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The Chairman. The Committee will come to order, please.

Let he; if I might, briefly explain  how I've come to the
conclusion I've come to and why the plan that is before us
is before us, and I will modify my Chairman's draft
as initially proposed with the papers that are now before the
Committee and work for that from discussion.

As you will recaltl, we had 30, I think, 33 days of
hearings on this Lést gummer, anyplace from two to six hours
a day, thorough hearings, complete heérings. And after those
hearings, I met with the various members for about 70 hours
in total either_ in meetings or on telephone calls talking
with them about what they wanted in the bill. And in each
case, there would be a certain statement, :something as
follows: Well, gee, I really wish we could get real tax
reform, but I know there is no chance of that; it is
unfortunate; you know, I would be with you, but there doesn't
seem to be any chance.

And each of the members would say something roughly Llike
that., But as I didn't sense even from talking to the members
that we could put together a package like that, and maybe at
that time we couldn't, what I went ahead and did was the
original draft that_I put before the Committee based upon the
conversations with the.members, taking account of some of
their very specific {nterests as related to their states.

And then as we went through the Committee actions on my
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initial draft, any number of the members came up to me and
said they felt a Little bi£ guilty about the way were just

en masse voting back in deductions and exemptions. And they
would said, well, we know at the end of it we a}e going to
have to come with a clean-up amendment and so it is all right
to vote for all of these revenue losers, not unltike we do on
the budget process on the Floor of the Senate where we have

a clean-up reconciliation vote, and that everything that we
have done is, in essence, undone.

During the past year, as I would go around my state, on
occasion around the country, I would ask people what was the
top maximum rate that they would have to have —-— how low
would %f have to be before they wouldn't really care about
deductions; it would lose ‘at least its political grasp as
a difficult issue.

And most of them would say about 25 percent, some 20,
some 30, but they would say about 25 percent. If you can get
the rop rate down to 25 percent, why then the issue of
capitai.gains deductions and charitable deduﬁtions and all
these others wouldn't matter.

And I thought to myself: I wonder if that was really
true. And I came back to the office, this must have been a
month ago, maybe only three weeks ago, and I reread, not all
of the testimony of the hearings -- I simply reread the

witness list. And as I went through it, hundreds of
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witnesses, I could not find a single interest group in
America that was unrepresented.

And 1 donft use interest group in the pejorative sense.
Whether it be charities or universities or Lab;r unions or
teachers or banks or'farmers, they were all there. And
there is not a single group in America that does not have
some preference in the tax code.

Agd what they are afraid of is two things: One, the
unknown, the bird in the hand. They know what their
preference is, and they are reluctant to lLose it because they
dpn;f know how they might have to operate in the future if
they didn't have the preference. ‘And the other 1is the
fear that they might Llose their preference but their
competitor might not lLlose his or her preference, and they
would be disadvantaged in the marketplace.

And I thought to myself is it possible they would really
go for a tax code, support a tax code, that attempted to
remedy all that.

And I've said it before and I will say it again: I take
my hat off to Bill Bradley. He grasped this concept a long
time ago.

And when a week ago Friday it became obvious that had
we continued to vote that day, we would have voted to get
rid of another $100 billion or so of savings that were in my

initial draft, I adjourned the meeting. And on that day,
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. Bill Diefenderfer and I went to lunch, and we talked over

the situation. And we both came to the conclusion that it
was worth giving it a try.

And worth giving it a try is the option that you now see
before you. It is, indeed, meaningful tax reform. It is
significant rate reduction. It is the eLimination of many,
many preferences. It is an effort, albeit not a full one, but
a good one, to attempt to move the tax code toward neutrality
among businesses, to attempt to move the tax:code away from
a whole potpourri of inducements, incentives and to say that
savings is best induced, investment is best encouraged,
behavior will best result if people do what they‘think they
do well; if they will give to oréanizations that they believe
in because they believe in them rather than inducement from
the tax code.

So I think we have an opportunity. And I want to say
to all the members on this Committee how appreciative I am
of what you have said and done and your comments. It is
obvious that all of ybu in éne form or another, I think, are
relijeved that we did not continue on down the road that we
were going.

Whether by the time we are done this tax reform -- and
we Ean truly callt it that -—- will pass, I don't know. But I
do know this: We have an opportunity that is given to very

few. To make a significant difference for the betterment of
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',America for a generation or more.

And I hope we will not lLlose that opportunity. Because
if we“march up that hill and fail, it will not pass our way
for aaother decade.

Senator Long.

Senator Long. Mr. Chairman, I want to qongratulate you
for your good judgment in having foresight to change
direction before the ship runs on the rock. And there is no
doubt that the bili on which you were proceeding was 1in
trouble and in the prospect of getting into progressively
more trouble. And what you have brought to us now, I think,
is a better bill. And I believe it has a better chance of
success.

I hope we will find time to answer a lot of questions
that are being asked in terms of trying to determine
precisely what the bill does do to fill in some of the
blanks. But as far as I am aware, as I think most Senators
are, that there has been resigning applause.in the immediate for
the bill that has been recommended. And I hope very much that
we can make this historic bitl one that will not reguire too
much change in the future.

You are going to have from this side of the aisle, and
perhaps from your side of the aisle, some Senators urging
thaf we take enough time to be sure that we are on the right

track. And we will try to come to terms with you on that to
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try to meet your desire to report a bill.

But I do think that you havé made some very fine
suggestions, and I think most of us here would applaud the
conciliator} way that you have approached this matter with
all members in trying to put together a package that would
meet approval of all.

The Chairman. Further comments?

Senator Bradley? Oh, I'm sorry. I thought you had4your
hand up.

Senator Bradley. Well, Mr. Chairman, if you want me
to ——

The Chairman. I didn't mean to encourage you.

(Laughter)

Senator Bradley. I mean if you would Llike me to, I
would be glad to make a statement. }If not, you want-to move
on?

The Chairman. Unless others have statements, I would
just as soon move on and have the Treasury éecreta}y and
Mr. Brockway and Mr. Colvin and Mr. Wilkins all start fo move
through. You will find in front of you,'finance Committee
members, from tﬁe staff, materials for tax reform markup.

It pretty much outlines the package. "And I think you will
recognize most everything in there. Almost all of it in one
form or another we touched upon at least tangentially in
hearings, and I don't think there arehhény new subjects.
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There are some new things in it that weren't there
before, but do you mean are they startlingly new to anything
we have ever talked about or considéred or had hearings on,
they are not.

So, Mr. Brockway, you want to start?

Mr. Brockway. Yes, Mr. Chairman.

The handout starts with a three—-paged summary of the
overall proposal. Basically, the_outLine of the proposal is
a two-rate system of 15 percent and 27 percent that is
designed with break points similar to the original package
so that, one, about 80 percent of families would be below,
be in the LS5 percent bracket or below, also about 6 million
of the working poor would be taken off the tax rolls, that
the break point for a family of four would end up with a
family of four having to earn over $41,000.00 or $42,000.00
before they would even reach the 27 percent rate.

In the package, it.would allow home mortage interest
deductions, state and local income taxes, state and local
real and personal property taxes, ghafitable deductions.

It goes through the details of the proposal, tBe overall
memo. Page 1, 1 of 13, it outlines modifications, entitled
"Spreadsheet Modifications." And these are —-- the page numbers;
at the top will refer to the spreadsheets when the areas are
discussed. Also, in certain circumstances, they will refer
to the decisions that the Committee has made to date.
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The first item, starting on Page 1 of 13-paged memo,
is tha{, as I say, the rate structure would be a 15 percent
rate_bracket, and then a 27 percent rate bracket. The
standard deductions:woutd be $3,000.00 for single, $5,000.00
for joint and $4,200.00 for head of household.

The 27 percent break point would be $17,600.00 of taxable
income for singles, $29,300.00 for joint and $23,500.00 for
heads of household. So éhat's taxable jncome to the taxpayer.
Both will get the personal deductions, will get the standard
deduction, and then will be taxed at 15 percent on, for
example, for a joint return up to $29,300.00.

In addition, the 15 percent break point would be phased
out for high-income taxpayers, taxpayers over $75,000.00 when
they are joint. And, also, it would be $45,000.00 for
singles and $55,000.00 for head of household, keeping the
same proportion of distribution between the three filing
categories.

Senator Chafee. Mr. Chairman?

The Chairman. Senator Chafee.

Senator Chafee. I just think it is terribly important
that anybody studyidg these sheets understand thaf when we
are talking there under thése charts, the $17,600.00 and
the $29,000.00, that you are talking taxable income. And
people are liable to gb out here and talk about somebody

earning $29,000.00; that's where he is. That is just not so.
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And I just think it is téfribly important that that be
stressed.

Mr. Brockway. That is correbt. I mean looking at
that, for example, on a joﬁnt --

Senator Moynihan. That translates to approximately
$40,000.00.

Senator Chafee. That is right. And, Mr. Chairman, I
wonder if at this point he would say what that translates
into because people are going to get mixed up and start
talking about —--

The Chairman. Take the joint_refurn. Most people
refer to the family.

Senator Chafee. That is right. Mosf people talk gross
income rather than --

The Chairman. The family of four in terms of taxable
versus gross income. The chart shows $29,300.00. 7o that
for a family of four, }ou want to add $8,000.00 for four
exemptions at $2,000.00 each, and a $5,000.00 standard
deduction-.

So what you were saying is up to $42,300.00 gross income
for a family of four.{ You are going to be in the 15 percent
tax bracket.

Mr. Brockway. Assuming that the taxpayer does not
itemize.

The Chairman. Yes.
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Mr. Brockway. If the taxpayer has larger itemized
deductions than that, it will even be higher. But at a
minimum, the lowest will be $42,300.00 before you go into
27 percent rate bracket for a family of four.

Senator Chafee. Could he do that for each of them?

The Chairman. Yes.

Senator Chafee. Because the words goes out from this
pLacé in the most confused fashion unless we make it
absolutely clear.

Mr. Brockway. MWell, for a single taxpayer, it'would be
$22,600.00. You take a standard deduction of $3,000.00,

plus a 27 percent in the first bracket would take it 20,000,

.plus a $2,000.00 personal exemption. And that would take it

to $23,600.00.

Senator Durenberger. For illustration, we will have them
all. Our single children when they go to work out there will
be at a =-— at 22,600, they move into the 27 percent bracket;
is that it?

Mr. Brockway. If you are single, unmarried and ho
dependents —--

Senator DUrenbergef.' Right.

Mr. Brockway. =-- it would be 22,600. 'And then you =--

Senator Durenberger. You move into the top tax bracket
at $22,600.00(

Mr. Bfockwa§. At that point, it will be a 27 percent
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Senator Durenberger. ALl right.

Mr. Brockway. A head of household would depend upon
how many dependents the famjty had. If you assume just for
comformity with the joint return tLat there are two
dependents, that it would be taking the $23,000.00, add the
$4,400.00 to that, takes it to $27,900.00, and then you add
$3,000.00 of that would be $33,900.00 in that example.

Senator Chafee. Could you just give the joint one
again, the total?

Mr. Brockway. The joint return wouid be $42,300.00.

It would be $5,000.00 standard deduction, $29,300.00 the
first bracket, and then $8,000.00 in personal exemptions.

Senator Chafee. These are for non-itemizers?

Mr. Brockway. These are for non—-itemizers. Itemizers,
the bracket would go up depending upon how large the
itemized deductions would be.

Senator Bradley. Mr. Chairman, if we could, as a way of
comparison under current law, what would someone making
$29,000.00 -- what rate would they be paying? I think they
would be paying at least 25 percent and maybe higher, right?
It kicks in up to a higher rate. It is around $29,000.00

Mr. Brockway. You mean $29,000.00 --

éenator Bradley. Taxable income. In other words, there
is the rate table.

Mr. Brockway. ALl right. Our comparison isn't going to
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| be quite the same because you are moving standard deductions

and personal exemptions.

Let us try and look at a family of four with earnings
of $42,000.00.

Senator Bradley. The taxable income, just the rate.
That's the only thing I --

Mr. Brockway. Well, I would Llike to compare adjusted
gross income with $42,300.00 so that your matchup will be
the same because this proposal gives you a larger standard
deduction and‘Larger personal exemptions as well.

A rough look is that it would be the 33 percent bracket.

Senator Bradley. So for the family of four under
current lLaw, they would be in the 33 percent bracket, and
under this, they would be in the 15 percent bracket.

Mr. Brockway. At that point.

_Senator Durenberger. What about the other two categories
on that?

Mr. Brockway. At $22,600.00 of AGI, it would be at
26 percent.

And heéds of household would be about 32 percent.

Senator Durenberger. Thirty-two percent on —--

Mr. Brockway. Earning adjusted gross income of
$33,900.00.

Senator Durenberger. Now is that gross income or AGI/

Mr. Brockway. AGI, adjusted gross income.
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Senator Durenberger. So that is what we are using as
the base throughout all of this -- adjusted gross income.

Senator Heinz. On the C, the phase-out points for the
personal exemption, are those faded as taxable income,
adjusted gross income?

Mr. Brockway. This is adjusted gross income. It would
come in right behind the phase out of the 15 percent bracket;
then you would start phasing those out. .

Senator Roth. Mr. Brockway?

Mr. Brockway. Yes, sir.

Senator Roth. So the record is complete, can you give
what the effect of marginal rate is for the —-- because of a
phase out under B, and I guess see what that does to the
higher?l

Mr. Brockway. Well, it is a matter of how you wish to
characterize it. MWhat happens in this proposal is that you
phase'out the quantage of the 15 percent bracket over
roughly $70,000.00 of adjusted gross income as it goes up.
There is a similar thing that you do on the corporate side,
when you phase out the lower --

Senator Roth. Could I ask you this way: If they were
treated the same, those in the higher bracket, what would be
the marginal rate of tax basig?

Mr. Brockway. Essentially, you can view this phase out

as increasing the rates by five percent, and so that you could
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add that on top if you wished to raise that. But in all these
cases, the effective rate of the taxpayer ig'going'to be
below 27 percent. If you gre phasing up to a 27 percent
effective rate --'actUéLLy; it would be lower t;an 27 percent
in all cases because you are allowing a variety of

itemized deductions. But jt is gradually increasing your-
self up to that.Levet.

But in that phase-out range, because of your statutory
rate of 27 percent, plus you have tﬁis phase out, you can
view that as a five percent increase in the marginal rate.

Senator Roth. Let me make sure I understénd.
Effectively, you can say that the 70,000, i% they were treated
the same, it would be up to 32 percent?

Mr. Brockway. Again, because I have heard that
characterized by members both ways, I would be reluctant to
state that. Clearly, in all si£uations, your effective rate
is going up in this period, but one way to view that as an
increase in the marginal rate ié really sort of how you look
at'any -~ just for ¢larity sake, anytimé you have a phase out
of any benefits, such as the earned income credit, the lower
rates for corporations that you would phase out'right now
as they go from 100,000 to 300,000, the child care crédit,
all of that can be viewed as a marginal rate increase. And
so that you could state it that way.

Or ordinarily in parlance you don't sort of view those as

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703 237.4759




! i separate -- you sort of view those as separate items, but
2 certainly you can add those .two together.
3 Senator Danforth. The fact of the matter is that they

4 are being taxed at less than 27 percent.

5 Mr. Brockway. In all cases, you are moving up towards
6 that.
7 Senator Danforth. The fact of the matter is that

8 nobody would be taxed at more than 27 percent.

9 Mr. Brockway. That is correct. You would be less
10 || because of itemjzed deductions.

1 ' Senator Danforth. And this whole description of the
12 marginal rate is really a matter of characterizing the

13 phase out.

14 Mr. Brockway. Exactly.

15 "Senator Roth. But I th%nk it 1s important that people
16 completely understand that if they were being treated in the
17 [t higher brafkets exactly the same as the 15 percent bracket
18 and the exemptions, that the marginal rate then would go up

19 || to, what did you say, five percent?
20 Mr. Brockway. The phase out has an effect of roughly

21 five percent. If you view it as a marginal rate, that is

éz what is happening; that you are moving yourself up to get,

23 || @s you go through that phase-out range of 75,000, 150,000, you

are getting yourself closer to where you would be above

LJ 24

X ,5 || 150,000.

Moffitt Reporting Associates
Falls Church, Virginia 22046
(7N3) 237.4759




.

10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

17

As indicated, the $2,000.00 personal exemption would be
retained effective in 1988, and it would be phased out after
the.phase out of the lower rate bracket is concluded.

The Limitation the Chairman has marked, that limited
variety of itemized deductions to the first two brackets,
would deny it against a 35 pefcent bracket —-- it is deleted
from the package. And so that all the itemized deductions

that are allowed would be allowed in full, both against the

15 percent bracket and the 27 percent bracket.

On Page 2, the item E, that indexing would be rounded

down to the nearest $50.00. And so, therefore, if the indexed

number for the standard deduction personal exemption rate
brackets was, let us say, 5,125, it would be rounded down to
5,100 for the same item.

Item F, the personal exemption for individuals would be
denied.

Senator Baucus. Mr. Chairman?

The Chairman. Senator Baucus.

Senator Baucus. Mr. Chairman, I just want to ask if
the personal exemption presently %ndexed;

Mr. Brockway. Personal exemption, yes.

Senator Baucus. Thank you.

Mr. Brockway. The personal exemption for individuals who

are eligible to be claimed by a dependent ‘would be denied.
And so in that situation, the parent would get the $2,000.00,
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essentially what they get right under present law, but the
child also would not be able to get a personal exemption for
the same income.

G, the personal property tax deduction would be retaineé.

H, the current taxation of scholarships and fellowships
would be retained rather than changes in the Chairman's
proposal and the House bill.

I, the above-line charitable deduction deducted for
non-itemize?s would be allowed to sunset as scheduled at the
end of this year.

J, the deduction, the itemized deduction, for medical
expénses right now subject to a five percent of adjusted
income floor. That floor will be increased to 10 percent of
adjusted gross income.

K, the adoption expense deduction would be repealed.

And, L, the miscellaneous itemized deductions would be

repealed. In addition, as under the Chairman's mark.and in

the House bill, the above the Line deduction for unreimbursed

employee business expenses would be moved below the Lline as
itemized deduction and §ubject_fo a one percent of AGI floor.
On Paée 3, the distribution of these changes, of the
individual tax changes, is set out. There is an aggregate
average cut of 6.2 percent for all taxpayers in 1988.
Senator Baucus.. Mr. Chairman?

The Chairman. Senator Baucus.
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Senator Baucus. On that, I see that list here, percentage
change and income tax liability 1988 for various incecme
categories broken down into tens of thousands of dollars.

Is that table of percentage change in income tax Liability, is
that for joint taxpayers, single or what?

Mr. Brockway. This is for all taxpayers, Senator. It
pulls all of them together in doing these analyses.

Senator Baucus. Could you provide for us what it would
be for joint as opposed to what it would be for single income
taxpayers in .each qf those income categories?

Mr. Brockway. I will see what we havé on that, whether
it can be broken out séparately. Ordinarily, the way it
comes out is on an aggregate for all taxpayers.

Senator Baucus. I just think if we are going to have a
distribution table as this .is, some'taxbayers are single,
some are joint, and they are going to want fo know how:that
affects them. I think they have a right to know how it
affects them. And I just think it imﬁortant for us to have
that information broken down.

The Chairman. Let me ask you a further question, Dave.
On'the income distributiaon for $200,000.00 and above, this is
the percentage change for one year, but it does not yet
assume the full phase out of the passive income, which does
not finish until three years after the bill, which ought

to lLower that 4.7 figure, shouldn't it?
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Mr. Brockway. It does not include that. And pha;ing
that in will lower that. Whether there are other changes
going in'thelother:direction, I am not sure, Mr. Chairman.

But let me Lo;k into that, Senator Baucus. That
ordinarily when we provide these distributions they“have been
for all taxpayers. - And it is a question, one, of whether
they can break it out; and, two, by reducing the sample size,
the quality of the anbers-is good. But let me look into
that and get back to you later today.

Senator Baucus. You mean you haven't broken it up
before at any other time? |

Mr. Brockway. We generally put these out as overall for
all taxpayéré.

Senator Baucus. Yes, I hear you saying you generally
do, but I am questioning whether it has been done before.

Mr. Brockway. Well, I am reluctant to say that it has
never been done before because I will have to check with the
economists to see whether we have in the past done it or whether
that information-is-sufficiently broad enough based to give
you good distribution. If it is, then I will definitely come
back.

I simply don't know. I am reluctant to commit that it
can be done.

Senator Baucus. I think it is important to have,
frankty.
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Senator Pryor. Mr. Chairman, may I ask a question at
this point of Mr. Brockway.

The Chairman. Yes.

Senator Pryor. Now these tables indicate an effective
date, I understand, of 1/1/88. 1Is that right?

Mr. Brockway. No. This reflects the change in income’
tax tiability for &alendar 1988 for taxpayers. But the
effective dates, generally, are the effective dates that are
in the Chairman's mark. And that is generally 1/1/87, but
a six month delay in the rate change, as has been in the
other proposals --

The Chairman. Which 1is the same provision, only a year
later.

Mr. Brockway. Exactty.

The Chairman. That is both in the President's bill and
the House bill.

Mr. Brockway._ Exactly. But because this is a == you
want to give a full-year effect, which is why we give 1988.

Senator Pryor. Rjght. But is there a dqnger in 1987 if
the IRA deduction is lost and othef itemized interest
situations take gffect or are lost? 'Is there apossibility that

there would be an increase on some taxpayers in 1987 that

we are not seeing here?

Mr. Brockway. There is a possibility. I mean, clearly -+

well, two things, just so no one is misLed. These are
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aggregate for all taxpayers. Very definitely that while you
have a tax cut here of approximately $100 billion over a five-
year period, there will be a number of taxpayers that will
have a tax increase, depending upon what their particular
profile is. For example, if they had a Lot of tax shelters.

In 1987, the net tax cut is smaller under this package
as it was in 1986 under the House bill and the Administration
proposal because you only have a half-year cut.

The way that works o&t or at least it did in those
others id thaf up to the middle income =- and I think in this
proposal would be about roughly 50,000 where the break point
is that =-- betoy that level, there should be a tax cut; above
that Llevel, there might be in the aggregate a tax increase in
1987 because the rate cuts are more important to upper income
taxpayers.

So there will be income categories in 1987 that have a
tax increase, but it will be at the upper end of the income
distribution. At the lower ranges, they will have a slight
tax cut.

Senator Bradley. Mr. Brockway, would it be fair, just
following én what Senator Pryor asked, would it be fair to
say that the people who are wage income primarily will end up
with a -- clearly will have a tax cut. People who are into
tax shelters might have a tax increase in some cases. Those
are the people who would have any tax increase, if there were
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a tax 1increase.

Mr. Brockway. Clearly, that will be the direction. That
the fewer preferences you have under present law, then you

]
are going to have a tax cut even if the tax cut is only a

half year's tax cut.

If you have substantial preferences that are being
repealed in this bill to pay for the tax cuts, then you may
not in 1987 have a tax cut because you are only getting a
half-year rate cut. And the way that works out is thé
lower end —— I know ffom'tooking at other packages that in
the first year it tends to be the lower end is where you get
the net tax cuts, and the upper end is where yoﬁ have tax
increases where you have ohly a half-year rate cut.

So I would expect that to be the profile here for 1987
as well. |

Senator Matsunaga. Mr. Chairman, in terms of dollars
now, it seems that 62.2 percenf }OF thbse between $10,000.00
and $20,000.00 -- now that would sound like a gigantic
figure =-- but in terms of dotlars what is. it?

Mr. Brockway; I will try and quantify later. It will
not be a substantial amount of monéy for each taxpayer
because each taxpayer does not pay a substantial amound of
taxes. Now to them it may be a substantial amount because
they only have a relatively small amount of money.

But, clearly, current tax liabilities are fairly
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i significantly progressive. And so that you take these

percentages that you have to multiply times the average tax
the taxpayer pays. At the lower end, they simply don't pay
that much tax. So the average tax cut per taxpayer will be
smaller at the low end, and it will get increasingly larger
because it will reflect their tax Lliability.

Senator Matsunaga. Of course, I realize that. But do
you have any fiéUre?

Mr. Brockway. I will be able to get that for you later
today, Senator.

Senator Matsunaga. And also a figure for $200,000.00
and above?

Mr. Brockway. Be happy to get that figure for you.

Senator Matsunaga. Fine.

Mr. Brockway. The next item covered on the memorandum
is the treatment of depreciation, accelerated cost recovery.
In the Committee, the Chajrman's mark was modified by an
amendment of Senator Roth that increased the recovery rgte
for productivity property 200 percent, declining balance,
switching some of the year's digits, and kept at 150 percent
declining balance, switching .to straiéh; lLine for non-
productivity property.

What this package contemplates is eliminating the

distinction between productivity property and non-productivity

property, first, by taking the categories that were approved

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703} 237.4759




1-Eby the Committee in the three-year, five-year class and

2 10-year class with two changes. One is that there is an

3 amendment that would have moved oil refineries from the

4 10-year ctass to the 15-year class. E*cuse me. From the

5 10-year class to the five-year class. This would return to

6 the Chairman's mark on that so that all property with an ADR
7 lLife of more than 15 years would beiin the 10-year class;

8 || would get a.dep}eciation over 10 years.

9 And, also, that R&D property, which under the Chairman's
10 mark and present law would be a three-year category, that

1 would be moved to the five-year category, treated as all other
12 . property. Rather than having it three-year straight line,

13 || would go to five years doubté declining balance.

14 So the categories would be the three—year_ctass, that

15 || modification of R&D, five-year class ADR property of legs

16 thatn 16 years, 10-year property the same as the Chairman's
17 mark, property with an ADR class of more than 15 years.

18 Fifteen-year class would be utility property and real estate

19 would be given a 30-year straight line recovery.

20 The recovery rates would be 200 percent declinjng

21 balance in the S and 10-year classes, switching to straight

22 line. So, therefore, whether or not you are productivity

23 property,you‘get the 200 percent decLin%ng balance change under

24 this proposal.

25 In addition, the $40,000.00 expensing as in the proposal
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previously approved by Committee would be reduced to a
$10,000.00 annual limit rather than $40,000.00 under this
proposal.

Senator Armstrong. Mr. Brockway, could ysu take just a
moment and explain the switching mechanism?

Mr. Brockway. The way a declining balance system works
is you have ==

Senator Armstrong. I understand declining balance, and
I understand straight Lline, but I don't understand the
switcging.

Mr. Brockway. What you do -- at some point after you
have got the acceleration in the first couple of years, the
more advantageous to switch off of a declining balance system
which has accelerated in earlier years to another method.

Under the amendment, as adopted in the Committee, that
you would switch not to straight line depreciation after that
optimum point, but to another method some of the year's
digits method which, again, is more accelerated than straight
lLine is the way that would wqu. That would accelerate in the
middle years.

What present law does is switch from 150 percent declining
balance to straight Line at the most favorable point for the
taxpayer. And that is what this proposal would do, would
switch from 200 percent declining balance. And when you would
get at that point, that you would get a more favorable
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depreciation if you switched on to straight line for the
remaining depreciation; it would switch to straight line.

Senator Armstrong. I understand fhat. Thank you.

The only other question I_wanted to ask about thaf is:
is this a prescribed change or is it a taxpayer option?

Mr. Brockway. Generally, it is a precribed change as
under present lLlaw. I mean I think it would always be
advantageous. There are elections that you can take to have
stower depreciation generally, and those would be maintained
if you wanted to have it.

But, otherwise, taxpayers generally would not want to
stay on declining balance on an ongoing basis.

Senator Mitchell. Mr. Chairman.

The Chairman. Senator Mitchell.

Senator Mitchell. Mr. Brockway?

Mr. Brockway. Yes, sir. Sorry.

Senator Mitchetl. In this area, I would find it
helpful -- I don't know if the other Committee members
would -- if you couyd go down through each of these items, A
through G, and describé the relationship between this
proposal, current law and the House bill. 1In other wofds,
what is current law and House bill and how does thfs proposal
differ from either of those.

I don't want to take a long time, but I think it would be

very helpful.

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 237-4759




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

™
Lo

The Chairman. Can I ask you a generic question?

Mr. Brockway. Yes, sir.

;The Chairman. Would it .be fair to say that this
depreciation proposal II is certainly more generous than the
House bill and somewhat more generous in toto than the
present law?

Mr. Brockway. Both statements are true. It clearly
is significantly more generdus than the House bill, which is
less generous than present law. And this is, I believe, about
$15,biLLfon more favorable than current law.

The Chairman. Than currentllaw.

Mr. Brockway. I have to check on that, but I think at
Lleast for the categories that definitely you get the 200
percent declining balance it is more.

The Chairman. And by and targe to the extent that people
have asked for some degree. of certainty and not great change,
for those who are famiL?ar with the ACRS system, this
particutar proposal will be very familiar to them.

~Mr. Brockway. It is based on préSent law. What it does
is provide advantages to property in the three, ffve and
10-year classes. And then it takes away some advantages from
the Lﬁnger life properties —-=- utilities, real estate -- is
the way it moves from present law essentijally.

So for equipment it is going to be a more favorable
system than present law.
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most equipment that is used, under present law would have

N

Senator Pryor. Have these provisions changed over what
we talked about last week? For example, A and B, are they
changes over what we discussed as late as Thursday or
Friday, Mr. Bfockway?

Mr. Brockway. Let me go through on that. On Item A,

property in a five-year and 10-year class, which is generally

150 percent decLining'balance switching to straight line.

Under the earlier amendment adopted by the Committee,
some would have 200 percent declining balance switching to
some of the years' digits, which is sLightiy more generous
than this. Others would have —-- that would be for
productivity property. Non-productivity property, however,
would only get 150 percent declining balance, which is a
straight line .under the Committee's amendment, which would
have been less generous.

This providés all 200 percent declining balance
switching to straight line. And that is, as I say, an
increase from the present Law of 200 percent declining balance|

" The House bill, it really depended upon the tength,of
lLife of the asset. Some property would have, undgr that
system, a 200 percent declining balance which means
straight line system, but the lives there, if your ADR was
around five years, you Wwould get the same treatment. But

otherwise if it was longer, you would end up with a Lohger Lifd
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| because that system your depreciation lLife turned on what

your ADR life was so that generally for most equipment this
would be a more generous system.

Senator Boren. Where is steel under this?

Mr. Broékuay. Under this, the break pﬁint is the .same
as it was in the Chairman's mark -- five year. Steel, I
believe, is a 15-year A&R Fife, so that ends up five years.

Senator Boren. Now on the refineries which we voted on,
I believe, by a 10 to 5 vote in this Committee, did I
understand that that had been changed? I had been told that
we were going to keep exactly the same categories. Have you
slipped that back on me again to 10 years even after the
Com@ittee had voted by 10 to 5 or is that still five years
like we agreed?

Mr. Brockway. WOuLd.you like me to say that I slipped it
back -

(Laughter)

Senator Boren. Does the vote of the Committee have no
weight, since we did vote 10 to 5 on that? .Or is the staff
overruling the Committee on that?

The Chairman. No, the staff did notJoverruLe. It would
be unfair to put the monkey on their back. In redrafting
this —- because you will reéall in some of the initial’

proposals we had 15 percent deductions for real property and

other taxes as against a 25 as against a 35 percent level.

Moffitt Reporting Associates
Falls Church, Virginia 22046
(713 237.4759




10
1
12
13
14
15
16
17
18
19
20
21
22
23
24

25

When I redrafted a new Chairman's draft, there were
some significant changes made, including things that I héd
voted for, that the Com@ittee‘had voted ‘for, that were taken
out. And builder bondsibeing a good example. I felt very
strongiy about tﬁat, and I put them back into the installment
property class with everytbing else.

Senator Heinz. Mr. Chairman, before we get too much
further into this, may I ask one ovérall question on the
individual versus business tax burden shifting here?

What is the amount, as you look at the two proposals,
what is the amount of tax burden that we shift from
individuals to corporate in what is now before us?

Mr. Brockway. The proposal is roughly a $100 billion
corporate increase, a $95 billion, approximately, individual
cut, and then you have some revenue loss from certain outlay
offsets in the compliance and other areas, and also
employment tax offsets thaf are roughly $5 billion. So that
it is about an individual cut of, as I say, $95 biLLioﬁ;
corporate, $100 billion, and those others account for the
difference.

Senator Heinz. So we have somewhat increased the tax
cut for individuals over the weekend?

Mr. Brockway. Depending upon at which point one was at
in the dﬁscussion of these packages.

The Chairman. But not exactly. We have always been
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around six percent, give or take 6.3 or 5.7. The difference
is that dinitially there was a presumption of excise taxes.
And we had about $70 billion taxes on business, and we
presumed about $25 billion in éxcise taxes. Those are out.
There are no exéise taxes in here.

And, instead, we are still at about the six percent
level. The House was at about a nine percent level, but what
they did was hit business for about $145 billion. And the
President was about $120 billion.

So instead of the excise taxes, we went from roughly
70 to 100 on business.

Mr. Brockway. The expensing limitation, Senator
Mitchetl, is $10,000.00. Under the House bill, it is also
$10,000.00. ‘Present law, it is $5,000.00, essentially
phasing up to $10,000.00. The oil refineries —=-

Senator Mitchell. When would the 10,009 be reached uﬁder
current law, Dave?

Mr. Brockway. Either in 1988 or after 1988.

The Chairman. Ten thousand under current law is
reached next year, isn't it?

Mr. Brockway. We ar? checking on that. It is either
in 1988f I am pretty sure, or éfter 1988. I am just not sure
which one offhands

The oil refineries, as discussed earlier, would be put
in the 10-year class under this proposal. In the House bill,
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it {s ADR of 16 years, so they would have had a 16-year
depreciation rather than 10 years.

Senator Mitchell. Sixteen years.

Senator Durenberger. Mr. Chairman, as I note that, ~
an additional substantiation of what you said earlier, I
wasn't.here the day we did refingries and food processors
have as much claim on the shorter Llife as do refineries, if
we adopt a different theory. So if we are going to stick

with 10 years for refineries, than I am giving up $600

million worth of food processors.

The Chairman. Let me emphasize again: As you go through

trying to stay at a 17 percent rate, there were many things
that many members gave up that‘they feel very desperately
strong about, either from the standpoint of'their states
or a standpoint of equity of thé nation. And it is not
unlike a poker game where everybody anted something into
the pot in order to make the pot big enough to get the rates
where we are.
And I have got to thank the gemerosity of the members
who were willing to do that, swallow hard in some cases. I
swallowed hard on builder bonds. But I think we have got a
package that will be good for America, if we can get it out.
Senator Boren. Well, Mr. Chairman, were we asked to
volunteer these things? Some of.us gave them up without

really knowing how generous we were apparently.
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(Laughter)

Senator Boren. Or I guess some of us wWwere not invited
to somé of the meetings where the offers were made. But I
thought that the votes the Committee has takgn in the past =--
we were told we would not be changing the depreciation
schedule; that at least.the authors of the amendment would be
consulted.

The authoré might be willing to give up all or part of

them, but as far as I know, I wasn't consulted. We did have

a 10 to 5 vote. If I was consulted, I don't remember it.

The Chairman. David, you were not consulted. And 1
don't want this blame to be placed on the staff or to be
placed on the other Senators. Many pf the final decisions
I did make, including some of some other members who were
working on this where I finally had to make it for them
because they weren't around, or I couldn't find them, or
they weren't here this weekend.

I make no apologies. There are limitations and
eliminations and deductions.changed; not significant in"the
overall sense. We have not made generic changes.

But in order to make this package come out, I had to make
some decisions as the Chairman, and I have made them. And
we may revote them again, because there are a number of things
that the Committee voted for, that I voted for, that we
changed.
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Senator Mitchell. Could I just ask Mr. Brockway, then,
to complete Item C. You have given us what it is under the
Chairman's proposal, obviously what it is under House bill.
What is it under current law?

Mr. Brockway. Current taw, it is five years, 150 percent
declining balance, so this is 10 years, 200 percent declining
balance. It would be Less'generous to some extent.

On thé expensing -— let me stand corrected on what I
said before. In 1988 and 1989, it would be $7,500.00; And
1990 and thereafter it goes to $10,000.00.

Senator Mitchell. Ten thousand, right.

Mr. Brockway. Research and experimental proberty,
present law, it is in a three-year class. Under this
proposal, it would go into a five-year class through 1989,
and it wégld revert back to a three-year class thereafter.
This four-year move in class is Llinked up with a four-year
sunset on the R&D credit which woula be discussed later.

So that under present law, this is in the three-year
class. In the House bill -- and the House bill without a
special class, it would be -- would fall wherever the
property would fall, which generally would be more than the
five-year writeoff.

Senator Mitéhell. The House bill has fewer classes and
attempts to relate depreciation more closely to the useful
Life of the assets than —-
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Mr. Brockway. The general design there is to move on
ADR basis. I mean this design is trying more or less to stay
within_the frame work of present law. That is correct.

Item E, place all real estate in a 30-year class. That
is the same as the House bill. Present law, there is a
19-year useful life options for taxpayers to take either
straight Line, 175 percent declining balance.

Thé Cﬁairman's original markup was 30-}eér straight line
as in this proposal. But there was an amendment that
reduced residential property to 25 years. This reverts back
to the Chairman's origfnat mark.bn that item.

Senator 6urenberger. Dave, before you turn the page,
may I ask you about boqd-financed housing? Currently, all
real estate is 19 years. Multifamily rental housing also has
19 years. Do you include muLtifamiLy housing in the 30-year
provision?

Mr. Brockway. If it is bond financed, it goes to the

40-year class.

Senator Durenberger. What is the cost on bringing it
back to 30?

Mr. Brockway. We will get an estimate on that for you
today. It is not a very large number but =--

Senator Durenberger. I have accurately stated the facts
so I've an idea that currently they are both at 19, both
multifamily and --
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commercial non-residential.

Mr. Brockway. That 1s correct.

Senator Durenberger. Thank you.

SenatorAHeinz. Dave, one other question.

Mr. Brockway. Yes, sir.

Senator Heinz. Previously, the Committee voted to keep
a differential between rental and commercial property. We
voted a 25-year life for rental, a 30-year life for commercial)]

I gather that that is not retained.

Mr. Brockway. That is correct, Senator.

Senator Heinz. What is the cost of retaining that?

Mr. Brockway. Depending on which guestion on are
asking, you can keep the differential revenue neutral. But
the amendment, your amendment, moving it to 25 years, I
think, was 3400 million.

Senator Heinz. That was $400 million?

Mr. Brockway. I will confirm that, but'that is our
recollection.

Senator Heinz. That sounds about right.

‘And to keep it re&gnue neutral, what'optioqs are there?

Mr. Brockwa}. Well, assuming you wanted to do 25 years,
which is a four percent recovery rate, for residential you

would go to three precent recovery rate or 33=1/3 years on

Senator Heinz. I don't feel strongly whether it needs
to be a specific year or not. I just think we have to have a
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reasonable differential.

Mr. Brockway. That is one differential, Senator --

25 years and 33-1/3 years or your annual recovery rate being
four percent and three percent. You can also just sort of
move those together. I think 28 and 31 also works, to my
recollection.

Senator Heinz. What would 27 yield? Twenty-seven and
32 or something LlLike that?

Mr. Brockway. It would be a Little more than 31, 31-1/2,
let's say.

Senator Heinz. Thank you.

Mr. Brockway.. On Page 4, continuing on cost recovery,
two significant changes. The first is to reduce the
investment fax credit on carryover, existing carryovers, and
also for transition property by 30 percent to reflect the
rate reductfons from 46 percent corporate to 33, and the
individual rate reductions from 50 to 27. So those credits
would be allowed only at 30 percent of the rate that they
are right now. Generally, that would be a seven percent.
They would be allowed-at 70 percent of what you would
otherwise get under current rules. Generally, that would be
seven percent where you are taking a 10 percent credit.

Also, the mandatory refund of the investment credit,
the investment credit buy-back that was discussed in the
Committee and in the Chairman's mark would be deleted from the
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proposal. This proposal would not contain that mandatory
buy-back that was in the Chairman's mark.

Senator Durenberger. Mr. Chairman?

The Chairman. Sen;tor Durenberger?

Senator Durenberger. Dave, what is the treatment in
here of the ITC as part of the alternative minimum tax?‘

Mr. Brockway. The ITC would not be allowed against the
alternative minimum tax. There would be no credits allowed
against alternative minimum tax other than the foreign tax
credit and also low-income housing credits.

Senator Durenberger. Do you know what the cost —--

Mr. Brockway. Oh, I'm sorry. Even the lLow—income
housing credit would not be. So generally just the foreign
tax credit, which is the ruLé that it is under presént law.

Senator Durenberger. What would be the cost of
including or not =-- of including the ITC carryovers?

Mr. Brockway. My understanding is it is about $4 billion
if it 1s done for all property.

The House bill on that has it only for taxpayers that
have net operating Lossgs out of two out of three years which
was a smaller number, obviously, than that.

Senator Durenberger. I thank you.

Mr. Brockway. Continuing to the next section, to the
accounting changes, and would take the provisions adopted in
the spread sheet and as modified by the Committee with various
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changes.
First, the dollar value LIFO simplification provision
for small business would be deleted.
Second, the Llimitations in ;he Chairman's proposal
on cash accounting would be deleted, retain present law.
Third, the Chairman's probosal on installment sales,
borrowing against installment sales, borrowing attributable
to installment sales -- the Chairman's proposal did not

extend to real estate. Under this proposal, it would

extend to real estate. It would cover the builder bond

sjtuation.

For bad debt reserves undef -~ which are repealed for
corporations, businesses generally, under the Chairman's
mark, thg House bill and the Administration proposal would be
repealed but not with respect to finance companies. And that
coordinates with the facts in the financial institution™
area discussed later that there is no change for financial
institutions to their bad debt reserves. And so that also
under this proposal there would be no change for finance
companies as well.

The fifth item is an item not in the Chairman's proposatl.
It deals with accrued income, but unbilled income, of
utilities. Present law, certain utilities take the position
that they do not have to accrue income until they bill

customers for the utility services they provide, even though
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they are deducting their expenses as they go forward. This
would require the utilities to accrue the income as earned

rather than waiting until it is billed so you have a shift

to the next year.

The next item would conform the taxable years of
grandfather partnerships, Subchapter S corporations and
persanal service corporations, more closely to the taxable
years of the owners. Under present lLaw, that in 1972 was
changed for new partnerships'providing that partnerships had
to have a taxable year that ended within the last three
months of the calendar year fo prevent partnerships from
utilizing a device to defer income by setting up with a,
for éxample, January 31 fiscal year =-- all the income'that
the partnership earned between February and December would
be reported oﬁ the partners' return on January 31 of the
following year, so you would have essentiatly‘an 11-month
delay éf all your income on a year-by-year basis. In the
partnership, it was changed in 1972. And the regulations,
I believe, for new partnerships, this would apply it across.
the board to new and all partnerships and also Subchapter §
corporations and professional service corporations so that
you would not have the opportunity to roll income forward an

additional year.

¥/ A similar change, Item G, top of Page 5, is a similar

_ability to defer income for on a one-year basis occurs in
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mutual funds where you can have a fiscal year mutual fund,

and the earnings of the mutual fund will pass through with
dividends paid after the end of the owner's, the individual's,
taxable year. So it will be earned during theftaxable year.
Let's say, again, from February to December. And then the
dividend paid out at the end of the year, in January 1 of the
following year, so you have a one-year delay of the income.

This requires mutual funds to go on a calendar year
basis, and it also eliminates an ability they can use in
present law to pay dividends right after the close of their
year and have that be cqunted in the subsegquent taxable year
of the owner's.

This essentially means that income earned by a mutual
fund is going to be taxable to the individual owners of the
mutual fund the same year it is earned by the.mutual fund.
It is simply a device under present law to defer income for
one year; ThatAwouLd be eliminated.

Senator Durenberger. Mr. Chairman?

The Cha;rman. Senator Durenberger and then Senétor
Matsunaga.

Senator Durenberger. Mr. Chairman, two clarifying
questions. One on capitalization issue. I think we went
part way, didn't we, on that capitalization of inventory?

The Chairman. Five million dollar exemption.

Senator Durenberger. And as I understand, to go all the
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way would have cost an additional $2.9 billion or something
Like that.

Mr. Brockway. Are you talking about the provisién
dealing with wholesaler-retaiter?

Senator Durenberger. The wholesalers~-retailers, right.

Mr. Brockway. It would be in that neighborhood, yes.

Senator Durenberger. On the installment sales issue,
we have a similar problem. I sort of have the impression
that that is one of the, at least from the track group, that
that is one 6f those issues that wa;n't necessarily great
tax policy, but they -gave up on their efforts to try to
change ghe taxation of revolving —-— I think revolving charge
plans aﬁd so forth a§ a tradeoff to get a lower rate.of
taxation. The dollars involved there, I guess, also were
fairly substantial in terms of revenue gain.

The Chairman. The track_grdup, unless it has changed
from Last week —-- and last week we still had the same
provisions that'we have now on the capitalization of the
inventories and installment -- as a package, supported the
package.

Senator Durenberger. And my pledge rule that I was going
to put in here would cost about $1.2 billion, and I take it
they have given up on trying to get that as well.

The Chairman. ALl I can is that as a package, they
supported it. I mean now if we were to start going down the
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b different groups who even support the package bgt say, well,
2 | now wouldn't you Llike to havelA-B in addition -- of course.
3 || But you mean would they try to get A-B if it is going to

4 jeopard{ze the package, no.

5 Senator Durenberger. I was just trying to delimit thé
6 extent of their generosity heré.‘

7 And there is one small suggestion that —---maybe ¥f we

8 don't have a figure on it weAcoutd_--.ahd'thaf is we'allowed
9 retailers who havé revolving charge plans to use the

10 instatlment method of reporting —- keep them subject to the
11 Chairm?n's éeneral debt to assetg test for installment. sales,
12 but Let them uSe the installment metﬁod of reporting income.
13 WOQld that be a small-ticket item?

14 Mr. Brockway. I believe it is 1.6 to apply them to the

15 general rule. Let me confirm that number for you.

16 Senator Durenberger. AUl right, thank you.
17 Thank you, Mr. Chairman.
18 Senator Matsunaga. The insurance industry does not

19 come within the Title 3?

20 Mr. Brockway.. That is correct, Senator.

21 Senator Matsunaga. So it is treated under separate —-
22 Mr. Brockway. That is correct. It is later on the

23 document -- the proposal in the document was to retain what
24 is in the Chairman's spread sheet.

25 Senator Matsunaga. ALL right. Thank you.
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Senator Bradley. Mr. Chairman, on the retail question,
that is the industry that benefits enormously from the
extra reduction in rates that you gave. I know that -- you
know, I have gotten a couple of calls, people singing
hallelujah that the rate is down.

The Chairman. If there is any group generically that
happy with the overall bill, it has got to be the retail
industry because they are in an éffectiVe high tax rate.
They were not an industry that was heavy into the use of
investment tax credit, so they didn't get all that much

benefit. And when we used the investment tax credits to

lower the rates, I think had we done nothing else in the whole

bill théy would have saijd that is sensational.

Senator Bradley. So it is really kind of shdrtsighged
if that was the b{g‘push to get a Llittle bit more and made
a pfobtem for the bill. The rate goes to 46 then.

Mr. Brockway. Senator Durenbergér, let me confirm that
that is $1.6 billion. We checked our letter.

Senator Chafee. I don't want to give the impression,

Mr. Chairman, that the hallelujah chorus was unanimous. There

were some who didn't sing.

Mr. Brockway. The next area, Page 5, capital gains.
Two changes from fhe spread sheet.. First, repeal capital
gains exclusion, taxing at the same rate structure as other

income. This is for individuals. That is a 15 percent and
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then 27 percent brackets. Additionally, the provision
dealing with small business participating debentures would
be deleted from the package.

Senator Heinz. On that, that is to say.capital gains
will not be included in income. They will be taxed separately
on. their own separate rafe schedule? Are they going to be
included in incomg?

It sounds Llike you are not including them in income.

Mr. Brockway. ‘I am sorry, Senator.

Senator Heinz. It is the way that y&u have described
it that it doesn't sound Llike you are s%mply including capital

gains in income. I have reason to believe that you are

including capital gains as income. But as you have described

it, it sounds like they are subjected to a separate parallel
rate structure.

(Pause)

Séﬁator Heinz. Mr. Chairman, I apologize for the
delay.

Mr. Brockway. I am not surée what the purpose is of
the words, you ar; questioning, which is --

(Laughter)

Mr. Colvin. Senator Heinz, your understanding is
correct. The effective --

Senator Heinz. I just asked a question. I didn't have
an understanding.
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The Chairman. Let me tell you, Dave, what I intended,
because I remember talking to some of the members about it.

I left in, at least in my mind -— I intended to leave

;

in capital gains at a séparate fate, aLthoqgh it would be
identical. So that anybody ever  moved to increase the rate,
there wouLd have to be another vote on increasing the capital
gains réte. That the two of them would not go up
automatiéalLy in one vote.

Mr. Colvin. And that is the intent of this language.

Senator Matsunaga. So that in the calculation, then,

‘capital gains will not.be included as ihcome; which means

that --

Senator Heinz. It is unclear.

Senator Mafsunaga. Because.that could determine -what
rate you are 1in.

Thé Chairman. Nof It is includable as income.-

Seﬁator Matsunaga. Yes. But then if you include it‘in
income, you may reach the higher bracket.

Senator Heinz. Mr. Chairman, would this be an

accurate description of what you have decided to do? For

the purposes of computing the téx on capital gains, you have
a separate schgdule -=- 15 percent'aﬁd 27 percent —-— and what
you do is, step one, you calculate your £ax on your normal
income; then, step two, you go over to fhis other schedule,
you put in your capital gains, then you put in your taxable
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income that you pay taxes on; you add that up; you figure uh
how much tax you owe on that; and subtract the tax you paid
on column A from column B; take the difference, which we
will call .C, and add it back to your tax back in column A.

The Chairman. That is exactly what we intended.

(Laughter)

The Chairman. I have got to confess that in terms of
the columns I had not thought it through completely in my
mind. I was thinking of the philosophy of the vote, because
there will be an amendment on the floor to attempt to raise
the tax on the higher income levels. And I just —- the
entire key to any agreement on this, if an agreement can‘be
reached, about the elimination of the capital gains is a
rate no higher than 27 percent. At 28 percent, two members
of this group drop out. I drop out at 28 percent. And if
that vote is coming on the floor -- and I think it is going
to be offered -—- I want to make jolly well make sure that
everyone understands that the capital gains rate is
separated, and if somebody wants to make a motion to raise
the capital gains rate, they can do so.- But it is going to
be a separate vote.

Senator Danforth. Mr. Chairman, the people who are in
the transitional area, the phase-out area, for the standard
deduction, personal exemption, it wpuld turn out to be
higher than 27 percent, woﬁldn't it? Or would it?
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I mean is it our dintention, in other words, even 1in
that phase out to have the capital gains tax at 27 percent or
is it our intention to have it taxed as though it is just
ordinaryjincome?

Senator Bradley. If I could -- are you waiting for them?

Senator Heinz. Just one quick question.

Did I describe =— I wasn't sure whether the Chairman was
being facetious or not about my explanation.

The Chairman. I had not thought through the
technicalities of which columns. I just wanted to make sure
we didn't get the capital gains Eate dragged up in ==

Senator Heinz. Did you really understand what 1 was
describing?

The Chairman. I understood in what you described. In
talking with the staff and saying I want to make sure of
these two distinctions, I had not thought through. I
understand yhat-you have said. I have simply not thought
through in my mind technically where it would be on the
columns.

Senator Heinz. But you think I have described
technically where you would have to come out or not?

Mr. Colvin. No, Senator Heinz, it would be one pot of”
money and capital gains would go in on top of what we think
of as regular income. And it would not be a separate pot
as you described.

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703 2374759




20

10

n

12

13

14

15

16

17

18

19

20

21

22

23

24

25

50

This language was meant to reflect the explanation that
the Chairman gave to it. If in the future there was an
increase on regular income above 27 percent, it would rquire
a separate amendment to raise the rate on capital gains
above 27 percent.

Senator Heinz. I don't quite know how you do that if
you add capital gains income to ordinary inpome for tax
purposes. I don't think you can do it that way. I
understand your intent, and I think I support your intent,
but what you have just described, I do not think will
accomplish your purposes.

Senator Mitchell. Well, Mr. Chairman, as a person who

will author the amendment and offer it on the floor, I

‘intend to make a distinction. If that is what you are

seeking here, you --

The Chairman. Senator Mitchell has been very good and
indicated on the floor he will offer a higher amendment; not
in Committee, and I appreciate that. And I didn't even think
about that, George. And you have been very decent this whole
time. And I am glad to know it, but I wasn't aiming that at
you.

Mr. Brockway. Mr. Chairman, if I may restate where 1
believe things are and what we are carrying -- is that this
is a change, basically a drafting change, in how the statute,
the bfll, will read, so that it requires a separate amendmeat.
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The substance of the rule, the effect on taxpayers,
will be that when the provisions are effécfive,Nthat capital
gains would be taxed at the ordinary income rates. That is
what we have done in the estimates and the proposals.

So thé rates will be the same. It is just added into
your income. Now how the statute is drafted will work that
out in drafting to make it difficult to amend -- but the
substance will be it is taxable at ordinary income combined
with your other ordinary income.

Senator Heinz. I am just interested in what happens if
somebody comes along and séys, well, let us increase the
27 percent rate for people over $200,000.00 to something
else. Then you will have to have a separate schedule.

Mr. Brocéway. We will have to in drafting figure out
the best way to do it to make the amendment hard to
accomplish the result, to accomplish'the technical
parliamentary objectives, but --

Senator Mitchell. And after you do that, what are you
going to do when I come and ask you to help me draft the
amendment?

Mr. Broqkway. lThen I am going to figure out how to
draft that amendment.

(Laughter)

Senator Heinz. I want to thank Mr. Brockway for a clear

explanation of how to handle that technically.
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Mr. Brockway. But, substantively, you will get the same
result in terms of fhe“taxpaye} as if you are just taxing
capital gains at the ordinary income rates combining-with your
other income.

Senator Heinz. I think the answer is they are working
on it.

Senator Matsunaga. What about those who_pay a 15
percent rate?

Mr. Brockway. They will pay 15 percent on the capital
gains. |

Senator Matsunaga. Capital gains. I see.

Mr. Brockway. Hopefully, that clears that up.

(Laughter)

Mr. Brockway. The next area js compliance. Gene}ally
following the provisioens in the Chairman's spread sheet, the
major change here is providing for increased funding for
the IRS agents' audits an§ moderniz;tion of the IRS compliance
systems. That would be funded through the penalties and
taxes. "The IRS budget generally would be funded through
penalities on taxes collected.

This would contemplate roughly a $700 million increase
in spending on agents, and it would net, when you aggregate
both the corporate and individual side, approximately $17
billion of revenue increase from the'increase an agents and

audits.
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Senator Chafee. Mr. Chairman.

The Chairman. Senator Chafee.

Senatoé Chafee. Wouldn't it also be safe to say that
there is a fringe benefit resulting from the elimination of
the special treatment of capital gains in that a very
substantial portion of your agents' time now must be spent
in trying to audit returns, arguing over the difference
between capital ga%ns and ordinér} income? If that
differential is eliminated, it would seem to me a sizable.
number of agents that are currently delving in that -- and
this isn't going to happen immediately obviously -- but in
the course of time, they will be freed up to enforce
compliance with the code.

Mr. Brockway. It is clear -- at least many commentators
on the issue have sajd -— that that is one area. Thé fighting
after audits of whether or not it is ordinary income or
capital gain would be eliminated if the ;ate structure is
the same. Also, a lot of the effort in designing a structure
to accomplish that result would be taken out for the
taxpayers attempting to convert ordinary income to capital
gains. You come up with at%airly complex transaction that
even if it worked would take a long time to audit to see
whether, in fact, it works.

Senator Chafee. I have heard, Mr. Chairman —-- whether
they are accurate or not --‘that 50 percent of agents' timé,
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-the IRS force, is devoted to trying to fathom whether

transactions are capital gain or ordinary income. That may
be hard, but if it is anything close to that, you are going
to have a lot of agents available that you didn't have before.

Mr. Brockway. Yes. I think 50 percent would also
include other shelter activities. And there there is a very
heavy devotion of IRS resources, particutarly in recent
years to shelters and other ihvestmeﬁt activities that are
designed to reduce taxes. And capital gains is a --

The Chairman. And many of those shelters we are
trimming in this bill.

Mr. Broqkway. Oh, very definitely.

Also, this would delete the provisions that would
require the IRS to pay'interest on deiayed refunds that is
in the Chairman's proposal.

Senator Baucus. Mr. Chairman, back on the compliance
section, Section 5(b), I am going to be offering an
amendmént to boost up the voluntary disclosure. It is not
qujte the amnesty'provisiqn_that I had mentioned earlier.
What it is is a compromise between the two. According to,

I think, the Joint Tax Committee estimates, it helps you out.

The Chairman. Any revenue raisers aré welcome.

Senator Baucus, One point four billion.

(CONTINUED ON NEXT PAGE)
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Mr. Brockway. Page 6 of the memo, corporate taxation.

Senator Heinz. Mr. Chaipman, before wé leave capital
gains, just one last question.

Would it be accurate tQ say that anybody with an
adjusted gross income betweén $75,000 and $185,000--that

includes the two phase-out brackets for the 15 percent rate

-and the personal exemptions--would, in fact, be paying if

they had capital gains in that rate? They would be paying
a marginal rate of about 30 percent of their capital gains?

Mr. Brockway. .Again, this is the same discussion we
had w;tﬁ Senator Roth, and you can characterize it either
way of saying you have that additional marginal fate by
virtue of the phase-out or not characterizing it that way.

The answer is the same as with Senator Roth.

Senator Héinz.' I am.sorry. I was distracted. I
apologize for going o&er that again.

Mr. Brockway. Yéu can view ‘this phase-out, within that
phase-out range, as increasing fhe marginal rate, as happens
with any phase-out you have in the tax law here.

The lower bracket for earned income credit, corporation
credit, child care‘credit, etcetera; you can add that on
to the margin rate generally and view that phase-out as a
marginal tax increase, or you can just simply view this as
increasing people's effective rate of tax on a gradual basis

up to the\top rate of 27 percent.
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Senator Heinz. But in effect, whether it is capital
gains or any~kind of income, we are hittihg people who are
between $70,000 and $186,000 harder than we are hitting
peoplg who have more than $180,000.

Mr. Brockway. Well, harder or softer really depends
upon how you want to look at it.

When you add the two at the margin, you can say their
average effective rates are always going to be less; and
just going up, for every dollar you make, you will end up
paying more average tax.

Your effective rate goes up. So, for somebody making
over that range, they are still paying a higher effective
rate on all their capital gains, for example, and -all their
income.

But it is the same answer whether it'is cépital gains
or ordinary income.

Senator Bradley. But in no case will the effective tax
rate go above 27 percent?

Mr. Brockway. That is correct.

Senator Bradley. The effective tax rate?

Mr. Brockway. Your effective tax rate, assuming no
itemized --

Senator Heinz. Average tax rate?

Senator Moynihan. And we put into the Code an incentive
to make more than $180,000‘a year?
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Mr. Brockway. Well, I think even there, unfortunately,
the more money you make, the higher your average tax will
be in the aggregate for taxpayers as a result of this phase
out because that will apply to everybody who is above that
level; and you can just sort of look at it either way.

The Chairman. For those interested in capital gains,
and we all are, there is one thing that hasn't been mentioned.

Isn't it true that short-term capital gains will now
have a significant rate reduction from the present rate on
short-term capital gains?

Mr. Brockway. That is correct. I should have recalled
this in talking -to Senator Chafee. Much of the concern right
now is whether something is short-term or long-term capital
gains or trying to convert the two; gnd.they will both meet
the same rate so you wén‘t have a six-month and one-year
separation between the two, depending upon vour holding
ﬁeribd.

Corporate taxation on page.6 deletes a number of the
items on the corporate tax changes. They were discussed
in the spreadsheet. Retaining only the items listed here.

Fi;st, under the spreadsheet, the corporate rate would
have been reduced to 35 percent.

This proposal will reduce the éorporate rate to 33
percent from current 46 percent.

In addition, it retains the provision that reduces the
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intercorporate received deduction from the current 85 percent
to 80 percent to have the ;éme effective rate of tax on an
intercorporate dividend, reflecting the general corporate

tax reduction.

It retains the provision in the chairman's markup
repealing the $200.00 exclusion for individuals on dividends.

It retains the stock redemption expense, the so-called
"green mail" repeal--the deduction for green mail.

It retains the provisions dealing with net operating
loss carryovers.

It retains the provision allowing 60;month amortization
for bus operating rights.

It also retains the 75 percent limitation on business
credits.,

Importantly then, the items.that are deleted here would
be the general utilities repeal and all the associated
changes to the . so-called Subchaéter C report, and changes .
to corporate business taxation would not be as a part of
this proposal, as well as a variety of amortization repeals,
capital construction funds, contribution to aid construction,
and a variety of other minor items.

Senator Durenberger. Mr. Chairman?

The Chairman. Senator Durenberger?

Mr. Brockway. Also, let me comment that one extraordinary

major change is that the deductibility of excise taxes, which
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: was covered in this area in the spreadsheet, is deleted from

the proposal.

Senator Durenberger. Mr. Chairman, I want to clarify.
There were two infrastru;ture items in here that I cared
about in particular.

I think Dave referred to one of them, that is, the
contributions in aid of construction. I take it we maintain
current law on that?

Mr. Brockway. Correct.

Senétor Durenberger. And the other is the 60-month
amortizatioh of pollution control equipment. Is that
maintained as in current law?

Mr. Brockway. Current law again.

Senator Durenberger. Thank you, Mr. Chairman.

The Chairman. Aéenator Danforth?

Senator Danforth. Mr. Chairman, now that the individual
tax rates will be lower than the corporate tax rates, I
wonder if there is any reason for retaining the personal
holding company tax?

The personal holding company tax is a very complicated
area in the Tax Code; and I am wondering if, in the name of
reform, we could simply delete from the Code the personal
holding company tax?

Mr. Brockway. Senrator, if I can respond later today on

that? It intuitively seems like that is something that should
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+ be possible.

There are problems, one, with have the'first bracket
differential between the two.

There are other reasons why you might want to retain
it. Even in present law, the difference between the
individual 50 percent and corporate 46--I don't think simply
that difference is the reason you have the personal holding
company tax.

But let me talk to members of the staff who work in the
area so that we can lay out the trade-offs involved.

It may be that, with this structure. it might be possible
or, in any event, to cut it back.

Senator Danforth. All right. I wonder, Mr. Mentz,
would this be a desirable thing to do or not?

Secretary Mentz. Senator Danfqrth, I think it would be
desirable to explore the possibility of repealing or at
least modifying both the personal Holding company provisions
and the accumulated earnings tax provisions, which do havé
their basis in theudifferential between the personal and the
corporate rates.

- There may be other factors to consider, including the
differentiation between the passive lnss rule that applies
at the individual level but not at the corporate level.

We would have to factor that'into our thinking; but it

seems to me that this type of a structure that the chairman
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i1s proposing permits the opportunity for this kind of major
corporate simplification, at least for an examination of it
tha£ we really haven't had before.

Senator Danforth. I know the chairman wants to press
on with the bill, and I encourage him to do that.

Do you think it would be timely during this markup? I
mean, I guess we are going to try to finish it within the
next day or two.

wOuld-it be timely to resolve this question during this
markup, or don't we have enough time to look at that?

Secretary Mentz. I think it would take a little more
time than that. As you indicated, the personal holding
company provisions are very compleg; but we can do it in the
relatively short term--certainly before the bill gets to the
fioor.

Senator Danforth. And would it be revenue neutral, do
you think?

Secretary Mentz., I think it would have to be.

Senator Danforth. Bﬁt obviously, it wogld have to be:;
but would it be?

Secretary Mentz. We woculd craft it with that as a
requirement, Suré.

Senator Matsunaga. Mr. Chairman?

The Chairman. Senator Matsunaga?

Senator Matsunaga. How is the CCF, the capital
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construction fund, treated under --

Mr. Brockway. That would be present law, Senator.

Senator Matsunaga. Existing law?

Mr. Brockwav. Correct.

The next area, page 7 of the memo: energy, natural
resources, agriculture include items discussed in the
spreadsheet as modified by the committee, with the exception
that the extension of the residential and business energy
tax credits would be deleted from the package.

The next area: excise and employment taxes, would _—

Senator Matsunaga; Mr. Chairman?

The Chairman. Senator Matsunaga?

Senator Matsunaga. Are we pursuing the separate item
with the House to continue existing --

The Chairman. The House has them in their bill, and
that's the reason I left them out. It saved us about $1
billion, and we are going to go to conference with the House;
and they have got that. On the energy credits?

Senator Matsunaga. Yes.

The Chairman. Yes. They have them all in ﬁheir pill,
including the extensions.

Senatér Matsunaga. But we are not taking any position?

The Chairman. No; I figured as long as it was in the
House bill, and I was looking for ways that we could keep

this bill revenue neutral, that this is one thing we can leave
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out, knowing full well that I think they are going to be in,
in a final package, because they have broad support.

Senator Matsunaga. I-don't.thiny%;pqlﬁouse;bilL;covers

'
H
¢

all of the alternative sources that your origihal package

covered, which means tl'xat:",:‘[-vrnay.be"’oilfl_f':e'1:i5ifi<;:“;~f;ar{xf_,’am"é;{n'c'iinent.'tov._~

this part.
The Chairman. All right. .- Senator Mitéhell?;~g'?”
Senator Mitchell." Mr. Chairman,gif‘I may on: that score,

I am also interested in the same point that Senator Matsunaga

made. I think biomass is not in there.

\

The Chairman.~YQuspoké to me about biomass.

Senatqr Mitcheli. Yes.

Mr. Brockway. The next area is excise --

Senator Moynihan;. Mr. Chaitmén, could I just say that

S : o
interest to me.

hydroeléctric is an
The Chai:man._ Small-scale hydroelectric?

Senator Moynihan. Yes, small'scalé. |

Mr. Brockway. The next_érea_is*in excise'and employment

;ﬁéxéé;\ It would‘retain‘cufréntﬁléwéwftﬁ”ﬁﬁo%éhéﬁges4 So,

B
s # TR

‘..' L - . T - [l . A ! R Te e Tl
e ‘e . . < o, : R R L N ] . : . . .
importantly there, the increases“in excis€. taxés: and the

adjustment to refiect the price.éhaﬁgesfareLdeletédvfrom the

package as potenﬁiai févgnué éa{ser;.

The two changes from;presénfilaw:are; first, to include
the provision that would increéée the quarterly payroll
threshold for agricultural wages from $20,000 to $40,000 in
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is important to small bu31ness groups. 1"

54

the aggregate.

So, if the aggregate farm wages for your farm'empleyees
is;leas_than_SZO;OOO,jright-now there@131noLrequirement for
Jithholdinghthe employment taxes.. This would increase that

I
level to $40 000.

1S

In addltlon, the thteshold for the accelerated elght
tlﬁes a month payroll tax depoaats ofﬁpreeent lah, whleh is
$3 000 if you have more than $3 000 of payroll dep031ts you
have to make a month you have to do 1t on an eight times a
mohth basis. That would increase to‘$5,000. |

The Chairmaﬁ. lThat was taken frem'an amendment on the

floor that Senator Baucus and Senator Armstrong proposed a

couple years ago. Bill? And passed 96 to nothing.

Senator B:adley: It was dropped in conference.
‘The Chairman. It was dropped in conference, so I sensed
that the committee might have some support for it.

Mr. Brockway., It is an item, to‘my understanding, that

1'.4

g".The next‘area, f1nanc1alﬁ nstitutions, would be ratad

OV e Vil

b
G
4

currént law.
: The next area,,the'fo}eign'provisfons, WOuId include the

proviSions on the spreadSheet ‘as modlfled by the committee,
with the exceptlon that in the' forelgn 1nvestment in U.S. real

property——that;the chairmanLS"markup-ﬁ would‘have expanded

that to include other types of investments--that current law
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on that?: 7

would be retained, neither expanded nor contracted.
In addition, the issue that was raised about reinsurance

industry because. of: the excise tax on foreign insurers being
P o |

waived iﬁ-certain'pax treaties,”particularly in the United

*Kingdom,tak‘treatygﬁfhis'would préviﬁe-a study of Qhether

the situation thaﬁlfofeign insurers:pnderlthe treaty
strucﬁure ana‘certé;%:circﬁmstéhcesféan évoid paYmeﬁf in
the U.S.'tax—yﬁhethér that creates é'significant cémpetitivé
advantége for the U.S. compénies, |

And‘to the exteﬁt that there are such significant
competitive advantages, or_disad#antéges for the U.S.
industry, that it would instruct Tfeasury to renegotiate
those treaties to try and put the U.S. companies on the
same footing~as.foreign companies.

The next item, iﬁ page 8, is the.aréavof insurance; and
that wouidlinclude the provisions that are in the spreadsheet,
dealiﬁg with.both‘life insurance.andiproperty and casualty,;

etcetera..

RO S S A
Mr. Chairman, may. I ask a ‘question

M

‘ .lLSena£bf;Mi£¢helf;“

I

.The Chairman. Sénatér Mitéheii;

Seﬁator Mitchell. Senator Armstrong had raised at an
éarlier ﬁeeting the,questiqn of the discount rate.that is
used withifespect to property and casuélty: and I know there

were to be some further staff discussions.

|
i
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the. rest of phls;explanag;oq?i~' B o R

I believe there were to be some further staff discussions
on that. Has that occurred? And has there been an
appropriate'rule worked out on digcouﬁting2$g57{if$fF'f-'

Mr. Bréckway. There hhve beéﬁ,certain'discpésions, but

there haé!ﬁgén’nd chahgeifromvthe'gbairmahﬁ %ﬁkﬁégiﬁfthisf

S A

proposai.
| .Sb, the éoncerns'tﬁat}Séﬁétot?grﬁs£rénéfréiéééﬁébﬁtinue
to exist.‘_

Senatof Armstrong. iWhaf page‘is thié, M:.-Broékway?

Mr. Brockway. This is on page 8. Oh, I am sorry.

Oon the spreadshéet, it is oﬁ.pages 107 to 114. That covers
insurance. : ' )

And then, you'had raised the quéstion about the discount
_rate'“and this rétéips the description as in-the chairman's
markup, whichNis ﬁhe area of concern that you had raised.

Senator Mitchell.. I share that concern. I wonder,.
Mf._Chairman, if i#‘mighﬁ-be~po§sible fq# us to pursue further

discussions with the étaff'whiléfwé“éré éoing‘forward with

-

Y RPN

-

"+ The Chairmah.: AlY right. 'Senator Durerberger?:

Senator bﬁfengerger?. Mr.-Chéirman, while we are on
pagé‘ll4 oﬁ our spreadshééts; ié£ me ask about the special
exemptions, rates, ahd deductidnsésf small mutual‘properﬁy
and casualty companies. )

Largely, I think that is an interest that John Heinz and
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others here have expressed earlier, particularly on behal f
of farmer mutual companies.
~ The House has, .in terms ofath%ataxationtwathese?smal;;“
stock or mutual?ineuranceAcompanies,.aibroyiSion that exempts

from taxation those w1th ‘net written premlums of: lesa,than

.$500 000; and then between $500.660 and $2 mllllonlglves
them an optlon to be taxed, I thlnk on 1avestment aneeme.'
What would be the cost of goiné ftom whereqteba;eétob
that? Or have we already gobe to tbat? o ﬁ
Mr. Brockway. You are discussiﬁg the Hogse provision?
- Senator Durenberger. Yea.' |
Mr. Brockway. That would be about $100 million.
Senator Durenberger. About $100 millien?
Mr. Brockway. Yes. ‘

Senator Matsunaga. On the inside bill that we retain

the present law?

Mr, Brockway. Correct{

" ..
FANUN

The next area is.interest expense.‘ It would include

the provisions fn the:chaifmaﬁ! ‘ﬁénﬁ%ﬁ;ﬁﬁtﬁftﬁéﬁfolloﬁing

i . e ¥ r LT - I E i,
¥ v AT }Q-! B L] ‘? w BT s 3

 modifications: that the 1nterest llmltation would be reduced

|
 from the $1,000 51ngle, $2 000 j01nt that is in the chairman's

Y

proposal to zero. : N
So, the consumer interest'generally‘would not be allowed
any more as an itemized deduction, and investment interest

expense would be limited to investment income.
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- subsequent part

~

63
Also, under the chairman's proposal, that provision
phased in over a five-year period. This would phase it in

over a three-year period inggqgjuﬁction with: the: phase~in

1

of the passive loss limitation that will come up in a-

of the memo.: . -

Thé'next érea deals with'tﬁé minimuh,tak. Essentially,
it includeé the minimum taxes as providealin”the chairman's
spreadsheet, with the ekceptibh thatAthevpassive‘loés“

preferénce only applied at the 50 percent level in 1987.

This would apply it fully in 1987,

~ e

-And alsq, the inclusion of tax-exempt bond intefest as
an enumerated preference in the minimum tax would be deleted
from the proposal. |

Also;.thg amortization.of pollution control equipment
would bé retained as a preference in conformity with allowing
retaining the amortizat{pn‘of ghat in the regular tax system.

Senator'Durenbefger¥.,Mr@vchéirman? |

The Chairman. Senator Durenberger?
B L T S LA O L B
B L

: RS P S
" Senator’ Durenbergerw: . Mni-

Cﬁaﬁiﬁan,.Isappﬁéciate“thé

fact tha£/ﬁe ﬁavé'éeietéd_Féxjeﬁéhptfbond'intefeét 5532'
prefereﬁce} but wheﬁ wL are stili'u;iég thé-SO percent.book
income, andJI takeAit we are éatching some companies Qith
interest income from tax-exempt bonds.
Mr. Brockway. If their.étructure was such that
essentially their book.income exceedea their alternative
M;ﬂitt Reporting Associates
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‘that corrett? Without beeoming subjeet to the minimum tax?

;there was a notlon that even 1f“;t was an actlvely managed

tbu51ness——the famous rower shop exampIé that we. k1cked around

59

minimum taxable income in the expanded definition of taxable
income, then one-half of that excess—-

: $inqenboqk.incemeddoes:include tax.exempt:bonds,-it
wonld be bieked up in‘that.reéard4 in that situation.

'aneiqnairman.i ‘Bill Armstrong°

.Senator Armst;eng. Mr; Chalrman, on the-paselve loss.
1ssue, ae.I understand the mankup document we have th;ed
mornlng, fon have gone baek to the spreadsheetjfornnla.

So, passive lesses arisingﬁfrom an actively managed

business may be netted against income from any source. Is

Mr. B;ockway. That is correct, other than the rental
activity area, but where rental activities;—long-term_rentals—-
are treated as passivé;- but~other-than-that,’that is correct.

The active basket preposal was deleted.

The Chairnan.a I want to makensure\that I}undenstood
your queetion. Askflt agaln w1ll you, B111°

.rf.

Senator Armstnong. Well durlng our seances last week,

last week--

The Chai:man.. Yes.

Senator A;mstrdng. That you eould 1oee money in a flash.
You could have a husband Qorking.at.one job, and a‘wife

running a flower shop; and the losses from the flower shop
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| I could read Qn_that?; A;7%f jﬁﬁff{”;.

SRR

could not be netted against his --

The Chairman. So,long as it is active business, total

ilqsses~can be deducted against- any other,totar?incomé.

Senator Armstrong. AgaiLst.anything; What I would like
. | _
to just pin down--and then I want to move: toione Gther.. -

related question--is that there is in'thevlawisémeplace a

definition of an actively manéged business.

Af least,ithat is what I think I'héard disqﬁssed last
week. |

Mr. Brockway. This woula<pick'upAmaterial participation
which ié a concept used in thé employment taxbarea.

There are a variety.of places where this type of concept
shows up, but this would pick up-- Material participation
is esseﬁtially'the dividing line between whether you have
self-employment income or‘notifor SICA purposes.

Senator Moynihan. Mr. Chairman?

Senator Armstrong, . Wé d¢n}t have;tp’do it?now} but would

you just refer‘me‘at-some point to a section oELthe Iaw that

SR N

1

bgﬁd I would like t;;ésk.éqreiatedAéﬁestisﬁ}:fAskiﬁ now
reéds, going back to the spreadsheet on pégé ;19; ﬁith respect
to other kinds of passive ldsses, thef may not be netted
against passi&e income. ,é

In other words, literallf you can have somebody who had

income, say, from portfolio investments--bond interest,
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a net lease situation or:where you are a’ limited partner,

/1l
dividends from stocks--and you can't net that against the

losses.

here. These losses are situations where. there is a business
investment activity that ‘is ongoing wheré you.are,. for
example, not partiéipating in the management or, let's say,

O ETRLE

but there is business activity going on.

Those cannot be used against your portfolio investment
income, which is not in this basket atjall. That would be
portfolio dividends and interest, capi£a1 gains, royalties,
that type of thing; where you are simp;y a portfolio investor.

Senator Armstrongr "Mr. Chairman, I don't Qant to drag
this out because we have had an extended discussion of this
behind élosed doors, bug I just want to néfeifor those.who
are'heaéing it on the.record for the first time ﬁhat I think
this is a very m;sqhiévoﬁs‘ﬁrQQiéiéﬁ;'j. | |

I understand the feasqn for it, but I think it is unjust.

toodet §

I:thihkiitiiskiilogicariiand“I?gﬁ*dbttéuﬁéfwhaE'its'écdnomic

consequences are. . . e

"And I-hope that somebody is going to come. forward and

‘tell us that. If the economic consequéncés of it are not

particularly burdensome, then the fact that it seems to me
to be illogical and somewhat unjuét ins't all that important.

My sense is that the economic consequences of this little

l
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1 provision are simply stupendous, and I hOpe'somebody will
2 come forward to explain it.
3 .Laep,'Mr,HChairman; on.this pqint;“I‘don't see it in the

4 || markup material; but I did read in the paper that there is

5 | some move- to phase .this provision in:: Is.'that -_ ' -

6 *  The Cheirﬁenf; Tﬁe~peeeive‘§re§£$i§n§:

I N

8 ',Tﬁevchairman;i fﬁree.years;.

9 Mr. Brockway; fAnd in tﬁe propesai; ﬁhe minihumfta# is

10 effective immediately; but the proposal--the regular tax--is

1 phased in over three years rather than immediately as in

12 the original.

13 So, for the regular tax, you get a deferral of the

14 provision, : : s _ L

Senétor Armstrong. Thank you.

15 '
16 The Chairmep§.~SepatofﬁngpiHap%'5j4;”.§3:¢
17 Senator Mof;iheA; %M;.nChaighgef Se;eﬁef'Agﬁstrong has
1; made e point; and when we get to,XVI on tax>shelters, I thlnk
‘1t would be helpful 1f Mr. Brockway'and Secreta;y:Mentz
_e*plalned thlS basket‘concept wlth respect te act1§e and
) _ 4 : _
_ 2# passive incemes,_and-explain'some'ef~the adjueements.ﬁ
22 The flower shop ﬁas been-sayed;‘and things like that:
,3 || Put it is a new idea and it néedémto'be explained, which I
2 am sure it will be; |
26 Mr. Brockway. The next area islchanges dealing with
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1 pensions, which would include the proposals in the spreadsheet
2 as amended by the committee, with several exceptions.
3-{55,§;;?hggfirst is;thapAIRAsquﬁ.would revert té'essentially¢~
. 4 .pre-l§8l iaﬁ where yéu would not be allowed thF,deduction'
,5, ,fqr‘a cont;ibutioﬁ-tq-an.IgA unless yqu.did'ndg{pafticipate,
© 8 ih an eméloyer;s ;é;irément arrangemehﬁf o

';"JF'TH“Ié would not g;'all £héIWay back tovériorjiéw'ih tha£

) .é ‘the adjhstments»thatfinc:eased that prior law ;és $1,500.

9A Yéu would be allowed a $2;006 IRA; and the oth;r changes

10 in that area would alsp be'picked.up.

11 i - But IRAS-again’wou1d be limited just to those who did

12 not also participate in an employer's retirement arrangement.

13 The Chairman. Senator Roth?

14§ Senator'Roth. M:. Chairman, I would- just like to go
15 publicly.on record'thét, while I applaud very much this
16 initiative, one area that I am concerned“about?is that we
17 || don't do more to promote savipgs;

18 I do agree that by réducing the rates that'that is a

":19« jVé}Y'sighificaﬁﬁhmOVejin that;directionf'but'it~bothers me,
20 as least’ for one, that we are very much backing off of an

21

IRA which I think has been a worthy initiative and should
22 || be continued.

; 23 So, at appropriate time or times, I will undoubtedly

‘ 24 offer amendments in this area. . :
25 Senator Chafee., Mr. Chairman?
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The Chairman. Senator Chafee?

Senator Chafee. I would like to ask Mr. Brockway a
question. You say you are precluded from having an IRA if
you are participating in an employer's retirement arrangement?

Suppose you weren't vested yet? Would that have anything
to do with it? 1In other words, if you are in the first
couple of years.

Mr. Brockwéy. It is the same rule as prior law, so
that, if you are covered by the plan, even if you are not
vested, you are not entitled to an IRA deduction.

Senator Chafee. Thank you. Mr. Chairman, as you know,
I have éxpressed many times my concerns about the IRAs.

And also, I was hépeful that we could work out something at
least to have a nondeductible IRA to permit people to use
them, and at ieast get the benefit of the inside buildup
tax-free.

I understand that was-- Do you have a figure on that?

The Chairﬁan. About $3 billion,

Senator Chafee. $3 billion.

Senator Bradley. What could you get if you cut down
the 401 (k) even furthgr?

Senator Chafee. Do you have a figure, Mr. Brockway?

The Chairman. Below $7,000?

Senator Chafee. A figure on how much you pick up per

$1,000 decline on a 401(k)? I suppose you get much more when
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remember, but going from $12,000 to $7,000 was about.$17,7,j.
b , . I

~.1
($n

you get down lower?
Mr. Brockway. Correct. It is not linear whatsoever,

that going to $12,000 was not a-signifipahtgpitkuﬁgfprgﬁéﬁ{t¢33ﬁi

billion, and théniyqp start;piCking up ra i ;
furtﬁer on down;thé;iine.. | -
So, I'don't knOW"wﬁat a él,OdO chahééﬁthé%é §6hiéib;:;;'
Senator Brédley. Would ié be ballpafk.£o ;$f‘tﬁa£ the
$3 billion you éould pick up.by reducing the 401(k) to
$5,000? |
Mr. Brockway. That is a collective hunch'here.
Senator Brédley. Possible? So, you could keep the
buildup in interest of an IRA on a tax-frée basis if you
were able to squeeze down a little b;t;mpée‘pn'the 401 (k)s?. .
Mf. Brockway. Certainlyvthere is a ievél.. We will
try to run someghing that hasAFhe same rgyfnugvpigkupuf;om,~

a 401 (k) limited adjustment as allowing a ﬁondeductible IRA.

Senator Chafee. Thank you.

Senétor:Heinzy'er.'Chaifmaﬁ?

Thé~¢hairmén;;'5enatdr Héinz, énd‘éheérééggfafedﬁafeé;k"

Mr. Brockwgy. One thing aiso. With thé éxisﬁing.IRAs,
you continue thé inside buildup on that. We are_télking _“
about just new contributions, whether you would éllow a
structure of a new nondeductible IRA system.

Senator Heinz. Mr. Chairman, like Senator Chafee, I, too,
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would like to find a way to permit the establishment of new
IRAs, not necessarily--since I suspect it is too expensive--
-by-permitting their deductibility, but to at least allow
them theﬂngantage on the inside buildup. |
| And John, I wéu?d like to work with you on a way to
pay.for tﬁat, if’wé ééﬁ. | N
‘ " I also would liké té know: . when we considered the
pension provisions_in_the committee,.bne of the.elements was
thatiwe permitted the lump. sum distribution from a pension
plan where the worker invested in the pension and was leaving,
to be rolled over into an IRA.

Is that still permitted under this proposal?

Mr. Erockway. It is still permitted to have the

>

rolloyer.
Senator Heinz, All right. Finally, on Item C, we are
making a fairly major chénge in what we are doihg with
'defined beﬁefit plans.
Now, my éépcern is réally threefold. One, I would 1ik¢

to know'the extentsto-which we are going to affect

‘participants'in existihg defined benefit prlans, with'éhé~

emphasis on participants.

Secénd, i wou;d like to know to what extent this applies
to existing défined benefit plans and whether all those plans,
as a result of this proposal, are going to have to be changed. .

And thirdly, since, as I understand it, the proposal will

|
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basically substantially change what we had achieved in the
way of parity of treatment between defined benefit and
definedacentribution plans, having basically a- four-to-one " -
ratio betWeen benefits and contributions permitted.

I would llke to know whether thlS ln fact'ls~11kely to,~3 E

~ e

m111tate agalnst the establlshment of more deflned beneflt

“w g . . ST '{.'u'n;».:; e -.'-: P

plans and w111 make the establlshment of defined contrlbution

%

plens a.let'more attractlve; and therefore,fin a sehse,
undercut the estabiishment ot defined benefit plahe in the"
future.

Mr. Brockway. >If.you will give me an opporthnity'to
respond to that later so we can éo'over those, with a little
more_time to get a complete response to those questions.

Sehatpr Heinz., How ﬁuch money are we savidé in this
section here? On page 9?2

The Chairman. It is about $5 to $7 billion as I recall.

Senator Heinz; I am sorry, Mr. Chairmen.. What did you
say? |
' 7-2Mt§ ﬁteehw§y;«51t_isﬁin'fh%t erder'efiheghituée;hf$:

'Thehéhaifmah:¢:$5“to $7 billion., S |

Senater Heinz.. Mri Chairman, I have eohe real
resethations about : Qhat we are doing to the'very gopd work
we otherwise did in pensions.

Obviously, somebody decided you needed some money from

someplace to make all this work. I do fear this subject needs
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some more information from the staff. I do feel that this
is a fairly major change in what we have previously attempted

to achieve.. . -
Aoes'Treasury have any comments on this? Mr. Darman,
i : .

doayod think-thiskchange‘is'aggoqd’bOlicyﬂghangegﬁ Mr: Menﬁég:

3 P
3 . . 3

"1. . St s e
basically &

Secretary Mentz. This is é;chahge i&f

'fundiﬁg—-it'is tﬁé:bace a£ wﬂiéﬁ?étééfiﬁeéﬁséné%£é §i$h de;é-
fundeq- ‘ | e ¢ |

To takeAinto éccount chénges‘ia exéected retirement ages,
We view it as a reasonable part of the qvefall package. We
do noﬁ see it as a majbr threaﬁntoxéhe:fu;aamentals of our
defined benefit pension plan system.

Senétor Heinz. That is_an‘odd-wéf'oflputting it. You
don'f see it as a major“thpeat{i Whatadq Y?@ see it as?

Secretafy Mentz.VKWe don'£ ééé it éé a threat at all.
We seé it as a reaspnable proposal?A

Senator Heinzgl You like it? :Yoq are in favor of it?

Secretary Mentz. Yes.

Sgngtor Heinz. AAll righﬁ;{ fhaﬁkgyogép

Sénator Ma#Sunaga.- Mf..CﬁéirﬁaééA o

The Chairman; Seﬁator Matsunaga?

Senator'Matsﬁnaga. On Item E.

The Chairman. E,_on pensions?

Senator Matsunaga. Yes. Oﬁ page 10. Under limitation

of contributions, that is the cap on Section 401 (k), elective
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i contributions.

Under the Heinz-Packwood proposal, what was the
limitation, if any?

Mr., Brockway. vUnder the Heinz-Packwood, I believe it
was $7,000, and there was an amendment by Senator Grassley
that took it to $12,000,

Senator Matsunaga. And the amendment was adopted?

Mr. Brockway. The amendment was adopted.

Senator Matsunaga. I see. So, you are reducing it from
$12,000 to $7,000 here.

Mr. Brockwav. This would reduce it from $12,000 to
$7,000.

Senator Matsunaga. And you are in toto adopting the
Heinz-Packwood amendment?

Mr. Brockway. Well, what I might do is go through it.
There are these five changes, from where the committee was
after the Heinz-Packwood amendment, as modified.

There was a modification on the 401(k) limit by Senator
Grassley. Also, Senator Pryor had an amendment dealing with
403(b), which also would be preservéd in this.

These are the changes from wheré the committee was that
are on the sheet.

Senator Matsunaga. Can we have a copy of the amendment
as amended?

Mr. Brockway. Definitely. I mean, it will be the
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spreadsheet that has the éroposal as such, and then there
should be a press release that will outline all the changes
that were made ih committee when we discussed it;

And then, these changes here, some of which are modifying
what was done and some of which are new provisions.

Senator Matsunaga; Mr. Chaifman, I may have an amendment
to this section. I.am not all together clear until I see
what the actual language of the ahendment as amended is.

The Chairman. Senator Durenberger?

Senator Durenberger. Mr. Chairman, may I ask that on
Item D, Dave, dropping the extenstion of 401(k)s to State
and local employees. Was that done for some policy reason,
or to save money? And if the latter, how much did it save?

Mr. Brockway. This is an approximately $3 billion item.

Senator Dureﬁberger. What is thaﬁ?

Mr. Brockway. It is about a $3»billion item. So,
clearly, that was one of the conéerns.

Senator Durenberger. That is why I am the only one that
cares, I guess.

Senator Pryor. Dave, what section is tﬁat? Excuse me.

Mr. Brockway. This is State and local government

employees to drop a provision that would have extended 401 (k)s

to those employees.

Rather, this would leave State and local employees with
the 457 plans.
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Senator Pryor. Oh, all right.
The Chairman. Again, Dave, I don't want the blame to

be placed on the staff on this. It is $7 billion total.

And as we went through it, I was looking tb squeeze and
trying to keep us at 27 percent.

Sénator Durenberger. I just didn't realize it was that
big.

Senator Mitchell. Excuseme. Could I just ask a question?
Someone said $3 billion. Did you just say $7 billion?

The Chairman. Had we kept the law as it is, $7 billion,
this compromise reduces that to about $3 billion.

Senator Mitchell. I see. The compromise being the
grandfathering of existing plans? |

The Chairman..'Oh, no. I thought you were on B.

Mr. Brockway. Yes.

Senator Mitchell. Oh, no. D.

The Chairmaﬁ. Oh, excuse me. I am still talking about
B. I am sorry.

SenatoruMitchell, All rightf

Mr. Brockway. Yes. 1Item D as considered by the committee
would.ﬁave extended 40;(k) plans to State énd local governments
and other tax exempt empioyers.

This would revert to present law.

Senator Mitchell. That is $3 billion. So, the

chairman's reference to $7 billion doesn't have anything to
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‘' do with that?

Mr. Brockway. Let me go back tﬁrough the 1list, jhs£ to
correct one thing. The numbers we are discussing generally
about the revenue here do not mean to include in there the
changes dealing with IRAs, which is a separate item on the
$5 to $10 billion increase.

But Item B is the three-year basis recovery rule that
the chairman's markup would have repealed that.

Under the committee's amendment, there was an amendment
that would have retained present law. This provides a three
year phase-out of the provision so that in 1988, the taxpayer .
would retain present law,.

In 1989, there would be half the benefit of present law.
And in 1990, the provision would be deleted and these
annuities woﬁld be treated the'same as all other annuities,
that the income would come out on a pro rata basis.

Senator Mitchell. So, that is the Federal —--

Mr. Brockway. Correct. It essentially affects Federal
employees.

Senator Mitchell. And what you are doing is phasing it
out over three years at 0, 50, 100?

Mr. Brockway. Correct.

Senator Mitchell. Over three years?

Mr. Brockway. Correct.

Senator Chafee. Mr. Chairman?
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The Chairman. Senator Chafee?

Senator Chafee. Mr. Chairman, this was an item that
I was deeply involved in and concerned about, as you know,
a&d we had the vote here. And it turned out to be expensive.

I think that we have made a lot of progress and this,
indeed, was a very substantial change, going to the 0, 50,
100,

And when we couple that with the fact that we have gotten
the vast reduction in rates, I think-—altﬁouéh I am not going
away happy--I —--

If you will remember Herman Hickman,

Senator Bradley. Herman who?

Senator Chafee. Herman Hickman, who was the coach of
the Yale football team and --

Senator Bradiey. Oh. 4Oh, yeah, Herman.

(Laughter)

Senator Chafee. He said he tried to keep the alumni
sullen but not rebellious.

Senator Bradley. Yes.

Senator Chafee. You have about kept me that way, Mr.
Chéirman, on this item. And at least, we have made a lot
of progress and particularly when we consider the reduction
in the rates.

Could you give me the dates again now? I thought it was
zero for 1987, Dave. You said zero for 1988.
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Mr. Brockway. I slipped all the years one date. You
are correét.

Senator Chafee. You made it more enticing than it
actuallyuis.. It is zero for 1987. |

Mr. -Brockway. Unfortunately, more expensive, but in
1987 —-

'Senator Chafee. I would be glad to take what you
described.

(ﬁaughter)

Mr. Brockway. That was not intended as an offer.

Senaﬁor Chafee. That would improve both my sullenness
and my rebelliousness.

(Laughter)

Mr. Brockway. Yes. I am sorry. i did slip all the
dates. In 1987, it would be zero; 1988, 50 percent; in
1989 and thereafter, the same as other annuities., It would
be phased out entirely.'

Senatorvchafee. And when we do realize, Mr. Chairman,
that you started with 50 right off, it would be 50 in 1987
and 100 in 1988. That Qas'fhe original chairman's proposal,
or the chairman's original proposal.

Then, there was some discussion of geing over a five-year
period to a 20/20/20-—20 percent each year. This is a vast
improvement over that, a vast improvement, and particularly,

as I mention once again, the reduction of rates.
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Senator Durenberger. John, would you yield on the
definition of "vast"?

I found one of the reasons you proposed this was that
we were going to drive a lot of people out of Federal service.
And it seems to me we are going to stayiin an extra year and
then get driven out.

What have you accohplished? I don't fully understand
this; but if it is a vast improvement, maybe you couid explain
to the rest of us what you mean by that.

The Chairman. One, if you assume that the vast majority
of Federal employees make under $40,000 a year as a family
—-and they do. I understand the Schedule C's and the others,
but the vast majority are going to be at the 15 percent rate.
to begin with.

Secondly, with this kind of a phase-out, if a 15 percent
rate is going to be the difference on taxation that is going
to be levelled out over the years, anyway, I will be
surprisea that that will be the factor that, for the vast
majority of Federal employees, will cause thgm to leave.

Senator Chafee. You are right that one of my original
deep concerns was the loss of the Federal employees going out,
but one of the factors that was continually mentioned to me
was the'unexpectedness of this and the inability to do anv
planning. |

And although we are not giving them all the world to plan
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here--all the time in the world to plan--at least it is a
substantial improvemeht over what was originally proposed.

And indeed, if you look at the House of Representatives
bill, they have it go into effect on July 1, 1986. So,
they are getting -- We have made a real effort Here to --

The Chairman. They had it in effect fully on July 1,
1986.

Senator Chafee. Yes, fully. No 50 percent or 100
percent. It was 100 percent --

Senator Durenberger. After conference, it might end
up July 1988 or 1987 or something like that. Is that what
we are looking at?

Senator Chafee. I think you are going to find us quite
strong on this matter in conference.

So, everything that goes up to cénference isn't up for
bargaining; at least this is an exception.

The Chairman. Oh, I am sorry. Senator Danforth?

Senator Danforth. I have another question on pengions,
but it is not related to this issue.

The Chairman. Go ahead.

Senator Danforth. All right. Earlier, when we were at
the early stages of markup, the question was raised as to the
regressive nature of the penalty for withdrawal from pension
plans.

And it was my understanding that the staff was to look
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at that, and I wonder if the staff has looked at that and
has any suggestions.

Mr. Brockway. We are still lookiﬁg at it. I don't have
a response right now. Obviously, in the next 24 hours, we
will get back to yoﬁ with a response on that.

Senator Danforth. Thank you.

Mr. Brockway. Iteﬁ C is increasing the retirement ages
for qualified plan retiremen£ purposes, requiring plans to
use age 65, the Social Security retirement age of 65, and
then that will go up when the Social Security retirement age
goes up.

This is not a change in the plan allowed maximum amount
of pensioné, but it is simply a change to reduce the funding
to prevent overfunding of pension plans where you can
accelerate your deductions,

But it will not change the ratio between defined
benefit and defined contribution plans of how much taxpayers
can provide the 415 limits.

And then, there is Item D, the repeal--excuse me, not
the repea17~bu£wthé elimination of the provision egtending
401 (k) plans to State and‘local governments.

And Item E, reducing 40l(k)'plans elective contribution
limit to $7,000.

The next subject matter area, research and development,

would pick up the provisions in the spreadsheet, with the
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exception that the 25 percent incremental credit would be
extended for four years through December 31, 1989, rather
than a permanent extension.

The next area is tax shelters and real estate. Again,

‘picking up the provisions in the spreadsheet, and the major

change here is the tax shelter limitation of passive loss
limitation in the proposal.

And the way that would work is that individuals .and
personal service corﬁorations would be subject to limitation
of the amount by which they could take losses from their
investment activities and offset unrelated income.

You would look at all the investment income the taxpayer
had from business investments where he does not materially
participate.

That might be, for example, a limited partnership

interest. It might be interest in a trust or a Subchapter S

corporation where it was not involved in the management.

It couia be a net lease arrangement where the taxpayer
essentially has no active participation. Also, it could be
other investments, such as let's say, an absentee landlord on
a farm; that type of arrangement where there is no material
participation in the venture by the taxpayer.

In addition, the limitation would also apply to rental
activities, yhether or not the taxpayer materially participated
in the activity.

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 2374759




10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

The rule, then, you would look'at the taxpayer's net
losses out of the passive income basket--the so-called
passive income basket. You could offset losses arising
from that activity égainst incomeé in that activity; but
other than that, you could not use it to shelter other
income, whether the taxpayer has earned income, personal
services income, or taxpayer's portfolio investment income
could not be sheltered by losses coming out of these
investments.

The losses would, however, be carried forward-to be used
in subsequent years; essentially the same treatment you get
under present law on a capital loss, where the capital 1loss
~~the net capital loss--of the taxpayer is éllowed.

I believe it is $3,000 deduction; but other than that,
you are required to carry it forward until it subéequently
has capital gain income. This would work the same way.

It is just simply a carry forward. The net interest
limitation works the same way. |

In the case of_rental activities; there is however an
exception. It allows taxpayers earning under $100,000, where
they have a rental activity that fhey materially participate
in, such as if the taxpayer had a house or apartment building
where they were actively managing that property, they would
be allowed to use up to $25,000 of losses against their other
income.

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 237-4759




I

10

1
12
13
14
15
16
17
18
19

20

21

22

23

24

25

The Chairman. This also takes care of the problem that
many members'raised ébbut the one couple and they've worked
all their lives and they have a small beach c¢abin or a
mountain cabin.

And indeed, they rent it out and they have losses on it,
but it would be a very unusual situation where their losses
would be $25,000 or over that.

Or they may decide to retire to the beach cabin and
keep the place in town and rent that out. And many members
Fbpught that was unfair. And we can make that exception
without having an extraordinary carve—out‘for commercial
real estate.

Mr. Brockway. Correct. And this limitation would phase
out between $100,00 and $150,000 that exception.

Under thié package, the rules would phase in over a
three-year period.

The Chairman. Senator Baucus?

Senator Baucus. I am wondering. Senator Armstrong got
at the point of asking about the definition. As I understood
Dave Brockway's response, there are various provisions in
the Code which address this, and I am just wondering if we
are getting in a situation where we have different definitions
instead of one definition for the purpose, at least of this
provision.

I wonder if it would make sense for us to know what the
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i | definition is for "materially participate" so that we know

2 what we are getting into here.

3 What does "materially participate" mean?

4 Is there one provision, or are there several provisions?
5 If there are several, are'they the same provisions, or are

6 they different provisions?

7 Mr. Brockway. There are several proQisions that have

8 similar concepts. This concept would be basically the same

9 concept as used for determining whether you are self—employed
10 || for employment tax purposes.

11 It is a similar concept that is used for special use

12 valuation for agricultural property that I believe is a more
13 liberal definition.

14 There is a concept-- Offhand, I don't recall of any

15 others in pfesent la&. In the chairman's markup and the
16 || House bill, there were such ideas.

17 But let me get back to you with the specific analogs.
18 I think the place to look is where the material participation
19 notion has been used is the self-employment tax, whether or
20 not you say you are self-employed and you ought to pay Social
21 Security taxes on your income.
22 Seﬁator Baucus. I wonder if fou could tell us what the
23 aefinition of "materially participating" is.
24 Mr. Brockway. Yes. Basically, it is an attempt to
25 || define different situations where, for you, while it is a
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{ » business and somebody else is running it, your interest is

2 essentially as an investor, where you wouldn't see yourself

3 as earning earned income where you are required to pay Social
4 Security tax or anythiﬁg liké that.

5 Senator Baucus. I unde;stand that. I understand your

6 intent. I was looking for what the actual definition is.

7 And vou are going to come back later with that definition?

8 Mr. Bfockway. Yes.

9 Senator Baucus. Thank you.

10 The Chairman. Senator Roth and then Senator Moynihan.
11 Senator Roth. TI wonder how much you save by phasing

12 out this $25,000 between $100,000 and $150,000?
13 Mr. Brockway. In dollar terms, Senator, I am not sure
14 || of that. As long as you kept the $25,000, I am not saying

15 exactly what substantial is. I don't know how significant

16 it is.

17 I think a morevimportant concern is the distributional

18 aspect because,. obviously, the principal effect of that would

19 be-- The only effect would be for taxpayers over $100,000
20 and particularly over $200,000; and the over $200,000 is
21 where you have a concern on your distribution.
22 So, we would have to look at that from both respects;
23 one of the revenue and one of thevdistribution, but we will
24 try to.do,a run on that, Senator.

Iy 25 Senator Roth. Yes. I think that could be helpful
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because, 1if Qe don't make much savings, I don't think it
should be continued.

The Chairman. Senator Moynihan?

Senator Moynihan. Mr. Chairman, I wonder if we could,
in fact, pause just a minute at this proposal. It is very
new to our Tax Code, and it may be the saving of it, in the
view of many of us.

The dimension of the matter is perhaps the dimension of
the probiem._ Earlier on, our handout notes that by closing
corporate loopholes and the special tax privileges, we hope
fo pick up $100 billion.

Now, there is less of a bite on corporate incomes than
either the President proposed of the House. The President
proposed $120 billion, and the House proposed $140 billion.

And we have not had to do that to the‘corporate side
of this ledger because, on this individual side, we are
going to be picking up;—as the chairman says by eliminating
the ability of individuals to avoid paying taxes by using
tﬁe tax sheltéfs——we are going to pick up $50 billion.

Now, that is what is most distinctive in the money
transfers in this legislation. We have always had to have
money transfers in order to be revenue neutral.

The biggest thing that the chairman's package is different
in is it picks up $50 billion by-—-according to The Washington

Post this morning--tearing the roof off most tax shelters by
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forbidding the use of their paper losses to shelter ordinary
income;

The Chairman. You know, a perfect example was that
Wall-Street Journal story that you reaa the other day, on
Friday, where it said this particular proposal--my particular
proposal--would have an effect on real estate shelters and
cattle feeding operations and whatnot--and right next to
the story was an advertisement to invest in a cattle fegding
operation.

Senator Moynihan. Is the tax bite too big?

The Chairman. Yes. The tax bite is too big. Do you
want to shelter some of your income? Invest in Amarillo or
someplace like that;—by éomébody who obviously wouldn't know
a cow from a pig, probably, and shelter your income in it,
at a time when we don't néed any more cattle feeding lots,
anyway.

And that  is exactly the kind of thing.that we are trying
to shut down. |

Senator Moynihan. I would just like to make the point
that what you have brought into this computation is $50
billion in tax shelters. And the fact of making a simple
distinction between active and passive income, that it can
pick up $50 billion, isAa measure of what is going on.

Senator Danforth. Mr. Chairman?

The Chairman. Senator Danforth? Then Senator Bradley.
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Senator Danforth. Mr. Chairman, first Senator Moynihan
is exactly right. I mean, I guess the most basic question
is: Do we want to have a tax system which pays for the
existence of tax shelters with relatively high rates?

Or instead, do~we want to reduce rates and do away with
the tax shelters? |

I would like to.make a couple of additional arguments,

The first is that I met about a month.ago with a very
well-known businessman. This person is in the high reaches
of the American business establishment.

Obviously, he is very well paid for his work, and he
travels in circles of people who are very well paid for
their work.

He said to me: You know, I pay my fair share of taxes.

I pay a lot of taxes. But he said: I don't know anyone

else who pays any taxes. I don't know anyone who pays

any taxes.

Now, we are talking about the distribution of the
Federal tax load. The fact of the matter is that, with these
shelters, we have a situation where very high income people
can pay nothing, and it is just plain wrong.

And on the corporate side, we have a situation in which
some corporations can pay in the 40 percent range and other
corporations can pay nothing. And that is just plain wrong.

But I think one additional point that should be made with
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;respect to these tax shelters is that, not only do they

raise questions of equity, but in addition to that, they can
have exﬁremely perverse effects on major sectors of our
economy.

For example, in the Midwest, the inland waterway system‘
is a major paft of our economy. The inland waterway system
--the barge industry--is in a dééreésion. It is caused by
a number of reasons; but one of the reasons is that in the
late 1970s, it seemed that every dentist in the country
owned a piece of a barge.

I mean, we in the Congress had subsidized, by the way
we wrote the Tax Code, the investment of money by people
who had no interest whatever in the barge industry in barges.

And we created a glut on the market. And the same
thing existed with respect to boxcaré.

Now, those of us from the Midwest, concerned about the
depression in American agriculture, that, too, has a number
of caﬁses.

But it seems to me that one of the things that we do not
want £o do is to have a Tax Code which encourages people to
go into the business of farming for tax shelter purposes.

When we are creating surpluses in American agriculture,
when we have people who are in family'farming who are losing
their farms, for us to have a tax law which says that it is

a tax advantage to people who read the Wall Street Journal to
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i go into cattle feeding operations or whatever, it is just
plain perverse. It is wrong.,

It has the wrong economic consequences.

So, I would simply embell;sh on the very accurate
comments made by Senator Moynihan to say that I think that
the effect of what we are doing here is to remove the bias
in the Tax Code which goes against the interests of a lot
of people who are being hurt today.

The Chairman. Senator Bradley? Then Senator Moynihan.

Senator Bradleyv. Mr. Chairman, if I could just follow
on to what both Senator Moynihan and Senator Danforth said,
it is our willingness to eliminate the tax shelters and get
$50 billion out of that.

It is our willingness té do thap, a primary benefit of
which will be a more efficiently fﬁnctioning economy. It
won't be diversion of resources, as Senator Danforth said,
into investment.fhat wouldn't otherwise be made.

But what we really gain from being willing to do that is
a benefit to individual taxpayers——low income people--six
million off the rolls. They don't have to pay taxes any more.

That will be, I believe, combined with the 15 pefcent
.rate for thosé individuals up to a family of four, $42,000;
that will be the most significant piece of legislation to
benefit low and middle income people in this country passed

in the last 20 years.
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It will be taking six million people off the rolls, and
you will be giving that middle income family with both spouses
working in some cases--in some cases with one spouse making
$20,000 to $25,000--you will be giving them the benefit of
that lower rate.

And most oflthose people believe that they have not
only been paying the freight for Government in the last 25
years, but they have been doing it without much being given
back to them{

And what we are saying is: Look, we are going to reward
you for the wérk, and for what you have done in the last.25
to 30 years.

I mean, they are literally the backbone of the country;
and with a.lower rate, they know that if their other spouse
goes to take a job and they earn another $8,000 or $10,000,
they are going to keep more of that money.

Mr. Chairman, I might also say that, for somebody who
is a big hitter, there are enough of them that have told me:
My God, I would rather not spend my time figuring out how to
lose money in order to péf-léss tax. Give me a rate that is
reasonable--and I think your 27 percent is the lowest around--
and I will give up those shelters.

But the point that we have to remember is we don't get
all those benefits for low income people, for working

Americans, for well-compensated Americans unless we are willing
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| to give up the shelters.

Otherwise, we can't make the argument in here that we
have lower rates and it is a fairer bill. It is almost a
precondition to get to where we want to get that we are
willing to take on the distortions in the economy that cover
the term "tax shelters."

So, I think that everybody wants to cut the rates; but
now we are in a situation where, in order to cut the rates,
we have got to be willing to take on some of the entrenched
interests,

The Chairman. Senator Moynihan?

Senator Moynihan. Mr. Chairman, I just would perhaps
restate the point that-Senator Danforth so ably made, that
we have distorted the economy through these provisions.

And I just wonder--without knowing--if you remember back
in 1981, we had to deal with the question of the commodities
straddles, which in my own city of New York, people would
say had the potential of zeroing out the tax system.

Well, we did that; but then, I think we may have shifted
that activity into barges.and boxcars-and feedlots.

Sgrely, there is the question of distortion of the
economy.

Secondly, Senator Bradley makes the point of just plain
equity. -Some people pay their taxes; some don't. But we

have a questioh of perception here, and I think Secretary’
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i Mentz could help us.

It would appear that bringing the tax rate down to 27
perceht might mean a very great advantage to persons with
incomes, say, over $200,600 a year.

But isn't it the case, Mr. Secretary, that for a very
large percentage of those high income people, a 27 percent
rate will mean--if they have to pay it--a tax increase?

Isn't that what your research finds? Or Mr. Darman?

Secretary Mentz. It is a substantial number. It
certainly will mean a tax increase for those who are
presently sheltering most or all of their income.

And I think there is a kind of a fundamental tax policy
point there that a person's wages or his professional income
and his investment income is the backbone of the personal
income tax system. |

And to the extent that we permit it to be eroded by
investments in tax shelters, you afe_eroding that base and
making people who don't have the means to make those types
of investments, they are forced to effectively bear a higher
burden. |

Senator Moynihan. And in your research, the IRS
analyses do show a very poor proportion of people above
six figure incomes with tax rates down, ranging from 0 to 20
percent.

Secretary Mentz. I think Senator Bradley's point is
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;1 i right, that there are many high income people who say: Give

2 me a low enough rate, and I won't worry about how to put

3 {| my money in tax shelters.

4 And the people who are designing tax shelters, inséead
5 of trying to design an investment that will shelter taxes,
6 they will design an investment that will produce economic
7 -~that will be the most desirable economic investments; and
8 that is where your investments will go.

9 Senator Moynihan. And that is how we would like to

10 optimize it. Thank you very much, and thank you, Mr.

Chairman.

11

12 The Chairman. Senator Mitchell? Then Senator Chafee;

13 then Senator Heinz.

Senator Mitchell. Thank you very -much, Mr. Chairman.

14

15 I would like to express some support for the concept,

16 but also to ;aise two notes of caution.

17 First, to confirm what Senator Moynihan has suggested.

18 I believe the most recent years for which such data are

19 || @vailable is 1983; and in that year, over 30,000 taxpayers

20 filed returns reporting incomes in excess of a quarter of.

21 a million dollars and paid none or virtually no taxes.

22 Ten percent of them, or in excess of 3,000--I believe
i 23 the number is about 3,100--filed returns reporting incomes
| (;) 2 in excess of $1 million that year and paid none or virtually

T“T .5 || DO taxes.
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I believe every member of this committee has been
exposed to thousands of members of the public in our own
States and across the country. My experience is, I believe,
typical in that what‘troubles Americans most about the tax
system is not that they 5ave to pay taxes--although no one
likes to pay taxes.

It is the knowledge that a citizen who pays taxes fairly
and fully feels used because he or she knows that there are
many others in similar circumstances who don't do so; and
mere importéntly, many others in much better circumstances
who don't do so.

It is this knowledge that tens of thousands of Americans
earn several hundred thousand dollars a year and don't pay
any taxes that mogt troubles the factory worker who makes
$18,000 a yeér and who does pay taxes.

The white collar worker who makes $22,000 or $25,000 a
year and who pays taxes. The teacher—--the people whom
Senator Bradley has describea as the backbone of our country;

So, I think it is important that we move forward. to see
to it that everyone pays their fair share of taxes. That, I
think, is the most essential element of the proposal we are
abéut.

I must express two concerns. We want to reduce their
income taxes, and Senator Bradley suggested correctly that,

for 80 peréent of American taxpayers.with family incomes of
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$42,000 or less, they would experience a reduction. But we
haQe to keep this in the context of overall taxation.

And the taxvpolicy which has been pursued in this
country for the past five years has been to steadily reduce
that tax based on the ability to pay, while increasing all
other taxes.

We reduced in the income tax in 1981 over a three-year
period significantly, but before that was fully in effect,
in 1982, 1983, or 1984, we raised virtually every other
Federal tax: the gasoline'tax, the payroll tax, and excise
taxes.,

And the net effect of those actions has been to
dramatically shift the burden of taxation in our society
down the income scale, primarily upon the working and middle
classes. |

Mr. Chairman, I am pleased that this proposal does not
include an excise tax increase for precisely that reason, |
which I have suggested on many occasions.

We don't do much for working Americans if we give them
a nominal decrease in their income tax and, in the meantime,
raise their excise taxes. And that, of course, is what has
been happening over the past year.

So, I hope that the concept introduced hére, that is,
of tax relief for middle income Americans, will carry forward,
not only in connection with thiS‘legislation, but in all tax
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7 matters that we consider.

104

I have two notes of caution, Mr, Chairman.

The first is--and I won't be long because all thepmembers‘
I am sure, are fired of heariné me say it——while‘I favor lower
rates, I also favor retaining the progressive nature of the
Federal income fax.

I believe it is a well established and fundamentally
fair principle that the burden of taxation should be related
in part to ability to pay.

And while I will vote for this proposal, ultimately it
is my intention to offer an amendment on ﬁhe floor to preserve
a higher rate for higher income taxpayers, because I don't
believe it is right for a family of four with an overall
income of $40,000, or a taxable income of $28,000--however
you want to describe it--pays the same rate as a family of
four with an overall income of $400,000 cor $4 million.

I think that we are going too far in eliminating
progressivity from our Federal income tax by adopting a two
rate schedule at merely 15_and 27 percent.

I understand the péiitical situation, Mr. Chairman, that
there are many people, including yourself, who doh't want to
go above éi. I know that my viewé are certainly a minority
on this committee.

I hope not in the Senate as a whole. At the same time,

while I agree on the necessity for eliminating the shelters,

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 237.4759




10

1"

12

13

14

15

16

17

18

19

20

21

22

23

24

25

L05

' I think we have to recognize that these investments were made

in reliance on a law that was passed by the Congress to
induce people to engage in certain activity.

While I don't thini we had in mind the cattle feeding
shelter that you referred to, we certainly when we passed
that law had in mind low income housing.

We have recognized in this country for a long time that
the free market will not provide low income housing because
it is not an economically sound investment.

We, as a society, have through the means of Government .
attempted in a variety of ways to deal with that. Given the
present Administration and prevailing philosophy in opposition
to direct Federal expenditure for such purposes, we have
adopted a system in which we attempted to induce people to
invest in low iﬁcome housing.

And it was a classic purpose of matching a higher motive
with a less noble means, that is, if enough people could be
induced to put their money so as to avoid paying taxes, then
low income housing would be built.‘

I think what we need to do, therefére, Mr. Chairman, is
to make this change ovef time in a manner that permits people
who have made investmenﬁs in good faith; acting in reliance
on inducements created by the Congress; and I intend to
include that aé part of my amendment, that is, the additional

revenue to be raised from having a higher bracket--which I
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i view as essential to fairness--would be used to provide a

more realistic transition for people caught in that
circumstance.

On balance though, I express my strong commendation fbr
you. I know at the beginning of this, everybody commended
you, and you were a little bit concerned about it.

I suppose we might as well end as we began, and I would
say that I intend to support this in committee to enable it
to go to the floor; but I feel very strongly about the two
provisions I mentioned.

And I do intend to make an effort with as much vigor as
I can on the floor to make those changes.

The Cha;rman. Your having been a trial judge,Ayou know
what I mean when I say I am always---I clerked for a year on
the Oregon SupremeACourt——and I was always fearful of the
trial judge.

When the court started out, the learned trial judge was
very wise. |

Senator Mitchell. Right.

The Chairman. And then--but--and he overruled. So,

I appreciate the commendation. I would sooneg‘have the
brickbats in the bill than the commendation and no bill.

Senator Chafee and then Senator Heinz.

Senator Chafee. Mr. Chairman, the dentists have taken

a tough time here today, but I want to say that they are not
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 alone. The lawyers and the doctors and the tinker and tailor

all are professionals who have been in on this tax shelter
business.

And truly, it has been an outrage. The amount of time
and energy that has’ been devoted to ferreting out these tax
shelters so that they could shield some of their income and
come with a rate that is far below what we are proposing
here.

I think the encouraging factor is about this bill, which

'I strongly support--the proposal we are working on--is that

the people who .are making $1 million indeed are going to be
paying 27 percent--$270,000, And there may be higher brackets
now, but nobody is paying them.

And that is the aiétortion. It is not iust the
distortion; it is insanity, the Way'the system is curfently
working.

Now, we are not going to take care of everything before
us; and one of the tﬁings th§£ﬁfemains excluded is tax
exempt bonded interests.

And I feel that is unfortunate. I see all the problems
involved. I see that we don't want to open up a -- nest of
trying to deal with that. Somehow, I wish we could at least
make it a figure to be computed in ascertaining the base for
the minimum tax.

But that doesn't seem to be the sentiment of the majority
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. here, at least those that I have spoken to individually.

o8

I think the key thing to remember is that, despite
Senator Mitchell's concern for a higher rate, the people
are going to befpaying 20 percent when we finish under this
legislation.

So, that is a majqr step forward, and I think we should
get considerable satisfaction out of that, Mr. Chaifman.

The Chairman. Senator Heinz?

Senator Heinz., Mr. Chairman, I think that you and the
committee have done a remarkable job, considering where we
have come in the last week.

And I think you are very close--maybe you are over the
mark--in getting a bill that a majofity of the committee will
support. I think it is important to have a bill.

And I myself am very close to supporting this legislation,
and I can enumerate, as probably any member of this committee
can, any number of problems that I would like to find a
way to address.

And maybe I will be able to find a way to address some
of the concerns I have on how hard we are going to get
depreciation under the alternative minimum tax or I expressed
;eservations about what we are doing to defined benefit plans,
and so forth.

George Mitchell makes the point about he would like a

slower phase-in on the elimination of tax shelters, and I can
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| sympathize, I suppose, for all his rich constituents that

he islconcerned about.

But I think we all recogn;ze that there is going to have
to be some give and take. TI don't expect that I am going to
be able to solve all my problems, and I am going to have to
come to a conclusion as to whether this is sufficiently, on
balance, good legislation.

And I am sure that there are going to be things in here
I don't like at all; and I would just as soon almost say,
well, to heck with it.

But I think that we are--speaking .for myself, I am quite
close to being able to say this is good legislation, that the
committee can and should golforward’and ahead with.

The éhairman. Thank you very much.

Dave, let's go through and finish up the.remaining pages.

Mr. Brockway. The next item, Mr. Chairman, on page 11,
is Item B. It is the low income housing credit. |

The proposal would essentially retain the proposal for
the low income housing credit that was in your markup with
modifications reflecting discussions with low income housing
groups.

The first change is that multifamily housing is not under
the bond cap. There is no need for“the provisions that
dealt with a trade-in and bond authority and also governmental
units allocating the credit.
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So, those items are out, and there is no volume cap on
the tax credit.

Second, under the proposal, there is a five percent
annual credit for individuals with income of less than
50 percent of the area median income, and that was over a
15~year period.

The proposal would change that to an eight percent credit
but over 10 years. So, it increased the value of the credit
but shorténed the period for which taxpayers could get it.

In addition, at the top of page 12, there is also allowed
a four percent credit--half the regular credit--for units
where the median income is between 50 and 70 percent of
the area median income.

That would be allowed, though only‘up to a maximum of
30 percent of the units in the project.

In addition, this credit--the low income housing credit—-—
would not be subject to bassive ioss limitations.

Also, the credit would not be allowed where there are
Government subsidies in the form of Section 8 financing,
for example, or subsidized mortgages.

Item C would be the provisioﬁé.dealing with mortgage
backed certificates, raised:by'Seéator Chafee, with certain
modifications, that I think in the past has been referred to
as the Timms proposal.

It has gone through several modifications and
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i included within the package.

The next subject matter area is the tax exempt bond area.

Senator Mitchell. Mr. Chairman, may I ask a question
on this section?

The Chairman. Senator Mitchell?

Senator Mitchell. Dave, you referred to Item 5 as an
anti—doﬁble—dipping rule, and I would like to ask a couple
of specific questions about that.

Would this prohibition apply to the Section 515 loan
program under the Farmers Home Administration?

Mr. Brockway. Yes.

Senator Mitchell. What effect do you think that would
have on the 515 program? Are you able to judge that? Or
estimate that?

Mr. Brockway. I would like to get back to that. I
don't know which they-would choose. Essentially, in the
situation, it would fit one or the other.

Senator Mitchell. All right, but does it apply to low
income rental housing projects previously subsidized under
Section 236 or Section 2217

Inlother wbrds, would current’owners have to pay off
mortgages for those projects in order to take advantage
of tﬁe credit for a transfer of these properties?

Mr. Brockway. It wouldn't really be available for

existing properties. You would have to go through a
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b substantial rehab or a new property, and there you would

2 have to decide which you would prefer.

3 Senator Mitchell. 1In effect, you would have to choose?
4 Mr. Brockway. Yes.

5 Senator Mitchell. Yes, and do you know whether this

6 would apply to low interest loans provided by local

7 'governments or State gbvernments through programs such as

8 the Community Development Block Grants?

9 Mr. Brockway. This just applies to Federal subsidies.
10 You wouldn't have multiple Federal subsidies, but if the

11 || State decided or the local government decided that it

12 wished to provide the benefit, that would be allowed.

13 Senator Mitchell. Federal subsidies denominated as

14 such.. For example, supposing a étate gets a Cdmmunity

15 Development Block Grant, and then uses it for purposes

16 of a specific housing subsidy?

17 Mr. Brockway. Under the current rules, you would have

18 to trace that under the reporting. That would be treated

19 as a Federal subsidy.

20 Senator Mitchell. That would be treated as a Federal

211 subsidy?

22 Mr. Brockway. Yes.,

23 Senator Mitchell; So, it would have an effect there.
24 Mr. Chairmaﬁ, that does concern me; and as wiﬁh the other
25 area on low income housing, the lack of which concerns me,
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and Ehe prospective lack of which ought to be of real concern:

I would like to work further on this provision.

Mr. Brockway. The next general subject matter area
is the tax exempt bgnd provisions, and the proposal would
include the provisions in the spreadsheet as modified by
the committee, except that mortgage revenue bonds and
small issue IDBs would sunset as under current law rather
than being extended.

The conforming change, the IDB volume cap, would be
allowed to reduce $100.00 from the $150.00, and also mass
transit industrial development bonds would be eliminated.

The next general area is --

Senator Heinz. Mr. Chairman, on that, I assume that is
the issue we voted on in the committee?

Mr. Brockway. That is correct.

Senator Heinz. Would you restate the revenue cost of
that?

Mr. Brockway. That was $500 million from eliminating
mass transit and industrial development bonds.

Senator Heinz. And was there any reason to eliminate
it, other than monef?

Mr. Brockway. Obviously, money is a major.consideration
and this is an area that the Administration would have
repealed basically on the viewpoint that it.should be
provided without a tax subsidy.
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Senator Heinz. You are saying the Administration.

2 May I ask the Administration, now that they are here?
'3 Roger, what was the rationale for treating mass
4 transit differently from ports and other similar kinds of
5 infrastructures?
6 Secretary Mentz. I ém sorry. Are you addressing your
7 question to ports?
8 Senator Héiné. Well, yes. Under the committee

9 spreadsheet, Mr. Brockway just said that basically the
10 Administration felt that mass transit and IDB should be.

n handled differently here.

12 And under what we are doing, if I can find it in the
13 spreadsheets~-if you will bear with me--we are retaining
14 IDBs for airports and docks and wharves, if the bond
15 financed property were governmentally owned.
16 But for some reason, we are not doing that with mass
17 transit.
18 Secretary Mentz. Senator Heinz, the Administration
19 | position was not to retain the exemption for any of those
20 provisions.
21 Senator Heinz. Oh, all right.
22 Secretary Mentz. We would have just --
23 Senator Heinz. All right. Let's go back to Mr.
- 24 Brockway or -- Well, they just said it was your idea.
gz? 25 Secretary Mentz. It was your idea, wasn't it, Dave?
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(Laughter)

Mr. Brockway. I am engaged in another discussion.

I think the generél argument here, as with all
industrial bond financing, is that-if it is an activity
that is being undertaken by the private sector, that it
is better to treat it the same way as any other
nonsubsidized undertaking--not taxed subsidized undertaking
--unless there is a substantial policy reason to do so.

Senator Heinz.. Now, aren't we talking about
governmentally owned facilities here? You kept saying
private sector.

Mr. Brockway. Well, if it is governmentally owned
and private sector operated.

Where it is governmentally owned and governmentally
operated, that would be--a GO would still qualify.

The situation comes up where there is a private
operator of the undertaking and you have the tax exempt
bond financing to--

But iﬁ is simply avpo;icy choice as to whether this is
an area where the committee would wish to.continue the
advantages of tax exempt finan;ing or not, that it is a --
drawing exercise that exists in present law and will continue
in this bill.

Senator Heinz. 1If ghe cost of mass transit here is

$500 million, what is the cost of bonds for airports

Moffitt Reporting Associates
Falls Church, Virginia 22046
{(703) 237.4759




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

separately? What is the cost of bonds for docks and
wharves?

Mr. Brockway.‘ I will have to get back to you on that,
Senator Heinz. I éon't have that now. It is clearly a
significant revenue item.

Senator Heinz. All right.

Mr. Brockway. The next general area is the trust and
estate provisions which would pick up in the spreadsheets
as modified. |

The rates for trusts, now that you have only a two-rate
structure, would have to conform to this proposal; and also,
the amendment adopted by the committee--Senator Bentsen's
amendment, I believe--for indexing estate tax and gift tax
brackets wbuld be deleted,

The next general area is miscellaneous provisions.

It would deleté the various provisions--miscellaneous
provisions--in the spreadsheet with three exceptions.

One is architectural barriers. Two is the Vietnam
MIA provision. And three is éhé provisioh dealing with
title holding companies.

That completes the description of the package.

Senator Moynihan. Mr. Chairman?

The Chairman. Senatof Moynihan?

Senator Moynihan. Mr; Chairman, that completes the
description, but it is a record of‘extraordinary work by
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David Brockway and the Joint Committee on Taxation.

The Chairman. I have to confess, in watching them
work over the last two weeks where we say now if we change
the percent from 26 to 27, what does it do?; and of éourse,
what it does is change everything all along, in terms of
what are the revenue Iosses, what are the revenue gains,
and they have to run their computers.

I forgot what it was that you told me that you had to
rerequest when we started this bill for allocation of
computer time. It was in the magnitude of $30,000 to
$100,000 a month? |

And every time a member says: Can't you run that off
for me? I am just taking a guess; that is probably $5,000
to run it off that the Joint Committee pays to whoever it
pays for its compﬁter runé.

Mr. Brockway. Actually, we pay the Treasury Department,
and Dick just reminded me that we still owe them quite a
bundle.

(Laughter)

Senator Bradley. Mr. Chairman?

Senator Durenbergef; Mr. Chairman?

The Chairman. Senator Bradley and then Senator
Durenbergex, and then Senator Mitchell.

Senator Bradley. Since we are in the business now of

commenting about Joint Tax, I, too, want to thank them for
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their effort and also tell them that I think I-—-and I think

the whole committee--appreciates, even when the news is

~bad,

You know, you figure out one thing, and you say how
about this? And they come back and say, well, I'am sorry;
that won't work for the following two reasons.

I think that accountability and integrity in the
process is absolutely essential when we do this kind of
bill, and I appreciate all their hard work, as well as that
integrity.

The Chairman. Senator Dureﬁberger?

Senator Durenberger. Four brief questions, Mr. Chairman.

One is on adoption expenses, the adoption deduction K
on page 2 of 13, Ana I am sorry; I either wasn't here or
I missed that.

If that covers the adoption of children with special
needs, I want tb raise a question about it. I see we are

doing a trade-off for explicit dollar, and I don't see that

. We are going to appropriate those dollars.

What is the money that is involved in this one?

Mr. Brockway. The number is very small. This does
not contemplate the spending program in this. The House
proposal had a spending program.

The Administration said repeal; come up with a spending
program. The House bill had one. This simply was one of
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the itemized deductions that was deleted; but because it
is a very narrow group, I don't recall offhand what the
number was, but it was small.

Senator Durenberger. This is an incredibly important
area. And I don't know whether the tax approach is better
than some other approach, but I would at least like the
opportunity, Mr. Chairman, to make a case for retaining
present law on that one. }

The second guestion is about the targetted jobs tax
credit.

Mr. Brockwav. It may be we will have to check the way
the structure was in the House, that it was set up as an
entitlement program so that the appropriations Qouldn't
be the direct issue; but I will have to check on that.

Senator Durenberger. All right. The targetted jobs
tax credit.

Mr. Brockway. That is not in the proposal.

The Chairman. Dave, that is another one. That is
about $1 billion, as I recall. And I have editorials that
want té keep it desperately.

As you know, when you get down to the end on this, it
is not unlike my days as a labor negotiator. Even things
that cost $200 or $300 million become consequential when
you are trying to reaqh the'end; and that costs $1 billion,
and I left it out.
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Senator Durenberger. The other two questions are on
revenue estimates. Moving the medical deduction from five
percent of AGI to 10 percent of AGI. That raises how much?

Mr. Brockway. I will get you the number on that. I
don't have that right now.

Senator Durenberger. And the elimination of the sales
tax deduction is how much?

Mr. Brockway. That was --

The Chairman. About $18 to $19 billion.

Senator Durenberger. $18 to $19 billion?

Mr. Brockway. Could I say that is over five years?

Senator Dureﬁberger. And you will get me the figure
on the medical?

Senator Moynihan. David?

Mr. Brockway. Yés, sir?

Senaﬁéf MOyhihaﬁ; Could T just say to you that I will
offer an amendment that you might want‘to.join on the sales
tax.

The Chairman. But a revenue neutral amendment?

Senator Moynihan. Revenue neutral. Yes.

The Chairman. Senator_Mitcheil?

Senator Mitchell. Mr. Chairman, I would like to ask
about an area that was not discussed this morning. It has
to do with structured settlements of court suits.

I don't know how familiar you and the other members of
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the committee are with that.

Under current law, a defendant found liable can be
requi;ed to pay the sum in full upon rendering of judgment
or to structure it in a w;y that pays it over time.

As you may know, in connection with the current so-called
insurance crisis, there have been many proposals at the
State level not only to permit.but to mandate so-called
structured settlements over time.

One of the ways in wﬁich they are facilitated is that
ordinarily the defendant is insured, and the insurance
company can invest that money and the income is not taxed
so long as it goes t; the purpose of paying out the sum
ovéf some period of time,.

I believe the revenue effect is less than $50 million,
as I have been advised. I raise it for purposes of whether
or not something that is relatively minor insofar as we
are concernea, we are moving in a direction counter to that
which our society seems to be moving and appropriately so
as part of a different problem in another context.

The Chairman. I can't answer your question. Can you,
Dave, on the structured settlements?

I can't remember what we did.

Mr. Brockway. The proposal here is the Administration
proposal which was adopted. 1In terms of response, let me —-

The Chairman. Can we get him an answer by late this
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Mr. Brockway.
The Chairman.
(No résponse)
The Chairman.
5:00 in this room.

the evening.

122

Yes.

All right. Any other questions?

If not, we will stand in recess until

And I would expect we will meet on into

(Whereupon, at 1:05 p.m., the meeting was recessed, to

be reconvened this same day, Monday, May 5, 1986, at 5:00

p.m.)
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EVENING SESSION

(7:43 p.m.)

The Chairman. The commiptee will come to order, please.

Senator Danforth?

Senator Danforth. Mr. Chairman, it is my understanding
that, whereas, in the past, when we have had tax bills, we
have amendea the Internal Revenue Code of 1954, the House
purports to pass an entirely.new tax bill créating an Internal
Revenue Code of 1986, and reenacting even those portions of
the Code that we don't even touch.

Is that correct, Mr. Brockwaé?

Mr. Brockway. That is correct.

Senator Danforth. Well, my understanding of the "law,
Mr. Chairman, is that if we reenact the Internal Revenue Code
from scratch, even those séctions that we are not amending or
changing, the effect of that is to open up the entire Tax
Code for new legislative history.

I believe the courts have held that the only time
legislative history can be made with respect to tax legis-
lation is if we are enacting a section or reenacting a
section. |

My concern is that if we follow the path that has been
embarked on by the House, the effect of that is that we will
open the door for all kinds of mischief on the Senate floor,

in that people can attempt to stick into the Congressional
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I think it is also clear, and anybody who has practiced
tax law knows, that the Congressionay Record and hearings and
committee reports are pored over by tax lawyers and by judges
to try to determine what the legislative history is.

The problem is that a lot of the things that could be
put in the committee report, a lot of the things that could
be put in the Congressional Record, have not really been
focused on by members of this committee.

So my concern is that, if we do attempt to reenact the
entire Tax Code, we have created a tremendous uncértainty on
matters that have since 1954 enjoyed a great deal of analysis
and adjudication, revenue rulings, and so forth. So it |
would be my hope that what we are doing here is amending the
Code of 1954 and not enacting a new Internal Revenue Code of
1986.

Mr. Brockway. As a general matter, Senator, you are
correct, that legislative history be taken into account in
interpreting the meaning of statute, only if you amend the
provision. There is some ambiguity if you simply reenact the
same statutory language and then attempt to modify what
interpretation has been given by the courts, and whether or
not that will be taken into account.

If you do reenact the Code as a part of this process,

you may wish to make a clear statement in the committee report
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that it is your intention nog to change the interpretation of |
any provision in existing law that isn't specifiéally amended
by this, and that the reenactment is not intended to give

any opportunity for a reinterpretation of what the meaning

of the statute is, through floor colloquies or otherwise.

Senator Danforth. Well, it is my understanding from
having raised this matter to members of the Finance Committee
that it is not our intention to open up existing provisions
of the Code to new legislative history.

It would be my hope that this would either be expressly
an amendment of the i954 Code or that we could make it
abundantly clear that there is no intention on the part of
the Congress to open the door to a whole new legislative
history.

Mr. Brockway. I think it is very useful to resolve
that question. Doing either would clarify the situation.

Senator Danforth. I would think the most straightforward
and absolutely the clearest would be to have this bill be_
an amendment to the Code of 1954.

The Chairman. We are going to do it in whatever fashion
1s necessary to make sure that we cause as few ripples as
possible with those areas of the law we are not touching at
all.

Senator Baucus?

Senator Baucus. Mr. Chairman, in an earlier stage of
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of this bill, when we were in open session, I offered an
amendment with respect to the Section 911 exclusion.

Essentially, under current law, Americans living and
working abroad, under Section 911, are entitled currently to
an $80,000 exclusion in the calculation of their income.

The whole purpose of Section 911 is to encourage trade,
encourage commerce with various countries, particularly
encoufage Americans to live abroad so that American companies
can export goods abroad and services abroad.

Since enactment of that Section, however, there.have been
various Executive Orders, where the President has iséued an
Executive Order basically stating that it is a violation of
that Order for persons to engage in economic activity in
certain countries. Those orders presently apply to North
Korea, Vietnam, Cuba, Cambodia, Iran, ana since February 1
of this year the country of Libya.

It is my §iew that the Section 911 exclusion should not
be available to Americans residing in those countries in
contravention of an Executive Order.

When I first.brought.ﬁﬁis‘uﬁ;lthere was some concern that
perhaps the State Department might have an objection. It is
my understanding, after consulting with the State Department
and I think also with Treasury, that bofh the State Department
and Treasury do not have objections to this particular

provision.
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I might add, also, that my amendment would not cover
certain’Aﬁericans who, by that.Executive Order, are not
covered under the exclusion —-'namely, journalists and some
others, too.

So I think it is a fair amendment.

The Chairman. 1Is there objection to the amendment?

Senator Durenberger. Mr. Chairman, can I ask a question
that I think I raised last time this issue came up?

What is the tax treatment, particularly the foreign
tax credit treatment, for American companies that are
currently doing busineés in Libya? Do they stiil qualify?

Mr. Brockway. They would qualify under the generally
applicable rules.

Senator Durenberger. They would?

Mr. Brockway. Yes.

Senator Durenberger. Would you be willing to expand your
amendment to --

The Chairman. Let me ask Treasury's judgment. I know
that they had approved qf the amendment as Max had introduced
it.

Mr. Mentz. We do approve of Senator Baucus's amendment,
but I think we would have problems in denying the foreign tax
credits for business transacted in pure fiction.

Senator Durenberger. I wonder, Mr. Chairman, if we could

explain the rationale for that? I mean, we have an economic
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boycott, as I understand it, in Libya. This nation obviously
has just Qétteh tﬁ;ough spending several tens of millions
of dollars bohbing the heck out of various paﬁts of Libya.
I can't understand why we should continue to éupport American
businesses -- if we are not going to support individuals, why
support American businesses through the Tax Code?

Mr. Brockway. If I understand it, Senator Durenberger,
your proposal would be essentially to deny a foreign .tax
credit and give a deduction, something like the treatment
that is provided in the present?

Senator Durenberger. . Well, I am not sure I favor what
Max has proposed. It seems to me we are sort of going in
willy-nilly and changing tax laws.

Now, if there is a foundation for his, then I argue
there is a foundation for my suggestion, that is all. If
Treasury has found or the State Department has found a legal
foundation to deny individuals the tax treatment, then the
same thing ought to apply to corporations.

Mr. Mentz. I think the issue you have raised is a
difficult one and one that would need to be carefully studied.

Senator Durenberger. That is why I raised it a couple of
weeks ago. Right. So it wouid get the saﬁe careful study
that Max's goﬁ. I am sorry if I didn't make it clear.

Mr. Mentz. I'm sorry, we did not hear that part of the

question.
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The Chairman. I wonder if I might suggest this:

My hunch is, this is the kind of an amendment that if
offered on the floor would pass 96-to-nothing, or 100-to-
nothing, if everybody is there. |

Why don't you withhold it, Dave, a bit. Ask Treasury.
It will be about a month before we are on the floor, at
least and, with or without their support, my hunch it would
pass 100-to-nothing on the floor.

Is there objection to the Baucus amendment?

(No response)

The Chairman. Without objection, then.

As long as we are on 911, can I go to Senator Chafee?

Senator Chafee. Mr. Chairman, under 911, as you know,
it was indexed; so, it is currently at $80,000. The House
set it at $75,000. It is my unde£standing ﬁhét if we remove
this amount from the minimum tax, $70,000 would make it
revenue neutral. Is that accurate?

Mr. Brockway. That is correct, if you kept it at
$70,000.

Senator Chafee. Well, Mr. Chairman, I would move that
these amounts under 911 not count toward the minimum tax, but
that the maximum be at $70,000.

The Chairman. Is there objection?

Senator Mitchell. Could we just have an explanation of

why? Why do you want to do it? What is the purpose of the
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amendment?

Senator Chafee. The purpose of the amendment is to get
it exc;uded from the minimum tax, the amount. And in order
to maké it revenue neutral, I had to get the money from
somewhere. So I brought it down from the $80,000 to $70,000.

Mr. Brockway. Senator Mitchell, discussions that we
have had with some taxpayer represenﬁatives, obviouslylthey
would rather have it not be a preference and keep the level
where it is under present law.

But as between the two, they would rather have the
preference come down somewhat and then not have it be a
preference in the minimum tax, because that requires them to
go through both systems, and many people would be on the
minimum tax. So, to solve the complexity, they would simply
rather lower the exclusion and also allow the exclusion under
the minimum tax.

Senator Mitchell. The reason for my question, John, is
that I understood one of our purposes to be to try to ensure
that everyone who doesn't pay taxes and is able to do so
does pay taxes.

I AOn't have any major objection to your amendment, but
it seems to me that it goes in the opposite direction. How
many people are involved, whowould otherwise be paying tax
under the minimum tax, who will be now able to avoid paying

ttaxes under this amendment?
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Mr. Brockway. We could look into that for you. It is
is not clear to me -- that would be really just an impirical
question -- whether this would end up taking more people off
the tax rolls than vice versa, because you just have the two
different systems, and this will mean more people will be
on the regular tax, -and obviously less people will be on the
minimum tax.

The other way around, there might be a lot of people
who were on neither tax system but will be caught up as a
result of this amendment undgr the regular tax.

So, I am not sure what'the trade-off is that way, in
terms of numbers of taxpayers.

I think the argument for doing it is largely one of
complexity for people filing their returns -- they would
rather just deal with one systemn.

Either system you have is a very low rate system, so
anybody in the country who has any significant.level of tax
will not be paying any U.S. tax, in any event.

Senator Chafee. Well, yes. And it seems to me the
theory for exempting them from the minimum tax is the very
reason we went into the whole program in the beginnihg, and
that is our competitive position, that other countries do not
levy their income taxes on their nationals who work abroad;
and theréfore, we are in the unfortunate situation where U.S.

companies, with being able to hire abroad and seeking
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i engineers to handle the jobs they were dealing with, sought

engineers from Cénada and Great Britain and other places where
they were not required to pay -- those people were not
required to pay -- an income tax while they served overseas
under these limited conditions. What is it, at least 330

days abroad. And so, Americans were losing out on the jobs
because the contractors would have to pay the Americans not
only their salary but above their salaries in order to
compensate for their U.S. income taxes.

So, we made a very conscious decision that we wanted
these people to be exempt from all tax abroad.

I was very actively involved in that when we did it,
several years ago, and I think the same rationale applies
today.

Therefore, it seems to me we would be losing the whole
purpose that we sought under 911 if we had these people fall
under a minimum tax.

I personally would like to see it kept. Orginally we
started at $75,000, I believe, Mr. Brockway, didn't we?

Mr. Brockway. It would start at $75,000, and phased up.

Senator Sehator Chafee. Yes.

Mr. Brockway. I think what happens here is, with 911
being a preference under the minimum tax, then the tax entry
point would be $30,000-single, $40,000-joint. At that level,

and then at a lower rate, those people, by this amendment,

Moffitt Reporting Associates
Fulls Church, Virginia 22046




{E)(Z)

10

11

12

13

14

15

16

17

18

19

20

2

22

23

24

25

L33

would be taken off the tax rolls, assuming they didn't have
foreign tax credits.

But what would be brought on would be people who,
|

let's say, were having $90,000 of income, who under current
law in a couple of years wouldn't pay any regular tax, and
this would bring the tax entry point down there.

I think that the trade-off is, without looking at numbers
that the amendment will tend to increase taxes on high-
earning employees overseas with relatively low foreign tax
credits, versus people earning between the entry point of the
minimum tax, $40,000 or so, up to $100,000. At some point
you get a crossover of which is more important.

The Chairman. Further discussion?

Senator Chafee. I move the amendment.

The Chairman. Those in favor of the amendment say Ave.

(Chorus sf Ayes)

The Chairman. Opposed, No.

(No response)

The Chairman. The amendment is adopted.

Senator Long?

Senator Long. Mr. Chairman, I would like to --

The Chairman. Could I interrupt you a second?

Senator Long. Yes.

The Chairman. This afternoon when the members were

meeting privately, they were -- to the man -- absolutely
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wonderful in saying that all of the amendments they were qoingl
to offer would be revenue neutral or would pick up revenue;
there was not a member that suggested an amendment that would
not be revenue neutral in one w;y or another.

I appreciated it very much, and I think it is going to
enable us to move in pretty expeditious fashion.

Senator Long?

Senator Long. Mr. Chairman, I would like to offer an
ESOP proposal -- there are four facets of it -- and then one
to pay for it, that would, as a matter of fact, raise almost
twice as much money as the amendment would cost.

But first I would like to ask Mr. Gates a question.
First, it is something that we passed before, I believe in
1984, when we said there would be a deduction for ESOP
dividends, and extend the dividends used to repay ESOP loans.
That is what it would be for, to extend the dividends to-
pay ESOP loans?

Mr. Gates. That is correct.

Senator Long. That was passed in 1984.

Second, the state tax exclusion. This would allow an
exclusion from an estate for 50 percent of the proceeds
realized on an estate sale of stock to an ESOP. We passed
that in 1984.

The first would cost $100 million over a five-year

period; the other would cost $300 million.
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Then I would suggest, regarding the ESOP loans, that
we extend the interest exclusion -- which we presently.have,
but we would extend it -- for the lbans matched by
contributions of stock to an'ESOP, and extend the exclusion
to loans by mutual'funds. At the present time it sSays that
mutual funds cannot make such a loan, even though a bank can.

Also, we'haveléur'rules-with regard to early withdrawals
which are‘really intended for pension plans, and it should
not apply to ESOP pldns; because the ESOP plans are situations
where people want to separate themselves and withdraw from
the program. So, this would exempt ESOPs from the excise
tax on early withdrawals from pension plans.

That never would have happened.ekcept that it falls in
the same part of the Code as pension'plans.

Then'We would pay for this by providing for an early
termination of the tax break for ESOPS. We would extend the
expiration date from December 31, 1987, to -- what is that?
June --

Mr. Gates. June 31, 1987.

Senator Long. June 31, 1987. That would pick up --

Mr. Brockway: May? Or June?

The Chairman. May 31.

Mr. Brockway. I have May 31 on the draft here, or
June 30. One or the other it would have to be.

Senator Long. Well, by moving the date to make it -an
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earlier expiration, that would save $1.3 billion. So, the

total over the five-year period would be a $600 million
pickup.

The Chairman. I think it is a good ;mendment; it picks
up $600 million. It is also meritorious.

Senator Baucus. Mr. Chairman?

The Chairman. Senator Baucus, then Senator Moynihan.

Senator Baucus. Mr. Chairman, I think this is a very
good idea and a very gobd amendment. I note that most
members of the committee at one time or another have adopted
most of the provisions in this package. |

I think it is good because it obviously increases
efficiency,'incfeasés Worker productivity, it is better
relationships with management, saves money, all the right
reasons.

I am wondering if the Senator might agree to adding to
that an amendment I offered earlier with respect to EéOPs
that would'raise the amount that an employer or employee
could contribute to $2500 on top of the $7,000 limit on the
401(k)s, so long as the additional $2500 is used by thew
employee to buy stock under an employee stock ownership plan?

That costs about $300 million. It is within the limit.
of the amount of money raised by the Senator's amendment;
so, I think there is still about $300 million left over.

Senator Long. I would leave that up to the committee,
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Mr. Chairman.

The Chairman. Discussion? Senator Bradley?

Senator Bradley. Mr. Chairman, is the suggestion that
an employee be able to use an additional $2500 to éurchase
ESOP stock only after the $7000 of the 401 (k) have been
utilized?

Senator Baucus. No.

Senator Bradley. No? I'm sorry, that is how I under-
stood it.

Mr. Gates. Senator Bradley, as I understand -it, it
would be first dollar. Of the first dollar of the $7000, you
could purchase ESOP stock, if you had up to $2500; or you
could go to $7000 and then $2500 on top of that. But the
amendment would anticipate that, in order for this to
qualify; every employee would have to be aliowed to parti-
cipate, and his first dollar could be designated for
employer stock.

The Chairman. Further discussion?

Mr. Brockway?

Mr. Brockway.- Mr. Chairman, I am trying to find out
whether I have an estimate on Senator Baucus's proposai.

Havé I sent you an estimate? Unfortunately, I have a
letter that doesn't have that proposal on it.

Mr. Baucus. For the earlier version that Senator Long

and I were looking at, with respect to this provision alone,
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' taking it beyond the 1984 Act is something that I must do.

Lss
the estimate I have is $300 million.

The Chairman. Secretary Mentz has a comment, too. Why
doﬁ't we let him make it, and then come back to your estimate?

Mr. Brockway. Could I clarify just one thing?

Senator Long, is it June 30, or May 31lst?

Mr. Gates. Oh, June 30. That is my mistake. It is
June 30, the expiration date for the ESOP.

The Chairman. If it ié June 30, it doesn't quite pick
up that much money, does it?

Mr. Gates. No, that's the correct amount.

The Chairman. All right. Then, it is June 30.

Mr. Gates. Yes. It is the wrong date, but the correct
amount.

The Chairman. Secretary Mentz?

Secretary Mentzll Thank yoﬁ, Mr. Chairman.

Senator Long and I agree on many issues, but the old
sayinq is that "if you and I agree on evervthing, then one
of us is superfluous," and I am afraid I kpow which one would
be superfluous in that situation.

Let me just raise the Treasury's objections to these
amendments. They are somewhat outside the ordinary scheme
of taxation, the idea of a deduction for dividends is-a little
out of the ordinary.

I appreciate what is in the 1984 Act, but nevertheless,
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The same 1is true for the other deductions and the
amendment by Senator Baucus. I sense that my objections
will not carry too many votes. .

I wouid make one suggestion to you, however, and that isx
that the tax credit, ﬁSOP, should be repealed back to
12-31-86. This is the action that was done in the House, and
you would actually pick up-a little more money, which you
may need before this exercise is over.

Senator Long. You haven't offered me much of a trade
if you want to push the repeal date back to January 1, and
then not accept my ameﬁdment.

(Laughter)

Senator Long. Thank you, Mr. Chairman.

The Chairman. Further discussion?

Senator Dole. Is there goiﬁg to be any left over when
this is all done?

The Chairman. Yes, but I am recognizing Sparky next.

Senator Dole. Oh, oh.

(Laughter)

Mr. Brockway. Mr. Chairman, it is correct, $300 million.
If I understand, this is the $2500 additional?

Senator Baucus. That's right.

Mr. Brockway. That is correct.

The Chairman. Further discussion?

(No response)
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The Chalrman. Is there objection to the amendment?

(No response)

The Chairman. Senator Matsunaga?

Senator Chafee. Mr. Chairman, I wonder if Mr. Mentz
could get a mike that works. We have a long evening here,
and his mike just plain isn't working.

(Laughter)

Secretary Mentz. 1Is that better?

Senator Chafee. That is much better.

(Laughter)

The Chairman. Senator Matsunaga?

Senator Matsunaga. Mr. Chairman, I have an amendment
to offer, to reinstate the credits for the alternative
energy production, of business energy.

I passed out a sheet. Tﬁat is, the solar energy credit
would be extended. The 15-percent tax credit would be
extended to 1986, 12 percent for 1987, 12 percent for 1988,
eight percent for 1989, and eight percent for 1990.

And the geothermal: 15 percent for 1986, 10 percent for
1987, 10 percenﬁ for 1988, 10 percent for 1989, and 10
percent for 1990.

My amendment would also reinstate and extend the business
energy tax credit for wind and biomass and provide an
affirmative commitments provision, as follows:

Wind, 15 percent in 1986, 10 percent in 1987, and then
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in 1988, 1989, and 1990, provide an affirmative commitment

provision for a qualifying project.

Biomass: 15 percent in 1986, 10 perdent in 1987; and
1988, 1989, and 1890, an affirmative commitménts provision
for qualifying projects.

Thirdly, to reinstate and extend the residential solar
credit, as provided in»the House-passed bill, that is, 30
percent in 1986, 20 percent in 1987 and 1988, with a limit
of $5000.

This, as I understand it, is revenue neutral, and it will
be paid for by Senator Long's amendment.

The Chairman. I wonder if I might make a suggestion,
Sparky?

Senator Matsunaga.» Yes.

The Chairman. Because I know that you were planning to
use the remainder of Russell's money for this. But you would
have to cut it off at 1987, sunset it at 1987, and you would_
fit within and you would be revenue neutral.

If you go beyond that, you are going to be a ;i;t;e off
on money, I think. |

Mr. Brockway. A little bit more, if I understand. You
are ;lso extending residential éolar in this amendment?

Senator Matsunaga. Well, we can cut that portion out.

I am not too concerned about residential. My prime concern

is the business energy tax credits.
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Mr. Brockway. Yes. The proposal as you described it
would be, just on the business side, .6 over the period.

Senator Long's amendment, as modified by Senator Baucus,
would net up .3; and so you Qould have to move that date back
a couple of months to pick up the revenue.

The Chairman. What if you cut the credits off after
19872

Mr. Brockway. A six-month advance? That would be
$1.2 billion, roughly. It is about $200 million a month.
Yes, that is correct.

The Chairman. I am confused.

Mr. Brockway. Oh; I'm sorry. I was talking about the
ESOP credit.

The Chairman. No, no. No, no, no, no. I am talking
about if we were to -- because, we are going to be going into
conference with the House -- if we were to sunset these
after 1987, how much would Sénator Matsunaga's amendment
cost?

(Pause)

Mr. Brockway. It would not save probably more than
$100 million, Mr. Chairman; since, in the wind and biomass,
that is basically ﬁhe rule,'in any event, and that is where
the revenue is.

The Chairﬁan. That is basically what?

Mr. Brockway. Where the revenue is, and that is where
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it is cutting off. In any event, would we go to .3 if we

2 give it another year?

3 Senator Matsunaga. ‘A hundred million, I believe, will

4 come from Senator Moynihan's amendment, easily.

> The Chairman. Which amendment?

6 Well, Sparky, you know, we are going to put these credits
7 back in. If we don't, they are going to come in in conference
8

They are good amendments, and we all have interest in these
9 amendments. I am trying to find out a way to pay for them
10 now so we can have them in the bill, rather than having to
i hassle with the House about theh. But we have kind of tried
12 | to agree we would keep the amendments revenue neutral.

13 ' Senator Matsunaga. So that, where is the cut-off?

14 Mr. Brockway. If you give us a few minutes, we can

15 come up with something that is a $300 million figure, if

16 that is what you are looking for.

17 Senatdr Matsunaga. Well, I had $400 million, until

18 Max Baucus beat me to the --

19 (Laughter)

20 The Chairman. Well, can we agree that you have dibs on
21 $300 million, and they will see if thev can --

22 (Laughter)

23 Senator Heinz. Sir, I've got a low-income housing

24 amendment that will cost about $200 million, Mr. Chairman.

25 (Laughter)
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/Senator Dole. Borrow a couple of months from Russell.

The Chairﬁan. What did you come up with?

Mr. Brockway. On Senator Matsunagg's amendment?

The Chairman. If we could go on té another area and then
come back to that, we céuld get on the phone and come up with
some answers.

The Chairman. Let us take Senator Moynihan's amendment,
Sparky. We will come back to you after we do Pat's.

Senator Dole. This doesn't include number three, then,
residential?

.The Chairman. Correct. He took out residential.

Senator Dole. All right. That's some improvement.

The Chairman. Pat?

Senator Moynihan. Mr. Chairman, Senator Matsunaga is the
authority for the proposition that this amendment will bring
in $100 million in revenue. It may or it may not. It surely -
will cost nothing, and it clearly has the prospects of
;aising money.

In 1984 we amended the Code to permit the Inernal
Revenue Service to share tax information with political
subdivisions other than the states and the possessions, which
is now fhe case. We did this in requnse, openly, to a
request from the City of New York, which has the fourth

largest public budget in the nation, for what interest that

has for anybody.
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The thought is simply that, as the IRS shares
information with state governments, it would be free to do
that with cities of two million and more.

The City of New York certainly estimates it would raise
money from this sharing, and it thinks the Iﬁs would do well.

There are concerns about confidentiality and strictures
which are legitimate'on the part of the IRS, and the city
is willing to accommodate any of them; and I am sure the
other cities, with reference to the income taxés, would do
the same.

I know that Secretary Mentz has thought about the
subject, and I would ask his view on it, reminding him and

our colleagues that the Senate has passed this bill before

"we lost it in conference in 1984.

Secretary Mentz. Senator Moynihan, you have identifiea
the two principal issues involved in your proposed
amendment. The one is the confidentiality of taxpayer
information. It is, of course, essential that information
provided to the Internal Revenue Service retain its
confidentiality. |

We presently have a system of sharing with the states;
but, at present, by statute, it does not go beyond the states.

There are criminal and civil sancﬁions in the Internal
Revenue Code for a violation of that confidentiality; but,

nevertheless, it is a very important policy concern of the
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Internal Revenue Service --

Senator Moynihan. And should be.

Secretary Mentz. -- and should be, that that
information be tightly guarded.

The second concern is that, while I believe the Internal
Revenue Service and the Treasury have concluded that there
could be some advantages of sharing information with New York
City, considering the size of its tax compliance operation
4itse1f, there would be certainly a concern that if the
Internal Revenue Code permitted the sharing with sméller
cities and tdwns, the ability to preserve the confidentiality
would be perhaps lost.

Senator Moynihan., This proposal is for cities of two
million or more.

Secretary Mentz. I understand that, and that is why I
am responding in the way that I am, which is that the
Treasury Department would look favorably upon that limited
amendment, with the clear understanding that we are going to
have to be very, very careful and watch to make sure that the
taxpayer information retains its confidentiality.

Senator Moynihan. Mr. Chairman, I would like to make
this suggéstion, in response to Secretary Mentz's very
forthcoming proposition: that the Treasury write the
understanding, and that it emphasize the criminal penalities

for any violation. But there is the potential for increased
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revenues to both jurisdictions.

This is the fourth largest public budget in the nation.
If we share it with 50 states and the possessions, why not
share it Qith the City of New York?

Secretary Mentz. Senator, I think, as you indicated,
that Treasury would sort of set the conditions, and one of
the conditions might be that we would operate on a trial
basis for a while and see how it works.

Senator Moynihan. Whatever condition the Treasury
thinks is best.

Secretary Mentz. I thought that was your understanding;

Mr. Brockway. Mr. Chairman, on this, I think the one
important issue is that it be done under the same terms and
conditions that it is done for the states.

I understand earlier that was some trouble for New York;
but, now they find that to be an agreeable relationship
arrangement.

Senatof Moynihan. Exactly so.

The Chairman. 1Is there objection?

(No'response)

The Chairman. Now, Mr. Brockway, have you got an
estimate on Senator Matsunaga's amendment?

Mr. Brockway. They are still on the phone, Mr. Chairman.

The Chairman. Then can we go to Senator Chafee?

You have a stock option amendment?
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Senator Chafee. Mr. Chairman, my stock option amendment
is as follows:

We presently permit, under your mark, stock options to
corporations whose sales are less than $100 million. I just
could not understand the rationale for that.

I know'one of the thoughts is that stock options should
be available for start-up companies, but I think $100 million
is hafdly a start-up company.

The Chairman. Well, we cut it off at $100 million. I

suppose if you owned a start-up company, you ought to say

$100,000, or a million, or five million, or something like

that.

The theory was that they didn't neea it beyond that. I
am not going to argue hard one way or the other; it actually
probably picks up a little money if we eliminaté it. Most
of the stock options that we have actually pick up money .

Senator Chafée. Mr, Chairman, it seems to me that stock
options are employed by established companies as well as
start-up éompanies. They aré an incentive, an incentive to
keep good people in established high-tech companies, and it is
not a revenue loser.

The Chairman. That is true.

Senator Chafee. It is the system we have currently. So,
I just don't get the rationale for restricting it. My

amendment would be not to have that limitation.
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b The Chairman. Is there objection?

2 (No response)

3 The Chairman. Without objection.

4 Now, Senator Heinz, I believe you have an amendment.

5 Or do you not?

6 Senator Heinz. Well, I have quite a few; which one did

7 you have in mind?

8 The Chairman. Well, I haven't got all of them on a list.
9 Senator Heinz. I am.still waiting for some final

10 revenue estimates from the staff. I could make inquiry to

11 find out if they have made any progress on that.

12 Does the staff yet have a revenue estimate on the

13 corporate minimum tax amendment? Or the minimum tax amendment

14 I should say.

Mr. Brockway. I am trying to sort through which ones.

15

16 Going to straight line over ACRS --

17 Senator Heinz. With the carry-forward.

18 Mr. Brockway. That one piece by itself is a 3.6 revenue
19 loss.

20 Senator Heinz. Well, there are three elements.

N Mr. Brockway. That one piece has a 3.6 revenue loss.
22 Senator Heinz. Which would be 3.6?

23 Mr. Brockway. This is going to straight-line ACRS

24 as your minimum tax depreciation base, rather than straight-
25 line ADR midpoint.
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It is between three and four billion to allow the
investment credit against the alternative minimum tax,
depending upon the level you set it at. I am trying to get
that number right now. But incréasing the corporate rate by
one point is roughly $10 billion. So, you would net up
roughly $2 billion in this package -- two-plus, depending
upon how those numbers come out. So, in the aggregate, it
would be a revenue raiser of more than $2 billion.

Senator Heinz. All right, I will be back to vou
shortly.

The Chairmaﬁ. I might also indicate that I did announce
to Bill Armstrong and some others who had previous commitments
tonight that, if we had major controversial amendments, we
would try to put them off until morning.

With many of the amendments we are adopting here, we
have adopted because we met this afternoon in private session
and were able to harmonize a good many of these amendments.
Over the night, I.think we will be able to harmonize a good
many more.

But to the extent that any of them come that are big or

severe or controversial, I would appreciate it as a matter

of commodity to some of the members that we wait until the

|

|

22

‘ 23 morning.

\ L 24 We are on pretty good track. I think all of the members
K 2 that had amendments mentioned them in our session, and we have
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"y them all down and are ticking them off on a chart. I think
2 we are getting down pretty close to the last 10 or 15, or at
3 || .the outside 20, amendments that we may have to consider.
4 ' Senator Durenberger?
5 Senator Durenberger. Mr. Chairman, I have -- one of the
6 things that we ticked off and you put on a chart was'.
7 the so-called quarterly convention. I guess that is in the
8 estimating process someplace, the alternatives on.that?
9 Mr. Brockway. That is correct.
10 Senator Durenberger. I have an alternative to that that
11 we might get an estimate on. As I understand the Chairman's
12 proposal, it would require a taxpayer to use the mid-month
13 convention for all assets plaéed in service during the year
14 if more than 40 percent of its assets afe placed in service
15 in the last quafter. If we changé that to 50 percent of its
16 assets placed in service in the last quarter, could we get

17 an estimate on that, in case my first proposal is a little bit

18 too high?

19 The Chairman. Are you saYing Yes to Dave, or are you

20 looking for an éstimate?

21 Mr. Brockway. On. going to a quarterly convention, that
22 if you place it in service in the first quarter you would get
23 -- I guess the assumption there is that it would be put in

24 service on February 15; the second quarter, half way in the
25 middle of that quarter; and so on and so forth. That was
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about .1. Now your proposal here is --

Senator Durenberger. Well, the second one. The one
I did this afternoon you charaqterized as a'semiannual.

Mr. Brockway. semiannually, and we ha;e that.

Senator Durenberger. And the third one is to change the
40 percent of its assets test to 50 peréent of its assets
placed in service in the last quarter.

Otherwise, taxpayers could use the happier convention,
which assumes that all property is placed in service on
June 30.

Mr. Brockway. I see. All £ight.

The Chairman. Senator Mitchell?

Senator Mitchell. Mr. Chairman, this afternoon I raised
the question of continuing current law with respect to the
treatment of structuréd settlements and tort awards.

As you know, under existing law the amount can be set
aside in an account, which can be used only for the purposes
of paying out awards over a period of time.» The investment
can only be made in an annuity or in Treasury bonds. And
the buildup is tax free.

Since the inside buildup of life insurance is not now
going to be taxed, and since I think there is a separate
policy issue involved in encouraging the payment of these
tort awards over a long period of time, a direction in which

many states are moving, I think it makes sense to continue
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current law in that regard.

The Chairman. I would appreciate it if we could
withhold on that. It is in the House bill, and frankly I
would look favorably on it; but I wquld like to have s;me
things, when we negotiate with the House, that we can say,
"Okay, we will give in."

I would préfer not to have that in our bill, just for
the sake of going to conference and having the difference.

Senator Mitchell. Well, wholly apart from the question
of our saying that in public, how much leverage you have --

(Laughter)

Senator Mitchell. But since we are already in the
water, I would like to get your assurance that you will fight
hard to give in to the House on that.

(Laughter)

The Chairman. The Majority Leader says he is ready to
look very kindly on the House provisionf

Senator Mitchell. He does? All right. Well, with

‘that expression of assurance, Mr. Chairman, I won't offer

the amendment.
The Chairman. I thank my good friend.
Senator Heinz. Mr. Chairman?
The Chairman. Seﬁator Heinz?
Senator Heinz. Might I inquire of the staff if they have

had a chance to cost out the investment tax credit carryback
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proposal that I propounded earlier today?
Mr. Brockway. ©No, we have had some difficulty to

figure out a way to structure that in a way that would be

1
i

revenue neutral. In fact, I think if it is done on an elec-
tive basis, it will not be possible to structure that by
itself as a revenue neutral amendment.

You will either have to make it a mandatory cutdown on
the credit, one way or another, or have some additional
piece that raises revenue.

But I think that, going through it, we could not figure
out a way that would have it work on elective basis.that
would raise revenue, because presumébly anybody who would
elect this would elect it because it was more favorable for
them, so that you would lose money.

Requiring it as part of the trade-off for taxpayers,
which is straight line, would raise revenue from the
provision if they were to be taxable. But unfortunately,
many of the people or most of the people who would elect
this aren't going to be taxable in the next five years in any
event; so the penalty that is being imposed on them that
presumably would raise revenue in fact won't raise revenﬁe
because it wouldn't have tax liability. And other$£axpayers
that would be hurt by that election simply wouldn't make the

election.

So it is very difficult to come up with a structure that

- Moffitt Reporting Associates
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1 would raise revenue, net.
2 Senator Heinz. As the proposal stands now, have you

3 [ any estimate as;tO’hOW‘mﬁdhﬁfeVéhue it would lose?

|

4 | f Mr. Brockway. We do not have that. It would be fairly

o e

‘ But it could be in the order

ux',

“?:.5”551gn1f1cant -- I'am- Just gue551ng'{m1nd you, based on where

6 the ITC catch-up proposal ygé}

.-\. -
.,‘ L

7 :of $20 billion -- no, strlﬁé that%completely

8 | F Senator Helégz;_I wasyfﬁlgégg{pver on that.

9 Mr. Brockway. Let me find 6ut. I simply don't have
10 ‘that .answer right nmow." I .was thihking of something else.
1" Senator Heinz. All right? |

I don't think I am ready Eo offer that amendment.

12

13 (Laughter)

14 The Chairman. As-sodn as hg says $20 billion, you want
15 to withdraw it immediafely. | |

16 (Laughter)‘ﬂ

"47 Senator Héinz; Well, hg d%@:say he was thinking of

something else.

18

f*.\Thé‘Chairﬁéﬁi:~Senatofﬂcﬁéféé?

..Sehatdf}bhéfééif Mr. Chéirmah, in 1982 we passed
i : .

' . L N .
- legislation here in the Senate and in the House, and it was

21
2 " signed by the PreSident; which was probably the most
23 significant environmental law that has been passed in a good
24 long while; and that dealt with the protection of the coastal
25 barrier islands and beaches.

|
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~ And the law that we passed sald that- 1n thosenareas that

natlonal park, and the thlrd was Stlll undeveloped.

.no Federal funds would be used for the development of those

we go: one step further, and that we really complete the loop'

What we did was, we instructed the Secretary of
Interior to survey the beaches on the Atlantic and the Gulf
Coast, the beaches and. islands, thatawere: defined ecologically|..

to be fragile, and to take those that were not yet developedyv

were not developed whlch constztuted about one thlrd of the

, h?,yﬂ

total beaches -i:one-thlrd was already developed one-thlrd

was. under protectlon of some . type, usually a state or a
We passed this very 31gn1f1cant leglslatlon that said

beaches -- such as the building of roads, the building of
sewage plants -- and indeed we withdrew the Federal Flood
Insurance for construction on those beaches.

Now, Mr. Chairman, what I propose this evening is that

toward the preservation of those fragile islands and'beaches,
and,we say that the national polioy will be extended so that

no tax beneflts can be taken for development on. those: beaches,;ﬁ

‘C \ "
o A

that yourcan t have accelerated deprec1atlonlor IDBS"Or
ITCs, or depletion allowance,-or deduction for land clearing:;
or lntangible 0il well drilling, or whatever it is.

The Chairman. home mortgage interest, also?

Senator Chafee. Home mortgage interest.

I know that that excites some people; but, Mr. Chairman,
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‘"that 1eglslatlon.‘«' : i“i.'5.‘

: thlnk it is somethlng that anybody from Oregon couldyh:

157
I just think if we are serious about protecting these beaches,
if we had enough money the Federal Government would clearly
buy them. But we don't. ~@Wf'ﬁﬁkqﬂmﬁ@¢w

So, we made these restrlcilons to some. 188. unlts along

1
{
1

)

the Atlantlc and Gulf Coasts --Jsome are- 1nlmy omeqi

-aEe 1n everybody s state here. I thlnk everybody'voted for

We took care.of'preblems;wéehator“ﬁohékhadﬂsomei}:i
partieularlproblems in his étate, which were dealt with
with the Corps of Engineers --‘they were not exempt, and they
wouldh't be under this 1egilsati6n.j§' B

We took care of a problem that cam up in South Padre
Island in Texas, and that legislation received tremendous

support.. .

Mr. Chairman, I feel strongly that we should take this

_next step.

Now, we had hearings on atfar broader bill, but this bill

was'strictly restricted to those.barrier islands and beaches.

-‘None 1n the West Coast -- we. are not 1nvolved there”f“Soé}L "

T

enthusiastically support.

Well, there you have it, Mr. Chairman. I would hope the

committee would support it.

The Chairman. Discussion?

(No response)
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The Chairman. We really are going in uncharted waters

here. You talked to me about this yesterday and today. My

Il- hesitancy is aﬁything thatfisxéoing?;dvfrighten¢péoélégpgathe

. . ' ' S o . '
home mortgage interest deduction;- but the merits:of your:-
A | / .

:Just am reliictant:

e IA‘ "'-_l" nl: I “ . . e

to jump into’something I_don!tiknéwAanythingﬁabout;ff”

Mr; Secfetary’
‘ Secretafy Menta.! ﬁéiﬁéﬁaifﬁaﬁ;iéeﬁaféi:Cﬁafaéﬁfégihaeq

me that there was a hearing on, as you say; a far bfoader
blll. Treasury testified in opp051tlon to that bill, the
basis being that these?typeg gf,qa;@aanlx‘worthy governmental
protection should not be done through the Ta# Code but
rather through a more direct approach. And for that reason,
I would speak in objection to the Senatoxis.prqposa1.~

I would note that the testimony also included
testimony.on.TIMS;,where we"suooorted.vau,-Senatorﬂg,_,

Senator Chafee.. Well Mr Chalrman, let me say thla-

If we followed Treasury's ratlonale, we wouldn't have passed

Treasury,says‘we.sﬁoulén?f‘ééfli5661Veé} ‘I suppose

what you are saying;itﬁat go out and buy;them. That is about

“what you'are.saying;,isn't it? .

Secretarv Mentz. - Well; I am savinq that vou shouldn't
buy. the tax law&,create'a protection forithe islands or

whatever it is; that vou ouaht to do it directlv.
: !
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Senator Chafee. Well. what we are trying to do,
Mr. Chairman, is be neutral here. The Code has ~encouragement
for'development)l These are very preCiousﬂ fragile-islands.'
They are defined:. " It isn't just that somebody goes ‘out Wlth

some rough piece of chalk and saysw”

let! s take there“ lwe had a team inAthe Treasur§ Department
indeed under Secretary Watt who-no one will accuse'of being.v
pre]udiced toward.;ragile isfands:wandwweﬁcame up. Wlth a
definition and a delineation of sections of this veryy .very
important coastline that,mas approyedt-:‘lwdon't know whether
it was nnanimous1y; bnt darned near ——Aby_the Congress,

It seems to me that What.we want to do is get the Code
out of encouraging this kind of‘development. So, we are not
asking for any special advantage; We are just asking for.the
Federal Government to be neutral in these areas that we have
already determined should be-preserved.

- The Chairman,m:Further.discussion2

" Senator Durenherger. ‘Mr. Chairman, I wonder if I might

;:justiaskfdohn-i ThlS amendment applies spec1f1callygto the

- 3

barrier islands, 1s that correct’

R

Senator Chafee. Right. Solely,

Senator Durenberger. Do.we have comparable situations
when we get into some of the wild and scenic rivers kinds
ofhsituations;<where we take. scenic easementsvor some other

less-than-fee situations that might still permit some
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development within certain kinds of parameters set up by

whoever is responsible for applying the ‘easement?

In other’WOrdé;'I*amTceftaiﬂIY”stpathetféﬁtdyﬁﬁat you'.. *

are trying to accomplish, but where doeS this stop ?h¢e~we

start into it:withjthe.bafrieffiéfandséi

Senator Chafee. Well -don' t make_me argue for somethlng‘:r

,‘1,‘.' }A;\‘ . A v E : -
or in 1982, in connection wlth nO?bridgesa no Federalf

development at aliv except ln the case of. the Lou151ana

L by
N ’v’ ;?"‘.

situation where we permltted the Corps of Englneers -- for
very specific reasons, because'of‘the,otl.policy that they

had there. ‘ .

I think it would be unfair tQ:draw‘me into sayipg, "Well,

this is the camel getting his nose under the tent," 'and so

!
forth. Congress can consider wild and_scenic:rive;ﬁ{qr
easements on that type;of land adjacent to-Eedefal:parks; or

whatever it is, when the tlme comes.' We could con51der that‘

it solely deals wtth thoee barrler 1slands tﬁatuweAﬁave dealt.
with before. - , ';”_- ;: . '
I think it is_athUtstandimé amendment, oddly'enoggH;WS'
(Laughter) . €, _ |  : mf7f = él”

Senator Chafee. And I would like to see us pass it.:

Senator Long. Mr. Chairman, I would hate to see us agree
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with this tonight, because, on the barrier island matter, when:

2 we acted on it we worked out agreements so that everybody

3 | was satisfied by the time we got it worked 6ut.

4 But I don't think anybody in Louisiana, for instance,

5 knows that the amendment is pending. So, they wouldn't be

6 in a position to advise me whether it should be modified, or
7 whether we have an interest to prétect, or what.

8 I would certainly hope if we are going to vote on this
9 that the people would have notice of it, so that they could
10 || make their feelings heard about it.

1"

I just haven't heard from anyone in Louisiana where we

would be affected, because nobody knew the amendment was

12

€;> 13 coming up. I would hope that we wouldn't vote on this tonight
14 or at.léast we wouldn't agree to it tonight.
15 It may be that there would be no one to object to it, but
16 I think they ought to have the chance to object if they
17 wanted to.
18 The Chairman. In fairness, I tbink I have to agree with
19 || Senator Long. I am hesitant. Something tells me, juét donft
20 quite do this. I don't know what is out there; I don't know
2 what we are affecting; I dpn't know who we are affecting; I
2% don't know if it is fair. I think I like it, but I would
2 hope that the Senator from Rhode Island wouldn't pursue.it

i;) 24 tonight.

; 26 Senator Long. Let us say, for the sake of argument, that
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here_is some Frenchman in Louisiana out trapping muskrats
down there, who is living in a little houseboat, who would
like to buildla little house for his wife. I've visited some
of them in the houseboats, but I'm not sure anyone would

want to build a little house on stilts, or something.

And being in no position to know what is likely to
happen down there, I am sure that this fellow would be
very dismayed that he thought he was trapping those muskrats
and not doing anyone any harm, and all of a sudden Congress
passes a law to say, "You can't build a little house on your
island." |

Senator Chafee. Well, we have already said,
unfortunately, that his mortgage interest is not deductible
on his houseboat. I think that ié one of the --

Senator Long. Well, I am not asking any consideration
for his houseboat; that is not what you are trying to tax.
You are trying to tax his home, when he bﬁilds one. And I
just ghink when we had this thing before, we had a chance to
find out about it. We explained what our problem was, the
amendments were worked out, the Senator agreed to them, as I
understand it, énd so it's fine; we don't complain about that.

But in this case, we have had ﬁo chance to see whether we
need to have an amendment to the Senator's amendment, or
whether it would create any vroblem.

I would suggest that the Senator withhold it and offer
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it later on, after we have had a chance to see if anybody
objecfs to it down our way .

How do we know if they are going to object or not?

Some of them don't even kﬁow Congress is meeting, Senator.

(Laughter)

Senator Long. And here we are proposing to say you
can't build a little home for a man and his wife and child.

Senator Chafee. Well, I am a thorough-gentleman all
the way. What do you say we put it off, and we'll vote on it
tomorrow? How about that?

Senator Long. Well, we aren't going to be able to find
out about that; the peoplé I need to reach probably don't have
a phone.

(Laughter)

The Chairmani.:.John, what you could do is, again, you
could offer this on the floor, because I think it has got to
be a revenue pickup. I can;t picture it as a revenue lower,
somehow.

Senator Chafee. Well, it sure is not a revenue loser.
Furthermore, I thiﬂk it would make everybody feel good.

(Laughter)

Senator Chafee. It has got a lot of plusses to it.

The Chairman. Well, in that‘case, why not make the whole
Senate floor feel good, instead of just the Finance Committee?

Senator Chafee. Well, I have a limitation on how many
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(Laughter)

Senator Chafee. Well, we will let it simmer for a while.

The Chairman. . I appreciate that.

Senator Long. Thank you,.Senator.

The Chairman. Are you ready, Senator Matsunaga, or not?

Senator Mitchell. Mr. Chairman, may I ask a question on
an unrelated matter?

The Chairman. Yes.

Senator Mitchell. Mr. Brockway?

Mr. Brockway. Yes?

Senator Mitchell. I wanted to inquire regarding a figure
that was used earlier today, aﬁd I want to see if my
recollection is correct on that.

Under the pension section -- this is the handout of
earlier today, the fundamental tax reform -- on page 10, item
D, "Do not extend 401(k) plans to state and local governments.
This provision would .not apply to blans adopted before March
1, 1986."»

It is my recollection that, in response to a question I
think from Senator Chafee -- I am not sure, either'Senator
Chafee or myself -- regarding the revenue involved in that,
you used the figure $3 billion. |

My question is: Was that based on the earlier limit of

12,000, or is that based on the current figure, which is of
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The Chairman. My hunch would be that it wouldn't be much
different; you‘wouldn't have many statg employees over $7000
or $12,000, would you? |

Mr. Brockway. I believe you are correct about that, Mr.
Chairman. Also, I think that that number may have been done
against the Chairman's mark, which was $7000. But either way,
I would be surprised if there is much difference. I can check
on that for you.

Senator Mitchell. Well, would you check?

Mr. Brockway. It was done at $7000, I am informed.

Senator Mitchell. Those who are interested in pursuing
this -- and, of course,’ they are state and local groups --
have apparently provided their estimates to the committee,
which are in the range of $1 billion, and that is such a
wide disparity. Obviously they have an interest.

Mr. Brockway. It is sort of a typical disparity,
actually.

Senator Mitchell. Oh, is it really? A 300-percent
disparity?

Mr. Brockway. Not for them, but just ggnerally.

Senator Mitchell. In general, do you mean?

Mr. Brockway. Yes. That tends to happen.

Senator Mitchell. Well, if we could look at that.
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Mr. Brockway. We could look at that information and
2 check it over the night, and we will be able to respond to

3 you tomorrow morning.

4 Senator Mitchell. If you would do that, I would

5 appreciate it.

6 || . Thank you, Mr. Chairman.
7 The Chairman. Senator Matsunaga?
8 Senator Matsunaga. Mr. Chairman, Senator Long is willing

9 to change his earlier amendment, modify his earlier

10 amendment, so that it would give an additional $200 million,
1 and that should cover my amendment.

12 The Chairman. That takes an extra month off the ESOP/
13 PASOP. But that covers your amendment through 1990? Or

14 through 19872

15 Mr. Brockway. I guéss I will have to make 100-percent

16 sure what we are talking about now in terms of the amendment.
17 Senator Long's amendment as modified by Senator Baucus

18 has a $300 million reserve. And then if you moved it a month,

19 that would get you roughly $500 million.

Senator Matsunaga. That is right. That will save,

20

24 initially --

22 Mr. Brockway. If your initial amendment, without going
23 to residential solar, would have been $600 million -- you have
2 one, two, and three on that sheet. The first is business

2% energy credits for solar, geothermal and otec. That wégld
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. wind and biomass, or they are both equally important -- so

o7

be --

Senator Matsunaga. We will cancel out number three.

Mr. Brockway. Cancelling out number three would leave it
at $600 million? |

The Chairman. No, $600 million withvnumber three.

Senator Matsunaga. So, take number three out.

The Chairman. Take number three out, and you have
$500 millibh."How far does it go?. Aﬁd do we have to sunset
it before 1990 in order to make it come within the 5007?

Senator Matsunaga. And since Senator Baucus's amendment
took $300 million of the.$600 million, we have $300 million.
And then by moving the date from June 30 to May 31, 1987, the
ESOP amendment offered by Senator Long would save another
$200 million, giving a total of $500 million, which should
cover my amendment; one and two.

Mr. Brockway. Senétot Matsunaga, if we could sit down
with yoﬁ and your staff and work out a package, either a
$300-million package or a $500-million packagé, I think we
can in a few minutes do that. I am just not ‘sure where you

want to go, and which is the item that you think is more

that we can try to design that.

The Chairman. Or consider sunsetting them earlier than
1990.
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Mr. Brockway. I think we certainly find a place where
weicould sunset it and come with either a $300-million or
a $500-million éackage.

The Chairman. Why don't we do this, Sparky: why don'é
we agree to sunset it for one and two at the end of 1987, and
see how much money that costs; then if there is a slight
amount left, extend it out?

Senator Matsunaga. Well, as I understand it, if we
sunset it after 1988, in item number one, that is, solar,
geothermal and otec --

Mr. Brockway. In the House?

The Chairman. 1In the House?

Senator Matsunaga. No, if we do it now, here.

The Chairman. Oh.

Senator Mat;unaga. And sunset wind and biomass after
1987, then that would come to about $500 million.

The Chairman. Then you would be bound to be within it.

Mr. Brockway. You might be a little bit above $500
million.

Senator Matsunaga. And cancel out number three, now.

Mr..Brockway. No, no, cancelling out number three, and
also‘drOpping the affirmative commitment provisions. Is
that what you are suggesting?

Senator Matsunaga. Yes, that is correct. Cross out
affirmative commitment.
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Lhy

Mr. Brockway. I think that, in any event, the order of
magnitude will be approximately $500 million if you sunset
both at the end of 1987? |

-The Chairman. Have you éot it, Sparky?

Senator Matsunaga. - Well, I will agree to that, provided
that if we find more funds --

(Laughter)

The Chairman.” NQ; I think we have to pass them around.

Senator Matsunaga. So, it is three years in item one

Mr. Brockway. No. I am saying both sunset at the end
of 1987. Alternatively, you would have to sunset, I think,
item two a little bit earlier, or drop the 1987 number below,
from 10 percent somewhat lower. Either one.

Senator Matsunaga. Well, there are some of us who are
more interested in item two than in item one.

Mr. Brockway. Yes. 1In that case, I would think that
both at the end of 1987 is best.

The Chairman. Sparky, why donFt we do that? Because the
House has got 1988; and we will be in conferénce with them.

I know that biomass is very important to George.

Mr. Brockway. Or, alternatively, you can drop percentaged
in both to hit the correct number, phase them both down.

Senator Matsunaga. Well, if you could give me another

month --
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(Laughter)

The Chairman. All right; 1987, Sparky?

Senator Matsunaga. Yes, we will go into conference with
that. § |

The Chairman. All right, 1987.

Are there other amendments?

Senator Moynihan, Senator Danforth, Senator Durenberger?

Senator Matsunaga. I have one very simple one,

Mr. Chairman.

The Chairman. Go ahead, Pat.

Senator Moynihan. Mr. Chairman, this is a measure I
offer at the request of Senator Thurmond and on my own behest.
It has to do with the exemption of Internal Revenue Service
special agents from the requirements of auto recordkeeping
which we adopted in 1984.

I believe Secretary Mentz will wish to see this happen.

In 1984, we passed those recordkeeping amendments for
automobile use. We exempted law enforcement agents. But by
a quirk of that law, we did not include special agents of the
Internal Revenue Service.

The Chairman. Where they are using their car on Service
dutY?

Senator Moynihan. On Service dﬁty. These are in every
sense law enforcement officers, Mr. Chairman; they carry

weapons, wear badges, are involved in criminal investigations
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of a very high order and often a very dangerous order.

The House hés now amended the law to include them, and I
believe the Treasury would like them included; Senétor
Thurmond asked that they be; the!revenue involved is
negligible, and the exclusion is unseemly.

The Chairman. Does Treasury have a view?

Secretary Mentz. Yes. We strongly support that
amendment, Mr. Chairman.

Senator Moynihan; just one point of clarification. The
effective date -- would you be willing to make it January 1,
1985, which was basically the date that the provisions apply
to every other law enforcement officer?

Senator Moynihan. As you wish, Mr. Secretary. Yes.

The Chairman. Is there objection?

(No response)

The Chairman. Adopted.

Senator Danforth?

Senator Danforth. Mr. Chairman, this is an issue which
I regret to say I did not raise this afternoon. I raise it
now under a de minimus rule; but, if it isn't de minimus, I
will withdraw it until there is a chance to study it.

The bill now, the Finance Committee bill, incorporates
a bill that Senator ﬁentsen and I introduced relating to the
exclusion of computer software royalty income earned from the

sale or license of computer software by companies that created
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i the software -- to exclude that from the personal holding

companiés, the personal holding company income.

Now, that is in the bill. The question is tbe effective
date of that. Treasury indicated to the industfies that it
would work with the Internal'Revenue Service to try to make
sure that the provisions in the bill applied retroactively to
all open years.

Apparently, Treasury and the IRS could not work this out;
but it was my understanding that the Treasury's position was
that it would support retroactivity of this provision for all
open years. That is what I would like to accomplish in the
bill, to make sure that the effective date is retroactive.

My guess is that the revenue cost is close to aero.

The Chairman. Mr. Brockway?

Mr. Brockway. Senator, if we could have until tomorrow
to check with the IRS, to see how many cases are in audit
and the order'of magnitude, we can get back to you on that
issue.

Senataor Danforth. Yes.

The Chairman. Senator Durenberger?

Senator Durenberger. Mr. Chairman, I think this is
de minimus, and I gave you'a brief description. This is page
35'on_the_spreadsheets, number 3, information reporting on
state and local taxes. I gave you a little sheet on that
this afternoon.
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The Chairman. Oh, ves, where we have asked them to
report on the income taxes.

Senator Durenberger. Well, yes. We have asked the
income tax, the House wants it in the report on ancome, real
property, personal property tax. I think the notion was about
that people are cheating on their income taxes at the state
level, or something.

But the information that I have is that we could
possibly raise $50 million with this amendment; but the states
téll me it is going to cost us $37 million as a minimum for
them to report all this information to the taxpayer and to
the IRS. And I really wonder why we are doing it. I would
like to propose we get rid of it.

Senator Bradley. Mr. Chairman, I also have an interest
in this and have heard from my state on the same iséue.

The Chairman. I am curious. Did you hear before we
limited it just to the income tax? A lot of us did on that,
and then I didn't hear much after we limited it just to the
income tax. |

Senator Durenberger. Mr. Chairman, one other item: the
$50-million estimate was over five years; the $3% million we
heard from thém was per year;

Mf. Brockway. I think, in part, it depends on whether

you are doing all taxes or just income taxes. With just

" income taxes, as in the proposal, it is $50 million over the
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period.

Senator Durenberger. They tell me, Mr. Chairman, that
postage is the biggest component. And I will raise the
question: Why are we doing it? For $50 million over five
years, why bother the states? It is good for the Postal
Service, I guess, but whose idea is this?

Mr. Brockway. The general notion on all this information
reporting ié just simply where you can get aétual information
reporting on deductions claimed, you end up having better
compliance.

State and local iﬂcome tax is better compliance than, for

example, real property. Real property was not included in

- this mark, simply because that is imposed at a local level

and you have too many points; the cost was there.

There are certain problems for the states because of the
timing of when state and local taxes are paid and whether they
can get it into the --

Senator Durenberger. Mr. Chairman, I move we delete the
requirement.

Senator Bradley. I would second that motion.

Secretary Mentz. Senator Durenbgrger, one other
alternative would be to have the states report only to the
Internal Révenue Service, not send all the copies to all of
the taxpayers. That would cut out the postage problem.

Senator Durenberger. I move to delete it entirely,
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The Chairman. Dave, could we do this? Could you hold
on this until tomorrow, and let me see if we can find
$50 million; because I don't want to start the precedent of
non—revenue—heutral amendments. And between now and tomorrow
we will find $50 million somehow, some way .

Senator Durenberger. All right.

Could I ask you one other thing, to get an estimate on
a different matter?

The Chairman. Yes.

Senator Durenberger. On the installment method of
accounting issue: as I understand, tﬁe current proposal would
deny use of the installment method for a portion of sales of
dealers in property that bears the same ratio to the tqtal
installment sales that the taxpayer's outstanding debt bears
to the adjusted basis of the taxpayer's aséets.

This is the possible proposal, to see if there is any
room overnight for some agreement on this: "For all install-
ment sales, disallow a deferral of‘30 percent on sales with
payménts of over six months, effective in taxable years
beginning January 1987" -- a 30-percent deferral, over six
months.

Mr. Brockway. All right. We will try to get an answer
by tomorrow on that, and we_should be able to.

Senator Durenberger. Thank you very much.

The Chairman. Senator Matsunaga?
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Senator Matsunaga. Mr. Chairman, I brought up in the
afternoon private session the matter of trade shows, and I
indicated that when the law was passed earlier, in 1976, the
colloquoy on the floor of the Senate between Senator Talmadge
and Senator Long indicates that organizations such as the
Red Cross and the Girl Scouts, and the National Association
of Secondary School Principals, et cetera, would be exempt
from the income from trade shows.

I don't know whether to call this a "clarification
amendment." The amount involved is minimal, and that total
amount is $1 million a year.

Do you think this is the proper time to offer it?

The Chairman. Well .again, if you have five million,

I don't think Russell wants to give any more days off éf his.

I really do, Sparky, want to -- you know, a million
dollars over five years or less is one thing; that is de
minimus. I realize five million is not much, but I would
like to hold to a principle of stickign to revenue neutrality.

Senator Brockway. Mr. Chairman, I don't think it is a
million dollars; I think it is roughly .1 over the period, if
I understand the proposai.

The Chairman. That's $100.million?

Mr. Brockway. ‘That is my understanding. But it would
be very useful if we could confirm this. I think what
happened in 1986 was that there was an assumption that that
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was what the size of the revenue was. And then after looking

at that, and the experiences, they have come to the

-conclusion: that. there is substantial.more:activity involved.

.éenator Matsunaga. Weiarefe;emétihg only thcse'
organlzatlons.whlch fall w1th1n sectlon 501(c)(3) and (4):
(C)(3) and (4). ‘ o |

The Chalrman.' Why don t you hold on that Sparky, untll
they get a chance to check:; because, there are a lot of
organlzations that have trade shows in those two categories,

and I know the kind of income they are talking about. This

.is from the exhibitors' boothes."I.think we would be better

off to wait until they get-an estimate.
Senator Matsunaga. I am talking about the educational
trade shows,rnow.

Mr. BrockWay. " That is correct; but if I understand, it

would really go to pretty much all charitable groups such as

the AMA; but also-all.civic organizations. It could be a

fa1r1y large group.‘

But: 1f we could have*som:
] o ,\ga, ',f."'

1:staff we could make sure we understand

Senator Matsunaga. Allgright;x"
The Chairman. ' Senator Heinz?. .. -
Senator Heinz. ' Mr. Chairman, when the committee was

marking up several weeks agc; I offered an amendment to give

residential rental property a preference compared to
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. rental and 32 years on commercial. I understandathat that:‘

is neutral, and 26 and 32 is neutral.

"1s such a smalI dlfferentlak 1twwon t accompllsh my pollcy

‘I think we might be able:to.
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commercial rental property.

When that amendment was .adopted, it basically created

That amendment was a revenue loser, and'l woﬁld’llke tof*f

try to stay with revenue neutrallty; Ilhave'a-number of

is revenue neutral but it is'probably a'little higher on
commercial than I would like to go. That is a six-year
spread between the two; which is probably more spread than
is absolutely necessary.

Could the staff tell me if 27 years for residential
rental and 3% years for commercial would be roughly revenue
neutral or not? |

!

Mr. Brockway. That lose maybe $50 million; 28 and 31

Senator Heinz. My problem with 28 and 31 is that that

- Mr. Brockway. 'if you ere'willing tofentertain half—years;i

Senator Heinz. As long'asfiiam”notfthe person. who has
to do the accounting problems.
Mr. Brockway. In the end -- see; the numbers you are
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going to use are not going to be round numbers in any event,

because the depreciation they will take, in the 26 year:

'#”classu—- I would have to devide' that into  100. So, whatever

l
that is.

' Senator: Heinz.. It is going to be"an:odd number; in any -

. event?

Mr. Broékway. It will be unless you went 20, 25, 33,
something that divides into 100.

Senator Heinz. If I went 26.5 and 31.5, that would be

~revenue neutfal; and wouldn't, oddly enough, introduce any

additioﬁal complexity?

Mr. Brockway. It would be fairly close to neutral, and
I think the numbers would not change appreciably for the |
taxpayers -

Senator Heinz. In terms of the complexity? I‘don't
want to mess everybody's accounting up any more than we have
already messed them up.

All right; Mr. Chairmaé,'assuming.that this is revenue

3 " .

LA -

The Chairman. I don't know if there is objection or

" not. Is this 27-31?"

Senator Heinz: " No, it;wou;dﬂbe;—fiwhat'did.we.decide?
" Mr. Brockway. I think it was 26.5/31.5 thét wﬁuld_be
pretty close.
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Senator Durenberger. Mr. Chairman?
The Chairman. Senator Durenberger?

Senator Durenberger. I would just ask John to consider
i :

incorpbrating in here somewhere, as long as we are figuring
the numbers, the_issue that I raised this morning or this
afternoon on tax-exempt bond-financed principally multifamily
housing, which in here is at 40 or life but traditionally
has had the same life as other real estate. If we could
incorporate that.

Senator Heinz. I would be very amenable to doing that.

Mr. Brockway. We would have to change the years a bit
to do that; that is about a .1, I believe. You could come up
with a pfoposal; obviously, mixing both the lives. of
residential and the lives of nonresidential, and changing the
bonds. But that, by itself, is additional loss of .1.

Senator Durenberger. - Which adds what part of a year?

Senator Heinz. Mr. Chairman, let me withdraw my
amendment.and see if Senator Durenberger and I can work
something out.

The Chairman. I think that is a good idea.

S;nator Chafee?

Senator Chafee. Mr. Chairman, I have been wofking with
the staff on clarifying that certain disability-related
expenses are deductible as medical expenses. I would like to

see the language we come up with, in order to make sure that
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the amendment to the statute is not necessary.

What I am particdlarly thinking about is the removal of
architectural barriers in houses. This is particularly
important, Mr. Chairman, since we are going up now from
five percent to 10 percent on the medical deductions.

Now, it is my understanding with the staff that this
can be worked out with the committee report language; but, if
not, I just want to'give notice thaﬁ I would be bringing up
an amendment to this statute. |

But, Mr. Weiss, I think that probably won't be
necessary -- is it? -- to have the removal of the archi-
tectural barriers to be included as medical expenses. You
think we can wérk that out?

Mr. Weiss. Senator Chafee, I think that is correct,
that we couid put language in the committee report that would
clarify that in these sorts of situations, that those
expenditures are eligible for the medical deduction.

Senator Chafee. All right.

The next one, Mr. Chairman, is to éermit limited equity
co-ops to be eligible for tax-exehpt bond financing.

The Chairman. §Limited what?

Senator Chafee. Limited equity co-ops, which would be
eligible for tax-exempt bond financing if they met the
following requirements: that the bonds would be included in

the volume cap for single-family mortgage revenue bonds. Who
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is the expert on this. 1Is that you, Dave?

Mr. Bfockway; I am not sure that anyone is exactly an
éxpert.

The Chairman. Is this one you floated by us before?

Senator Chafee. Yes. I believe the staff is aware of
it. It is revenue neutral.

Mr. Brockway. Is this the situation where they are
giving up the mortgage interest deduction?

Senator Chafee. They could not take the mortgage
interest deduction. They had to meet the targeting of the
multifamily bonds, and the bonds had to be under the cap for
single-family mortgage revenue bonds.

Mr. Brbckway. In that structure, then as I understand
it, it would be revenue neutral, if thev are giving up the
mortgage interest deduction.

Senator Chafee. That is right.

The Chairman. Does adybody know the merits of it,
apaft from revenue neutrality? It sounds éll right to me, but
I am not really familiar with it.

Senator Chafee. Well, for some reason in our state they
are using it. It falls under all the caps.

The Chairman. Mr. Secretary, do you have any views on

this?

Moffitt Reporting Associates
Falls Church, Virginia 22046
(703) 237-4759




I

10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

183

Secrétary Mentz. I wanted to say, Mr. Chairman, that
we have looked at it, and we have no objection to it.

The Chairman. Fine. Is there any objection from éhyone
in the committee?

(No response)

The Chairman. Without.objection.

Further amendments?

{No response)

The Chairman. If there are no further amendments, we
will stand in adjournment until 10:00 in the morning; and I
hope .then we can start facing some of the major amendments
that I know are coming.
(Whereupon, at 9:12 p.m,, the meeting was recessed, to

resume the following day, May 6, 1986, at 10:00 a.m.)
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