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1 EXECUTIVE SESQION

3 FRIDAY, MARCH 18, 1977

4 . . . - - -

5 . United States Senate,

6 Committee on Finance,

7 Wasﬂington, D.C.

8 The cOmﬁittee met, pursuan£ to recesé, at 9:20 a.m.

9 in room 2221, Dirksen Senate Office Building, Hon. Russell

- 10 T. Long (Chairman of the Committee) presiding.
( 9
s n Present: Senators Long, Talmadge, Byrd, Ribicoff,
o
) 12 Bentsen, Haskell, Matsunaga, Moynihan, Hansen, Dole, Packwood,
o

13 Roth, Laxalt and Danforth.

‘ 14 The Chairman. The Committee will come tb order.
- .15 Mr. Woodworth, first, let me congratulate you. I am
Lo v
;: 16 sorry I coﬁld not be at your swearing in yesterday. Let me
. 17 congratulate you that now you are official, you hawe a big
o

18 job down there. I am not sure that you are any bettet off
19 than you were before, frankly, but you are in.

20 I - I thougﬂt it might be worth.gipiériqg;his mariigge

21 penalty problem and I would make a suggeséion. Do you have
29 those charts-the;e; Mr. Shapiro, to show tha marriage

23 penalty?

2 Mr. Shapiro. We have it on the board, Mr. Chairman.

25 The Chairman. You have shown me a set of figures. I

‘o ‘o




¢ &

M

10

R

12

.13

14

- 18

16

A7

18

19

20

21

2

23

24

25

4-2
think it would be good fdr everybody to take‘a ;ook at thenm,
to see how this thing works out. Apparently, since 1974,
and some of this, as I understand it, without very much
consideration in terms of providing a tax credit to each
taxpayer in that kind of thing, we have gotten the discrim-
ination against married couples worse and worse until we
really ought to start looking in the other directions and
try to stralghten that out.

Mr. Wetzler, would you mind explaining to me how these
acts iﬁ took in 1974 have tended to discriminate against
married couples? |

Mr. Wetzler. The main effect is the so-called general
tax credit that equals 2 percent of the first §9,000 of your
taxable income. T;;:Sing;e people with taxable incomes over
$9,000 get a $180 credit each. If they get marriéd, they

lose one of those $180 credits, so it increases the marriage

- penalty by $180.

These charts that Mr. Stern handed out show what the

so-called marriage penalty is under different types of standarg

deductions.

The Chairman. If you look at the lefthand column it has

a minus fiéureg.;t looks as though the marriage is better

off because they are marrled if' €he wife. s, aarning hothing:
But then you look at the righthand column which shows what

the marriage penalty is in terms of dollars that the taxpayer
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-goes down, is the total family income. The column on the

®

pays at various income levels.

Here is the thing that seems unfair. Assuming the wife
has no earnings and reflecting the theoretical gain there,
that works on the thecry that the wife is contributing nothing
to that marriage, she ié staying home, tending the house,
preparing the meals, doing all the housework and looking
after two or three children. .

Oftentimes she is déing ﬁpfe work than the husband is
out there on that job.

If you take that.into account, as Louisiana law does,
our community property law looks upon it as though the two
of them are earning everything the marriage earns. It
recognizes the wife is making a real contribution by running
the home and doing the housework while her husband is out
working someplacé else.

If yoﬁ take that into account,-this righthand column
would be consistent, no matter what the wife's earning
power is. |

Mr. Shapiro. This chart, the column on the left that

top of that, the ggided lines, is the split of income between
the spouses.

We see zero, Zzero, Zero there means one spouse earns
all of the income; the other spouse earns none of it.

The next column is where one spouse earns 90 percent,

L.
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the other spouse earns 10 percént.
The far right column, each earning an equal amount.

As you come down where you see the minuses, that means

w here they are better off filing a joint return. Where you

see that éhere are no minus figures, it shows a so-called
marriage penalty where they would be better off if they had
been able to file single returns rathér than file a joist
return.

Senator Packwood. What happens when marrieds file
separate returns?

Mr. Shapiro. One half the rate of joifit returns, no
benefit of the single return rate.

Senator Packwond. One half?

Mr. Shapiro. One-half of the joint return rates.
Usually there is.no benefit on that unless one spouse has a
significané number of deductions or one spouse who has less

income does not have that many deductions, but the other

spouse, who has a lot of income, can reduce it by the number

of medical expenses or something that relates specifically

‘to that particular spouse. Thereby, they can reduce.

One spouse with a lot of income can take many of the
reductions and rg@uce that spouse's income way down. Then
they would have a benefit.

Senator Packwooq. How do you do that if one spouse has

no income?




é

10

1

12

13

14

- 15

16

A7

.18

19
20
21
22
23
24

25

- 4-5

Mr. Shapiro. You cannot if they have no income. You
can only do it if each of them have income and you can work
it both ways. You can file a joint return and see how much
tax you wéuld owe. When you file two sepavate returns, the
way it would work, the one who has the most income would
t ry to take most of the deductions, therefore, to reduce the
highest level of income down so the mérginal rate on that
other income ié'reduced..

It is in that manner that they could reduce their
taxes by filing separate returns; just taking one income, one
wage—earning,'dividing thét and filing separate returns, they
would not benefit.

Seﬂator Packwood. What happens in the separation
situation where a-wdman is deserted, she is wérking, What
kind of tax does she file at that point.

Mr, Sﬁapiro.v A single return. Stili married?

Senator Packwood. Married.

Mr. Shapiro. SepArate returns.

Senator Packwood. He h;s deserted and she is working
for $10,000 a year. What kind of return is she privileged
to file? How mény optibns does she have?‘ She is déserted.

Mr. Shapira. 'In the Internal Revenue Code there is a
deserted spouse ;ule where they can file a single return
today and have the same Senéfit as a single person.

Senator Packwood. Thank you.
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Mr., Shapi}o. Let me point out, there are several
sheets here. The top sheet refers to the marriage penalty or
the effect of marriage with $2300/$3100 standard deduction o
Let me point out that these tables refer to the entire tax
results, looking at rates as well as the standard deduction.

| We are showing at different levels the standard‘deduction.

The: * $2300/$3100 on the first sﬁeet, that is alterna-
tive one on thétblackboard. Thé second sheet, which provides
the same figures with respect to $2200 single standard
deduction and $3200 joint return standard deduction would
be alternative two on the board.

Senator Packwood. Léf me ask another question. Do
these charts have any relevance at all for people who
itemize? | |

Mr. Shapiro; Thése are all standard deductions.

. .The tﬁird sheet is the Administration's-proposal, $2200,
single return; $3000, joint return.

The fourth sheet is(the House bill, $2400, single return;

$3000, joint return. |

The $2406 to $2800 is the original Administration
proposal. Thenithe nexé.one, the 1976 1aﬁ, is the éresent
law, |

These are the computer print-outs of the various
alternatives before the éommittee with respect to the

+

-standard deduction.
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The Cha%rman. Here is the kind of thing that concerns
me. If you are willing to assume that the wife's contribu-
tion to a marriage, even if not in cash, in the work and
effort she puts in to make the marriage succeed is the same
as that of the husband -- that is the way we do it in
Louisiana -- if you make that assumption and you look at this
chart over hgre‘of what the House bill does, that is the
one headed $2400/$3000. At the'$10;000 level, that is a
$300 penalty on that .couple for being married, or a $300
bonus if the marriage broke up. |
If they are making a joint i?come of $15,000, that is
a $397 marriage penalty. At the$;b,obo level that is
a $600 marriage penalty, or $€db“&nténtive or bonug“payment,
you might say, for the marriage failing. If the people
are separated, it is a $600 penalty on reconciliétion.
‘None.&f that makes sense-to me.. It seems that we should
try to reduce that:marriage_pénéity. The House took the

view that, as I understand it, it was just unthinkable

over there to vote to increase anybody's taxes. If you are

-thinking in the tax reform area, implicit in that all the

time.is that you are tightening .up on the loose.end by
loosening up on the tight end. You ought to be willing to
bite the bullet now and then.

Mr. Woodworth. We agree with you on that completely.

The Chairman. I think it is right,now and then the fact
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that the Senate sits on six-year terms and the House on
two-year terms ought to compel us to come up with those and
do some of these things that make for better laws. Here is
what occurred to me.- If we would take what is. on this
second sheet here, you take the figures that the Administra—v
tion is recommending for the singles, $2200, then move the
House figure_up from $3000 up to $3200. That would cost
about $§100 million, I am told, cﬁmpared to the House bill -~
or is it compared to present law?

Mr. Shapiro. $200 million compared to the House bill.

The Chairman. Th;t would be within the bﬁdget?

Mr. Shapiro. Yes.

The Chairman.. If you did that, then the marriage penalty

would be reduced doﬁﬁ,.compared to the House bill -- let me

~get the right page. Let us say $300 for people making $10,000

- a year down to $204. It would be cut by one-third.

It seems to me for that small a revenue consequence that
is a major reform to reduce that marriage penalty by a third.

Mr. Shapiro. That is the case where the income is split

-50-50. If you run along thatiline,ﬁyoﬁ can see the various

savings with respect to each category.

« The Chairman. If you did that, how many people would
fare better if we did that? How many taxpayers would fare
better if we made that adjustment?

Mr. Shapiro. Relative to present law, 46 million people
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would benefit, those who file joint returns, and 2 million
peo;le would lose, those who are presently at the $2400
ceiling would be reduced to $2200.

Senaﬁor Hansen. What is the number that would benefit?‘

Mr. Shapiréa -Forty-six millién. '

- Senator Hansen. .Two million would lose?

Mr. Shapiro. That is right, ;;féﬁi;é:to present law.

The Chairman. Compared to the House bill, how do those

e T n

numbers ; work out?

L]

Mr. Shapiro. We are kind of rough on this. It is
approximately 25 million would benefit, 25 million would
lose. |

The.xeason for this is the House bill has a $2400 stan-
d ard deduction foéléinéie‘peOPIe. They are right now under
the House bill..fThey would be put at $2400. You would be
reducing them to $2200. |

As compared to present law, 2 million of those 25
million would take a loss:over what tﬁey would actually have
today.

The Chéiiman, Compared to present law, there would
be 23 people who would'Senefit for every one who woﬁlé be
on the losing epg.’ |

Mr. Shapiro."That is correct.

The Chairman. Those on the losing end would get the

worst of it on about $50 a year?
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Mr. Shapiro. On the average, yes.
The Chairman. Personally, how does the Administration
feel about that?
Mr. Woodwq:th. - We very hastily constructed a little
chart here which shows the 50-50 split level, the comparison -
there is no question about the fact in terms of the 50-50

split that the $2200 to $3200 decreases the marriage penalty

_relative to the present law as well as relative to the

Administration's proposal. It very decidedly decreases it
relative to the House bill.

The revenue cost of this, versus ﬁhe Administration
proposal, if my figures are correct, it is abqut $1 billion
more.

The Chairman. .Cbmpared to the Administration proposal?

Mr. Woodworth. Yes. That is my impression, that that

- 18 correct.

I think Mr. Shapiro was comparing it to the House bill.

Mr. Shapiro. The House:bill raises the Administration
figure by $800 million.

Mz, Wodd&orth. $800 ;&HJidn plus the $200 million is
$1 billion. | . | | |

You have to have a striking a balance of differing con~
siderations.. In terms of this, I think the Administration

would prefer not to lose that additional $1 billion in

revenue at this time, but I think we would certainly have to
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1 agree, in terms of the marriage penalty, that $2200 and
2 $3200 is a better proposal than any of the others, including

3 the Administration proposal.

4 However, I could point out that when the tax reform

5 proposal comes along this fall, if you were to adopt the
Administration proposal, t_he $2200 and $3000, if additional
revenue could be lost at that time, it would be no trouble
s g at all;\to;move' to the type of proposal that. you have here,

o | $2200 to $3200.

You would not have to push the single return down any

- 10
- 1 further. It would just be moving the married up from $3000
8 17 | to $3200 at that time.
| <“ ‘ 13 I think, in balance, we would pl.:efer not to lose that
m 14 additional billiori of .revén\;e, although I have to acknowledge
- 15 that in terms of-" impact o;ﬁ the marriage penalty, this is
i 6 preferable to any of the others.
{"-» a7 The ~Chairman. Can you give me an estimate? If we go
“ 13 | in there with the $2400 and try to eliminate that marriage
19 penalty by letting each spouse file a return and claim half
20 _the income, how much will tﬁat cost the Treasury?
o Mr. Woodworth. $5 or $6 b:?.llion,. on that order of
9 magnitude. ) ‘
(’ _ 23 The Chairman. I, thought it was more than that.
24 Mr. Woédworth.,'.. It'inay.~be.

C. 25 Mr. Shapiro. It would be at least that.
o




§ &

10

n

12

13
14

- 15

16

A7

18
19
20
21
2
23
24

25

4-12

Mr. Woodworth. You know, faced with that kind of |
choice, Senator Long, there is no gquestion of where we would
go; that is the $2200 to $3200. If you tell us that that'is
the choice, then obviously we would prefén between that and
the $2200 and $3200 we would clearly go to the $2200/$3200.

The Chairman. It seems to me, if we are going to try
to reform this tax law by taking the §iew that weé cannot
ask anybody to pay any more, thé only wavae can reform it
is to give further tax cuts to people, the cost is going .
to so enormously reduce revenue in items like this it is
beyond the pale. |

The biggest tax reform bill we had had .a revenue loss
of $77billion. If you arg.going to go $5 billion for a

singleritem like this, it looks to me like you could wipe it

out.

Mr. Woodworth. The Administration-would.be very strongly

opposed to any amendment of that type. It would be a
major consideration that would have to be weighed with
respect tq ﬁhg bill.

Mr. Shéﬁifg.‘ The revenue effect'of having eaéh one
file separately on‘their'income.could be as high as $12
billion.

The Chairman. That is the figure I heard; $12 billion.
I would suggest we try the $2200 to $3200. Compared to

present law, you would havg 46 million people who would be
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better off and only 2 million who would be worse off.
Mr. Woodworth. Compared to the House bill, we would
prefer the $2200/$3200. You lost $800 out of the $1 billi§n

in the House bill ”Etween thosge two, we‘ would like to have

 one that would fix up the. marxiage penalty.

The Chairman. If you are golng to lose $800 million
in revenue anyway, you might as well iose $§00Nmilliéﬁ ‘
’érogoting tax eqﬁiﬁy and taX'jugfice.
Mr. Woodworth. That is the reason for my statement.
Between the two choices, we would prefer the $2200/$3200.
Mr.. Shapiro. The $2200/$3200 woﬁld encourage $6.7 milliqg

switchers from the itemized deduction to the standard

deduction.

The Chairman.  That is important. What percentage

of th# people would you then have using the standard deduc-
tion?

The 6.7 is

Mr. Shapiro. Approximately 76 percent.

compared to the 5.5 under the House bill. The House bill

would switch approximately 5.5, take it from 69 percent to

-apprdximateij_?S ‘percent.

This would increase those switchers to just shy of 7
million; approximately 76 percent of the people would be.on
the standard deduction.

Senator Hansen. Mr, Chairman, before we make the

final determination, I would like to ask Mr. Shapiro if the

n
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1975 optional tax tables, you may have a copy before you,
if we were to go back to that approach, would that not
achieve essentially what the Chairman and I are talking
about trying to achieve the changes in the proposal,
give taxpayers a way of reporting that would not be any more
complicated than this proposal would be?

Mr. Shapiroc. There are two specific issues-in that
regard. One is to make it easier for people to £i11 out
their tax return. Two, providing rate reductions, pe:manent
rate réductions, standard deductions and encourage more
people to switch. They aie tied together, but somewhat
separate.

The -pre-~1976 tax forms, which were changed by the

1976 Tax Reform Act and from the use of tax tables to

taxable income so that people had to make various computa-

" tions.

Senator Hansen. That made it more compticated??
Mr. Shapiro. That made it more complicated. The

standard deduction could be built into the tables as they

e

.were pziior to 1976,Eidﬁqthe standpoint of filling out their

a3 2 AR .

tax return, that: will be achieved from a simplification
standpoint.
However, that would not apply to those who used itemized

deductions. Those who itemize deductions, in order to

provide simplification for those who itemize deductions, you
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need to go to a flat standard deduction. When you have a
flat standard deduction, those who itemize their dgductio#s
would be able to use those tables as well.

There are two types of issues. If you are talking
about simplification,in filling out the income tax return
only, and only for those who take the standard deduction,
you could go back to pre-~1976 law and‘deal'with that without
making any change in éhe staﬁdatd deduction. However, if you
want to’deal with the marriage penalty, if you want to pré-
vide some rate reductions on a permanent basis for those
who take the standard deduction, if you want‘to simplify the
tax laws for filling out the tax return for those who
itemize their deductions as well as those who take the
standard deductiog;'you have to come to some flat amount.

There are levels where it would be revenue neutral.
It would méan a lot of people would have tax increases.

Senator Hansen. Could you give me an idea of“the
number of people, or percentages, in your judgment that

would be affected by one law or another? How many use

~itemized'dedu¢€igns? How many use the standard deduction?

How many receive some help in preparation of their income
tax returns?

Mr. Shépiro. Let me do it by percentages. Under present
law, 69 percent of taxpayers use the standard deduction.

»

31 percent itemize their deductions. As a result of the
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Bdéuse bill;> 15 ' percent:would:take the standard deduction.
'Under Senator lLong's proﬁosal, 76 percent of tﬁe tax-
p ayers.
Senator Hapsen; If you were to use the 1975 optional
tax tables as an alternative, we could assume that roughly

three out of every four taxpayers would not find that

‘unacceptable. Would that be a fair statement?

Mr. Shapiro. You\rould fiﬁd 69 percent of the people ~-

Senator Hansen. I thought you said 76. | |

Mr, Shapiro. ThatAwquld be under the changes here.

If you did nothing to change the '76 law with-respect to the
use of tax tables, 69 percent of the people would find it
easier to fill out their tax returns. In order to go up

to the 76 percent, fbu would have to make some adjustment
in the standard.deduction.by going to the‘higher levels, as
we were tAiking about in these various alternatives.

Senator Hansen. If wevwent back to the pre-1975 tables,
what savings would be made.

Mr, Shap;ro. You would not incur the revenue losses
-under these‘p%dQOSals, the bottom lines that we are talking
about. )

Senator Hansen. That revenue loss you estimated would
be roughly $1 billion under the $2200/$3200 that we were
talking about? |

Mr. Shapiro. We are talking about, under the House bill,
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let us say the Administrationrprppesal --
Mr. Woodworth. May I comment?
Senator Hansen. Yes.

Mr. Woodworth. - The Administration §r0posa1 would cost
$§4 billion on the liability basis in this area. The proposal
you Srenow talking about would cost $5 billion.

Anmbher‘poiqp that I thought should be clear is the
fact that it is our understandiﬁg that as much as 96 percent
of the taxpayers would have their tax returns simplified |
under either one of these proposals that I just mentioned.
96 percent.

That is because it includes those who take the itemized
deductions as well as the standard deduction. It is
possible, with the'fiat standard deduction built into the
whole structure to simplify it for those categories of
taxpayers,.so th&t it is mot just a question of 69 percent.

It ié both the fact that we feel we need that tax
increase there because the tax level is:movipg below the

poverty level. We think we:heed that as a stimulus. Thét

.18 the second reason.

The third reason ié by doing it in this way, we can
begin a real and very substantial simplification of the tax
returns.

We have three major reasons for mpving in this direction,

not just one. Obviously if you did not have the reduction at
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all, you do not provide the stzmulue that is needed there.
Secondly, you do not move the tax line up to the poverty
level again. |

In a&dition to .that, under any results, you do not
achieve all the.simplification that we are asking.

I might point out again that for. itemizers, the fact
that the credit is computed sepaxatel& - anq.I think it
would have te be, if you do notAgo this way,it. turned out
to be the number one problem with respect to errors on the
tax return this year.

Senator:Hansen. When they_iteﬁize?

Mr. Woodwofth. Right now it is whether they itemize
or do not ltemlze, it is the number one error.

Senator Hansen. .Is it.three out of ten Qha itemize
now? |

Mr. Weodworth. 31 percent is what it is.

Mr. Shapiro. What you really have is the tax credit
should be computed within the tatle fér,standard deductors.

What we are talking about, for those who itemize, you need

.to make it easier for them to flll out their tax returns.

Unless you increase the flat standard deduction up to
close to the max;mum'of where it is today, you will have a
lot of people hafipg tax increases. That is the reason why
the. various proposals :go'to the maximum level and even

more. Not only do youlmake it easier and simpler to fill

]

AR}
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out the tax returns, you are providing tax reductions aﬁdu
reducing the marriage penalty.

These are the various discussions that you are having
with respect tovthe«vafiéhs Igvéls;df the standard deduc-
tions.

Mr, Woodworth. What we found out, if the people can

apparently lock up on a table and get their tax from that
much more readily than they can.multiply it and divide, those
seem to be the,pfoblem areas. They can add and subtraqt,‘
but the multiplication and division gets them in trouble,
many of them.

The Chairman. If you could bring in one of those
proposed tax returﬁé and show us what it would look like, it
_Has anyone drafted any yef£?:

would be helpful.

Mr., Woodworth. We have a proposal; unfortunately I do

- not think we brought it with us this morning. We can get

it for you.
Mr. Shapiro. We have some in the office. If fou would
like, we can send for it. .
The Chaifmén. Bring it over.

- LT

Sepator Hansen. I would like to have a -sketech . of
the facial expreséions of the takpayer using the two systems
too, if IAcogld.

Senato? Curtis. We asked the other day for a figure, I

do not know that it has been'given to us in writing. The
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total number of taxpayers, individual taxpayers in the
country counting the 5oint return aéfmb taxpayers. Do we
have that?

I do not want to delay the proceeding. The reason that
I mention it is that I think we can overdo granting tax
relief by amethod of the standard deduction. A great many
people would be most happy to have a tax redudti&n. They
are not asking to be taken off the tax rolls.

I do not believe it is good government to move to.the
point where we have such a vast majority of adults eligible
to vote who pay no taxes. I think that we should ftreat the
lower income very generously in percentage reductions.

Mr. Shapiro. Counting the separate returns and joint
re?Prns separately,‘éounting'each of those as to each, there
are approximately'log million taxpayers, including whén you
file a joint retﬁrn, including those as twq{

Senator Curtis. How many people are there eighteen and
over in the United States --

Mr. Shapiro. We will try to £ind that.

Senabor‘Cuitis. That 109 million sounds pretty high to
me. My understanding is that of people over sixty~five, only
one out of five pays taxes.

Mr. Shaéiro. The numﬁer of people sixteen and over
is approximately 157 million; '

Senator Curtis. I will.not take any more time. Thank
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you.
Mr. Shapiro. One point that may be of interest to
you, in pamphlet number two before you, on page 23 of the
table, Table 8 of the taxpaying population, that includes

exemptions also.

If you look on that table, you will see a little ratio
of the tax returns; the exemptions on tax returns to total
popu1a£ion. For example, in 19?6, 82.5 percent oé the total
population--

Senator Curtis. What page?

- Mr. Shapiro. Page 23, pamphlet number 2.

Senator Curtis. My experience has been -~

Mr. Shapiro. You will see in the righthand column:the
ratio of exemptioné'to total population. You arettazking
about each famiiy; that is included. That is how many
exemptions they have. Approximately 82 percent for 1576,
82.5 percent of the population are‘on the tax rolls.

Senator ‘Curtis. Filing a return?

Mr. Shapiro. Filing a return. That includes their

* children, too.»

Senator Curtis. That includes some who always get a

refund.
Mr. Shapiro. Taxable returns. They may get a refund,

but they owe some taxes for 1976.

Senator Curtis. I think there is a place for the
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standard deduction, I think it is here. But I think we

can go too far in using that as a weapon to bring tax
relief.

T have never had a citizen from Nebraska ask:me to take
them off the tax rolls; They may ask me to have a reduction
in taxes., We do not have a group of people who say, do hot
tax me at all.

Senator Hansen. Mr. Chairﬁan, if I could havé a
couple of follow-up guestions, it is my understanding that
since 1959 some 15 million persons who were then taxpayers
have been removed from the folls. |

Is that essentially an accurate statement?

Mr. Shapiro. What happens, Senator, each year, by varioy
tax acts, increasing the gtandard deduétion, you have
removed people from tax rélls, but inflation puts them back

- Yot Line b ea g0 .8
on. As inflation puts them back on, the increased.
standard deduction takes them back off, You cannot
accumulate those figures.

In the meantime, some of those are being put back on the

If you will {ook at page 24 of that same pamphlet,
number 2, you will see Table 9. That looks at the tax~free
levels, inciuding the standard deduction.

'Senator Hahsen. Page 242

Mr. Shapiro. Page 24, pamphlet number 2.
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There is a comparison of the tax-free 1évels where
people would not be liable for taxes; compared to the
projected poverty levels.
What has happened since 1969, you have tried to keep
pace wiﬁh the poverty levels so that those below the poverty
levels would not have to pay tax. However, each year as

inflation keeps going up and wages keep going up, people

‘are being put back on the tax rolls.

By increasing the standard deduction, you are keepiné
pace with the poverty level. Therefore, you are taking
more people off, but more keep being put on, éo you cannot
accumulate Fhose'figures from '69 and say that is the total
number of people taken ofﬁ.

Xs you can see:from this table -- it has three levels,
single person, C6uples without dependents and a family of
four. Yoﬁfsee the 1976 levels at the Houge'bill, compared
with the 1977-59 projected poverty levels as to what the
'76 law is, and what the projections are under the House bill

and the projected poverty levels, where the effort appears

‘to be that the Congress is trying to keep pace with the

poverty levels sbuthat‘people below the poverty levels would
not be on the tax.rolls.

Mr. Woodworth. I have a statistic that tends to bear
out that it.has kept pace fairly accurately in that regard.

In '69 to '76 the United States population grew 6.14 percent.
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If the number of taxpaying returns had grown‘at the same
percentage, there would be 67.7 million. In fact, there
were 66.6 million, which shows tha£ the change that has
occurred in that regard has kept pace very, very closely
with the poverty levels.

" Senator Hansen. Are you saying that while a static
population might have a lower number‘;f taxpayers, are you
talking about total numbers of ﬁaxpayers, or percentages?

Mr, Woadworth. I was going to the fact that you poihted
out a statement that I think Treasury submitted for the record
that there would be 15million mure taxpayers if the 1969
tax rates had continued to exist today, which is perfectly
true.

What I was poihting out is that the difficulty with that
is the fact that, as incomes have risen and costs of purchasiiy
food and éﬁher products has risen, the poverty level has also
risen invthat period of time. It is necessary to adjust the
b eginning tax rate, unless you intend to tax those at or
below the poverty level.

It is ﬁécéssary to adjust that level, and what I was
indicating is that the éercentage that would remain taxable
in the total popqlation, given the growth rate that has
occurred in the population since that time, was entirely
consistent.with what, in fadt,%g?: those who were subject

to tax.

g
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We believe there has been a consistent movement in

raising the standard deduction over this period of time.

Senator Hansen. As you factor in the population increase?

Mr. Woodworth. - That is correct.

Senator Hansen. And the rising poverty level, you come
up with a wholly-defensible position as far as uniformity |
of the tax burden goes comparing toda& with 1969. Is that
what you are saying? A ‘

Mr. Woodworth. That is correct.

Mr. Shapiro. Maybe I can respond to a guestion that
you asked earlier about the forms. |

Without looking at thé form itself, I can show you the
ease of computation. If you look at pamphlet 2, page 19,
we have two examplés'comparing present law in the House bill
with respect to the various computations.

Page‘i9, pamphlet number 2. You wili see the number of
steps that are under present law to complete the taxes. The
number of steps in the House: bill.

If you look at case number one, it is a family that

.would be on.thé standard deduction, a family of four. The

income is $15,000. On the lefthand side, you will see
present law -~ adjusted gross income, $15,000. They will
have to compute the standard deduction. Having done that,
it will be $2400. You make'that'subtraction, you get

$12,600.
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You multiply the number of exemptions, $750 times four,
to get $3,000. They have to make that subtraction to get
it down to $9600. Then they can look up the tax in the tax
table, beéauses they do not compute their tax. That was a

change made in 1976.

They just look under $9600. They get their tax of
$1727. Then they are entitled to the.credit, general tax
credit. $35 times the n&ﬁber of exemptions, or 2 percent
of the taxable income up to $9,000. This case, 2 percent of
the first $9,000 would be more, so they get a credit of
$180. Their tax would be $1547.'

Under the House bill, if you look in the righthand
column, the same example, all they would have to do .is
put their adjusteé gross income on: their tax.return of
$15,000 and they make no other computations or a@justments. 3
They loakvfight at the tax tables.

The reason for this is that the standard deduction, the
personal exemptions and the general tax credit would all

be built into the tax tables, so they would not need these

.various adjﬁstments, subtractions or multiplications.

As a result of the.change made in the 1976 return, which
was an error, we;cﬁanged the ‘76'1aw and it results in the
number of errors that have increased in the tax returns, so
you can see the great simplification of going back to the

tax tables.
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Mr, Woodworth. May I just point ocut, it is not a .
difference in the lines, even though that is very significant.
It is also the fact that some of these lines require multiple
calculations.

For example, line number 2, they have to determine, not
only multiply to determine the 16 percent, they then have
to stop and say is this amount above éhé floor? "If so,
fine. Except I cannot have it if it is above the ceiling.

At least on that one line, there are at least three
things that they must look at.

Similarly, on line 3; over there, they have to multiply
$35 plus the number of exemptions. They have to then look
up the taxable income and mult;ply that by 2,percent, except
they can only take it .into account up to$90(m0 of taxable
i ncome.

-Then.éhey héve to coﬁpare those two sets of figurgs and
decide which is'thé larger. It.is the combination of
substantial additional calculation combined with the additiona
‘number of lines.

The Chairman. If you wanted to glve a man $50 rather
thaxlta;;“hlﬂhy $50, the guy would sav, "If I have to go
all through that, just forget about it."

So I bé}ieve that this part of it would cause taxpayers

to love us.

Mr. Woodworth. Unless I am sadly mistaken, if the

1




10

n
12
13
14
- 1§
16
7
.
19
20
21
2
23

24

4-28
éongress makes this change, you will find the taxpayers
will really next year, relative to this year, be very
enthusiastic about the change and the coﬁputation;

The Chairman. It is a good time to run for office.

Senator Curtis. This table, in case oneuvery drama=-
tically ildustrates the changes made ﬁhere.. My first ques—
tion is this. ‘“*f””““ : o A

- What level of income does the simplification indicated
in case one become impractical or disappear? People with
incomes at all levels?

Mr. Woodworth. In the case of a joint return, we think
this-can be applied up to $40,000. "For single, we think
that it would probably be.?rue up to about $20,000.

Senator Curtié."Adjusted groés?

Mr. Wgodworﬁh. Taxable.

Senaior Curﬁis. You do not have any taxable income on
t his form.

Mr. Woodworth. It is what is called tax table income,
‘after you subtract any itemized deductions that you have.

Mr. Shapi#o. Case one is only fgr the standard
deduction. Case twe goes to itemized deductions. The
simplified system would go to both of those.

Senator Curtis, If éhis is adopted, individuals with
taxable income of $20,000 for single and $40,000 for married

could use it without incurring a penalty?
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Senﬁtor Curtis. That is right. This is the way that
they would compute their tax.
. T A e e g
“ Mr. WoGdworth. - One more thing: . We think that
it covers 96 pefcent of all tax returns. |

Senator Curtis. There is always a price to pay for

uniformity. ‘

- vt

Mr. Woodworth. That still allows for, itemization.
I want to be sure you understand. .

Senator Curtis. There is no way that the itemizers
can ever zgualize their burden with the person who never
makes a contribution, never pays any local tax, never buys
a home. There is no way they can ever overcome the advan-
tage that people have in the standard deduction who héve
nothing to-deduct.t K

Mr. Woodwor£h.' It is not usually on that basis. Usually
the domparison is somebody who has a home -- I'believe this
is fairly accurate -— both groups of peOplg pay state

income tax, both of them pay sales tax, both of them make

some contributions to charity. In the bracket areas we

"have been talking'about, we have not been able to figure out

there is too much difference in'the contributions they make
to charity.

The difference is ‘that some of them are renters and
because they are renters they do hot get the property tax

deduction and do not have the interest on the mortgages
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although the cost that they pay on the rental property
may reflect those costs to ;éﬁégaggjmwf whereas those who
itemize get those deductions specifically.

Senafor Cu;tis, What you are saying is that someone
might pay more real estate 'tax, more ipterest, but the other
fellow may pay more liquor taxes?

Mr, Woodworth. He might rent a house which.the person
who:owns the.hoﬁse pays the property taxes.

Senator Haskell. When you say 96 percent can use
this, are you talking about case one and case two?

Mr. Woodworth. Yes, I am.

Senatof Haskell. What percentage, do you think, would
use case one?

Mr. Woodwortﬂ;.v¢ase one under the Administration pro-
posal, it was ?S:percent. Under_the one ycu were just
taiking about, it would be 76 percent of the taxpayers.

Senator Haskell. That is great.

Mr. Woodworth. That sdght be just a little bit

lower, because some of the standard deduction people might

_be over the $40,000 ceiling. It is going to be very

 small.

In my opinion, it really is a very substantial simpli-

fication.
Senator Haskell., It sure is.

The Chairman. You say in case two where they itemize
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it is still a méjor simplification?
Mr. Woodworth. It is a major simplification for them,
too.
The,éhairman. Shall we vote on the suggestion of
$2206/$3200?_
-All in favor, say aye.
(A chorus of ayes)
The Chairmén. Opposed, no?
(No response)
.The Chairman. The ayes have it.
I have three proxies heie of Senators who say they would
vote fér it.
Senator Curtis, would you like to offer your proposal
about the railroaégf“.

Senator Curtis. I think that there are two problems

_ before us. . One is the question of refundable investment

credit. The.other one has to do with the job credit.

I believe the staff hés the latest language 6hwthe job
credit. I do not think it is a question of either/or. I
think both should be in the bill.

What we do-about réfundable_credit, wﬁatever the
COmmit£ee decideg, ;f course that is it. ‘we have to be
somewhat uniform ﬁo all transportation.industries, I suppose,
as well as taking into aecount everybody's intezest.

What I would like to bring up first is an alternative
o
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way that they can figure this job credit so it will
increase employment. I am aoing thig on the basis that
we have railroads that Congress has taken actioen to legislate,
in a sense, to subsidize.

In the case of ConRail it is different than a private
corporation.

Mr. Shapirq. The propo;als that'have been worked out
with the railroads, first of ali, let me say that this will
be essentially for ConRail. You gave some of the reasons
for this.

| The Penn Central‘sysﬁem, because of delays in legisla-
tion, was forced to continue to net‘up losses. When the
systeﬁ went through, they.had excesgive losses. They would
really not benefitlby-any tax credits. It will be so long
in the future before they can turn around and get their
profits. ’ |

Senator Curtis. The Congress, by law, preventéd them
from reducing their payroll. '

Mr. Shapiro. That is correct.

One of'éhé things in the ConRail legislation has
required them to turn ofer their employment by requiring
them to reduce the employment in.areas where they were
overemployeq, where they had too many people in one job,
and the Federal governmént would pick up the benefits for

those who would, in effect, be pired. They would receive
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benefits by Federal subsidies in that respect. As a result
of this, CongRail would be firing some but would be hiring
in new areas that they are going into.

Becaﬁse of those who would be laid off, they woiild: not
be able to benefit by the jobs tax credit, not be able to
benefit by the investment tax credit, because they are not
in a profitable situation right now. |

The propoéai they have suggested requires three changes
to the jobs tax credit proposal, that the House bill has..
The proposal you have voted on, the first, would reduce the
base. |

As you know, this is an incremental jobs tax credit.
The only way you could get a credit is if.you had new
employees over th;Abase year. They need some changes to
reduce that base in order to have an increment.

The first change would say that Title 'V, Employees —-
this is Title V of the Rail.Reorganization Act of 1973, --
Title V of that Act requires or encourages the ConRail
system to lay off the people who are not needed and therefore
reduce their.éaYroll. Since the Congress has mandated themn,
or directed them, to lay off these people, they have reéuested
that these peoplg.wio are laid off, reduce the base in . ..

1976 ~- not like yéu are firing some and hiring others to -
replace them. They afe firing some people for one area becausec

they do not need them. The people they would be hiring would

L
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be doing different work.

The second part ot a proposal to reduce their base would
be that there are some people who would retire or die. If
you reduce the bage year by these three categories, one, the
Title V people who would be fired; second, the people who
retire; third, the people who would die, those three categorie
in either 1976 or '77 would reducettheir base year, reduce
their threshold.

In addition, as you recall, there is a 3 percent
adjustment. You would have to go to 3 percent above the
base yearihﬁ order to reduce the base'year for ConRail,
éhé& would like that 3 percent rule to be disregarded.

| In fact, as you can see, what they want is to reduce
the base year so that the increment would increase. 1In 1977,

they will actually hire a number of new employees, but unless

- their base year is reduced, there is no increment. What

they are trying to do is reduce their base year because
of the new employees.

T KRN

They”haveJmake three suggestions to reduce their base

CLwasﬁwv«~f’
year, and then hot to have that 3 percent *adjustment

to be made. But they would still not benefit, because they
do not have tax liability.

They requested, for their case -~ only in the sense for
railroads; the way these rules would apply I think would only

apply to ConRail. You may want to specifically provide that.

—r—
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They would like to have it be refundable. This would
be the only refundable portion of your business tax reductions
The refundable portion for those employers that would come
under this particular rule; I think, in effect, it would
only cover ConRéil.

. Senator Curtis. Then the amouqt of the rebatable
job crediﬁ would be refigured comparable for other industries
but it would.only relate to Railroad Retirement?

Mr. Shapiro. Yes. *

As I understand, ConRail would be willing to have a
¢ eiling, a cap, so that they would not get more, say $2.5
to $2.75 biilibn; the refundablé portion to them would he
limited evén if the increment came to $3 billion, they could
not get more than'$2.§.or.$2.75, whithever the Committee '
would like.

Senator Curtis. The peculiarity of their employment

qualify or not qualify for jobs credit.’' Theyrhad to carry
it out in response to the law that Congress passed.

Is that generally true?

Mr. Shapiro. Yes, it is.

Mo the extent of Title V; but let me make this obsex-

much knowledge as Iwould like to. have.

When you:had the ConRail législation, you did take into
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account their financial situation. As a result, there
was provision made to cover those workers who would be fired.
There was a significant financial arrangement worked out
between Céngress and ConRail that they would be compensated
in a number of respects for this compensation.

"What they are saying is that they could use the
additionali:money. They would.increasé the number of hirings.
They had a cer£ain pattern that.they would hire so many
people each year. If they get these revenues, they said they
would hire more people and accelerate their hirings.

It is ?air to point out that Congress did take into
account their fihancial situation and did compensate them
for some of their financial considerations in the Railway
Reorganization Act of .1873.  If you did this, it would be
viewed as encouraging them to increase their hiring level
in '78 or ;79, sc they would have additional funds to make
the hiring sooner.

That woild.be the inducement in thistbill.

Senator Curtis. What was the staff's recommendation on

.this?

Mr. Shapiro. I am very hesitant to make a recommenda-
tion. I think the Committee has to view as to whether or
not they want to make a refundable credit only in the sense

for ConRail, one company, taking into account --

Senator Curtis. You are talking about the jobs credit?
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Mr. Shapiro. Yes.

This is for the jobs credit, a special exception for
the jobs credit, essentially for one situation, for ConRail.
The.dommittee has to take into account that you are
doing it because of their special heeds as to whether or not
you think they should getiii. What they are saying is, if
they get it, they will increa.2 their'hiring. They would

hire more emplofees sooner thah'they otherwise would do.

It is a judgmental factor the Committee has to make,’
whethef or not you want that. Congress has, in the Railway
keorganizatiqn Act, taken.into consideration compensation
made in tha£ iegislation. There are also some court cases
pending to adjust the compenséfion level.

This should ﬁdﬁ-be viewed as rewarding ConRail for
something that is due them with respect to the Railway
Reorganizafion. -It is ih-spite of that Railway Reorganiza-
tion that they are making adjustments in their employment.

They cannot benefit under the new jobs credit because of the

" threshold over the base year in increment.

What they are saying is that they do need to hire new
employees. Théy_are hifing new'employees; They will hire
them soonér if p§e§ get this monéy.

Senator Haskell. Did you say that somewhere in the
Reorganization Act they Qefe compensated for this employment

situation?
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Mr. Shapiro. All the Title V people who would be fired
because they are hoﬁt!ﬁde&, laid off for one reason or
another would be getting Federal benefits. The Federal
government'would be paying for that shift.

What has happened, ConRail has a number of employees
that they do not need. Therefore, Congress has directed them
to reduce their labor force in the otter areas, because
you wanted them to do other things in other areas.

Senator Haskell. Congress is paying the pensions of
people who were laid off?

Mr. Shapiro. Yes, sir.

Senﬁtor Haskell. Could we hear.from the Administration?

The Chairman. Mr. Woodworth?

Mr. Woodwortt.i'We cannot support the amendment.

ConRail -~ because it really is just ConRail, as I see it,
is supportéd under legislation to the tune of, I think,
$4.6 billioncin the aggregate and part of that is in loan
guarantees, part of it in other special provisions.

But the problem, of course -- first of all, ConRail

.pays no taxés, as I understand it now, because they are not

in a profit position. What they want -- and I should also

say, they do not. really meet your first test of the employ-

aary T
N oo

ment credlt, although at Treasury we do questlon +hat

standard. They are not really increasing their employment.

It is a decrease in employment, but understandably so. I want

Sy
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! to be clear-on that.

’ 2 They have good z:easons for modifying the operation, but
¢ ‘ 3} I think they are decreasing their employment. They havé

4 decreases of about 7,000 and increases of 4,700.

5 So we do not think it meets the standard amd we cannot

6 support the amendment. -

7 Senator Curtié. How much money is involved?

8 Mr. Shaéifo. Approximatély $2.5 billion for CénRail.
9 Senatoxr Curtis. Annually?

10 Mr. Shapiro. Yes, a two~year program; $2.5 billion

1 for '77 and '78.

3 12 The Chairman. It seems to me that frankly in my

TC“ 13 judgment this is a drop in the bucket, a small drop in the
m 14 bucket, to what wé éhould do tc; get Ehe railrc;ads rehabili~
= .15 | tated for the gogod of this country. |
« 16 I As a.ﬁatter:qf fact, Senator, one of‘my principal

7 doubtsiabout voti@g for your amendment is that it does not
o 18 do nearly enocugh for the railroads, to tell you the truth.
;9A I would like to see us do something to put 100,000

20 || -workers out ‘on those roads fixing up those rails, just for
21 starters, an equal number of people worklng to manufacture
27 modern rolling stock to put out there.

2 And I hope to initiate legislation -- maybe you can

2% join me as a co«sponson to get some of that done. $2.7

® @

25 billion is small compared to what we ought to do to get people

’ i

[ 4

| |
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to work, get people repairing thess railroads, get modern
rolling stock out the;e.

We ought to try to get those people to organize on a
better baéis and resolve some of their conflict to put a
lot of things on the rails that presently are cracks and
slabs every quarter of a mile.

Just do a better job of transporéation, genérally, in
this country; .I am afraid, Senétor, if Qe put your amendment
in here they are going to say we did something for just
one corporation, that we did, as well justified as that
is.

Senatof Curtis. I would like to say, in closing, that
| cOpRail does not travel through my area at all, but I am
interested invthe.bverall transportation policy and I assume

that any dollars that come to them will help the general

. situation that much more.

Certéinly all of these roads need new equipﬁént.- However
i£ is a matter for the Committee to decide, because I have no
pérsonal interest. I did feel that it meant considerable
help to our ééneral transportation policy. I am also aware
that the Middle‘West is.dependent upon sort of railroad
running in the E§s£. Our railroads come up to a certain
point, and stop. |

I will.leave it to éhe Committee to decide..

The Chairman. Senator Laxalt?
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Senétor Laxalt. I am sympathetic of thé plight of the
transportation system. Coming. from the West, as I do, the
©Observations made in the last couple of days as to the "
desperate plight of a number of ouf businesses,erina;it
difficult to reconcile in my own mind this preference for
ConRail.

If we are going to help ConRail éhere‘should be another
vehicle to create this preferenée. I do not think that a
preference for this company should be under this Act.

The Chairman. I hope the Senator will understand, I
am sympathetic. I would vote for something that would do a
lot more, but I think when we do it we should do it in a
broader context.

Senator Curtis:“.Very well, we can go on.to something

else. !

-

PR
B

»

The"{éﬁairmgn! I am not going to push any more the.
refundablé tax credit for ihdustry, not in this bill, because
I suspect that with thetbfidget limitations we had and looking
at the other things we have recommended, persons like Senator
Kennedy who feel as I do if we had the money to do it we
oughé to make it all refundable tax credit. We will be
aoffering an amendme#t on the Floor‘to strike out much of what
we did here, and have a refundable tax credit, and all of

the rest.of it. ‘

The Senators can let their consciences be their guide.
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Maybe they want to go all the way with it.

If that is. the case, it would help a great number of

companies who are getting the worst of it, who otherwise wouldi

not benefit from provisions in the bill.
I believe that I am going to take a view that the refun~

dable tax credit ought to be considered with the Tax Reform

| Bill.

Mr. Woodwérth. We plan to Eonsider it in that connec-
tion, I can assure you. I do not know what recommendatioﬁs
will be made, but i know that it will be studied in great
detail.

The Chairman. I do not like to resist an amendment to
make all these tax amendments to be refundabde. It seems to
me that that is the best and most unlform way to do it.

T know what budget limitations are. That being the case,

- I think we should stand on that.

Senator Curtis. May I ask for one budget estimate?
Maybe we can consider it.

Senator Hansen. I have one other thing, also.

Senator éurtis. Theoretically, if a person has an
unused investment crediﬁ, he can carry forward seven years.
Is that right? '

Mr. Shapiro. He can carry it back three years first.

If he does not use it in'the‘carry back, he can carry forward

seven years.
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Senator Curtis. If he has a $70,000 tax credit, he
can carry that forward seven years. If his position remains
constant for seven years, he might be able to take £$10,000
for seven years. - L

What would it cost if a taxpayer who has an investment
credit coming but no tax due could each in the forward
years discount his carry forward credit, one-seventh of
it, at, say, 75 pereent?

Ih other words, here is a concern that has $70,000
unused that he cann&t get because he has not been able to
make any monéy. Theoretiéally he can carry that through
seven years. If his situation remained constant, that would
be $10,000 per year. In #he first year, he would get ‘
nothing, but in thé;éeccnd year, he coauld take one-geventh
of that and then cash it in\at»an arbitrary rate ---not
160 percené, but three~fourths.

WhatvI am getting at is that companies that are in a
bad situation financially, but they désperately need-new

equipment and in somebody else‘s-indﬁstry it is going te

.create jobs'bécause they are going to buy this equipment,

but they will become mOfe efficiept, more modernized.

Have Ipmade:mfself cleaz}on.ﬁy request?

Mr., Shapiro. Yes, Senator. What you are saying, for
the carry forward, there.isba seven~year carry forward.

You are saying they would get nothing in the first carry
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forward year, but in the second carry forward year they
could get one-seventh on a discounted basis.

Senator Curtis. Refundable, yes.

Mr._éhapirq. One-sgeventh.

What you are really saying is.that they are one year '-
behind, so the first year is one~seventh?

Senaﬁor Curtis. I would have no‘objection to giving
one~seventh that first year. I am not suggesting a total
refundable thing right now bheauweuifeyimtghhuget in:a
profit position in their carry forward period.

Mr. Shapiro. In the current year, when they have
these invesﬁment credits, they cannot use?

Senator Curtis. It does not make any difference to me

whether it begins ih‘the current year or the next year, but

*
L

one-seventh of ﬁbatggt”a:discougt. ‘

I do not know how much good it would do, but it might
be some incentive for taxpayers whose profit condition is
miserable. In order to get&%é; thef neediigrequipment and

the job producing factor of the investment credit goes to

_other people ényway, people who produce the needed equipment.

Mr. Shapiro. Another way gf looking'at your proposal
would be that yéu ;re.phasing it — a rgfundable credit on
a seven-year basis, you»would take one~seventh, but after
seven years,.if they had'carry overs for each of those

&éars, you might have one-seventh one year, one-seventh’the

7.

4_

i
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year before.

Senator Curtis. It might be classifed as such. It
would also go on g%e assumption that we hope, before the
seven years are over, they get into a profit position.

Mr. Shapiro., Your proposal would .have a discount
factor?

Senator Cu;tis. It does.not apply to railroads.

Mr. Shapiro. We will try éo get an estimate for ydu.

The Chaimman. I am a little reluctant to throw this'
out at this point, but the thought occurs to me, I have thouéht
of how you cén meet some of these budqetany piablems. }

If we wanted to make - ﬁh;s taxm credzt refundablex;w

and be able to stand roff' the budgetﬁﬁjf,tﬁansa we could

just say at the end of seven years, it becomes refundable.

That way sumebod&'knows they are .going to get it and 'they

Mr. Woodworth. That is what we looked at,vwhenw¥ waze
on the Joint Committee staff, I can rémember looking at it
there. I do not recall that we have looked at that yet.

I would iike to take these different options that you
are discussing now}and analyze them in connection with our
tax reform proposal this.fall.

The Chairman. You do'not want to add it on here now?

Mr. Woodworth. Yes, sif, that is correct.

Senator Curtis. My only reason for bringing this up is

¢
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that one very valid criticism against the investment tax
credit is that the money-making concerns who can easily
buy new equipment is heavily subsi&ized and the concern that
despérately needs modernization, we are not quite as favor-
able to.

Mr. Woodworth. The firm, as you said it, Senator
Curtis, if the firm is successful, highly succeséful, there
is no'question they can get it themselves right now. The
firm that is hard-up for\cash but has the prospect of a
good future can usually obtain the benefit ofyvthis through
a leasing arrangement, with someone else getting the credit,
and that is done, to a very, very large extent. There is
a large amount of bank leasing set up on this basis.

.Senator Curtié."That does'not quite feach local small
businesses. -

Mr. Wbodworth. Even for a local small business that
the banks recognize have good, future prospects should
be able to do this. The ones~that,ar; not in that category

are those which are questionable, that there are questions as

"to their future or where the assets involved does not have

resalable value.
Senator Haskell. What you are really saying i3 that
the poor deQil;who needs it the most does not get it.
Mr.AWoodworth. It may‘also ﬁe the one that is going

to fail, in any case. There is one of each in that.
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The Chairman. If you take the view, asll do, of
the investment tax éredit, if yo; take that attitudé, you
take the view that, look, this is a subsidy that we are
voting to.help people buy new equipment énd we are doing it
by way of the tax law rather than by way of a direct appropri-
ation. One good reason for doing'it that way is that the |
fellow whd knews he is supposed to ge£ itf‘if_you do it by
way of a diréc£ appfopriation ydu might get it, and thén
again, you might not.

When the time comes for the appropriatidns bill, we
have some outstanding ecoﬁemizer on the Senate Floor to
strike it out or put some stringent conditions on it. It
all started out great, but by the time you get through wikh
all the red tape,.$§'the time ‘Congress reconsiders;’fbu“héveﬂghe |
next ":%égééggégf&you do net get it after all.

So if;jaﬁ-have something of this sort in the tax law,
you have more of a certainty that you will get it.’»If you
want to subsidize by way of the tax law, you can use the

refundable tax credit approach. If that is what you want to

going to get‘it{ You can just make it a refundable credit.
I think that is the coming thing. Secretary Simon
became convinced of it while he was here. I have no doubts

¢

that Secretary Blumenthal, when he studies it, will become
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convinced that that is the thing we should do. If you
think dout it, the more sense it makes. If you look at it
this, as I do, as a subsidy, you are using the tax laws to
subsidize something —— let's get it out in the open and call
it what it is. -
: Mr, Woodworth. The problem we‘hgve is the amount of
revenue 1055. |
" The Chairmén. If you are frying to get the economy
~going, here is some fellow. He does not know whether he ié
~going to make it or not. He is doing the best he can to maké
his company go.
It is all to your advantage to have him place that

14
order for equipmeqt, put people to work. It gets the economy

moving along.- i

If you wanﬁihim to do that, the more you..can remove tlie

"uncertainty from this, the better off it is for all concerned.

If you say al; right, when you buy the equipment you
have earned the right to that tax advéntage and it is a
subsidy; weuare paylng iﬁ by way of the tax system, so you
‘are éntitle& td_iﬁ, and_you can have it. _

We could, in %hig.bill, if-wp'wanted to, without
increasing your‘j.‘ i'ud;;t problems, anytime in the nmear-future,
to say at the end oé fhe‘séven years it;becomes a refundable

tax credit and indicate that we do appréve of the principle

of refundability for this invesﬁmentatax credit.
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‘Senatorviaxalt. If staff can tell me, how extensive a
problem is this? How many businesses do we have in this
country with unused investment tax credit?

Mr. Shapiro. There are a large number. We understand
that the 2:percent credit, approximately one-third would
not - be able to use the 2 percentage -increase, the full 2
percent. .

There are two sets of probiems here. One is that there
is a 50 percent ceiling as to why the businesses cannot
use all their tax credit, even if you have 100 percent
ceiling, thg nonprofitablés could not get it because they
are not in a profitable picture.

There are two sets oﬁ problems, the 50 percent ceiling
and the nonprofitability.‘

Senator Laxalt. Under the existing law, how many
businesses.do we have that are affected now by unuseé invest-
ment tax éredit? |

Mr. Shapiro. I think we can onlj quantify it in the

sense that there is approximately $4 billion worth of

unused investment tax credit.

Senator Laxalt. Mainly among so-called small businesses?
Mr. Shapiro. -It is spre=ad out.
Let me make this observation. It is fair for the

record to point this out. Some of the reason is not because

all of these busiﬁesses are unprofitable; some of them have
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taken advantage of some of the other tax preferences made
available, depreciation, rentals and other preferences, so
not all of them are nonprofitable.

They may show a profitable picture on their balance
sheets for accounting purposes, but the tax picture is not
profitable. We shouldiprobably have that information in
there, both respects, where they are ﬁot profitable because
of other tax advantages or not érofitable for economic
purposes. |

.Senator Matsunaga. I raise these questions, not for
adding:to or detracting from the bill before us, but as
something to consider. In the tax reform measﬁre during
the fall, the thing that pothers me about the proposal of
refundable tax in £ﬁe-investment tax credit is that we would
appear to be rewhrding the inefficient.

Suppééing, for example, a company, knowing that they
are unable to make a profit, that they will be able to get
along. They say, let's buy new equipment, let the government
p ay for it. So they are inefficient even to the extent of
~raising the.gaiaries of corporate officers. They would
notAmake any profit, so the government would refﬁnd the
investment tax.

An efficient company would pay for its own equipment.

The Chaixmap. If that is all you get if you go into

&

business and you get that investment tax cwredit and you lose
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your money in all other respects, you have still lost
your money. ¢

Senator Matsunaga. Nine years at 12 percent, whereas
under Senator Curtis' proposal you have one-seventh for
seven years.

The Chairman. He is only getting back 12 percent of it.
He loses the other 88 percent, plus all the othéf money he
put into it.

Senator Matsunaga. In seven years you have 84 percent,
one-~-gseventh of it.

The Chairman. I do not think I will press the matter
right now. It is something that I am going to let rest for'
the time being.

Does anybody eiée have an amendment?

Senator PacﬁWood." Could I ask a question? I mentioned
yesterday the problem of a company in Oregoﬁ that leases
railway cars, makes then and leases them, and they are not
making money. Do they get this invesfment tax credit?

We agree@ yesterday that they would,

The Ch;irﬁan. We have not voted to make the investment
tax credit refundable. They get the same thing they are
always getting. .

Senator:Hansen. The éenators will recall last year
during the final hour of the.Senaie-House Conference on

Title XX of H.R. 6860, the tax bill, we deleted all of the
4
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energy conservation provisions. At that time, as I recall,

‘Chairman Ulman of the House Ways and Means Committee said

that he would be happy to reconsider those provisions if
they were submitted on the first tax bill that came aléng.

It would seenm to ﬁe, then, that with the assurance that
he had given us, this would be an appropfiate time to discuss
those. | |

I would iike to bring them'up because I think that
most everyone agrees that as we put together an energy pré—
gram, it is at least as important to consider cohservation
efforts.as it is to think about ways to incfease domestic
production. |

While I am in favor gf both of these, I think we would
be extremely dereiict not to consider the vafious initiatives
that we could take by simply putting back into the bill
Title XX ﬁﬁich was struck last year Without burdening the
Senator s’with all the detail, if Mike could pass around
a single page hand-out -- I will hit the main points.

That bill, Title XX last year, contained a residential

. insulation pfo@ision that would provi&e that 30 percent of

the first $750 up to a2 maximum credit of $23%0 would apply
on residentigl insulation. Residential solar or geo-
thermal credit, &8 percent of the first $1,000 plus 25
percent of the next $6,400'£o a maximum credit of $2,000,

Residential heat pump credit, a maximum of $1,000.
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EbifbﬁSiﬁéssﬁﬁséiéki'and‘ geothemal equipment; . it. is ..

10 percenﬁ and 12 perceﬁt on certain energy equipment.

There are some further less important provisions in
Title XX. What'we did last year, I think wisely so, w;s
search out the points that could be most effective in:..
helping us reduce the waste of energy that we all know takes
place. |

This Tiﬁle package, Treasufy tells me, would cost about
$500 million. I submit, Mr. Chairman, that it Qould be a
very’wise investment for the ;ongress to make in encouraginé
those practices which would strike a double blow at our
energy problem by attaching the waste of energy and this
does not provide for any refundable credit. What it does
do is simply provide a tax credit, so you have to be a
taxpayer in ordéf’tb get it.

I thiﬁk it has a lot of merit. I would like to submit
it.

The Chairman. What is the Treasury position?

Mr. Woodworth. The Administration is coming down with

an energy proposal which will include —- I know from ny

own work that it will include significant tax proposals in
connection with this. That is scheduled to be presented
on the 20th of April. We would be very strongly opposed to

doing it piecemeal this way. We think that the way to do

it is to have a comprehensive energy proposal and I can assurd

EX -
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you that one will be presented. It will contain significant
tax proposals, by the 20th of April,

We think it would be very unfortunate, and we would
very strongly oppose, including any partial ‘program in this
bill at this time. '

- Senator Hansen. Mr. Chairman, if I could make a further
observation. I fully respect and gre;tly appreciate the
bheervations made by Dr. Woodwof£h. I would just point
out; though, that back in 1971 we started putting £ogether
at the initiative of the Déhocratic majority in the Congress,
an energy policy.

We do not have one yet.

Secretary Schlesinger is now calling for comments on
thét enexgy poiicy and I submit ;hat it seems not unreasonable
to me, and I do.mot question it a bit, that the Administration
will came forwa:d with a proposal. But by the time that
runs the Congressional gamut, it may not be this year, it
may not be next year, when one is ado?ted. This cuts across
a lot of interests.

The Chairmian of this most important Committee, in my
mind, has a very real interest in that enérgy package. There
are going to be some proposals that the Department of
Energy have all kinds of authority inclﬁd%ng the authority

to grant leases, to review those leases, to exfingdishitlem,

to determine how much oil or gas should be produced on a
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lease, to penalize an operator if he does noi come up with
a performance that measures up to imposed government
standards. All of the proprietary information we have dn
oil wells;immediately goes into the public domain sectér.
I can‘zantiéipate that is not going to go through in
five minutes. - -

I say to my good.friend, I would.hope that we did not
miss a chance now to take a step that was approved by the
Senate and has the support of the Chairman of the House
Ways and Means Committees to take some action that I think
has the overwhelming support of a big majority of Americans.

Mr. Woodworth. Senator Hansen, the point I would like
to make with you on that, the Administration may send down
a comprehensive bill -- I believe that they will.

It will involve many different issues, many of which are
not tax iséues.

As you know, the way those matters are handled before
the Congress, those provisions that relate to tax are split

off, in practice, for Committee consideration .ang handled

.by the tax Committee.

Approval or disapproval of non-tax-related matters need
not wait., In other words, tax matters need not wait for
disapproval or approval of non-tax-related matters.

The way Congress considers them, they are separate.

I think that there is no question abaut:the’fact that
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there will beg the tax measures in an energy package will be
before the Congress, and I do not see any way that it will
be considered but as a separate consideration by the
Congress.

So the matﬁers that you may be raising questions about
are not necessarily going to impede actions on the tax
revisions. |

Senator Hansen. I would hépe that they would not.

Mr., Chairman, if I could, I would like to have a roll call
vote on this issue. If it does nothing more than to put
the Administration and Congress cn notice that we are
concerned, ‘that we think we have some valuable alternatives
that have been approved by the Senate in the past and just
put it on record. |

Senator Packwood. If I could ask a question, I do not
have a.éogyghf€tﬁefé;o§o;al. Is this still financed by the
half—cenﬁrgasoliné ték increase?

Senator Hansen. There are two ways that it could be

financed. One could be by the half~-cent tax increase our

.Chairman proposed, which I think has great merit. Another

way would bé to remove the deduction for gasoline, that
credit that is now available to people.

We were talking about doing it that way. Those are at
leasE.two ways that it cbuld be financed. We are talking

about a half a billion dcllars. I think the longterm energy
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Qavings is of great significance.

Senator Packwood. I like the plan. Are you putting
a tax with it, or as a $500 million addition to this biil?

Senator Hansen. What is the gituation? Are we being
called upon, Mr, Chairman, as these different amendments
are being offered, to suggest was in which they should be.
financed? '

I was not aware that we weie doing that.

The Chairman. You can do anything you want.

Senator Packwood. I just wanted to know if it was.

Senator Hansen. Since we have not been doing that,
Senator PQCkwood, I would say let us not do itAhere,bbut if
anyone raises a question,‘eithér of these two methods of-
financing it would be acceptable.

The Chairman. I had better state my position on this.
I am for i£, forieverything ig the amendment. I voted for
it. I am for it. I am disappointed we could not get the
House to take this into Conference last time.

This way, when we tried to pass the bill back with a

-tax to pay for it, we ran into obstacles and could not do

it. But I really think we should all hope that the President
will make recommendations that will be even a more compre-~
hensive program than this.

I would think that part of it is recommending .a

tax to pay for all of this, is that not right?
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Mr. Woodworth, I assure you, there will be tax measures
in it. The exact nature of the tax measures I am not sure
of yet.

The. Chairman. It seems to me that we are g§ing to have
to ask for a tax to pay for this energy. We ought to put
a tax on this energy. People are wdasting a’lot of it. 1If
we do not tax any?hing but the waste,.we ought to tax some-
thing to help pay for this, because I think we need these
good things that people are going to like to sweeten thé
tax that will have to go aleng with the energy package, to
get some good points as well as some tough points to face
up to.

I am afraid we will lose ’thé'balance we need for a
real, major energy bill. At this time, I wan£ the Senator

to know I am for everything in his amendment. I will help

~ him enact all of this at a future point.

I will also help him to do scme other things that
ought to be done in the energy area. The Senator from

Wyoming very strongly supports it. I just could not support

.it at this ﬁoﬁént, but when we have the Administration's

recommendations, I would like to help do all of this.
Senator Hansen. Mr. Chairman, I might observe, for
the benefit of those new memberg who may not be aware, that

thisrmeasure passed the Senate last year by a vote of

73 to 2. It passed the House by avvote of 291 to 130.
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If I cannot have the support of my Chairman, I appreciate
‘hiscqualifying the.reasons:for his: opposition as he did.

I would just say, when we started talking about an enexrgy"
policy in 1971, this happens to be one of the things that
wasvnot vetoed by a Republican Pre31dent;}ﬁ: never got down

to him.

We talked for five years or.six }ears about the advan-
tages of an energy policy. Everyone agreed that they were
very clear and distinct and there was good reason to enacf
them. But we did not get any enacted. I hope we will not
‘repeat that performance agaln. It would seem to;:: o VD e
helpfui“; that. wh;le .. hnpe‘th&tfthé‘Pfe51dentfwauld do th;e;
I say, let's help the President do it. One of the ways to
help him is to go on record to say we think these are good
measures, nonpa:tisan measures. Most of them came from
thevDemocrAtic members, and I find great ﬁerit irn them.

Senator Curtis. If you would yield for a question?

If the Committee chooses to adopt your amendment, are
you amenable to having the Committee, if they so choose,
-work out,in'this bill a financing feature of it? |

Senator Hansen. I am very .amenable. As being one of
the Minority,'I am very flexible.

Senator Curtis. The reason I asked the question, it

would make it a clear-cut iésue, whether we want to do this.

If the vote prevails, then we can talk about how it can be
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Senator Moynihan.

May I simply say on procedural

matters I want to defer to ‘the Chair, so I vote aé I do,

but I think Senator Hansen has made a very strong case and

I support the idea.

Senator Matsunaga. Senator Hansen's case is even stronge

because this was a Democratic idea to begin with, but

prqcedurally I will have to go with the Chairman.

The Chairman. ¢Call the roll.

Mr. Stern. Mr. Talmadge?

The Chairman. No.

Mr. Stern. Mr. Ribicoff?

(No response)

Mr.,.Stern. Mr. Byrd?

Senator Byrd. Aye.

Mr. Sﬁern. Mr, Nelson?

R
et A

The Chairman.;Nb;+~

R

Mr. Stern. Mr, sfavel?

(No regpbnse)

Mr., Stern.. Mr. Bentsen?

(No response)

Mr. Stern. Mr. Hathaway?

The Chairman. No. .

Mr. Stern. Mr. Haskell? . »

The Chairmén. No.

4-60
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Mr. Stern. Mr. Matsunaga?

Senator Matsunaga. No.

Mr. Stern. Mr. Moynihan?

Senaﬁor Moynihan. No.

Mr. Stern.' Mr. Curtis?

Senator Curtis. Aye.

Mr. Stern. Mr. Hansen?

Senator.ﬁansen, Avye. ' a

Mr. Stern. Mr. Dole?

Senator Dole. Aye.

Mr. Stern. Mr. Packwood?

Senator Packwood. Aye.

Mr. Stern. Mr. Roth?

' Senator Roth. Aye.
Mr. Stern. Mr. Laxalt?
- Senafér Laxalt. Aye.

Mr., Stern. Mr. Danforth?

Senator Danforth. Aye.

Mr. Stern. Mr. Chairman? » )

The Chairman. No.

Senator Haﬁsen. Let me say that I aépreciate the
abservations made by my distinguished and cherished colleagueﬁ
on the other side. I understand your sentiments as well.

The Chairman. The Qoté is eight yeas and seven nays.

' Mr¢ Ribicoff votes no, so it is eight to eight.
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Senator Curtis. I move the Hansen amendment that we

The. Chairman. We will have a roll call.

Mr. Stern.A Mr, Talmadge?
The Chairman. No.

Mr. Stern. Mr, Ribicoff?
{No respohse)

Mr, Stern. Mr. Byrd?

" (No response)

Mr, Stern. Mr. Nelson?

The Chairman. No.

Mr, Stern. Mr. Gravel?

(No response)

Mr. Stern. Mr. Bentsen? .
(No response).

Mr, Stern. Mr. Hathaway?
The Chairman. No.

Mr. Stern. Mr. Haskell?

The Chairman. No.

Mr. Stern. Mr. Matsunaga?

Senator Matsunaga. No.
Mr.. Stern. Mr. Moynihan?
Senator Moynihan. No. '

Mr, Stern., Mr. Curtis?

I ask for a roll call.

just voted on, plus the feature of the half-cent per gallon
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Senator Curtis. Aye.
Mr. Stern. Mr. Hansen?
Senator Hansen. Aye.
Mr, Stern. Mr. Dole?
Senator'Dcie. Aye.
-Mr. Stern. Mr. Packwood?
Senator Packwood. Aye.
Mr. Stefn. Mr. Roth?
Senator Roth. Aye.
Mr. Stern. Mr. lLaxalt?
Senata; Laxalt. Present.
Mf. Stern. ﬁr. Danforth?
Senator Danforth. Ayé.
Mr. Stern. Mr. Chairﬁan?
The Chairman. No.
Senator Ribicoff wants to be voted no. -
Six yeas, eight nays.
Senator Dole. Mr. Chairman?
The Chairman., Mr. Dole?
Senatcr;ﬁole, I have a technical amendment. Staff is
familiap with if:.in fact, there are two aﬁendments.
The first amendment deals with the problem inm Wichita,
Kansas and nine oﬁher;cgmmunities in the country where they
are considering huildinglcity-owned plants to convert coal

into synthetic gas. The amendment would make a modification
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- .

f;;éﬁéﬁehé&&to simplify the process of using tax-exempt
municip#l bonds to finance coal-gas’‘plants. It would put
the coal gassification plants on equal footing with other’
important bubliq projects now recognized in the Code, such
as airports, wafer and sewage faciiitigs and pollution control
facilities.: Everyone understands the necegssity now of finding
some altefnative sources in the energ§ field.

The revenﬁe impact is minimal. £f you have ten plants
in ten cities, it would be $10 million. It is strictly
limited to coal gassification plants, and it is tightly

drawn to be sure the plants can never be used for private

That, in essence, is the modification that I seek, It is
of some urgency in the city of Wichita, and, I-assume other
areas may be considering this same proposition.

The Chairman.. What is the revenue estimate and the
Treasury position oﬁ that? |

Senator Dole. Fiscal '78 is $10 million.

- oae

Mr. Shapiro. $10 million in '78, $30 milliom in’'79,
7$50 million 4in''80, §80 -million in '81, and $110 million in

-

% 4 I BRI e

|
Senator Dole. The?e is also some feedback.
Mr. Shapiro.' That is the revenue effect, without
feedback,. |

Mr. Woodworth. Again, we consider this to be a part of

»




4-65

! the energy program and we would like to urge the Committee

¢

to postpone consideration of this amendment for the same
3 reasontthat you agreed to postpone consideration of the

other, until the April 20th message with respect to the

.

S| energy proposal.
é ' Senator Dole. I was afraid that it might get lost in
7 the energy package.
'8 Mr. Woodworth. It would bé clearly germaine 'to that,
9 Whether it is in thé package or not, there can be no probiem
- 10 about bringing it up at that time.
N The:Chairman. If you could hold off on that at this
12 time, I would be'happy to help you with it at the time the

.13 President makes his recommendation. I would appreciate it

14 very much if you would.

‘ - 15 Senatdr Dol@. Fine.
fﬁ 16 | I théﬁk it does have merit and, based on the assurances
o 7 that I have -- three nods, maybe one vote -—
e 18 Senator Hansen. Before you do that; could I say a word

19 or two, Senator Dole? I might observe that a couple of
20 || -years ago there were schools closed down in the state of
21 Oklahoma despite the fact that that state is a major gas

2 exporting state, in order to take care of the critically

CL} 23 cold numbers of people up around the Great Lakes area
‘l’ 24 where some of the interstate pipelines were shipping gas to.
€§3 4 25 This is a small effort, I grant that, but it certainly
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has to be an effort, clegrly, in the right direction, there
can be no doubt at all about that.

If we want to talk about energy costs and the impact
that this woulé have upon.Treasury estimates, I would ﬁope
that Mr. Shapiro and Dr. Woodworth might factor in a little
bit some of the costs that occurred 'in Ohio and bther parts
of the Northeast this year When faéto?ies were shut down
and people were thrown out of wdrk because there was not
any gas to run plants.

I think that is tﬁe other side of the coin that ought
not to be overlooked, as towns in Kansa;, and.other areas
as well, would séek to have the opportunity to do something

hbatt firming up alternative sources of fuel for natural

gas.
Senator Dole. Based on that, I will withdraw the amend-
- ment.
I would like to raise another améndment, with reference
to.rebates.

I am firmly opposed to rebates, but it would appear

.that there are some identifiable groups that should receive

the rebate. I have in mind two .specific groups. The House
added something where they could be identified: VA pensions
and those reéeivigg black lung benefits.

Mr. Woodworth. . cOuid I say on that point, we hoped

you could consider some technical amendments in that area to
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help us get rid of some problems with respect to the

veterans payments.
Senator Dole. They are now in the House bill.

: |
I would like to discuss two other categories: Qivil |

-

5 Service retirees who are now recovering their téx—free con-
é tributions; that is about 70,000 persons who forvone or

7 two or three years are recovering their tax~free contribu-
'8 tions frcm their retirement sysfem, therefore not taxpayers.
9 Then there are cthers, 200,000 Civil Service retirees Whosé
10 | income is under the minimum taxable income.

-1 As I understand one reason, the cost is ébout $13.5

12 | million, estimated cost. They can be identified.

13 If wkeare going to have a rebate, it seems to me that

14 they are low income and they should have the benefit.

. 15 Mr. Shapiro. This matter - did.. come up before the
e 16 i House. Let me give you the benefit of a consideratiorn of
© 7| it )
e
18 There was concern there that thexe were administrative

19 | problems. Many of those people would presently be eligible
20 | ‘to the $50 fegdte'because they.wculd be paying some

21 taxes. |

22 Clearly, their retirement immunity would not be taxable.
23 There were administrativg problems in that respect, because

24 that material information was not on the master file because

25 the Internal Revenue paid a great deal of additional cost to
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find it.

When an analysis was made, it was determined that those
reople do have some other income, would‘be filing the tax
return ana would be .eligible for the $50 rebate in their
own right. There are some clearly who would only be getting
Civil Service retirement without any income who w>ould not
get it. . |
> When the ﬁouse considered the matter, they believed that
the administrative costs and the problems involved were not
appropriate to extend it to that population, that category,
and did not include it in the bill.

Senator Dole. Are the administrative costs any greater
in that area than in somevof the other categories which were
included? ‘

Mr. Woodworth. Relative to the number of people not
covered, fﬁe cost would be very high here. The Civil Service
retiree ordinarily recovers his contribution in about eighteen
months. There are likely to be individuals who are on the

tax rolls, likely to be a very small proportion of the

-total, who ieélly are not on the tax-rolls for some period

of time,

It is difficult_;o ;ort these people out. Administra-
tively, I assume you do not want them to get two $50
rebates. It does present administrative problems in that

regard.
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Also, with respect to those who are below the taxable
level, we do not know how to pick them out and identify
then.

Also; many of those will, because of other employment,
be eligible for Social Security. We would have no ohféctiens
if there were a way to deal with these administrativelir~
and sort out those cases where they a&e already receiving
a rebate. We'do not know how to'do it, to be honest with
you, and we have not heard any way suggested that sounds to
us torbe practical in dealing with it.

Senator Dole. I think you probably raise the point, if
they cannot bg‘identified they cannot get the rebate. I
assume, based on thét, you are opposed to the amendment?

Mr. Woodworth. That is correct.

Senator Dole. 1Is there some study underway to see if

they can be identified, or has it already been decided that

there is no way to identify this group?

You are not opposing it because of.the cost?

Mr. Woodworth. That is correct. Not because of the

.cost at all, It is because of the difficulty of identifying

them, also the difficulty in being sure that they have not
already received the ¥ebate from another source.

Many of these people may have some other income that
puts them in the taxable-category, in which case they would

have gotten a rebate in that regard or they may, because of
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other earnings, be covered.by Social Security, in which case
they couild have gotten it in that way. We just do not know.

Senator Dole. That problem does not exist in the other
six categories?:

Mr. Woodworth. It does exist in the case of some of
the veterans® pensions. We would likg to go through some
of the suggestions that the staff has developed in the
pamphlet to reduce our problems in that regard.

There are very serious administrative problems in thé
veterans area. . We are not really asking that they be
removed, but rather that they be cut down so éhat those
casas whéré"it is likely that the veterans are cerred by
another program, that they not.be included under the
veterans portion of the program.

Senaggr Dolé. I think based on that explanation, I will
withhold éhis. ﬁaybe if we can devise some way where they
could be identified, I will bring it back. There is no
objection, if we could do that? |

Mr. Woodworth. If they can be sorted out to be sure

“that they are ﬁpt'covered under the programs, we have no

objection.

The Chairman. Let me raise this question.
Have we done everything that can be done to avoid the
double-dip people getting more than one check for $50?

Mr. Shapiro. Senator Long, we have a series of
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modifications with respect to the cash rebate that we would
like to present to you when appropriate. If you would like
us to do it now -—-

The Chairman. Yes.

Mr. Shapirc. There are several items. I will go to
the double payments. I will just go down.

We would ;ike to suggest that you change the cutzoff
date for the special payments of Social Security, SSI,
Railroad Retirement and other special $50 payments as of ‘
Aprii 30th, rather than December 31, as in the House bill.

The reason for that is that it would provide a great
deal of adminis£rative convenience with respect to matching
these tapes in order to avoid the double payments. If we
use the April month, anybody who would be a beneficiary
and entitled ito their beneficiary check in April, they
would be:égtitlea to the special $50 payment. You would
not have to keep the rolls open until December because of
the greater administrative problem. |

Most of these people, in any event, would be those

“who went on Social Security or some of these programs late

in the year and therefore would. have been paying some
taxes.in some of the other programs and would be getting a
tax payment in any event.

We think for_édministrétive convenience, making the

cut~off April 30, 1977 would be much more appropriate in
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your bill.

Mr. Woodworth. We would like to urge that you would
ddopt that. It wohideease the administrative problems
considerably. |

The Chairman. If there is no objection, we will do
it. )

What is the next one?

Mr., Shapiro. We have found out that the 1975 special °
P ayment under Social Security is still being paid by the
Social Security Administration to some people. The way that'
is. oscuring, they were not being paid for those abroad.

g@g some of these Social Security recipients have come back
to the United States, they are issuing them the $50 rebate

tax as late as now.

We do not think that was the intent of the Congress

- under this 1975 rebate. We feel, if we just put a cut~off

as of the date of enactment, no more 1975 rebates woﬁld be
paid, that would be appropriate and cohsistent with what
the Congress intended in 1975.

Mr. Wooé@o:th. We would éupport that.

The Chairman. Is therg objection?

Without objection, it is agreed.

Mr. Shapiro. Another change from ﬁhe House bill, the
House bill made the eligibility for the welfare AFDC payment

as of March. We think it would be appropr&ate as of April.




qﬁi

2 10
n
12
‘|Py“ . .13
S 14
15
1
A7
18

19
21
; 23

.24

25

4~73

‘Therefore, you would have.a consistent program for
both AFDC and the Social Security payment.

The Chairman. Without objection, we will agree with
that.

Mr. Shapiro. With respect to some of the points with
the double payments and the veterans group you are referring
t o, there are a number of problems with respect to the
d ouble payment aspect.

As you ﬁnow, the House tried to eliminate double
payménts to the fullesg extent possible, In the case of
the veterans,; the rule just said that there will be no double
payments.

Thé problem has arisen of the 5.4 million veterans
beneficiaries, only 1.6 can be identified by the VA records
as having appropiiate Social Security numbers where they
can identifﬁ wheéhér there would be doubie payments. These
are the ones that would<ge£ Social Security. Therefore, they
can identify themn. |

However, there is a significant amount of problems
‘because of thé aata that the VA has.‘fﬁ€§ié;ﬂgh°3416entify
whether or not they are double payments in the other cases,
'In order to try to alleviate some of the administrative
burden we théught we wbu;d suggest to you two rules, that
in some respect are arbitiarj butéwe think cover the types

of cases that are consistent with the double payment rule.
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Let me go through this.

The first one is a need-related program. This affects
approximately 5,000 beneficiaries that will be getting VA
payments.‘ We think they would have incomes which would be
ggeve;jthe minimum Social Security ievels; in which case, they

* are probably receiving Social Security or some other type
of income.

It could be earnings or some other ;eed-related program,
in which case they would be getting amfund, a tax refund
or a refund because of Social Security and the fact that VA
does not have records and they cannot be identified, if you
would eliminate ﬁhat whole category on the need-related
programs, we_think we could eliminate much of the double
pa&ment in this.category.' .

Let me be clear to say I cannot give assurance that
every single individual in this category would be a double
payment. We just think that a great majority, possiblj almost]
all of them, would be receiving a payment in another
category. What you would be doing is eliminating those
‘double payments for those individuals.

Mr. Woodwoith; We have gone through this with‘the staff

and we believe that this is a desirable amendment, to cut -

out double-dipping.
The Chairman. Withbut objection, agreed to.

Mr. Shapiro. Second category for the VA-~
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Senator Hansen. Just before that is passed over, on
the Veterans' Affairs Committee, I do not argue with what
the thrust of your concern is. I certainly hope that we
examine that very carefully in order to assure that a
veteran who is disabled and qualifies otherwise is not
penalized simply because he is unfoftpnate enough to be able
to qualif& for Sp¢iél Security and to have other veterans
benefits as well; |

Mr.:Shapiro. 1In that case, he would get the $50'spe§ia1
p ayment because of qualifying under Social Security. This '
is a means to try to prevent someone from getting two
payments, one from Social Security and the second from VA,
with this as a means to deo so.

In an event; there is a problem by pointing out that

if it is not in the House bill, if it is a special problem --

'~ we have been trying to work with the VA on this. We will

hear about it.

Senator Dole. Is there any way ﬁhat you can gét more |
than two? |

Mr. Sh;piip. There are ways that people could
legiti@ately get two payments under both the House and the
Senate, unless they do something that is “Eiréééi, very
difficult t& get three.*A.

Mr. Stern. I should point oﬁt, you get one payment

for Aid to Dependent Children. If you are under two names,
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you would get more.

M. Shapiro. There are legitimate two beneficiaries.
To give you an example of one that we do not thigk that |
we can handle is the case where an elderly pé;;on is on
Social Security and alsb in the household of their children.
They would be taken as exemptions sﬁ_they would get a $50
rebate as a Social Security recipient and because they are
an exemption in the household, they would get one there..
There are not sufficient records to avoid . that double
payment.

Senator Dole. Could you put a note in;?he check, if
you get two of these, send one back?

Mr. Shapiro. Those sugge;tions have been explored
because of the problems involved. We fiﬁd it difficult to
suggest that. |

The,éecond cétegory we have ié.a numbei of the VA
recipients are disabled. The feeling_is that some of them

cleady would not get additional income, therefore they should

not be entitled to the $50 payment. There are some that

"are disabled, that are slightly disabled, and therefore they

do work in other 'areas and they do have other income and
therefore would be entitled to a tax refund of $50 because
they do havé earnings that gade them eligible for a $50
tax refund. |

We think if you want to“have a’'cut-off point, “you could

.
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say that all the VA beneficiaries who are under 50 percent
disabled, 50 percent or less, you are probably making an
assumption that these people are not that disabléd, arev
working aﬁd mak;ng aother incéme, and therefore other earnings,
and they would ﬁe eligible fo; a tax refund.

The presumption is that those above that level, they
could be so permanently disabled that'they would not be
earning othei iﬁcome and not working and this would be their
only refund. However, if they are less than 50 percent
disabled the presumption would be that they are capable of
working and présumably they are working and thereforg would
be eligible forlﬁ $50 refund.

If you wanteé to avoid a double payment for these
individuals, which‘recordé are;nbtgavailable,.if you did
not eliminate this category, all of these people that
are disabiéd and receiving a $50 theck he£e, to the extent
they do wgrk, they would be receiving a $50 tax refund.

If you want to eliminate that category of 50 percent

or less, presumably you could avoid the double payment in

Senator Hansen. Mr., Chairman, let me say agaiﬁ that I
have read a lot of letters and responded to a considerable
number where it s;ems to me that equity and fairness just
has to come on the side of the veteran. When we have a

cut-off that is arbitrarily imposed ~~ I have had lettexrs
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from people who maybe have lost one leg and have another
problem along with it, the sight of an eye. It can be a
prétty doggoned callous application of percentages when‘
you say in my mind that you are going to chop them off
at 50 percent.

I just hope that we do not take any action here-that:.
is going to ;;ejudﬁ;awhat I thlnk are all considerations
of ccmpass;on and fairness and equity that I think these
people deserve.

I would just make that observation and hopé we keep
it in mind when we start saying if it is under 50 percent,
you chop them off. I have had some pretty poignant letters,
believe me, that tore me up.

Mr. Stern. The problem is that the Vetefans Administra~
tion has no income information at all on people who get
disability-ccmpensation. This is an attemptito say that
people who have a 50 percent or less disability in fact are
typically working and they will get the $50, but they will
get it through the tax system. They just would not get two

p ayments. ‘ ,
Senator Hansen. I just do not understand. I ﬁave to

'

say that.

Senator Matsunaga. If the Senator would yield, how
much would be involved by setting 50 percent? How much would

be -saved?
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Mr. Shapiro. You are elimina;ing 1.9 million of the
VA beneficiaries. BEPRIRE S

Senator Matsunaga. About $850,000? I think we should
decide‘in‘favor of the veterans.

Mr. Woodworth. These are the double payments.

Mr. Shapiro. That is approximately $95 million.
Assuming that cut-off, you would save.that anmount of money
because most of those, the presﬁmption is that almost all
of those, would be_getting their tax refund.

Let me observe the problem here is that the VA does
not have adequate records. If they had the récoras, we
would know«

Sometimes, what has happenéd in the past -- when the
House bill does not provide for this and you érovide for

it, you are putting this as a cut-off, if you would adopt

. a provision like this betweenx now or just before it gets

-

to Conference, this provision is made knownh. We could discuss
it with them and decide whether it is appropriate or not.

Senator Matsunaga. I wonder if we should limit it to

.40 percent?‘

Mr. Shapiré. That would reduce that 1.9 to 1.8, a
little over ‘100,000 people between the 40 percent and 50
percent levels.

Senator Matsunaga. 'If we are going to set any percentage,

I would rather give the benefit of the 10 perceﬁt there.
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There are quite a few 50 pexcent diaabléd who do not
work, I know from my own personal experience.

Mr.:Shapiro. From a revenue standpoint, it may be
significant. It may be appropriate tobdo that, reduce
the 1.9 million beneficiaries to 1l.8.

The Chairman. Without objection, we will agree to it.

Senator Curtis. What you are prgposing here, can that
be drawn so that it deals with ﬁothing as far except
double dipping?

Mr. Shapiro. That was the intent. . = - T

. Senator Curtis.’ I know,. but can it be d?awn that there
would BE no veteran because of that who dpes not get a
check?x

Mr, Shapiro. Yoﬁ cannot. The House tried to d; that.
The House said there will not be double payments. That
would preéﬁmably apply. IE theAHouse provision could be
administered, you would not need any of these amendments.

After the House passed the bill,‘we found out that

VA did not have the records that were necessary in order

"to do just.thaﬁ, to say no double payﬁents. Therefore, to

prevent double payments, these are a series of presumptions
that are being presented to you. The staff has analyzed
them and believes these are the categories.of people who
would be double dippers that would get a payment, both from

t 4
the tax refund and the VA and I think what Senator Matsunaga-
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is proposing on the 40 percent level, you are probably insur-
ing that those below that level are probably not disahbled
to the extent that they would have other earnings.

Senator Curtis. Where will these checks be mailed
from, Washingtoﬁ? |

Mr. Shapiro. Yes.

Senafor Curtis. Will they all ﬂearmkhe same date?

Mr, Shaéird. No.

Senator Curtis. I would think that printed right on
all these checks, if you identify similar checks, that
there was a penalty for céshing more than oné, you might
save a lot of péges in the 1aﬁ books.

Mr. Shapiro. A number of the proposals you and other

Senators have suggested,sending out forms putting messages

Tt

e

on the check,&eigizééhsiaengdagéﬁge;wamajor concern there
is not oni& the administrative concern buﬁ a penalty of

making somebody taking it and some of them would take it.
There would be a problem of testing the~honesty of peopilé.

‘We feel it is probably appropriate not té have something

.o N .
. 1like that for the few cases that may get the double payments,

in any event. .We are trying to provide presumption s to

avoid the déﬁble payments without having to go to these

types of measures that we are very conscerned about.
Senatér Dole. WhaéAabout military retirement pay.

Is that lumped into VA pensions? There are a number of
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people who leave the service, not under a pension, but
under retirement.

Mr. Shapiro. This only applies to the pensions on
disability. It:does not apply to any coming from DOD.

Senator Dole. They are not eligible?

Mr. Shapiro. They are - : eligible to the $50 to the
extent they have tax refunds} special.payments with respect
to disability br pensions from the va,

Senator Dole. Why would they not be included? They
are an identifiable group. There are a lot of enlisted
men whe may have chosen that roﬁte.

Mr. Shapiro; The reason why it was not done in the
House side, the DOD payments génerally are partially taxable.
The VA payments are all tax exempt. |

Therefore, to the extent ﬁhe DOD payments are taxable,
that, cou?ied with other income would make a particular
recipient eligible for the tax refund.

Senator Dole. If you have retired on disability it
is not taxable,military retired pay?

Mr. Wobéwbrth. It depends on the percentage of
disability. |

Senator Dole. It seems to me you are omitting a class
where they have almost the same benefits and the same problems
but would not receivé tﬁe rebate.

Mr. Shapiro. The way I understand how the DOD system
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works, you get your retirement based on your service. To
the extent you have disability, y;ur service is subject to
tax, your disability is excluded. Generally there is not
a 100 percent exclusion under DOD. Some portion of it is
generally taxable.

In the cases where there is a 100 percent disability,
generally the VA', case, as I understand it.

Mr, Woodworth. I understand the peopie you are refer-
ring to alsoc qualify for Social Security, therefore, they
would be covered under those payments.

Senator Dole. I take my own case as an example. I was
not in the Army very long, but I was in the wrong place. I
get disability retirement, nontaxable. I assume there are
many enlisted men -- the benefits are the same.

Mr. Shapirq. Is yours from DOD or VA?

Senator Dole. DOD. I am not concerned about it,
but because there were many who took DOD pensions and many
who took retirement pay —~- maybe we could check that.

Mr. Shapiro. We will look at that.

A guestion that was not considered in the House that
you may want to consider, as you know there is a phase-out

~

for the income tax gefﬁnds, Above $30,000, they get no

refund. Beginnihg at $25,000, it is phased out.

For example, someohe at $25,500, they get one-half a

refund. The question has been raised subsequent to the Housd

R L

=3
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bill as to whether or not it would be appropriate to have a
phase-out for Social Security recipients. The data is

available, there are some Social Security recipients, for.

- example,. who do have outside income, not earnings, income,

rental income. VThat may be significant;.

If they are going to phase out; they may not be eligible
for a refund. ‘ ’

That is $25 hillion. It could be done, but it was not
done in the House bill.

All af thiszwould be when the Social Security tape
comes from the Internal Revenue Service and the Internal
Revenue Service runs that tape through. That has to be
computed. Any Social Security ‘-beneficiaries that have
income over $30,000 would.not get their Sociai Security
income. They would already be phased out of the tax refund;
they would'not get that in any event. |

For“two reasons: one, the phase;out; second, because -
they are on Social Security. If you want to phase out the

Social Security payments to the same extent of the income,

_you could provide for that as well without significant

administrative problems.
The Chairman. All in favor, say aye.
(A chorus of ayes.)
The Chairman. Oppdseq, no? -

(No response)
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The Chairman. The ayes have it.

Mr. Shapiro. Let me bring up another point.

Scme of the beneficiaries included in the House biil,
for example, you have the biack lung, the state SSI, and in
addition to expénding those areas, there are certain
administrative problems with respect to the double payment.

These other items are so small, fhe questdon is, do you
wa@t to expaﬁd th&se categories; If.you do, do you want to
allow double payments, because the problems in order to
determine double payments are so s}gnificant. What I am
talking about, double payments, AFDC ~- the AFDC program is
a state program. In order for them to determine the double
payments with respect to black lung, VA or railroad retire-
ment, it is quite unlikelf as to whether AFDC‘benefits are
in these other programs. In order for the states who are
going to bé paying out these AFDC paymenté to determine
that, it is going to be a tremendous amcunt of administra-
t ive work to isolate those very few cases -- we think they
would be very few,

Maybe’iﬁ order to expedité this program, if you wanted
to expand it to these other categories, biack lung, for
example, that generally you may want to prevent double
payments with resbect to AFDC and these other payments.

Presently, the House bill does not eliminate double

payments between AFDC and tax refunds for that very same
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reason -- the administrative prob;ems. The way the bill is
drafted in the House, they require the elimination of double
payments between AFDC and these other programs. We think
we~probabiy wil; not have the double payment problem with
AFDC and these others. Just to saf that they coulq have a
double payment does not mean that they are going to have it.
You would save a great deal of adminiétrative problems.

Mr. Woodworﬁh. We would strongly support that. It is
a very difficult administrative problem for HEW to try ahd
sort these payments out. We do not think that there is
very many double payments involved in any event, but the
checking to be sure of it is very difficult because AFDC
is basically a state-controlled program -—~ in some cases, a
county-controlled program;

To get adequate records, Social Security records and
check those against Social Security would‘greatly delay
payment. |

The Chairman. If I understand your position, you are

saying, if a person is a taxpayer, he is paying taxes and

_entitledd to a refund by virtue of the tax payments, that is

how you would identify him for the refund; but he is also
drawing aid to families for dependent children, that you
would suggest th&t there are so few of those who are paying
an income tax and also drawing AFDC, welfare assistance,

that you would do better not to try to run them down?
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Mr., Woodworth. The particular case you>mentioned, the
House already took that up, Senator Long. For the reasons
you just said, the House does not require us to check for
double payments in that case.

The probleﬁ is that the House does, however, in the
AFDC area require that you check to be sure that they are
not getti#g a Social Security paymen£ before you make the
payment. |

Because of the same reason we have trouble checking '
out the tax, we also have trouble checking out the Social
Security. AFDC payments ére locally administered programs;
in many cases. It is going to be very difficult to check out
double payments there administratively there for HEW.

The Chairman. It seems to me you may;haQe quite a few
d ouble dips in that situation, maybe a million or so.

Mr. Stern. On the income tax side, you probably would.
Basically it was exempted as an‘administrative problem. The
guess would be that there are probably a million recipients,
parents plus their children who probably are earning enough
.to file a tgx‘return. '

Senator Haﬁsen. Say that again?

Mr. Stern. The House bill says you do not have to
check those peoplé who receive AFDC who also would be getting
the rebate because they éaid taxes. There is really no

convenient way of checking. You would have to mail out a
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form to every AFDC recipient to get at this. That is quite
a few people, if you include the children.

Senator Hansen. Maybe a million?

Mr. Stern. The guess is that it is about 9 perceht of
the AFDC,.about 1l million. That is a million people.

Mr. Woodﬁorth. We think it is going to be very diffi-
cult to check tgis'out. '

The Chai?man. Why do we nbt go along with the staff's
suggestion then and take the chance?

Your position is there will be some overlap. If
you look at what it is going to take to try to eliminate
it, the better part of wisdom would be to let them go ahead
and have the check.

Mr. Woodworth. That is correct. That is the way we

© feel.

Mr. éﬁapird. We checked Social Security. That is where
there would be an overlap. The House bill has it as no
suggested change.

The_Chaixman. All right.

‘Mr. Shééiro. The next cétegory is state supplements
to SST. Let me let Mike present that. |

Mr. Stern. This is the category, Mr. Chairman, we
would recommend that you just considerlleaving out. The
reason: is that in order té.gét; a state supplement to SSI

without any Federal program means that you have to have
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income of at least £168 a month for an individual, $252 for
a couple, and people with that kind of outside income, I
think you could presume, in.almost all cases, would be
geEting SocialfSecurity‘or some other program : that they
would be getting the $50 payment under.

- Our recommendation would be topgliminate that as a
category. _

The Chairman. Without objection, that will be done.

What is next? |

Mr. Shapiro. We have four other issues that were in
the House bill that I just want to make sure I mention.

Mr, Stérn. One other item iﬁFSocial Security. The
one case where it is going to ﬁe very difficult to tell
whether a Social Security beneficiary is also getting a
rebate through the tax system is the case of a child whose
Social Sgchrity humber does not appear on the tax form.

There, our recommendétion would be if there is a
Social Security benefit payment only fo children, then you

will assume those children are being cared for by a taxpayer

"who is ciaiminé them as a dependent.

This would affect something like a million chilaren.
A typical case is where a mother dies having worked long
enough under Social Security for the children to get
survivor benefits, but they.are still living with the
father, really dependent on their father, and are going to

“
I3
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get a $50 rebate through the father.

The Chairman. What is your recommendation?

Mr. Stern. What we are recommending is that the $50.
payment tﬁrough.the,Social Security system not to go to
cases where thefe are only childreﬁ receiving benefits.

The Chairman. Without objection, agreed.

Mr., Shapiro. The four provisioné in the House bill,
just to make‘sﬁte you are aware of them -~

The Chairman. If it is already in the House, lét's
not get into that nbw. We can review that later.

Mr. Shapiro. These are all of the areés that we have
for Title I. '

I do have one point to clear up on the siék pay exclu~
sion. When you repealed ihe sick pay exclusién in the '76
Act, there is a provision put in there that allows certain
elections to be made to take certain empléyee contributions
to retirement systems. These people have already made their
elections. Some people are better off or worse off, but

we would like to say I thimnk it wou;q cause the least amount

_of problems to -let these peoplénqqntinuefthe election, or

do what they waht to, without saying we afe postponing
the sick pay exclusion.

We are saying it is to let your sick pay date move
up to January '77, as Sehator Dole had in his amendment.

At the same time, aim it at the people who made elections
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1 under the 1976 Act which gave then other treatment.

2 The Chairman. Without objectioh, agreed.
3 I believe Senator Moynihan wanted to bring up two
G, 4 matters. | N
5 Senator Mojnihan.l Thank you.
6 First, Mr. Chairman, there appears to be a problem that

7 we have made for ourselves with our téx credit, our

8 employment ta# credit, with respect to new firms coming into
9 an industry, into an area, and, in effect,; taking a large

3 10 ddvantage from their being newly formed as against compar-

mn able sized firms which are stable and are in business, but

- 12 not adding -any employees, and therefore do not get any
5' 13 jobs tax credit.
< ii 14 - This is particularly}thg case for casual-or seasonal
-;1 s employment such as construction, maritime. A simple
v 16 example, éﬁpposing there are two entrepreﬁeurs in the .
i: 17 apparel Susiness. One has a workshop going with fifty
| i8 employees. Another sees an opportunity to start up a work-

19 shop-with fifty employees.

L5 The one that just starts.up would get a $529000 advantage

20
21 over the one that has just been going along steady.under
22 our prcposal. The potgntial for finagling and turning in

23 a lot of activities is really very large.

24 It invites instability, and -Senator Bentsen recognizes

25 this and would be willing, as I am told, to accept, in effect,
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an amendment and I believe the staff, Mr, Shapiro, recognized
this problem and it was suggested possibly that the.increase
in 1977 FUTA wages over 1976 could be limited to 50 percent
or 33 percent, something like that, to diminish this iﬁpact,
which very likely could be considerable, despite what we
do. |

Senator.Curtis. This'arises out.of the job credit?

Senator Moynihan. Yes, sir.

Senator Curtis. What your concern is that one firm .
might discontinue, leave, and set up a new firm to qualify
as a new firm?

Senator Mofgihan. Yes.

You might think of ig as- any small business in America
that has been established and has just gone along doing its
work, it is suddenly éﬁgggzgféféopportunity for someone
who wantskéo start upﬁthé exact equivalent business by hiring
new employees and getting this $50,000 advantage.

Mr. Shapiro. This is one of the.suggestions we had
in pamphlet three for consideration of the Committee. One
-of the concérhé that has been ?aised by the House bill, when
you have an incremental credit, those that are new
businesses get a tremendous benefit over existing businesses
because all the employees are new and their base year is '
zero.

As Senator Moynihan pointed out, you would have existing
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businesses that would have tremendous growth that would also
have a tremendous benefit out of this.

It is not that you are trying to take -gﬁgé.the o
benéfit. You are trying to provide something of an equalizer
to recognize, especially in the case of new businesses, since
there is no base year you are tryiné to reduce the benefit
to 50 percent pf the FUTA wage, wages for the new year.

That is a criticism of the House ©n the incremental
basis and this approach would deal with that specific
situétion.

The Chairman. For a new business, the base would be ==~
they would get 50 percent of the benefit?

Mn.Shapiro. For a new business, that would be the way

the provision as I understand it, is being proposed now.

For new businesses, you locked at your '77 FUTA wages and

50 percent of that for a new business.

Since the base is zero, that wouid be the result of the
-0 percent ru}e.

Many cf fcﬁr businesses that havé been in existence since
1976, this would have no application because they would be
clearly above 590 percent, unless they are a rapidly growing
business or Qas just started up at the end of the year and
the business is small. |

# Generally speaking, it is a general-rule for the entire
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1 provision, but it has its main appiication in the case of

2 | new businesses.

3 The Chairman. Is that alllright with you, Mr. Woodworth?

Mr. Woodwortii. . We do not have any objection.

¢

54 Senator Maisunaga. ‘Does this mean that instead of
/3 £1050 credit the ones opening up a new business &ould only
7 | get $5007? ‘
8 Mr. Shaéiio; One-haif.
'9 The point that is being made, the one who opens up a
10 new business would get all new employees, therefore; for
11 || example =~
., | 12 Senator MatQunaga. I realize that. Whenever you open

13 up a new business, the first couple of years -- sometimes

14 the first four years ~- you do not expect to make any

money .
oo - 13 ¥ ) : .
o 16 I - The Chairman. Here is the point he is making. Say in

47 | the garment industry, here is a fellow who has a going

15 || concern, going along all right. He says, look at this

19 | tax credit. So he arranges to let all of his employees go
20 || @nd hire them back the same da§ on another payroll. He

91 | Picks up $50,005. He can still gain $25,050 by doiﬁg this.

2
®

QE} 23 The Chairgan. They might be doing it that way. If it

Senator Moynihan. He will,

24 | is too much of a good thingy you woirldbbe putting him in a

25 | position that they would pick up all of that money.

-

—
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| Senator Matsunaga. I wonder how many dishonest small
businessmen>there would bé?
Senator Moynihan. It would not be dishonest. S
The éhairman. _Not dishonest, clever, smart.
Semator Héﬁsen. The point is‘well made, Mr. Chairman.
A lot of times, as Senator Curtis.was just sayihg to me in
an aside, it is not unusual for a Chﬁmber of Commerce to
bring newsbusinesses in town to take action to recommend
procedures that.militatefé;ézis;:;&hQ;:: ongoing, taxpaying,
job producing businesses right in the town. That is what
you are trying to help. |
Senator Mcyﬁihan. That is the general thrust.
The Chairman. It seems to me that you should deny
for about the first quarter, or something 1iké that -- if
they wanted to switch over for a couple of months —-
Mr. Shapiro;v The first quarter of the be;;fit?
The Chairman. For new businesses. You could not claim

it for the first three months you were in business.

Mr. Shapiro. This is on an annual basis. The difficult

_thing there is what is a new business. Sometimes there are

differences.

‘For example, you have # business that --

The Chairman; ‘I'undErstand it. I will not press the
point. I thihk we are aéreéd«

Senator Danforth. May I ask a question?
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What would be the situation with respect to mergers?
Mr. Shapiro. 'The way the rules work, you take the base
years of both corporations and they are aggregated. You try
to treat them as together in the aggregate, in the base

year.

SAarege

' TﬁéfChairman;<Do»youahavetanother amendment to offex?

Senator Moynihan. f£ is not drafted. The proposition
would be 50 percent would be a reasonable rate. I would
like to propose that,-sir.

Senator Curtis. We think that should be.

The Chairman. Without objection, 50 percent rate for
what?

Senator Moynihan. For the benefit of newly formed
£firms would get their --' |

Mr. Shapird.' As a general rule, we are saying that
you cannoﬁjget mbre'than 50 percent of your 1977 wages,
FUTA wages. It is like a floor in the sense that it would
really have a primary effect with respect to new businesses.

The Chairman. All in favor, say aye.

(A chciu?'of ayes.) '

The Chairman. All opposed, no?

(No response)

The Chairman. The ayes have it.

Mx. Wéodworth. If we could raise one that relates to

the employment credit that we think is an administrative

-

s
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problem, there is a provision in the House bill that regquires

you to deny the credit in those cases where the individual
is fired in order to have someone else hired. The IRS
thinks they are goipg to have a great deal of difficulty in
enforcing thatyprovision, They do'not have the capacity or
knowledge to do so. _

We think that it probably is not going to be an effec-
tive provisibn, and we Qould suggest that that éne be
eliminated because we do not see how anybody can administer
it.

The Chairmaﬁ. Without objection, agreed.

Senatér Moynihan?

Senator Moynihan. Thank you, Mr. Chairman.

One of the things, sir, that I would liké to introduce
is a proposal -- I believe Senator Danforth has a similar
proposal. - The one that I have here, we aée,asked to
consider,the nine Northeastern Governors who ha%e sent us a
telegram asking us to consider this.

This is a stimulus package and we are concerned about

_those areas' of .the country' that.are really not recovering

very wéll and are specif;cally doing less well than others.
These are economic regions, they are not geographical

cnes. One state next to another is in a very different

situation with respgct to unemployment, for example,

The proposal, in its simplest way, is to enable firms
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to use depreciation rates which are twice those presently
allowed. The object -~ and this is to be the privilege of
firms in states that have a five-year moving average of
unemployment that exceeds 6 percent, and to make the point
that this is not a geographically fegiqnal thing, could
I just say that,busing that 6 percent average for 1972 to
*76, where you find Connecticut is suéh a state, you find
Oregon is su;h arétate, you find Delaware is such a state,
you find Hawaii is such a staté% you find New York is such
a state, you find Louisiana..

This is not just a chunk of a country. There would be
& cost directly to the Treasury, but, of course, that cost
is picked ﬁp later on when the depreciation, having run out,
is no longer taken by'the'manufacturer.

The objést<is to stimulate investment in areas where
investmentlis much lower than it is in other ways. & roughly
speaking»s percent cut-off would give you twenty-seven states
that would be eligible. The estimated cost to the Treasury
in the first instance for fiscal '77 is 5.45 billion; in
fiscal '78, $l.1 billion. |

This gets recovered down the line. The)actual

s — v.,..) .‘...:,‘, \J )
economic effect, in practice, this becomes an.interest free loan

to the manufacturer.

There is a great deélef support for this among certain

states, Mr. Chairman. I can go on longer.
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Senator Curtig. If you would yield for a question,
what this does is provide an accelerated rate of depreciation
for high unemployment areas?

Senator Moynihan. That is right.

Senator Cuftis. That is a part of the Minority's
package set forth'in S. 735. I think it is a good idea.

_Sepator Danforth. Mrx. Chairman?'

- Toatapey .....-ﬁ..,.. .

Semﬁﬁf Cu:tls. "We may disagree on definitions of areas
and so on, but if this is.; a&mﬁﬂd we would commenthto the
staff the proposal in S. 735.

Senator Moynihan. The exacé formula is one that we
could be flexible about, 6 percent, 6.5 percent. Senator
Danforth is talking about 7 percent. ’

Senator Curtis. And the definition of a-high unemploy~-
ment area.

Senatér Danforth. Mr. Chairman, the differences
between these two proposals, the one that Senator Curtis

is talking about,:Sd 735, and the.omne Senator Moynihan is

talking about are as follows. The geographical areas involved

ment rates.

The geographical areas in 735 are CETA prime sponsor
areas, so they aré much smaller geographical areas,.much
more carefully targeted iﬁ 735.

The trigger rate for the accelerated depreciation in
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Senator Moynihan's proposél, 6.5 percent; the trigger rate
in 735 is 7 percent. '

The period of time over which the unemployment rate .
is considéred is a 5 point moving average in Senator
Moynihan's proéosal; it is the prior quarter in 735.

The useful life provisions, I think, are -~ no, they
are different., As far as machinery ié conqernéd, the useful
life for machiﬁéry would be five years in 735 and it would
be half the present useful life in Senator Moynihan's
proposal.

Do you have buildingé depreciated in yours?

Senator Moynihan. No, just manufacturing equipment.

Senator Danforth. There are two definitions of quip-
ment. I am not clear whiéh is which;Eb;:'buiidings, they
are not covered in Senator Moynihan's proposal. ‘hey.iare
covered in 735 at one-half the useful life..

The cost in 1978 of Senator Moynihan's proposal wbuld
be about $1.1 or $1.2 billiom the cost of 735 in 1978 would
be $200 million.

Senatoé Curtis. I think, Senator Moyhihan, while there
are various pfovisions here, as a matter éf judgmenf, as to
what the formula should be and so on, I think that one rather
important point tﬁat I do believe should be considered and
that is the area.covered; 'It is entirely possible that

you would have a state that could not qualify, but a very
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1 sizable area in that state could have some very severe
2 unemployment problems. I think that should be taken into
3 account.
C" 4 Senator Moynihan. Senator, it seems to me these are
s questions of judgment. If we have some agreement in principle
I3 I am sure that we can work out some-common position. |
7 The trouble is, if I. can cite it., if you get smaller
8 areas, your un-em-ploymerit data'.gets fuzzier .. Even state data
N 49 is not that good.
- 10 Senator Curtis. That is the reason we took the
: 1 established CETA areas.
T 12 Senator Moynihan. That helps you there.
(Q(’? 13 " May I say the idea of using the calendar quarter?fi‘é;:ledil’g
d :.3 14 doé‘s\ﬁaﬂczfor volatili'ty.‘ I am not sure if wé looked at
o . 15 the his»torical experience, you might find that this is
= 16 brigéigg;pég@éeiin and out much too fast for anybody to
.
.;: a7 make an investment decision.
T 18 I think that the staff, with Senator Danforth and
19 myself, could find a position‘where we probably would come
20 _in with someihing, in common;
'2.‘ Is that péssible?
' ‘22 Senator Danforth. Yes.
(_,j 23 The Chairman. What is the Treasury position? Do you
2 favor the amendment? |
25 Mr. Woodworth. The Treasury would have to oppose this
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amendment. There are very substantial amounts of money
involved in this: $600 million, $1.3 billion and $2.1
billion and it really does not disappear in the sense that
any time you give people 'an accelerated depreciation
initially, they have, in effect, cut their taxes. That is
the effect of accelerated depreciation.

The étatement that you make it ub aftgr awhile, first
of all; you nevér make it up if.you continue the program.
The aonly way you could make it up eventually is in the
sense that the new equipment does not come invand he is not '
eligible fqr it after the}three yvear period. The first
three years, all the new equipment in that time period
keeps getting the advantage and theze is g ceéntinuing
revenue loss during the eﬁtire period. .

The whole question of what kind of incentive for
capital fdfmations you want to provide, yéu-are using the

funds that would have to;go;if you put this in here

obviously recommendations will have to be trimmed back on

funds for capital formation and subsequent proposals to the

.cépgress.

This is a éignificant, substantial révenue loss which
we seriously question.

The Chairman; Give me those figures again, the
estimates on revenue?

Mr. Woodworth., $600 million, attributable to calendar
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year '77; $1.3 billion attributable to calendar year .!'78;
and $2 billion, attributable to calendar year '79.

We are assuming on this that the effective date on |
this is qénuaryll, 1977, If that is not true, then these i
revenue losses ﬁould obviously be moved up.

Senator Curtis. What would be the losses in the bill i
we are talking about? . ' _

Senator Danforth, have youéhéd a chance to look at
that?

Mr. Woocdworth. I do not have that with me. I can get
ie.

Senator Danforth. It is S; 735.

Mr. Shapiro. 735 is much more restrictive and the
revenue estimates are lesé. ’

The Chairman. Where would we stand on the budget
problem? |

Mr.VShapiro. Let me give you the two figures. The
figure we have right now is that for fiscal year '77 you
are nminus $466 compared to the House bill and in the slack
. year you woﬁid'be ninus $400.-

For fiscai 78, you would have a §$1 Eillion siack as
opposed to the House bill and you are up to just a little
over $9 -~ $15 or-925, so you only have $75 million in
t78. |

i If you exceéd those levels, then you woudd be in
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! viclatioén of the Third Budget Resolution and your proposed

request to the Budget Resolution for fiscal year '78.

&

3 Mr. Woodworth. The treatment that you provided for

heads of households, the revenue cost‘of that increased

¢

S appreciably when you went to the different standard deduc~-
6 +ion proposal. Now, instead of $300 million, it is up around

7 $600 million.

8 Mr. Shapiro. We have taken that into account in the;e
9 figures.
. 10 The Chairman. Here is the fact that I was thinking about.
~— L. I wouldvféiéiikééa for us ﬁo come out of this Committee with
o 12 an amendment tha£ goes over to the Budget Resolution. If
.13 the Senate wants to do it, the Senate -- by the time we

14 have that big Tax Reform Bill out there, when we got

P
.-

.15 through with all the screaming about how the Budget Committee

Py
i1

— 16 [ did not apéreciaﬁe how we recommended staying within the
CE 7 buéget,they then proceeded to break us right through the
N 18 budget ceiling with the Chairman of the Budget Committee
N 19 leading the charge to break the budget.

20 || - So thefé is plenty of précedent that we can put up a
21 tax bill heyona the Budget Resolution- Wﬁen the Chairman
22 of the Committee himself leads the charge to go beyond that.
23 I would like to keep the Committee witkin that, and I would

24 hope, Senator, you would offer the amendment on the Floor.

‘I Cﬁxl

gz 25 %pybody who wants to get behind it, suppert it on the Floor.
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Senator Moynihan. Would that be acceptable to you,
Mr. Chairman.

Mr., Shapiro. I would like to make a suggestion. There
are a number of technical drafting deficiencies in these
proposals. To the extent that Senator Moynihan and Senator
Danforth want their proposals to be ‘united, I would like
their staffs to work with the staff;.

I would think any proposal, we would like to take care
of‘the technical drafting problems that we see.

Senator Moynihan. Mr. Chairman, I would be more than
happy to follow that course, if Senator Danforth wishes to.

Senator Danforth. Leave it for the Floox?

Senator Moynihan. It is understood we will propose it
on the Floor. |

The Chairman. That would avoid the problem of the
Committee éoipg ovt over the Budget Resolﬁtion.

Offer it on the Floor. This was discussed in the
Committee and it went over the Budget Resolution. I have

no doubt, with the amendments in this bill, the Senate is

.going to take.us over the budgét figure anyway. I would

not be surprised to see us go over with the Budget Committee
leading the charge again.
Senator Danforth. I would be happy to suggest some-

thing that you could cut.

The Chairman. What happened last year, we had a big
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bill. We confined ourselves within the budget limitations
in the Committee, and then the Senate proceeded with the
Chairman of the Budget Committee offering the amendment,
just smashed the'budget objectives to smithereens, and then
we had to go to:conference and putlthe package together
where we tried to fit the pieces together to fit inside the
budget.

If I_had any doubt about it that they were going to
take us over that budget again, it would be different.

Let uswAhave the fiscal restraint that we did not
go overtithe budget.

Would that be all right with you, Senator?

Senator Moynihan. Yes.

The Chairman. Senatoi Curtis suggested to me that we
would go over. There may be some other amendments the

~Senators might offer.

Senator Matsunaga. Mr. Chairman?

The Chairman. We will come back at 10:00 o'clock
Monday and the Senators can offer the amendments, if they
wish. .

Senator Matsunaga. May I ask that the staff_gi#e me
figures on what it would cost to raise the $1050 figure in
the Bentsen amendmént to a compromise figure of $1750?

The Haskell amendment called for $2205 and the Bentsen

' called for $1050. I woudld like to strike a compromise figure,




&

[

10

.1

12

-3

14

- 1§

14

A7

18

19

20

21

23

.24

235

4-107
in an amendment that I will offer.

Senator Curtis. %hat' is the Jobs credit?
Senator Matsunaga. Yes.
The Chairman. All right.
Get an estimate on that, so that we can have it.
" Thank you very mﬁch, and gentlemen, we will come back
here on Monday at 10:00 o'clock. |
(Thereupon, at 12:00 p.m. the Committee recessed, to

reconvene Monday, March 21, 1977.)






