave the whole thing
out.

Mr. Shapiro. You can leave it out and discuss it in
conference,

The next one is the accrual accounting for farm corporations,
the chiéken farm amendment, that provides the two-family rule.
It exempts them from the accrual accounting rule.

Senator Hansen., .Arkansas?

Mr. Shapiro. Arkansas and Maine.

The Chairman. I admit that is a limited thing, but the
House has it in their bill, is that right?

Mr. Shapiro. That is correct.

The Chairman. Then let's leave it in there. If we do not

keep it in -~ that has been debated up one side and down the

ERSON REPORTING COMPANY, INC,
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other. I think we should show mercy to chicken farmers, not
that they show much mercy on the chickens.

Mr. Shapiro. The next one is, there is a part of accrual
accounting, a special rule for certain farmers, florists and
nurseries that takes into account the problem of the revenue
ruling, and the House provided it in its bill to provide for
that special situation. Senator Byrd brought it up earlier.

The Chairman. Leave it in.

Mr. Lubick. On florists, we solved their problem by a
revenue ruling., It is my understan@ing they are supposed to
drop the ﬁ}orists from the bill. We have allowed them, byb
revénué ruling, to stay on their hybrid accrual method of
accounting. There would seem to be no particular reason to
allow them to elect the cash method.

I think you could drop the florists:, and the nurserymen,
because we have solved their problem through a revenue ruling.

)

Mr. Shapiro. 'What I would like to do there, I cannot recall
which provision Seﬁator Byrd was referring to. I do not know
if it‘is one of these two. I am aware of the situation that
Mr. Lubick is referring to. I indicated with Senatgr Byrd we
would be bringing it up now. If we could check and be sure that
that problem has been taken care of, we can take it out, and if
it has not, we can put it in.

The Chairman. Next?

Mr. Shapiro. One proposal for small business that Treasury

ALDERSON REPORTING coi_‘
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has been advocating to add to the bill, to ignore salvage value
for ADR. It would be an additional provision.

The Chairman. Without objection.

Mr. Shapiro. Section 157(k) in the House bill extends,
for three years. I would think you woﬁld want to do the same
thing.

The Chairman. Yes.

Mr. Shapiro. On the bankruptcy rule, thé ConRail provision
is taken off. We indicated we would put it in this bill. It was
passed by the Committee and on the Floor and, for jurisdictional
problems, it was taken out.

The Chairman. Put it back in, that is right. Witﬁout
objection.

Mr. Shapiro. WNext, in tax -~ you have knocked out with

the capital-gains preference item. You want to take that out of

‘the preferences; capital gains is still a preference item and

offsets maximum tax on earned income.

The Chairman. We do not want to penalize a person under
the maximum tax because he has a capital gain.

Mr. Shapiro. That is right. Capital gains would be taken
out if it as a preference item.

The Chairman. The House did it. We should do it also.
Without objection.

Let's vote and éome back in.

{A brief recess was taken.)

ALDERSON REPORTING
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The Chairman. Let us hear -- what other House amendments
are there to consider?

Mr. Shapiro. We left off with the maximum tax on preference
and we agreed to take it off capital gains. The only thing we
need guidance on is the effective date. Your 70 percent exclu-
sion begins November 1.

You may want to say all capital gains aftexr October 31lst
would be excluded from the maximum taxable income.

The Chairman. I think that is good. Without objection,
agreed.

Mr. Shapiro. The next one, it is a small technical rule
wherelihe é;use had a provision that deals with the roll over
on personal residences and there is an eighteen-month rule that
had an adverse effect in the case of two moves within an eighteen-
month period. This should be included. It does not have any
significant revenue impact.

The Chairman. Without objection, it will be included.

M?._Shapiro. The next prévision deals with the corporate
minimum tax. This was discusséd earlier today, but it was not
dealt with, and the guestion is -~ the Committee has to affir-
matively take action to eliminate capital gains as a preference
item from the corporate minimum tax. The House has done that,
arid the Finance Committee has not acted.

Senator Dole. What is that?

Mr. Shapiro. The corporate minimum tax. The House took

ALDERSON REPORTING COMPANY, INC.
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capital gains out as a preference item for both the individual
and corporate minimum taxes.

You have already provided the alternative minimum tax.
However, in the case of corporations, you have not acted,.

Senator Dole. Senator Curtis had something on that.

Mr. Shapiro. Senator Curtis brought it up earlier today,
but we did not resolve the issue. The difference here in the
House, as I indicated, they took the capital gains out of both
the individual and corporate minimum taxes. However, the Finance
Committee has kept capital gains in the alternative minimum
tax.

In the case of corporations, you do not have an alternative
minimum tax. It does noé have any significance, because we are
talking about a flat corporate capital gains tax.

The question here is, you havé already reduced the capital

~gains corporations and the Committee has to decide whether to

leave or to take out capital gains as a preference item.

The Chairman. The House does not have a minimum tax on
corporations, is that right?

Mr. Shapiro. The House, the present law has a minimum tax
on corporations. The House took capital gains out of it.

Thé Chairman. I would suggest that we not take it out. It
will be in conference between the two Houses.

Mr. Shapiro. The House did not reduce the corporate capital

~gains.

EPQORTING COMPANY, INC.
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The Chairman. We will have both things in conference,
Meanwhile, we will have a chance to give further thought to what
the significance and meaning of it is. I get a little bit
concerned if do not approve it and then somebody says it only
applies to individuals. You ought to take it out of individuals.
Put it in confedrence where we can work it out, just by leaving
it on corporations. That way we will have it in conference, our
lower rate, and also have the fact that they do not have a
minimum tax.

Senator Moynihan. Mr. Chairman, at the start of this
session, you discussed with Secretary Lubick the appropriateness
of earnings of all partnerships including those were income
is the ‘incoménproducing factor. I believe this was agreed to;
I want to be sure it is included in the bill.

The Chairman. It is in there.

Mr. Shapiro. It has not been yet. The Committee did not
take action at the time. There has been a problem of the
maximum tax on earned income because there is a rule that there
is an arbitrary 30 percent rule.

As I understand it, what Treasury has agreed to do is say
that rule be eliminated and facts and circumstances be substitu~
ted., The Committee has not acted yet.

Mr. Lubick. A reasonable allowance for services would be
treated as earned income.

The Chairman. Is that all right with you?

COMPANY, INC.
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Mr. Lubick. Yes,

Senator Moynihan. That is my understanding.

The Chairman. Without objection, agreed.

All right.

Mr, Shapiro. The last provision in the House bill is tﬂe
indexing of capital gains.

Senator Dole. I move that we put that in.

Senator Nelson. I move that we leave that out.

Senator Dole. Call the roll.

The Chairman. Call the roll.

Senator Nelson. It is in the House bill in conference?

The Chairman. The motion is that it be included in the
bill.

Senator Dole. We can settle it now and save a lot of time
in conferénce.

Senator Nelson. Is that what you want to do.

The Chairman. Let's vote on it. Those who want to have
an index on capital gains that the Secretary of the Treasury
testified on as opposed to it,

Mr. Lubick. Treasury very strongly opposes it.

Senator Nelson. Let me say in advance, Mr. Chairman, that
this is a véry important matter to those who are for it and
against it. I think that everybody should be entitled to be
reported on this so that, it seems to me, what would be fair

about it would to leave the roll call open until tomorrow
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afternoon on that issue.
The Chairman. I would suggest that we vote on it with
this understanding, that we will have the opportunity to contact
all absentees, anyone who is not here, and he can record himself
and we will hve to abide by what the vote is when all absentees
have been heard from.
Obviously we have some absentees. I would anticipate that
this would be a wvery close vote,
All right, call the roll. The vote is shall this Committee
vote to index capital gains?
Mr. Stern. Mr. Talmadge?
Senator Talmadge. No.
Mr. Stern. Mr. Ribicoff?
The Chairman. No.
Mr., Stern. Mr. Byrd?
Senator Byrd. WNo.
Mr. Stern. Mr; Nelson?
Senator Nélson, No.
Mr. Stern. Mr. Gravel?
Senator Gravel. No.
Mr., Stern. Mr. Bentsen?
(No response) ‘\‘J/
Mr. Stern. Mr. Hathaway?
(No response)

Mr. Stern. Mr., Haskell?

_ ALDERSON REPORTING COMPANY, INC.
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(No response)
Mr, Stern. Mr. Matsunaga?
Senator Matsunaga. No.

-
Mr, Stern. Mr., Moynihan?
Senator moynihan. No.
Mr. Stern. Mr. Curtis?
Senator Curﬁis. Aye.
Mr. Stern. Mr. Hansen?
Senator Hansen. Aye.
Mr. Stern. Mr. Dole?
Senator Dole. Aye.
Mr. Stérn. Mr. Packwood?
Senator Packwood. No.
Mr, Stern. Mr. Roth?
Senator Roth. TNo.
Mr. Stern. Mr. Laxalt?
Senator Laxalt. Aye.
Mr. Stern. ‘Mr. Danforth?
Senator Danforth. No.

Senator Hansen. Mr. Chairman, I vote no.

The Chairman. Two ayes, thirteen nays.

Let's finish these amendments. What we have to decide is

what to do about the House language.
Are you through with that yet?

Mr. Shapiro. That completes it.

ALDERSON REPOR®IG COMPANY, INC.
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Senator Byrd. Mr. Chairman, may I ask this? There was a

proposal that the florists are interssted in and, Mr. Shapiro,
when I brought it up earlier you indicated that it would be taken
up at this point.

Mr. Shapiro. We took it up while you were away and the
Committee agreed with the contingency that, as the House had it,
with the rule applying to florists as well as to nurseries and
others, that Treasury had indicated that the matter had been
taken care of by a revenue ruling and suggested that florists
be deleted.

I indicated that you had expressed an interest in that and
the Commi££ee had said that it was based on your concern,
because you were out of the room when it came up:

Senator Byrd. I have no interest in it other than the
florists have contacted me and they are very much concerned that
the Treasury is forcing them to go back on a cash basis instead
of an accrual basis. Otherwise, they would have to include
inventory.

Is that correct?

Mr. Shapiro. What I would like to suggest right now is
for the Committee to continue with the tentative agreement that
they made to keep the provision as is and let the florists be
in the provision and let the Treasury work with tﬁe florists,

and if the florists agree that the revenue ruling covers them,

that the ruling covers them, and we can delete it from this bill

ALDERSON REPORTING COMPANY, INC.
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and that can be done on the Senate Floor.

Senator Byrd. I am not sure about what you say, The

florists want to leave it as the House had it.

Mr. Shapiro. Leave it like the House. I am suggesting you
do that for the bill you report.

Mr. Lubick. Then it is not in conference.

Mr. Shapiro. Before the bill finishes on the Senate Floor,
the Treasury can meet with the florists and if it is agreed that
the Treasury has worked out a rule that the florists can agree
with, then vou can come on the Floor and amend it for the Senate
to delete that, if you want.

Senator Matsunaga. The House has has it on an accrual
basis, accrual accounting.

Mr. Shapiro. The House exempts them from that provision.

Mr, Lubick. We allowed them to go on a cash basis by ruling

The Chairman. Here is the way it stands. The way the bill
is now, the way the House voted, the way that we thought, as
far as the florists are concerned, the way everybody felt that
the florists wanted, the last time they heard from the florists.

Senator Byrd. Leave it like it is.

The Chairman. Or like the House had it. We will have it
the way Senator Byrd would like to have it and then when the bill
is on the Floor it may be that you may hear from the florists
again and they might come together with Treasury, get together.

If so, you can offer it as a Floor amendment.

L
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Mr. Lubick. What they want, Mr. Chairman, is to be on an
accrual basis without inventory, which is not an accrual basis,
or to have the option of going to cash, We indicated -- and I
think the people in the House seem to agree -~ that this was
reasonable, to go on a cash method, or the accrual method, but
not the hybrid method. |

The Chairman. It seems to me that we have it the way that
Senator Byrd wants it and we will leave it that way for the time
being and it may be that, before the bill passes, between the
Treasury and the florists and Senator Byrd they can agree on
something else.

If théy do not, just leave it the way it is.

Senator Byrd. I just want to clear up one thing. You
say the House felt that it should be different. The House bill
is the way the florists wanted it, right?

Mr. Lubick. What happened was that the House adopted the
provision and, in the course of it, we came up with a ruling to
try to solve thé problemn.

Senator Byrd. The House had it the way the florists wanted
it. All right.

The Chairman. Senator Packwood?

Senator Packwood. I have é very simple amendment. That is
one which would allow those who do not itemize, those who take
the standard deduction, who do not itemize, to, in addition,

deduct their charitable contributions, putting it below the
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line where eight or ten other deductions are allowed even. for
those people who take the standard deductions.

I know the Treasury has misgivings about the cost of it and
I think Senator Moynihan and I would be willing to aéree to a
a floor or a limit of $100 to $200 which would dramatically cut
down the cost, so you would only deduct those charitable contri-
butions above the floor limit.

Mr. Lubick. Mr. Chairman, our misgivings go beyond the cost
of it. Indeed, we have serious misgivings about the cost
without the floor.

Senator Packwood. I will not argue with you about the
floor, because I realize the figures -~ as I recall, $100 for
the next fiscal year, this fiscal year, is almost insignificant.
Starting on January lst, with the $100 floor, $1.3 billion for
a calendar year. In the fiscal year, to start on January lst,
it has got to be relatively slight, I would assume.

Mr. Lubick. Our estimate is, with a $100 floor, it is

$1.9 billion.

Senator Packwood. We have $1.3.

Mr. Shapiro. That includes the feedback, This is a reverse
case., The $1.3 is a static estimate. The assumption is they
would reduce additional giving.

Senator Packwood. I thought the Treasury did not use those
kinds of'estimates.

Mr. Lubick. We did not, but if we are going to accept the
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occupies a status as significant as the ten or twelve you have
there.

Mr. Lubick. What you are doing, Senator Packwood, in
addition to complicating the short form and getting those persons
who are on the standard deduction get simplification, is adding
anywhere from 45 to 66 million returns where the Service either
has to audit to get verification or let them go without audit.

The whole idea of the standard deduction was to avoid
putting taxpayers in the problem of recordkeeping, putting the
Service in the problem of audit, and this is a major step
backward from the purpose of the standard deduction.

The Chairman. Let me direct myself to this, if I may.

What the Senator would like to do -- |

Senator Moynihan. May I say "Senators"?

The Chairman. Senator Moynihan is a co-sponsor.

What these two Senators would like to do, the objective is
something I would like to do also. I have been trying to figure
out a way that you could do this where you would not have to
claim it on these individual returns but where we would work out
a way of letting everybody make his donation and the fine print
on the form would say just waive the deduction for the benefit
of the charity and let them come in and show you how many
donations they had, and do it as you would with an audit, where
you run some sample studies and look at what they have available

and say you will settle for a certain amount of this as an add
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-

on to what you have, because these tax deductions were waived
fo£ your benefit.

It seems to me, if you can follow that approach, you can
avoid the complexity and get the charity that help all at the
same time. That is something we cannot do now. Not at this
late date. It reguires some more study and it has a cost effect.

I would hope, starting on the next big tax bill, if the
Treasury would look at this amendment, also at my suggestion,
and try to help us put a major forward stride for charity and
for the United Way and people like that into effect.

I do not think we can do it in this bill.

The Secretary of Treasury came here this morning to explain
the way the bill stood as of this morning. He would have to
recommend that the President véto the bill. We have a lot of
squeezing out to do thaé. The President will sign just at this

moment.
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tape 2 ’
- 1 Senator Packwood. What is the fiscal impact?
. 2 The Chairman. The bill has increased since that time. I
3 hope, Senator, that you would be willing to withhold this, and
. 4 let's join with you to try to do something about charity in the
2 5 next bill, when we have had a chance to try to fit inside the
1]
§ 6 budgetary considerations.
&
8§ 7 Senator Packwood. Let me ask what the loss is in the fiscal
b
N
2 8 year?
=™ ¢
) o 9 Mr. Shapiroc. Approximately $700 million.
:Q z .
. =
e § 10 Senator Packwood. If you start it January lst?
=
e g2 1 Mr. Shapiro. There are many of those who would be covered
=
S - .
2 12 who would have estimated payments, and we are taking this into
~ 8 L ;
,30 5 13 account. In addition, there are many taxpayers --
| @
421
) z 14 Senator Packwood. You are assuming that many are making
=
oy =1
é 15 estimated payments, when these are people that are taking the
> & ‘
5 g 16 standard deduction?
us
%: 17 ‘Mr. Shapiro. Senator Packwood, there are many taxpayers
& ‘
i 18 that are taking additional exemptions and they do that for
>
T
e 19 excess itemized deductions. There are other factors to take
o«
20 into account -~ the withholding. This is the reason that Congress
21 enacted several vears back that it was becoming more of a factor
® 22 | for withholding.
23 The Chairman. I hope, Senators, you will withhold this
. 24 ‘and offer it --
25 Senator Packwood. Mr. Chairman, so long as we share the

. ALDERSON REPORTING COMPANY, INC.




i

00090705 5

300 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 654-2345

10
A
12
13
14
15
16
17
18
19

20

21

22

23

24

25

R54

same view -- and we certainly get our dollars' worth out of
these kinds of contributions in terms of what we would otherwise
be spending to do what these charities do, I will withdréw it in
the hopes that, early next year, we have had hearings on this
already, but we will find a way to work it into the tax code
where we can encourage this kind of giving by low- and middle-
income people.

The Chairman. You have a good point and I would like to help
with it.

Senator Moynihan. Mr. Chairman, you have said you will, and
we take that to be one of the best things that has happened
today. I appreciate it.

Senator Packwood. I will withdraw the amendment.

The Chairman. Senator Dole?

Senator Dole. We want to reconsider this action on 202.

I discussed this with Senator Gravel -- we would like to leave
it all out and go to conference.

Mr. Shapiro. The at-risk provision, the Committee has made
a tentative decision that to adopt the House bill on the at~risk
for all closely~-held corporations except in the case of leasing
activities, equipment leasing, in that case, the Committee
decided not to accept the House provision, but to have a
provision that if the equipment leasing were to be covered, that
it would be aggregated.

That would mean that, if we went to conference, you would

ALDERSON REPORTING COMPANY, INC.




10

1

12

i3

14

15

16

Yva U Qyp

17

18

19

460 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

20
21
22
23
24

25

255

agree to the House provision and you would aggregate it.

Senator Gravel. If we leave it all together, we would
go to conference and discuss it there.

Mr. Shapiro. What Senator Dole and Senator Gravel are
saying is that they would like to reconsider that decision and
have the Committee delete the House provision entirely and do not
have it. Their understanding is the aggregation could be a
modification in conference.

The Chairman. The aggregation -- could the aggregation be
added in conference?

Mr. Shapiro. Yes, it could. It is a more liberal provision
than what the House bill had. It is between that and present
law.

Senator Curtis. Mr, Chairman, I have one matter --

The Chairman. Let's vote on it.

All in favor, say aye.

(A chorus of ayes.)

The Chairmanl Opposed, no?

(No response)

The Chairman. The ayes have it.

All right.

Senator Roth had his hand up first.

Senator Roth. Mr. Chairman, Senator Packwood and Senator
Moynihan and myself had intended to add the college tax credit

to this legislation that was recently adopted by the Senate.
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In deference to the Chairman, we are not going to offer it at
this time, although we intend to do it on the Senate Floor with
the help of the Chairman.

We are hopeful that, tomorrow, real progress will be made
and this legislation will be adopted by the Congress and a;ted
on by the House and Senate and will go to the White House, so
that it will not be necessary to take action on this leéislation.

Otherwise, we intend to do so.

The Chairman. I hope that, in the conference, we will send
a bill down there that the President will sign. If worse comes
to worse and he will not sign it, I hope we have a right of
veto. But it seems to me that we have come near knowing what
can be done when we sent them, when we resolve this confetrence
tomorrow and send a bill down there, and I believe that we are
going to have a successful conference.

The big problem is, I think the Senator will be compelled
on primary and secondary at least to insist on it in order to
send somethiﬁg down. I hope we can put a bill together that
the President would sign.

I heard some indications from people who seem to have pretty
good vibrations with what is going on that it may be possible
to put together a bill that the President will sign. If so,
we would have solved it. Otherwise, we will take a reading and
see where we stand on the Floor.

So I thank the Senator.
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Senator Curtis?

Senator Curtis. Just one question first. A bit ago we
agreed on the carry forward of unused investment credit for one
year for all industry. I wanted to make sure that that was geared
to credits that would expire in 1977, not in '78.

Mr. Shapiro. I am not sure if that date was discussed. I
think that is what you had.

Senator Curtis. That is what I had in mind. I wanted to
make sure.

One other thing, very briefly --

Mr. Shapiro. Before you do that, will you let me clarify
for the record -—- a guestion has been raised. We have assumed
for the residence provision that you had agreed to earlier that
capital gains on the sale of a personal residence, that the
effective date was to be the same date that the House had -~ sale
after July 26, 1978.

The Chairman. That is right.

ASenator Curtis. One other matter. This has been passed
once before by the Senate. In the field of insurance, they sell
what they call an investment annuity. The investment annuity,
the'purchaser of the insurance, something like a veritable annuity
which is invested in risk stocks usually, and the insured has
something to say about where that is farmed out in the nature of
investment.

The Internal Revenue proposed, by regulation, to say that
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annually the gain on that investment was taxed to the policy-
holder, still paying premiums before you do anything else.

The Chairman of this Committee, Senator Long, Senator Ribi-
coff and I believe, and Senator Talmadge, Senator Hansen and
myself wrote a letter to Assistant Secretary of the Treasury,
Larry Woodworth asking that that proposed regulation not go into
effect.

It did go into effect, and last year we put a provision
into the law that nullified that regulation. And my motion is
that we do the same thing this Congress.

Mr. Lubick. This matter has been before you before a number
of times. We are very deeply concerned with the continuation of
this device. Basically it is a device to take an investment
portfolio and to wrap it in the form of an annuity contract and
thereby enable the investor to avoid current taxation on his
interest and dividends.

I can take a quotation from the sales literature for this
sort of thing. "How do you want your interest, with or without
current taxes? You no longer need to pay current taxes on
interest and dividend income when you have utilized the benefits
of the tax~deferred investment annuities. Unlike other annuities)
the investment annuity allows the owner to direct the investment
of the funds within his personal custodial account. He may
choose from a broad list of accepted assets,"” and so on.

Basically, the man is in exactly the same position as if he
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were running his own investment portfolio, but by cleoaking it
in the form of an investment annuity, he is affording current
taxation on his dividends and interest.

If this provision is permitted to prevail, there is going
to be an incentive to everyone to put his investment portfolios,
his bank accounts and his savings account in the form of an
annuity. It will lead to a fantastic erosion of the tax base.

Everyone who has income from savings and investments will
basically be able to avoid current taxation on them with the
device of wrapping it up in an annuity.

We feel rather strongly about this.
Senator Curtis. Mr. Shapiré, have I stated the facts correcH

tly? Will you refresh our memories about the letter, who signed

Mr. Shapiro. The letter was sent to the Assistant Secretary
of Treasury for Tax Policy, was sent on April 6, 1977, was signed
by the Chairman, Senators Ribicoff, Curtis and Hansen.

The Chairman. I think Senator Curtis is right about the
matter, but this is a narrow amendment. It only involves about
one taxpayer, I believe, or a few.

There .are heads nodding; there are more than one, but it is
a relatively narrow amendment and involves a relatively small
amount of employers and, while I voted on this item, this
métter, and while the Congress voted on this, and it sounded to

me like they won their case in court, not withstanding this,
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we were not able to prevail or help these people.

Senator Curtis. The Treasury regulation put one company
out of business.

The Chairman. My impression is, why we try to help the
people, it is kind of a dead issue. The last thing I heard of,
it was sending people out of business.

Mr. Lubick. They did sell out to a larger company. The
matter is still in litigation. I believe it is before the Court
of Appeals.

Senator Curtis. I do not think it is a dead issue.

The Chairman. I would hope that we would not put it in
here. We did the best we could to help these people. .I do not
know what more we can do than pass a law for their benefit, and
I would hope that we just leave it where it is. Let them go
ahead and litigate some more, if they want to. We have done all
we can do to help them. «

I hope, Senator, that you would not press the matter any
further. I think from my point of view, I have done all I should
be asked to do. I hope, in view of the fact of the limited
amendment that you would not insist on it.

Please understand. The Senator has every right to offer it
on the Floor, but I feel that this might be very close to what
we were talking about, that we were not gcing to consider
narrowly-drawn amendments. Every Senator has the right to

offer the amendment on the Floor.

¢
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Senator Dole, Mr, Chairman, just to get some indication,

I know the amendment is going to be offered on the Floor and that
would be to defer the Social Security tax increases for one year.
That was recommended by the Chairman of the Federal Reserve Board.
If there was no objection, we could do it now. |

Senator Curtis. I will object.

Senator Nelson. Are you prepared to include everything he
had in there, all the reforms of the Social Security Act at the
same time?

The Chairman. If we were going to do that, then we would
have to take out a great deal of the tax cut that we have in this
bill. We would have to go through this bill and take out $3
billion worth of tax cuts.

Mr. Shapiro. Approximately $4 billion.

Senator Dole. I want to raise it. I think it is going to
be raised on the Floor. The minimum wage, ADR -~-

Senator Nelson. The tax on Social Security income, if we
put all of that in there, I will not vote for it.

The Chairman. The point is, of course it will be raised
on the Floor. I understand that.

Senator Haskell asked me that we vote on this AMEX
amendment, the AMEX amendment. He asked for a roll call vote.

Senatoi Moynihan. This bill is to provide a 10 percent

credit to an individual who invests in the newly-issued stock of
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a corporation with a net worth of under $25 million. The
maximum amount of the credit is $750 a year on a single return
and $1500 on a joint return.

The Chairman. What is’ the cost?

Mr. Shapiro. $70 million, assuming there will not be any
increase in these issues, becéuse in the last several years there
have not been too many issues at the secondary‘issue.

The Chairman. I do not think that is a safe assumption.

Call the roll.

Senator Danforth. Mr. Chairman, if I could, because it
sounds so good and so popular, to speak for thirty seconds.

There is a social problem with this particular proposal, in my
opinion, and that is that it tends to sgck relatively small
investors into small, high-risk companies, and I wonder if that
is the kind ofAthing that we want to do.

The Chairman. We should put a label on them, like a
package of cigarettes, this warning: "You could lose every nickel
you put into this thing."

Call the roll.

Mr. Stern. Mr. Talmadge?

Senator Talmadge. No.

Mr. Stern. Mr. Ribicoff?

(No response)

Mr. Stern. Mxr. Byrd?

“

Senator Byrd. No.
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hold it.

Chairman.

Mr. Stern. Mr.

Senator Byrd.

Mr.

Stern. Mr.

Senator Nelson.

Mr.

Stern. Mr,

Senator Gravel.

Mr.

. {(No

(No
The
Mr.

(No

Mrx,

Stern. Mr.
response)

Stern. Mr.
response)
Chairman.
Stern. Mr.

response)

Stern. Mr.

I have Mr. Ribicoff's proxy.

283

I will with~-

Byrd?

No.

Nelson?
Aye.

Gravel?
Aye.

Bentsen?

Hathaway?

JHe will vote aye.

Haskell?

Matsunaga?

Senator Matsunaga. No.

Mr.

Senator Moynihan.

Mrﬁ

Senator Curtis.

- Mr,

Senator Hansen.

Mr,

Stern. Mr.

Stern. Mr.

Stern. Mr.

Stern. Mr.

Senator Dole.

Moynihan?
Ave .,
Curtis?
No.
Hansen?
No.

Dole?

No.
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year.

So the small investors, those who make a small capital gains,
would get an exclusion of $500, a couple $1,000; a 60 percent
exclusion; minimum tax. That puts you at the 28 percent rate.
I would like to have a roll call on it. I will be putting it
on the Floor. I think we should have something a lot closer to
what the President has been talking about.

Mr. Stern, Mr, Talmadge?

Senator Talmadge. No.

Mr. Stern. Mr. Ribicoff?

Senator Ribicoff. No.

Mr. Stern. Mr. Byrd?

Senator Byrd. Aye.

Mr. Stern. Mr. Nelson?

Senator Nelson. Aye.

Mr, Stern. Mr. Gravel?

Senator Gravel. No.

Mr. Stern. Mr. Bentsen?

(No' response) -

3

Mr. Stern. Mr. Hathaway?
(No response)

Mr. Stern. Mr. Haskell?
(No response)

Mr. Stern. Mr. Matsunaga?

Senator Matsunaga. No.

ALDERSON REPORTING
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Mr. Stern. Mr. Moynihan?
Senator Moynihan. No.
Mr. Stern. Mr., Curtis?
Senator Curtis. No.

Mr. Stern. Mr, Hansen?
Senator Hansen. ©No.

My, Stern. Mr, Dole?

. S8enator Dole. No.

Mr. Stern. Mr. Packwood?
(No response)

Mr. Stern. Mr. Roth?
Senator Roth. Aye.

Mr. Stern. Mr. Laxalt?
Senator Laxalt. No.

Mr. Stern. Mr. Danforth?
Senator Danforth. No.
Mr.. Stern. Mr. Chairman?
The Chairman. No.

Eleven nays and three ayes.

286

For fear that we might not have a guorum present at some

point in our proceedings, I am going to seek to make sure that

there is no technical difficulty with the bill by moving, first,

that we reconsider it and agree to all decisions we have made,

and then I would like to offer all decisions we have made as a

substitute en bloc for the bill.
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1 We are then voting on the whole substitute.
. 2 All in favor, say aye?
3 (A chorus of ayes.;
' 4 The Chairman. Opposed, no?
g 5 (No response)
&
% 6 The Chairman. All right, the ayes have it,
% 7 Now, let's call the roll and report the bill.
g 8 Senator Roth. The hour is late and I have a statement, so
o o e
’; ; 9 late that I do not even want to hear myself read it.
‘m § 10 The Chairman. Why do you not give it to the Press?
3 g 1 Senator Roth. I have already done that, Mr., Chairman. I
’x‘ g 12 just wanted to make the point that I think that what we have
:3. § 13 done here is, in effect, creating a new class of what I would
£ § 14 call the middle-class poor and I intend to vote against reporting
= § 151 the bill.
o] = .
~ 5 16 Senator Nelson. Mr. Chairman, I just want to make one
g 7 point. -+ There are a number of things I do not agree with in this
E 18 bili, including the capital gains, and I am going to vote no.
& ,
é 19 I will vote for some of the provisions on the Floor, but I
20 cannot buy the whole package.
21 ‘Senator Dole. Mr. Chairman?
2 The Chairman. Yes, sir.
23 Senator Dole. Mr., Chairman, as we prepare to vote on this
24 I would like to note to the colleagues on my right, this will
25

be their last action on a mark-up of a tax bill and I certainly

II ALDERSON REPORTING COMPANY, INC,
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‘I' ! know that the Chairman and others want to thank them for all
2 their assistance. Senator Hansen and Senator Curtis are
. 3 voluntarily leaving the Senate.
' 4 The Chairman. They have been two wonderful members of
3 5 this Committee, stalwarts in the best tradition of the United
[}
l
| B o6 States Senate. I think we ought to give them a hand and a
3 g
| g 7 standing ovation.
:
t oy | 8 (Standing ovation)
Q
o £ 4 The Chairman. Call the roll to the report the bill.
im0 B 10
g Mr. Stern. Mr. Talmadge?
= &
- g Senator Talmadge. Aye.
<] .
Loe Z 12 Mr. Stern. Mr., Ribicoff?
. Q
-
Q. 2 13 The Chairman. Aye.
o w
£ 14
o E Mr. Stern. Mr, Byrd?
=
- % 15 Senator Byrd. Aye.
Do '
;3 = 6 Mr. Stern. Mr. Nelson?
E 17 Senator Relson. No.
e
B 1
w 8 Mr. Stern. Mr. Gravel?
& 19
§ Senator Gravel. Ave.
20
Mr. Stern. Mr. Bentsen?
21
Senator Byrd. Aye, by proxy.
22
Mr. Stern. Mr. Hathaway?
23
(No response)
24
Mr. Stern, Mr, Haskell?
25
(No response)
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Mr. Stern. Mr. Matsunaga?
2 Senator Matsunaga. Aye.
3 Mr. Stern. Mr, Moynihan?
. 4 Senator Moynihan. Aye.
g 5 Mr. Stern. Mr. Curtis?
3
s 6 Senator Curtis. Aye.
§
8 7 Mr. Stern. Mr. Hansen?
:
a & 8 Senator Hansen. Aye,
o 27 Mr. Stern. Mr. Dole?
) Y 8
7 S 10 Senator Dole. Aye.
o iz
‘o g H Mr. Stern. Mr, Packwood?
¥ 2 12 (No response)
| a
. ]
*::. 2 13 Mr. Stern, Mr. Roth?
o @ '
3 § 14 Senator Roth. No,.
= £
<
-’ g 15 Mr. Stern. Mr. Laxalt?
> 5 16 Senator Laxalt. Aye.
E v Mr. Stern. Mr. Danforth?
2
- 18 Senator Danforth. Aye.
c 19
§ Mr, Stern., Mr. Chairman?
20 The Chairman. Aye.
21 Mr. Hathaway votes for the bill.
2 ' .
2 Senator Curtis. Senator Packwood votes aye.
- 28 The Chairman. I think you should contact Senator Bentsen.
24 '
Senator Byrd. I voted by proxy.
25 .
Mr. Stern. Only Senator Haskell is unreported.
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The Chairman., Fifteen yeas ané two nays.
Senator Matsunaga. Mr. Chairman, I think after listening
to the applause how we are going to miss those two members. I
would suggest that we leave those two seats empty.
The Chairman. The Committee is adjourned.

(Thereupon, at 10:15 p.m., the Committee adjourned.)
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