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D. WALTER ROBBINS, JR.

42 SHELDRAKE ROAD
SCARSDALE, NEW YORK 10583

August 16, 1982

The Honorable Robert J. Dole

United States Senate

Dirksen Senate Office Building, Room 2213
Washington, D.C, 20510

Dear Senator Dole:

A study over the weekend of the tax bill
which you have crafted and sponsored prompts one
to make the following observations.

As you well know, the economy is in the
worst condition since the depression of the 1930°'s.
Over the years Congress has. wisely sought to induce
personal investment in certain areas of the economy
through tax incentives, especially where a large
number of jobs are involved. Congress I 3 also cut
the maximum tax on capital gains by subjecting only
LO% of realized long term gains to taxation as an
incentive to make high risk equity investments in a
nation where savings and investment in relation to
GNP are among the lowest of any developed country
in the world.

. Under your tax bill, approved by the
Republican-controlled Senate, and now approved in
conference, the taxpayer is basically required to

prepar two tax returns, i.e. the regular return and

an alternat minimum tax return, The regular tax

return contains all of the above incentives, However,

the alternate minimum tax return for individuals

essentlally eliminates the incentives by adding them
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Obviously, what Congress giveth, Congress can
tak th, and you have certainly taken full advantage of
this prerogative in the alternative minimum tax return
by adding back to adjusted gross income, subJject to tax,
the following items:

1. Accelerated depreciation on real
property.

2. Amortization of certified pollution
control facilities.

3. Amortization of railroad rolling stock.

4, Amortization of on-the-job training
facilities. :

5. Amortization of child care facilities.

6. Reserves for losses on bad debts of
financial institutions.

7. Incentive stock options,
8. Depletion.
9. Intangible drilling costs.

10. The 60% portion of long term capital
gains not taxed under the regular tax return,

l1l. Excluded interest and dividend income
including the all-savers and net interest

exclusion and the dividends exclusion.
\

Now, as you know, under the regular tax return
itemized deductions and dependent exemptions are
. G i ¢



personal income Jsubject to tax. In studying your tax
bill, one 1s rather shocked by the limitation of

itemized deductions against adjusted gross income under
the alternate minimum tax. Only a few insignificant
deductions are allowed, mostly for items which are very
politically sensitive, including charitable contributions

and home mortgage interest. Items conspicuously disallowed

for deductions because of their magnitude include:

1. State -~ d City Taxes (New York Congressmen
please take note as you have the highest
tax rate in the Nati 1.)

2. Local Property Taxes (Homeowners take note.)

3. Expenses related to managing invesi ents
and professional accounting and tax work.

With State, City and Local property taxes moving
up to compensate for less Federal aid under your programs,
and such taxes non-deductible on the . :deral alt¢ native
minimum tax return, one could reach that steage of euphoria
for the Government where one's total taxes exceed one's
income.

It does not take too much imagination to figure
out your eventual scenario of eliminating the re 1lar tax
form and substituting therefore your alternative minimum
tax with limited deductions, taxing 100% of capital gains,
etc,, followed by a simple increase in the minimum tax
rate from 20% to, say, initially 30% for openers, and,
"voila" you have underwritten the continued feeding at

the Government trough for years with no problem ¢ deficits.

To push through in a deep recession, and a
chaotic stock market, taxes of the above type which focus
ST ) ' o 2d ¢



to make a long term investment decision under the

Las Vegas environment of Congress changing the tax rules
affecting same every year, Of course, one realizes that
your program to increase taxes by approximately $100 billion
over three years has been sold to the voters on the basis
that it is 'soaking the rich", and therefore very fair.

An examination of the 1980 IRS data indicates
that the top 10% of total Federal income taxpayers paid
49,2% of total personal income taxes in 1980 and the top
25% paid 73.2% of total personal income taxes in that
year, I would be interested in your criteria for fairness
in the tax system. ‘

In dismay, I thought about throwing in the towel
and retiring, but further examination of your tax bill
indicates that you are also closing that so-called "oophole
for anyone in the private sector (Government employees &and
Congres 1 1 convenicuily C.ocaewww d!) by reducing maximum
pension benefits for future retirees by up to 34% despite
ov " 50% inflation over the past ten years,

I believe that someone called it "the road to
serfdom"., It is very discouraging to see the present
Administration paving the way.

Sincerely,

\ I4

] / 1 -
D. Walter Robbins, Jr.

DWRJr/mg
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National NEYE
Committee

ARugust 18, 1982

Richard Richards .
Chairman

Dear Republican Congressman:

I want to personally apologize to you for the statements made
by Deputy Chairman Rich Bond reported today in the Wall Street

Jdmunrnal,

His actions and statements were out of line. KEe has been called
on the carpet for them, and he recognizes the seriousness of his
error.

You will note the attached statement, which has been issued to
the media. The statement mekes clear my position and the constant
pcsition of the Republican National Committee.

2s I said in the statement, it has never been and will never be-
come, the policy of the Republican National Committee to put
pressure on Members of Congrecss.

I want you to know, this type of thing will never happen again.

At the same time it is important to note the valuable job Rich
has been doing for the Republican Party. It is important to the
Party and the hundreds of races we are involved in this Vear that
we maintain the level of excellence he has helped us achieve.

His organizational skills and leadership gualities have played
a major part in putting our committee in the best possible position
to help the largest number of caendidates.

’

He nhvimmelv made 2 mistake, but, to his credit, he has accepte
i t! mistake. »d genu: ly acknowledges the

error in Jjudgment.

Dwight D. Eisenhower Republican Center: 310 First Strest Southsast, Washington, D.C. 20003. (202) 484-6500.



I hope you will accept my apology, and the apology he has tendered
in his public statement.

ruly yours,

Richard Richards

RR/We)

Attachment
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Richard Richards

Chairman
RNC 82-076 :
FOR IMMEDIATE RELEASE CONTACT: JENNIFER HILLINGS
AUGUST 18, 1982 (202) 484-6550

STATEMENT OF CHAIRMAN RICHARDS, REPUBLICAN NATIONAL COMMITTEE

Rich Bond is out-of-line. His comments, as reported in today's Wall Street Journal,
demonstrate a lack of sensitivity to the legislative process and represeht an over-
zealous attempt to secure passage of this legislation. He was told to back-off last
week when this interview took place, and he has done so. 1 extend my personalhapology
for this behavior and will offer him no second chance in the event this should ever ..
occur again. It has never been, and will never beccme, the policy of the RNC to put

pressure on Members of Congress.

STATEMENT OF RICHARD K. ROND

I must have been taking stupid pills that morning instead of my vitamin C. I
spologize to the members of Congress, the White House, and the membership of the
Republican National Committee. These statements do not reflect any instructions I

ever received as to how to lobbyv for this legislation.

# f

Dwight D. Eisenhower Republican Center: 310 First Street Southeast, Washington, D.C. 20003. (202} 484-6550.





















March 20, 1982

Dear tlorton:
Enjoyed our talk. I'm enclosing a recent column I
did for the Chamber of Commerce's Washington Report

which T thought you might be nterested *n.

Do\nald Lambro 5 (.0 (1-/ O) %D\.

6605 Gre.aenvgew Lane
Spr'ngf’eld, Va. 22152






THE Wt HOUSE

Office of the Press Secretary

For Immediate Release August 17, 1982

TEXT OF A LETTER FROM THE PRESIDENT
TO REPRESENTATIVE TRENT LOTT

Dear Trent:

You know I strongly believe that enactment of the pending
Conference Report on revenue and reconciliation is a price
worth p=aving for lower interest rates, economic recovery, and
more jo It is an essential element in the implementation
of the Jjet Resolution -=- which, if faithfully followed,
will reduce deficits by $380 billion over three years.

This deficit reduction program is entirely consistent with
our efforts to shrink the growth of government. It would
involve almost $3 in outlay reduction for every $1 in revenue
increase.

I recognize that there is some uncertainty about the ability
to assure that future spending reductions will be achieved.
But I am encouraged by the Congress' work on the pending
reconciliation measures, which come very close to meeting
their spending reduction targets. Further, I assure you that
the Administration will not relax one bit in our continued
pursuit of spending cuts.

I will, of course, resist any budget-busting spending measures
that may come to my desk. And, lest there be any doubt on

this point, I would ask you to remind your colleagues that as
Governor of California I exercised the veto power successfully
993 times. I hope I will not have to use the veto so frequently
here in Washington. But, for my part, I will -- without
reservation -- do what has to be done to control spending.

Your support has been invaluable in the implementation of our
program to date. With your continued strong leadership and

support, we can continue to restrain government, as we restore
America's strength and vitality.

inc Ly,

RONALD REAGAN

##
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-- When combined with the tax reductions enacted last year, the
taxpayers of this country will still receive substantial net
tax 1 luctions, as the following table shows.

82

Tax Reductions, 1981 Act -38
- Senate Tax Increases (not

including compliance) --

Net T-— Reductions -38

83

-90

11
-79

84
-138

24
-114

85 Total
-178 -444

32 67
-146 -377

-- The bill preserves all of the individual marginal rate reduct: s
and most of the basic ACRS changes enacted last year. 1In the
aggregate, he Senate bill merely offsets the lost revenue due
to the add-ons included in last year's bill.

82

Individual Rate Reductions
and ACRS 32
Add-ons enacted last year 6

Senate Tax Increases --

83

77
13
11

84

116
22
24

85 Total

142 367
36 77
32 67

8/7 82



S TXING POINTS ON TAX BILL

The Deficit and Taxes

o This Administration is committed to reducing budget deficits,
but in a way that preserves incentives for savings and
investment and the integrity of our basic economic recovery
program. The primary means of reducing these deficits is to
reduce the overall size of the federal gove nent by cutting
expenditures. Nonetheless, the Administration recognizes that
what expenditures remain must be paid for -- either by
taxpayers today or taxpayers tomorrow. Without the tax bill,
future deficits would simply be too large, choking off economic .

growth.

o The issue of the deficit concerns the means of financing the
government, not the size of the government. Government
borrowing i a drain on our capital markets. A central goal of
this Administration is to foster economic grc :h through new
investments in physical capital. Consistent iarge government
bor: ing that soaks up new savings available for real
inve :ment runs directly counter to that goal.

Comparison with the Economic Recovery Tax Act of 1981

O0 The tax bill is carefully crafted to preserve the incentives
for saving and investment contained in the Administration's
economic program. Most importantly, the bill leaves intact the
basic tax cuts for individuals as passed in the Economic
Recovery Tax Act of 1981,

o There is an important difference between the rate reduct ' >ns
established in ERTA and the base broadening in this tax bill.
Rate reductions help restore incentives to the economy. The
changes in this bill help insure that any remaining tax burden
is distributed fairly and efficiently.

--Fairness is enhanced because the bill helps eliminate
special tax breaks which are available only to some
individuals or some businesses. The bill will have little
or no effect on-the majority of individual taxpayers.

--Efficiency is improved because tax rates across sectors or

their choice ot goods to produce or consume. This makes
the economy less efficient and less likely to produce those
goods which provide the greatest value for the least cost.
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--Specific «xemptions will be provided for the elderly and . w
income individuals. Nearly 80 percent of the elderly
(including single persons with incomes less than $14,450 and
joint returns with incomes less than $24,214) will be exempt.

--The admir strative burden on financial institutions is
minimized. The bill contemplates compensating financial
institutions for start-up costs through favorable rules with

respect to the deposit of withheld taxes.

Base Rrnadening Measures include a number which were proposed
by t inistration to eliminate tax abuses, including
changes i1n the treatment of long-term contracts, private
purpose tax-exempt bonds, construction period interest and
taxes and modified coinsurance.

The bill re :ricts and ultimately phases out the safe harbor
leasing provisions. The proposal would recoup a significant
amount of the revenue loss from leasing and correct a number of
the perceived and real abuses.

The bill re :ructures and strengthens the minimum tax for
individuals and corporations. Although this Administration has
fought to lower the tax burdens of all Americans, it supports
the notion that some minimum tax should be collected from
individuals and businesses with significant economic income.

The bill mo (fies the accelerated cost recovery system (ACRS)
and the investment tax credit to insure that the tax benefits
are not more generous than an immediate write-off. For
instance, the bill will limit the extent to which businesses
can write-off costs essentially paid for through the investment
tax credit.

New Personal Taxes and New Busine=ss Taxes are only a small part
of the overall bill. Only one o. these provisions involves an
increase in actual tax rates. Unemployment taxes are increased
primarily because of a large shortfall in the unemployment
trust funds.



















The present Federal excise tax on jarettes is increased
from 8 to 16 cents per pack. This .acrease sunsets on
September 30, 1985.

The Dingell-Johnson Fund excise 3 on £ishing equipment
are increased, with the revenues available to expand
this program.

The private foundation business enterprise divestiture
1 les are waived for a number of specified organizations.

The investment tax ¢x [it is extended to certain soil
and water conservation expenditures.

The bill provides an ey ~ption from the windfall profit
tax for wholly owned subsidiaries of Alaska Native
Corporations.

The special Trans-Alaska Pipeline System adjustment under
the windfall profit tax is repealed.

Tax exempt status for certain veterans organizations
is provided.

The bill extends for two additional years the income tax
exclusion for National Research Service Awards,

The bill extends the annual accrual accounting method
to certain partnerships.

Payments legal under the Poreign Corrupt Practices Act
will be al. wed a business expense deduction.

Certain debt management authority is provided to the
Secretary of the Treasury.

Studies of alternative tax syst s and monetary policy are
required.



Chart 1

ZNUE EFFEC 'S OF THE 19¢ TAX CUT VS. H.R. 4961*
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I'm just here representing all the former Secretaries with the
exception of John Connally in support of the President's bill.

Q How many are there?

MR. SIMON: I think there's 11 going back to John
Snyder.

Q Do you think the President's going to win on
this, Mr. Secretary? :

MR. SIMON: . Yes, I do.
Q Do you think last year's tax cut was too large?

MR. SIMON: No, I do not. I think that enough
spending wasn't reduced last year. I think that's the major
problem. And I've spoken on --

Q The third year --

MR. SIMON: Yes, I do think the third year ought to
stay intact and the indexation ought to stay intact, absolutely.

Q What's your prediction? Will this be passed
by both Houses?

MR. SIMON: In my opinion, it will be passed because
as tough medicine as it is, politically, everybody realizes that
we have to do something to get the deficits under control in the
short run and give us time to reduce the spending which we will
over the next year.

Q Mr. Simon, you also wrote a book called A Time
For Truth. Do you think this is the largest tax increase in
American history?

MR. SPEAKES: I don't know that it is or not. I
don't know because I haven't researched those numbers. But I'll
bet you when adjusted for inflation, it might not be.

THE PRESS: Thank you.
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TAX EQUITY AND FISCAL RESPONST™ LITY ACT OF 1982

The Tax Equity and Fiscal Responsibility Act of 1982 is
designed to improve the fairness of the tax system while
preserving the savings and investment incentives necessary for
economic recovery. It is a measure the Administration can and
does support, and one which Congress should support.

The bill complies with the revenue-raising requirements of
the First Budget Resolution--thus reducing projected budget
deficits--while maintaining the integrity of the President's
economic recovery program.

* The bill preserves the individual tax rate reduction
ar ° indexing provisions enacted last year.

* Rather than raising taxes across-the-board, the bill
focuses on the elimination of unintended abuses, the
removal of obsolete incentives, and improvements in
taxpayer compliance.

* More than 80 percent of the increased tax revenues come
{ >m increas 1 taxpayer compliance and the closing of tax
loopholes.

* fThe bill will have little or no effect on the majority
of individual taxpayers.

Reducing Budget Deficits and Tnterest Rates

-= The choice confronting Members of Congress is to either
reduce deficits and interest rates by raising revenues from
those not now paying their fair share or to accept larger
budget deficits and higher interest rates.

2

- FPailure to adopt the spending cuts and revenue increases "1
this bill will result in substantially larger deficits over
the next three years.

== These increased deficits could jeopardize the success we are
now havina with interest rates and weal 1 the anticipat

Individual Tax Cuts Mai d

-- Maintaining the third year of the tax cut and indexing :
essential to providing real tax relief to the American

people.
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-- Repealing the third year and indexing would result in
substantial tax increases for avera¢ working taxpayers.

-= The average taxpayer would bear the brunt of a repeal of the
third year of the individual tax reductions in ERTA.
Taxpayers earning less than $50,000 now pay 67 percent of all
income taxes and will receive 70 percent of the tax cut.

Compliance and Collection

-- Rather than imposing new taxes, the bill achieves one-third
of the increased tax revenues by adopting measures to collect
taxes already owed.

-= 1If these measures -- such as withholding on interest and
divid 1ds =-- are not adopted, new tax increases would have
to be imposed to meet the requirements of the budget

resolution.

-- Withholding will not have an adverse impact on savings.
It will be a savings disincentive only to those who are
not now paying all the taxes they owe on interest and
dividend income. Por honest taxpayers, the yield on an
asset earning 9.00 percent after taxes would be red: ed at
most to 8.95 percent after withholding.

-~ Specific exemptions are provided for the elderly and
low-income individuals. Nearly 80 percent of the elderly,
those with income of less than $14,450 ($24,214 on joint
returns), will be exempt.

——

The 2" inistrative burden on financial institutions is
minimized. The bill contemplates compensating financial
institutions for start up costs through favorable rules
with respect to the deposit of withheld taxes. It also
provides an ex ption for small institutions and small
accounts.

Reductimnn of Unintended Benefits

== The bill includes a number of measures proposed by the
: 3

y
tax-exempt bonds, construction period incterest ana taxes,
and modified coinsurance.

== fThe bill restricts and ultimately phases out the safe
harbor leasing provisions. The proposal would recoup a
significant an unt of the revenue loss from leasing and
correct a number of the perceived and real abuses.
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The bill restructures and g' engthens the minimum tax for
individuals and corpeorations.

The bill modifies ACRS and the investment tax credit to
insure that the tax benefits are not more generous than an
immediate write-off.

Jmnact ~f Individuals

The bill will have little or no effect on the vast majority
of taxpayers.

When >mbined with the tax r ictions enacted last year, the
taxpayers of this country will still receive substantial net
tax reductions,



TAX EQUITY AND FISCAL RESPONSIBILITY ACT OF 1982

SUMMARY OF CONFERENCE AGREEMENT

Comrliance and (nllartinn Measures

o Rather than imposing new taxes on taxpayers who report
all their income and pay their taxes on a timely
basis, the bill achieves one third of increased tax
revenues simply by adopting measures to collect taxes
already owed. These meaasures include provisions to
improve and expand information reporting to the 1IRS,
increase penalties for noncompliance, change interest
computation rules, revise pension withholding, and
allow partnership level audits. The bill requires
that all "»>nds (btoth tax-exempt and taxable) be issued
in registere” form after Cecember 31, 1982. The bill
further provides rules for access to tax information
for use in Federal nontax criminal investigations and
prosecutions. '

o Because of substantial underreporting of tip income,
the conference agreement requires food establishments
to report gross receipts and tip information to the
IRS. After April 1, 1983, an establislment must
allocate and report tir income egqual to 8 percent of
gross receipts among its tipped employees unless tl! y
already have reported tip income of at least this

amount.

o In order to insure that corporations pay taxes on as

timely a basis as most individuals, corporate )
estimaf income taxes are accelerated by increasing

pa: ent ‘rom 80 to 90 percent of the actual tax due
and requiring all remaining tax to be paid on the
due date for the tax return. Special payment rules
are provided for seasonal industries.

) : X le Laa 1
interest and dividend income, not Jjust 0se who
currently report such income to the IRS. Withholdir
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2" a Tat rate of 10 percent will “2 rec-ired con
payments of interest and dividends after June 30,
1983. Special rules are provided to minimize the
financial and adminstrative burdens on financial
institutions adjusting to the system, including
authority to the Treasury to waive withholding
requirements for verious payors for the first six
months after the provision is in place. Interest
Payments of §150 or less in a year are exempt. Low
income individuals whose tax liability for the prior
year did not exceed $600 ($1,000 on a joint return)
are exempt, as are individuals aged 65 or over with
tax liabilities not exceeding $1,500 ($2,500 for
married couples filing jointly). This exempts those
over age .65 with adjusted gross incomes in 1984 of
less than §14,450 ($24,214 on a joint return).

© The bill takes a step in dealing with the complex
issue of whether some individuals are employees or
self-employed independent contractors. Direct sellers
and licensed real estate agents are excluded from the
definition of emrloyee for employment tax purposes.
The moratorium on reclassification of independent
contractors as employees is extended, pending further
Congressional action.

Rednctimnre in Unintendeéd or Unwarranted Tax Benefits

o IndiviAnal Mipimom Tax. To insure that individuals
Making ca.suSive Juse Of tax preferences pay a2 minimum
level of tax, the bill strengthens the existing
Alternative minimum tax on individuals by shifting to
that tax base items currently subject to—the adé-on
individual minimum tax and by adding several new items
to the list of tax preferences. Interest on
tax-exempt bonds is not a preference item. The
expanded tax base is adjusted gross income plus these
preferences less certain itemized deductions. The
existing add-on individual inimum tax is repealed.
The con%erence bill applies a flat 20 percent rate to
this expanded base in excess of $30,000 for single
individuals ($40,000 for joint returns). The

alternative minimum tax is paid if it exceeds the
» i ion
I

million 1i1ndivaicual tax returns filed.

o Pensions. Tax-favored pension benefits for high
income individuals are limited. The maximum annual
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Channee ¢tn RCR: . The conference bill changes the
acceierateu cost recovery system (ACRS) to insure that
the combination of ACRS deductions and tax credits do
not result in treatment more favorable than expensing
of € 1ipment costs. The bill repeals the more rapid
cost recovery rates scheduled to take effect in 1985
and 1986 under ACRS. More ser, the bill requires an
adjustment to reduce the cost basis of an asset by 50
percent of the investment tax credit and other credits
in computing cost recovery deductions. However, the
conference bill permits taxpayers to avoid the
reduction in basis for any asset by electing to reduce
the allowable investment credit by 2 percentage
points. Special transitional rules are provided.

Ca2fa Uarhar Taaeing, The bill phases out safe harbor
sicasiny wy wvanuwary 1, 1984. During the interim,
leasing is extended to certain closely held
businesses. The rules are modified substantially to
include limits on the amount of property that may be
leased and the amount of benefit from depreciation and
investment tax credits available to lessors. Certain
abuses of safe harbor 1 1ising, including its use to
increase the benefits of percentage depletion, are
expressly barred. Transitional rules are provided for
certain investments and classes of taxpayers
(including airlines and auto manufacturers). Leasing
of certain mass transit vehicles, including ferries,
continues through 1987. After 1983, regular leasing
rules are liberalized to permit fixed price purchase
options and the leasing of special use property,
although use of these liberalized rules is restricted
in 1984 and 1985.

Foeranl ~nf Corpnrate Tax Praferences. Some
Curlputavauil$ Wiwn suuscant.es income pay very low
rates of tax. Therefore, the bill supplements the
existing corporate minimum tax with a new set of rules
that generally require a 15 percent cutback in the
availability to corporations of certain items of tax
preference. 1In addition, the limit on the amount of
tax which may be offset by the investment tax credit
is reduced from S50 to 85 percent.

. L
I _ . ____ over
10 years interest anc real property taxes attributable
> the constructi 1 period of nonresidential real
property. The Alaska Natural Gas Transportation
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Syst | will not be affected by ¢“1s chang , and

transitional rules are provided for certain hotel,
motel, hospital and nursing home construction.

Cc _Contrarct MethnA of Rrrnunting. The bill
Trhociue oo vue 1l easuly wepdcuucue to amend its
completed contract regulations to establish rules
relating to the termination and severability of
long~term contracts. For all contracts expected to
take more than 24 months to complete, Treasury is to

rovide new rules which would allocate to the contract
1ten  formerly treated ¢ period costs. These cost
allocation rules will not apr’— to a construction
contractor with average gros: :ceipts over the prior
3 years of $25 million or less, or to any construction
contract of 36 months or less.

Tav Fvamnt Rnande, The bill requires public
aviuunitawasary N the issuance of private activity tax
exempt bonds through information reporting, public
hearings, and local approval by elected officials or
voter referendum. To the extent facilities placed in
service after December 31, 1982 are financed by
industrial development bonds (IPCBs) issued after July
1, 1982, accelerated cost recovery is limited, with
exceptions for low income housing, municipal solid
waste or sewage facilities, UDAG assisted facilities,
and certain pollution control equipment. The tax
exemption for small issue IDBs will sunset on December
31, 1986. In addition, IDBs generally will not be
available to finance automobile dealerships, as well
as facilities for recreation, entertainment, or retail
food and beverage services. Numerous changes also
were made to liberalize the present law limitations on
mul tifamily housing bonds and mortgage subsidy bonds.

Life Insur~~~e Company Taxation. The bill includes
the Administration proposal to prohibit the abuse of
modified coinsurance. The bill also changes the
treatment of annuity contracts, taxing certain
withdrawals to the extent of investment income. A
nunber of other changes to life insurance taxation
that were sought by the ir try, including rules
governing deductions for policyholder dividends, will

Poss¢ sions Corporations. With respect to the special
credit against U.S. tax liability for possessions
corporations, the conference agre i1ent accepts the
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compromise propc 11 develored " "1e ““ministration
and the Puerf{ Rican gover it to limit the -
benefits of possessions corporations. Under the bill,
a possessions corporation will be entitled to report
on its tax return the income from intangibles provided
the corporation bears a proportionate share of
research and dev lopment costs. Alternatively, the
taxpayer may split income from products made in the
possession between the possession and the United
States.

Fnreinn 0il and ~=2e Income. This provision repeals
tlic p<I-COULwy wauZdction loss rule which currently
operates to increase the special foreign tax credit
limitation for taxpayers with oil and gas extraction
income in other foreign countries. As a result,
foreign taxes paid on extraction activities could not
be used to offset U.S. tax on other foreign source
income. 1In addition, the bill eliminates the deferral
of tax on certain foreign oil-related income.
Deferral would still be allowed for income of certain
independent traders and refiners.

jers anA Ar-nnigit-inne, Tax incentives for
vuipPOrare meryer§ anu acquisitions are reduced, with
transitional rules for specific situations.

Other Provisions

o)

The conference agreement increases unemployment
compensation benefits for certain long-term unemployed
workers. The threshold above which unemployment
benefits are subject to ir >me tax is lowered to
$12,000 ($18,000 on a joint return).

Airport and airway user taxes are increased to provide
funds for airport and airway system development.

The targeted jobs tax credit is extended for 2 years,
and modified to encourage summer youth ployment.

The bill extends the FICA hospital insurance tax and
Medicare benefits to Federal employees.

1 ! !

t .

Act wage base is 1increase._ __ . .,__.. .. . 2
Federal tax rate, after the credit for state taxes, is
increased from .7 to .8 percent.
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The telepl 1e excise f t is raf :d to 3 percent in
1333, 1984 and 1985. The tax will terminate after
5‘

The present Federal excise tax on cigarettes is
increased from 8 to 16 cents per pack. This
increase sunsets on September 30, 1985.

An extension of time is allowed for refunds of certain
excise taxes for buses.’

The special Trans-Alaska Pipeline stem adjustment
under the windfall profit tax is repealed.

Tax-exempt status for certain veterans organizations
and amateur athletic organizations is provided.

The bill extends for two additional years the income
tax exclusion for National Research Service Awards.

The bill extends the annual accrual accounting method
to certain farming partnerships.

yments legal under the Foreign Corrupt Practices Act
will be allowed a business expense deduction.

Broader debt management authority is provided to the
Secretary of the Treasury, including discretion to set

yields on U.S. savings bonds.

Beginning March 1, 1983, taxpayers who prevail in tax
litigation where the government has been unreasonable
are entitled to an award of attorneys' fees of up to
$25,000. Wwhere a taxpayer brings an action primarily
for delay or takes a frivolous or groundless position,
the Tax Court is authorized to award the government
damages of up to $5000.

Minor adjustments are made in the treatment of
personal holding ¢ panies and Alaska Native

Corporations.



TALKING POINTS ¥ TAX BILL

T™he Deficit and Taxes

3

© This Administration is committed to reducing budget deficits,

but in a way that preserves incentives for savings and
" investment and the integrity of our basic economic recovery
pr¢ ram. The primary means of reducing these deficits is to
reduce the overall size of the federal government by cutting
expenditures. Nonetheless, the Administration recognizes that
what expenditures remain must be paid for -- either by
taxpayers today or taxpayers tomorrow. Without the tax bill,
future deficits would simply be too large, choking off
economic growth.

The issue of the deficit concerns the means of financing the
government, not the size of the govermment. Government
borrowing is a drain on our pital markets. A central goal
of this Administration is to foster economic growth through
new investments in physical capital. Consistent large
government borrowing that soaks up new savings available for
real investment runs directly counter to that goal.

Comparison with the Fronomic Rernverv Tax Act of 1981

© The tax bill is carefully crafted to preserve the incentives

for saving and investment contained in the Administration's
economic program. Most impc i *ly, the bill leaves intact
the basic tax cuts for individuals as passed in the Economic
Recovery Tax Act of 1981.

There is an important difference between the rate reductions
established in ERTA and the tax revisions in this tax bill.
Rate reductions help res ’re incentives to the economy. The
changes in this bill help insure that any remaining tax burden
is distributed fairly and efficiently.

~- PFairr 18 is enhanced because the bill helps eliminate
special tax breaks which are available only to some
individuals or some businesses. The bill will have little
or no effect on the majority of individual taxpayers.

-- EBfficiency is improved because tax rates across sectors or
wt 3
r uasir
- , also tends to interfere in
their choice of goods to produce or consume. This makes
the economy less efficient and less likely to produce
those goods which provide the greatest value for the least

cost.
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© The provisions of the bill can ! broken down into four
mponents. Over B0 percent of the increased tax revenues
.come from improvements in tax llection and base broadening
measures.

(1) Compliance and Collection Measures account for about 32
percent of the revenues.

(2) Removal of obsolete incentives and the elimination of
tax abuses, account for about 49 percent of the
revenues.

(3) New Personal Taxes account for about 17 percent of the
revenues.

(4) New Business Taxes account for about 2 percent of the
revenues.

(Though only about 2 percent of the revenues come from new
business taxes, a large amount of the base broadening
measures directly affect busi e28s. Overall about half of the
increased revenues are business taxes.)

© The femnlianca and ection 18 are designed > collect
taxes iium wuvse Wau vulrently uwe wiem, but do not pay them.
Penalties will be raised for those who underreport their
income. Some businesses will be made to pay their taxes on a
more current basis, but no faster than most individuals pay
already. Reports will be sent to the government on income
which is often underreported such as gains on sales of stocks
and on other income; these reports will be little different
from reports that are now sent for most individuals on their
wages, dividends and interest.

o0 Despite what has been reported, withholding on interest and
dividends will not impose any new tax on anyone. It is
designed only to insure that taxes are collected from everyone
who owes those taxes. 1Individuals who pay their taxes
currently will get the entire amount of withheld dollars back,

) B . oo 1 oo or

== Because withholding increases tax collections only for
those who do not currently report their interest and
dividends, it will not be a savings disincentive. For
honest taxpayers, the interest lost on additional 1 thheld
dollars, if any, will be trivial. For example, the yield
on an asset earning 9.00 pe: :nt 1141 »xduced _ 5/100
of one percent to 8.95 percent.














