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MARKUP

TUESDAY, MAY 17, 1983

United States Senate
Committee on Finance
Washington, D.C.

The committee met, pursuant to notice, at 10:40 a.Me, in
room 215, Dirksen Senate Office Building, the Honorable
Robert Dcle (Chairman of the full committee) presiding.

Present: Senators Dole (Chairman), Danforth, Chafee,
Heinz, Durenberger, Symms, Grassley, lLong, Bentsen, Prycr and
Bradley.

Also Present: Senator BRoschwitz.

Chairman Doles Our first item on the agernda is the
Enterprize Zone Tax Act of 1¢83. I was just saying in a
preliminary way at the last meeting with several others -- I
was not the only one there -- with the President, he asked
when we were going to start marking up the Enterprise Zone
legislation. I was pleased to tell him had it not been for
this meeting, we would have started it 30 minutes earlier.
So we are in the process of that.

The President also announced, which might bte cf some,

interest, that the Soviets have agreed to negotiate a
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long-term grain agreement. That is the only other.

So who is going to be the lead? Dave, will ycu lead on
the Enterprize Zones? Eod, or somebody from somewhere?

Mr. Brockway: I think the administration will.

Chairman Dole: Mr. McKee or ¥r. Brock?

dr. Chapoton: I will ask Yr. McKs2 to go through thea
basic provisions of the provoosal.

Mr. ¥Mc Kee: The tax provisions of the Enterprise Zone
prorosal are roughly as follows. First, focusing on
incentives to employers to attract labor-intensive activities
into the Enterprise Zone, there are two types ¢f rayroil
cradits that are being proposad.

The first is a 10 percent credit for the incremental
increase in the payroll of a business operating in an
Enterprise Zone. The credit is limited to 2 1/2 +imes. The
payroll you are dealing with is limited to low and moderate
income individuals. The individual éannot e paid more than
2 1/2 times the FUTA wage base in anf particular vyear. That
is $17,500 right ncw. So that if you added such an
individual to your payroll, the emrlovee would receive a
credit of F1,750.

The second credit is a credit designed to enccurace the
hiring of disadvantaged individuals. This is a credit equal
fo 50 percent of the amount pzid to a disadvantaged

individual, and there are no limits on how much yvou can pay
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this individual. So this is 3 very strong incentive *o
higher lower income disadvantaged individuals in the
Fnterprise Zone area.

The third cfedit is a credit for employees. This is a &
percent cfedit that the employee takes on his c¢r her tax
return. This credit is limited to 5 percent of the first
$10,500 of wages paid to the employee.

In order to encourage capital investment in an Enterprise
Zone, there are substantial incentives. Primarily, the
investment tax cradit is increased by 50 percent for
investments made in an Enterprise Zone. There is a special
new 10 percent cradit for buildings in an Enterprise Zone.
Finally, there is a capital gain exclusion for people who
invest capital in an Enterrrise Zone and earn a capital gain
on that investment. Therz is no tax on that capital gain.

We have tried to be very careful to incorporate
provisions which will prevent the abuse of the capital gain
exemption by limiting this favorable treatment to capital
gains which are directly attributable to Enterrvrise Zone
businesses. And wWwe have tried to draft language so that
people cannot tzke advantage of this capital gain exclusion
without actually engaging in a business activity.

Finally, the restrictions on small issue industrial

.development donds, the general rules of which are to expire

at the end of 1985, are not sunseted for Enterprise Zone
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businesses. Thus, the benefits of being able to use
tax-exempt industrial development bonis will continue *o be
available to Enterprise Zone businesses without the sunset
that is due to éo into effect.

That summarizes the tax provisions of the Enterprise Zone
proposal. It is our view that this is a well-balanced
package of tax incantives which will sncourage the locca*ion.
of businesses within Enterprise Zones. %We have tried to
tailor the package to get the right mix of labor intensive
and capital intensive businesses in Enterprise Zones, and we
have struggled to try to be as cost effective as rpcssible so
the revenue losses attributable to this bill indeed are
effective in encouraging activity within the zones.

We have resisted amendments to the propcsal which we feel
would be very expensive and which would not produce the
reguisite incentives that we are trying to achieve here.

Chairman Dole: Now, what about -- HUD is represented.
What about the non-tax provisions? Do you want to comment?

¥r. May: M¥r. Chairman, the objective of this legislation
is to target on cities and rural towns which have a degree of
distress. Broadly speaking, UDAG eligibility is the criter:ia
for garticipation. It would require that the city and state
submit a course of action once they have been found eligible
to compete for designation of one of the up to 75 zonas that

can be dssignated over a three-year pericd.

ALDERSON REPORTING COMPANY, INC.

440 FIRST ST.. N.W.. "WASHINGTCN. D.C. 2C001 (202) 628-9300




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

There is language in this year's legislaticn which wveould

reguire that up tc one-third of those zones be smaller
communities in rural areas. The course of action submitted
by the city and state could be quite flexible. There are
some indications of what provisions might be included, such
as tax and regulatory relief, improvements in city services
and infrastructure, and involvement of residents of the areae.

The Secretary of HUD would winnow through the submissions
and make designations on a rather flexible scale, giving
priority to those which appear to have presented a strong
course 9f action which appears to offer a likelihood of
success, and thos= which perhaps have some innovative
proposals in them from which we can learn lessons for
pessible replication at the local, state and federal levels.

The federal commitment would be for the period which
vould match the local commitments up to 20 years with a
four-ysar phasecut. He have included in this year's
legislation an evaluation procedure sc¢ that an understanding
of how the program has worked will be available at the end of
the three-year period.

It is a modest proposal, but we think it has some
exciting potential for both cities and rural towns with
problems of unemployment, the need for job creatien and
revitalizaticn.

Chairman Dole: T think Senator Bentsen has an

ALDERSON REPORTING COMPANY, INC.
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amendment. Maybe we can dispose of that now. It seems *o me

to make some sens2, and he could try it out on the

administration.

Lloyd. \

Senator Bentsen: Thank you very much, Yr. Chairman;

Chairman Dole: It makes a  great deal of sense. Excuse
me.

Senator Bentsens That is better. Perhaps I should stop
now.

[Laughter.]

Senator Bentsan: Let me say, ¥r. Chairman, I am not sure
how good a job these particular incentives are going to do.

I hope they are very effective. I know Senator Chafee has
taken the lead in that, and I congratulate him in it. I also
know Senator Danforth has taken a leai in trying to see that
some of the rural areas qualify.

I have a situation in South Texas where the unemplovment
rate goes from a ainimum of 20 to 3 maximum of 50 percent, 20
to 50 percent, the lowest per capita income in the United
States.

Now, if you get around McAllen, Texas, you have an area
where they are working very hard to get such an Enterprise
Zone qualified. They could have gualified possibly under the
law as it vas rroposed last time. Last time it was proposed

#hare you had a poculation of less *+han 50,000 or one

ALDERSON REPORTING CCMPANY, INC.
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designated by the Secretary of HUD.

The thing has been changed to say "and." All I ask is to
move it back to "or," that the discretion be given to the
Secretary if he feels that particular area qualifies. I
believe that has met with the aporoval of the parties
concernede.

dr. May: That is acceptable to the administration. ay.
understanding is that Senator Danforth, who had been :he --

Senator Bentsen: I discussed this with Senator Danforth,
and he is for that.

¥r. May:s That is accertable to the administration.

Chairman Dole: Is there any objec+tion?

[No response.]

Chairman Dole: The amendment is agreed toc.

Senator Long also had an amendment.

Senator Long: I wanted to suggest, Mr. Chairman, that in
evaluating these competing applications for zone
designations, efforts should be made that they should
consider efforts to provide equity sharing for emplovees of
zone businesses. In other words, while we are doing all of
this, maybe we can try to see to it that the result of all of
this is the people who work there own some of it. I think it
would be a gooé thing if that would be one of the criteria to

look at.

Chairman Dole: Has the aiministration had a chance to

ALDERSON REPORTING COMPANY. INC.
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review the amendment?

Mr. Mays We have a general understanding, ¥r. Chairman,
as I understand.

Chairman Doles ¥r. Gates I think can clarify it.

dr. Gates: Yes, Hr. Chairman. As I understand, the bill
currently lists four examples of courses of action that might
be included when HUD and other agencies evaluate the
desirébility of‘a zone designation. This amendment would
propose a fifth example to read "mechanisms to increase
equity ownership for zone residents." For example, a local
Or state government could establish a revolving fund to help
finance employee buyouts in zones.

Chairman Doles: It would not be mandatory.

r. Gates: None of these are mandatory, ¥r. Chairman.
They are permissive. This would add a fifth to the list of
four permissive things that could be looked at.

Yr. Chapoton: That would be acceptable to us, ¥r.
Chairman.

¥r. May: Do I understand that this would be -- we would
prefer -- I think it is perhaps semantics, Senator, but if ve
could add that page 11, subsection (d) as an additional part

the sorts of things which can be included in the course of

(o]
th

action, I think it would be --
¥r. Gates: That is correct. It would ke in (e).

¥r. May: Do you want it as a separate one rather than

ALDERSON REPORTING COMPANY, INC.
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just adding it as part of (d4)?

Mr. Gates: Correct. It would be fifth, a separate one,

.as (e) in the'criteria.

There is no.difference of substance, ¥r. Chairman.

Chairman Dole: There is no objection to the amendment
once you decide where to put it?

[(No response.]

Chairman Dole: Then the amendment is agreed to.

Senator Durenberger, do you have an amendment?

Senator Durenberger: Yes, Mr. Chairman. I think this
has been discussed with the staff, and at least there is a
description for the members of the committce.

My amendmentiis premised on the fact that the legislation
we are considering will provide for zone designation that
will last some 20 years or so. It sesms to me that it is
impossible to predict exactly the best method to encourage
the most appropriate utilization of Enterprise Zones, both
national and state, over that long a period of. time.

The intention of the amendment is to provide some degree
of flexibility anid to encourage some experimentation as to
the most appropriate methods for achieving the goals the
legislaticn tries to achieve.

This amendment would require the Secretary of HUD to
establish a procedure for modifying the Enterprise Zone

incentives and conmmitments, and at a minimum the procedure

ALDERSON REPORTING COMPANY., INC.
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would include initiation of the action by the Secretary of
the state involved or any of the local jursidictions for the
modification of the federal, state or local incentivese.
Prior approval 6f HUD before any change in the mix of state
or local incentives is put into eff=ct. However, nothing in
the procedure would prohibit the participating gcvernments
from unilaterally_a&ding nev incentives, 3 reasonable
transition period £or existing zone businesses to operate
under prior sets of state and local incentives notice, and no
reduction in the overall value of the incentives that
originally led to the zone's designation.

It just comes from the fact that we have had a lot of
state activity out there while we have been anticipating
federal legislation. And what we are trying to do here is
try to find some modicum of flexibility involving the
Secretary and the states so that we do not lose whatever
incentives came out of these state programs.

I do not have magic language to achieve that, and that is
why I have been relatively general here in suggesting what
might be the most appropriate language. 3ut I would like to
move this in a sort of consensus wvway and then let us work
with HUD or whoevar else is svecified.

Chzirman Dole: I wender if I could have HUD's response
to the suggestion of the amendim2nt.

Mr. Sloame: We think the proposal is a constructive

ALDERSON REPORTING COMPANY, INC.
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one. We do have some problems with the details of it. Theré
are a host of problems that are associated with such
flaxiblity. For =2xample, one must be careful not to send out
the wrong signal to the investment community that certain
kinds of incentives such as property tax abatements might be
abrogated in the middle of the Enterprise Zone. That could
send the wrong signal and make it much more difficult for
businesses to obtain financing.

On the other hand, ve recognize that, for example, if a
course of action included increased police protection, an
additional six patrol cars in a zone, and then as a result of
the success of the zone the crime rate was reduced
dramatically and there was no need to have six patrol cars
permanently assigned, certainly some provision ought tc be
made to modify that commitment in some fashion.

So what I am suggesting is because the courses, the
potential courses of action are so infinite in nature and so
different in their consequences, perhaps it might be best to
incorporate the suggestion :y Senator Durenberger in the form
of an ameniment that would permit the Secretary of HUD to
issue regulations that could take this into account -- broad
authority to issue such regulations without being
proscriptive in the language of the legislation itself,
giving the difficulties and the variety of courses of acticrn.

Chairman Dole: I assume -- let us just say vyou had an

ALCERSON REPORTING COMPANY, INC.
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Enterprise Zone and there was some obviocus too generous
treatment being provided in that area. Would you address
that with your amendment? Would you modify whatever the
benefits might be? Does it go that far?
Mr. Sloame: I am sorry. I do not understand.
Chairman Doles: I am just saying if someone had -- in
other words, if the taxpayers were paying someone a rather

generous tax break, when you determine two or three years

down the road that it may not be deserved or is more genercus

than you had intended, this amendment would permit you to
move in and make changes, is that correct?

¥r. Sloame: Yes. But again, I would like tc see this
more in the form of regulations. For example, let us say
there were a property tax abatement. We would want to be
able to make sure that no businesses that relied upon such an
incentive in a course of action by moving or building within
a zone was adversa2ly affected y such change, for two
Ceasons: one, it would be simply unfair, and secondly, it
would increase th2 difficulties they would have of getting
financing, as I said before, if the investment community was
under the impressiocn that these property tax abatements, for
example, could te lifted at any time.

So at the very minimum we would -- again, under
regulations, I would hope -- provide for some grandfathering

of existing benefits for those companies that would rely,

ALDERSON REPORTING COMPANY, INC.
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that acted in reliance upon that. But, again, I think this
is something more suitable for regulation.

Senator Durenberger: I would agree with that. My
concern all of the way along in this proposal and the
concern, for example, of our metropolitan area in
Minneapolis-St. Paul is they started down this track of
deregulation and tax equity as a way to take some of the
economic competition out of urban development. And I think
their original apprehension when the federal legislatiocn was
proposed was all of a sudden the federal government is going
to come along and start dictating, in effect, through a set
of benefits where development in a community, a large urban
community, might take place. So we are arguing for that kind
of flexibility.

I realize you cannot spell out all of the details in the
legislation, so if I zan frame up in legislative language the
flexibility and give to the Secretary the authority to
promulgate regulations, that would be most appropriate.

¥r. Sloame: We would not be opposed to that.

Chairman Dole: Without objection, if you can work that
out with Senator Long, the HUD people, and Senator
Durenberger on this side =-- have you had a chance to look at
iv?

Senator Long: I have not had a chance to focus on it

yet, but I am not objecting to it.

ALCERSON REPORTING COMPANY, INC.
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Chairman Dolea: Senator Chafee, do you have any comnen+ts?
Senator Chafees:s Mr. Chairman, first of all, I want to

congratulate you for scheduling this markup on this subject,

|
|
|
|
4 \
and I am glad we are moving ahead.
As you Xnow, it has been a long, difficult road. I want
to give credit to Senator Boschwitz who has worked extremely
hard on this legislation and has been deeply concerned from.
the very beginning.
As ¥Yr. May pointed out, this is just an experiment. This
is not going to solve all of the world's problems. There are
a very modest number of these zones that can be designated
each year, 25 and 75 over the total of thrze years. But it
is an effort in an area I think all of us are conscious is
suffering very badly; that is, the inner city. Not just
because of the flight of industry that we are concerned, but
it relates right back to jobs.
What we are trying to do is pro?ide jobs in the inner
city, and this has a variety of apptoaches, as has been noted
previously.
Ncw, Mr. Chairman, one of the problems that has come ur
has been those raised by the preservationists. They have
deer concern, and I admire them for their alertness and
dedication to this area. They have deep concern that unless
some action is taken before the zones are designated -- an

inventory cf the buildings, for example, then things will nct

ALDERSON REPORTING CCMPANY, INC.

240 FIRST S7.. N.W., WASHINGTON. D.C. 20001 (202) 628-9300



10

11

12

13

14

18

16

17

18

19

20

21

22

23

24

25

take place afterwards.

We had vwitnesses from the preservation groups here, and
it seemed to me'it made more sense instead of regquiring an
inventory in advance, because there ares going to be a host of
cities that are going to submit applications that are not
going to succeed, and these inventories require some effort.
So instead of requiring the inventory in advance, I would
propose that those areas that are designated as zones within
60 days after the date of designation, an inventcry of the
historic properties must be completed.

Now, I think that meets the concerns of the
preservationists, although I will publicly note here that
they are not completely happy with that arrangement.

I think we find in these urban renewal revitalization
efforts that great attention is made to historic structures.
We have seen that in Boston, the Quincy Market. We have seen
it in Harborplace in Baltimore. We have seen it in DeVaul
Sguare in my own capital city of Providence, Rhode Island.

Furthermore, there are tremendous incentives in this
legislation, ¥r. Chairman, to rehabilitate historic
properties. There already exists a 25 percent investment tax
credit in the lav for the rehabilitation of histecric
proverties, and the zone bill would provide an additional 10

percent.

Now, that even gets the attention of ¥r. Chapoton. Tha t

ALDERSON REPORTING COMPANY, INC.
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is very attractive. And so you get up to a 35 percent
credit. We are not talking deductions. We are talking
credits. And historic properties I believe provide one of
the most lucrative development opportunities to be found
anywhere.

So, ¥r. Chairman, I would urge the adoption of this
amendment that would require an inventory within 60 days
after the zone has been designated.

Senator Long: Let me just raise a question, if I maye.
It has not to do #ith the amendment so much as what Senator
Chafee said in the beginning. You said something to the
effect that only 25 would be designated the first year, I
think.

Now, I am under the impression from at the bottom of page
4 and the top of page 5 that all 75 areas could be designated
immediately after the bill becomes effective. Is that
correct or not?

¥r. Sloame: The amendment between last year and this
Year was that within the three-yvear period the Secretary
could designate up to 75. The narrow restriction that he
would be forced to designate only 25 in each of the three
Yyears was dropped in last year's amendment.

Senator Chafes: I apologize. ] was wrong in that.

e
n

Senator Long: The thought that occurs to me about it

that the pill might have been right in the first instance. I

ALCERSON REPORTING COMPANY, INC.
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1 guess I am like anyone else. I am usually against any

2 combine I ain't in on. If we are not going to be in on the
3 thing, then I do not want to go forward with it. In fact, I
4 could feel more confident that I was for the bill if I could
S5 see who was going to get in on this act to begin with, so

6 that it says right there in the act who gets designated.

7 But now if you are going to designate 75 areas right off,
8 then I would assume with all of the advantages in here you

9 would have a lot of people coming up seeking to be

10 designated. That raises a gquestion in my mind. How do ycu
11 hope to control the cost of this if you will be designating
12 75 areas immediately?

13 Mr. Sloame:s We do not anticipate designating all 75 of
14 the zones immediately. The reason for the amendment last

15 year was because of the period of time between the drafting
16 of the legislation at the start of the administration and

17 this present time. ¥any, many cities and states have already
18 gone ahead and formulated plans for Enterprise Zones.

19 Sixteen states have already enacted enabling legislation,

20 including the State of Louisiana. And we felt it would be

21 unfair and arbitrary to penalize those communities that have

22 gone ahead.

“e vere to restrict ourselves in the first year to 25,

(2]

23 I

24 in the 2vent ther= were more than 25 potentially good

25 candidates for designation in the first year, perhaps we

ALDERSCN REPORTING COMPANY, INC.
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might designate 30 or 32 if we felt, or even 10 if there were
not a sufficient number of applications. We wanted to have
that flexibility and take into account the experience many of
the cities and states have over the country; because
fundamentally we believe that the seeds we have sown with the
Enterprise Zone concept are beginning to bloom. And as a

result cf that, with all of the cities and states going ahead

'with their own programs, we do not want to be unfair.

Senator Long: Then this guestion is no* necessarily
conclusive one way or the other about Senator Chafee's
amendment. It is all right for me to vote on Senator
Chafee's amendment.

Senator Chafee: Let me say one more thing about the
amendment, if I could return to it briefly.

Cbviously, in the application if an historic =zone survey
had previously been completed, then presumably the Secretary
would look on that as one of the ingredients that might help
him arrive at the conclusion that this is a good package. He
could choose that if he wanted. That is his business.

But what I am saying in this is that is not required,
because in some instances it is rather expensive and
complicated; that after the zone is designated, then within
60 days it has to be done.

dr. May, how does that strike you?

Mr. ¥avy: Ne have no objection to that.

ALDERSON REPORTING COMPANY. !NC.

440 FIRST ST.. N.W.. 'WASHINGTCN. C.C. 200071 (262} 328-9300



10

11

12

13

14

15

16

17

18

19

20

21

22

24

25

18

Chairman Doles Is there any objection to the amendment?

{(No response.]

Chairman Dole: Without objection, the amendment is
agreed to.

Senator Pryor.

Senator Pryor: Hr. Chairman, I strongly support what
Senator Chafee is attempting to do in historic preservation
for the Enterprise Zones. I will probably vote I assume with
what may be the majority of the committee in sending this
bill to the floor, but I do want in the year 2003, I hope
that some historian will look back over this hearing and read
a concern I am expressing right nowve.

And that concern is that when we start phasing this out
of these particular zones, I 40 not think it will ever be
phased out. I think once you come to expect more or less a
gift or a special situation like that, before long it beccmes
an entitlement. And T think either we will make the whole
country at that time a free enterprise zone, but I do not
know who will givas up this benefit they have had in the year
2003. And I knov you have a four-year phaseout period. So I
want to raise a concern about that.

The sa2cond concern I have is I remember back in the 'S0s
wvhen the M¥odel Cities program came on board. I do not
remember -- do any of you remember -- how many model citi=s

were designated as model cities?
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Mr. May: I am guessing, 250.

Senator Pryor: I do not think that many.

Mr. May: It started small.

Senator Pryér: Maybe it was 250, but the first model
cities that were designated, I think if you would go back and
read the records of HUD and whatever, I think there were
about 12 p2ople on the Housing and Urban Development
Subcommittee on appropriatioﬁs in the House, and I think
there were 12 or 13 members on that subcommittee, and I think
those wers the 12 or 13 first model cities designated.

My point is very simple. T am hoping this is not going
to be political. And if it is political, I think we will all
be held accountable. And I think that HUD will be |
scrutinized very carefully by this committee and the
Oversight Committee as to how this designation process takes
place, and I for one will be watching it.

I am not saying in the State of Arkansas I want you to
designate one, two, three or four Enterprise Zones, but I anm
just hopeful that these jecisions will not be based upon
political considerations.

Mr. Hay: Senator, I think based upon our understandings
With Secretary Pierce who would make the final designations
that I can assure you we are genuinely committed to an
experiment involving a diversity of regions, sizes of cities,

different courses of action, whether it is Camden, Arkansas --
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Senator Pryor: You have done vour homework.

Mr. Héy: -- Or Providence, Rhode Island, or 2liquippa,
Pennsylvania, we are very much committed to doing it open and
above boari trying to see what works and what does not.

Senator Pryor: I think we will all be watching. That is
my point.

Chairman Dole: I certainly share the view that it should
not be political, but do keep in mind that this committee has
jurisdiction of this progranm.

{Laughter.]

ALDERSON REPORTING COMPANY, INC.

<40 FIRST ST.. N.W.. WASHINGTON, D.C. 20001 (202) 628-2300




20

21

22

23

24

25

22

Senator Symms: Mr. Chairman, just for ay edification,
can I ask a question? Who qualifies for the 75 zcnes
eventually? I mean, does it have to be a major metropolitan
area?

{A chorus of noes.]

Senator Symms: What are the criteria?

Mr. ¥May: Thgre is within the language -- we have Jjust
changed it slightly this morning, Senator -- a so-called
rural set-aside, that up to 25 of the 75 zones would come
from smaller communities outside large metropolitan areas.

Senator Symms: Do you perceive that someplace like
Kellogg, Idaho, where the major employer in town shut decwn,
is eligible?

Mr. May: Very much so, as long as they meet the
eligibility criteria. Simply because we are looking for
diversity. in terms of different approaches, in other words,
Yes, we are looking to the South Bronxes, the Harlems, and
datts' of this country, but we are also looking at the
Kellogg, Idaho‘s, and the Cando, North Dakota's, and so on.
dherever there is the possibility of creating jobs and
revitalization, that is where we would hope to see the
enrterprise zone concept tried.

¥r. Sloame: £EZssentially, if a community is eligible fo-
UPAG it would te eligible for enterprise zone, with certain

other requirementse.
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Senator Symms: They would not be eligible for UDAG. It
is a small city, 2,000 people.

Mr. Sloame: We have a small cities UDAG program which
takes that into'account.

Senator Symms: I have not made up my mind, I wculd say
for the record, whether I will vcte for or against this bill,
not just because of Kellogg, Idaho, specifically, but because
I realize if we were doing the right things in the Congress,
which I do not think we are -- we have not cut spending
enough, we have failed to address the entitlement progranms.

With all due respect to the Congress, I think the social
security solution was a failure, and to the Administration I
would also say that. I still think we have to fix some of
these things, and we should be trying to make the whole
United States an 2nterprise zone and not have some kind of
discriminatory tax policy going out, giving a special favor
to one group or another.

I do not want to stani in the way of what the President
wants to do, what the promoters ¢f this legislaticn want to
o, and if I do vote against it I do it only because of the
principle involved here. We are trying to go out here and
say, we really screwed ur in the United States, we have lost
control of our Congress, and now we will go into some of the
worst burned-out areas, so to speak, and try to aprly some of

vhat built this country to fix this program, when really we
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need to do the whole country that way and give the whole j
country that opportunity to have a free enterprise zone, make ‘
the United States a free enterprise zone.

de could do that. If we would cut spending by about 20
percent of what #we are spending, this thing would start
straightening out in a hurry. But we fail to see that. So
now we ar2 going to try to set aside 25, 50, 75 areas.

I do not know how I will vote on it. I might vote for it
or against it. But I think that is probably more irrelevant,
but I think someone here ought to voice the prorosition that
this is a discriminatory tax policy that will favor and
allocate resources to certain areas of the country and give

them an advantage over other areas of the country, instead of

allowing a2 uniform policy of tax code and then if local .

governments want to bring people in let them do what they
want toc. If they want to have no property taxes for ten
years if someone comes in, let them do it.

But do not involve and discombobulate what has teen a
taxing policy in this country that has tried to be equitable
to everyone. And I think the record ought to show that there
is some concern for what we are trying to do here.

If I thought at the end of 20 years we could expand the
enterprise zone into the rest of the United States, I would
sey to my friend from Arkansas, I think I will vots for it,

if that is what our goal is, to have 25 enterprise zones this
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year and 125 next year and then 1,250 the next year, and just
expand it to the whole United States.

Then we might have something going here that might be
worthwhilee.

¥r. Sloame: Senator, I would like to make two points in
response. The first is, this is indeed an experimental
program. It is quite a massive set of tax benefits, and
before we make the whole country an entercrise zcne we
thought it prudent to try it out on 75 communities. And we
have built in an evaluation procedure so we can report to the
Congress on exactly whether or not these incentives will
work. We do not want an unnecessary loss to the Treasury in
the event the program incentives do not work.

Secondly, in response to vour other rpoint, we do not
agree with President Kennedy when he said that the rising
tide 1ifts all »oats. Thank you, Senator Heinz. There are
disadvantaged areas of the country that have structural
problems that need special attention, and having a uniform
set of incentives for the entire country would essentially do
nothing for these particular distfessed areas. And they need
some special attention and that is what we are doing with
this bill.

Senator Heinz: The way to use that gquotation best is *o
say a rising tide lifts all boats and therefore will help

people who have boats, and the enterprise legislation is

ALDERSON REPORTING COMPANY, INC.

#40 FIRST 37., N.W.. WASHINGTCN. D.C. 20001 (202) 628-93C0




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

2¢€

designed to give a boat to people who would drown withcut
it.

[Applause.]

Mr. Sloames Excellent. Thank you.

Senator Symms: There is one other thing I would say, if
I zan get back ths floor. Ani I appreciate my colleague's
wit this morning.

It Just appears to me that a rising tide may 1lift
everybody up that is in a boat, but I can assure you, when we
are running the fiscal side of our gcvernment the way we are
today, trying to think that -- the problem as I see it is we
are srending 25 percent of the GNP on gcvernment expenditures
and that is 25 percent of the GNP of the country that the
people cannot decide how to spend for themselves.

So we can have an enterprise zone and try to fix this
little area, but in the meantime we will either steal this
money from the public by printing ;t, which is a polite way
to say stezling it -- you print it anZ take away the value of
the money they have in their public and inflate the currency
—-— Or We are gecing to borrow it, which will crowd reople out
of the loan window, or we are going tc come in here and raise

taxes across the board on averyone else.

Hhy

So if we io not fix the problem, that is like the guy who
has cancer and puts vaseline on it instead of cutting cut the

cancer. That is ay problem with this whole concerpt. T mean,
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I like the idea, it sounds good, and I am sure it is great to
go out to the city and have the mayor cut the ribbon *o start
the enterprise zone.

But the problem is it will just treat the symptca, and
the problem is the overall picture in this country is we
still have failed to get a hold of the fact that the Federal
Government is spending 25 percent of the GNP. And I am not.
as concerned about the fact that they only tax for 19 percent
of the GNP as I am that we spend 25.

If we could get back down to where we were spending 19
percent of the GKEP, I would be willing to lower taxes back to
5 percent of the GNP, if that is what it takes to Xeep the
pressure on goverament spenders. But this problem, I think
the record ought to show, the enterprise zone thing, no
matter what we think here, is not going to solve the big
problem of the economy in this country, because we cannot.

The tide that sinks will sink all boats, that is ‘or
sure. It will sure set them down on the mud, anyway. And
that is what I think concerns me about these kinds of
programs. It is a rifle shot, but we have a big picture
problenm here and a macro problem in our economy, where
generally speaking we are taxing peopla too much. The
Federal Government is giving away too much money %o ceople

who are not earning it and taking away incentives for ceople

who work.
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The priorities of government spending are disccmbobulated
in view of thes threat we face militarily in this countrye. He
are arguing about whether or not we want to spend more or
less money for defense at a time when the historians will
iook at that and wonder what we were thinking about.

End of my sermon.

Senator Long: Mr. Chairman, I am concerned and worriédA
about this program for a number of reasons. One of then is I
im concerned about the cost, about these estimates. ¥y
understanding is that our experience under the IRA, what we
did under recent legislation, is that the IRA is costing us
about 13 times what we thought it would cost. Is that the
correct amount, M¥r. Chapoton?

Mr. Chapoton: It is from three to four times -- the
participation has b=en much higher, three to four times what
ve anticipated.

Senator Long: I read somewhere that it costs about --
what did you show me?

¥r. Gates: That was the Employee Benefit Research
Institute. Their indications were it cost 13 +imes.

Senator lLong: They estimated it would cost about a
billion and it is cesting 312 billion?

dr. Gates: It was projected around a billion dollars and
their figures indicate it will be over ¥$13 billion.

Senator long: And expected to 3o to $17 billion next
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year. Is that correct or not? I would just like to Xnow?

Mr. Chapoton: Not by our figures, ¥r. long. I do not
have the actual figures with me. We have been over them. It
was about three-and one-half times original cost;

Mr. Brockvay: I believe, Senator, the $13 billion is a
combination of old law and the °81 changes. The increase,
though, is about three and a half times what was estimated..
So basically, both statements are correct, tut the increase
from '81, combining that with what there was above present
law.

Senator lLong: That is enough right there to run up about
$10 billion of deficit over and beyond the estimate. Now,
usually ve have not been anything like that far off on these
Cevenue estimates, have we? I mean, you come in here and
tell us something is going to cost --

H:. Chapoton: No, we have been back over‘that, that 1is
correct.

Senator Long: You told us it would cost $3 billion and
it winds up costing $13 billion. That is very farAOff for
Treasury. r2asury is usually pretty close.

dr. Chapoton: I think vwe are talking about lower numbers
than that. I am quoting from memory, but I believe it was
about a billion and a half. So we are talking more in the
range of four <o five billion.

Mr. Brockway: Yes, I think we were estimating something
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in the neighborhood of a billion and a billion ané a half,

and the numbers will come in around four billion z=s best we
know right now. We will just have to wait until we get more
time.

The Chairman: How far did Ve miss the All Savers
Certificate, that little plumb we put in in °*81 for the
S&L's?

‘Mr. Brockway: At All Savers, I think we canme relatively
close to the estimates. I think the initial repor:*s were the
estimates would be far off the mark, but as it turned out the
estimates that were given came relatively close to what in
fact was.

The Chairman: It did not serve any purpose, did i+?

dr. Chapoton: We did not think it served any curpose,
no, sir.

Senator Long: I want to know, how did you arrive at the
estimate you have here of what this will cost? I *hink you
estimated it will cost $3.3 billion, something like that.
What is the estimated cost of this program?

¥r. McXee: $3,452 million over fiscal years 'S4 to 'f8.

Senator Long: $3.5 billicn over four years?

¥r. McKee: Five years.

Senator Long: Over five years.

Now, how do you arrive at that figure? Can Yyou give me

some idea how you arrive at that figure? Yow big zre these
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enterprise zones going to be? Figure 75 enterprise zones.
What did you estimate their size to be?

Mr. ¥cXee: We assumed each enterprise zone would have
about 7,000 employees in it. Necessarily, the revenue
estimates here are somewhat rough bacause the statute does
not prescribe exactly how large an enterprise zone is going
to be.

We worked with HUD and attempted to determine what they
thought the size of the zone would be and the number of
employees would bz in the zone, and then we had to,
Oobviously, make some estimates. But then, based upon the
nurber of employees we were able to -~

Senator Long: Let me get this straight. Before you go
further, I wvant to> get this straight in my mind, because I
think we owe a responsibility to the Senate to know what we
are recommending.

Now, 7,000 employees for the enterprise zone. Does that
mean 7,000 will be cetting incremental employees? That does
not mean 7,000 disadvantaged? Does that mean 7,000 will get
some specific advantage out of this program or just 7,000
employees in the zone? i

|
¥r. ¥cKee: 7,000 newv jobs, I think, that will be
created, 7,000 employees who will be able in one way or
another to use the incremental labor credit, the target labor

credit, and the employee labor credit.
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Senator Long: I am just trying to picture that in ny
mind. What would that indicate the population of the average
zone would be?

Mr. Brockway: ¥r. long, that is 7,000 employees within
the zone, not increased emplovees as a result sf the
program.

Senator long: Not increased employees.

¥r. Brockway: 7,000 total employees within the zone.
That is the average size.

Senator Long: All right. Now --

Mr. Brockway: That is in the beginning of the
designation. The assumption is it would increase as a result
of the progranm.

Senator Long: What does that envision the average size
zone being? You say 7,000 employees in the zone. About what
vould the population of that zone be, just the average?

Yr. May: Senator, the only definition in eligibility is,
in larger cities you must have at least 4,000 people living
within the zone area. In smaller cities, the minimunm
population would be 1,000.

There is a certain self-regulating aspect to it, if.you
will. Obviously, if a city and a state want to provide an
intense set of benefits and incentives, they will want to
constrict the area rather than having it tarribly large and

broad. So we do not envision it would be whole cities. Tt
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would be a fairly compact area within a city which naeets the
eligibility criteria.

Senator Longs I am just trying to picture this in my
mind. I would iike to know what we are doimng here, and I
think it is my responsibility to try to know what I am
doing.

Ncw, you are assuming that the average zone would bhe
7,000 employees. What I want to know is, just thinking in
terms of the average zone, what would the population be of
that zone that has 7,000 employees? Yow many people? What
would yvyou estimate the population would be?

Mr. ¥cXee: Senator, in doing the revenue estimates it is
not necessary the individual live in the zone. Tt is that
the individual works in the zone. You could have pecrle
qualified for these credits who live outside the zone-but
work inside the zone.

I think it is very fair to note that these are,
obviously, difficult revenue eostimates to come up with,
because the statute does not define exactly how large the
zone %ill be, and therefore we are working with sonme rough
estimates. Our revenue estimaters do the best job they can,
but whan the parameters of the program are somewhat
undefined, the revenue ostimates are somewhat ambigucus or
the revenue estimates are not as precise as they might be in

other types of progranms.
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Senator Long: If I had the burden of trying to explain
this bill to the Senate, which, thank the lord, will not te,
but if it were my burden to try to dc so, I would like to be
able to picture this to the average S=znator, to tell him what
that might mean as far as his state is concerned, to give him
a specific example, Jjust what are we talking about here.

So you are talking about an average zone having 7,000

employees. I would like to know just in terms of the

average, about how many people are we talking about being in
the zone, what the population of the zone would be.

Mr. Brockways Senator Long, in making the estimates the
population itself was not taken into account. Under the
legislation there is a variety of standards you look at when
you designate a zone to give priority. But it could in fact
have perhaps a relatively low number of employees and a high
amount of capital assets in the zone, and that would affect
how much revenue. Or it could have a lot of employees
working in the zone but a relatively small population. Or it
could be an area with a relatively high population, but still
a relatively small number cf zones.

And making the assumptions for revenue, what Treasury did
wvas just make certain limited assumptions, like 7,000
employees on the average, becazuse it is very difficult to
come up With a precise revenue because you 4o not Xnow at

this moment how larce the zones will be, what their nature

ALDERSON REPORTING COMPANY, INC.

<30 FIRST ST.. N.W., WASHINGTCN. D.C. 20001 (202) 623-9300

|
\
1
\
i
B -



10

11

12

13

14

18

16

17

18

19

20

21

22

23

24

25

will be. So they just have to make certain particular

assumptions.

You will not know until the application process goes
forward what your zones will be.

Senator Longs Then the answer is you do not have the
slightest idea how many people will be in the average zone.
I guess that is the answver, yoﬁ cannot even guess.

Yr. McKee: Again, Senator, the revenue estimates depend
not on the number of people in the zone, but primarily on the
increase in employment that takes place in the =zone. While
we would certainly agree --

Senator long: You said 7,000 increase in employment., I
am told over here it is 7,000 jobs reriod. Which is it?

Mr. ¥McKkee: It is 7,000 employees who will receive
benefits, tax benzfits under this legislation.

Senator long: In the zone?

Mr. McKee: That is correct. There are three tax
benefits: the incremental labor credit, which requires a
firm increase its employment; there is the targeted labor
credit. Now, that is something for disadvantaged
individuals. A firm does not have to grow in order to get
advantage of that credit. It can simply replace one worker
who leaves with a disadvantaged worker. And finally, there
is the employee credit, which is available to anyone who

comes and works for a zone businecs.
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There will certainly be some businesses in enterprise
Zones that do not qualify for any of these credits. If vou
;re already operating in the enterprise zone and you dc not
expand your payroll or hire any disadvantaged people, or if
your business is not located at least 80 percent in the zone,
and you happen to Jjust be doing some business in the zone,
you will not gqualify for credits.

Senator Symmss: Will you yield for a question on that,
Senator?

Senator Chafee: One cother point I would make, Senator
Long, is the critsria that must be met with regard to average
unemployment or the poverty rate or so forth within the 2zcne
for it to gualify. So you cannot just step out and say, let
us make the city of New Orleans; the entire city, a zone.

You cannot do that because it would not meet the requirements
set forth under the eligibility on page 9 of the 2Act.

Senator Symms: Let me ask a gquestion on that point right
there, Bill, if you wouli yield, Senator Long.

#hat you said is, if I am operating a company -- let us
say some juy is operating a shde manufacturing company, for
example, in an area that would gualify for an enterprise
zone, and he has been there for 50 years fighting all the
problems, and hires 100 people. And if he does not hire new
people he is not eligible for the benefits.

You see, I have that shoe factory and Senator Long comes
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in and starts a new one and he hires 100 new people, and he
gets the benefits, so he can outcompete me. Is that the way
it will work?

¥r. McKee: He will get more benefits than you will get.
You will still be entitled to the employvyee credit, which is
the five percent credit. And if you hire disadvantaged
people, a nev disadvantaged person -- let us say someone left
your company, you went down to 99 people, and you hired a -
disadvantaged person to replace the individual who left; you
would get that credit.

But there is no question that Senator lLong, if he starts
a nev business, would be entitled to more benefits than you
would be entitled to. It is our general feeling that most
businesses located within enterprise zones are primarily
businesses that serve the local community. They are
generally very small businesses, a local grocery store or
something like that.

The purpose of the enterprise zone legislation is
hopefully to attract businesses which will serve not only
Just the local zcne but will be much broader in their base.
They will be businesses designed %o serve a large area around
the zone, which simply happen to be located in the zone. We
do not think those will be direc*ly competitive with the
types of businesses one would expect to see in a severely

economically depressed area.
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It vould be r=2latively unlikely you would have a Severely

economically depressed area with a reasonably thriving shoe
factory in it. Our judgment would be the areas HUD will cick
will be areas that do not have a shoe factory, but need one.

Senator Syams: It may be that it is not a thriving area,
but you have had some entrepreneur who has really done a
double-double extra effort to keep his little factory or
whatever working. It just seems that sets the stage for the
person who has been trying to fight all of the prcblems, and
his reward is we #ill open up a deal wharas his competition
can come in with an advantage over hinm, regulatory and
taxwise,

It seems it is basically inequitable.

¥Mr. McKee: On the regulatory side, vour shoe factory
would gqualify for regulatory relief. But there is no
question, we think HUD needs to be sensitive in picking its
enterprise zones to exactly those;kinis of concernse.

Senator Symms: 3ut if you put it in %erms of a specific
area I mentioned sarlier, like Xellogy, Idaho, where ycu have
o0ld companies that have been there a long time, they are nct
joing to really gualify. So the answer would be just to go
out and form a shell corporation and come in with a new nanme
and title to get the benefits? Is that what will happen?

Mr. McXee: The statute has a provisicn in it to prevent

that.
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Senateor Symms: I do not think they will qualify,

frankly, anywavy.

Mr. ¥cXee: The idea is, for example in Xellogg, the
businesses that arz there and functioning are probably
selling products around the country or at least throughout
Idaho and have their own niche in the marketplace. The new
company probably has no reason to think it will be
particularly directly competitive.

Our idea would be a new business trying *o serve a
different market would be attracted because of these tax
benefits, still serving the entire area of Idaho and the
other states in that area. And we do not really think it
Wwill be a very severe problen.

We worried about it a great deal for exactly the reasons
you have articulated, Senator. And, having talked it over
with HUD, we think they will be be sensitive to those kinds
0of concerns, to try to make sure they do not end up putting
someone out of business.

Senator Heinz: Will the Senator vield on that point?

Senator Long: Go ahead.

Senator Heinz: Mr. McKee, I just want to say I do share
some of Senator Symms' concerns in this regard. I said as
much during the h2arings, and I hope we will be able to find
a way in particular to give or transfer or make available +he

equipment or the kinds of tax benefits that this legislation
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makes available to profitable businesses that may now be
operating ocutside the zone when they move into the zone,
which in the case of a substantial number of indigenous zone
businesses would probably not be available.

Now, I think there are some means of doing this. ¥y
understanding of the Administration's position is, hovever,
that you are saying indigenous zone businesses can form up as
partnerships and thereby, through partnerships, the partners
can take up a pro-rata share of tax benefits.

Ncw, I do not know how practical in point of fact that is
for existing zone businesses, to go from a corgoration, a
corporate form to partnerships. But even if it were
practical, which I sincerely doubt, you would have to make
two assumptions:

One, that those are the kinds of partners who would have
enough income so that the tax benefits would be meaningful.
But .even granted that, there is another problem, which is
that under existing law only eguity investors can participate
in tax benefits, and the zone partnerships are going to be in
competition with much more highly leveraged investors from
outside. Therefore, they will be on an unequal footinge.

That is to say in plain English, the people coming in
from outside, being financially healthier, will be able to
get more credit, therefore they will be able tc take larger

tax writeorffs.
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And the Administration's logic, if I have stated it

accurately, really is an inadequate response to this

problem. Now, I hope that we can work with ycu to solve this
problem. I thiﬁk there is a method of solving it that is not
safe harbor leasing, but would involve some transfer of
benefits together with a debenture, so that there would be a
linkage.

I have bean trying to work with the Joint Tax Committee
to get all of the information and details of this worked out,
btut I believe we have a problem, that it is addressable. It
will take a little bit of time. I am not prepared to give
you a proposal, or my colleagues, today. But I hope you will
work with us to address this problem, because I am convinced
it is a real problenm.

Mr. McKees: S2nator, we will certainly be haprpy to work
with you. It is our feeling that most of the new capital
that comes into the enterprise zones, which will generate
from the additional tax credits, et cetera, and will provide
the base for the additional wvage credits, will come fronm
people who do have a tax base that can absorb them; and that
ths present tax law contains a myriad of ways, as we all
know; to make those tax benefits available to the owners of
the equity.

It is not only through partnerships, but of course

Subchapter S corporations. If a new venture comes in as part
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of a large corporite operation filing a consolidated return,

the tax

benefits flow into the consolidated return.

We would be happy to try to work with yYyou to see if there

is really a severs problem that can be addressed under

existing law.

Senator Heinzs: If Senator Long will permit me one last

guestion

structur

» do you have any problems with the concept of

ing something analogous to safe harbor leasing,

different from it -- clearly, we have spoken our mind cn what

that ought to be =-- but analogous to it, that would permit

the transfer for an appropriate consideration of the tax

benefits to the indigenous companies that could nct properly

take advantage of those tax benefits to someone wvho is

willing, for a consideration, to purchase those tax
benefits?
¥r. McKee: I would only note that, given the history of

safe harbor leasing --

Senator Heinz: This is not safe harbor leasing.

Mr.

McXee: But obviously, we understand the notion of

transferable tax benefits, since that is what safe harbor

leasing was about. So it is hard for us to say we are not

interested in working with vou, but I want to reiterate, we

have lcoked at the protlem pretty closely and we are not sure

the problem is there.

Our

bijgest concern is creating a device that may be
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necessarye.

And we can work with you to determine how sericus

the problem is.

Senator Heiﬁz: If you say the problem is not there, how

do you respond to the issue of indigenous eguity owners who

are not leveraged, therefore do not have the opportunities

and capital structure of the people from outside?

¥r. McKee: As I mentioned with Senator Symms, we are not

sure, depending upon how HUD picks the enterprise zcnes, but

our thought is that the zones that will Ye picked will be in

sufficiently depressed areas so there is not very much in the

way of indigenous business in there.

The whole notion of the program is to try to get outside

people to come in and start businesses, to infuse capital

into these
concerned,

of them.

zones. And as far as those investors are

we think the present tax law adegquately takes care

I agree with you, to the extent that an indigenous

business is owned by people who do not pay very much in the

way ot taxes because they are not doing very well, they will

have a hard time absorbing these deductions and credits. He

agree with'

that. And we need to take a look and see how much

tax benefits they will be able to capture.

Again,

that.

our notion 1is there will not be very much of
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Senator Heinz: I would like to spend more time with you
on this point, but I have imposed enough on Senatcr Long.

Senator Long, I thank you for yielding and I apologize
for imposing so much on your time.

Senator Long: Let me just get to the point of what I am

trying to picture in my mind here.
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Just to take an example that would be relevant in
Louisiaﬁa, I would assume that if this program is law, the
city of ¥ew Orleans will endeavor to be declared an
enterprise zone in whole or in part, assuming they have a
substantial amount of unemployment in certain parts of New
Orleans but not in all of it. What would the intent be, that
they would be eligible in whole or eligible in part?

Mr. May: Well, Senator, as Senator Chafee indicated, New
Orleans would te UDAG eligible, and then within a city of
that size you would need to carve out an area with at least
4,000 residents within that area to meet the additional
criteria set out in the legislation of either a fairly high
degree of'poverty or unemployment or population loss. So you
are basically talking about a fairly rundown section of the ‘
city, and as I have also indicated, let us say that the city i
of New Orleans working with the state is prepared to offar a
fairly attractive property tax abatement incentive. They

|
will clearly not want to spread that citywide because they
would not be able to absorb that much loss. They will wvant
to concentrate it in an eligible area in a fairly small, we
think, tight area within that city.

Senator lLong: Well, then, if you assume that they
confined it, would it be fair tc say they might want to
confine it to cne-quarter of the city? It is a city of

600,000. The m2tropolitan area is about 1.5 million.
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Mr. May: I think it is really impossible to project
that, Senator. We did do some experimental conversations
with a number of cities around the country of varying sizes,
ani we found, fdr example, in some cities as large as, say,
half a million, they were talking of an enterprise zone of,
let us say, it seemed to be about 20,000 people. We also had
a city of 50,090 that had a2 zone that I think was considering
only 2,000 people within it, so that vyou simply cannot make a
projection, because it has got to be a call. It is initiated
by a decision of the city and state working together.

Mr. Sloame: I think what the city will keep in mind,
given the requirement and the statute, that the course of
action be 5f 3 strongy charactar, and I think we ought to
remember this is a competition, that the more they spread out
thzse benefits, not only the more will it cost them, but the
less value they will get out of it in terms of the
competition. In other words, if you are promising increased
police protection over a large area, for example, that will
cost the city a lot more than in a smaller area, or
conversely, they will only be able to promise somewhat iess,
which would make them less competitive compared with other
cities that would be concentrating their resources in a
smaller arza.

So, we hear figures like one to five square miles. Those

are the Xinds of numbers we are hearing, and the population
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1 minimums, as we said, are 1,000 in small areas and 4,000 in

2 larger communities.

3 Senator Long: I should assume in a situation like that

4 that those who are located in the area -- let us take

5 competitive businesses in the area -- wouis complain if they
6 are left out. They would feel it is not fair, that they have
7 a parallel situation or a somewhat similar situation and are
8 located in the general area, and they are at a competitive

9 disadvantage with the people who will be designated inside

10 the zone.

11 Now, what is your response to that? WYhat shall we tell
12 those people? I am talking about the area just outside the
13 enterprise zone.

14 ¥r. May: I think, gcing back to model cities, it is the
15 same tough decision that loccal officials have to make all the
16 time. They have to draw lines. They have to make decisions
17 to set some priorities and parameters on the area in which

18 they are going to work. I think you will also find perhaps a
19 drug store just across the line from the factory which has

20 been vacant will benefit if a business comes into that

21 factory, so that there will be some spinoff benefits. I do
22 not minimize. I have been a mnayor. I know the difficulties
23 of drawing a line for a model cities area or a conservation
24 district or whatever. That is the kind of touch decision

25 municipal officials will have to make in situations such as
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this.

Mr. Sloame: There is an analogy to different states or

different cities having different sales taxes. You could be

on one side of the district line and have a & percent sales
tax, and on the other side have an 8 percent sales tax. FKe
live with those discrepancies. Those are options for local
governments. Those are decisions they make. And what we are
really talking about here fundamentally is targeting, and
that is the effect or one of the side attributes of
targeting, that kind of discrepancy. The judgment is, it is
what is ne=ded to make things happen in a particular
distressed area where nothing has been happening for many
Years in most cases.

Senator Chafe2: Also, I think it is fair to point out
that some states already have enterprise zones and permit
them so cities within those states have met the criteria, and
it has not. N¥r. Mayor, you will have to help me, but it is
my understanding they have not gone beyond what we would
anticipate in areas within those cities. It has not
encompassed great, broad areas that would go contrary to‘what
the spirit of this Act was. Is that correct, ¥r. May?

Mr. Hays: That is correct, to the extent there are zones
already designated in Connecticut, for example. Very much

SO.

Senator long: Let me ask this gquestion. You have a
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capital gains exclusion here which I 1look upon as a very big

tax advantige, ani I am just wondering. Suppose someone had,

let us say, a small business, a car wash, and he simply wants

to sell the car wash to someone else. Would it be possible

for him to simply close the car wash down, then sell it, sell

the assets to the other fellow, let the other man open up,
and claim 111l cf those employees as new employees?

Mr. McXee: 1If the previous owner and new owner were
entirely unrelated, yes.

Senator Long: If they are not related?

¥r. ¥cKee: If they are not related in any way. 1In other
words, if I come into the zone and I want to start a car wash
business and try to build a new, fancy car wash, or wvhatever,
revitalize it, I could go in and buy up the assets of an
older operation, refurbish it, and get the credit for ny
expenditures, the additional investment credit:for the new
money I put in -- I am still subject to the used investment
limitations in the present statute -- and go on trying to get
the business going. I would be entitled to those credits.
We do encourage pesople to come in and try to expend
additional capital and get things going in the enterprise
zZone again.

The capital gains exclusion which you address, Senator,
we have tried to craft that very carefully to make sure that

the exclusion is iimited to capital gains attributable to the

ALDERSON REPORTING COMPANY, INC.

440 FIRST ST.. N.W.. WASHINGTON, D.C. 20001 (202) 628-9300



10

11

12

13

14

18

16

17

18

19

20

21

22

24

25

zone business, so any gains that have occurred prior to zone

designation do not get this benefit. We have also struggled
very hard to draft language so that people cannot put capital
gain type passiQe assets in an enterprise zone situvation, and
try to claim that the capital gain that occurs over time is
exempt. The property has to be actively used in the zone
business. You cannot put gold or something like that in a
varehouse in an enterprise zone and avoid capital gain
trzatma2nt on it.

Senator Long: My thought is, people would undertake to
find ways to get the benefit of this capital gains exclusion,
and I would think that if a man had a business for sale, or
someone was negotiating a sale, you would say, I can show you
how you can get this capital gains exclusion. All you have
to do is, we could work our deal out. All you have to do is
Just say that you are closing down, and then I will sell you
the business, and then you can gé hire those employees back.

Mr. McKee: Again, he has to have a capital gain
attributable to the operation of the active business during
the period of zone designation, so if I went in and started
the car wash business in 1985, and it thrived and prospered
from 1985 to 1990, ani I -ould sell my car wash business to
you, the stock in my enterprise zone company, for example, I
do not hava to pay any capital gain tax. That is one of the

incentives in this bill to try to get me to go into the zone
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in the first place and invest my capital. It is a tax break
I get for having taken the risk of going into the zone and
trying to make something happen in the zone. There is no
question that is an intended benefit. We do try, as I
repeat, to make sure-that the benefit is restricted to people
who do conduct zome businesses, active zone businesses. A
car wash is a good example. We intend, if I sell my business
to you, and I have conducted it in the zone, we intend for ne
not to pay any capital gains tax on that, because that way
maybe I will go in the zone in the first place, whereas
without the tax break maybe I would not go into the zone.

Senator Longs I want to ask a guestion about this
disadvantage. How much advantage, tax advantage, do you get
for hiring a disadvantaged person ordinarily?

¥r. McKee: There is a targeted jobs credit now which is
a smaller credit that phases out much more rapidly as you
hired the person. This credit --

Senator Long: How much is that?

¥r. McKee: I believe it is 25. Let me look that up,
Senator. I think I have that.

Mr. Brockway: Th2 current jobs credit is S0 percent the
first year, 25 the second year, and the limit is $6,000 of
incone.

Senator Long: What is the difference between that?

Would you mind sp=lling out the difference between that and
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¥r. McKee: The credit in this bill for disadvantaged
people is a S50 percent credit for three years, and then
starting in the-fourth Year it phases down to 10 percent per
Year, so the credit stays at the higher level much longer,
and phases down more slowly. So it is a larger credit. It
lasts for a longer time, and it is desigﬁed to encourage the
training of these people. It is simply a more substantial
credit, and it is part of the overall program in the
enterprise zone, part of a package. We think it will be more
effective because it is part of an overall approach to the
problem of dealing with economically depressed areas.

Hr. Gates: One other difference is, there is no dollar
cap. The targeted jobs have a $6,000 cap on the amount of
includable vages, and in this case there is no dollar cape

Mr. Brockway: There is also a difference in the
identification of employees who would qualify under the two
targeted jobs credits.

The Chiirman: In other words, you can hire someoné for
$50,000 and half of it is a credit?

¥r. Gates: If they were on the AFDC rolls or the win
registry, half of it would be credited for three years, and
then it would phase down to 10 percent per year.

¥r. McKee: The types of individuals that qualify for

this credit would be unlikely, to say the least, to command
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$50,000 in the marketplace.

The Chairman: It would be unlikely without this
provision, but I am not so certain.

(General laﬁghter.]

dr. McKee: The employer still does pay the other §25,000
out of his own pocket.

The Chairman: Senator Pryor?

Senator Pryor: Senator Bradley, but I would like to go
after him, if I might.

Senator Bradley: ¥r. Chairman, I would like a
clarification. As I understand the legislation, a city that
wants to be designated will submit an application to HUD, and
one of the things HUD will look at is the extent to which the
applicant will use tax abatement in order to encourage
investment in the zone, and I vould like to know if the tax |
abatement is Jjust one of several criterion, and if for other
sound reasons, other sound fiscal reasons tax abatement might
not be a part of a package, it would still be possible to
have a zone if for sound fiscal reasons you did not include
tax abatement as a part of your package. Is that correct?

Mr. Sloame: Absolutely correct. In fact, the statute
specifically says HUD will take into account the fiscal
ability of the state to make such tax reductions. Tax
reductions is only one of the four broad courses of action

described on Pacge 11 of the bill. You are talking about a
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reduction of tax rates or fees applied within the enterprise

zone. The second is an increase in the level or efficiency
of local services in the snterprise zone. For example, crime
prevention.

The third is actions to reduce, remove, simplify, or
streamline government requirements applied within the Zone,
and finally, there is the involvement in the program by
private entities, organizations, neighborhood associations,
and community groups, including a commitment from private
entities to provii=z jobs and job training and technical,
financial, and other assistance to residents, employers, and
employees. |

So, it is only one of the four general, broad courses of
action. The program is very flexible. What we are really
asking the cities to do is to take a look at their districts,
identify what the problems are, what are the impediments,
what is it‘that caused that area to be distressed in the
first place, and then when they do their homework and they
come up with a strategy which takes into account the assets
they have, whether it be transportation proximity or a good
labor force or whatever, and puts together a strategy, we
will then give them the kicker of the massive tax credits.

Senator Bradley: So the local municipality need not have
tax abatement if it has 3 sufficiently attractive investment

package outside cof it.
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¥r. Sloames VYes, thank you.

The Chairman: Senator Pryor.

Senator Pryor: Yes. Thank you, ¥r. Chairman.

Would HUD at this point -- I do not have an amendment
proposed, but would HUD at this point be opposed or have
objection to someone in addition to the HUD Secretary making
the final designation? For example, the HUD SecretaryAplus.
someone designated by the House and someone designated by the
Senate, assuming from the private sector. Maybe the House
would designate the president of the National League of
Cities, and the Senate would designate maybe someone from the
Governors' Association, something basically to dilute that
particular authority or spread it out a little more. Would
You oppose anything like that?

Mr. May: Well, Senator, we do provide, as you know, in
the lesgislation for a fairly broad consultation process with
relevant cabinet officers, but I think that the philosophy of
the legislation is that the buck has to stop with an
appropriate executive agency head, and that the Secretary of
HUD was the appropriate one, and we really feel it cught to
be focused on one person to make that final decision.

Senator Pryor: Let me say that I said earlier in my
remarks I assume I will vote for this. I have been sitting,
listening to some of the quesfions, and I would like to

reserve now on that vote. I still may vote for it, but I may
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not. I can see us getting into a situation here, and I guess
I am obcessed with the politics of this thing, and it cuts
both ways. Let us say, for example, in the state of

Arkansas, I know that municipality boundary lines may not be

-the determination finally of areas of possible designation,

but just choosing four towns or areas, Magnolia, Walnut
Rijge, Eureka Springs, Mountain Home, Arkansas, all have a
project. It gets to Washington. Tt gets to the Secretary's
desk, and sort of by .then it is decided that maybe our state
will get one, perhaps two at the most. Let us say they will
get one ultimately. And let us say qunut Ridge gets the
designation. Those other three areas will never be convinced
that Senator Pryor and Senator Bumpers and whoever were
involved in this process. They will never be convinced that
we did not favor one to the exclusion of the others. And I
think that puts us in an impossible position, and that is why
I think that we ought to consider the two people from the
public sector in helping make these designations.

Frankly, I think one of them I would recommend right now
might be the Pope, because I do not think there is going to
be any easy way to do this. It will have to be someone
beyond any politizal consideration or political judgment, I
think. Yes, sir.

¥r. Sloames: Senator Pryor, I think in the first

instance, given the requirement that both a city and a state
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jointly nominate an enterprise zone for consideration by the
Secretéry of HUD, we would hope that the governor of Arkansas
in his wisdom would select only those, would make the initial
selection or screening out so that we do not get into that
problem. So I think that is one of the reasons why we have a
joint city-state designation, in addition, of course, to the
prime reason of forcing the cities and states to get together
and talk to each other.

Senator Pryor: We have a fine governor down there. In
fact, he testifi=i Friday. He is a good friend, Governor
Clinton. And Governor Clinton has to run again next year.
Are you going to see Govermor Clinton or any other governor
turn down applications for areas to the exclusion of the
others? I do not think the system works that way. It might
be nice if it did, but I do not think that is the way it is
going to be in practical application.

Mr. Sloame: Perhaps so, Senator, but --

Senator Pryor: He got beat once, and he does not want to
get beat again. I know. I am just raising these concerns.

I am not trying to pick. But I think we have some pretty
serious problems with this.

The Chairman: Thank you, Senator Pryor. I wonder if we
could have for th= record how many states now have enacted
enterprise zone legislation. Is it 17, 13?

Mr. Sloame: Sixteen states have already enacted
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legislation, and I believe another 16 have legislation
pending.

The Chairman: Do you know the 16 states offhand? I know
my state has. i think Louisiana has. I am not certain about
other states, but apparently at least on the state level they
must think there is some merit to the concept. I certainly
believe -- in fact, vwe will ask the staff to continue to look
at questions raised by Senator Long, so maybe Nr. Gates and
Mr. Peeber and others, between now and the time this final
action will go through one more time to make certain we will
not have egg on our face in a couple of years when someone
rips off the taxpayers.

¥r. Sloames In alphabetical order, the first state is
Arkansas, Connecticut, Florida, Georiga, Illinois, Indiana,
Kansas, Kentucky, louisiana, Maryland, dinnesota,
Mississippi, Missouri, Ohio, Rhode Island, and Virginia.

The Chairman: And there are 16 states in which it is
pending?

¥r. Sloanme: Foufteen states with 1983 new legislation
pending include California, Colorado, Hawaii, Massachusetts,
Michigan, New Jersey, Hew York, Oklahoma, Oregon,
Pennsylvania, Texas, Tennessee, Washington, and Wisconsin,
and there are an additional eight states with 1983 amendments
to existing legislation, Connecticut, Illinois, Kansas,

Maryland, Minnesota, Missouri, Rhode Island, and Virginia.

ALDERSON REPORTING COMPANY., INC.
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Those are the other states that have enacted it previously.
The Chairman: Let me again gen=ralize, but are they
pretty much in step with what we propose in this legislation?

MNr. Sloames Generally speaking, yes. We work with the
various states. We give them some drafting assistance. He
show them the different types of legislation that have been
passed around the country, and we certainly are acguainting.
them with the parameters and details of the federal
enterprise zone legislation. So, I would say in general they
are compatible with the federal legislation.

The Chairman: And I would ask that we include in the
record at this point a staff analysis of this legislation.
Are there other amendments to this particular bill?

Senator Chafee: Mr. Chairman, I would Just like to point
out one thing. That deals with the -- on the last of Title
I, Section 104(c), it talks about designation of an
enterprise zone shall not constitute a federal action for
purposes of applying the requirements of NEPA, in other
words, the environmental protection laws. That is true. But
I think it is also important that that does not mean that you
disregard the environmental laws when a section is
designated. In other words, you do not have to have an
environmental impact statement for the designation, but still
You must observe the environmental lawg.

I would like that to be put in report language if T

ALDERSON REPORTING COMPANY, INC.
440 FIRST ST., N.W., WASHINGTON, D.C. 20001 (202) 628-3300



10

11

12

13

14

15

16

17

18

19

20

21

24

25

60

could, Mr. Chairman, to make that clear.

The Chairman: Is there any objection to that?

{No response.]

The Chairman: Any other material that we might want to
include in the report language, we can still do, but‘I think
You understand the thrust of the guestion, whether fronm
Senator Long, Senator Symms, Senator Pryor, or others. We
just d> not want to gat into ainother model cities type
program where there is a lot of criticism, justified
criticisnm, ahd I am certain that there is always someone
going to say politics are involved. I think Senator Pryor's
comments were well intended, and not directed at any
Administration, but I am certain you are trying to safeguard
from any such charge. If you have any problem in deciding
whather or not it is political, just check with me and
Senator Long. We can help you with it.

(General laughter.]

The Chairman: If there are no other amendments, I wonder
if we might agree to this legislation. We do not have any
revenue bill to attach it to. I guess tharz are enough of us
to act on the legislation. 1Is that correct?

Mr. De Arment: That is correct, Senator.

The Chairman: Could we call the roll, and then have the
absentees recorded?

Mr. De Arment: ¥r. Packwood.

ALOERSON REPORTING COMPANY., INC.
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[No response.]

4r. De Arment: MNr. Roth.

(No response.]

Mr. De Arment: M¥r. Danforth.

Senator Danforth: Aye.

¥r. De Arment: ¥r. Chafee.
Senator Chafe=: Aye.

¥r. De Arment: Heinz.

[No response.]

Hr. De Arment: Wallop.

[(No response.]

Mr. De Arment: Durenburger.

Senator Durenberger: Aye.

The Chairman: Mr. Wallop, aye.
Mr. De Arment: Armstronge.

{No response.]

Mr. De Arment: Symnms.

Mr. Symms: No.

¥r. De Arment: Grassley.

Senator Grassley: Aye.
Mr. De Arment: Long.
Senator long: Pass.
¥r. De Arment: Bentsen.
(No response.]

Mr. De Arment: Matsunaga.

ALDERSON REPORTING COMPANY. INC.
440 FIRST ST.. N.W.. WASHINGTON, D.C. 20001 (202) 628-8300

61



20

21

24

25

[No
Mr.
[No
Mr.
[No
Mr.
(No

¥r.

responsee.)
De Arment:
response.]|
De Arment:
response.]
De Arments
response.]

De Arment:

Moynihan.

Baucus.

Boren.

Bradley.

Senator Bradlsy: Aye.

Mr.

De Arment:

(No response.]

Mr.

De Arment:

Senator Pryor:

Mr.

De Arment:

The Chairman:

Heinze is around somewhere.

¥itchell.

Pryor.
No.
¥r. Chairman.

Aye.

do not have any other proxies.

He wants to vote aye, but I

There are eight ayes and two nays and one pass, and the

absentees may record their votes.

Now, the next item on the agenda, I know it is five af ter
12:00, and I vant to also thank Senator EBoschwitz for being

here this morning as one of the "pioneers" in this efforte.

We appreciate your attendance. We hope Wwe can move this

legislation along.

Senator Boschwitz:

ALDERSON REPORTING COMPANY, INC.
440 FIRST ST.. N.W., WASHINGTON, D.C. 20001 (202) 628-9300
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short word, I appreciztz some of the problems Senator Long
has enunciated during the course of the maorning. I think

these enterprise zones, as they will be carved out of

ot

portions of whether it be Nevw Orleans, Minneapolis, or the
South Bronx, are just geocing to be portions of those cities
where insurance and police protection is not now available,

and where there proktebly is not a car wash or shoe factory

that+ Senator Symms is concerned about, and the important part

cf it really is what Senator Bradley touched upon, and that

-

is the loczl tax abatement. All of the tax advantages give

by this bill are really tax advantages that apply in the

-

Ko

¢vent profit is made, znd the tax abatement that will Le
given locally will be as strong an incentive to come into t
irea, because those will be expenses that will be paid in a
event, property taxes, interest, and things like that.

"So, I think that scme of the fears expressed about <*he
legislation are legitinate, because sometimes the best
intentioned legislation goes askew, but ncpefully that will

think ore of the strengths of this

(&

not be in this case.

+

flegisiation is, +*here zre relatively few enterprise zones

zallowed each vear, so *hey will not proliferate and be just

iiXe industrial parks in every town and village. I share ¢
Scnator from ¥anszs, the Chairman's feeling that politics

should not enter into this whole thing, and to the same

iz3ree he f2els thaz wav, I feel that vay as well.

ALDERSON REPORTING CCMPANY. INC.
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The Chairman: Thank you, Senator Boschwitz. WYe want to
thank the HUD representatives, and we might convey the word
to Secretary Pierce that at least the Committee has approved
it. The n2xt step may be up to Secretary Pierce., ¥r.
Chapoton? Is Secretary Chapoton present? Our next item on
the agenda -- I am not certain how long it will take to
dispose of it -~ is tuition tax credits, and I would say at .
the outset I Xnow this is hardly ccntroversial. %e were
through this when, 50i, last September?

Hr. De Arment: Yes, last fall.

The Chairman: So we have gone through this exercise. I
know of the strong ovposition on this Committee to tuiticn
tax crsdits and strong support on this Committee for tuition
tax credits. I would like to determine, if we can -- we
ipproved a2 pill essentially last year that addressed some of
the concerns raised by Senator bradley in the discrimination
area, those raised by myself and others as far as
refundability. I think Senator Grassley had some concerns.
Senator Chafee had some concerns. I wonder if we might at
least start on tuition tax cr2dits, and se2 how far we can go
in the next 20 minutes. Mayhe we will start today with a
summary, Yr. Chapoton, or whoever is going to, to sort of
cuickly summarize what we propose to do, what the Precident
Proposes to do in the tuition tax c~redit iegislation.

Mr. Brockwavy: Yes, ¥r. Chairman. The bill, S. 528,

~LCERSON REFORTING CCMPANY, INC,
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provides 2 non-zefundable tuition tax credit as 50 percent of
the tuition to 2lzmentary and secondary schcols up to a
maximum credit cf $i00 in 1983, $200 in 1984, and $300 in

1985 and thersafter. For 1983, you could not take into

ur estimated tax payments, so the effect, the

0
at
A
w

account in v
revenue eifect would slip into 1984, and the program has t§
be provided by a full-time elementary or secondary school.

It has to be privately operat=d, and it has *o Se a 501 (c){(2)
organization. In the effective date vou provided last vear's
result to the amendments before the legislation could go into
effect, either Section 501(c)(3) would hava +to provide
explicitly that vou could not have racial discrimination and
qualify for tax exemption or the Supreme Court would have tc
rule in the Bob Jones and Goldsboro cases that a school could
not qualify for tax exemption and therefore for this

if it maintained a racially discriminatory

()
1]
Q
’.J
n
-
m
rt
}-+
[0}
jou }
(o

There is also 2 separate procedure, as in the legislation

last year that would provide that if a student or other

D
{

ferson nade a complaint of a racially discriminatory act or

policy »r sxpression of policy by a scheol, that the attorney
generzl could go through a declaraztory Judament prccedure

that would deny the credit for the vear in which the Districst

on, a declaratory judgment that such

Court entered 2 decisi
discrimizatory rrsctice existed. There would be no credit

~LDEARSCON REFORTING CCMPANY, INC.
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2llowed for that school until the school came forward and

iminatory practice or DCOGr2m WwWas

[a}

established that the disc
eliginated.

Under the bpill generally, the revenue etfects of the bill
as introduced would result in a tevenue cost for <the 1984
fiscal year of $245 million, in 1985 $526 miliion, in 1986
$753 million, in 1987 §779 million, in 1988 3763 million.

And as I say, this would go into effect for tuition paid
after July 1 of this vear.

The Chairman: ¥ow, could I ask, have vou finished?

Mr. Brockway: Yes, ¥r. Chairman.

The Chairman: How does this explanation differ from +he
bili approved by this Committee last year?

Mr. Brockway: There are three other provisions, or three
differences from the bill last yYyear. One, the bill as
approved by the Committse last year would not have allowed
tuition credit for tuition paid to a schocl that had an
admission rolicy discriminating against handicapped
children. That is on2 provision not in this biil.

Second, last year's bill would have required that tuition
be paid to a school that sztisfied state compulsory
attendance laws. 3And third, that the chase-cut in this
legislation is $40,C00. You get a full cred:i- up to AGI of
$u4G,000, and it is phased out so that there is nc credit for

AGI in excess of $60,000. LlLacst year's bill, they reported

ALCERSON REPORTING CCMPANY. INC.
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out the phase-cut from $40,000 to $50,000.

g

The Chairman: Plus I think we also agreed lacst year
there would be a Committee amendment on refundability.

Mr. Brockwavs: Corrcect.

Senator Bradlay: Mr. Chairman?

¢

The Chairman: 4r. Bradley.

Senator Bradlzys:s I would hope that we could adopt the
same Committee amendment on  refundability to be added when
the bill comes to the floor. T know the santiment cf the
Committee last year was fcr refundability, but that because
of the jurisdictional problem, the way we wouid have to do it

t as a Committee amendment. I would hope we Wwould not

b

is do

do that.

3

he Chairman: Right. I think thcse of us who support
tuition tax credits, nearly everyone supports refundability.
OtherWise, vou will not benefit low inconme families, and if
that is the purpose of the legislation, T do not know what
the Cevenuz estimates arz on refundabiiity, ¥r. Chapoton.
fr. Chapoten: The revenue estimates on the fiscal year,

basis are 38 millicn in fiscal 1984, $22 millicn in fiscal

n

1985, €3 lion in =2ach of 1986 and 1987.

(o
=1

[N
=

i

{

irman: Ard as I recall, it seemed to me We wers

@]

f

The Ch
going to make cer*ain that even though that is an added cocst,
it would be paid for within the structure of the legislaticn

2Y -- I 40 not reaember how we did it.

ALDERSON REFCRTING CTMPANY, INC.
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r. Chavoton: That was the
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limit on the phase-out from 60 to S0.

The Chairmans: Was that the Grassley amendment? Is that

the same amendment you offered?

Senator Grassley: Yes, and I will offer it today.

Yr. BErockway: The bill originally had a phase-out fronm

$50,000 to

and you zdded an amendment from $4C,000 tc $60,000 phase-cut
as this bill was introducad, and it was further scaled down
to a phase-out from $40,000 to $50,000.

Senator Danforth: Mr. Chairman, I can remember vaguely
asking last fall why such barzain basement costs for
refundability. Eight million for one year for refundability,

going up to 3¥33 million in 1985? It seems to me to be so

tinY; that

$75,000. You scal=d it dcwn to save some revenue,

is less than $1 millicn at maximum ccst to the

program. It is about what, $700,000 per stats on the

average.

-
Yr. 3rs

fiscal year

Senator

$300 credit?

¥r. Zro

there aras r

that 1is cne

Senato

ckway: The ¥8 million is just because of the
split. The first vear, in effect --
Danforth: But going out 2fter that, in 1985, a

L

ckway: I think that just comes from the fact that
2lativa1ly few people in that category overall, so

0of *the reasons.

Danforth: Let us see how many that would work

~LCEASON REPORTING COMPANY. INC.

~AVFIEST TTL LWL




69

out to. That would be seven, that Wwould be arout -- the
average state would seem to me to work out at atout 2,300
kiis for whom there would be 2 refundable credit. Do you
mean to say that private schools and church schcols in a
State the size of Hissocuri, which is about averzge size,
#ould only have 2,300 kids in these schools?

Yr. Brockways I do not think you can take the $300,
Senator. It is just that the data indicates that relatively
lcw income peorle, those people who wWould gualifvy for a
refundable credit, also tend tc go to the church supcorted
schocls which are the schools which tend to have tuition
below this cutoff point. €So you may have guite a number of
more people than that who would still qualify feor
refundability than your numbers suggest. T think we may have
a number of -- our numbers indicate about 80,C00 families
would qualify for some refundability.

Senator Danforth: For some refundability?

¥r. Brockweys Not necessarily 300. If the tuition was
iower than $300, for =xample, they would not have a 3300
refend, or they may have.

Senator Danforth: Is there such a thing z2s 3 school with
2 tuition less than $3007?

Mr. Brocckwavy: I am sorry. Less than six. Yes. Thers

I
rt
M
h
1\

Y -
gilte a

Ww church-supported schools.

Senator Danforth: Hould they not automatically increase

LCERSON REPORTING CCMPANY. INC.
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¥r. Brockway< The credit is only S50 percent cf *uiticn,

so if you have many low income families in this school

district, and if you were to increase tuition to cover that

amount, they would still have to pick up half the costs,
it would still be a burden on them.
Senator Danforth: Suppose the tuition is now $300.

Would they not automatically increase it to §6C0°

¥r. Brockway: That would result still. Of that §300

increase, 3150 would have to be paid for by the parents.
Senator Danforth: Why?
Mr. Brockway: Because the credit is cnly 50 rercent
the amcunt they pay, so right now --
Senator Danforth: Then they would pay $600.
¥r. Brockways If right now the tuition is 3300, and

parents are payiny the full $300, the credit would allow

and

the

them

now a credit for $150. Assuming you enact the legislation,

if the school increased, so the barent were paying $150 and

the Treasury wouli bhe paying $150, if they increased the

tuition up to $600, the parent would then be paying §300,

and

the general revenue would, and so what you may have still,

just the same number of people involved, but you would no

able to get any increased students to come in if you were

t be

trying to provide zn incentive for them to go to the school.

Senator Danforth: Right now, if the cost is 3300, then

ALCERSCN REPORTING CCMPANY, iNC.
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the parent is pzazying $300.
¥Yr. Brockway: That is corrcect.
Senator Danforth: And if we had a *tuition tax credit,

and the schcol increased the tuition from 300 to §600, the

rarent yould be pavying half, and the federal government would

be paying hzlf, correct?
Mr. Brockwavys That is correct.

Senator Danfcrthe: So the parent wculd be paying §$300,

the same amoun* the parent paid befors.

Yr. Brockway: That is correct, bhut it would still be

3120 more than they would be paying if the school did not

increase its tuition.

Senator Danforth No.

Mr. Brockvavy: There will clearly be increases in
tuition, but wWwe have not assumed that everyone would
automatically go up to that.

Senator Danfor+th: Let me say I am for the tuition tax
will make the gpoint later, I do not know
%111 be today or not, I think the government
up to the costs of prcgrams, and we

should start ctaving f£or them, and thzt is going to be an

amendment I am going to suggest, >ut if we start projecting
that the cost of razfundability for the tuition *tax credit is

$8 million the Zirst year, $22 million the seccnd, and 333

hereafter, that to me is Jjust

=
},.J
'.._.l
|...l
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0
3
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<
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outrageous. That is so miniscule. And I would hore we would
look at that a3gain befors we have to make a decision on
refundability. I like the concept of a tuition tax credit,

T like the concept of refundability. But one way that ve get
into these traps is, we constantly put new programs into

effect and tell ourselves that it will all be hunky dory
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because th2 cost is going to be so small. I wonder what the

projections were with Medicare and Hedicaid, anéd *he various

other programs we got into,

Senator Durenberger: Yi

compared to reality.

ne billion by 1990.

Senator Danforth: For what, Medicare? And in

will be over $130 billion, will it not?

B

Senator Durenberger: Over 3100 billion.,

£
L

act it

Senator Danforth: And I would like somebody, before we

have to decide on refundability, to come up with an accurate

realistic. It is obviously

s}

ho¥w Wwe ar= going to pay fo
offer is the same I offered

going to have a program and

and earmark before it goes i

money is going to come fron,

decreased spending.

inaccurate. And then

it. And the amendment*

iast year. That is,

I

and realistic cost. Thirty-three million is obviously not

will

spend money, let us figure out

nto effect precisely

Wwhere the

2ither increasesd revenue or

let us see

ie have ourselves in a situaticn in this governament that

we cannot 2ven collect taxes, as the Chairman has

~LCZASON REPORTING COMPANY. INC.
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many times already. We have a total stalemate with the
Administration risht now on a budget resolution. ¥e are
locking at defizits of $200 billion, and we are sitting here
blandly putting in place a program with a cost of a guarter
of a billion, half a billion, to three-quarters of a billion
dollars, with this tiny projection of the cost of
refundability, with absolutely no idea how we are going tc
pay for it.

I would hope, Mr. Chairman, we will not vote on this
today, that we will be finding out the true cost o€
refundability, and also we will be considering the mechanisn,
and I have one as a matter of fac* in +he amendment for how
we will pay for this program when we put it into effect.

The Chairman: I vonder if Secretary Chagpoton might have
the information now, but if not, he could provide that.

¥r. Chapoton: No. Senator Danforth, we are not
supporting, as I believe you knoﬁ, refundability. We have
not proposad it as 3 part of our bill, and we would like to

keep it out of this legislation. We did review the figures

{f]

<
-

after our discussion last time, and we do think those figur
are accurzte. There are relatively few families who are
affected >y the non-refundability portion of our bill. I

Q

w

SS a2rguments, iisagreements could certainly exist over

w

#hether schools will increase their tuition, but as ¥r.

2rockway pgointed out, it would be a ~urden on the parent. I+

L ¢)
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is not as if they can do it and make the federzl government
pay for it, bui we have gone over those figures, and it is a
low number of families, about 80,000 families, Wwe assume, are
cut out of the tuition tax credit by the lack of
refundability.

The Chairman: As I understand it, Senator Beren has an
amendment, a seriszs of amendments.

Senator 3Boren: Senator Chafee and I both have several
amendments.

Senator Chafee: Mr. Chairman, as you know, I have been
less than =nthusiastic about this measure.

The Chairman: Right.

Senator Chafes=2: And I see no reason not to proceed with
the adoption of the refundability amendment here. I think
the whole bill is bad, but we might as well do what we can to
make it less worse, sc I would move the refundability
amendment, and I cannot undersﬁand the rationale that we
would defer it and bring it up on the floor somehow.

Mr. De Arment: The rationale for that, Mr. Chafee, is,
the Approprations Committeze would get referral if we reported
the bill out with a refundability amendment in it. Sec, to |
take it directly to the floor without refarral to the l
Rppropriztions Committee, this Ccmmittee last vear prorosed

"

we adcpt 2 separate Committee amendment offered on the

floor.
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the Congress have a chance tc examine this in sone letzil,
and certainly 1f the shoe were on the other foot, and & 5iil
was coming out from those Committees, was being indulged in,
Machavellian tactics, to avoid this Commit+ee having its
right to review it, I would not think that was guite proper,
and I think that this is legislation -- obviously, ¥ycu get
into refundability, and that means an appropriation each

ear, and therefore it is perfectly proper that th

<
M

Approrriations Committee have 2 chance to examine it ip scme
det2il. T cannot understand the rationale that ycu skirt
ancther Committee because they might look at the
legisiation. Could someone explain that to me? I am sort of
a novice around here.

The Chairman: I am not so cer+ain it would be <atal if
ve flat out adopted the refundability provision, but I think
“e would want to 1o it in concert with whatever Senztor

Danforth hzs in mind on how we are going to ray for it. You

are talking about not paying for just refundability tut the

Senator Danforth: Yes, the whole bill.

Senator Brzadley: Mr. Thairman, on refundability, and T
sould ask Mr., Chapoton tc confirm if this is no=: ccrrect, if
7e adopted the Grassievy amendment which reduced these

eligitle to a lower income level, would that not mcre than
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cover the cost of refundability?

Mr. Chapoton: If memory serves, I think that is correct,
but let me look at my figures.

¥r. Brockway: The number we have is that refundability
using our numbers would be about $125 million over the 1984
through 1988 period, and the effect of the Grassley zamendment
would be to reduce costs by 204, so that more than payse.

Senator Bradley: Then we have met the test.

The Chairman: Obviously, this Committese is very closely
divided on the whole issue, whether it is refundability or
whether all of the amendments will be adopted. I think the
vote is probably eleven to nine or ten to ten. There may not
be enough votes to report out tuition tax credits, but I have
indicated as recently as 10:15 a.m. this morning to the
President that we would do our best to at least approve it.
We have not got anything to add it to. We cannot report it
out by its21f. W2 need a revenue bill from the House of some
kind before any floor action can be taken, but T would like
to let everyone have their shot at tuition tax credits, and
those who oppose it will oppose it tomorrow or next week as
strongly as they did tcday, and those that are for it, I
assume, will maintzin that stance. We went all through this
last, was it September? It seems like last veek.

I would like <o just bring out that record and vote on

that recordi again, and move on to something else, but

ALDERSCON REPORTING COMPANY, INC.
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obviously, everyone has an opportunity to present their

amendments.

though, that there

are only six of

No one will be deprived of that.

us here,

T would think,

and what do we

need to act on 2n amendment, seven?
Hr. De Arment: Seven.
The Chizirmans Seven.
[General laughter.]
The Chairmans

Senator Grassley: I hope that is a good sign for me.

The Chairman: You are key in *his deliberation, since it

takes seven to operate and Yyou are just number seven.
Senatcr Grz=ssley:

my amendment?

Senator Chafee: I thought I had an amendment on before

us, Mr. Chairaman.
Senator Grassley: Then excuse me.

Senator BRBorszn: Refundability. Is this refundability?

think we should vote on that. I think it is very important,
because if we do not, as we said during the hz2arings, we are

ercent of all Hispanic families and ug rercent

1]

excluding 37

'

0f all black “amilies with school-aged children fron coverage

if we leave it 2t 310,000 a vear or less.
Senator Danforth:

provide for how nany families, how many black and Hispanic

ALDERSON REFORTING CTMPANY, INC.

So we will take ur the Grassley amendment.

Do you mean I can mcve ahead then with

And we have a wonderful opportunity to
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1 Senator Boren: Forty-six rercent of all black farmiliasg

2 in the country are excluded as now written.

3 Senator Danforth: And we can do it for only 332

4 million?

5 Senator Chafes2: That is a bargain we cannot cass Up e

6 Senator Borsn: I do0.not think we can address thaz, but I
7 would say if we are going to go down this road at all, vwe

8 certainly should not exclude people from it. If we think we
9 have the resources to shift the money from public schecols and
10 elsewhare to pay for this, we ought to apply it to everybody

11 we should not exclude, then you really do admit *+o the

|
|
|
|
i
|
|
|
|
|
12 argument of skimming. We are going to5 just skim off +he

13 pecprle in the top from the public schools and leave the

14 rest. So I think it is important we have an oppertunity to

15 vote on refundabilitv.

16 The Chairman: If that would make it acceptable to the
‘ 17 Senator from Oklahoma and Phode Island, we would prokably do
} 18 that right off.
|
19 Senator Chafes: I think I made my position quite clear,

20 ¥r. Chairman. I think take a bad bill and try to maxe it

| 21 iess worse.

22 Senator Boren: That is a fair statement of my cosition,
23 toc.
24 Senator RBradlzy: Mr. Chairman, it is the Committze's

25 position 3s of last year that we ars for refundatilizy,

*

nd T

o))

(
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Danforth's concern.

The Chairman: #What happens if we adoot the 2mendment?

Mr. De Arment: At this point, if we adopt th=2 amendment
and then report cut a bill with refundability in it, then it
is referred to the Appropriations Committee for a ceriod of
time.

The Chairman: Who decides that?

Mr. De Arment: The parliamentarian. The rules provide
for that.

The Chairman: So it could be a limited time?

Mr. De Arment: It is 15 days, but the whele bill,
whatever you attach this to will go.

The Chairman: I think there is some --

Hr. Jones: dr. Chairman, may I address the guestion of
refundability?

The Chairman: No. We Xnow you zre against it. We are
just trying to work out the procedure.

Senator Brzdley: Senator Chafee's objection to doing it
as a Committee am=ndment is --

Senator Chafee: I do not understand what games we are
claving here.

~

The Chairman: offer as az substitute we do it as a

Committee amendment tz the Chafee amendment to the bill.

-3

Senator Chzfse: “ell, see if you can exrclain that.

ALDZRSON REPCRTING CCMPANY, INC.
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means what, that we do not adopt it here in the Committee?

The Chairman: EKight.

¥r. De Arment: We could adopt a Committee zmendment to
provide for refundability.

Senator Chafes: In order to skirt the Appropriations
Committee?

The Chairman: Not to skirt.

[(General laughter.]

Senator Grassley: So as not to complicate the process.

Senator Boren: But that helps draw the issue of where we
are going to come up with the money. I mean, we are going to
have to come up #ith money to pay for this if we pass 1it.

Senator Bradley: We are going to come up with the money
to pay for refundability with Senator Grassley's amendment.
It more than pays for refundability. Sc the issue of paying
for it will be answer=zd as soon as we act on Senator
Grassley's ameniment.

Senator Chafee: That is an amazing way of paying for
something. You vete an expensive bill, and then you cut it
down and say, we have paid for it. VYo wonder this country is
in the shape we zare in.

Senator Danfcrth: Mr. Chairman, I an trying to inquire.
This would amount to an entitlement program, would it not?

Senator Chafee:; Sure.

The Chairman: I think it might be so characterized.

ALDERSON REPORTING COMPANY, INC.
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Senator Danforths Would it be subject to annual

apprerriations?

3

-

he Chairmans I do not think so.

¥r. Pe Arment: The refundable credit would.

Senator Danforth: It would?

¥r. De Arment: The credit itself would not, but all new
refundalble credits are subject to annual appropriation.

Senator Danforth: What if the Appropriations Committee
said, we are tired of this and will not appropriate it iny
more?

Mr. De Arment: We have not encountered that situation.
We only have one refundable credit that predates the
establishment of that rule.

The Chairman: What is that, the earned income tax credit?

¥r. De Arment: VYeos.

The Chairmans But if they did decide not to fund it,
there would not be any refundable credit.

¥r. De Arment: I beg your pardon?

The Chairman: If they did decide not to fund it, you
would not have a credit.

Mr. 3rockway: If they decide not to appropriate i*, yves,
it simply would not be allotted.

Senator Bradley: So in effect if we adopted the Dole
substitute, while it would come as a Committee amendment, it

Would bs subject to your concern, Senztor Chafee, in

ALDERSCN REPCRTING CCMPANY, INC.
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subsequent years.
The Chairman: Is there any objection to the substitute?
Senator Chafe=: Yes, I object.
The Chairman: The Clerk will call the role.
Senator Boren: Did you say what this is now, the
substitute?
Mr. De Arment: This is the Chairman's motion to provide

aa

for a Committee amendment to make the tuition tax credits

refundable.

¥r. Packwood.

Senator Chafes: As opposed, I think you aight point out,
as opposed to a substitute for an amendment that we would
adopt here.

¥r. De Arment: It is a substitute for having it as a
part of the bill.

Senator Borsn: Would it be part of the bill on the floor
then?

The Chairman: No, it would be offered as a Committee
amendment.

Senator Boren: So we would have to vote on it again on
the floor. We would not be adopting i%.

The Chairman: You would get another chance to defeat i+
on the fioor.

Senator Danforth: I am perfectly prepared to vote with

the Chaicman. I believe in refundability, and T think your

ALDERSCN REPORTING CCMPANY, INC.
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procedure is all right, but I want to satisfy myself that the

figure of $33 million by 1985 has been reviewed by the
Administration in connection with last year's bill; and
further, that it has been reviewed by the Administration with
respect to this y=2ar’s bill. Is that correct?

Mr. Chapoton: That is correct, Senator Danforth. I do
not know -~ I cannot now give you the assumption, but we will
be happy to supply the assumption to any degree that there is
an assumption of increased enrollment in private schools as a
result of the tuition tax credit, a slight increase in
enrollment. I do not have with me znything on the assumption
of increasad tuition.

Senator Danforth: All I want to do is to assure myself
that the Administration has been faced with this question,

that it has seriously addressed the guestion of the cost of

refundability not once, but twice, that it has analyzed the

statistics, and that it stakes its reputation --

{General laughter.]

Senator Danforth: =-- on this prcjection. I do not want
any waffling figurs, any fingers crossed on this. I want to
make it absolutely clear today, on ¥ay i7th, 1983, that the
Reagan Administratior is going firmly on record for the
proposition that refundability in the tuition tax credit is

going to cost §32 million in 1985 and avery year thereazfter.
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dr. Chapoton: Senator, that is our present revenue
estimate. It is after review, and I do not know what more I
can say than that. It is, as our estimates always are, based
upon assumptions of enrollment and assumptions of tuition,
and as I said I do not know whether there is an assumption of
increased tuition, but it seems to me that would not be
unreasonable.

Senator Danforth: Does the Administration need any
further time to analyze this figure?

¥r. Chapoton: I think in view of your strong statement I
would not mind having time to review that second assumction,
whether tuition is involved. But every time we go back to an
estimate such as this, we do not -- they do not change. We
review them thoroughly, but most of the consideration that
you and I would add to the picture have fully been taken into
account.

So I will be happy to get back to you in response to the
very strong statement you have made, and perhaprs that would ~—
be the prudent thing to 4do.

Senator Danforth: Well, ¥r. Chairman, let nme say, I will
vote with the Chair in connection with this preposition, on
the understanding that the Administration will further
analyze this situation and will provide me in writing with an

analysis of the cost of refundability and the cost of +-he

entire program, which I intend +o place in the Congressicnal

ALDERSON REPORTING COMPANY, INC.
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Record whesn this -omes to the flecor.

¥r. Chapotcn: We will be happy to do that, sir.

The Chairman: I think the record has indicated the
Administration does not support refundability.

Senator Boren: Did wWwe ever get the estimates? We asked
Mr. Bell for those figures on the demographic changes that we
expected in the schools as a result of this. Was that ever
provided to us? In other words, how many more white children
would go to private schools and how many black and Hispanic
students would shift to public schools. Did we ever get

those figures?

I guess you have to have some assumrtion on that becaucse
of the very low cost that is being projected here. You
apparently do not exp2ct many of those minority children to
move to private schools. You must have some assumptions on
demographic change.

¥r. Jones: The report you are referring to, Senator, and
you asked us for azbout two weeks ago, has not been
completed. And I told you at that time it would be some time
before it was completed; that this was = report focusing on
preferences of parents as orrosed to any attendance patterns
Oor Whatever.

There is evidence to suggest that theras has been

increased enrollment by minorities in private schocols,

particularly Catholic schools, in the last few years. And I

ALLERSON REPORTING CCMPANY. INC.
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think what you would find if you passed tuition tax credits

is, you will find an increased enrollment

Hispanics and blacks.

Senator Moynihan: Mr. Chairman, could

pattern by

I just speak to

that very briefly to my friend Senator Boren, to say this is

a subject with which I have been involved

century, and I have done some of the research and I know some

of the numbers.
One of the difficulties we have is tha
use to describe the different institutions

schools and private schools, and the diffe

for a quarter of a

t of the words we
. We say public

rent regions about

which we talk. In the region of the country which I come

from, the schools available to children on

a free basis or a

very small fee basis began in the late eighteenth century and

began to receive public moneys about that

same basls, as a matter of fact, the North

time, too, on the

west Ordinance --

the Continental Congress passed the Northwest Ordinance which

set aside one plct in 64 or something like

educaticne.

that fer higher

The State of dew York accuired lands in the same way and

set aside certain shares which went to education. This went

to the schools +hat existed and sSubsequently came into

heing. The only schools that existed and came into being

were denominational. There were no other schools. There

never had e2xisted a nondenominational school. I can say with
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some confiience, you go back in the western world, and there
wWas no such thing as an elementary or secondary school that
was not in some way denominational.

In the 1830's a dispute arose about the vay some cf the
State moneys were used and the schools that used the King
James Bible in New York City formed themselves iﬁto a group
called the Public School Society, and the other schools,
which shall be nameless, which used the Douay Bible, said we
Wwill not join with the public schools.

That is where the word "public school” ccmes fronm in the
United States. There were none of any kind in the 0ld states
of the Confederacy until after the War Between the States,
although in Senator long's state the oldest Catholic
elementary school goes back to 1717.

Now, we all know the vord "public school™ in Britain
means private and we use "public school"™ for the opposite
meaning. It goes back just to the word chosen by a group of
schools that said, we will all come together and we will
accept public money. That is why in New York City -- I do
not xnow about other states -- we talk about PS-101; that
means Public School 101. It goes back to 1830.

Now, there is a sense in which -- and T will not say
another word -- these have alwavs been, both the originai
members of the public schools znd those schcols that did not

join them, were 211 public institutions. They were parochial

ALDERSON REPCRTING CCMPANY, INC.
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institutions. They were where the people in neighborhocecds
went to school ani always had for 180 years. These are not
new.

And with respect to the minority enrollments, these
schools ar2 in the greatest main parcchial schools, and they
enroll the people who live in the neighborhood, and the
neighborhoods of New York are now in large measure minority .
neighborhoods. And that is why in Manhattan, for instance,
the largest number of students are what we call minority
students. I do not know why they are called minority
students, since they are the majority, but they are.

Senator Chafe=: Well, Mr. Chairman, Senator Yoynihan has
touched on this historic reference in the past, and if I
follow him correctly his point is that there is an historical
Justification for government support for sc-called private
schools because that was the origination of schools in this
nation. And indeed, in my state there were the private
academies which were where children went to school in the
early part of the nineteenth century. That may be.

But we have seen great changes in our society since then,
and if vou follow his historic analogy then presumably the
integration of schools would not be proper because criginally
the schools were entirely segregated, if indeed there were
any schools at all for minorities.

Now, I do not think we want to return to everything that

ALDERSON REPORTING COMPANY. INC.
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was in the past. For well over 130 years there have existed
public schools as we know them. That has been an obligation
for society, to support these schools. And we have not
dedicated public funds for the suppért of those attending
institutions in the elementary and secondary level that wvere
not controlled by the populace who paid the taxes.

And what is being proposed here is a radical departure
from anything we were used to in this nation.

Senator Moynihan: Would you allow me to say I was not
making a justification; I wvas just making the historical
Statement that we do not want to get the idea that we are
starting up a new school system here. We are proposing to
support at the federal level schools that have been there for
nearly two centuries.

And you may think this a good idea or a very bad idea,
but it is not a radically new one.

Senator Chafe2: I think that is irrslevant. On that
basis we might say, let us go back to segregated schocls. It
is historic for the country. That was the origination. That
means nothing in today's society. Obviously, we would not do
that, and I do not think we want to hang our hat on something
that may have started in the early part of the nation's
founding, but is improper to continue in the views of many
today.

The Chairman: I wonder if I might. I think this is

ALDERSON REPORTING COMPANY, INC.
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interesting --
[Laughter.]

The Chairman: =-- but I might suggest that this amendment
will be pendinnghen we meet again tomorrow morning at 10:00
o'clock. And I would hope maybe Senator Boren would offer
his en bloc. I understand he has several.

Senator Boren: I think they deserve individual
consideration and further philosophical discussion, perhars.

The Chairman: T am certain th=2y io. And I know Senator

1
Grassley has an amendment, Senator Danforth does. There are
a number of amendmentse.

Senator Durenberger: I have three, Mr. Chairman.

The Chairmans: So I doubt that we can conclude this
before 1:00 o°'clock. So let us just adjourn until tomorrow
at 10:00 o'clock, to come back on tuition tax credits and
maybe finish it tomorrow some time, or the next day.

{Whereupon, at 12:50 p.m., the Committee adjourned, to

reconvene at 10:00 a.m. on Wednesday, May 18, 1983.]

* * *
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INTRODUCTION

This document provides a description of the provisions of
S. 528, the Educational Opportunity and Equity Act of 1983
(introduced by Senators Dole, Packwood, Moynihan, Roth, and
D'Amato). S. 528, which has been proposed by the Administration,
would provide a nonrefundable tax credit for certain tuition paid

to private elementary and secondary schools that have racially
nondiscriminatory policies.

The Senate Committee on Finance has scheduled a markup of S.

528 for May 17, 1983. The Committee on Finance held a public
hearing on the bill on April 28, 1983.

In the 97th Congress, the Senate Committee on Finance

reported HZR° 1635, with amendments, a bill that was very similar
to S. 528.

The first part of this document is a summary description of
present law. This is followed, in the second part, by a summary
description of S. 528. The third part is a brief description of
the differences between S. 528 and H.R. 1635 (97th Cong.).

For a more detailed description of the provisions of S. 528, see

"Description of S. 528 (the Educational Opportunity and Equity Act

of 1983) Relating to Tax Credit for Tuition Expenses"
(JCs 9-83, April 26, 1983).
See, S. Rep. No. 97-576, 97th Cong., 2d. Sess (1982).
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I. PRESENT LAW
Tax Benefits for Educational Expenses

Present law does not provide any tax credit or deduction for
personal educational expenses. However, in certain cases,
taxpayers are entitled to a personal exemption for a dependent,
which they could not claim otherwise, because the dependent is a
student. Moreover, individuals generally may exclude from gross
income certain amounts received as scholarships and fellowships,
or amounts received under qualified educational assistance
programs. Finally, certain types of "job-related" educational
expenses may be deducted. '

Other Tax Provisions of Benefit to Education

Some provisions that benefit education, in general, and
sometimes students, in particular, include the exclusion from
income of gifts, which may comprise a large portion of a student's
educational expenses, and the charitable contribution deduction,
which allows a deduction for charitable contributions (not tuition
payments) to educational institutions. Other provisions, such as
the exclusion of interest on State and municipal bonds and the
deduction for State and local taxes, indirectly assist publicly
supported educational institutigns by easing the financial burden
of State and local governments.

Effect of Racial Discrimination on the Tax-Exempt Status of
Private Schools

The Internal Revenue Service issued a revenue ruling and a
revenue procedure in 1971 and 1972, respectively, which state that
private schools with racially discriminatory policies as to
students will not be recognized as organizations exempt from
Federal income tax. These documents also set forth guidelines and
recordkeeping requirements for determining whether private schools
have adequately publicized their racially nondiscriminatory

3The Congressional Research Service has estimated that school
districts benefit from roughly 58 percent of the subsidy |
associated with the deductibility of property taxes on
owner-occupied homes (i.e., $5,083 million of the $8,765 million
projected revenue loss for FY 83); 29 percent of the subsidy
associated with the deductibility of all other nonbusiness State
and local taxes (i.e., $5,817 million of the $20,060 million
projected revenue loss for FY 83); 35 percent of the subsidy
associated with the exclusion of interest paid on State and local
general obligation bonds (i.e., $2,800 million of the $8,000
million projected revenue loss for FY 83):; and none of the subsidy
associated with the exclusion of interest paid on revenue bonds
sponsored by State and lccal governments.
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policies so as to enable them to qualify for tax-exempt status. 4

Revenue Procedure 75-50, 1975-2 C.B. 587, sets forth
guidelines and recordkeeping requirements for determining whether
private schools have racially nondiscriminatory policies. A
school's failure to comply with these guidelines ordinarily
results in the proposed revocation of the tax-exempt status of the
school.

Through provisions enacted as part of annual appropriations'
legislation, the Congress has, at various times in the past,
forbidden the Internal Revenue Service from developing or carrying
out any rulings, procedures, or other provisions concerning tax
exemptions for racially discriminatory private schogls beyond
those that were in effect prior to August 22, 1978.

The issue of whether schools with racially discriminatory
policies may qualify for tax-exempt status currently is pending
before the Supreme Court of the United States in the cases of
Goldsboro Christian Schools, Inc. v. United States (No. 81-1), and
Bob Jones University v. United States (No. 81-3). These cases

have been argued before the court, but a decision has not yet been
announced. -

4 Rev. Rul. 71-447, 1971-2 C.B. 230 and Rev. Proc. 72-54,

1972-2 C.B. 834. These documents were issued in response to Green
v. Connally, 330 F. Supp. 1150 (D.D.C.), aff'd per curiam sub nom.
Coit v. Green, 404 U.S. 997 (1971), which held that racially
discriminatory private schools are not entitled to the Federal tax
exemptions provided for educational organizations and that gifts
to such schools are not deductible as charitable contributions by
the dgnors.

This prohibition originally was enacted in response to the
fact that on August 21, 1978, the Internal Revenue Service
proposed publication of a revenue procedure intended to revise
administrative guidelines for determining whether a private school
operates in a racially discriminatory manner. As a result of the
reopening of litigation in Green v. Connally, supra, and Wright v.
Miller, 480 F. Supp. 790 (D.D.C. 1979), rev'd sub nom. Wright v.
Regan, 656 F.2d 820 (D.C. Cir. 198l1), the IRS had concluded that
its prior revenue procedures had not been effective.in identifying
schools that were racially discriminatory even though they had
professed an open enrollment policy and had complied with
requirements of Revenue Procedure 75-50.
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II. DESCRIPTION OF S. 528
Credit for Tuition Expenses

Under the bill, an individual would be allowed to claim a
nonrefundable tax credit for 50 percent of the tuition expenses
paid during the taxable year to one or more educational
institutions for certain dependents who are under age 20 at the
close of the taxable year in which the expenses are paid and with
respect to whom the individual is permitted to claim dependency
exemptions.

"Eligible Educational Institutions

The credit would be available only with respect to tuition
paid to an institution which:

(1) provides a full-time program of elementary or secondary
education;

(2) 1is a privately operated, not-for-profit, day or
residential school; and '

(3) 1is a section 501(c) (3) organization.
Maximum Credit Amount

The maximum credit allowable to a taxpayer with respect to
tuition expenses paid on behalf of each dependent would be:

(1) $100 in the case of tuition expenses paid or incurred
after July 31, 1983, in taxable vears beginning in 1983;

(2) $200 in the case of tuition expenses paid or incurred in
taxable years beginning in 1984; and

(3) $300 in the case of tuition expenses paid or incurred in
taxable vears beginning in 1985 or later.

A special rule would provide that any tuition tax credits’
available to any taxpayer could not be taken into account in
determining the estimated tax of a taxpayer for any taxable year
beginning before January 1, 1984, or in determining the number of
withholding exemptions to which any taxpayer would be entitled
with respect to remuneration paid before January 1, 1984.

Adjusted Gross Income Phaseout

The maximum credit amount would be reduced by a specified
percentage of the amount by which the taxpaver's adjusted gross
income exceeds $40,000 ($20,000 in the case of a married
individual filing a separate return). A taxpaver with adjusted
gross income of $60,000 or more ($30,000 in the case of a married
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individual filing separately) could not claim any credit.6

Disallowance of Credit with Respect to Amounts Paid to
Racially Discriminatory Institutions

No tax credit would be. permitted for tuition payments to
schools that have racially discriminatory policies.

Under the bill, an educational institution would be
considered to have a racially discriminatory policy if it refuses,
on account of race (1) to admit applicants as students; (2) to
admit students to the rights, privileges, programs, and activities
generally made available to students by the educational
institution; or (3) to allow students to participate in its
scholarship, loan, athletic, or other programs. A racially
discriminatory policy would not include failure to pursue or
achieve any racial quota, proportion, or representation in the
student body. The term "race" would include color or national
origin.

A school would be required to file annually with the Internal
Revenue Service a statement declaring that it had not followed a
racially discriminatory policy and also would have to indicate
whether the Attorney General has brought a declaratory judgment
action against it during the current or any of the two preceding
calendar years. The nondiscrimination statement would be
furnished to each person who paid tuition to the school, and a
taxpayer claiming the credit would have to attach a copy to his

return.

Enforcement Proceedings

Under the bill, the Attorney General would be responsible for
determiging whether a school followed a racially discriminatory
policy.

The Attorney General would be authorized and directed to
seek a declaratory judgment against a school after receiving a
written allegation of discrimination filed by a complainant
against the school and finding good cause. This written
allegation would be required to allege with specificity that (1)
the school had committed a racially discriminatory act against a
student applicant or student within one year preceding the date on
which the allegation was made, or (2) that the school had made a

6 Senator Grassley has introduced a bill, S. 1137, which is
similar to S. 528, except that a taxpayer with adjusted gross
income of $50,000 or more ($25,000 in the case of a married
indiv§dual filing separately) could not claim any credit.

The bill, as printed, contains a typographical error on
page 6, line 7. The correct text of the bill, as introduced on
February 17, 1983, appears on page S1336 of the Congressional
Record for that day.
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communication within one year preceding the date on which the
allegation was made expressing that the school follows a racially
discriminatory policy. Before commencing a declaratory judgment
action, the Attorney General would be required to notify the
school of the allegation against it and to give the school a fair
opportunity to comment on those allegations.

If the Attorney General decided not to seek a declaratory
judgment against the school, he would be required to make
available to the complainant the information on which he based his
decision, including any relevant information submitted by the
school. He would not be required or authorized, however, to make
available any information the disclosure of which would violate
any Federal or State law protecting personal privacy or
confidentiality.

Instead of seeking a declaratory judgment, the Attorney
General could, in his discretion, enter into a settlement
agreement with a school against which an allegation of
discrimination had been made. However, before doing so, the
Attorney General would be required to find that the school had
been acting in good faith and had abandoned its racially
discriminatory policy. A copy of any settlement agreement would
be required to be furnished to the complainant whose allegations
resulted in the Attorney General's investigation. If the school
violated the settlement agreement, then no subsequent allegation
would need to be filed before the Attorney General could initiate

"a declaratory judgment proceeding or commence a proceeding to

enforce the terms of the settlement.
Attorney's Fees

The bill would authorize the district court to award costs
and reasonable attorneys' fees to a school prevailing in a
declaratory judgment proceeding brought by the Attorney General.

Discontinuance of Racially Discriminatory Policy

The bill provides that a school against which a declaratory
judgment had been rendered could, at any time after one year from
the date of the judgment, file with the district court a motion to
modify the judgment to include a declaration that the school no
longer followed a racially discriminatory policy. The motion by
the school would be granted, and tuition paid to the school that
is otherwise qualified would again become eligible for tax
credits, unless the Attorney General established that the
declaration by the school was false, or that the school had,
within the preceding year, (1) committed a racially discriminatory
act against a student or applicant, (2) communicated that it
followed a discriminatory policy, or (3) engaged in a pattern of
conduct to implement such a racially discriminatory policy.
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Period of Disallowance of Tax Credits

No credits would be allowed for amounts paid to a school
during the period in which a declaratory judgment against the
school was in effect. Generally, a declaratory judgment would be
effective beginning with the calendar year in which it was entered
by the district court, whether or not it was appealed. The period
of disallowance would end only if a motion to reinstate credits
was dgranted by the district court. 1In that event, credits would
again be allowed beginning with the year the motion was granted by
the district court, whether or not that motion was appealed.

Annual Report by Attorney General
The bill would require the Attorney General to make an annual
report to the Congress on his activities regarding enforcement of
the anti-discrimination provisions.
Credit Not to be Considered as Federal Assistance
The bill provides that tuition tax credits would not
constitute Federal financial assistance to educational

institutions or the recipients thereof.

Effective Date

The bill generally would be effective for tuition payments
made after July 31, 1983. However, no credits would be allowable
until either a final decision of the Supreme Court of the United
States or an Act of Congress prohibits the granting of a tax
exemption under Code section 501(a) by reason of section 501(c) (3)
to private educational institutions maintaining a racially
discriminatory policy or practice as to students.

Revenue Effect

It is estimated that the bill would reduce budget receipts by
$245 million in fiscal year 1984, $526 million in fiscal year
1985, $753 million in fiscal year 1986, $779 million in fiscal
year 1987, and $763 million in fiscal vear 1988. (Last year, a
committee amendment to H.R. 1635 would have made the credit
provided by that bill refundable. If S. 528 provided a refundable
credit, then the bill would reduce fiscal year budget receipts by
$253 million in 1984, $548 million in 1985, S$S786 million in 1986,
$812 million in 1987, and $792 million in 1988.)




ITII. DIFFERENCES BETWEEN S. 528
AND H.R. 1635 (97TH CONGRESS)

There are three differences between S. 528 and H.R. 1635 (as
reported by the Senate Committee on Finance in the 97th Congress).

Under H.R. 1635:

(1) Credit would not have been allowed for tuition paid to a

school having an admissions policy that discriminated against
handicapped children:

(2) Credit would not have been allowed for tuition paid to a

school attendance at which does not satisfy State compulsory
- attendance laws; and

(3) No credit would have been allowed for taxpayers with
adjusted gross incomes of $50,000 or more (rather than $60,000 or
more) . (S. 1137, introduced by Senator Grassley, contains this
adjusted gross income phaseout. S. 1137 would reduce fiscal year
budget receipts by $229 million in 1984, $491 million in 1985,

$703 million in 1986, $716 million in 1987, and $723 million in
1988.)
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Attachment A

Tuition Tax Credits

Prepared by the Staff of the Committee on Finance

Present.law generzlly provides no tax credit or deduction for
personal educational expenses.

S. 528 would provide a nonrefundable credit for 50 percent of
tuition expenses paid to private elementary and secondary schools
for certain qualified dependents of the taxpayer. The maximum
credit per dependent would be $100 in 1983, $200 in 1984, and
S300 in 1985 and subsequent years. The maximum credit amount
would be phased down for taxpayers with adjusted gross incomes of
greater than $40,000 and no credit would be allowed for taxpayers
with adjusted gross incomes of $60,000 or more.

For tuition expenses to be creditable, a school could not
follow a racially discriminatory policy. An eligible school
(i.e., a school that is exempt from taxation under Code section
S0l1(a) as an organization described in Code section 501(c) (3))
would be required to include a statement of its nondiscriminatory
policy in any published by-laws, admissions materials, and

-advertising, and to file annually with the Treasury Department a

statement that it has not followed a racially discriminatory
policy. Generally, a copy of this statement also would have to
be furnished to each individual who pays tuition to the school
and be attached to any return on which credits are claimed. In
addition, the bill would disallow credits for payments to any
school found to be following a racially discriminatory policy in
an action brought by the Attorney General under the bill's
declaratory judgment provisions.

The bill generally would apply to tuition paid or incurred
after July 31, 1983, for taxable years beginning after December
31, 1982. However, no credits would be allowed until either a
final decision by the Supreme Court of the United States or an
Act of Congress prohibits the granting of a tax exemption under
section 501(a) of the Internal Revenue Code by reason of section
501(c) (3)) to private educational institutions that maintain a
racially discriminatory policy or practice as to students.
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INTRODUCTION

This document provides a description of the provisions of
S. 528, the Educational Opportunity and Equity Act of 1983
(introduced by Senators Dole, Packwood, Moynihan, Roth, and
D'Amato). S. 528, which has been proposed by the Administration,
would provide a nonrefundable tax credit for certain tuition paid

to private elementary and secondary schools that have racially
nondiscriminatory policies.

The Senate Committee on Finance has scheduled a markup of S.
528 for May 17, 1983. The Committee on Finance held a public
hearing on the bill on April 28, 1983.

In the 97th Congress, the Senate Committee on Finance

reported HZR' 1635, with amendments, a bill that was very similar
to S. 528.

The first part of this document is a summary description of
present law. This is followed, in the second part, by a summary
description of S. 528. The third part is a brief description of
the differences between S. 528 and H.R. 1635 (97th Cong.).

1 For a more detailed description of the provisions of S. 528, see
"Description of S. 528 (the Educational Opportunity. and Equity Act
of 1983) Relating to Tax Credit for Tuition Expenses”
(JCs 5-83, April 26, 1983).

See, S. Rep. No. 97-576, 97th Cong., 2d4. Sess (1982).
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I. PRESENT LAW
Tax Benefits for Educational Expenses

Present law does not provide any tax credit or deduction for
personal educational expenses. However, in certain cases,
taxpayers are entitled to a personal exemption for a dependent,
which they could not claim otherwise, because the dependent is a
student. Moreover, individuals generally may exclude from gross
income certain amounts received as scholarships and fellowships,
or amounts received under qualified educational assistance
programs. Finally, certain types of "job-related" educational
expenses may be deducted.

Other Tax Provisions of Benefit to Education

Some provisions that benefit education, in general, and
sometimes students, in particular, include the exclusion from
income of gifts, which may comprise a large portion of a student's
educational expenses, and the charitable contribution deduction,
which allows a deduction for charitable contributions (not tuition

.payments) to educational institutions. Other provisions, such as

the exclusion of interest on State and municipal bonds and the
deduction for State and local taxes, indirectly assist publicly
supported educational institutigns by easing the financial burden
of State and local governments.

Effect of Racial Discrimination on the Tax-Exempt Status of

Private Schools

The Internal Revenue Service issued a revenue ruling and a
revenue procedure in 1971 and 1972, respectively, which state that
private schools with racially discriminatory policies-as.to
students will not be recognized as organizations exempt from
Federal income tax. These documents also set forth guidelines and
recordkeeping requirements for determining whether private schools
have adequately publicized their racially nondiscriminatory

3The Congressional Research Service has estimated that school
districts benefit from roughly 58 percent of the subsidy
associated with the deductibility of property taxes on
owner-occupied homes (i.e., $5,083 million of the $8,765 million
projected revenue loss for FY 83); 29 percent of the subsidy
associated with the deductibility of all other nonbusiness State
and local taxes (i.e., $5,817 million of the $20,060 million
projected revenue loss for FY 83); 35 percent of the subsidy
associated with the exclusion of interest paid on State and local
general obligation bonds (i.e., $2,800 million of the $8,000
million projected revenue loss for FY 83); and none of the subsidy
associated with the exclusion of interest paid on revenue bonds
sponsored by State and local governments.
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policies so as to enable them to qualify for tax-exempt status. 4

Revenue Procedure 75-50, 1975-2 C.B. 587, sets forth
guidelines and recordkeeping requirements for determining whether
private schools have racially nondiscriminatory policies. A
school's failure to comply with these guidelines ordinarily

results in the proposed revocation of the tax-exempt status of the
school. ’

Through provisions enacted as part of annual appropriations'
legislation, the Congress has, at various times in the past,
forbidden the Internal Revenue Service from developing or carrying
out any rulings, procedures, or other provisions concerning tax
exemptions for racially discriminatory private schogls beyond
those that were in effect prior to August 22, 1978.

The issue of whether schools with racially discriminatory
policies may qualify for tax-exempt status currently is pending
before the Supreme Court of the United States in the cases of
Goldsboro Christian Schools, Inc. v. United States (No. 81-1), and
Bob Jones University v. United States (No. 81-3). These cases

have been argued before the court, but a decision has not yet been
announced. ’

- .,

Rev. Rul. 71-447, 1971-2 C.B. 230 and Rev. Proc. 72-54,
1972-2 C.B. 834. These documents were issued in response to Green
v. Connally, 330 F. Supp. 1150 (D.D.C.), aff'd per curiam sub nom.
Coit v. Green, 404 U.S. 997 (1971), which held that racially
discriminatory private schools are not entitled to the Federal tax
exemptions provided for educational organizations and that gifts
to such schools are not deductible as charitable contributions by
the dgnors. )
This prohibition originally was enacted in response to the
fact that on August 21, 1978, the Internal Revenue Service
proposed publication of a revenue procedure intended to revise
administrative guidelines for determining whether a private school

4

- operates in a racially discriminatory manner. As a result of the

reopening of litigation in Green v. Connally, supra, and Wright v.
Miller, 480 F. Supp. 790 (D.D.C. 1979), rev'd sub nom. Wright v.
Regan, 656 F.2d 820 (D.C. Cir. 1981), the IRS had concluded that
its prior revenue procedures had not been effective: in identifying
schools that were racially discriminatory even though they had
professed an open enrollment policy and had complied with
requirements of Revenue Procedure 75-50.
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II. DESCRIPTION OF S. 528
Credit for Tuition Expenses

Under the bill, an individual would be allowed to claim a
nonrefundable tax credit for 50 percent of the tuition expenses
paid during the taxable year to one or more educational
institutions for certain dependents who are under age 20 at the
close of the taxable year in which the expenses are paid and with
respect to whom the individual is permitted to claim dependency
exemptions.

Eligible Educational Institutions

The credit would be available only with respect to tuition
paid to an institution which:

(1) provides a full-time program of elementary or secondary
education; ‘

(2) 1is a privately operated, not-for-profit, day or
residential school; and

(3) 1is a section 501(c) (3) organization.
Maximum Credit Amount

The maximum credit allowable to a taxpayer with respect to
tuition expenses paid on behalf of each dependent would be:

(1) $100 in the case of tuition expenses paid or incurred
after July 31, 1983, in taxable years beginning in 1983;

R

(2) $200 in the case of tuition expenses paid or incurred in
taxable years beginning in 1984; and

(3) $300 in the case of tuition expenses paid or incurred in
taxable years beginning in 1985 or later.

A special rule would provide that any tuition tax credits
available to any taxpaver could not be taken into account in _
determining the estimated tax of a taxpayer for any taxable year
beginning before January 1, 1984, or in determining the number of
withholding exemptions to which any taxpayer would be entitled
with respect to remuneration paid before January 1, 1984.

Adjusted Gross Income Phaseout

The maximum credit amount would be reduced by a specified
percentage of the amount by which the taxpayer's adjusted gross
income exceeds $40,000 ($20,000 in the case of a married
individual filing a separate return). A taxpayer with adjusted
gross income of $60,000 or more ($30,000 in the case of a married
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individual filing separately) could not claim any credit.6

Disallowance of Credit with Respect to Amounts Paid to
Racially Discriminatory Institutions

No tax credit would be . permitted for tuition payments to
schools that have racially discriminatory policies.

Under the bill, an educational institution would be
considered to have a racially discriminatory policy if it refuses,
on account of race (l) to admit applicants as students; (2) to
admit students to the rights, privileges, programs, and activities
generally made available to students by the educational
institution; or (3) to allow students to participate in its
scholarship, loan, athletic, or other programs. A racially
discriminatory policy would not include failure to pursue or
achieve any racial quota, proportion, or representation in the
student body. The term "race" would include color or national
origin.

A school would be required to file annually with the Internal
Revenue Service a statement declaring that it had not followed a
racially discriminatory policy and also would have to indicate
whether the Attorney General has brought a declaratory judgment
action against it during the current or any of the two preceding
calendar years. The nondiscrimination statement would be
furnished to each person who paid tuition to the school, and a
taxpayer claiming the credit would have to attach a copy to his

return.

Ehforcement Proceedings

Under the bill, the Attorney General would be responsible for

ﬂdetermiging whether a school followed a racially discriminatory

policy.

The Attorney General would be authorized and directed to
seek a declaratory judgment against a school after receiving a
written allegation of discrimination filed by a complainant
against the school and finding good cause. This written
allegation would be required to allege with specificity that (1)
the school had committed a racially discriminatory act against a.
student applicant or student within one year preceding the date on
which the allegation was made, or (2) that the school had made a

6 Senator Grassley has introduced a bill, S. 1137, which is
similar to S. 528, except that a taxpayer with adjusted gross
income of $50,000 or more (S$S25,000 in the case of a married
indiv§dual filing separately) could not claim any credit.

The bill, as printed, contains a typographical error on
page 6, line 7. The correct text of the bill, as introduced on

February 17, 1983, appears on page S1336 of the Congressional
Record for that day.
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communication within one year preceding the date on which the
allegation was made expressing that the school follows a racially
discriminatory policy. Before commencing a declaratory judgment
action, the Attorney General would be required to notify the
school of the allegation against it and to give the school a fair
opportunity to comment on those allegations.

If the Attorney General decided not to seek a declaratory
judgment against the school, he would be required to make
available to the complainant the information on which he based his
decision, including any relevant information submitted by the
school. He would not be required or authorized, however, to make
available any information the disclosure of which would violate
any Federal or State law protecting personal privacy or
confidentiality.

Instead of seeking a declaratory judgment, the Attorney
General could, in his discretion, enter into a settlement
agreement with a school against which an allegation of
discrimination had been made. However, before doing so, the
Attorney General would be required to find that the school had
been acting in good faith and had abandoned its racially
discriminatory policy. A copy of any settlement agreement would
be required to be furnished to the complainant whose allegations
resulted in the Attorney General's investigation. If the school
violated the settlement agreement, then no subsequent allegation
would need to be filed before the Attorney General could initiate
a declaratory judgment proceeding or commence a proceeding to
enforce the terms of the settlement.

Attorney's Fees

The bill would authorize the district court to award costs
and reasonable attorneys™ fees to a school prevailing in a
declaratory judgment proceeding brought by the Attorney General.

Discontinuance of Racially Discriminatory Policy

The bill provides that a school against which a declaratory
judgment had been rendered could, at any time after one year from
the date of the judgment, file with the district court a motion to
modify the judgment to include a declaration that the school no
longer followed a racially discriminatory policy. The motion by
the school would be granted, and tuition paid to the school that
is otherwise qualified would again become eligible for tax
credits, unless the Attorney General established that the

- declaration by the school was false, or that the school had,

within the preceding year, (1) committed a racially discriminatory
act against a student or applicant, (2) communicated that it
followed a discriminatory policy, or (3) engaged in a pattern of
conduct to implement such a racially discriminatory policy.
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Period of Disallowance of Tax Credits

No credits would be allowed for amounts paid to a school
during the period in which a declaratory judgment against the
school was in effect. Generally, a declaratory judgment would be
effective beginning with the calendar year in which it was entered
by the district court, whether or not it was appealed. The period
of disallowance would end only if a motion to reinstate credits
was granted by the district court. 1In that event, credits would
again be allowed beginning with the year the motion was granted by
the district court, whether or not that motion was appealed.

Annual Report by Attorney General

The bill would require the Attorney General to make an annual
report to the Congress on his activities regarding enforcement of
the anti-discrimination provisions.

Credit Not to be Considered as Federal Assistance

The bill provides that tuition tax credits would not
constitute Federal financial assistance to educational
institutions or the recipients thereof. ‘

Effective Date

The bill generally would be effective for tuition payments
made after July 31, 1983. However, no credits would be allowable
until either a final decision of the Supreme Court of the United
States or an Act of Congress prohibits the granting of a tax
exemption under Code section 501(a) by reason of section 501 (c) (3)
to private educational institutions maintaining a racially
discriminatory policy or practice as to students.

Revenue Effect

It is estimated that the bill would reduce budget receipts by
$245 million in fiscal year 1984, $526 million in fiscal year
1985, $753 million in fiscal year 1986, $779 million in fiscal
year 1987, and $763 million in fiscal year 1988. (Last year, a
committee amendment to H.R. 1635 would have made the credit :
provided by that bill refundable. If S. 528 provided a refundable
credit, then the bill would reduce fiscal year budget receipts by
$253 million in 1984, $548 million in 1985, $786 million in 1986,
$812 million in 1987, and $792 million in 1988.)




III. DIFFERENCES BETWEEN S. 528
AND H.R. 1635 (97TH CONGRESS)

There are three differences between S. 528 and H.R. 1635 (as
reported by the Senate Committee on Finance in the 97th Congress).

Under H.R. 1635:

(1) Credit would not have been allowed for tuition paid to a
school having an admissions policy that discriminated against
handicapped children;

(2) Credit would not have been allowed for tuition paid to a
school attendance at which does not satisfy State compulsory
attendance laws; and

(3) No credit would have been allowed for taxpayers with
adjusted gross incomes of $50,000 or more (rather than $60,000 or -
more). (S. 1137, introduced by Senator Grassley, contains this
adjusted gross income phaseout. S. 1137 would reduce fiscal year
budget receipts by $229 million in 1984, $491 million in 1985,
$703 million in 1986, $716 million in 1987, and $723 million in
1988.)




Attachment B

Increase in the Public Debt Limit

Prepared by the Staff of the Committee on Finance

The Reagan administration has requested an increase in the
oublic debt ceiling to cover anticipated financing needs of the
Federal Government through September 30, 1983. The present
ceiling on the public debt is $1,290.2 billion and is comprised
of the permanent debt ceiling of $400 billion plus a temporary
ceiling of $890.2 billion. The temporary ceiling expires
September 30, 1983. However, the administration anticipates that
the present ceiling on the public debt will be exceeded by the

end of May.

The Treasury Department has testified that an increase of §$99
billion in the debt ceiling would be sufficient to cover the
Government's financing needs through the end of fiscal year 1983.
This would raise the debt ceiling to $1,389.2 billion. The same
figure is recommended as appropriate for fiscal year 1983 in
H. Con. Res. 91, the House-passed budget resolution.

Long Bond Authority

The Treasury Department also has recommended an increase in
the amount of bonds that may be issued without regard to the
statutory limit of 4-1/4 percent on the interest rate such bonds

may bear. Currently up to $110 billion may be issued without
regard to the 4-1/4 percent limit, and Treasury estimates that
the present limit will be reached early in 1984. Treasury
projects that an increase of $40 billion in the exception from
the 4-1/4 percent limit will be adequate through 1984.

Ways and Means Committee Action

On May 12, 1983, the Committee on Ways and Means agreed to
report legislation to raise the ceiling on the public debt to
$1,389.0 billion. This is a permanent increase in the debt
ceiling, designed to carry through to the end of fiscal year
1983, but without specifying an expiration date of September 30,
as is usually the case. The Committee also agreed to a $40
billion increase in the exception to the 4-1/4 percent limit on
the interest rate that may be paid on bonds.




