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EXECUTIVE COMMITTEE MARKUP SESSION ON BUDGET DEFICIT
REDUCTION PROPOSALS

THURSDAY, MARCH 15, 1984

U.S. Senate

Committee on Finance

Washington, D.C.

The committee met, pursuant to recess, at 9:40 a.m. in
room- SPp-215, Dirksen Senate Office Building, Senator Robert
J; Dple (chairman) presiding.

Present: . Senators Dole, Packwood, Roth, Danforth,
Chafee, Heinz, Wallop, Durenbérger, Armstrong, Symms,
Grassley, Long, Bentéen, Matsunaga, Moynihan, Baucus, Bdreh,
Bradley, Mitchell and Pryor.

Also presént: John Chapoton, Assistant Secretary for
Tax quiéy, and Ronald Pearlman, Assistant Secretary for Tax

Policy, U.S. Department of the Treasury; Dr. Robert J. Rubin,

Assistant Secretary for Planning and Evaluation, Department of

Health and Human Services; Dr. George Schieber, Director,
Office of Logistic Policy, Health Care Finance Agency.

Also present: Roderick DeArment, Esquire; Michael Stern,
Esquire; Richard Belas, Esquire; Donald Suswein, Esquire;
Clint Stretch, Eéquiré, David'Hardee; Esquire; James Wetzler;
que Brockway; Sheila Burke; Ann Moran; Richard Gordon;
S£uart Dorsey; Randy Weiss; George Pieler; George Yin; Bob
Hoyer, and piil Wilkins.
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The Chairman. Let's see now -— I think we have an

agenda here. We believe that many of the items in the first
grouping can be -- where is Treasury?

(No response)

The Chairman. I think while we are waiting for
Treasury; if there is no objection, we will agree that the
targeted jobs credit extension be for a period of three
years.

Senator Chafee. Mr. Chairman. It seems to me we had a
vote; didn't we? And we defeated three years. If people
feel strongly about it -- you have said more than anybody in
here that the ohjective is to try to save some money in
these programs. You also said; and I thought rightfully,
thaf if this program came up as an appropriation, it
wéuldn't get out of the blocks.

So what we are doing.is embarking on a long program.

We haven't questioned that we are keeping it; the guestion
is, how long?

I wanted one year, and then Qe got to two years, and
now suddenly we are at three without a vote. I don't see
how these things work. Are we going back and reviewing a
lot of these things that way?

The Chairman. .NQ' I hope not; But during the course
of the afternoon that was undertaken by Senator Heinz and
his staff, to'pick up 11 votes on the three-year extension.
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I assume there are 1ll. votes for a three-year extension.

They can move to reconsider it. |

I still have concerns about the program;4and part of
that request would be that we requested a GAO study. I view
it as peossibly a very useful;program; but with a lot of
doubt. We don't have any studies on it. We understand
it will take at least two years for Treasury to pull that
information together. And that's why I have agreed with
Senator Heinz; unless there is. some objection; to go to
conference with three yeafs. There is nothing in the House
bill."

Senator Chéfee. They have got zero?

Well; Mr. Chairman;_let me try one thing on you.

(Pause) |

The Chairman. All right. Without objection, we will
agree to that.

Buck; are you‘feady on a couple of items that Senator
Bentsen had pending? They are in this first list. I
understand one you have worked out;_and one you can't work
out.

Mr. Chapoton. I think the 6166 change that Senator
Bentsen -- I think; Senator Bentsen; the Chairman had asked
me about the items thét you had_raised; the installment
payment of a:State tax change on a holding company. I think
we have worked that out;'as I understand it.
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The Chairmap. " What number is that on the 1list here;
Rod? Is that on the agenda?

Mr. DeArment. It was last night.

The Chairman. " Right., I think it is here; I just don't
recognize it. - |

Mr. Brockway. It is a carryover from yesterday. I
don't know whether it is on the list as such.

The Chairman. - All right.- It was on the agenda; I know
that.

Is that okay with ydu;}Lloyd?

Senator Bentsen. Yes.

The Chairman. 'Thén; without objection we will agree

 to that propoSal} even though it is not listed here; it is

on the agenda.

Now; what is the second one?

Mr. Chapoton. Well; the second one is the one that
Senator Bentsen and I discussed yesterday} and we have not .
been able to reach an agreement on the Gulf Coast Waste
Disposal Authority.

Senatér Packwood. Which one is that?

Mr., Chapoton. It is the Gulf Coast Waste Disposal
Authority tax-exempt financing of existing pollution control
facilities. -

Mr. Chairman; I did not have a chance last night to
meet with the repbesentatives, but they had meetings

Moffitt Repor;ting Associates
2849 Lafora Court

Vienna, Virginia 22180
(703) 573—9198




@

10
1

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

25

5
yesterday. I didn't have a chance to meet with them last.
night. " But I don't think what had been discussed with the
representatives of that Authority -- I don't think we are
going to be able to reach an agreement. -

The Chairman, ' All right, let's defer that one. What
number is that on this list;_Rod? We have an agenda here;
what number is it? Oh;}it!s not on the agenda. All right.
We can't scratch anything off.

Well, let's defer that one.

Let us start with nﬁmber 1 on the agenda; the
clarification of the general prepayment rulé.‘ Has there.
been any resolufion of that? You have been working with
Senator Boren,

Mn. Chapoton. " Yes. There has beén no resolution of
tﬁa’tf ' Senator Grassley has a modification to Senator Boren's
proposal and/or it might be considered a modification to
our original prcposal;,which would-say that no more than
50 percent of the expenses related to a business activity
in a year could be prepayments. Now; that could be an
amendment on either of our‘proposals.

We are opposed to Senator Boren's amendment or
modification of our prepayment rule. Senator Grassley's
amendment is acceptqble to us.

The Chairman. ~ I thought we adopted his amendment,
Senator Grassley's amendment.
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Mr. Chapoton. I'm sorry; I believe you are right. I
believe we did adopt it;,Mr. Chairman.

The Chairman. Well; Senator Boren isn't here. Number
2;_I think we are still working on. Number 3 -- that was
raised by Senator Heinz; who is not here. And Senator
Wallop's is number 4. What about number 5; Treasury tax
compliance proposals?

Mr. Chapoton. We have a list.

The Chairman. Do we have the list? Dave?

Mr. Brockway. There.are several items that have been
discussed with the Administratioﬁ --ithe various staffs. It
would improve compliance.

The first is an item dealing with promotors of tax
shélters; requiring that they:wegister the tax shelters with
tﬁe IRavsynilar to their SEC filings, and they would have to
provide a machine—readable form identifying the tax shelfer
and its dollar wvalue and certain other information, sending
that to the IRS and the taxpayer.

There is a second item that would require that a trustee
of an IRA would be required to identify the year in which
the IRA contribution was attributable, and provide that
information to the IRS and to the taxpayer.

The Chairman. VWell; I guess the point is that Treasury
and the Joint Committee reviewed these carefuily?

Mr. Brockway. Yes. It has been worked out with both
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7
our. gtaﬁjf,.,,the. Trea_su,ry; and the Minority and Majority staff.

The Ch@ixman, " Without objection;Ait will be agreed to.

. Number. 6?2 As I understand; that is a technical change.

Mr,JPeaIlman; " Mr. Chairman;lit is a technical change.
We have one aspect of that change which we are not in
agreement with.

The Chairmané 'Well; let's agree on the part you are
in agreement.with;’

Mr. Pearlman;_ All right. -

The Chairman. ' We afe going to forget a lot of these
things or we never are going to finish the bill.

Mr.‘Cﬁapotén. " Mr. Chairman; I think our staff person
that worked that out is not here. I think we had better wait
a minute on that. -

The Chairman. " All right. Let's move on to the
30ﬁper¢ent withholdipg on tax. That has been worked out, as
I understand.

Senator Cﬁafee. Yes; that has been worked out;

Mr. Chairman: We had a.meetingAwith Senator Wallop, and we
agreed on a phase-down as foliows: That on passage‘of the
legislation; actually on March lSth; the tax would go to
5 percent; in Calendar 885 to 4 percent; and in Calendar 86 to
3 percent. In Calendar 87 to 2 percent, and it would be
1 percent for the first six months of '88; then, on July lst,
it would go to zefo.
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Mr. QhéPQtha f¥e§,..Thgt i§ certainlg_gh,gcceptable
approach. to us.

Senator Chaﬁeel_let me mention on other thing<: I would
like to consider it further and then maybe come back to the
committee on.it;_and that is the resourcing rule that has
been adopted by the committee already. It is a good change
in the law;'-We like it. It has the effect of denying the
foreign tax credit for taxes paid to the Antilles.

I just want to point out -- I don't have a solution to
it;,butAI do want to poin£ out that while this phase=-in is
coming in it will make Eurodollar financingsiithrough the
Antilles more expenéive during this phase-in period, and I
would like to consider the possibility of phasing that
change in while this other is phased in.

| Senator .Chafee. Well; that makes sense to me.

The Chairman,  All right; then. As I.understand it,
there is an agreement on that with Treasury and the
opposing views. Is that correct?

Senator Chafee. That's correct.

Mr. Chapoton.. That's correct.

The Chairman. Without objection; we would agree to that.

Number 8? I had.asked Treasury to figure out some
substitute on that luxury car proposal. It seemed to me that
the one we were considering was less than a balanced
approach. And I fhink Treasury now has a proposal that
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picks up.éubstantially more revenue.

Mr. Pearlman. Mr. Chairman; what we have done in
response to your request; we have taken our prior proposal,
which you might recall is an across-the-board rule that
applies to all so-called "mixed use" property. It would
include automobiles --wwhatever price -- it would include
aircraft; yachts; and so forth.

And the proposal that the comﬁittee‘has.adopted would
have used a 50—percent threshhdld; and said that if business
use were less than 50 perceﬁt; that the taxpayer would not
be eligible for ACRS deductions. 1In the case of a car they
would use standard mileage rates for the deduction for
business use;'if it were some éther,asset; it would be.some,
more extended depreciation schedule.

| We have raised that threshhold from 50 percent to
80 percent. So what we are saying is; if a car == a.car, to
use an example -- is not substantially used for business
purposes; then if you are under 80:percent that you would
have to use standard mileage.

In addition to that; we have added a presumption that,
if the use is less than 50 percent, business use, then --
excuse me. Let me say that again.

That in every case we presume that there is no more than
50 percent business use. That is, we try to shift the

burden to the taxpayer to demonstrate factually that indeed
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the use is business use. It is purely a proof requirement.
A And we have fried to tighten up some of the tax
reporting nules.

We estimate those changes will raise $2.5 billion over
a three-year period.

The Chairman; " Instead of the $500 million in the Baucus
proposal?

Mr. Pearlman. ' That is correct.‘ And the reason for that
revenue.shift; the principal reason for .that revenue shift,
is the increase of the tﬁreshhold from 50 percent to
80.:percent. -

| Senator Paékwodd. Mr. Chairman?

The Chairman. Senétor Packwood?

Senator Packwood. I think I like the idea. Would
yéu run through it once more and tell me -- you shifted the
burden of proof; so that the user must prove what?

Mr. Pearlman. Must prove that indeed the automobile
was used for business purposes.

Senator Packwood. All right.

Mr. Pédarlman. And all we are saying, Senator.-= and I
don't want to represent to you that thét puts an undue
burden on the taxpayer. I am not sure it is a terribly
onerous burden; but what we are saying to the taxpayér is,
when the revenue agent comes into examine; he is going to

assume thatithat car is used no more than 50 percent of the
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time for business.

Now; he may indeed challenge even the 50-percent use.
He may. say it is not used at all for business. But he is
not going to buy into any representation that the car is
used more than 50 percent for business until‘the taxpayer
proves to him othgrwiSe.

Sen&tor'PackWood, All right. I understand that part.
-Now let us. say it 'is used 60 percent for business. Tell me
about your 80-percent threshhold.

Mr. Pearlman. ' Sure. If it is used any less ~-- if it
is not used at least 80 percent for business. So using
your example; let's assume it is used 60 percent for
business. Thén; under current law today} the taxpayer
would be entitled to ACRS On 60 percent of the cost of the
ca%;3and the investment tax credit on 60 percent of the

cost.

We would say the:only thing the taxpayer is entitled

to .is standard mileage rate on the 60 percent. So what that

does is cut down the tax benefits -- presumably cut down the

tax benefits -- that will be derived from the taxpayer to the

extent of the business use, to using the standard mileage

rate,

Now; there is a depreciation piece to the standard

mileage rate; but it is going to be smaller.

Senator Packwood. A last question, then: If you used it
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40 percent for bpsinesg;_yqu would just take a per-mileage
dedpctiqn?
Mr. Pearlman, Exactly the same way. That is correct.
Senator Long. "I just want to put my two cents' worth
in here, -

This just. shows how we come to do some of these things

- that really make no sense at all. We startedu:out where we

were going to tax the guy who drivgsensLSQ;OOO Rolls Royce.
Now;_by golly;Ayog_are going to tax the guy that drives a
Chevette. ‘SQ;_you have.éome guy going out here who must
use his car for business. Now;_according to testimony we
have had;_only ébout 2. percent of the people get audited.
But if you happen to be one of the poor souls that get
audited;‘the odds are overwhelming -- ydu're stuck; because
tﬁe burden of proof is on you, and the presumption is that
you didn't use it for business. All the wheels are set
against you. ' So just every little soul::around here gets
stuck,for«yjugt having a Chevette; but we started out where
if he had a $150;000 Rolis Royce he was going to pay
something. That made just a lot -better sense to me.

But now you are getting down to just anybody using their
car for business use. If he gets picked out for audit, the
odds are overwhelmingly against him. And most of the people
will go right on claiming the deductions. And if they don't
get audited, they will get away with it.
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Mr. Pearlman. Senator;,we are concerned about that,
very concerned about that. But we have included in the
package. some. stricter standards in terms of filing that tax
return. For example;,we are going to make it clear -- we
propose. to make it clear ~- that the taxpayer has to keep a
log of his actual business use.

Senator Long. The guy has got to keep a log; right?
Not only does he drive a Chevette;_heAhas to keep a log?

Mr. Pearlman;_iThat is correct. That's right. And
that he will have to indiéate on his return that indeed the
deduction was based --.Wwhat is being claimed is based on
those records. - SQ;_if.the.revenue agent does examine and
finds that that date is not available; then that taxpayer
may be responsible for penalties for having been dishonest
oﬁ.his return;'

Senator Long; "Why don't we just make it uniform and
just say that you can't deduct the expense of using an
automobile in any event. 'Now;‘how much would that pick.up
for you? . |

Mr..Eearlman} 'Senator;AI'm~sorry; I just don't have
that number.

Senator Lohg; 'Well;Awould you please get-that? Because

it seems. to me,,if,we are that hard-up for money;'maybe we

~just ought to treat everybody the same. Because this is

certainly going to be unfair and complicated.
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Mr. Pearlman. That.would,be.simple;;,certainly.

But;_Senatox;.we would have some conceptual problem with

. saying that a business asset, that a traveling salesman who

uses his car in business doesn't get a deduction for that
car. 1Is that what you are suggesting?

Senator Long. 'Well;vit.seems to me as though it would
be a lot fairer just to. say that nobody can deduct it. So
thén;_if you have got a traveling,salesman;,okay;_you just
have an expense you can't deduct.

But you are proposing to.say;.you would have it that
he has an expense he can't deduct if he doesn't use it more
than 50 percent of the time.

Mr.'Pearlman; ‘Well;_wé are. saying that we think current
law does not allow the taxpayer deduction for.personal use.
Bﬁt we recognize the taxpayers are claiming deductions; when
maybe the facts won't prove it. We are simply trying to
toughen up the rules. -

Mr. Chairman;llet me mention one thing to you;;thatxl
am advised that the revenue estimate that I gave you just
a moment ago may be off dramatically. Now I am being told
that it may be in the run of some $600 million. I apologize.
We are trying to check out that revenue estimate. I am sorry
for that error. -

The Chairman. We have raised it now. Let's just pass
over it and come to some of those we can clean up. We have

Moffitt Repoﬁing Associates
2849 Lafora Court

Vienna, Virginia 22180
(703) 573.9198




10

n

12

13

14

16

16

17

18

19

20

21

22

23

24

25

15
to come back to this either in closed session or open
session and figure out how we are going to raise some

revenue,

Senator Long. I have Jjust one further question about

“this.

" The Chairman. Yes?

Senator-Long. = Is Senator Baucus for the Baucus
Amendﬁent as you would modify it? Ndw; that is not to be
said it is Baucus's deal; I have been importuﬁed to vote for
it. Is Senator Baucus fér this thing now; the way you have
got it now?

Mr. Chapoton. The Chairman asked us to come up with
a proposal that is an alternative to Senator Baucus's |
proposal. And what Mr. Peariman_just described is that
aiternatiVe.

Senator Long. Well now; have you explained it to
Mr. Baucus and tell us whether ke can support it or not?

Mr. Chapoton. No; we have not.

Senator Long. That is good to know.

The Chairman. Let's go on to Number 10. As I
understand; some of these are just technical. So let's
try to mové on them very quickly.

Mrf:B?ockWay;-. Well; there are several issues on this.
The rules apply to distributions pursuant to a.idividend

declaration after the date of enactment. One;_there is a
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question of the general effective date. . I think at the
staff level it was felt that it would be better that that
would apply to distributions after date of committee action
for that;,and also distribution of the discount obiigations.
But the more controversial issue has to do with the

transition rule that applies right now;‘I believe;}to

. situations. where the taxpayer is incurring significant

expense in a. tender offer;land it would apply to
distributions of royalty interest. ' It would have a. special
transitional rule. -

There is some concern that that be extended to
distributions of‘any,assets. jALsQ;AmyAunderstanding is that

Senator Heinz has. some difficulty with any transitional

. rule in. this area. |

- The Chairman. ' What was it you. said Senator Heinz had?
Mr. Brockway. I had understood that he had some
question about whether there. should be any transitional

rule for thé rules dealing with distributions of royalty

-interestanniéther interest in the course of a tender offer,

whether thaE transabtion.should be grandfathered.
Senator Heinz; Thank you;‘Mr.vBrockway. That's right.
I think that this whole issue is probably going to be
addressed. through hearings‘shortly;_fAﬂdAEf’I had to guess; I
anticipate. that there will be legislative action on the

Senate floor that will put all of these propositions on hold
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for a while,

So it is my.inclinatibn not to pursue that’issue at
this time. We will have the time to deal with it.

Mr. Brockway. ' Very good. Then;lwe would suggest
changing the gffective date to distributions after the date
of cpmmittee action;_but making it clear that' the
transitional rule applies to distributions on a generic
basis not iny.tb royalty trust assets but other assets of
the company;_whére fhere has been an announced tender offer
with regard to the.stock. 

Sénator.Bentsen. ~ Where there has been what? I
couldn't hear you with all of the talk.

Mr;fBrockway; " Where there has been an announced tender
offgr with respect to ﬁhe,stock. " Not only the taxpayers
tﬂ§ﬁ haVe made the tender:..offer but other possible acquirers
of:that.same corporation .would be grandfathered; And al$Q;_
it. would not be limited to just royalty interests; it could
be any assets of the distributing corporation. - |

The Chairman. Is that satisfactory? Is there any
problem with that? .

(No response)

The Chairman. " Could I ask Rod a question? On the
Olympic check—off.now;,as I understand;Awe are talking about
if you have a refund coming you can make a check; and they

take it out of your refund. Is that correct?
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Mr. DeArment. " No. .

The Ch.a.i.rmaan; - Why ;c_lé.n.-':tx we. juSt h.a.t,ve them take it out
of the refund? . Then you don't have. that pfoblém,:

Mr. DeArment. The way: that’ Senator Bradley proposed
it;.it is essentiélly everybody that checks a blank;_there
is an appropriation of one dollar.or:whatever the amount is.
Is it one dollar?

The Chairman. That becomes a Federal --

Mr. DeAmment. ' Then the Federal Government appropriates
for each person checked.j So if 60 million people check that
blanM;Athere is a Federal appropriation of $60 million.

An alternative that I'know the State of Virginia
adopts on their form is;4for certain purposes;Aand it is
certain wildlife restoration purposes; you can designate
a portion of your refund. And they do the same thing for
the Democratic and Republican Parties in the State of

Virginia, " So you check off and designate:a portion of your

The Chairman. " But if it is a refund;~then it is your
money .

Mr.'DeArment; " That is correct. -

The Chairman; " It is not. the governﬁentﬁs money you are
contributing.

Mr. DeArment. ! Thiat's. right. It is not an appropriation.

Senator Long. ' I. think I could go along with the refund,
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Mr. Chairman;_it we copld quee on that.

The Chairman. . Well;,that has not been finally deter—
mined. We might discuss that with Senator Bradley. It
would seem to me that then you are actually making a
contribuﬁion;‘not taking the money you owe the government
and saying the government ought to make thebcontribution
and be directly involved in the Olympics. So let's take a
look at that.

What about No}_ll?

(Pause)

Mr. Brockway: We have a list.

The Chairmén. 'Well; are ybu ready for 12?

(Pause)

The Chairman. Before we do that, I understand Senator
Béntsen says you may be prepgréd to dispose of the top-heavy
pension item.

Senator Bentsen. What we had there, Mr. Chairman, we
in TEFRA passed a law to try to stop the use of pension
tax-deferred funds as a tax shelter and create more parity
between corporate and noncorporate plans.

But we had some unintended results in TEFRA, and it
resulted in some rather harsh situations. What we have
now tried to do is to work tﬁat out and make it practical,
where it will work. And I think we have been able to
accomplish that.
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We have gone to great lengths;_alsp,,to make it revenue
neutral;:ﬂm;we had fifst proposed it in my piece of
legislation; along with Senator~chafee; it was going to be
rather an expensive proposition. But we have made a number
of proposals insofar as the tax indexing from the 90;000.
Rich Belas has been working on that.

The_Chairman, jRich; can you comment on this?

Mr. Belas. Essentially;_the revenue-raising portions
of it would be to close a loophole dealing wi#h when you
have a money purchase pension plan and another defined benefit
plan;_to.Sayythat it can be no more than 25 percent of
compensation.

Second would be;to ffeeze the Section 415 contribution
limits through 1987, as in the Ways and Means bill.

Third;,there is a repeal of the $100;000 exclusion from
the estate tax for pension plan payments.

Senator Bentsen. The other one was; I wanted to be

sure that we assisted some of these plans by incorporating

Treasury goes ahead and gets the regulations out; that then
they will have to follow through with the amendment of the
plan. Would you comment on that?
Mr. Belas. "I think Treasury should probably comment on
when they think they can get those regulations out by.
Senator Bentsen. ~ All right.
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Mr. Chapoton. Senator; I am advised that it will
probably be the end of the year before the regulations are
out.

Senator Bentsen. Well;_I would like to see; then, that
we be allowed to incorporate these top-heavy rules by
reference in plans; with the understanding that Treasury has
to get it out by the end of the.year, get the regulations
out by the énd.bf the year.

Mr. Belas. The rule; then; since plans do not have to’
be amended until nine months éfter the beginning of the year,
they would be allowed to incorporate by reference if
Treasury has not come out with regulations by the end of
1984.

Senator Bentsen. That is fine with me.

Mr. Chapoton. That is fine with us.

The Chairman. Well; I understand Treasury is aware of
what has been worked out?

Mr. Chapoton. 'Oh; yes; and we do think.that éenator
Bentsen is absolutely correct; I think the. top-heavy rules
have caused some problems. We have been working for some
time to see how we could modify the rules, and we think this
is a good change.

Senator Bentsen. I have another concern, and that is on
the qualified renewal loan issue.

We have a situation there where some people have had
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problems in trying to raise the money to pay it back, and
I would like to see it as Senaﬁor Chafee and I had proposed
originally; that. some extension of time be given there.
We had originally proposed 1988;‘35 I recall; but I
am willing to listen to a compromise with Treasury. But I
db think that they need some time for those who have had
difficulty raising the money to repay the money borrowed.
Mr. Chapoton. Senator; we are opposed to that. I
remember it was giyen a time; I believe a year, after TEFRA.
What you are proposing ié a further extension of that year,
and we simply don't think thatﬁisneéessary. We agree with
the rest of the,package}_but I don't think this is really
part of that package. This is a separate element of it,
and we would not like that.

- Senator Bentsen. 'Well; Mr. Chairman, then I would like
to push for that; if it is all right with the co-author of
this particular legislation. Instead of pushing it onto
1988, which we had originally proposed in our bill, I woula
like to . see if we can't strike a compromise on this and
make it until -- oh —- the end of 1985. Give them time
to repay these loans where they have had problems raising
the funds. And that's three years sooner than we had under
the legislation we proposed.

The Chairman. Everything else is agreed to?
Senator Bentsen. Yes.
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The<chairm§n.. Well;,as I understand, there is no
objection to any other provision; is that correct? So why
don't we agree. to those provisions; and why don't we agree
to this 1985. We could have a vote on it; but --

Mr; Chapoton, 'Wel;;_we would certainly like that better
than a longer extension. These are people who have had loans
before;‘people after the rules changed -~ they have an
advantage and have had an advantage over the others already.
I think we ought tq keep it as low as we can. If the
committee decidés,'85; thét's fine.

Senator Chafee. The problem is that some have paid them |
back, isn't itz |

Mr. Chapoton. That's true; some of them have paid it
back. ' But the law has required them to pay it back.

Senator Chafee. And we are giving the others an
extension. I am not going to quarrel over the 1985.

Mr. Chapoton. " They still have to pay it back.

Senator Bentsen. They still have to pay it back, and.
some have had trouble raising the funds.

Senator Chafee. All right.. I am amenable to Senator
Bentsen's proposal.

The Chairman. All right. Without objection.

Senator Moynih;n?

Mr. Chapoton.. Mr. Chairman, would it be possible to
limit that to non-key employees? I mean, the problem has
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been in the key employee area.

SenatorvBentsen;_would that be acceptable to you? I
mean;_we are giving theﬁ.something the law has already
denied them, -

Senator Bentsen. All right, I'll go along with you.
Fine.

The Chairman. Senator Moynihan?.

Senatox Moynihan;- Mr. Chairman; under TEFRA we imposed
limits on the amoﬁpt of pensions that could be available to
employees undeéer a qualified defined benefit pension .plan,
$90;000 at age 62;_and then by steps to.é lower leveél. The
limit at age 40 is $26,741.

Eater;wwé adjusted this to permit airline pilots to
receive larger. pensions in this schedule; beéause they are
réquired to. retire before 62.

There are a fair number of police and fire departments
around the country where at 20-year retirement at age 40
or later the pensions actually are-higher for executive
personnel than the present law allows.

All these situations would be resolved if we permitted
a $40;000 limit for persons retiring earlier in police -and
fire departments at the éxecutive levels.

The Chairman. Does Treasury have a comment?

Mr. Chapoton. Yes.

Senator Moynihan, this problem has come-up. You are
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right, the limits cut back if they retire before age. 55.
The theory; of course;.is that. we have a_limit; and a receipt
of a pension earlier than that obviously has to be
discounted to make it consistent with the limit at the later
age. " These people will retire; will get other‘jobs; and will
createnother :pensions. I think we have to recognize that
fact; that while in total dollar amount it is different, they
are retiring. at an earlier age;Aand they are going to --
in all probability; a1most‘a certainty‘-— generate another
pension.

It has been. suggested —-- and I.don't think it has been
done;_but it is in the House bill -—lﬁo'make it such an.
exception for airline pilots;_because of the theory that
they are méndated for early &etirement.

Senator Moynihan. The House has made an arrangement
for airline pilots.

Mr. Chapoton. '~ That's right; the House has done it for:

airline pilots. " But we did not like that;_although we could

. see a reason when early retirement is mandated.

In the case of a policeman or fireman; it is not so
mandated under the law;_and frankly the argument was made on
the House,;ide that because of their occupations they ought
to be given. special consideration. But from the pension
standpoint; they are getting a benefit that others do not
get. -’
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The Chairman. You are opposed to the amendment?

Mr. Chapoton., ' Wé are opposed to the amendment.

Senator Moynihan. I don't know if I just want to leave
it there; Mr. Chairman. These arerccupations; police and
fire; which for good reason have limited-périods. As part of
the understanding; you retire early, and they desire that
they retire early.

"The Chairman. Well; I would suggest —-- it may have a
great deal of merit; but if we don't stop opening up the
program here; we are never going to finish the bill. What
I would like to do is to reject all‘of these amendrmients and
let Treasury take a look at them} and see where we are.
Everybody can bring up four or five little things they have
got on their minds. We need £0'finish,\hopefully, by 4:00
téday. Is there anything you can work out between now and
this afternoon?

Senator Chafee. Well; Mr. Chairman, I think what
Senator Moynihan is proposing ds.undermining what we were
doing last year. ‘The airline pilots -- we didn't even
take them up in this committee. . They took that up in the
House. That is a unique situation, because by Federal law
these people have to retire.

But with the policemen and firemen; now we are getting
into another whole category; and everybody else can fall in
under it. The policemen and firemen aren't mandated to
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retire. ‘Xes;,they_might retire. But. so do a lot of other
people. -

So if we are.starting down that path; we might as well
repeal what we did;

The Chairman. 'Well;Ado you want to vote?

Senator Moynihan. Could we have a show of hands}
Mr. Chairman?

Mr. Chapoton. As I understand the amendment; it would

allow -~ say the Section 415 limits don't apply to policemen

and firemen. . I guess basically it would say they could have
a $40;QOO limit whenever they retire. So the cutback from
age 55 would nof cut them below $40;000.

The Chairman. Is Senator Chafee correct? Would you
start unraveling -- ?

Mr. Chapoton.  Yes. It is inconsistent. It'is providing

a special exception to the limits that we adopted in TEFRA,

for policemen and firemen.

Senator Chafee. And right on the heels of this,
somebody will come with the sanitation people, who are in
exactly the same category.

The Chairman. Well; those in favor indicate.

(Showing of hands)

The Chairman. Those o¢pposed?

(Showing of hands)

The Chairman. - The Nays have it.
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‘ Sénator Moynihan. | I think I lost four to three.

Boschwitz is voting;,Mr.‘Chairman.

(Laughter)

The Chairman. 'Letls_go.to.Number‘ll;:transition rules
on public property leasing. 'Are wevready.for that?

Senator Danforth. "Mr. Chairman, I regret to say that
I was not here at the beginning of the meeting when;_as I

uriderstand it;,Senatof Bentsen. suggested expanding the

-provision_thatfis already agreéd to at théfstaff“lével}_at‘

least;‘with_respect to Section 6166 and the deferral of

payment of_éétaténtaXés;jandfthat he proposed certain-

- expansions of that provision;,and.that Treasury. said that

it woﬁldlaérééW&ythe‘ex@éﬁsibnifprbvided that: certain
changes were made in. 61664 ¢

I don't know exactly what the~discuSSibn*Was}‘but I
do understand that that ‘has presented at least some
questions. I hope that we could work that dut ahdAthat.I
could be part of the negotiations before we agree to it.

The Chairman. . Fine. We have agreed to it;,but if they
can't satisfy your concerns. we can raise it again. -

All.right;gletﬁs go ~-- Number ll;,fast.

Mr. Yin. -‘Mr. Chairman;,these are a number of minor
technical modifications. to public'property>leasing that have
at least been approved at the. staff level.

The Chairman. " Let me just ask this: Are they purely
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Mr. Yin. I beliewve. so.

The Chairman.
Commi ttee. staff?

Mr.uBrockway.

The Chairman. .

Treasury? .

Mr. Chapoton.

Mr.. Brockway. °

list. -
Mr. Chapoton.
review this.

The Chairman.

" Have they been looked at by the Joint

; They‘havé;AMr.jChairman._

Have they been. signed off on by

" Which are thesée? .

These. are the. technical changes on this

. Mr. Chairman, I am sorry, I have to

" I understand somebody has.

Mr. Hardee. Mr. Chairman, we haven't seen them.

The. Chairman. ' All right. - Well;AletFS get our work

done before we bring them out. -

Number lz;Aclassification‘ofAresearch and development?

Mr. Chapoton.

. This is a clarification of the effective

date on, thennét operating loss provision that the commitee

has. already approved. We wanted to ask;Athere is a probIgﬁ;“A'

with respect to the extension. These are the pre-1976

Act rules;.in.the effective date.

The Chairman. We have been here an hour now, and we

have only covered three items. Is there anything on this

agenda that we could take care of ~-- in the first group?
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Mr. Chapoton. I'm sorry; Mr. Chairman. This is to
make it clear that the 1976 Act rules do.hot come into
effect before the end of 1985. And we just need
clarificaﬁidn. It seems to me; frankly; it is a drafting
change; but as to clarification;_I thought that was what
the committee had previously adopted.

The Chairman. Is this the métter thét Senator Grassley
was concerned about? Or was that. something else?

Ms. Moran. .That is the next item; Senator.

Mr., Brockway. This is an item -- I thought that the

way it was. suggested now was the way it originally was done.

This just means that the 1976 Act rules don't go into effect

at all;lbecauée otherwise they would be in effect only for
a three—month period;‘ It‘is net operating losses, is what
tﬁis item_is}{and it is just to provide that the rules that
haveibeen in place up to this year would continue in place
unfil you have a new regime.

The Chairman. " All right.

Mr. Chapoton. ' Yes. That is what I thought we had done
last time.

The Chairman; Without objection;'we will agree to that.

Then;lnumber 132.

Mr. Chapoton. ' Mr. Chairman;,if we want to go back; I
have information on Number ll;,where our staff has been over

them, and we do agree that these amendments are technical and
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we will sign off on them.

The Chairman. What about Mr. Hardee?

Mr. Hardee. We neéd a little more time.

The Chairman. All right. Sure. We will wait until
David looks them over. -

Number 147?

Mr. Brockway. This is an item where the committee:
adopted a provision that would require that lessors in large
leases of real estate; where the rentals exceeded $250,000 to
the lessor; would have to be on an accrual basis. This would
extend this alsp to eqmipment; where sale leasebacks of
equipment might use the same deviée where the lessor would
be on a cash basis and sell it to accrual basis. A person
would lease it back;.and there would be a mismatch between
tﬁe payments. This would apply to equipment where the lease
rentals exceeded $250;000.

It would raise approximately $500 million over the
period.

The Chairman. Treasury?

Mr. Chapoton. Yes, we are supportive of this. We think
it is needed to back up the rule we have already adopted.

And it is another mismatching rule that we think should be
adopted; consistent with what the committee has already done.

The Chairman. All right; then, without objection we will
agree to that.

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




10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

32
I understand now we can go back to,Ngmber.G;Afacthing‘
of trade receivables. '
~ Mr. Pearlman. Mr.:Chairman;vwe are in agreement with
Senator Grassley's proposal with Qne.exception;_and that is
a rule regérding the treatment --
The Chairman. I understand that that has been taken

care of. I have just been advised by Senator Grassley's

- staff.

Mr. Peérlman. - Let me check that and come back to you.

The Chairman. She is right here. Let's check it now;
because. we dant want. to come badk.f

(Pause)

Mr. Pearlman. = All right. ' We are onboard. We are
okady on Senator Grassley's proposal.

| The Chairman. You have worked out the one problem?

Mr. Pearlman. We have worked out the problem.

The Chairman. Without objection;_then; Number. 6 will
be approved. |

Senator Heinz yesterday raised the repeal of dividend
reinvestments. ~We have placed that on the agenda. What
would be the revenue pickup there?

Mr. Brockway. There would be a revenue pickup of
$450 million;.Mr. Chairman.

Senator Heinz. Every little bit counts.

Mr. Brockway. . That would be a revenue increase of
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$450 million.

The Chairman. All right;_then;,without objection we
will agree to that.

Senator Durenberger. May I be recorded in the negative
on that one?

The Chairmdn. " Right. -

All right; let's go back to. Number 4;‘the use of
related party. structure to reduce tax on the coals
operations. ' We passed over that yesterday for Senator
Wallop;‘but as I understand it;,it doésd't affect the
indusffy;’

Mr. Brockwéy. 'This.ié oﬁly in situations where there
are two. subsidiaries -- one leases coal reserves to the
other -- that the one who is receiving the rent takes
cépital gain on it;_and the other deducySiiﬁ against
ordinary income;_the same related group of corporations.

So there is a mismatch of the treatment of that item,
and you would give them the same treatment as ikon ore haé;

The Chairman. Well; there is not much revenue involved
in any of that.

- Mr. Brockway. I think it is about point-one.

The Chairman. All right. Without objection, we:uwill
agree to that.

Let's go to Number 2;.definition of earnings and
profits.
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Mr. Brockway. These are the items that were up
yesteérday. It would séy that; where a corporation made a
distributions that wereltreated as dividends for State law,
in effect they would be taxable as dividends to the
shareholdefs for tax purposes; also. It would conform the

definition of "earnings and profits" more closely to reflect

- economic income of the:ldistributing corporation.

The Chairman. Does Treasury support this proposal?

Mr. Chapoton. I think we agree with the changes,
except Number 10, .Niné«is deléted, or I believe it has been
deleted. |

.On.Number ho; we were. suggesting thatithese expenses
be amortized over the period in which they are amortized for
income tax purposes; fbr éxample; pre-opening expenses would
be over a 5-year period, whatever is applicable under the
current tax rules rather than a straight 20 years. That is
just a judgment call, which I understand is acceptable.

The Chairman. Alliright; with those changes and
without objection, we will agree to that.

Senator Heinz. Mr. Chairman, have we stricken Number 9?
Is that right?

The Chairman. Yes.

Senator Heinz. And we have adjusted Nuhber 10?

Mr. Chapoton. And we also were going to suggest a

transitional rule. We'll let Mr. Pearlman describe that.
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Mr. Pearlman. Mr. Chairman;_in connection with the

' E&P item involving deep-discount bonds .-+ =3

Mr. Brockway. That provision was earlier done.

Mr. Pearlman. Thank you.

The Chairman. All right; then; without objection.

Let's go over to page 2. What have we done on Number 3,
volunteer mileage? Did we volunteer anything?

Senator Armstrong. Mr. Chairman, I think Secretary
Chapoton has. some figures; but I also have some figures
that were furnished by the IRS if it is helpful. Or perhaps
if you are ready; Buck; go éﬁead.

Mr. ChapOtén. Mr-, Peaflmanljust got these numbers. We
will let him go. -

Mr. Pearlman. Senator; the last time the volunteer
mileage was changedwas in 198l1. At that time the fuel and
0il per mile was determined to be 6.8l centsii: That was at
the height of the o0il embargo. A judgment call was made
that that 6.81 should be rounded up to 9 cents, and that's'
what was done.

As of 1983; August of 1983 when they looked again at
the mileage allowance; they determined that fuel and oil
per.mile had indeed dropped from 6.81 cents to 5.47 cents.
They determined; nevertheless; hot to change the 9 cent;
per mile.

Now; if you go further and say --:well, let's include

Moffitt R_epor.ting Associates
2849 Lafora Court

Vienna, Virginia 22180
(703) 573-9198




10
11
12
13
14
15
16
17

18

19

20

21

22

23

24

25

36
not only fuel and oil per mile, but certain operating costs

per mile other than depreciation and certain other minor

‘items; such as taxes that are deductible anyway, but if you

include maintenance and tires; then the per-mile cost is
determined to be 7.53 percent; which is still under the
9. cents that is thé current rule.

Finally; if you include all COsts; including insurance,
license;.registration; but not depreciation; excluding
depreciation; then the per-mile cost is just a bit over
12 cents per mile.

.And; as you are aware} if you include depreciation,
the number goes.up to-almost 2l; which is what the business
rule is.:

So I think the analysis that we have been provided wbuld
iﬁdicate that 9 cents is adequate to cover current costs
per mile.

The Chairman. Well; how do you get 12 cents?

Mr. Pearlman. The 12 cents includes insurance,
license and registration; sales taxes -~ which are”
deductible anyway; in fact.

The Chairman. You can't drive é car without a license.

Mr., Pearlman. That's correct.

And that gets you to just a fraction over 12 cents a
mile.

Senator Armstrong. ‘Mr. Chairman, I think the figures
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which the Treasury has come up with are really useful and
put the issue in perspeative;,but it appears to me there are
about three questions we need to think about as we adjust
this:

The first is just the equitable question. You can make

a-case for 12 cents; you can make a case for 9 cents, you can

'make a case for leaving it like it is, just on the ground

that it costs something; but the reality is that everybody
gets to dedﬁct é different rate than the volunteers; the
people who are getting paid;AWho are getting reimbursed,
govérnment'employees; they all get 20 cents; and in fact a
little over 20 cents; Qhereasjthé volunteers get 9 cents.

Second, when we are taiking about a deduction =- I
want to wait until the Chairman réturns; because I thihk he
Will be interested in this.

- (Pause)

The Chairman. Well;vas I understand; Treasury is
opposed to any change. ' Is that correct?

Mr. Chapoton. 'Well;_yes; Mr. Chairman; but -- well, yes.
We are opposed to any change.

But I think the issue is clear. I think Senator
Armstrong understands that it is whether the fixed costs. -:
that are going to be incurred anyway. should be allocable
to a charitable use. And I think we understand the issue.

Senator Armstrong. Mr. Chairman; let me make three
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points that T really hope that you and other Members of
the~committee will consider.

The first is; why éhomld volunteers deduct at a different
rate than people who are being reimbursed; when they are
frequently -- not always; of course; but in many cases --
performing éxactly the same functions?

Second; whil’you can make a case for 12 cents, you can
make a case for 9 cents; in reality we are talking about a
deduction. SO if you went all the way to 20 cents, which is
what I think we ought to do on equitable grounds,>and you
have éot sOmebody in ﬁhe 50 percent bracket, according to
the Treasﬁrny'figures they aré»still'going to recover less
than the’12~cénts which theylsay is the out-of-pocket cost
of operating the car less depreciation.

| So it appears to me there is ample justification to
go to the 20—cent; even if you assume that every one of these
volunteers is in the 50-percent tax bracket.

If you start with the recognition that they are more
likely in the 30-percent tax bracket, and you take a 20-cent
deduction; that means they are going to get back 6 cents,
which is half, roughly; of the 12 cents which the IRS figures
show is the actual out-of-pocket cost of operating it,
assuming that you don't think depreciation is an out;of-
pocket cost. And of course it really is, because while

you can't allocate it on a per-trip basis, the using up of
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this resource is a real cost;_and in many instances we
are talking about volunteers who don't just drive 100 miles
a year but who may drive several thousand miles a year.
That appears to be the pattern of volunteer services, that
people who get into it jump in with bqth feet.

So I think we ought to just treat these volunteers the
same way we treat everybody else.

The Chairman. Well; we haven't decided how we are going
to treat everybodyAelse; yet.

. Senator Armstrong. Well; Mr. Chairman; by "everybody

else" I mean simply put into the statute that volunteers

-may deduct at the 'same rate as government employees .or at

the same rate as business does; whatever that rate is. It
happens to be 20 cents now; and it fluctuates up and down
a.little.

The Chairman. Well; then they are not volunteers.

Senator Armsirong. Pardon me?

The Chairman. It-seems'to me if you volunteer, you
are going to contribute something. I thought that was the
purpose.

Senator Armstrong. Well, the point I was trying to make
is that they aré contributing their time, and even if they
get the maximum deduction under consideration, they are still
not made whole for their outsof-pocket costs. I mean, even

if we go all the-Way to 20 cents and they are in the
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50-percent bracket;,they‘are‘still not even breaking even
on their own expenses. |

Mr. Chapoton. Senator; I don't think the charitable
deduction provisions are. supposed to take all of the
expense out of charitable activity.

Senator Armstrong. NQ; indded. And in fact, the
volunteers we are talking abdut; Mr. Chapoton, frequently
have very large‘expenst of other kinds that are not
relafed'to‘aﬁtomobiles; |

Mr. Chapoton. Well; an alternative middle ground would

be to cover-all expenses. I think we have. to leave, and

I think you will agree;_a shifting number here, depending

on costs in future years; which jit:thas been in the past.

Another'way to do it would be to allow all expenses
iﬁcluding these other fixed costs, other than depreciation.
I think we would have strohg concernslabout including

depreciation for the reasons I have stated earlier.

But if you'interpret everything but depreciation, that

would take if from 9 cents to 12 cents, under these current
figures.

The Chairman. What would be the cost of that?

Mr. Chapoton. About $100 million over the three year
period.

The Chairman. I would be willing to try to convince
the Confierees to-accept that. I may have to try to convince
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them to accept the other.

Do you. have an offsetting revenue?

Senator Armstrong. Mr. Chairman; I am not ready to
offer'oné at this moment; although I guess I.would have to
say thaf in the whole bill; which-I probably am going to -
support;,I have not approached this from quite'the,same.
viewpqint that some others have. If all we are talkiﬁg;about
is raising taxes; then I wouldn't be for this bill, Thé
reason_I,am probably going to sﬁpportiiﬁ is because most of
the changes which we haﬁe discussed.and havé adobted reflect
loophole*closiﬁg‘ér other.equitable changes. So. T guess
I don't feel quite_held to theAsame.staﬁdand of desire to .
find offsettihg revenue increases; although; I will be happy
to propose. some if somebddy wants them.

| The Chairman; I thipk there is some.merit == a great
deal of merit; excuse me -- to Senator Armsfrong's argument.
But I am not certain dépreciationvshould be a factor. It
wouid.seem to me that if we could agree on 12 cents with
maybe some increase in that; because -- I assume the same
law stays in place where you continue to update it. Is
that correct?

Mr.: Chapoton.. - That is correct..:Yés.

The Chairman. Does it require an annual change?

Mr, Chapotdn; It is reviewed annually. I am not sure

whether the law actually requires it to be done annually.
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1 The Chairman. Why couldn't we agree on 12 cents with
<j> A 2 a requirement of an annual review?
{

3 Senator Durenberger. I think, Mr. Chairman; because of

4 the fact that this is not a matter of reimbursing somebody

5 directly for their out—of¥poéket expenses, It is a matter

6 of reimbursing people for the.sénvicesvthat are comparable

7 to what othef people are delivering, If these nonprofits

8 have td gofoﬁ'the outgidefahd bﬁy>tranép6rtation'services

9 from a bus'company or from.an airline or from a variety of

10 other places;:théy are going to pay 20.cents for a car,

11 45 cenﬁs—per for a,bus; $l?somehhing for some other form of

12 transportation.

13 This is purely an incentive to replace an out-of-pocket
éi; 14 expenditure by volunteers. And that's why we have landed

15 oﬁ the 20 cents as the average that everybody else'isAbeing

16 paid; without trying to nit-pick whether it is gas,

17 insurance; depreciétion; this; that, or the other thing.

18 Let the experts handle. those things as they adjust the

19 public employee reimbursement or the business reimbursement.
20 That is the point at which the experts can deal with

21 depreciation and gas and insurance, and all the rest of that
22 sort of thing.

23 We just want to put the volunteer on the same basis as

2 everybody else and.not deal with what depreciation happens

25 to be this year.
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\ Mr. Chapoton. You wqu,l‘c.l, be ba}.sica‘l.l,y changing the
rule that it doesn't have to be a current payment for a
charifable deduction; it is an estimated expense; including
all fixed costs as well. I think that is the issue.

And we are saying that it cught to be current costs,
and these fixed costs that will be incurred anyway should
not be allocated to this activity.

The Chairman. I think thét is. the onIy difference.

I would seem to me if 'we could agree on -- and you wouldn't

care for»it;‘but if we hddpdropped the depreciation, then

yoﬁ,don't have as much of a problem?

Mr. Chapotén;' No. .If-We:droppeé“depreciation, but I
think Senator Durenberger would include depreciation in
his statement.

The Chairman. Well;AI know he would. But I spoke to

"the Junior League the other morning; and this is high on-

their list. So are deficits.

Senatoer Chafee:. Mr. Chairman; just éo you won't thiﬁk
there is unanimity on this --

The Chairman. I hope not.

Senator Chafee. What we are trying to do is to reduce
the deficit. And it may end up that there is some perceived
unfairness here; but we are not going to get all the
unfairness or everfthing fair under this legislation, and
I think the best thing we can do is to hold down the deficit.
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I was. suppised that volunteers get anything;_to‘tell
you the truth; for their mileage.

We have done some pretty good things for charities
here. We have kept; and actually it is going to be increased,
the amoﬁnt that a non-itemizer can deduct. We have had
the bill that you can give very substantial amounts. to
certain foundations. And I think we ought to stick with what
we 've got; with the prowvision suggested by Treasury =-- going
up to the 12'cents{

Senator Durenberger. I would say, Mr. Chairman, that
this is not fhe only placé in the country -that peopple are
dealing with thé-deficit. I mean;'one of the reasons we are
dealing with foundation reform and.we areddealing with
charitable contribution reform and we are dealing with
réforming mileage is that a whole lot of public service in-
this country that we used to spend money in this committee
and other committées‘on is being taken care of by volunteers,
without any cost to the budget.

And this is a deficit reducer, even though it shows up
as a so-called $100 million revenue loss on the blackboard.

The Chairman. That is 400. We will settle for 100.

Senator Durenberger. Well} I forget the number.

Mr. Chapoton. Senator, let me ask one thing: Are
you suggesting, if we go this way, that I cduld claim
actual depreciation on my automobile?
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¢. §éﬁdtor'Durenberger;; Né:. I am just saying you claim
whatever the current that-year business deduction is.

Mr. Chapoton. 'Well; the business deduction is, now,
actual depreciation. Thisvis a rule the taxpayers can
use.

Senator Durenberger. _Well; whatever the reimbursement
is that year -- 20 cents -- you figure it out. You look
over the puslic employees and the business, and if the
average reimbursement is 20 cents that year, then you put
in your little book that goesAout to all of the taxpayers
that it is 20 cents.

Mr. Chapotén; But I wanted to clarify that the
taxpayer cannot -- it comes back to the expensive car thing.
If he has a very expensive car; he would do a lot better,
aé he can do under existing law; to claim actual depreciation.

Senator Durenberger. I don't care whether it is a
Volkswagen or a Cadillac.

The Chairman. Senator Packwood?

Senator Packwood. Well; I guess we have all been
involved in charitable activities of one kind or another.
And I thought the charitable deduction that we added was good,
because it is going to encourage people to give. For the
life of me; I don't find very much demand from volunteers
I talked with about this particular provision.

I understand the argument for it, but the thing that
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. motivates people to work for the Hepatitis Foundation; or

anything else; I don't think is whether or not they get a
mileage deduction on their car. And I think they will
continue to work whether they do or don't get it. And
if that is true and not just my'hunch;ithen'I am not sure
we nght to give away revenue to achieve.something that we
are going to achieve whether or not we give it away.

Senator Armstrong. . Eob} would5ybu yield to-me for just .
a moment? = Your instinct-about what motivates people to
volunteer is exactly the same aé‘mine. But the testimony
that we had; and'we'had'quite a lot of testimony on this

issue, is that in fact. this problem is actually curtailing

to a serious degree the people who would otherwise volunteer,

that the outrof—pocket costé~of-opefating automobileé are
sﬁfficiently high; and the perceived uqfairness, according

to the testimony; and that is all I am going on, is a serious
deterrent.

(Continued on next page)
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"The ‘indicated that they felt it was seriously hampering
their work, and in any case, even under the most extreme
assumption about the tax bracket and operating costs,
we are still not making people hold.

If you go even to the 20 cents and somebody is in the
30 percent tax bracket, they are only gettiﬁg back 6 cents
of a 12 cent operating cost, assuming you don't think
dépreciation_is a reasonable cost.

So, it is not a generous deal under -any circumstances.

The Chairman. Mytwish would be to go to 12 cents, but

I think Senator Armstrong is certainly entitled to have a

. vote on the 20 cents. Do you want to vote on it, Bill?

Mr-, Chépoton. The 20 cents, Mr. Chairman, would be
$300 million, and the-l2 cents would be $100 million.

Senator Armstrong. Mr. Chairman, could I suggest one
possible other way around the problem? I understand your
concern about the revenue impact, and I would be-glad to
accommodate some kind of a phase-in deal because part of
the problém thét'we’had testimony on was not just the
dollar impact but the perception that it is unfair.

And this is widely known among people who are affected
that those who are being paid for their good works get to
deduct 20 cents a mile, while those who are giving their
time only get to deduct at the present time nine.

In order to establish the principle of parity, I would
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be glad to'phaselit in over some reasonable length of time
in order to minimize the revenue impact if that would respond
to the cdﬁéern-that you have expressed and which I share.

Of course, I am not eager to give away revenue either.
Wﬁat would happen,.ﬁuck, if we phased it inAoVer’six years
or somethiﬂglso.éhat maybe it wgﬁld have only $150 million
impact in tﬁe-three years we afe concerned about. .

VM;;'Chapoth.'AYou'could.do-that. Wé would have»tq
design it,>but obvibusly you could put the revenue impact
off by keeping the amouﬁ£ ——_obviously, if you kept it at
12.§ents fbf th¢ fhree~.Years, then you would have $iOO
million —-— if‘&oﬁ;m0ved up to 15, it would have something
over that.-

The Chairman. All right, then, let's do this. Let's

‘do-it at. 12 immédiatély_and then phase in the difference over

a.fivéfyéaf pétiod.
-'I kn6w.phat'TreasﬁrY's‘objection is.not the money -- it
ié-the principle“of'the thing;
o Mf.'éhapoﬁon. >N®. - It is the princ¢iple that we are

concgrnedvabout. |

The Chairmén. We can vote either way.

Sénaﬁor Durenberger. Thaf is a good soluti@n.

Senator Chafee. Mr. Chairman, I just don't think that
is what we ¢ught to do. I think Treasury's point is a good

one that they made here. I know that in the testimony
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undoubtedly they had a lot of testimony that people cared
about this.

I have been fairly active in charitable activities,

and frankly, T didn't even know this existed. Nobody has

ever even talked to me about it -- not thatvthey necessarily
would.

The Chairmén. Wéll, anbedy won't talk to -you any more.

(Laughtér)';'..

Senator Chafee. Yes. My principa1 charitable_activity'
has been a very smallefganizétioh witb bad attendance
called the Republican‘PartyT

(Laughter)

Senator Chafee. Bﬁt_I‘agrée-with Treasury's prosition
and what'they are:doing.heré. Iiﬁgeffect what the difference
is is whether weAare going‘té give.soﬁething for their
»depreciatiop. That ig whaﬁ it éoges down to.

 Mr. Chapéton. Thét_is'corréct.

Senafor Chafee. And I think Treasury'has got a good
position}:énd fhis.can be.reviewed>in the future. Aﬁd I
think the suggestion of 12 cents is.a good one. If we have
got to settle it by a vote, that is all right with me.

Senator Long. Mr. Chairman, I'just want to make this
point. It seems to me that we ought to consider all these
proposals about deducting the automobile expense all in one

package. Now, if we are going to adopt the Treasury package
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-—- they are suggesting that you have got to use the automobild
50 percent of the time Hor business -- then it ought to be
the same way for charity and all the rest, it would seem to
me.

If they are going»to'reqmire that you keep a log, then
everybody ought to b¢ required to keep a log, and so forth.
Frankly, I.aﬁ just about ready to vote ﬁo say that you
can't deduct anyﬂamtomobile prense.of any sort. That would
realLy simplify it and make a lot oflmoney.

I hope you will géﬁ the figure for us. Do you.want to
make éome money? How much would'you.save if you said you
‘can't deduct any automopile expense?

Mr. Chapoton. Where there ié a personal use elemént
with the automobile.-- is that what you are saying?

It is a personal use element.

Senator Long. Make it simple. You can't deduct period.
Now, that would really save us some money -

I would think‘that we would do -it all at one time and
then decide whét we are going to do about it, but let's try
to be consistent. That is my basic point -- try to be
consistent.

Right now we are being asked to vote for these little
ladies that get involved with the Junior League -- and I am
sure they do some fine work —-— but I have got some doubt

whether that is a very efficient operation.
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So, it seems to me that we would do well to say that
we will just reserve what we are going to do about this
Junior League until we see what we are going to do about

everybody else, and then try to treat them all the same

because I personnally think that Mr. Bradley has a point

about uniformity and treat them all the same and get rid

of automobile aeductions, and see which way you want to go.
Mr. Chapoton. I think one thing I cén point out.

While it has revenue impact; on the individual case we

are talking about very minor deductions. If they:«: drive

100 charitable miles, we increase it by 12 from 9 to 21
cents. That is a 12 cent increase times 100.

The Chairmén. ‘What we might‘do is this. Why don't
we éo ahead and agreé'to the 12 cents, but agree not to
do anYthing else until we séttle the bigger gquestion.
Would that be all right?

Senator Armstrong. Mr. Chairman, that is fine with me.
You mean the guestion about where we are going with the
luxury aufomobilgs and all of that.

The Chairman. Right. The phase-in would come in time
to go ahead and increase it to 12.

SEnator Armstrong. It appears to me that vyour
suggestion that we phase it in over five years is a reasonabls
one, and that is what I woula be for when you get to it later

on in the. agenda.
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The Chairman. Can we agree to change to 9 to 12 and
then we can look at the other later on today?

Senator Armstrong. I think that would be fine.

While we are on the subject, may I just add this footnote
to it, Mr. Chairman, because I think members are not aware
of the reality of how this stuff works.

Senafor<Chafee{ I don't know if you know this, but if
the same peoble.to whom we are restrictivé on the mileage
deduction wish to go to a national convention of this
charitable cause in Bermuda, they can deduct 100 percent
of the cost of their airplaﬁe trip, 100 percent of the
taxi, 100 percent of'tﬁe hotel.

The people who are really being put at a disadvantage
by holding this mileage to an unrealistically low level are
not, ip most instances, persons oﬁ affluence and wealth
but the people who are distributing the meals on wheels
kinds of things -- the real_service providers.-- and
frequently at grea£ sacrifice and hardship to themselves.

Mr. Chapofon. Senator, if I could, let me say that
a big problem thét.we have in the law right how is the
perception of that type of thing, and we are enlarging that
problem when we enlarge this. I can understand the motive
is quife good,. but how do we —- a large deduction for this
would be $45.00 -- the IRS is not going to be able to audit

that -- so the word will be around that, sure, you can take
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depreciation deductions on your automobile if you estimate
your mileage.- That is the type of deduction that is just
granted..- Whether it has an incentive effect, I don't know,
but it certainly does cause a perception problem in the tax
law.

Senator Armstrong. Secretary Chapoton,'that kind of
deduction exists in the tax law now.

Mr. Chapoton. That is correct, and fhat is a real
problem.

Senator Armstrong. 'And so every taxpayer whp fills out
his tax return estimates his mileage and applies the.
deduction fof gasoline taxes, for example, so it is not
conceptually any different than wﬁat we have, but the real
perception problem:is what Qe are saying to these volunteers
about how we, as a society, value their services.

I don't think in a lot of cases it is just the dollar

.question -- it is a question of when they know that if they

were employed to go do these tasks, they would gét 20 cents
déduction; and.when they do it for free, even when they have
to pay somebody at home to take care of their children,
for.example, out-of-pocket expenses which they will never
be reimbursed for if they énly get to deduct nine.

Mr. Chairman, I think we have aired the issue, and I
am satisfied with the direction we are moving, and I

appreciate your interest.
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The Chairman.. It is l2‘cents, and we will try to work
out the other in connection with what Senator Long suggests
Qith the ovéréll problém of whefe do we go with luxury cars
—-— Or any car.

Let's try numbef two -- the foreign tax credit. The
mirrdrkiﬁagéffule.“"And égain, I think, Mr. Pearlman —-

Mr.[Brockway:;éAs I underétand, Mr. Chairman, they

are still doing work on this. They would like it to be

put>§ff u@til a littlefﬁitilater.
4.ihé:éhéirman.i Okéj.' &ust>let me know. As I undefstand
there héve beén some diScuSsions.ﬁrying to make it revenue |
neutral, bﬁt.;.think:wheh you do -that, you are goihg to be
helping someone and harming someéne else.
Mr..Brockway. We are considering a couple of options
where-phere are sort of clear problems with current laws
~~ items that Treasury would have come back and recommended
on their own. |
_The‘Chairman. That is all right. Let's pass it over
then. What abbut the hot water‘amendment - number four?
Or geothermal -energy? - -Did you get that worked out, Steve?
Mr. Chapoton. Mr. Chairman, could we have a little
more time on that one -- on the geothermal?
The Chairman. All right. Then, let's go and do
number five -- extend residential enerqgy tax credits.

Senator Packwood. Mr. Chairman, I would simply like to
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move that we do as we did yesterday with the business credits

to extend the residential enerqgy tax credits for the same
period of time. As I recall, we extended those to -~ what
—-- 19882

The Chairmani Yes.

Mr}2Chapoton. Senator, ‘are you saying all residential
credits? That is, the conservation credits as well as the
solar?

VSenator Packwood. Yes. It is solar, geothermai, and
wind in terms. of the energy credits. The conservation
credits ——vrefresh=my memory, Bob, on what they are.

Mr. DeArmeﬁt. The home insﬁlation,-storm doors, storm
windows, caulking.

The Chairman. Let me suggest that you. have soﬁeone
work with Senator Packwood on this amendment. Have vyou
got someone?

Mr. Chapoton. Yes, si;.

The Chairman{‘ We will do that then, and maybe you can
work it odt..aﬁd then you cén bring it-back up.

Senator Packwood. Okay. That is fine.

Senator Danforth. Let me ask one question, Mr. Chairman.

Has anyone ever analyzed whether or not these energy credits

-— either business energy credits or residential energy

- credits -- do what they were purported to do back whenever

it was that we passed the windfall profits tax?
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We have these elaborate detailed projections —- the
number of barrels of o0il saved by all these credits.’  And
I am wondefing if fhey have ever been analyzed.

Mr. DeArment. There have been some studies. Some of

the studies have been quite controversial. There as a study

‘that the OTA did at this committee's request of the business

conservation credits, and one of their conclusions was that,

looking at sort of corporate planning generally, that these

" credits were not significant in the decision to undertake

a project or not.

There'have<been_some studiesAdonerf various other
cfedits, and ifﬁéﬁall pérticularly.dne that had a.very»lbw
success rate or indiéated'that, fé; instance, the tax credit
for stormAdoors was not very significant.

The Chairman. That is why I think we .ought to review
these. Now, Senator Packwood has agreed to do that with
Treasury. |

Senator Packwood. On wind, solar, and geothermal, the
geothermal andAwind are relatively small parts of youf
revenue implications. The bulk of it is solar power by far.

The only evidence -- the only study I have seen —- on
residential solar is that indeed the tax credit is a
determining factor in the sale of the equipment because
you are talking about a 40 percent credit at the Federal

level, and some States have credits, on equipment up to
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$10,000. Most solar hot water residential facilities are
around $4,000, so in the purchaser's mind, the credit is
significant.

The argument as. to whether or not having made the

purchase, you then save the requisite-barrels of-oil that |

not seen studies on one way or the other.

Senator Danforth. What did we do yvesterday on the

Mr. DeArment. - We extended them for three years plus
on an affirmative commitment basis for an-additional year.

Senator Long. Are we talking here‘justAabout’extending
the business credits, or areée we télking about the residential
credits, too?

M;. DeArmentf Yesterday we weré talking about thev
business credits. Senator Packwood is talking about the
residential credits, but on;y certain residential credits.
He was talking about solar, wind, and geothermal, and he
may want to ada others.

Senator Packwood. What I would like to do is this.

I would like to talk to Treasury about the conservation
credits. The solar I feel quite strongly about and in
fairness ought to be extended. The wind and geothermal

;— Buck or somebody check me on this if I am wrong -- they

are relatively slight parts of the revenue laws. The solar
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in conservation in this country. The question is what

is, by far, the biggest.

Senator Danforth. Mr. Chairman, when we went through
this, whenever it was that we had the windfall profits tax,
we had all of these projections as to number of barrels
saved. I would like to sée how many barrels we are saving
and how much the cost is to the taxpayer per barrel.

What is the cost of the business energy creédits, and
what is the cost'éf‘the residential eneréy credits?

Does anybody know the cost?

Mr. Chapoton. No, I have available here --

Senator Bentsen. 4Could I comment on that? To save

my friend from Missouri. We have 'made incredible progress

caused it. Wasiit the price or was it just kind of an
incentive? We have cut the importation of oil down from,
as I recall, around 12 million barrels to 5 million barrels.
No other country .in thg'world has made the major progress
that we have made in conservation. Now, how do you finally
nail it down aé to whether it is this.tax incentive or
just the fact that the price went up, and the fellow was
motivated to try to cut his utilities a bit.
Senator Danforth. I don't know. That was always a
thought a few years ago when we went through thits that it
could be that just the fact that prices were increasing would

have the effect. Some people have suggested that the
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recession we were in had the effect of reducing our dependencd
on oil. I don't know, but my guess is that these were
oversold at the time that we agreed to them.

I don't know how much they cost.

Mr. Stretch. The extension of the solar, wind, and
geothermal for three years would cost $600 million in the
1984 through 1987 period and $2 billion --

Senator ‘Packwood. No, wait a minute.  Say ‘that .again

because I have got different estimates than that.

Mr. Stretch. I think the number we had for the
residenfial, Senator, was $600 miilion in the period 1985,
1986 and 1987, and then another $1.4 in 1988 and 1989
combined.

Senator Packwood. 'Those are your figures, but I have
got estimates from the Solar Energy Industry Association
based upon.actual sales in 1983, 1984, and 1985, and actual
cost of the equipment. And'the revenue loss is significantly
less than.that by ébout one—half, and that is .why I am
curious what yéur estimates are based on.

Mr. Stretch. We will have to check with the estimator.

Senator Packwood. I wonder if I'might do this, Mr.
Chairman. I would be willing to drop the credits on
insuldtion, caulking, and storm doors in exchange for
keeping them on wind and geothermal and solar, and my hunch

is that the wind and geothermal are so insignificant that
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you would actually -- if you trade those two off against

insulation, caulking and storm doors -- would save money.

Sénatpr Danforth. Mr. Chairman, I would like to
renew my question as to what the revenue cost is of all
of these business credits and all of these ;esidential
credits. And if we have any idea of the barrels of oil
saved. My guess is that if we come to the end of the day
and we are still short, this is one area where we can just
reopen the question.

Mr. Chapoton. We will get that figure for you, Senator
Danforth. Our estimate, and we have been through the credits
every budget period néw, and we have concerns about them
all;.'We have more concerné’aboutAthe residential than the
business.

Senator.Danforth...-But Rod -DeArment just said that
there is a study that said that theAbusiness credits are
just nét factored into --

Mr. DeArment.- That was the Office of Technology
Assessments. i have that stuay in my office. I will be
happy to bring it in. |

Senator Danforth. It seems to me that if the Office
of Technology Assessments says that the business energy
credit is not factored into the decision, then it is just
a loss of revenue to no avail.

Senator Heinz. Mr. Chairman, let me ask Treasury a
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question. Have the business conservation credits expired?

Mr. Chapoton. Yes.

Mr. DeArment. And those were the specific ones that
the OTA studied. They expired at the end of 1982.

Senator Heinz. Just to be clear, there are a variety
of studies. It was the business coneervation credit, Jack,
that got a mark somewhere below low pass ;nd unsatisfactory
as being important.

Senator Danforth. What did we extend --

Mr;‘DeArment. That was primarily the business renewable
credits —-= the solar, wind, geothermal and also the
synthetic fuels credits like oil shale.

Senator Danforth. Is there ény study about whéther
those have done any good?

M;. DeArment. I have not seen a study on the business
renewables. There is a study, however, I know on the
residential side that we can get a copy of, I am sure.

'SEnator Durenﬁerger. Mr. Chairman, let me suggest
that tﬁe studiés of business is all sort of relative. The
kind of study that you and I normally do -- the one I do
is walking through my county fairs back home and seeing
all of the displays of solar energy equipment and wind
enefgy alternatives, and so forth.that have come aﬁout
obviously since both we and at State level have put out

some encouragement for this sort of financing.
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And when you look at what they are advertising,

obviously they are advertising -- and I am sure it is 3s ‘true

t

in Oregon and Missouri as it is in Minnesota -- that there
is a credit provided in connection with the purchase.
Now, if the credit didn't make any difference to the

potential'purchaser, why in the world would every place

"you go -- at least in my .State -- would they be selling them

on the basis of the credit. It is important.
And when it is installed, it is permanent conservation.

It is not like carpooling where, when the price of gas goes

:down, we quit carpooling. Once the solar is in or once the

insulation is in, it is there and it is saving censtantly,
and nobody can tell us how much wés saved by that insulation
versus recession or something else.

I_think that would be very difficult to do.

The Chairman. I think Senator. Packwood made a proposal,
and I think that this is like a lot of things in that we
are gping tO—fenCe'them into a.little corral if we can find

offsetting revenues. That includes about everything we

‘have done.

Mr. Chapoton. - Senator, I think one of the problems of
the discuséionAyou just had -- clearly that is correct.
Once the insulation is there, it saves energy thereafter,
but we always have trouble determining what they would have

done anyway. When energy prices go up, people tend to
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react, and one way they react is that type of expenditure.

The credit is going to make it less:expensive for them.

Senator Packwood. I wonder if I might make this
proposition? A three-yeaf extension on wind, solar, and
geothermai.. Drop the credits on . -- or let them expire --
insﬁlatioh, caulking, and.storm-dobrs.

Senator Durenberger. Bob, would you consider dropping
it from 40 to 307

ASenator Packwood. I am hesitant to do that because
I would rather.keep it at 40 and drop the insulatioen,
caulking, and storm doors. There the credit is less and
I am not sure that the credit there is a sufficient
incentive.

The sales incentive you see on insulation is how much
it is going to save on your fuel bill. You seldom see the
argument of the credit, and because I don't think it is
effective, . I would just as soon drop those and keep it at
40 percent.

Mr. Chapo£oﬁ. Senator, the renewable credit now -- and
I think you are right -- solar is now 40 percent of the
first $10,000, so we will pay up to $4,000 —-- the Federal
Goverpment will pay .up to $4,000 -- for a solar heating
device, for example.

We have studied this. We have wprked on this with

Senator Wallop on the business side. We have worked with
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the Department of Energy. We simply must oppose any

extension of the residentiél credits -- either the rénewable
energy or the conservation credits.

We simply do not think they have done their job. They
have lowered costs, and clearly any~time you iower costs,
you are éding to have more activity in an area tﬁan you
would if the cost had not been lOWéred. But we don't think
it is a cost—éffective use of Federal revenues.

.Senator Packwood. I wonder, Mr. Chairman, if I might
ask for a quiék vote, but conclude by‘this; By . practical
experience, ﬁoét of us know that the reéidential credits
are probaﬁly the factor that'caUSesfmost peoplé'to buy
solar energy for purposes of hot Water heat, and indeegd,
when it is put in,; it heats. hot water. And indded,. that
is a subétitute for whatever other form.of enerqgy you were
using to heat hot water -- whéther it is oil or gas or
electricity.

So, there is an energy saving, or at least an energy
transformation; to solar from whatever else you were using,
and I would be pérfectly happy to just very quickly put it
to a vote on the extension of solar, wind, and geothermal
and dropping the insulation, caulking, and storm doors.

Senator Long.. Mr. Chairman, I think the Senator has
made a good proposition, and this would save money compared

to what it costs at present.
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The Chairman. How much does it save?

Senator Long. And it seems to me that if you continue
this tax subsidy, it is going to improve the techhology
because when you are using it and it is in operation, they
find ways to make it more efficient. And eventually, the
day is going to .come when this oil and gas is going to. play
out, and we are going to have to shift over to splar.

I think the Senator has made a good proposition.

‘The Chairman. What is the difference in revenue?

If you extend them all or if you extend as Senator Packwood

‘has suggested?

Mr. Chapoton. We have a number on extending. the solar
-—-the renewable credits -- the nﬁmber Mr. Stretch gave.

I will have to get a number on extending-thé others.

Sgnator Packwood. I would even be willing to repeal
the insulation credit a year earlier if you are looking
fqr some alternative.

:Mr. Brockway.~ That might raise some revénue if‘you'
took those conservation credits and sunset- those earlier.
We can come back with a number on that in a relatively
short time.

The Chairman. Let's incorporate that into the proposal
and let's vote.

Senator Bentsen. How much money are we talking about

adding to this cost at the present time? Can you give us
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1 a number?
, 2 Mr. Stretch. Senator, we are talking about, as'I

QO

' 3 understand the proposal, would be to terminate the
4 conservation_credits at the‘end of 1984, to do a three-year
5 extension for the renewable credits. We‘don't have the
6 revenue gain from the earlier termination of the conservation
7 credits.
8 - The renewable piece would cost $600 million over the

9 1985, 1986, and 1987 period. It would cost $2 billion over

10 the 1985'through'1989 pericd, so it would be some savings

1 from the early repeal of the.others;

iz. . Senator Bentsen. Whaﬁ about if we do nothing?

13 - Mr. Chapoton. If we do nothing, they terminate at the
2 : )
tia 14 end of 1985 -~ éll of these credits do. I estimate -- and

15 this would be rough -- that it would save in the'neigﬁborhood

16 of $300 million, though that is very rough.
17 Senator Packwood. But in fairness, look again at the
18 estimates. The Administration, for the solar credits for

19 1985, estimates $445 million. Right?

20 ' Mr. Chapoton. All I have is $600 million over the

21 three—year period.

22 Senator Packwood. Then, the Joint Committee had $275
23 million lobdking at a three-year period. Your three—?ear

24 period+for 1983, 1984, 1985 is about $1.7 billion. The

25 Joint Committee's is -- unless I am misreading it -- is about
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$1.1. Is that correct?
Mr. Chapoton. The figure I heard was the same as ours.
Mr. Brockway. . Senator Packwood, I wasn't aware that

there was a question -- it-may be just different -- to the

| growth of the use of —-

Senator Packwood. I think it is.
Mr. Brockway. We will have to look into that.

The Chairman. Let me suggest that wé-do that. .Can

somebody do that between now and 1:30?

Mr. Brockway. Yes, we can, as long as we can work
with the industry.and Senator Packwood's étéff,_we can
find out.

The Chairman. Okay.

Senator Bradley.. Mr. Chairman.

The Chairman. Senator Bradley?

Senator Bradley. I think yesterday when we talked about
the Olympic checkoff that there might have been a
ﬁisunderstahding aétx>what it was and that might have
occasioned a féw of-the members to vote the way they did.

I would just‘like to clarify for the record that what
we are talking about here is not an appropriation. It is
not like the politiéal checkoff. This proposal would
entitle someone who would like to contribute to the Olympic
Committee to pay a dollar more in taxes. That money would

be held by the Treasury. The expenses of processing it
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- would be deducted, and the contribution would be sent

‘directly to the United States Olympic Committee.

It i&s not an appropriation. It is in a sense a

refund to the taxpayer that is sent instead to the® United

States Olympic. Committee.

The Chairman. In other words, he is not in effect
appropriating $¥0;00 like we do in the Federal elections?
Sénator Bradley. -Absolutely not. No.

Senator Bentsen. You are adding:that much more.
Senator Bradley. Adding that .much more to your tax
liability. In other words, if your ﬁax liability is $l,000,

You send $1,001.. And it is one dollar.
- The Chairman. Or you take 6ne dollar off your refund.

Senator Bradley- That is right.

The Chairman. I assume that Treasury would still
oppose on the basis of complicating the system?

Mr. Chapoton. Yes. Wpuld this provision be sunsetted,
Mr. Chairman;'ér ié it open-ended? |

Senator Bfadley. It is open-ended.

The Chairman. I assume the Olympics are going to
continue.

Mr. Chapoton. We don't like the provision for the

reason I stated yesterday, but we would like -- if it is

adopted -- it to be sunsetted and then we could reexamine

it to see how much problem it has caused us.
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Mr. Belas. Yqu might sunset it after the next Olympics.
and see how many gold medals we win in 1988.

(Laughter)

Senator Long. Might I suggest, Mr. Chairman, that we
try it for one year?

Sénator.Bradley. If we could, I think it is important
that you try it for an Olympic cycle; and .if you are going
to sunset it, then sunset it after the 1988 Olympic.games.

Mr. Brockway. I think that would be more sensible,
that is to sunset it after the next Olympics.

| The Chairman; I assume the 1985 -

Mr. Chapoton. Yes, I assume'you.aré talking about the
1985 return for the first one?

Senator Bradley. That is right. The. 1984 return would
be filed in 1985.

Mr. Chapoton. Oh, the 1984 return filed in 1985;

The Chairman. They hayen't printed those up yet,
have they? |

Mr. Chapofon. No.

The Chairman. Knowing IRS, they will probably be léte.
Is that all fight? I think thaf, as I understand it now,

I don't have any problem with it.
Maybe I just didn't understand it yesterday.
Senator Bradley. Maybe I was not as clear as I should

have been, Mr. Chairman.
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The Chairman. This doesn't add to the deficit, does it?

Senator Bradley. It doesn't add to the deficit at all.
It doesn't increase the deficit-at all.

The Chairman. It doesn't complicate the system or
anything?

Senator Bradley. Right here is an example of the form
that would have thé checkoff in it, and as I look at this,

there are a few other things here that are a little more

complicating than this one would be. It is simply another

line.

" Senator Boren. .Can we specify pole vaulting, or broad

' jump, or --

(Laughter)

The Chairman. That is a sub -- 1A or lB -— yes.

Without objection --

Could we go back? . Have you finished that technical
thing.yet,-David?

Mr. DeArment. David needs some time to look for some
other cases.

SEnator Wallop. Mr. Chairman, I just want to raise a
point about the earnings and profits thing that was adopted
when I was out of the room, with regard to the provision
eliminating the offset of earnings and profits with
attachable drilling costs.

The point that I want to raise, and I want to be able

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




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

71

visit is, if the committee agrees, is that this impacts the
small energy company, more than anything else.

It raises their cost of capital and?mékes, as a
developing corporation, life just increasingly difficult.
What happens is thaﬁ, once again, the commiﬁtee seems to
be goiﬁg after the small, independent companies who are
the ones who find the principal areas of oil and gas
reserves in- this country.

And also the one segment of the community which is
still suffering a depression. I don't know what this raises.
becaﬁse all we have been told is that the major portion of
the revenues is from the utility'éompanies.

Maybe we ought -to go carefully before we eliminate

~this from the ihdependent and the developing companies.

IfjuSt think that it may be shootipg ourselveé in the foot.
for relatively small amounts of revenue.

Thé Chairman. I asked'that question yesterday. I
asked_if it didn't have an impact, and Mr. Brockway.--—

Mr. Brockﬁay. It-only has the impact on the shareholder
which is what T understand is —-

Senator Wallop. Mr. Brockway, doesn't it have an
impact on --

Mr. Brockway. Because the divided is no longer tax
exempt, then they would have to pay out a higher dividend.

Senator Wallop; Under existing law, earhings and
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7
profits are offset by IDBs just as taxable income is offset
because it'represents an out-of-pocket expense. Now, when
you are talking about small energy companies that are growing;
it raises their cost of capital. That was the testimony
of Treasury yesterday.

Mr. Chapoton. I think, Senator, it is going to say
they cannot pay tax-free dividends. I guess that works

through the marketplace eventually, and then it would be

The Chairman. I wonder if .we might do this. Let's
discuss this with Senator Wallop and Treasury. Méybe there
is something we can do to assure that will not: happen.

Senator Wallop. That is all‘I mean. I just want
to make that point -- to find out what it raises and see
if thefe isn't a way in which we can assure that smaller
companies are able to raise the capital. that they need
at a time when it is very difficult for them.

The Chairman.- Okay. We will do that.

Senator-sfmms. Mr. Chairmén, how about number three?
Did we do that oﬁe?

The Chairman. Number three? Volunteer mileage.

Senator Symms. No. Repeal of divided reassessment.

The Chairman. Right.

Senator Symms. 1Is thatldoné? ‘When was that done?

The Chairman. We do that every year.
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(Laughter)

Senator Symms. I would just.like to ‘make the point
that that is gQing to raise the capital costs for the
utility companies.

The Chairmanf It is a terrible thing that started
anyway. It is Congressman Pickle's amendment. We répeal
it every year, and then we go over there, and we trade him
fqr something.

Senator Symms. I woula‘just like to be recorded that

‘L hope you trade it away because it is very vital to the

_hydropower company that happens to operate in my State.

The Chairman. No, I think we Will,.b'e'all:':r:i'gh.t.

Senator Bradley. Mr. Chairmén, yesterday When we
discuséed tﬁe'spousal_IRA, I raiéed the question of the
earned incpme.tax credit, and you said that at some point
we would be able to consider that. Could we lobk at that
now?

The Chairman.- I would rather go down the'list here.

Senator Bfgdley. Could we at least put it on the list,
then? |

The Chairman. All right. I want to knock out some
of these things. There are about 70 amendments floating
around that we hope we are not going to even see in this
committee, and-we hope to finish this afternoon.

Senator Wallop. Could I just ask the staff if I could
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be recorded no on the use and related party structure to
reduce the tax on .coal operations?

The Chairman. Is Senator.Danforth prepared on the
foreign tax credit? Are we ready on that?
| Senator Danforth. ' I think the problem on that was
Whether'or not the offset -- But as I understand it, the

only -issue is the cost of it. I don't think it is a tax

'policy question or an economic policy question, but just

the cost.

We have -préoposed a fallback from the original idea
which would reduce ‘the cost to $105 million over the

threefyéar period. It would grow after that however.

- And Dave. Brockway was looking at.some ways to pay for it.

The Chairman. Is Treasury prepared on that?

Mr. Pearlman. Mr. Chairman, we have looked and just,

- frankly, we do not have proposals. Perhaps Senator Danforth

does, but we do not have_offsettiné proposals. I am sorry.

The Chairman-- Dave, do you‘have any?

Mr. Brockway. There are a coup}e of proposals that
we are looking at, and I think that if you should measure
this in looking at the total revenue loss as originally
proposed rather than the reduced revenue loss from just
moving the money out of the 1984 to 1987 window into later
years, that is $500 or $600 million revenue loss.

I don't know whether we have proposals that would reach
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that far. The two proposals really we are looking at
principally aré-proposals to eliminate some game playing
and how you<compﬁte the foreign tax credit by changing
the years and then also having return rules to offset any.
tax credit.

The Chairman. But'when will that be available —-- that
information?

- Mr. Brockway. I think if we could do that after lunch

so that we. have agreemeht among the principals as to what

the propoesals would be.:

The Chairman. .0Okay. Let's go to number seven.

‘Fringe benefits. Permanent rule. That costs $1 billion,

is  that correct?

Senator Symms. Mr. Chairman.

Tﬁe Cﬁairman. Senator Symms.

Senator Symms. I think we -- Senator Moynihan, Senator
Matsunaga ‘and myself —- introduced a bill earlier £his:
yeér{iand.théfe‘is-a handout to describe it to everyone.

Basicallf,_if I could simplify it, what we do with
this legislatiqn is codify present practices. Now, Treasury
has a couple of problems thaf they may want to épeak to.

The House has passed legislation to :codify it, and my
general purpose in introducing this legislation was that
every year we have to go through this routine of extending

these things.
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I think we should codify what is presently done and
settle the issue once and fo; all .so we don't constantly
have all the airline ticket people and everybody ;sking
us if they are going to take their benefits away from them
or tax them on their benefits and so forth.

So, I think that the big dispute that I have with
Treasurylis héw much they think this will cost. I have a

hard time seeing how this can be anything but revenue

neutral since we don't tax these benefits presently.

Yet Treasury has some numbers thaﬁ it is not revenue
neutral;

The Chairman. I think they ére estimatin§l$lvbillion._

Senator Symms. No, they havé changed that number down
to $125 million over a thfee;year period, and for the life
of me, I can{t see how it can cost $125 million. There is
one place where i could see that it could cost a little
bit more.

With Senator Moynihan, we agreed to put this in the
legislation[ aﬁd.he asked to put faculty housing, I believe
it is, to clarify faculty housing.

So, the‘three différences between what is-in the House
bill and what is in this bill is that our bill would allow

parents of airline employees and directors of corporations

“to be eligible for the benefits that are offered to the

employees of those-cdrpqratiéns; and our bill does not have
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the limitation-on the line of business. In other words,
if Company A buys Company B, then they can pass these
fringe benefits on to the employees of the. other company,
and the requirement that corporations aggregate all de
minimum fringe benefits, which is really such a small thing
-- We are talking about, for example, if somebody gives:
away turkeys for their employees at Christmas -- that they

would have te@list»all of these things that they'received

- and turn in.. And in-the de minimus case, I don't see how

there can be a cost.

Mr. Chapoton.. Senafor Symms, we had gotten an estimate
on your proposal_before_modificatien;oﬁ—ove£~$900;miliienvwf——
The principal élement of that wae the employee discount
without diserimination -- without a nondiscrimination
requirement.

Now, I am not sure I understand the modifications to
your proposal, but you are now making -- I will have to
look at the revenue estimates again.

The Chairﬁan. Are you getting clese?-

Senator Symms. My understanding  was that they just
about had it‘Worked out last night.

Mr. Weiss. Senator Symms,'there are a large number of
modifications that were discussed in your original bill,
and our estimates were that that brought the revenue loss

down considerably to the neighborhood of $125 over three
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years.

Senator Packwood.:Can I ask a question? Are you
codifying and saying in essence that what will be treated
as nontaxable benefits are those now in limbo?

Senator Symms. Yes, sif.

Senator Pa&kwood. And this would be all fringe
benefits that aré now in limbo?

" The Chairman. That is correct.

Senator Packwood. I would suppgpt that.

Senator Symms. ' Thank you.

Mr. Chapotpn. That is what has been done in the House
bili, and-you.aré going beyond the House bill.

Senator Symms. The House has some limitations. For
example, in,the House bill, thef can't have a discrimination
say for parking places. I think those things are so
difficult to try to deal with that we should not- interfere
with things like that. .

In othef words, some companies only have so many pérking
places ——»like‘senators, they have got three for each
senator. Normally, I find that a senator uses one of the
parking placés, not the most junior member of his staff.
This would be the kind of thing the House bill doesn't
address.

Or say, in the retail industry where there is a different

- level of a discount that some people can get ..as they work
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their way up the company -- work there more years, earn
more stripes, -and so forth -- and then they are allowed a
bigger discount.

So, the House bill does not allow for that. And our.
bill does.

Mr. Chapoton. Let me say that we wpuld like to get
a legislative solution of the problem. I would like to

look at the revenue again because the House bill had a

slight revenue loss. I want to just be éiear-on—what

-

changes have been made to reduce our revenue lqss as of
yestefdayd

SenatorASymms. Let me say that I can't, for the life
of me, understand how we have a revenue loss when Treasury
has already agreed to extend this two more years.

M;. Chapoton. If we codified_existing law, we would
not have a revenﬁe loss.

Senator Symms. "And so'if we are codifying existing
law, I don't see how it can have a revenue loss. |

Mr. Chapo£on. I agree. So, the revenue loss would
tell me that we are doing more than codifying it.

Senator.Symms;a‘ What we are doing is codifying
existing practice.

Senator Packwood. Let's take an example. We just
extended for two years educational fringe benefits provided

by the employer. This would now codify that exemption, and
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they will not be taxable. Is that correct?

Mr. Chapoton. No, that is a aifferent item. That is
a statutory benefit that‘the law says is exempt. .The ones
we are talking about are iteﬁs like parking spaces, store
discount. There is no provision in the law that says these
are not taxable. Taxpayers maintain in some cases they
are taxable édd in some cases they are tax exempt. .

The‘IRS has had continuing controversy.where the line

- 1s drawn. The'House bill attempts to draw the line at about

existing law; and as a result, we'cérry no revenue impact .
or no significant revenue impact in the House bill.

And Senator Symms' p;oposal liberalizes ﬁhe exclusion
considerably from the House bill, and as a result, .we
are carryving almost $1 billion revenue loss on that;

SenatorHPackwood. But I am confused. Which ones are
going to 5e codified? Which fringe benéfits?

Mr. Chapoton. You would have to go down a long-list.
Airline passes, stére discounts, faculty housing, tuition
remission for éollege students.' Those are items that -are
all specifically exempted.

Senator Packwood. We are not talking about codifying
all existing non-taxed fringe benefits.

Mr. Weiss. Senator Packwood, the ones that Buck
mentioned are not now exempt through particular provisions

of the Code, whereas something like educational assistance
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does have a specific code exclusion.

Senator Packwood. Well, at the moment, it doesn't.
It ran out ét the end of last year.

Mr. Weiss. Right.

Senator Packwood. And we extended it for two years
in this committee, but I am trying to find out if Steve's
proposal is a substitute forvthe Mattingly two-year
extension prohibiting you from any enforcement.

Mr..WeiSs,nlt defines additional types of fringe.
benefits and would add additional exclusions for .those.

Senator'Papkwood. "And in addition, we would keep
the Mattingly amendment of the two-year prohibition.

Mr._Chapoton. No, this ﬁéuld be in lieu of the
Mattingly amendment. . This would attempt to resolve the
issue on what is taxable and what is tax-exempt.

Senator Symﬁs. This would solve the problem.

Senator Packwood. No,»it wouldp't solve the problem.
What_the Treésury is looking for is -- they are willing to
traae it_off-;; and for what you havé got -- and.get rid
of the Mattingly amendment, and then they will try to start
taxing all of.the other fringe benefits that they can.

Senator-Symms. What Treasury wants to do is start
taxing all these things next year when they come back
with a new plan.

Sénator Packwood. They have wanted to do that for 20
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years. And we have adopted the Mattingly amendment and
said for another two years they can't do it.

Now, Buck just answered that what they want to do is
trade off. your amendment and get rid of the Mattingly
amendment. Anything you don't codify then becomes taxable.

Mr. Chappton; Senator, we hévé the Mattingly amendment.
There is no need for this amendment.

The Chairman. Has Treasury done any projections on

how long it will be before everybody will just live :in

a fringe benefit society? You know, walkihg around money.
You get a company car, and you get a company lawyer) and

a company doctor, and a company house, and then you get

‘charitable deductions if you happen to give anything away.

(Laughter)

Mr. Chapoton. We have not had any projections.
Obviously, there‘is a tremendous incentive for employers
to design fringe benefits ip lieu of tax compensation.
And we are séeing £hat problem grow.

Senator Métsunaga. Mr. Chairman, it should be pointed
out that the Symms bill -- of which I am a co-sponsor
along with Sénator Moynihan -- would allow fringe benefits
only where.there is no cost to the employer in extending,
such as in‘the case of a free ticket on a standby basis.
The plane is going to fly anyhow. It won't cost the employer

anything.
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Senator Packwood. I understand that but the Treasury
Department wants to trade it off for the Mattingly amendment
for these other fringe benefits that we have protected for
two years.

Senatof Symms. But, Bob, there aren't any other fringe
benefits.

Senator Packwood. Okay. If they will keep Mattingly,
that is fine.

Mr. Chapoton. Senator, we are not accepting the Symms

amendment, and we are not going to propose regulations on

taxing fringe benefits. We said that we had a self—imposéd
moratorium. If Senator Mattingly'S'ameﬁdment.passes,rthat
is fine. That will impose a moratorium. But we 'said that
at some point Congress has got to deal with the problem.
Senatof Symms 1s attempting to do just that. We prefer

the House bill bécause we think it codifies existing
practice, and we think that the Symms amendment would go
furthgr tHan'that.-

Senator S&mms. The problem of it is though, Buck, is
what I ‘have been told by people in the Administration the -
reason that the White House hasn't accepted hy bill -- not
in favor of the Mattingly bill -— is that they are talking
about coming back in 1986 or 1985 with a base broadening
tax vroposal where they are going:to include all these things

under the tent.
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The Chairman. That is a deferred tax. I have heard
about that.

Senator Symms. I hope they do do that. The whole
point of what I am saying is that we have left this thing-
up inilimbo for the 12 years that I have been in the
Congress. Every time I go tae, the ticket counter of United

Airlines or some other airlines in Boise, they want to

.know how come they are trying to take my tax benefit for

riding on the airline away from me again.

And I am trying to say what I want to''do is codify
existing practice so that we will not have this issue up
unless Congress votes to do it. .That is essentially Whaf
the House did wiﬁh the differences that I pointed out.

The Chairman. You are right about the airlines. The
last time you brought this up, I was flying to Kansas City.

All the pilots and all the stewardesses were around my-

. seat. Théy had it on auto pilot.

.(Laughtér)

The Chairﬁan. And I agreed to go along with them.

(Laughter)

Senator Symms. You see, Buck, I don't think yau can
give me the assurance, can you, that you won't come in and
try to tax these next year?

Mr. Chapoton. I can give you the assurance that we

are not going to come in and change the rules under existing
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law. 'If we were directed to design where the line is drawn
between taxable and - tax-exempt fringe benefits, we would do
so, but we are looking at a fundamégtal of a system, as
you know. What.might happen after that I couldn't even
guess now.

Senator.Durenberger; Mr. Chairman, everybody on this

committee in the last couplé of weeks has had some proposal

-on fringe benefits, and I think that is laudable. We

haven't even gotten to the one that you and I authored on

téx caps.

And I applaud Steve for coming up withathis‘and,Bob
and Jack. ."The only reason I voted against Danforéh yvyesterday
is that I really wasn't ready to do the Symms kind of thing
or even our kind of thing yet. |

: It strikes me that we ought to put all this stuff back
in limbo for anofher year and try to do-i£ right.

Senator Symmé. Mr. Chairman, I would rathgf vote. on
this proposai. |

Butmbeforé we do —- Senator Moynihan is tied up, as-
you know, with the Irish Ambassador'——.and_hé.hés‘got two
amendments .

‘Senator Durenberger. :Hecisstied up?

(Laughter)

Senator Symms. Or maybe he is the Trish Ambassador.
Senator Matsunaga. Or the prime minister.
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Senator Symms. But he has two amendments to this.
One of them is on graduate tuition, and the other one is
on mass transit. Now, I think it would be only fair if we
could offer his amendments to this when he is here.
_SenatorﬂPackwood. VSteve, let me say this. I know what
you are trying to do. i am going to vote against it for
this reason.

If we have got the Mattingly proposal in here -- and

I have told this to Bob. --

Senator Symmé. Mattingly supporté my proposal.
Senator. Packwood. I know that. I understand that.
And.if we could get both of them, that is fine. I would be

able to vote for yours and keep Mattingly's.

But I would be perfectly willing on the Tax Subcommittee
to hold extensive hearings on the whole theory and
philosophy of fringe benefits, including those that don't
cost the empléyef anything and those that do.

‘But I just waﬁt to make sure that if we vote for yours,
we are not drobpiqg the Mattingly prohibition.

Sénator Symms. Then, let's amend it into it.

And then we will solve the issue.

Senator Packwood. That would also take care of the
Moynihan problem for the ensuing two years.

Senator Symms. That is true. I will accept that.

The Chairman. Accept what?
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Senator Symms. The proposition that Senator Packwood

just made.

The Chairman. WHat is Symms running up on us? He is
not going to vote for the bill. How much is it going to
cost here?

Mr. Chapoton. Since he has modified his proposal a
little bit, the Joint Committee now has an'estimate down
from our $900 million yesterday to $125.million over the
lthree—year period.

Senator Bradley. Mr. Chairman, could I ask Mr. Chapoton,
hqw.dofrihgekeQefits cost anything?
| "Mr. Chapoton. Because ﬁhey are in lieu of taxable
.compensation.

Senator Brédley.. In lieu of taxable compensation,
so thelmore fringe benefits you have, the less-tax revenue
you have?

Mf. Chapoton. Sure. ‘The employer gets the deduction ‘
for ;he cost, and:£he emplovee has not taxable item. .

Senator Bfadley. That means:therefore, the higher the
tax rate will have to be.

Mr. Chapoton. Absolutely.

éena£or Bradley. So, I think that we have got to'think
about what we are deing. You know, fringe benefits give
all the impressions of being a free lunch, but they are not.

And at some point, you have got to draw the line.
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Senator Packwood. I wouid be happy to make the argument
of how much it would cost the Federal Government to provide
the same kind of health insurance that we how get through-
prepaid health insurance premiums from employers. Your
revenue estimate loss on that is about $25 billion to cover
130 million people, and you look at the cost of Medicare
and Medicaid -- which we do pay for -- and I would defy

the Federal Government to supply the same level of health

coverage for any place close to that price.

Senator Chafge. Yes, but I am not sure the Federal
Government would be flfing’airline_hbstess's pérents around
the country.if this didn't pass.

Senator Symms. The only thiﬁg about it is how do vou
put a value on an empty seat on an airliner? I mean, that
airliner is flying anyway. as Senator Matsunaga pointed ouf,
and they are not going to -- if you try to start getting
into those kinds of things,lthen you are asking to calculate
FICA taxes and all other kinds of withholding, and the
companies will-just say -they won'f do it any more.

So, what it will mean is that it will cost the compqnies
more money in wages to pay people to work for them and the
price of airline tickets is going to gd up .

So, I can't understand why.Congréss isn't willing just
to take the responsibility for this to codify what we have

been doing and incorporate what Senator Packwood is talking
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aboutaaﬁduénd this issue. We don't have to talk about it
every time we get on an airplane againkif we would just do
that.

The Chairman. Why don't we vote on it?

Sénator Symms. I am willing, Mr. Chairman.

But I want to protect Senator Moynihan's positipn.

Senator Packwood. Incorporate the Mattingly provision
in it. |

Senator Symms. Incorporate Mattingly which would then
take care of the graduate £uition.

Senator Packwood.. It.would take care of it for two

" years because they won't be attempting to enforce anything.

Senator Symms. Let me just offer then the protection
for:;Senator Moynihan. He wants to include --
The Chairman. When he comes back, he can offer those

amendments.

. Senator Symms. Graduate tuition and he has an amendment |

on mass transit that I am not sure I can explain, but I can
explain his améndment on graduate tuition.-

Presently, undergraduate tﬁition is acceptable for
college professor students to go to college. He wants to
include graduate tuition.

Mr. Chapdton. That has a revenue impact of more than
your amendment, Senator Symms.

Senator Symms. I don't see how that could have revenue
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impact either.

Mr. Chapoton. Because you are providing what is now
provided at a taxable basis on a tax-exempt basis.

Senator Symms. No. ‘They are doing it now --

Mr. Chapoton. But on undergraduate tuition.

Senator Symms. No, they are doing it bn graduate
schools now.

The Chairman. ifHow much does that cost?

Mr. Chapoton. $218 —-

Senator Symmé. If you accept the Mattingly proposal,
I think you will have it.

Senator Durenberger. When I vofe on this and Mattingly,
when do I get to vote on the moratorium, because I want
to be on record for the moratorium.

The Chairman. We agreed on that yesterday.

Senator Durénberger. We did? Okay.

The Chairman. Do you want to vote on that?

Senator‘Durenberger. ‘All of us who vote against this
are not hung ub then --

The Chairman. DQ you want a record vote on the
moratorium?

Senator Durenberger. Yes, I think we ought to.

Senator Bradley. Yes.

The Chairman. All right. Let's vote on the two-year

moratorium.
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Senator Symms. Let's vote on mine first, Mr. Chairman,
if we could.

The Chairman. We have already agreed on the one. We
haven't had a roll call on the two-year moratorium, so lefﬂs
do that.

Senator Symms. Let's just include the moratorium in
it.

The Chairman. We will do it both ways. We.will put

it in yours, too.

Mr; DeArment. Qkay. This:is the vote on the two-year
moratorium.
The Chairman.  This is the Mattingly éirline_amendment.
Senator Bradley. Twé—year moratorium on?
Mr. beArment. Treasury's bill to issué regulations
in the nonsaturated'fringe benefits area.

Mr. Packwood?

Senator Packwood.

‘Aye.
Mr. DeArment;- Mr. Roth?
Senator Réﬁh. (No response)
Mr. DeArment. Mr. Danforth?
Senator-Danforth. Ave.
Mr. DeArment. Mr. Chafee?

Senator Chafee. Aye.

Mr. DeArment. Mr.

Heinz?

Senator Heinz. Aye.
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Mr. DeArment. Mr. Wallop?

Senator Wallop. AYe.

Mr. DeArﬁent. Mr. Durenberger?
Senator Durenberger. “Aye.

Mr. DeArment.‘-Mr, Armstrong?
Senator Armstrong.  Aye.

Mr. DeArment. Mr. Symms?
Senator Symms.. Aye.

Mr. DeArment. Mr. Grassley?
Seﬂator'Grassley-

Mr. DéArment.7.Mr, Long?
Senator Long. Aye.

Mr. DeArment. Mr. Bentéeﬁ?
Senator Bentsen.. (No response)
Mr. DéArment. Mr. Matsunaga?
Senator Matéunaga. Aye.

Mr. DeArment. Mr. Moynihan.

Senator Moynihan;f (Senator Baucus responded ayeknrprOXY).

Mr. DeArmént. Mr. Baucus? : N
Senator Baucus. Aye.

Mr. DeAfment. Mr. Boren?

Senator Boren. Aye.

Mr. DeArment. Mr. Bradley?

Senator Bradley. Aye.

Mr. DeArment. Mr. Mitchell?

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




O

10

1

12

13
14
16
16
17
18
19
26
21

22
23
24

25

93
Senator Mitchell. (No response)

Mr. DeArment. Mr. Pryor?

Senator Pryor. Aye.

Mr. DeArment. Mr. Chairman?

The Chairman. Aye.

On this vote the ayes aré 16, and the nays are zero.

Mr. DeArment. That is.correct,

The Chairman. Now what we have done, in effect, is
to forestall any action --=
| Mr. Grassley>votes aye -- that makes the ayes 17.

vTovfpfeStall,any action for two .years. Is that correct?

.Mrf DéArment.-wYés,

The Chairman. To what date? Two yéars from what date? .

Mr. DeArment. T think it is 1986.

Tbe Chairman. Now, what Senator Symms would like to
do.is incorporaté that amendment with his proposal.

Senator Bradley. And what is your proposal?

‘Senator Symms; My proposal esseﬁtially codifies what
we just voted £o delay .for two years. It codifies exiéting
practice with fringe benefits{»and it would make it --

Senator Packwood. That is not quite the same thing,
Steve. What you are-codifying, as I understand it, fringe
benefits:do not cost the employers any money. |

What we had the two-year moratorium on —--

Senator Symms. That is not quite correct. I can read
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through the list here. We have involved parking, automobiles,
tuition, airlines, faculty housing,-- the normal list of
things that we are discussing here.

So,'hhere'méy be some of the benefits that I think yéu
couldn't say that a parking lot doesn't cost somebody
something, and that would be part of.it.

The Chairman. Why don't we vofe on it?

Senator Packwood. Mr. Chairman, as much:fas I sympathize

with what Steve wants to do, I am going to vote against it,

and I will hold these hearings, and I am hoping that we
will hold in conference this two—yeaf moratorium.

The Chairman. I think we can hold that.

Mr. Chapoton. Mr..Chairman, I am very confused if.
we have a moratorium,. and we also have something that is
supposgd to clear up where the line is drawn.

We would noﬁ be able to issue regulations under your
legislation. I think the moratorium really solves the
problem, and we ouéht to wait until we discuss it more
fully.

We think that is probably a good way to go.

The Chairman. That is not a problem. Let's vote.

Mr. DeArment. Mr. Packwood?

Senator Patkwood. No.

Mr. DeArment. Mr. Roth?

Senator Roth. (Senator Symms votes aye by proxy)
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Senator Danforth. No.

Mr. DeArment. Mr. Chafee?>
Senator Chafee. No.
Mr. DeArment. Mr. Heinz?

Senator Heinz. No.

. Mr. DeArment. Mr. Wallop?

Senator Wallop: (The Chairman votes no by proxy)
Mr. DeArment. Mr. Durenberger?

-Seﬁator Durenberger. No.

Mr. DeArment. Mr. Armstrong?.

Senator Armstrong. Ayé.

Mr. DeArment. Mr. Symms?

Senator Symms. Aye.

Mr. DeArment. Mr. Grassley?

Senator Graésley. Ave.

Mr. DeArment. Mr. Long?

Senator Long. No.

Mr. DeArmént. Mr. Bentsen?

Senatqr Bentsen. (The Chairman votes no by proxy)
Mr..DeArment. Mr. Matsunaga?

Senator‘Matsunaga. Aye.

Mr. DeArment. Mr. Moynihan?

Senator Moynihan. (The Chairman votesaye by proxy)

Mr. DeArment. Mr. Baucus?
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Senator Baucus. No. '

Mr. DeArment. Mr. Boreh?

Senator Boren. No.

Mr. DeArment. Mr. Bradley?

Senator Bradley. No.

Mr. DeArment. Mr. Mitchell?

Senator Mitchell. (No response)

Mr. DeArment. Mr. Pryor?

Senator Pryor. No.

'Mf. DeArment. Mr. Chairman?

The Chairman. No.:

On_this vote, the yeas are 3, and the‘nays are 13.

The no's have it.

The amendment is not agreed to. Senator Dénforhh?

Senator Danforth. 'Mr. Chairman, I have an amendment
relating té cafeferia plans which would pick up .an additional
revenue over the three-year period of $150 million.

The amendment would limit cafeteria plans so that they
could not,offér any participant more than $3,000 of-tax-free
benefits annually.

They woﬁld also limit thefpermitted benefits to cash
and statutory tax-exempt fringe benefits currently permitted
in cafeteria plans.

Therefore, cafeteria plans under tﬁis amendment would

not be able to offer nonstatutory benefits such as, for
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example, vacation facilities nor deferred compensation.

The amendment would provide that cafeteria plans would
have to be both offered and used on a nondiscriminatory
basis and it would also provide for reporting requirementé
so that annual reports would be required on the cost of
a number of employees receiving statutory fringe benefits.

Mr. Chairman, Section 125 of the Internal Revenue Code
was .enacted in 1978, and that was the origin of . cafeteria
plans. - And the result of that provision in thé_law.was
that whét otherwise would be constructive receipt of cash
and thereby taxable has beéome nontaxable.

So, now we have a situation where an employee in a
company that has a cafeteria plan is able to make an
election between receiving cash or receiving any of a
range Qf benefits, and that is an unlimited election.

And the resﬁlt of providing that. election is that
again we have stacked the deck --

(Continued on next page.)
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Senator Danforth...;Mr. .Chairman,. when:you-are;;
providing that is that again we have stacked_the deck in
favor of fringe benefits and against the receipt of cash.
So that what we are saying now to an employee is you have a
choice between receiving your compensation as cash or
receiving your compensation as fringeAbenefits.

And all we in the government are going to tell you is
that if you exercise your election by choqsing cash, we are
going-ﬁo tax you are your highest marginal rate'on.yéur
compensation. |

However, if you choose to elect to-receive your
compensation in the form of fringe benefits, we are not going
to fax you at all. And that is-a very substantial incentive
for the employee asking for fringe benefits.

And under cafeteria plans, this isn't a matter of
collective bargaining. This is something that the employee
decides all by himself. And the point of this amendment is
thatiif: wesare going to have such a proVisidn in the code =--
and I'm not sure we should have such a provision in the code
in Section 125 -- let's at least have some limitations on -
it rather than the sky is the limit.

Otherwise, we can have the sort of .thing, Mr. Chairman,
which you were suggesting earlier where we provide just a
little walking around money to the employee and a whole

range of benefits that he can select tax free.
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So what this would say is that limit that election to
$3,000.00. .Limit it to $3,000.00, and limit it to cash
plus statutory tax exempt fringe benefits currently per-
mitted.
Senator Dufenberger. Mr..Chairman.

The Chairman. Senator Durenberger.

Senator Durenberger. Just very briefly, if I may. As

I indicated earlier, I want to compliment Jack Danforth and

everyone else for dealing with these issues. My position is
that we ought to deal with them in the way that Senator
Packwood.proposed'to us, and that is by an extensive set of
hearings.

I like a lot of what I see inihé;er I think my main
problem is with the $3,000.00 limitation on benefits. Now
all by itself, I can't argue that $3,000.00 might be an
appropriate limit:. But I also like cafeteria plans. And
I know I read in the New York Times last week an article
that indicated that’Chrysler pays $6,000.00 a year for each
of its employee's'héalth plan.

Now there is no way that Chrysler is going to go into
a cafeteria plan. So there are a lot of other companies in
that category between three and six thousand. So part of
part is behind this is whether or not you like cafeteria
plans or not. Whether you like giving employees choicgs or

not.
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I happen to like it because I think that part of the
solution to the problem of high premiums in health care is
people making choices of health plans or .making choices
between health plans and dependent care credit and so fqrth.

I guéSs my main objection here, Jack, to this proposal
is.that you are going to discourage a lot of people from
going into the choice business just with your cap. I can't
find anything else wrong with it. You are limiting it to
cash, statutory fringe benefits, all that sort of thing. I
like that. But the cap imposed today on today's world is
really going to discourage cafeteria plans.

Senatér Danforth. Let me just give you an example of
what we are getting at.

Right now we provide in the-code that an individual who
wants to pay for child care gets a deduction. If instead of
taking fhe deduction for child care you go into a cafeteria
plan and have the cafeteria plan pay for your child care, the
affect of that is to reduce your tax payment. So that is you
are in the 50 percent bracket, you are getting, in essence;
half of your cost of.child care.being paid for by Unéle-Sam::
as opposed to maybe 20 percent or so, which is what we have
provided for in the law if you take the deduction the usual
way.

So you are going to have two péople living side by

side in adjacent houses, same families, same situation, same
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income and have radically different tax situations depending
on whether or not they pick the cafeteria plan.

Senator Durenberger. You don't need the cafeteria plan
to have that discrimination. You can have that same problem

without a cafeteria plan. I don't understand how you can

only get it if you can get your employer to pay the cost of

the child care for you.

Senator Danforth. Right.

Senatdr'Durenberger. And if you get your employer to
pay the cost of,child‘care,Ayou.end up getting Unéle Sam to
pay half of your.child care cost as opposed to the more
limited deduction which we have provided.

The Chairman. Obviously, this is controversial. And
I'm concerned too about where we are going with all the
different fringe benefits.

Senator Packwood has agreed, when we took up the Symms
amendment, to have hearings. He just indicated to me he-
could even do some Qf that this year. So I think rather than
get hung up on this iésue, maybe if that's all right with
you, Jack, we will just put it in the package.

Sengtor Heinz. Mr. Chairman, could I just ask Senator
Durenbgrger one question?

The Chairman. Sure.

Senatoi Heinz. We wdn’%'prolong the discussion.

David, when you indicate that a cap will discourage
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choice, why isn't it equally evident that not having a cap
will result in people not having to make choices? And

ﬁhe real issue is not whether or not there is a cap, but at
what level it is.

Senator Durenberger. Théareal issue is whether or not
they are in a cafeteria plan forum of choice. You cah have
a choice of healfh plans wifhout_haVing a cafeteria plan.
You can have a choice of day care facilities or a variety of
othef things without the cafeteria.

It's just that a cafeteria plan does facilitate the
process éf making choices in an inétitutional environment.

Senétor Heinz. 1In a sense,; the logical conclusion of
that, without trying to put thé conclusion in-Ydur mouth,‘is
that you end up with héving a cap for all these kindé of
éhings, not just cafeteria plaﬁs, not just health benefits,
but a cap in which people choose among ail of those.

Senator Durenberger. I wéuldn't mind putting a cap on
the individual benefit within a cafeteria setting rather than
just putting it on the cafeteria itself, I don't think.

“Sénator- banforth. Mr.lChairman,.I am willing to lay
this aside, as you recormend, and let it be brought up. I
would only end with one short editorial comment.

We are providing at least'three different types of
incentives in the law for people going theifringe benefit

route as opposed to the direct compensation route. The
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fringe benefits are tax free. That is .the first and most
basic incentive.

The second incentive is the free funding possibility,
which is available under VEBAs. We discussed that
yesterday.

The third possibility is this constructive receipt
idea, which was opened up by Section 125, which says that
an individual employee can make the choice as to whether he
wants his compensation tax free or taxable. And that
really, I think, a very heavy weighting in the direction of
fringe benefits.

It seems to me that this reallyldeservés careful
attention. That:if we want to save revenue for the Treasury,
this is an obvious area wheré we should get it. And that.
this whole fringe benefit concept has been greatly over done
by the Congress. |

And if later in the day we need some money to make up
the package, I think we know some areas where we are going to
find it.

Senator Pack&éod. Mr. Chairman?

The Chairman. Yes.

Senator Packwood. I want to respond to Senator Danforth.
I will.consider these. But we are talking about a

significant difference in philosophy between, I think,

Senatér Danforth and myself and maybe some others.
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We use the tax code for all kinds of incentives. Some
of them are non-taxable fringe benefits; some of them are
deductions like home ownership. And we say when there are
Eertain things we want to encourage beyond the marketplace,

we will use the tax code.

'And the alternative to not using-the tax code is to have

a direct government program, whether it be a national housing

authority or a national health insurance plan. And I would
much prefer in areas where the public is going to demand
services =- and they will, whethe; it's health, day care or
legal care == I would much rather that those be proviaed
between émpioyers énd employees with a tax. incentive:: than
with a straight government appropriation and‘a badly managed
and.ovériy expensive program, which in the last analysis
will cost the Treasury more than anything that is provided
by something jointiy bargained or offered by an employer, if
you don't have a collective bargaining situation.

And on ﬁhat_subject, I think we ought to haﬁe hearings,
and lengthy hearings. But it is a difference in philoéophy
as to how social services in this country are going to be
provided.

Senator Durenberger. I think you over-simplified the
philosophy when you say if it's private and employer based
it works bettef% I mean'$6,000.00 for health insurance per

year is ridiculous. We don't give that in Medicaid or
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Medicare or anything else. That part of the system doesn't
work any better than having the government do it. So
somewhere in between here is where we ought to end up
hopefully.

The Chairman. I think that will be a good hearing.

(Laughte;)_

‘The Chairman. What I would like to do now is take up

number 10 and 12 and then number 8 -~ insurance company tax

‘changes -- before lunch.

. Number 10, mutual protection . trust. I understand that

is one that there is no problem with. Senator Symms, can

you explain.that?i Or-Rop?:.br'Anne'or_SOmebody?

Senator Symms. Mr. Chairman, I can explain- it. What
the mutual pfotection‘truSt -~ Senator Durenberger;-Senator
Matsunaga and I have introduced it, and it would amend the
Internal Revenue Code to provide certain physicians and
surgeons the mutual protectioﬁ associations with tax exempt
status for qertain purposes. .

Now it's not a revenue loser, and I will get to that.

The Chairman. I have already checked that.

Senator Symms. It actually will probably-make money .
for the Treasury.. _

This bill would pro;ide that payments to nonprofit
mutual protection indemnity associations providing medical

malpractice coverage for doctors will not be subject to tax
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upon receipt by the association, but such payments would
be deductible by doctors to the extent of normal insurance
premiums paid to a private carrier.

Now as a result of these escalations of jury awards
in medical malpractice litigation, there has-peen.a
continual crisis, which this committee is. very wsll aware
of, and the skyrocketing cost of medical malpractice
insurance which directly impacts the cost of medical care
in this country.

And one response 'of this crisis has been the adoption

of special state laws which permitted the establishment of

‘doctor controlléd insurance organizations to help reduce the

risks and to help lower the cost of malpractice insurance.

Within these organizations, doctors are required to
make a large initial contribution, and then provide a fund
to meet potential insurance risks. If additional amounts
are deemed necessary to pay claims later by the organization,
the doctor members are subject to latér assessments.

And with the combination of this self*contribusion and
the ability to assess their own members, the'incentive
exists to keep health care costs down, as well as to improve
the level of practice of their members.

More importantly, self-insurance trust costs .of
operation are significantly lower than the priVate insurance

carriers. Unfortunately, under current tax law, thé initial
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contributions made to these self insurance trusts are not
considered to be deductible business expenses to doctors
who make such payments even though a similar payment for the
insurance premium toa profit making organization.

Now the reason they are able to lower their malpractice
cost is because the doctois go through these cases very
carefully, and the ones that they think that the? are right,
and it's just simply a malpractice chafge that's based on
outlandish charges by some damage case, the doctors fight
these and they are winning a great percentage of these cases.

So it will increase Treasury revenues by éncouraging
doétors to uséAthis type of sysﬁémgaﬁ&é&éﬁeﬁ&Cgsts¢'m&tﬁWili
correct thé inequity where the premium ébSﬁs paid to private
carriers.

And essentially what we are doing is to set up a system
where doctors can do this. And Senator Matsunaga may want to
speak to this. They have already done it in Hawaii,
California and other places. New York is lqoking at it.:

The Cha;rman. Well, I_understand.Treasury has no
objection to this amendment.

Secretary Chapoton. Mr. Chairman, I have not seen it.
We were working on something on the House side. Our people
have not seen'this provision at all. Mr. Thomas on the
House side had a similar provision which we were trying to

work out, and I think we did work it out. But I have no way
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of knowing whether this is it until we have-looked at it.

Senator Symms. It's the same as the Thomas bill.

Secretary Chapoton. Well --

The Chairman. Let's give Treasury 5 minutes to look
at it.

Senator Symms. H.R. 4859,

Secretary Chapoton. I know, but that was too broad.

The Chairman. Number 12.

Senator Symms. - It has been reintroduced.

The Chairman. Is that all right, Steve?

‘Senator Symms, Sure.

The Chairman. Just'wanfgd‘to take a look at it.

Senator Symms. I have got a statement here where Mr.
Pearlman teétified over in front of the House where he was
agreeing with what I just said there.

The Chairman. All right.

Number- 12. Daye, do you have that? Tax treatment of
sale, lease backs of principal residents.

Senator Packwood. Is this, Senator, Specter's bill?

Mr. DeArment. Yes, this is Senator Specter's bill.

The Chairman. As medified.

Mr. DeArment. Tt .would:-pérmit --

Senator Packwood. This is where the elderly person can
sell their home to their children or to an investor?

Mr. DeArment. That's right. He can sell it --
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109 .
Senator Packwoodf' So they have got some money. and
some liquidity and then they can rent it back?
Mr. DeArment. That's correct.
~“Senator Packwood. I thought it was a good idea.

The Chairman. .But I think there was one modification

on ACRS.

Mr. DeArment. The question was -- and the Treasury
rasied this point -- to the extent that you claimed ACRS
on the -- the investor claimed ACRS deductions -

Senator Packwood. Excuse me. I can't hear you.

Mr. DeArment. If the new investor claimed ACRS

. deductions, the Treasury would not agree with that aspect of

it.
In other words, I think that Treasury would want a
slower rate of depreciation in this case.

Secretary Chapoton. Mr. Chairman, we are not in agree-

ment with this. We had .rasied questions about it before.

And I think it might have significant --

Senator Packwood. You are not in agreement with the
whole bill, as I recall.

Secretary Chapoton. That's correct.

Senator Packwood. Treasury was opposed to it at the
time. And you are not even in agreement with it with this
modification?

Secretary Chapoton. That's correct.
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Mr. Brockway. There was a discussion of using the
same depreciation schedule as you would use in the public

property leasing one. Sell, lease back. That would

" reduce the potential revenue loss, if they were put on a

st;aight iine over the E&P life of -- or the 40 year life
that you use the public property leasing, SO you wouid not
have a large net tax loss.

The Chairman. Now go ahead, Dave.

I was visiting with Treasury this morning. They
indicated that they would have no problém with it if we took

out the ACRS portion.

Secretary Chapoton. No, Mr. Chairman, that has not-been

our position. Let me reexamine that.

The Chairman. All right. Let's examine it during-the
noon hour.

Secretary Chapoton. All right.

The Chairman. Let me just go down this revenue loser
subject to approval of revenue offset.

As I understand. -- Rod, do you want to keep track as to
know where we are going to start?

We have completeq number 1, three year extension on
target of jobs credit; number two is open; number ﬁhree is
partly completed, it depends on the overall solution;
number four, definition of geothermal energy. That's not

yet been resolved. Is that correct?
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(No response)
The Chairman. Number 5 is still open.
Mr. DeArment. We are going to study that.

The Chairman. Number 6 we will pass over. Number

Mr. DeArment. That has been resolved.

The Chairman. -- has been disposed of. Number 8, we
are going to take up in about lbminute.» Number 9, that will
come later foday.f Number 10, they are checking on.

Number 11 has been completed. And Number 12 Tfeasury has
a reservation on.
-lAnd then on the first pége s
Mr. DeArment. On the first_page I have number 1 .open;

2 through 6 we have completed, The 30 percent withholding

I is still open.

The Chairman. That's finished.

Secretary Chapoton. That was agreed to. Well, I
think we did agree to it. I suggested it. I think I could
propose the modificatioﬁ as to whether we want to consider
the -—=- the resourcing rule that we have already adopted has
the effect of denying the foreign tax credit for taxes paid
until =- on Euro-bond transaction. While we wére phasing
in the withholding, the repeal of withholding, I suggested,
and I now have a proposal that we would like to propose if

Senator Chafee agrees, that we would allow the credit for
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Euro-bonds during this transition period, but design it
so that it does not allow the credit for other taxes paid
elsewhere. 1In other words, it would allow the status quo
for the credit and until the tax is paid on Euro-bond
transactions during the'transition period.

Mr. Brockway. Mr. Chairman,-let us see if we can get-
some revenue estimates on that. We don't have the basic
package yet.

The Chairman. All right. Leave it open.

Senator Chafee. Do we have to leavé it open, Mr.
Chairman?

Mr. DeArment. The 30 percent withholding'we can

agree on. We will just write up a different provision.

‘It's basically that they want to reopen the resourcing rules

that. the committee has already agreed»to. And we will write
it up that way.

Mr. Brockway. Right. The basic proposals are already
adopted. Itfs solely a gquestion of going back and reopening
the other issues.

The Chairman., All right: 'So Number 8 is still open.
Number 9 is still open. And Number 10, is that completed?

Mr. DeArment. That's completed.

The Chairman. Number 11. Mr. Hardee is still looking
at that.

Number 12 --
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Mr. DeArment. We've completed that;
The Chairman. Number 13?
Mr. DeArment. That's still open.
The Chairman. That is Senator --
Mr. DeArment. That is Senator Grassley's concern.
The Chairman. Number~14, that's completed.
All right. ©So let's then go to Number 8, insurance.

Could I just say on the insurance proposal that we have.

‘a basic package that I think has been -- well, there is a
little ad hoc subcommittee -- myself, Senator Bentsen,
Senator Chafee, Senator Durenbergér -= and I think we have

agreed on a basic package;

What I would like to do is have Rich present that basic
package. It's no secret what is in it. And I know there are
four or five amendments. Senator Moynihan has.an amendment
or two. I think Senator Durenberge; haé an amendment.

Maybe Senator Bradley does too.

And then if we could present the package,; agree on: the
basic packagg, and then during the noon hour’give Treasury
some time to look at these amendments. And if we can
agree -=- if not, we will vote.

Senator Grassley, do you have an amendment?

Senator Grassley. Two amendments by myself, and then
one in conjunction with Senator Boren.

The Chairman. Well, whatever the amendments are, we can
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look at those during the lunch hour.

Senator Pryor has one also.

All right, Rich, let's go with the basic package, and
give us the highlights.

Mr. Belas. Mr. Chairman, the basic package is :S. 1992
as introduced by Senators Bentsen and Chafee and others on
the committee and from elsewhere. The major changes. from it
are a reduction in the amount of'reduction'of tax -- the
basic bill has a provision that reduces the bottom line
tax by 25 percent for each company. VThat'weuld be reduced
under this proposed compromise to 20 percent, which would -
significently reduce the revenue cost of the bill.

The second major area ‘is in the policyholder provisions.
The policyholder loan limitations would be dropped from
S. 1992. The group term life insurance proVisions for
retirees would be retained.

There would be a change in the transition rule so that
all employees who are aged 55‘of older would not be affected
by these provisioﬁs. :Basically, that means there is a 10
year grandfather of the rules. They would not go into
effect for 10 years for older employees who have planned on
having this group term life insurance.

There is also a loosening of the proﬁisions for variable
life and annuity business along the lines of what the people

in the industry who sell these products prefer.

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




10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

There are also two transition rules that are of a

major significance to both small mutual and smaller. stock
life insurance companies.

One for the stock companies is popularly referred to

as the art proposal, which would provide an elective provision

in place of the taxable income  adjustment, the 20 percent.
reduction from tax liability.

The second is a-prqvision that Senator Moynihangbroughf
up yesterday which is the trénsition’rule for high surplus

mutual companies. The thought there was that the people.who

~are most effecfedxbyﬁthiSﬁbii1%ad#érsely,in that they wouild

‘have a higher tax liability are the smaller growing stick

companies and the high surpiué; Easically smaller mutual
companies. Both of them woﬁld get transitional relief over
the period '84 to '87.

‘I think that hits the highlights.

There are also about two or three pages of technical
corrections that also were brought to our attention by the
staffs of many of the members.

The Chairman. Well, I guess what I would do is yieid
to Senator Bentsen and Senator Chafee and see if they are in
agreement with the basic package. I know there are probably
four or five amendments.

Senator Bentsen. Thank you very much, Mr. Chairman.

As you know, this package is the result of very long
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and arduous negotiatdons in trying to keep the playing
ground relatively even between the mutuals and the. stock
companies, and still raising the amount of revenue that
we felt was necessary.

And, of course, this brings in additional revenue from
what the House version of this bill does. So I think we have
presented a balanced . package. And certainly I support the
package as presented this morning.

The Chairman. Senator Chafee?

Senator Chafee. Yes, Mr. Chairman. I would like to
ask Mr. Belas one question on the $50,000.00 limit on the
group term for retirees. Now what's the pro&isieh'that you-
have got in there?

Mr. Belas. The transition rule?

Senator Chafee. The transition rule. The way we had
it before was that if you had a plan, then we don't affect
the plan.

Mr. Belas. That's correct.

Senator Chafee. Now what are you doing?° You are saying
even if you have a plan, those who are 55 or younger --

Mr. Belas. Under 55.

Senator Chafee. Those under 55 will not grandfather.

Mr. Belas. That's correct. What the concept would be
that a person who is an older employee may have relied upon

having totally excluded life insurance. And an 18 year old
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who has gone into employment over the past year is not going
to have to worry about that until he reaches age at 65. He
has got 40-some odd Years or whatever.

Senator Chafee. I understand that. And I approve of
it although I never approved this particular change in our
meetings.

Mr. Belas. The practical affect is that the proposal
will. not go into efféct for- 10 yeafs.

Sen#tor Chafee. Does this solve the problem of a
plan,fwhethér it subsequently is amended or whether it
iemains tﬁe plan or not, that takes care of that problem?’

. 'Mr. Belas. Yes, sir. 1It's a much simpler provision

- where the employers don't have to worry aboﬁt that. All théy

have to worry about is the age of their employees.,
Senator Chafee. Yes. I'm for that.

The.Chairman. I wonder if we might agree to the basic

‘paékage. - Then I know there are amendments. Are there any

- objections to agreeing to the basic package?'

(No response)

The Chairman. If not, it will be agreed to..

I think Senator Pryor has an amendment that I don't
think there is any contoversy on.

Senator Durenberger.' Would you yield just one second?

Senator Pryor. Yes.

Senator Durenberger. I have one guestion about the basic
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package. 1Is it my understanding that in the basic package
that where a company is organized under state statute as
both:a mutual and a stock company that it will: be treated as
a stock company? |

Mr. Belas. Yes.

Senator Durenberger. I thank my colleague for yielding.

-The Chairman. Mr. Pryor.

Sénator Pryor. ‘Mr. Chairman, .I would like to pese a
guestion felatiﬁe to the transition rule to the Treasury
Department. The transition rule that I think now has
'commonly been called "OAT#;; standing for Oklahoma and
Alabama and Texas. Now what is the status in this bill of
the transition rule with regard to the OATs issue?

Mr. Belas. Senatof PrYor,.the‘prop§sai as it stands
would limit that transitional relief to those companies
in those particular states.f

-SenatOr Prydr.' Well, Mrf Chairman, I want to compliment
Senator Bentsen ahd Senator Chafee: for the work that they
have done. And in no-=way amVI trying to be an obstructidn.

What my amgndment would do is to bascially say that
all of the 47 states would have the same tax treatment in
the transition period, as would the s£étes that I have just
mentioned. And I think i£ speaks to equity and fairness.
And I would like to propose that as an amendment to make it

apply to all 50 states rather than just three.
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The Chairman. I wonder if we could look at that during
the noon hour, David.

Senator Pryor. That will be fine, sir.

Tﬁe-Chairman. Senator Bradléy.

‘Senator Bradley. Thank you, Mr. Chairman.

I also would like the Treasury to take a look at an
inequity thét I think is still.ih the package over the lunch
hour.- It-deals'with»the'subsidiary dividend problem. . Ana
we will pfbvide that for the Treasury to take a look at during

the lunch hdur. 'And then you can giVe us your opinion when

- -.Secretary Chapoton. Dividends from sub-mutuals?
Senator Bradley. That's right.
Senator Moynihan. Mr. Chairman?

The Chairman. Senator Moynihan. Excuse me. Senator

Senator Moyhihan. On thg lunch hour question --

: The Chairmanf I know there are seﬁeral amendments. = We
mightlbe able to save some time because we think we migﬁf
complete action on this entire bill by 4:00, hopefully.

Senator Moynihan. Earlier I raised with Secretary
Chapoton the question of the limitations which are placed on
the holding of Treasury sécurities by insurance companies and
mutual funds. That 55 percent limit.

Secretary Chapoton. I'm sorry. I meant to get back to
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you earlier. The derivation of that requirement is a
revenue ruling dealing with the wrap-around annuity problem.
And it simply says that there must be diVerSLty,soﬂthat you
cannot as was the practice for a thle wrap an annuity
around a particular investment asset, and have the favorable
annuity rules aéply to it rather than the rules that you
would apply if you made the inveétment directly.

And so the'requirément is a diversity requirement. And
we think ﬁhere ought to be a diversity requirement. I
beiievé it is 65 percent. | |

-~ Senator Moynihan. ’Eifty-five, I believe.

.Secretary Chaéoton. Fifty—five. I don't think there
is any magic in what the.percentage‘is, but-certainly a
diversity requirement,'ﬁe ﬁhink, makes sénse.

_ The Chairman. In other words, they have no problem

‘'with that?

‘Senator Moyﬁihén; They do. 'I don't know why.

The Chairmane -All fight. Well, let's discuss it.

I know there are several of these. Senator Baucus;'do
you want to raise one now for discussion?

Senator Baucus. Yes. Mrf Chairman, I understand that
this modification includes the fresh start rules.

Mr. Belas. That's~c6rrect, Senator.

Senator Baucus. -Modified reinsurance agreements. I

"don't know precisely what it is. But it is my understanding
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that the modifications you have agreed to are pursuant to
the fresh start rule.

Mr. Belas. I think what you are referring to, Senator
Baucus, is a question of how you'éllocate bétween‘the
reinsurer and the réinsured companies of the so-called
fresh start under the bill. "And that is included as one of
the téchnical questions.

Senator Baucus.A Thank you.

The Chairman. "In other words, his problem has been
adareSéed. |

Senator Moynihan?

Senator Moynihan. How does the Chairman wish to
proceed?

The Chairman. I dén't¢want_to take any action 6; the
amendments now. I want io first see how many there are.

Senator Moynihan. All right. Then I haVe one more .-
that I would_jus£ like to offgr. ‘May I raise one more?

The Chairman; Sure.

Senator Moynihan. Mr. Chairman, there is a questioﬁ
of variable life insurance. -'A.set of rulings has.:developed
which prevents an insurance‘cémpany from offering a
variable life insurance policy which is based upon a
pre-existing mutual fund;-

And it is suggestea that this limits very much what

consumers of theée<products can get for the simple reason
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that there is a whole range of mutual funds which cannot

be the basis of'their life insurancé._-And these funds have
typically different -- first of all,_they have records.

And, two, they have different mixés of objecfives. Some
guarantee a_steady'flow_of income and just invest inATreasury
bills. Others are -~- well, teaches an_insuraﬁce in annuity
as agaihst CRES. ’That{kind¢0f variation. Somé are very

much equity based. And yoﬁ can take your choiqef

‘And the established mutuéi_ fund, I think, legitimately
say .this gives consumers azwider'range'of choice and a
better means of choosing. And I would like to pfopOSe that
they be allbwed to de this. 

-Secretary Chapoton. Are you limiting your;proposal to
a variable life? |

Senator Moynihan. Variable life.

Secretarj Chapotdn. I think we should discuss this.

We will consider it over thé lunch hour. This is part of
the broader question of the'wfap—afound'annuity, as discussed
earlier.

Of course, the consumer can buy the mutual fund product
directly. And the question is whether he can buy that same
product through a variable product, whether life or -
annuity, and have a better tax benefit than if he bought it
directly.

Now it is true once you have preferred. rules for
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annuities or for variable life or for variable-products,ﬂthe
company that is issuing that product can make its own
investment, which is sometimes going to look a iot_like a
purchase of a mutual fund. |

The Chairman. I don't want to discuss them all now.
We wanted to sort of go over these during the lunch hour..
We want to iust.raise them now. - And we don't have to do it . .

in the committee. I know Senator Boren has an amendment.

- Senator Grassley has a couple. Senator Durenberger has an

amendment. .

Senator Boren. 'I think ours is on the insurance side.
It was that Nebraska matter that we were raiéihg for
Senator Exon and. Senator Zorinsky. I think that has been
included altready.-

Mr. Belas. That was iqcluded.

‘Senator Boren. So I wguldn't have one on the insurance.

-I would 1iké for them ovgr the noon hour, if they would,
to look =-- yesteraay I talked about the'bank'réserve
guestion. Ahd they were going to look at .some alternatiﬁes,
maybe limiting it to a certain amount of deposits or
something else that would reduce the cost of that that we
might come back to.

The Chairman. I don;t want ‘anybody to leave because we
have got a couple of things left to do. As I understand,

Senator Symms' amendment has now been cleared by Treasury.
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Secretary Chapoton. Yes, that's correct. We have been

back over -that. That -is-the--same amendment that we worked

on on the House side and that we did approve.

The Chairman. How do we refér to that, Steve?

Mr. DeArment. S. 1745, tax treatment fériphyéiéiansaﬁi«'
and surgeons. |

The Chaifman. " All right. Then without objection, we
will agree to that. |

Secretary Chapton. S. 1745, as modified by agreement
on the House side. |

Senator Symms. As modified, right.

‘The Chairman. . Now as I%undetétand,.you will look at
Senator Moynihan's -- whatever ﬁhe insurance amendments are.
I'm not suggesting weAtéke‘theﬁ all. We maf not want to
take any of. them. But I think Senator Pryor raises a point.
I don't see hQW you can limit something to three states. .I
don't know what the cost is if you make it apply to all
states.

Mr. Belas. .It‘é $40 million if you make it applicable
to all.

The Chairman. A year, three years?

Mr. Belas. Forty million over the period.

The Chairman. Pardon?

Mr. Belas. Over the '84 to '87 period.

The Chairman. - All right.
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Now are there any other matters on the agenda as
published that we can clear up here righf quickly before
we adjourn for luntch.

Senator Matsunaga. Mr. Chairmah, is my understanding
that the mutuél protection trust has been approved?

The Chairman. We have taken care of the Symms-
Matsuﬁaga aﬁendment. I guess you already have that though,
don't you? |

Senator Matsunaga.' Yes.

Senator Moynihan. Mr. Chairman, i am told I should ask
once againrthe question =- a number of:m?tual_companiés have
trouﬁle with the way the capital surp1us-is hahdled under.
the new insurance bill. And I underétand that the staff has
been able to work out a compromise that satisfies the high
surplus mutual companies.

The Chaifman. Ih fact, that's in the package.

Senator Moynihan. You weren't quite sure. I gather
today you are.

Mr. Belas. We. included that as a transition rule for
the high surplus as well as a transition rule for the
growing stock companies.

Senator Moynihan. I thank you.

The Chairman. .Are there any othér tax matters on page
two under the caption "Revenue .Losers Subject to Approval

of Revenue Offset" that we can address at this time? The
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mutual protection trust has been resolved: ..And I guess. the
others we can't resolve at ﬁhis time.

.I would like to ask ‘Sheéila Burke to come forward now.
We'lve £ried to develop in the pas£ several days a
modification of the spending pagkade,

Senator Baucus. Mr. Chairman, before Qe get to that
one, ﬁay I just ask a question?

The Chairman. Sure;

Senator Baucus. That's as to'a disposition of an item.
Oniﬁhe first page, repeal dividend réih?esﬁmént.» Wﬂathhave’
we done with that item?

The Cﬁairman.. We haVe comp1eted‘a¢£ionlon it.

Senator Baucus. Mr. Chairman, I just would like to
record myvviews against‘that action. I thiﬁk that we should
not repeal the dividend'reinvéstmeﬁt. And I would like the
record so to state.

The Chairman. We will h;verthefrecofd'indicate that.
There will bé no more tax proposéis considered . this
morning so some in the back may want to. go to lunch. - Buf-we
would like to take up this modification of the spending

paékage.

There have been a number of discussions with a number

of Senators. 1Initially it was with Senator Mitchell and then

Senator Baucus, Senator Durenberger, Senator Chafee and

others. It was particularly about the Part B action which
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would raise $3.3 billion. We have gone back and instead:
of trying to raise that to 35 percent, we would'increase the
Part B premium to 26 percent in '86, and maintain it at
that percentage. I tﬁink‘that's rather minimal, but I think
it does eliminate:much. of the concern.

And then to pick up the $2 billion we iost, I think we
have égreemént on a number of mihor proposals thatﬁaﬂdress -

we don't pick it all up. We probably still lose about a

‘billion dollars.

Sheila, maybe it would be better if yéu just discussed
that.

. Ms. Burke._ Véryﬂbriefly,»Mi. Ghairﬁan, the méhbers have
before them a package entitled "Modifications of Spending

Package," dated March the 15th of 1982. The first page of

" that simply describes the Part B premium proposal which you

just'noted.

The Chairman. Is there any objectioh to making that-
change in the Par£~B pfemium?

(No response)

Senator Boren. Not increasing the premium?

The Chairman. We just go up to 26 percent instead of
35.

Without objection, we will agree to that.

‘Ms. Burke. Item number two is a modification, the

physician freeze proposal, the committee previously
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considered. This modification would provide for. no rollback
in physician fees, but would simply begin the freeze in-
July of 1984 on all ¢ustomary and prevailing fees. That
would be - in place for one year. |

For the,second'yea;, those_physicians unwilling to take
assignment would'be.requiredito'ha?e their prevailihg fees
contihue.to.be frozen.

The Chairman. And again I would say‘with reference to
that that:we had a discussion.with the American Medical
Asééciation,Aand.I think'they are making & real effort to

be of assistance. And this would satisfy some of the real

-concerns -they have.

We would lose a bit of reQenue, but I think overall it's

the right thing to do. |
- So unleés-there'is some objection, we'will agree to that.

Ms::Burké. Item number thfee is aimodificationiéf
the labé proposal previously agreed to. This would simply
reduce the rates to the 1ndependent labs and phy51c1ans
offices .to 60 percent, and malntaln the hospital labs at
62 percent.

The date of initiation of the proposal is.delayed
slightly simply because of the timing of the committeé's
action. That gained approximately $100 million.

The Chairman. Without objection, we will agree to that.

Senator Durenberger. Are we on the labs, Sheila?
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Ms. Burke. Yes, sir.

Senator Durenberger. I just want to be sure that we
have statutory languége in there giving=the secretary
discretion to exempt the uncommon low volumé test from the
fee schedule. For example, just for the record, chromosome*
analysis, chogenetics (phonetic), viral immunology  and
trace metal and others.

-Ms., Burke. Yes, sir. We»wouid suggest givinggégﬁﬁiﬁiitgn
to the secretary to make adjustments for low volume and‘a;SO
emergency laboratofy tests. Ianged it for bonafidéd
émefgencies.and ﬁoépital'outpatiéht departments or ERé. SoA
we would recommend that modification. -

The Chairman. I want to make‘certaintbat all these
changes’have‘been agreed to by HHS.

Ms. Burke. Thére are no objections to the items we

have discussed.

Mr. Schieber. We have no objection to the items so

'vfar proposed.

Ms. Burke. 'Item number four is a modification of the
hospital provision previously agreed to by the committee.
This would modify the proposal by limiting the increase in
the market basket on the hospital cost portion to simply the
market basket. And to the market basket on the DRG side of
the equation to the market basket plus a half. That picks us

up approximately $500 million.

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




10
1

12

13

14

15

16

17
18

19

20

21

22

23

24

25

130

And the proposal, 'again, would be for two yearsAfor
1985 and 1986. ,Wé would also suggest -- and this would have
no revenue affect -- that similar treatment be given to those
hospitals exempt from the prospective paymeht.system
currently. For example, psychiatric hospitals, rehabilitation
hospitals. That they also be given a fractional .amount in
the m&rket basket.

Senator Durenbefger. ,Mrf Chairman, Sheila and I haven't
had much time to talk about this, but there is an alternative
way'and maybe it's the sort of way you wan£ to approach this
issue. That's.in term of the market basket ané the hospitals
épecific. |

When I offered my original proposal, which was to
reduce the hospital specifiC'portion by 1 percent, and leave

the prospective at market basket plus 1 percent -- I don't

‘know if I have made that clear -- anyway, a 1 percent

distinction. I did it because I know there is a whole lot

- of -hospitals out there that think we aren't ever going to get

the prOspectiVe.' And they are over on the House side riéht
now trying to maintain this 75-25 split as long as they

can.

I would really like to keep at least a 1 perceht

distinction between the hospitals specific and the DRG.

And you can do that if you do the market basket minus a

half a percent for the hospitals specific, and market basket
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plu; a half a percent on the DRG side. And you. can also
pick up, I think, about $170 million over her proposal.

The Chairman. I have no objection to that change. Do
you understand that, Sheila?

Ms. Burke. Excuse me. Market basket minus a half?

Senator Durenbergér. ‘On the hospitals specific, and
markeﬁ baskét plus a half on the DRG.

‘Ms. Burke. Tha£ would result in an additional
$100 million in savings.

The Chairman. What aboutvthe policy?b

- Ms. Burke. Mr. Chairman, we were somewhat concerned

about the precedence of providing for a negative in terms of

market basket rather than simply holding them at full market

‘basket.. That réaily was the only policy question that we
-had. That was the precedence of going in a negative with the

‘number.

The Chairman. Well, we discussed at some length a

. postponement, didn't we,'of six moﬁths?

Ms. Burke. \Yeé, Mr. Chairman. It was suggested thét
perhaps we simply delay, similarly to the COLA delay,_that
market basket. That would effectively cut the market basket
in half for a year to about 3.2 percent.

So that would reduce it even further.

Senator Durenberger. And our friends at OMB want to

cut it in half too. So that's why I didn't think it would be
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a great problem with just a half a percent.

The Chairman. I think the Durenberger proposal,
obviously, is supefior to that.

Ms. Burke. Yes, sir.

Senafor Chafee. Mr. Chaixman, let me justvsay that I
-get somewhat nervous abﬁut going to this market basket
minus a half. What are the ramifications? That's pretty
tough on those hospitals, I think.

Ms. Burke. The suggestion, as'we understand it, is to
dolthat on the hospital_cost:portion only.j qu of course,

over time, that would, in fact,. become a non-issue because

we had moved to a fully prospéétive_rate.

Our concern, which I indicated, was the precedehce of
géing-in a negative number. The market basket, of course, is
supposed to be a measure of the value or cost of services
hospitals purqhase. It's projected at about 6 percent at
this poinﬁﬁ' So it would go-tq 5.5-alternati9ely.

Senator Chafee. What's the purpose of it, Dave?

. Senator Durénberger. Well, the purpose of.itAis, if
we are going to be about in the billion dollars, is to try
to strike at least a 1 percent balance between prospective
and hospitals specific or cost portion of it.

And the reason for doing that is that we are moving the
system from hospitals specific towards prospective. And we

want to keep that movement going. And that 1 percent
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distinction will facilitate that.

Senator Chafee. Well, I will have to confess I'm not
sure enough of.the pofential ramifications-here. I'm a
little queasy about it, that's all.

Ms. Burke. The difference in the. savings, Senator
Chafee, is approximately $100 million.

~Senatof Chafee. It's not the savings. That's not the
point. I mean I'm télking -~ here the market basket is
in effect ‘what it cost them to operate. And you are giving
them a neéativé figure.

Ms. Burke. Xés, sir.

Senator Chafee. And it just makes ﬁé feel uneasy. That
is all.

Senator Durenberger. Bu£ if they keep moving, John,-
from the 25 to the 50 to the 75 it really lessens their
problem each year.

Senaﬁor Chafee. 1I wonit.say anything else.

The Chairman. Without objection{ we will make that
modification.

Now the additional budget propbsals, as I understand,
are not very earth-shaking, but they do pick up, when you
add them all up, $500 millien.

Ms. Burke. Yes, Mr. Chairman, that's correct.

The Chairman. We lost $2 billion on the Part B so we
are trying to pick it up.
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Rounding down Part B payments to providers -- we do
that for beneficiaries,-don'tswe?

Ms. Burke. Yes, we do, Mr. Chairman, with the SSI
program and AFDC and social security.

The Chairman. I have no-objeciion to doing it. on the
provider side.

Number two is the lesser of _—

Senator Baucus. Mr. Chairman, rounding down -f'there is
one slight problem we should be aware of. That's going to

hit low cost doctors' and rural. people disproportionatély.-

Lower cost doctors. that cost lower fees. It is going to

hurt that low income person, that lower cost .doctor, more. -
than it is going to affect a higher cost doctor with higher
fees.

The Chairman. But it can't affect anybody very much.

‘It's only about .1 a year, I think. 1Isn't it?

‘Ms. Burke. That's correqt, Mr. Chairman. That's
assuming about 200 million claims, which is what the
actuaries project are the volume of claims that are dealf
with.

So they have averaged that it's about $.40 a claim on
average.

Senator Baucus. It's still going to disproportionately
affect the lower people. It just is. I don't know whether

it makes that much difference to round down.
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The Chairmén. We thought compared to Part B Medicare
it would probably less painful. We are trying to recoup
some of the --
Senator Baucus. I understand. But what you are
recouping, you are recouping from' the lower.

The Chairman. We can put it over and vote on it, but

‘I had hoped we might agree to it. And then if there is. a

demand for a vote, wé can do that.-

Senator Matsunaga. " Do you.go on the ‘basis of $.50.
ovér'4— of‘aboﬁe $.50.  Or all lowering? if it-is $4.95,
you lower it to $4.00?

~Ms. Burke. That's right, Senator Métsuﬁaga. JIt's te
the next lower dollar, and I misspoke a moment ago.  The
actuaries estimate it will be a difference of about $.30

per claim; not $.40 a claim. But they lower it to the next

‘lower dollar. That is correct.

The Chairman. But‘I think QOu should know we are
already dding it for a lot of recipients.

Ms. Burke. That's correct.

The Chairman. SSI recipients. They get lower.

Ms. Burke. 1In terms of cash payments, that's correct.

Senator Durenberger. We are knocking cents off. I mean

like a $60.50 bill becomes a $60.00 bill. Isn't that what

- rounding it down means?

Ms. Burke. Yes, sir.
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The Chair@an. Can we go ahead and approve it? 1If
you want a'roll'cali, we will have a roll call.

;Senatér BaﬁcUsw;ﬁThié'isﬂtheufirét time anybody has
seen these. 'This is the first time that the ~- the

Democratic staff hasn't even seen these. I just wonder if

over the noon hour we can just look at them a little bit.

That's kind of quick here. I don't know if I have an
objection or not.

The Chairman. "All right.

Senator Baucus. If we caﬁ just look-ét them. Nobody
has seen them on our side.

The Chaifman. Let}s'go ahead;and e#plain the others.

Ms. Burke. Item number two is, in efféct, an accounting

issue. - And that is inicalculating the lower costs or:

charges that institutions be required to basically split

their4outpatient.departmentsgfrqm their inpatient services.
Medicare~§aYs, of course, on the basis of lower costs or
charges. And we have found historically that costs have,-
in many cases, exceeded cha£ges on the outpatient side,:but
that has not really been shown because of the aggregation
with inpatient where in fact the reverse is true.

This would simply require them to split. And in doing
so, would avoid the payment of excessive costs on the out-
patient side. The savings is estimated at approximately

$300 million.
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Item number three is a proposal that actually each
administration since the Carter Administration has put
forward to the Congress having to do with competitive
bidding for Medicare claims processing.

This proposal would giVe the secretary more flexibility
in negotiating those contracts. It would provide for pay-
ment not solely on the basis of‘cost, and would allow them
to select intermediaries in addition to ca:riers,_and not
permit hospitals to continue a nomination process.

The-administ;ationlbelieves'that it cen save a eub—;
stantial amount in these negotiations, achieving a savings
of .approximately $200 miliion’over a“threevyear period of
time.

Senator Baucus. May I ask, Mr. Chairman? Apparently
this item has been before this committee the last couple
of years. And it's my understanding that at least the staff
at that time thought that the HHS wasn't ready to do all
this. I am just wondering, Sheila, whether something has
changed.

Ms. Burke. Senator Baucus, the administration has
indicated to us they believe that they are in a pesition to
renegotiate.

The Chairman. ?he&adﬁinistration is here so we can
hear frem them.

Mr. Schieber. Senator Baucus, we feel that at this
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point in time that we would be able to do that. That we
would have some contract type provisions. We would
negotiate the other contracts down. |

A 5 percent reduction in the claims processing account

reveals first year's savings of about $35 million.. And we

feel that a 5 percent reduction in that account would not

present any hardship on our contract.

' Senator Baucus. My question really is -- either
Sheila or Bob =-- is-that my'undérétanding'has been that in:
paét~instances when this kind of requeét WAS made =- correct
me if I am wrong, either or both of you -- that despite the
department's views, in your view you were not sure that
they were ready to proceed. HaVe your views changed?

-Mr. Hoyer. Well,’Senator,.I think'thé problem in .the
past has been one of setting standards that competitors
would be requiréd to meet in ofdér to assure that you were
going to get quality servicesf Without standards, it's
very difficult to compare competing bids. -

So in buying phe lowest claims processing “per claim;
you may wind up spending a great deal more in terms of lost
services to beneficiaries, ér in terms of unwarranted pay-
out in program expenditures. I don't knéw that that's
changed. I don't know whether we now have better ‘standards
that we have had in the past for judging these offers.

Ms. Burke. If I might, Senator Baucus. In our
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conversations with the administration over theilast couple
of years on this subject, we have, as Mr. Hoyerusﬁggested,
encouraged them to, in fact, work on standardsl We under-
stand that the program policy people have, indee@,
continued their work in that area. .

Mucﬁ of the savings that fhey are suggesting are simply
not only a competitive bidding issue, but simply a pricing
issue which is not as related to the standards queétidn.that
is“putting out bids, but rather.negotiatihg a lower price
wiih'those individuals who we currently coﬁtract with based
on their ability to become moré efficient.

.80 it"'s not simply a handing it alkl out for competition,
but»simply a better job of negbtiating’a érice for con-
tracts current in place. |

-1e) thé standards will contin&e to be important. But
that is not as ciitical to their current activities with 
respect-to the negotiation on4a price issue. |

Sénator Baucus. So you are satisfied you have. the
standards-of error?

Ms. Burke. I believe that work still needs to be done,
but I believe work has been done over the past couple of
years.

Senator Baucus. Thank you.

The Chairman. Is that all right?

Senator Baucus. All right.
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~ been unable to negotiate savings with CBO.

The Chairman. Now as I understand the last two pages --
one, what is it? Studies? Can we go over those rather
quicle?

Ms. Burke. Yes. Very briefly, the noh—budget items
are simply technical issues. Tpe first are -

The Chairman. In other words, there are no revenues
involved in them?

Ms. Burke. None at all, Mr. Chairman.

They are technical changés.to the Social Secutity.Act
améndments that we are,_in fact, discussiné to méke sure’
there are no controversies. ‘Cardia pacemakers is a simple
modificatién of the.prop0sal»cgrrently in the package which
would provide for FDA rather than manufacturers to maintain
a registry. |

- The physician bonus issue is‘a request made by the

minority to have included, having to do with the payment .of

‘The fifth item is an item that both Senators‘Durenberger
and Baucus have been goncerned with, and that is the
temporary provision of funding for PSROs so that the&-don't
run out of funds due to the delay in the implementation.

The last is the repeal of a provision which, in fact,

if it were implemented would cost us money, but we have

The Chairman. Do you have any problems with any of these
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technical changes?

Mr. Schieber. No, sir.

The Chairman. HHS have any problems with the last
two pages?

Mr. Hoyer. No, sir.

Senétor Durenbefger. Mr. Chairman,,just for. the record
I would like to indicate that I would have been prepared to
add at least three other major items to this.since this
might‘be‘our~l§st vehicle.

‘One isithe cost cap that we talked abéut‘earlier on
health premiums.

The second is a manr‘reVision'of Medicare to do some=
thing that has needed to. be doné since_l965, and that is
provide<cata§t?o§hic health éﬁre_coverage for every elderly
person .in America.

And the third is to income test the Part B premium. I
mean I'ﬁ éatisfied that we st;ygd at 26 pércent because next
year I will propose that we take that percentage down to
20, and get our money back by income testing the Part B
portion of Medicare. And I Quess I have said that before,
and I would like the record to indicate that it is my
intention in the future to improve the Medicare program in
those respects.

Senator Chafee. Well, Mr. Chairman, it's my under-

standing that Sheila is going to come forward with -- with
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the people she has been meeting w;th and so forth -~ with
some recommendations on the total Medicé;e program the
first of next year.
Isn't that the objective, Sheila?
AAMs. Burke. Yes, Senator Chafee, that's the purpose
of having the hearing with the Advisory Council, talking with

the administration on their suggestions and the meetings that

"you had suggested last fall that have been ongoing. And that

is to put togethér some,suggestions for solvency.

‘Senator Chafee. But that is sfi}l happening?

-Ms. Burke. ' Yes, that's correct.

Senator Chafee. So ‘the suggestioﬁs which Senator
Durenberger has, which I think are good suggestions --—

Ms;jﬁurke;':Are amoné'thOSeAconsiderations.

Senator Chafee. Those Will be in the things we will
all be 1o§kin§ at? |

Ms; Burke. Yes, sir.

The Chéirman. As' I understand then on the additional

budget proposals, number one is still open -- rounding down

-Part B payments. Is that all right, Max? And the others

we have agreed to. I know we lose some money on the spending
side. What does that ==

Ms. Burke. I Eelieve it's approximately $24.3 billion.
So including other re;onciliatibns, it would take up to

approximately $36.1 billion. And that's assuming the set
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aside is not included in this package. The item which we
just put aside whiéh was .2, which is $200 million,

The Chairman. We lose about a billion dollars.
Ms. Burke. Approximately, yes.

The Chairman. But I do think with ali thevconcern

expressed by members on both sides on the Part B that this

ought to ease that concern.
I might also add that I discussed this with the
President at the White House and even though it was in his

budget, the 35 percent, I indicated there was rather an

~ uneasy feeling even though we had voted to do it. And he

indicated that there would be no problem for him if we
undid it. So we have undone ‘it. Is that all right?

Senator Baucus. Fine.

" The Chairman. HNow if we can work out that one, that

would put us lgss than a billion dollar losers.

I think we will come back at 2:00, at which time we
will address the loose ends-on.insurance. And also the .
other items that were on ﬁhe agenda-that we didn't reach.
And by that time -- we aie probably going to do ‘truck :
taxes last so if there is anybody interested in truck tax,
if you probably come at éround 3:30 or 4:00.

Thank you.

(Whereupon, at 12:40 p.m., the mark-up session was

recessed.)
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AFTERNOON SESSION
-(2:10 p.m.)

The Chairman; Dave, I-understand that some of those
techniéal thiﬁgs -~ I don't know who has théaagenda. Some~
body is walking around with the agenda. If there isn'ﬁ,any
agenda, Qe will just go ahead and pass what we have done and
guit. It Qill be all right with me.

‘Number eight, clarification’ on enterprise zones. Where
is George Pielet? What's the'pfoblem there, George?

Mr. Pieler. What page are we on? |

" The Chairman. It's on Page 1l of the afternoon agenda.
I think we will get‘some'copieszﬁere.'FDO'YOu have the
-afternOon-agenda copies?

Mr. Pieler. Mr. Chairman, there areijust two fairly
minor issues-on zones. One is that last year when the
committee reported this out, four amendments Werefadopted
that wefe offered by committee members, which the committge
may wish to readopt.

I have a hand-out describing the four. They are
fairly technical. One is by Senator Durenberger on allowing
zone authorities to make some alterations in commitments
during the course,of:the.zone. One is by Senator-Bentsen
clarifying the definition of ‘a rural'areé. One is-by
Senator Chafee regarding inventories of historic properties.

And one by Senator Long dealing with the kinds of items that
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a state and local government could come up with in terms
of equity ownership in setting forth the zone proposal.

The Chairman. Do these four sponsors still support
the amendments?

Mr. Pieler. As far as I know, they do. They were
okayed by the administration last year. And they are, I
believe, aware of these items.

The Chairman. But they are technical in nature?

Mr. Pieler. i*would say sd.

The Chairman. Are there any objectiohé to the'technical
amendments? They don't add to the cost, as I understand it.

Mr. Pieler. That's correct.

Mr. Chairman, in addition, we are advised by the Joint
Committée that the revenue loss estimates on zones assume

that no more than 25 zones are actually designated in each

year. The bill itself says 75 zones over three years. The

committee might want to clarify that those zones could not
all be designated in the first .year or two, but that they
would have to be spread out over the three years.

The Chairman. Twenty-five a year?

Senator Chafee. "Yes. I think what -- the concern was
that they wouldn't get started promptly and that in the first
year there might be 20 and then the next year theré wéuld be
others.

Why don't you say not more than 25 in the first year?
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How is that?

Mr. Pieler. We just checked with the Joint Committee
as to whether that would meet the revenue estimate.

Senator Chafee. Well, what you are worried about is
that in your three year peried you have-too-many up front.
If you had all 75 in the last year, that wouldn't affeét
your estimate.

Why don't we just say not more than 25 in the.first
year?

~ Mr. Pieler. I'm advised that HUD ag;ées to 25 in each

of the first three years would be acceptabie. And: we can

do that.

Senator Chafee. The thing is that in the first year
they might not get 25 out. That's what I‘m worried about.
So’why_don't we just say not more than 25 the first year.
That ought to take cafe of your problem.

Mr. Pieler. Fine.

The Chairman. All right.  1Is that it?

Mr. Pieler. Yes. |

The Chairman. All right, without objection, we will
agree to that. Do you have some problem with that, Dave?
If you.don'tAhave one, let's don't create one.

Senator Bradley.

Senator Bradley.» If we are looking for things to do

could we do that skilled nursing home amendment that you
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The Chairman. I think I indica£ed to Sheila that you
would get'CBO to give you some savings. They gave us no
savings.

‘Senator Bradley. No savings? If you will recall, this
-is a law that we passed that OMB did not implement.

The Chairman. Let me check with Sheila. We thought
we had enough savings to offset 'it, and we went back tp CBO
yesterday and they said no.

Senator Bradley.. The isSue, I don't fhiﬁk, is a matter
just of savings. The issue islwhether a law that is passed
by Congresé is géing tégbe'imﬁiemenﬁed'or whether OMB
unilaterallyiyviolates the law.

The Chairman. I'm aware of it, and I want to work it
out.. But I don't see Sheila in here right now, so let me
have her come in on tﬁat.

-Senator Chafee. Mr. Chairman, I've got'a very
technical, simple one, if you want to take some time.
Treasury is in agreement with it. It cosﬁs no revenue.

The Chairman. I cah't be;ieve it, but let's hear about
it.

(Laughter)

Senator Chafee. This deals with a charitable‘inﬁerest
and a split interest trust, a trust which is part charitable

and part non-charitable. And this would make a permanent
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rule which would permit reformation of governing instruments
of charitable split interest trust, which do not meet the
requirements of the 1969 Act.

It's incredibly complicated, but basically if a person
sets up a trust which then pours over into another trust,
which becomes a charitable one, and this one'deeédéntﬁ
didn't quite qualify although that was clearly the objective.
And may well be that that is ﬁhe interpretation of the tak
court now, but in order to straighten this out, we would
like this technical change.

The Chairmaﬁ.' What number is that?

Senator Chafee. ‘Well, it's not in your numbers.

The Chairman. I think it is.j'I~think I saw it in
the agenda. It's number -- charitable split interest trust
is number nine on the afternoon agenda.

Senator Chafee. .Well, you are ahead of me.

The Chairman. Is that a;l right?

Secretary Chapoton. Yes, that was all right with us.

The Chairman. All:right. No objection,;:it will be -
agreed: toi -

Senator Chafee. 'Thank you.

The Chairman. - What about number eight? Tax treatment
of sale lease-backs of principal residences.

Mr. Brockway. We are still working on the revenue

consequences of that, Mr. Chairman.
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The Chairman. All right. Let me see if. there is a
clarification. That is not done. Modification, that is
not done.

Number four, I don't think we are going. to be prepared

to get into oil company antimerger proposals in this package.

So unless there-is some objection, I'm just going to remove

that from the agenda.

Senatoxr Héinz can raise it later.

Senator Bradley. Mr. Chaifman, where is the agenda that
you are working from? |

Thé Chairman. Mike, could you give him a copy?

The Chairman. Number five, what about the public
property leasing? David Hardee had a chance to go over that
yet? |

(No response)

The Chairman. Those are some technical amendments.

Mr. DeArment. As I understand it, there is no problem.

The Chairman. Thefe wasnit any problem this morning
except David Hardee hadn't had a chance to look at them.

Mr. Wilkins. The minority staff has taken a look
at the list, and we had some additignal projects that had
been brought}to our attention that we understand are all
right to add to the list. And with those changes,'it's fine
with us.

The Chairman. Has Treasury looked at those?
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All right. Without objection. 1If they haven't looked
at them, they can 1éok at them later.

What about number six, clarification of research and
development credit?

‘Mr. Brockway. That is Senator Grassley's vocational
schools érovision.

The Chairman. And I understand Treasury may not have
been able to work that out.

Secretary Chapoton. No, sir, we haveAnot been able
to.. . We have strong concerns about broadening that; This is
a further broadéning of the gift of this typé of equipment,
but to a larger number of schoqls and pulls back into the
Apple computer problem.

The Chairman. Well, I'm going to ask that we -=
obviously, Senator Grassley can raise it again. I had
indicated to him that:I would take it up with Treasury. I
have done that. I think I am sympatheticAwith the concern
expressed by Treasury. You are going to_open.the-daor here
to Apple computer and everything else.

So let's just assume that that can't be done at this
time. That doesn't mean it can't be done later, if we can
work it out.

What about number seven? That's Treasury ahd.
miscellaneous.

Mr. Brockway. These are a variety of miscellaneous
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provisions that are in the House bill simplifying the code
like repealing the tax on strip stamps that have been
agreeable, I think, on all the staffs and the Treasury
Department.

Mr. Wilkins. Can we hold on those for just a minute?

Mr..Brockway. I gather you are interested in maybe
putting some more.

Mr. Belas. Mr. Chairman, I cleared that with David
Hardee. He had-one additional item which we cleared with
Treasgry that was also in the House bill.

Mr. Brockway. | Dealing with excise taxes.

'The Chairman. All right. We will go ahead on that one.
And if there are others, we can add them. All right.

Let's see. Luxury automobiies. They are still in
limbo.

Senator Moynihan. What's out of limbo?

The Chairman. I think we are going to have to havé a
board meeting here after a while of the members ohly and
decide where we pick up $5 billion or so.

And I think we will maybe raise it in the board meeting.

Is that resourcing thing complicated? If it is, I
don't want to get into it now. Number two.

Mr. DeArment. It's expensive.

The Chairman. It's aiso expensive, I understand. About

$500 million.
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Secretary Chapoton. I have not gotten the revenue on
it. |

Mr. Brockway. In the earlier compromise, that was a
cost of $200 million. This would be an additional $300
million above and beyond it, as. I understand the proposal.

The-chairman. Let's pass it.

What about number four then in the next column,‘extend

residential energy tax credits? Has that been addressed

-during the noon hour?

Mr. Broc¢kway. There has been some work on it.
Unfortunately, it would be -- without some significant

changes, it would be difficult to make it revenue neutral.

The solar credits that we are looking at are $6 or $7 million

a year loss for their extension on the conservation credits.

Even if they were to be sunset the middle of this year, that
would only pick up mafbe .4 to .5. And so we had been
looking at mix and match, but it would be'very difficult to
get it revenue neutral.

Senator Packwood. Where do you get 600:for residential
solar credits alone? Or.add wind and geothermal, if you
want. They are relatively the same; How do you get $600
million a year?

Mr. Brockway. I don't have the sheet in fronf of me.

We were estimating .7, weren't we, on this?

Senator Packwood. For three years, including residential
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and business, solar, geothermal and wind for '86, '87, '88,
you were initiall& ~- the revenue estimate from the Joint
Committee was $1.3 billion. And that was residential and
business.

‘Mr. Brockway. I don't have the -sheet.

Senator Packwood. Well, let me tell you, Mr. Chairman,
the figures I have for solar energy at the 40 percent
credit, solar energy, wind.and"geothermal. That's $675
to $700 million three year reveﬁue loss, which can be over
the three years offset with the elimination of the con-
servation credits.

“Mr. Brockway. -A one year_extension'we are estimating
at .6.

Senator Packwood. Now we are talking about residential
only?

Mr. Brockway. Solar, wind and geothermal.

Senator Packwood. Yes, but residential only. The
figures I have got from the Joint Committeé are .i, .5,
<7 for '86, '87, '88.

Mr. Wetzler. That'é right, Senator Packwood. That's
a three year-extension of the soiar, wind and geothermal.

Senator Packwood. Residential.

Mr. Wétzler. Residential was 1.3.

Senator Packwood. Yes.

‘Mr. Brockway. It gets up to .7 so it's .1, .5, .7.
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Senator Packwood. So the total that you have is

1.3. The total I have is $675 million, based upon
estimated sales of 131, 142 and 167 thousand. I'm curious
what your base is one because on your projeétions two years

ago when we extended this, you were off dramatically on

your projections. You were high.

Mr. Brockway. We have some people over here working
on it. I talked to them over the noon hour and théy were
going to come back with more detail. They said that - . =
the industry numbers'that are showing a low revenue estimate
are different than what .we are picking up off of the returns
for '82. That.our numbers are'based on what is being claimed .
on tax returns.

Senator Packwood. Let me ask you a question. What do
you estimate for '85, '86 and '87, if we eliminate the other
conservation c;edits starting -- and pick a date.—-=ifirstiof
July of this year?

Mr. Brockwayf I believe that's --

Senator Packwood. For,;85, '86, '87.

Mr. Brockway. I.beiieve it's .4, .5.

Senator Packwood. All right. You are in the ball park.

The Chairman. Why don't you just refine that some?

You need a little more time, as I understand it. |

Mr. Brockway. That's correct. .And then we would =

like to be able to talk to John and just go through these.
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The Chairman. Yes, John is available.

What about in that second list? 1Is Treasury ready to.
move on any of those? Number two fits in with-the
discussion of automobiles generally.

Secretary Chapoton. Yes. .

The Chairman. We have agreed on the $.12.- What about
the geothermal, the hot water?

Secretafy Chapoton. I understand that has been worked
out with Senator Symms. That the problem is that coming
from the same feservoir there are two different temperatures,
and depending on where it is withdrawn. You would have an
unusual situation on one side qf the street. The energy is
drawn and it's below the temperature minimum. And the éther
side of. the street from the.séme reservoir is above it.

If that's the case, we are perfectly willing to look
at the highest temperature of that reservoir -- and
Senator Symms' assistant indicated that would be satisfactory
to .them. Just do that in committee report 1angua§e. You
wouldn't need a statutory change.

The Chairman. Ali right. Let's make certain we include
that in report language.

What abopt the insurance company tax? I understand you
have looked at some of them, and there may be one ér.two that
you can agree with, and the others we cannot.

Our sound system isn't too good here. I think we are
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making more noise than they are. And we-apologize for

you having to stand. It's not very good.

Rich?

AMr.‘Belas. T think, Secretary Chapotoh, we could
probably speak to what'Treasury can't accept on these.

Secretary Chapoton. ©0Oh, I see. I didn't recognize
the first one. The first one is the three state rule that
Senator Pryor mentioned.

And we opposéed. that rule'oﬁ the House side. We think
it is‘certainly —— certainly doesn't make sense to have such
a rule for three states. We wouid prefer that it not be
available for any states or we:would prefer that it be
applied to all states as it is in the House, but limited to
a two year period.

" The Chairman. Why don't we apply it to all states and
limit it to one year? |

Secretary Chapoton. That would tend to bé acceptable
to us.

Senator Pryor. I underétand,.Mr. Chairman, and Buck,
that this is only at the most liberal times about a $40
million revenue loss over a three‘yeér period. And so that's
the most liberal terms. I have aiso-heard $20 million con-
sidering those companies that had a loss.

And I wonder if you haﬁe any recent figures for us,
Buck, other than the $40 million over tﬁe-three year period.
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Mr. Stretch. The numbers that we are carrying for
this, Senator, are that the prévisions already included in
the_bill cost $20 million a year during the rélevant periods.
And then that the addition of the remainder of the. states
would be another $10 million a year.

So éver the four year period'we'have already got
80 -in- the bill and this would add another 40.

The Chairman. We will come back. Let's go to the six
and then come back and deal~with it. |

Seﬁator Prydr. ‘All right.

The Chairman. Number two.

Secretary Chapoton. I'm sorry, Mr. Chairman, I don't
recognize this. Let me see what this is.

Number two involves a caée where the cbmpany -= I don't
know the name of the company -- but by an acquisition it
made in an earlier year simply triggered additional tax
under prior law. It has nothing to do with the amendments
that we are now talking about. And so we would strongly.
oppose this change which wouid just simply reduce the tax
liability for an ihsurance company .

The Chairman. What's the revenue impact there?

Mr. Belas. That's about $10 million for that one
company over one year. |

The Chairman. One year.

Mr. Belas. Right.
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The Chairman. All right. Number three.
Secretary Chapoton. This is a matter involving mutual
companies, dividends ffom subsidies of mutual companies.
There is a problem here, Mr. Chairman. But we cannot work

it out without opening up a much larger problem. It may

cause an organizational difference in the mutual companies,

but, frankly, unless we can work it out then -- we have
attempted to do so before today. We have to strongly
oppose this because it frankly just would allow them to put

their 'tax exempt in a separate company and override what we

- are trying to do altogether.

The Chairman. We have tried tofWor%?ihat out earlier
and we couldn't do it either.

Senator Bradley. Mr. Chairman?

© The Chairman. Yes.

Senator Bradley. Can't Treasury write some very tough
and stringent rules so that youltake care of people who would
abuse it without penalizing your natural insurance companies
that has some'legitimate.dowﬁstream tax exempt interests?

Secretary Chapoton. There certainly is a case as you
described. Legitimate downstream interest, but we have not
been able to design a rule, even-anticipating what we éould
put in regulations that would prevent --

The Chairman. My suggestion is on something .like that

is that we haven't gone to the -- I think the problem is we
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aéked Treasury and all these staffs to perform miracles
here while we all go off to lunch. We looked at this in
a little subcommittee'group. It seems to me Tfeasury could
still look at it even though we can't agree.to it now.

Secretary Chapotoh. Maybe we could continue to look at

it. I don't want to hold out a whole lot of hope except I

know there is a problem, and maybe we could do it by floor

.amendment if we could figure out a way to do it between now

and then.

Senator Bradley. How much time would it take you to

_ try to draft the kind of tough .rules that I think you are ==

‘Secretary-.Chapoton. It's really not a matter of time.

~We just cannot.figure out how you would state a rule that

couldn't result in wholesale avoidance of what the basic
principle --

The Chairman. Is this a hundred and some million
dollars?

Mr. Belas. It could conceivably. The problém with this
is that we don't know how many loopholes we would be opening
up by doing this. And it's not that we have not been trying
over the last few months, Senator Bradley. We have been
trying very hard.

The problem is that there are always loopholeé that you
open up whenever you try to make a change of this magnitude.

Senator Bradley. Well, I think that in the committee's
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deliberations to date we have done a lot of things that
probably will open up some other loopholes as well.

My question here is whether you couldn't do it so that
the tax exempt interest couldn't exceed the business'
reasonable business neéds, and_let Treasury,define what
reasonabie business needs ére any way.they want to.

In other words, there are some companies that have
legitimate interests in this who also do not want to see
an abuse take place. .So-giviﬁg-Treasury the authority to
just write the rules tﬁe way théy would like to write them
to assure the abuse is -- that's the way to approach it.

The Chairman. This is not in the House bill, is it?

Mr. Belas. No, it is not. They discussed it as well,
and came up with a very limited rule which is slightly
better than current law, but not as good as some of the
mutual companies would prefer.

The Chairmén. Let's try to cover the other three. We
have a vote going‘on and then we will come back.

Senator Grassley. Mr. Chairman, before you move on, I
want to say that I have got an intgrest in that same matter.
And I would like to urge the committee staff and Treasury
to work something out, whether it be by legislation or
whether it be by regulatiqn; because I think that Qe ﬁave
got a situation here where same segments of the industry

through no fault of their own are being treated unfairly by
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the tax laws. And I would like to see that we bring some

equity to the situation.

The Chairman. We are losing about $1.5 billion in
this bill,

Mr. Belas. That's correct, Senator.

The‘Chairman. There are a lot of insurances that are
getting a very big tax reduction”in this-bill. But we will
continue to look at it.

Let's go on.

Secretary Chapoton.- Number four, I think, is Senator
Roth's amendment which he would have an exception for
aggregation rules for a small company. This isn't basically
saying if a small insurance company is owned by a large
company. or there are large coﬁpanies affiliated with it
that the small company rules would not apply. We have
serious questions about the small company rulés anyway.
They simply get small insurance companies significant
advantages over --—

The Chairman. So you are opposed to this?

Secretary Chapoton. We are opposed té this. Right.

The Chairman. Next.

Secretary Chééoton. The next two involve the
diversification requiremept'applicable under a.revénue ruling
with respect to variable products. We met with Senator

Moynihan, and we would be agreeable to putting -- making a
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couple of changes.

One, putting a statutory diversification authority.
Making it clear that the authority to require diversifica-
tion exists. And then to allow variable life companies as
oppésed to variable annuity products to use an independent
advisor as é mutual fund, of a mutual fund, to advise it
with respect to its investment activities.

‘The Chairman. There is no cost involved in that, is
there?

Sécretary Chapoton. No, I think there is no cost.

The Chairman. If we are geing to adopt some»of'these
amendments, and hopefully go back into the package and pick
up the revenue, and not pick'it out of the realtors or some-
body else.

- Senator Grassley. I thought, Mr. Chairman, your idea
was) regardless of these amendments, to increase the income
from the insurance tax bill anyway.

The Chairman. No. We are losing about a biilion and
a half.

Senator Grassley; All right. Say-.it anyway you want

to, but my understanding was that where we left off last

fall, you were going to try to get some more revenue from the

insuranceltax portion of this overall tax bill regardiless.

So if you pursue that course of action, then you automatically

have them for soﬁe of these. That's what I'm suggesting.
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Have you changed your mind?

The Chairman. No, I haven't changed.my mind. But I
can't just tell you that there is a very fragile coalition
in the insurance industry that can tip either way. And they
have worked out this 4—-in fact, we do raise more revenue
in the Sénaté bill than they do in the House bill.

Secretary Chapoton. Yes. That's correct.

The Chairman. Treasury wanted to raise more, but there -

was a compromise and they split it down the middle.  Instead

" of $400:million it ended up at about $200 million a year.

Is that right?

- (No response)

.The Chairman. But there is this delicate balance .
between. stocks and mutuals thét I don't want to upset. . But
I'm not going to prejudge the amendments. Obviously, the
committee can vote on them. But I say if we adopt a number
of them, we are talking.about a couple of hundred million -
dollars, and I don't know where we go for the $260 mil1ion
unless we do the TIA.

Senator Grassley. But, -Mr. Chairman, I think, too; you
need to be cognizant of the fact that sometimes when you get
the biggies tpgether in working out a compromise sometimes
those with less political power aﬁd less economic persuasion
don't get tﬁeir iﬁterest considered. |

The Chairman. Well, the one Senator Bradley is talking
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about is for the biggies.
Senator Bradley. Well, I would like to clarify that
revenue loss. I would like to ask the Joint Tax Committee

what would be the revenue affect of the subsidiary dividends

amendment.

| Mr.AStretch. It would depend on what you assumed.
Assume you are to get the abuse, fo eliminate the abuse.
Then there would not be a noticeable revenue affect. Some
of_this has already been taken into account in the House bill.

Senator Bradley. So, Mr. Chairman, the Joint Tax.

Committee says there would be no noticeable revenue loss. .

- They said there would be noticeable revenue loss on the

subsiaiary dividend bill if the Treasury could write the rules
that would tight enough to get the abuse.

Secretary Chapoton. And if we could write the rules,
that would be tight enough to get the abuse, we would not

mind the amendment. The problem is how you design the rule

that does cut out the abuse, but allows the problém to be

taken care of. And we just ha&e not been able to do it.

Senator Bentsen. Let me further clarify. We are taiking
about subsidiary casualty companies, -aren't you?

Secretary Chapoton; Casualty subs of mutual.

Senator Bentsen. That's whaf I said. Subsidiary
casualty companies of mutual life insurance companies.

Secretary Chapoton. Right.
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Senator Bentsen. And that's where you are saying you
cannot write the rules that will protect'agains; possible
abuses.
Sectetary Chapoton. That's correct.

-Senator Bentsen. I wanted to be sure I understood

'that.

‘The Chairman. There is still one more that we haven't
discussed?

Secretary Chapoton. No, that's all of them: The last
two are covered the same.

The Chairman. What happened to number six?

Secretaty Chapoton. 8ix is the Variable life. We would
make clear the authority for requiring diversification and
allow variable life to use an independent investmen; advisor
of a mutual fund as its advisor.

Senator Moynihan. Five and six are the same.

Secretary Chapoton. Five and six are related. And they
are both covered in’that.

The Chairman. And that;s satisfied.

All right. So there are four we need to consider when
we return.

Is there anything élse we can take up before the second
bell? There is nothing else in the insurance area} is that
correct?

Secretary Chapoton.. Not that I'm aware of.
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Mr. Belas. That's correct, Senator.

The Chairman. That's correct, Rich?

.Mr. Belas. Right.

The Chairman. That is the second bell.  Let's come
back right after the vote and we will continue.

(Whereupon, at 2;39 p.m., the mark-up session was
recessed.)

AFTER RECESS
(3:05 p.m.)

Thelchairman. Let's see. Are there any,other,areas

- where Treasury, the Joint Committee or the Finance Committee

staff have been trying to reso;ve diffefences.on;technical
matters?

Mr. Brockway. Mr. Chairman, I think there is agreement
on earnings and profits dealing with oil and gas and mining,
and that would be to use a five yeaf amortization.for
intangible drilling costs, and a 10 year for ﬁine development
exploration expenses.

The Chairman. Was that-discussed with Senator Wallop?

Mr. Brockway. ‘With his staff.

The Chairman. All right. Without objection, we agree
to that. | |

What is the tax treatment of sale lease-back ﬁo
principal residences?

Secretary Chapoton. Senator Specter had an interest in
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that and I think we are waiting to hear from him. We haven't
heard back from his yet. They are discussing it.

The Chairman. I'just heard from him. He still has an
interest in it.

Secretary Chapoton. He still has an interest.

Mr. Brockway. We have worked out an agreement, I believe
but they'wanted to go back and check with Sénator Specter on
it.

The Chairman. Have we dene all we can do on it?

Mr; Bfockway. I think you4haVé done a fair amount. ..

The Chairman. We can agreé on what-we have égreed oﬁ
and then if he doesn't 1like iti we can disagree.

Mr. Brockway. I understand that his staff person would
like to be able to speak to the Senator first before we were
to act.

The Chairman. Well, I would like to finish this bill.

Mr; Brockway. We could dd it and change it;

The Chairmanf All right. We wili agree to it.

Mr. Brockway. That would provide that the sale lease-

back treatment would be allowed as long aé the sale lease-

back isn't to either a related party or a tax shelter
syndicate. Also there'ﬁould be a 40 year straight line
depreciation on the composite basis, and that on these
transactions you could qualify for the section 121 exclusion
on gain of the sale of the hone. But, otherwise, ycu could
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not qualify in the sale lease-back or retain interest
situation.

‘The Chairman. What about number 11? Employee. awards.
Have we whittled that down some more? Aﬁd I don't agree with
Treasury on that,

Mr. Belas. ASenator, the problem is that a.dollar
cap needs to be put on the amount_of award ‘in order to keep
the revenue down. And that has been a point of disagreement
that just has not been resolved.

The Chairman. Well, let's resolve it. Or we just

~ take it off the agenda.

Mr. Belas. You could put.a $100.00 cap and keep the
revenue under $100 million. That's what you would need.

The Chairman. I understood that there wouid>be no
revenue at all, no loss, and then it went up to $300 million
a year.

Mr. Brockway. I think that was the sponsor's revenue
estimate. I don't think we ever felt that it would ﬁqt have
a significant revenue effect;

Mr. Pearlman. Mr. Chairman, as I understand, the
sponsors do believe there is no revenue effect on the theory
that these awards are nét taxable under current law. That is
not our view. We believe they are taxable.

The Chairman. But the Treasury propcsal would be about
$300 million.
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The Chairman. If we just keep adding $300 million
somebody later on this afternoon is going to get to pay for
all these things. And I haven't noticed aanvolun£eers.
Either we are going to go back and raise a lot of things
we have agreed to or find some offsetting revenues.

When will we be ready with a proposal on that? Fairly
soon?

Are there any other areas that we --

Mr. Brockway. There is a possibility that I just

discussed with Senator Packwood on the solar credits. There

is a possibility of extending those only for two years, and

then sunsetting the conservation credits at date of enact-
ment. And that might result in a revenue loss in the period
of no more -~ only $55 million. .

The Chairman. I understand that's satisfactory. So
unless there is some objection, we can agree to that.

Secretary Chapoton. This is a two year extension of
renewables and a .sunset of cénserﬁation?

Mr. Brockway. Correct.

The Chairman. The studies have indicated it had been
useless. We are going to terminate it.

Secretary Chapoton. Yes.

The Chairman. I'm not certain the others are much

better.
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1 Secretary  Chapoton. Yes. I was going to make that
- 2 comment. But this might be a good compromise.
0

3 The Chairman. At least we pay for it, right?

4  Secretary Chapoton. That's correct. At least we pay

5 for what might happen anyway.

6 AThe.Chairman. All right. So that is taken care of.

7 - Are you goiné to be able to write those rules on the

8 Bradley amendment?

9 Secretary Chapoton. Not yet, Mr. Chairman.

10 The Cﬁairman. Why don't we agree to this? This isn't

11 going to be on the floor for two or three days.

12 (Laughter)
i3 'TheAChairman. Or weeks. -You know, if in fact we can
<:) 14 do what the sponsors suggest, then we ought to adopt the
15 amendment.
16 Secretagy Chapoton. Sure.
17 The Chairman. But I think what I would like to dé,
18 unless there is sqme strenuous objection =-- hopefﬁlly there
19' will not be -- is to give Tréasury some additional time,
20 the Joint Committee and others to see if we can writg
. appropriate rules.
- Secretary Chapoton. We would like that.
23 The Chairman. ‘DoesAthat satisfy you, Senator‘Grassley?
" You indicated an interest in that too.
) 25 Senator Grassley. I think that that will take care of
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the situation. We have no reason to want to encourage
abuse. And whatever can be done to protect that, just allow
these companies to do what some others can do who are in
a different situation.

Senator Durenberger. Mr. Chairman, I wasn't here for
the argument. I will just cast a little different light on

it. ‘I think we are giVing'something away we don't have to

give away to the stock companies. And so we are asking for

a little something for some mutual companies, and I hope
somebody can write some rules. | |

The Chairman. We gave a little something to‘mutual
companies.

Senator Durenberger. We already gave those away?

.Oh, all right.

The Chairman. A rather substantial amount. But if there
is.no revenue loss, it may be a poiicy problem.

Secfetary Chapoton. But I think the revenue loss and
the problem go hand in hand. ‘Because if we can take care of
the problem -- if we can define the problem and limit the
abuse, we take care of the revenue loss. But if we can't,
we have a revenue problem.

The Chairman. Well, Senator Bradley isn't here but I
had hoped he might agree to that.

That leaves three amendments in the insurance area. I'm

sympathetic with Senator Pryor's concern that if you are
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going to include three sﬁates it's rather difficult to. --
Secretary Chapoton. Absolutely. It would make no
sense. And that point came up in the Ways and Means
Committee. And that's why it was there 5roadened to all
the states and limited to a couple of years.
- Senétor Chafee. Well, Mr. Chairman, who do it to any?
Secretary Chapoton. We would pfefer not to do it to
any.
Senator Chafee. As I understand this proposal, this

is a proposal -- this is where they went into a deal and

were anticipating some deductions, and as a result of the

change in the tax laws, they didn't receiVeAthe deductions.

Secretary Chapoton. No, they actually get a better

~deduction than --

Senator Chafee. Notias;muchh;

Secretary Chapoton. And so that makes the old. !..
deductiohs worth less, and they want to keep the value of"
the old deductions and the rates under the new rules. So
one could describe it as the best of both worlds.

Senator Chafee. Because the reduction in the tax rates
made the deduction worth less.

Secretary Chapoton. That's correct.

Senator Chafee. 1It's sort of like the child brying
because he doesn't have a vacation. He doesn't have a

vacation because he doesn't go to school.
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(Laughter)

Senator Chafee. And that's the situation here. They
are not getting the deductions because the tax rates were
lowered so the deductions weren't so mucﬁ, Yo} they want it
both wéys. That's a very peculiar.way to.do business.

 Senator Durenberger. Mr. Chairman, this happens to be
one that I think he has probably chafacterized'appropriately,
but I happen to have an interest in it.

(laughter)

Senatdr.Chafee. This is OATs, not MOATs.

Sen;tor Durenberger. Weli,'I would loﬁe to éee it
come out MOATs. Either that or I wouid like to see it

somehow the M become MOATs when it gets oVer to the House.

.It's practically there now, I understand. And if we could

agree to -- let's see i1if we could agree to leave the OATs
in here, but don't limit the term, then I think we might get
MOATSs, wbuldn't we?

Senator Chafge. Well, Mr. Chairman, at the appropriate
time or when Senator Pryor is back, I would move to cut the
whole thing out.

The Chairman. And you want people to pay taxes?

Senator Chafee. That's a shocking proposal to méke,

I recognize, in this atmosphere. But just a little bit.

The Chairman. Well, Senator Pryof is not here. I was

just trying to figure out if there was some way we could work
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it out.

Senator Chafee. 1I've made a proposal to work it out.

The Chairman. That's an option. But I think we
certainly don't want to act in his absenée, unless we are
going to act favorably. So we wait until he comes back.

Now were there any others? As I understand the first

one you described had no reference --

Secretary Chapoton. Oh, the other insurance provisions?

The Chairman. We are trying to dispose of those four
amendments; Two were disposed of or agreed to or compromised
or modified.

Secretary Chapoton. Yeé.«

‘Mr. Stretch. The other two are Senator Roth's amend-

‘ments on the aggregation test for small companies and whether

you count in the assets of affiliated companies that are not
in the financial sector.

TheAChairman. Was that discussed in the past several
weeks, months?

Mr. Belas. .Yes, it was, Mr. Chairman. Other companies
had also asked for a similar relief. And the bill, as
designed, has a special provision which gives a special
tax deduction for small companies because they don't héve
the ability to rely upon the capital from affiliated
companies.

The situation that Senator Roth's staff has sent to us
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is where the parent company is at least temporarily in
less good financial condition, and it's not providing that
financial resource to the subsidiary.

The problem that Treasury and the staff were wrestling
with is that there is no assurance, of course, that the
parént is going to continue in financial straits, and could,
in fact, be able to be a source of capital for the sub-
sidiary in the near future.

The Chairman. And Treasury is opposed to that?

 Secre£ary-Chapoton.'.Yes;ASir.' We are opposed to it.

Mr..: Belas. . .. One possibility woula be to pfovide
this relief for awVery short period -—- a year or two years.

The Chairman. AHow about a year? What did you say first?

'MrwéBeléé:ﬂyi‘Sﬁégested;afyeaggzr;

The Chairman. Or‘two.yéulsaid.- What's the second
year cost? We will -take it out of_Your salary.

(Laﬁghter)

Mr. Belas. It would far exceed my salary, Senator.

The Chairman. I wanted to hear from Treasury on it.

Secretary Chapoton. Mr. Chairman, you have got to
keep in mind we have a special rule for small companies
that frankly makes no economic sense in this whole design
where we are trying to tax the economic income of én
insurance company with a TIA. So right off the top they have

a 20 percent reduction in their taxable income. Then we
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just have a special rule for small companies under

different theories. Why we would have that -- one of those

"theories happens to be they don't have as much capital

available and that rule doesn't apply when they are in an
aggregation basis. And:thistis one of those cases. It's
very difficult to see why we would make any exceptidn.here.

The Chairman. You want to vote on it?

Secretary Chapoton. 1In the future there are going to
be other companies where the parent is having economic
diffiCultiaS-and they certainly won't have an advantage like
thia.

(CONTINUED ON NEXT PAGE)
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Mr. Chairman. Well, that could take a year.
Mr. Chapoton. Well, one year is better than two years.
(Laughter)
The Chairman. What is the one year --
Mr. Stretch. For this one company, we'pnderstand that
it is $200,000 for that company. We don't know whether

there are other similarly situateéed companies that would

‘fall into it. We tried to craft this narrowly, but we just

don't know.

The Chairman. All right.

Senator Packwood.- Mr. Chéirman?

The Chairman. Senator Packwood?

Senator Packwood. I will simply ask the question here
public that I asked you. What has been done with the
provisiens that we accepted in November that havé not
appeared any place else on this list?

Are they in the Finance Committee bill?

Mr. Chapoton. Yes.

Mr. DeArment. The only-things that we are woktking
with afe items that have been on the .agenda and approved.
The things that we talked about in November, to the extent
that they are not on here, are not in the bill.

Senator Packwood. Then, when you are ready, I have got
two that I would like to talk about.

The Chairman. All right.

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




O

10

11

12

13

14

16

16

17

18

19

20

21

22

23

24

25

- 178

Now, we have got the Pryor amendment and the .others
have been disposed of. Anfthing else on this list wé can
work on?

Senator Bradley. Mr. Chairman, on the list that we
were given today, there is the earned income tax credit.
Do you want to deal with that now?

The Chairmah. Is that on there?

Senator Bradley. Yes.

The Chairman. All right. What number is that?

Mr; DeArmént. That ié number 10.

Senator Bradley. Page 2, number 10.

The Chairmén. Oh, excuse me. Right. Yes.

Senator Bradley. Mr. Chairman, this is a proposal to
increase the earned income credit from 10.5 percent to 1l
percent, and the ceiling from $10,000 to $11,000 and to
index the incomeAamount to the credit that applies just as
we did the ZBA.

It basically'is an attempt to allow those women, largely,
who do not havé the income to put away in an IRA —- it gives
them some greater tax relief. If we . do nothing, we will
have the income tax taxing people below the poverty line
in 1985,

I think that this is an attempt that really tries to
follow through for low-income people what we have done on

the spousal IRAs for middle and upper-middle income people.
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The Chairman. What is the cost of this item?

Senator Bradley. We can let the staff tell us what
the costs are?

-Mr. Weiss. The cpSt of this proposal would be about
$625 million over the period, 1985'to 1987.

The Chairman. What was the IRA cost?

Mr. DeArment. As we phased it in, I think it was about
$900 million. |

The Chairman. Can we phase this in a little?

Seﬁator Bradley. Sure.

Senator Chafee. A compromise, Mr. Chairman.

The Chairman. Just knock out the IRAs?

Senator Chafee. Knock out the IRAs. Knock out the
spousal IRAs, and then we wouldn't dé any injustice to
anybody.

Senator Heiﬁz. Mr. Chairman, what happened bo my
suggestion té staff thaF they look for ways to make it
revenue neutral ——Aif we are éoing to add on spousals and
take away'somefhing'else;

The Chairman. I think #f Weﬁiook;out the index, then
we could savé some money on it.

Senator Bradley. How much money would we save if'we
did take out the index?

The Chairman. About $290 —--

Mr. Weiss. You could save $200 million either by taking
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out the indéxing or by delaying the proposal for one year.
Both the increase and then the indexing.

The Chairman. I thihk you would rather start it than
take out the indexing.

Senator Bradley. I would rather get something than
nothing, and if $400 million is better than --

The Chairman. I might want to put it in the same
category with éll these others. What is that category?
Subject to approval of revenue offsets. That is where
spousal IRAs are.

Senator Bentsen. I think the:senator has made a very
valid argument in trying to achieve some balance for lower
income, and I would like to support it.

The Chairman. If we could do that and modify—it -
drop the indexing. We will put it in that category.

Senator.Graésley. Mr. Chairman, then you aren't doing
anything to spousal IRA?

The Chairman.- No, that is your proposal.

Senator Gfassley. I know it, but When this suggestion
came up over here, I didn't hear an absolute no.

You talk about modifying ——'whét are you modifying?

The Chairman. I am modifying this proposal.

Senator Grassley. Okay.

The Chairman. Employee awards. Have we got that

whittled down yet?
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(No response)

The Chairman. Apparently not. That leaves<foréign
tax credits.

Senator Bradley. Mr. Chairman, could I just make one
clarification on the subsidiary dividends with the
Administration?

The Chairman. - On which one?

Senator Bradley. On the subsidiary dividends. What
I understand them to have said is that Treasury is instructed
to come up with the rules that would curve any abuses, and
if that happened, there would be no revenue loss and, in-
that case, fhe amendment-would be accéptable'to the
éommittee. Is that correct?

The.Chairman; It will be offered on the floor. Yes.

Mr. Chapoton. That is true. I hope it will be
understood that that is if we can come up with that.

The Chairman._ I will be glad to give you about two:
or three weeks to try.

Mr. Chapoton. That will be fine.

The- Chairman. If not, the amendment could be offered
in any event, but if we can work it out, it could be
accepted.

SenatoraBradleff¢&W6uld it be:racommittee .amendment on
the‘floor?

The Chairman. It could be.
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Senator Bradley. But would we have to act on it
prior to it coming to the floor if it is a committee
amendment? You can poll us.

‘'The Chairman. If it is worked out, there won't be aﬁy
problem getting it done, but if not, it can still be brought
up.

Senator Bradley. When will we vote on this bill moving

‘out of committee?

The Chairman. I hope to approve final action today
on the bill itself and ask permission that it be reported.
In other words,‘we vote ﬁo hawve it reported when other
committees have done their good deeds.

Senator Bradley. Could we have a vote at that time?
In other words, not vote on it today but vote to report it
out when we have actually seen the work that is done in the
other committees?

The Chairman. I am not unwilling to do that exéept
you fake a chance on opening it all up again.

You know, if you give all these people over the weekend,
there will be --

Senator Bradley. No, no. I am not talking about that.
I am talking about close off the spendiné side, close off
the revenue side, but hold on the vote of the;pgékﬁgé to
the floor until we h&Qe seen what the:.6ther commi£tees do.

You know, I am not prepared to vote this out until I
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have -- and as you said earlier -- until we see what is
happening on the defense side.

Senator Grassley. Wouldn't the Senator be willing to
vote it out :if we had a precondition that it would be
triggered out based upon cerfain other committees meeting
a dollar amount of savings?

Senator Bradley. No, because I want to know what ‘=

"baseline they are working from and what the actual savings

are.

The Chairman. I woﬁld be willing to do this. I am
not going to try to dictate what other;cqﬁgittees.do.
We have enough problems With our own.

Just go ahead and approve it and then at the appropriate
time we-can see whether it is reported out or not. .

But at least take some final action, as far as the
committee is concerned. Ré&porting it out is a technicality.
We just wouldn't report it out until --

Senator Moynihan. Mr. Chairman, I thihk what Senator
Brédley is saying is that he would like there to be a
committed decision ﬁo take the biil to the floor, in the
context of what actually hapééned here.

The Chairman. But I don't thikk one senator should
veto the whole thing.

Is there anything else in the list?

Mr. Brockway. I think on the foreign tax credits, Mr.
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Chairman, that it is not likely that we will come up with
a proposal to make that revenue neutral.
(Pause)
The Chairman. As I understand, you have been trying.
to come up with some offsetting revenues, and we are talking
about -- it is not the window -- that is, what, $100 million,

but it is after, what, the fourth year it gets up to $500

‘million or .$1 billion a year?

Mr. Pearlman. Beginning in 1988 and over the next
three years, it is approximately $1 billion.
‘The Chairman. You know, this isn't going to be the

last tax bill that is ever put together in this committee.

I would hope again that we are getting into it deeper. .and

deeper —-- further and further away from our objective of
$50 billion if we go ahead, even though it has got a small
three=year cost, it jumps up how much in the fourth year?

- M;_.BrockWay. It would have been running about $500
or $6OO million even up front. They just loaded that into
a later year.

Perhaps on a later bill we could come back with more
worked-out proposals that could make it revenue neutral.
that could raise that full amount of revenue.

The Chairman. I would hope that the committee might
not press. I know Senator Danforth is not here, apd I don'£

want to take final action in his absence.
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But again, this is a matter that is very expensive.
It islmaybe good tax pblicy, but if we start doing e?erything
just to follow good tax policy, it woudld be a switch but --
(Laughter)
The Chairﬁan. It also would be very expensive.
So, .I just don't think we can accommodaté him. We have

tried to find offsetting revenues, and as far as I know,

"you haven't found those.

Mr. Weissf Not sufficient to ﬁake up that much revenue,
Senator.

The Chairﬁan.- So, i would hdpe that Senator Danforth
would help us on thét and not pfess furﬁher. If he wants
to, we will just have to vote on it.

Senator Heinz. Mr.'Chairmén, can I just bring up
sométhing~we did this morning? It is my understanding that
we took action on the related'ﬁarties reduceditax on coal
operations this ﬁérning. Is‘that correct?

Mr. Brockway:. -:That is correct.

Senator Heinz. I want to have my vote cast in the
negative on that, aﬁd I just want to record in 30 seconds
my reasons why.

We have about 100,000 coal miners who are out of work.
We have a lot of companies that are going bankrupt, and
I think it is a bad time to increase taxes on that industry.

Secondly, it is my understanding that there are a
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treatment that we haven't dealt with.
Is it not true that the timber industry has a similar
favorable tax treatment, if that is what you want to call-it?
Mr. Pearlman. Senator, this proposal as we understand
it is much more limited than the benefit that is given to.

timber. The only thing this proposal does is preclude

‘capital gains treatment when one corporation that is owned

by another corporation sells its property to the other
corporation; |

The timber_proposal is différent from this.

Senator Heinz. 1Is it true or not that *you can do that
in other industries, such as timber?

Mr. Pearlman. Timber has a much broader provision

that simply says the sale of timber is eligible for capital

gain.

Senator Héinz. So,.it has: an even more generous tax
treatment. But we are not touching timber, are we?

Mr. Brockway. You can still get capital gain on coal
royalties under this also. It is just that you can't
get it on the sale between rélated parties.

Senator Heinz. I understand that. I understand that,
but what I want to establish on the record is that this is
unequal treatment for one industry, namely coal.

Mr. Brockway. Timber does have this advantage.

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




10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

186

Senator Heinz. As I understand the Treasury description
—-—- maybe I understand it wrong -- they have said that first
there is a broader benefit available in the timber industry
and, secondly, also in the timber industry, related party.
transactions are permitted now, will be permitted under
this or current law.

Therefore, iit seems to me -- if what I have said is

"correct -- and I see Treasury nodding their heads up and

down in agreement -- we are taking action here that’is
discriminatory in my judgment.

I don't expect to win the argument, Mr. Chairman. I
just wanted to make the point. Thank you.

The Chairman. Thank you. All right, then, what about
the classification of general repayment rule? Has there
been any movement in that area?

Rod, can I get you to say just yes or- no?

Mr. DeArmént. No. There is no movement. No.

The Chairman. The ansWer is no?

Mr. DeArment. No movement.

The Chairman. Luxury cars we Have to discuss in the
board meeting. Employee awards -- is that getting closer?
No? I think we are finished with just the first page and
a half of the agenda.

Senator Moynihan. Mr. Chairman?

The Chairman. Senator Moynihan?
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Senator Moynihan. One small matter.

Senator Longf Mr. Chairman, and members, we had
reported out of the Commerce Committee, without objection,
a proposal which had previously passed the Senate.

It is a simple proposition in saying hhat the capitai

construction funds which are for the maritime program, but

which has surfaced because mainly the economics are such

The problem that Billy Johnson raised in the last
days of the previous Congress showed that the money is
sitting there iﬁvthe.fund, and it can't be used for the
purpose for which it was set aside.

So, fhe Commerce Committee recommended that some 6f

that money should be available to use to build fishery

facilities on shore rather than to build ships.

Now, that matter passea the Senate in the previous
Congress. It was not agreed to in the House, merely
because of a jurisdictional dispute between the Commerce
Committée and the Ways and Means Committee over there.

We reported out again, and I really think that to
get this agreed to and to try to bypass. the jurisdictional
fight between the two committees over there, we ought to
put it on a revenue bill, and this would be a logical
revenue bill to add it to.

Senator Packwood. Let me add. We have sent it out
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-— speaking as the Commerce Committee chairman -- we have
sent it out again on the calendar, and Senator Long is
right. There is a problem in the House. There is a dispute

between their merchant marine and their Ways and Means

. Committee, and the Ways and Means Committee will not allow

it to-be considered and will fight it over there strictly
on a juriSdiétionalrbasis.

If we ao adopt it, hhowever, I would want it adopted
- althéugh it is not on this bili -— but not as part of
the Tax Code. I don't waﬂt the committee to lose
jurisdiction of it subsequently, but I have no objection
to trying to get it tq the House in this way.

Senator Long. I was thensubcomﬁittee chairman when
this capital construction fund first went into effect, and
at that particular time, I was also chairman of the Finance
Committee.

So, we had no problem over here. I had ailfésrénn
both_the Finance Cémmittee and on: the Commerce Committee,
helping to pass the bill, and we passed it-by an overwhelming
vote, and we thought we had achieved somethiﬁg until the
economics worked against it.

So, all we want to do is to be able to use the funds
on a broader basis. Now, I am told that this does have a
Treasury cost to it. How much?

Mr. Brockway. About $100 million, I believe.
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Senator Long. Is that over a three-year period?
Mr. Brockway. That is over the thrée—year period.
Senator Long. Okay; About $100 million. And I would
like to suggest that we also add it to the?bill with the
understanding that this would be on the same basis as the
other amendments thét are not funded at the moment.

But if we can find the money to fund it, we will fund

it along with the others. TIf we can't find the money, of

course, we will just have to take our chances.

Mr. Chapoton. It would allow the capital construction
fund to be used for what? I didn}t upderstand.

Senator Long. For fishery processing facilities on
;hore. We cén't use it for building the ships because of
the economics of the situation.

At least, we could use it to build fishery facilities
on shore to process the fish. And that would help the
industry a lot;

Mr. Chapoton. I am sure it would. Of course, the
capital construction fund was sold as a maritime to'increaSe
our merchant marine capital goods.

We have opposed this in‘ﬁhevpast, Senator. It would
just broaden the capital construction fund to other segments
of the industry. So, we have had concerns about it in the

past.

Senator Long. The same peoplewwho are not able to build
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the ships would like to use the money -- it is their tax
money. And they would like to be able to use that to
build the.:shore --

Mr. Chapoton. It is their money that has been set
aside free of tax. And-the édrpose for éetting-this up
free of tax is to make ﬁs have more ships. So, if théy

can take it out without-building more ships, the purpose

"is no longer there.

Seénator ang. But it is still money that they_
generated.

Mr. Chapoton. Oh, sure, "That is right. It is money
that they generated, and it was tax deductible when it
was put into the fund.

Senator Long. They would simply like to use it.

The Chairman. All right. Is there any objection?

Mr. Chapoton. We have objected to it in the past.
Yes, sir.

The Chairman.‘ Right. We will note that;

Senator Moynihan. Can I raise one small matter?

Th¢ Chairman. I guess if it is a small matter.
Otherwise, I would like to adjourn to the back room.

Senator Long:: :Senator Packwood is not here at the
moment. He favors this. The Commerce Committee -- I believe
we unanimously reported it out of Commerce -- and we passedA

it through the Senate before, and I would like to urge
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that it be favorably considered by the committee.

The Chairman. Then, without objgction up here.’

Mr. DeArment. Then, if we adopt it, we would foliow
Senator Packwood's suggestion that it be made a separate
title of the bill?

The Chairman. True. -Yes} I wonder if we might, if
this time is satisfactory members, if we could sort of
just go back in the back.rooﬁ for a minute to discuss what -
remaining items we have and see how. far we want to go.

Obviously, a lbt of members have a lot of amendments,
and I know there are a lot_of peoplée with amendments in
their pockets out in front of us.

I think we are going to have to stop here or at least
figure out how we are going to pay for things.

So, let's have about a 20 mihute recess, and we can
just step in the back rooﬁ.-

(Whereupoh, at 3:40 p.m., the hearing was receséed.)

(Continued on next page.)
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1 ' EVENING SESSION
2 | “(7:29 p.m.)
3 The Chairman. Mr. Chapoton, I would like to raise with
4 Treasury a matter that has recently been brought to my
5 attention concerning thrift institﬁtions.
6 As I understand it;_when a thrift institution has a
} netoperatinglqss_thatd&;carried back to a previous year,
8  the net operating loss reduces the taxable income of the

9 thrift and therefore also reduces the bad-debt deduction.

10 I have been told that the IRS has tentatively concluded
1 that -this creates a constructed deficiency because the loss-
12 carryback rules eliminate the bad-debt reserve deduction for

13 that year.
§:> ' 14 In these circumstances; although there is no actual
16 deficiency and no tax owed for the carryback year, the IRS

16 intends ‘to impose interest charges on the hypothetiCal tax

17 deficiency created by the recomputation of the bad-debt

18 reserve.

19 You know:Athat doesn't seem right;,and I have got some

2 informagion that I would like you to look into for us.

21 Mr.:Chapoton. "I will be happy'tg; Mr. Chairman. I heard
- about'this earlier, but I have not checked with the IRS on it.

23 It does seem an unusual result. I think nobody isconcerned
'24 about the recomputation of the deduction; but the interest
25 charge seems surprising.
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ALl right, Rod. Let's go.

Item Number l}iincrease distilled spirits excise tax by
$2 per proof gallonf Is there a request for a vote on that?
If nbt; we will agree to it.

Senator.Chafee. Well; Mr. Chairman; I am not éoing
to request a vote;_but I wouid just like to note that it
doesn't apply to beer and wines. The distilled spirts
industry is already heavily taxed. So I think this increase
is going to be self-defeating.

What is the rationale-in'not applying it to beer and

wine? Why not spread it around? The distilled spirits

~carry a far heavier tax than the others do now;_plus; all the

States taxing them. So the distilled spirits industry is
the one'of_those.three'iﬁdustries that isn't growing.
I.don't get the rationale for adding a billion dollar
tax bnto the distilled.spirité.
‘The Chairman. Right. Wel;; we did as little as we
could.
A.voice.vote? All in favor say Aye.
-(Chérus of Ayes)
The Chairman. Opposed;'No.
- (Chorus of Nays)
The Chaifman.‘ The Ayes have it.
- (Laughter)
Senator Chafeé. Well; let's have a recorded vote.
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- (Laughter)

Mr.. DeArment. Mr. Packwood?
Senator Packwoqd. ‘No.

Mr. DeArment. Mr. Roth?
Senator Roth. Aye.

Mr. DeArment. Mr. Danforth?
Senator Danfofth. Ave.

Mr. DeArment. Mr. Chafee?
Senator Chafee. No.

Mr. DéArment. Mr. Heinz?
(No response).

Mr..DeArmeﬁt. Mr. Wallop?
Senator Wallop. Aye.

Mr. DeArment. Mr. Durenberger?

Senator Durenberger.  No.

Mf; DeArment. Mr. Armstrong?
Senator Armstrong. No,
Mr. DéArmeﬁt. ~Mr. Symms?
Senator Symms. No.
Mr. DeArment; Mr. Grassley?
Senator Grassley. No.
Mr. DeArment. Mr. Long?
Senator Long. Aye.
Mr. DeArment. Mr. Bentsen?
Senator Bentéen; Aye.
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Mr. DeArment. . Mr.

Senatoxr Matsunaga.

Mr. DeArment. ' Mr.

Senator Moynihan.

Matsunaga?

- Aye.
Moynihan?

Mr. Baucus?

Senator Baucus. " No.

Mr. DeAr¥ment. Mr. Boren?

Senator Boren. Aye.

Mr. DeArment. Mr. Bradley?

Senator Bradley.

Ave.

Mr. DeArment. Mr. Mitchell?

Senator Mitchell.

Mr. DeArment. Mr.

No. .

Pryor?

Senator Pryor. No.

Mr. DeArment. Mr. Chairman?

The Chairman. Aye.

Senator Heinz. " Mr. Chairman, I was not recorded. Aye.

The Chairman. ' Right.

Mr. DeArment. that will make it 11.

The Chairman. The Ayes are ll; the Nays are 8. The

amendment is agreed to.

All right; Number

depreciation on automobiles in excess of $15,000 of value or

2, Senator Bradley, deny ITC and

$21,000. You have an amendment?

Senator Bradley.

would precede any vote

Mr. Chairman, I have an amendment that

on these, and that is to raise the
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amount of business use required before any deduction would
be allowed; and raise it to 90 percent. And anything below
that;.you-would only get mileage'for.your deduction.

We would also require on the form that you have to have
a log; and that any accountant whb would pfepare your return
would have to sign that indeed there was a log and that he
saw that log. Tha£ is the tigﬁtening of the compliance.

The Chairman. All right. The Clerk will call the roll.

Mr. DeArment. Mr. Paqkwood?

'SenatOr Packwood. Aye. |

Mr. DeArment. Mr. Roth?

Senator Roth. AYe.

Mr. DeArment. Mr. Danforth?

Senator Daﬂforth. Aye.

Mr. DeArment. Mr. Chafee?

Sénator Chafee. Aye.

Mr. DeArment. Mr., Heinz?

(No response)

Mr. DeArment. Mr. Wallop?

Senator Wallop. No.

Mr. DeArment. Mr. Durenberger?

Senator Durenbergér. Ayé.

Mr. DeArment. Mr. Armstrong?

(No responsei

Mr. DeArment. Mr,. Symms?
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"Senator Symms. No.

Mr. DeArment. Mr. Grassley?
Senator Grassley; Aye.

Mr. DeArment. Mr. Long?
Senator Long.. No.

Mr. DeArment. Mr. Bentsen?
Senator.Bentsén. Aye.

Mr. DeArment. ' Mr. Matsunaga?
Senator Matsunaga. Aye.

Mr. DeArment. Mr. Moynihan?
Senator Moynihan. ' Aye.

Mr. DeArmeﬁt. 'Mr.’Béucus?

Senator Baucus. Aye.

‘Mr. DeArment. Mr. Boren?

Senator Boren. No.
Mf; DeArment. "Mr. Bradley?

Senator Bradley. Aye.

Mr. DeArment. Mr. Mitchell?

Senator Mitchell. " Aye.

Mr. DeArment. Mr. Pryor?
Senator Pryor.: No.

Mr. DeArmert. ' Mr. Chairman?

The Chairman. Aye.

Senator Danforth. This is in lieu of the 15?2

Senator Baucus. :No. It's not in lieu.
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The Chairman. .NQ'; he wants to vote on his. His is tied,
Do you want to reconsider?

Senator Baucusf " Yes.

The Chairman. On this vote the Ayes are 13; the Nays
are 5i The amendment is agreed to.

Now I ﬁnderstand Senator Baucus would like to reconsider
the vote on --

Senator Baucus. Yes;_ Mr. Chairman, I just‘suggested
that we not take the $15;000 figure but increase it to say
$l7;500. That gives somerroom to negotiate, if you want to,
in conference.

rAgain; let.me say that the whole point of the $17,500
figure is to put a cap on a subsidy on a loophole that we
shouldn't allow to continue.

As you know, there are a lot of néwspaber dds touting'
tax ldopholes in this area. I have one ad here from the
Washington Post: "The car that shelters you from boredom as
well as from taxes." ' It just seems to me that that's the
kind of thing that we should stop. There are lots of auté
companiés trying to séll cars, taking advantage of these
loophqles.

For the record, let me just read what one auto company
that sells Qery extravagant cars, what this auto company has
mailed to one of its clients} a tax la@yer. It basically
says:
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"We offer thierimage that your clients desire, plus a
solid investment; with the tax credits they need. Using a
new Rolls Royce as an example; the purchase price is
$109;000. The cumulative tax benefitg for the first three
years is as follows: First year;’$21;000 tax benefit;
second year; $44;000; third year;'SGS;OOO,  ’,xf

"With thesé kinds of figures; a luxury car isn't a
luxury; it's a wise investmeﬁt; something your clients will
enjoy daily."™

It frankly seems to mé that we should not ailow this
to continue. And I also think we shouldn't be subsidizing
Mercedes Benz. .Sevénty percent of Mercedes Benz cars go to
businessmen; and they sell fhem to businessmen because of

tax loopholes and excessive tax subsidies.

So. it just seems to me that a $17,500 cap is high enough,

and that the first $l7;000 worth of a car can be used as a
business deduction; but beyond that we shouldn't be
subsidizing autos. |

So I suggest we have a recorded vote on $17,500.

'Thé Chairman. All right.

Senator Chafee. Mr. Chairman?z

The Chairman. Could I just ask one question? On that
last measure; I understand there is a differenée of opinion
between the Joint.Committee and Treasury on the revenue to

be raised. Is that correct?
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Mr,. Brockway. ' That is coxxect}_mr. Chairman.

The Chairman. . The Treasury. says how much?

Mr. Pearlman. " Well, we have not estimated the 90 percent

instance,
The Chairman. .Well;vwhat waé it at 80 percent?
Mr. Pearlmgn, Two and a half billion at 80 percent.
The Chairman. ' And what do you get? . |

< Mr. Brockway. Well; we'were'gett;ng a gross amount of

about $450 million;,but you have already in there a 50

percent limit; which we were saying was about $150 million.

Senator Bradley. Ydu;said-$500‘million,,

Mr. Brockwéy. But he was asking at the 80 percent.
At 90 percent I was saying that it is going to be .some -
significant amount mOre; because you get harder and harder
for people to say they are above the line.

The Chairﬁan. All right. Let's furnish that for the
record when it is available. |

Senator Baucus. Mr. Chairman?

The Chairman. Yes?

Seﬂator Baucus. I am open to another figqure, if you
want another figure.

The Chairman. No, I didn't want to do it, but I meant
to do it earlier; because everyone asked what £he revenue
raised was.

Senator Chafée?
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Senator Chafee. Mr. Chairman; I think Senator Baucus
has a very good proposal here; an amendment. Some people .
have looked on this as anti-foreign car. I never looked on
it as that. It affects plenty of American cars.

I think Senator BaucusAgave ﬁS'figureé before.that.twice
as many American cars will be affected as imported cars. - So .
it has nothing to do With GATT or imported cars. What it has
to do with is the idea that the Amreican taxpayers shouldn't
be paying for executives riding around in high pfiéed cars --

Cadillacs; or whatever they are -- when they can get other

transportation., And if’they want to have that transportation,|-

that's fine; but don't have us baying for it.

So I hope the meaéure passes.

The Chairman..&mmll; I think we have probably debated it
pretty thoroughly.

Senator Heinz. Mr. Chairman; this is not to debate the
point; but I would just like to be recérded Aye on the last
vote.

The Chairman. Yes. We did.

Senator Heinz. Thank .you.

Senator Symms. Mr. Chairman, Iijust want to say very
briefly that my whole broblem-with this is that this is kind-
of an anti—inéentive proposition. Some people have to have
a ‘good car to carry out their business. You may have some

guy who is running a logging camp and has to have a
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four-wheel drive rig;'and it won't come in under the $15,000.
There are all kinds of thingS‘aBOut it. But in a general
sense;_if we just w;nt to get at the guy with the Rolls Royce,
whyvdonit we raise the cap?

Senator Baucus. If the Senator will yield on that
point; we have written it in a way to exempt the prbblemsA
you are talking abbut. The.vans; ﬁhe logging trucks, they
are all out., -They are not»coVerédgby this.

Senator .Symifis ;WagénEersz?

Senator'Baucué; Waéoﬁeers; the same.-- not covered.

Senator Syrms., . AllTrighﬁig.I will retract that and go
}md<MMnmw;&eoéwrpMnm EA

(Laugﬁter)

Senator Symmsi What) you are:saying here with .this:.
thing is that there is no reason for any American to go out
and work real hard to get where he can afford a better car,
beéause you Qill give him a tax break if hé can drive a
$9;000 car; but notAif he has a car that costs more.

Senator Béucus. Well, Senator, anybody cén'buy‘any cér
one wants to if one works hard and wants to pay say $20,000
to $30;000. One can do it.

Senator Symms:. iinnderstandgthat?

Seﬁator Baucus. All I am saying is that above a certain
figure, it is just not right for the Americaﬁ taxpayers to
be paying for sayAhalf of that car, even if it is used in
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business.

Senator. Danforth. 'Mr.'Chairman; I don't have any
philosophical quarrel with this. The basic problem is.tﬁe
practical effect of it; and that is that the higher the
figure is, the greater the percentage of European cars that
are trapped.

Weihave4serioﬁs trade problems with Europe, very well
publicized. The number one group within the country which.
will be retaliated against will be the farmérs. We have
problems with.respect to corn'cluten~ahd.soybéans; which
the-Eurbpéans have been hOlding over our head for some time.
now.

I am justAconcernéd tﬁat_this would be the thing that
triggers the préblem.'

I had a concern expressed to me by,Eﬁropeans at the
$l5;000‘figure; and I am confident that ifAit gets over
$15;000 there will be either a GATT problem: or, ushort of a
GATT éroblem;_it will lead to trade action by the Européans.

The Chairman. Well;'the Clefk will call the roll.

Are you waiting for an answer?

Senator Danforth. Well; what are we calling the roll
on? On whether to go'from 15 to 172

Mr..DeArﬁent. Fifteen is tied over.

Senator:Baucus. It was a tie vote, this will be $17,000.

Senator.Danférth. We have agreed to 157
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Ihe Chairm@nw 'NQ;-we hgven}t agreed to anything.
Mr. DeArment. We have not. -
Senator Danforﬁh;A We haven't agreed to anything?

- The Chairman. No.

Mr. PeArment. Is your proposal $l7;000~even, or
e | $17,5002

7 Senator Baucus. Well, whatever makes most sense. I

g | will just pick a round number, $17,500. And it is indexed,

o || by the.way; too.

10 ’A(LaUghter)

11 Mr. DeArmént; “Mr. Packwood?
v12‘ Senator PaékWodd; Aye.

13 Mr. DeArment. Mr. Roth?

(:) 14 Senator Roth. No.

16 Mr. DeArment. " Mr. Danforth?
16 Senator Danforth. No.

17 Mr. DeArment. Mrf Chafee?

18 Senator Chafee. Aye.

19 . Mr. DeArment. Mr. Heinz?

éo : Sénétan;Heiqé. No. |

21 Mr.»DeArment.‘ Mrf Wallop?

22 Senator Wallop. .No.

23 Mr.:DeArment. 'Mr. Durenberger?
24 Senator Durenberger. ANo.

25 Mr. DeArment. Mr. Armstrong?
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1 {No .response)
2 Mr. DeArment. Mr. Symms?
3 Senator Symms. No.
4 Mr. DeArment. Mr. Grassley?
5 Senator Grassley. Aye.
6 Mr. DeArment., - Mr. Long?
7 Senator Long.A No.
8 Mr. DeArment. Mr. Bentsen?:
) Sénator Bentsen. ' No.
10 Mr. DeArment. Mr. Mé£éunaga?
11 ~ Senator Matsunaga.  Aye.
12 Mr.. DeArmeﬁt. :Mr;ﬁMOYniban?
13 Senator Moynihan. Aye.
14 Mr. DeArment. Mr. Baucus?
16 Senator Baucus. Aye.
16 Mr. DeArment. Mr. Boren?
17 - Senator Boren. No.
18‘ Mr. DeArment. Mr. Braaley?
19 (Nb repponse)
20 Mr; BeArment. Mr; Mitchell?
2 Senator Mitchell. Aye.

; : 22 " Mr. DeArment. Mr. Pryor?
23 Senétor Pryor. Aye.
2 Mr, DeArment. Mr. Chairman?

N 25 The Chairman. No.
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The Chairman. The Ayes are 8} and the Nays are 10. The
amendment is not agreed to.

Let me.sugqest_that the Baucus Amendment is in the House
bill; and we now have another amendment in our bill, a
different apéroach; and I think wé can go .to conference and
try to work this out. I am éertéin we all want to get at.
what Senator Baucus ﬁants to reach.

ﬂSenator Symns. Mr. Chairman;-should we try to take care
of that Armstrong Amendment now?

The Chairman. We alféady have.

Sénator‘symms. You got. that .in it?

The Chairmérn. Yes.

Senator Matsunaga{ So we are back at 15 now?

The Chairman. No. It's next. We move on to -- they

are doing some computing on Number 3; let's move on to

Number‘4; Senator ang; ESOP proposal; which picks up-
$400 million. |

Are there any requests for a vote?

(No response)

Thé Chairman. Without objection; we will agree to that.

Number S;wwe'll skip. Number 62

Mr. Broékway. Tﬁis wouid require the computation of
the foreign tax credit allocation and deduction ;ules on a
consolidated group basis.

Senator Danforth. Mr. Chairman; this is the item that
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it was proposed as the method of paying for the domestic
loss recapture conqept;_and it more than pays for it during
the three-year period of time.

Now; the question with the domestic loss fecapture is,
what would be the outyear cost? And I am advised by Dave
Brockway that the projections originally given were
over-estimated.

Mr, BfOCkway,- When we were.saying about a billion
dollars a year; I think-it is much closer to $5-600 million.

This item, Senator, when we were originally trying to

come- up With“proposals; we werenht then able to get it

;evénue neutr&l; But this one item'which is about $200
million a year is one of the items weé were thinking of.

We-Were‘also‘thinkiﬁq of an item of how you compute
the team paid foreign tax credit; and also the depreciation
claimed-for computing the team paid credit, we were putting
that on a straight line basis.

~Those; in the aggregate; still would raise less than
the proposal that you were talking about where they were
closer.‘ It was not just this one item.

The Chairman. Right. I understand Number 5 was
directly involved, and Number 10.

Mr. Brockway. Number 5 and Number 10 were connected
with the R&D credit. Number 6 is connected with the other

proposal that Senator Danforth had.
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The Chairman. I understand that. So Number 5 and 10,
we are not going to consider them at this time. I think

we can consider Number 6. There wasn't any reservation on-

- this proposal, was there?

Mr. Brockway. '~ That is cofreét.i There was not.

Senator Danforth., Né;fl think the question is whether
or not Number .6 is é way of paying for the domestic loss
redapturé.A

Mr..BrO¢kWay; Well; Sénator; it was an item at the
staff.Level;apd&withiTteasﬁryg I think theée was an
agreement”thdt-if was é gbéd change to be made. So when we
weré_going baéklto tf?lto fiéﬁre out how:to raise the
revenues ﬁ;»pay for the $8 billion you have already
tentatively adopﬁed; that this waé put on the list.

The Chairman. Well; can we vote on it and see what
happené? |

Senator Danforth. Just a solo, or as part of that -- ?

The Chairman. 'NQ; I am going to keep the other two out.
Tmtold Buck to work with your staff on something. Just keep
the other two out and see if we can figure out something by
Tuesday. On the other; we are a big loser. That's the
problem.

Letfs vote on it now; solo. But I have instructed
Mr. Chapoton to see if they can still reach some accord.

Senator Danférth. Well} could I ask Buck what his
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view is? The question is Number 6; the foreign tax credit,
and the packaging of this with domestic.loss recapture. It
is my understandingithat the earlier projections of out-year
loss of domestic loss recdpture were overstated. 1In other
words; if we did Ehis; if we were to package this; this
would pick up $600-million; and the modified domestic loss
recapture would loée just a little over $100 miliion; SO
there would be about a half a billiocn pick-up duringAthe
three year period of time. In the out=years the difference
would be between a $200 million pickup and about a
$500 million loss. 'So it would be about &v$300"million
net'IOSS'per year in thé éut—years‘ |

Mr. Chapoton. Seﬁator; as I ‘think we have said several
times béfore; we agreed with the rééapture as the correct
policy. So it is strictly a question of revenue.

| I.Understand; and there is discussion going on here now,
that theré_is:some concern about the point-6, whether if you
apply it to interest only; which is what. we thought Number 6
applied‘to; thaﬁ it wouldn't be point-6. It is point-6 if
it applies to other expenses as well.

The Chairman. All right. Let's pass..over 6 and see
what we can do.

Number 7?. Does anybody demand a rollcall on Number 77?
If not, we can agree to that $100 million.

(No response)

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




10

"

12

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

25

210

Asengtop‘Bappgse -Voice. vote.

The Chairman. A voice vote? All in favor say Aye.

(Chorus of Ayesm
The Chairman. Opposed;_No.
(No response)

.The Chairman. Number 82 Thatﬁisanbther $100 million
item. |

Senatdr Chafee. Are these principally casualty
comp;nieé?

Senator Danforth. Yeé;

-Senator Chafee}"Well; it is one of these cases where
I'm not sure what we are ddihgﬁ'

The Chairman; Do you want to go over it again; Dave; or-
Rich?

Mr. Brockway. Item 8 deals with the excise tax on
premiums.pAid tO'fofeign insurers;tthat under present law you
have a l-cent tax where the casualfy risk 'is a re~insurance
premium and a 4-cent tax-where it is a direct premium. So
what taxpayers do that want to have the insurance carried by
a foreigh insurer; they first have it covered by a U.S.
insurer who immédiately turns around and re-insures it with
a foreign insure;; and that quts.the tax from 4 cents to
1 cent.

The 6ther item that he would do is that under the UK

Treaty there is an exemption for-insurance held by UK insurers.
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The UK insurer writes the insurance on the U.S. risk, and ther
turns around and lays that off on re-insurance to let's
say a Bermuda insur;nce company. So the ultimate risk is -
held by a non-UK company;,Eut they qualify~.f0rw the total
exemption_én all the premium. |
This would say that the exemption‘under the Treaty is
only to the extent:that'the risk is actually borne by the
UK companies;.or let's say. the French companies -- we also
haveeitxeafyiwith Frande;_and.thefe.might be some others --
but it would not be to the extent it was laid off and held
by let's say the'Bermuda company.
| Senator Chéfee. Neither of these measures are in the
House bi}l; are they?
Mr. Brockway. They are not in the House bill. In fact
most of the items on this list are not. in the House bill.
Senator Chafee. Well; we haven't heard the last of
these two;_I!m.sure. |
The Chairman. ,Well; if we can't settle $100 million,
we havén't heard the last of anything.
Does anybody demand a rollcall on this? .° ...
(No response)
The Chairman. If not; we can agree to Number 7.and 8;
Number 9?
Mr. Brockway. Tha£ would increase the prefereﬁce
cutback from 15 to 20 percent. In TEFRA you adopted a
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I5-percent prefepence-cgtb%ck;uthis.wopld increase it to
20 percent,

Senator Walepf Mr. Chairman;_l want to be recorded as
in oppdsition_to this provision. I think it is unwise aﬁd
untimely. -

The Chairman. Do. you want a rollcall?

SenatoruWALLOp,.‘No.‘ I just wanted to be recorded as
in opposition to it.

Senator:Symms; Is this the one on the mining thing?

Senator Symms. .No.

Mr. Brockway. No. Hard mineral mining is basically
not‘affected.‘

Senator Wallop. - It does affect mining. When you said
alter the mining thing; I thought you were talking: about
the one that we talked of earlier this morning. But of
course it affects mining.-- Number'S; increasing the
corporate preference disallowance to 20 percent.

The Chairman. Do you want a rollcall, Steve?

Senator Symms. All right.

Senator Pryor. Did we dispose of Senator Danforth's?

The Chairman. No.

Senator Pryor. We are gbing to come back?

Mr. Chairman. Well —-

Senaﬁor Symnis . Mf. Chairman; let's have.a rollcall on
Number 9. -
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-The Chairman. All right.

Number 9.-- the Clerk will call the roll.

Mr. DeArment. ' Mr. Packwood?
Senator Packwood. ' Aye. '

Mr. DeArment. Mr. Roth?

(No. response)
Mr..DeArment-"Mr.‘Dénforth?'

Senator Danforth. Aye.

Mr. DeArment. " Mr. Chafee?

Senator Chafee. . AYe._

Mr. DeArment. Mr. Heinz?
Senator-Heinz.- Aye.

Mi, DeArment. Mr;4Wallop?.
Senator Wallop. . No.

Mr. DeArment. Mr. Durenberger? .
Sénator Durenberger. Aye.

Mr. DeArment. Mr. Armstrong? .

. (No response)

Mr, DeArment. ~Mr. Symms?
Senator Symms. No,
Mr. DeArment. ' Mr. Grassley? .

Senator Grassley. ' Aye.

'Mr. DeArment. Mr. Long?

Senator Long. ' Aye.

Mr. DeArment. Mr. Bentsen?
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Senator Bedtsen. A?e._
‘Mr._DeArﬁent. Mr.fMatsunaéaz
- Senator Matsunaga. Aye.‘
Mr.,DeArment;.fMi. Méyﬂihan?
Senator'Moynihan;.jAYe;“
Mr. DeArment. ‘Mr.WBéucus?.
Senator Baucu§7' Aye.f
Mr. DeArment. - Mr. Boren?
Senatér;Boren. No;~
- Mr. DeArment. Mr. Bradley?
(No.response)'
Mr. DeArment. Mf;lMitcﬁellQ
Senator Mitchell..'Aye.’
Mr. DeArment. Mr. Prfor?
" Senator Pryor. 'Ayé.'
Mi;nDeArment; " Mr. Chairman?
'The Chairman. Aye.
Mr Béth?"
Senataor:: R,’O._‘th;'a .
=+ALL right, then. We will skip 10 and go to 11. On
this vote: the' Ayes aré 15; the Nays are 3. The amendment
is agree~tol - ... .xé_.

-Mr. Brockway. Item 11 would extend the requirement

that construction period interest and taxes be capitalized

to corporate-held residential real estate. Right now;
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individuals are required to capitélize both for residential
and nop—residential}Aand-corporations are required to
capitalize non-residential construction period interest and
taxes. |

This would conform.it also for residential construction
period intérest_andhtaxes held by coréorations.

The Chairman.? Does anyquy want avrollcall on this?

-(No‘rééponse)

The Chairman. If not;,we can agree to Number 11.

Now;iﬁhatihave we agreed to there;_Rod;_right‘quick?

Mr.lDeArment; We have agreed to Number,lj_Senator
B;adley!s éﬁoposalzas a:modificatioﬂ;qNumber 2; Number 4;
Number 7; Number 8; Numbef 9; Number 11.

Senator Heinz. Mr. Chairman;_hdw much do we pick'ué
on that 90 percenf rule change?

Mi; DeArment. There is a dispute between the Treasury
and the Joint Committee estimates;~éﬂdhthe_range is roughly
somewhere between: .5 and 2.5.

Senator Heinz. The range is between .5 and 2.5 -=-
billion dollars? :

Mr., DeArment.  That is correct.

The Chairman. Wé have a-dispute there; John.

ASenator ﬁeinz. " That's quite a range.

The Chairman. ~ Between the Joinyg Committee and Treasury.

Mr. DeArment. The queétion is solely one of timing.
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The Ch@irmaﬁ. Can't we Leéislate that it is the

hiéher figure?
'(Laughfer)

Mr. DeArment.. ' The question really is an estimate of
judging human behavior. - |

The Chairman.L‘Wel;; whd is it that is giving us the
problem?

(Léughtér)

The Chairman. Senator Armstfong_ié here. I want to
ﬁake éertain his provision is includea‘in the.Bfadley
Amendment.

‘Mr. DeArment. " That is the phase-up from 12 cents to
20.

Senatof Armstvong. F¢llOWing the 12 cents; it phases it
up to;the same level as chérutaxpéyers.

Mr; DeArment. AAs business over 5 years.

Senator Armstrong. Thank you.

Thank you, Mr.'Chairman.:

Senator Chafee. AWell;hasthat just-béen decided?

I'm against it. We are worrying about spending money.
There is a little extra money; Mr. Chairman, that going out.
Let's have a vote on it.

The Chairman. Do you want to vote?

Senator Mitchell. What would that be on?

Mr. DeArment. The vote would be on the question of
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1 wheﬁher.we should-phase up. the volunteer mileage percentage ‘
{j) : 2 from 12 cents to 20.5:cénts.

3 The Chairman. Over that'period; héw: mu¢h would it cost?
4 It would cost $400 million evéntually.

5 Senator Heinz. Mr.. Chairman? I would like to suggest

6 maybe a way of paying for it --.iit may not be a¢ceptable,_

7 | T don't know. |

8 The cémmittee increased the tax:on:distilled spirits.

9 When we brought thié.issué:up befdre;.l indicated that it

10 'might be a gpod idea to have at‘leastssome modest treatment;

1 not just of distilled.spirits but-owaine and/or beer as

12 Aweli; so that you don't create any competitive disadvanfages.

13 I am not looking for a big beer tax or a big wine tax,

D)

14 || because-I-don't think that would be politically popular, but
16 I think we ought to do something nominal in those areas, and

16 maybe it is a way of helping either raise some money or

17 helping Bill Armstrong or somebody else. I raise that as

18 a possibility. .

19 The Chairman. Dave} if the annual cost of this over
20 five years is.minimal; as I understand it -- Senator

21 Armstrong's .amendment?

22 Mr. Brockway. Wéll; Senétor Armstrong's amendment

23 depends upon when it is effective. I think that taking it
24 up to 20 cents; I believe} is something in the neighborhood
C 25 || of $150 million a year; once you get there.
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.?he Qhairm@n. . What is it until you are getting there? h

Mx.'B;Qckway; " But if you are doing 2 cents} I don't
have the --

.The.Chairmap; " We agxééd to go to 12 cents until what?
19872

Senator Chafee., I think it is important to note that

. we have aLxeady done.something,:Mf. Chairman. We have gone

from. the 9 to. the lz;:and now. we are trying to Wﬁing a little

“mere out of it. -

The Chaipman:» Well; I assume that by 1987; 12 will be-

inadequaﬁe; ' |
| Senatoﬁ-chafée@ Weli;_if the Government keeps spending

the money the way it is;.it will.

Mr. Chapotdni " The '12 will be adested;er. Chéi;man;
The 12 is not a hard number; it is an adjustible number.

The Chairman. " That is the basic number.

Well;,dO'you have any figures?

Mr. Brockway. .I am not very good at doing thése

' things;_but if you are talking about.$150 million a‘year and

a l0-cent increase; that is $15 million a cent.a year. So
you are $30 million a year for the first two; and then once
you get two more cent§ it is $60 million a year.:

The»Chéifm&ﬁ. All right. That gives us some idea of
what we are'doing.

Rod, call the roll.
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Mr. DeArment. " Mr. Packwood? .
Senator Eackwodd;' Aye, !

Mr. DeArment.  Mx. Roth?
Senator Rdth; - Aye.

Mr. DeArment. Mr. Danforth?

" Senator Danforth. ' No. -

Mr.'DeAnment.'iMr.‘Chéfee?

Senator Chafee. No.

Mr. DeArment. ' Mr. Heinz?

Senator Héiﬁz;.‘PaSs.A

Mr. DeArment.. Mr. Wallop?

Senator.WaiLOPQ ZNO;‘

Mr. DeArment. ‘Mr.'Durenberqer?

Senator Durenberger. ‘Ayé.'

Mr. beArment; " Mr. Armstrong?

Sénator Armstrong. Aye.

Mr. DeArment. Mr. Symms ?

Senator Symms. ' Aye.

Mr. DeArment., Mr. Grassley?

Senator Grassley. Aye.

Mr, DeArment. Mr. Long?

Senator Long. Nd.

Mf. DeArﬁent. Mr. Bentsen?

Senétbr Bentsen. No.

Mr. DeArment. Mr. Matsunaga?
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Senator Matsun

Mr. BeArment.

Senator Moynih

Mr. DeArment.
Senator Baucus
Mr. DeArment.
Senator Boren.
Mr, DéArment.
(No response)
Mr. DeArment.
Senator.Mitche
Mr. DeArment.
Sénator Pryor.
Mr. DeArment.
The Chairman.
Wéit a minute
(Laughter)
Mr., DeArment..
The Chairman.
i, Mr., DeArment.
The Chairmén.
to.

Senator Symms.

-+ 220

aga. Aye.

Mr. Moynihan?
an. No.

Mr. Baucus?
4 No.

Mr. Boren?

No. -’

"Mr. Bradley?

Mr. Mitchell?

11. 'Nb.

" Mr. ‘Pryor?

No..

" Mr. Chairman?

Aye.

-~ what's the score there?

.The score is 8 to 10.
What; 10 nays?
That is correct.

All right. The amendment is not agreed

Mr. Chairman, I would like to be

recorded No on Number 11; but I don't want to belabor the

point.
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The Chairman. All right.

Now; what does that leave that we have not yet disposed .
of? Number 3;_Number.5;_Number -2

Mr. DeArment. And Number 6.

The Chairman,"And'Number 10.

Mr. Brockway. And Number 10.

The Chairm&n.-AAnd Senator Chafee has a Number 12.

All:right;lwhat.is the revenue tab right now for these
additions? If you take a middle figure on the car?

(Continued on next page)

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




(:)

BERRY

-t

10
1"
12
13

14

15

16

17

18

19

20

‘21

22

23

24

25

222

Mr. Brockway. It is about $4 billion.

The Chairman. Before going to number three, I wonder

"if I might suggest just about a 10 minute break. We will

just have a meeting of members only in the back room. Let's
just have committee staff and Treasury, if we can, because
it gets so crowded.

(Whereupon, at 5103-p.m., the mark-up session was
recessed.)

AFTER RECESS
(8:25 p.m.)

The Chairman. Now we would like to take up the real
estate proVisions with the IDBs and the mortgage revenue
bonds. |

Mr. Brockway. Mr. Chairman, under the real estate
option, it is now constituted_it would extend the depreciable
life fof real estéte other than low income housing from 15
yeérs to 20 years. 1In addition, would deny installment sale
deferral of orxrdinary income recapture.

And it would also eliminate thé real estatg portion,
the at risk portion, of the alternative minimum tax suggested
by Senator Moynihan.

The Chairman. And then the mortgage reVenue bond
provision will be a part of that.

Mr. Brockway. The mortgage revenﬁe bond and the IDB

provisions discussed earlier would be a part of it.
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»The Chairman. All right.

Senator Durenberger. Mr. Chairman?

The Chairman. Senator Durenberger.

Senator Durenberger. You.did include the IDBs?

The Chairman. Right.

Senator Durenberger. Including the indication that
I might come to the floor with a modifying proposal?

The Chairman. That's right. We adopt the basic
package and then we -- do we want to Qote on the basic
package? Clerk, call-the.roll.

Senator Mitchell. Mr. Chairman, may I inquire as to

- what we are voting on?
"The Chairman. We are voting on the real estate package

~which Mr. Brockway -=-

Mr. Brockway. It's comprised of changes in the
depreciation from 15 to 20 years, for housing other than .
low incohe housing, the denial of installment sale deferral
on ordinary income recapture, the mortgage bond extension
for a four year period, plus the changes to IDBs.

The Chairman. And the elimination::of the minimuﬁ.tax.

Mr. Brockway. And also the elimination of the real
estate portioh of the minimum tax.

Senator Bentsen. It's commercial buildings tbo.

Mr. Bfockway. It would include the mortgage credit

certificates. The entire package as outlined previously.
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Senator Durenberger. Mr. Chairman?
Senator Mitchell. We had considered these separately,
Mr. Chairman. I was unaware that we were going to vote on
all of these matters as a package.

The Chairman. I would like to dispose of them that way,

but we can do it-separately;

Is there any objection to the mbrtgage revenue bond
and the IDB provision?

Senator Durenberger. Mr. Chairman, I just have a
clarifying qguestion that maybe Dave or Rod or somebody can
help me with.

- When we went out_of businesé at the end of November

leaving the House bill behind with ‘the problems that that

.presented for bond counsel and IDBs, noboby was approving

bonds after December 31st because of the expiration date.

lIf we pass the resolution as part of this that said .
that whafever we were doing would take effect on the date of
enactment of whatever it is we are doing in IDBs, would that
permit bond counsels on all these delayed issues that didn't
make it by December 1, would that permit counsel to give
affirmative opinions on that.

Secretary Chapoton. If what? I'm-sorry. If we did
what?

Senator Durenberger. If just on this side, on the

Senate side, we adopted a resolution -- we had this problem
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in 1980, I think, when Al Alman had something going on on

MRBs' or something over on the House side. And I think it

was Senator Long's suggestion at that time that we incorporate

a resolution on a different effeétive date into a bill that
we‘paséed out of here.

Now I'm not sure what effect that has. If it had the
effect that bond counsel today, even before we go to
conference on a bill, could start approving IDB issues as
of today, I would like to propose that kind of resolution.

If I'm off base on -- |
Secretary Chapoton. ,My judgment would be that they
probably could not. I think-they Would be worried about it

even if it had been done in conference, but not had become

‘law. But if only one House of Congress has done it, I

would doubt they could. I know they couldn't give an
unqualified opinion.

Mr. Brockway. EVidently, it did not effect the market
in 1978 that much. But here you have no indication from the
House that they would be willing to slip on the dates. So
it would be_very difficuit for someone to give a clean
opinion, regardless of what this committee did.

Senator burenberger. Thank you.

The Chairman. Senator Moynihan.

Senator Matsunaga. Mr. Chairman,-on the IDB proposal

as agreed to, does it impose any new restrictions on the
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Mr. Suswein. No, Senator. None at all.

Senator Matsunaga. The House has some restrictions.
The committee's proposai does not? |

Mf. éuswein. That's correct, Senator.

' The Chairman. Senator Moynihan.

Senator Moynihan. Could I ask if I am correct in my
understanding that the IDB proposals will inc;ude the
provisions of S. 1791, which provide for the non-IDB bonds
to be'issuéd by the New York State Power Authority?

Mr. Suswein. Yes, Senator. And I also understand that
that is part of that item. There would also be an allowance

of up to $500 million of financing each year for three

'years for the Wolf Creek Nuclear Power Plant. Those two would

be added as an item together.

Senator Moynihan. Thank you, sir.

Senator Pryor. Mr. Chairman?

The Chairman. Senator Pryor.

Senator Pryor. If I could say this -- I don't want to
file a formal objection, but I hope that we could‘have;a
separate vote on IDBs and mortgage bénds because I think
that's a separate issue in many ways from the real estate
compromise{ And then have a separate Vote on the real estate
compromise.

The Chairman. All right.
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I understand Treasury wanted to.raise one question in
the mortgagé revenue bond area, which I had forgotten about.
Secretary Chapoton. Yes, Mr. Chairman. The credit
certificate procedure in this biil is refundable, the credit

is refﬁndable. It is not on the House side. ~And we have
conéistently objected to:a refundable credit here.

The Chairman. But it's not in the House provision?

Sécretary'Chapoton; It's not refundable in the House
bill.

The Chairman. What's the pleasure of the committee on
refundability in the mortgage credit?

(No response)

"The Chairman. Treasury is opposed to that?

Secretary Chapoton. Yes.

The Chairman. Is there any objection from removing that

from the package?

(No response)

The Chairman. If not, we will do that. Then you want
a separate vote on the two IDBs and mortgage reVenue bonds?

Seﬁator Pryor. Just one Vote on IDBs mortgage bonds
and then one vote on the real estate.

The Chairman. Let's vote on what we can win first.

Mr. DeArment. We are voting on --

The Chairman. Mortgage reVenue bonds and IDBs combined.

Mr. DeArment. Mr. Packwood?
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Senator Packwood. Aye.

- The Chairman. Before this, you have taken care of the
questions raised earlier .this afternoon, Mr. Suswein?

Mr. Suswein. There are a couple of modifications to
the mafk—up document which I could go throughf

' The Chairman. What are the modifications?

Mr. Suswéin. The modificationsiare on Page 2, the
mortgage --

The Chairman. We don't have Page 2. - Tell us what they
are.

Mr. Suswein. I'm sorry. The mortgage bond transition
rules under the 1980 SuBsidy-Bond Act would sunset as of the
date of committee action. In_addition, there would be a
modification to a rule dealing with student loan bonds.

That's the prohibition for non-GSL student loan bonds would

~only be a moratorium until October 1, 1986, and it would .

also take effect only upon enactment with transition rules.
The Chairman. But you have taken care of the-request
of members as of that time?
Mr. Suswein. Yes, sir.
The Chairman. All right.
Mr. Suswein. I believe also Senator Long had an
amendment which would -- dealing with an additional item.
Senator Long. I would like to ——}

The Chairman. He wants to reserve on that.
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Senator Long. I would like to bring it up later on.
Mr. Suswein. And Senator Packwood also. There was an
item dealing with advance refunding of certain. veterans'
mortgage bonds, and that would be included'along with the
other édditional provisions on Page 10. Thev;efunding would
be limited to no more than $300 million.
The Chairman. All right. Let's vote on that package.
‘ Senator‘Dhrenbefger; Mr. Chairman, did you take care
of my problem on the limited equity co-ops?
Mr. Sﬁswein, That is not in the package.
Senator Durenberger. Well, let me move to put it in.

Mr. Suswein. 2All right.

Senator Durenberger. Is there any objection to including

The Chairman. What?
Mr. Suswein. This is a proposal to allow mortgage

subsidy bonds to be used for limited equity co-ops, and

~ limited equity co-ops would not be subject to the first time

homebuyer requirement. Instead, however, they would be
subject to some low income requirements similar to that for
multi-family housing.

The volume for this purpose, as I understand the
amendment,'would be counted against the interim cap that is
used for the mortgage credit certificate program. Thac's my

understanding of the amendment.
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Secretary Chapoton. Mr. Chairman, if I could, we have
looked at this a long time. We have objected to it. It
does attempt to give these arrangements the best of both
worlds -- the‘treétment-of - théy are more like rental
housiné and they could gualify if they could qualify under
the general rules for the multi-family housing.
The Chairman. Is Treasury opposed to it?
Secretary Chapoton. We are opposed. Yes, sir.
. The Chaifmaﬁ. Do you want to vote on it, Dave?
Senatér Dufenberger; Yes,”please.
The Chairman. All right.
Mr. DeArment. Mr. Packﬁoqd?
“Senator Packwood.‘ No.
Mr. DeArmenf. Mr. Roth?
Senator Roth. No.
’”@he Ghairman, Restate the proposal.
Senator Matéunaga. What are we votingAQn, Mr. Chairman?
Mr. Suswein. Thé amendment is-to ;llow mortgage
subsidy bonds to be used for limited equity co-ops. Under
these rules -- thesé'are housing cooperatives ~- the
tenant shareholders would not be required to satisfy the
general requirements of the mortgage subsidy bond program that
they have to be first time homebuyers. However, they would

have to at least 20 percent be low and moderate income.

" That's the same standard as applies under the multi-family
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housing IDB rules.

Senator Durenberger. 1Is it not true that this is
alréady in Section 103 (a) of TEFRA? It's just that you
haven't come up with any rules on it?

Mf. Brockway. No, that is not correct.

" As Secretary Chapoton indicated --

The Chairman. All right. Should we go ahead and vote?

Senator Durenberger; I have a lettgr here from Ron
if I can find my glasses. "Thank you'for our August 26th_
lefter to Assistant Secretary," "et cefera. "We are
continuing our efforts to_promulgate these regulations as
guickly as possible;‘ Much of the delay is attributable to

the complexity of the various issues, which must be resolved,

.due to differences between cooperatiﬁe housing and other

single family housing. While we recognize the importance
of these fegulations, we do not believe it is prudent to .

compromise a thorough and equitable treatment of these

. regulations solely for the sake of expediency."

Secretary Chapoton. Our usual letter.

{Laughter)

The Chairman. All right.

Senaﬁor Durenberger. The point is that they are already
in there for single family bonds. And since you can't come
up with regulations, according to your pat language, we are
trying to put them in the -- what is it? 103?
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Mr. Brockway. To treat them as single family housing
for purposes of deducting the interest and taxes, but not
to treaﬁ them as single family housing for purposes of the
caps on mortgage Subsidy bonds.

Sénator Durenberger. I will withdraw the amendment and
bring it back later on.

The Chairman. All right.

Senator Mitchell. Are you going to withdraw the
amendment? |

Senator Durenberger. Well --

Senator Durenberger. We will play with it fpr a while.

- (Laughter)

"The Chairman. All right. Now let's vote on the

_packabe.'

Senator Matsunaga. I have an amendment, if I may offer.

_ As I understand, the staff proposes to extend depreciation

period for IDB financed public utility properties from

15 to 20 years. Am I correct on that?

Mr. Suswein. That's cofrect.

Senator Matsunaga. The packagg provides that. Well,
Mr. Chairman, public utilities, of course, would have to
pass on the additional costs to consumers. And they provide
a public service. And I would think that -- well, maybe a
compromise there to 18 years instead of 20. And I offer such

an amendment at this time.
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The Chairman. Does Treasury have a view on this?

- Secretary Chapoton. Yes, sir. We are talking about
property -- tax free bonds. We see this tremendous amount
of financing qoing on across the:board. And it is the old
double;dipping requirements. You h;ve tax exempt financing
and faster depreciation.

This says that you will lose the faster depreciation
if you have taxes in finéncing. You still get the crédit.

Senator Matsunéga. Supbosing we restrict.it to the
loéal'furnishing property?

The Chairman. Locél,——

Senator Matsunaga. Thaf is; they don't go across two
counties.

The Chairman. Oh.

Senator.Matsunaga. Yes. Two contihgent countiesf

Secretary.chapoton._ You are saying that if they met

the local furnishing requirement they would have a lower than

. 20 years?

Senator Matsunaga. Eighteen.

Secretary Chapoton. Well, the local furnishing
distinction has been a very unsatisfactory distinction,
Senator, as :Senator Moynihan and others know. I almost think
we ought td not start down that track again. |

Senator Matsunaga. Well --

Secretary Chapoton. The question is =--
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Senator Matsunaga. The abuse would be done away with.
. Secretary Chapoton. The sole question is whether the
benefit of both taxes_and financing and the ACRS, full ACRS,
is too great.. And our position has been'that it is. That
there should be a stretch out of the life where there is
tax exempt financing.
The Chairman. You are opposed fo the amendment?
Secretary Chapoton. Yeé, sir.
The Chairman. -Do we want to vote on it, Sparky?
Senator Matsunaga. ~Yés.' A vote.
The Chairman. All right.
The Clerk will call the roll. Thishis on Sparky's
amendfént. |
Senator Matéunaga. This is on public utilities and
local. That is, no more than two counties.
Mr.ADeArment.' Mr. Packwood?
Senator Péckwood; No.
Mr. DeArment. . Mr. Roth?
Senator Roth. No.
Mr. DeArment. Mr.kDanforth?
Senator Danforth. No.
Mr. DeArment. Mr. Chafee?
Senator Chafeé. No.
Mr. DeArment. Mr..Heinz?

(No “response).. t.
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Mr. DeArment., Mr. Wallop?

" Senator Wallop. No.

Mr. DeArment. Mr. Durenberger?
Senator Durenberger. No.

Mr. DeArment. Mr. Armstrong?

(No:response) - ... i

Mr. DeArment. Mr. Symms?
Senator Symms. No.

Mr. DeArment. Mr. Grassley?

.Senator.:Grassley. 1Mo,

Mr. DeArment. Mr. Long?
Senator Long. Aye;

Mr. DeArment. Mr. Bentsen?
Senator Benﬁsen. Aye.

Mr. DeArment. Mr. Matsunaga?
Senator Matsunaga. _Aye.

Mr. DeArment. Mr. Moynihan?
Senator Moynihan. Aye.

Mr. DeArmentz Mr. Baucus?
Senator Baucus. Aye.

Mr. DeArment. Mr. Boren?

Senator Boren. No.

Mr. DeArment. Mr. Bradley?

Senator Bradley. No.

Mr. DeArment. Mr. Mitchell?
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Senator Mitchell. No.
" Mr. DeArment. Mr. Pryor?

Senator Pryor. No.

Mr. DeArment. Mr. Chairmané'

The Chairman. No.

On this vote the nays are 13 and --

Mr. DeArment. And the yeahs are 5.

The Chairman. The Yeahs are five. Now can we vote on

the package? |

Senator Durenberger. - Mr.AChairman, I'm going to move

~ that we include the limited equity co-op provisions in this

bill. 1In addition to things we have already talked about,

this language is .already in the House bill with one exception.

And that is that I would allow limited equity co-op members

a mortgage interest deduction on mortgage interest

. attributable to their share of the co-op in the same way that

we allow single family home owners a mortgage interest

~deduction, or in multi-family developers.'

Mr. Brockway. Senator Durenberger, I think that's the
baéic point. In the House bill they said either you have to
treat it as a rental property consistently for both claiming
the deduction on the tenant's return, and if you do that then
you gét thé more favorable bond treatment; or if you Qant to
treat it as a single family unit, then you have to treat it

the same way for mortgage revenue bond purposes.
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And they said that while you can treat it as a rental
property in that case, you have to do it consistently. I
think tﬁat what you are suggesting is a mixing and matching.

Senator Mitchell.- Is Senatbr Durenherger correct that
in TEFRA we allowed housing cooperatives to receive blanket
mortgaging financing under the mortgage revenue program?

Mr, Bréckway. Under the single family rules. This
would allow them under the multi-family rules.

Senator Mitchgil. That's right. And since that was
passed in 1982, is it not correct that not a single cooperativ
has been so financed?

Mr. Brockway. I>have né knowledge.

‘Senator Mitchell. You have no knowledge of that. Right.

'And the reason for that is that it has not been possible to

write blanket mortgage provision for a housing cooperative
under the single fémily requirement.

Secretary Chapoton. That is the problem they have run
into.

Senator Mitchell. So the practical effect has been,
although Congresé specifically éxpreééed its intention to
make this type of financing available for housing
cooperative —- the practical effect has'been that it has
not been because of the inability to accomplish the objective
through the means provided.

And Senator Durenberger, what he is now saying is that
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if we have already said it should be avai;able to housing
cooperatives, we ought to make it available in the real
world as opposed to putting it in the law which simply
cannot be utilized. |

‘Secretary Chapoton. I think the argumenﬁ was then that

they like single family homes and should be so treated. And

that argument was accepted. And now we are saying they are

like single family-homes'for some purposes, but multi-family

housing for purposes of tax exempt financing.

Senator Mitchell. Which-does, in fact, describe them,

does it not? They do haﬁe some attributes to both.

Secretary Chapoton. Except that we have to keep in

mind -- this will say they have the best tax attributes of

both —-= the pass through of the interest and the deductions,

and tax exempt financing as the same as rental housing.

The Chairman. Can we vote on it? Treasury is opposed
to it, right?

Secretary Chapoton. Yes, sir.

» Mr. DeArment. Mr. Packwood?

Sepator Packwood. No.

Mr. DeArment. Mr. Roth?

Senator Roth.  No.

Mr. DeArment. Mr. Danforth?

Senator Danforth. No.

Mr. DeArment. Mr. Chafee.
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Senator Chafee. No.

Mr. DeArment. Mr. Heinz?
Senator Heinz. No.

Mr. DeArment. Mr. Wallop?
Sénator Wallop. No.

Mr. DeArment. Mr. Durenberger?

Senator Durenberger. Aye.

Mr. DeArment. Mr. Armstrong?

Senator Armstrong. No.
Mr. DeArment. Mr. SymmS?
Senator Symms. Pass.

Mr. DeArment. - Mr. Grassley?

"Senator Grassley. No.

Mr. DeArment. Mr. Long?
Senator Long. Pass.

Mr. DeArment. Mr. Bentsen?
Senator Bentsen. No.

Mr. DeArment. -Mr. Matsunaga?
Senator Matsunaga. Ayé.

Mr. DeArment. Mr. Moynihan?
Senator Moynihan. Aye.

Mr. DeArment. Mr. Baucus?
Senator Baucug. No.-

Mr. DeArment. Mr. Boren.

Senator Boren. No.
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Mr. DeArment. Mr. Bradley?

Senator Bradley. No.

Mr. DeArment. Mr. Mitchell?

Senator Mitchell.. Aye.

ﬁf. DeArment. Mr. Pryor?

Senator Pryor. - Aye.

Mr. DeArment. Mr. Chairman?

The Chairman. No. |

On this vote tﬁis yeahs are =--

Mr. DéArment. Five.

The Chairman,A And the nays are --

Mr. DeArment. Fourteen; |

'The Chairman. Thé'amendment,is4not agreed to.

Now can we Vote on thé mortgage revenue bondé and the
IDB package?

All right. The clerk will call the roll quick.

(Laughter)

Mr. DeArment. Mr. Packwood?

Senator Packwood. Aye.

Mr. DeArment. Mr. Roth?

Senator Roth. Aye.

Mr. DeArment. Mr. Danforth?

Senator Danforth. Aye.

Mr. DeArment. . Mr. Chafee?

Senator Chafee. Aye.
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Mr. DeArment. Mr. Heinz?
Senator Heinz. Aye.

Mr. DeArment. Mr. Wallop?
Senator Wallop. Aye.

Mf. DeArment. Mr. Durenberger?
Senator Durenberger. Ayé.
Mr. DeArment. Mr. Armstrong?
Senator Armstrong. 'No..

Mr. DeArment.‘VMr. Syﬁms?
INosréspopsem»

Mr. DeArment. Mr. Gra;sley?
lNoﬂrespénse%}éyu | |
Mr. DeArment. Mr.-Long?_
Sehétor Long. Aye.

Mr. DeArment. Mr. Bentsen?

Senator Bentsen. Aye.

Mr. DeArment. Mr. Matsunaga?

Senator Matsunaga. No.

Mr. DeArment. Mr. Moynihan?
Senator Moynihan. Aye.

Mr. DeArment. Mr. Baucus?
Senatér Baucus. Aye.

Mr. DéArment. Mr. Boren?
Senator Boren. Aye.

Mr. DeArment. Mr. Bradley?
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Senator Bradléy. Aye.
"Mr. DeArment. Mr., Mitchell?
Senator Mitchell. Aye.
Mr. DeArment. Mr. Pryor?
éénator‘Pryor. Aye.
Mr. DeArment. Mr. Chairman?

The Chaifman. Avye.

“Senator Grassley?:

3

Sénat@ﬁfsra3sley3m%Aye&hrrc;;;
The Chairman. SéhatdgiSyﬁmé?ﬂfy ot mgufnﬁka
'>fhéenator Symms; Aye.f

‘The Chairman. -On this Vote the yeahs are 18 and the
nays aré two.

Mr..DeArmenf. That's correct.

The Chairman. Ali right. Let's go over it one more
time.

Mr. Brockway. It would be 20 yeérs on all real estate
other than low income hoﬁsing and there would be denial of
deferral on ordinary income recapture ﬁnder the ‘installment
sale rules.

The Chairman. And that also takes out --

Mr. Brockway. And repeal the =-- elimination of the --

The Chairman. If it passes. |

Mr. Brockway. Only if it passes, it would be

elimination of the real estate aspects of alternative minimum
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The Chairman. The Clerk will call the
Mr. DeArment. Mr. Packwood?

Senator Packwood. Aye.

Mr. DeArment. Mr. Roth?

Senator Roth. Aye.

Mr. DeArment. Mr. Danforth?

-Senator Danforth. Aye.

Mr. DeArment. Mr. Chafee?

Senator Chafee. Aye.

Mr. DeArment. Mr. Heinz?

Senator Heinz. Aye.

Mr. DeArment. Mr; Wallop?
Senator Waliop. Aye.

Mr. DeArment. Mr. Durenberger?
Senator Durenberger. Aye.

Mr. DeArmeﬁt. Mr. Armstrong?
Senator Armstrong. No.

Mr. DeArment. Mr. Symms?

Senator Symms. No.

Mr. DeArment. Mr. Grassley?

(Noaresponse)“ﬁ,ﬂ

Mr. DeArment. Mr.'Long?
Senator Lohg. Aye.

Mr. DeArment.- Mr. Bentsen?
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Senator Bentsen. Aye.

Mr. DeArment. Mr. Matsunaga?
Seﬁator Matsunaga. No.

Mr. DeArment. Mr. Moynihan?
-Sénator'Moynihan. Aye.

Mr. DeArment. Mr. Béucus?
Senator Baucus. No.

Mr. DeArment. Mr. Boreﬁ?
Senator Boren. No.

Mr. DeArment. Mr. Bradley?

- Senator Bradley. Aye.

Mr. DeArment. Mr. Mitche}l?
Senator Mitchell. No.

Mr. DeArmenf.‘ Mr. Pryor?
Sépator Pryor. No.

Mr. DeArment. Mr. Chairman?

The Chairman. Aye.

Senator Matsunaga. Matsunaga votes no.
The Chairman. On this vote ---
Mr. DeArment. The yeahs are 11, the nays are 7.

The Chairman. The amendment is agreed to.

244

Now if we could have -- that dispoées of all the items

on that list except number five, six, and 10.

will be held over.

And that

Now what I would like to do now is to get an agreement
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from the committee, if I can, that the actions we have taken

thus far on the revenue side are final, unless. staff or
someone calls to our attention that there has been a gross
error.

Sénator'Chafee. I ha&e an amendment.

The Chairman. I mean so far.

Senafor Symms. Mr. Chairman, there was one item that
passed here earlier tpday thét was that related party
transfer. I must héve been out of the room. That was

with respect to coal and timber. I don't guite know what

~we did on that.. I wish somebody would explain it.

Mr. Brockway. >The committee adopted a provision that
would have denied capital gain treatment to a leaser or
coal to a related_party so that the one party is taking
capital gain treatment while the other is taking ordinary
income deductions.

Senator Symms. Do we have a roll call on that?

The Chairman. No.

Senator Symms. Is it possible ;t this hour to have a
roll call on it? I wanted to be reported as no on that.

The Chairman. That would be preferable.

(Laughter)

Senator Symms. All right. Put me down as no. And
maybe we might revisit that. .I won't try to drag it out

tonight. But I think that's a big mistake.
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The Chairman. I understand there are still some items
on the agenda that have not been addressed. But I am just
saying that for the actions we have taken, you know, we
woﬁld like to have final action. We don;t want everybody
chanéihg votes between now and Tuesday.

Senator Bradley. Mr. Chairman?

The Chairman. That is on the reQenue side. And now
we are going to move to the epending side.

Senator Bradley. Well, on the revenue side, relates
tb-the spendihg side when it comes to the Medicare.

The Chairman. Right,

Senator Bradley. So yoﬁ are preserving the right to --

The Chairman. Offer revenue offset.

Senator Braaley. -- offer a revenue effset on the
Medicare, which is the major interest that Ilhad beyong the
business expense for the yachts and the cars.

The Chairman. There are amendments'to be offered, as I
underetand; on the revenue side. Hopefully, gainers.

Senator HeinZs:i-,The Chairman would not preclude new
revenue gainers, I'assuﬁe? |

The Chairﬁan. No, but we hope to preclude nearly
everything else except -- can you read off the items on the
agenda we haven't gotten to?

Mr. DeArment. Mr. Chairman, the ones that I have that

we have not resolved on the agenda, quickly looking down,
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was the increase in the alcohol fuels credit to $.09.
- The Chairman. That is going to be considered in the
truck tax.
Mr. DeArment. That's correct.
‘The employee awards.
The Chairman. Can we reach an agreement on employee
awards? Does Treasury have a proposal on that?
Secretary Chapoton.- Mr; Chairman, we have a proposal
which would exempt éwards.
The Chairman. How much does it cost?
Secretary Chapoton. And our revenue estimate is that
it would cost $300 million over thié thrée year period.
The Chairman. You have reduced that from $900 million
to $300 million? The original estimate was $900 million.

Secretary Chapoton. The proposal was changed. We met

~ with Senator Garn on it several times and it was ‘adjusted.

The Chairman. Does the administration support this
proposal?

Secretary Chapoton. We support the proposal, yes, sir.
And I want to point out.that I talked to Senator Garn this
afternoon. I think he feels very strongly after talking to
the members of the industry that the estimate is simply
unreaéonably high. We have been back to our staff and té the
Joint Committee staff, and as I told him, we do think the

estimate is correct. But he thinks very strongly that it is
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not.
- Senator Danforth. Mr. Chairman, what are the awards?

The Chairman. Employee awards.

Mr. Pearlman. Senator, it would include what are
referréd to as traditional awards. It would be pens,
watches, silver bowls and whatever given for retirement,
productivity, longeﬁity, or safety incentives. They would
be at a dollar amount on the.averége of $400.00 per employee.
They could go up as much as $l;600.00 per employee provided
thét the average is --

The Chairman. You only get four awérds in a lifetime.
Is that right? |

Mr. Pearlman. There are limits on the number of awards
that a pafticulaf employee can get.

The Chairman. If you haVe narrowed down the cost,

. without objection, we will agree to that.

Mr. Brockway. Mr. Chairméﬁ,‘the way it was described
would not narrow down the cost. You wohld have td put a
$100.00 limit on it to --

The Chairman. Wai£ a minute. I thought yours-was
$300 million.

Mr. Pearlman. The $300 million préposal is not a

$100.00 limit.

The Chairman. What is the $300 million proposal?

Mr. Pearlman. It's an average award of $400.00. The
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award cannot exceed $400.00 on the average.
" The Chairman. Now what does Joint Committee figure

that costs?

Mr. Brockway. Rich tells me this is the same proposal
as eafiier today.

The Chairman. Aall right; We will postpone it.

Now what else is on the_agenda?

Mr. DeArment. _We héd two outstanding insurance amend-
ments.

The Chairman. We have wdrked those out, I think.
Senator Pryor has agreed to withdraw.

Senator Pryor. I have. -Yes, Mr. Chairman. I have
agreed to withdraw the amendment. -

The-Chairmaﬁ. And the other amendment, I think, was --

Senator Chafee. And that leaves us, as I understand it,
with what we went in with the bill, which was what the
three states --

'Mr. Belas. The three states -- Oklahoma, Alébama and

Texas.

Senatbr Chafee. So they are in. And the House has
done what?

Mr.. Belas. They have made it generic to apply to all

states, but have limited it to two years.

The Chairman. So it will come out all states for one
year.
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‘ Senator Pryor. Mr. Chairman, are we still going. to
go down the list of items?

The Chairman. I wanted to just sort of go through the
list we had. "And the other insurance amendment was an amend-
ment df whom? Is that Senator Grassley's amendment?

Mf; Belas. There was one additional amendment that was
somewhat similar to the amendment that was just discussed
that has a revenue cost of $i0 miilibn for one company.
Senator Grassley and Senator Durenberger bought that to our
atfention,

,The Chairman. Is that in the House bill?

Mr. Belas. No; it is notf‘ |

The Chairman. So we don't want to disadvantage Senator

.Pryor, but his is in the House bill. So if there is no

objection, we can accept that amendment.

Secretary.Chapoton._ This is the phase three?

Mr. Belas. Yes.

Secretary Chapoton. We do oppose it. Yes, sir.

The Chairman. All right.

Secretary Chapoton. It simply is unrelated to the
amendment we are talking about. It is a reduction in tax
under the old law.

The Chairman. All right. Then what is next on the
agenda?

Mr. DeArment. The highway use tax and diesel tax, which
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we are going to pass over.

The Chairﬁan. That may take some time.

Mr. DeArment. Then on the revenue raiser list, we had
items 5, 6 and 10 still open.

The Chairman. And I think juét to put to rest Senator
Bradley's concern about Part B Medicare, let's just agree
that we will freeze it at 25 percent. Senator Mitohell and
I discu;sed this earlier. AétualLy we are going to propose
25 pergent. I assume we would like to keep 25 percent in

conference. There is no reason to reopen that issue. And

'_ we will agree to the Smith proposal.

Senator Bradley. Mr. Chairman, may I say that I think

that that's very important judgment. That we had no need in

_this package to increase the out of pocket cost for senior

citizens. And now the package will not.

The Chairman. And I would hope that we might agree.
then .that as far as we are concerned that there is still one
unresolved item in the spending package. And that's
rounding down.

Does anybody object to rounding down? We do it
for beneficiaries. We are talking about rounding down
providers to pick up $200 million. Is that right, Sheila?

Ms. Burke. Yes, Mr. Chairman.

The Chairman. I had hoped we might agree to that.

Without objection, we will agree to that.
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Senator Durenberger. Mr. Chairman, there is one other
item on the spending package which I would like to get some
language in on. That's the Medicare portion giving HHS
about 30 days to issue waivers on social HMOs. I think
that's>of interest.to most of the people.

The.Chairman. All right. .We will do that. And we
have done Smith. We hgvé reduced the Medicade.

Does everybody agreé thét the actions taken’now on the
spending package are final?’

| (No response)

The Chairman. It may be thét we are géing to have to
come up with some offsetting revenue or éomething, but they
are final.

That leaves.truck taxes.

Senator Packwood; Mr. Chairman, when you are done
tonight, I have an amendment that Treasury and Joint
Committee have agreed to. I will wait until you have
finished.

The Chairman. Doesn't cost anything?

Senator Packwood. ANo, doesn't cost anything.

The Chairman. Good. What is it?

Senator Packwood. It relates to international papers
specificaliy and to foreign tax provisions adopted by this
committee are effective March 1lst. They entered into a

binding contract in February to be consummated in March. And

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




-10
1"
12

13

15
16
7
18
19
20
21
22
23
24

25

1

253

this amendment should not apply to them. And both Treasury
and I think Joint Committee have agreed to it.

The Chairman. Is that true?

Mr. Gordon. Yes.

The Chairman. All right.

Senator Packwood. And I -have a second one that is of

a similar nature. Tréasury is opposed, but for philosophical

not financial reasons. No méney is involved.

Gilmore Steel is a-steel company in Portland. The
Muiti—Employer Pension Plan Act was adopted in 1980, and
it imposea charges on companies Qithdrawing from multi-
employer pension plans.

That Act was retroactive in 1980. In 1984 we adopted
the Danforth amehdment, which made the effective date
September 26, 1980 and eliminated retroactivity. Treasury
was opposed to that amendment af that time.

The Gilmore Steel Company had already signed a binding
contract in August of 1980, prior.to the effective date of
the Act, and they consummated it in October. But they did
not consummate it in time for the retroactive date. And I
would like to simply offer this amendment that iﬁdicates
that if the company has withdrawn prior to September 26,
1980 and they have sold their assets and the sale is
completed by December 31st, they will be covered.

And, Buck, make sure I didn't misstate your position.
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Your objection is because you never liked the Danforth
amendment to begin with.

Secretary Chapoton. Actually, I was voicing the
position of the PBDC on this. i think originally they did
oppose.the Danforth amendment. But I think we ended up not
opposing the Danforth amendment.

Senator Packwood. But Joint Committee has already
accepted this. If you have ﬁo obiection. There is no
money involved.

| Secretary Chapoton. My infprmation, Senator, is that
this employer entered into the withdrawl agreement after the
MPPA was introauced. Is that right?

Senator Packwood. No. They had a binding agreement to
sell their asseté on August 13, 1980. The closing date was
October 31st, 1980. But the contract was August 13.

Mr. DeArment. I might point out, Mr. Packwood, that we
have readopted the Danforth amendment as part of this
package in terms of multi-employer.

Senator Packwood. I know it. I have just got an
employer that is just very slightiy stuck with that date.
Jack's date is still September 26, 1980, isn't it? And I
have got a consummated contract on October 3lst. But it .
was already signed in August. There is no money involved.
This is just a philosophical question of whether they are
going to be caught in this cross-fire.
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Mr. DeArment. Yes, sir. And we can do a transitional
rule with respect to the bonding contract as of August 13th.

Senator Packwood. And that will take care of it.

Mr. DeArment. Yes, sir.

Sénator'Packaod. Thank you.

The Chairman. Now I would like to sort of settle the
agenda for Tuesday. Can we agree on a $300 million employee
award amendment? |

Mr. Brockway. Tonight?

The Chairman. Yes. I wéntlto agree right now.

Mr. Pearlman. Senator, we can explain to the staffs.
The amendment is Senator Garn's amendmenﬁ. It has been
presented and it is there for people to review. And our
estimate is that it is just slightly less thén -

The Chairman. If it turns out to be in excess, we
raise it. Withbut objection, we will agree to that.

Senator Matsunaga. Mr. Chairman.

The Chairman. Senator Sparky -- MatSunaga.

(Laughter)

Senator Matsunaga.A Mr. Chairman, last year relative
to the enterprise zone I offered an amendment which was
accepted on the floor with technical amendments.

The Chairman. Is it a good amendment?

Senator Matsunaga. Yes, it's a good amendment.

The Chairman. All right, we will take it.
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Senator Matsunaga. :It doesn't cost anything.

- The Chairman. This is relevant to the enhancement
prospects for designation of enterprise zone by the
Secretary of HUD if it is contracted out'of local, “public
servicé. And I want that language stricken out as we did
on the floor last year.

Mr. Brockway. Staff has reviewed that.

The Chairman. We are a@are of that, and that is a good
amendment.

Senator Matsunaga. So ydu are going to strike it out?
The aﬁendmgnt is accepted? |

The Chairman. Right.

Senator Bradley. Mr. Chairman, if I could, following

~on the enterprise zone. There is one other criteria. Aand

that is that to qualify for an enterprise zone you have to
demonstrate a strong degree of local tax effort. This

happens to be depressed areas that we are dealing with.

" And the problem is that they have no tax base.

The Chairman. We can do that in report language.

Senator Bradley. Saying that it's not a criteria so
it wouldn't be in the -~

The Chairman. Well, at least try and explain that that's
a problem.- I know you can do it by statute.

Senator Bradley. Well, as it is now, it is a criteria.

Mr. Brockway. It's in the statutory language that you
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have adopted, and so you would ha&e to. strike it from the =--
" Senator Bradley. I think we'did it.

The Chairman. Is there an administration position?

Secretary Chapoton. Well, of course, we want a local
contriﬁution'to the zone. That's part of the whole scheme.

The Chairman. Why don't we try to work that out and do
it on the floor. I think there is a probleﬁ there.

Senatorﬁdhafee. What is he éroposing? Thére has to be
a local tax contribution? .

Senator Bradley. No, no. Right now part of the criteria

- for designating the enterprise zone is the amount of local

tax effort.

Senator Chafee. Well, that's a factor. 1It's just a

.factor.

Secretary Chapoton. I think that's right. 1It's a
factor. |

Senator Chafee. All we do is list a series of factors
that the Secretary can take into consideration. That's not
a dominant factor; it's a féctor.

Secrétary Chapoton; "I think that's right. And I
think committee report language to the effect that in an
area that had a low tax base, that shouidn't be as important
a factor. We ought to take care of that.

The Chairman. Let's just agree on some language, and
we will agree to it.
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'SenatbraDurehberger. Mr. Chairman, can I give you
one philosophical problem that will raise $39 million before
we quit hére?

The_éhairman. That would help. I agreed to recognize
Senatof Pryor.

Senator Durenberger. ©Oh, I'm sorry.

Senator Pryor. I will be glad to hear your philosophical
problem. Let me just say, if I could, Mr. Chaiiman, that on
this morning's agenda, item 2, there was a definition of
eafning and-profits‘discussion; _There was no vote. We
accepted that definitipn.. I would like for the record to
reflect my objection and my opposition to the definition.

The Chairman. All right.

Senator Pryér. Thank you, Mr. Chairman.

The Chairman. Let me go on this side a while here.

Senator Dufenberger? |

Senator Durenberger. This amendment would establish -
the same rules éffecting terminal rental adjustmeﬁt clauses
or tracks, as they are called, as we had incorporated into
Section 210 of TEFRA.

In effect, what it says is that the presence of a
terminal rental adjustment clause in the lease contract
will not bé taken into account by the IRS in determining
whether a motor vehicle is a lease for tax purposes.

You can take into account business purpose and third
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party financing and whether or not the residual value is
substantial or whether the leaser has significant ownership
responsibilities, whether the lease serves significant
financial accounting. You can take into consideration all
these éther factors. But just the fact that it has a
traction, not be considered.-

It had been law‘for.30 years. And we put it in in
Section 210. And I would like to-get it put back to overcome
an interpretative regulation that got put out about three
months after.

éecretary Chapoton. .The'amendment, the Séction 210,
said until interprétatiVe regu}ations are issued to the

contrary. And it was mainly to prevent it from being the

.retroactiﬁe effect. We.made it clear at that time the

regulations would be issued to the contrary.

Senator Dﬁrenberger. But you said after there was
gbing to be somé study and analysis.

Secretary Chapoton; - Yes.

Senator Durenberger. And none of that was ever
presented. The regulatidns came out without the analysis.

Secretary&Chapbtonavaes; there was a court case
supporting the position.r Not the regulétions, but supporting
the position.

(CONTINUED ON NEXT PAGE)
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1 ‘ Mr. Chapoton (continuing). And thisihas been the

2 position of the IRS preceding that date. The IRS did win

O

3 a case on that.

4 The Chairman. Did you work that out?

5 Senator Durenberger. Why don't you accept it?

6 Mr.. Chapoton. Weli; we have consistently opposed this

7 ameﬁdment;,Mr. Chairman. It came up on the House side, and
8 it came up;AI believe in the =--
9 The Chairman. ”Well;_I haven't been 1istening;,so I

10 don't know.

12 || question whether the terminal rentél-adjustment clause,

13 which is the economic crux of these agreements, whether that
fz) | 14 can be considered in determining whether it is a lease orv
15 not; We have taken it into account; and when you take it
16 in£o aécount; it pretty clearly is not a lease in an
17 installment sale; and we have so interpreted these arrangew::.:
18 ments in the red;
19 Senator Durenberger. The problem is}.they are using
20 that to disqualify the sale when there are a whole lot of
21 other factors;_and we are trying to take the position that
22 that; in an of itself; does not disquaiify the lease.

23 Mr. Chapoton. I think that is a factor.

24 The Chairman., I don't want to delay it; but if the
25 Treasury has. strong opposition to it ~--
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Mr. Chapoton. Yes;,we have opposed it, Mr. Chairman.
The Chairman. " Do you want to vote?
Senator Durenberger. I would like to move we accept it
by a voice vote.
The Chairman. = All right; a voice vote.
All in favor of the amendment say Aye.
- (Chorus of Ayés,)
The Cﬁairman. ‘Opposéd;_No.
(Chorus of Noes)
(Laughter)
The Chairman. We had better have a. show of hands.
All in favor;.say Aye. .
(Laughter)
(Showing of hands)
The Chairman; All opposed; raise their left haﬁd or
right hand; either hand.
(ShoWing'of hands)
The éhairﬁ&n. .What is the count?
Mr.. DeArment. Eight to 3. It carried.
Senator Long. 'Now; wait a minute. I had my hand up.
The Chairman. All in favor of the Durenberger amendment
just raise your‘hands;
(Sthing.of hands)
The Chairman. It carried. All right.

Senator Symms. Mr. Chairman?
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The Chairman. . Senator Symms?

Senator -Symms. Mr. Chairman;,I will be very brief, but
in the House bill it is designated Section 142. It is a
proposalﬂthét was puttu;hére;aﬂuithe Joint Tax Committee
I think came up with it in good faith, trying to closé this
RIX loophole that was these Drefuss Fund things, that the
committee wanted tb get at.

I havé been told in the last couple of days that this
provision is-much brogder than we think, and this affects
all éf'the corporations thét have bank accounts overseas.

SQ; what I would like to do is either suggest that if
it is in the House,bill; that we either delete it here and
theh there would be a little time‘fbr Treasury and the
Chairman to look at it7with respect to a conference; or else
at least keep it open; and we may want to drop it before
Tuesday;

Senator Moynihan. MMr; Chairman; could I speak to that?
There are a number of firms that do buSiness7internationally
that have been in touch to say -they really do feel that i
perfectly légitimate opérations would be caught up in an
effort to stop something that is not legitimate. \

Senator Symms. I was told, Senator, by one company --
they told me fhey had four tax experts examine this, and
they got four of their own; and they got four differentA
answers.
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The Chairman., - Does.Treasgny.have an. answer?

Mr. Brockway.  Thi§ is a. situation where people are
converting interest into dividend :income so that they can
avoid the separate limitation on paésivevinterest income.

*SénétbrfSymmggﬁ But see; what'happéns is; you have got
a corporation that say is in the pharmacéutical—business,
or whatever;_and.they have a bank’acgount in some foreign
country, and £hen they draw some interést from that bank
account. But injthé process; it gets affected by this
proposition, with their whole dividend thing. And what
the tax experts tell me is; that is much more:.:complicated,
and we don't juét get the Dreyfus question.

Senator qunihan. Can we.get an agreement. to work out
language witﬁ you;that deals with the improper problem that
you are %rying to settle,butkddesn!t entangle people who
arenFt~doing anything that --

"Mr . Brockway. Well; Senaﬁor Moynihan, the improper
problém that the bill intendé to deal with is where a
taxpayer attempts to avoid the separate limitation on
interest and convert it into dividends, which is not subject
to it. We are aware; for example of one corporation where
that $40 million of interest -

The Chairman. Let'sitry to work on it and maybe make
an éxception to keep that open until Tuesday. We don't want
to pile up-a whole pile of them here.
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Now I want to recognize. Senator Chafee for an amendment.

Senator Chéfee.‘ Yes.

Mr. Chairman};obviously_the most serious problem we
all believe,thé country is facing are these deficits. Tha£
is:why.weAhave-been here forstwo.ﬁeeks trying to do something
about them.

Mr.fChairman;_I.think this cémmittee has done a good
job; although I will admit, and I think we all will agree,
that. these are rather esoteric and to. some degreé ephemeral
proposals. We are not. sure how firm th6y_are;‘howumuch
revenue. they are going. to yield. °

" So Mr. Chairman;,l_propose.that'we take aAbbld.step
forward and get a. substantial additional amount of revenue.
M¥ proposal,ié not in. substitute of anything we have done;

it is a major step forward in producing. some revenue and

- really bringing or deferring the loss of revenue.

What it does;,itfdeals.with}the‘postponing of. the

. indexing, which is scheduled to start next year. ' And

Mr._chairman;_if,we postpone it for three years;,this will
yiéld $51 billion. -
Now;_we have been. scratching around here all afternoon

for $10 billion;,and in doing this;,it is a proposal that

.will;,as I.say;.in three years yield $51 billion. It is a

proposal. that was never part of the President's program, as

we all recall. It is a measure that the people are not
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currently used to. In_other.words;‘it is not something they
have that we are taking away from them. It ;s a proposal
for the future.
SQ; Mr. Cﬁairman; I propose that we postpone the
indexing until 1988. |
Senator Paconod. Mr. Chairman?
The Chairman. Yes? |
Senator Packwood. ' If wé are éoing to go the route of
a tax increase of that. size -- and I am opposed fo it; I
would rather make us. vote on a tax increase that we know
we are voting on'rather than that -- I would like to nﬂ
- substitute the 5-percent across-the-board energy consumption
tax we once had in this committee;'whichoner the same
three years will raise -- let's see -- $44 million. It is
almost a trade-off for indexing. " I am.not. suggesting I Qant
to do éither one;'but as between the two I would rather
go the energy consumption tax.

The Chairman. ' Could I.sﬁggest; you knéw I think we all
understand indexing. ' We may never benefit from it if he
wins;Abut.We all understood it. But I would just say we
are .about to conclude a very fruitful two or three weeks in
here; and this would kill the package. I mean, Ihwent-to-the
White House yeéterday. The President aﬁnounced today that
he would go along with a $40 biliion reduction in defense

outlays over. .the next three years. ' And that was a big pill
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266
to. swallow.

It would just seem to me;_and I know Senator Chafee feelg
strohgly abqut.it;_indexing was not even considered in the
House Ways and'Means~markup. They didn't consider indexing,
they didn‘t'ﬁry to cap the'third Year; they went in .and they
raised $50 billion in 15 hours.

I don't quarrel with actually offering the amendment,
but if all.the other things we have done) including a 1o£ of
things that people want us to do, are of any value, then I
hope we will reject this amendment.

Senator Heinz. ' Mr. Chairman; may.I.just'say, I am going
to vote with Senator Chafee. I Qpposed indexing when we first

considered it in'committee;ng0pposediitponAth@cflocx}gandg

I get, because I think building all of these indices into
our tak'system into all of the other programs we have are
part of our problém.

Senator Bradley. Mr. Chairman, a vote against
Senator Chafee's amendment is a vote for indexing?

The Chairman. Right.

Senator Symms. Mr. Chairman, I know it is late, bu£
I just wouldn't want this vote to occur without making at
least this point: A vote to defer indexing will impose a
burden on that segment of the taxpaying public which is the

least able to bear that burden. It will fall massively,
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OVenwhelmingLy;>on low and middle income taxpayers and only
ingignificantly on upper income taxpayers.

Now;‘there are a lot of people who believemost of the
experts that indexing is a. very important reform;_and for
us to delay it or postpone it or kill it would be a great
mistake. But also, aside from the principle involved, the
reality of its efféct is to really give it in the qeck to
the low and middle income taxpayers.

The Chairman. Als@} it is supported by Senator Hart --
indexing.’ | |

(Laughter)

Mr., Chapotén. If I could just echo that, it is the
same thing as a tax increase for middle and lower income
taxpayers. Seventy-eight percent of the tax increase falls
on the lower income taxpayer, and just to show you, I have
a breakdown.thust.Looking at a:particular income class,
look at the 30-percent income class.

The Chairman; ~Just put it in the record, Buck, and we
will read it later; okay?

(Laughter)

Mr. Chapoton. Thank you, Mr. Chairman.

Senator Mitchell. Mr. Chairman, could I just ask a
question of Mr. Chapoton and Senator Armstrong; if their
concern is for the low income taxpayers would they support
capping the tax increase of last year for fhose only making
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above $50;000r,which.is only. 5 percent of the taxpayers in -
the country? |

The Chairman. = I. think we are going to get that
amendment.

Senator Mitchell. Well;_np;'we weren't; but we may,
with some of this rhetoric here.

SenatoQr Bradléy. Mr. Chairman; what have we done about
that earnea income credit?

Senator Symms. I didn't get an answer to the question.
Mr. Chapoton; would you.supportrthat;.since.yOu have expressed
concern here foriithe low income taxpayers?

Mr. -Chapotén. 'No. Senator Mitchell, I think I would
not support that amendment. I think I made ﬁy point. 'No.

(Laughter)

Senator Mitchell. And that would only affect the top
5 percént of taxpayers.

Senator Symms. Well; let's talk about all the small
businessmen who file a --

The Chairman. Let's vote and talk about them later.

(Laughter)

Mr. DeArment. Mr. Packwood?

Senator Packwood. No.

Mr.‘DeArﬁent. Mr. Roth?

Senator Roth. No.

.Mr. DeArment. Mr. Danforth?
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Senator Danforthv

Mr. DeArment. . Mr.

No.

‘Chafee?

Senator Chafee. Aye.

Mr. DeArment. Mr,

Heinz?

Senator Heinz. ' Aye.

Mr. DeArment, Mr.

Wallop?

Senator Wélldp. No.

Mr. DeArment. Mr.

Durenberger?

Senator Durenberger. No.

Mr., DeArment. '~ Mr.,
Senator Armstrong.

Mr. DeArment. Mr.

Armstrong?
No.

‘Symms?

Senator Symms. No..

Mr. DeArment. Mr.
Senator Grassley.

Mf; DeArment. ~ Mr.
Senétor Matsunaga.
Mﬁ.:DeArment. -Mr.
Senator Matsunaga.
Mr. DeArment. Mr.
Senator Matsunaga.
Mr. DeArment. Mr.
Senator Moynihan.

Mr. DeArment. Mr,

Grassley?

No.

Long.

Aye; by proxy.
Bentsen?

Aye; by proxy.
Matsunaga?

Aye.

Moynihan?

" Aye.

Baucus?

Senator Baucus. No.
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Mr. DeArment. Mr. Boren?

Senator.Boren; " No.

Mr. DeArment,  Mr. Bradley?

Senator Bradley. No.

Mr. DeArment. ~ Mr. Mitchell?

Senator -Mitchell. - Aye.

Mr. DeArment.A Mr. Pryor?

Senatér PryOr..'No.'

Mr, DeArment; ‘Mr._Chairman?

The Chairman. = No.

On this vote the Ayes are —-- ?

Mr. DéArmeﬁt-j Seven. -And the Nays are 1l3.

The Chairman. The améndment-is not agreed to.

Mr. DeArment. ' That is correct.

The Chairman. Are there any other big amendments?

(taughter)

‘Senator Moynihan. Mr, Chéirman?.

The Chairman. Yes?

Senator Moynihan., As I mentioned to you, I have a
§imp1e amendment which I don't mean to expound on but simply
to state: The present tax on cigarettes, which are the
single largest health hazard in this country .at this time,
I think it is1generally agreed, 16.:cents a paqk, that is
scheduled in September 1985, to drop by half to 8 cents.

I propose that we just keep the tax where it is. It
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does not increaseithe tax;‘it.simély_does not reduce it.

I would think if this were a board of medical doctors,
we would have no questioh about the outcome of the vote; but
I will see that the outcome is accomplished,

The Chairman. ALl right.

.Could I just say; with reference to this tax, this tax
does not expife until 1985, And I think I had more
criticism from.“liberals" last year for the cigarette tax
excise tax than anybody I have heard. Plus, I had some
criticism from conservatives who live in tobacco areas.

(Laughter) .

The Chairmén. So everybody criticized me; it was like
withholding all over again.

SQ; what is our total fevenue right now, Rod?

Mr. DeArment. Mr. Chéirman; roughly, we think that
we have raised; net of the various.amendments we have addéd,
about»$7 billion; to a total of about 48.

Senator Moynihan. ' This would add 3.8.

The Chairman. We don't want to raise too much.

(Laughter)

The Chairman. I am just checking -- what is in the
President's package? Is it 482

Mr. DeArment. That is correct, Mr. Chairman.

The Chairman. I don't want to ﬁpset the Presideént,
either.
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Senator Moynihan. . Let's go ahead and vote.

The Chairman.v'Wel;;_I am just trying to figure out
here --

Wel;;_I4wduld hope we. would not adopt. the émendment.
In the release this afternoon the President suggested that
if we could raise $48 billion in revenues, cut non-defense
spending $43 billidn ahd defense spending $40 billion; you
would get debt service of about $13-14 billién; which would
give you a paékage of $149.5 billion.

Now;”this committee is going to end up doing nearly
half of that;_and hopefully we can do that today. But I
would hope that-we would not adopt this amendment..

I must. say that it was my intention when this happened
that we wbuld never have the 8 cent tax. I remember going
to conference and learning something in that conference,
when the House just.said;‘"Well;Lthat's too bad." They
wouldn't even consider it in conference. So I would hope
we might not adopt this amendment. -

Mr. DeArment. Mr. Packwood?

Senator Packwood. ' Pass.

Mr. DeArment. Mr. Roth?

Senator Roth. " Pass.

Mr-'DeArﬁent. " Mr. Danforth?

Senator Danforth; " NO.

Mr; DeArment. 'Mr; Chafee?
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Senator Chafee. No.

Mr, DeArment. Mr. Heinz?
Senator Heinz. No.
Mr. DeArment. ~Mr. Wallop?
Senator Wallop. No.
Mr. DeArment. Mr. Durenberger?
Senator Dtire’nberge’-r. " No.
Mr. DéArment.'QMr.,Armstrong?
Senator Armstrong. ' No.
Mr.'DeArment; Mr. Symms?
Senator Symms. No. -
Mr. DeArment. Mr. Grassley?
Senator Grassley.. - No.
Mr. DeArment.  Mr. Long?
(No response)
Mf. DeARment. Mr. Bentsen?
{No response)
Mr. DeArment. Mr. Matsunaga?
Senator Matsunaga. ~Aye.
Mr. DeArment. Mr. Moynihan?
Senator Moynihan. Aye.
Mr, DeArment. Mr. Baucus?
Senafor Baucds. Aye.
Mr. DeArment. Mr. Boren?
Senator Boren. No.
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Mr. DeArment. Mr. Bradley?

Senator Bradley. Aye.

Mr. DeArment. Mr; Mitchell?

Senator Mitchell. ' Aye.

Mr. DeArment. Mr. Pryor?

Senator Pryor. ' No.

Mr. DeArment, Mr. Chairman?

The Chairman. ' No.

on. thisjVote?

Mr. DeArment. The Ayes are 5; the Nays are 11.

Tﬁe Chairman. ‘The Nays are ll; and the Ayes are 5, The
amendmentuiS¢no£ agreed to. |

Senator Danforth. Mr. Chairman, I have an amendment.

The'Chaifman. All right.

Senator Danforth. Sehator Wallop and Senator Boren and
I have been raising the issue of CPI-minus-3 for the past
year or sé; and this is a proposal which over a three-year
period of time I think would pick up $67 billion.

It has been argued and aebated back and forth, but I.
would like to propose it again as an addition. This is really
a major move on the budget deficit, and it is absolutely
even between spending and taxes. It is a balanced approach
which the Preéident heretofore has asked for, and I propose
it. |

Senator Moynihan. Would that apply to Social Security,
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Senator Danforth, ' Yes. It is. 65.4 billion..

Senator Péckwodd, Let me ask yog; on the Social
Security; you‘feduce the benefits by the ﬁhfee; but you
are going to keep fhe money in thé'Social Secuﬁity'Fund. Is
that correct?

Senator Danforth.. Right.

Senatér Packwood. You reduceée the indexing by CPI-less-3
bpt‘you are not reducing the Social Security taxes?

Senator. Danforth. No,
tit . .Senator Packwood. So that.you‘are going to have some
build-up of money that you otherwise would hawve paia but,
and that will stay in the fund?

Senator Danforth. It will stay in the fund;Abut
obviously it relieves the pressure on borrowing, because that
money is available for borrewing.

Senator Chafee. ItaapplieS%tO¢indexiﬁggfqrwthe:taXes;,
too?

The Chairman., It applies to indexing -on taxes, too.

Sena tor Danforth. Yes.

Senator Wallop. Mr. Chairman, may I ask if this:is
viewed as a subgtitute to what we have done; or is it in
addition to wﬁat we have done.

Senator Danfdrth. No. It is in addition.

Senator Wallop. I am a cosponsor.of it, and I believe
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. very. strongly in it;,but I think there is a limit to the

amount of tax that we dQ;_and I am not so. sure I would be
very much in favor of it.

The Chairman. My own view is that this is probably
going to happen next year. I thihk'the Boren-Wallop-Danforth
proposal is an idea whose time may come righé after the
election; or next year. |

But IAdo believe that;4again;vand I don't say it
critically; it is a killer amendment. We have a package
put together,thdt'has taken a long time; and I would be
willing to. support the'amendment; but I know what would
happen. |

‘I know Senator Danforth would like a vote on it, right?

Senator Baucus. Mr. Chairman; might I ask what the
incidence is on the income side in different income brackets?
If itﬁfedmceé'the income 3 percent, what is the relative
effect on various income levels?

Senator Danforth. The breakdown? Less than $10,000
income, 6 percent; 10 to 20, 16.k; 20 to 30, 20.6; 30 to 40,
19.2; 40 to 50; 13.1; 50 to 75; 13.1; 75 to 100, 4.4;

100 to 200; 5.4; more than 200; 2.1,

Senator Baucus. You raise the same amount of revenue
on one side byMWhich you reduce spending on the other?

Senator Danforth. Yes. It is just about exactly 50-50.

The Chairman. Senator Boren?
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" Senator Boren. Mr. Chairmap;AI am aLsQ;ALike Senator
Wallop;Aa cosponsor of this prposa;; and I am very.stronély
for it. We have made. some modificaﬁionsiin it; however,
since our first time for proposing it; and I am just not
sure that this late hour tonight is the time to bfing it
up. without the committee members being able to give adequate
study to. some of the changes we have made in it.

"So I don’t know if it is the appropriate time to press.i
it to a.vote_in.the committee.

I hope;,and I feél.very,strongly; that when we do
decide.to~do.something dramatic about the defi¢itlthat this

is the kind of.balanéed approach that we are going to come

to -- whether it is later on this year or immediately after

the election., I wish it could be done this year. But I
am just not certain that at thisApartiCular time in the
commitﬁeeﬁi:would be appropriate to try to bring it up
without having a chance to go into the non-means tééted
programs and. some of the ther changes we have madeoih the
program.

Senator Danforth. Mr. Chaifman,‘if.Senator Boren and
Senator Wallop doubt that this is the appropriéte time to
bring it up; I doubt it.

(Laughtef)
The Chairman. Well; I appreciate that very much.
Now; we need to report to the Budget Committee on what
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we intend to do in this committee this.year; and we have
already done it. So what if we have a letter which would
suggest to the committee that we have achieved a total
outyear reduction of $25.8 billion; including $9.6 billion in
debt~service.savings; and a revenue increase of $48 billion,
and that the total debt reduction ofi.:the package is
$73.8 billion. Is that correct? 'Did I read that right?

Mr. DéArment. That. is correct.

The Chairman. Is there any objection to letting the
committe know what we are doing? 'This complies with
Section 310(c) of the Congressional Budget Act.-—'the letter
that Senator Long and I will send.

Senétor Bradley. But werwili at a later time vote on
whether we are going to report it out?

The Chairman. Well; let me say this: I would hope
that —;

What is still pending on the list? What are still opeﬁ
issues?

Senator Moynihan. Mr. Chairman, can I just say that
for three days I have been trying Eo get an item on the
agenda that Senator Danforth and I are interested in. It is
a very small revenue loser; but it is important to the
ajircraft indﬁstry. Could we raise it on Tuesday?

The Chairman. Oh; that's that one where you fly from

Paris to Frankfort?
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Senator Moynihan. From Berlin to Frankfort.

The Chairman. And they want. safe-harbor leasing, or
something?

Senator Moynihan. They want an investment tax credit
for purchasing American planes.

The Chairman. Well, I couldn't support it; but if you
want to bring it up; we'll see how it goes.

Senatér Moynihan. 'I.don't'want to bring it up now.

I want to bring it up Tuesday when everyone can 1ook at it.

The Chairman. I don't really want any agenda on
Tuesday except for truck.taxes;.and.——

Let's go over the open items there.

Mr. DeArment. As I score tﬁé open items, there was the
alcohol fuels tax credit; which goes along with the truck
tax issue. And the highway tax. That is the only thing I
have.

The Chairman. Well; as I have indicated, Senator Long
wants to reserve the right to offer an amendment to the IDB
section. He has ndt yet prepared'that, is.that right; David?

Mr. Hardee. That is correct.

The Chairman. And we have taken care of the spending
side. We have taken:icare of the offset —- we don't have
any. If we cbme up with some spending offset; then we can --

Senator Danfortﬁ. Is loss recapture still on the
undecided list?
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The Chairman. That is still open. Mr. Chapoton will
review that. -

Senator Symmis. Mr. Chairman; I want to reserve an option
on that employée stock ownership; but I thought I would save
the trouble of the committee tonight and let the Treasury
look at this.

The Chairman. Thé thing we don't want to have happen,
very honesfly -= I know there are a lot of eager people in
the hallway and other places who would just like to add one
more thing to this pacgage. And I would hope we might agree
that --

Senator Symms. This may be a revenue-gainer, though.

The Chairman. Right:,

Senator Moynihan. " Mr. Chairman; could I reserve the
option to explain this proposal .to yoﬁ; and if:I can't
persuaaéuyou; we will drop it?

The Chairman. ' Sure. Bﬁt let's sort of agree on what
we are going to do..

-We haven't yet addressed the amendment that was on the
agenda of Senator Grassley with reference to vocational
schools'! R&D. So that's one that is still open.

Senator Symms; what do you want to do?

Senator Symms. Well; Mr. Chairman, what I wanted to do
was expand the employee stock ownership assistance prcgram.

We did Senator Long's bill; and we have another bill that is
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for unqualiﬁied;_nonqualifiednstqck options.,

The Chairman. We would be willing to bring that up on
Tuesday.

Senator Symms. It doesn't expand ESOPs. But the
revenue-thing; I would like to let the Treasury look at it
over the weekend. I think it is going to raise a little
money .

The'Chaimman. All right. Let's have Treasﬁry look at
that.

As I understand; there are no other amendments. You
want to discuss yours; right? Then put it on the '‘agenda..

Senator Moynihan, On . Tuesday.

The Chairm&n. " All right.

Senator Bradley. Mr. Chéirman; I want to just nail
down that; if the other committees and .in particular the
Armed Services doesn't make their cuts; we are not going to
report this out. We will héve a vote at that time, is that
right?

The Chairman. Right.

Senator Bradley. So if they don't make the cuts --

The Chairman. We have taken final action. We have not
yet reported the bill out; we havé-just agreed that the
amendments‘thét we have specifically mentioned, in additio-
to Senator Long's amendment; and I have already with

Senator Bentsen and-hevhas-no-amendmeéents, will be those on
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Senator Heinz. Mr.'CHairman?

The Chairman. Senator Heinz?

Senator Héiﬂz. "I would like to reserve the right to
bring up the Dickman Amendment that we discussed.

The Chairman. Oh;_the Supreme Court?

Senator Heinz. Yes.

The Cﬁairman."All right.

Now; can you read what we have agreed to?

Mr. DeArment. This is the open items on fhe agenda.
It would be-SenétOr Danforth's domestic loss recapture,
Senator Symms' ESOP expansion; the truck tax -issue, plus
Senator --

The Chairman. And there.arE'amendments that relate to
the truck tax?

SénatOr Symms; So you don't have the language wrong,
it is the Employee Stock Ownership Assistance Act;.s. 2162f

Mr. DeArment, " S. 21622

Senator Symms. We've got it here in the committee.

The Chairman. It is supposed to be a restraint on
expansion; right?A

Mr. DeArment. The contributions to vocational. schools,
Sena tor Moynihan's amendment involving the airplanes to
Berlin} Senator Long's IDB proposal; and Senator Heinz's

Dickman Relief.
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The Chairman;, And I have one amendment on SMSA as it

(j) : 2 relates to the Code. 1Is that in the IDB section?
3 Mr. DeArment; That was taken care of ip the IDB
4 package.
5 The Chairman. All right.
6 ' Now; aoes Treasury or Dave Brockway knpw of other areas?
7 Mr. Chapoton. I don't know whether there are amendments

that haven't been raised. We had earlier had the concern
about the phase-in on the withholding tax abroad and the
effect of the..denial of the tax credit.

The Chairman. We had decided not ‘to -take. that.

Mr. Brockway. That was too expensive. That was a
$300 miliion revenue item.

Mr. Chapoton. All right.

The Chairman. ~We are right on' the money now, at
$48 biiliOn.'

Mr. Chapoton. " All right.

Senator Chafee. Well; Mr; Chairman, could they just
take a look at ﬁhat to see what the consequences are of |
repealing that?

The Chairman. Yes. Ron will be here Tuesday, right?

Mr. Chapoton. Yes; sir.

The Chairman.  You will be gone?

Mr. Chapoton. Yes, sir.

Senator Packwood. That's why I want to ask a question of]
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Buck now; because I think there is an agreement, unless I
am mistaken. °
You adopted an omendment of Sparky's relating to debt
financing rules for real estate investments by nonprofit

organizations;Awhich was the toughest part of the package.

I thought at the time that you had accepted it.and the other

two relatively smaller parts had been accepted; and they had
not.

Let me aék you if this is true.

Mr. Chapoton.. Yes.

Sendator Packwodd; " You would accept an amendment that
would ailow.nonprofit,ofganiZations to pool their resources
in real estate investment holding companies; one; and, two,
you would permit real estate investors or others to form
real estate holding companies for nonprofit organizations
if thefe was an independent board of directors that. is not
controlled,by'the'real.estdte investor?

Mr. Chapoton. Yes.

Senator Packwood. Mr. Chairman; could we add'that?

Mr. Chapoton. We would not oppose that. Yes. Right.

Senator Packwood. They do agree. Could we add that?

The Chairman. Yes; that's fine.

All right.

Senator Chafee. Mr. Chairman; could Iiask a guestion?
I would like to ask Mr. Chapoton if he has had any change |
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of heart in. the effort that was mgde.to correct the failure
to prévide a foreign tax credit for taxes paid, leveied by
a foreign government and paid on. services -- engineering
services ~- performed here?

Mr,'Chépotdn; ‘NQ;,we have not. As-I have explained
before; that is very much a --

The Chairman. ' That is all you need to say. Just say

. "No, we havemot."’

Mr. Chapoton. 'Alliright&

Senator Chafee; -Well; note that I tried.

The ChairmanQ Right. |

Mr. Chapotdn; " Senator PackWood; did your amendment =-
it did not go to any debt financing question?

Senator Packwood. NQ;_I didn't go to that. I thought_
that is what you had accepted,with Sparky,several'dayé ago.

Mf.'ChapotOn;4'C0frect. ' Your amendment went to the
investment advisor part?

Senator Packwood. Yes.

The Chairman. All right;' Now; quickly read the agéhda;

Mr. DeArment. The agenda would be Senator Danforth's
domestic loss recapture provision; Senator Symm's S. 2162,
the trugk tax issues;.the vocatiénal school contributions,
Senator Moynihan's amendment dealing with the ITC for Berlin
airplanes; Senator Long's IDB amendment, and Senator Heinz'a
Dickman Relief proposal. |
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The Chairman. ~All right. Without objection’ then;
that will be the adenda on Tuesday;‘plus truck taxes;A And
we are not going to look at any other amendments. So all
those lobbyists can take the week off.

(Laughfe?)

Selhator. Baucus. Mr. Chairman;.before we adjourn gntil
Tuesday;_last_week we adopted the Treasury tax-shelter
propqsals; and the Hquse language is very broad, particularly
with. respect to partnership allocation prbposals.

I am wondering if when we ‘draft the same langauge, the
languagevwill be drafted a bit more narrowly?

Mr. BrockWéY;‘_Iiam not sure it.will'beﬁdréfted more
narrowly. I think there‘will~berindependent:drafting.on the
Senatewside; but the substance presumably would remain the
same,

Senator BradLey. Mr. Chairman)vone Iast question.

The Chairman. IS that all right? Can we work that out?

Senator Baucus. ‘Well; yes; as long as the drafting of
the House languége;vwhich I understand is quite broad, dbés
not -- . |

-The Chairman. Leﬁ's work witﬁ Senator Baucus on that.

Mr. Chapoton. All right. The purpose is to prewvent
a partnership from being used to disguise what is actually a
sale, and that is what we are trying to prevent. If the
language goes broader than that; it's okay.
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Sepgtor Bagcug.v'l;jgst.want to'make,spre that we don't
agtomatically_accept the broadly-drafted the House language.
Mr. Brockway. We will_pot-automatically accept the

House language.

Senatox.Baucus; ~Just. so we-draftfit more narrowly..

Mr.'Brickway; "I am not. sure. whether it will be more
narrowly or not. -

SenatbriBaucus; If Warrantéd;’

Senator Bradley. Mr. Chairman; when do yquiintend to
do child-support enforcement?

The Chairman. AWel};_we had hoped to do that this
afternoon.

(iaughter)

Senator Bradiey; " That's why I asked.

The_chairman;,.WeAare not going to do it tonight. It
will bé.some time next week;,

And I understand there is one additional item to go on
the agenda; too.. If Treasury will-agreé to it; Senator
Armstrong will}_alSo.‘

Senator Armstrohg;‘ I do not think it needs to go on the
agenda;,because it is my recollection that we settled the
issUe;-'Itﬂs the qﬁestion of these medical and dental
students;vthe-forgiveness of their;loans. And when we had
another amendment up; my recollection is that we discussed it,
that Treasury. supports it; and I think the Senate has
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agreed to it.. I think we need.to act to make it permanent. 

Mr.‘ChapotOn; " The condition was that there was not a
compensatory nature to it;}that there was not a quid pro quo
of services. So I wanted to be sure that we limit it.

Now; the Colorado situation;HSenator; where?they could
performedenviéésuanywhere in the nation and not just in
Colorado was --

1Senat6r Armstrong. To that situation, though, not just
to the State of Colbradp; though, It applies in'a lot of
places. IE could apply any plaCe.A

Mr.‘Chapotdn;.'Yes. " It could be anywhere;.so'it was

not services for Colorado.

Senatof Armstrong. Mr. Chairman; that is my .
recollection, that we dia agree to that amendment. But if
there is doubt; I will be glad to raise it another time.

The Chairman. I think we did agree to that amendment,
with that restraint,

Mr. Chapoton. I am certain we did tha£; 

Senator Armstrong. Thank you.

Mr. Chapoton. 'But:I just want to be sure that when
this is drafted that it is not too bpoad. " It would cover
that situation; but I want to make sure that it doesn't
cover compensétory\situations.

Senator Armstrong. = I understand.

Senator Symms. Mr. Chairman; I hate to do this at
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this hour;_but on the subject of disclaimers with the estate
tax; last Fall we did agree to another amendment. Are we
going to go back and get any of those amendments in this
package?

The Chéirman. " No.

Mr. DeArment. We have gotten most of them.

I think we have most of them now.

‘Mr. Brockway. Whatever is-in the reconciliation.

Senator Symms. Was the disclaimer thing in the
reconciliation?

MR, BrockWay; 'No;

The Chairman. ' What do you have in the recOnciliation?

Mr., Brockway. 'Well;,you have quite a few different
items of public property leasing.

Mr. DeArment. "Almost every one wés a revenue~raise;,
and,thé disclaimer is not a revenue-raiser.

The Chairmasn. All right.

Now;>are we open Tuesday? There is no he;ring
scheduled?

Mr. DeAfment. That is correct.

The Chairman. = So we will meet Tuesday at 10:00, and
we will take up truck taxes and ényAgermaﬁedamendments to
that. - |

Before the audience leaves; I have an announcement to

make., 7.
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Then .we wi;l continue with the agenda. It would be my
hope that of course if we lose revenue we have to find a
way to pick it up. -

But- I want to thank the-members of ‘the committee and

‘certainly ‘the staff, and everyone else -- Treasury.

Senator Moynihan. Bon voyage.

The Chairman. And I want to tell the audience, you

must exit.First and C Streets; the Dirksen Building, the

Horthwest doof; and you will be escorted. I don't know :-
whether this is part of_our new security system or not, "
Senator Moynihan. Or thé§ can stay lined up out £here.
(Laughter). - |
Tﬂe Chairman. ~Righty - Ttts :eptional -- you can_eithér
stay or leave.
(Laﬁghte;)
Sénator Chafee. Let's wish Mr. Chapoton a nice trip..
.(Applause)
.(Whe;éupop; at 9546 p.m., thefexecutive session was

recessed; to be resumed Tuesday; March 20, 1984.)
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