OFFICIAL TRANSCRIPT

g

COMMITTEE ON FINANCE

UNITED STATES SENATE

EXECUTIVE SESSION

Wednesday, September 24, 1980

Washington, D. C.

ALDERSON / —, REPORTING
N

400 Vizginia Ave., S.W. Washing=zsn, D. C. 20024



10

1

12

13

14

15

16

17

18

19

20

21

24

25

raise. “h=n ths

offesred -y Zenator

Unenplovient Ccrmpsnsation

Z¥YECUTIVE SESSION
WEDNESDAY, SIZPTEYRER 24, 1020

United States Senate,
Committee on Finance, . |
washington, D. C.

The committes met, pursuant to czll, at 10:25 a.m., in

2221 Dirksen Senates $rffics 2uilding, the Hon. Russell
ng (chzirman o the comrnittee) presidinge.
Fr2sent: S2nators Long, Talmadage, ¥ibicorf, EByrd,

Bentsen, iatsunaga, Moynihan, Zaucus, Sradley, Dole,
Packwoo?, Roth, Danfor+h, Chafes=, Heinz, WwWallop, and

Durenberger.

The Chzirman. Let's call this cormittse neeting to

¥r. St=rn. Yr. Chairnman, T have ore matter T wanted to

RSy

M

G07, a S*ate
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Ex]
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ct
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ct
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oy

unemployment loan Dill, it acpreved a serics of amendments
s Zcren relating to saviags under the

"
a]
o]
{0
Ix]
%)
el
.

f these provisions have heen sent

3
D
+
>
(@]
(o]

iznce that +im
rresident in =znothar rRill. SC tne staff would simply

st delzting them from +this bill.

)

ha Chairman, Poec evervbody understand that?
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Those are two ¢

been enactei, sc we

it}
w
[

nave

re

since they

®ithout otbjecti
Tell us zbout t
Senator Roth.
because I have to go
few minutes.

I would like to
we 3are in the clcsin
our post-elsction e
neither the Senator

opposrtunity to work

which was almost una
Committee.

Let ou
sincere

3

Senate, and Ccngress

that we may
up as ther=
floor.

fe

It i=s my own

issue -- Csul?2 I he
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off frorm
~— - Py Sy amy

rovisicns that we voted on. They have
ougit to stirip from the »iil we have,
ady become law.

Ccn, acgreed.

he exriring provisions, ¥r. Sharpiro.

Chairman, if I ceculd interrupt

W%
K‘:r.

down to the Department of Conmmerce in a

‘raise the issue of our tax cut ‘because

¢ days at least until

that

Y

very ccnrncerned

eting,
nor the House is gzing tc have the

will on the tzx cut legislation

7 -
its

nimously adopted by the Finance

real

o)

t by saring that I Xnow of your

desire cf trying tc get this hefore the

whela. It is ay understandinc

2s &

any orpertinity of bringing it

o]

nc tax legiszlation troucht to tha Senate

eling that the %“est to bring up this
ve the 2%ttention?

let's have crier.

It is my own feeling that the best way
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21

of bringing ur this issue is tc offer it as an amendment to

egislation that has come over

’..l

som2 a2ppropriate pisce of

from the Fouse. fut I think that it has tc te 2 piece of
legicslaticn that there will bte acticn or prior to the time

that we go hom=s.
I am not interested in Jjust seeinc the Senate acte. I
think the House as well should have that opportunity. I

is zny Wway we can ensure that or not,

1]

don*t Xxnow if ther

€xpress the conviction that we ought to

0]

but I would like t
deal with this problem.

offering today, as an

Fh

I have toyed with the ideaz-o

kind of a

-

alternative, as 2 much inferior alternztive, son

-

sense or the Senates, or sense of the Congress Zesoluticn,
providing tnz2t the Cecngress or the Senzte, as the‘case may
be, will deal with ths tax cut before the recess.

In any event, I think we made a hcna fide effort in
this committee tc mcve ahezd on a tax cute. It was a
bipartisan aprrocach. I think everycody will have to say.,

cusly or in

[

it

m
oy
’.A

i231t mors 2x

n

)

nevesr has this committe

cmmittee.

0
M
%]

better faith with an issue thzn this Finan
T am also well awiars that ther> are many doubters on
the outsids, zmonz the public who szid that this was all

window-dresszing, and that we were never rezlly goinc to have

*~

the cprroertunity tz vote on it. That it w

m

s ccod peclitics,

but nothing in substznce.
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want to mzke c=rtain that this latter greocur are shown

1l very strengly, for the reascnas that
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legislation, it is important

4]

when wWe consider=sd chi

be zdopted now tc ~ive the crivate sector an

5 understanding of where we are gcing, so that they can Eegin

6 making the 3z2cisions that will 3o somethins about inflation

7 and the economv as a whole.

8 Mr. Chairman, I would hope that we cculd deal for a few
gnminutes with this problem, and try to adopt a course of

Sernats and the House, to

[{¥]

10 action that will ensure btcth th
11 the extsnt that we can, have an cpertunity to vota the tax

12 legislaticn up or dcwn.

13 Senator Dols. Yr. Chairman.
14 The Chazirmzn. Senatecr Doic.
15 Senator Dole. I appreciate the statement of Senator

S mMany nave on

W

16 Roth. I think that he has been out front,

this committee. T think thzt we will have an oprortunity
17

18 before we ra2cess to offsr the ZSanate Finance Commi*ttee bill

through all kinds of propeszls, such as tha Superfund, cor
19

badly, which has pzssed the Houce.

21

22 There are 2 numter of jood vehicles that are fairly
23 stronc, whizh I think might be ables to zcccmmedate a rider

thics size. I think theat migzht ke the Necst ccurse, to

th

24 ©

the amendment. Certziniv, the Sense

0
]

25 havs a vote directly
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&5 3 vote 2n th= amendment itsel¥f, |
Chairmen. Llet m2 just say this. 7T+ vcu look at
the Resoluticon that we agresed to, that we Demccrats put our
namas on, =averyone of us here put his name or it except
Harry 2yrd, his name was not on the Resolution, 48 Democrats
signed that Resolufion.

Ae offered thzt at the time the Dole amendrent was
pendiing to the debt limit bill. If we had not done that, I
think the majority of the Ienate would have voted to add the
Dole amendm=snt, or something similar to it, to the debt
limit »i11, with sone mcdification, perharps, in the House,
but it wculd have had to face this issue.

Apparently the house dces not want to face it. I wants

J

to 2o home without voting cn it.
I, for cne, just don't enjoy being & part of any ploy,
and I just Zdon't plan %to play that role. Yere is a

na I will zsx that it te printed in *he record

W)

Resclution,

so that the reccré shows it together with the rname cf the

co-sponsors so that anvone researching this can see what it
was that the Demccrats saisd at that recint.
(S. Hes. 421 follows:)
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The record will

to table thz Dole Ameninent.

I really Zon't think that it was the intention of
anytody on this committ=se, zné T anm sp2zking of the
Democrats in particular at +this mement, to deny the Congress

the cprortunity to vote an

adjustment in depreciatione.

When we voted tc amendment, we wWere in

fait f22ling that an approcriate tax cut bill shkould

(1

good

It

L 4

be recommendied *o the Senatz2, znd the Senate cucht to vote

on it, =znd tha wes osught to do it before we went home,
otherwise we wculd not have hzd the date +that the committee
was instructed tc repert by September 3rgd.

I, for onz, will support an amzndmant to an appropriate
bill. Either cne of th=z twc kills that were me2ntioned would
be fine as far 2s I az conczrned, or both sf them, to bring

Senate an

recommendinz.

.ach sznateor

[{l]

have seen thes=z

it is one of *thcsa things where, I Ltelizve the

is, "Judge not lest he be Judged."”
I have never been encgaged in =z plcy, Or sone
act tc pretsndd *that we were coing to dc business in an
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4 sSurpcr* such an amsndment if i+ is cffered on

5 bill.

6 Serator Bents2n. Hr. Chairman.

7 The Chairman. Yes, Senator Bentsen.

8 Seneater Bentsen. Yy name is on that Ekesolution along
9 with vours.

10 Senater Yoynihan. Yours is leading all the rest.

1 Senator Pentssn. I have not changed my opinion about

12 it at all, sither.

dispute as to whether or not it is good

o]
-
o]
ct
O
kb
'

13 I hear

f argument on both

(8]

14 politics tc pass 2 tax cut, and a lot

15 sides. I don't know what is right on that. =Efut frem an

tth
4]

econcemic standgoine, or what 1s right for the cocuntry, we
1

17 nheed orn=2.
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18

19 committse or before the Joint EZconcmic Committee =z2id that
20 we needsd 3 tax cut. There were a f=2w that had some concern
21 that it would >ecome = Chriztmas treae if it was done before
22 the election. This committee has shown that it does not

23 hava to be. I Zon't thin that the Senite should show any

24 less couracs in tryine to 4o it.

25 IZ we 211 agree that wez ought to have 3 tax cut,
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we nave toc look at how traditionzlly Congrecss does a tax
cut. Our rzsearch shows that hey ucuzlly dc +the tax cut

ion 1s o2ver, ani that rzcther than

Ith}

C

[{}]
tn
7}

long afrer 2
contributing tc ‘the spluticn, they ceontrirtuts o the
protlem.

We are trying to aveid that this time, and we are
trying to do a very carefully targeted tax cut that does not
add to inflaticn. When you are going to have $86 billion in
additional next ysar, and when we talX about 2 tax cut that

Piliion, on a calendar year it

o

on i fiscal year basis is 31

is ¥$89 billion, I icn't ses how wWwe can say *that that is

adding to inflation if zll w#e are doing is mcderating the
tax increasz. That is all we are -Zoing.

If we Have agrceed to Zo that, ﬁheh when d¢ vou think we
will get it done if we don't get i+ done this vear? My
guess 1s that you sre crobzbly talking about ¢igaht or nine

months frem now, and there is that much tine lost. That is

i

why T continue to sucport the tex cuct being rassed through

e

the Congress this vear.

The Chzirman. Let me Just sav alsc thzt
Bentsen, having ba2zn thse crincipzl spconscr of thic S. Res.
481, has Leszn conszistent. I have been in nany meetings with

g -

tion ke is stating right rnew. Se has not

cs
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akout the
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backed off. Fe
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advocatine now.

I}

Senator Roth. Yr. Chairman, we are in the horns of a
dilenma, ths2re is no guestisn akout it.
I think that we-are all kesically in acreement that the

as just very

H
(6]
-
.
>

best apprcach tc accemplish what L
eloguently articulated is to offer it 3s an arendment tco

some aprrcrriate viece of legisliaticn such as the

st

)

I wondsr if there would be any nmerit in at le

offering a sense or the Ccnaress Fesolu*ion to this

(]

azt we want action on

o3
g
1Y
O
[0}
ri
4
(ad

commission so that we gc o
this prior to our rececss.

I woull horz2 that we would have sone sort of hipartisan
ad hoc committse cut 0Ff this Tinance Committee that would
k2ep meesting bacauce tixe is fleeting. Today 1is Wednesday,
r 3nd ¢et action on the Houss side
--= I cannot underscore the imrortance of that. I havg no

intarest personzlly in just having the Senate £o through an

nd have

¥

exercise in futilitv that we show wWhers we s anc,

CS1liCe

I

-

it zollaps= on +*ha otk
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attsching it to somethinc that +the Hous
no guestion but thzt this is ths prefer

would hope that our leadershic this
looking for thar
would it make any

In the meantime,

Sense of

to the consideraticn of the

rossibility w

€ Wantse.

the Congress Resolution that the

tax cut prior

10

& have is by
So there is
rcute, znd I

able

ccmaittese weould be

sense to offer a
Congress proceed

to the recess,

then we wculd have that, if necessary, as another venicle
for a vote, if that is what it comes down to.
The Chairman. Senatcr, if yocu want tec offer something,

I suggest that vou offer it.

Senastcr RKoth. ¥r. Chairman, ipitially this was drafted
1S 31 sense %I the Senate., T think that it would be .
preferable to do it as a szrnse cof the Congress. Lot me read
it:

Exrressins th2 sense of the Corarsss with respect to
consideratisn of H.%. 5829, "Tt ig the sense of the Congress

that the Coagrsss crocszai
Reduction ict of
schedulzd =3

than GCctckber 2Znd.

The Chairran. I would suqggest adding *he word
after the2 word Sena*e, that th=s Serate shoul? prcceed.
Senator Roth. £11 right.

corsiiar=tion of

m

12X

tne
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I think it is impcrtant that if we are gcing to meve

this way that we do it with thz bipartisan apprcach, that

both siies zgr=z=z.
fa P ; )y . L SN y P T -
Senator Yovnihane. Y¥r. Chzirman.

The Chazirman. Senztor Xovnihan.

simply that

tn
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I will vote to support this fesoclution, hut with respect to

the events on the floor when thev tzke rlace theres are those

tr

[{v]

-asXked to suprport the Xeijority Leader in

4]

0f use who have beer

-
ot

to dc, althouch most of

ot
]
n
[0}
]
2
ﬁ
<
N
fu
N
[a]
T
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o

procedural matte
us, I think, at lesast T havs saii that wherz the substance
of the tax £ill is invelved, I will vets orn the flicor as I

vot=24 in conmittase,.

The Chzirman,. T t=2el somewhat the same. I have )
supperted 3cb Fyrd for ¥ajority Leader. In fact in some

-

sSources . was

Ve

escrited a2s his campaign manzger when he was

b}

c

b

selected as YaZority Leader. Zo I don't want tc lead a

0]

majority of the ssnaztcrs vote for it, 1 think *hat they

oucht to tz4x=z nct= ¢
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majority

Cur Majority Leaders, fine man that he is, he should be

seeking to lead the majority, znd it wouild seem the majority

The Chairman. VYes.

-

Senater Packwood. I vcted against the tax bill before,

and I will vots against this Resolution. I assume that it
will pass. It is an exercise in futility. There is not
going to be a tzx 5ill cut of this Congress, I Z2on't even

thinkx that there is going tc te one considered on the Senate
floor. If it nakes this gomrmittee feel better *to vote for

it is a weste of time.

~
ct
oy
o
t
e
H

th
}.l-
o1
@
-
ty
(=1
t

this Resolution

§enata: Ribicoff. T think that it is a waste of time.
How are you going to get this Sesolution up if Senator Zyrd
does not want tc bring it up?

Senator Zosth. 42 can mcve to have it

e
1
0
=

Q
o
ot
=
o]
*

as a vote

n
rt
m
ri

The Chairman. At lzast you can get it =2

in this cecmmizttes. You can get that far.
Senator Danforzth. Yr. Ch=zirman.

The Chairmzne. Ycu want to say something?

time, it is nct a waste of very much time.

(General laugh+tsr.)
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¥r. Stzrn. ¥r..Chairman, could I read the text as

changad?

way that vcu hzve mcocdified it?

The Chairman. Yes.

The Chairmzn,. Yes,
Yr. St=rn. Fine.
The Chzirmzne. Let's 1zt ¥r. Shapiro tell us about the

expiring tax rrovisicns.

ter YMcynihan, $id vou disacree with

s

Senator Dole. Ths ons oa the indenendent contractors?
|
\

that, "It i= the sznse cf *he Congress that the Congress
should oroc=24"7
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Senator MYoynihan. dlo.

iy

a list of some expiring tax provisions. The first one is

n

-
s

Es you know, unier rrazsent law taxpayers who had a

)
n

reasonaktle basis for not treating workers employaes in

the past may continue the szme treatment with rescect to

their employees up until the end of this y=2ar. The proposal

has been made to exténd that €or a period of time, and I

]

have hearéd anything up to one Year, tWO Yesars, three years,

six mcnthe,

continua tO treat their emrloyees as they have in the past,
it can extend it for whatever perio? the committee would
like to do so.

Senator Dole. There iz a cermanent gclution, 35.736. I

am not s¢c sure that the tctal agrazement on thazt. There

"
[ty
',.A
G

tion Irem Trsasury ¢n anytaiing we do.

’.Jo

is some slighzt orzos

> - ~
CaCSe. vne

-

ct
ct
o
ct

i
9}

S¢ I just sug ¥e =xtena it for three

9]

12
year I don't think is adeqguate. 2 lot of these psogle are
going brok2 just running dack and forth to rashington on

rz=cters.

cr

this extension, a lot of tha independernt con
The Chairnan. Llet's hear from ¥Yr., Lubick.

Mr. Lubick. Senator Dele, I certzinly zgrse with you

ALDERSON REPORTING COMPANY, INC

r. Shzgpiro. The first itsm you have on vour agenda is
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that we ought to arrive &t a cermanent scluticn to the

problem. I

perman

ent so

will re aklo>

T

+hink

important to

problems involved in deferring it. For exzmple, I have
picked at randecnm a letter from an om
workers as

under the existing freeze that his competitors are b2

situations.

den't helieve you have vet procesed the right

luticn, but I 3a confident that rnext vVear we

the fzctor to Keep in mind is that it is

flave a permanent sclution. There are a lot of

0

=

'Q
=
‘<
"

who did treat his

amrcloy22s, and ncw finds himself in the situation

je

ng

So extending the freeze cn a centinuing basis

treatsd differently from him. Therse are a aumber c¢cf these
\
|

creztes a number of gproble

Unemplcyment

problems that

=]

Se
i latter from the California Divisidn of
Insuyrance zointing out sone very difficult

|

\

|
many gersons are 1osing unemplovment benefits

\

\

|

ars beling classifizd as z2n independent
tz40ry.
ienal Associztion 2F Tay Administraters is

|
&t the states zre having z number of croblems.

Doie. Anybody who wor¥s? Anyone in the

private sector?

¥r. Lubi

indeed,

-
i

that

think,

ck., Y=zs. The first letter I referred to is, |
situatiocne.
szsiczlly the freeze 3ces on |

until the end of
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this vear. Tt =zutomatically amsans no return is

regquired menthns
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cmztically would have
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six-month rericd and

W

another guarter, that wouli leaz ¥You until a year from now,
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probtlem tc fester for severzl y=ars. I weould suggest
anywhere from gix tc nine months would be perfectly
adeguate, and I Xnow vou would want +c cet to work c¢on it
next year bright and ezrly.

Sernator Doie. There i1s goinc to ke cuch a2 tig turnover
next yezr tihzt it @mzy taks 2 while to 3=t chderwavy.

I would went to bes rezsonable, 3s I azlways anm, and say
maybe two vaars,.

“r. Luiick. I think that twc vezrec is joing to get you
intd> the sane gosition cf immcbilitv. Fow zbout 13 monthe?

(Cener2l lzuchtar.)

The Chairnman. The Houss might not give us much ip the
way of legislation at the bSeginning. They uguail
So it seems to me, if we had uantil July of 1%€Z trsa
J1lva us tlmz to work out 30me legisiation angdg a2ct
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between the two Fouses. I would suggest that
compronlse, =nd let you two tecple discuss it.

It se2rs tc m2 as though toth sidas would
opportunity to makes their case curing that peri
Crdinarily I wculd sav that a year would e eno
and I Xnow thzt the Youse will not givse us a
all until about six months.

*r. Lubick. Is that June of 1932, Mr.

The Chairmzn. Yes.

Any =xtension automaticaily

has

avs the
d.
gh, but vou

revenue bill at

Cheirman.

an

additional three months anyway because there is no filing

required exzept on a guarterzly basics.

That is all richt. I
accert that --

Senator Dolo. If we

would s=ttle for

The Chairnan. I heope they Jjust tzke it.

¥Yr. Shapiroo. The Fouse 1is expectszd to acree with an
extensione. I wculi went tc somewhere within what Yyou are
talxirg about richt now, the House would vrchacly accerpt
that.

The Chazirman. T woulc be glad to say, give us one year
after the Hous2 sends us$ a »ill, but tkat would be more than
Junsz 19&2Z, I think the chances are pretty coced that t
would g¢ zlong with it.

Senator Dola. I am jucst advised that Congressnan
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substantive hill. So I think vo
will have a good probability of

out of the House.
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getting expeditious action

[

I woculd thirk under thzse circumstancss, the 1& months

would be more than adequate.

Senator Docl=. I think thart

interested. Is that date a2l1ll rig

Ar. Shipirc. You gick June

The Chairman. Right.

18]

"r. Shapiro. The next item
histcric structure provisicne. z

It is 2 bill th=2t has been put i

this coamittee znd cthars.

In 1676 ycu 2nzcted rules to create tzx i

the pr

1}

the tax advantaces that mav te =z

of historic structures. These ¢
of 1581, at the endé ¢f this vear

Tssentially what they do iz
for carpital expenditurss in crde

servaticn of historic structures, ané

averyone here is
cht?
3 time fcr zction.
30th, 1982,

on vour list Zeals with the

It is an extension of that.

n by 2 series of senators on

ives for

D
(@]
m
2

cduced many of

L}

vailable for the demolition

crevisions expire at the end
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committes hzs to make t
to extend. ?2ills have been introduced to extend it as long
as five years. Anvwhere between one to five vyears 1is
something for the committee to decide.

Senator Zentsen. Yr. Chairman.

The Chairran. Senator Bentcsen.

Senator Bentsen. I have got S.2881 on this, and it is
co-sponsora2d bv you and Senztors Talmadge, Ribiccfr, Gravel,
Moynihan, ¥astunacgz, Baucus, Chifee, Rcth and Durenberger.
It talxs abcout five vears. Bu* in talking this over with
thé Tr=asury, ¥ think we hzve z2rrivsd 3+ an agyreement of
thrse years.

eanr on the beccks for a
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lons time, tut 31
resconse with ths rzhabilitation of certificated historical
buildings zcross the countrvy.

¥e have a tendency in this country to tear down ol?
building, citer when we should nct. #e have a limitation in
Cesources in our country, zné we ars recinning to understand
that. “e ought to be trying to preserve where we have a
valid, historic building.

0 helrs in some o©f the oléer cities, znd in

]
i)

This

o
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extend that perticulzar piec= of legisl:z
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T would like tc hear from the Treasury if we are
publicly in agreement on this three years.

Yre. Lurick. The 2dministraticn had originally proposed

—

g2

rD
~

o+
jo

an =2xtension to th2 eni of he notion being that in

the interim period the Intsrior lCepartment would come up
with its study which would enakbla vyocu to make a permanent
soluticn to the problenm.

In discussing it with Senator Zentsen, it did acpear to

erhaps, to go to the

ko]

Us that it would be appropriat

i

’
thrse-yeazr pericd with the uncerCtandl 5 that if the study
werz comrleted z2nd we cculd tring the ratter up before the

ier it.

v‘).

committee earlier than that, you could consi

Senatcr Eentsen. 2f ccurses

Senator Heinz. Yr. Chairman.

Senator Heinz. I weuld 2sk unanimous consent that I,
too, Pe listed zs a co-sponscr of this legislaticn.

Senator Chzfe=. ¥r, Chairman.
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extremasly zoo0od meacure. Zt has
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2 its adecption.

e}

part of the ceountry. I ur:
The Chairman. I woulé like to be added 25 a

CO-3pONsSOr.

[92]

enater Bentsen. You are already on it.

he Chkzirman. I£ T am on it, that is fine. I don't

-3

see my name on here. T am pleased to he & co-sponscr

because I think that this is a gcod prorosal.,

{7}

All in favor =a

<

s Z2¥2.
(Chorus of ayess)

The Chairman. Oppossd, no.

(No rssponse,.)

The Chairman. The prorcsal is agreed to.

¥r. Shapiro. Another provision that is not on your

list here, but =ome senators have indicated an irterest, nd

3 15 Wwe have been aske2 to bring it up. That is Secton 167(k)
; 16 Wwhich rrovides a five-vear write-off with regard to
‘
17 low-income housing.
18 That expires at the end of next yzar, but szch tinme
19 nat that comes close toc expiring those in the industry that
20 deal with lsw-income housing indicate that they have to wait

21 richt up until the end, and thev are not sure whether to

22 stact orcjects.

23 They have askad whethsr or not thzt coul?d come up now
24 tOo maybe extenc it, so that we do ncot have to wait until the

Z thzm in the 3dark as tc whether

2= CL

m

25 end of next ye=r which k
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Congress is seriously ccensidering extending it.

It is S=cticn 167(kx) which al
write-off, 2nd =xgires at the zndéd of n=xt vzar. Does the
committee wznt 0, at this time, ex+en: that crovision, and
I understcod thet there is an expression for three Yyears.

entsene. That 1s what I have discusseé with

txs

Senatcer
Treasury, and I think some of the others have. That is an
extremely cost-effective way of restoring law-income
housing, ani thz+ isivery much needed in this ccurntry
today.

The Chairamzn. All in favcr sav, zve.

-4

don't disagree with the vote, but is
that a »ill that we are regorting or what is i+?

ir. Shapirc. That is a provision. What we are going
to have is 3 s=sries of crovisiznes that expire, and they will
all be put tcgsther on one %ill. So it would just be a

series of expiring crovisicns.

t to -e 3 cc-s3pcnsor of that,

Senator Heipnz. If vou wan

v
ot
i
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n]
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3
&

You ask that you bs a co-sconsor of
suppose that this would be the simplest way *tc do it,

Thz Chzir=zzn. I guess all vou coculd cc-stonsor is the

same propcsal as intrcduced hy Senator hBentsen.
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Thz Chairman. without objsction, it is agreei to.

“re Shzrirc. T will szyv there is one modification that
we Can make fto 157(Xx) which may allsvizte 2 probler in the
future. It is the fact that it is e sudden death cut-cff
any time that it expires, which means that the industry is
not sur2 what to do in the last several monthes.

A change that we can make is to say that any
expenditures for any of the reconstructions dealing with
low-income hcusing that 2nd before the termination date will
be covered. This will take the pressure cff +he Cengress

and those in this particular field frorm hclding up the last

number of months, not Xnowing what you will do.

Thz Chairmasn. Without objecticn, this amendment will
be acreed to.

¥r. Shapiro. The next item *hat vcu have on your

agenda 1s 1n th= expiring provisions is on the back of Ttenm
E, and that is the extsasicn of taxicab fuels tax
exemrtion. In the Fevenue i3ct ¢ 197&, tha Conarsss
provided that csrtain taxiczd use of motor fuels weculd be

and cther fuels.

There zre sone conditions that Cengres:z erovided, and
those ars that thev zare sxempct if ths taxicabs are not
prohlisited frox ride charing, and that if the taxicabd are

ALDERSON REPORTING COMPANY, INC.
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manufacturars, that is those who croduce le

vehicles a year.

ires. I

[V
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ke

This provision, as I

1678 and 13R30. Tt 2xpires 2t the end of th

again ycu can =xtend that ICOm Oone

t are applicakble
gs ict.
0 fcr those small

ss than 10,000

t was put in for
is year. Cnce

year to two

rears, to three vears. I understand thet thare is some
interest on the committes to sxtend that for several years.

The Chairmzan. Senétor foynihan had his hand up.

Senator Yoynihan. ¥r. Chairman, just to say that ycu
should know the 3ecretary cf Transportaticn suppcrts this
extansion. It has had the =ffzct 27 laproving milezge
efficiency z2nd ridis-sharinc, and ssems in the wav cf a nmass
transportaticn system a gozd onc.

I understand Senatcr Dole “ldht want to suggest, which
I would hore he will, that we €Xtenda it mores than one vear.
I believe that it iz = three-v=2ar progosal that he is
willing to zzke.

Senator Dole, Coes Treasury suroort this?

¥r. Lubick. Wz hadé heored, Senator tovynihan, for one
Yyear becaus= we exrect2d to be zble to have information by
that time as to wh=zthar or no+ this exemption is having any
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effect on ride-sharing and tho

w2 were hopa2ful it wouli.
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trreese it is unlikely a
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it pressn+t zasoline
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f

four-cent exeartiosn ic goinz to have = significant eoffect,
but the DOT is =ciang to adiress this as part of 1ts highway

cost allocaticn study reguired by Section by Section 506 of
the Surface Transportation Act. T juess it is not the most

enda.

oo
®
fa
Q

critical thing on t
I thirnk the imocortant thing, as with all of these, is

endation and a progran

3

that 1f we d¢ come up with 3 recom:
that we can get concideraticn. To some extent the onus, of
course, 1s on us to make a recommendation. With that in
mind, I don't think that it makes much difference.

The Chairran. Do ycu want tc make the December 31,

x|
'y
D
[a)]
w
-
~
-
\0
[d¢
89}
.

1981, to Decer

Senator EBentscn. TLet me =3y, ¥Yr. Chairman, if I
might. The Hichuay Trust Fund is not juvst leveling off. It
is becinning tc increase in size. “e have 30t protlems of

inflated costs in repairing those rozds. I would like tc be

contribution before

o

sure that this thing is really maxing
we make too long an extensicn of it.
Senator Y¥ovnihan. What about twe years. We will»take
two years, ¥r. Thzirmen, and then we will really have a
stuly. We r=22lly will have absorbe? it, zn2 we c=an decide

what tc do.
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take care of it. I

The Chairmean. O{prosed, no.

(No r=asponse.)

The Chairman. The ayss have it.

%hat is the next thing?

¥r. Shaﬁiro. The naxt item is the expe
legislators. This is a provision which ycu

continuing f£or several vears

the Tax Reform 2ct,
legislatcers.

let me point

expires at the end
this year for Ztate
next vear.

Thers has besn
this committ=e from

this pocin+t. They hava some permanant rvies
to have discuss24, znd I think thev would th
regarding State lezislztors not to te consid
Congress. It ic not necdizz richt now. Theay
that they be ceoncsidesred nexs VE&aTC.

[}

" out in this regarsd

o]

thzt this

and

26

that will

enzctment in

for State
prcevision

£ this year, which

legislators when thev file +«h
a lstter distributed tc the m
thz Nactionz:l Conferanca of St
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Unla2ss thzre is a prob
that you would want tc pacss

until nex+ vear ocn *hat.

<
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120iro. ke diz2lete

[

2m with the committee, it may be

this over right ncw, and wait

it.

The Chairman. Without objection, we will delete it.

¥r. Shapiro. The nexct
has an effactive date. The

Mark will explain that desls

Mr. Yclonachvy. ®resent
taxzble.
Thes Chairman. What is

1

item is not on the sheet, but it

ffouse passed a special bill! that

with scholarships.

arshigps =2ra2 not

%]

rf scho

bt

¥r. Hclcnaghy. There is temporary lecislaticn which

provides an exclusion from incomz fcor certain Federal

scholsrships such 2s the Armed Forces “chelarshic Program,

aven though the racirients have to cerform szome cervices.

That exclusion expires zt the and of 1580.

This 5111 would provide

L

Fedearal scholarshic rrograms

fees, and things which are di
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& termenent exemgticn for those

“ith resgect te tuiticn, *ooks,

@ previsicn which would extend
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would De non-taxz-iz.
The bill would make a nermansnt exemption for Tederal
scholarships, and extend thz %S84 for one year.

The Chairran. Any objection?

s

{(No raspon=zz.
The Chairman. Yithout objection, it is agreed.
Without ohnhiection, thern, we will recommend the bill.

¥r. Shapirc. That was the last expiring prevision.

There is onz other bill that has mcre of a time pressure

that Senator 3vrd had indiczted an int2rest that it bhe

broucht up, and that deals with the Tax Court Judges. That
is H.2. 7772 that ths Houcsz passaed.,

Thay presently have 16 judzss on the Tax Ccurt. They
have requestad that the Concress increase the number of Tax

Court Judgss bv thres, up to 1¢, teczuss of the significant
increas2 in their turder.

The House has passad 2 bill which says thiat thz bhilill
would not become effective until cefruary 1, 1931, in crder
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after the President is electedthe Erocess can croceed to

detarmine who th2 a2ppointses will Lz, and sc that they can
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zcsed it, arndé Serator Byrd
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indicated an interest tc
timeliness invclved.
Senator Byri. Mr. Chairman, this issue was appfoved by
this ccommittee and by the Senate on the ¥indfall Frofits
Tax, not tha2 dzts but whether or not there should be three
additional judges.‘ I have bteenrn informed that there has been

no change in the number of judges since 1926. Tt cccurs +o

[e]
m

me that the committee havino air ady arproved it, and the
Senate having already approved it, that it would e well at
this time f£or thne committee and the Senate to act.

t have arny feeling on that. The

As tc the date, I don

fiective immediately after the

+
O
=
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b
(0]
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proposal wogld rt= ¢
electicn?

Mr. Shzpiro. Tt would be effective Februarvy 1, 1981,

[$Y]

aprointments could not ke hefeore

©

which mecans that th
Februwary 1, 19:21. In other words{ it would allow the new
Administration o make *the appolntments, but they couli not
send ug to the Congress until that time. They could,

however, ¢o through their SICC2<S.
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<
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=
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Senator Zvri. It seems reascnatls *o me. im
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The Chairman. Without obhizcticn.

“Le Stern. “r. Chairman, Just on a precsdural
questicrn. I would assume that you would order tha*t »nill
reported witheout 2amendment, znd the extensions thar you were
talking abcut until now, rslating to independent
contractors, pras2rvaticn or historic structures, the fuels
tax exemption for taxicabs, and the scholarshiops would all
be 3n amendment to ancther, and I would reczmzend L.R. 6875,
a tariff bill cn hardwocd veneers whoss substzance you have
put on znother rill already. That would rut all the
extensions in one bill. But thz Tax Ccurt Judces would just

be rassed without zame

House.

Chzirmzan. %

ago, Re

0
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needed z vehi t2 o

Tax Court bill wouli
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sometime agc
attornevs' fzes
cosition

be

It wourlid

to taxpavyers

ndment, as it came over fro

ithout ckjection.

¥r. Chairman, iFf

ycu recall

m

the

sometime

but we

whether the

asure cut 2f this committee
ut it onto. I amr wondering
b2 an a3pprecgriate vehicle for
. what attornevs' feez?

Tt is'a till that we discuss

v beczuase the

and the taxpayers sukstantia

limicsec to $2C,000.
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Thz Chairman. shat is the

s onible solution

i

T

[
[ty
m
u)

Mr. Lukick. ¥o think that it

long time.

f

to a problem that has bheen very vexatious fcr

s bzen 2 1lct of oprosition in acvernment agencies to

=
[t

There
any attcrneys' fees bills, and T think tha* we have been
able to work with Senator Raucus and Ssnator Eentsen, and
work out an arrsngement where we have a2 trial ceriod, I
believe, fcr a g¢ood number of years where taxpayers who are
the victim of harrassment would be compensated i< they had
to go to court.

Tt seemed to us that that was approprizte, and it was

ise it

m

relavant to the business of the tax cour*: Ltec
controls how litigaticn is going to be handled. So it seems
to us that it is gsrmane to the particular bill as well. We
would like to see this prrobiem behin us, andé see it
undasrvav.

The Ch2irman. You would support that amendment to this
bill, the Tax Tourt bill. You would r=commend an amendment

to the Tax Court bill?

it is reslevznt.

w
[
o
n
d
o
x°
o
0
o}
®

ir. Sheciro. *re. Chairman, let =

[}

observation fcr thes committee's determination. The

attornevs' fee »ill that the Aidministr=tion sugrorts has not
been considered in the =cusc. They have a hearing scheduled
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I think that it is one cf the fielsi hearings that
are $oing t¢ have during +the recece,
there is any effort to0 get the Tax Cour* hilil
2ni sent- 10own to the Precsident for sicrnature before
the erd of vear, 2 guarantec of it, 2 rrevision that is put
on that the House has not heid hearincs on or has any

controversy,
So, I anm
substantivenes

amendment.,

your amendment
conferencs. I

agreed

‘wisdom in the

I teliave
bills
you put it on
way ycu can cc
agr=e to it, *
kill

this bill

that

the

around AN«

fouse would not agree with richt now.

not making any coamament to the

s 2f this rparticular zmendment, or any other
Tane. Senator, I think thzt vou ought to put
on a bill on which we hcpe to hold a
n that way you stand a2 chancs of having it
think that thzt wculd e the Letter ccurse o¢
situation.
that we are zoing to have at least one or two
ere Wwhere wWwe hops tc holl z ccnference. If
ons whers we hog2? to havs 3 confsrence, that

to ceonferencs and if ycn can get them tc
hen vou hava zZct it. Otherwise, you might
withcut gettinc vourc.
aucus. I understané ths rrcrolem.

the chances that we are zcing to have a kill
cing to ccocnfsrence?
I believe that we zre gcing te
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bill.

¥r. €

h
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(ol

3
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over hers

=

which thev resa

Tax Court

about. It is

You have

held hezrings

have an int=2rest in.-

those bills,

Finance Commit

the provisions

The Chair

bill here I

voting on a bi

memkters very o

interested in,
committee.

I belisve
amendmants. s
gocd poesition

their

£

e
2]

e
Ly

zrovi

then vou

I will tell

+,

nintar You

e
(5

(9]

arn

th
}e
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[

R
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[
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Yre

sicn, is not scmething

scmething t the

M

a series of provisions

-3

h

n

Ol e«

es2

if you
are coing with
tee members cars about

m

21 that h

n

cm v

10

as Pro

uche. You kncw, that

Wwho zre individual

we going to delzte

ire

o whan you

to talk for vours,

vou that

Tax Cocurt

provisions

members of

32 t¢c conferernce,
and l=t
any
xpiring authorizzat

Xnew that we

the House has sent

cassed provisions

se

rovisicn, such as this

'O

that the Hcuse cares
has requested.
which Senatcr Byrd has

bills that they
amendments on ona of

that the

in a conference with

that we have a

but we will be

7y

the House

individuz2l membters are

that
some Of their
will

ycu

them spezk

(o]

cense

o

pglace the

on kills?

3
-~
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confersnce >n that one, it woudl bhe something else. 3Jut we
are hoping that they will tzke that one without a
conference.

r

« Shapirc. A1l the =xpririnc¢ provisizcrs 2re ones that

f

the House would probably acree with without a conference
beczuse they ne=d to be extendad.
The Chairman. Tf you held your bill, anc¢ 2ffer it on

one of those on which w2 ar

1]

gcing to have a conference, and
there is at least cne »ill that we ars golrg tc Le voting on
here where we will have a conference. They will agree to it
because they want what is in their bill, ard we are going to
make some changes in it. That teing the case, vyou will be

in a good position to ta21lk to them in confzrance abtout what

you want.
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Kes ensc.
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The other dazv the Commiztse iid a “cuse passed

n
o
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<
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L

f£cr certain

0
ot
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Q
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21 brovision r=2lating to charitable deZzu

r
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Tlcn purposes,

P~

rty

rh

ons v

V]

a CCOop cr

m
m
o
£

(@]

22 contributicns of r

23 but without assigning it to a bill. That is alsc an

¥

24 extension, and we would reccmmend that it be orn the

25 exta2nsion bill. I foryst to pmerticn it a moment ago when I
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mentioned the =xtension preovisions.

The Chazirman. ¥ithcut objecticn, it is agreed.

I beli=ve that we ares going to vota out of hers a bill
with several provisicns that the varicus House members want
very much.

Can you t=211 me what that pill is?

¥r. Sh

o
"3

has a choica.

The Chairman. Zy the time we get to one of the#, that
is where you ought to put your zmeniment because that way
they will have some things they want, and we will have sonme
things we want.

Senator R[Riticoff. ¥r. Chairman.

The Chzirman. Senator Rizicorf=f.

Senater Ribicocfsf. There is a technical correction that

must be mad2 to a Trade Reorganizetisn Flan Nc. 2. It has
to be done pefore Jarnuary 1st, 1¢981. The Heorganization

orzanization inadvertently

2 4]
(p]

Plan No. 3, tha Trass

fow ]

transferred tc the Degartmesat of Commerce from the Treasury

0]

the country of ocricin Zetermination function. Thi
determination is necessary tc implemsnt the MTH ccde on
government grocurement.

I am proposing a technical correction which has the

support o the Administration. Thic measure could ke

<

miscellanacus tariif »ill already aprcroved.

ot
Q
0

attached

ALDERSON REPORTING COMPANY, INC.

irc. There are several bills and the committee
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1 understand Z.%. 5C47 could >e the appropriate vehicle.
2 Determining the country of oricin of irports is a

3 traditionzl functiosn of the Custeom Service.

‘ 4 It is 2z highly comglex and technical funpctien rerformed

6 to Commerce from Treasury was zn error. The purrose of this

5§ by Custcms Inspsctsrs on a casz-by-cass basis. The transfer
‘ . . - . -
i 7 tecnnical correction is to *transfer back to Treasury the

8 country of origin determinaticn cf the Trade Acreements Act,
9 otherwise there is confusiocn and cur whole trade pcsture

10 will be hur:c.

11 The Chzirman. Does zanyone havs any objectien to that?
¥r. Starn. This would be a further modification of

pry
N

13 H.R. 5Cu47, the miscellaneous tariff bhill +hat hag already

| 14 been order=sid.

15 Senator Rikicoff. Thzt is richt.

16 The Chairman. #Hithout objection, agreed. :

17 Senator EBradley. ¥r. Thaircman.

18 The Chairmzn. VYes, sir.

19 Senater Eradlev.  Coulé I inquire, the fuels tax

20 ex2mption n3s bHean cass2d oy the comRittee?

21 The Chzirman. Yes, sir.

22 Senator Sradisvy. was thers a vots on that, or was it

24 The Chairman. We did that Ly voice vote.
25 Senatcr Bradlev. That wzs for?

ALDERSON REPORTING COMPANY, INC.

400 VIRGINIA AVE, S.W.. WASHINGTON, D.C. 20024 (202) 554-2345




10

1"

12

13

14

15

16

17

18

19

20

21

24

25

37

Senator Uclie. For two vezrs.

Senator Pradlevy. I would like to =2dd my surccort for
that acticn.

The Chiirman. It is =¢ ncted..

What is th2 n2xt point? FKEave we voted on the Tax Court
bill?

All in favor sayv, ayee.

(Chorus of ayes.)

7
s

The Chairman. Upposed, no.
(Yo responcse.)
The Chairmane. The Tax Court bill is ordered reportede.

¥r. Shapiro. The next item on ycur agendz is the tax

th

cgles. That is one of the

n

treatment of installment

£ +*o work

I

procedures that the committee had asked the st

. Pon Rickets of the Joint

4]

with rezard to installment sais
Committee stzff has been primarily invclved in all of the
simplification measures 2n behalf of tha Joint Conmmittees
stafi along with other =ziscellaneous itsms. Ye has worked
on the passige ci the measure on the House side throuch

their full committe=.

o]
£

their subcommittszs 2
Ec Hawkins has been workins on the installment csales

bill in the case of the Finance Committee alcng with the

sed »ill, znd ®¥d Hawkins

av
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=
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proposed on modificzticn.

Yr. Rickets. I should nete, =2xcept for severszl House

amendnents, thzt this House vassed rill is icertical to a
bill introduced by the Chairman anéd Senatoer Sole. As EBobby
mentionad, this bill waz direct=d Dy the sponsors to bhe

developed in consultation with the Treasury Departnment,

professional groups, accounting associations, =mall

oy

Kk

=

3

o}

business, farm and Ng grours.
In éene:al, this bill revises the rules fecr reporting
non-dezler salss of real z2ni psrsonal gropa2rty. First of
all, it makes a number of structcral improvement by
separating the d=zalsr provisionsz under one section,

non~-dealer provisisns under aznother secticn, and special

thirzrd secticn.

fu

disposition rules in vet

In addition, it makes a nuaber of language changec to

]

clarify existinc law. The HZcguse committee report includes a
statement that it is its intention that farmers whe are not

are

o]
4]
t
O
(o]
rt+
o}
~

requirecd to inventory their crozs, znd
entitled to regort undser instzllment mathod fcr those

raiire recently

1B
’(’
]
[
<
[0}
ot
V]
’.-J
M
t
¢t
m
[a

sales. Thi=s, of coursae, ics
Secondly, the rill would eliminate the reguirenment

under presen* law that the seller raceive no mcre than 20

parcent oI the ==11ling price. zasiczlly, +this is intended

to avoid or sliminate tracs for = taxtayer who agprarently

ALDERSON REPORTING COMPANY, INC.
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satisfied the recuirements >Sut secause 0f the inter
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other provisicns, such z2s +he imputed intarsst prov

t> satisfy the 30 rpercent
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In addiction, an arzumesnt fo

requirement is to permit the taxgrayers who ars neco

39

action of

ision

limite.

the zlimination of the

tiating

the sale can purchase more flexibility without regard to the

overriding tax conssquences in terms of how much of

.

downpayment could be made tc have de

Hy

erred gain rep

a

orting.

In addiction, the bill would eliminate the reguirsment

that there must be two or more cayments to qualify

installment sale r2rorting. The rationale for this

for

change

is tc recognize that there is Fasically no difference

le where z token down:

o+
th
[oV]

[{h

between a2 daferred gaymen
received, and 2 situaticn where none iz raceived.

ic inarility to pay with the cash

[

have the szne bea

joh

being coll=cted in future years.

It woulé also =liminate a selling price reg

cash sales of cersonal CLOLErtY . This is intended

or eliminats controversy as te whether YCu have a si

series of serarate cals

[0

sale of several itams, or

would fail to satisfy the s211ing prics reguirzsment

Tt may also 3id compliance. We urnderstand tha
taxpayers simply don't tell their raturn rregarers

mn

made these sal=s until they actuelly ccllect tha me

i
-
§)
i/}
[ ]

53

these smallse

1
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t the

]

The bill would reverse the z=lection sc
provisions would autcmaticz21lly apply unless the taxraver
elects not to hzve Jdeferr=2d reccgnition appliei. The
flexibility is intended tc permit taxrtavers teo elect out in
situaticns whera thesy might want to report the cain, such as
the case where you might have 2n otherwise expiring net
operating loss, this bill would permit a taxpaver to report

nefit of his net operating

[}

the gain znd not los=2 the »
loss. Cf course, thén, he could collect the payments on the
installment obligations tax free, having rerorteéd it once.
The bill alsc contains some special rules Zealing with
the related party sales. There is a technizue under cresent

sed to avoid the current payment of income

&

law which is
taxe. 2asically it is a two-ctep trznsaction.

Initially ther=z is zn installment sale to z relative,
typically 3 family trust tzkinc back a verv small
downpayment. Crviously, if you =slect installmsnt =ale
treatment there is very little tzx to te paid Seczuse you

report only the gain attributatle toc that downpavnent.

related party, or rt=zmily trust would resell. Tt, tco, has

no zain tc csport btescause it hzs a cost basis which would
reflect the future payments which would -e mzde to the

initial seller.

Sc what ycu have, in e¢ssence, is 2z lizuidation of the

[

ALDERSON REPORTING COMPANY, INC.
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appreciastion withcut the current paynent c¢f income. This

bill would ezl with thes2 z2busss in two ways, basically. A

8]

resale rule saving, tasically, that where ycu have the
second disposition the amcunt realized from the second
disposition will bte treated as if paid over to the initial
seller to the extent that it exceeds the actual payments
being made.

Senator Bentsen. Is there a time interval in there?

¥r. Rickets. There is a time limit of two Years for
most property. The time limit does not apply in the case of
sa;eé of marketable securitiess. TFor example, if you were to
sell IBM or Yerox listsd stcck to a related party, there
would no time 1imit on those resales. But for all other
property, including resl 2state, closely held stock,
unlisted stock, there wculd be this two-year time limit. 1If
the related party buyer held the preoperty for that length of
time, there would be nc adverse ccnsequences from a second
discosition.

The thzory here is thzt if the buver holds the property

for the two-yezr period at the risk of the market, then that

has economiz substince, and it is not a technicue to simply
1

22 avoid the paymant of tay,

4

23 There 2re 2 nunmber of other excections. It does not

O

apply to the sals of Treasury stock even though the
24

cqulre its stock in 2 deferred payment

0
la]

25 corporaticn may r2
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r. Ther= thers is no reassn to

(N
wm

redemgtion from a shar=2hoild

do that beczuse under present law the szle of Treazsury stock

by a corrorztisn is rnct sthject to *ax o p=gin with. So

t.

)]
<
m

the basis is irrel
Also, for certain invecluntary second dispos itions,
there are excertions in voluntzry ccnversions, and the

resale rules wculd not apply after the death of either the

ry

buyer or the seile

There is a3 final general evcertion in case where you

have non-avoidance. Pasically, this final escage valve of a

genaral nature basad on motive, it #ould not apply in any

case where it is establishe? to the satisfacticn ¢cf the

Internal Fevenue Sarvice that none of the dicpositions has
as 1ts principal purroses the a2veidancs of Federal income

tax.

Senator 2=ntsa2n. That ic traditicnal.

ir. Rickets. It is used under present law in several
places. One place that comes tc miand is in connection with
the so-called preferred stcck tzil-oute ir Seection 306 of
the Code.

Cne final related party rule desls with sales cof

depreciable prcrerty retween huskands ancd wives, and their

th

e ¢ thke extra

n

80 percent controlled z=ntities. Here hecau

deferrzl benefits to bhe obtained fronm resale, the Fill would
regquire those *o be repcrtesd through the accrval msthod of

ALDERSON REPORTING COMPANY, INC.
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accounting. There would be an exception so that it would
not apply in ccnnection with any transaction incident to a
divorce or separation.

Further the bill does provide that in the case of an
installment sale which also involves the receict ¢f like
kind property that the receipt of that property would not
accelerate the recognition of gain. It just reverses the
position vnder present law of the Internal Eevanue fService,
in effect making you-pay your tax on the gain when vou
actually collect the money.

Another provicion is to permit nen-recognition
treatment to> shareholdsrs who receive instalilment
obligaticns in connection with a corporate 12-month
liquidation.

The reason is that the shareholder should re treated

essentially the same in th2 ccrporate iiquidation case as he

is where he makes a direct of his stock. The substance of
those transactions is 2ss2ntially the szme, and the bill
would accommodate that.

The »ill  also wculd permit the so-called centingent
selling price sales toc be reportad under a form of
installment methocd of reportina, or ratable bacis for’

Lecovery. Under present law, Decause you Cannot ascertain

r< the gross profit ratic, the

(6]

the selling price, theref

position of the Sarvice is that thoz2 sales should not

ALDERSON REPORTING COMPANY, INC.
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gqualify.

Fipaily there are two rrovisicns clarifying this

n

dispositipn treatm=snt of in tallmén:_obligations by gift of
by bequest.

Finally it would prermit an executor to succeed to the
position of a decedent whe had made an installment sale of
real estate where that real estate is reacguired in the
for=aclosure.

Basically under present law, the seller can take back
the property, and but for payment on the cash collected, get
back in the pecition he would have teen had the sale not
been made. This peormits the executoer or beneficiary to step
into thes d=cedsnt's shoes for this non-reccgnition purpose.

In general, this'bill is effective on the date of
enactment 2axcert fcr some of the special rules. The related
party rules generally are cffective for sales after ¥ay 15,
1980, that was the date the Ways and Means Comrittee marked
up this bili. rFor the non-reccgonition t:éatment for
corporate iiquidations, that is effective for distribution
after March 31, 13#80.

The reavenue estimate because of interacticn of these

provisions, on talance there weoculd -2 nc revenue pickfup or

m

loss. Basically, mcst of the revenue pick-up would be by
chcice because a taxpayer, for examrle, would choose tec take

larger downgayments.
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For the rzliatszd party sales, ws canncot estimete thet
becauss 2f the controvsarsizsl nature of *hae litigation that
has gene on.

As Torbby has menticned to you, £d 12wWKkins, whe has

t
&)

worxed with the st2ff on this bill, %ill now dsscribe to you
a series of possitle amendments for your ccnsidersation.

Senator Dole. kre thece amendments to satisfy some of
the objections to the Fouse bill provisions?
¥r. Hawkins. They vervy in nature. The first one was

somsthing which had been raised on the KFous side, and never

[
(=]
'\_l
*

actually cot intoc the b
Incidentally, thers iz a guide to *hese thincs on page
3 of staff Zocument I. There is a list of 2all these

amendments.

IZ ycu havs a businessman who has sold scrething for
$1C0 and h2 puts it into nhis income Lecavse he is under the
accrual basis -- It is F1C0 to te received in the future as
a normal 20-dav or £C-dazv zaccount. Ye then cswitches to the
installnent. The customer wvaycs ur the F100.. Under the

installment method veou $ay wnen you get the instzllment, so
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Congresss re=cognized thet this was unfair some years
ago, and they cut in a2 formula to deazl with it.
Unfortunately tn2 for-ula isc +4z¢t ¥2Uu only Jet tex=ss ore
poiat zemethinc, Yot 3till ¢et scme degree cf doubnle

taxation.
what we are proposing now is to drcp the fermula, and

simply say that i1f you report it once, that is enough.

zntsan. Yr. Cheirman, I thinx +his technical

133

Senator
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amendment is ons thzt the Treasury, I teli

1§

811 we =zre doin~ is tryinag to do away «#ith the chance of 2
doubtle tax beirng paid.

¥r. HawXxin=s. Paragrach 2 deals with what Don
mention2d, the transrfer of depreciarle croperty to your
wife, or to some controllez entity.

The chang=zs thare ars more or l=s=c designsd tc refine

that. This is 2 cacs where we are taking 2 House crovision
and docztoring it t2 deal wi<h wvarious chiections that were
raised.

It was pcint2i cut that there :is already z sectior in

ticr. Sco we made
the boundary lines 0f the new provisicn eyzctly the same as
the boundary lires of the cicé cre. 3o the tax lawyers only

tc lezrn two

]
T
T
]
.
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to 1 ie Doundary.
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12+, w2 founi that there was

agraed with, z techniceal deficiency

and thils iz Sscticn 1231 dealing
propertizs toetween relzatad

7 Senator Dols. Dces Treasury support this?
8 dr. Hawkins. TYes.
9 Senator Dole. Let's tzke it.
10 The Chairman. VWithout chjecticn, agreed.
11 Senator Byrd. Just & minute befcre we leave that issue
12 entirelv.
13 I rais2 this pcint not in oprositicn to the wav the
14 bill is written, but just =o the committee will Xncw what i+
16 does. I have no fasling 2ither way about it.
16 2ut under_the prcpesal, it will e impcessiple for
17 Spouses to 3211 property one SzouSe to the other under the
18 1nstallment plan, or cn an instzllment basis. Ts that not
19 correct?
20 Yr. Rickets. 0Only Zeprecizble property.
21 Senator 2vrd. Depracizble prorerty.
22 ¥r. Rickets. Thev can sz2l1l thzir residsnces, and
: |
23 non-depraciable prorerties.
24 Senator Ewvrd. Fut ierreciable procerty, they could not
|
sell. ‘

25
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17 to use my 1ncnev some other nlace.

18 richt to dc that, is that ncot corrcsc

19 basis.

20 Mr. Fawkins. Jnless she convin

21 1t was not tax avoidanc=z. aith the

22 Were nc tax d=ferral inveolved, she ¢

23 be svecificalily described.

24 Senator 3Z2vri. Th=2 initiztive w

95 tc the courts thzt there was no tax
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tallmen+t szles tetween

eration.

1¢ nct be denied, but I
that 1t does deny that.
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Hawkine. Tc the Internal Sa2vszhue Service.

The Chairrmzn,., Let's hz=ar from dr. Lubick cn *his.
Yr. Lubick. 2r that point, Seratcr Syrd, there is

lancuage in here on establiching it to the satisfaction of

the Secretary, which has alreaay be2an referred to as in

M

existence under the preferred tax bail-cut.

Just by way of interest, we did have a computer run on
all of the a2prlications for reiief undsr that particuilar
section, and there were a hundred and scme odd. The

ccmputer showed thzt only onse was d4anizd. I am not meaning

ls always rezsonable, tut in this
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think we have a rszther 2nviarle
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t thils rrovision was worked out with the

8]

I might add th

, but with gractitioners in

Iy
h

concurrence not only of the stz

the field who z2ctually have to live with it. They and

persons on 2y side sayinz that thics was satisfacteory that T
had never ssen on vy side at any tine Ssfore in cother

arease.

@]

incdiceation that

1})

So I wouls hepe that this would

this iz an are= thzt we can administar in accerdance with

your ccncepts of fairness 'and sgquity z¢ well.
Senatcr E=yrd. “e zre talking zhout the sale of
property betwean sgouses, zni I raise it only so thz+ the
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50 that tihie committee will be aware that

sell property on the

ouses Lo
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Co ahezd, and discuss that poirnt.

drc. Hawkins. In the interest of complsteness, there is
one other technical c¢hange relzting to licuidatiors to make
that conform to this husband and wice crovision.

The third amendment is guite di€fzrent. It his arisen
in = farm contaxt, but it would apply tc anvone. Stating it
in terss of a farmer, i you sell for = note, 2 ccmmon

secured bty a letter of credit

by 3 third-zarty guarantee.

crziirt

parfty guarantee dces not YOU have received

You csn use the inst=1lmen+t method.

payment.

The Chairmzn. Aithout objection, agreed.

. . n = ~
03It 13 the nN=2XT one.
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company preoiem that Zenator 2iticoff mentions? lact week.
At one tima ths tax treatmant cf life lnSUrznce companies
was such that thev =misht not be taxed 2n the installment

gains at all. Accordingly, & rrovisicn was put in the cocde
which said that if any instzllpent obligation was
transferred to an insurance company, a gain wouléd be

triggered right on the transfer, lest they never collect

Some years ago thev changed the tax treatnens of life
insurance companies, =znd forget that this provision was in

there avparantly. At least, 1if the proper elections are

n

tallment gain re2alized by a life insurance

"

madza, an in

i

company today will be taxed in z2lmest zxactly the same

manner as if it were a shoe factory.

Due to this change in tha law, the tax rvies for
transfers to a lifs insurance comrzany is or T2y Te
chsolet=. Sorh iniustry rsrresantitives and +ha Treasury

C2%e Wwhere
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Senator RinwicoffF. as T understand, ¥r. Crh=irman, this

places insurzncz conrvanies in e¢xactly the sare zosition as

The Chzirmzn. There is nc obiection *that vou xnow of.

The Chairaman. #ithout objecticn, zcreed.
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guestiocn of

provisicns, the s
progpertye.

The HRouse xi
provides that the
can establish to
avoldance was not
taxpayer must con

had a legitimaxe

If

the taxra

will revers

court

The argument

1

[

excz2otisn ac

Y

-+
oy
1

operation of

argument in favor

= -
w < HHE=a

test must
that it may preve
litig

to generatc

compliance gzsrcectle

)

100 V

goint?
The fi1fth onz ralatss tack to the
vilcance a5 to soth ralzted crartiss
alz and regale, and ‘the degreciatle
11, as modified by these amendments,
transaction is prctected if the taxpayer
the satisfzction cf the Treasury that tax
2 principal purpose. In other words, the
vince the Internal Revenue Servicz that he
DUrCOSE.
of the husbtand and wife businsss, we spell
tee regport a couple of obviocus cases where

to convirnce the Sacretary, a

yer

€ the fervice's positicn, Lut only if it

iiscretion.

in favor of havinc the +tax avoidance
i1s that 1t pesrmits scne flexibility in the
iaw toc take czre of hard czsec. The

2 the that the avoidance

‘n
[{H]

satisfaction of the cretary is

to ths

nt the ur soO wide as

iticn. Tt

-~

nsS. It is a rrovision
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considers vsry imctortant.

The zrgument for desleting the test of sztisfaction of 3
Internal Fsvenue Service is that the taXrayers are thrown
too heavily on th2 mercy of *hz Intarnzl fcvenue Sercvice,

It is very difficult to rpersuade a ccurt of an abuse of
discretion, evan if the ccurt would have decided in favor of
the taxpaver as an original matter.

Senator Byrd, the subcommittse chairman whe held the
hearings on this till, belisves that if +he rarties cannot
agree they should 3¢ into court on zs clcse to an egqgual
foqtinq as pcssiblea.

Under existing law there is alrzzdy a cr=2sumption in
the Commissioner's fzvor, and that placss the taxpayer at
enouch of a1 disadvantzgs without rzguiring him to orove
abuse cIi discration as well.

Senator Tyrid feels that he is not willing to =urport a
prevision that on its fzce :is obvicusly weishted acainst the
taxvaver.

Senatcr EBvrid. ¥re Chzicmarn, firs: want tc commend
the staff of the Ffinance Committee, and the Jeoinat Conmittee,
and the Tresasury and others who have worked on this bhill.

particulariv, has dcne z 13+t 2f work on i+t. F3d Teck of my
staff has. I think kzsically it is 3 gcoa bill, and I

ALDERSON REPORTING COMPANY, INC.
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On this perticzular provision, I
comnittee would delete the refoerencs
Commissiorer of Internal Fsvenus for
Hawkin statzd. I see it, therz ig 3
here. % taxpaver, as I see it, oucht
go into court on as nezrly =2gual foot
as possible. Tt is weighted 3 little

)
i

ha

(1]

goveramnent's b

I hacpan to think that .the Inter

L3

'._‘l
o
rf
«Q
1y}
L]
[3a]

jeb by and

ocd

oy

does a ¢

']

madz to be fair. T hzve no guarrel i

think that the averzge taxgayer

enotgh of a diszzdvantage Wwithout

willingly, znd Xnowingly into a

language which will put

disadvantaz=.

would Jjus

4

That beinc ths cace,

committes do2lets the words "satisfact
of the IRE." Then the +tzxpaiyvyer, 1if ¢
to court ani the burdszn of zreccf woul
prove that thers w25 no tax avoidanca
Senateor Fentsen. 'r. Cheirmen,
differing with a2y friend, wno has ion
in chairing thzt subccommittee, but in

o]

believe that vou c3n anticizat- a3ll

4

54

to have the right to
ing with the government

oit on the

n that ieaari. But I
that he ¢r she is at
deliberatly and
st legislation
at an evehnL greater
t suggest that the

icn of the Cecmmissicner
h2re i1g =z iiscute, coes
¢ te on the taxpaver to
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you ccver tlem with =2prropriat:s excedt
about =2guity. zecauze of that, I think the number
occesions could bz inNURAUMSIOUS WASR none cf thece

guideiine= would £i+t, zané

ask fTcocr thzir judgmeant 2n ite

rh

and
I have alsc talked to a number
attorneys who the

position, who

taxrayer

55

icns te try tc bring

Treasury

of awfully tcugh tax

and that discretion

to Treasury in this
is not an unfettzrzd ona. If there is an zbuce of that
discretion, they of ccurse 4ould have *he right to go to
court.

I think th=z Sanator from Virginiz has well statad the

I helieve that the number
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where theyv had deni=d the rulingz. 2bviously that means that

a4

(8}

taxraysrs who cznnot nect that tsst ars not TCing tC cone

Inde==1i, that is what vou want to

Y

prevent. You went to prevent taxpayers frém entering inte
the so-callsd zudit lottery, "we will take 3 chance. Maybe
they will catch us, maybe theyv weon't." 3ut if they come
forward with a genuvire, surportabls, iecitimate case, the
Service is zoing t> he rzasonasiz2 and will not put the
taxpayer at a3 disadvantzge.

I woull agr=s with Sesrnator Syri. My backarcuad is as a
private practition=2r, I 1ik= %c start cut at least

ions wnere the ordinary

[ ]

t
=
ct
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r2asonably 2ven, t30

in installment rasis

(6]
]

»

nature of the trznsactiocn, the szle

depreciabls orcperty, there ars situations which carry with

them a rsth2r strong presuacticn that i+ ic the unusval case

20 That is whv, I <thinx, cne czn zccent Sznator Rvrd's

21 princigle, tut not acgply it te this particlar cituation.

| 24 troblem, th=s American %“ar Asscciaticn, ths Sew York 3State

Bar RAsscciztion, thns CPLs, +the Cattlemen's Rssociation, the
25
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American Bankers Associaztisn, =211 fcouni thzt their

exrerience concurrzd wi<h cut judgment in *his. Indeed, a

would, in the werds ¢f one, "promcte manirulative *ax

|
\
planning, controversy, and liticaticn."
T thi;k i i want s make ) hi
smoothly &as possib "withount litigation. T wouléd urge you
to try this. Let's se2 if there ars cases where the

ct
=g
(=
N

o]
)
ot
0
ot
&
D
»
§
oo
ct
Y
(@]
[N
o
'_4
t
=]
o
o~
[}
(nd
o
0]
t
o
._4
& |
Q
a
O
(]
o
W
0

r—J
(4

4]

&}

I am confident that thers will nct p= *hat mrchien, but i

there is T wculd b= willins to put it again tefore you, and

understzand it. #s I understand it, thisg %ill haé teen a

bill that our scaff, ani in rarticulsar iHr. Fawkins, who is a
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This 1is ths sticky pcint, thisz little 20int right
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here. s I understand it,
points that ars all worked
it provides what*t yvou 2o in

58

ther2 are all these diffarent
cut, the law is 3ll written and

zach indivifgal c¢ whzre the

m

s

4

taxpay=tr gets the ZreaX hers ané does aot G2t the rreak

n
jom
[89
0
O

there,

cr

it got

forth. The w

hol=s thing was worke? out until

0 this cone sticky pcint.

The suggestion was that this cnas sticky roint be

resolved by saving, "In this psrticular case, if there is

nothing els=z in the bill that the taxpayer can use to his

advantase, ne or she can still get the benefit of *his

installment salie cari+al ga
the Secretary that he or sn

aveid taxes." Any cther pzu

Secretary thinks that ha or

then he or che would not have the pene

-

ins s0 1lcong azs h=2 can ccavince
£ was acting without trying to

rpose is ill right, but if the

shz is engizing in tax =svasion,

&)

it that the Secretary

could gzzrmit him or her to have.

It is my understanding

that with this siasilar opreovision

that is mad=s rsferznce to in this le+tter tha+t I am ccing to

read in just z mcment, thers has been 144 czcexs go hbefore

taxpeayer 142 times ocut of 1uc4a, hat is not bad frem +he
point-cf-vizaw ¢of tha tzxpayar, winning 95,9 ang five-tenths
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rere 1s = letter, sigrned Ly some o5F the ablest tax

5 Practitioners in 2merice. They szy that this intallment
6 sale Pill is zn excellant »ill, and thzy reccmmend this
7 proviesion.
bt t experience with
9 this section, which is alrezdy in the Internal Fevenue Code,

10 and to which I made reference, has teen completely

11 satisfactorv. They wWwould stroncly recommend that we resolve

[o )
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e
D
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h
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il
3
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ct
o
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12 this matter in this fashion. This is a compromise that has

13 been suggested, 2nd it ic ezsential to the nill.

14 When T ook 2t ths pecple who sicned” this letter, I

15 Must say thzat I am encrrously iaprsssed. I nctice here i
16 Edward Zenjznin 2€ my Stats. fSut nsre z2re some cf +he other

17 nhames that vcu will rececaenice: Cheldon Cohen; crtimer

18 Caplan; Williaxz Y. Coldst=zin, whc s=rvsd down hare in the

19 Treasury f>r scm2 vaars;

20 responsililz zosition at Trezsury; Veztsr Fughes who was

21 2askad tc cone down here %o servs as Zenseral Counsel for the
22 Treasury, but i+t v3s Just nct convsnient to dco sc, it was
23 too tig a financial sacrifice =Zo do it.

24 cchn Y¥2ian who served with distincticn here workin-s

- . e e s ~ .. . .
25 wWith this zommictes, writing tzx law; Charlecs szil¥er, %ho is
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Associaticn, and hs served hers with us workXing on these

I commend 211 thess cgentlemen to YOu. ~ere ycu have
got the most distinguished tzx practitispers vz can find in

ty

the Americz who all seem to think that this is atout the
best way you czn rzsolve this grroblesm, 2nd the taxcayer, in
experience on a siailar situation, has a2 win recordé of ¢9.5

percent of the Secretary deciding in +their faver.

cculd resolve it this way,

+
"
1}

€o I woull hope tha

¥

becauce otherwise I am afraid that Wwe are not coing to be
able toc, pass this niil. If we don't ¢zss this 5ill, I
believe that we will have fziled to 40 what T think the
country has a rwizht to @xpect 0f us 1n the way of tax
simplification.

As I s2id, thisz peocint would no:t be so impecrtant tc me

if it were not for the fact that I am sfraid that if we
can't resclve this, we z2re not =s0ing to succeed ir rassing
this biil. 3¢ I would hope that we weuld accect the
comprcmise that has Yeen sujygest2d herz, that cur staff
worked out with tha Treasuryv, and with the surcort so far as

I know cf everv distinguished practiticner in the Zmerican
Bar Associatiorn.
T undarstani that thzr=s w3:s ;& Jentleman whe t=cstified

before the subccamittee zgainst this ccint. Zut Wwith the
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Wway it is written, then the

taxpayer if he jo0ss to court, zoes in zt+ a disadvantage. We
are writing a disadivantags into the law insofzr as.the
taxpayer is cocncernsde.

It Jjust szems to me as a matiter of policy and principle
that if a2 taxpayer is not satisfied with the reling of the
Cammissione:, he or she should have the right to ac to court
on an equal footing with the gecvernment, and that is the
only point that T 27 tryving tc aake.

The Chairmen. Here is the part that concerns n2. I<
we den't pass this »5ill, he is not even gcing to have the
chaacs to 75 ts zourzt.

Yere you
been winning &g°¢.
Tax Cecticen cof the pericarn
crovisicn in the

Secretary had 5es=2n willing to raccgnizs mny zcoid

times cut of 160, Wwhere L don't sven have tc g0 to court.
It seems to me thzt I am bhetter off with that thar I am with
the situaticn whezz - won't even get tc court tecauvse the
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1 Senatosr fyrd. The Internzl [evanue Service will have
2 2an opportuniiy aanywey to negotiate with thz taxraver under
3 the proposzl that I am making. It is only when they cannot
4 agree that tley gc tc court.
5 It Just s=zems tc me, do we want t5> say and establish a
6 Precedent that wve are going to write into law a distinct
7 disadvantzge to tha taxpayer and grevent him fronm ¢cing to
8 court on an =2guzl focoting with the government. That is the
g.whole thing. It does not change the process that the
10 ProcCess that the bill is trrying tc =2stablish.
11 The Chairman. Senator, here are the elite of the
12 American Par Association, the Tax Section cf the American
13 Bar Association, szying, yes, tass this with this in it.
14 They think that this is a gecd resoliution c¢f the problem.
15 fre. Lubick wanted to szy something.
16 fr. Lubick. TYocu correctly stated¢, ¥r. Chairman, that
17 ¥e Were reluctant in the f£irst glace to have any exceptions
18 1n this area fecause we think that when you ars dealing with
19 T2lated parties, the possibilities of sbuse are so great,
20 &nd there hzve teen sc 2zany vescle who will Jjust take a
21 Cchance because they have nothing tc losz in =sntering into

| 22 these transictions that we cannot X22p up Wwith them.

|

% 23 That is why w2 want tc have some hold on the

‘ 24 situatior. §2 ars hoping to keep t=orple out of ccurt, quite
25 frankly. O5Sut when practiticners czne to us and said, "look,
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a

e said, "All right, w

ot

allowing any of thsse transac

cen

the taxpayers

avcidance, we will allow it."

put tcgether this package with

The Chzirman. Let me ask

compremise, was it your susz

T

compromised, or was this the s

practitioners.

bl
i

bick. hi

tax przactitione

door

som=thing

Here

(=8

This
understand ha
oW

Pilli.

resolve it

3
.

ions.

u

Tt

all

vcu this.

3¢estion of

a

show us that their

was

O

)

gestion of

pushing

to

we

Zroups.

This sc-called

how it coculd bre

+
-

imminent tax

aven lct

in
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1
don 't remember

i

Ar. FHawkinz.
cama2mber most viviily is tryinc te sersuyacdce
in a tax avoidance clause =2t alil. It was like pulling teeth

Senator Danforth. Mr. Chairman, couli I ask Yr. Lubick
a guestion?

Given Tre

1

Sury's strong opgosition toc any exceaption,

st

s
1)
o

8 and given the fact that from t ndroint of Treasury

rties are a tax avcidance

.
Kol
tw
ry

9 transactions between ralate
10 Scheme, would it b2 your judgment that the satisfaction of
11 the Treasury would be met anywhere clcse to 96 rercent of
12 the time?

13 fr. Lubick. T would exrect continuation of that same
14 batting averags=.

15 Senator Dzanforth. How could it be with this strong

16 Presumption?

17 Mr. Luhick. 3=scause the cases that will come to us

18 Will be cases wheras the taXpavers genuinelyv are gacting from
19 motives othar than tax avoidancz. The pecole that have the
20 tax aveidancs in their scenzric siwply will act come in.

21 Thevy will be discourzged. They will te deterred. That is
23 It is not surcrising tc me thzt where there is no tax
24 3voldance that ws have such a fine racoré ts point to. The

1f-fulfilling

<
=

th
SN
1)

an

25 FProvisicn, I think, is z seif-salectiv
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Would this ccocmmittee Se able +tc find cut, fcr =2xample,
how this is werking, if the Secretary were given this
discretion?

¥r. Lucick. Absolutely, Senator.

Senator Danforth. He knows as a mnatter of course.

¥r. Lubick. There is no longer a cloak cof SeCrCeCyYy over
private rulings. 111 the private rulircs are now nade

available to the gesneral puhlic, even thouch they may he

sanitized as tc nampec.

W
(42
)
(a4
ct
[
o]
Q
m
<
1t
y
oV}
(9]
]
~
n
(@]
ot
O
0
0
[}
[41]
=
~

that would Lbe Xerpt?

Senator Danforthe. Aould it bz 3 simple matt=r for +the
Hays and Feansg Ccmmittee and the Finance Ccmrittes to he
apprised of that?

¥r. Luticx. It is all Kect trz=ck of by a commercial
service that is run by CCH. S0 1t cz=n te done at any time.
We could recort it to vcu 5n an annual nasis whzt the score
is.
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Senater Dznfcrth. I gon't like *to Jjust create zaother
letter for recrclie to write. Eut that would seer to ne to be

not there

is such 2 cresuxpticn acainst transzc+isns between reslszted

parties that there never would te an excertion that would be
granted.

¥r. Lubick. e will »e glad tc report back to Yot a
year frcm now, or 2t such time as you think is apprepriate.
It night be fairly close. There will not be any r=ecvorts

]

icd ¢f a vear-ané-a-half, :tut we would

r

probably for a ce

L4

2s such time as vyou

31lad tc zone

<
o
L

cartainl

zand 1let you see how the section is operating, and

hive bheen.

guestione.

b i -1 -y - -
Tzlmadge. Mr. Chairman, may I ask a

fenator Dznforth. Zxcuse me, Senator Talmadge, but 1if
I could just foliow up.

I wonder 1Z that could de Just 1€ z matter of course
donz?

The Chairman. We could so crovide, =and Treacury hasuno

¥Yr. Iubick., i have ncne at 3li.

Senator Talma<sce. I am trying tc get the issue in this
Case,.

Aten related partics m2Xe 3 sale with each cther, this
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provides thzat th2 Szcrstary mav determine whether or nct it

is a tax avoidance schene. If s¢, you disacprove it. Ts

#“r. Lulbick. Thzt is not guite so.
of permitted transactiones. First, Wwe are dealing with the
availability cf the installment sale in the first szale

between the related parties. Then, in the one provision,
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for examrle, if there is no ress

t 1f there Las been a

(]

question is never =vén raised. &
resale wWwithin two vears, unless it falls within a nunmber of

the listed z2xce those cases which
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we have been atle tc foresee, such zs involuntary
conversions would not involve tz=x zvciiancs, then the

taxpayer 1is still 211 right.

Zut then 25 a catch-all becaussz we have ro: heen gble
to foresee, as Senator Esntsen sazid, 211 of the

circumstances wherz there might be Gnuseval metives tha*t are

not tax avcidance, then we £ay that the taxpay=2r can come in

and satisfy the Secretary that his motive WeS not tax
avaiﬁan:e. It is only in that las: rescrt, in that last
residuary czses, where the tixraver comes ir to the fecretary
and shows wnzt his true activas were that vou gJet the
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Senator Talmadaoe. Let me take it one ster further.
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arcitrary andé capricious, and clearly wrong. “hat is the
remsdy to the t=xpayer; can he go into court and show that?

Yr. Lubick. Yes, he can.

Senator Talnmadge. in cothesr words, the Sscretarv's
decision is nct final.

Wr. Lubick. It is not finzal.

It merely carries

with resunpticn can

[
(a3
~
[8]
jos |
bde
o
fo
ot
(o]

unreasonabl=.,

refuta2d in

the presumption

court.

is shown to bhe

Senator Talnadge. You have answversd mv question.
The Chairran. I Zust thirk thet in order tc get this

straightened, I think that somcbody cught to put a little
chart ug hac= ¢on this blackboar? tc skow us how this
particular area we are talking atout is an area thst could
b2 the csubj2ct o considerable tax zvoizance cf concern to
the Treasurv.

Could somarody rut a diagram ur there on this beard
that would show us heow if tnis not car=fully monitor=4 that
this could te zn area cof sericus concern ac far ac tax
avoidance iz zoncerned. If tha2t is whzt gtrompts the
Treasury to Le sticky zbout this, I thinX *het thevy are
right about Deing tough about it, bacauce +this is zn area
where 1f you den't watch 1%, this coul? be an zrea where
there 1is tax avcifznce.
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1 Sepator Zyrdi. ¥r. Chairzman, nzy I say that I agree
2 with you. 7T feel that this is an arez where tax avoidance
3 should rnot be zerrmitted, and that ig why I faver tichtening

t is why 1T
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It is not the point
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§ favcr the p
6 that I am maxking.

7 The point that T am maXxing is that where there is a

8 difference of viewpoint between the Commissicnar and the

9 taxpayer, that the téxpayer should be able to sc to ccurt on
10 an =2qual footing with the Ccmmissioner, which he czannot do
11 now.

12 The Chairman. I understand. 2ut it seems to me that
13 - this is a very small point compared to 2ll that is

14 involved.

15 Po yecu mini putting ugp there just what the tax

16 avoidance problsa is.

17 Yr. Hawkins. The case that we are talking zbout, for
18 example, is on res2le, it is 3 gross case but it iz almost

19 exactly the tyce Of tax casss that T used tc have and I

20 could never find anv gcod r=2ason ts tell my clients not to
21 do 1it.
22 The huskand hzs IFY stock that hec a value of $10C, and

24 sells the stock to his wife. Ic basis i 180G, but he cells

26 to his wife for fair market vaiue, and her teasis is now

ALDERSON REPORTING COMPANY, INC.
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100. instead of pavinz hia in cash, she gives him 2 2C-year

nas not gocrtten his acheve.
Zn Tuesdzy, the wife %turns around and sells the steck

1

. The stcck has ncw

)
0n

at the stcck =2xchange for o
fluztuzated. Thz ruver gets ths basis of 100. There is no

L naesls.

D

tax here becau she i1s selling a+t h

1G]
(1]

[}

8 Whzt hzs happsnsd is that the husband and wifs are

9 viewed 2s a team, 2nd they have taken their aprcreciated

10 stock, they have turned it in 24 hours into ccld, hard cash,
11 and they will not gay =2ny tzx for 20 yecars.
12 Senater 3Syrd. ¥r. Chairman, may I make the statenment

13 that that is outlawed »v the bill. It has nothinc to do
14 Whatsosver with ths point that we zre talking akcut. That
15 is outlawed by this bill.

| 16 The Chairman. It has much to do with it. Wwe are

17 talking about the flagrznt tax abuses. #we are talking about

18 flagrant tax aveldznce. wWe are talkinc about Trezsury's
19 concern that ths Trzasury nct he rabbed by tax zvoidance.

e r=cauce the
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20 Senatcrs 2yczd.

219 bill ocutlaws any such transacticn.

23 involves tns socd faith of the taxpaver.

o5 that thz fzther is 1 fzrmer, again 2e has a kaszis of 10 in :
|
|
|
\
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possikle cases, why not Jjust have an aresa where ycu just dc

family, where the purpose

was not tax avcidance, vou finally wound up with 2 situation

m

there micht be nyrizd of other situaticns arise

where there is no way that you could spsll out that in the

and at that point you sail, "Wny don't we Just say that

if they can convince the Secretary that the purpose of this

on is not tax avoifance, he czn waive it.”

+
-

H

0O

S to have the flexibility.

)
o

¥r. Hawkins. Tt w

Senztor Byrd. No one is arguing against the

flexirilitye. The »>nlily ~Argument 1is whather the taxrayer can

go to court on an ecual footing with the Conmmissioner in

o
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W
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The Chairman. The Sacretary is nct willinc to leave an

M

""

open-ended provision as to the varisus things that night be

dreamed ur by tzxTayers. That is besicelly vour zcsition.
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That 1s ccrrect, Yr.
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ings and tzke & chance and
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aybe they won't.

"Mayr2 +the TIZS5 will aucit e, and =

would not 1g2ai to any diminutica of the zroblem i7 it
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3 facade ¢
4 that is all he is concsrnsd about, and

5§ los=2 ctherwise.

6 Senator ¥atsunaga. Yr. Chairman.

7 The Chairman. Here is the thing that concerns me. If

m

8 We resolve this matter the way Harry Syvrd would like to

[
j=g

Tha

«or

9 resolve it, ani we regpert this »il way, it will have

.

10 to go out over the Treasury's objecticn. Is that correct?

1 Mr. Lubick. Y2s, sir.
12 The Chairmazn. You will have to obiect tc the bill.
13 Yr. Lubick. VYes, sir.

|
|
|
|
|
|
|
|
|
|
|
|
\
|

14' - Senator Wallop. It would not be the first bill we )

15 Passed throuch here that the Treasury coiected to.

16 The Chairrzn. VYesz, but basiczally, gentlemen, if we

17 don't pass this :ill in the ar=a of simrlificaticn, this

18 committee will hava beenr a failure. We have werked on
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ot
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211 sorts 9f thincs

t
-
O
oo’

19 simplifica
20 about, Subchapter €, znd all sorts of :hincs.
21 veryv significanct ra2forn.

T am a practiticnsr ty law. I Xncw a

[
h
-
0
Q
U
o
'.J
t
-

23 little =z=bcut this. TIf we vote down the whole American 2ar
24 Associaticn, ths 2zericen Eznkers Association, 2nd everybody

25 else, to incist on some teint where the lzwyers &are not
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concerned zbout it, it ssems tc me that it ig Sust a failure
to do our Sorbp.

OrZiinacily th= Senztor covié he ar2itrzry, and I wculd
go along with hninm. fut it zeems tc mz that if wve insist on
this peint, we are gcing ts fail to Fass 2 very imrortant
bill which will be a major zt=p in tax gimplification.

ol
o

Do I understand that the American Bankers Association

ociation favored

]

ajr2ed with this also? The Amsrican Par As

favored it.

]
(4]
n
0O
O
P
v
t
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Q
=
t4

it. The American Zankers

tte ¢f Certified

Senator Yatsunaga. The 2merican Tns+i+
Purlic 2iccountants, 2s I unierstand it, also fzvored it, arnd
they are representativegs of the taxzaysrse.

The Chairman. Those ate the te2orls who ought to be
concerned =zbout their rigHt to adjudicate the mztter, and

they ar=s all for rssolvinzg this mattar in this fashion. I1f
we have it the cother wzy the bill is nat 2cling *tc decore

law.

thina. That

]

I would Jjust like tc 3e= us achieve son

being the cise, it se=ms to me that we cught tc ¢c zlonc

IS

with thes Tra2asury pcsition ¢n this =-- Thisz is not the
Treasury positicn, this is the INnSWer that wWwas sucasested to

-
LD e

W
O
o/
1)

them bty the practiti

Senator Yztsunacea. I addec¢ that the Emerican Instituta

~ PSP . . * s . . .
of CTartifizi Zunlic Accountants, tco, whce Iérrecent
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taxprayers, 2re 2lso endcrsing the laaguade as Erecposed by

the 2ill, <So that I wculd =z=s¥ Senator 8vrd, in licht of all

t-h

this, sinc= the respresentatives of the taxpayers themselves
have z2pproved the lancguace, arnd the Treasury wculd ctherwise
oppose it, perhaps we ought to let this lansuage go to the
floor as it, and perhaps if there is any objecticn mayke it
could be raised there.

Senator Byrd. The issue, as I see it, dc we want to
deny the taxpayer thé right to go tec court on an egual
footing with the government. That is the whole thing. If
we are goinjg to do it in this cage, then this is gcing to be
2 precedent for doing it many case.

The Chairmzn. The precedent is already set. The

glready in the lawe.

.
n

provisicn that you zre talking about

Senator Byrd. It expands the precsdent, then. It
creztes an additional grececent.

The Chairman. But It is z2lready in the law. All the
practitioners are =2xtremely hapuvy aksut the way 1t has been
working out.

These in favor of the ctroposed compromise that the

Treasury is willing tc cc aicr with sasy, aye.

o
(Y

Q

Senator Eyrd. I don't ez a zZuorun t vete, Yr,

¢

Chairnan.

The Chairman. If ycu want to make a3 zoirt of no
quorum, Senztor, all richt. That is vour ptivileqge.
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2 The Chairman.
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4 senatcrs in here., We will just discuss thiz a2+

5 Mmeeting.

0]

6 we will stand in recess.
7 (¥her=2upon, at 12:15 a.m., the commi**ece adjourned,

ir.)

m

8 subject to czll of the Ch

10
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