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"TAX REFORM: A MEW FORMULA FOR 'THE MOTHER'S MILK' OF LEASING" 

REMARKS BY THE HONORABLE SPARK M. MATSUNAGA 
UNITED STATES SENATOR

BEFORE THE AMERICAN ASSOCIATION OF EQUIPMENT LESSORS 
Marriott Marquis Hotel 

Monday, March 24, 1986 - 1:00 p-m.

Thank you, Bill (Zadrozny), for your most generous 

INTRODUCTION- It IS OF GREAT COMFORT TO ME TO BE PROPERLY 

INTRODUCED, FOR IN OUR NATION'S CAPITAL I HAVE BEEN IDENTIFIED 

MUCH TOO OFTEN AS A FOREIGN DIPLOMAT. [HAIG STORY]

In preparing for my appearance here this AFTERNOON, I 

WAS REVIEWING THE MATERIAL IN YOUR ADVERTISING SUPPLEMENT 

PUBLISHED IN THE MARCH 18tH ISSUE OF FORTUNE MAGAZINE AND MY 

EYES WERE DRAWN TO A PARAGRAPH HEADED: "BEYOND THE TAX CODE." 

It began: "While many people regard taxes as the mother's milk 

of leasing, as many non-tax leases get written every year as 

tax leases." And it continued: "While tax-oriented leases

ACCOUNT FOR MAYBE TWO-THIRDS OF THE DOLLARS IN EQUIPMENT



LEASING, NON-TAX LEASES ACCOUNT FOR ABOUT HALF THE LEASING

TRANSACT IONS-"

Because your membership has a critical role to play in 

CAPITAL FORMATION, A PROCESS IN WHICH TAX CHANGES ARE A KEY 

INFLUENCE, YOU CERTAINLY HAVE A STAKE IN THE OUTCOME OF TAX 

REFORM LEGISLATION IN WASHINGTON. BlJT TAXES MAY REMAIN 

"mother's milk" IN YOUR BUSINESS EVEN IF THE INFANT FORMULA IS 

CHANGED IN THE GUISE OF TAX REFORM-

TO BE SURE, TO REWRITE THE FEDERAL TAX CODE TO 

EFFECTUATE SIMPLICITY AND FAIRNESS IS NO EASY TASK- As YOU 

know, our Federal Constitution provides that all tax measures 

MUST ORIGINATE IN THE HOUSE OF REPRESENTATIVES- ACCORDINGLY, 

UPON THE URGING OF PRESIDENT REAGAN, THE HOUSE, BY AN 

UNPRECEDENTED VOICE VOTE, PASSED AND SENT TO THE SENATE 

H-R- 3838, the Tax Reform Act, which, ironically, the 

President in fact opposes-

The House-passed tax bill keeps the federal tax code

PROGRESSIVE IN CHARACTER AND HAS THE EFFECT OF REMOVING SOME
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SIX MILLION LOWER INCOME, NEAR POVERTY-LEVEL FAMILIES FROM THE 

TAX ROLLS- ITS LOWER RATES SHOULD HAVE THE EFFECT OF REDUCING 

THE ATTRACTION OF TAX SHELTERS AND OTHER NON-ECONOMIC, TAX- 

MOTIVATED INVESTMENTS. THE HOUSE BILL ALSO TAKES A MAJOR STEP 

TOWARDS ADDRESSING THE WIDE AND INEQUITABLE DISPARITY IN 

EFFECTIVE TAX RATES BETWEEN DIFFERENT INDUSTRIES- THE SENATE 

Finance Committee, having under consideration the House bill, 

IS NOW ENGAGED IN MARKUP SESSIONS TO MODIFY AND COMPLETE ITS 

OWN REFORM MEASURE,AS PROPOSED BY COMMITTEE CHAIRMAN BOB 

Packwood.

Let me discuss briefly some of your specific 

LEGISLATIVE CONCERNS- THEN I WOULD BE PLEASED TO RESPOND TO 

ANY QUESTIONS YOU MIGHT HAVE-

AS YOU MAY BE AWARE, UNDER THE PACKWOOD PROPOSAL, THE 

INVESTMENT TAX CREDIT WOULD BE REPEALED EFFECTIVE

March 1, 1986- One controversial aspect of this proposal would 

ALLOW 70% OF THE INVESTMENT CREDIT CARRYOVERS TO BE TREATED AS

A PAYMENT AGAINST TAXES OWED, A PROVISION WHICH WOULD RESULT
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IN A ONE-YEAR REVENUE LOSS OF $31 BILLION- I THINK THAT THIS 

PROPOSAL, WHICH HAS ALREADY BEEN THE SUBJECT OF HARSH 

CRITICISM BY SEVERAL FINANCE COMMITTEE MEMBERS, MAY BE 

CONSIDERABLY MODIFIED BEFORE THE MARKUP IS COMPLETED- THE 

MEMORY OF THE "SAFE HARBOR" LEASING ABUSES JUST A FEW YEARS 

AGO -- WHICH ALLOWED TAX BENEFITS TO BE TRANSFERRED FROM ONE 

COMPANY TO ANOTHER — REMAINS FRESH IN THE MINDS OF COMMITTEE 

MEMBERS -

AS FOR DEPRECIATION, THE PACKWOOD PACKAGE PROVIDES FOR 

A LESS GENEROUS DEPRECIATION SYSTEM FOR AUTOMOTIVE EQUIPMENT 

THAN PRESENT LAW, BUT IT MAKES NO CHANGE IN THE TREATMENT OF 

RAILROAD TRACK AND AIRCRAFT EQUIPMENT- THE PACKWOOD BILL DOES, 

HOWEVER, ALLOW PROPERTY OTHER THAN 30 YEAR REAL PROPERTY TO BE 

ELIGIBLE FOR INDEXING- I SUPPOSE THIS IS A MOVE TOWARDS A 

SYSTEM OF TRUE ECONOMIC DEPRECIATION, WHEREIN AN INFLATION

ADJUSTMENT, WHILE UNNECESSARY UNDER THE CURRENT ACCELERATED

DEPRECIATION SYSTEM, MUST BE ADDED-
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A KEY CONCERN OF YOUR ASSOCIATION, AND CAPITAL 

INTENSIVE INDUSTRIES GENERALLY, IS THE ALTERNATIVE MINIMUM TAX 

PROPOSAL AND ITS INTERRELATIONSHIP WITH GENERAL CORPORATE 

INCOME TAX RATES- As YOU KNOW, THE HOUSE BILL WOULD IMPOSE A 

25% MINIMUM CORPORATE TAX RATE, WHILE LOWERING THE ORDINARY 

CORPORATE TAX RATE FROM 46% TO 36%. THE HOUSE BILL HAS 

THEREFORE BEEN CRITICIZED FOR ESTABLISHING A TWO*TRACK 

CORPORATE TAX SYSTEM. UNDER THE HOUSE PLAN, THE ALTERNATIVE 

MINIMUM TAX, IS DESIGNED NOT ONLY TO ASSURE THE PAYMENT OF A 

FAIR MINIMUM TAX ON ECONOMIC INCOME BUT ALSO TO GENERATE 

SIGNIFICANT REVENUES FROM THE CORPORATE SECTOR. SENATOR 

Packwood's tax plan would establish a 20% minimum corporate 

TAX RATE, COUPLED WITH A MAXIMUM 35% CORPORATE TAX RATE- My 

PRELIMINARY ASSESSMENT IS THAT THIS MINIMUM CORPORATE TAX 

PROPOSAL, WHETHER IT BE 25% OR 20%, IS BOUND TO SURVIVE AS 

PART OF THE FINAL TAX REFORM PACKAGE.

Perhaps the key issue of concern to your membership, as

WELL AS TO OTHERS IN THE BUSINESS COMMUNITY, IS THAT OF THE
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EFFECTIVE DATES FOR ANY TAX CHANGES- As A MEMBER OF THE 

Senate's tax-writing committee, I have become most sympathetic 

DURING THE LAST TEN YEARS TO THE COMPLAINTS OF BUSINESS PEOPLE 

THAT FREQUENT CHANGES IN OUR TAX LAWS MAKE PLANNING FOR THE 

FUTURE AND DECISION-MAKING EXTREMELY DIFFICULT, IF NOT 

impossible. Because of this consideration, I joined ten of my 

COLLEAGUES ON THE FINANCE COMMITTEE IN URGING 

Chairman Packwood to resolve the effective date issue before 

THE BEGINNING OF MARKUP ON ANY TAX REFORM BILL. ON FRIDAY, THE 

l^TH OF THIS MONTH, FINANCE CHAIRMAN PACKWOOD AND WAYS AND 

Means Chairman Rostenkowski agreed to postpone the effective 

DATE FOR CERTAIN STATE AND LOCAL BOND CHANGES UNTIL 

September 1, 1986, but they left unresolved the question of 

THE EFFECTIVE DATES FOR MANY OTHER PROPOSED CHANGES- Tn THE 

FIRST SESSION OF OUR MARKUP ON THE PACKWOOD TAX REFORM BILL 

HELD ON LAST WEDNESDAY, I JOINED 17 OF MY COLLEAGUES ON THE 

Finance Committee in pledging not to sign the conference

REPORT ON ANY TAX REFORM BILL, UNLESS THE EFFECTIVE DATES FOR
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SUCH LEGISLATION ARE PROSPECTIVE AND SUBSTANTIALLY IN 

CONFORMANCE WITH THE EFFECTIVE DATES AS PASSED BY THE SENATE­

IN ADDITION, WE AGREED NOT TO ENGAGE IN ANY CONFERENCE 

NEGOTIATIONS RELATING TO SUBSTANTIVE ISSUES ON TAX REFORM, 

UNLESS A MAJORITY OF THE HOUSE CONFEREES AGREE TO ACCEPT SUCH 

EFFECTIVE DATES AS PASSED BY THE SENATE- LET ME ASSURE YOU, 

HERE AND NOW, THAT I FULLY INTEND TO STICK BY THIS AGREEMENT 

AND WORK TOWARDS MAKING ALL CHANGES PROSPECTIVE, AND NOT 

RETROACTIVE, IN THEIR APPLICATION-

I APPRECIATE YOUR INVITATION TO BREAK BREAD WITH YOU 

THIS AFTERNOON AND WOULD BE HAPPY TO ENTERTAIN ANY QUESTIONS 

AT THIS POINT-

###


