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EXECUTIVE SESSION ON THE MARK-UP OF THE. DEFICIT REDUCTION:
PROPOSALS
WEDNESDAY,, MARCH 7, 1984

U.S.-Senate

The: Committee on Finance.

Washington,'DgC;

”»fTheﬁcommittee4metg.pgrSuantftoirecessr at=12295,9.ﬁq;¢#.'

4in79ess10n,vih‘room’SD4215,'DirksenfSenate'OfficeuBuildingyﬁ;‘“

.Senator Robert J Dole (chalrman) pre31d1ng.

'T“Senators;DoIe, Packwood Roth Danforth Chafee, Helnz,j

'1,g‘iwallop, Durenberger, Armstrong, Symms, Grassley, Long,--vT“

'Bentsen, Matsunaga, Moynlhan, Baucus, Boren, Bradley,-

Mltchell and Pryor.:

. Also present’” Mr. Robert nghthlzer, Deputy Unlted
States.Trade.Representative; Mr. thn-Chapoton, Assisﬁant">
Secretary for Tax Pollcy, Department of the Treasury, Mr.
Ronald Pearlman, Deputy. A551stant Secretary for Tax Pollcy,
Department of the Treasury.

| Also present: Roderick, DeArment, Esquire; Michael
Stern; Esquire; David Hardee, Esquire; Mr. James Wetzler;
Mr. David Brookway; Mr. Richard Belas; Mr. Harry Graham;

and Mr. Leonard Santor.
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fjwegweﬁefg¢ingftoﬁdo;that-.soir‘havé‘ootﬁtoffithSOmé‘hot

l'ls all rlght w1th Senator Danforth’ Let s go ahead and'
-'>adoPt the factorloo of trade recelvables and Qlthhold aotlonirh”
‘;;oh the,amohdmentgrﬁlethihk therejare{goihg_toéﬁg;sgméiétﬁ rff;?;
| questions. ' There have been three questions, ‘and maybe we

LfCan-rééolveathose.between%now?ahdféiOO;-'Is,tha_h

Acompany legisiatiohythat;we,passed;ln41982r-,I;d;dnft;real;zeffﬁ:

Chairman?

_Senator_ﬁeinzyr If we are,going:tq-dp th§£7 th?relisff
an amehdment_I,haVe;to-FSC.“ois this.the'time to offer ;ti;l'.
The'éhairﬁaﬁ; hYeS. | | |

‘Senator Heihé.o The‘proolem that we have<with FSC

that:I'amsoonoerned about is: vis- a- v1s the export tradlng ,,,,,

The'chairmah. I wonder Af I. mlght suggebt thlS 1f ltwfflo*

":SenatorgHeinzﬁ”'So; withhold"onfESC'forgnoW;'Mr;“f°

The Chairman,‘ Or we can holdvon.the.whoiégthing; ;*ﬂ:

Senator Heina.\fOn that.partichiar iteh?» | |

The Chairman;‘ Yes.

Senator Heinz. All right.

Senator Grassley. Mr. Chairmah, YOu are.including,in‘
those three theaone.that I raised?

The Chairman. Right. I hare already,mentioned_that.
publicly. Okay. Let's do it that way because I think that
was not fully understand.

All right. 1Is there any need for a roll call on item
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|| “conclusion or does anybody else. join in with: the:

‘Number.f0ur;¥; ﬁhe.three-year bése'for'incqﬁenaveraging,'

A'Ié-there~any furtherj@iécussion? 'SehatOr Armstfohg? .

?‘eééqhgﬂﬁhqﬁfhaveﬁﬁééhfstatéd}éafliexgjﬁf

i“:ﬂﬂ:Sénaﬁb%FGEQSéﬁéf%%-Yes.~ Aﬁd3ha§ £hére'beehlany";

4

V'héﬁfSena£§£ Durénb¢fgefjana?I?héd“réised oq}thi'_»

“we'can modérate it? .
.+ Welare talking-about $176 billion more than:what. we

“had.previously-agreed to in this'committee. .I know that.i

';fhat-weﬁéﬁth ?oléﬁ?léaét_léavefit"hang andjéée what één bé‘
}wéfked;oﬁtf_particﬁlérly_as-it deals Qiéh the agriéﬁl£utéi
-econohy;~ v |

‘The_Chairman. dkay. I am willing t§ pass it-Until
later todayf-but weiwaﬁt to see if there are any real
proble@S‘that might be able to be worked out durihg the-ﬁoon
hour. | |

All right. Number five -- multiple trust and trust
distributioﬁ; :

.Senaﬁér Armstrong. Mr. Chairman, I don't understand

Moffitt Reporting Associates
2849 Lafora Court
Vienna, Virginia 22180

fjgumbérfthree? 'Iffpdt, without :objection it will*pe‘agreedfg;w

SenatbrnArmsﬁrdhg, _Mr.-Cﬁéirman, I don't care about.a | -

‘froll ca;i;jﬁﬁth_am;pg:SQnéilgfsképtiéal-of this;fbr the = gif%f

:ié;éignifigaptfémdﬁﬂﬁfof moﬁéy;féndeﬁam not-sure-that I want: [ .

. to be responsible for eliminating $1.6 billion, but I think'. | -
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:this{;butvsénatOr{Sjmms‘asked me .to report that he has. got

- meeting. So;vaémfjuét.répbrting:that he has some-

' reservations.. .

:7be‘fuf;hgrfqiséﬂséiphfor{étﬁlgast-a~récofafvogéfbnfthis

};wanﬁff@ﬁpuréﬁéfﬁﬁéfﬁaéteffaﬁféoﬁe?futdfe'poihtﬁ}butfr §m&? s

willing:to: go along with it.
it was $3'billion,’and it is now $2.6 because they tried to

addresé*Some of "'the concerns that you and Senator Heinz had.

" Is that correct,'Dave?

%3 billion and it is down to $2.6 because of transitional

4
some}éonéernsfab§u£3this_thét he wishes-ﬁo'raise; He was.

he:é ¢aflieri;as:you,recail} and had to leaVe'féf anothef;_'

’f 'Théﬁcﬁaifﬁaﬁ;J;Okay;j‘WeYWill‘pcétponé'iﬁgﬁhtif 2;QQ;.

;. there:is some“indication that there shouldi: ' |

. ‘I'‘just want my reservations.and: m

:rightévifirgjliﬂ

boiit” this matter-noted, ‘and reserve m

Thgﬂchaifman?'”l underStaha} Senatbr‘Dufenbérgér; tﬁa£

Mr. DeArment. That is correct. We dealt with the‘;
farming'situation_and some transition rules, some involving
some -~

Mr. Brockway. The original proposal would have raised

relief for .--

Moffitt Reporting Associates
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11- || .-quess; ‘November
‘Hot be subject’t

- financed lease.:

- The Chairman.. Would -that deal with the specific
cdnéerhs,of{Sehéfér’ﬁéihz and‘Séﬁator-Durenbétger?'

Mr. Brockwéy;j'l“am not sure which~thé specific concerns | . -

‘are.

Senatdf Durénbefger. ‘The3firstfwasﬁprice residuals.f‘

Wasithat.tﬁkénfcafé”ofax' '

I price. residual --. the 10 percent2 =

deh§£ is‘whétﬁis,beihg;ﬂihzeffect) ’A-

._Whét'bﬁeitféhéitféﬁai1rul¢3§AYS is Ehét }—.és bf}f111

if you had a binding contract, you would [

he’ freeze. You-could still get a -

" senator burenberger. That is the second part. I want -

“to préSetvegthefloepércént‘bf the”original”costj;_ the fixed

-pribe«residﬁals; all fhé>way tﬁr¢ugh.?

Mr. Brockway. Senator Durenberger, .that is basically

whére all the revenue is, and so that is‘basicaliy‘saying

don't have the proposal because thét is what is being frozen

“in efféct.

Senator Durenberger. Then I haven't agreed to.it.
Senator Heinz. Mr. Chairman, the answer to your is
has staff addressed satisfactorily my problems -- the answer

is absolutely not. No. It is nice tha£ they have a

transitional rule that protects existing contracts. That is

Moffitt Reporting Associates
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T ' “Senat6r-Heiﬁz;»AM:.'Chaitman;ngjare’gqingf'

. companies. that-arein, the least competitive positic

' not-the'problem;.,The.probl¢m ismthe substance.bfuthe

ﬁproposél,_and"I_aéSdéiate-myself with~Sehator,Long%s comments.).

and I oppose thié:item;

Senator,Moynihan{ Mr-_cﬁairmah,.l;guesé this was'mx~'-'

’_iproposal,,and IAuhdérStand éxattingr1géneralLyﬂﬁhjﬁthereﬁr-
“;f@ré3reservatibné,fbutTthis~iéifeVenue,tﬁatfwe'caﬁffaiée*and_*.

"i§tﬁat,iSQWhét Qun.éxgrciséqhgrq}iSfébﬁpFuj AndSWQﬁéfé.Qﬁly?;*:

|| postponing..  We are not eliminating for -the thrée-year ~ = -

-and I hope:we: can do it. -

“'di'sadvantaged: - You. know, ‘companies. that have pfofits take =

3édvéhtagefdf the invéstmeﬁt'tax érédit3byfgbingfoqt and .

buying an asset and claiming a tax credit;fand,gettihg'itf'

off their taxes.

The finance leasing rules, whicch represent our reform

of safe harbor are designed to give not nearly that good a

. tax break, but nonetheless some kind of comparable'tféatment

to companies that do not have the cash and the profitability
to fully take advantage of the investment tax crédit, and

we chahged the rules on them once, and there are some of us
——'Senator Durenberger and myself -- who think that in giving

up $8 billion of revenue in this one area in 1982, that was
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‘*fléﬁxs

é:féiflxlSubéﬁéntia}_contripﬁtion;"and héfenyé ggeicominé“f
rigﬁt.bécki{—Aiﬁsﬁftwo yeé;é-laﬁert—— toléeffénéthe# é2T§r’_“ s
‘$3L5ii;ion.ﬂ"’ | |

;-NbQ;mayBe wé are going'td-do5that to——9'Ther¢~£§ anfj,;
;néufanéeﬁpré&isiénrih}tyiS»leéisiétioﬁfwﬁefeiw§5éfé{$§k#n§ﬂr

théfinéﬁran¢e3¢bmpanies‘Eoﬂpﬁtgﬁpi$2.9,55'Seﬁaﬁor:Béhtséﬁ;‘

~and'Senator: Chafee's bill -+ $2.9 or $3:1

fr”mayséfwhat;ﬁé%are;éoihg*to do.-is Qé:aréﬁjUstggplngﬁtpggetﬁ5:Ef;5¥

'sone: more money. ot of ‘those: insurance conpa
the end of this markwpt
| There are lots of proposals floating
to Gome up. with more money: Why should w

;;tﬁi§?54if7wé*éﬁefgqihéitdfgetjmoréﬁféyenﬁésfo§m¢p§oplé;

‘get'it From-everybody, particularly when W inereased’
vfﬁé%ég{éﬁﬁﬁﬂéﬁ;%;;$7‘Or-$§~billion-7; jus£§£wéfjé§g§g§édit!'
‘; é§£.$¢id§wn‘iﬁ thé neéati&é'cdlﬁmn;;*';' o :

1;N(ﬁ§u§h£§f)7

The Chairman. Shall we vote on it2

Mr. Chafee. Yes, let's vote on it.

The Chairman. Let's have a roll call.

Sénétor Chafee. The vote is up or downAfbr these
provisions?. | B

The Chairman. Right.

Senator Chafee. Nukber 'six?

The Chairmén. Number six.

Moffitt Reporting Associates
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‘Wallop.):

Mr. DéA:mént};‘Mk(ypackwoba?j«
Sena£oftP;¢kaod; .Ayé." |
Mr. Qéé&@ent;i“Mr;fRoth?u':
Senatothoth.  (ﬁo resp6néeX 

' Mf;ADeAfﬁeﬁtifva; Dahforﬁﬁ?* 

'_-SeﬁatorgDanﬁo:fhi;;AyeQ

. Mr..DeArment. : ‘Mr. Chafee?:. . .
“ SéhaporfCQéfee.f;AYé{fgj 

"Mr: DeArment: | Mr..Heinz?..

\‘fSénéﬁdtfHefhz;liN5;j{gmﬁff:f'

*Senator Wallop.

“*imiffbééféééig’5§f?ibé;éhg§f9éf?“:
1»Sén;tof;DﬁfenbépgefgﬁfNQﬁ N
'Mr;“DeAfme££: _Mf:;Armstron§§ 
._Sénétér;AfmstrOng. ;Afé;v
Mr. DeArment. 'Mf.'Symms?
Senator Symms. (No response)
va. DeArment. Mr. Grassley?
Seﬁator Grassley. Aye.
Mr. DeArment. Mr. Long?
Senator Long. No.
Mr; DeArment. Mr. Bentsen?

Senator Bentsen. Aye.

Moffitt Reporting Associates
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AMr,’ﬁeArﬁen#. ‘Mr::MatshgégéQ_
.SéﬁggégsMatsﬁnagan:Aye}Ai 
Mr. DeArment. 7Mr,fyoy¢;ﬁ§n3,.
lSenaﬁprfMoynihéﬁ. ,Ay¢;  |
Mr,iﬁeAfment;ing{xBaﬁcus2V
,'Sgngtér}séﬁcué.{}jﬁé}%espénéé):
| Mr DeArment . ‘Mr.-Boren?-
 Senator Boren.  Aye.

:”mvLMr:ﬁDéAfmegt;;ﬁMr;gQradlé§2,5wvfﬁ5'

- Mrl:DeArment. “Mr: Mitchell? =

'Mr. DeArment..  Mr. PEyor? .

| oMr. ‘.Dé?*rrﬁen,t‘;-:-.'-mr».; -Chairman? -
AThéZChairmény‘ﬂPéssﬁjV*f

fTHeLaYéé”aféle) the nays are 3. The Chairman votes.

'éje._.AllAright;j Number seven.

Senator Bentsen. Mr. Chairman, if I might-commentfon‘

.that. I think the.original,propésal-has been considepablj

improved, but frankly, I think some other problems have come

along the way, and that you really just trap appreciated

property incorporation. And that you will not raise the

- revenue that you anticipate,and it is akin somewhat to- the

carried forward basis.

Moffitt Reporting Associates
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én?*éefious'cdnéerngabout"it, andAI»would'jusp;iiké to-:

‘express my reservations and -let it go-at that.. -

- about it, -too, but I.wondeér.: 'I.thihk on'the House'side . . | .
|| they adaressea this; and they did write some transitional:

~rules): but T:wonder if - -

“transitionsl rules for any transaction that is-und
'a closely held business and distribution to indi
“proposed here' also. . .

may have taken care of one or two situations, that there

- .10

Butfluseemﬂto bé,aboﬁt;théiéhlyfonefthat;LS:Shbwing5f"

4‘The‘Chairmah.:-sénator'Boren?;‘”:

. ‘Senator Boren. . Mr. Chéifmaﬁ,{Izhave430me?feserVaﬁiQﬁé

- .Senator. Boren: ' There-is. the notion ‘f one,having

aﬁ&

‘foQ,Chairman,fgI dndefstand that while thé;HduSefbill 

mayibe:others that we have not antidipatéd, andjf?woula.hope
that_qt-least we might look at the traﬁsition rulgs to make
sure theyiare writtén genericéllyitO'take cére'of o bédaﬁse
there may be a lot of sitﬁations like this.

Mr. Brockway; Yes. I think the desire would be to have
a rﬁle'that if there was a target company, Ehat any potential
acquirer would get.that benefit. And also, if there is any

transaction under way at all, that there might be --

Moffitt Reporting Associates
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ot of éssétS §h$t;Wduiayéghe#Wiééiperﬁaﬁsp for Jer §¢§5{5"
I or éaS(st}s:!_ needto be »-,At-',-xja‘ike-_-n:;o‘u't--'o‘f'.J:;cor;:)'qrat:_iiégi's',' and that
;f';“frhé‘éhairﬁéﬁ?'?wﬁYfégn@t_QéfgqféhgédfahqnféntatLbéf
 accept ‘the proposal’ and see if we' can work out some of

T N

“ |l “'sure’I understand:.

“of whether ‘or ‘not “this

.corporation -involved.

:éompéniesjthatﬂwefdénﬁt#anW'aboutgthat'are'in tﬁe~prgce$éf;v

.of doing 'the same thing. And I.think Senator Bentsen is .«

right.AvI.ha?e_a'cqnée;n:that'we are just going to trapiafﬂ,i

.. Chairmian,’

- We:aré talking hére only about the

iiszaﬁtaiébléieVéhtgﬁbgthéif3=;-

Mrg éfbékﬁéy. _Thé£ is éofréctfﬁ
' Sena£6r.§fmsﬁrdng;.:ft_ié»aiﬁaxable éyent t02£ﬁe'  ;f
st&ckholder~in'either case.
A The. Chairman. Tﬁat is co:rect.'
. Mr. Brockway. That'is'correcti
Senator Armstrong. At prééent;»it is not a taxable
event to the corporation, and this'propqsal makes it
taxable?
The Chairman. That is-corfect(

Mr. Brockway. That is correct.

Moffitt Reporting Associates
2849 Lafora Court
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| but basedon what little I know. about it, I am against it. -

.request for a record vote: -- number nine?

© ‘eight? -
Ldﬁiﬁh~frgefopehingjeXpegditufé$5iéduffiﬁgfthaﬁhﬁhéﬁ@=ff’
';fféﬁfoiZét@bhﬂBe5mandé£br§fdvefftﬁéﬁfiﬁééyéérfpéfidég'f':
" .:The' Chairman-.. ‘Any objection?

‘" Senator-Baucus, had an ‘interest in.

interest in number ten.

12

Senétér'Armstrong. i_dOnﬁt'thinkvyou need myﬁvote,f
The Chairman. ' Okay. .Number nine. Unless there is a.

Mr. DeArment. Number.eighty,sir;'

“‘The Chairman.. 'Oh, number eight. Excuse me.. : Number -

' Mr. Brockway. 'NuﬁbefLeight;isﬂthe:bf@ﬁQéaiﬁdéalihgf]

{If not, .that;

- Number ninez -

. Mr: DéArment. Mr. Chairman;  humber ‘nine:was.one:that " |

‘The Chairman. Then we Wiil*péss-thaf_uhtii 2:00.
' 4Number~tén? .

- Senator Packwood. Mr. Chairman, you know-I have:

The Chairman. That is the VEBAsé;

Senator Péckwodd. Yes, the_VEBAs. I have got lette:s
here from the Child Welfare League'and from the Childreh’s
Defénse-Fund, but their letters last year relating to.
efforts in the House to levy taxes.qn day care. This is

not a VEBA issue. My hunch is that by this afternoon I can

Moffitt Reporting Associates
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;'have letters from these same organlzatlons that have some

'strong feellngs about the VEBAs, where“theYaare'e;therf

- that are provided in:the. form of day care or other benefits ™

',arehidenticalzte=thosefthathare'cellectivelygbargainedg

1;§not organlzed They prov1de the same beneflts ——.they Just

';}dOn!tyfaLl;ihtgwtheﬁdeﬁinitiongijthe;térmg?colleetheiy{j

_baréaiheGQpLan;;L
*nﬁfas chalrman of the Tax Subcommlttee to hold a day or twox

.dayShoﬁ hearings;onnthekwhole*subject-of_fringe~benefits;,h:“-3’

collectively-bargained'or»employer sponsored, because sdme

of themfarefhbt eeilectivelyubargainéd;fbut'the“beaefits

It 1s Just that the employers are not unlonlzed are?

;:uaraainea;@;ﬁx,%-“~

"'tiAnd we 1nd1cated‘ear11er, I thlnk that we had not hea

And I am" perfectly w1lllng, Mr. Chalrma

e hut-if‘We'are;gbingftb-ge'ahead>oh thissattemptedise;ealledAQﬁﬁf

A}

- reform of ‘VEBAs —-- a plan that. I have:oniy_seenrasﬂof:thisf ]7°f

‘morning -- and no hearings at all -- then I am going to.’

ask for a roll call, and I am going to do what I can to

'generate such opposition as I can until we have to go to

the floor with it.

Senator Danforth. Let me ask, Mr. Chairman, if I might

"—— 1if I might ask Rich or Randy -- if the Children's Defense

League and so forth have cause to be concerned about the

proposed change?
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't;gﬁbenéfit'in a’ form that géts“around_thégséction 415“qu31ifiéd{

y

trying3to.onhformfunder“the:time value of money concepts: -
| ‘the ability of an employer to, in fact, pay deferred =l o

ébmpénéatipndindistinguishable from a.qualifiedvpénéidﬁiftﬂ
gpensiphgbénefitﬂiihitaﬁiodSL  vij'

iépmpépgétippfgrﬁéhgghé@té?fﬂ7 }
?Mgffaélaégf-Tﬁét i$:éérfécff';
fSééégﬁfﬁﬁéﬁféfﬁﬁ;5fIt;gaéSJyofthéaéitu§£;6pfiﬁ:wﬁigh

péy§gnéndliﬁfﬁakéslé;dédQctidﬁjatmfhewﬁi@eﬁthat{itgpréate

4£héffﬁnd}énd;éléo'insofarxés[ﬁhe'fﬁﬁd?eéfhs:mphéyiﬁhéﬁfrs'\_w

:#ég ékemp£ iﬁ¢omé?'-Undérfthé éreseht 1aw.:-

'M;L"Béias;. That iS'corfecﬁgf

Senéto;.Packaod. Mr. Chairman?-f

The Cﬁairman; Senator -Packwood?

‘Senator Packwood. Again, I indicaﬁe that ‘I have seen
this prqpbsal only this morning. I did(haVé a phone;call
: ffom’the lawyér that represents most of the.AFL—CIO ﬁhions~
- on collectively bargained employee benefits plans. To the
best of my knowledge, he has no particular representation
involving unique or limited plans for highly paid executives.

He is opposed to this. He knows nothing more about it than

Moffitt Reporting Associates
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‘Mr. Belas.. Senator, there*is:no.attempt to_changé}éﬁy;g:f”

‘major type of benefit provided throughlVEBAftbday othérftﬁan« 2ﬂ 
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-15
I kpow,.but_rtam“goihg toiaSk:for a roll call beoause;;i-
thiuk-We-are‘etaftiug_downfan"area that we are'fuilip"
unfamiliar WItH. .

'Senator Moynihan. Mr. ChaifMan;-We had a good-morning;

._gna.we:hagéfgége-g@fdughva ioug list;of thingsiithhi9h'W?j
"have_foundantfjuet a'uasority:but:éagenuihé con¢én$§$4{

# j;:higjgsﬁa;sgbjéctjﬁhieh,isfpeﬁgto;mani.§f$d$hﬁ??égﬁ}1£§*v g
:fEobpiouslyauouian'ttbe{pfeeeuteovoYJSenatorhba;fofthQif;itf;'
,i;wésthﬁseQibnél;‘The staff obvfously supports 1t;,7§én§tdf“

' Packwood 1s concerned about 1t.~ %f"

"Fgwe-arénytthingxto@reporttﬁiélﬁul.out‘fof“quiteisome;

”Jtime;, Now, can t we put thlS a51de to have hear1ngs°

f‘SenatQ f?ackwood;. I would be happy to hold hearlngs.q:f:{ﬁ.

;:ﬂfseﬁatorfMOynihanL{;BeCause;weﬁare,com;ng{alongﬁpretty~ﬂ

,:goodjﬁere{flﬂthink; andJLWOuld hate,to‘——i'.

:The'Chaifman.- If you would llke. I am not trylng to -
crowd anyoue,:but we . would llke to sort of complete what
our-assignment -is, or at least what We-hope<our,aaSignment

will be, and then say, okay, we have finished. If we report

‘this bill out”andlsee'what'other~committees do, I am afraid

that the longer we keep it open, the more change there is

.going to be.

And maybe there should'be some change. This is in the
House bill, so it is going to be in conference in any event,

if we ever go to conference.
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's1nce 1928 and I_w1ll say agaln, that to the best of my_

16

Mr. Belas- -Mrﬁ Chairman; one éossibility that you

‘might think of here is.one issue that I gather the

collectively»bargained*plans.are concerned about and that,
is the provisibh of-sﬁpplemental'unemployment cdmpensatiqn-'
under theéesplans}j_q

And you mlght Just want to thlnk of carv1ng that

:;partlcular type of beneflt out of thls VEBA proposal

Senater-Packwood; iM;. Chalrman, I can assure you they

'fareynot;quitejeufeﬁwﬁatftﬁey;arezeoncerned with{;fTheyiiﬁfﬂs?.ﬂﬂT

.'haventtiéeehithiéibefefe;:bﬁt;VEBAé'haVetbeen”iﬁfexistehcégéﬁ.5:

.fknowledge,_there hasibeen no;ailegatlon of abuses.B Th?Y,_ZEJ‘HT

fhave a varlety of beneflts that they cover.‘TOneﬁlsxthé“ﬁif”* L

supplemedtal;unemp}eymentﬁbenefit:"Dacharegiéjeﬁe.thaf%ié?ff’"

‘growing. .

And'iiﬁouid~ptefetlto:fbilew*Senator Maniﬁaﬁ's
suggestion; .if,iqufaoﬁyt’ﬁant:to put it asidei'I at least'
waat a yote-on it. | o

. The Chairman. Why don?t we do this? Why aonit we,
at least, between'noﬁ’andVZ:OO,'see if there are some of
theICOncerns raisedtby Senator‘Mofnihan and Senator Packwood
that can be~addressedL‘

As I understand it -- and I am not the'expeft on it

‘but -- many of these concerns that have beén raised have

been eliminated. Is that correct?
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17
3Mf.‘Belas; ‘That 'is correct.
'fThe'Chairman. So, we can do that. And if there are-

some abuses, we ought to correct the abuses.: I don't want

to raise anybody's. taxes until we have‘correCted*all the -
] abuses that afé,existing.. If that ié;all_right,vwé will -
3._seé;what.hépbéps{dg#ihg,the’noon hogf.

:  ; i:Thé §nly£§tﬁéﬁ3maﬁtér;?h§t.ié;éti;;}obép:istthe;sbfa_
 6§11§6;feélfésﬁétéicdmépémisé, Whi¢ﬁ isfég£1l infthé'p?oceséf ; 
jféffbéihé"w§#géé §g£f*';‘aOhftlfhink:wegﬁahéf?o yote $n1f%1
:As;ﬁéthing uhtii&wéiinéwkﬁhét-thelcdmbfqgiéé=is; but

f hopéfullY;'@éﬁﬁi;lfhéyéithétfbefq:efﬁsjﬁhis;§f£érﬁdoq.~7A

1fSpJ wef¢é§Qtake§§¢tibn“éhftheitrﬁétEhéttéfQ:phe; T

;threé%jéaffbaséffdrtiﬁComé,avenaging;fandﬁséé;Qhatihappéns
' on VEBAs and the real estate compromisé, and then we have
about 25 or .30 ‘additions that I would like to dispose of.

.'I don't .think theyvare:much on ‘the  revenue side.

 'Thé insurance -matter is still upAin'the-air, if we can't

-get an agreement on it. Then, we can wait until next year

to téke care of that.

So, we will see you at 2:00 p.m.

(Whereupon, at 12:24 p.m.; the hearing waé recessed,
to reconvene this same day at 2:00 p.m., Wedneéday,

March 7, 1984.)
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{{and brlng 1t up aga1n at 2 30 thlS afternoon.af:d

15.

18

AFTERNOON SESSION:

(2:38 p.m.):

- The Chairman. Mike, do we have the-list of the things. .

"we were workingvon-this@morning? I thought while we are - .

waiting for other members to come, I would explain that

‘.this.morningfwe talked about number two -- the Factoring -
":ofaTrade~Receivables'<4 khieh is,aAproyiSion:ongSC.}fWhen}iﬁ-iQ.
:{}we ralsed that Senator Danforth offered ‘an, amendment whlchffﬁ‘

-:fwould have made FSC a part of thls package.

We tentatlvely agreed to that but then Senator Helnz'“:

B said»he_had"antamendment;,ts I suggested that ‘we'. back:dffi:°13“

’ Ikknowfmany;Senators;arentt‘here%who%haveﬂanffnterest;;i

““and i-am:notaejenfeettain that:I-kan?whatasenatOE;Heianj,f-f"V

~ concern is. .  Does anybody else know?

'Maybe,Mr; Lighthizer<could discnss that. T hate to

waste time here.if we can make .some headway.

‘'Let me also say with reference to insurance<that'there5

is a lot of misinformation floating around about insurance:

-- about who may.be holding up the package and all that

garbage. If we can get some agreement on insurance, we

- will bring it up. If we can‘t, we are not going to bring it

up.
We ‘can always go to conferénce with any bill at all in

our package on insurance, and I would suggest those who have
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.19
! én_interest‘iﬁ'seeihg soﬁething happen on. insurance, they ..
 {?>  _'2 .coula_help ﬁs,@érk out'éome of the problems.

N . : o .
3 . Are we aware of whathenator_Heinz' doncern;was?' I
4 _know Sena£or Chafee al$oihaa a question on FSC. bo youA,
5 ‘_want to raise.thatvnowé Mr. LighthiZer ié heré.
.{ : _ Mr,.Santor; ‘Sen%torr we are yaitipgxforipat;ogleSbyJ
.If4-f#bmith§ Join§lCoﬁﬁ;ttee;l'He,Will.be ab1¢Lﬁ§'expléinﬂiﬁ;;il:
‘:;8‘ ,qurtﬁéf detéil:tht1Sénatof'ﬁeinzwhég ih;@iﬁdf. 

‘29: } .=4;Senatof‘Bfadléymf'MrkgChairman@fIQhave'a<que$tion;t;.ﬁ¢fi3

'ﬁ10 ... ... The Chairmén;i.SehaEOr;Bradley?i:l.'fi

5fif:;~] .'“Senaﬁof'BradléYQ--As I.ﬁhdéfsténa?it;:underffhefFSCiQ”?

" 12| legislation, the DISKs are treated one way: but what DISKs:

1413v"f:eplace3—f¢thefEICs'—; aré'treatédféssentially:diffefeﬁtiy;;

;iil);fiJélig;i;h EAna-whét”i-Qbhdéréa5iésﬁ@uldﬁ;éﬁfhé¥Ei¢sfbe trgéfeé%tﬁéér;_.
55 _‘same‘as DiSCs;»and;thérevare only é.s@éli'numberibf ﬁxés, 
6 iﬁ the couﬂtrY} as I understand it. B o

17 | Tﬁe Chairman. Is somebody here tO'repfésentrthe

18 Administration? I don?£ think that ought. to be a jﬁdgmeﬁt:: .
19 ‘made by staff.

20 Senator Brad;ey. I am sorry, That isAETCs, not EICS-f
21 ‘The Chairman. Yes. ETCs. | |
2 | Senator Bradley. As distinct from the-- They are -

23 export trading companies, but they are not export trading

24 companies pursuant to the law that was passed last year.

i ‘ 25 The Chairman. Mr. Lighthizer, do you have any comments?
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" a problem.
ﬂithat in- the present FSC proposal that DISCs are forglven

‘ replaced}?arenft;mentioned;, And 1t seemed to me that they

’4should fall under the same klnd of treatment.

200

" Are you here to represent STR°

nghthlzer. Yes,‘Mr; Chairman,‘butithiSVie really:“
a Treasury: issue.
The Chairman. -‘Is anybody.here from Treasury?

"I know they are inAthe]other reom~trying.te;ﬁerk out-

ESenatbr“Bradlex. Essentlally, whatfthe iéeuéﬁis is,ci~

i;fer.all;past_deferredltaxes, but the ETCs, whlch DISCs

j,MrtuSantor;' Senator, 1f I may, there are about

: somethlng llke 10 export trade corporatlons that Stlll ex1st ‘w”h

17that preceded DISCs,-and the1r deferrals are llke the DISC
1fdeferra15a. And;I-am not aware-thatgthere,is any particular

reason not to forgive their deferrals.

I believe7Treasury's positlon:is.Sort of indifferenth
on this. I”think they arerperfectlyﬂprepared-to«see‘~—'

The Chairman. IsAthat a problem?

Mr. Lighthizer.' No. They will be treated the sameras
DISCs.

The Chairman. - A1l right. Without objection, we will
do that. Senator Chafee raised a question this morning, hut
I don't know that we can address that one because it involved

receivables.
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| is-that there dre no GATT probléms with anything with FSC.: -

‘Isn't that how we are doing it? .=~

. I-think---including .services -- ‘it 'is. so’:darned-expensive;

3 | ‘Mr. chairman, ‘that I think it approaches $1-billion, doesn‘t. |

21
Sgnatbr Chafee. NQ;QI'was'talkihg about servicesyjbut
frankly;.Mr; Chairmén;.as much.asnIgam‘interestédfin it,
I jqu see the cost to it. wa, whbée}jurisaictionjaoes
that féll'in?‘_xs that yours, Bob? . In DISC?

- Mr. Lighthizer. The GATT side of it is ours, but there |. .

"really_are-no”GATT prpblems wi£h;c6Ve:ihgnservicés.f 3i‘

,_senatopjéhéfee;';I:presgméfthétﬁthe“whdle,ESc@thiggy

Mr. Lighthizer.. -That is correct.

fséhatéf Chafee.i§Frqm9tﬁéfoé§§uﬁy.poinf;gffﬁiéy}fthéd;

it?2

- Mr. Pearlman. It.iéAVery_substéntial. IAthfnkﬁthegp,'

'.Joint7C6mmitteé*sAnumbér is $l'billion.' To-inCIude'serﬁicéé;"

Senator Chafee, makes this bill clearly a revenue loser. =

" .Senator Chafee. Yes, but there doesn't seem to be

‘much. other restraint on this committee when’it comes to

butting in revenﬁe loéefs, but nonetheless I won't pressAit;
The -Chairman. Thénk you, Senator Chafeé.
Senator Chafee. But ¢ould it be used as sort of a model
for some of the other memberé?
.The Chairman. Right. We are hdping that this may

establish a precedent that will sweep the committee.
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:fhadearef then;undéfi¢urrenffiaw3theréfié?ndfﬁpestibnﬂﬁhét*;f-7"

that software is eligible for DISC treatment. = : -

22
Senator Chafee.. Even some of those present here tod;yé.-
The_Chairman- Even ébme'of fhoséQpreéen£ héret uhless.
they are negligible.

Senator Chafee. There is one other point, Mr. Chairman,

on that. And.that isbwith'thé:software;_ Now, that software

is a far less expensive item.. And it is my-understandings; .

a Mr,.Pea:iman,jthat-onfsoftware}Tréésu:yfisgbrépahed}tOﬁrgLew;'p\-
‘that software: is available for FSC.-- what, ifiit is bonded - |. -

to -the ha:dWafé}in;sbme,way? i'

Mr. Pearlman. - Yes.  They Say7iffthé,épftwatgfiév;f

marketed as a package -- sold as a package —- with:the.i - .|’

'But'ééftwéfé'ﬁhatpigfébid.sepaféﬁéﬁandfapatt{ffomlfhé N

_haﬁdware;-;‘just marketéd’software ——,is.ap;issﬁe—that is
" presently under conSiderétion byfthensérviqeﬁand,tﬁe_law'

there is simply developing at this point. .

:sehatof Chafee. What would that;cost,:if We_did thét?
The poinﬁ I am trying to maké, Mr. Chairman, is that
what I am féal}y trYing'to do. is draw attention»to:the>fact
that goods and services or services are a bubstantial part
of our foreign trade, and we do things like FSC or DISC and
other things -- well, really XM for manufactured goods, bgt
less and less are manufacfured goods the key thing in our

exports.
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_ permanent basis:

of ‘that,-

But I recognizettﬁe;fiscal'realities._f

. Mr. Pearlman;':Senatqr[ I am not able to give you any

information on«thélséftware;'

The‘Chairmah}z When we started our heériﬁgs,'I gave

'Tréasuryba letteﬁf§hét1S¢nét0r‘Metzenbéum*had7sént‘toume

|| under the franc;- asking. about all the. $13 billion that this.

.7 Mr. Pearlman.. “Yes. ' In thé revenue estimate that we:

':;did]”be’dhhirmahjﬁwé;dia}ﬁékéfiﬁtb}éonéi@étaﬁiQn ﬁﬁefnﬁf-’

" that that-sc-called:$13.billion number. does not .show: up as . |:-

- There is very little. of-that that comes back into '

.~income-on a current basis.. 'There is just a miniscule-amount

'ahdntheréfbrejﬁto-séy:tﬁat.thét’is-réliévéd'reaily

'isxnot::elievipg;sométhingwﬁhat réalistiCélly'is'géing to

be.brougﬁt back.into thefincémé uﬁdér éﬁfregﬁ law.
Corporations éimp;y continue to defer that income under
the currént DISC_p;bvisions and, theréfore; it is really
not revenue that otherwise wOuld.be picked up.
The Chairman. How many companies really benefit from
this program? Not'many.
Mr. Pearlman. - I am told that there are over 9,000

active DISCs.
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'ThedChairman..uYes, but don't most. of the benefité-go

. to about,30_companiésﬁf~ 30 or 40 big corporationé?_ About

- 90 percent of the benefits?

Mr. Pearlman. ‘A very large percentage_goes to . roughly
thernumber'of-companies,you mentioned. Yes.

Mr,'Lighthizer.c;That is truelofeouriexpOrts”gene:ally,

4I mlght say though. ﬁAboutf200fcoﬁpanie§faccOuntffofaabontﬂ;'@Tﬁ

'90 percent of all our’ exportb from thlS country.

‘”Thefchalrmang_sAre!we%awaregofywhat*Senator-HeiniPhﬂ

4Aproblem was° If not maybe we can adopt thls amendment

”ysubject to addre331ng that amendment.__'“

"iileen, do you know°

d'-A:'-,?'Mr.‘«SantOI‘."-' Yes, Senator Pat OgleSbY == we' asked hlm

ffto come in” and explaln 1t.,1Pat?:_-

Thevchairman: Wlll ‘he’ expla1n°

Senator Oglesby. tMr.‘Chairman, as=we understand it,

) Senator Heinz‘jproblem deaIS'with.exportﬁrelated managerial

services. Today you can.get DISC benefits from managed

export-related managerial services provided to your own

DISC or in . connection with your own exports. He would like

to enable people to provide managerial services for

- unrelated parties through their FSCs.

The Chairman. Is that a revenue problem, or does
Administration have a position? Treasury? STR?

(Pause)

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




15
: - 17 ‘:: .

18 -

19

20

21

22

23

24

25

5Eth1nk Senator Helnz would obJect to our g01ng ahead and‘

. 25

Mr. Gordon. Mr. Chairman, we. are trying to figure'dht

~ what the revenaefimpact.of that wouldfbe.'

~ The Chairman. Let's go through this little list here

Is there a. revenue impact?

Mr. Pea:lﬁan. _Yeé;ﬂ_I.wéuld éxpect that-thefe iswé;~,

'reienue_impa¢t,' We simply don't know what that revenue |

7. - impact. is. . . .

“The Chaibman;f’Doésfsenaﬁor7Heinz kﬂQW.What'it is?

r. Gordon. - No.

'”,Théuchaifhan;” Why don‘t we do thls° Whlle you are‘;_‘xftﬁk

'to;flnalgactloqfon,hlsjamendment.f

) So,lﬁithoutgobjectiOn, we will do that. That makes

1the’revenue7é—‘you doh?t-piék upAl.S as I undarstand_it,

and’ that makes it revenue neutral.

Mr. DeArment. Senator, as I understand it, the

factoring of revenue receivables is a separate number that

'doesn't affect the revenue effect.

In other words, we will pick up 1.5.

"Ftrylng to flgure out what the 1mpact 1s,'1f'any, I don t'a""

ifadoptlng what ‘we tenatlvely adopted thlS mornlng,,subjegté'ﬁﬂff“*

The Chairman. Len, you called my attention to something

that we ought to raise in conjunction with FSC.

Mr. Santor. Yes, sir.
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liﬁegts.£hef§téhdard$‘6f“ﬁhe'Céribbeéﬁfﬁééiﬁi;egiélatiéﬁ[v!
28g a1terpa£iyelj,fthét_ﬁhere isjah?ihédﬁefééxfttééﬁyibaf?é@ﬁ?
:}$f £he Ubi£éd2$£$t§s;}an&>the‘SéEféééfiiéffﬁhégTréééﬁ:yif&;¥?

‘:*nff:fﬁﬁéfféountryauhdergthé:tréatygiélsatiSféctﬁfy;{qﬂf{

SRS

The Chairman. . You might do that now.

. Mr. Santor. All right, Senator.- Treasury has noted .. .|

 that, as the proposal now stands, there is. a danger that -

FSCs would be established in tax havens,'and~the proposal- . -

is to limit the bill so that parties —— foreign sales -

- corporations- -- could be ‘established inﬂjUrisdictiOné that . ;‘gf-

certifies that the exchange of information:program with: ' — .

'“The}pufpdse'dféthis is-ésSehtiallyfﬁoﬁéhsuré”+;~?7’ﬁ
' The Chairman. This is Treasury's ‘proposal?

. Mr. Pearlman. Yes, very much.so; Senator.

The Chaifman,'uI'donit waht'aanody'£6 6bjec£,to it

AWé,are just trying tOfprevent'sdmé»taxfhaven being"'*.

;éétabliéhed. Is that correct?

Mr. Pearlmah. .Right.
The Chairman. Mr. Pearlman?

Mf._Pearlman.' Mr. Chairman, I am moving to another

- point.

The Chairman. All right.
Mr. Pearlman. In our testimony, we indicated that the

provision that is in the FSC bill dealing with agricultural

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




o |
-Effitf
1_.3.:‘.
: "’:‘~“~'."&1‘f4'.f!.‘ |

) 15,

16

17

18

19

21

22

23

24

25

- reevaluate after the bill was submitted and concludedvthat

it should not remain-in the final FSC proposal, and soiI“

bill'thatvpresumably,the committéefacted'on.this morﬁihé}

‘has a provision. that: includes agricultural. coops. - -

-perlod--— $100 mllllon ‘a year.

27

coops is a provisibn'that_we had-- It was in the bill-és;e

it was sent to Congress. Tt was a provision'that we had to

simply want to make you aware of the fact that the current

Thathwas~part-of the Administration'reéommendétieﬁ,”

ﬁWéld#aﬂgﬁaffatféfﬁiﬁefwhénjwe'béliébed=thétwauia:hévéfhoif
{reVentehimpeétioﬁﬁthe3biii;' After the blll Qas 1ntroduced[
A;we had a- chance te take‘a look ‘at. that more earefully, ahd;
:‘we'found{thetlitﬁwould*heveuajstghifieant’revenue~impa¢t%3?

,von the blll to the tune of $3OO mllllon over a- three year .

" In addltlon to that ltfbecame-apparent thatfit;creetedw

disérlmlnatlon;among agrlcultural-produets-that Werefl'x

vmarketed through ceops and agricultural prdducte that~we;e

4

'-ant..

Current law —- under the DISC rules —- there is no

provision for agricultural coops, and so we would hopeuthe

committee would give some consideration to our

‘recommendation that you delete the provision that broadens

the current DISC benefits through the FSC for agricultural
coops.

The Chairman. I think we adopted the FSC proposal. Was
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that infit.orAnot-in i§?
Mr.fsaﬁtor; It waé in if,'Senatdr.
Mr. Gordon. The problem, Mf.-Chairman, is it was in
7-£hé'bill~§szintfodﬁced and. as ofiginally proposed by the
!AdﬁihisprétioﬁL but'the peVénue.loss frém:the CoOps. was ‘.

not'taken into account in doing. the revenue estimates. ..

.”f'fAnalIfthiﬂkfit:isia loss,o£:about $lOO_million a yéaﬁéili”

';Mf;[beéﬁlmang.IThat:is'cprreét@'

;'Théucﬁairmah};:vathefe~isLho'ijeqtipn;jwe-mightfy:f

:fﬁéﬁpbfébilijithdtaw,ﬁﬁatlpquisibho‘but:ffthink‘maypéHWe;”ﬁ

‘can workion it:: It is -important, and then hopefully before - [~

- we-completé-final action, we can eithér restore it or some. |

= version of . it..

ﬁr:;ﬁéégiﬁéh,i All;figh£;;3ThahkﬁYoﬁ;ig
7Thé"¢h;irﬁ§ﬁ;l Doéé»STR haVeiéﬁy cqmments§ .
Mf;'tigﬁﬁhizef. No, Mr. Chairman.

'Tﬁé:Chéirman. >Ali*righﬁ,

Mr. DeArment. Mr. Chairman, dia’we'approve.the tax

haven provision?

The Chairman. Yes. If the;e is no objection to thé'tax

 haven provision --
Mr. DeArment. Senator Boren, I know, has a small
business item, and he is supposed to be on his way.
The Chairmanf‘ All right.

Senator Bradley. Of the 10 items, or 11 items, how
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"fhiné.-gNmeér,teh;57And'number'eléVéﬁny<ffef35;j“

< adopted?: i

29
many do we nhow have?
Thé.Chairman. How many have not been enacted wupon,

Rod?. Three? Four?

Mr. DeArment. Let's see. I‘think'four of_them. The:""

'onesuwé»sfilllhavé.open“are:income avéragingd théfmultipleff

trust and_trﬁstjdistributioné‘——'

‘~_Sénatorlﬁdtsuhada;ffGivé_tﬁem by?th?iﬁﬁ@béf54%53thétf

Mr. DeArment.: Number:four. ~Number five.

~ Senator Matsunaga.. -All the others’ have been:voted o

© The Chaimman.  Right.
'j?séﬁgéor'ﬁrAAieif,{bidf&é'aéféeféﬁfthéxyﬁﬁisgjyTfﬁ
The;Chéirman.»;Lét*sig§<£0'nﬁmﬁegffégr;x":1
{Pauée5~- | o
4The Chairman. Is there any need fopvaypeéofa;vcfefgﬁi
number‘fpur?‘~- | | | |
(No response)
-The'Chairﬁap; Senator Grassley?
Senator Grassley. Mr. Chairman, I am sorry.
The Chairman. Okay. Let's go on to number five then.
I think you had some questions on number five.
Senator Gfassley- What does this do to oﬁr stepéed—

up basis?
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Mr. Gordon. = Number fite is the provisien dealing with
the distribution Qf apbreciated prepetty eut of trust. It
would not affect stepped-up basis of debt so that the trust
or the State would get the full stepped up basis of debt.

The only thing that this would affect is property

that appreciated after deathfor property that was in-a

.trastfthatvappreciated vand 1t 1s only that galn that 1f

'a trust sold?it the trust’ would be subJect to tax, ‘and

that 1s all it is. affectlng.-a_

So all of the stepped—up ba51s prov1ded for in the

’law r;ght nowgat'death“wouldﬂbe'retalned;'

_‘Senater"éfaséieyg :Then}fonefbther'generalfqueétion;

'-Are_we=purSUingfthislpdinthaS»an example of -abusive. tax law,’
“or arefwe pﬁrSuihgfthisffrem'the]étandpeiﬁt_of jﬁet}:aiéing N

revenue?  Not meaning that the two can't be :connectéd but if

this is abused, then I would like to have some evidence.of

‘abuse.

Mr. Gordon. I think, Mr. Grassley., that this Hhappens -

‘sort of on an ongoing basis because the present law and

rules really'areh't working very well -- that the effect

of having appreciated property in a trust and making the
distribution -- the way the rules work is that you get a

tax free step-up in basis on the distribution, so it is

in the nature of trying to correct a rule in the present law

that really doesn't work very well, and it happens also to
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raise $700 million over ‘that period.
But if-is'a de§ice used byfpeople:in<planning*riéht ﬁOWQ
Mr. Chapdtén; Yes, Senator Grassléyr I just echo.théﬁ.A
It‘is cleérly a héle'now that ifﬁyqﬁ plan correctly and;
are'going{tO'haQé ﬁhéfdistributiqﬁ to a beneficiary, you’

certainly ought .to select appreciated property,because,_ifjﬁ_ .

- you séledt_app;eciatgd-prdperty;‘the tax is goingfto»fall'}fii,j
.idh'thé{benéficiary}:wﬁether_yoﬁfusefCaShlor hot,'butfit'YQu7:

,@Se~aPPIGCiétédFbrbperty, the gain -- unrealized’gainf¥f'in7f‘fﬂﬁ

théfpropefEQTWill»éSéépe'taxatioﬂffdréver;
"it7hasfafldw1basis~ingthejtfust,3and-itvrecei?ésﬁa f;-““”v

newfbaéiSQin tﬁe:bghgfibiaEYkﬁniﬁhé_stepeu§'ié siﬁpiyfdfbpp§d :L

‘through the ‘cracks.. '~

.fSénéﬁoﬁfoéésiéyiﬂ'Aéfa“pféétiCAl_matter,Aif,wéhcﬁaﬁée;if;f
this.legislaﬁioh[ Qill,thi; leadlfo the moreqearly i
distribufién of'prope;ty in:estafés, of hot}neCeséa:ily?
Mr. Chapoﬁan. ItIShbuidﬂ't:afféct it:eitherﬂway. ' The

tax should be simply neutral, whether you make. a distribution

‘of cash or property.

Senator Gfassley. Okay .

The Chairman. Is there any objection to this provision?
If not, it will be agreed to. I see Senator Baucus isn't
here. Okay, let's go on to VEBAs.

Mr. Gordon. Mr. Chairman, I think that Senator Baucus

may not object to the changes made on number nine. David
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Hardee has a comment.

The Chairman. All right. - Mr; Hardee?

Mr. Hardee; Senator Baucus will be right up.- .He:is'
agreeable to -- as three-year property the 6 percent
investment tax éredit, an’d‘exetlripting.out----~ |

The Chairman. nThat is eésenfiaily_What_we-do.

Mr. DeArmeht,'-we:would:giye théh;fhe same tréatmepﬁ§fa{xf

as:we;gave the movies and;tﬁé'publicrpropefty.leaSihQ::l"

provisions. .-

The .Chairman.. Riqht; - ‘okay, then;nwihhdut"objthiQﬁ;- .

;WQ'willfégree~to,thaﬁ;”andfif he1has;aﬁy,quéétipnf'WeZCéé; .

Néw;flét»us7§o-ontofVEBAs..fAs Iﬁﬁnderstaﬁd if,fthéfé’;¥ l"'

“may be some modifications. - . | S R ST

. Senator Packwood; Mr. Chairman?iy
The Chairman. Yes, Senator Packwood?
Senator Packwood. I would like to read a~letter;"i

indiCated,this‘morning that I thought I could find some,

‘and here is one written today that is from Ed Davey, the

Association of Rrivate Pension and Welfare Plans, which is

a well-known association. I will read the letter aé follows:
"On behalf of the Association of Private Pension and

Welfare Plans, I urge you and your colleagues this afternoon

to put off consideration of any legisliation of changes to

voluntary employee benefit associations more commonly
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referred to as VEBAs ér 501C§ trusts. The.Associgtion'of
Private Pension and Welfafe Plans represents over~45d
corporate;members on a wide range of_empiojeé bénefit.'
issues. .ﬁe recognizé thaﬁ documented cases‘of abuse exist
in the areas of VEBAs, -especially with’respéqt t§ éértain~

severance pay benefits. and recreationalffacilities.

-“Unfoftunately,sthe'Housevbillfgoesxpejon&qdeélin@fﬁith"1'

 such abuses and wéuld*preclude;employers‘ffomxfollowing o

ﬁhe*wéll;teéoniZed‘apd.establiShéd'practicéﬁéf fu@dingg¥ ' o

benefits such as longitérmfdisabidity_ahd]pbsf—rétireménﬁ;

.héalthfandfiifé insﬁ:ance pbliciesnchvan'éctﬁériIYESqundéﬂ 
‘basis. .
 ”Theerusé bill which“does;nottpefmitféhqempléyé:,td¥” e

1Sét‘aSideiresérvesfadequateAtQ:fﬁnd_long;tefm'diéébilityf_uﬂ-7

and post-retirement health and life insurance would subject
emploYees to the risk that they will loseicoveragegundef~‘
those welfare benefit plans.

“"In addition, the failure to prévent-prefunding'of_

'post~separation benefits is inconsistent with well-

established accqunting principles which‘recognize-the
cost of such post—separaﬁion benefits as current costs.

"We therefore urge you and your colleagues not to pass
any legislation in this area until there is an adequate
hearing on the ramificatiéns to the millions of employees

who are retirees receiving benefits under VEBAs and other
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- welfare plans.

~"Sincerely."

Mr. Chairman, as.I said before, we have had no

hearings. I understand some of the. abuses that exist and .

have grown up since’TEFRA)lbﬁtfiVWLll say again that I
thinkVtheganimQus;in.this:is'driven'by'anfoup*of3pedple-i;'

who_Want-ho;untéxed:friﬁég;beﬁéfi@sjiaﬁa théy areftryihg lf

-to hse5th¢se;abu9es;to5absolutéiyIbfihgfﬁo a ‘halt . all -

legitimate fringe.benefit 'plansi . ..~

Théichairhanﬁ‘jIfUdaerétéhaﬁﬁhéf,dugfhglthé'nboh hoﬁf:f ‘:

" theJoint Committee:and.Treasury-and:others < I.am not i |

‘going to-chardcterize their viéws.on fringe benefits but -

they -- did try to-address -some ‘of the ‘questions that

T“SénatorgPACKWOQd.:aiéédfeaf;y;thisiﬁérﬁinglff'u

Who would'likeﬂto‘address_that?fﬂTﬁ
Mr. Weiss. There were some diScﬁSsiOns between” the
various staffs and representatiVes‘of plans'that<aré

provided: under collective bargainihg contracts. And there _

were some proposed modifications in the specifications

that seemed to §¢commodate thé‘immediatelconcerns of these
groups. |
Specifically, changes in the effective date‘of t:bhe
proposal and also ability of the Treasury to provide to
regulatory authority reserves that would accommodate the

historical experience of particular industries under
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collective bargaining:Contracté.
FSenatorfPackwood. th didfyoﬁ méet‘with?
Mr . Weiés. :Who aid Qé meet with?
Sena£br>Packwoqd. Yes.
Mr. Weiss;i.Pagl Bergér.

Sénatbr Packwood. - Tell me'whétAMr.fBérgér said. I

‘ héve Whatfhe‘sugdests_hefe in~frontfdffme,ﬂﬁnd,that4isnﬁt ,

what he suggested.
Mr.;WéiSS{{?He;sngdeéted that7¢oiiéétiVefbargaininQQ5.g3
éontféct§3bé‘tbtélly:exémptédjfréméthé’prqpoéal.fw.- 

»‘iﬁSenétbf??éékWoédﬁ :I;jﬁsf don’t*Wént}ybu,to

misrepresent..what - -

o mr wWeiss. No. o
Senatorpackwood l I have 'ftv"a‘_l'ked' w1 tA'_hI hlm si_ﬁge; y;'o_ju‘_ri'f. o
mééting.;” | |
‘Mr. Wéiss;‘ I.didﬁ{t”say'th;t He'apprévéd of this.
Senator.Packwéod,_ Right. |
. &r. Weiss. Seﬁator Packwéod(‘I did not say that.
Senator Packwooa. Mr. Chairman, I object. I want . a
vote becauée'they.are trying to lead us down a path. They
jﬁst tr¥ed to mislead you with the principal spokesman
for the coliective bargaining agreement said they tried
to give the impression that Paul Berger.had a position other
than what he had, and you know it.

The Chairman. What about the Treasury? Is Treasury
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fund current benefits.

“concern-than what other people are saying. Your:concern
fis,fundingxcurréntxbenefits?f,jf'

M,bénéffts,ﬁahd thevnqnd13criminati9h; I”guessfth6531Wdﬁ;d5]Iﬂﬁ
|| be our threé :concerns:

.fyour problemS‘are-noﬁdiscrimination[Acurrent?benefits,_
’andvoVerfUndihg of post-retirement benefits, what else

do VEBAs: do?

requirement ——

involved in that?

Mr. Chapbtan.A No; I wasn'tAinvolvéd_in»that—méeting;
Mr; Chaifman. We have serious concerns abouﬁ the use.of
VEBA;. .Wé think.there'are.good uses-ofAVEBAs, and I thihk

the concern we have priﬁCipally=is the use of VEBAs to"

;Senétpf Packwoéd. You: have an entirél?rdiffenenttgf7

~_Mr. Chapotan. .Current benefits iS'a'problemfgﬁdfj'.

11" || “overfunding of benefits' for post-retirement welfare-type _ - -

~ .Séhatér'§éckwb6d. -Well; thatfis all:theféfié; 3If”

Mr. Chapotan. . If you. have a nondiscrimination -

Senator Packwood. We will agree to the nondiscriminatior]’

réquifement.

Mr. Chapotan. . And if you have limited funding or
not unreasonable funding . of post—retireﬁent benefits, that
still allows VEBAs.

Senator Packwood. What about the current?
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Mr. Chapotan. The current benefits we do not see the

need -for VEBA in funding current. benefits. In obther words,

the current benefits, Senatorf’wOuld?remain.tax exempt;

It is.a-questiohbof how you_pay for it. Thé current

benefit would remain tax exempt if it ié'otherw15e entit;édg'

to tax exemption, but yoﬁ*éimplyﬁtould'notuaCQéleratthhg'

. deduction .in excess of the current expenditure: -

: Séhatorﬁpadkwood. Iﬁﬂothér”wdrds;ﬁyouiwéhlaﬁltﬁeveh.].‘

be satisfied ‘if we adopted:the same kind of, - -

nondiscrimination that we have already in day.‘care-or: .. .- fa-:

prepaid legal, where we very severely limit the amount of

benefits that can go under a VEBA

‘to ownérship or-to . -

SEi11 wouldn't make 1t .

‘acceptable from your standpoint because’you don't like . |

funding curfent_benefits;forjexiStihggemployees;ii;; e

- Mr. Chapotan. I think.ﬁheré,

- Senator Packwood. They are)’

'éréftwd7separate:problems.,'{

_bﬁt,eﬁéh'if‘wé'Curefthe,"‘

one about the-highly paid employees, YOu still'don{t like =

it.

Mr. Chapotan. I think there

But, Senator,fI want to emphasize’

- the nontaxability of those fringe

can still be provided. They will
employee. You understand that?

Senator Packwood. Yes.. You

is another problem.:
that we are not undermining
benefits. I mean, ‘they

not be taxable to the

just don't like the VEBAs
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the employee.
‘at the end of -the year that. is rebated as‘cash_isxtaiableg.
:l tovthe-employee. ;If‘they:havch‘tguséd“up aLl'thé;ﬁenefft$; f

'in their VEBA.

“into the VEBA,. just like that is taken into account <in'the =

hfundinggin'the:néxt:Cbﬁtributiohﬁa

‘benefits. You understand that. We are concerned that

38

Mr. Chapotan. It is an additional-timing_differencé,.--M

timing value to the employer and no additional benefit'ﬁo

Senator Packwood. Although_any,money‘that is left over

 Mf;:Chap¢tah5 -It_wouldfreaupeffheifgfuturedpayﬁéﬁts;,-

llifﬁe'éhéirméq.i'Jack;”we:héve;peeﬂahﬁiding;YEﬁAﬁéégﬁyEUﬁ; ;{ 
‘(Laughter) . - e
The Chaifman. And then we would like'to vote on. it.
(Pause) o ' | E
Mr..Chapotanf SéﬁétorfPackwooé;fiét,me maké;ohe?fﬁrﬁhéf,:
point in ééée»I.didn'£ make i£ clear.. i”thinkiwefaré-nét .

in disagreement  on prefunding of post—retiremeﬁtVWelfare

there not be overfﬁnaing, but I tﬁink-we see eye ﬁd‘eYe
on that point.
Senator Packwood. What do you-Mean by overfunding?
Mr. Chapotan. That the amount put aside will not be.
in excess of the amount necessary to put aside now to grow

to a sufficient extent to pay for the estimated future cost
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of the post—retiremeht_benefits.

Senator Packwood. That_iélnofproblem to correct ifAthat

is your fear, .and. there is no problem on writing in the
normal nondiscrimination provisions .that we. have in other
- insurance coverage.. But if your real .objection is the

- current benefits -- .

Mr:jchapotah;ffi?thinkﬁthat is:jﬁStgafthird.problem;;f

ﬂtI don t thlnk that 1s dlctated necessarlly by the other two._A

iLWe have ‘a problem w1th that but 1t 1s 1ndependent.' _:f:ff'

ij‘SenatorsPapkwood. 'Let-me,ask you;this.~ You~arevq

:ffamiiiar?Withhthe-proYiéiOpthhat_werha&éﬁih'both?thehdayl:th5f?

zf;{eareﬁahafthe}preﬁaidwleoaliplaha_where,}ahd I;amthotihgtfgcxiyf

‘f"No more than 25 percent of the beneflts may go:- “to

iikey people'"; And you deflne what the beneflts are .and
ffyou'deﬁineAwhatithe key peopleiare}.and‘that;’as far-asﬂ '

fIfknowgfih‘terms~odeay care Of‘prepaid legal, ‘has cured -

-ahyfahuse; I.haven't.heard of.any abuses in those areas.
| (Pause’

Senator Packwood. As it reads, we would propose that
the VEBA reatrictions woula apply to VEBAs where more than
25 percent of the benefits go to persons who own more than
5 percent of the stock, which is the same provision we haye
in prepaid legal and day care.

Mr. Chapotan. Excuse me just one moment, Senator.
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Senator Bradley. .Mr.IChairman?

The‘Chairmah.'.Biii?.

ASenator~Eradley. Does the Joint Tax Committee know:
what the revenue loss fromiVﬁBAs aré?_

'Mf.iWeisé.l This propqéal'is.éstimatéd £o'réi5é'abpﬁ£
$600_millioﬁ_o§§rithe next,?hfeg yeé:s.i‘f . |

" 'senator Bradléy. $600 million over the next’ three ™

".years, but annually, what.is.théDféveﬁue71osé£duéjtofthé;:"

'gexisteﬁCé[dffVEBAs?up.

© M. Weiss. Do you mean iffthérefWéfe;nbﬂVEBAS?g;U5*

. Sehator;Bradley; ;Right.~7Dbxwé'khbw:Whéﬁ fhéf;1$?f;"
er;]weiss;. No;'I-d6h5£,  I2am s¢rpy,}8éhatér;;f7ﬁ,5

ﬁﬁhgféhéirman,’ With thé'méd;fiéétionsy dbesﬂtbaﬁﬂ$6QQ"

:“éﬁange_ﬁofaMsmallér number? -

Mr. Weiss.. The $600'miLlion;appIiesitoithisfpfopoéal.   "

,fhéféhairﬁan;v But yoﬁ{hédfséme’diséuésiéés'éﬁfihq» 
the nédn bréék, just to define'whattthéipropoéél_%s:ébw;,'»
that géts-you $6OO million. .

Mr. Weiss. Yes.

The Chairman. Coﬁld you define that'quickiyrfor us?

Mr. Weiss. Yes. The proposai*generally would say
that an employer's deduction for a beﬁefit‘céntribution to

a fund is available when the benefit is paid to the employee

~rather than when the contribution is made to the fund, and

the proposal would allow for specific reserve deductions in
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-addition to that general rule.

Senator'Packwood;: Néw{ you are sayiﬁé'that that -
broposal is neither Mr. Bérgerlsvproposal represenfing.the
AFL-CIO colléctive bargain plans nor. is that.the prop§sal
of the'AsSQCiation Qf PriVat¢"Péﬁsion aﬁd:ﬁéffare Piaﬁs?

Mr. Weiss. 'No, I am referting to this sheet that I

;»believe_Wésvhahded‘Ouﬁ.f;g

Senato:lDanfofth..'Mr. Chairman?

fThe.Chairman. :Senator-Danférth?

?;ﬂSenatO:_bénfOrth{ ifknéw,ﬁﬁap'fhé:g-gfé.af§érié§i_¢fi' BE
f&iéWé-Qn‘fgin§e §enefi£s-Ehéi;afé:takep'bylmémbeféléf’ﬁb}S ”f5:”;
_¢§mmitteé3-iMiibwni§i§w;i$f;hét;ff;nge,bgnéf;ts;éhéﬁ¥§ihéffgi?ifl
ibe jﬁ$ﬁ fééé;lyfuniimitédigndfghat;W§ prQb§bi§;h;§ggg§n¢?L_f;;:

too fér:infiéttihg‘buSiﬁeéses‘and’fheir emplojeéé”ﬁo:éTOE S

less.write_théi::own-tak éiilgt

| But I'don*ﬁAthihk.that thié>is;ueof vEBAg,goesifo.
that quééﬁiohf -f think'this goes to aﬁother‘embeilishwgng
on the fringe bénefit'issde, éndvthé‘embeliishment-is‘that
ﬁot only arenﬁe going to have fringe benefits, but wé-aré'
going to have 'a system set up whereby businesses can put
money into a fund for future fringe benefits and get én
immediate deduction for putting the moﬁey in and also get
any inpome from that fund tax free -- that it can just stay
in there tax free.

And that seems to me to be a little bit farfetched and
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especiélly farfetched.when what we are really getting at
here is aeferred compeﬁéation, no£ somethiné that is
bargained,for ~~-'collective bargaining,arrangements ——,bupv
to the contrary, essentially severanqe,pay.

Senator Packwood. Yes, but what you are hitting at .is’

also lgng;term disabiliﬁy and pdst+réti§ement'h¢él§h>

i bénefiﬁSL'li ﬁé§ny §o€‘arelﬁtriking,agithé;whoieiéreé;»3
) If_you'ﬁan#;tq;gﬁ;ikeZatljast‘the abu§§j then;bhére.is 
:féhe,?6s$ibility1ofﬁygrkin§ §pmething_éﬁt};b;
M'fA.éﬁtitgét iS-n;t*ﬁhé56n1y tﬁing that‘ié b§£hétiﬁg B;Ck"{-
Tfénd i§€i§ ¢§t thé:og¥i thing7£h§tfi§ b§tﬁéfiﬁgitheiJéinff}
Vgéommiggeé;niBUék:h;s.misgivihgs;aboutéﬁur;eh#ffefﬁﬁééd;- -
"benéfitﬁ?j:é@éi?éd inthé'samé.Qéarfthéf}you;maké ghéﬁ;'

: pQYhénEéﬂ -??A‘J

Mr. Chépotan}' Senator, I am worried about prefunding

of curréht.benefité. - I think you and’I are together on

fundihg'—— current funding -- of fﬁturé-poét;retireﬁent' 
welfaré benéfifs.

Andiif there is a concérn, I think we afe COmblétely'
together on that. 'And if there is a,cbncern'that this
doesn't allow sufficient funding, current funding for
post-retirement benefits, then that could.be'looked at.

But I am also concerned about prefunding of current
benefits -- current benefits being -- in my definition -~

benefits during employment. That is, I think, where vou and
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'béén.tryihgithaVOidfaﬁd}maibeﬁI ﬁightﬂbe;cbhfuéihdiﬁbfe:

Tthaﬁ-helpingfﬁhé issﬁei5§fbﬁtfwheh'IiSay.bbéééréfifemght“

:bénéfits, we should exclude retirement:benefits,:

“that’is under qualified’retirement plans.. = .. .. ¢

the Section 415 limits that we worked on in 1982. &

I ére apart, but as“f§r~as prefunding of-pOSt—rétiremeht

benefits, I think we are not.
Senator Packwood. .That seems to be what Senator’
Danforth is objecting to -- the prefunding of future benéfits;5

Senator Danforth.- I think that there isfé-difféfehcef{ '

between a qualifiedvpengioh»?lahf-on one hand, and just’. ..

setting up'a fund -- I mean, all of this is future benefits.

“Mr.'qbapotan,~»Wé:ﬂdhit#want e—:the thihgfﬁe‘héyé3 tfa

' fWé éhéﬁl&‘nqt~use$£he~weifare ;;;thé;VEéAgééjfd?éVbia

Senator_Pacdeod;‘ I am,willing’td;setfdown’W;thigﬁ¢k+““f;

Mr. Chairman, and try to work out a respéctable'limifatiodf_

on abuses, but so.loné’as'we understaﬁdIWé aré!aiﬁing-éﬁx
abuses and ﬁot ét legitimate.posffretirément‘policieé'dn
a nondiscriminatory basis for health or insurance for all
of the employees or for long-term disability or for-day
care or for other what I think -- ﬁost péople would say --
are perfectly legitimate fringe benefits.

If we can agree as to what we are trying to drive at,
that is fine, but I don't want to be negoﬁiating with

people who are secretly trying to do in fringe benefits.
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are prefﬁnded;

44

ASenenor Bradley. If I could, Bob. You don't take the
poéition that prepayment of»current‘benefits is somethingA
that should continue to exist but oniy prepayment of |
post;retirement benefits?

Senater Packwood. No, tnere is-even someiprepayment:

A}

of -- let's say that you afenfunding'health benefits -—

-z.nondiscfiminatbry healthkbeneﬁipsgfonﬁtetired*employees.
uThe~UAW;has"an_eXtraordinarYKpackage:fof.retiredwemploYees,
'and'thdseeere p;efﬁnded;'Ipmean;fyénfpay on the policy and

tyonmay;or mey-not'get Sick;ﬁandfseethe;bénefit comes }aterffn

f_You dbnﬂtupay1thefpnemiﬁm}fd:.fheeemployer doesntt

?take‘pne dedﬁction”simdlﬁanedus}YVWithﬁtnenillness'ofjthe_~”

 re£i:edLemployee.L_Inguesefin;ﬁhat.senSe all fringe benefits’

Norme;ly, people_usefprefunding esea tax dodge where

you put in immense amounts of money now and take out benefits

later when you are in a different tax stétusg'

Senator Bradleyf Or when your'children.reach the»age
to go to college. |

Senator Packwood. ' Or something like that although I
am not offended by that. I am not even offended by that
kind of a benefit although there are very few plans that
exist like that, but I think the key is -- because I have

no grief for those who are trying to abuse it -- I think the

key is that you want to make it nondiscriminatory, and then
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if some-companiesfhéve got 200 employees and they want to

fund a very extréordihéry plan for all 200 employees

-- whether ydu'are"the $15,000. a year janitor or the $100,000

a year president -- and the company wants to do that -- I

mean; that is a-very expensive'plan.for the'compahy.

‘I just don't want. it limited to those who make $50,000 - |

, ahd“gvér&dnlspme!kiﬁd*of;é;bbondogéie1qn,retirement.-i

And I will-sit down with Buck, and I think on that T:

© ¢an WOtk;sométhihggout;
‘,Séhatqr'béhfofth; ‘May I ask?: ISn‘tfthis;alsd used}’

”fdf,éxampiéfrfOr”dentistéfbr*d§ct6rs:who inéérporat¢? "

Mr. Belas. Certainly. - = .

:ffoéhétdf DanfbrthfigThat<Qouldﬁn6t_be‘diSériminatory;

_but it would be very lush. - -

-Mr;'gelas;'-NOWiAa'pa:fgdinefexgmple'WOula be'a‘plan
thatAprbviéés»long—térmlaisébilitycovérégé~fbf_a g;oupﬁof
a profeésianéi;cdréorafion 6f:hhréé doctors.

Senator Packwood. -A-special-corpofatiop,of what?

Mr. Belas. Of three déctdrs, for ihstance._ And the
doctors would set up a long-term disability plan. . Théy
would get an actuary to give them an aggressive number as
to how much must be set aside today to bay for the
possibility of long-term disability for any one of the
members of the group during their working years.

They would then, say at age 50 or age 45, set aside a
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runtil they reached retirement age.

-emplgyees,5hot~to}the:qorpopati¢n}7;:

1wduld‘have the:amduntadf'mdney:th§£5Was_Set@aéidefonféjaffi
tax-free basis for the 15 or 20 years that .it was in -

- existence.

1¢gal{whére»novmofe~than 25*peréent;ofgthejbéﬁefitéf@&ﬁﬁéb""

. to persons who own'overfS:perCent'ofpthe stock. You are © .

becomes disabled. If they had become disabled, it would have

fair amount of -- a large amount of -- money which would

stay in the fund in adﬁition_to their qualified_pension'plan

And lo and behold, at age 62 or 65, they decide to
retire and none of them beécame disabled, under 51C9 the

benefits must accrue on inndre_ohly»to the benefit of:the:

$o. they would then terminate the 5ICO benefit and & = |7

.  ;Sené£dr~Eécka6d,V’whyﬁisn{t‘thatfabuSéjéuféd”iffﬁé

adopﬁla‘prOVisiQn éithér’inﬁthé{présent déjﬂéarePOf[pééﬁﬁidlz

ﬁalking?aboutba corpd;ationjwithfthree dbctéré.
| We have that proviéion in'#he law gow.
Mr. Belas. You can have a hypothetical whére-you make
it nondiscriminatory -- E |
Senator_Packwoodu And your ‘hypothetical is feigﬁed
disability. Tﬂe doctor gets to 63, and the other doctor
says, gee, you are disabled. I think that is what you are
saying.

Mr. Belas. No, I am saying that in fact, no one
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been fine; it would have,beeh‘a disability program, and I
don't think anjone.WOuld hévexéomplained.;

But the problem with it is that.peéple are selling thesé:f'
two{profeséibnalicorporations as retirement pléns to get - ..
around the qualified'péhsiénfpian limitétiohs.

Thé Chairman. I suggest that maybe Sénator Packwood

:anajthe Tfedéﬁryigé%_ﬁqgéﬁherfbn.tﬁiéfandfseepif Weiéahlt'

hammer. this out.

5 Thékdﬁly}bfhefriEém we ha§éhtt-aéteafbn;éés}i-undefstéddiiJQ

'it;.ié the feaiféstéte;[mis'that'COrréétﬁx

o Sénaﬁoﬁ%Chafééﬁf”Mg.ﬂdhai;mahy-¢buldfiféay;somethingf'ﬁ“

' about’ theVEBAs -again? = -

" ‘The Chairman. Yes.

- ,ASenaﬁgfﬁbhéfeég»_I"Woﬁldh}t;Wénf,thiéntoxﬁérhinaté‘*1ﬁ.

‘ with:the feéling@thatfthere areh't*sbme_nohdiécrimihatory~

benefit péckages thaﬁ-Some of‘us'find shoﬁld-nét‘bé

: permittéd."i.mean,-Senator Packwood —— I know that we.all

know his -views. As long as it iS'nondiscriminafory,'anything

-goes, and there:are many of us on this committeeAthat don't

feel that way.

So, the mere fact that it is nondiscriminatory isn't

adequate for at least some of us. And so, if negotiations

with Mr. Chapotan are solely on what Senator Packwood

defines as abuses, I don't think I, for one, would find that

satisfactory.
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- Now, he has his views and we recognize and respect

them, and we all kﬁow them well over m;ny'Years. But I
would hope that Mr. Cha§otan would come back to us -- if
these negotiations seem to go beYond what.Treasury;thinks_
is a fair deal for- the Tgéaéury.,

The Chairman. . That was»understéod, I ass-med, that =

we can't negotiateisogthathyfyiew>préVailS'or(Packond‘s

unlegs'it should‘pféﬁail;  4'”'

-er,’Chapqtaﬁ;;ﬂYés;iIQcértafﬁly,understahdfthat.

VTheTChairmén;:uTreaéufy*willﬁhé§é¢itsfﬁSdél'bbjectivé R

manner .
' Senator -Boren, did you'have a question?-.

f'Sénatbr“Boren;  Yés,-Mrt-Ch§irmén: A 'minute ago, T

* understand -- when 'l was-onh my way over -- you tQkaﬁp~thefg ‘”'

fSC proposal*and _;“
| Tﬁe Chairman; :bh(.thét';ﬁriéﬂt. rY§d had an améndmént,

SenétorEBorén. .We~had'ah.$méndmeﬁt,von behalf'dff

myself and Senator Baucus. I:think_dne question méy héve

already been‘soived. Maybe Mr. Lighthizer can answer that

——_onAfhe technical change thét‘i understand tHere was no

problem with from either you or Treasury on the export

trade corporations -— the ETCs -- to make sure that they

received equal treatment with the DISCs since we were

permanently deferring or exempting that income, that we

would do the same thing in terms of ETCs. They would be
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49
allowed to transfer their asseté»to a'foreign SaleS';
corporation free of cuf:ent U.S. tax énd-tﬁat-ghej:bé 
treated the same on amounts preViouslyjihc1uded iﬁ.gféséx
income of U.S.bsharehoidérs. |

“Is ﬁhat pretﬁy Qéll-wquedfout?u

Mr.MPearlman:- foreign trade‘co;bbratiQnséiS§h§top,visf'
tpatgéérfecta | |

:Seﬁatog Bdren;f“Yes.
égéepﬁéplé._ | =

Senator: Borén. - For foreign: trade corporations, yes.

. And-the second amendment, Mr. Chairman, which T think
ffﬁhefé'igi;bmé'géﬁtr0§¢£éjiéﬁoﬁ£;;BﬁffI;ﬁSQefﬁéiﬁétQéféégfg; ?’“?'
. Qo;kfip_p@tjis-bfferednén'behélfiof-myseiﬁggnngéné#6t~ |
‘Baucus;l‘And that would be to chéhge fﬁe“égéﬁption,féfl
.small'businessgs?now $2.S billion on ﬁhe:bill;£o the¥$5A 

‘million in gross receipts, phasing down from: $10 over a -

four-year period, down to $5 with the transition side,"
leaving it at $5 permanently.

(Continued on the next page)
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Mr. Chairman;gwe_héve.literaLly,thogsands ongpa;l'
businesses in‘this cbuﬁtfyvthat potentially could utilize~
Dsc; now FSC} but because of the foreign-presence
requirements the. small entity- is just not able to comply
Qith“it. -
'V'Not only do small.business'groups who'stfoggiy éubpd:é

FSC jqin infShpportingﬁourfaméndménﬁ; but_therés;'Cﬁémbér)g ff

--ﬁhefAméricanLBﬁéineSsvConfefence,fthe NAM apdfbthersh‘f““

I associated with larger business enterprises. - The

Agticuiturai;Eprrt Grqupjahdidthérs-allnreCenﬁlyﬁéighgdfajfa_

:,i,f‘?leﬁférﬂindicatiﬁéﬂﬁheirffééiihgithatheishOuid{ﬁiiftQ{@akéffff5 

"{V;2,_ this¢¢hange;5."H.n
" 43 || 7 It would be my hope that it would have minimal - . .
";;f:fgnbﬁghjiﬁpéétuthat we  could afgueithe case‘fofééfullY'Qith;f?

1 just think'very'often,er..Chairman; in- our actions

' we are not sensitive enoughlto the problems of small

-business, and we are really serious about getting our export

effort going. That is the area, probably, where we have the
greaﬁest pdtenfial éossibility of growth.

We need to plant in the minds of small business
enterprises across this cquntry that they need to consider
the internatibnal as well as just the domestic market.

So I am hoping that maybe Mr. Lighthizer and Tfeasury -
I don't think there is much impact from Treasury's..point of
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- $2 5 mllllon ‘up to $10 mllllon, and then to phase 1t downg

7~to_$5,m11110n over flvetyearszg'.ff_""

bu51ness to get more 1nto exportlng, both USTR andr theif*
"*Commerce Department have programs to pursue that ,That%lS<~:
gwhy we created an exemptlon for small bu51ness that sell

f;ﬁd;ﬁ;less ‘than- $2 5 mllllon in export recelpt or- have less ‘than |

.exemption  that we created.

51
view; theré may be more impact from the point of view Qf ”
the policyjof:GATT- Iham hoping-maybe we could agree to
thisﬁkind'of an.amendment‘

The Chairman. Bob;:do you want to address,that?
.Mr,‘Lighthizer. 'Yes;‘Mrr Chairmah;i'.
cThis.amendment:doesﬁcreate?major problemsffor us.a

1F;Th1s 1s ©o change the small buslness exemptlon from

}» We are qulte sympathetlc to the 1nterests of small

$2;5.million‘;nbexports,recelpts;ahnual}y. We thlnk that
that-nﬁmberhtakes care of small buSiness;_and.ihdeed;it'
shoula take-care of —f‘thai $2;5'millioh'fi§ure,-Mr,.Chairman;
takes care of ahout_45 percent of all'the QSCstin the
COuntry who would be exempt.a-And hetween'z and 3 percent
of the tax-deferred income would also be echUded from

having to go into this new form, as a result of the

Now, our argument in Geneva will be that this is a kind
of de minimus rule, that this is a de minimus exception,
that these are very small bhsinesses; and they don't create
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any real problems for our trading partners.

If you raised it to $10 million, the first year, for.
example; you are talking about 85 percent of all the DSCs

being excluded from the new system; and almost 13 percent

" of the tax-deferred income would not have Ep'be subjéct to-

the new system. We think that that would be very difficult

to- argue as.a de minimus rule.

Senator Boren. Mr. Chairman, I realize we can use.

‘statistics, but.Mr. Lighthizer hasijust.been'uéing;the;

number of returns, not gross- réceipts.. .-

If we lookfat‘grQSS receipts;.those'$10;miliiqn‘ahdfaa";;}7

_'under,a?é only —- let;é;Séé -- it wbuld:be;abou£;8j4}éerééqtf:t7
lof.aiivreceipfs,_and Iﬂm_surélby.théutime weigot;downftd'the-sy”
.'$S-millioh fiqﬁre;'that we are dealingewith pfobabiyﬁ4'or}5f{

 percent; You have only eight-tenths of one-percent under

$1 million in terms of gross receibts, and-wé_have 7.6

-percent between $1 million and $10 million.

So I think it is not as major as the 85 perceht, if
we are talking about‘numbers; but a'lot'of,those are very
small indeed, and in terms of receipts, that is a very small
number.

Senator Baucus may want to comment.

The Chairman. Max?

Senator Baucus. Mr. Chairman, I just want to underline
the point Senator Boren made. It seems to me that if
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1 $2.5 milliqh}f@lls under fhe de minimus theory_because; if
(j) 2 as I understood you;_Bdb;,you.say 2 percent of gross

3 recei?ts;‘and our goal is to §5 million; and I don't know,
4 I guess that is about 4 or 5 percent of gross receipts, that
5. S still is.de minimus. i»mean; I donft'see-much difference::
6 -betwéenfsay 2-orb3~percent;_if‘thatiis £he;¢orrect figureﬁ,
_'i');the gqus recgipté{that.arev$2,5.million}vénd.we go.t°~5“f _,_f7
39:_Vgnd_that aﬁbuﬁt§}to-éay;4'§r'5~pérC¢nt. That isvébbutfih':A
:“éq‘*theasamefpailpafﬁ§ | |
f1b¥ :;  Bu£5beyohd¥tha§;fi£ seems to?me'thap-as AméricéhS'wéy"
'-}{ﬂ 'havé‘t§ étéﬁa}u§;forfAmeridaHngéiné$$;AiI}d§§1§_£hihkfi£éﬁ'
:5;H}p4;yi§iatés>GA?T;;Ifﬁhink‘whathe~are'doihg stiiin§ii$fwétﬁi§1 ﬂt
":ﬁ;gg%;ﬁhef@elmiﬁiﬁﬁsitHQOry; but”let5sfusfdo?wh5£ wé:#hiﬁkéis;74'
ﬁ(:); :f"} 4;;11ﬁbé§£.f6rfAﬁétiéénfbgsiness'éﬁd»1e§'o£her~douﬁtniés £hen:
15 | wérry §bout themséiyes.
;éi ' I still think it is de:minimﬁs} so-let'S'profect‘“

17 - America.

18 Senatbt"Paékwood.’ Further comments?

19 Senator Danforth. Yes.

'éo' SenétorlPackond.’ Jack?

2 Senator Danforth. I think that really the issue is,
22 are we going to be able tq salvage something from DSC and
23 not be retaliated against? And that's what the whole

2 proposal is.

25 I suppose it would be true that aﬁything that was done
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1 Aby.,wga,y _.oﬁ drafting new-le.gislation} people. wauld- sa.y;. ."We.l'l, _
(j} A 2 _thisquesg!t QQ fa;,enéugh;,if.should be beﬁper,f
| 3 _ Somé:qf fﬁe witnesses who came in said that weléhould
4 do a better job of clarifying exactly what is required.of
5 these'éperatidns abroad; ‘but it seems to~me‘th§t we'havéAéiA
8 package-now;wﬁich-has been. put tdgether aftef.ﬁery céreful
 ri‘- copsidérétioﬁ;ﬂédd'it>has beén'flyspecked byyUS?R},apdlfgi _'
:g 'théyféﬁiﬁk %ﬁéf it is sdmefhiﬁg whiéh éan bétdéféﬁaedyj-
9 |- -f;jﬁy VilewpulaZbe-tértékg.the paékage as?ifghéS'béeh_i;f 
"}o' 'bfeéé#téﬁjféfds;:andipassgit. o
f&, ;-‘ ﬁ ééﬁat6r'BQféﬁ;‘ Wéll:5M;@fChairmén;héehéﬁéréﬁénfo:th?;
fj;E tknéﬁé;iﬁa£ I{éﬁ"détféiniywéép?éCiaﬁiVe éf*hiégeéfégféiinfifi7
'13;..thisuaréé;iéﬁdtl~have tfiédttofwork,witﬁ him}éIé$¢l§,-fweh;;
mgi)-??<"'  i;i ”havéj§ééﬁfinlégfeéﬁént.on 99.9 peféeﬁt;bf_Qﬁé;£hééié£&éaﬂééiuﬁf

15 in the package.

ié I appreciate élso the éooa_wofk of_USTR;;aﬁa;és'ﬁqb

17 well knowé; ﬁherefis hd more enthusiastic pe£SOnrab§ﬁ£'his[

18 work'there‘than I am.

19 But I really think that weiare not talking ﬁere in ferms

20 of a major difference, if we go from 2.5 to 5. I can see

21 how ma&be the transition rule would be a probiem~if we

22 started at 10. I don't know, it is hard to know where to

23 draw the line. You are talking about only 8 percent of the

2 receipts. If you get it down to 4 or 5 percent, or back in

2% the de minimus range, when 8 isn't, I don't know.
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But in the spirit of compromise, let me ask

Mr. Lighthizer, and othierwise we can just go to a. vote on it:

Do you think if we went to 5 and maybe just had a very.short
transition rule and started at samething like 7 and got to
5 in two yéarsfand-kept it at 5; didn't start as high as 10,

that thatlwould be helpful? -

Mr. Lighthiéer.‘AThe suggestiOn;‘IuguéSS@'Senator,jis T
‘to have.it be a $7-million limit in 1984 and into'5

:‘in"lQBS-éﬁd.thereaftér2"

1Sépétorderen._ fés,

,Mr,fiighﬁhizé;, ;I wouldﬁliké?tovfun'it aﬁdujusf seé '
ﬁow £h¢%ﬁgm§é£§ cpmg'éuf,on“thaﬁ;isgnato;;;if that;is all
‘ﬁight( $ﬁdJ§et b§¢k £§‘you inta cou§le_6f:miﬁutés;' |
| .j Sen;t6rﬁBdfén.‘:Ail-right..'

Senator Packwodd;- Further comments?
" Senator Danforth. Where do wé{stahd,,ﬁhen? Can we.
agree to inciude FSC in the package with the proviso tﬁat,,
-this be kept open?

Senator Boren. Maybe if we can know very, very
quickly here -

Mr. DeArment. Senator Danforth, I think the committee
previously agfeed to put FSC in.

Senator Boren. Suﬁjéct to the possibility of the

amendment.

Mr. DeArment. Subject to the amendment.
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Senator Boren. . I will want to ask ﬁq;.a.rblé call if
we don't reach. some acéomﬁodatidn. |
Senator Heinz. Mr. Chairman?
Senator Packwood. ;John?_'-
. Senator;Heinz.- Mr;'chairman;won_Fsc;'thére is a problem

I alluded to earlier today, involving export trading-

- companies.

1‘Briefly;fthe prcbleﬁ}is, of course;.thét FSCs have to

be offshore. - Export trading companies by law have to be . .
jonéﬁéyé;'énd-£héﬁéPis é-prdblemﬁfor Q*Porf'tfédihg'coméanies
:- thatgép?¢i?ii5é iﬁ sér§icés} which I assume we~want;£§‘; |
i';énééﬁ?aé?:iﬁhéélfﬁey:Qiii?5é diéadvah£a§éqfif £héQFéé biiL l1;;‘

-passes.without amendment.

'?1ifThé:réaSOnftherWill be;disadVantaged?iSwthat-theré{willf-~?

;be'a;taxiadﬁantage'to,providing services offshore that would

;be'piohibitédtto an export trading company providing those

services, if'domiéiléd as.they mustrbe‘onshore.

»Riéhard'Gordoh has been doing some work on.this:for us
and is going to explain the problem better than I, and
hopefully explain the solution-which the committee can decide
on.

Mr. Gordon. I think,:'Senator Heinz, that you have
explained the problem precisely as it is. I am not.sure
that we have more to say on that.

The additional problem is the potential cost to the
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providing certain services which are related to exports,

' providing those services. to unrelated;DSCs; provided.that :

{|. the service-provider has 50 percent of its income from .~ . |

~that will provide 6ﬁly~expontfreiatedisefvices; they{inlg?i?ff'
,not” actually be involvéd'ithakiﬁgftitlé{;o'goqufahdwﬁiﬁLﬁ: 5>'

r,paSQinéftitle; o

take ‘title.’

'goods; but they won't oWn them themselves.,

.57
Treasury from expanding this.

As we understand it;vtoday you can get DSC benefits for o
such as doing marketing serviqes; arranging for shipping,,andg

the like. But a DSC can only get those benefits fOf;'

exports of goods; basicaily.:

.. -As we-understand it;‘ajnumber_ofvETCsfarefbeingFSetiqp{g"'

Senator‘Heinz; The key  is that'thejﬁde“t.écﬁﬁailj;—f '

Mr. Gordon. That is.correct,

Senator ‘Heinz. _BecauSe'they will{befinvolved~in~the'x

Mr. Gordon. That ié correct. That is-absoluteiyﬁ
correct. They will not take'ﬁitle, but they are providihg;
equrt—related services; and they wculd like to be ablefté
set up a FSC and provide those services, énd~get‘the FSC
benefits.

So what you are really talking about is removing the
50-percent gross income requirement, at least for ETCs.
The prcblem with that from a revenue point of view is
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simply that you are egpan@ing-the universe Qﬁ,peQPleith'
will_qﬁalify for FsC bénefitg;gs compafed.to.those.th
qualify for DSC today.
Senator Heinz. What would be the first-year cost of
that? |

Mr. Gordon. WelL; that is what we are trying to figﬁre-

_out,jand»wé have,not-been able to,measure'that'yet- We

are working on.that.

' The Chairman.’ They.are;somégfigures_back thergg :

10 million.

Senator -Boren. -Mr.:Chéirménf”Weyhayeghédffurther.75# .

: discussiQnstith}Mr._Lighthizeﬁ;:gnd;;ihad>suggeétéd7a~J7“

- minutéﬂagb’ﬁe3might'try'to-COmprdmisegatj7‘with'a,.

transitiqn<doWn tof5.‘ : T o

He 'still has concérns-about»whether-the“7 mightibe -

" whether orfnot~that might get us,beyond'the-de minimuS‘range.

Five; we think‘ 1f we. just went W1thout a tran51t10n and. went
straignt to 5 on the exemptlon, that that I think would be
secure for us.
So, in order to reach an agreement T would.bé willing
to propose that; to move it to 5 withoﬁt a transition rule.
The -Chairman.  All right; then; whatever 5 refers to.
Senator Boren. The $5 million gross receipts, foreign
sales.

The Chairman. We have just raised $5 billion; is that
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it?
Senatot Boreh;,rwell;,l wish I could tell yoque had. .
The Chairmahv No; I think I .am in sympathy.with
Senator Boren's poSition on it. We have had so@e.concerue,
Mr. Lighthizer. If that‘: i the case, then: Im glad
weé came to agreement;;Mt;'éhairman,

©. Senator- Boren.; Mr Chalrman, lf I had known that a-

;é whlle ago, I mlght have bargalned a: 11ttle longer.”

(Laughter)

,SenatormBoren;3:Butflethink thiSiis;a,fair?agreementffw,hﬂ'

“‘and- I appteoiatefMt;-highthizér'sﬂconéidEration‘1ﬂtu

'-ﬁThefChairﬁah@gﬁl had to leave the room because some

i*co-op people wanted to see ‘e about taklng them: out of FSC

;:And I'sald,i“It's onIy temporary.,” nght°

Mr, Pearlman. We heard you, Mr.’ Chalrman.

(Laughterr--;

Mr;'Pearlmah-f We'are'working on,that now,-andt*'
hopefully We1WillAhe‘able to come back.tovyou with-aomethihg.
that will permit you to put it back in.

The Chairmah.; And I don't see any problem. with
Senator Heinz' amendment; but we ought to try to get the
revenue figures. |

Senator Heinz, :Mr. Chairman; I am told that from a
policy standpoint no one disagrees, that it is a good idea
to guard against disadvantaging export trading companies.
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The only concern is a Treasury concern that the amount of

revenue ~- and I have heard a $10 million first-year figure,

- too ~- that it is the only real reason.

The Chairman.. All'right; So.we are just waiting‘tof
get those'figures?n

Senator Heinz. That is correct, Mr. Chairman.

:f';The,ChaifmanL;fNow}>aslI,understand,_then, therg;Wereﬂ'7”{ ~

‘no- other questions in that area.

. Was this anAaﬁendmeht;'John?.;
' ~.<Senator-Chéfee."No.

. f?The?Chai£mén;‘ wheané'talkedﬁduriﬁg~£he;ré¢ésé’thié'f:

' hbrningtsBUCkg we'talked some abbﬁﬁ?the mihimum'tax;§1Wéfifijif
‘are-dOantofthat reallestate ComprbmisgiAand I‘thiﬁkfﬁéfaré  5-f‘

“'going " to. reach a.common ground.

Senator Chafee. Mr. Chairman;1IAﬁavé-a'littlé7j;
émeﬁdmént:£o ta¢k on.ﬁhefe; and fhaﬁ'é my “goidén_éar$cﬁﬁté".
drg"ahti—goldén.ﬁaraqhute“prOQision,ﬂ

| I talﬁéd'briefly with Treasury'oh this;_andltﬂe‘problem 1k
would comé up with thé definitiéﬁs. Iif Treasuryfthinks |
that they can get the agreeable definitions; I would like to
go ahead with it;' I don't know whether they have had a
chance to look over that legislation.

Mr. Chapoton. Senator, we have had a chance to look |
over it. It is a difficult thing to do; as I have mentioned,
under the tax law. The only téx prineiple involved here is
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whether you have. excessive compensation under the facts of .
the particular case. ' That is the law today,. and I think we
are reluctant to procedd with a tax rule that would attempt

to get it; which might be a.securities-problem or a problem

. vis—-a-vis the. shareholders more than it is a tax problem. .

‘Senator Chafee. Well; I don't agree with you. I

;think.itl;s;é‘@étter.thatICaﬁ:bgfdefined@:~It is.nbt j?§ﬁf 
: s;:aiéht;éoﬁbeﬁsation;.it iqupméénéagiOn contingent'qh:f:?
: ééttain'ci%Cuﬁéﬁancés taking,pidéé}-ahdfit.has*é~lébel;fjf
:ébmétiméééiéfis'héidAto define;;but'it ié;like péfﬁégt;phy:> 
-:whenyQuf%ééfiﬁ;;yoﬁ’know*it;:  S |
7:;i_jﬁ§£f§duia’hbpe thét:in$£eéd;bf brﬁshingfihis;éffl;;f_7'7
' iaamjprépérédﬂto;ﬁait;ﬁl.aﬁanQ£“é£éParedw£ofpféss;it'ﬁdeg?i~¥
:Bﬁtiﬁﬁié~i%nl?f;¥fevehue+réQSé¥;iit'is;éﬁiééuifﬁﬁé?té#%'ﬁit'f’

might raise a little revenue.

The Chairman. Well, why}doéSnft-TreasurY}:béfbre youm"

bail out, take a look at it.

(Laughter)

Mr. Chapoton. ‘Senator, you always have to concern
yourself with whe;her you are covering 'severance pay.
Severance pay is often in excess of current compensation,
as it is for past compensation. But-that is.:an inherently
factual situation. If you had one that was clearly
excessiVe; it would be no problem just to disallow the
deduction. That would probably do it; by the way.
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Senator Chafee. 'Wel;;.thie.isnltrthevlast day we
are going‘tohbe on‘thiefhil;;,rttake'it;‘
The-Chairmah. 'Well; I;had:hoped it weuld;vbutrit

looks like we will have one more day. ' So maybe we can take

- another look at'it.

'SenatorrChafee.i'Well e w1ll bring it up at the

-apprcprlate tlme Mr. Chairman. And I am not g01ng ‘to. try

to tack ‘it on: to thls FSC
Thank;you..;,f

The,Chairman. Earller today, I thlnk durlng the

: lunch hour, Mr._Chapoton, you mentloned somethlng ln the7"

:nmlnlmumytaX{area,- Would that be a part of the so—called

S

'"cqmprpmiSeP?[j.ﬁ-;’
Mr.‘Chapoton; NO, 81r.;fffthihk7we?haVeﬁnot:haa;ahf.”f“iu'

.agreement onzahy minimum*taxvprOPOSalfj We have talked about_"

the real estate, and I. can: dlscuss that but I thlnk we' have
not done anythlng.on the mlnlmum:tax;". | |

| The Chairman. It was my_hepetthat_we.might_conclude‘
the action on this list. But ‘the one item. that Ivden't
believe we can include today is the so-called "real estate
compromise."

There is a sincere effort on_the.part of the industry
to come together with a responsible proposal, and they have
‘made that proposal; but we don't have the numbers.

I know Treasury has a prcposal that you might want to
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discuss briefly, but I am fearful we are going to have to

come -back tomorrow morning and take final action on two

or three items.

Mr. Chapoton. Well; let me just mention, .as I think T
have mentiohed'before; our primary cancern in the real.

estate area has been on churning, and we therefore think

‘that the recapture -rules should be tightened on real estate. . |. -

Some”ef-thefindustry groupsrhave proposed;a lénqtheninqw;3

Qof 11§es, ‘and' the staff has con51dered a lengthenlng of the o
ilS-year llfe to 20. years, and~that_hasgbeenadlscussedgwlth;
'~some of the real estate groués.‘ | | ‘ |

' I thlnk we would thlnk a better approach would be- maybeirafi
a. shorter 1engthen1ng of llves to 18 years, ‘or so,»but w1th ,?ﬁvz
aa‘trghtea1ag;of;recapture} and;spec1£rcally we wouidﬂt;ghtea”f?ﬁ‘

_recapture'in'the-installment,Sale'area, so that ian_

property were sold on the installment basis, that,

: notwithsanding'otherwise being able to report the gain when

~cash if received -- when the seller receives the cash --

in recognition of the fact that the buyer will start a new-

depreciation over a new ACRS~period;Athat the seller should

"pick up immediately -- notwithstanding the installment basis,

that he is reporting on the installment basis -- should pick
up recapture; should pick up his prior depreciation. That
would be one rule.
The other rule would simply be to strengthen recapture.
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~on a sale. In the first case, the installment sale case, I

think we should talk about dispositions after the date of
enactment. Any other strengthening of recapture I thinku"
should be only with respect to property acquired after the

date'of enactment, but then'we WOuld simply say that if

straightzline depreciation is used -- now there is no
.recapture~é4 we'think?there.should be recapture; 'We>are:'u

.suggestlng on commer01al that the recapture be ‘a 12 50 rﬁf

recapture, that 1s, accelerated over stralght llne, but 'fv'n

;earnlngs—and—proflts llfe we use for commerCLal real estate.*

Now, that would 51gn1f1cantly strengthen the recapture N E

lrule for commerC1al real estate. o

j;The Charrman.: Senator;Bentseh25

Senator-Bentseh.>«Well;,I-think'somerf-what-

. Mr. Chapoton=says'makes some sense, insofar as the deferral

and in the installment .sale.

"But I am deeply concerned about the at—risk'feature.»

"~ that was brought into this before. I have been through that

fight a number of times in this committee} several years
ago in fact, with the predecessor of Senator Armstrong,
when they tried to put atfrisk on real estate, and Treasury
was supporting it at that time. This committee chose not to
do that.
I would hope} since it was my amendment to extend the
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depreciaticnfpericd out to 20 years from 15,1Whenjpreviously
it was 40 and_so‘Years; I felt stronglyl&e had gone'tod:
far in getting to 15 and ahonid-have Stppped at Zb,

But ifawe‘are'working ontja compromise; and I understand
the.realtorsiare,erkingznery hard to do;that; I hbpe'we
can comehup'Withﬂsomething.thatlwe«can all-agree tb;:_:
But-ihwculd;hope that_we“wonldﬁalsoﬁicOKiat;thehreét';

of the package, because I am concerned about the at—rlsk

feature. Do I understand you to say that that 1s not a- part f[w:

- of the compromlse that we - are trylng to work out’-

Mr. Chapoton.‘ The package I was descrlblng is. a .

A,Package w1th resPect to deprec1atlon of.real estate.;;?cdf_fﬁff;f
fare.perfectly,FOrrect; thernln;muh“tax;ae;ancgested thiai
=;séAAt6;lMayaiﬁah?aéeg”have;a*aiféétﬁiﬁpéaijbﬁﬁiéai;ésﬁa£§Aa5V?ﬁv-
--andvdoesthaVe#a-direct,impact=cnathe;at;risﬁ ccmcept.

eTherefore;;I'am~not saying it shouldn't be considered as a

part of the'package;'I-amrsimply saying>that,what:ifdescribedv
was qulte 1ndependent of that. . | | |

I thlnk the rules I have descrlbed are needed for
real esgtate generalLy, and then you just ought‘to dec1de,1.
with those rules in place; what you want to do in the
minimum tax area..

The Chairman. I have discussed this with Senator
Moynihan. I think there is some concern. My own view is

that we ought to try to package this and bring it out here;
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and get an agreement on it. And I think we are very close.

Senator Moynihan? ' I don't think you have any'quarrel

‘with what Senator Bentsen just;said, do you?

Senator Moynihan. Not in the least.

' Let me just ask Secretary Chapoton: in the'arrangemenﬁ-
»ﬁe'havé.on,the minimum.ta$; the at-risk provision»in‘réalﬂ_
1:‘eStaté;i§ ab;ogated§"fbr pﬁtposestqf théSe:péréonS'seekihgv_:f
_to-pay lesé}ﬁhan“tﬁeihinimum.téX~in consequéhcé of lQésesf_A”

‘elsewhere." ‘We say you can only deduct a real loss.

Mr. Chapoton. Correct.

SenathAMoynihan; fBut‘the'at¥riSk’proviéions*withf

' res§éct”to;féal;éstéﬁe,générally in‘the_Tax}Codejlwﬁiéhfis <L

to say]fof.puppqsésibf'theftégular income.tac} is not . -

1affected~in'ény»w5y_:f

Mr. Chapoton;‘iThaﬁ is correct.

Senatoi.Moynihan._'And,I'think;er. Chéirman,_if;we
could make cleaf‘&ﬁét‘l think would be cleér,'that this
committee doesn't in any way intend to affect the at-risk.
provisions for real estate transactions with respect to the
regular income tax; that there would be a measure of
equanimity or less a measure of alarm. |

Senator Long. Well;,my thoﬁght about that is that you
really need to see on a blackboard, or somewhere in writing,
a whole list of illustrative situations, to see what would

happen in a hypothetical set of facts; because if what you
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are talking:about'is,just that you are going to collect a
minimal amount of,taxes and not a large-amount, perhaps.

10~-15 percent of a person's economic income in taxes, then

I would have little sympathy for the person who says he is

adversely affected but if you expect to see a great deal-

more than that then I thlnk we. ought to take a careful

l'_look at 1t H{Jﬂ;

Senatorfirmstrongt Mr. . Chalrman,_iffI'could hitch-hike: |

o

.'on the thought whlch Senator Long has: expressed I-thinkfweJ
:need a great deal more than just seelng somethlng wrltten
Jon a blackboard 1n,some meet;ng>offithevfloor;or in'thel

'backproom~here¥t'*

I thlnk we need an extens1ve hearlng on this.. 'we are

}flddllng around wlth some very lmportant 1nterests of thlS s

country{';' o

I*donft‘wantnto'be presumptuous and say that. if the

‘Treasury Department and a bunch of the lobbyists and two or

three members of the committee work out a compromise, that

we might go off the rails; but' I have an uneasy feeling that

-everYbody that is affected doesn't even know we are thinking

about this. subject.

Now, I have just heard ticked off three or four things
which; as far as I know; there has been no hearing on, which
have been proposedAas a substitute for another measure which
the committee almost adopted a week ago; on which there was
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is put together out in the hallway Ouﬁ”here:ﬂand’td‘do&sb;}ﬁg%

-'without_thelbenefit.of'adequate»notice-to_péople whOJafé'ffA

“there are“sdmeuOtherfiﬁtereStsathétw if[£héy knew~wégﬁenejf

_working-on'this; would want to'bemheafdg 5

also no hearing.

Now; persdnally; my own predisposition is to think,that ,

' some change in the recapture rule is a good idea. And I

recognize there is. some churning .going on, and_maYbe‘that
the installment sale change is a .good idea. All of.this
may be wonderful, but I hope;‘Mr- Chairman, that.we will not .|

be asked'to‘the upon some kindfof a'prépackéged deal thatqu,;

affected by this orfwho'might be,"and‘an,eXtensivé;heafiﬁé;i(

And ndt"just'involving»reé}‘éétate'péople,,toq. I think f@fﬂl*i'

Senétor» Bentsen. T would -l»ike'- to"also ‘say tothe
Seqretafy: ‘T want té be_satisfigd that:wefha§e be§h ablé
to stop'some‘of fhe-abUSes, and that we ﬁéyeithe'fégulafioﬁs-f
of the law that will stdp‘tﬁe abuses>6n using historic
buildings as a real tax loophole.

You know, I have been a big supporter. of tﬁat
particular provision, and I continue to; but, again, I don't
want a 50-story building built behind some two-story historic.
site, and then have them charge the whole thing off in five
years.

Mr. Chapoton. .We are looking at that, Senator. The
five-year provision is not available any more, so it is the
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credit that I. think you are addressing. And as I déscribed

earlie;;,l think the law would prevent'the case you have -

_described. But we want to make certain that it is not open

enough that. someone could claim it even though we think the
law prevents it. -

‘The Chairman. = I understand they_haye'the revenue

‘estimates., ' Senator  Heinz, could you announce. those, or

reveal those, disclose those, whatever?

';Mn;hgqradngtﬁMr; Chairmah;fthe,prelimiﬁarylestimateliSaA ;
>aPP?OXimateiy_510 mi1lion‘a yeax.fOfTSenatOr'Héinz' V
H-pfbpdsal}.fWe ére.going tovhévé't§=d§'a little ﬁore work .

g Senétérﬂﬁéini.rer; Chairménilif;it tﬁrns’Cut'that;tEQSegi
vﬁumbef;mé:efcompletély.oﬁt of-the-ballpArk;fthat the? hafeﬁ'

dropped a decimal point ‘on the wrong side, we could certainly A

reconsider this on the floor. But if they are in the
ballpark generally; I would hope we could adopt this.
.The Chairman. Weli; I have no objeétion. You will -
have more definitive figﬁres in the morning, I assume.
Mr. Gordon,; We hope so.
‘The Chairman. Right. We can do it on that basis.
Well, in ahy event; I‘have a farm meeting at 4:00 --
we are trying to work out a farm bill that is rather
important.
How many will be gone tomorrow? Everybody will be here
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morhing;Aright?

I thinkéwe will meet tomorrow at 10:00. We would like
to.take.up;truck taxes in‘the'mofning..

Senator Mitchell. - Mr. Chairmaﬁ?

‘The Chairman. - Senator Mitchell?

‘Senator Mitchell. Could I just bring up two matters --

" oOne on_whichQI‘fhink,there‘is-an agreement; and oﬁefon,which-
| I think there may be one? I had better wait until

~Mr;fChapotQﬁfs.atténtiqnfisfwithius; -

TheffigstAisithe nﬁélgéiﬁpléntsdegommiséiohing,dostﬁ..
I uﬁdéfStandfzﬁf:fChéédﬁdﬁiiéhatfagkégreement_has;béeanorked )
~ogtith$t i§Jséﬁisféctpry{tptfféééury} ' |

M¥; Chabo£on;_‘Tha£‘ié éé;féc£; 

| :Sénz‘i.i:o‘ft Mltchell‘ Right. -

‘Mr. Chéirﬁan; I jﬁst wanted:tp-notefﬁhap,-so that that
could be incluaed in fhe package, | | .

The other_itém‘I Qould’like_to»inquirevabout iS'thG»
charitable cohtrib#tions oﬁ'appreciated prOperty,vto findAout
what the penalty situation is.

Mr. Chapoton. Right. I understand the'concefn. I
think Senator Moynihan has expressed a similar concern, and
I believe Senator Danforth; also. So we are looking at that
further.

I understood it was suggested that maybe this rule could

apply just to contributions within the three-year period.
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That would give us a good deal of concern. We think the

original rule that was part of the original package, that

_no deduction for appreciation on non-traded property, if

given within the first three'years; would be-allowed. - .We
think that rule took care of?ﬁhe basic problem we were trying
to address. But we-have-no gone away\from that into: this.:.
cher'rule;‘thchfis1rather stringént.:.

It says; if you overvaiue byvmore“£han 150‘per¢énﬁ-offui”

.trﬁé*value;fthen no%dédUCtioﬁ at~d1l;1,Fbr-édme tyPéSlofg-”i-

property; we.ﬁnderstaﬁd'that could be a-préblém,

So, ‘let us work inhouse”ébmé*more;;then‘wQFWiiI'wdgk{;';f:'U
with your~staffs'andﬁsee,ifnthére'is'any»féfinémenﬁﬂbfﬁthatxj;7“

‘that we might suggest.

;Séhétbr:Manihan. ”ﬁr{‘Chéirﬁéﬁ;'cOuld Wé_lgavéjifijﬁStf 77
that way, in@that Senator Mitéhéll‘and’i and others who Argr"
intérested.&ill meet with Mr,'Chapoton when “he isffeadiiﬁo-
talk? I thigk we are very close to,an agreeﬁemt héré,  ‘
don't you?

Senator Symms. Mr. Chairman; could I ask a question?

Buck, have yoﬁ had any contact with the land-grant
colleges?

Mr. Chapoton. We have had the colleges represented iﬁ
the discussions with the President's Council én Arts and
Humanities. We haven't met independently with the land
grant colleges, no.
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B ‘Sena£or Symms. I have been told that the land grant
colleges have some proﬁlems. I would ask you to look at
that with the rule that we adopted last weék; that they have
not been part of the abusg) and that they have gét some
problems. I don't know what is, I would have to find out.

Mr. Chapoton. The approach adopted.last Weék,goes:

'furthe:;vdéals.with the whoie‘p:Oblem,oﬁ thé_valuationf

»questibp; and it deals withfit:in a pretty strong way.

,gWewwill.takeya:1ookfattthat~furtheré

' “The Chairman. - All right, then. We will meet at

©10:00. - If it is possible, if we could- all be here about
;lO:QQ;ﬁméybe{ﬁe could: conclude what we are doing. on the

‘revenue side.:

Thep;;I'understand thét.SehatOerailop,fwhO-has:aH:

- direct in the truck matter; and Senator Symms‘will‘bdth be
_gbne,tomorrow} so we may not be able to. do that tomorrow. -
Maybe we can go to the R&D credit .after we'finiéh the - -

other matters.

Then; we are still hoping to get to insurance this year,
if the insurance people will let us.

Sehator Symms; Mr. Chairman, in all seriousness, I will
be here tomorrow morning.‘ I want to leave tomorrow
afternoon. But I'm afraid Senator Wallop won't be here
tomorrow.

The Chairman. All right. Well, we will be flexible on
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that.:. _{I‘hankv you.
_(Whereupon-,, at 3:57 ‘p".m’_.;,' the markup. s}ession-fwas

recessed';_ to resume at 41_0‘:_00:;a.m;'; ThurSday; March 8, 1984.).
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This is to certify that the _foregoi_ng procéedi;f;gs"-off';~as
markup se_ssiof}. of the-Co_mmit-tee on E.‘iria,n_ce,' held ion' - |
Mafch 7, 19'8'4; .in r’e:'a D_eficit Reductioh PrOp_c;sals,' vwevre
held as herein appears énd vltha.tv this is the origj_.nélﬁ .

transcript thereof.
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