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"THE OUTLOOK FOR TAX REFORM" 

ADDRESS BY THE HONORABLE SPARK M- MATSUNAGA 

UNITED STATES SENATOR 

BEFORE THE AMERICAN SOCIETY OF ASSOCIATION EXECUTIVES 

Sheraton Grand Hotel - Auditorium 

Tuesday, March 26, 1985

Thank you, George (Webster), for your most generous 

introduction. I am always comforted by a proper introduction 

BECAUSE HERE IN WASHINGTON I AM TOO OFTEN MISTAKEN FOR A FOREIGN 

diplomat. [Haig story]

Tax reform is an issue very much on the front burner here 

ON THE HILL THIS SPRING FOR GOOD REASONS* IT IS ALSO AN ISSUE 

HIGH ON THE POLITICAL AGENDA OF THE MAN”AND”WOMAN ON THE STREET. 

According to U. S. News & World Report of this week, 79-3 percent 

of Americans favor major reforms in the income tax system and 

55-4 percent support a flat tax with fewer brackets and fewer 

DEDUCTIONS. THE REPORT IS BASED ON A RANDOM SURVEY OF 1,542 

PEOPLE-

This morning the House Ways and Means Committee held its

SECOND HEARING ON HOW TO SIMPLIFY THE TAX CODE- As YOU ALL KNOW,
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THE STARTING POINT FOR THIS DISCUSSION IS THE PROPOSAL MADE LAST 

November by the Treasury Department to reform the federal income 

TAX SYSTEM IN RECOGNITION OF THE WIDE-SPREAD FEELING THAT AN 

OVER-HAUL IS LONG OVER"DUE- THE TREASURY PROPOSAL IS BASICALLY A 

MODIFIED FLAT RATE SYSTEM WITH THREE INDIVIDUAL INCOME TAX RATES 

OF 15%, 25%, AND 35%, ALONG WITH THE ELIMINATION OF MANY 

DEDUCTIONS, CREDITS AND EXCLUSIONS-

IN THE CORPORATE AREA, THE PROPOSAL WOULD IMPOSE A FLAT 

RATE OF 33% ON CORPORATE INCOME AND ELIMINATE MOST BUSINESS 

DEDUCTIONS, THE NET RESULT WOULD BE AN INCREASED CORPORATE TAX 

BURDEN-

Also on the table is the so-called "fair tax" bill 

INTRODUCED BY SENATOR BILL BRADLEY OF NEW JERSEY AND 

Representative Richard Gephardt of Missouri, both Democrats, 

WHICH WOULD IMPOSE RATES OF 14%, 26%, AND 30% ON INDIVIDUAL 

INCOME AND A 30% TAX ON CORPORATE INCOME- IN THE SAME VEIN, 

Senator Bob Kasten of Wisconsin and Representative Jack Kemp of 

New York, both Republicans, have introduced the "Fair and Simple

Tax" or FAST bill, which would impose a flat rate of 25% on



3

INDIVIDUAL INCOME AND A 30% RATE ON CORPORATE INCOME ABOVE 

$50,000­

Speaking as the Ranking Democrat on the Subcommittee on 

Taxation and Debt Management of the Senate Finance Committee, I 

AM ALL FOR THE IDEA OF SIMPLIFYING THE TAX CODE, BUT SUCH AN 

OBJECTIVE IS EASIER TO EXPRESS THAN TO ACHIEVE- A SIMPLE TAX MAY 

NOT BE FAIR AND A FAIR TAX MAY NOT BE SIMPLE- To REFORM THE TAX 

CODE IS INDEED A MAJOR UNDERTAKING- REFORM MEANS DESIGNING A 

SYSTEM FAIR. TO THE TAXPAYER, EFFICIENT FOR THE FEDERAL GOVERNMENT 

IN TERMS OF RAISING REVENUES, AND SIMPLE TO UNDERSTAND, COMPLY 

WITH AND ADMINISTER- To ACHIEVE THIS WILL REQUIRE STRONG 

Presidential leadership in getting such legislation through the 

Congress- Its a possibility, but only if the President takes an 

ACTIVE PERSONAL ROLE AS HE HAS TO WIN HIS MX MISSILES- To DATE 

the White House has not indicated how much or what part of the 

Treasury Department's proposal the President really wants- It 

appears the proposal was sent up to the Hill as a trial balloon-

The new Treasury Secretary, Jim Baker, is engaged with his

people in reviewing the Treasury proposal of former Secretary
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Don Regan, who now must consider it from a new perspective as 

White House chief of staff- Indications are that a new proposal 

MAY BE SENT TO THE HILL ON OR ABOUT MAY 1 BY WHICH TIME THE 

Fiscal Year 1986 budget process should be well along- However, 

NOTHING IS YET DEFINITE-

The form of any submission to Congress should be a tip-off 

AS TO THE SERIOUSNESS OF THE PRESIDENT'S INTENTIONS- If IT 

SHOULD TAKE THE FORM OF A SERIES OF GENERAL RECOMMENDATIONS OR 

GUIDELINES IN NON“BILL FORM, WE CAN ONLY CONCLUDE THAT THE 

President's commitment to major tax reform is a weak one- A 

PROPOSAL IN SPECIFIC BILL FORM WOULD INDICATE A STRONG 

COMMITMENT.

In ANY CASE, THE TAX REFORM PROCESS, IF IT IS TO GAIN ANY 

TRACTION MUST BEGIN IN THE HOUSE- At TODAY'S HEARINGS AND OTHER 

PUBLIC FORUMS, CONGRESSMAN DAN ROSTENKOWSKI, CHAIRMAN OF THE WAYS 

and Means Committee, clearly indicated that he would be willing 

TO DRAFT TAX REFORM LEGISLATION IF THE PRESIDENT SHOULD SUPPORT 

THE EFFORT OPENLY- THE CHAIRMAN HAS ALSO MADE IT CLEAR THAT ALL

TAX PREFERENCES MUST BE ON THE TABLE IF AN OVERHAUL IS TO
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succeed- Hence, he has called on the business community to work 

with the Congress and the Administration in the undertaking- 

This, of course, is where you of the business sector come in- We 

NEED TO KNOW HOW THE VARIOUS PROPOSALS PRESUMABLY WILL AFFECT 

YOUR VARIOUS MEMBERSHIPS THROUGHOUT THE PRIVATE SECTOR AND, 

INDEED, IN THE NON-PROFIT SECTOR AS WELL, BECAUSE OF THE IMPACT 

ON CURRENTLY TAX-DEDUCTIBLE CONTRIBUTIONS-

I HAVE READ A LOT ABOUT OBJECTIONS IN TERMS OF SPECIFIC 

INDUSTRIES, SUCH AS OIL DRILLING, AND CONCERNS EXPRESSED BY 

ORGANIZED CHARITIES AND CULTURAL ORGANIZATIONS- At THE SAME 

TIME, WE LAWMAKERS HAVE HEARD FROM PROFESSIONAL ANALYSTS WHO SAY 

THE TAX SYSTEM HAS REACHED A POINT WHERE BUSINESS DECISIONS ARE 

DISTORTING THE FLOW OF AVAILABLE INVESTMENT MONEY INTO 

UNPRODUCTIVE CHANNELS BECAUSE THESE DECISIONS ARE PREMISED MORE 

ON TAX CONSIDERATIONS THAN SOUND ECONOMICS- ALSO IT IS ARGUED 

THAT NO ONE REALLY KNOWS HOW SPECIFIC INDUSTRIES AND 

ORGANIZATIONS WILL BE AFFECTED BECAUSE OUR ANALYTICAL METHODS 

AREN T DESIGNED WITH THE ASSUMPTIONS INHERENT IN THE TREASURY'S

PROPOSAL IN MIND-
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However, I will have to say that it is this very point 

THAT MAKES ME CAUTIOUS ABOUT REFORM- THE LONGER 1 AM ON THE HILL 

THE MORE IMPRESSED I BECOME ABOUT THE RESILIENCE AND CREATIVITY 

of American business people, once they know the rules of the game 

TO BE FIRM- BY THE SAME TOKEN I AM CHAGRINNED BY THE ECONOMIC 

CONSEQUENCES OF THE POLITICAL UNCERTAINTIES GENERATED IN THIS 

TOWN, SUCH AS INCESSANT TAX CHANGES AND TAX CODE TINKERING- I AM 

ESPECIALLY DISTURBED BY THE WAY CONSTANT CHANGES IN OUR TAX CODE 

PRODUCE CHILLING EFFECTS ON BUSINESS INVESTMENT STRATEGIES OF 

SMALL AND EMERGING NEW BUSINESSES AND EVEN THE LARGEST BUSINESSES 

WHEN THEY ARE ATTEMPTING TO TRY SOMETHING NEW- WHILE I REALIZE 

THAT THESE ARE SYMPTOMS OF A DISEASE THE REFORM PROPONENTS ARE 

TRYING TO CURE, I WONDER WHETHER THE MEDICINE WILL ONLY PRODUCE 

NEW TRAUMA FOR THEIR INTENDED PATIENTS-

In THIS CONNECTION, 1 AM HEARTENED BY THE RECENT JOINT 

STATEMENT OF CHAIRMAN RoSTENKOWSKI AND SENATE FINANCE COMMITTEE 

Chairman Bob Packwood of Oregon that tax reform legislation will 

NOT HAVE AN IMPACT ON EXISTING INVESTMENTS- THIS STATEMENT WAS

INTENDED CLEARLY TO ALLEVIATE THE CHILLING EFFECT THAT THE
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Treasury proposal immediately had on private investment following 

its November release- At the same time, this statement 

emphasized the prerogative of the Congress to set the effective 

dates of any legislation-

Also, I am convinced that establishing a "level playing 

field for capital formation in our society is by no means as 

SIMPLE AS some FREE MARKET ADVOCATES WOULD HAVE US BELIEVE- THE 

TAX CODE DID NOT GROW TO ITS PRESENT STAGE OF COMPLEXITY MERELY 

BECAUSE OF THE PASSAGE OF TIME OR THE PRESENCE OF LOBBYISTS HERE 

in Washington-. It has been a response to perceived questions of 

equity as well as a perceived need to pursue social objectives 

UPON WHICH THERE HAS BEEN NATIONAL AGREEMENT­

Examples are numerous- Consider the subject of employee 

BENEFITS, WHICH WILL BE DEBATED STRONGLY IN THE CONTEXT OF TAX 

REFORM- The federal tax laws, as they relate to employee 

BENEFITS, WERE CHANGED MARKEDLY DURING THE PAST FOUR YEARS- THE 

1981 Economic Recovery Tax Act made the Individual Retirement 

Account or IRAs more readily available to persons as an incentive

for RETIREMENT SAVINGS- THE CONGRESS IN THE 1982 TAX EQUITY AND
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Fiscal Responsibility Act made a number of changes to tax 

QUALIFIED PENSION PLANS- LAST YEAR, THROUGH THE MECHANISM OF THE 

Deficit Reduction Act of 1980, Congress took a more decisive step 

toward addressing the issue of employee fringe benefits in more 

THAN A PIECEMEAL FASHION­

IN ATTEMPTING TO ADDRESS THE ISSUE OF TAX-FREE NON-CASH 

FRINGES OFFERED TO EMPLOYEES BY THEIR EMPLOYERS, CONGRESSIONAL 

LAWMAKERS WERE MOTIVATED BY A NUMBER OF OBJECTIVES- FIRST, THERE 

WAS THE INTENTION TO LEGITIMIZE A NUMBER OF THE FRINGE BENEFIT 

PRACTICES WHICH WERE SEEN AS HAVING A PROPER BUSINESS PURPOSE, 

BUT WHICH HAD BEEN CLOUDED BY A MORATORIUM ON CERTAIN IRS 

REGULATIONS IMPOSED BACK IN 1978- THE SECOND MAJOR OBJECTIVE WAS 

TO PROVIDE CLEAR GUIDELINES FOR TAXING FRINGE BENEFITS IN ORDER 

TO ELIMINATE "THE INEQUITIES, CONFUSION AND ADMINISTRATIVE 

DIFFICULTIES FOR BUSINESSES, EMPLOYEES, AND THE IRS--." TO QUOTE 

THE House Ways and Means Report on the legislation- Congress was 

CLEARLY CONCERNED THAT IN THE ABSENCE OF WELL-DEFINED LIMITS FOR 

NON CASH COMPENSATION, THE INCOME TAX BASE WOULD BE FURTHER

ERODED WHILE AT THE SAME TIME A DISPROPORTIONATE TAX BURDEN WOULD
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BE BORNE BY THOSE WHOSE COMPENSATION IS ONLY, OR VIRTUALLY 

ENTIRELY, IN THE FORM OF CASH.

The 1984 Deficit Reduction Act specifically defines the 

NON-CASH FRINGE BENEFITS WHICH ARE EXCLUDABLE FROM GROSS INCOME- 

The SIGNIFICANCE OF THESE TAX ACTIONS LAST YEAR IS NOT THE 

DELINEATION OF EXCLUDABLE FRINGES, BUT THE TREATMENT OF OTHER 

FRINGES NOT SPECIFICALLY EXCLUDED UNDER THIS ACT - ANY FRINGE 

BENEFIT WHICH IS NOT EXCLUDED UNDER THIS ACT AND IS NOT 

STATUTORILY EXCLUDED UNDER ANOTHER PROVISION OF THE INTERNAL 

Revenue Code will be taxable to the employee- The real 

SIGNIFICANCE OF THESE RULES IS THAT NEW EMPLOYER-PROVIDED FRINGE 

BENEFITS WHICH DO NOT PROPERLY FIT WITHIN THESE CATEGORIES WILL 

BE CONSIDERED TAXABLE COMPENSATION WHEN THEY ARE PROVIDED IN A 

NON-CASH FORM. THIS LEGISLATION AS IT RELATES TO FRINGE BENEFITS 

REAFFIRMS THE ALL INCLUSIVE NATURE OF GROSS INCOME, ABSENT 

SPECIFIC STATUTORY EXCLUSIONS.

NOW THESE MATTERS ARISE ANEW IN THE CONTEXT OF TAX REFORM.

The Treasury Department's proposal provides for the repeal of the

exclusion from income of most statutory fringe benefits
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Treasury officials concede that policies to ensure retirement 

SECURITY AND ESSENTIAL HEALTH CARE JUSTIFY TAX INCENTIVES TO 

ENCOURAGE EMPLOYEES AND EMPLOYERS TO PROVIDE FOR THESE ITEMS- 

They assert, however, that the use of the tax system for 

non-essential employer-provided fringe benefits reduces economic 

efficiency and forces higher than necessary marginal tax rates. 

Their basic premise is that fringe benefits provided by employers 

SHOULD NOT BE TREATED ANY MORE FAVORABLY THAN EMPLOYEE CONSUMED 

ITEMS WITH AFTER-TAX FUNDS- ACCORDINGLY, THE TREASURY PLAN WOULD 

LIMIT THE TAX FREE STATUS OF EMPLOYER-PROVIDED HEALTH INSURANCE, 

REPEAL THE EXCLUSION FOR EMPLOYER-PROVIDED LIFE INSURANCE, REPEAL 

THE EXCLUSION FOR EMPLOYER-PROVIDED LEGAL AND EDUCATIONAL 

ASSISTANCE, AND REPEAL THE EXCLUSION FOR EMPLOYER"PROVIDED 

cafeteria" benefit plans- Clearly the tax writing committees in 

Congress will be going over this ground once more in considering 

the Treasury's recommendation- The major issues are the effect 

OF THE BENEFIT PLANS ON FEDERAL REVENUES, THE EQUITABLE 

DISTRIBUTION OF THE BENEFITS, AND, OF COURSE, THE APPROPRIATENESS

OF THE TAX CODE AS A VEHICLE FOR SOCIAL POLICY-
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My personal perspective on the tax code in this regard, 

THAT IS, AS A VEHICLE FOR FORMULATING SOCIAL POLICY, IS REFLECTED 

IN THE FACT THAT I HAVE BEEN THE LEADING PROPONENT OF RENEWABLE 

ENERGY TAX CREDITS FOR BUSINESSES, AS SOME OF YOU MAY KNOW- THE 

Senate last year approved a three year extension of the renewable 

business energy tax credits, which expires on December 31, 1985, 

AT THE CURRENT CREDIT LEVELS IN ITS VERSION OF THE DEFICIT 

Reduction Act of 1984- The Senate also approved an amendment 

WHICH I PROPOSED TO PROVIDE A FOURTH YEAR OF CREDITS THROUGH 1989 

FOR SOLAR, WIND, GEOTHERMAL AND OCEAN THERMAL PROJECTS IF CERTAIN 

COMMITMENTS WERE MADE PRIOR TO DECEMBER 31, 1988- UNFORTUNATELY, 

the House conferees rejected the Senate amendments and refused to 

agree to any extension of the tax credits. The House conferees 

INSISTED THAT SINCE THEY HAD NOT HELD HEARINGS ON THE RENEWABLE 

BUSINESS ENERGY CREDIT EXTENSION AND THERE WERE NO COMPARABLE 

PROVISIONS IN THE HOUSE BILL, THESE CREDITS COULD NOT BE EXTENDED 

IN THE LAST SESSION- CHAIRMAN ROSTENKOWSKI STATED THAT THERE WAS 

NO NEED TO EXTEND THE CREDITS IN 1984 WHEN THEY DO NOT EXPIRE

UNTIL THE END OF THIS YEAR, A PRIME EXAMPLE OF POLITICAL
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UNCERTAINTY GENERATING AN INVESTMENT CHILL- NEEDLESS TO SAY, I 

WAS SORELY DISAPPOINTED BY THE POSITION TAKEN BY THE HOUSE 

CONFEREES­

Unless the entire business tax code is rewritten from 

SCRATCH, THESE IMPORTANT TAX CREDITS NEED TO BE EXTENDED IN THIS 

SESSION- A WELL DEVELOPED ALTERNATIVE ENERGY BASE FOR THIS 

COUNTRY IS ABSOLUTELY NECESSARY TO THE PRESERVATION OF A SOUND 

ECONOMY, AS EVENTS OVERSEAS AND HERE AT HOME AMPLY DEMONSTRATED 

in the 1970's- Tax policy led to our over-reliance on fossil 

FUELS FOR OUR ENERGY SUPPLY IN THE PAST- It IS A TOOL THAT 

CANNOT BE IGNORED TO RECTIFY THIS SITUATION AT THIS POINT IN OUR 

HISTORY. Here I AM NOT CALLING for A TAX CHANGE, ONLY preserving 

THE STATUS QUO WHILE NEW ENERGY TECHNOLOGIES TAKE HOLD­

In conclusion, let me reiterate the need for all of you to 

FOLLOW THE TAX REFORM DEBATE IN CONGRESS CLOSELY SO THAT YOU CAN 

KEEP your lawmakers informed on the probable consequences of 

SPECIFIC PROPOSALS, AS WE WORK TOGETHER TOWARD THE COMMON 

OBJECTIVE OF A SIMPLER AND MORE EQUITABLE TAX SYSTEM FOR ALL 

taxpayers- Thank you for this opportunity to address you today-

# # #
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ADDRESS BY THE HONORABLE SPARK M- MATSUNAGA 

UNITED STATES SENATOR 

BEFORE THE AMERICAN SOCIETY OF ASSOCIATION EXECUTIVES 

Sheraton Grand Hotel - Auditorium 

Tuesday, March 26, 1985

Thank you, George (Webster), for your most generous 

INTRODUCTION* I AM ALWAYS COMFORTED BY A PROPER INTRODUCTION 

BECAUSE HERE IN WASHINGTON I AM TOO OFTEN MISTAKEN FOR A FOREIGN 

diplomat. [Haig story]

Tax reform is an issue very much on the front burner here 

ON THE HILL THIS SPRING FOR GOOD REASONS- It IS ALSO AN ISSUE 

HIGH ON THE POLITICAL AGENDA OF THE MAN"AND-WOMAN ON THE STREET­

According to U- S- News & World Report of this week, 79-3 percent 

of Americans favor major reforms in the income tax system and 

55-A PERCENT SUPPORT A FLAT TAX WITH FEWER BRACKETS AND FEWER 

DEDUCTIONS. THE REPORT IS BASED ON A RANDOM SURVEY OF 1,5^42 

PEOPLE-

This morning the House Ways and Means Committee held its

SECOND HEARING ON HOW TO SIMPLIFY THE TAX CODE- As YOU ALL KNOW,
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THE STARTING POINT FOR THIS DISCUSSION IS THE PROPOSAL MADE LAST 

November by the Treasury Department to reform the federal income 

TAX SYSTEM IN RECOGNITION OF THE WIDE“SPREAD FEELING THAT AN 

OVER-HAUL IS LONG OVER"DUE- THE TREASURY PROPOSAL IS BASICALLY A 

MODIFIED FLAT RATE SYSTEM WITH THREE INDIVIDUAL INCOME TAX RATES 

OF 15%, 25%, AND 35%, ALONG WITH THE ELIMINATION OF MANY 

DEDUCTIONS, CREDITS AND EXCLUSIONS-

In THE CORPORATE AREA, THE PROPOSAL WOULD IMPOSE A FLAT 

RATE OF 33% ON CORPORATE INCOME AND ELIMINATE MOST BUSINESS 

DEDUCTIONS, THE NET RESULT WOULD BE AN INCREASED CORPORATE TAX 

BURDEN-

Also on the table is the so-called "fair tax" bill 

INTRODUCED BY SENATOR BlLL BRADLEY OF NEW JERSEY AND 

Representative Richard Gephardt of Missouri, both Democrats, 

WHICH WOULD IMPOSE RATES OF 10%, 26%, AND 30% ON INDIVIDUAL 

INCOME AND A 30% TAX ON CORPORATE INCOME- IN THE SAME VEIN, 

Senator Bob Kasten of Wisconsin and Representative Jack Kemp of 

New York, both Republicans, have introduced the "Fair and Simple

Tax" or FAST bill, which would impose a flat rate of 25% on
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INDIVIDUAL INCOME AND A 30% RATE ON CORPORATE INCOME ABOVE 

$50,000­

Speaking as the Ranking Democrat on the Subcommittee on 

Taxation and Debt Management of the Senate Finance Committee, I 

AM ALL FOR THE IDEA OF SIMPLIFYING THE TAX CODE, BUT SUCH AN 

OBJECTIVE IS EASIER TO EXPRESS THAN TO ACHIEVE- A SIMPLE TAX MAY 

NOT BE FAIR AND A FAIR TAX MAY NOT BE SIMPLE- To REFORM THE TAX 

CODE IS INDEED A MAJOR UNDERTAKING- REFORM MEANS DESIGNING A 

SYSTEM FA IR TO THE TAXPAYER, EFFICIENT FOR THE FEDERAL GOVERNMENT 

IN TERMS OF RAISING REVENUES, AND SIMPLE TO UNDERSTAND, COMPLY 

WITH AND ADMINISTER. To ACHIEVE THIS WILL REQUIRE STRONG 

Presidential leadership in getting such legislation through the 

Congress- Its a possibility, but only if the President takes an 

active personal role as he has to win his MX MISSILES. To DATE 

the White House has not indicated how much or what part of the 

Treasury Department's proposal the President really wants. It 

appears the proposal was sent up to the Hill as a trial balloon.

The new Treasury Secretary, Jim Baker, is engaged with his

PEOPLE IN REVIEWING THE TREASURY PROPOSAL OF FORMER SECRETARY
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Don Regan, who now must consider it from a new perspective as 

White House chief of staff. Indications are that a new proposal 

may be sent to the hill on or about May 1 by which time the 

Fiscal Year 1986 budget process should be well along. However, 

NOTHING IS YET DEFINITE.

The form of any submission to Congress should be a tip-off 

AS TO THE SERIOUSNESS OF THE PRESIDENT'S INTENTIONS- If IT 

SHOULD TAKE THE FORM OF A SERIES OF GENERAL RECOMMENDATIONS OR 

GUIDELINES IN NON“BILL FORM, WE CAN ONLY CONCLUDE THAT THE 

President's commitment to major tax reform is a weak one- A 

PROPOSAL IN SPECIFIC BILL FORM WOULD INDICATE A STRONG 

COMMITMENT.

In any case, the tax REFORM process, if it is to gain any 

TRACTION MUST BEGIN IN THE HOUSE- At TODAY'S HEARINGS AND OTHER 

PUBLIC FORUMS, CONGRESSMAN DAN ROSTENKOWSKI, CHAIRMAN OF THE WAYS 

and Means Committee, clearly indicated that he would be willing 

TO DRAFT TAX REFORM LEGISLATION IF THE PRESIDENT SHOULD SUPPORT 

THE EFFORT OPENLY- THE CHAIRMAN HAS ALSO MADE IT CLEAR THAT ALL

TAX PREFERENCES MUST BE ON THE TABLE IF AN OVERHAUL IS TO
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succeed- Hence, he has called on the business community to work 

with the Congress and the Administration in the undertaking- 

This, of course, is where you of the business sector come in- We 

NEED TO KNOW HOW THE VARIOUS PROPOSALS PRESUMABLY WILL AFFECT 

YOUR VARIOUS MEMBERSHIPS THROUGHOUT THE PRIVATE SECTOR AND, 

INDEED, IN THE NON-PROFIT SECTOR AS WELL, BECAUSE OF THE IMPACT 

ON CURRENTLY TAX-DEDUCTIBLE CONTRIBUTIONS-

I HAVE READ A LOT ABOUT OBJECTIONS IN TERMS OF SPECIFIC 

INDUSTRIES, SUCH AS OIL DRILLING, AND CONCERNS EXPRESSED BY 

ORGANIZED CHARITIES AND CULTURAL ORGANIZATIONS- At THE SAME 

TIME, WE LAWMAKERS HAVE HEARD FROM PROFESSIONAL ANALYSTS WHO SAY 

THE TAX SYSTEM HAS REACHED A POINT WHERE BUSINESS DECISIONS ARE 

DISTORTING THE FLOW OF AVAILABLE INVESTMENT MONEY INTO 

UNPRODUCTIVE CHANNELS BECAUSE THESE DECISIONS ARE PREMISED MORE 

ON TAX CONSIDERATIONS THAN SOUND ECONOMICS- ALSO IT IS ARGUED 

THAT NO ONE REALLY KNOWS HOW SPECIFIC INDUSTRIES AND 

ORGANIZATIONS WILL BE AFFECTED BECAUSE OUR ANALYTICAL METHODS 

AREN'T DESIGNED WITH THE ASSUMPTIONS INHERENT IN THE TREASURY'S

PROPOSAL IN MIND-
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However, 1 will have to say that it is this very point 

that MAKES ME CAUTIOUS ABOUT REFORM. The LONGER I AM ON THE HILL 

THE MORE IMPRESSED I BECOME ABOUT THE RESILIENCE AND CREATIVITY 

of American business people, once they know the rules of the game 

TO BE FIRM- BY THE SAME TOKEN I AM CHAGRINNED BY THE ECONOMIC 

CONSEQUENCES OF THE POLITICAL UNCERTAINTIES GENERATED IN THIS 

TOWN, SUCH AS INCESSANT TAX CHANGES AND TAX CODE TINKERING- I AM 

ESPECIALLY DISTURBED BY THE WAY CONSTANT CHANGES IN OUR TAX CODE 

PRODUCE CHILLING EFFECTS ON BUSINESS INVESTMENT STRATEGIES OF 

SMALL AND EMERGING NEW BUSINESSES AND EVEN THE LARGEST BUSINESSES 

WHEN THEY ARE ATTEMPTING TO TRY SOMETHING NEW- WHILE I REALIZE 

THAT THESE ARE SYMPTOMS OF A DISEASE THE REFORM PROPONENTS ARE 

TRYING TO CURE, I WONDER WHETHER THE MEDICINE WILL ONLY PRODUCE 

NEW TRAUMA FOR THEIR INTENDED PATIENTS-

IN THIS CONNECTION, I AM HEARTENED BY THE RECENT JOINT 

STATEMENT OF CHAIRMAN ROSTENKOWSKI AND SENATE FINANCE COMMITTEE 

Chairman Bob Packwood of Oregon that tax reform legislation will 

NOT HAVE AN IMPACT ON EXISTING INVESTMENTS- THIS STATEMENT WAS

INTENDED CLEARLY TO ALLEVIATE THE CHILLING EFFECT THAT THE
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Treasury proposal immediately had on private investment following 

its November release* At the same time, this statement 

emphasized the prerogative of the Congress to set the effective 

DATES OF ANY LEGISLATION*

Also, I am convinced that establishing a "level playing 

FIELD FOR CAPITAL FORMATION IN OUR SOCIETY IS BY NO MEANS AS 

SIMPLE AS SOME FREE MARKET ADVOCATES WOULD HAVE US BELIEVE* THE 

TAX CODE DID NOT GROW TO ITS PRESENT STAGE OF COMPLEXITY MERELY 

BECAUSE OF THE PASSAGE OF TIME OR THE PRESENCE OF LOBBYISTS HERE 

in Washington. It has been a response to perceived questions of 

EQUITY AS WELL AS A PERCEIVED NEED TO PURSUE SOCIAL OBJECTIVES 

UPON WHICH THERE HAS BEEN NATIONAL AGREEMENT.

Examples are numerous. Consider the subject of employee 

benefits, which will be debated strongly in the context of tax 

reform. The federal tax laws, as they relate to employee 

BENEFITS, WERE CHANGED MARKEDLY DURING THE PAST FOUR YEARS- THE 

1981 Economic Recovery Tax Act made the Individual Retirement 

Account or IRAs more readily available to persons as an incentive

for retirement savings- The Congress in the 1982 Tax Equity and



8

Fiscal Responsibility Act made a number of changes to tax 

QUALIFIED PENSION PLANS- LAST YEAR, THROUGH THE MECHANISM OF THE 

Deficit Reduction Act of 1980, Congress took a more decisive step 

TOWARD ADDRESSING THE ISSUE OF EMPLOYEE FRINGE BENEFITS IN MORE 

THAN A PIECEMEAL FASHION­

In attempting to address the issue OF TAX-FREE non-cash 

FRINGES OFFERED TO EMPLOYEES BY THEIR EMPLOYERS, CONGRESSIONAL 

LAWMAKERS WERE MOTIVATED BY A NUMBER OF OBJECTIVES- FlRST, THERE 

WAS THE INTENTION TO LEGITIMIZE A NUMBER OF THE FRINGE BENEFIT 

PRACTICES WHICH WERE SEEN AS HAVING A PROPER BUSINESS PURPOSE, 

BUT WHICH HAD BEEN CLOUDED BY A MORATORIUM ON CERTAIN IRS 

REGULATIONS IMPOSED BACK IN 1978- THE SECOND MAJOR OBJECTIVE WAS 

TO PROVIDE CLEAR GUIDELINES FOR TAXING FRINGE BENEFITS IN ORDER 

TO ELIMINATE "THE INEQUITIES, CONFUSION AND ADMINISTRATIVE 

DIFFICULTIES FOR BUSINESSES, EMPLOYEES, AND THE IRS..." TO QUOTE 

THE House Ways and Means Report on the legislation- Congress was 

CLEARLY CONCERNED THAT IN THE ABSENCE OF WELL-DEFINED LIMITS FOR 

NON-CASH COMPENSATION, THE INCOME TAX BASE WOULD BE FURTHER

ERODED WHILE AT THE SAME TIME A DISPROPORTIONATE TAX BURDEN WOULD
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BE BORNE BY THOSE WHOSE COMPENSATION IS ONLY, OR VIRTUALLY 

ENTIRELY, IN THE FORM OF CASH-

The 1980 Deficit Reduction Act specifically defines the 

NON-CASH FRINGE BENEFITS WHICH ARE EXCLUDABLE FROM GROSS INCOME- 

The significance of these tax actions last year is not the 

DELINEATION OF EXCLUDABLE FRINGES, BUT THE TREATMENT OF OTHER 

FRINGES NOT SPECIFICALLY EXCLUDED UNDER THIS ACT- ANY FRINGE 

BENEFIT WHICH IS NOT EXCLUDED UNDER THIS ACT AND IS NOT 

STATUTORILY EXCLUDED UNDER ANOTHER PROVISION OF THE INTERNAL 

Revenue Code will be taxable to the employee- The real 

SIGNIFICANCE OF THESE RULES IS THAT NEW EMPLOYER-PROVIDED FRINGE 

BENEFITS WHICH DO NOT PROPERLY FIT WITHIN THESE CATEGORIES WILL 

BE CONSIDERED TAXABLE COMPENSATION WHEN THEY ARE PROVIDED IN A 

NON-CASH FORM- THIS LEGISLATION AS IT RELATES TO FRINGE BENEFITS 

REAFFIRMS THE ALL INCLUSIVE NATURE OF GROSS INCOME, ABSENT 

SPECIFIC STATUTORY EXCLUSIONS­

NOW THESE MATTERS ARISE ANEW IN THE CONTEXT OF TAX REFORM-

The Treasury Department's proposal provides for the repeal of the

EXCLUSION FROM INCOME OF MOST STATUTORY FRINGE BENEFITS-
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Treasury officials concede that policies to ensure retirement

SECURITY AND ESSENTIAL HEALTH CARE JUSTIFY TAX INCENTIVES TO 

ENCOURAGE EMPLOYEES AND EMPLOYERS TO PROVIDE FOR THESE ITEMS- 

They assert, however, that the use of the tax system for

NON-ESSENTIAL EMP L 0 Y E R" P ROV I DED FRINGE BENEFITS REDUCES ECONOMIC

EFFICIENCY AND FORCES HIGHER THAN NECESSARY MARGINAL TAX RATES-

Their basic premise is that fringe benefits provided by employers

SHOULD NOT BE TREATED ANY MORE FAVORABLY THAN EMPLOYEE CONSUMED

ITEMS WITH AFTER-TAX FUNDS Accordingly, the Treasury plan would

LIMIT THE TAX FREE STATUS OF EMPLOYER"PROVIDED HEALTH INSURANCE, 

REPEAL THE EXCLUSION FOR EMPLOYER"PROVIDED LIFE INSURANCE, REPEAL 

THE EXCLUSION FOR EMPLOYER-PROVIDED LEGAL AND EDUCATIONAL

ASSISTANCE, AND REPEAL THE EXCLUSION FOR EMPLOYER-PROVIDED 

"cafeteria" benefit plans- Clearly the tax writing committees in 

Congress will be going over this ground once more in considering 

the Treasury's recommendation- The major issues are the effect

OF THE BENEFIT PLANS ON FEDERAL REVENUES, THE EQUITABLE

DISTRIBUTION OF THE BENEFITS, AND, OF COURSE, THE APPROPRIATENESS

OF THE TAX CODE AS A VEHICLE FOR SOCIAL POLICY-
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My personal perspective on the tax code in this regard, 

THAT IS, AS A VEHICLE FOR FORMULATING SOCIAL POLICY, IS REFLECTED 

IN THE FACT THAT I HAVE BEEN THE LEADING PROPONENT OF RENEWABLE 

ENERGY TAX CREDITS FOR BUSINESSES, AS SOME OF YOU MAY KNOW- THE 

Senate last year approved a three year extension of the renewable 

BUSINESS ENERGY TAX CREDITS, WHICH EXPIRES ON DECEMBER 31, 1985, 

AT THE CURRENT CREDIT LEVELS IN ITS VERSION OF THE DEFICIT 

Reduction Act of 1989- The Senate also approved an amendment 

WHICH I PROPOSED TO PROVIDE A FOURTH YEAR OF CREDITS THROUGH 1989 

FOR SOLAR, WIND, GEOTHERMAL AND OCEAN THERMAL PROJECTS IF CERTAIN 

COMMITMENTS WERE MADE PRIOR TO DECEMBER 31, 1988. UNFORTUNATELY, 

the House conferees rejected the Senate amendments and refused to 

AGREE TO ANY EXTENSION OF THE TAX CREDITS. THE HOUSE CONFEREES 

INSISTED THAT SINCE THEY HAD NOT HELD HEARINGS ON THE RENEWABLE 

BUSINESS ENERGY CREDIT EXTENSION AND THERE WERE NO COMPARABLE 

PROVISIONS IN THE HOUSE BILL, THESE CREDITS COULD NOT BE EXTENDED 

IN THE LAST SESSION- CHAIRMAN ROSTENKOWSKI STATED THAT THERE WAS 

NO NEED TO EXTEND THE CREDITS IN 1989 WHEN THEY DO NOT EXPIRE

UNTIL THE END OF THIS YEAR, A PRIME EXAMPLE OF POLITICAL
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UNCERTAINTY GENERATING AN INVESTMENT CHILL- NEEDLESS TO SAY, I 

WAS SORELY DISAPPOINTED BY THE POSITION TAKEN BY THE HOUSE 

CONFEREES.

Unless the entire business tax code is rewritten from 

SCRATCH, THESE IMPORTANT TAX CREDITS NEED TO BE EXTENDED IN THIS 

SESSION- A WELL DEVELOPED ALTERNATIVE ENERGY BASE FOR THIS 

COUNTRY IS ABSOLUTELY NECESSARY TO THE PRESERVATION OF A SOUND 

ECONOMY, AS EVENTS OVERSEAS AND HERE AT HOME AMPLY DEMONSTRATED 

in the 1970's. Tax policy led to our over-reliance on fossil 

FUELS FOR OUR ENERGY SUPPLY IN THE PAST- It IS A TOOL THAT 

CANNOT BE IGNORED TO RECTIFY THIS SITUATION AT THIS POINT IN OUR 

history. Here I AM not calling for a TAX CHANGE, ONLY PRESERVING 

THE STATUS QUO WHILE NEW ENERGY TECHNOLOGIES TAKE HOLD.

In conclusion, let me REITERATE the need for all of you to 

FOLLOW THE TAX REFORM DEBATE IN CONGRESS CLOSELY SO THAT YOU CAN 

KEEP YOUR LAWMAKERS INFORMED ON THE PROBABLE CONSEQUENCES OF 

SPECIFIC PROPOSALS, AS WE WORK TOGETHER TOWARD THE COMMON 

OBJECTIVE OF A SIMPLER AND MORE EQUITABLE TAX SYSTEM FOR ALL 

TAXPAYERS- THANK YOU FOR THIS OPPORTUNITY TO ADDRESS YOU TODAY.

# # #


