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EXECUTIVE COMMITTEE MARKUP SESSION ON BUDGET DEFICIT

PROPOSALS

TUESDAY, MARCH 20, 1984
U.S. Senate

Committee on Finance
Washington, D.C.

The committee met, pursuant to recess, at 10:04 a.m. in
room-SD—ZIS, Dirksen Senate Office Buildiﬁg,.Senator Robert
J. Dole (chairman) presiding.

Present: Senators-Dole, Paékwood, Roth, Danforth,

Chafee, Heinz, Wallop, Durenbefgef, Armstrong, Symms,

Grassley, Long, Bentsen, Matsunaga, Moynihan, Bauéus, Boren,-

Bradley, and Prydr,-

Alsé'presenti Ronald Pearlman, Assistant Secretary for
Tax Policy, Department of the Treasury.

Also present: Roderick DéArment, Esquire; Michael
Stern, Esquiré; Richard Belaé, Esquire; Donald Susswein,
Esquire; David Hardee, Esquire; Ann Moran; David Brockway;
Harry Graham; and Mr. Gordon.

Also present: ‘Messrs. Barnhart and Kane, Department of

Transportation.
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The Chairman. While we are waiting for other members

to come, we might at least go over the items. As I under-
stand it, we have eight items on the agenda. Is that
correct?

Mr. DeArment. That's correct, Mr. Chairman. Those are‘A
the eight items that we reviewed at end of Thursday night's
session.

The Chairman. And I think the Joint Tax Committee had
a couple of technical questions és far as dates are concerned.

Mr. Brockway. That's correct;-Mr. Chairmaﬁ. Qne on
enterprise zonés. There wéé discussion, .and it wasn't. 100
percent clear as to how many could be designated a year.‘
Whethe; there are 25 in lQéS-and then 50 the next two years,
and the aggregéte of 25, 25, 25.

We'understénd_the decision, and consistent with the
revenue estimates, would be~25 a year -- 25, 25, 25.

The Chairman. THat's my understanding. Otherwisé,
you are in trouble on the revenue.

Mr. Pearlman. That's our understanding also, Mr.
Chairman.

The Chairman. If there is some objection -- otherwiée,
it should be 25, 25, 25.

Mr. Brockway. The other item was just that we never
specified any effective date on distilled spirits. - And a

number of other things in the bill you have been doing
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January‘l, 1985 and you could do that consis#ently.

The Chairman. That was the assumption, at least. That
it was January 1, 1985.

Mr. Brockway. We coula do that.

Tﬁe Chairman. As I understand, a lot of Tréasury is
in China now? Peking?vDQ you have proxies for Don Reagan?

Mr. Pearlﬁan. I have proxies.

The Chairman. Do you have a credit card?

(Laughter)

The Cﬁairman, I checked with qu. _i wondef if we
might be able to fix.a date for hearing on the merger
qﬁestion, the tax questiéﬁ.‘.Whether some. of these mérgefs

are tax motivators or whether there is:some other economic

interest involved.

I would assume that this would affect any merger that
has taken place and any that is about to take place. Do. -
we haVe a hearing date on that?

Mr. DeArment. We have been working Qith Senato;
Wallop's office. Senator Wallop had an interest as the
subcommittee chairman of the Energy énd Agricultural
Taxation'Subcommittee. They were to have a meéting. And the
date that was convenient to Senator Wallop was April léth,-
which is a Thursday. We could move it up, I suspect, to
perhaps a week earlier to April 5th. We will have to check

Senator Wallop's schedule and your schedule.
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The Chairman. Well, I think with all the activity
in.judiciéry committee and bills that are pending, Senator
Johnséns and o;hers, we at léast ought to know whether or
not what the tax cbnsequences may be. And perhaps if we
could @ove the hearing up, it would be heléful,

Mn-hDeArmeht; Wé will cﬁeck on April 5th.
The Chairman. i mean if ﬁhéy.are motivated by the

tax benefits, perhaps we would want to change the tax ‘code

between now and the time we pass this bill on the floor.

. Secondly, I might just raise another housekeeping matter.

There was a recent article in the Wall Street Journal about

big banks -- Latin'debt figures underscore potential danger

from huge write—offs._~And, again, I would hbpe that maybe.

~the staff and the Joint Committee might take a look at the

tax consequences of the . huge wrife—offs. How much we are
cdntributing to the banks.

Mr. Brockway. Certainly.

The Chairman. Are there anyiother‘little housekeepipg
matters we could take up?

Mr. Brockway. On the list of minor simplification
items, there are a couple that wergn'f on Treasury's list.

One thing I can just clarify for the record tﬁat i;
dealing with the treatment of IDBs, preventiﬁg thé use by

substantial users. We made clear that partners would be

treated as substantial users. And we would have intended also
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that shareholders in subchapter S also be treated as
substantial users, subject to the substantial user rule.
The Chairman. Does Treasury have any minor details we

can take up while we are waiting?

Mr. Pearlman. Yes. Mr. Chairman, last week we offered

and the committee accepted several technical kinds of things

that dealt with the operation of the Treasury Department,
all of which are in H.R. 4170.

Two of them wére-inadvertently omitted from the list of
items that was présented last week. One removes a current

$1 million limit on the Treasury's working capital fund. The

1

working capital fund is the fund that is utilized to prdVide:,

normal operating funds for maintenance of equipment, compufer

. equipment, most significantly, and there is a limit on how

much can be put into the fund.

This is not an appropriations authority. Tﬁis simply
fempves the $1 million limit so that at the next
appropriatiqns, during the next appropriations process, if
the appropriations committee approved a higher amount in the
fund that that would be ~- that a larger amount could be put
in the fund.

The second one is a limitation -- £hé'Secretary
currently has authority to dispose of obligations that it
acquires in the course of businesé. For exémple, in the

bankruptcy of a corporation there is a $1 million limit on
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6
that fund. And it's really just grown out of date. Ana so
the request is that that $1 million limit be eliminated.

The Chairman. Well, I would just suggest on those
two matters, since we are talking about specific items, that
weAcleér it with Mr. Stern, David Hardee and Senator Long.

Mr. Pearlman. Certainly.

The Chairmaﬁ. They are technical, but they are still
of some substance. I wouldn’t want to takeAaétion onAanyﬁhing
like.that unless Senator Long agreed. |

Mr. Pearlman. Sure

The Chairman. Dave, I.wonder if you might ;eflect-for

the record our numbers holding as far as revenues?

Mr. Brockway. Théy are, Mr. Chairman. We‘are still

.roﬁghly'in the area of $48 billion. As we get more and more

information, they are getting finer. But they seem to be
in that'range.

The Chairman. Last week there was somé aiscussion on
the provision on aﬁtomobiles. We decided there ought to be
some middié figure.

"Mr. Brockway. You basically indicated that we should
try and draft a proposal to reach a revenue target of
approximately $l.3'biilion. The proﬁosal, with some-dféfﬁing
change that we would have suggested, appears té pick up
about $1.9. We ére looking at that and trying to refine

that and see whether possibly that number might come down
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somewhat.
o But as we worked on it, we are much closer to

Treasury's analysis of the révenue impact, given the
amendment that Senator Bradley made and other discussions
that we have had.

The Chairman. Are there any other number changes?
Everything else.is pretty much the way it was projected?

"Mr. Brockway. A variety of things are changing siightly.
But in the aggregaté,'they sort of move in the -- the biggest
swing was thevautémobile‘use; But once you go to 90 percent
and you havé'a presumption fhgt if you are taking the car
home at night and computing to and from work, that that's

a situation that you have at least 10 percent personal use.

And all these cars will be on the standard mileage of

$.20.5. ' And that Willvhave a significant revenue pick-up.

The>Chéirman. Is that going to pfoteét traveling sales
people?

Mr. Brockway. it should protect them because in most
situations they Will be using standard mileage. It may
result in some situations that we will have to look at it
mofe_closely.- Certain people; traveling salesmen who don't
drivé very much, and conceivably -- I don't know whether
that --

Iﬁ most situations I would think even under present law

traveling salesmen are using the standard mileage unless they
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are using a very expensive car. But we will just haveto

=

look at that more closely to see whether there are situations

where it will affect them.

The Chairman. We have been over this before, and I
won't £ake any action on it, of course, until Senator Heinz:
and others are here. But the retroactive relief from the
Dickman case.

It would seem to me that since we juét had the Supreme
Court decision that befdfe we start making judgments baséd'
on discdssions here with'fbur ér five, eight, ten,Senato:s
we ouéht to have some heariﬁgs aﬁd determine what the
appropriate relief shdUld be.

I know that Treésury offered some de mihimis proposals.

I assume you could do that administratively.

- Mr. Pearlman. We think we could deal with a de minimis

relief administratively, and we wbuld be happy‘to. .

The Chairman. But I,wouldvlike to know just how many
big, big'loéns wefe made'Out.there in the past and who we
are dealing with. ﬁe don't e&en knqw the.fécts} Is Treasury
going to be in alposition? In facﬁ, I'm very willing to have
heraings on it as quickly as Treasury can be prepared. But
I don't really belie?e it would do much for the image 6f this

committee to just say, well, we are just goihg to forgive

: everything'that has happened in the past without even kﬁowing

what the past was.
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Mr. Pearlman. Ve agree with that approach. And we,
obviously, can develop the data to givenyou that information
if you do sehedule a hearing.

The Chairman. How qhickly could it be made available?

Mf. Pearlman. We will, obviously, ask the Service
promptly. I think one of the problems will be that the data
is going to be somewhat dated because the more recent agifts
will not be the eubject of any reporting. We can give you
datavon controversies; on examinations.

Mr. Brockway. Part of the probiem,'Mr. Chairman, is
that it will probably by the lion sbare of the cases, the
taxpayers did not f11e a glft tax return saying they had a
gift. They are taking the position that it was exempt. -And‘
so they probably haven't provided the government with any'
information on it. And now we have been visited by an
awful lot of people in the last week or so and discussed
with the law firms and the accounting fifms and they all say
that they think .there is an awful.lpt of it going on.

We‘tried to build up what is a conceivable revenue loss.
But none of these people are in the information stream. They
haven't filed the returns so you can't identify how iarée
the potential Qifts are, and you can't identify hoﬁ-many
years outstanding.

We can have some rough guess of what the revenue

consequences are. But it will be very tentative because for
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most cases they haven't filed returns identifying the gifts.

The Chairman. Again, it may . be that we want to provide
relief. I doﬁ't want to prejudge the case. But at least
I would like to have the facts. And all we have is the
Supremé Court decision. Treasury suggested some de minimis
rule. And that deﬁeloped into a big discussién.

Mr. Brockway. I£ would be very helpful for us to the
extent that we can get information from the outside and the
taxpayers concerned with that what they think is involved.
From our analysis, we think it‘s some place between'$100 to
$200 ﬁillion, if you did provide reﬁroactive relief. But
this is very, very tentative.  And Qe just need'informatidn
from the people who are interested in the issue.

Mr. Pearlman. Well, we will be able to provideAste
information on outstanding examinations. And that may give
us some idea. I think revenue side-is.important here, but
as you point out there is more. And there is an impression
of whether you are going to reiieve some very substantial
transactions. We may be éble to give you some information on
that.

The Chairman. Well, I would just think that the
committee would not look verY'good if wé 5ust rushed in there,
éﬁd said, well, we are dealing with a lot of rich people;
let's go ahead and forgive any ta# they might owe without

even looking at the facts while we are cutting foodstamps and
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11
Medicaid and a few other things.
dkay. If we get two more people, we can go to work
here. I hope to finish all this by noon. We are not going
to add anytﬁing to the agenda, if I can help it. And we
are nof going to adopt anything on the agenda, if we can
help it. |

I wonder if we might start with item number one.

Senator Danforth cannot be here. He is in a snowbahk in

St. Louis or somewhere. And we have discussed this before.-
In fact, it was rejected. And‘then there was}an effort to
use seme of those pieces to puf in the revenue side;_which,'
with some justification, did not please Senetor baﬁfbrth;

So we'agreed to put it back on the agenda and ask the

.Treasury if there was some way they could figure out a revenue|

neutral package on the theory that maybe the concept was
all rigﬁt. |

But as I understand the dutyear revenue'ioss, in_abbut
three years it jumps up to about a billion dollars a year.

Mr. Brockway. Mr. Chairman, it's about a billien dollars
over a two year period.

Senator Bentsen. Mr. Chairman, I share your concern
over the lost revenue; I had co—spoﬁsored this bill'
originally with Senator Danforth. And he had asked me to be
sure it 1s brought up again this morning, which you are doing.

And I appreciate it.
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But one of the things that we were looking at to try
to;;ind a way to make it revehue neutral, as I recall, was
adjusting the rules permitting interest on the allo;ation
between domestic and foreign sources on a company by company
basis, which does often lead to a lot of manipulation, and
sometimes gimmickry.

‘And the proposaliwas made, as I understood it, to
attach the basis to the entire related group of companies;
Now does that take care of it or not? I don't knéw and I'm
asking.

Mr. Peérlman. " Senator, we looked at tw0'pieces~of_thé .

revenue. We looked at the revenue under the current yeaf’s,

which was about $105 million, and we looked at the revenue’

6vervthe next two yeats. Pick a five'year>period. Of.the>
rule described under our revenue estimates, that would pick
up approximately $300 millidn or $100.million a year. So
that would go a good ways toward offseeting that revenue.

Senatbr Bentsen. But would you still have a major
net loss? 1Is that what you aré'saying?

Mr. Pearlman. ‘Depending on how far out you go. For
example, in 1990 -

Senator Bentsen. Let's go all the way out. I meéﬁ we
are not looking just at the --

Mr. Péarlmaﬁ. Well, if you go to 1990, in 1990 you have

a $465 million loss from this proposal so the allocation of
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1 interest on a consolidated basis would not begin to pick up

——

(i) E 2 that revenue loss.
3 We have some concern about that specific .proposal. We
4 have spent a good deal of time over the last several weeks

5 trying to put a package'togethe:. And, indeed, last fall we

6 had come up with about eight different foreign tax credit

7 'propbsals that might be appropriate as tighfening as a way
'8  to offset this revenue.

9 - That got narrowed down, and most recently narrowed down

10 to the one, the one ydu described. We spent a good deal of

1 time, indeed, over the weekend, trying to figure out whether

12 that proposal makes sense; whether it goes too far, whether

it affects taxpayers who shouldn't be affected. Clearly, .

. 13
éé; ﬁd there is a»pfoblem thére. There is no question about it.
15 As you described, there.are taxpayers able to manipulaté'

16 the interest income in a way that will reduce -- over
17 allocate to the domestic piece of their inéome pie.
18- On the other hand, there are transéctions which a;e
19 caught by that rule which should not be caught by that rule.
2 " And I guess our concern is rushing to affect a group of
2 taxpayers -- | |
- Senator Bentseﬁ. Edu§ate me for jﬁst a minute. Which
23 are the ones that should_not be caught?
2 Mr. Pearlman. Well, let me just give you one fact

QV) - pattern. It is the easiest for me to articulate.
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Assume a domestic parent corporation, which borrows in

—

‘the United States and uses all of its borrowings in the

United States. None of it is used in its foreign activities.
Assume a foreign subsidiary of that parent, wﬁich
borrowé fully overseas. No relatibnship'in terms of tﬁé -
no guarahtees, no indemnities, just str;ight subsidiary
borrowings.
Under current law, in a parent subsidiary configuration,
thé parent interest expensé that is attributable to the U.S.

borrowings is deductible in the United States and is deemed

“attributable to U.S. income. The interest expense incurred

by the foreign subsidiary is chargeable against ité fbréign
income. | | |

If the rule that is beipg'propoéed -- now that is not
the case in the event of a branch 6peration.. In a branCh
opération today, under the 861 reguiations, in tﬁe same
facts éxcept fhe foreign operation were a branch --

Senator Bentsen. I can understand wheré.you are coming
from.

Mr. Pearlman. Now we would say in that situation that
it doesn't seem to make sense to reallocate that interest.
On the other hand where all qf the borrdwings are in the
United States and we know that some of that borrowing is
being used to finance overseas operations, the ability of the

domestic parént to allocate all of the interest expense to
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the U.S. operations in a way that distorts the amount of
U.S. versus foreign source income 1is inappropriate. And so

we know that there are some needs for correction here. But

we are a bit concerned about how far the proposal goes.

If the committee chooses to go forward with the -- and
let me say -- we said this a number of times before the
committee -- that we are supportive of the concept of the

recapture rule. We do believe it makes sense. And that
the only concern is the revenue impact.

If the committee decides to go forward because it too

believes it makes sense and it wishes to seek to offset the

revenue, then we think what we have got to do is go back énd‘

look at the allocation rule and see if there is a wéy to
deal with what I suggested -- at least iﬁ our judgment, at
least as a transactibn that troubles us a bit. It may not
pick up all of the revenue but itrwill certainly pick up -
some of it.

Senator Bentsen. Well, I must say that I think that
the objective of Senator Danforth'é bill ﬁakes sense.

Mr. Pearlman. Yes,

Senator Bentéen. Frankly, I share your-concern about
the revenue loss.

The Chairman. What I might Suggest on this ana maybe
some of these others that are stiil on the agenda,

particularly where the Senator is not present -- we don't
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want to reduce his right, but we do want to finish this.
I'; told by ;he Joint Committee it will take, what, two
weeks?
Mr. Brockway. We definitely could use that time.
The Chairman. Two weeks for drafting. And everyday

we wait it delays the Joint Committee. I would hope that

maybe Treasury could continue to look at this proposal and

see if we can work out something with Senator Danforth between

now and the time the bill is on the floor.

OBviously, amendments can be offered on ﬁhe floor;
particularly, if they are revenue neutral‘théy might héve é
chance of passing. But I would hope that we wéﬁld not-gét
back into this this morning.

I think Senator Danforth wanted it on the agenda for

- the reason Senator Bentsen has urged.. I think very honestly 

he felt like he might have been put upon by rejecting his
amendment and then taking out the‘revenue part and trying to
add them to the package. I don't quarrel with that.

So we have brought it up again as a package. I think

it's clear by the Joint Committee and the Treasury that it is

going to be costly.

And T assume that if you are going to pick up some

money somwhere to pay for his amendment, somebody else is goin
to be adversely impacted. So until we resolve those questions

I would hope we might agree to pass it. Without objection, we
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will do that.

-

And we will move to numbér two. I'm not certain who
had that on the agenda.

Mr. DeArment. Senator Symms.

_Sénaﬁor Symms. I can make a very brief explanation of
this. It might'be the easiest and most expeditious way. to

do it.

But what I wanted to do, Mr. Chairman, and what I would

like to do is intréduce an amendment which would incorporate-
the provisions of a bill I have introduced, S. 2162, the
EmploYee Stock Ownership Assistance Act. And this amendment

will permit.the deferral of income by employees th‘exeréise

non-qualified employee stock options after the date of

enactment, until the sale or other disposition of the stock.

When the stock is sold, the amount of an ordinary
income deferred at the date of exércise will be recogﬁized.
Any additionél appreciation or depreciation.will be treated
as avgainAor loss from the sale of the capital asset.

The company's tax deduction, which now occurs when the
employee<exercises én option, would in tﬁrn be deferred until
the stéck is disbursed. These changes will not have aﬁy
negati&e revenue impact. And, in fact,'may have a posiﬁive
affect since revenue would be generated by the earlier
exercise of stock options bedausé of the earlier receipt of

individuals which are taxable by the employee shareholders.
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The reason this change in the law is needed is because
millions of'stock options are going unexercised by
employees who lack the financial means to exérciée them
and pay the tax up front.

When a stock option is exercised, the difference

between the value of the stock at the exercise date and

the option price constitutes ordinary income to. the employee.

As a result, the employee is placed in the difficult
position of'having to pay income tax at a time when there

has been no receipt of cash.since only securities

representing  the employee's investmént in the. company have

been received. '’

By méking this non-ébnthVersial change in the - tax
code, we cou;d’provide a significant incentive to emploYee
stock ownership.»

Mr. Chairman, I think that the Joint Tax Commit?ee may
wish to make a.qdmment. I have agreed to some additions to
this ——Asequéntiality,i$100,000.00 limitation, and non-
discrimination rules, which would apply fo this which the
Joint Tax Committee felt were important.

The Chairman. Could we first have Treasury? I'm not
certain of~Treasury;s position on this. I understand they.
are opposed to it.
| Mr. Pearlman. Yes, that's correct, Mr. Chairman. We

are opposed to it. Senator Symms' bill addresses an issue
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which has been before the Congress a nﬁmber of times before.
An;—that is the proper taxation 6f stock options.

And most recently'in'ERTA the Congress decided what the
outside limits on tax breaks for stock options shquld be.
And the reason we are opposed to this proposal is that this
really carries the stock option concept weli»beyond
Congress' decision in‘ERTA. And it puts in the hands of the .
employee the decision of when compensation is topbe taxed
because it's the employee that haslcontrol once the option
is in his hands to decide when to get rid of it. And, there-
foré,Aunder this_proposél when the tax should come.

We just do not believe ﬁhat that's an appfopriéte wéy~-
to tax compensation. I‘would also point Qut that thére is
a serious valuation issue here because under the proposél
you wquldAhave to value the stock at the time of exercise,
but there is no takable event at that fime. The event
occurs only when thg étock is ultimately disposed of. So
it's going to be much after the date of valuation when therei
is éver an opportunity for the Infernal Revenue Service to go
in and say what was fhe value at the time of exeréise.

And we would expecﬁ that the yaluation questions, when
there is bound to be a fairly significaht amount of’tiﬁé
between the exercise date énd thé disposition date, are

going to be significant. We are in opposition to this

" proposal.
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The Chairman. Does it help any-with the changes that
Se;;£or Symms agreed td make?

Mr. Pearlman. Certainly. I think it does help. I'm
not sure what the discrimination rules are that Senator
Symmé is talking about.

The Chairman. Maybe the Joint Committee knows. Have
you discussed these?

Mr. Brockway. We've suggested that those changes
with a couple of others, tﬁat if you were to adopt this
amendmeﬁt, which.is something similar to'inéentive stock
optioﬁs, that you.ought to try to integréte it ﬁith
incentive stock options so that the maximum yoﬁ get is
$100,000.00 regardless of how you mix and match. 'Agd that
you have to have faif market value Options; issued in
series, and a variety of changes like that. "If you'weré to
do it, you should treat it the same way. |
| The Chairman. Have the changes been made to conform
to --

Mr. BrockWay. I gather that those changes and also
to treat it as a preference is acceptable to sénatof Symms.

Senator Symms.' That's fine.

Mr. Brockway. And‘so it's just anétﬁer variation of
that.

Senator Symms. I think Seﬁator Boren is also a

CO-Sponsor. I_think he would go along with that, but I wiil
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let him speak for himself.

The Chairman. Then there would be parity there. Is
that what You are suggesfing?

Mr. Brockway. Well, it would be more similar to
incentive stock. The way incentive stock options work is
that the employer loses a deduction entirely for the amount
of the benefit. And the employee gets a ;apital gain. Undér
this, that the-empIOYee gets ordinary income .and the
emplOyer.gets a full deduction so the éemployer iS-ﬁetter off,
But in both cases it‘s‘deferred until the latter time when
the'dptioﬂ is exerciséd.' |

: Sé it's simply a different way of doihg"it. But in the
aggregate it treats it the same as current gompenéation but
in fact the employer gets a deduction and the-employee gets
ordinary income. This propqsai'would defer the time of |
inclusion and deduction as contrasted wi£h inceﬁtive stockb
options, which eliminate any deductions to ﬁhe employer,vbut
the employee not only gets to defer his incdme but he also
gets to éonvert it into capital gain.

The Chairman. If those several changes are made, then
what would be Treasury's position?

Mr. Pearlman. - IAguess QUr bptidn goes down a bit
because these changes do impfove the legislation. But I
think we still have to oppose this proposition.

The Chairman. What changes are going to be made
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specifically, Dave?

:‘Mr. Brockwéy. 'Well, they would pick up the limitations
in incéntive stock options. Those include that they have
to be fair market value and exercise an order that there is
an.aggfegate of $100,000.00, and wé would integrate that
withithe-ipcentiﬁe stock option limitatidn. The current
employees, it wouldAbé minimum tax preferenée. Those
will be changed there.

In addition, we_would suggest that for this provisioh;
and'aléo for the,incenti&e stock option that there just bé

some clarification about how the fair market value rules

work so that it would be -- the value of the option would be .

determined without regard to lapsed restrictions and making

the option ﬂon—transferrablé would be treated aé a
modificatioﬁ.
The . Chairman. Anne, have you reviewed the changeé?-
Ms. Moran. Yes, I have.
- The Chairman. Do I understand that Senator Symmé
would agree to all»fhe changes just referred to?
M;. Pearlman. AMr. Chairman, let me just suggest that
if the commiftee is going to go forward with this proposal --
Thé Chairman. I'm not certain. I just want to bé sure
what we are going forward with.

Mr. Pearlman. We would suggest that two non-discrimina-

ﬁion rules be included, and perhaps Senator Symms is aware of
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Senator Syrms. Yes,

‘Mr. Pearlman. The first would deal with the non-
discrimination in thé grant of the option so that they
couldn't be granted simply to highly compensatéd employees.

The other haé.to do Qith -- there is an election provided
in.the bill whereby the employee really has to buy into
this method of taxation. And so we wQuld want to make sure
that there is non—discrimination in the election soithe_-
employer céuldn't make'thé eiection witﬁ respect to'eﬁployees
withiﬁ oﬁe'éorporation, for exampie, one subsidiary, and -
not the others;

So we Qould-hope that you would consider both of those
hon—discrimination fules.' |

The Chairman. I think those are covered in Joint
Committee's recommendation.

Senator Symms. I agree with that, Mr. Chairman. In
fact, it's usually thé -- the main-part of this, it's
usually.the low income workers who are the ones that have
the hardftime exercising the options because they don't have
the cash.

" The Chairman. What about the ability to borrow?

Mr. Brockway. It's not significant.

Thg Chairmén. As I understand, if we can make those

changes, that Senator Symms and Senator Boren would agree to--
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al;_the changes recommended, that that would reduce the
opposition from Treasury.

So without 6bjéction, if those changes are made, it
will be agreed to.

Sénator Symﬁs. Thank you, Mr. Chairman.

The Chairman.. Number three is Senator Grassley's
amendment, and he is not here.

Number four is Senator.Moyhihan{s.

Senator MQYpihan. M?. Chairman, this ié a simple
situation. Senator Danfbrth has an interest in it too;

Would you like me to describe it? Mr. Brockway, are
you familiar enough with it?

Mr. Brockway. As I understand'the amendment, it would

be to méke clear that plane flying to Berlin under contract

arrangemehts_with the federal government, given our position
in Berlin, would qualify for the investment credit. And.
that there is ste taxpayers who beiieve under present
law that they have an arguﬁent tﬁat they can get a credit.
VI believe that we aré doubtful as to whether théy
would qualify for an investment credit. But this amendment
would allow them to get_aﬁ invesfment credit én planes that
fly to and from Berlin. |
Senator Moynihan. Yes. You are Qery gentlemanly and
somewhat indirect. This is Pan Aﬁerican. And by arrangment

that goes back to the original occupation of Berlin, Pan
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Amegican is the American carrier to flyvinto Berlin and out

from Tempehauf to various West German cities. And they

need to replace their fleet. They would like to buy 16

new planes here in the Uhited States. And they would get
investment tax credits if they were touching American soil
at some period that islfequired. Once every three months or
so you have to land on national soil.

Weli, they don't. And this is the aftermath of
second world war. They are our oniy”carfiér4into’Berlin;
Théy are the oniy carrier that will be. And they would like
to do this oné thing. And I would like to see them do it
because I have flown info Berlin on those planes éhd_it'§>'
something we still have.

The Chairman. We got into this ITC thihg in the
Caribbean Basin and rejected on the theory that,i£ was not
a vefy good -policy.

Mr. Belaé. This would be a special exception from a
general rule ﬁhat says that the investment tax credit and
full ACRS-treatment is available only for U.S. used
property. The only exceptions from that for foreign use
currently in the law are for transportatiqn to and from the
ﬁnited States, if it's on a régular_basis. Or if it's
under a contract with the United States government.

For instancé, during VietNam the United States put in
a special exception which allowed the investment tax credit
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for aircraft that was under contract.with the United States
government to fly to VietNam. That is the only exception.

Senator Moynihan. Mr. Chairman, there is one such
arrangement on earth. This one in Berlin. And while this
carrier is not under contract, it is there by_&irtue of
a quasi-treaty arrangement among the four powers. The
amounts involved are minimal, but they'are absolutely
essential to this carrier, which is all of the other -- all
of the other carriers} the three other carfiers that serve
West Berlin,‘are national airlines.

Senator Symms. Would the Senator Yield?

Senator Moynihan. Yes.

‘Senator Symms. - What you - are éaying, Senator, is-they
want to‘buy some 737s that they won't fly back over here.
Is that right?

| Sénator Moynihan. Yes. They will just ﬁsé them for
this mission they have had for 35 years now of flyiné from
Berlin to West Germany.

Senator Chafee. 1It's Douglés aircraft that they are
flying?

Senator Moynihan. Yes, sir. 1It's a DC-11, I think.

Senator Symms. Sixteen 737s, I-thbught. o

Mr. Belas. It's the MD-80. They are going to replace
the.Boeing 737s with these new ones.

Mr. Brockway. Our understanding that it is the McDonald
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Douglas. And'if they do replace them, that this would be
a revenue loss in a th;ee year period of approximatély
$100 million.

The Chairman. That is substahtiai. What we are saying
in effect is that we have been turning down other requests.
Eastern Airlines had one where fhéy fly domestidaliy that
we rejected. We have rejected others.

Senator qunihan. Mr. Chairman, could I put it fhis
way?

The Chairman. I don't knowmhow'many others wé are
going-to,open up if we start granting ITC and ACRS to
airlines that nevér touch ground in America.

Senator Moynihén. Mr._Chairﬁan you would have'mf
Bounded word to oppose any such arrangément. Theré«is one’
suchAarrangement in the world such as this one.

The Chairman. Only one now, but if we open the door,
there are bound to be 50.

Senator Moynihan. The Berlin arrangements aresunique
historically. And ;t's not.a question -- they can't buy
these planes if they don't have this credit.

The Chairman. Weli, we have inquired whether or not
they are making a profit on that route and they said Yés.
Mr. Acker would like to have the $50 million or the $100

million. I mean I can't blame him for that. But wasn't

that question asked as to whether they are making a profit?
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Mr. Belgs. That's corréct, Mr. Chairman.

| The Chairman. The answer-was?

Mr. Belas. The answer was that under thé current rate
structure they were making a profit. They, of course, would
rather fly‘newer planes, if they could.

Senator Moynihaﬁ. It's a very shakey airline, and
the only thing we have equivalént to a national airline. -
It's the only plane people flying in there that aren't
subsidized by their government. | |

Senator Durenberger. Is this a State Department

- recommendation?

The Chairﬁang It's Pan American;s.

Senétor Durenberger. It sounds like we‘afé talking
about foreign policy here.-. |

Senator Chafée. Mrf Chairman, could we have thosé
revenue figures. My sheet, right‘or wrong, shéws a
$30 miilion revenue loss for thfee years. In other words,
$10 million a year. You have it $30 million a year. Is |
that correct? Which is right?

Mr. Belas. Senator Chafee, I believe that that is the
investment tax credit only. And, of course, it really
depends upon the acfual purchase price of the aircrafﬁ.

Evidently there have been negotiations but no contract has

- been signéd for any of those aircraft yet.

Mr. Brockway. It really depends on how much they do.
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What we understand is approximately 20 planes at $20

million each, which is $400 million of basis, and then you

take your ACRS on that. It would be $40 million of

investment credits. And then depending upon what year it is

placed in service, you would have the ACRS deductions.

Senator Chafee. Well, the ACRS isn't involved in this

discussion, is it?

Mr. Brockway. I believe it is.

Senator Chéfee. I thought we were only télking about
the ITC.

Mr. Brockway; I wash't clear enqugh when I outlined.
it;‘ I believe that they wanted to be treated the“éame wAy
as planes flying within the United States.

Senator Moynihan. And they also want to buy American
planes and remaip an American carrier.

Senator Chafee. 1Is it impossible for this prospective

aircraft to make the trip to the U.S? I know that they have

this arrangement out of Hamburg, for example, to West
Berlin. Why don't they just fly them back once in a while

just to touch ground and qualify?

Mr. Belas. Senato; Chafee, we understand that these are

shért haul aircraft, which could not make the transatlantic
flight.

Senator Moynihan. That's the whole point.

The Chairman. I assume we-can vote on it. I think it's
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a b}g'mistake.

Senator Long. Could I ask the Treasury position on
this amendment?

Mr. Pearlman. Yes. We oppose this provision, Senator.

Senator Moynihan. Could I ask the Treasury have they
heard from the Départment of State on this?

Mr. Pearlman. Oh,_yes. We have heard from a number of
departments. We've hea:d from State and a ébuple of other
ones, Senator. |

I think here we have a -- when we testified on the

- leasing bill --

Senator Symms. What was their position?

Mr. Pearlman. I don;t think any of_the communic;tiohs
that'ﬁe receivea urged us, Senator'Symms; to be supportive.
I mean they, obviously -- they are interested in access to
Germany, but I don't think I am misrepresenting the positions
in saying that.

Senator Chafee. May I say, sir, that it‘s my ﬁnder—
standing -- I don't assert =-- it's my underétanding that the
Defense Department, the Transportation Department do want
this.

Mr. Pearlman. I spoke with the Defense Department
myself. And they are obviously iﬁterested, but they also
made it very clear to us that they believe that we had to

make the tax policy call on this. And we are not seeking to
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override that.
The. point I wanted to make was that in our'testimony
on the leasing bill we urged the committee -- the committee

did not accept our recommendation --

(CONTINUED ON KEXT PAGE)
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We urged'the committee. The committee did not accept our

—_—

recommendation that property manufactured in the United
S;ates and leased overseas should not be adversely affected
by the legislation.
We were not successful in persuading the committee ﬁo
take that approachf ..
We'find'it somewhat difficult now to have said to
U.S. ménufacturers generally, if yoﬁ lease propefty overseaé,
you are not going to get thé benéfit of'beiﬁg,ébie to use
finéncing techniques that Qill give the investﬁent.tax

credit and ACRS, but then carve out one very small exception.

I mean, our proposal to the. committee on foreign-leased :

property would have meant that this transaction would héve
been okay, butuonce tﬁe committee adopts a.position that
ereignQIeased'property is not okay, then wé have problems
carving out this kind of exception}

Senator Moynihén. Does the chaifman want to open thé
general question? I guess not.

The Chairman. Pardon?

Senétor Moynihan. .I said do you want to open the
general question? Have we had any reasOp to rethink that?

The Chairman. No. I hope not.

Senator Chafee. When you get into that general

question, you are reaily talking some big dollars around

here.
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Mr. Brockway. Yes, very large.

Senator Chafee. We discussed that a year ago. I am
very sympéthetic to this, but I'must say when you look at
where this might lead us, and I know you can say there is
an exception, and Pan Am is going broke. Well, they are
no more broke than Eastern is.

The Chairman. Eastern has an amendment which we have
rejedted. I £hink if we adopt this, then we ought to take

all the Boeing amendments and all the Eastern amendments

and all the other airline amendments. I think it is a

_ bad precedent, and I hope that it would be rejected, but

I think we just ought to vote on it-gnd move on.
Mr. DeArmenf. Mr. Packwood?
Senator Packwood. (No résbonse)
Mr. DeArment. Mr. Rofh?
Senator Roth. (No response)

Mf. DeArment. Mr. Danforth?
Senator Danforth. Aye.

Mr. DeArment. Mr. Chafee?
Senator.Chafee. No.

Mr. DeArment. Mr. Heinz?
Senator Heinz. (No response)
Mr. DeArment. Mr. Wallop?
Senator Wallop. Aye.

Mr. DeArment. Mr. Durenberger?
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Senator Durenberger. No.

Mr. DeArment. Mr. Armstrong?

Senator Armstrong. Pass.

Mr. DeArment. Mr. Symms?
Senator Symms. Pass.

Mr. DeArment. Mr. Grassley?
Senatqr Grassley. No.

Mr. DeArment. Mr. Long?
Sénator Long. Nq.-

Mr. DeArment. Mr. Bentsen?
Senator Bentsen. No.

Mr. DeArment.' Mr. Matsunaga?
Senator Mafsunéga. (No response)
Mr. DeArment. Mr. Moynihan?
Senator Moyniﬁan. Aye.

Mr. DeArment. Mr. Baucus?

Senator Baucus. (No response)

Mr.-DeArment.- Mr. Boren?
Senator Boren. = (No response)
Mr. DeArﬁent. Mr. Bradley?
Senator_Bradley. (No response)
Mr. DeArment. Mr. Mitchell?
Senator Mitchell. (No response)
Mr. DeArment. Mr. Pryor?

Senator Pryor. No.
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‘Mr. DeArment. .Mr. Chairman?

Thg Chairmaﬁ. -No.

The nays are seven, and the ayes are three. The
amendment is not agreed to.

Number five. That is Senator Long's.

35

Senator Symms. Mr. Chairman, could I ask: Did we skip

6ver one completely or where are we on that one?
| The Charrman. We skipped over number'three because
Sénator Grassley.was not preseht, |
~Senator Symms._ No, number éne.
The Chairmén. ‘Number -one -- we,decidéd'to postpone

that and see if we .can work out something between now and

the time it gets to the floor.

Senator Symms. Okay. Thank you.

So, in other words, the questions I have about interest

earned by foreign companies -- you are going to work that
oﬁt in.a couple of:weeks? |

The Chairman. We are not certain that we are going
to work it out. That is one of the reasons we didn't act
on it this morning because of the very questions you and
others have raisedi

Senator Symms. See, it is Section 142 of the H§use

bill.

Senator Moynihan. In that regard, Mr. Chairman, could

I ask: Are the House provisions in our bill, or are they
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nogg We get two versions.

Sénator Symms. That is the question i wanted to ask.
Did we approve language which would only impact the Dréyfuss
fund cése or does it impact interest that is earned. --
foreign—eérned interest -- that a company that operates
overseas may have?

M;. Brockway. You apprbved provisions -- general
provisioﬂs -~ not just one dealing with thé Dreyfuss fund._
Howéver% there are some issues in terms of how the House
dréfted it that conceivably are different here, deéling
with applying some retroactive effect.'

Senatpr Symms . What.dé‘you think_éboﬁt ﬁhét} Ron?

What did wé adopt?

Mr: Pearlman. Senator, I think Mr.'Brockway déscribeé
it. As we understand it, the Finaﬁce Committeé did adopt
an equivalent of Section 142 in the House bill.

There are some transitiohél‘issues, ana they may indeed
involve a Dreyfuss fund-n-i simply don't know that -- which.
we have béen told we need to deal with, and we hope to‘be
able to deal with them.

At least, our objective was not to try and ip des;gning
the transitional rule in the House bill, our objective.was
to try to not trap transactions that were preenacted --

Senator Moynihan. Would you speak to both of us?

Mr. Pearlman. Sure. I am sorry. Excuse me. A number
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'‘And we will try to deal with that.

‘couple of weeks to work this out.

37

of people have come to us aﬁd said that there are transitional
problems with these rules, we are trying to .understand what
those transitional problems, and we hope that they can be
dealt with in the drafting of the provision on the Senate
side. |

Sehator Moynihan:. And did you say that it was the
equivalentAof Section 1422

Mr. Pearlman. I think that is correct, yes.

Mr. Gordon. Senator Moyhihan, the problem as we
understand it is interest paid up until the effective date.

Senator Moynihan.: The problem -is?

Mr.-Gordon. ‘Interest paid or dividends paid out of
interest.receivedAto the time——up'to‘the effective date
of the prevision.

And we think we can try to work that out at draft time.

" Senator Symms. Mr. Chairman, I would just like te meke

one parting shot to you here -- if you are going to take a

If an American company has actual operations overseas
and has accounts which earn interest whieh they may have
on deposit because they have loans there at the bank that
helps them get a preferred interest, or whatever, I see no
reason why we should get'involved in that issue and force

them to repatriate this interest earned if it is over 10
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percent back to the United States.

e

So, I think we shouldn't be putting this committee --
and I don't think it was the intention of this committee --
to put.ourse1§es in a position where we are going to try
ahd decide how much capital something needs in their
foreign operatipns.

And that is what I think you should have. At least at

. the minimum, we should have a transition rule if it is

going to change so that théy can adjust to what we are
trying to do here,.but‘I thought'we were trying to address:
the Dreyfuss queStidn, and it is much broader than that.

’ Mr;,Gordon.v Right} ‘Senator Symms, there is an
excepfion; in féct, under present law.Which we will write
into this.provision dealiﬁg'with active business interests.

Senator Moynihan. Say that again.‘ You are going to
write an.exception that-deals with active business intereéts;

Mr. Gordon. The proposal as drafted, Senator Moynihan,
would not cover active business interest because that is
not covered under present law.

Senator Moynihan. All right, sir. Mr. Chairman, can
I just say that the trénsitibn rule is pretty importgnt_
here. The House;'I believe, has March 2, and we only bfing
this subject up here --

Can we hope that there be a fairly generous arrangement

to get people -- if we are going to tell people they can't
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do something that they have been doing -- and they had every

reason to think'they could do?‘
-The Chairman. Okay. Maybe we can work at it. Can
we work that oﬁt? I don't want to start opening up
everything we have passéd. We will ne&er finish.
I want to finishvthe truék tax by 12:30, so the staff
can start drafting this —-- what is it? -- a l(OOO page bill?
So, let'é see if we can work.that out satisfatorily to
Senator Symms énd Seﬁator Moynihaﬁ.

Senator Long had a possible IDB amendment -- number fivel

- David, do you have that?

Mr. Hardee. Yes. Senator Long'é IDB amendment is
taking eight-projects that staff oyerlooked that should be.
transition cases that I think the Joint Committee majﬁriﬁy'
and Treasury agreed should bé grandfathered from the IDB
changes that the committee énacted lést week. |

Mr. Susswein. Yés, Mr. Chairman. The projecté include
several projects where preiiminary approval was obtained
before the action by eifher the House or the Senate in the
IDB area, including the Gafpos building in Garden,
Maséachusetts, the China Trade Center in Boston,
Massachusetts, the World Forum project in Philadelphia;

Pennsylvania, Downtown UDAD project in Muskogie, Oklahoma

certain -- connection with the park central new town in a

project in Port Arthur, Texas, and the Doctors Medical Plaza
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in Oklahoma City, Oklahoma.

In addition, two prqjects -- the Willahet Plywood Plan
and the Goudchaux Mason branch downtown store distribution
center -- which those transition rules would be limited to
$10 million and $9 million of bonds respectively.

In additién, there would be arclarification of the rules
regarding ﬁhé 1980 mortgage‘bbnd transitiqn rules. The

effective date for the repeal of those rules would be the.

end of 1984 with bonds is$ued between March 20, 1984 and

the end of this year counted against State volume -- MSB
volume -- limitations for 1984 and future years.
In addition, it would be clarified “:-and this was a

matter bréught up by both Senator Bentsen and Senator
Durenberger —— that the repeal would not épply at all to
the Se§en specific transition rules contained in the Chart
in the mortgage subsidy bond.

The Chairman. This ié all part‘of>Senator Long's
amendment?

Mr. Susswein. Yes.

Senator Long. The éommittee ~- on Thursday, as I
understand it, agreed to a grandfather clause, and a lot
of us didn't know what was in it. We knew who was a
grandfather and who was not. I don'‘t quarrel with what the
committeeadid, except that there are some other situations

equally as meritorious that were not included,. and I simply
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would suggest that they be included.

The Chairman. Okay. Without objection, then, we will

agree to the amendment.
Senator Long. If Treasury has no objection to this.
Mr. Pearlman. We do not.
The Chairman. All right. Treasury has no objection.

Senator Durenberger. Mr. Chairman, I need to just

_clarify.one thing. I wasn't listening to everything you

said. I did hear what you indicated about the Ullmann

grandfathers -- those seven.

How about other bonds that would be affected by the

grandfather if it went into effect or if it were repealed

~- if the repeal were immediate -- is there a group in
there that we are going to protect until the end of the
year?

Mr. Sﬁsswein. Yes. It would not take effect until

. the end of the year. and they would be counted against

the MSB cap.

Senator Durenberger. And it would count against the
cap -- okay. Thank you very much.

The Chairman. Okay, then, without objection, Wejwill
agree to that amendment, and staff has worked out the
language. Is thatAcorrect, David?

Mr. Hardee. That is correct, Senator.

The Chairman. And Treasury has no objection -- is that
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CO££ect?-

Mr. Pearlman. We have no objection.

The Chairman. All right. Number six. I wanted to
discuss this again now that Senator Heinz is here. What I
suggested earlier this morning, while we were waiting for
a quorum, was that perhaps we could have some héarings
rather.quigkly on this'matter.

Treasury agfeed‘that they could be prepared in a rather
short time, and if we could work out some responsible
approach to it, Qe could offer a committee aménament on
the floor to this bill. I assume it will be on this .

package in:the nekt - maybé -- two weeks or maybe_thréé

weeks, but I doAbelieve that we should at least have

héarinés andvfind out what the facts are before we start
trying to legislate that we may be helping “a few rich
peoplg iﬁ the country{"

So, if thaﬁ is satisfactoryk Senator Heinwaill séhedule
hearings maybe late next week ta give Treasury some.time.' |

Senator Heinz. Mr. Chairman, to my mind, I think that
is an entirely satisfactory understanding.

Senator Long. Mr. Chairman, I would like to bring up
one problem in connection with this.

This is a very controversial matter. It is a matter on

which the Senate should definitely vote. It is a matter on

which legisiation is clearly indicated, and the Congress
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should act. Now, that does raise a problem in my mind.
It has been'suggested to me that this measure might be
offered -- this tax bill might be offered -- as an amendment

to a reconciliation bill.

Now, if that'were the case, under the rules, there

'woﬁld only be two hours available to debate the matter,

and althdugh some time could be yielded on the bill, if it

-is offered on that bill, I think a lot of the time has

alréady been used, sé there would oﬁly be about 14 hours-
available.

Is that correct or not?

Mr.'Stern. That is right. Thaf is correct.:

Senator Long. All right. Now, in view of the

‘significance of the:things that are involved in this,

it just seems to me that this measure should not be handléd
uhder the two-hour raﬁge, or even under the arrangement of
three br four hours.

But I just think that this is a good bill -- it is of
national interest -- bﬁt I feel tha£ it ought-to be debated
under a situation where everybody can have his opportunity
to be heard because we do have some very significant
legislétion in thé package, and this amendment here
highlights that fact.

I would be the first to agree that this is a matter

of significance that Congress should definitely act on.
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the time.

I wouldn't like to see it housed where it is part of
some measure that must all be handled within two hours,
and I don't think_it was ever intended that the'reconciliation
process be used for that purpose, nor for that matter, some
of the other controversial matters.in that fashion.

I would like ;o ask the chairman if wé can find a way
to handle this bill where we could have a more adequate
debaﬁe on it.

The Chairman. I am not certainf I talked to Senator

I think we a#e trying to figure out something that - both
Democrats and Republiéans can'égree on.

I don't have any suggestion} You know, W¢ are never
going ‘to get the bill paséed if we opeh it up for everything,.
but there.are probably some conproversial items in the
package, and this would highlight it, I think, if we added
this. |

But what is the status? Have you»beenAnegotiating
with any of Dimin;chi's staff to indicate what they are
going to do on theIBudget Committee?

Mr; DeArment. N6, I have not, but we will have to work
out a scenario to get this package melded Qith the oﬁher

one. There are a lot of procedural opportunities to expand

You could just provide it if it were offered as an
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"generally speaking,. I thihk -- with very few exceptions --

amendment.

The Chairman. As I understand, first you would have
to get a waiver to even do it ;—

Mr. DeArﬁent. That is correct. There are other
possible -~

The Chairman. If there were other H.R; numbered bills
-- 1f there were controversiél items like number seven --—
that -- or number six -- that they could be --

Mr. DeArment. Yes.

The Chairman. We have H.R. numbered bills?

Mf.'DeArment. Yes.

Senator Long. I would hobe,‘Mr. Chairﬁan, tﬁat'this'

bill could be considered on avbasis where there could be

that someone offer an>amendment to simply strike out of
this bill all the ﬁinor amendments and simply leave thé
big revenue items ana nothing more than thét._

And I think that everything that>we have done, as far

as I know -- I may have voted against a few things -- but

everything that_was done deserves the stamp of approval'of
the'Senate, buf I would hate to see a lot of it go by the
board just because there is not time for_adequate
consideration.

I think there is nothing here that any of us would want
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to:geny the opportunity to get to the floor and debate.

And I hope very . much that we don't put ourselves in
the imagé of trfing to have a legislative bum's rush and
t:yifo push something through without giving all other
membefs_of the'Senate the opportunity to at leas? bavé
their say.

The Chairmap. I haven't discussed this with Senator
Baker, and at least discussed it with Senator Byrd, but
honesply, befofe.we do anything, we need to‘discuss it
with SenatorALong.

Senator Armstrong. Mr. Chairman, I am not exactly

clear on what we have just talkéd about. Was Senator Long

impljing that heléimply didn't want to see this offered
as an amendment‘to the reConciliation'bill?

The Chairman. I think that is --

Senator Armstrong. He only discussed the question
of debate, which, of course, is inherent with the

reconciliation nature, but there are other kinds of

procedural issues that are raised. 1In other words, aside

frqm the debate even if therevwere -—- for example -— a
unanimous consent request to ine.more time for debatef
there are other restrictions for any measure which is
attached to a reconciliation bill.

And I would hope, Mr. Chairman, ﬁhat we would be quite

cautious about hooking this onto reconciliation. I am in
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much the same position that Senator Long is as far as how T
voted on different pieces of the bill,.but in its present
form, I exnect to vote for this. |

I don't know what is going to happen between now and
when we get.to that stage, but assuming nothing too drastic
nappens, I do plan to vote for it.

But I would be very uncomfortable with the notion of
it coming out as a part of fecnnciliation because that

would really be violative of the regular process of the

Senate, and I don't want to argue the issue now.

I have explained these reservations before, but I would

hope we could avoid hooking it onto a reconciliation bill.

The Chairman, Obviously, I will be'diSCUSsing it

with Senator Baker, and I am certain we will have Democratic |

and Republican discussions.

I don't know of any -- I guess the ihportant-thingAis
to get it passed. I mean, it seeﬁs to me that wé can agréé
on a procedure if we can agree we are éoingrto do it.

I have indicated to Senator Baker that this committee
has demonstrated 30 or 40 times on the votes that there is
strong bipartisan support to do something, and I would hope

that other committees would moye as quickly -- well, I

shouldn't say as quickly as We have -- we have been at it
for a while -- but move quickly because if we finish at

12:30 today, we will have completed half the package that
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has been discussed in the last few days.

The~House pass may be a detail if we can work it ouE,
but I just hopé we can do something before the Easter recess.

Okay. I will certainly check on that, but would that
take care of your question on that matter?

Senator Long. I have no objection to what you
p;oposed about the Dickman amendment, Mr. Chairman. T just
made the poinf.

The Chairman. All right. What about number three?

We passed‘over that becausé Seﬁétor Grassley was nbt here.

Senator’Grassley. Do you want to take thaf up now?

The Chairman, Yes.

Senator Graséley. I want to thank the Chairman'for
having it on the agenda, gnd I will be glad to go into
any detail the members want me to;
| But first of.ali, let me suggest that I am willing
to modify my bill to some extent to take care of the problem.
that Treasury‘sees that.it might encourage the giving away .
of ﬁicrocomputers and I am willing to modify mine the same
way Senator Danforth modified his, which is a little along
the line of my bill.

And secondly; I am willing to 1limit it just to two-year
post-secondary institutions and to technical institutes

that are post—secondéry as well.

Now, the purpose of my original bill --
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The Chairman. Would that be a vocational education?

Senator Grassley. Yes. Yes.

The Chairman. Junior college or no?

Senator Grassley. Yes. The purpose of my bill,
whether I falk_abbut the modified version or Qhether I
talk about what I originally put in, is a followgup'of
changes'weimade in 1981 that allowed industry to donate
for SCientifié and engineering research equipment to
universities for that specifié pufpose.

) . _

Apd I think that that-is great, and I would iike to
have the same principle appiiéd to training people for'
high teéh skilled jobs.-

And so, I would allow the tax deductibility of the
donation 6f équipment to tﬁese inétitutions I héVe alféady'
feferred to.

And the purpose of that is to help our community
collegesr—— post-secondary technical institutions -- that,
quite frankly} have not been able to get the funding to
modernize théir quipment for teaching so that we can better
compete in this high tech séciety and economy that we are
moving to.

Wé would also add to that the énéouragement to é tax

credit of $100.00 per person the movement of instructors

on a part-time or a short-term full-time basis from the

institution to industry so that on the job they could keep
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Up—yith the latest in industry in their field-of teaching.
And then we would also encourage industry to share their
pefsqnnel for teaching positions with thése institutions
I referred to so that the students in those institutions
can again have the greatest and most up-to-date information
that comes from industry.

We want to encoﬁrage-the interchange of not qnly
equipment but exbertise, teaching,.etc. so that we‘have
the best equipment and the best personnel‘fpr commuﬁity'-
colleges.

The Chairman. Could I just-make one comment?*_Qne
thing that»has concerngd mevand I think othérs_on the

cdmmitteeris that we are not setting some precedent here

for Apple computers and gym shoes and everything else fhaé'

students use in high school and grade school.

Senator Grassley. First of all, we are leaving out
ghe high schools. We are talking just’about pdst—secondary.
So, that would take care of part of your concern.

Senatér Bentsen. Mr. Cﬁairman, my real concern is
are you going to éive them credit for something in excess
of their own basis? If you are doing that --

Senator Grassley. Itwould be limited --

Senator Bentsen. I doq't see any reason to justify
that at ail. I" am all for their making a contribution, but

I can't see any deduction that is given to them in excess
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of their basis. That would-- There is no reason to do that.

The Chairman. Does the Joint'Committee want to touch
on that?

Senator_Grassley.; We now.havéjizto exceed twice the
depreciati;n ——:Ehat‘is what Qé have in our bill. Or twice
basis, I am. sorry.

Sénatqr‘Bentsen.' Twice basis?

Senator Grassley. - Yes. Not to exceed.that.

"Senator Bentsen. Why.shodld they get twice basis?
I don't'understand that. Maybe Treasury can tell me.

The Chairman. You have been working with —-

f-Senator Grassley. Let me answer that, please, and then

you can comment on it. I don't want to circumvent you.

But ?ou see, we are taking the'same.tax application
that is applied to the scientific equipment that we are
donating under the 1981 law to universities. -I am doing
exactly the séme thing that we previously had made a
decision to do.

And so, my answer to you would be that if it is
justified in the instance for universitiés and for
scientific research,‘surely isn't it justified to encégrage
up-to-date teaching and for people who have to go éut and
actually produce in the high-tech society?

Senator Bentsen. As I recall, we got in a big fight

on that point.
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_:“'The Chairman. is that correct?' He is doing
essentially what they are doing_under the Danforth bill?
Ms. Moran. Yes. The Danforth allows deduction up
to twiée the basis. It was agreed to by the industry
and tﬁé staff in orderlthat_it be iimited -
The Chairman. It wasn't agreed to by tﬁe industfy.;
Ms. Mqran._ No. And it was lim;ted to certain
specific research_purposés in ofdertx>k¢epithe cost don.
Mf.'Brockway. Last-week, éenator Danfo:th was
préposing to expand that prbvision'that was addpted,back_

ih the 1981 Act. We want to expand that to cover other

.property, and the commitﬁeé.rejected‘that.

The Chairman. Yes, we rejected that.

Mr.. Brockway. He wanted to expand that to let services -

also get a deduction for 150 pérceht of the cost -- that
is what Senator Danforth wanfed to do. We did-that last
week -- we rejected. that.

Mr; Pearlman. Let me just add. At least as I
understahd what the committee has done, at least at the
coilege level, the only equipmeht that is eligible for
the enhanced deduction is equipment usgdAin basic research
or experimentatioﬂ. That waé limited by design, so it is
not equipment used just in general training. |

The Chairman. What we want tozknow is that we are

not doing anything that has not been done beyond the basic
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prggosal that was passed, except we are applying it to
post-high school -- in other words, two-year technical
schools.

Mr. Pearlman. I think you are doing something
different, Mr. Chairman. What you havé done so far is to
make donations available to colleges and universities for
use in basic research only, not in research training, and
Senator Grassley's proposal at the vocational level wbuld
make contributions of equipmént for training eligible.

So, I think there is a differénce. |

. Senator Grassley. It is the on-hands type of

‘education’that I am referring to, as opposed to research.

The Chairman. What is the cost of tﬁe amendment as
modified?

Ms. Moran. It is about $300 miilion'over the thfée—year
period. |

The Chairman. -How did it get up to’ that high?

Senator Grassley. You know, when you come forth with
an estimate like that; I‘want to know how it can vary so

much from the original estimate we had of $40 million for

‘the equipment. Now, we have modified that down considerably

and $10 million for each of the two aspects of the credit
for the exchange of personnel.
I wouldn't even be here with an amendment that was

going to cost that much, Mr. Chairman.
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. The Chairman. Thank goodness.
Senator Grassley.‘ Because I tried to limit this to
the areas where I had tried to raise séme revenue through
élosing lodpholes as well.

The Chairman. It is my understanding that we are

talking about a $40 million amendment. It sounds like

. somebody humped it up over the weekend.

Ms. Moran. Senator, at least as I.understand it,_one
of the réasons that it went up over the 40 was that used
equipment is now alléwed in limited ciréuﬁstancés under
the.amendment.

And that is éne of the reasons. I think tﬁat the.$40
miliion wés, as I understand it, in last year or the year
before's pfobosal with respect to vocational educétioﬁ,
but the revenue estimated was no_better.

Senator Grassley. That was in my originai bill as well.|

7The Chairman. What does the Joint Committee think?
Is that where the number came from -- the Joint Committee?

Mr..Brockwéy. Evidently, two things that are going
on hefe. One is that because the committee apparently in
the moaification Senator Danforth raised last wéek in'
committee that, while the services issue was discussed’

and the committee rejected it, one of the technicals that

he added to the provisions in that area would have expanded

the research credit to cover used property and certain other
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asggcts; Sé, because Senatér Grassley's amendment would
pick up from the provision-in there for‘R&D equipmeﬁt at
univeréities, that would expapd it also, I think, to the
earlier number that either we or Treasury had given to

Senator Grassley was a couple of years ago before we had

any experience with the R&D equipment contribution provision

that was added for high-tech equipnmient on a research'basis.

Since then, we have had some experience, and it has

turned out that the one for research universities is costing} 

more money than we originally predicted. So, apparently,
that is aléo one of the effects here, ana I have just_got
to check on that. | |

Senator Grassley. Our estimate came out last
Séptember in our hearing on this bill,’éo it has beeh fhat'
recent that we have‘had an- estimate from the department.

The Chairman. That is a tenfold inprease.

Sénator Grassley. Ana you know I don'tvknOW exactly
based on the diséussion here how this dovetéils in with
Danforth's, bﬁt what I am offering here for clarification
is my original proposal that I inﬁroduced, and we have some

Co-sSponsors —-- even people on this committee -- modified,

as I suggested, that we would limit it just to post-secondary

two-year institutions, and we would make the exemption for

minicomputers.

And I would think that whatever we are talking about now
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is_less than the figure we were talking about in September.
‘Senator Long. Could I ask a question of Treasury?

Does Treasury support this'amendmenﬁ?
‘Mr. Pearlman. No. No, Senator Long, we do not. We
didn't-- Nor did we support Sepator Danforth's propqsal.

Senator Long. I must not have been here when Senator
Danforth's proposal wés agreed to.

Do .we have anlamendment in this bill? 200 percent?

Mr. éearlman. Ip the research and experimentation
package, there was ipcluded proposals to expand the
charitable éontribution deduction for donations of
scientific equipment to higher.education.

In the origipal proposal that Senatqr DanforthAmade_
-- and it islrelevant,to this because thé Senatof.Graséley-
bill, in effectf piggybacks onto the higher education
proposal. The sugges£ion was -- Senator Danforth'é
proposal -- to expand very d;amatically the amount of
charitable contfibution for a‘variety of kinds of property
thaf could be given to higher edﬁcation to be used in
a variety of ways.

We suggested to Senator Danforth that he cut back.his
proposal and limit it to contributions of scientific -
research and scientific -- equipment used in basic
research, and we beiieve that makes sense. There were

companies out there that would make contributions of
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highly sophisticated equipment to higher educational

institutions and that if we could give them an incentive
to doing that, then that made sense, and we were Supportive
of that narrowerlpackage.

Senator Danforth had initially proposed that we

Aextend the so-called enhanced deduction to contributions of

_equipment to“higher educational institutions for use in

general education —- the training could be microscopes in

a laboratory or word processing equipment, and so forth.
And we opposed that. We said tha£ we thought thét

if the committee were going to go with enhancéd deduction,

it should be limited only to the kind of equipment that

'would be beneficial in carrying on basic research at the

Higher educational level.

Senator Grassley's proposél picks ﬁp - if-YOU'will,——
goes beyond because you are talking about vocational.
schools —- it.goes beyond this basic research or very
écientifié'kind of equipment. You are talking about perhaps
sophisticated equipment, but equipment given to vocational
schools so they can use it to train people to go out and
functioﬁ more effectively in things sugﬁvas computerized

diagnostic equipment for repairing. cars and computerized

. tractors and a variety of things that would be used by a

vocational school in training students in these locations.

We are not'supportive of extending the enhanced

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




10 .

1

12

13

14

16

16

17

18

19

20

21

22

23

24

25

58
deduction to that kind of equipment. ‘We are particularly

concerned, I might add, of extending it to used property

‘because we are concerned that vocational schoois will really

not get the state-of-the-art equipment if used property is

~contributed, and it might end up as the duﬁping ground for

equipment that is out of date.

' Senator Long.. Then, here is the thing that concerns
me about the amendment. You. are télking ébout,enﬁahced
basis. Aré you talking about a 200 percent basis?

With this amendment I am- talking about -- is it a 200
percent of basis? -

If I have got soﬁething'tﬁat cos£ $100.00;_you let them
aeduct $200.00. 'Is that correct? |

Mr. Pearlman. There is a fair market vélué'limifation
on the amount of the déduction up to 200 pércent of adjusted
tax basis. That is correct.

.Senator‘Long. On a fair market value, it doesn't
refer that cost at all. That réfers to the cost_plué a
profit on top of that. Is that right?z

Mr. Pearlman. That is'corfect. The enhanced piece
—- the reason the word “enhanced" is used is that under

current law the contributor wéuld be eligible for a deduction

"equal to its adjusted tax basis -- its cost.

And Senator Grassley's proposal, as did Senator

Danforth's proposal, --
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Senator.  Long. Yes, but it is not unusual at all. In.

fact, as I see it those are par for the course for people
to sell something where their selling price is about
two-thirds of what they are offering for sale to the public,.
and the public pays about a one-third markup. That is not
unusual.

Mr. Pgarlman. Yes, and as we unde;stand Senator

Grassley's bill, you would look at fair market value in

‘the marketplace of the donor. So, if the donor Was a

manufacturer 6f this-equipﬁent and regularly sold this
equipment at a wholesale price, then fair'market value
fér £hat manufacturer Qould beAthe whOlesalé price, not .
the retéil price.

We don;t think that is a problem with this proposal;
And we think we can deal with that problem.

Senator Long. Even if you are talking about -- you
said -- theAfair mérket valuevbeing a wholesale price --

Mr. Pearlman. The fair market value to the donor.
In other words, in the environment in which a donor deals
with --

Senator Long. A wholesale price still includes a
profit, doesn't it? |

Mr. Pearlman. That is absolutely correct.

Senatér Long. Then; if seems té me that you are talking

about situations here where someone who is in the 46 percent

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




S

10

"
12
13
14
15
16
17
18
19
20
2]

22

23

24

25

60
bracket or an individual in a 50 percent bracket, by the
time they include their profit and their fair market value,
you are talking about a caée where these prople could give
the stuff'away and makeeaprofit by giving it away;

Make a profit out of the.Treasury.v

Mr. Pearlman. If it is limited -- if the deduction is
limited -- to two times cost, and if you assume --

Senator Long. " You say two times cost, and you are
talking about defining costs, so that iricludes the profit.
er. Pearlmah. No. No. We are'talking abou£ tax
cases wheﬁ we talk costs. We are not talking about aﬁy"
profit elément. 'No; Wé are talking of the tax congept.f

Senator Long. So, you are talking about two times the

cost. "All right, if you have got a Federal tax plus a

State tax -- if you have a State Government tax as well
as a Fedefél tax, could that be a situation where the-
person actually makes a profit by thé‘timé he has donated
it to wherever he is goiﬁg to donéte it?

Mr. Pearlman. ,I guess, depending on the extent of
the State ihcoﬁe tax, if the State tax piggybacked on the
Federal téannd allowed a similar deduction, there are .
going to be situations in which the deduction exceeds 50
percent. That is correct.

I don't want to speak for Senator Grassley, but I don't

think the idea --
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Senator Long. Well, you are going to let him deduct

——

'it twice. If it exceeds 50 percent, he has made a profit

then.giving something away.
Now, meanwhile, he has put all his equipment in the
hands of people out there to get accustomed to using his

equipment. I mean, this SOunds'very much like the old

Apple computer bill to.me.

Now, as I recall under that one, Apple was-going to
givé éil these coﬁputers aWay, but by the time it cost .
Appiefanything, it would allvbe ét the expénse of the
Treasury, and then the people would get uséd to —; all
these young peopié would be ﬁrained on Apple computers and
use Appie computers.forever éfter that.

So, if it didn't cost them anything, why would they
-- it seems to me as though it would be a matter of the
taxpayers paying for it, which is soﬁethiné thatvi don't
think that we would want to do. |

Mr. Pearlman. We expressed some concerh to Senator
Grassley about the ?ersonal computer, and as he-pointea'out;
I think he is not coﬁcerned about the persohal computer
either, and that hasrbeen dropped frém the proposal.

‘I think, Senator -- and I don't look at this proposél
as one in which Senator Grassley is trying to give a donor
a profit. -I don't think that is the objective here nor

do I think that that is the consequence at least of the
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Feé?ral proposal.

Senator Long. Here is my concern about it; I_wasn't
familia: with the Danforth émendment. Maybe I wasn't here
when it Qas offered, but here is my concern about it.

As long as I have been on this committee, it looks to

me as though Treasury has come in here fighting against

tax loopholes, and one of the principal definitions of the

~tax loophole was a double deduction, when you let somebody

deducﬁ something'twice.

Now, if you are going to let them deduct it one timé
but put it at twice the value, I don't know whét'is the.
differénce between that and a double deduction.

Senator Grassley. Senator Long, could I.éomment,
blease?

Senatbr Long. Yes.

Senator Grassley. . I would like to reemphasize that
what we -- and this isn't going-to change your point of
view -- I mean, the statément you just made -~ but I just
wanted to say that I was drawing upon the experience that
was created in'l981 when we passed the tax bill that had
the same sort of benefits in it for scientific equipment
just to universities.

And I wanted to draw on-that. So, I am not asking for
us to do something new. I am asking for an expansion of

it to include two-year colleges and beyond scientific
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research.

Additionally, let me suggest that for the benefit of

the chairman I will modify this a second time now to just

limit it to new equipment and then also to reemphasize a

further réfinement made in the first instance in that we

don't inteﬂd to inclﬁde minicomputers.

Senatqr Durenbergér. Mr. Chairman?

The‘Chairman. Senatdf Durenberger?

Sénatof,Durenbefgér;; I5guess in listening.tb the
discussion I aﬁ more than a little concerned by m?
co—sponsorShip 6f this measure.

We are eithef goiﬂg to do research with th%s Danforth
prbposal,.which:causes us big headéches.and dollérs, or we
are going tb do donatiOns. And-I know thét therg is‘some
donative incdrporated into the research, but a lové

vocational education and it does a whole heck of a lot’

. to prepare people to.transist in our society, but that is

not whefe we do basic scientific research, in vocational
schools.

Sénator Grassley. Mine is.not for the research. Mine
is for the on-hands ﬁraining'for skilled technicians.

Senator Durenberger. And I just raised the question‘
is this the time to add to the deficit or to do --

Senatbr Graséley. My response tb that is, you know,

we are doing a great deal through either the Tax Code or
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through our educational bills to enhance our going to the
high—tech sqciety and economy, and it seems to me there
is no better plaﬁe to do this than at ouf two-year
institutions, and to help.them through the intérchange
of information between industry and teaching.
~Senator Durenbergér. But it is a manpower training?
Senatqr Grassley. Yes. |
Senator Durenbérger. Thatiis £he emphasis Qf what
you are proposing now. | |
Senator Grassley. Yes.

Senator Bradley. Mr!l Chairman?

The Chairman. Senator Bradley-and then Senator Chafée. ‘C

Senato; Bradlef; What is_the revenue impaét?

The Chairman. It has now been reduced to $40 millionL

Senator Bradley. $40 million?

Mr..Brockway; Senator Bradley, I think the discussian
with Senator Grassley, if one made his proposal limiting it
to new property and not including microcomputers or personal
computers ana'limiting it to pﬁblic technical institutions
or public community colleges and perhaps certain other
technical changes, it would be at that point reduciﬁg(the_
revenue to around SiOO million as long as we had authority
in the drafting to make sure that --

Senator Bradley. $100 million.

Mr. Brockway. Over the.three-year period.
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The Chairman. So it is not $40 million a year?

Mr. Brockway. No. It is $35 or $37 million, something

that.

The Chairman. I would like to take a vote on it if we

Senator Bradley. Well, $100 million a yearlis a litte —4
Mr. Brockway. Not a year. No.

Seénator Bradley. Well, over three years, it seems a

Little rich to me. I mean, we are going to put this thing

in the Code, and then nobody is going to look at it to see

if we are actually getting what we thought we were going

to get for it.

And meanwhile,'WhenAwe talk about the vocational

educational budget on the appropriations side, people are -

not going to vote for that, and then they are going to say

well

we gave it to you through a tax gimmick and then ybu

are not going to oversee whether it is achieving its end.

(Continued on the next page.)

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




3riggé

~

1

10

1

12

13

14

15

16

17

18

- 19

20
21
22
23
24

25

66

R The Chairman. But what was the cost of the Danforth
Amendment? = That's pretty ;ich; too. Two billion?
Ms. Moran. ' The whole oné was 2,1,
The Chairman. We didn't even sniff at that one, we

just -- whsst -- let it go; "You're going to a university,

. so don't worry about the cost."

Senator Chafee?

Senator Grassley.‘hSenator;Eradiey;'IYm_just-asking fbr'f
a few crumbs. |

(Laughter)

Senator Chafee. Mr. Chairman; we originally got into

~ this business because of the competitive urge to do something

about the Japénese. We started down this pathIWith the R&D
tax credit, as you reéall;'and'thét‘was a 25'pércent |
inérement over what they had been spehding'for R&D. That
was forvthree yeafs; and now we'have made it permanent.

In making it permanent, then we made this extension,

-all directed‘toward'breaking out on the frontier of knowledge.

It was basic research through our universities. Now, it seems
to me we are extendj_.ng this.

I think the original intent and the objéctiye was a goqd
one, but I think to exténd it as far as we are now is just
going a little too far. So; i»have grave reservations about
going down this path.

‘Mr. Brockway. Just to clarify the record, it was
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2.1 billion on the entire Danforth package.. It.wés about
400 million in the aggregate for the contribut;ods of
propérty.to universities and ﬁhe - |

The Chairman. I understand this was‘sort of the»
Glenn-Danforth Amendment earlyvop;_wasn't it? Offered on
the floor? | o

Mr. Brockway. I'm notdsﬁre.

The Chairman. WelL; I heard John Glenn talk about.it
on his campaign.

Senator Bradley. Too bad it wasn't the Hart.

. The Chairman. Yes; it's a good amendme#t._

Senator Bradley. If you are talking abbgt_thé futufe.

(Laugﬁter) | |

Senétor Boren. Mr. Chairman; under current law it is

my understanding they can donate equipment to vocational

"and technical schools. According to information I have been

fufnished; it is that the deduction for donation of equipment
does apply; the way this is written, applies now to some
vocatidnai—technicaL schools, but only to those who train
only post-secondary students. Is that correct?
Mr. Brockway. Well; in current law you get a deduction
for any céntribution, without regard to whether it ié a
vocaﬁional school or not. This would ailow you up to twice
your costs. But then it is only limited td post-secondary
vocational schools, technical schools, and public technical
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schools. and public community colleges.

Senator Boren. Do you mean with the present law it

is inygiimited to that?

Mr. Brockway. . Under present law everybody gets a

‘charitable contribution deduction equal to their basis in

‘the property. -

Senator Boren. What I am concerned about is the
discrimination tha£ exists. For example; in our State --
I just have a list of States here. It just happens to.includé
a few States that might be of interest: Louisiana; Kansas,
Maine; Montana;'Oklahoma;'PensSYlvania; Rhode Island; |
New Jersey, New York -- |

The Chairman. Louisiaha?

Senator Béreﬂ. T said Louisiana} KanSas; Rhode Islaﬁd,

Texas -- let me see. I see everybody around the table.

Pennsylvania, New Jersey.

These are States where there is an add—mikture. In all

.of these States you have post-secondary and other students

miXed together; they are not merely post-secondary. And
therefore; they are disqualified. It seems to me to be

unfair, because these States use their vocational schools

‘either solely or in combination with community colleges to

train technical and skilled workers. And it seemé to me

improper to leave out those States that are hoﬁ strictly

limited to post-secondafy. We have some students that are
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Senator Grassley. Over a period of quite a few decades
now;.since we originally.started our vocatidna; education at
the Federal level just for‘the‘high schoél kid; and as that
has gone into the post-secondary institutiohg; those programs
and that philosophy of help has; we have run into comparablé
problems in the past.

I remember‘when I was in.the_legislature, we had to
adjust for some of those. But the bottom liné 6f-it‘is that
the institution itself nor is the State denied access to the‘A
help; it might somehow be limitéd téithe-pfoportioh of their
sfudents or directly to the sfudents themselves,that‘ére
post—secdndarf as opposed to seéondary‘students.. |

But I don't see that aé’an insurmbuntabie problem,
bécause we had to deal with it SO many times.

Sehaﬁor Béren. Is there some wéy of writing this so
that all the States -- the majority of the members of - the
committee are from States £hé£ - |

Senator Chafee. I just said that's thelway it should
be administered anyway.

Senator Boren. But apparently it is not, according ;
to our vocational sdhool people and tﬁe American Assoéiéfion.‘

The Chairman. I wonder if we might either vote or not
vote. Can we do that? Dées that add to the cost? |

Senator Grassley. Oh;Athatis not going to add to the
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Senator Boren. Can.We clarify, at least, that sqhools
that have secondary as well as post-secondary students can
be indluded? |

The Chairman. That doesn't seem to be a problem, -:

'according to the Treasury.

Mr. Brockway. It's going to add sdmewhat; without
one way 6r another to limit it at 1east-t§'that part of the
school that is only post-seéondary; somehow. I havén't N
really thought through the issue; but we would have'tb try
to belrestfictive.

Senator Boren.. Thinty—fiVeAStates are disqualified;'
including most of the States that afe -

Senator Grassley. 1In my State -- I doﬁ't knoW-whetheri
Ilam on your lisﬁ-or nof;;but in my State'we.have
post—secéndary kids that sometimes attend on the campus.as
a high schoollcourse,wsome of these institutiéns or
community colleges.

Senator Boren. They don't have you listed as one of
them.

Senator Boren. I looked to try to fiﬁd everybody.

Senator Grassley. ‘Well; I assure you that if I'm‘not
on that 1ist;_I:should be on that list. Obviously I can
see this working in my State as well as any other State.

| The Chairman. I would assumé when Treasury made its
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about all of the States. ' Maybe not,

Senator Grassley. And if that's a problem;‘obviously
you know what my intent is;Aand clarification of that is no
problem as far és‘I am concerned.. |

The Chairman. Let's see if we can get. to the nub of
iﬁ; becauSe'we!ve got. to move on here. |

I assume you are locking at 50 States and not 15 when
you mgde»the estimates;'

-Mr. Bréckway. We do not know that information. My

suépicion is that if it is for vocational training equipment'

and it's to schools that are a combination of both secondary

And post#secbndary;_that-it would have to add some not
insignificanﬁ amount to the cost; because it would be
véry difficult;jwhen you think it true; of how to segregate
théf. ‘It wouldionly be equipment that'is used in the
post-secondary level. That would be the only equipment
qualiinng;4andlif‘you allow for all training equipment for
allAvocational.schools; that would be quite a bit.

I just don't know if when the estimatofs did it;

whether they were familiar with the same breakdown as you are

‘by States;_because it may well be in some of these States

that they have post-secondary technical colleges.

The Chéirmaﬁ, I wonder if we might do this. Maybe
Senator Boren and Senator Grassley could visit about it. We
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have a couple of other itemsAweAcogld takezche of, -
B I understand‘Number»j.is,just a clqriﬁic§ti0n,'

Mx; Bfockway, "It is just a claﬁification- what you
do dh.tﬁe distilled spirits tax on.ium;,to,the extent that
is covered over to Puerto Ricg;_that the Federal vaéfnment
doesn't get any of the revenue increase from it; in fact;A
because of ‘deduction offsets.it would end up. to be a net
loser. ' So we. want. some ciarification for drafting; whéﬁhér

we. should provide that this $2 increase does not get covered

- over,.

_The Chairman. Right. ' But if wenmaké*that ciérifiéatioﬁ_
thatﬁs'nb problem;,then{.

Senator Moynihan. Could I ask; Mr. Chaifman;,which
one we are Qn?‘ |

The Chairman. . We have set aside Numbér 3; and the laét
remainiﬁg item is Number 7;_clarification‘of the distilled
spirits tax. And‘as I understand;Aby increasing the excise
tax on ‘distilled spirits I am certain tﬁe committée did not
intepd to increase any spending program; including the cover -
over to Puerto Rico. -

If the committee does not clarify the increase, and the
distilled séirits tax will not increase the cover-o§ér;v£he
committee will have increased spending for Puerto Rico ana
the Virgin Islands by $163 .million through '84. Almost ail
of this increased.spgnding will go to Puerto Rico; and i
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dOn:F think that was the intent. So we want to try to
clarify it.' That's what he was addressing.

i Séné;Qr Moynihan. Mr. Chairman, could I speak to
the matter?
The Chairman. Sure.
Senator Moynihan. And I won't speak at 1ength;
We've been through this before on this committee. As
the Washiﬁgton Post observed this mbrning; we are the

committee that in its domestic savings cuts welfare programs

of one kind of another, and in its tax provisions does other

‘things..

We had the issue before us of Puerto Rico,fWhiéh had
worked out under a Treasury arrangement a device for
increasing revenues to replace a genuine and serious
réduction in thé program receipts they had been getting from
the Federal Government. k

querto Riéo hés a 20-percent unemployment rate.
Two-thirds of the people who.live in Puerto Rico live below
the ﬁoverty line. Tﬁese are American citizens. Théy are
treated differently from other American citizens. We define
the benefits they get under certain programs as "being a
proportion of the iowest level that goes-to any State." I
mean; we define these people as getting less than anybody
else gets in things such as the AFDC program.

Now; here;_under an arrangement that must be 50 yeaxs in
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place -- Mr. Pearlman;_isn't this the case?. A-halffcentury
arrangemept has allowed them to rgceive baék.the Federal
ﬁxcise Tax on alcoholic beverages that they send ﬁo this
éountry; " They must. send theh under the Federal statute that
requires intercoastal traffic to be in American bottoms. They
are subject to all‘of those laws. And the& have had this
one arrangement for .a half—century. And they ha&e had such
an‘enormous rédﬁction in programs that they depend on. They
have such an énormqus need. Can we in good conscience say
to these American citizens that fhey are not going to have
an arrangement which they have always had?

The Chairﬁan.. I think we know the issue, but I don't
think anybody'on the committee -- Senator Heinz suggested
we might look at this tax. I don't thiﬁk we thbuéht, by
déing that} we were going to be spending $163 million on
Puerté Rico.

Sena tor Moynihan. Now, Mr. Chairman, can I‘ask about
language? It is not that we are spending anything; but that
this will be money we are not getting.

Mr. Brockway. -Agtualiy; Senétor Moynihan, the way it
works is that we will collect'oﬁ the_revenue side the gross
amount of tax; and then on the spendiﬁg side Qf the bﬁdgét thd
cover-over will come down, So in effect, the estimates that
we gave youvwere for the gross revenue increase but did not
dispose of the issue, I quess. Or at least that is what we
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1 are addressing now, whether or not that spending would --

2 Senator Moynihan. But that's a bookkeeping matter.
(i) 3 Mr. Brockway. Except that what we had done is the
4 | asking for the increase that we had estimated was the

5 gross amount of the increase, not reduced by the amount you

6 would pay over to Puerto Rico for both Puerto Rican rum and

7 also I guess all CBI runm.
8 ~ Senator Bradley. Mr. Chairman;'just to give'it; again;
9 a little different perspective; $167 million seems like a

10 lot of money; but we. are going to be dealing with a

1 proposal from the Administration on Central America tolthe

12 tune of $8-10 billion. It seems to me that we woﬁldfbé

13 shoftsighted to eséentially tell people wﬁo are'a_pért df

é;? 14- our country that they are not going to get what we shéuld,-

| 15 by law, provide'them; and that we have taken a decision to

16 essenfially say No.

17 The Chairman. I don't object to that; and I am a stroné
18 supporter of Puerto Rico; butvletis do it'thfougﬁvthe reéular_
19' program. Here; we adopt an amendment to raise a billion

dollars by increasing liquor taxes; and it is a spending

20.

21 proposal; and this will be in conference because the House

2é has é different p;o&ision. .Is that correct? |

23 Mr. Brockway. 'Weil; the House provision after

.4 | September 30, 1985, would increase the tax. by $3.75 a.proof
( ) - géllon; and then the taonn rum would be covered over to the
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Virgin Islands into Puerto Rico. " Ih the committee it's a

$2 tax;,and.we were talking about §1.85.
Senaﬁor.Moynihan. ,Please; sir; the Qbrd "covered over"?
Mr. Brockway. . Oh; I'm sorry. ' The "cover over" means
just that the.révenues that we receive on rum are paid over,
colloguially "covered overﬁ; to the Puerto Rican treasuries
and the Virgin Island treasuries. That amount under the
House bill is paid over; to the extent it is on rum, and
the issue here ié whether to do'it.
The Chairman. What is the clarifiéation you suggest?
Mr. Brockway. Well; the clarification on this

provision, effective 1-1-85, is whether or not to pay over

-tQ Puerto Rico and the Virgin Islands the additional $2 of

excise tax on rum.

The Chairman. 'Well; let's just:VOte.on the clarifica-

“tion. It would seem to me that we didn't intend --

Senétor Moynihan. Well; it seems to me wé did,
Mr. Chairman. I don't want to argue wiﬁh you, but the
pro&isibn has been statute far 50 years. |

The Chairman. We had a-vote on this very thing last
week. We should have had it in the original proposal; but
it WaSn'ﬁ there. I 5ust hope we adopt the clarification.
Then we will be in conference, and I Will work with Senator
Moynihan td see if Qe can figure out something.

Mr. DeArment. Mr. Packwood?
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Senator Packwood. Aye. -

Mr. DeArment. Mr. Roth?
(No fesponse)

Mr. DeArment. Mr. Danforth?
(No response)

Mr. DeArment. Mr. Chafee?

Senator Chafee. Aye.

‘Mr. DeArment.  Mr. Heinz?

Senator Heinz. ' Aye.

Mr. DeArment. Mr. Wallop?

.Senator Wallop. Aye. g

_'Mr. DeArment. Mr. Durenberger?

(No response)

Mr. DeArment. " Mr. Armstrdng?
Senator A;mstrong. Aye.

Mr. DeArmenf; ’Mr.lSymmS?'
(No response)

Mr. DeArment; ' Mr. Grassley?
Senator Grassley. = Aye.
Mr.‘DeArment.' Mr: Long?
Senator Long. ‘AYe;_‘.

Mr; DeArment. Mr. Bentsen?
(No response)

Mr.:DeArment; " Mr. Matsunaga?

(No response)
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Mr. DeArment. ' Mr. Moynihan? .

Senator Moynihan; " No. ‘YOu'finglly_got to g.Nd.

Mf. béArment. " Mr. Baucué?

- (No responsef

Mr. DeArment. " Mr. Boren? .

- (No response)

Mr. DeArment. Mr. Bradley?

Senator Bradley. ‘ No.

Mr. DeArment. ' Mr.. Mitchell?

(No response)

 Mr. DeArment. Mr. P:yor?

(NoAresponse)‘

Mr. DeArment. ' Mr., Chairman?:

The éhairmén. Aye;'

Now; can we vote on the Grassley,métter, then we can
move on: to ﬁruck taxes.‘ | -

fhe Ayes are 8 and the Nays are 2. The clarification
is agree to. |

Senator Chafee. Mr. Chairman;_could I ask one quick
question on the distilled.spirits; very quick?

Would this increase in tax on the distilled spirits we
have'done;_do we keep up the old method énd timing of the
payment of the excise tax? Didn't we have a. very kind of
accelerated provision on that?

Mr. Brockway. ' You agreed to an accelerated provision in
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The Chairman, ."We chgpged that.j

Senator Chafee. ‘Wel;; I think thig is going to be
awfully tough on the spirits induétry..

The Chairman. . That provision is not in the House bill.

Senator Chafee. What do you mean; ﬁhe payment?

The Cﬁairman. " The acceleration.

Senator Chafee. 'Oh; I see.

Mr. Peaflman. Mr. Chairman; before you vote on the
Grassiey -

The Chairman. 'Lef{s go fast.

Mr. Peaflménf I promise-I will, -I just want to point

out to the committee that there are two piecesof the

Grassley prOposal; and the one dealing with the credit for .

téachers is one we are very much in opposition to.

The Chairman. It is not a credit for teaéhers;

Mr. Pearlman. Well; there is a piece of the-Grassley~
proposal that Senator Grassley deécribed to the committee
this morning fhat deals with a credit being given to cértain
qualified vocational education :teachers, and we are very
concerned about that piece of the proposal.

The Chairman. Is that in your pfoposal, a credit fér.
teachers?

Senatdr Grassley. Yes. I stated that in my statement.

The Chairman. Oh. I missed that. |
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_ Senator Grassley. That's where I get involved.With
encouraging the exchange of personnel bétween,ihdgstry and
the classroém;,both directions;,so that we get the most
up-to-date training for our teachers and so that we get the

newest of industrial technology into our classrooms.

The Chairman. All right. What is the revenue estimate’

now?

Mr. Brockway,.“Wel};,the idea was to modify it so it
would reach approximateiy'$100?million qf cost.

Senator Grassley. For a three-year period of time.

. Mr. Brockway. For.a three-year period.

The Chairman. ' All right. Treasury is opposed‘td this.

I have suggested to Senator Grassley that if he éould reducé‘

the cost; which he has done;_the $300 million, and if it

were patterned after the $2.l billion proposal that we agreed

to last week; that I would sﬁppdrt it. So I think we may
just call the roll and see what happens.

Mr. DeArment. Mr. Packwood?

Senator Packwood. Ayé.

Mr. DeArment. Mr. Roth?

(No. response)

‘Mr. DeArment. Mr. Danforth?

(No response)

Mr. DeArment. '~ Mr. Chafee?

Senator Chafee. No.
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Mr. DéArﬁent. Mr. Heinz?

(No response)

Mr. DeArment. ' Mr. Wallop?.
Senafbr Wallop. Aye.

Mr. DeArment. Mr. Durenberger?
(No response)

Mr. DeArment. Mr. Armstrong? -

Senator Armstrong. Aye.

‘Mr. DeArment. Mr. Symns?

Senator Symms, Aye.

Mr. DeArment. Mr. Grassley?

Senator Grassley. Aye.

'Mr; DeArment. Mr. Long?

Senator Long. No.

Mr. DeArment. Mr. Bentsen?
(No response)l

Mr. DeArmenE. Mr. Matsunaga?
(No responsei“

Mr. DeArment. Mr. Moynihan?

_Senator Moynihan. No.

Mr. DeArment. Mr. Baucus?

(No response)

Mr, DeArment. Mr. Boren?
(No response)

Mr. DeArment. Mr. Bradley?
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Senator Bradley. ' No. -

Mr. DeArment. ' Mx. Mitchell? .
(No response)

Mr. DeArment.  Mr. Pryor?
(No.responsé)

Mr. DeArment. Mr;ﬁchairman?
The Chairman. AYe;'

Senator Chafee. I think it's a tie vote.

Mr. DeArment. ' Senator Heinz?

(No response)

.The Chaifman.’ He may have passed.

Mr. DeArment. He passed.

"VOICE: The Senator will.vote'Aye.

Thé Chairman. The Ayes are's;_the Nays ére.s.

Senator Héinz? |

Thé'Ayes are 7; the Nays are 5. ~

Senator Boren. Pryor and Boren vote Aye.

The'Chairman, " The Ayes are 9; the Nays are 5.

‘Senator Bradley. 'Mr.'Chairmap;lAye.

The Chairman. The Ayes areAlp; the Nays are 4.

'All right. Now; as I understand, that completes the
agenda we agreed on. I know there is one dispute oQér one
item‘that.Senator Symms and Senator Boren insist was raised.

Senator Bradley. —Mr. Chairman; could i just raise one
question? I wasn't here when we went over the IDB list, and
I 4 Moffitt Reporting Associates
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I;jgst;wanted to clarify that the New York/New Jersey
Eésex:Coﬁnty Port Authority Resource Recovery éfoject'is on
.the list for the puréose of the arbitrage restrictions only.

Mr. Susswein. That is correct; Senator,

The Chairman. That is correct.

Senator Bradley. Thank you.

The Chairman. Senator Heinz?

Senator ﬁeinz. Just two thihgs: Qne; I want to be
sure that the World Forum of thé University City Science
Center of thé'University of Pennsylvania ié on that list.

The Chairman. That's thé IﬁB? |

Senator Heinz. Xes;Athe'IDB;

The Chaifmaﬁ{ It is now.

(Laughter) |

The Chairman. All right. What is the othér one?

Senator Heinz. And secondly, how diad we dispose of
the foreign tax credit»issue? I apologize; Senator Grasslef
and I had a hearing. |

| The Chgi;man. We decided to keep working on it, to see
if we could figure out something. Senator Danforth couldn't‘
be here; and Senator Bentsen raised it. _We_are still frying
to find some neutrality in theAprovision; and that seemed

satisfactory to Senator Bentsen. So if we can figure out some

‘way to make it work between now and the time we get to the

floor; I assume Senator Danforth will offer it.
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Senator Heinz, ‘Well,_I'hope.we can find something out

e—

on that;,Mr..Chairman; because it's a very odd provision, the

way it works. It's just a question of the timing of income.

It can result in two very different amounts of tax being
paid to the governmént.

The Chairman. I think. Treasury agrees that there should
be a change, so we hope that we can reach an agreement.

As I underétand; there was one item that i think both
Senaﬁor'Boren ahd-Senatbr SYmms insist should be have been
on the agenda; because it was raised. I don't fecollect_that,”
but I am not gding to -- if in fact they say it was raiSed,
it was_raiséd. ' | :

Senator Boren. Would that be the unqualified‘stock

options?

The Chairman. No; I was thinking.about discléimers._

Senator Chafee. That's been adopted.

Senator Symms. It's the disclaimer. 'Mr. Chairman, what
it is;_in a nutshell; we have had hearings on this, we have
discussed it in. the Estate and Gift Tax Subcommittee, that
there are some estates out there:-where people have disclaimed’
any interesf and not taken any money from an estate; and
yet Treasury is trying to rule —- | |

'The Chairman. Is that your recollection, Senator Boren,
that it was raised?

Senator Boren. Yes.
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__ Senator Symms. And I would just like. to bring it
before. the committee and ask us to include it. " What the
'amendmentgwould d¢;_it would not allow any"individpal to
disclaim an interest in a. trust if that indiyidpal had in
fact received financial benefit. from the trust. But there
aréAsome-cases;whefe.people have had no financial benefits
’from the trust;_they have not accépted anything.

The»Chairman; This was approved by the committee last
Fall; B knbwftﬁe Treasury is 6pposed to.it;_but if in fact
Senator Syﬁhs aﬁd Senator Boren-indicate it wés raised;_then
I think.withQut objection we will-agree_toiﬁhe amendment.

: Mr..Brockwéy. I am not sure that it was approved

Séﬁator SYmmS;' I thought that it was.

'The.Chairman.“It has been approved just now.

All right, " As far.as I know; that completés'that
agenda. ' We will now move to truck taxes.

Sena tor Moynihan. ’Mf; Chairman; I have one small thing
that I would bring up, just a clarification.

The Chairman. Yes.

Senator Moynihan. ‘Thié is with respect to ﬁhe matter
we discussed Thursday briefly about the ability of insurance
companies. writing variable life insurance -- here comes
Mr;'Belasﬂ—— to in the first instance have an underlying
fund which is completely. vested in Treasury Bills.

Now;,it was my uhderstanding of the agreement we
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reached with Mr.: Chapoton that the Treasury is willing to

make that arrangement.

Mr. Beias. That is our understanding, Senator
Moynihan.

Senator Moynihan. Which I think is sepsible.

But on the other hand; the Treasury was not willing to

allow an insurance company to invest its particular portfolio

for such a policy entirely in an existing mutual fun-d.~
Mr. Belas. That is correct.,

Senator Moynihan. But they are willing to have -

existing mutual funds be the investment advisors for such a .

policy.

Mr.‘Belas.j Thatvié éorrect; Senator_Moynihan.'

Last week there was some -- itAwas not clear'whéther'
the ability for aﬁ insurance company to sell iife insurance
and variable énnuities and have an 6utside investmeﬁt
advisor was agreed upén.

I understand that Treasury now believes that no
distinction need be made between variable life insurance and
variable annuities, if that is what the committee wants‘to
do.

‘Senator Moynihan. Mr, Peaflman, is that so?

Mr. Pearlman., You are referring to the investment
advisor, jﬁst the roll as advisor?

Mr. Belas. Yes.
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1  __ Senator Moynihan. Yes.
2 Mr. Pearlman. That is correct.
3 Senatof Moynihan. "Can I reéord,that I am disappointed

4 that we couldn't rééchAagreement on the use of existing

5 funds? Because it denies consumers an Qppdrtunity to say,

6 ."Well;‘I like the performance of this fund or that fund,

7 ﬁhat is what-I'm looking.for;? and it denies. smaller insurance
8 companies. the opportunity,£o4sell.such policies. »I think

9 thefe is a legitimate éonsumer.issue here;_and thé£ in factv

10 || we will return to it one daf. | |

 11  But I.thapk the Treasﬁry;‘and I thank the Joinﬁ Staff'

12 | for as much as we did get done. And . I thank the Chair .for

' - 13 || letting me talk.
14 The Chairman. Thank you very much, Senator Moynihan.
15 : Now; Dave;.I understand .you have anzeffectivé date

18- || question?

17 Mr. Brockway. Yes. There is one final issue I would

18 like tq clarify that deals with market.discount obligations.
19 | You have two.provisions_dealing with market'discount'in the
20 | bill. " One treats it as ordinary income. Market discount

21 only applies to bonds issued aftef tﬁe effective date. You
22 have another for leveraged market discoqnt bonds. We defer
23 | the interest incurred to carry. That is for existing bonds
24 as well;,anything acquired with debt financing after the

25 || effective date.
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Wé.would.recommend}that insofar as XQuAhdye~debt

financing;‘not only is. the interest deferred but that amount.

of the gain is treated as ordinaryAineome;eso.there.isn't_a_
possibility_of converting. that interest deduction into a
capital_gain;'
The Chairman. All right. Without objection, we will
adopt that recommendation. |
I:wanted to raise one clarification on accumulated
earnings. tax éenaity:imposed upon-cbrporatioﬁs that

accumulate their earnings excessively. It's one that was-

- raised by a’neWspaper;_the Kansas City Star and Times. ' Has -

_that been addressed?'

Mr. DeArment. ' We haven't addressed that yet, Mr.

Chairman;_but if_they.were clarified and it were limited to

justdthat kind of_enterprise,with a broad epplicatiOn -
The Chairman. That would not do violence eo the other

decisions made?

Mr. Pearlman. I think if we can limit it, it will not. .

The Chairman. All right; then; if we can do that.
Without objection.

~Senator Bradley. ‘Mr.»Chairman; could I ask for another
clarification in another part;'on the reﬁroactive
partnership allocation abuses? |

As it is now in the law, if you make an. investment in a

‘quember period;‘yqu only get the deduction for the period
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quember to January? And QO we know what that was supposed
to raise in revenue? 'I don't meén_to delay things,
Mr.'Chairman;_so they can gét back to me on that.
The Chairman. Can they get back to Senator Bradley
on ﬁhat?'
Ell riéht. Let's get back to truck taxes. 1Is the
DOT representative here?
Mr.bPearlmén. Yes.

The Chairman. Dave;'dOes that take care of éll.the

Mr. Brockway. I believe so} Mr. Chairman.

The Chairman. ' And I believe there is no question, you

- will be granted authority to make technical»éhanges. The

committee has always done that. SQ; without objection, that

authority will be given to the drafters.
All right. Let me first place in the record a letter
that I feceived this morning: "Dear Bob, I understand the
comnittee will be considering several exemptions of the
Highway User Fees duriﬁg the markup this morning. The
Department of Transportation opposes these exemptions
because of the potenfial revenue loss to the Highway Trust
Fund. 'Additionally;_providing exemptions increases
administrative problems and encburages other users to
seek similar treatment. - |
"In particular;,the Department opposes increasing the
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present 5 cents per gallon exemption for gasehol. Increasing
th; exemption for‘gasohol to 9 cents would result in a
revenue loss by 1988 of $1.862 billion of the Highway
Trust Fund, seriously undermining our efforts to repair our
roads and bridges.

"The committee has also approved an additional l-cent
exemption for gésohol; with a resulting revenué loss of
$380 million tﬁrougﬁ 1989. Eaéh added lfcent exemption
results in-increasiné revenue lbsSes to the trust fund.

These losses are unacceptable.

"The Department also opposes exempting piggyback

.tfailers,‘any further mileage exemptions, or preferential

_ treatment for any other category of users. These additional

exemptions only serve to undercut the dbjeétives of the
STA and the entire structure of our highwéy tax system.

“I~ur§e you to oppose ali such exclusions in the
Highway User Fees.

"wWith best wishés, sincerely, Elizabeth."

(Laughter)

The Chairman. ‘Now_that that's a matter of record, I
can vote any way I want, |

(Laughter)

The Chairman. Now, as I understand, for purposes of

‘moving on this; I think -- what are there;'four amendments?

Senator Wallop. Mr. Chairman; I have what I guess is
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a sort of underlying amendmént to whaﬁ we éeek to do.

The Chairman. But I think; unless there is some
objection; what'may finally happen on it; the basic
underline may depend on what other amendments are adopted,
if we look at the revenue invoived, So whét we hope we
might do is take up gaéohol first; which is a rather
signifiéaht amendment; and see what happens on that'
amendment, and then move to the piggyback and the farm
exemption; and -- what ié it? Logging vehicles?

Mr. DeArment. Yes;sgir.

Senator'Moynihanf Mr. Chairman; would you_répeat again
the revenue loss that the Seéreta;y of ifgnspdrtation
énticipates from the Gasohol Améﬁdment?

The Chairman: It is $1.862 billion if you go the full
9 cents by 1988.

Senator Moynihan. Round.numbers; $2 billion.

The Chairman; Yes; round numbers -- $2 billion.
Substantial.. | |

Senator Wallop. Mr. Chairman; I would point out; and
obviously you can run it any way you want; mine is revenue
neutral. " It is just.a question of structuring tﬁe tax on
trucks. | |

I would also just say that;Aas you know; I have the

Intelligence budget committee meeting this afternoon.

The Chairman. Well;_l think we can dispose of the
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that probiem.

.Why don't we just move to gaéohOI.

Senatof Durenberger? 1Is he outside?

(No response)

Senator Grassley. ME. Chairman, I have a technical
amendmeﬁt. -While you are gettingihim; I could take care of
it,

Treasury has ;greéd to this; and ié's in the:HOUSel
Ways and Means bill; and it deals_witﬁ the floor stbck'for.

people who had on hand tires at the time we changed the tax

on tires in the bill last time. ~If I'm right, which I think .
I am, Treasury has already approved éf'that._ I wOu1d7like‘ 3

to include that same change at this point in the discussion,'

The Chairman. DOT isnrepresented by Ray Barnhart and
Tony Kane.

Do you have any objection to that? It is a technical

- amendment. Without objection; we will agree to that,

Now; where is Senator Durenberger?
| Well; let's go ahead and give the Department's position
on increasing the gasohol exemption to 9 cents.

Mr. Barnhart. The Department has takeﬁ a'very strong
position in opposition-to any additional exemptions; because
of the damage it would do to the balance of the trust fund.
| I would point out that that $1.86 billion would be in
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addition to the loss already suffered because of the existing
gaschol exemption. = So that in,tofal; there is an horrendous
subsidy if you were to extend that £o the additional 9 cenfs.
We are already. subsidizing that industry out of the trust
fund in excess of $200 million a year.

Senator Packwood. Dave; do you want to comment?

Senator Durenberger. Yes; if I my. I apolégize; I
was over next door with the Secretary of State.

If I can take a couple of minutes; I think this is a.i
terribly important issue, and it is imPOrtant'fo; me to take
a couple of-minutes; I guesg; because .I am not just
advocating the extension of credits,in tﬁe creation of a
larger deficit. |

First; what is the proposal? The proposal is in féuri
parts: It raises the Highway Excise Tax exemption to 8 cghts.
The bill that a bunch of you cosponsored was 9 éents. It
can be done, I think, at 8 cents per gallon for fuel that:.:
it at least 1l0-percent ethanol."

It raises the companion blenders' credit to 80 cents
per gallon of pure ethanol; it raises the tariff on imported-
ethanol for HighWay use to 80 cents per gallon. And -- this
is the important paft - it preempts tﬁe first féur cents
of the credits and exemptions made available by the States
on the daﬁe of enactment.

It is really that latter part of the amendment that I
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think we ought to focus on, because what I am in effect

asking for is that we federalize the ethanol fuels'
exemption.

The current_federél exemption is 5 cents, and it
averages about 4 to 4.5 cents at the State leVel.

SQ; in effect; looking at it from the standpoint of
the incentives out there to buy ethanol fuel,:in_practically
all States in the cbuntry the incentives are géing'ﬁo
approximately remain the.same; at about 8 cents on a gallon
of gasoline.

The important thing is that behind each of those State

4 cents is some kind of ‘a special qualification. 1In

MinneSota; it was in exchange for the Minnesota-exéﬁption.
The Minnesota exemptibn Qill only apply to ethanol made in
Minnesota. And Iowa had that same kind of a problem.

So the governors of this country, who really.dp believe
in energy independence and all that sort of thing, have
come to us and Said; "Federalize the exemption." Note:
"Provide a federal exemption of at least 8 cents. We at
the State ievel will get out of the exemption business, and
you can have a national ethanol fuels industry."

Now; the impact on the Federal Highway Trust Fﬁnd can be
measuréd in dollars. ‘There is no way I agree with the
dollars that I ha&e heard out Here. There is the GAO Report

that disagrees in dollars with some of these figures that you
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haygiheardihére. But to me} that is important to Ray
Barnhart; becaﬁse he's got to have X—billions of dollars
to parcel out to the States. It is.not important to us who
care about building highways} becaﬁse a lot of that State
exemption -- I know for sure in my State, when you undo thé

State exemption in my State; that gas tax goes right back

into highways in my State. So I am not robbing highways in

general by this proposal.
Secondly, what damage am I doing to the deficit? Iam

not doing any damage to the deficit if you believe a report .

that GAO has put together at my request, Chuck Peréy’s
request; and Jim Exon's request;‘that they .can't release

because DOT hasn't done their comment on it yet; which in

féffect said that in 1982 the exemption cost the Trust Fund

$114 million; that is; the Federal 4 cent exemption at that
time. It cost the Trust Fund $ll4‘million;

In'thaﬁ_same yeér, it reduqea agriculturél price
supports by $129 million. So in a budgetary senSé, the
overall deficit, it's at bestia wa;h -~ what we are doing.

Maybe I can end up here making another policy
recommendation to you;. I think some of you who are on the
Ehvironment and Public Works Committee know that there is
a movement in this country to get rid of leaded gasoline. .
The EPA administrator would like to do it-by regulation;
some of us would like to do it by legislation.
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In any ,evenj:} by ,1.988; .aPPrOxim.a,tel_y‘,_-.we probably. will

have ridded ourselves of leaded gasoline. . But one of the
advantages éf.leadeé gasoline is its higher octane and
better performance in automobiles. And one of the things
that will slow down_getting rid of leéded gasoline will be
objections from the refining industry that they can't
convert quickly enough from 1eadea to unleaded.

Alcohol in'gasoline4substantially improvés the octane

performance of gasoline. If we can contihue to encourage

‘the development of this ethanol fuels industry in this
country; we will have readily in place by l988 a substantial |

better octane performing gasoline;_and we won't have those

objections that wevought‘té not move on leaded Qas.

I haven't mdde the_nationalAsecﬁrity arguments'and told
you about Iran and Iraq -- I think you know all of tﬁose
things.t | \

The Chairman. ' Could I_justmsuggest; and I am

'sympéthetié with Senator Durenberger;‘I think 9 cents is a

little riCh._'As I understand; the subsidy now is 50 cents
per gallon. We increaéed'it 1l cent in the energy credit

package. ' So that would be 60 cents a gallon. We are

suggesting we go to 90 cents a gallon; or about $40 a barrel

subsidy. °
It is my understanding;Atoo,'that the GAO study also
showed that the current level of subsidies is probably larger
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than necessary to enable profitable operation by some

existing producers.

Are there other benefits to ethanol producers other
than this credit?

Mr. DeArment. Yes;-Mr.‘Chairman,_there is also an
additioﬂal IO—peréent energy investment tax credit on
alcohol fuels'facilities at the time they are built, ana some
of them have‘recgived loan guarantees on the féciliﬁies.
Some'havé;_énd some haven't.

The Chairman;miDo-we include the importwtariffbon this,
too? Is that-part of your proposal? |

MfQ‘DéArment{ Yes, that's part of theiproposél;,to
increase it to 90 cents.

The Chairman. _OtherWise;Athe Brazilians would take
over the market; in any event.

Mf. DeArmenf. 'As I understand how this State preemption
works; when we raise this‘to 9 cents we would tell thé
Sta£es that the first 4 cents of their State exemption for
gasohol would be.eliminatéd. So in the case of hte highest,
say Nevaexico; which ;s 11 éents; thereafter their State
exemption would be 7 cents. And if a State had a 4-cent
exemption; they would no longér have any. |

The Chairman. Well, what does that do to the trust
fund?

Mr. DeAgment. It wouldn't affect the Federal Trust
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Fquxat all. It would mean that there wpuld be 4 cents more
per gallén of gasohol available to the States in their
own -- the State revenue possibility is --

The Chairman. It doesn't do anything to the trust fund,
does it? |

Mr. Barnhart. It would dip into the truét;fund for

about $900 million additional; over the life of the bill,

‘above what we are already subsidizing the industry for now,

which amounts to about a billion dollars.
| The Chairman. What if they did 7 cents? That wouldn't

cause you any problem; would it? |

Mr. Barnhart; Well; it still brings it into about
$500 million. |

Senator Symms. Back on that iﬁport, I_thbught we just
negotiated a treaty with Brazil on this. How do we handle
that?

(Continued on the next page.)
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Mr. Graham. I think that Secretary Brock®'has negotiated

the current Brazilian treaty based 6n the $.50 tariff that
wé did back in 1982Awith the original highway bill. I'm
not sure what the impact on that‘treaty is or whether it
wéuld reopen negotiations if we increasea it to $.90.

Senator Symhs. We are talking about having an impact
on our relationship with Brazil then.as well as the problems
that Director Barnhart pqints out.

Mr. DeArment. in terms of ﬁhe treaty situation, when
we passed the $.50 per gallon tariff oﬁ imported ethanol;

~

Brazil took the: position, and we conceded that~that'po$ition;

‘that that violated GATT. We negotiated compensation for . the

$.50 tariff with a cbncessipn on corned beef. And the'USTR
has the --~ |

Senator Symms. The concession on whét? I couldn't
hear you. | | |

Mr. DeArment. Corned beef. It was sort of a separate

. concession.

Senator Symms. Then we have to do that again.

Mr. DeArment. We would ha&e to reopen it.

Senator Symms. How does that.affect our domestic corned
5eef.producers then?

The Chairman. I don't think we know.

Senator Symms. Have to eat the subsidies to gasohol 1is

what it amounts to.

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




.

A

e

)

10

1

12

13

14

15

16

17

.18

19

20

21

22

23
24

25

100

Mr. DeArment. The compensation wouldn't necessarily be

corned beef. It might be something else. But in this

particular case they were seeking concessions on corned beef

anyway, and the USTR combined what they wanted and what we
wanted and worked oﬁﬁ'a deal.
The Chairman. That have anything to do with Mondale;s
plan -- whére's the beef? |
-(Laughter)
M. DéArment.' I'm ﬁot.SUre that it does.
Senator Syrms. Mr.AChairman,‘it's my understanding that

the special trade representative, Ambassador Brock, is’

opposed to this.

I might just say one other thing. I appreciate my

colleague's articulate presentation of his proposition hérel.

but I somehow find it very hard to follow the 1logic that

somehow if we do this at the federal level that all these
state legislators.in states like Minnesota and Iowa that
are farm states are going to have a group of legislators
tﬁat are going to go and take the exemption awayrfrom their
people at the state level.

So I thiiik what we do here, they are just going to

follow suit. Now maybe that's what the committee wants to

do. I'm willing to vote on the issue, but I do think that

there is a point here where the trust fund can't afford to

have a gasohol exemption and then look to states like Texas
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and Oklahoma, Louisiana -- three that are represented on

this committeé -- that are donor states to the trust fund,
and they p:oduce>oil and gas and then the farm states that
donft produce o0il and gas in many cases want to have an
exemption for thé energy that they produce. Somehow it
just begs fairness to me. |

I think what we are doing is we are setting ourselves

‘up here. By 1988 nobody is going to want to pass a trust

fﬁnd extension. That may not be the worst thing in the
world but --
Senator Bentsen. Mr. Chairman.
. The Chairman.' Senator:Bentsen..
Senator Bentsen. Mr. Chairman, let me say that I
supported the'previousiincentives that we put into fhe
system to try to help'them in the production of this product.

But I'm deeply concerned about where the trust fund is going

too.

And you have got a situation where the interstate now |
is 25 years old. You have an incredible number of bridges
that are dangerous or are insufficient to carry the capacity
that is necessary. And we are headed for trouble on the
trust fund.

And for a further invasion of it, I think is a mistake.

Senator Durenberger. Mr. Chairman, just on that point,

we all voted last year, December, I think it was, of 1982, to
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1 increase the trust fund by $6 billion over what it had been.

2 And the condition of my vote -- and I don'tAknow how
(:> 3 everybody else_voted -- was that there was an additional

4 $.04 ethanol exemption incorporated in there, which takes

5 about l-l/z'cents of each of those new dollars. We have
6 already voted on this issue.when we increased. the trust

7 || . fund by $6 billion a yeér. ‘It had in it a $.09 ethanol

8 exemption.
9 I'm only asking for $.08 today.
10 Senator Symms. But, David, you are talking about

1 mixing it up with nine gallons of petroleum and giving_them

- an exemption on 10 gallons of fuel.

12 )
13 Senator Durenberger. No. 1I'm just saying we.raiséd
;;r-. s the trust fund by $6 billion:a_year two years ago and
| 15 isubtracted from that a penny and a half-on each of those new
16 dollars for ethanél. We have already visited this issue.
17 | We made those decisions in December. This isn't something
18 new that I'm dragging ﬁp here.
ié The Chairman. DOT is opposed. I read the letter.
20 Is there anything eise you want to say? We‘might as well vote
2 on it because we have several other amendments.
52 ﬁr. Barnhart. .I would hope the committee wouid v&ﬁe
93 - it down. There is just a tremendous impact that it will have
04 on this trust fund. And in spite of the additional revenues
[ ) 25 fhat we have, I can tell you that we are just barely making
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ends meet at the present time.

If you look ét the needs in this highway system, we
are going to have to be in addressing this aéain in twq
short yeafs. All you have to do is look at testimony that
is going on in another chamber today regarding the

insufficiency of bridge monies on emergency repairs and

" you see that we have not over-estimated the tremendous

problem we are facing on the highway system today.

We afe ovef $100 million.a year short just on meeting
our emergenéy bridge needs. We are in bad shape. |

The Chairman.' All right. Let's vote.

Senator Boreh. Is it --

The_Chairman. Eight cents plus --

Senaﬁpr_Heinz. Eight cents plus $,80-on the fﬁel
credit and $.80 on the tariff. -

Senator Boren. There'won}t be any alﬁernatives offered
at a lower ambunt? What does it cost to make the stuff?
About $1.30? And we ére giving them an $;80 subsidy?

Mr. DeArment. $1.30 is about what it costs.
Mr. Packwood?

~Senator Packwood. Aye.

“Mr. beArment. Hr. Roth?

Senator Roth. No.

Mr. DeArment. Mr. Danforth?

(No response)
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Mr. DeArment. Mr. Chafee?
Senator Chafee. No.

Mr. DeArment. Mr. Heinz?

Sénator Heinz. No.

Mr. DeArment. Mr. Wallop?

Senator Wallop. Aye.

- Mr. DeArment. Mr. Durenberger?

Senator Durenberger. Aye.
Mr. DeArment. Mr. Armstrong?

Senator Armstrong. Aye.

- Mr. DeArment. Mr.ASymms?

Senator Symms. No.

.Mr. DeArment. Mr. Grassley?

Senator GraSsley. Aye.

Mr. DeArmenf. Mr. Long?

(No response)

Mr. DeArment. Mr. Bentsen?
Senator Bentsen. . No;

Mr. DeArment. Mr. Matsunaga?
Senator Matsunaga. Aye.

Mr. DeArment. Mr. Moynihan?

Senator Moynihan. No.

Mr. DeArment. Mr. Baucus?

Senator Baucus. Aye.
Mr. DéArment. Mr. Boren?
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Senator Boren. No.

Mr. DéArment. Mr. Bradley?

(No response) . |

Mr. DeArment. Mr. Mitchell?

(No response)

Mr. DeArment. Mr. Pryor?

Senator Boren. No by proxy.

"Mr. DeArment. Mr. Chairman?

The Chairman. What's the vote?

Mr. DeArment. Eight-seven.

The Chairman. Who has eight?

(Laughter)

The Chairman. No.

On this vote £he ayeé'are 8 and the nays are 8. The
amepdment is not agreed £o.

Now let's move onto the farmers' exemption. As I
understand, there is a 5,000 mile exemption now for férmeré.
And in addition, under one of the proposals, 96 percent of
all farm trucks are going to be exémpt-in_any event. Ié
that correct?

Mf. Graham. Yes, sir. Under all of the various
proposals that_are being considered‘eitﬁer on the House sidg
or on this side, the exemptions -- the heavy thicle use
tax only starts at 55,000 pounds. That combined with the

current 5,000 mile exemption under current law, as I understan(
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it, exempts somewhere in the neighborhood of 98 percent of

farm vehicles.
" The Chairman. I ask Mr. Barnhart if there is any
reason to increase it from 5,000 to 10,000?

Mr. Barnhart. We do not think so. And if you start

with the given of present law, the 1,900 use tax, we are

trying to get that reduced down to DOE 4600 or as others

would have it, down to five. That is already a substantial

‘reduction. And we believe that the farm vehicles are

adequately. taken care of.through the change in the use tax.

And to exémpt 98 percent of the vehicles frdm_that use

tax, we think, is being more than fair with the agricultﬁrai- o

interests.

. The Chairman. Anybédy want to vdfé on that prdpdsal?v
Mr. Barnﬁart. You are still talkiné about $30 million.
Senator Symmé., Mr. Chairman, I would like to speak-very

briefly on that and say.that what we are asking in this
amendment is tq.raise it frdﬁ 5,000 to 10,000. And I think
there is good reason for that. \

‘It's not a lot trucks. As near as I can estimate, we
are talking about maybe 15,000 trucks that would be affected
by this. They will bé paying a diesél differential én&&a&
so they are not goihg to'be going completely tax free. But
many of these trucks sit in the yard all yearlexcept they

haul wheat, say, to the'rail yvard. And because of railroad
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closures, we found after the 5,000 mile exemption that there

are a iot of people that have to drive a little further to
get to the place where they dump the wheat or the other
commodities that fhey are talking about hauling. And then
the rést of the year these trucks sit idle. It isn't a big’
thing. |

.The Chairman. But I will jpst say this: It was
2,500 and this commitfee raised it to 5,000. And I know

Senator Tribble is very interested in this and I don't

'quarrel with that.

But I think since that time we have in effect eliminated |

most ofvthése trucks. And even the witnesses who testified

to the 10,000 mile exemption, I think, in fairness didn't

-think they were going to get it.-

M:. Barnhart. Senator,'might.I ask‘é question? How
do you define agricultural vehicles? I think those are the
vehicles»that haul the wheat.from Kansas down to the Port
of Houston or the Vegetables from the Texas Valley on up.
into New York City. | .

The Chairman. No. I think of farmers is somebody going
from his férm to the city; not going half way across the |
country. That's éomﬁercial.

Mr. Graham. I think under the bill it's a farm
vehicle -4'itvwou1d be defined'by-how it is registered at the

state level.
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The Chairman. Is it necessary to vote oh this or can
we just voice vote?

All in favor say ayew.

(Chorus of ayes)

The Chairman. Opposed no.

fChOrus of nos)

The Chairman. The nos have it.

 Now let's move onto the piggyback.

Senaﬁor_Symms. Mr. Chairman, on tﬁaf iast vote is
there any objection to having a roll call on tﬁat? It's_such'
a small amount of money. I:think this committee"would do
well to at least think about it.

The Chairman. I don't object to having a roll call as

. long as it doesn't pass,

(Laughter)

The Chairman. I'm just trying to speed up the

'process because I know Senator Wallop has an intelligence

committee this afternoon. -

Senator Symms.' Lef's get onto Wallopfs amendment. We
can talk about it later.

‘The Chairman. Let's just vote on it. It won't take
but a minute. | |

Mr. DeArment. Mr. Packwood?

Senator Packwood. No.

Mr. DeArment. Mr. Roth?
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Senator Roth. No.

Mr. DeArment. Mr. Danforth?
(No response) |

Mr. DeArment. Mr. Chafee?
Senator Chafee. No.

Mr. DeArmént. Mr. Heinz?
Senator Heinz. No.

Mr. DeArment. Mr. Wallop?
Senator Wallopf Nof

Mr. DeArment. Mr. Durenﬁefger?ﬂ
Séhator Durenberger, Aye;A
Mrf DeArment. Mr. Armstrong?
Senator Armsfrong. Ayé.

Mr. DeAEment..erﬂ Syﬁms?
Senator Symms. _Aye.

Mr. DeArment; Mr..Grassley?,-
Senator Grassle&. Aye.

Mr. DeArment. -Mrﬂ Longé

(No responsei

Mr}~DeArment. Mr. Bentsen?
Senator Bentsen. No.

Mr, DeArment. Mr. Matsunaga?
Senator Matsunaga{ No.

Mr. DeArment. Mr. Moynihan?

Senator Moynihan. No.
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Senator Baucus.

Mr. DeArment.
Senator Boren.

Mr. DeArment.
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Mr. Baucus?

Aye.

Mr. Boren?

Aye.

Mr._Bradley?

Senator Bradley. No.

Mr. DeArment.

Mr. DeArment.

Mr. Mitchell?

(No response) .-

Mr. Pryor?

Senator Baucus. Aye by. proxy.

. Mr. DeArment. Mr. Chairman?

The Chairman. No.

Senator Bentsen. Mr. Chairman,~I'm going to haﬁe to

partiéﬁlar issue.
Senator Heinz.
Senator.Héinz.
Mr. DeArment.
Senator Heinz.
Mr. DeArment.
Senator Heinz.
The Chairman.

amendment is agreed

Now let's move

Senator Boren.

change my vote to present. I'm disqualified on this

Mr. Chairman, vote no.

Mr. Chairman, how am I recorded, please?

You are recorded no.
I vote yes.
You vote yes?

Yes.

" The ayes are 10, the nays are 7. The

to.
to the piggyback.

Mr. Chairman, this amendment is really
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virtually the same as the provision of Senate bill 1231,
which has beep co-sponsored by seven members of this
committee.
And it deals with a situation that was created last

year.‘>You will recall that when we passed the truck excise

tax we exempted the road-railer from that particular

pfovision under the theory that we were trying to seek
eqﬁity, and that those who use the roads should be those
that should pay the cost under this excise tax proposal.

And in doing so, I think we did the right thing as
far.as the road-railer isvconCernea because it is_nqt usgd
very\muéh of the time on the highway. I'think'we c#eatéd
an inequity by not providing the saﬁe co%eragé for_the,
piggyback trailer. |

And_I might just mention that the piggyﬁack trailer is
used the vast majority of the time on rail. It is not

economical to utilize it really on highways because the kinds

.of modificatiéns that have to be made to make it suitable

for use on rail flatbeds add over 1,300 pounds to the trailer.

This means that it is not able to carry the maximum 80,000
pound load limit.

And I'm told that if you figure the additional weight,

the additional cost of modifying the trailers, the

additional fuel costs that results if you were to attempt to
use these trailers on the road -- that has been a concern,
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would they be used on the road -- that even after the excise

I|. tax exemption it would cost an average of more than $500.00

per unit to operate them on the road. So the ideé that
anyone would shift their fleet over and call them piggyback
in order to ayoid the excise tag,'1>£hink, is'a red herring.

Clearly, no. sound busineSs_person would do-that. You
would be trading off a savings on thé excise tax compared
to the cost of a normal trailer with excise tax -- $l84;00.:
difference if this exgmption is gi&en. And you would bé
losing over $500;00 a year.

So I think We are dealing heré only with,the question
of equity and féirnesé. I might ‘'say that the DOT has»come
up with some rather puzzlipg estimates on fhe costs. |

'We have asked the American Asgociation of Railroads to
give'us -from their intermédal egquipment regisfer the nuﬁber
of units that we ﬁ;ve - piggybaék units."Theré were
140,000 in 1982; Thefe are 138;314 as of Mérch of 1984.
Projections in the'industiy are that there will be 13,000
more added potentially through the year 1987 to-revitalize‘
the current stock.

And if that were the case, if you were losing an excise

tax of about $l,400.00 per unit, you are lookiné, I think,-_

realistically at a cost on this particular amendment in the
néighborhood of $15 to $18 million a year.

I just think it's a matter of equity and fairness. We
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have created a competitive imbalance by recognizing that

the road-railer doesn't utilize the highway. We are trying
to put the cost on those who do. And I think that use of

the piggybaék is a very effective and efficient intermodal

- means of transportation, and something that we would be

encoﬁraging. SoI would urge the committee to consider it.

I know that Senator Matsqnaga and others, we had a
discussion of it. It was simply that it was an ovérsiéht
at the time and it was too late to brihg it up once we got
thévbill to the-fldor in that lame duck session beqauée,’:
the parlimentary situation prevented it.

Mr. Brockway. Senator Boren, on the assu@ptions ofuthe
growth that you were:discussing, we would haﬁe_equiValént
estimates of $84 million over the entire period, somewhere
between 15 and 20 a year.--

Senator Boren. - Fifteen to twénty million a year.

Mr. Brockway. =-- of the tax if you adbpted the
amendment. That's ndf aSsuming any switch-over, I gather.

Senator Boren. No;‘ |

Mr.. Brockway. As you pointed out, DOT has raised the
concern. And we don't know how to guantify,it. That would
be whether the cost of cbnversion and increased opefatiéqs
are such that pgople would start switching over to save the

roughly $1,400.00 in sales tax on the truck. We have not

factored that into the $84 million loss out of the trust. DOT
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| 1 might want to speak to that issue.
2 f éenator Boren. I'm told thét there is a significant
3 cost t;.Ahat adds something like $l,100.00 to $1,200.00 to the
4 cdst.
5 _ 1f you-had the $1,100.00 or $1,200.00 to avoid $184.00
6 in tax --
A7 . Mr;'Bfockway. I think the tax is roughly about

g | $1,400.00.

9 | , Senato: Boren. The taxiis $l,409.00. So. if you are

10 goihg to.spend:$l,200.00 to avoid $1,400.00 in téx;_and then‘
1 you figure beééuse of youf increased weight your‘added fuel
12 éost, yourladded inability ;d_carry that 80,000.pounds,rypd 

'13 ~are going to lose money doing that. I just don't think that

éé; : | i4- that wiil be a significant factor. So I think we Qould.be
15 in\the $15 to-$20 million a year cost range on this.
16 The Chairman. _Could‘we get views from the DOT?
17 Mr. Barnhart. I'm sorry, sir.
18 The Chairman. I just want to ggt.your views on this
19 amendment.
20 Mr. Barnhart. We are opposed to it. . We do not know
.2i what kind of diversion would be created by getting a credit
. '22 and making money through that'conve;sioﬁ.‘ We are very much
o 23 Qpposed to this type of thing.
” And I Would pdintAQut that there is absolutely no
( ) ' 25 comparison between a piggyback and a road-railer. You just
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caqit compare those two items and call them competitive.
Senator Borgn. They don't look the same, but the
point of equity -- |
Mr. Barnhart. They don't cost anywhere near the same.
Senator Boren. The point of equity is how much_they
use the roéds. And after all we are imposing vehicles to

pay for highway deterioration based upon their use of the -

Senator Symms. Mr. Chairman, I think it should be

pointed out also -- I know the Department has concerns over

it, but -one of thé things that this might do would be to

allbw for more rail and piggyback use which would, 4in effect,15 

keep down the number of bigvtrucks on the highway slightly,_
I mean that is a side fringe benefit that isn't noted here.

That'!s one thing.

And the other thing is that the tractors that pull these |

trailers around in the points of destination, and the average.

trailer was only used 2,400 miles, I believe, in some of

the informatioﬁ that I saw -- that the tractors that pull thes
around will be licensed and will be paying their nOrmal |
highway fee. So.it isn't a big issue as I seé it. And_it
isn't going to cost near the money that DOT and.ireashry are
talking about. |

Senatof Packwood. Further discussion?

Senator Matsunaga. As I understand, the DOT
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recommended an excise tax exemption in the 97th Congress.

Are you now changing your position?

Mr. Barnhart. No, we did not recommend an exemption,
sir.

Senator Matsunaga. I thought --

Mr. Kang. It waé mentioned in the cost allocation

report to Congress, and was mentioned in the context that

‘'were you to try to establish a distance based tax, it could

make sense to eliminate a lot of the excise taxes, like the.
tax on piggyback trailers, and, in fact, manufacture taxes:
in total, and to go to something like a weigh-distahce tax.

The piggyback trailer was used as an example, but iﬁ was

" not recommended to eliminate the fees on piggyback ttailers.

Senator Matsunaga. Well, I must be under the
misimpression that you had, in fact, recommended it.

Now tﬁe imposition of the full excise tax on piggyback
trailers while exempting road-railers appears to be
inequitable. What is your view on that?

Mr. Barnhart. Our vieW is that there is limited uéage
of road-railers. They run six times the pricerf_a regular
pigngéck. We don't think that that is a comparable .
situation at all. It is extremely limited use, highwéy.»
use, on a road-railer. Extremely limitéd.

Senator Métsunaga. The lést time we took this matter

up we thought it was an oversight in not treating piggyback
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trailers on an equal term with road-railers.

Mr. Barnhart. From the Department of Transportation's
viewpoint, it was no oversight. It was deliberate.

Thé Chairman. Where do they use road-railers for?

Mr. Barnhart. Up in tﬁe northeast>in the concentrated
areas.

‘Mr. Kang. A few limited places as in thé New York
corridor where they are in use. A couple are just:
demonstration areas. They cést about six times as much. The
weight on them is éXCessive for the years that-is used on
the rails.,_They are not competitive. I think the question
would be.whether you fhink‘becauSe road-railers get it
the others ought'tb §et it; .But it'é not'a-case'of‘
competition. It's not with_theqtax.removed you would be
selling more pignghCKS'Visfa—Vis road—raiiers; They -are
not COmpéfitive typés of vehicles. Not at_a;l,

And the tax would have been rather largeroﬁbthe
road-railer trailer. You.would have been talking about an
$8,000.00 tax; I think that was the major driving point
on the road-railer. Also very limited ﬁse?

Senator Boren. Mr. Chairman, I don't quarrel at all

' with the road-railer situation. I think that it's proper.

And as I understand it, it's due to the fact that in certain
areas of the country where they are used that the height of

tunnels and so on requires them to do this. 1In other parts
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of the country, from the point of view of efficiency they

felt that the piggybacks wére the way to go. They do spend,
as I say, extra money -- $1,200.00 or so -- converting them.
They are no£ the same of trailers they would build if they
were going to build them for fuel efficiengy and hauling
maximum loads on the highway.

Individual studies, seiected studies, have indiéated

thét they are ohly running on the highways something in the

neighborhood of 2;000 miles a year out of 80,000'milesiof '

a normal truck trailer. And it simply would not be in their

economic benefit, if they are payiﬁg the tax -- if you

levy'theAexcise tax on them, they are simply no longer going

to have-the same kind of economic feasibility.

So I tﬁink you have a_buii£ in protection against
them switching. It wouldn't pay off for them to do it; And
we are trying, I thought, to put the tax on those that>are
utiliziné the highwéy. It is a user fee. These things are
utilizing the faiifoads.

Thé-Chéirman. What is the revenue impact ofAthis
amendment?

Mr. Brockway. Senator, it's $84 million out of the

trust fund, assuming there isn't any conversion. And then -—-

Senator Symms. Over five years.
Mr. Brockway. Over the five year period. And then

it's a question of how much conversion there would be.
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Trailers into these piggybacks. And it's a question of how
muéh additional that will cost you. You could comparé the
tax savings. We are not able to quantify that. Senator
Boren believes it will not be significant.

Senator Symms. Mr. Chairman,-; don't think there is
going to be a conversion. It's just economically not
feasible to conveft.

However, the point that needs to be made hefe»is that-
if they are not used‘on the highway much then this excise
tax is all we are talking about changing. By changing the
heavy use tax, which we are about to do, which I do think

the committee ‘and the Congress are going to do, the diesél

differential makes up for part of this'problém; So I would

almost question whether it would even cost the $84_millionv4
wﬁen’you_gét itlall said and done.l

Thevnumbérs of piggybacks has actually gone down in
the last two year period.

Mr. Brockway. Senator-Symms, these beople will save'
the money from going to'a diesel differenﬁial if they aren't
dri&ing that much. And they will cgrtainly save the truck
tax if you reduce that. But this is a sales tax on the sale
of the trqck. .So_these trucks will save the $1,400.00 g
regardless of whether you have savings elsewhere because --

Senator Symms. When i talked to the automobile people

and so forth they say one of the complaints that I get from
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the other side of this equation is that the trucks are

 crowding out the ‘cars on the highway. And this is one way

to encourage people-to but the trucks on the train and haul
them across the country. It cuts both ways.

I just think that in terms of equity, I just don't see
what;thé big problem is. And I dbﬁbt if it wili épst the
$84 million.

Mr. Brockway. I think even the industry would agree
that the $84 million —— that's the first order of fact on’
the ievel‘of piggybacks that thgy éré using no&, if #hey
give up the $1,4oo.60 a truék.

DOT feels that it would be mdre on the‘ordef of A
possibly $500 million becéuse theif épalysis.indicates that
it could be.if all these trailers were to switch over..

Well, I don't know where you get some place in that

range, whether it's the $15 to $20 million a year on the

"~ current levels or up to $100 million if people started to

switch over. But we are just talking about the séles tax.
Senator Boren. We understand the'argqments. I don't
think.we are in full agreemeﬂt on the figures. We migﬁt_as
well just vote.
Mr. Peariman. Mf. Chairman, I wonder if weHCOuld
simply ask if Senator Boren would consider —- if this
amendment ié adopted by the committee —-- to increase the

ability of the Internal Revenue Service to police this

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




10

1

13

j4 .

15

16

17

18

19
20

21

22

23

24

25

12

121

thing.

Senato; Boren. Yes. In fact, I would suggest, Mr.
Chairman, that we authorize the Secretary to require
certification and the placement of decals on these
piggybacks or some suéh mechanism as that that would allow.
for more effective auditing of --

Mr.'Barnhaft. unld that apply only to new vehicles
or resale? Would that be éonstrained?

Mr. Pearlman. No. I think.we would need to do it in
both cases.

.Senator Boren. Do it to both. The existing and the

new. That would be perfectly satisfactory to me.

The Chairman. Well, is there any wéy to put a cap on
this so all these concerns that have. been expressed aren't
going to happen?

Senator Boren. You mean SO many years Or a revenue

cap?

Senator Wailop. Put an odometer or —-

SenatorXBoren. I was going to say, Mr. Chairman, what
might be possible -- ana I think this would be helpful.

It costs another $50.00 or $60.00 to do it to’ the company.
But I think -- what do they call it -- a hodometer or

whatever they put on the trailer itself that shows the

~actual mileage. And again this would be a way. Actual

miléage travel on the highway. This would be a backup method
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that could be used in terms of auditing to show that this

in fact is not being --

Mr. Brockway. Senator, that might be very difficult.
The sales tax right now on all the trucks and truck parts is
not termed on usage. In éther words, othefwise even if you
just d;ive it 5,000 miles, you still have to pay the sales

tax. That's up front. It would be very difficult

administratively.

But we could do sométhing liké look =-- if 90u‘are
correct that these aré less fuel efficient and they cost
more, we could have a partial exemption to try and put them
into the equivaient situatipn to where a regulér - |

Senator Boren. Well, I think we are getting into too
much compliqation on ;haﬁ, Mr. Chairman.

‘Senator Symms. Will the Senator yield on a point right
here? One thing I tﬁink is being missed is that a piggy-
back trailer weighs about 1,200 or 1,300 pounds more than
regular over the road trailer of the saﬁe size. That in
itself -- you don't need any kind of enforcement. Who is
going to go buy a rig to haul over the road --

Mr. Brockway. Senator, the $84 million that we are
assuming assumeé that no increased acquiéitions of piggy-
backs above and beyond right now. DOT has suggested that
there could be more.

Senator Symms. You are making the suggestion that
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people are going to take piggybacks and run them over the

road. That's just not --

Mr. Brockway. Mr. Chairman, the tax doesn't -- you
dont' need io drive it one mile. This is just a sales tax.
So if you could just buy it and leéve it in the éarage, you
would still have-thé'same tax. | |

Senator Symms. Well, if ﬁheyAdon'tArun it on the

highway, we believe in users fees and we don't need to tax

- that.

Mr. Brockwéy. Mf..Chairman,_that;is the way ai1 the
truck taXeS‘wérk right now. N

Senator quen.~ I wasn't'suggesting~that wé;gét into
some complex‘mileage problem. We will get into so much.
complication it will be unWbrkéblg; But I tﬁink it WOuid
be helpful because the committee'couid alwaYS revisit this
issue in another year or two if we found that there'wag
abuse of it. . |

I'm thinking of improving the opportﬁnity for:the
department and the IRS to monitor it. And while it would
cost the pebple a little bit to put on a hodometer, I think
that both giving the Secretary the right to require
certification and a deéal, and then going the extra milé;
so to speak, of saying putting 6n a hodometer,.requirinq
that so that it could be monitored, then the DOT could

actually come back to the IRS and monitor it.
(CONTINUED ON NEXT PAGE)
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i And say we find that they are running these things
20,000 miles, I just think that might be a good backup.
protection for us. We could always revisit it later. I
think I am right, but if I prove to be wrong, I am in
essence suggesting that the department here have the
mechanism of being able to prove me wrong, if that is the
casé, by looking at the actual mileage.

The Chairman. As I undepstand, that last vote on the
farm exemption, that is $i25 miliion out of tﬁé trustA‘
fund, .and nqbody even wanted that amehdment, but we_got it
anyway. |

This is another $84 million out of the trust fund.

.There is another amendment.coming along that is $50 or $60.

million out of the trust fund.

Mr. Brockway. Senator, the farm is only about $30

"million.

The Chairman. A year?

Mr. Brockway. My assumption is that we are just déaling
with agricultural vehicles -

The Chairman. $125 in the handéut from DOT.

Mr. Barnhart. That was all. If you restricted it

only to agriculture, then you might-- My assumption is -

that this is limited to agricultufal vehicles used only in
agriculture, not the cross-country transportation, or

anything like that.
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The Chairman. What other vehicles have very limited

use on the highway? And what are we going to db -- log
trucks and what others?

What are we getting ready to open up here?

Mr. Barnhart; all kinds of construction activities --
mining activities, coal activities. You get all kindé of
things that are certainly not pétentially'not a highway
vehicle iﬁ the usual sense.ofVc;oés—countries.

Senatér, élso, just to repeat this pdint.  Right'nbw,
even if you used a Véhicle less than 5,000 miles, youlwill

be exempt from the use tax, but'you still have. to pay the

'sales tax, which is what we are talking about here.

The sales tax ocqurs whéﬁ.you bﬁy the vehiclé, but is
not determined on how much You use the thicle. And
historicaliy and righf now, even if you have tﬂe exemption
from the use tax, you étill -—- when you buy this vehicle
that can be ﬁsed_on the highways -- have to pay the 12
percent sales tax.

The Chairmaﬁ. Why not jﬁst exempt them from haif the
tax? |

Mr. Brockway. That would be possible to administer
that. It would be very difficult to administerranything
that turned on mileage because the tax doe; not felate to
mileage. | |

Senator Boren. I would like to just go ahead and get
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a vote on the amendment as I have suggested it. I am willing
-— in fact, I do request -- to modify it in terms of ¢iving
the Secretary certification authority with a decal plus the
requirement of an odometer so that we can-revisit this
issue if we find that I am wrong.

.But people are spending money to-modify them. I havé
already gone over tﬁé.figures in terms of why I don't think
there.is going to be ény change toAéécape the tax}'and so

I do modify my amendment to include those two additional -

.things..

- Just ask for a vote on it, ana we can simply décide.

I think we all understand the issue.

The Chairman. Let's vote. The clerk will call tﬁeArolil

Mr. DeArment. Mr. Packwood?
Senator Packwood. Ayve.

Mr. DeArment. Mr. Roth?
Senator Roth. No. 

Mr. DeArment. -Mr. banforth?
Senator Danforth. No.

Mr. DeArment. Mr. Chafee?
Senator Chafee. No.

Mr. DeArment. Mr. Heinz?
Senator Heinz. (No response)
Mr. DeArment. Mr. Wallop?

Senator Wallop. Aye.
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Mr. DeArment. Mr. Durenbergér?
Senator Durenberger. Aye.

Mr. DeArment. Mrf Armstrong?
Senator Armstrong. (No response)
Mr. DeArment. Mrf Symms ?
Senator SYmms. Aye.

Mr. DeArment. Mr. Grassley?
Senator Grassley. Aye. |
Mr._DeArment. Mr.hipng?A
Senator Long. (No reéponse)

Mr. DeArment. Mr...Béntsen?.

Senator Bentsen. . (No response)

Mr. DeArment. Mr. Matsunaga?

Senétor-Matsunaga; Aye.

Mr. DeArment. Mr. Moynihan?

Senator Moynihan. (No response)

Mr. DeArment. Mr. Baucus?

Senator Baucus. Ayé by proxy (Mr; Boren)
Mr. DeArment. Mr. Boren?

Senator Boren. Ayé. |

Mr. DeArment. Mr. Bradley?

Senator Bradley. (No response)

Mr. DeArment. Mr. Mitchell?

Senator Mitchell. Aye by proxy (Mr. Boren)

Mr. DeArment. Mr. Pryor?
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Senator Pryor. Aye by proxy (Mr. Boren)
Mr. DeArment. Mr. Chairman?
Tﬁe Chairman. No.
The ayes are‘li, the nays are 4. The amendment is
agreed to.‘

Néw, let's add up the losses so far. We may ha?e to
rggroup; We may not be able to take up any basic --

~ Mr. Brockway, It is about $115 short on the two

~

amendments —é the agricultural amendment and the piggyback

amendment.

Tﬁe Chairmanf Are fhere other amendments before we
get to the baéi@vamendment?

Mr. Brockway. The DOT points out also that wheré

you previoule‘decided on gasohol, it réduces the trust

fund $380 million by that one cent that you agreed to

before.

'The-Chairmén. Right, but that was understood.

Senato: Symmé. Mr. Chairman, I want to raise one more
issue that is estimatea by me to coét about $7.5 million
total, about $2 to $3 million a year, and that isAthat.
logging trucks,run_abouﬁ 40 to 50,000 miles a year while
long-haul truckers fdn many more miles;‘as we know, and
they run empty back from the mill. And they normally only
run about 120 to 160 days a year, and a lot of that is on

tributary roads which are not in the Federal aid highway
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syqtem.
Now, what I am suggesting we do is give them.é— if a
logging truck is under those categories _-. that we repeal

50 percent of the use tax.r So, it would just cut it in
half for logging trucks, and that would haﬁe to be verified
by the State. And I might méntion that the amendment we
took on the agriculture exemption that they-have to be
granted. that by the State or they pay the full Fédéral_

use tax. | " |

Senator Packwood. Mr. Chairman?

The Chairman. Séhator Packwood?

'-Senétor Packwdod; 'Iawould speak in favor of th¢
amendmént. I believe you can see éhat figure ybu used-ié
total mileage a year, of which a fair portion is_on’priﬁate
roads. |

Senator Symms. Tﬁat is correct.

Senator Packwood. Built by the logging companies..
And-sé, you have got them on public roads, Qery limited.
Too, none of it is long haul. I doubt if anybody héré has
ever seen a log truck in the east; You. don't haul loés
across the country by'tfuck. You haul them short haul.!
You seldom haul them oh, more than -- dépeﬁding upon tﬁe
market -- 100 or 110 miles to the mill.

Senator Symms. And incidentally, they pay a big rubbér

tax, and they are not getting exempted from that. We are
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noE“suggesting that, but they wear those tires out in about
25,000 miles where overjthe—road trucks wear them out in
100 and 150,00 mikeé, so there is a big difference in the
amount of rubber tax that they pay.

Senator Packwood. A vote, Mr. Chairman?

Mr. Broékway; Mr. Chairman, we are estimating that
it is about $39 million on this -- ﬁore'like $7 million
a year. |

~Senator~Packwood. Séyvthat again.

Mr. Brockwayf_ More-like $7 million_a year.

‘Senator Packwoodi .Where do you get your figﬁres?
I had>$5 million.

Senator Symms. I have got a figure that is 21,000

trucks over 55,000 pounds that are diesel that would:

possibly qualify if the State apprdved them, so I don't
see how you could come up with that much moﬁey.

Why don't‘yoﬁ run those numbers.again?

Mr. Broqkway.: We are looking at something like $7
miilion é-year.

Senator Symms. That is if it is $300.00.

Mr. Brockwayﬁ ¥esﬁ

.>Senator Symms. Okay.. So, if this-committee adOpté a

$500 use tax, as Senator Wallop has- suggested, it will be
only $250.00, so it would be a little less.

Mr. Brockway. That would be correct.
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Senator Symms. Okay.
Mr. Barnhart. Might I ask-what will be done for the
coal mining interests or other interests that might be in
the same category; beyond‘logging trucks? I am sure we
have got a lot of trucks in Ohio and West Virginia'that
get into the mining of coal --

Senator Symms. We are supposing that —-

Mr. Barnhart. Oh, I see. There is no one here from
West Virginia. I am sorry.

(Laﬁghter)

'The Chairman. Cbuld'somébody quick;y fefunvwhat the
present status of thié amendment is?

VMr; Brockway.  This wéhld provide the logging_trﬁcks
would pay'only half the use tax and be.roughly $39 millioh;

The Chairhan. A vear?

Mr. Bfockway. In the aggregate total, That ié through
1988_if you adopt it, éﬁd that is'aSsumiﬁg a $600 use tax.

Senator Packwood. Mr, Chairman, that is only fair.
The log trﬁcks per force oniy run half full. This.is a
truck ybu cannot -- I mean, they-run full, but half the
time you cannot load it-upvwifh anything else going(back;
It goes back as an empty truck. |

The Chairman. This isn't going to apply to all trucks .
that go back empty is it?

Mr. Barnhart. No. Tank trucks and so forth?
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The: Chairman. Well, a lot of trucks -- Why don't

we just vote?

Mr. DeArment. Mr. Packwood?
Senator Packwood. Aye.

Mr. DeArment. Mr. Roth?
Senator Roth. No.

Mr. DgArment. Mr. Danforth?
Senator Danforth. No.

Mr. DeArment. Mr. Chafee?

Senator Chafee. No by proxy (The Chairman)

A Mr. DeArment. Mr. Heinz?

Senath Heinz. (No fesponse)
Mr. DeArment. Mr. Wallqb?
Senator Wallop. Afe.

Mr. DeArment. Mr; Durenberger?
Senator Durenberger. Aye.

Mr. DeArment. Mr. Armstrong?

-Senator Armstrong. Aye.

Mr. DeArment. Mr. Symms?

Senator Symms. Aye.

Mr.. DeArment. Mr. Grassley?
Senator Grassley. Ayé;

Mr. DeArment. Mr. Long?
Senator Long. (No response)

Mr. DeArment. Mr. Bentsen?
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Senator Bentsen. (No response)
Mr.‘DeArment. ~Mr. Matsunaéa?
Senator Matsunaga. Avye.

Mr. DeArment. Mr. Moynihan?
Senator Moynihan. (No response)
Mr. DéArment. Mr. Baucus?

-~ Senator Baucus. Aye by proxy (Mr. Boren)
Mr. DeArmeﬁt. ,Mr; Boren? |
Senatér_Boren. Aye.

Mr. DeArmeﬁt.' Mr. Bradley?

Senator Bfadleyf No._
Mr. DeArment. Mr. Mifchell?
Senator Mitchell. Aye.

" Mr. DeArment. Mr. Pryor?
Senator Pryor. Aye;'

Mr. DeArment. Mr. Chairman?
The Chéirman. No.

The ayes are 10, the nays are 6. The amendment is

'agreed to.

Now{.Senator Matsunaga, I thihk, has an amendment.

We are going to have a problem here. We are lbsing
a lot of people, buf>go ahead and take it'up.

Senator Matsunaga: This would, I think, save time if
we just amended the existing law --

The Chairman. I think DOT is opposed. This is a
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taxicab amendment.

Mr. Barnhart. W¢ have been opposed tp that. Yes, sir.

The Chairman. This is the amendment, I think, that
Senator Matsundga and Senator Moynihaﬁ offered before.

The revenue loss is‘nét that sqbstantial, but --

Senator Matsunaga} Presently, as yoﬁ know, the taxicabs
ére getting only 4 ceﬁts ekemption whereas-other vehicles
used for the samé purposes can providé:public transportation
and get 9 cents.

' Acﬁually, if you will note!in the memo passed out,

DOT opposes it on theAgrounds‘that_taxiCabsImake e#tensive
use of the federal aid highway‘system énd'should pay théir
fair-shafé of thevcost. Taxicabs afe‘primarily used for
intracity.traﬁsportation-and do not usé the.Federal aia
highway system.

That is a known faét, but the argument is made that
they use the Federal highway system, and if they were to

even use the Federal aid highway system, if they should

pay their fair share of the cost, it would mean paying

much less because even if they do use, it is a very little
use that they make 6f the Federal highway system.

It is primarilyAihtracity transpértation, and the
nonprofit educational institutions get 9 cents pér gallon
exemption. Farming use 9 cents. Off;highway business use

9 cents. And certain aircraft, museums get 9 cents. State
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and Government —-- local governments -- 9 cents. And so on.

So, it is a case of equity -- on the basis of equity
- that I intréduced the bill,'proViding for a 9 éents per
gallon fuel hax exemption fof taxicabs.

This would result in only about $13 million per year,
or about $50 million throggh 1988. That is including the
4 cents they are already exempted from.

Mr. Barnhart. Senator, you cduldn;t Qet to the airport
without_gping on a Federal aid system-in.just abqut any
community. We have the urban systgﬁ. We have the primary
system as well as the interstate system, and there is né
Qay taxicabs'do-not'use the Federal aid sYStem.'

‘Senator Matsunaga. I grant that. I saia the primary
use of it is intracity.

Mr. Barnhart. And that.comes under the heading of our
urban-progfam -~ of ouf urban system.

Mr. Brockway. Senator Matsunaga, are you suggesting
--— I am étillvconfused with the situation -- the extension
of the 4 cents or an exemption of the full 9 cents?.

| Sénator Matsunaga. The 4 cents exemption expires in
September of this year.
Mr. Brockway. Yes, sir. That is-correct.

Senator Matsunaga. _And I would be wiilihg to abandon

my .9 cents per géllon exemption if we would extend for

an additional year the 4 cents exemption because DOT was
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supposed to have made some study. Has DOT come up with that

‘study yet?

Mr. Barnhart. I believe it‘is a Treasury study, not
a DOT study.
The Chairman. As I understand, DOT is opposed to the
amendment?
Mr. B;rnhart. Yes, sir.
The Chairman. ' Is there any justification —-—
Senator Matsunagé. That is the 9 cents amendment you
are opposed to?
Mr. Barhhart. .I think.we‘are opposed to any -- even
théﬂcéntinuationp as wéll-éé an e*teﬁsion.
‘We just don't see how it is.justified, sir.
Senator_Matsunaga. The proposalAbefbre you now is the
9 cents -- increasing to 9 cents. That is thé oné you
oppose?
'Mr. Barnhart. That is right.
Senator Matsunaga. And the 4 cents is now before us.
Right now. |
The Chairman. Are you proposing 4 cents?
Senator Matsunaga. No, I am proposingAé ceﬁts.
The Chairman. Oh. That is what the vote is'on -—- 9
cénts, which woﬁld exempt taxis?
- Senator Matsunaga. Increase from 4 cents to 9 cents.

Mr. Brockway. Is this to go with a 9 cent exemption
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through the trust fund period?
Senator Matsunagé. ﬁo. That would be --
; Mr..Brockway. dr is it extehding it for one more year
and then increasing the exemption to 9 cents?
Senator Matsunaga. That is correct.
Mr. Brockway.: Okay. |
The Chairman. Is there a revenue estimété here?

Mr. Brockwéy, At 9 cents for one year, it would be

about $10 million for that one Yeér; roughly.

The Chairman. Let's just vote on it. I don't see any

reason-wexneed'to add this onto the paqkage, but it may be
addedAanYway, i | |
Mr; DeAfment; Mr..Packwood?

Senator Packwood. No.
' Mr;'DeArﬁent. Mr. Roth?

Senator Roth. 4No.

Mr. DeArmen@. Mr. Danfprth?

Senator Daﬁforth. No;

Mr. DeArment. Mr. Chafee?

Senator Chafee. No by proxy (Mr. Roth).
Mr. DeArment. Mr. Heinz?

Senator Heinz. (No response)

Mr. DeArment. Mr. Wallop?

Senator Wallop. No.

Mr. DeArment. Mr. Durenberger?
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Senator Durenbérger. Aye.
Mr. DeArment. Mr. Armstrong?
Senator Armstrong. No.

Mr. DeArment. Mr. Symms?
Senator Symms. No.

Mr. DeArment. Mr. Grassley?

Senator Grassley. No.

-Mr. DeArment. Mr. Long?

SenatorlLong. (No ;esponse)

Mr. DeArment; Mr. Bentsep?
Senator Bentsen. (No response)
Mr. DeArment. Mr. Matsuﬁaga?
Senator Matéuﬁaga. Aye.

Mr. DeArment. 'Mr;_Moynihan?
Senator Moynihan. Aye byvproxy'(Mf. Matsunaga)
Mr. DeArment. Mr. Baucus?
Senator Baucus. (Nb'response)
Mr. DeArﬁent. Mr. Boreﬁ?
Senator Boren.- (No response)
Mr. DéArment. Mr. Bradley?
Senatof Bfadley. No.

Mr. DeArment. Mr. Mitchell?
Senator Mitchell. (No response)
Mr. DeArment. Mr. Pryor?

Senator Pryor. (No response)
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Mr. DeArment. Mr. Chairman?

The Chairman. No.

On this vote the nays are 11, the yeas are 3.

Senator Bradley. Mr. Chairman, it is after 1:00. We
have tw§ conferences going on now; I wondered is there
any way.that we could put this over because I would like
to get it over, but aﬁ the same time, I would like to have.
a chance to hear Qhat the arguments are --

Tﬁe Chairman. With Senatof Wallop, we are trying to
accommodate his schedule -- he is the only oné on'the,
Intelligence Committeé —— but I don't see ho& we can.
Tﬁere are énly two heré on the bemocfatic side and some
have indicated concern'that we were getting to the baéic
amendment.

Could you make a 4:00.;— is that possible?

Senator Wallop. Mr. Chairman, the meeting is scheduled.
to go from 2:00 to 5:00. It is possible at 4:30, but it
is pretty hard to cut a whole hour off of a three-hour
meeting.

You know I have been here since you have, and I am
trying to do it.

The Chairman. I‘know that.

Senator Wallop. I would be happy to go through it. It
is not going to take me long.

The Chairman. I think Senator Bentsen and a couple of
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others indicated that they wanted to be present when we got

into this area.

Senator Bradiey. Mr. Chairman, what are we doing
tomorrow mornipg? |

The Chairman. Téﬁorrow morning? I hope nothing. I
would rather wind it up this afternoon. that aboﬁt 4:307
We are.all‘géingvto be around this afternoon anyway, I have
a feeling, until late evening.

Senator Wallop. Mr. Chairman, I have a problem theré,
too, because I forgot that we have that 3;00 vote_which'is
going to take some time_out of the middle of my héa?ing.

TheVChaifman. 5:00? . | |

Senator Wallop. 5:00.

The Chairman. All right. Lét's coﬁe back. -I think
I wouldvrathef'compléte it today so we coﬁld,start #hisﬁ
drafting process. If not, we are going td be -- tomorrow
will be gone. And also, so we can stop.any additional
amendments from coming in Qvernight.

Now, I understand, befo;e we adjourn, that Senator
Danforth has raised a question which we have to get staff
together on. Jack? |

Senator Dénforth. Thank you, Mr. Chairman.

Mr. Chairman, one of the noncontroversial items that
the staff had agreed to related to Section 6166, and the

deferral of the State tax payments, and Senator Bentsen
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offered an amendment to that provision,.and thecost of the

‘amendment was $103 million over the three—yeaf period of

time.
- In order to pay for his liberaliéation of the provision

that the staff agreed to, he p:oposed two items -- one of
which was_that only a Stéte'tax actually generated'by an
interest ip a closely held business intefest could be paid.
in installments.‘ |

For example, to the extent that the business interest
were passed tax—free to a SurViVing spouse, no deferral
wouid be available,

It turns out that_this-seéond way of paying forvit

that Senator Bentsen proposed would cause great hardship

to particularly farmers and 6wners of closely held

buéinesSes that want to pass their businesses'onto their
families.

And I understand‘that Tréasuryiwouldibe agreeable to
deleting éhis seéond sﬁep from Senator Bentsen's proposai,
aﬁd I-wonder if we could agree to it also.

The Chairman. Senator Béntsen isn't here, but do you
know whether or not Senator Bentsen has any bbjection-to
that? |

Mr. Brockway. I don't know. Thatwwould be a $30
million item.

The Chairman. Okayf I have been advised by staff that
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he_@as no objection, so let's make that. And Treasury has
no obbjection. Is that correct?
| -Mr.‘Pea;lman.A That is corregt.

'Théscﬁéirman. All right. I think that was an error,
and we regret that.

Seﬁator Danfbfth. Thank you, Mr. Chairman.

Tﬁe Chairman. Can we,getla quick-- I would hope thét
the_votes'have been téken we can éonsidef as final so we
don't spend a lot of time with the lobbyistsvand staff
running arqund.changing votes between now and 5:00.

Could we recép the voting? As I understand, the

‘gasohol amendment is tied 9 to 9, so it was defeated.

What about the farmers homé?
_ M;T_DeArment-"Mr.fChairman, tﬁat also ié losing 6n
a tie voteﬁ | |
" The Chaifman. ‘All right. Then, the other two were
adépted —-— the log~rolling amendment andrthe ~--— both
iog—rolling_amendments —- fhe piggyback énd iog amendments .
And the taxicab.amendment was defeated.
Now, as I undérstand, all we have left then is_the
basic amendment.
Mr. Brockway. The only thing that would be left-would
be the heavy vehicle use tax.
The Chairman. Okay. Without objection, let's consider

the votes final. Let's come back at 5:00 and finish this
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bill. Treasury?

Mr. Pearlman. Mr. Chairman, I just wanted_to mention
we have a small technical matter that we have brought to
the staff's attention in connection with the gasohol one.

The Chairman. I think also that Senator Armstrong
had a technical matter that I called to ybur attention.

Mr. Pearlman. Yes.

The Chairman. Was there ahy problem with that technical

matter?

_Mr. Pearlman. As far as we are concernéd,'tﬁefe is
not.

The Chairman. As I understand,-it‘doesn't need.an'
amendment.

Mr. Graham. I also think that Mr. Mitchell has a
te;hnical concerning a étudy.

The Chairman. All rightﬂ-ALetﬁs take care of fhat;

Senator Matsunaga. Mr. Chairman; at 5:00 I would like
to bring up one technical matter relative to arbitrate the
restrictions which were extended to taxicabs.

The Chairman.. I think Sehatof Mitchell wants a étudyt
Is that correct?

Mr. Graham. Yes, sir. Thét is correct.

The Chairmén. I had iﬁdicated to him that we would
do that, so unless thefe is some objection, we don't have

a quorum, but we can put that down.
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What about Senator Armstrong's? Has Treasury looked

at Senator Armstrong's --

Mr. Pearlman. Yes. We have looked é£ Senator
Armstrong'sJ and we would haVve no problem with it.

The Chairman._HDpes it require an amendment?

Mr. Pearlman. We think we could deal with it without
an amenémept.

The Chairmén;_ Okay. Then, Senator Mitchéll has
already spbkén to me aﬁout the‘study, and we will inﬁlude
that.

Let's come back and 5:00 and deal With thé basic
amendment.

(Whereupon, at 1:12 p.m., the hearing was recessed.)
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