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FOR IMMEDIATE RELEASE Contact: Robert E. Nipp
November 1, 1979 202/566-5328

TREASURY ANNOUNCES RESULTS OF GOLD SALE

The Department of the Treasury announced that 1,250,000
troy ounces of fine gold were sold today to 11 successful
bidders at an average price of $372.30 per ounce.

Awards were made in 300 ounce bars whose fine gold con-
tent is 89.9 to 91.7 percent at prices ranging from $365.50
to $378.12 per ounce. Bids for this gold were submitted by
12 bidders for a total amount of 1.5 million ounces at prices
ranging from $320.00 to $378.12 per ounce.

Gross proce€eds from the sale were $465.4 million. Of
the proceeds, $52.8 million will be used to retire gold
certificates held by Federal Reserve Banks. The remaining

$412.6 million will be deposited into the Treasury as a
—~ miscellaneous receipt.

The list of the successful bidders and the amount
awarded to each is attached. The General Services Admini-
stration will release information on the individual bids
made by all bidders, and the details of the individual
awards to successful bidders.
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Bank Leu
New York NY

Credit Suisse
Zurich Switzerland

EF Hutton & Co
New York NY

Gold Standard Corporation
Kansas City, MO

Phillip Brothers
New York NY

Republic National Bank
New York, NY

Samuel Montagu Inc.
New York NY

Sharps, Pixley Inc.
New York, NY

Swiss Bank Corp
Zurich Switzerland

Union Bank of Switzerland
Zurich Switzerland

Dresdner Bank AG
New York NY

29,400

161,400

15,000

1,200

90,000

199,400

39,000

28,800

295,200

78,600

312,000
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FOR RELEASE ON DELIVERY
Expected at 2:00 p.m.
Thursday, November 1, 1979

Testimony of the Honorable Anthony M. Solomon
Under Secretary of the Treasury for Monetary Affairs
before the
Subcommittee on Trade
Committee on Ways and Means
House of Representatives

Mr. Chairman, the Treasury Department joins the other
agencies here today in strongly supporting the Trade Agreement
between the United States and the People's Republic of China.
Under former Secretary Blumenthal's leadership, the Joint
U.S.-China Economic Committee was established earlier this
year to serve as a forum for the resolution of economic
problems between our two nations and to help lay the foundation
for the orderly development of economic and financial ties.
This Committee, now under the chairmanship of Secretary Miller,
will meet in 1980, hopefully in the early part of the year.
This meeting will be the occasion for a visit to the United

States by Chinese Vice Premier Yu Qiuli.
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Treasury has also led the negotiations which produced
the claims/assets agreement with China, an important first
step toward normalization of our economic relations. As
you know, the first Chinese payment under this agreement
in the amount of $30 million was made to the U.S. on
October 1, and Treasury has just this Wéek sent out
vouchers to certified U.S. claimants. I will be glad to
answer any questions you might have on this agreement.

The U.S.-China Trade Agreement represents an even
more significant step in the overall development of our
commercial and economic relationship with China. Rather
than an obstacle from the past that had to be overcome --
as with claims/assets -- the Trade Agreement will look to
the future, laying the foundation for the expansion of
our trade and financial ties with significant long-term
benefits for the American economy.

Since Secretary Kreps and Deputy Secretary Christopher
have covered, respectively, the economic aspects and political
context of this Agreement -- and Ambassador Askew will address
the relationship between U.S.-China textile trade and the
Agreement -- I will direct my remarks toward China's overall
international economic position, including trade with other

countries, external financing, and its external debt position.
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China's total foreign two-way trade has increased
sharply during the 1970's, from approximately $6 billion
in 1972 to more than $20 billion in 1978, of which
U.S.-China trade accounts for only a small part -- roughly
six percent in 1978. The sharp overall trade increase is
due primarily to China's pursuit of a long-term modernization
program which relies heavily on imported capital goods and
technology. China's main trading partner during this period
has been Japan, which currently accounts for approximately
25 percent of China's foreign trade, followed by Hong Kong
with 11 percent, and Germany at 6 percent. Long-term trade
agreements with the United Kingdom, France, Japan, Canada
and Italy should further boost China's foreign trade
during the period ahead. China's trade with nonmarket
economies constitutes only a relatively small part of its
foreign trade -- 15 percent in 1978.

We expect China's foreign trade to continue to grow
rapidly during the next few years. Imports for 1979 are
expected to be in the range of $15 billion, up from
$11 billion in 1978. By 1985, annual imports may be as
large as $40 billion.
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The question arises as to how this trade will be
financed. 1In the past, China's imports have been small,
and limited by what foreign exchange China could earn
through its exports. Imports of capital goods and
services during the period immediately ahead will, however, --
because of China's modernization objectives -- exceed its
foreign exchange earnings capability. China will therefore
need to finance a portion of its imports from foreign
borrowing.

In light of this, China has sought both official and
private lines‘of credit to meet its financing needsT
Currently, both private and official credit lines totalling
between $23 - $30 billion have been negotiated or are under
discussion. Private credits -- which account for about
20 - 30 percent of the total -- are primarily syndicated
Eurodollar loans, although there is some project financing
by private investment groups.

The focus of China's effort to secure lines of credit,
however, has been directed toward official government
sources, and these represent the bulk of China's foreign
credit lines. China has negotiated officially supported

export credits with France for $7 billion, Great Britain
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for $5 billion, Canada for $1.9 billion, and Italy for
$1 billion. Other export credit loans are now under
discussion. In addition, Japan and China have agreed
on an untied $2 billion resource development loan, to be
financed by Japan's Export-Import Bank and, most recently,
China has approached Japan for approximately $3-1/2 billion
in aid loans to finance nine development projects.

In order to avoid excessive official credit competition,
official export loans offered China should meet the terms
and conditions of the International Arrangement for Export
Credits. It appears that most official creditors are
conforming to the terms and spirit of the International
Arrangement. The Japanese Eximbank credits, which have
low interest rates, are not considered a derogation from
the Arrangement due to the fact that they are not tied to
Japanese exports. The Japanese Government has assured us
that non-Japanese exporters will benefit from this financing.
We would expect, therefore, that some of the Japanese
financing will support U.S. exports.

The role of the United States in financing China's
trade has, of course, been minimal. With regard to private
financing, many foreign banks preceded their U.S. competitors
into the China market. In the past year, however, the U.S.
banking community has moved quickly into this market with

over 30 U.S. banks establishing full U.S. correspondent



relations with the Bank of China. We are aware of the
negotiation of $28 million in private credit lines
between U.S. banks and China, and understand that
additional credits are under discussion. In addition,
we understand that the Bank of China -- which currently
has overseas branches in London, Singapore, Hong Kong,
and Luxembourg -- is preparing to open branches in

New York and Tokyo in the not too distant future.

I have just noted the substantial official export
credit which China has available from other nations. If
U.S. exporters are to be competitive with foreign
exporters -- and establish a foothold in what could
ultimately become an extremely important market for
western exports -- then it is vital that the U.S. Government
also provide appropriate export financing. As Deputy
Secretary Christopher has mentioned, we are moving forward
in this area. We are prepared to offer China competitive
export financing from the Export-Import Bank so that U.S.
firms are in a position to compete with foreign exporters
in the China market. As you know, Vice President Mondale
recently advised the Chinese that we are prepared to make
available a credit arrangement up to a total of $2 billion
over a 5-year period on a case-by-case basis, and are

willing to consider additional credit arrangments as
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developments warrant. The terms and conditions of these
credits will, of course, be consistent with the International
Arrangement on Export Credits. The approval of the Agreement
before you today is necessary for the extension of Eximbank
financing -- and therefore necessary to ensure that American
exporters can compete effectively in the China market.

The use of balance of payments financing during the
coming years will, of course, increase China's external debt.
China has, however, historically taken a very prudent and
cautious approach in its financial management. China's
current debt service ratio is very low, approximately
6 percent. While this will wundoubtedly rise somewhat,

China to date has drawn very little on its new lines of
credit, and we fully expect the Chinese to continue to
take a careful approach to external financing.

In closing, I would like to reiterate that we view
the Trade Agreement between China and the United States
as a critical element in the normalization of our relations
with China. I join my colleagues here today in strongly
urging you to approve this Agreement in order that we may
lay the foundation for an expansion of our commercial and
financial ties with China in a manner that is in the best

interests of both nations.
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FOR IMMEDIATE RELEASE November 1, 1979

RESULTS OF AUCTION OF 30-YEAR TREASURY BONDS
AND SUMMARY RESULTS OF NOVEMBER FINANCING

The Department of the Treasury has accepted $2,001 million of
$3,280 million of tenders received from the public for the 30-year
bonds auctioned today.

The range of accepted competitive bids was as follows:

Lowest yield 10.39%
Highest yield 10.487%
Average yield 10.447%

The interest rate on the bonds will be 10-3/8%. At the 10-3/8% rate,
the above yields result in the following prices:

Low-yield price 99.863
High-yield price 99.045
Average-yield price 99.407

The $2,001 million of accepted tenders includes $133 million of
noncompetitive tenders and $1,868 million of competitive tenders from
private investors, including 447 of the amount of bonds bid for at the
high yield.

In addition to the $2,001 million of tenders accepted in the auction
process, $ 314 million of tenders were accepted at the average price
from Government accounts and Federal Reserve Banks for their own account
in exchange for securities maturing November 15, 1979.

SUMMARY RESULTS OF NOVEMBER FINANCING

Through the sale of the three issues offered in the November financing,
the Treasury raised approximately $1.4 billion of new money and refunded
$7.2 billion of securities maturing November 15, 1979. The following table

summarizes the results:
New Issues

11-5/8% 10-3/4% 10-3/8% Nonmar-
Notes Notes Bonds ketable Maturing Net New
5-15-83 11-15-89 11-15-04-  Special Securities Money
2009 Issues Total Held Raised
PubliC.ecsvscncccss $2.8 $2.0 $2.0 $ - $6.8 $5.4 $1.4

Government Accounts

and Federal Reserve
BanKkS. ceeeeooscsons 0.8 0.4 0.3 0.3 1.8 1.8 -

TOTAL. . ... $3.6 $2.4 $2.3 $0.3 $8.6  $7.2 $1.4

Details may not add to toal due to rounding.
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FOR IMMEDIATE RELEASE November 1, 1979

RESULTS OF AUCTION OF 30-YEAR TREASURY BONDS
AND SUMMARY RESULTS OF NOVEMBER FINANCING

The Department of the Treasury has accepted $2,001 million of

$3,280 million of tenders received from the public for the 30-year
bonds auctioned today.

The range of accepted competitive bids was as follows:

Lowest yield 10.397%
Highest yield 10.48%
Average yield 10.447%

The interest rate on the bonds will be 10-3/8%. At the 10-3/8% rate,
the above yields result in the following prices:

Low-yield price 99.863
High-yield price 99.045
Average-yield price 99.407

The $2,001 million of accepted tenders includes $ 133 million of
noncompetitive tenders and $1,868 million of competitive tenders from

private investors, including 44% of the amount of bonds bid for at the
high yield. -
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FOR RELEASE AT 4:00 P.M. November 1, 1979

TREASURY'S 52-WEEK BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for approximately $3,890 million, of 359-day
Treasury bills to be dated November 13, 1979, and to mature
November 6, 1980 (CUSIP No. 912793 4R 4), This issue will not
provide new cash for the Treasury as the maturing issue is
outstanding in the amount of $3,896 million.

The bills will be issued for cash and in exchange for
Treasury bills maturing November 13, 1979. The public holds
$1,517 million of the maturing issue and $2,379 million is held
by Federal Reserve Banks for themselves and as agents of foreign
and international monetary authorities. Tenders from Federal
Reserve Banks for themselves and as agents of foreign and inter-
national monetary authorities will be accepted at the weighted
average price of accepted competitive tenders. Additional amounts
of the bills may be issued to Federal Reserve Banks, as agents of
foreign and international monetary authorities, to the extent
that the aggregate amount of tenders for such accounts exceeds
the aggregate amount of maturing bills held by them.

The bills will be issued on a discount basis under
competitive and noncompetitive bidding, and at maturity their par
amount will be payable without interest. This series of bills
will be issued entirely in book-entry form in a minimum amount of
$10,000 and in any higher $5,000 multiple, on the records either
of the Federal Reserve Banks and Branches, or of the Department
of the Treasury.

Tenders will be received at Federal Reserve Banks and
Branches and at the Bureau of the Public Debt, Washington,
D. C. 20226, up to 1:30 p.m., Eastern Standard time,
Wednesday, November 7, 1979. Form PD 4632-1 should be used to
submit tenders for bills to be maintained on the book-entry
records of the Department of the Treasury.

Each tender must be for a minimum of $10,000. Tenders over
$10,000 must be in multiples of $5,000. 1In the case of
competitive tenders, the price offered must be expressed on the
basis of 100, with not more than three decimals, e.g., 99.925,
Fractions may not be used.
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Banking institutions and dealers who make primary markets in
Government securities and report daily to the Federal Reserve
Bank of New York their positions in and borrowings on such
securities may submit tenders for account of customers, if the
names of the customers and the amount for each customer are
furnished. Others are only permitted to submit tenders for their
own account. Each tender must state the amount of any net long
position in the bills being offered if such position is in excess
of $200 million. This information should reflect positions held
at the close of business on the day prior to the auction. Such
positions would include bills acquired through "when issued"
trading, and futures and forward transactions. Dealers, who make
primary markets in Government securities and report daily to the
Federal Reserve Bank of New York their positions in and borrowings
on such securities, when submitting tenders for customers, must
submit a separate tender for each customer whose net long
position in the bill being offered exceeds $200 million.

Payment for the full par amount of the bills applied for
must accompany all tenders submitted for bills to be maintained
on the book-entry records of the Department of the Treasury. A
cash adjustment will be made on all accepted tenders for the
difference between the par payment submitted and the actual issue
price as determined in the auction.

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized dealers
in investment securities for bills to be maintained on the book-
entry records of Federal Reserve Banks and Branches. A deposit
of 2 percent of the par amount of the bills applied for must
accompany tenders for such bills from others, unless an express
guaranty of payment by an incorporated bank or trust company
accompanies the tenders.

Public announcement will be made by the Department of the
Treasury of the amount and price range of accepted bids.
Competitive bidders will be advised of the acceptance or
rejection of their tenders. The Secretary of the Treasury
expressly reserves the right to accept or reject any or all
tenders, in whole or in part, and the Secretary's action shall be
final. Subject to these reservations, noncompetitive tenders for
$500,000 or less without stated price from any one bidder will be

accepted in full at the weighted average price (in three decimals)
of accepted competitive bids.

Settlement for accepted tenders for bills to be maintained
on the book-entry records of Federal Reserve Banks and Branches
must be made or completed at the Federal Reserve Bank or Branch
on November 13, 1979, in cash or other immediately available
funds or in Treasury bills maturing November 13, 1979. Cash
adjustments will be made for differences between the par value of
maturing bills accepted in exchange and the issue price of the
new bills.,
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Under Sections 454(b) and 1221(5) of the Internal Revenue
Code of 1954 the amount of discount at which these bills are sold
is considered to accrue when the bills are sold, redeemed or
otherwise disposed of, and the bills are excluded from
consideration as capital assets. Accordingly, the owner of these
bills (other than life insurance companies) must include in his
or her Federal income tax return, as ordinary gain or loss, the
difference between the price paid for the bills, whether on
original issue or on subsequent purchase, and the amount actually
received either upon sale or redemption at maturity during the
taxable year for which the return is made.

Department of the Treasury Circulars, Public Debt Series -
Nos. 26-76 and 27-76, and this notice, prescribe the terms of
these Treasury bills and govern the conditions of their issue.
Copies of the circulars and tender forms may be obtained from any

Federal Reserve Bank or Branch, or from the Bureau of the Public
Debt.
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TRANSCRIPT OF PRESS CONFERENCE

THE HONORABLE G. WILLIAM MILLER
SECRETARY OF THE TREASURY
WASHINGTON, D.C.

NOVEMBER 1, 1979

SECRETARY MILLER: Good morning ladies and gentlemen.

Let me start off by announcing the substance of what
we are going to propose today. This morning the Adminis-
tration is sending to the Congress a proposal for financial
assistance for the Chrysler Corporation. We are proposing
authority for Treasury to issue loan guarantees of $1.5
billion, conditioned upon there being new financing and
concessions of an equal amount of $1.5 billion so that
Chrysler would have the availability of a $3 billion
financing package.

The federal assistance will be in the form of guarantees
for loans. The additional financing will consist of either
new loans or financial credits or from the infusion of addi-
tional equity or from the disposal of assets not essential
to the basic automotive business.

Let me give you a little background on how this developed
and some of the factors involved in making this recommendation.
In this room, on August 9, having been in office for three days,
I made a statement about the Administration's willingness to
consider assistance for Chrysler. There were special factors
that made it appropriate for us to consider financial assist-
ance to Chrysler. We expressed willingness to consider it in
the context of a financing and operating plan developed by
Chrysler which would show how it could become a viable
corporation in the future.

On September 15, Chrysler submitted a preliminary plan.
We met here with its Board of Directors that day and reviewed
the plan. After that meeting, it was agreed that further work
was necessary. On October 17 Chrysler presented a revised
plan. We have been working with considerable resources to
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analyze that plan, to make adjustments which appeared appro-
priate and to decide whether the plan was the basis for a
proposal along these lines. Our consultants were Ernst & Whinney,
one of the country's leading accounting firms. Their senior
partner, Joe Keller, has been active in supervising this work.
He has assembled a highly qualified team to work on this, some
two dozen of his partners and associates, and their work is
substantially complete. In addition, we retained John Secrest,
a retired financial vice-president of American Motors, and his
views have been most helpful to us. We came to the conclusion
that we have made enough progress in our analysis to put forward
a proposal.

There are several key considerations that led us to
our recommendations: first, the automobile industry is an
important industry. It deserves attention from the federal
government. Should Chrysler be unable to continue, there
could be serious impact on localities around the country--not
only where Chrysler has plants but in places where automotive
suppliers and dealers operate along with others who have
an interest in this business. There is also risk of sub-
stantial unemployment and economic distress.

A second consideration is the alternative costs in case
Chrysler should experience difficulty in finding necessary
financing. Alternate costs to the government would include
unemployment compensation, welfare payments, loss of local
taxes and loss of federal revenues arising from curtailment of
economic activities and incomes.

A third consideration is the importance of this industry
to our international position. It is important to us as a
nation to maintain a strong automotive industry. It is a
worldwide business--if we do not produce autos at home, we will
buy them abroad. We must take those steps that most assure
that this industry remains a vital part of our economy.

Fourth, we must also maintain a competitive auto industry.
Without Chrysler, the two remaining major automobile producers
would provide a very narrow U.S. competitive base.

There are several factors since August 9 that have led to
our recommendation for significantly larger aid to Chrysler.
One is the changed outlook for the auto industry. Not only
ourselves, but independent forecasters now project reduced
leveis of activity in this industry. This is partially because
of the cost and availability of gasoline and energy supplies,

and also because general economic conditions are more uncertain
now.



Lastly, there is Chrysler's own situation. Chrysler
reported a third-quarter loss of $460 million yesterday.
Its outlook clearly calls for greater resources than were
apparently required in August. We now have the benefit of
an in-depth analysis of the future outlook of this company,
and based on that, we have greater confidence in the degree
to which assistance will be required. It is apparent to us
that any financial assistance plan should be adequate and
sufficient to accomplish the purpose. We must make sure
Chrysler is able in the future to operate as a viable
company and can operate on its own resources and be a

constructive contributor to our economy in the years
ahead.

Now I would be happy to answer a few questions.

[Q and A portion of Press Conference to come later.]
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FOR RELEASE AT 4:00 P.M. November 1, 1979

52-WEEK BILL DATING CHANGE

The Department of the Treasury announced today that it
is beginning a transition that, when completed, will change
the issue and maturity date of 52-week bills from Tuesdays to
Thursdays. During the one year transition period, the
Department will continue to issue 52-week bills on Tuesdays
but will set a maturity date 359 days later to occur on a
Thursday. In a separate announcement today, the Department
offered the first issue of 52-week bills with this dating
pattern. When the transition cycle is completed, both the
issue and maturity dates will be on Thursdays and the full
364-day maturity period will be resumed.

The Department said that the dating change is being made
to make the 52-week bills mature on the same date as 13- and
26-week bills. The amount of each 52-week bill issue will be
enlarged by subsequent issues of 13- and 26-week bills with
the same maturity date. This will reduce the number of
separate bill issues outstanding, facilitate market trading,
and improve liquidity for the 52-week bills.,

o0o

M-1569



e

Bp o tmentof ASURY L

HINGTON,D.C.20220  TELEPHONE 5662041

FOR RELEASE AT 12:00 NOON November 2, 1979

TREASURY'S WEEKLY BILL OFFERING

The Department of the Treasury, by this public notice,
invites tenders for two series of Treasury bills totaling
approximately $6,200 million, to be issued November 15, 1979.
This offering will provide $ 200 million of new cash for the
Treasury as the maturing bills are outstanding in the amount of
$6,030 million. The two series offered are as follows:

91-day bills (to maturity date) for approximately $3,100
million, representing an additional amount of bills dated
August 16, 1979, and to mature February 14, 1980 (CUSIP No.
912793 3R 5), originally issued in the amount of $3,014 million,
the additional and original bills to be freely interchangeable,

182-day bills for approximately $3,100 million to be dated
November 15, 1979, and to mature May 15, 1980 (CUSIP No.

912793 4E 3).

Both series of bills will be issued for cash and in
exchange for Treasury bills maturing November 15, 1979.
Federal Reserve Banks, for themselves and as agents of foreign
and international monetary authorities, presently hold $2,642
million of the maturing bills. These accounts may exchange
bills they hold for the bills now being offered at the weighted
average prices of accepted competitive tenders.

The bills will be issued on a discount basis under competitive
and noncompetitive bidding, and at maturity their par amount will
be payable without interest. Both series of bills will be issued
entirely in book-entry form in a minimum amount of §$10,000 and in
any higher $5,000 multiple, on the records either of the Federal
Reserve Banks and Branches, or of the Department of the Treasury.

Tenders will be received at Federal Reserve Banks and
Branches and at the Bureau of the Public Debt, Washington,
D. C. 20226, up to 1:30 p.m., Eastern Standard time,
Friday, November 9, 1979. Form PD 4632-2 (for 26-week series)
or Form PD 4632-3 (for 13-week series) should be used to submit
tenders for bills to be maintained on the book-entry records of

the Department of the Treasury.
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Each tender must be for a minimum of $10,000. Tenders over
$10,000 must be in multiples of $5,000. In the case of
competitive tenders the price offered must be expressed on
the basis of 100, with not more than three decimals, e.g.,
99.925, Fractions may not be used.

Banking institutions and dealers who make primary markets in
Government securities and report daily to the Federal Reserve
Bank of New York their positions in and borrowings on such
securities may submit tenders for account of customers, if the
names of the customers and the amount for each customer are
furnished. Others are only permitted to submit tenders for
their own account. Each tender must state the amount gf any net
long position in the bills being offered if such position is in
excess of $200 million. This information should reflect positions
held at the close of business on the day prior to the auction.
Such positions would include bills acquired through "when issued"
trading, and futures and forward transactions as well as holdings
of outstanding bills with the same maturity date -as the new
offering; e.g., bills with three months to maturity previously
offered as six month bills. Dealers, who make primary markets in
Government securities and report daily to the Federal Reserve
Bank of New York their positions in and borrowings on such
securities, when submitting tenders for customers, must -submit a -
separate tender for each customer whose net long position in the
bill being offered exceeds $200 million.

Payment for the full par amount of the bills applied for
must accompany all tenders submitted for bills to be maintained
on the book-entry records of the Department of the Treasury. A
cash adjustment will be made on all accepted tenders for the
difference between the par payment submitted and the actual issue
price as determined in the auction. Y

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized dealers
in investment securities for bills to be maintained on the book-
entry records of Federal Reserve Banks and Branches. A deposit
of 2 percent of the par amount of the bills applied for must
accompany tenders for such bills from others, unless an express
guaranty of payment by an incorporated bank or trust company
accompanies the tenders. .

Public announcement will be made by the Department of the
Treasury of the amount and price range of accepted bids. Com-
petitive bidders will be advised of the acceptance or rejection .
of their tenders. The Secretary of the Treasury expressly R
reserves the right to accept or reject any or all tenders, in #~i7"
whole or in part, and the Secretary's action shall be final.
Subject to these reservations, noncompetitive tenders for each
issue for $500,000 or less without stated price from any one
bidder will be accepted in full at the weighted average price
(in three decimals) of accepted competitive bids for the
respective issues.
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Settlement for accepted tenders for bills to be maintained
on the book-entry records of Federal Reserve Banks and Branches
must be made or completed at the Federal Reserve Bank or Branch
on November 15, 1979, in cash or other immediately available
funds or in Treasury bills maturing November 15, 1979. Cash
adjustments will be made for differences between the par value of

the maturing bills accepted in exchange and the issue price of
the new bills.

Under Sections 454(b) and 1221(5) of the Internal Revenue
Code of 1954 the amount of discount at which these bills are
sold is considered to accrue when the bills are sold, redeemed
or otherwise disposed of, and the bills are excluded from
consideration as capital assets. Accordingly, the owner of these
bills (other than life insurance companies) must include in his
or her Federal income tax return, as ordinary gain or loss, the
difference between the price paid for the bills, whether on
original issue or on subsequent purchase, and the amount actually
received either upon sale or redemption at maturity during the
taxable year for which the return is made.

Department of the Treasury Circulars, Public Debt Series -
Nos. 26-76 and 27-76, and this notice, prescribe the terms of
these Treasury bills and govern the conditions of their issue.
Copies of the circulars and tender forms may be obtained from any

Federal Reserve Bank or Branch, or from the Bureau of the Public
Debt.
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Senator Baucus and Members of this Distinguished Subcommittee:

We welcome the opportunity to present the views of the
Treasury Department and the Internal Revenue Service on S.
1691, the Tax Court Improvement Act of 1979. S. 1691 would
significantly change the structure of the Federal court
system by establishing a United States Court of Tax Appeals
that would have exclusive appellate jurisdiction over
decisions of the Tax Court and District Courts in civil tax
controversies.

Summary of Position

While we support the concept of a single appellate
forum for the resolution of civil tax controversies, we do
not support the establishment of such a court without regard
to its composition or jurisdiction. We have two fundamental
objections to the structure of the court that would be
established by S. 1691. First, we believe that, at a minimum,
the chief judge and a majority of the other judges on the
new court should be permanently assigned to the court.
Second, we believe that the decisions of the United States
Court of Claims should be subject to review by the new
court. Because of these objections, we are unable to support
S. 1691 at this time. However, if the bill were amended to
satisfy our concerns, we would be pleased to give it our

full support.
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Present Law

. Under present law, a taxpayer may choose to litigate a
dispute over Federal taxes that cannot be resolved adminis-
tratively in one of three forums -- a United States District
Court, the United States Tax Court, or the United States
Court of Claims.

A taxpayer who is unwilling (or unable) to pay a dis-
puted tax may file suit in the United States Tax Court to
contest his or her liability for the disputed amount without
first paying the tax. Alternatively, a taxpayer can first
pay the tax and then file an action for a refund of the
disputed amount in either a United States District Court or
the United States Court of Claims. A trial by jury may be
obtained in a District Court, but not in the Court of Claims
or the Tax Court.

Appeals from the decisions of these courts diverge. A
District Court or Tax Court decision generally may be appealed
to the United States Court of Appeals for the judicial
circuit in which the taxpayer is domiciled. Thus, whether
the taxpayer files suit in a District Court or the Tax
Court, the taxpayer's case would generally be reviewed by
the same Circuit Court of Appeals. On the other hand, a
Court of Claims decision is subject to appellate review only
by the United States Supreme Court by writ of certiorari --

a rather remote possibility.

A decision of a particular Court of Appeals is binding
only with respect to controversies within the jurisdiction
of that Circuit Court. For example, a District Court within
the Fifth Circuit is bound by decisions of the Court of
Appeals for the Fifth Circuit, and is not bound by decisions
of the ten other Circuit Courts of Appeals. Similarly, if a
taxpayer residing in the Second Circuit files suit in the
Tax Court, in making its decision the Tax Court is bound by
the decisions of the Court of Appeals for the Second Circuit,
but not by the decisions of any of the other Circuit Courts
of Appeals. Finally, the Court of Claims is not bound by
decisions of any of the Circuit Courts of Appeals.

Decisions of all three trial courts -- the Tax Court,
District Courts and Court of Claims -~ and the Courts of
Appeals are bound by the decisions of the United States
cupreme Court.



Descrigtion of the Bill

S. 1691 would establish a new United States Court of

Tax Appeals that would have exclusive appellate jurisdicticn
over all decisions of the Tax Court and the District Courts
in civil tax cases (excluding bankruptcy cases). Decisions
of the Court of Tax Appeals would be reviewed by the United
States Supreme Court by writ of certiorari. The court would
be an additional court under Article III of the Constitutinn
at the same level as the existing Federal Circuit Courts of
Appeals.

The Court of Tax Appeals would consist of eleven judges
designated by the Chief Justice of the United States from
among the judges of the Circuit Courts of Appeals. The
Chief Justice would be required to designate one judge from
each of the eleven geographically designated judicial
circuits. Court of Tax Appeals judges would serve three-
year terms, during which they would continue to serve on
their respective circuits and continue to participate in
non-tax cases, if their workload permitted.

The Court of Tax Appeals would have permanent offices
in the Nistrict of Columbia, but appeals would be heard in
the judicial circuit in which the taxpayer is domiciled.
The court would normally sit in panels of three or more
judges, and would hear a case en banc at the request of six
judges.

Desirability of a Court of Tax Appeals

The establishment of a single court to review all civil
tax appeals has been the subject of considerable debate in
the legal and academic communities over the past 40 years,
and most of the arguments for and against the creation of
such a court have been fully aired.

The proponents of a court of tax appeals contend that
it would eliminate many problems engendered by the delay
nder the present system in getting a final decision on tax
issues, and cite a number of good reasons why the sure and
speedy resolution of disputed tax issues is desirable.
Pirst, a national court of tax appeals would save wvaluable
resources for both the government and taxpayers by greatly
reducing the number of judicial and administrative tax
controversies. The number of cases appealed beyond the
trial court level would decline, since having only one
appellate court would end the current practice -- by both
the government and taxpayers -- of appealing identical



issues in numerous circuits in the hope of securing a conflict
to serve as a basis for Supreme Court review. In turn,
because decisions of the court would be binding on both the
government and taxpayers, it would relieve a heavy burden on
the administrative process (through which most tax disputes
are settled) by eliminating many issues that are in con-
troversy simply because there has not been an authoritative
resolution of the controverted issue. Second, the earlier
resolution of tax questions that would result from taking

all appeals to the new court would reduce the likelihood
that taxpayers whose circumstances are in all other respects
identical would be treated differently for tax purposes
simply because they are residents of different circuits, and
therefore are controlled by different precedents. Similarly,
prompter settling of the law would reduce the period in

which taxpayers could resolve questions in their favor on
their tax returns, or gamble on the chance of successfully
litigating the matter or working out a settlement based upon
the risks of litigation. Third, speedier resolution of the
issues means that businesses will be confronted with uncertain
tax liability in far fewer situations, enabling business
taxpayers to plan their financial affairs with a greater
degree of certainty. Finally, appeals involving tax issues
would be taken to the Supreme Court only if certiorari were
granted, since there would no longer be conflicting decisions
of courts of appeals. Relieved of the necessity of hearing
and deciding tax issues over which the circuits disagree,

the Supreme Court could devote itself to a more limited, but
more consequential, review of tax cases.

On the other hand, those who favor the current system
of appellate review of tax controversies argue that the
benefits to be gained by centralizing tax appeals are more
than offset by the virtues inherent in the present system
that would have to be sacrificed if such a court were estab-
lished. They argue that good jurisprudence is an evolutionary
process of which reflection and reconsideration are intearal
parts. If tax appeals were centralized there would no
longer be the opportunity for reconsideration of an issue
already decided by the appellate court of one circuit by
another appellate court free of the constraints of the
doctrine of stare decisis. The review of the issue in the
first court may have been distorted by the particular
record, the admission of an aroument, or simply may have
been mistaken. Only after the initial decision may the
importance of the matter become apparent -- along with the
feeling that the decision did not take into account all




relevant considerations. Recourse to Congress to correct
such decisions would be far from certain, and in the cases
it did occur would be an undesirable burden on the legisla-
tive process. They argue the existing practice, affording
multiple arpellate review of contested issues, provides such
reflective consideration and can lead to more reasoned and
thoughtful conclusions.

Opponents of a system for centralized tax appeals also
stress the problems presented in dealing effectively with
erroneous decisions of a single appellate court. They are
concerned that the sparse opportunities for Supreme Court
review and the uncertainty and delay involved in Congressional
correcticn can result in extended application of an improper
rule of taxation with its attendant unfairness.

On balance, the Treasury and the Internal Revenue
Service believe that the advantages of a single court of tax
appeals outweigh its disadvantages. We believe a single
court of tax appeals would provide for earlier resclution of
tax issues., thereby mitigating the delay, uncertainty and
disparate treatment that occurs under the present system.
We do not, however, support the creation of such a court
unless its framework is designed to ensure a sournd and capable
court.

Recommended Changes

We believe the Court of Tax Appeals that would be
established under S. 1691 would be such a court if the bill
were changed in two respects. First, we recommend that
S. 16917 be amended to provide that the chief judge and the
number of other judges necessary to comprise a majority of
the new court be permanently assigned to the court. Second,
we believe a national court of tax appeals should be estab-
lished only if it has appellate jurisdiction over decisions
of the United States Court of Claims (or any successor to the
Court of Claims).

Composition of the Court. The consideration of a
particular tax issue by the Court of Tax Appeals will be
both the first and most probably the final appellate considera-
tion of that issue. Therefore, we believe it essential that
such a court be composed of judges of sufficient ability and
expertise to develop a sound body of precedent that will be
consistent with Congressional intent and the overall scheme
of the tax law.




S. 1691 provides that the judges on the Court of Tax
Appeals would serve only three-year terms, and would continue
to sit on non-tax cases in their original circuits. We
believe that this short tenure, coupled with their continuing
workload in the circuit courts, does not provide adequate
assurance that the judges on the new court would have the
required exvertise in the tax law -- or the time in which to
obtain it. 1Indeed, the rotation of judges required by
S. 1691 raises the important question of how the Chief
Justice is to choose the appointees from among the circuit
court judges. Will they tend to be the judges most easily
spared from their own circuits? If so, the heavy respons-
ibility of unifying the tax law may not fall on the shoulders
best able to undertake the task.

We would expect that the opportunity to hear appellate
tax cases could attract outstanding tax practitioners and
academicians to serve on the Court of Tax Appeals. We
believe that a major defect of S. 1691 is that it does not
take advantage of this opportunity.

In our view, the absence of judges with substantial tax
expertise would vitiate the principal benefits to be gained
by a centralized appellate court. We do not agree with the
argument that permanent judges assigned to a court of tax
appeals would deprive the tax law of the benefits of well-
rounded judges and attorneys, and would encourage technical
decisions that are out of touch with general principles of
law. The fact that tax lawyers are specialists by no means
suggests they are isolated from other areas of law. Tax
laws cut across so many fields of law that a tax lawyer
inevitably must have considerable familiarity with the legal
principles governing other fields of law. Perhaps
Dean Griswold best expressed this point when he wrote:

"... this argument represents a complete misconception
of the tax field. It is high time the tax lawyers rise
up to defend themselves against the charge that tax
work is narrow and stifling. On the contrary, it seems
difficuit to find a field which leads practitioners
more widely through the whole fabric of the law ....

He must be brcad in his background and broad in his
outlook, if he is to deal effectively with the manifold
problems which make up the field of modern tax law."
Griswold, "The Need for a Tax Court of Appeals”,

57 Harvard T.aw Review 1153, at 1183-84 (1944).




In any event, designation of the remainina judges on
the Court of Tax Appeals from among the judges of the Circuit
Courts of Appeals should provide adequate assurance that the
quality of decision making will not suffer as the result of
undue specialization.

We are not alone in recommending that a national court
of tax appeals would be best served by the assignment of a
permanent body of judges. 2n informal poll of the members
of the Section of Taxation of the American Bar Association
taken in May of 1979 favored the assignment of permanent
judges to a national court of tax appeals by a vote of 105
to 37. Similarly, the Commission on Revision of the Federal
Court Appellate System rejected a rotating panel of judges
from the circuit courts in making its recommendations for a
National Court of Appeals:

"Temporary service on a rotating basis by federal
appellate judges sitting on assignment from their
respective courts would, in the Commission's view,

be even more undesirable. A court so composed would
lack the stability and continuity that are essential
to the development of national law ... . We note,
too, the difficulty of devising a satisfactory process
for selecting the judges to be assigned. Finally,
should the rotation be relatively rapid, the circuits
would be asked to bear the burden of vacancies and
other deterrents to the smooth functioning of those
courts." Proposed revision of Appellate System,
Commission on Revision of the Federal Court Appellate
System, 67 F.R.D. 195, at 237-238 (1975).

We also see no reason for the rigid geographical
allocation of judgeships required by S. 1691. It is important,
of course, to have a diversity of background and viewpoint
represented on the court. We believe, however, that the
judicial selection process will assure a bench that is both
diverse and of high quality.

Court of Claims. The current system for judicial
resolution of tax disputes allows taxpayers to choose among
three trial forums -- the United States District Courts, the
United States Tax Court or the United States Court of
Claims. Decisions by the District Courts and the Tax Court
are subject to intermediate appellate review by the Circuit
Courts of Appeals. On the other hand, cases decided by the
Court of Claims are subject to review only by the United
States Supreme Court by writ of certiorari -- a rather rare
occurrence. This limited appellate review of the Court of




Claims means its decisions in effect constitute a separate
body of tax law, enabling taxpayers to avoid adverse precedents
in the Courts of Appeals by litigating in the Court of

Claims.

The Court of Tax Appeals that would be established by
S. 1691 would have exclusive appellate jurisdiction over
decisions of the Tax Court and District Courts, but would
not have any jurisdiction over the tax decisions of the
Court of Claims.* Thus, under S. 1691 well-advised taxpayers
will be able to avoid the effect of decisions of the Court
of Tax Appeals by litigating in the Court of Claims.

We believe that much of the benefit to be derived from
a centralized review of tax cases would be lost if no
intermediate appeals were allowed from the tax decisions of
the Court of Claims, and strongly recommend that S. 1691 be
amended to subject the decisions of the Court of Claims to
review by the Court of Tax Appeals. Otherwise, much of the
delay, uncertainty and disparate treatment that occurs under
present law will not be remedied by S. 1691.

Indeed, we believe that the absence of effective review
of Court of Claims decisions should not be allowed to continue
even if S. 1691 is nct enacted.** One sclution to this
problem is provided by S. 1477, a companion bill to S. 1691,
which was passed by the Senate on October 30, 1979. S. 1477
would replace the Court of Claims with a new United States
Claims Court and would provide for appellate review of the
tax decisions of that court by the appropriate Circuit
Courts of Appeals. While S. 1477 responds to the need for

* This may be explained by the fact that at the time S. 1691
was reported by the Senate Committee on the Judiciary
a companion bill, S. 1477, replaced the Court of Claims
with a new Claims Court that did not have any Jjurisdiction
over tax matters. Thus, it was not necessary for S. 1691
to give the new Court of Tax Appeals jurisdiction over
tax issues decided by the new Claims Court. However, S.
1477, as passed by the Senate, has been amended to reinstate
jurisdiction over tax issues in the new Claims Court.
Therefore, the question of appellate review of Claims
Court decisions by the new Court of Tax Appeals must be
addressed.

**WWe believe 1t is appropriate to defer consideration of
whether Court of Claims trial jurisdiction over tax issues
should be eliminated until there has been a comprehensive
review of the present system for the trial of tax cases.



appellate review of tax cases decided by the new Claims
Court in the absence of a single court of appeals, its
procedure for review of the decisions the new Claims Court
would not be desirable if S. 1691 were enacted. If the
Court of Tax Appeals were established under S. 1691, we
believe it is essential that the decisions of the Court of
Claims (or the new Claims Court) be reviewed by the new
Court of Tax Appeals in the same manner it reviews decisions
of the Tax Court and District Courts.



ederal financing bank|\ | H

WASHINGTON, D.C. 20220 d |

Press inquiries
202-566-2615

FOR IMMEDIATE RELEASE November 2, 1979

FEDERAL FINANCING BANK ACTIVITY

Roland H. Cook, Secretary, Federal Financing Bank (FFB),
announced the following activity for September 1-30, 1979.

Guarantee Programs

During September, FFB entered into foreign military sales
loan agreements with the following governments:

Date Signed Government Amount
9/5/79 Panama $ 1,000,000.00
9/5/79 Thailand 30,000,000.00
9/18/79 Philippines 15,600,000.00
9/19/79 Israel 2,200,000,000.00
9/22/79 Colombia 12,500,000.00
9/22/79 Spain 120,000,000.00
9/24/79 Kenya 10,000,000.00
9/24/79 Malaysia 7,500,000.00
9/27/79 Peru 5,000,000.00
9/28/79 Morocco 5,000,000.00

Repayment of advances made under these loan agreements is
guaranteed by the Department of Defense under the Arms Export
Control Act. Also during September, FFB made 33 advances
totalling $174,828,245.76 to 16 governments under existing DOD-
guaranteed foreign military sales loan agreements.

Under notes guaranteed by the Rural Electrification Admin-
istration (REA), FFB advanced a total of $172,502,000 to 26
rural electric and telephone systems. Also, as of September 30,
REA issued to FFB a 30-year, 9.425% Certificate of Beneficial
Ownership in the amount of $302,225,000.

FFB provided Western Union Space Communications, Inc.,
with $500,000 on September 4 and $7,900,000 on September 20.
These advances mature October 1, 1989, and carry interest rates
of 9.749% and 9.839%, respectively. Interest is payable on
an annual basis. This loan will be repaid by NASA under a
satellite procurement contract with Western Union.
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FFB purchased the following General Services Administration
public buildings interim certificates:

Interest
Date Series Amount Maturity Rate
9/11 M-050 $4,031,203.04 7/31/03 9.398%
9/14  L-058 203,248.04 11/15/04 9.396%
9/26 M-051 89,748.97 7/31/03 9.409%
9/28 K-024 967,936.70 7/15/04 9.417%

Under the Department of Housing and Urban Development
Section 108 Block Grant Program, FFB advanced funds to the
following cities:

Interest

Date Amount Maturity Rate

Toledo, Ohio 9/13 $500,000 7/15/80 11.363%
Kansas City, MO 9/19 200,000 6/15/80 11.295%

On September 19, FFB purchased a total of $10,570,000 in
debentures issued by 11 small business investment companies.
These debentures are guaranteed by the Small Business Administra-
tion, mature in 3, 5, 7 and 10 years, and carry interest rates
of 9.925%, 9.615%, 9.585% and 9.545%, respectively.

]
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Department of Transportation (DOT) Guarantees g

FFB provided the following amounts to the National Railroad
Passenger Corporation (Amtrak) under lines of credit maturing
October 1, 1979.

Interest
Date Note Amount Rate
9/6 20 $ 6,000,000.00 10.609%
9/11 20 3,000,000.00 11.124%
9/12 20 5,000,000.00 11.016%
9/14 20 5,138,364.00 11.066%
9/14 18 3,861,436.00 11.066%
9/17 18 13,000,000.00 10.933%
9/20 18 5,500,000.00 10.748%
9/25 18 5,000,000.00 10.544%
9/27 18 3,000,000.00 10.769%
9/28 18 8,000,000.00 10.831%

FFB advanced $5 million to the Trustee of the Chicago,
Milwaukee, St. Paul § Pacific Railroad under a $20 million
credit guaranteed by DOT pursuant to Section 3 of the Emergency
Rail Services Act. The advance carries an interest rate of
9.445% and matures September 12, 1994.



Under notes guaranteed by DOT pursuant to Section 511 of
the Railroad Revitalization and Regulatory Reform Act of 1976,

FFB lent funds to the following railroads:
Interest

Date Amount Maturity Rate

Chicago § North Western 511-78-3 9/12 $1,418,527.00 11/1/90 9.464%
Trustee of The Milwaukee Road 9/14 194,888.00 11/15/91 9.777%

FFB lent the United States Railway Association (USRA)
$1,380,000 on September 27 under Note #16. This advance matures
October 31, 1979 and carries an interest rate of 10.769%. Under
Note #13, FFB lent USRA $689,520 on September 28. Note #13,
which matures December 26, 1990, bears a fixed interest rate of
8.125% set in 1978.

Aéency Issuers

~ On September 4, the Export-Import Bank sold FFB a §516
million note which matures September 1, 1989. Interest is
payable quarterly at a rate of 9.419%. This note refunded $410
million in maturing securities, and raised $106 million in new
cash.

FFB advanced $45 million to the Student Loan Marketing
Association (SLMA), a federally chartered private corporation.
FFB holdings of SLMA notes now total $1,275 million.

FFB purchased two Farmers Home Administration Certificates
of Beneficial Ownership during September. Interest is payable
annually.

Interest
Date Amount Maturity Rate
9/7 $735,000,000 9/7/84 9.825%
9/24 400,000,000 9/24/84 9.783%

During September, the Tennessee Valley Authority sold FFB
the following notes:

Interest
Date Note # Amount Maturity Rate
9/17 106 $ 25,000,000 12/31/79 10.973%
9/28 107 620,000,000 12/31/79 10.844%
9/28 108 700,000,000 1/31/80 10.824%

Of the total $1,345 million borrowed, $195 million raised new
cash and $1,150 million retired maturing securities.



On September 28, the United States Postal Service prepaid
a total of §$365 million in principal against their Notes #3,
#7, and #9. On Note #3, $200 million in principal was prepaid
at a discount of $4,149,984.21. On Note #7, $140 million of
principal was prepaid at a discount of $2,922,554.41, while
$25 million in principal was repaid at a discount of $667,740.69
against Note #9.

FFB Holdings

As of September 30, 1979, FFB holdings totalled $64.2
billion. FFB Holdings and Activity Tables are attached.
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FEDERAL FINANCING BANK HOLDINGS
(in millions of dollars)

Program September 30, 1979 August 31, 1979 Net Change _ Net Change-FY 1979
9/1/79-9/30/79 10/1/78-9/30/79)
On-Budget Agency Debt 71/ /30779) (
Tennessee Valley Authority $ 7,125.0 $ 6,930.0 $ 195.0 $ 1,905.0
Export- Import Bank 7,952.9 7,846.3 106.6 1,384.6
Of f-Budget Agency Debt
U.S. Postal Service 1,587.0 1,952.0 -36S5.0 -527.0
U.S. Railway Association 445.7 443.7 2.1 89.0
Agency Assets
Farmers Home Administration 31,080.0 30,445.0 635.0 8,805.0
DilEW-Health Maintenance Org. Loans 77.3 77.3 -0- 20.3
DHEW-Medical Facility Loans 160.1 160.1 -0- -3.6
Overseas Private Investment Corp. 35.8 35.8 -0- -4.3
Rural Electrification Admin.-CkO 1,223.2 921.0 302.2 585.2
Small Business Administration 94.4 95.7 -1.3 -17.8
Government Guaranteed Loans
DOT-Emergency Rail Services Act 37.4 32.4 5.0 19.9
DOT-Title V, RRRR Act 92.7 91.0 1.6 56.9
DOD-Foreign Military Sales 5,270.9 5,126.5 144.4 1,293.0
General Services Administration 359.7 354.4 5.3 89.5
Guam Power Authority 36.0 36.0 -0- -0-
DHUD-New Commmities Admin. 38.5 38.5 -0- -0-
DHUD-Community Block Grant 5.4 4.7 0.7 5.4
Nat'l. Railroad Passenger Corp. (AMTRAK) 432.3 368.8 63.5 -102.1
NASA 420.3 411.9 8.4 183.8
Rural Electrification Administration 5,926.5 5,754.0 172.5 1,734.9
Small Business Investment Companies 336.4 325.8 10.6 85.8
Student Loan Marketing Association 1,275.0 1,230.0 45.0 530.0
Virgin Islands 21.6 21.6 -0- -0.2
WMATA 177.0 177.0 -0- -0-
'I‘(II‘ALSr $64,211.0* $62,879.5 $1,331.5* $16,133.4%*
Federal Financing Bank October 29, 1979

*Totals do not add due to rounding.



FEDERAL FINANCING BANK

September 1979 Activity

: : AMOUNT : :INTEREST:  INTEREST
BORROWER : DATE ;: OF ADVANCE : MATURITY : RATE : PAYABLE
(other than s/a)
Department of Defense
iland #2 9/4 $ 416,885.89 6/30/83 9.862%
¥£gi%:§d #3 9/4 202,524.00 9/20/84 9.743%
Egypt #1 9/5 75,100,000.00 9/1/09  9.36%
Liberia #4 9/6 3,735.62 10/30/84 9.842%
Jordan #2 9/10 1,174,164.00 11/26/85 9.794%
Jordan #3 9/10 110,600.00 12/31/86 9.737%
Turkey #7 9/10 689,000.00 6/3/91  9.536%
Jordan #3 9/11 57,733.20 12/31/86 9.760%
Colombia #2 9/13 958,143.68 9/20/84  9.848%
Israel #7 9/13 26,828,664.99 12/15/08  9.385%
Spain #1 9/13 1,193,891.11 6/10/87 9.671?
Spain #2 9/13 8,741,628.79 9/15/88 9.618%
Turkey #7 9/13 1,343,751.00 6/3/91 9.492%
Taiwan #9 9/14 1,900,000.00 7/1/86 9.777%
Tunisia #4 9/14 4,035,674.48 10/1/85 9.816%
Israel #7 9/17 1,000,000.00 12/15/08 9.369%
Jordan #2 9/17 856,808.92 11/26/85 9.748%
Jordan #3 9/17 1,134,210.00 12/31/86 9.688%
Lebanon #2 9/17 2,196,097.00 4/15/86  9.666%
Liberia #4 9/17 718,087.00 10/30/84  9.837%
Turkey #2 9/17 1,985,914.53 10/1/86  9.699%
Turkey #4 9/17 2,815,136.00 10/1/87 9.656%
Turkey #6 9/17 4,881,027.94 6/3/88 9.630%
Turkey #7 9/17 4,200,000.00 6/3/91 9.482%
Korea #9 9/20 100,000.00 6/30/87 9.673%
Egypt #1 9/24 19,678,225.00 9/1/09  9.340%
Greece #10 9/24 2,008,816.07 2/1/89  9.585%
Greece #11 9/24 1,568,595.00 5/10/89  9.565%
Thailand #7 9/24 2,695,445.00 8/25/86  9.706%
Turkey #6 9/24 109,679.00 6/3/88 9.628%
Turkey #7 9/24 2,843,637.00 6/3/91  9.465%
Honduras #4 9/28 426,860.00 5/4/84 10.017%
Jordan #3 9/28 84,141.30 12/31/86  9.813%
Export-Import Bank
#21 9/4 516,600,000.00 9/1/89 9.53% 9.419% quarterly
Farmers Home Administration
Certificate of Beneficial 9/7 735,000,000.00 9/7/84 9.595%  9.825% annually
Ownership 9/24 400,000,000.00 9/24/84 9.555% 9.783% "
Department of Housing § Urban Development
Section 108 Block Grant
Toledo, Ohio 9/13 500,000.00 7/15/80 11.095% 11.363% annually
Kansas City, Missouri 9/19 200,000.00 6/15/80 11.295%
General Services Administration
Series M-050 9/11 4,031,203.04 7/31/03  9.398%
Series L-058 9/14 203,248,04 11/15/04  9.396%
Series M-051 9/26 89,748.97 7/31/03  9.409%
Series K-024 9/28 967,936. 70 7/15/04  9.417%
Rural Electrification Administration
Cert. of Beneficial Ownership 9/30  302,225,000.00 9/30/09  9.425%
United Power #67 9/6 4,100,000.00 9/6/81 10.195% 10.068% quarterly
United Power #129 9/6 3,700,000.00 9/6{8% "
12/%1 /1% 240 "
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FEDERAL FINANCING BANK
September 1979 Activity

Page 2
: : AMOUNT : :INTEREST:  INTEREST
BORROWER : DATE ;: OF ADVANCE : MATURITY : RATE :  PAYABLE
. . (other than s/a)
Rural Electrification Administration
(continued)
Wolverine Electric #100 9/10 $ 2,222,000.00 9/10/81 10.275% 10.146% quagterly
Dairyland Power #54 9/10 4,775,000.00 9/10/81 10.275% 10.146% )
Allegheny Electric #93 9/10 7,330,000.00 9/30/81 10.235% 10.107% |
Northern Michigan Elect. #101 9/10 2,841,000.00 9/10/82 9.865% 9.746% '
Wabash Valley Power #104 9/10 3,804,000.00 12/31/13  9.371% 9.264% !
Western Farmers Electric #133 9/11 23,000,000.00 12/31/13 9.388% 9.28% "
Colorado-Ute Electric #78 9/12 3,700,000.00 9/12/81 10.175% 10.049% "
Cajun Electric Power #76 9/14 50,000,000.00 9/14/82  9.875% 9.756% "
Western I1linois Power #99 9/14 2,184,000.00 9/14/81 10.275% 10.146% "
Somerset Telephone #33 9/17 250,000.00 9/17/81 10.195% 10.068% "
East Kentucky Power #73 9/18 7,061,000.00 9/18/81 10.305% 10.176% "
Associated Electric #132 9/18 15,000,000.00 9/18/81 10.305% 10.176% "
Medina Electric #113 9/18 750,000.00 9/18/81 10.305% 10.176% "
Big Rivers Electric #58 9/20 2,742,000.00 9/20/81 10.255% 10.127% "
Big Rivers Electric #65 9/20 228,000.00 9/20/81 10.255% 10.127% "
Big Rivers Electric #91 9/20 1,910,000.00 9/20/81 10.255% 10.127% "
Big Rivers Electric #136 9/20 288,000.00 9/20/81 10.255% 10.127% "
United Power Assn. #86 9/20 1,350,000.00 9/20/81 10.255% 10.127% "
Gulf Telephone #50 9/20 767,000.00 12/31/13  9.356% 9.249% "
Chugach Electric #82 9/24 8,623,000.00 12/31/13 9.308% 9.202% "
M § A Electric Power #111 9/25 250,000.00 9/25/81 10.185% 10.059% "
East Ascension Telephone #39 9/26 1,100,000.00 9/26/81 10.185% 10.059% "
Tri-State Gen. § Trans. #79 9/26 336,000.00 8/31/86  9.545%  9.434% "
South Mississippi Elect. #3 9/26 155,000.00 9/28/81 10.185% 10.059% "
South Mississippi Elect. #90 9/26 205,000.00 9/28/81 10.185% 10.059% "
San Miguel Electric #110 9/27 10,000,000.00 9/27/81 10.195% 10.068% "
Elmore-Coosa Telephone #46 9/27 306,000.00 12/31/13 9.396% 9.288% "
Arizona Electric Power #60 9/27 1,100,000.00 12/31/13 9.396% 9.288% "
Basin Electric Power #88 9/28 869,000.00 9/28/81 10.285% 10.156% "
Doniphan Telephone #14 9/28 150,000.00 12/31/13  9.425% 9.343% "
Tri-State Gen. § Trans. #89 9/28 7,969,000.00 8/31/86  9.635% 9.522% "
Wabash Valley Power #104 9/28 1,783,000.00 12/31/13  9.343% 9.221% "
Small Business Investment Companies
Capital for Terrebonne, Inc. 9/19 500,000.00 9/1/82  9.925%
First Dallas Capital Corp. 9/19 4,000,000.00 9/1/82 9.925%
North Star Ventures, Inc. 9/19 750,000.00 9/1/82 9.925%
Northwest Business Invest. Corp. 9/19 170,000.00 9/1/84 9.615%
Southwest Capital Invest. Inc. 9/19 500,000.00 9/1/84 9.615%
Charles River Resources, Inc. 9/19 2,000,000.00 9/1/86 9.585%
Enervest, Inc. 9/19 400,000.00 9/1/86  9.585%
First Capital Corp. 9/19 375,000.00 9/1/86 9.585%
First Capital Corp. 9/19 375,000.00 9/1/89  9.545%
First Idaho Venture Cap. Corp. 9/19 500,000.00 9/1/89  9.545%
Fundex Capital Corp. 9/19 500,000.00 9/1/89  9.545%
Trans-Am Bancorp, Inc. 9/19 500,000.00 9/1/89  9.545%
Student Loan Marketing Association
Note #212 9/4 1,220,000,000.00 9/11/79 10.40%
Note #213 9/11 1,250,000,000.00 9/18/79 11.124%
Note #214 9/18 1,250,000,000.00 9/25/79 10.933%
Note #215 9/25 1,265,000,000.00 10/2/79 10.544%
Tennessee Valley Authority
Note #106 9/17 25,000,000.00 12/31/79 10.973%
Note #107 9/28 620,000,000.00 12/31/79 10.844%

Note #108 9/28 700,000,000.00 :1/31/80 10.824%
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Department of Transportation

Emergency Rail Services Act

Trustee of The Milwaukee Road #2 9/20 §$ 5,000,000.00 7/12/94  9.445%

Section 511

Chicago § North Western 511-78-3 9/12 1,418,527.00 11/1/90 9.464? .

Trustee of The Milwaukee Road 9/14 194,888.00 11/15/91 9.549ﬁ 9.777% annually

National Railroad Passenger Corp.

(Amtrak)

Note #20 9/6 6,000,000.00 10/1/79 10.609%

Note #20 9/11 3,000,000.00 10/1/79 11.124%

Note #20 9/12 5,000,000.00 10/1/79 11.016%

Note #20 9/14 5,138,364.00 10/1/79 11.066%

Note #18 9/14 3,861,436,00 9/28/79 11.066%

Note #18 9/17 13,000,000.00 9/28/79 10.933%

Note #18 9/20 5,500,000.00 9/28/79 10.748%

Note #18 9/25 5,000,000.00 9/28/79 10.544%

Note #18 9/27 3,000,000.00 9/28/79 10.769%

Note #18 9/28 8,000,000.00 10/1/79 10.831%
United States Railway Association

Note #16 9/27 1,380,000.00 10/31/79 10.769%

Note #13 9/28 689,520.00 12/26/90  8.125%
Western Union Space Commumnications, Inc.

(NASA)

9/4 500,000.00 10/1/89  9.522% 9.749% annually

9/20 7,900,000.00 10/1/89  9.608% 9.839% "
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MEMORANDUM TO THE PRESS
Friday, November 2, 1979

For your information, the White House today released
the following statement:

The President applauds the Thursday night Senate action
which would give an important break to small savers. The
bill approved by the Senate contains major recommendations
that the President submitted to Congress in May.

The President proposed and now, under the leadership of
banking committee chairman Senator William Proxmire, the
Senate has agreed that major deregulatory reforms in the
financial area are needed: the phase-out of federally-imposed
deposit interest ceilings that limit the interest that savers
earn on their savings accounts; the reversal of an appellate
court decision that would have prohibited the pro-consumer
automatic transfer system; and the validation nationwide of

pro-consumer NOW accounts and share draft accounts at credit
unions.

"The Senate has taken a significant step," the President

g said, "to provide equity for savers in our country and to assist
depository institutions in competing more effectively for funds."
The President urged that the House-Senate conference committee
members "act promptly to return to both houses for final approval
legislation that will provide this critically important relief

to small savers."

M-173



parmento e TREASURY

INGTON, D.C. 20220

 TELEPHONE 566-2041

November 5, 1979

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $3,100 million of 13-week bills and for $3,100 million of
26-week bills, both to be issued on November 8, 1979, were accepted today.

26-week bills
maturing May 8, 1980

RANGE OF ACCEPTED
COMPETITIVE BIDS:

13-week bills
maturing February 7, 1980

Discount Investment : Discount Investment

Price Rate Rate 1/ Price Rate Rate 1/
High 96.954 12.050% 12.64% 93.902 12.0627% 13.06%
Low 96.930 12.145% 12.74% 93.886 12.0947 13.10%
Average 96.942 12.098% 12.69% 93.890 12.0867% 13.09%

Tenders at the low price for the 13-week bills were allotted 27%.

Tenders at the low price for the 26-week bills were allotted 82%.

Location
Boston

New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

St. Louis
Minneapolis
Kansas City
Dallas

San Francisco
Treasury

TOTALS

Type

Competitive
Noncompetitive

Subtotal, Public

Federal Reserve

and Foreign Official

Institutions

TOTALS

TENDERS RECEIVED AND ACCEPTED

(In Thousands)

Received Accepted

S 42,775 § 42,775
3,625,805 2,476,305
31,690 31,690
38,960 38,960
47,745 47,745
44,800 44,790
312,450 171,450
67,480 35,480
16,945 16,945
39,390 39,390
15,600 15,600
225,310 95,410
43,505 43,505
$4,552,455 $3,100,045
$2,709,565 $1,257,155
632,570 632,570
$3,342,135 $1,889,725
$1,210,320 $1,210,320
$4,552,455 $3,100,045

1/Equivalent coupon—issue yield.

Received
$ 45,525
4,247,680
18,940
24,115
63,320
35,025
303, 490
46,920
13,450
29,775
12,155
248,595
59,850

$5,148,840

$3,086,545
489,195

$3,575,740

$1,573,100

$5,148,840

Accepted

$ 40,525
2,653,770
18,860
24,115
33,110
32,525
87,990
14,920
7,450
28,525
12,155
86, 415
59,850

$3,100,210

$1,037,915
489,195

$1,527,110

$1,573,100

$3,100,210
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FOR IMMEDIATE RELEASE

TEL&PH&NE 5662041

November 5, 1979

RESULTS OF TREASURY'S WEEKLY BILL AUCTIONS

Tenders for $3,100 million of 13-week bills and for $3,100 million of

26-week bills, both to be issued on November 8, 1979,

RANGE OF ACCEPTED
COMPETITIVE BIDS:

High
Low
Average

13-week bills
maturing February 7, 1980

were accepted today.

26-week bills
maturing May 8, 1980

Discount Investment : Discount Investment
Price Rate Rate 1/ : Price Rate Rate 1/
96.954 12.050% 12.64% . 93.902 12.062% 13.067%
96.930 12.145% 12.747% : 93.886 12.0947% 13.10%
96.942 12.098% 12.69% : 93.890 12.0867% 13.097%

Tenders at the low price for the 13-week bills were allotted 27%.
Tenders at the low price for the 26-week bills were allotted 82%.

Location
Boston

New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

St. Louis
Minneapolis
Kansas City
Dallas

San Francisco
Treasury

TOTALS
Type

Competitive
Noncompetitive

Subtotal, Public

Federal Reserve

and Foreign Official

Institutions

TOTALS

TENDERS RECEIVED AND ACCEPTED

1N

(T Th-

Received
S 42,775
3,625,805
31,690
38,960
47,745
44,800
312,450
67,480
16,945
39,390

15,600

225,310
43,505

$4,552,455

TODAY :

LArST

1979

DATE: November 5,

”

1 3-WEEK 26-WLEK [

ffZ.c>$5’;Z A;n ;>ff£

& 12.256 7o

&)
try
o

EIGEEST B5IRCE:

$2,709,565

632,570

$3,342,135

$1,210,320

([ 7/6

$4,552,455

1/Equivalent coupon-jissue yield.

/). 236,
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For Release on Delivery
Expected Around 1 P.M., EST
Monday, November 5, 1979

REMARKS BY
THE HONORABLE G. WILLIAM MILLER
SECRETARY OF THE TREASURY
NATIONAL JOURNAL TAX CONFERENCE
WASHINGTON, D.C.
NOVEMBER 5, 1979

It is a pleasure for me to participate in the National
Journal Tax Conference. This forum offers an important
opportunity to review our tax system, always a useful
exercise. While it would seem premature for me to prescribe
a specific blueprint for tax policy of the 1980's, it is
timely to suggest a framework for discussion of the critical
tax questions the nation will be facing in the years ahead.

GUIDELINES FOR TAX POLICY

Any thoughtful consideration of the tax system must be
shaped by economic realities. As the 1980's begin, inflation
will continue to be our most pressing domestic concern. Its
impact is felt first hand by all Americans. Inflation
erodes the value of a worker's wages and a business' profits.
It endangers jobs and impairs investments. Clearly, inflation
poses a serious threat to the quality of life in this
country.

The Administration is firmly committed to waging a
vigorous battle against inflation. But the battle will not
be won quickly or easily. Building up over the past 15
years, inflation has become deeply embedded in the economy.
A successful anti-inflation effort will therefore require a
comprehensive, sustained attack on fundamental causes. Tax
policy can and should play an important role in that effort.

Fiscal discipline is a major weapon in the war against
inflation. An inflation-conscious tax policy must therefore
be developed with a keen eye on the Federal budget. During
the past 3 years, the Federal deficit has been reduced from
4 percent of GNP to 1 percent of GNP. The 1979 deficit of
$27.7 billion is the smallest since fiscal year 1974. Any
proposed tax reduction should be analyzed in terms of its
impact on the objective of moving toward a balanced budget.
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Economic progress with price stability is also critically
dependent upon improvement in the rate of savings and
investment in the private sector. Sluggish savings and
investment performance over the past several years has
contributed to a marked slowing of productivity growth -- a
trend that has, in turn, contributed to spiraling wage and
price adjustments. Tax policy cannot ignore these develop-
ments; it must be shaped to promote job-creating investment
and to restrain business costs.

These tax policy guidelines are demanding. Discipline
in fiscal policy limits the opportunity for a general tax
cut in the immediate future. And, should it become appropriate
to consider more narrowly focused tax reductions, an austere
budget requires that tax proposals be fashioned with extreme
care. The only acceptable tax policy is one that contributes
to our overall economic goals efficiently, fairly and simply.

DISCUSSION OF SPECIFIC PROPOSALS

Specific illustrations may be helpful. Among the items
listed on this conference's agenda are proposals to accelerate
recovery of capital costs, to provide special tax benefits
for individual savers, and to reduce social security taxes.
Each of these proposals has been advanced as a potential
response to the nation's economic needs; each should be
evaluated with reference to the tax policy guidelines just
outlined.

Liberalized Depreciation

Liberalized depreciation is the investment incentive
proposal currently receiving most public attention. An
example is the so-called "10-5-3" bill, which would restructure
the system of tax allowances for capital recovery. Under
this bill, nonresidential buildings could be written off
over a l0-year period, most equipment over a 5-year period,
and a limited amount of expenditures for cars and light
trucks over a 3-year period. Accelerated depreciation
methods would continue to be allowed, and the investment
tax credit would be favorably modified.

There is widespread agreement with the major premises
underlying 10-5-3. The depreciation system should be
simplified so that all businesses, large and small, can
readily comply with tax rules. The present system also
provides too little incentive for capital investment during
periods of high inflation and financial uncertainty; liberalized
depreciation allowances should certainly be given prime
consideration when a tax reduction is appropriate.



However, in evaluating the specifics of any depre-
ciation proposal, one must not lose sight of the objective
of providing incentives that are as efficient and fair as
possible. Such an assessment reveals some shortcomings in
the 10-5-3 proposal. However, these shortcomings could be
rectified without sacrificing the basic objectives.

Revenue cost is one concern. The tax cut proposed by
10-5-3 is generous. When combined with a full 10 percent
investment credit, the 5-year write off for machinery is
more advantageous than immediate expensing. The budgetary
implications of such a change are troublesome.

Another cause of concern is the effect of 10-5-3 on
various sectors of the economy. The investment tax incentive
would vary widely among industries. For example, based on
Treasury Department projections, the tax reduction per
dollar of investment would be 4.4 percent for the construction
industry, 8 percent for motor vehicle manufacturers, 18.5
percent for the communications industry and 25.7 percent for
gas utilities and pipelines.

There is no discernible relationship between the amount
of tax incentive and the relative need for improved productivity
performance. For example, the communications industry,
which has experienced about 9 percent average annual productivity
growth from 1973 through 1978, would be among the most
favored industries under 10-5-3. The construction industry,
which has experienced an actual decline in economic growth
during that period, would be among the least favored.

The 10-5-3 formula would also provide a fertile ground
for the formation of "tax shelters". High-bracket taxpayers
could be expected to seek investments with the largest tax
writeoffs. This would tend to increase inequities in the
tax system, and at the same time divert investment funds
from industries most in need of capital.

Analysis of capital recovery proposals should also
involve consideration of expenditures mandated by Government,
such as those for pollution control equipment. Recent data
indicate that about 5 percent of all capital expenditures
are devoted to abatement of pollution. While such expenditures
are necessary for the welfare of the public, they do not add
directly to production.



Some non-productive expenditures are now subsidized by
the Government through special tax provisions. Others are
borne by the consumers of the product, through higher
product costs, and not by taxpayers generally. This alloca-
tion issue involves fundamental questions of economic and
social policy -- questions that the Treasury Department is
currently addressing in a study, requested by Congress, on
the appropriate tax treatment of mandated expenditures.

Savings Incentive for Individuals

Tax policy for the next decade must be concerned with
the economic decisions of individuals as well as businesses.
Individual Americans are consuming too much and saving too
little. The nation's personal savings rate is now just
over 4 percent of disposable income, the lowest rate in
nearly 30 years. This disappointing rate has contributed to
lagging productivity. For this reason, various tax incentives
for savings have been suggested.

However, proposals for such tax incentives must be
approached with caution. A delicate balance of competing
considerations is required. On the one hand, the revenue
loss of any proposal would have to be within reasonable
bounds. On the other hand, an effective savings incentive
would need to be applied broadly enough to provide a real
inducement for increased savings and not merely a windfall
for existing savers.

Consider current Congressional proposals to exempt a
certain level of interest income -- ranging generally from
$100 to $500. It is doubtful whether these proposals would
have any appreciable impact on aggregate savings. A tax
reduction would be available to individuals for savings
activities they would already be inclined to perform; at
most, such an incentive might result in an unproductive
reshuffling of existing investments.

Problems of tax equity also weigh heavily in the
consideration of individual tax policy. A tax exemption
creates disparate tax savings, depending upon the particular
rate bracket of the taxpayer. Incentives for individual
savings should be structured to minimize this inequity.

Yet, in the final analysis, the best incentive for
individual savings may not lie within the tax system. Small
savers now receive low interest rates because of deposit



interest rate ceilings imposed under Federal law. The
Financial Institutions Reform Act proposed by the
Administration would phase out the interest ceilings set
forth in regulation Q. The Senate version passed the
Senate last week. Reliance upon the private market system
to enhance the return on savings would seem to be desirable,
providing incentive without specially tailored tax breaks.

Payroll Tax Reduction

A third proposal -- a possible reduction in Federal
payroll taxes -- would affect both individuals and businesses.
In 1981, the combined social security tax rate for employers
and employees is scheduled to rise from the current 12.26
percent to 13.30 percent, and the wage base is scheduled to
increase from $22,900 to $29,700. The total tax increases
are estimated at about $]18 billion. Some have recommended
that these scheduled increases be trimmed back or eliminated.

A payroll tax cut does have attractive features. A
reduction for employers would have the effect of reducing costs
and thus prices. It would also be more progressive for
individuals than almost any income tax reduction.

Yet, such a reduction would require alternate funding
for future benefits. A schedule of payroll tax increases
was adopted in 1977 for good reason: to protect the integrity
of the social security trust funds. To allow for a payroll
tax cut and still provide proper financing, one proposed
alternative is a value added tax. Such a tax has far-
reaching implications that will begin to be explored in
Congressional hearings this week. The hearings should
develop comparisons of the VAT, the income tax and the
social security tax in terms of impact on the economy and on
the equity and simplicity of the tax system.

CONCLUSION

As the discussion of specific tax proposals suggests,
there are many constraints on tax policy decisions. During
the period ahead there must be a special concern for the
efficient use of our limited economic resources. Budgetary
discipline is essential.

One aspect of budget policy has received extensive
public attention. There seems to be a consensus that closer
budgetary control should be exercised over Government
spending. There is a concern that Government resources are
being wasted -- and Federal deficits expanded -- through
inefficient spending programs.



The same sense of public concern should extend to the
other side of the Federal ledger -- to the tax system. The
tax system is now doing much more than just collecting
revenues to pay for spending programs. The Internal Revenue
Code is becoming, in itself, an unwieldy network of Govern-
ment spending programs.

The Federal Government has two basic means by which it
can carry out its social programs. It can do so directly,
such as by making grants or loans, or it can do so by
reducing liabilities otherwise owed to the Government. The
two methods are economically equivalent; a potential recipient
can be provided the same amount of aid using either method.
When aid is provided through the reduction of tax liabilities,
the special reduction is referred to as a "tax expenditure."”

The Congressional Budget Act of 1974 requires a listing
of tax expenditures in the budget. There are now over 90
different tax expenditure programs. For fiscal year 1980,
the aggregate revenue cost attributable to tax expenditures
will exceed $150 billion.

Such a substantial portion of the budget must be subject
to accountability. If the tax system is to be used to
encourage savings and investment, the American public has
the right to demand that the tax cuts be designed to accomplish
the job efficiently. Likewise, housing, welfare, energy,
agriculture, and a myriad of other programs effected through
the tax code must be subjected to budget scrutiny. Where
these tax programs are inefficient, unduly complicated or
inequitable, they should be modified or repealed. Efforts
to eliminate Government waste, reduce budget deficits and
rationalize Federal programs must not end with an examination
of direct Government spending.

The Federal tax system is, in many respects, the envy
of other nations. Government revenues are collected primarily
through a system of self-assessment with a minimum of
Government involvement. The Internal Revenue Service has a
reputation for integrity. The tax burden is generally
imposed fairly in accordance with ability to pay. But the
system can be improved. In the coming years, the challenge
must be accepted -- in the name of good tax policy and of
good budget policy.
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IMMEDIATE RELEASE CONTACT: Charles Arnold
Saturday, November 3 202/566-2041

STATEMENT BY SECRETARY OF THE TREASURY
G. WILLIAM MILLER

No one can doubt President Certer's position on the
windfall profits tax. He is determined and has worked
diligently to see that the oil industry does not reap unfair
windfall profits at the public's expense. The President has
stated repeatedly since he proposed the tax that the Congress
should pass a windfall profits tax at levels no lower than
his proposals. The House bill meets that criterion. While
the Senate Finance Committee has recommended a tax which will
produce less revenue, the President has made it clear that
he expects the tax to be strengthened on the Senate floor and
ultimately to be enacted in a form close to his proposals.

I hope Senator Kennedy will work in the Senate to help

us achieve the goal for a windfall profits tax which he
obviously shares with the President.
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FOR IMMEDIATE RELEASE Contact: John P. Plum
November 5, 1979 202/566-2615

TREASURY ANNOUNCES INTEREST RATES ON DEUTSCHE MARK NOTES

The Department of the Treasury today announced that
the interest rates on its two and one-half vear and three
and one-half year notes denominated in Deutsche Mark are
8.55% and 8.50% respectivelv. The notes are priced at par.
Interest shall be paid annually on the redemption date.

As announced earlier, the Treasury is offering notes
denominated in Deutsche Mark in an aggregate ammount up
to Deutsche Mark 2.0 billion. The notes are being offered
to residents of the Federal Republic of Germany. Sub-
scriptions will be received by the German Bundesbank,
acting as agent on behalf of the United States, until 12:00
noon, Frankfurt time, on Tuesday, November 6.
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FOR RELEASE AT 3:00 P.M. November 5, 1979

TREASURY OFFERS $2,000 MILLION OF 167-DAY
CASH MANAGEMENT BILLS

The Department of the Treasury, by this public notice,
invites tenders for approximately $2,000 million of 167-day
Treasury bills to be issued November 9, 1979, representing an
additional amount of bills dated October 25, 1979, maturing
April 24, 1980 (CUSIP No. 912793 4B 9).

Competitive tenders will be received at all Federal
Reserve Banks and Branches up to 12:30 p.m., Eastern Standard
time, Wednesday, November 7, 1979. Wire and telephone tenders
may be received at the dlscretlon of each Federal Reserve Bank
or Branch. Each tender for the issue must be for a minimum
amount of $1,000,000. Tenders over $1,000,000 must be in
multiples of $l,000,000. The price on tenders of fered must be
expressed on the basis of 100, with not more than three
decimals, e.g., 99.925. Fractions may not be used.

Noncompetitive tenders will not be accepted. Tenders
will not be received at the Department of the Treasury,
Washington.

The bills will be issued on a discount basis under
competitive bidding, and at maturity their par amount will
be payable without interest. The bills will be issued entirely
in book-entry form in a minimum denomination of $10,000 and in
any higher $5,000 multiple, on the records of the Federal
Reserve Banks and Branches.

Banking institutions and dealers who make primary markets
in Government securities and report daily to the Federal Reserve
Bank of New York their positions in and borrowings on such
securities may submit tenders for account of customers, if the
names of the customers and the amount for each customer are
furnished. Others are only permitted to submit tenders for
their own account. Each tender must state the amount of any net
long position in the bills being offered if such position is in
excess of $200 million. This information should reflect
positions held at the close of business on the day prior to the
auction. Such positions would include bills acquired through
"when issued" trading, and futures and forward transactions as
well as holdings of outstanding bills with the same maturity
date as the new offering; e.g., bills with three months to
maturity previously offered as six month bills. Dealers, who
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make primary markets in Government securities and report daily
to the Federal Reserve Bank of New York their positions in and
borrowings on such securities, when submitting tenders for
customers, must submit a separate tender for each customer whose
net long position in the bill being offered exceeds $200 million,

No deposit need accompany tenders from incorporated banks
and trust companies and from responsible and recognized
dealers in investment securities. A deposit of 2 percent of
the par amount of the bills applied for must accompany tenders
for such bills from others, unless an express guaranty of
payment by an incorporated bank or trust company accompanies
the tenders.

Public announcement will be made by the Department of
the Treasury of the amount and price range of accepted bids.
Those submitting tenders will be advised of the acceptance
or rejection of their tenders. The Secretary of the
Treasury expressly reserves the right to accept or reject
any or all tenders, in whole or in part, and the Secretary's
action shall be final. Settlement for accepted tenders in
accordance with the bids must be made or completed at the
Federal Reserve Bank or Branch in cash or other immediately
available funds on Friday, November 9, 1979.

Under Sections 454(b) and 1221(5) of the Internal
Revenue Code of 1954 the amount of discount at which these
bills are sold is considered to accrue when the bills are
sold, redeemed or otherwise disposed of, and the bills are
excluded from consideration as capital assets. Accordingly,
the owner of these bills (other than life insurance
companies) must include in his or her Federal income tax
return, as ordinary gain or loss, the difference between the
price paid for the bills on original issue or on subsequent
purchase, and the amount actually received either upon sale
or redemption at maturity during the taxable year for which
the return is made.

Department of the Treasury Circulars, No. 418 (current
revision), Public Debt Series - Nos. 26-76 and 27-76, and
this notice, prescribe the terms of these Treasury bills and
govern the conditions of their issue. Copies of the circulars
may be obtained from any Federal Reserve Bank or Branch.
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HINGTON, D.C. 20220 TELEPHONE 566-2041

FOR IMMEDIATE RELEASE Contact: Alvin Hattal
November 5, 1979 202/566-8381

TREASURY PROPOSES PROCEDURES TO MEASURE OIL IMPORTS

The Treasury Department today announced proposed new
standard procedures developed by the Customs Service to
monitor oil imports into the United States.

ela
} The new standard procedures were recommended by a special
task force on 0il imports established by Commissioner of
Customs R. E. Chasen. The procedures are designed to insure
an ‘accurate measure of the quantity of oil imported, and will
pro¥ide a firm foundation for implementing the President's oil
impbrt quota program.

a
~ The measurement process proposed by Customs involves

checks of both the amount of o0il unloaded from ships and the
amount entering shore tanks or pipelines. The two amounts
cannot vary by more than one percent without an explanation

and possible penalties. In any case where a discrepancy exists,
the amount determined by the shore tank gauge will be used for
statistical purposes, unless the discrepancy is greater than
one percent and not adequately explained. In that event, the
higher amount will be used.

Measurement of the amount of o0il unloaded from ships is
done by ullaging -- determining the amount of o0il in a vessel's
storace tank by measuring how much of the tank is empty. This
is done by dropping a plumb bob to the top of the oil in a tank

whose size is known.

Customs proposes that opening ullages be supervised by
a Customs officer. The opening ullage is the measurement which
establishes the content of the vessel and provides a benchmark
against which other measurements are compared. Closing ullages
would be supervised by a Custom officer whenever a vessel has

not completely discharged its cargo.

Ullages may be performed by company employees, ships' crew
members or by employees of firms providing ullaging and gauging
services by contract -- called public gaugers.

The measurement of oil entering shore tanks is performed
by an "opening gauge" of the amount of oil in the tank before
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a delivery and a "closing gauge" of the amount in the tank
after the receipt of the new oil.

Under the proposal, Customs officers would witness all
shore tank gauges performed by employees of the importing
company or some related party. They would also check from
5 to 10 percent of the shore tank gauges conducted by public
gaugers to verify through this sampling the accuracy of the
public gaugers measurements. On the unusual occasions when
no vessel ullages are taken, Customs officers would witness
all shore tank gauges.

Under the proposal, Customs will step up its supervision
of public gaugers by strengthening its requirements and
conducting periodic audits concerning conflicts of interest,
record-keeping and training. Only the reports of public gaugers
approved by the Customs Service are acceptable by the Service.
Failure to comply with the strengthened requirements may result
in the suspension or revocation of the gauger's Customs approval
and the assessment of monetary or other penalties.

When tankers which are too large to enter U.S. ports unload
their cargoes into lighters, the lighters will be ullaged as .
though they were vessels from a foreign port.

_ Exceptlons to the ullaging policy will occur only wher
measurements ¢annot be taken because of safety or technological
considerations. These include the dangers arising from boarding

vessels in severe weather and the safety constraints on ullaging
certain vessels equipped to carry a layer of inert gas in their tan

The Customs district director may order complete super-
vision by a Customs officer of measurements whenever he or she
considers that other procedures are 1nadequate to insure accurate
data.

0il entering the United States by pipeline will continue
to be measured by Customs officers taking opening and closing
meter readings. All pipelines meters must be approved by
the Customs Service and checked periodically to insure that
they are accurately recording the amount of fluid passing through.

In addition, Customs officers will witness the taking of
samples of the incoming o0il and Customs laboratories, as necessar}
will analyze these samples for water content and specific
gravity. Separately, ullages are routinely adjusted for water
that has settled out of the oil and for variations in oil
temperature. ’



Of U.S. petroleum and petroleum product imports in 1978,
approximately 90 percent arrived by vessel through 10 major

areas, 9 percent came by pipeline and 1 percent by rail and
truck.

The proposed new standard policies in general reflect a
codification and standardization of existing practice in most
Customs Districts. A Customs survey begun in July found that
the existing measurement of oil imports was good but that
certain procedures varied from location to location. The
proposal would provide uniformity among the Customs Districts
and tighten control of o0il imports through increased super-
vision of wvarious gauging procedures.

The proposal will be implemented by the issuance of internal

Customs directives and the publication of amendments to the
Customs Regulations. A notice of proposed rulemaking setting

forth the necessary revisions to the Customs Regulations relating
to these procedures will be published for comment in the Federal
Register on November 7. Public comments on the proposal received

during the next 30 days will be considered before final proce-
dures are adopted.



Stockpile Information

November 5, 1979 GSA #P-2551
FOR IMMEDIATE RELEASE

The General Services Administration, in consultation with the Department
of the Treasury, today announced the award of a total of 1,250,000 fine troy
ounces of gold from U.S. Treasury stocks. The award consisted of gold of
899.0 to 917.0 fineness in approximately 300 ounce bars.

The sale of this material resulted from the sealed bid offering of
U.S. Treasury gold conducted at 11 a.m., Washington, D.C., time on
November 1. The gold was available from the U.S. Assay Office, New

York, New York.

The acceptable bids are as follows:

Approximate Price Per
Firm Fine Troy Ounces Fine Troy Ounce

Bank Leu, Ltd. 1,200 $378.12
New York, New York 2,400 376.78
2,400 375.68
1,200 37k .92
1,200 373.12
1,200 372.88
2,400 371.63
1,200 371.50
2,400 370.13
2,400 369.52
1,200 368.50
10,200 367.70
Credit Suisse 150,000 374.00
Zurich, Switzerland 11,400 370.00
Dresdner Bank AG 39,000 - 37k.26
Jew York, llew York 39,000 373.88
39,000 373.31
39,000 372.86
39,000 372.41
39,000 371.99
39,000 371.06
39,000 370.21

NN U.S. General Services Administratioh = Tentral Office
b@&wm & F Sts., NW, Washington, DC 20405 (202) 566-0512



Approximate Price Per
Firm Fine Troy Ounces Fine Troy Ounce
E. F. Hutton & Co. 15,000 $374.26
New York, New York |
Gold Standard Corporation 1,200 374.80
Kansas City, Missouri
Philipo Brothers 30,000 374.10
New York, New York 30,000 373.10
30,000 372.10
Republic National Bank of 3,000 376.50
New York 3,000 375.75
New York, New York 3,000 375.00
15,000 374.00
15,000 373.50
15,000 372.50
15,000 372.00
15,000 371.50
15,000 370.50
9,900 370.00
15,000 370.00
15,000 369.50
15,000 368.50
9,900 368.00
19,800 367.50
15,800 365.50
Samuel Montagu, Inc. 2,400 376.50
New York, New York 1,500 375.50
3,000 375.20
2,400 375.00
3,000 37L.70
1,500 37k4.50
2,L00 37Lk.00
3,900 373.50
2,400 373.00
3,900 372.50
5,100 372.00
7,500 371.50
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Approximate Price Per
Firm Fine Troy Ounces Fine Troy Ounce

Sharps, Pixley, Inc. 2,400 $376.50
New York, New York 2,400 375.00
2,400 374.00
2,400 373.50
2,400 373.00
2,400 372.50
4,800 372.00
4,800 371.50
4,800 371.00
Swiss Bank Corporation 10,200 376.25
Zurich, Switzerland 10,200 375.75
21,000 375.27
10,200 373.87
33,000 373.78
4,800 373.57
3,900 373.50
33,000 373.07
10,200 372.75
10,200 372.68
3,000 372.52
33,000 372.28
3,900 372.00
33,000 371.76
3,000 371.47
10,200 371.27
15,000 370.87
10,200 370.75
3,900 370.50
3,000 369.95
10,200 368.75
6,000 368.10
3,900 368.00
10,200 367.75
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Approximaté Price Per

Firm Fine Troy Ounces Fine Troy Ounce
Union Bank of Switzerland 10,800 — $377.10
Zurich, Switzerland 5,700 37k4.10

4,800 372.10
4,800 371.10
38,100 .370.10
4,800 369.10
4,800 368.10
4,800 367.10

¥ X X X X ¥ X X ¥ %X ¥ %
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FOR IMMEDIATE RELEASE Contact: John P. Plum
November 6, 1979 202/566-2615

TREASURY ANNOUNCES RESULTS OF DEUTSCHE MARK NOTE SALE

The Department of the Treasury today announced that
it is accepting a total of DM 2,005 million in subscriptions
for its issues of two and one-half year and three and one-half
year notes denominated in Deutsche marks. A total amount of
DM 3,892 million in subscriptions for these issues was received.

The Treasury accepted DM 808 million in subscriptions
for its two and one-half year notes. Total subscriptions
received for this issue were DM 1,548 million. In the case
of the three and one-half year notes, the Treasury accepted
DM 1,197 million in subscriptions. Total subscriptions
received for this issue were DM 2,344 million.

These acceptances represent allocations of 52 percent
of subscriptions for the two and one-half year notes and
51 percent for the three and one-half year maturity. 1In
each of the two maturities, allocations are being made on
a pro rata basis. 1Individual subscriptions of DM 100,000
and less are being accepted in full.
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Expected at 10:15 a.m. E.D.T.

STATEMENT OF DANIEL I. HALPERIN
DEPUTY ASSISTANT SECRETARY (TAX POLICY)
DEPARTMENT OF THE TREASURY
REFORE THE COMMITTEE ON LABOR AND HUMAN RESOURCES
November 7, 1979

Mr. Chairman and Members of the Committee:

I am pleased to have the opportunity to appear before
you today to discuss S. 1089, "The ERISA Simplification Act
of 1979" introduced by Senator Bentsen.

Treasury supports the continuing effort to reduce the
overall paperwork burdens on plan administrators and
employers, consistent with the purpose of ERISA to provide
participants, beneficiaries and the administering agencies
with adequate information. Although it is imperative that
those responsible for plans not be impeded by excessive or
unnecessary paperwork we believe that ERISA represents a very
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important advance in the protection of the benefits promised
to retired employees and their beneficiaries. In the
structure of rights and remedies there is strong emphasis
placed upon the individual participants's initiative, as well
as the oversight by governmental agencies. Neither the
individual nor the interested agencies can function properly
as intended by ERISA if they have too much of the wrong kind
of information, or too little of the right kind. 1In either
case the result is counterproductive.

The ERISA agencies are continuing their efforts to seek
the proper balance. As commented on by the Department of
Labor, much has been done in the last year; but we
acknowledge that there is more to be done. We welcome the
recommendations of the Congress and the opportunity to enter
today into a dialogue on this important subject.

Sections 2: Collection of Premiums by the IRS

Section 2 of the bill provides for the collection of the
Pension Benefit Guaranty Corporation premium through the use
of the plan's annual report, Form 5500, filed with the IRS.
In general, this issue is primarily of concern to PBGC and we
support the conclusions reached by PBGC with regard to the
needs of their program.

I would like to highlight one issue, however. The
intended function of the Internal Revenue Service with
respect to the information reported on the form is not clear.
Recause the process of validating the payment of premiums 1is
of primary concern to the PBGC, we recommend that even if
this provision is adopted, the PBGC should continue to have
full authority to conduct investigations and enforcement
actions with respect to premiums.

Section 3: Elimination of Summary Annual Report

Section 3 of the bill would eliminate the requirement
that certain statements of the plan's financial condition be
provided annually to all participants. In substitution, the
bill would provide for a summary of that information and the
source for obtaining additional information to be posted at
various work places. Since this area is of primary concern
to the Department of Labor we defer to that Department as to
this section of the bill.



Section 4: Filing of forms with income tax returns

Section 4 of the bill provides that "taxpayers shall
have the option to file any forms reguired by (ERISA) with
the annual income tax forms required by the Internal Revenue
Code...".

This presents certain difficulties. First many plans
are maintained by more than one employer, and the
responsibility for filing the appropriate documents rests
primarily on the plan administrator rather than on the
employers. Thus, there is no single employer's tax return to
coordinate with the plan's filing.

Second, a plan's filing is geared to plan years, while
the employer's income tax return relates to the particular
taxable period used for income tax purposes. The income tax
year and the plan year do not necessarily coincide, even when
there is a single employer maintaining the plan. To the
extent that the plan year ends early in the tax year of the
employer the bill would permit an extension of the filing of
the annual report for several months until the income tax
return is due. At its worst this would result in a delay of
11 months from the time that the annual return for the plan
would otherwise be due. This result would be undesirable
from the standpoint of the agencies whose duty it is to
administer the programs based on these annual reports, as
well as from the standpoint of participants and other
interested individuals looking to the reports for wvaluable
information.

Under section 6072(b), the income tax filing date for a
corporation is the 15th day of the third month following the
close of the taxable year. The time for filing partnership
and individual tax returns is the 15th day of the fourth
month. Under section 6081 extensions may be granted for
filing income tax returns for periods up to six months.

The plan's return (Form 5500) is required to be filed
not later than the last day of the 7th month following the
close of the plan year, unless an extension of time up to 2
1/2 months is granted by the Service. For this purpose, an
extension of time for filing the employer's income tax return
will automatically be treated as an extension of time to file
the Form 5590 in the case 0of a single employer plan.
Therefore, for an employer with a conventional single



employer plan and a plan year coinciding with its tax year,
there would be no difficulty in filing the two returns at the
same time.

Further there would be no difficulty for a single
employer to obtain IRS approval for a change of plan year to
coincide with the tax year. Thus, in those situations where
the goal of the bill is attainable - a single employer plan
with identical! tax and plan years - legislation is not
necessary to achieve it.

A final comment should be made regarding other forms
required by ERISA but which are not filed on a regular basis.
For example, reports must be made to the Internal Revenue
Service with respect to mergers and consolidations of plans
in order to give the Internal Revenue Service an opportunity
timely to intervene in a transaction. These forms are
unrelated to the particular tax year of the employer and in
most cases are unrelated to a plan year end. This provision
of the bill should not in any event be extended to such
forms.

Civil Enforcement Actions by Treasury Department

The bill provides the Secretary of the Treasury with
authority to bring a civil action to enforce compliance by a
plan or trust with the regquirements of the Internal Revenue
Code applicable to so-called qualified plans. Under present
law, the failure to comply with such requirements results in
"disqualification" leading to adverse tax consequences
including possible deniAal of 2 tax deduction for the
employer, taxation of the income of the trust and possibly
less favorable tax treatment for employees and their
beneficiaries. The bill is obviously intended to provide
alternative sanctions. The Internal Revenue Service has been
studying the question of alternatives to plan
disqualification and we understand that Committees of the Tax
Section of the American Bar Association have also been
interested in this problem. We welcome the initiative of
this Committee in developing a more widespread dialogue on
this very important issue. However, certain questions must
be faced in considering whether the approach of the bill
should be adopted.

The provisions of the Internal Revenue Code related to
qualified plans can be divided into several parts:



First, there are the portions of the Internal Revenue
Code which parallel provisions in Title I of ERISA relating
to participation, vesting and funding. With respect to such
provisions the Secretsry of Labor a2lready has the authority
under section 502(b) of ERISA to bring injunctive actions to
enforce compliance. The question of the division of
responsibility between Labor and Treasury is being studied in
connection with the President's Reorganization Plan number 4
as to which OMB is required to submit a report to Congress by
January 31l. A transfer of civil litigation authority from
the Department of Labor to the Internal Revenue Service is
among the alternatives presently under study and it seems
appropriate to defer consideration until the study is
completed.

The second set of provisions in the Internal Revenue
Code deal with nondiscrimination requirements. That is, a
qualified plan may not discriminate in favor of higher paid
employees. Under present law an employer has discretion as
to whether or not to establish a plan. Once a plan is
established it must comply with Title I reguirements;
however, it need not comply with the nondiscrimination
requirements. The bill suggests that at least once a plan
claims the benefit of qualified status it can be forced to
comply with the requirements of the Internal Revenue Code.
This raises significant questions. Suppose, for example, 2n
employer establishes a plan for salaried employees which
comprise 10 percent of the employees of the company. If the
Internal Revenue Service finds that the exclusion of hourly
paid employees results in a discriminatory plan will the
employer be required to cover the remaining 90 percent of the
employees?

Third, there are provisions in the Internal Revenue Code
which neither affect discrimination nor are parallel to
provisions in Title I.

As an overall matter, if it is decided that injunctive
relief is appropriate in all or some of these circumstances
we must decide whether it is consistent with the traditional
role of the Internal Revenue Service which up to now, at
least on the surface, has been to determine taxpayer's
appropriate liability from particular activity and not to
enforce any one mode of conduct. It is also necessary to
consider whether iniunctive action by either Labor or
the Tnternal Revenue Service should be in addition to
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possible plan disqualification as it is today or whether in
some circumstances, at least, injunctive relief should
entirely replace plan disqualification as a sanction. It has
been our belief that the self-enforcing aspect of the
Internal Revenue Code would be severly weakened if the
Internal Revenue Service could only require taxpayers to do
what they should have been doing all along.

3ookkeeping Guide for Small Business and IRA Guide

The bill provides for two types of guides to be
published with respect to ERISA. First, the bill requires
the Department of the Treasury and Labor to publish a booklet
to assist plan sponsors (particularly small businesses), in
developing or revising record keeping systems to simplify
compliance with ERISA. The problems of small business are of
particular concern in connection with the cost of compliance
with ERISA. Because they lack economies of scale the
reporting and compliance burdens lay a particularly heavy
burden on them. 2lthough various aspects of compliance and
reporting have been dealt with in privately published
materials, it would be helpful for the government to provide
in one place a summary of the current thinking on the subject
by both agencies. However, since we have limited resources
available, we would prefer the flexibility to determine how
our resources should be allocated. Naturally we do welcome
suggestions from others, and in particular from Congress.

The second guide provided for by the bill is to be
prepared by the Secretary of the Treasury in the form of a
booklet for taxpayers summarizing the rules concerning
individual retirement accounts. The Internal Revenue Service
has published such a document, Publication 590 entitled "Tax
Information on Individual Retirement Arrangements". The last
publication was dated January 1979, and a revised version of
this publication is currently being worked on with the hope
that it might be available prior to the filing date for the
1979 income tax returns. Because the law and the regulations
affecting IRAs have been in a state of flux, it is difficult
to determine when such a summary type booklet should be
oublished, since there is always another change just over the
horizon. The Treasury believes in the value of these
booklets and will continue to provide information for the
public on this subject as rapidly as is possible under the

circumstances.

This concludes the formal part of my testimony. I would
be happy to answer any questions you might have. Thank you.



FOR IMMEDIATE RELEASE Contact: Alvin M. Hattal
November 7, 1979 202/566-8381

TREASURY DEPARTMENT FINDS SUGARS
AND SYRUPS FROM CANADA ARE SOLD
HERE AT LESS THAN FAIR VALUE

The Treasury Department today said it has deter-
mined that sugars and syrups imported from Canada are
being sold in the United States at "less than fair
value."

The case is being referred to the U.S. Interna-
tional Trade Commission, which must decide within 90
days whether a U.S. industry is being, or is likely to
be, injured by these sales.

If the decision of the Commission is affirmative,
dumping duties will be collected on sales found to be
at less than fair value.

Appraisement will be suspended fcr three months,
effective November 8, 1979. The weighted average
margin of sales at less than fair value in this case
was 19.25 percent, computed on all sales.

Interested persons were offered the opportunity
to present oral and written views before this deter-
mination.

(Sales at less than fair value generally occur
when imported merchandise is sold in the United States
for less than in the home market.)

Imports of this merchandise during January-June
1979 were valued at about $22-million.

Notice of this determination will appear in the
Federal Register of November 8, 1979.
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FOR IMMEDIATE RELEASE November 7, 1979

RESULTS OF TREASURY'S 52-WEEK BILL AUCTION

Tenders for $3,890 million of 52-week bills to be issued November 13, 1979,
and to mature November 6, 1980, were accepted today. The details are as
follows:
RANGE OF ACCEPTED COMPETITIVE BIDS:

Investment Rate

Price Discount Rate (Equivalent Coupon-issue Yield)
High - 88.236 11.797% 13.17%
Low - 88.217 11.816% 13.197%
Average - 88.223 11.810% 13.18%

Tenders at the low price were allotted 45%.

TENDERS RECEIVED AND ACCEPTED
(In Thousands)

Location Received Accepted
Boston $ 27,440 $ 5,640
New York 5,441,110 3,733,400
Philadelphia 68,015 3,015
Cleveland 7,430 7,430
Richmond 58,935 13,935
Atlanta 18,160 15,695
Chicago 277,890 43,890
St. Louis 33,970 6,970
Minneapolis 19,620 5,120
Kansas City 10,240 10,240
Dallas 8,390 6,390
San Francisco 212,810 27,310
Treasury 11,045 11,045
TOTALS $6,195,055 $3,890,080
Type
Competitive $3,775,035 $1,470,060
Noncompetitive 153,390 153,390
Subtotal, Public $3,928,425 $1,623,450

Federal Reserve

and Foreign Official
Institutions $2,266,630 $2,266,630

TOTALS $6,195,055 $3,890,080
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RESULTS OF TREASURY'S 52-WEEK BILL AUCTION
Tenders for $3,890 million of 52-week bills to be issued November 13, 1979,
and to mature November 6, 1980, were accepted today. The details are as
follows:

RANGE OF ACCEPTED COMPETITIVE BIDS:

Investment Rate

Price Discount Rate (Equivalent Coupon-issue Yield)
High - 88.236 11.797% 13.17%
Low - 88.217 11.816% 13.19%
Average - 88.223 11.810% 13.18%

Tenders at the low price were allotted 457%.
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GTON, D.C. 20220 TELEPHONE 566.2041

FOR RELEASE UPON DELIVERY
Expected at 2:30 P.M. EST
November 7, 1979

STATEMENT OF BRADFORD L. FERGUSON
ASSOCIATE TAX LEGISLATIVE COUNSEL
DEPARTMENT OF THE TREASURY
BEFORE THE
SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
OF THE SENATE FINANCE COMMITTEE

Mr. Chairman and members of the Subcommittee:

I am pleased to have the opportunity to present the
views of the Treasury Department on three tax bills. The
bulk of my statement will be devoted to H.R. 2797, the
"Technical Corrections Act of 1979." The second bill for
discussion is S. 873, a proposal to waive in limited instances
the foreign residence or physical presence requirement for
certain tax benefits accorded individuals living abroad.
The third bill is S. 1549, which would defer payment of the
excise tax in the case of sport fishing equipment manufacturers.

H.R. 2797 (TECHNICAL CORRECTIONS)

About 1 year ago, in the final days of the 95th Congress,
there was a spate of legislative activity in the tax area.
The conference reports on three major tax bills -- the
Revenue Act of 1978, the Energy Tax Act of 1978, and the
Foreign Earned Income Act of 1978 -- were adopted on Cctober 15,
1978. The Revenue Act alone comprises about 200 pages of
statutory language and over 100 provisions, with many
significant issues being resolved by the House-Senate
conferees during the waning hours of the session. The
draftsmen performed remarkably well under the severe time
pressures; but as expected, there are some technical problems
that need to be corrected.
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The purpose of H.R. 2797 is to effect the needed
technical changes. It deals with four tax acts adopted last
Congress: the Revenue Act, the Energy Tax Act, the Foreign
Earned Income Act, and the Black Lung Benefits Revenue Act.
The bill was drafted initially by the staff of the Joint
Committee on Taxation with the aid of comments from Treasury,
the Internal Revenue Service and tax practitioners. A few
additional corrections were added to the bill after hearings
in the Ways and Means Commmittee. But significantly, the
bill has remained free of controversial substantive changes
in the law; H.R. 2797 is simply an effort to reflect more
accurately and clearly the Congressional intent underlying
the four tax measures just mentioned.

The extraordinary time pressures of last fall make
passage of H.R. 2797 especially important; however, the need
for technical corrections is not an isolated phenomenon.
Regardless of the time devoted to consideration and drafting
of statutory language, technical errors are inevitably
discovered in major tax legislation. Problems range from
clerical oversights, to ambiguous wording, to unforeseen and
unintended implications of an amendment. These problems
become apparent as IRS and Treasury begin to prepare
regulations and forms and as taxpayers and practitioners
seek to apply the new provisions to specific fact situations.

Prior to 1977, there was no established mechanism to
correct the errors in tax legislation. Taxpayers and tax
administrators simply had to deal with the statutes as
originally drafted, and to accept many tax results that
Congress did not intend. However, with the introduction of
the Technical Corrections Act of 1977, a formal procedure
was implemented to make technical modifications to the Tax
Reform Act of 1976. The 1977 Corrections Act, like the bill
you are now considering, was drafted initially by the Joint
Committee staff with the cooperation of Treasury, IRS and
taxpayer representatives.

Our experience with the 1977 Corrections Act is instructive.
Once Congress has made a substantive decision on tax policy,
both taxpayers and the Government have a strong interest in
assuring that the policy is implemented by proper statutory
language; the 1977 Act advanced this objective, and I believe
the effort was well received by all individuals concerned
with the tax system. At the same time, the process was
impaired by delay; technical corrections for the Tax Reform
Act of 1976 were not adopted until passage of the Revenue
Act of 1978.



The protracted legislative course of the 1977 Corrections

Act created a number of problems. For example, the delay
affected IRS efforts to make timely and accurate changes in
tax forms. A number of changes were made in the 1977 tax
forms on the assumption that the pending 1977 Corrections

Act would be enacted in 1977. When enactment was postponed
until late 1978, the effective date of one of the corrections
relating to community property laws and to the credit for

the elderly was changed from January 1, 1977 to January 1,
1978 -- a change that required burdensome corrective action

by the IRS to assure that affected taxpayers did not overpay
their 1977 taxes.

A similar timing problem may arise in connection with
the 1979 Corrections Act. Unless the bill is adopted before
the close of this year, many taxpayers will encounter uncertainty
and confusion in filing their 1979 tax returns. We believe
that such expeditious passage is possible as long as the
bill is not encumbered with substantive tax changes. As now
drafted, H.R. 2797 is truly "technical" legislation. We
hope that controversial provisions will continue to be
excluded during Senate consideration of the bill.

Items already approved by Finance Committee.

In view of the timing problems raised by the impending
tax filing season, the Finance Committee has already approved
a portion of H.R. 2797. On October 2, 1979, the Committee
adopted eight technical corrections that are especially
important for IRS administration. All of these changes are
reflected in the 1979 tax forms and instructions that the
IRS began printing last month.

The provisions already approved by the Committee are
the following:

° The Revenue Act of 1978 includes a new provision for an
alternative minimum tax, payable if it exceeds the sum
of a taxpayer's regular tax and add-on minimum tax
liability. Under the new provision, alternative minimum
taxable income is computed by subtracting all deductions
from gross income and then adding back certain preference
items. H.R. 2797 would permit persons who do not
itemize deductions to use the zero bracket amount
(formerly known as the standard deduction) in computing
the alternative minimum tax.



As now drafted, the alternative minimum tax provision
permits a new operating loss to provide a double tax
benefit. Through a drafting error, the loss can be
deducted currently in computing the alternative minimum
tax and can also be carried over to reduce the tax
liability of other taxable years. H.R. 2797 would
correct this defect by prohibiting the deduction of a
net operating loss against alternative minimum taxable
income in those instances where the loss can be carried
to another vear.

The alternative minimum tax is imposed to the extent it
exceeds a taxpayer's regular tax (including the add-on
minimum tax). Certain "penalty" taxes are excluded
from the definition of "regular tax" and thereby do not
reduce the alternative minimum tax. The Revenue Act
expressly excluded from the "regular tax" definition
such penalties as the taxes imposed on premature
distributions from certain pension and annuity plans or
from individual retirement accounts. H.R. 2797 would
extend the same treatment to the "penalty" tax imposed
on premature redemptions of retirement bonds.

Under the alternative minimum tax, one of the tax
preference items is "adjusted itemized deductions."”

The preference is deemed to result when certain itemized
deductions exceed 60 percent of adjusted gross income
(with modifications). The literal language of the
Revenue Act requires, in the case of trusts and estates,
that some deductions be counted twice in arriving at
the modified adjusted gross income figure. The effect
is to increase artifically the alternative minimum tax
liability of a trust or estate. H.R. 2797 would
rectify this error.

Present law permits deductions for state and local
taxes to be excluded in computing the tax preference
for adjusted itemized deductions. Under H.R. 2797, a
deduction for foreign taxes would also be excluded from
the preference.

The Revenue Act liberalized the rules for computing a
cooperative's investment tax credit and permitted
investment credits unused at the cooperative level to
be flowed-through to its patrons. H.R. 2797 would make
conforming changes so that the new rule would also
apply to computation of the work incentive (WIN) credit
and the jobs tax credit.
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° The Foreign Earned Income Act eliminated a prior require-
ment that taxable income be stacked in rate brackets on
top of income excluded (under section 911) by Americans
working abroad. With this change, it is appropriate
for individuals who exclude foreign earned income to
use the tax tables, and H.R. 2797 would so provide.

Articles sold as supplies for fishing vessels are not
subject to the 4 cents-a-gallon excise tax on fuels or
the 6 cents-a-gallon tax on lubricating oil. However,

a tax-free sale is often not available in the case of
commercial fishing because the producer or supplier

does not know the purpose for which the item is to be
used or the intermediate seller does not want to

perform the necessary paperwork to obtain the tax
benefit. The Energy Tax Act eliminated a prior provision
that permitted the purchaser to obtain a direct refund

of 2 cents-a-gallon with respect to fuels and 6 cents-
a-gallon with respect to lubricating oil. Since Congress
did not intend to change the excise tax exemptions for
commercial fishing vessels, H.R. 2797 would restore the
2-cent and 6-cent direct refunds where items are used

on a commercial fishing vessel.

Other Provisions in H.R. 2797.

In addition to the eight items considered by the Finance
Committee last month, the Technical Corrections bill contains
71 other amendments, not including changes that are purely
clerical in nature. Detailed descriptions of these provisions
are sent forth in the pamphlet prepared by the Joint Committee
staff. Today, I would like to mention just a few of the
most important of the provisions not yet considered on the
Senate side.

Three amendments are necessary to coordinate properly
the investment credit provisions contained in the Revenue
Act and the Energy Act.

° The Revenue Act was designed to make the investment
credit permanent at a l0-percent rate, rather than
reverting after 1980 to a 7-percent rate as scheduled
under prior law. However, the Energy Act restated the
investment credit provisions of old law and was formally
enacted after the Revenue Act. As a result, the Code
may still technically retain a December 31, 1980
expiration date for the l0-percent credit. H.R. 2797
would clarify Congressional intent to make the 10-
percent rate permanent.



° Certain equipment may qualify for both the regular 10-
percent investment credit and an additional 1l0-percent
credit for energy property acquired after September 30,
1978 and before January 1, 1983. Under the Revenue
Act, only one-half of the otherwise qualified investment
is eligible for the regular investment credit where the
taxpayer uses the special 5-year amortization provision
for pollution control facilities and also finances the
facilities with tax-exempt bonds. Congress intended
also to reduce the special energy investment credit to
5 percent in the case of energy property, including
certain pollution control equipment, financed by tax-
exempt bonds. But through interaction of the two
provisions, the energy credit is effectively only 2.5
percent with respect to pollution control equipment
subject to the limitations on the regular investment
credit. This result was not intended, and the bill
would amend the Code to provide a 5 percent energy
investment credit to this property.

The Revenue Act extends the regular investment credit
to certain rehabilitation expenditures attributable to
buildings that are at least 20 years old. To preclude
the claiming of a double regular investment credit, the
credit for rehabilitation expenditures is denied for
property qualifying under other investment credit
rules. As now written, the Code also prohibits a
taxpayer from claiming both the energy investment
credit and the regular investment credit for rehabili-
tation expenditures that qualify as expenditures for
energy property. The bill would correct this unintended
result.

Under the Revenue Act, no deduction is generally allowed
for expenses incurred with respect to entertainment facilities.
The Act specifically excepts "country club dues" from the
new deduction disallowance rule. Congress did not intend
the exception to be so restricted, and the bill would reflect
the Congressional intent by deleting the word "country" from
the exception for club dues.

The Revenue Act increased the capital gains deduction
from 50 percent to 60 percent for individuals (so that 40
percent of individual capital gains would be subject to tax)
and also reduced the alternative capital gains tax rate for
corporations from 30 percent to 28 percent. H.R. 2797
contains several technical amendments to correct drafting
errors and to clarify the application of these capital gains
changes. Among the technical corrections are the following:



°® Prior to the Revenue Act, an individual in high rate
bracket could elect to have the first $50,000 of capital
gains taxed at a 25 percent rate in lieu of deducting
one-half of capital gains from gross income. This
special "alternative tax" for individuals was repealed
for taxable years beginning after December 31, 1978.
Through inadvertence, the rules for calculating the
alternative tax for taxable years prior to repeal were
not altered to reflect the increase in the capital
gains deduction from 50 percent to 60 percent. After
consulting with Treasury staff and the Joint Committee
staff, the Internal Revenue Service prepared its 1978
tax forms and instructions as though the conforming
change were properly made, and the Technical Corrections
bill would now formally correct this oversight in the
Revenue Act.

The increase in the capital gains deduction for individuals
was made effective for sales or exchanges after October 31,
1978. The reduced alternative capital gains rate for
corporations was made effective for sales or exchanges
after December 31, 1978. Left unclear was the treatment
of payments received after the respective effective

dates for sales or exchanges occurring before the

effective dates. Under H.R. 2797, the capital gains

tax reductions would apply in instances where the

income is properly taken into account by the seller

during a period after October 31, 1978 (in the case of
individuals) or after December 31, 1978 (in the case of
corporations).

Another important change relates to the effective date
of the targeted jobs credit. The Revenue Act was drafted to
make the targeted jobs credit effective for wages paid or
incurred through December 31, 1980. The statement of
conference managers indicates that the expiration date is to
be December 31, 1981. The statement of managers reflects
the correct Congressional intent, and the Technical Corrections
bill would rectify the clerical error in the Act.

Additions to H.R. 2797.

Subsequent to the House adoption of H.R. 2797, numerous
additions and modifications have been proposed. In consultation
with the Finance Committee staff and Treasury staff, the
staff of the Joint Committee on Taxation has compiled a list
of those proposals that appear to fall within the proper
scope of the Technical Corrections bill. A description of
these items is attached to my statement. Treasury does not
object to any of these items, and we support the adoption of
the attached package of amendments to the bill.



S. 873 (AMERICANS ABROAD)

S. 873 would waive in certain cases the foreign residence
or physical presence requirement which otherwise must be met
by individuals living abroad in order to qualify for certain
tax benefits. The Treasury Department does not oppose this
legislation.

Present law provides a deduction for certain excess
living costs incurred by individuals who have been resident
in a foreign country for at least 1 taxable year or who have
been physically present in a foreign country for at least
510 days in an 18-month period. Alternatively, certain
individuals who live in camps and who satisfy this residence
test or physical presence test may elect to exclude a limited
amount of income earned abroad.

In the case of individuals who are required to leave a
foreign country because of war or civil unrest before
qualifying for the deduction or exclusion, subsection (a) of
" H.R. 3874 would give the Secretary of the Treasury, after
consultation with the Secretary of State, the authority to
waive the residence or physical presence requirement if the
individual establishes that he could reasonably have been
expected to have met such requirement had not the war or
civil unrest occurred. The bill is intended to provide
relief to American employees who were forced to leave Iran
before qualifying under the residence or physical presence
test, as well as to others in similar circumstances. We
believe that such relief is warranted and that the bill is
suitably tailored to address the narrow circumstances con-
templated. Accordingly, the Treasury Department does not
oppose this legislation.

We do have some technical comments, however. Sub-
section (b) (1) of the bill provides that its relief provisions
shall apply to taxable years beginning after December 31,
1976. Since the bill would amend section 913, its effective
date should not be earlier than the effective date of section
913. Specifically, the amendment to section 913 should
apply to taxable years beginning after December 31, 1977,
or, in the case of taxpayers who made an election pursuant
to section 209(d) of the Foreign Earned Income Act to have
prior law (i.e., section 911 as amended by the Tax Reform
Act of 1976) apply to the 1978 taxable year, to taxable
years beginning after December 31, 1978.



Section 913 generally replaced section 911 and sub-
section (b) (3) of the bill effectively provides that the
Secretary shall apply analogous rules for the 1978 taxable
year of individuals who made the election under section
209(c) of the Foreign Earned Income Act to have section 911
apply for that year. This raises two additional technical
issues. First, consistent with subsection (b) (1), sub-
section (b) (3) should apply only with respect to individuals
who, after September 1, 1978, left the foreign country in
which they were resident or physically present. Second,
consideration should be given to allowing taxpayers to
qualify for tax year 1977 despite their premature departure.
Taxpayers who might fail to qualify for 1977 are those who
arrived in Iran late in 1977 and were forced to leave Iran
before completion of an 18-month period or before completion
of a full year's residence in 1978. The suggested change,
which would ensure a partial exclusion for the portion of
the 1977 year during which the individuals were abroad,
could be accomplished by inserting at the beginning of
subsection (b) (3) the language "With respect to the taxable
. year of an individual beginning during 1977, or...."

S. 1549 (FISHING EQUIPMENT)

S. 1549 would defer payment of the manufacturers'
excise tax in the case of sport fishing equipment manufac-
turers. Under present law, payment of the tax is due by the
ninth day following the end of each semimonthly period.

S. 1549 would generally postpone the due date until the end

of the quarter following the quarter in which the taxable
article is shipped; however, existing law would continue to
apply with respect to sales made during the last quarter of

the Federal fiscal year (i.e., July 1 through September 30).
This proposal is virtually identical to section 7 of H.R. 5505,
which has recently been passed by the House.

The bill is designed to match payment of the excise tax
with the manufacturers' gross receipts. Apparently, the
seasonal retail sales pattern for sport fishing equipment
leads manufacturers to grant lengthy credit terms to distribu-
tors, so that the latter will increase stock during the off-
season and enable the manufacturers to produce at a more
even pace. Under present law, the manufacturers thus may
pay the excise tax before they receive payment from their
distributors.
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However, the extended credit terms of the manufacturers
also require them to finance all other expenses (rent,
wages, raw materials, etc.) for some time before receiving
payment from their distributors. S. 1549 would have the
effect of delaying payment of the excise tax more than that
of other expenses of the manufacturers. We do no believe
such a special tax deferral is warranted, and we therefore
oppose S. 1549.

Different trades have different customary credit terms,
which are structured to facilitate operations and to maximize
profits. -"Since the credit terms of an industry are for the
benefit of the industry, Treasury sees no reason why the
time of payment of excise taxes should be varied for different
industries depending on the usual credit terms in the
industry. If a special rule is fashioned for fishing
equipment, other special rules may have to be given to other
industries which have unique business practices.

CONCLUSION

Mr. Chairman, in closing let me reemphasize the importance
of the Technical Corrections bill. H.R. 2797 -- and the
proposed staff amendments -- represent an important effort
to relieve confusion and unintended hardship for taxpayers.

To achieve the purpose of the bill, prompt passage is critical.
Therefore, we urge that H.R. 2797 remain technical and that
its consideration not reopen substantive policy debate on

the scores of tax issues addressed in 1977 and 1978.

OOO
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Treatment of Earned Income Credit in AFDC and SSI Programs

(Section 101 (a) (2) (A) and (B) of the Technical Corrections

Act and sections 402 and 1612 of the Social Security Act)

The Technical Corrections Act, as passed by the House,
amends thé Social Security Act to specify that the earned
income credit -- including both the portion received in
advance payments and the portion received as a tax refund --
is to be treated as earned income for the purposes of the
"AFDC and SSI programs. The proposed amendment would make it
clear that, if advance payments of the earned income credit
exceed the actual credit so that the individual must return
the difference, the welfare agency would give some reconciling
increase in AFDC or SSI benefits. The procedures for computing
this increase would be provided in regulations by the

Secretary of Health and Human Services.



'larification of Effective Dates of Coordination of Invest-

ient Credit Rules for Pollution Control Equipment (Sec-

ion 103(a) (2) of the Technical Corrections Act and sec-

ions 46(c) (5) (B) and 48(£) (1) of the Code)

Section 103 (a) (3) of the Technical Corrections Act
leals with.coordinating the changes made to the general
.imitation on credits for pollution control equipment (Code
iection 46 (c) (5) (B)) with a specific limitation for purposes
'f the energy credit for energy property, including certain
0ollution control equipment (Code section 48(4£) (11)). 1If
oth limitations apply to pollution control equipment eligible
‘'or the energy credit, this credit is reduced to an effective
‘ate of 2.5 percent. The Technical Corrections Act, as passed
)y the House, would make the general limitation inapplicable
or purposes of the energy credit. This technical correction

s effective on January 1, 1979.

However, the energy credit became effective 3 months
arlier, on October 1, 1978, and the interaction of the old
pre-1979) general limitation and the energy credit limitation
111 also cause the effective rate of the energy credit for
ollution control equipment to be only 2.5 percent during

he period from October 1, 1978 through December 31, 1978.



The proposed amendment would address this problem by
making the effective date for the technical correction as if
it were included in the relevant provision of the Energy Tax
Act of 1978, rather than the Revenue Act of 1978, so that it

would become effective at the same time as the energy credits

on October 1, 1978.



Rules for Work Incentive Credit and Targeted Jobs Credit

for Cooperatives (Section 103 (a) (4) of the Technical Correc-

tions Act of 1979 and sections 50B(f), 52(f), and 52(h) of

the Code.

Prior to the Revenue Act of 1978, special rules applied
for purposes of determining the amounts of work incentive
(WIN) credit and general jobs credit which could be used by
cooperatives. These special rules applied the same rules
under which the amount of investment credit for cooperatives
Qas determined. The Revenue Act of 1978 revised the rules
pertaining to the investment credit for cooperatives. However,
it did not change the rules pertaining to the WIN and jobs
tax credits for cooperatives. The Technical Corrections
Act, as passed by the House, provided that the new rules for
investment credit of cooperatives would also apply to the WIN
ad jobs tax credits. This amendment was accomplished by
adding a cross reference in the WIN credit (Code section
50B(f)) and the jobs tax credit (Code section 52(f)). This
amendment is to be effective for taxable years ending after
October 31, 1978 (the same effective date as the change in
treatment of investment tax credit). However, the provision
now described in section 52(f) of the Code was numbered
section 52(h) of the Code. This renumbering was effective

for wages paid or incurred after December 31, 1978, in



taxable years ending after that date. As a result, the
amendment in the Technical Corrections Act, as passed by the
House, does not cover wages paid or incurred in the period
between October 31, 1978 and December 31, 1978. The proposed
amendment would correct this result so that wages paid or
incurred by a cooperative during the period from October 31,

1978 to December 31, 1978 would qualify for the new treatment.



Application of Withholding Tax to Medical Reimbursements

(Section 103 (a) (10) (A) of the Technical Corrections Act and

section 3401 (a) (19) of the Code)

Prior to the Revenue Act of 1978, medical reimbursements
paid to, or on behalf of, an employee under a self-insured
medical reimbursement plan of an employer generally were
excluded from the employee's gross income and were not
subject to withholding tax. Under the Act, such payments.
may be fully or partly includable in an employee's gross
income for a year if the medical reimbursement plan discriminates
in favor of highly compensated individuals for the year, and

such payments are subject to withholding tax and reporting

if they are includable.

The Technical Corrections Act, as passed by the House,
provides an exclusion from withholding tax for amounts paid
under a medical reimbursement plan for an employee if it is
reasonable to believe that the employee will be allowed to
eXclude the payment from gross income under the rules applicable
to such plans. The proposed amendment would provide an
exclusion from withholding tax for all amounts paid under
such a plan regardless of whether it was reasonable to
celieve that such payments would be excludable from gross

income. However, reporting of taxable payments would continue

to be required.
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Clarification of Effective Date for Medical Reimbursement

Plans (Section 103(a) (10) (D) of the Technical Corrections

Act and section 366 (b) of the Revenue Act of 1978)

Under the rules provided by the Revenue Act of 1978 for
self-insured medical reimbursement plans, excess reimbursements
made duriné a plan year are includable in the gross income
of a highly compensated individual for the taxable year in

which (or with which) the plan year ends.

The Technical Corrections Act, as passed by the House,
provides that the medical reimbursement plan rules apply
only to reimbursements paid after December 31, 1979.
However, the legislative history indicates that, in determining
the taxability of reimbursements made under a fiscal year
plan, the employee coverage and benefits provided by a plan
for its entire plan year beginning in 1979 will be taken
into account. The proposed amendment would provide that
payments made in 1979 would not be taken into account in

determining whether payments made after 1979 are taxable.
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Clerical Amendment Relating to Capital Gains Changes

(Section 104 (a) (3) (C) of the Technical Corrections Act and

section 593 (b) (2) (E) (iv) of the Code)

For purposes of computing the addition to reserves for
bad debts of a thrift institution, taxable income is determined
by excluding the effective amount of net capital gains not
subject to tax. The Technical Corrections Act, as passed by
the House, would change the computation to conform to the
reduction in the top corporate tax rate and in the alternative
tax rate on corporate capital gains. However, that change
does not take into account the different rates in effec£
during a transitional period prescribed in the Revenue Act

of 1978. The proposed amendment would correct this error.



Clarification of Tax Treatment of Cooperative Housing

Corporation Upon Death of Promotor (Section 531 of the

Revenue Act of 1978, section 105(a) (6) of the Technical

Corrections Act, and section 216(b) (6) of the Code)

A tenant-stockholder in a cooperative housing corporation
is entitled to deduct amounts paid to such a corporation to
the extent such amounts represent his or her proportionate
share of allowable real estate taxes and interest relating to
the corporation's land and buildings (section 216). 1In
general, for a corporation to qualify as a cooperative housing
corporation (which can pass through these deductions to
tenant-shareholders), 80 percent or more of the gross income
of the cooperative housing corporation must be derived from

individual tenant-stockholders.

Under the Revenue Act of 1978, as modified by the House
version of the Technical Corrections Act, if an original
seller (e.g., promoter) acquires stock of a cooperative
housing corporation either from the corporation or, incertain
cases, by foreclosure, the original seller shall be treated
as a tenant-stockholder for a period of not to exceed 3 years

from the date of the acguisition of the stock.
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Neither the 1978 Act nor the Technical Corrections Act,
as passed by the House, indicate the tax treatment of the
corporative housing corporation where the original seller
dies within the 3-year period. The proposed amendment would
allow the estate of the promotor to qualify the cooperative
housing corporation for the same tax treatment as if the

promotor had not died.
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Cash Distributions from Emglqzee Stock Ownershig Plans After

December 31, 1978 (Section 10l (a) (6) (B) of the bill and

sections 409A(h) and 4975(e) (7) of the Code.

The tax credit employee stock ownership plan provisions
of the Revenue Act of 1978 generally applied with respect to
qualified investment for taxable years beginning after
December 31, 1978. The Technical Corrections Act, as passed
by the House, specifies the effective date of the provisions
with respect to ESOPs. Under the Technical Corrections Act,
the cash distribution option provided in section 409A(h) of
the Code would not apply to ESOPs until after December 31,

1979.

The proposed amendment would provide that cash distributions
made from an ESOP after December 31, 1978 and before July 16,

1979, would be permissible.
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Limitation on Election to Have New Tax Credit Employee Stock

Ownership Plan Rules Apply 1 Year Early (Section 101(a) (6) (B)

of the bill)

The Technical Corrections Act would allow taxpayers to
elect to have the new tax credit employee stock ownership
plan rules apply to taxable years beginning after December 31,
1977, rather than December 31, 1978. The proposed amendment
would limit this election to plans adopted after December 31,

1978.
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Election to have New Put Option Rules Apply in Employee

Stock Ownership Plans (Section 101l(a) (6) (B) of the Technical

Corrections Act)

Under the Technical Corrections Act as passed by the
House, an employer would be permitted to elect to have the
new put option rules apply to all employer securities held
by a tax credit employee stock ownership plan which afe not
readily tradable on an established market. The election

" could be revoked only with the consent of the Secretary.

The proposed amendment would delete this provision from
the Technical Corrections Act because there is no need for
legislative action. It is understood that the Secretary of
the Treasury, under regulations, can, under present law,
allow such an election (and revocation of election) of the
new put option rules with respect to both tax credit employee

stock ownership plans and employee stock ownership plans.
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Definition of Employer Securities for Employee Stock Ownership

Plans (Section 101l(a) (6) (C) of the Technical Corrections

Act and Section 4975(e) (8) of the Code)

The Technical Corrections Act, as passed by the House,
amends the definition of qualifying employer securities for
purposes of the prohibited transaction loan exemption
available to employee stock ownership plans. The proposed
amendment would make clear that this change in the definition
of qualifying employer securities does not affect the status
of employer securities acquired before December 31, 1979,
which constituted qualifying employer securities as defined
in section 4975(e) (8) of the Code at the time they were

acquired.



Special Effective Date for Certain Deferred Compensation Payments

to Independent Contractors (Section 133 of the Revenue Act of

1978)

Prior to the Revenue Act of 1978, section 404 (a) (5) of the
Code provided that where an employer deferred payment of compensa-
tion to an.-employee pursuant to a nonqualified plan, the employer
could deduct the compensation only in the year in which the
compensation was includable in the employee's gross income.
If the payment was not made pursuant to a qualified plan, but
pursuant to a "method of employer contributions or compensation
[having] the effect of a stock bonus, pension, profit-shéring,

or annuity plan, or similar plan deferring the receipt of

compensation...," the deduction-timing limitations of sec-

tion 404 (a) were also applicable.

Section 133 of the Revenue Act of 1978 added a new Code
section 404 (d) which extends the deduction-timing limitation of
section 404 (a) to payments of deferred compensation made to
independent contractors. Section 133 of the Revenue Act of 1978
also amended Code section 404 (b) by changing the words "or
similar plan" to read "or other plan." The provisions apply to

deductions for taxable years beginning after December 31, 1978.
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The proposed amendment would generally provide that the
changes made by section 133 of the Revenue Act of 1978 would
not be effective until taxable years beginning after December 31,
1979, in the case of a plan which defers payment of certain

commissions by a title insurance company to its members.



Employee Stock Ownership Plans Name Change (Section 141 of

the Revenue Act of 1978 and sections 46, 48, 56, 401, 409A,

415, 4975 and 6699 of the Code)

The Revenue Act of 1978 changed the names given to
employee stock ownership plans. Under the Act, employee
stock ownership plans were renamed "leveraged employee stock

ownership plans," and TRASOP's were renamed "ESOP's."

The proposed amendment would again change these names.
A leveraged employee stock ownership plan would be called an
"ESOP" (as it was before the 1978 Act). An ESOP (TRASOP, as
it was known before the 1978 Act) would be called a "tax

credit employee stock ownership plan."
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Amount of Matching Employer Contributions to a Tax Credit

Employee Stock Ownership Plan (Section 141 of the Revenue

Act of 1978 and section 48 (n) (1) (B) (i) of the Code)

The 1978 Revenue Act continued the provision of prior
law which allows a taxpayer to elect an additional one-half
of 1 perceht investment tax credit if employer securities (or
cash used to acquire employer securities) are transferred to a
tax credit employee stock ownership plan and are matched by
employee contributions. However, the Code, as amended by
the Revenue Act, does not provide an effective limitation on
the qualified employee matching contributions which must be
matched by the employer in order to obtain the credit. The
proposed amendment would provide that in order for the taxpayer
to be eligible for the additional one-half percent credit, the
taxpayer must transfer securities having an aggregate value
at least equal to the lesser of the sum of qualified matching
employee contributions or one-half of 1 percent of the taxpayer's

qualified investment for the taxable year.
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Time for Contribution of Matching Employer Contributions to

Tax Credit Employee Stock Ownership Plan (Section 141 of

the Revenue Act of 1978 and section 48(n) (1) (C) of the Code)

Prior to the Revenue Act of 1978, employers were generally
required to contribute any matching employer contributions to a
tax credif employee stock ownership plan within 30 days after
the time for filing the corporate income tax return for the
taxable year for which the investment credit was taken. Employees
were given up to 24 months after the close of that taxable year

to make matching employee contributions.

The proposed amendment would clarify the rule relating to
the time for making matching employer contributions to a tax
credit employee stock ownership plan by allowing employers to
make the matching employer contributions at the time the matching

employee contributions are made.
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Voting Rights for Participants in Employee Stock Ownership

Plans (Section 141 of the Revenue Act of 1978 and section

409A (e) of the Code)

Under the Revenue Act of 1978, employee stock ownership
plans are required to allow participants to direct the trustee
in the manner in which employer securities allocated to the
participants accounts are to be voted. Full voting direction
is required where the employer has a registration-type class
of securities. Limited voting direction (i.e., only on major
corporate issues) is required where the employer does not have

a registration-type class of securities.

The amendment would repeal the requirement for limited
direction of voting under an employee stock ownership plan
where the employer does not have a registration-type class of
securities. However, employee stock ownership plans would
still be subject to the general rule that a defined contribution
plan which is established by an employer whose stock is not
publicly traded and which has more than 10 percent of the plan
assets invested in securities of the employer will be required

to pass through voting rights to employees on major corporate

issues.
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Rules for Time of Establishing a Tax Credit Employee Stock

Ownership Plan (Section 141 of the Revenue Act of 1978 and

section 409A(f) of the Code)

The proposed amendment would clarify section 409A(f) in
two ways. First, it would provide that a tax credit employee
stock ownérship plan will not fail to meet the requirements
of Code section 401l (a) merely because it is not established
by the close of the employer's first taxable year for which
phe employer claims a tax credit for contributions to the
plan. Second, it would provide that a tax credit employee
stock ownership plan will fail to meet the requirements of
section 409A of the Code unless it is established before the
due date for filing the employer's tax return (including
extensions) for the first taxable year for which the employer

claims a tax credit for contributions to the plan.
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Definition of Employer Securities for Employee Stock

Ownership Plan Purposes (Section 141 of the Revenue Act of

1978 and section 409A (L) of the Code)

The Revenue Act of 1978 added to the Code a definition
of employer securities for purposes of tax credit employee

stock ownership plans and ESOP's.

The proposed amendment would make three changes in this

definition.

First, the proposed amendment would make clear that
where an employer has not issued readily tradable common
stock, the term "employer securities" will include common
stock issued by the employer which has a combination of
voting power and dividend rights equal to the class of
common stock with the greatest voting power and the class of

common stock with the greatest dividend rights.

Second, the proposed amendment would provide that,
under regulations to be issued by the Secretary, convertible
preferred stock would be included in the definition of
employer securities where such stock is subject to a call

which would either (1) cause the preferred stock to be
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exchanged for other employer securities, or (2) cash out the
preferred stock subject to the right of the holder of the

preferred stock to convert the preferred stock into common

stock.

Finally, the proposed amendment would make clear that
the definition of employer securities would include preferred
stock which is convertible into common stock which is not

readily tradable.
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Unrealized Appreciation in Employer Securities (Sec-

tion 142 of the Revenue Act of 1978 and sections 402 and

2039 of the Code)

The proposed amendment would make it clear that in order
for a lump sum distribution from a pension plah to qualify
for the estate tax exclusion, it is not necessary to include
in gross income the net unrealized appreciation in employer

securities received in such distribution.
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Integration of Simplified Employee Pensions with Social

Security (Section 152 of the Revenue Act of 1978 and sec-

tion 408 (k) of the Code)

The provisions relating to simplified employee pensions,
as added by section 152 of the Revenue Act of 1978, allow an
employer to take into account contributions or benefits
provided by the employer under the Federal Insurance Contributio
Act, and in certain cases, require an employer to take into
account payments made with respect to the tax on self-
employment income. However, this provision was not intended
to allow an employer to maintain both a conventional pension
plan qualified under section 401(a) of the Code and a simplified
employee pension where each plan is integrated with social
security. Therefore, under the proposed amendment, a SEP
could be integrated with social security only in those
situations where the employer does not maintain any other
tax-qualified plan which provides for integration of employer
contributions or plan benefits with social security contribution

or benefits.



Reporting Requirement for Simplified Employee Pensions

(Section 152 (b) of the Revenue Act of 1978 and sections

408 (1) and 6693 (a) of the Code)

The Revenue Act of 1978 created a new type of retirement
plan, known as a "simplified employee pension" ("SEP"). The
Revenue Act requires an employer who makes contributions on
behalf of an employee to a SEP to provide reports to the
employee with respect to such contributions. However, no
express provision is currently included in the Code to
impose penalties if an employer fails to furnish required

information to an employee.

Unless employers timely report the amount contributed
to the SEP, employees will lack the information required to
take the appropriate deduction on their tax returns. There-
fore, the proposed amendment would extend to SEP's the
current penalty relating to failure to provide reports on
individual retirement accounts or annuities. This penalty
is $10 for each failure unless the failure is due to reasonable

cause.
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Aggregation of-Simplified Employee Pensions with Other Plans

(Section 152(g) (3) of the Revenue Act of 1978 and section

415 (e) (5) of the Code)

The Code limits the "annual additions" (employer contribu-
tions, forfeitures and, in some circumstances, a portion of
employee contributions) that may be allocated to a participant's
account in a defined contribution plan for any year. For
this purpose, an individual retirement account or annuity
("IRA") is aggregated with other defined contribution plans
of an employer if the participant for whom the IRA is
maintained is in "control" of the employer. As drafted, the
Revenue Act treats simplified employee pensions ("SEP's") the
same as IRA's under the aggregation rule, so that a SEP for
the benefit of a participant will be aggregated with the
defined contribution plan of an employer only where the

participant is in "control" of the employer.

A broader aggregation rule was intended with respect to
SEP's. The legislative history of the Revenue Act of 1978
contemplates that employer contributions to a SEP are to be
taken into account as employer contributions to a defined
contribution plan under the "annual addition" limitations in
all cases, without regard to whether the employee is in
control of the employer. The proposed amendment would effect

this change.
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Penalty for Failure to File a Partnership Return for Underwriting

Syndicates (Section 211 of the Revenue Act of 1978 and sec-

tion 6698 of the Code)

The Revenue Act of 1978 imposed a penalty on the failure
to file a partnership return. Historically, partnership returns
have not been filed in the case of syndicates of dealers in
securities formed for the purpose of underwriting, selling
or distributing securities. The proposed amendment would
provide an exception to the penalty for failure to file a

partnership return in such a case.
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Computation of Tax From Foreclosure Property of a Real

Estate Investment Trust (Section 301 of the Revenue Act

of 1978 and section 857 (b) (4) (A) of the Code)

Under present law, a tax is imposed on the net income from

foreclogure property of a real estate investment tax. The

tax is deférmined using the corporate rates with a surtax
exemgt}onkof zero. The Revenue Act of 1978 removed the

surtax exemgtion_fqr corporations and replaced it with a
graduated rate schedule. The proposed amendment would make

a conﬁor@iqg.amendment providing that the tax on net income
fromyforgcyqspre property of a real estate investment trust

N

is to be computed at the highest rate applicable to corpora-

tions.
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WIN Credit for Subchapter S Corporations and Estates and

Trusts (Section 322 of the Revenue Act of 1978 and sec-

tion 50B(d) and (e) of the Code)

The Revenue Act of 1978 provides that an employer's
deduction for wages is reduced by the amount of WIN credit
allowable (Code section 280C(a)). However, for estates,
trusts, and subchapter S corporations, the credit is computed
by individual beneficiaries and shareholders, who are not
allowed deductions for the wages paid by the estate or
corporation. Thus, the new provision is inconsistent with
the current law method for the computation of the WIﬁSéfédiirv
by beneficiaries and shareholders. The proposed amehdmént =~
would provide that the WIN credit is to be computed by thelgug?
estate, trust or subchapter S corporation, rather than by
individual shareholders and beneficiaries. The deduction of

the estate, trust or subchapter S corporation will be reduced

by the amount of WIN credit allowable.
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WIN Credit for Child Care Expenses Between October 1, 1978,

and December 31, 1978 (Section 323 of the Revenue Act of

1978 and section 50B(a) (2) (B) of the Code)

The WIN credit, as in effect before the amendments of
the Revenue Act of 1978, contained a provision denying the
credit in connection with services performed after October 1,
1978, in connection with a child day services program. The
Revenue Act permits a WIN credit for such services performed
after December 31, 1978. The proposed amendment would repeal

the termination date under prior law to avoid a 3-month gap

in WIN credit coverage.
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Correction of Typographical Error (Section 337(a) of the

Revenue Act of 1978)

The proposed amendment would correct a typographical
error in section 337(a) of the Revenue Act of 1978 by changing

"or a refund profit" to "of a refund profit".
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Clarification of the Limitation on the Nondeductibility

of Certain Entertainment Facility Expenses Includable in

Income (Section 361 of the Revenue Act of 1978, and sec-

tion 274 (e) of the Code)

Prior to the enactment of the Revenue Act of 1978, expenses
incurred with respect to entertainment facilities-,i were
deductible if they were ordinary and necessary, the facility
was used primarily for the furtherance of the taxpayer's
'business (i.e., more than 50 percent of the time that it was
used) , and the expense in question was related directly to
the active conduct of the taxpayer's business. For this
purpose, entertainment facility expenses included dues or
fees paid to any social, athletic, or sporting club or
organization. Dues or fees paid to professional associations,
civic organizations, or to clubs operated solely to provide
meals under circumstances normally considered to be conducive

to business discussions generally were not considered to be

entertainment facility expenses.

The Revenue Act of 1978 provided generally that no
deduction was allowable for any entertainment facility
expense. However, the Act retained a number of exceptions

to the general rule that existed under prior law. One of
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these relates to expenses treated as employee compensation
which are subject to withholding (section 274(e) (3)). The
proposed amendment provides an exeption from the facility
expense deduction disallowance rule in the case of expenses
for individuals who are not employees if the taxpayer

files an information return with respect to the amount
includable in the individual's gross income (regardless of

the amount involved).

¥/ An entertainment facility generally is any item of
personal or real property owned, rented, or used by
a taxpayer during the taxable year for, or in connection
with, an activity normally considered to be of an

entertainment nature.
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Clarification of Treatment of Liabilities of Controlled

Corporation (Section 365(a) of the Revenue Act of 1978 and

section 357 (c) (3) of the Code)

THe Revenue Act of 1978 provided that where a cash basis
taxpayer transfers property to a controlled corporation subject
to certain liabilities, then certain "accounts payable"
would not be taken into account in determining the amount of
gain recognized by the transferor on the transfer. The
legislative history indicates that the taxpayer could also
qualify under this provision where he was using a hybrid
method of accounting. The legislative history also indicates
that "accounts payable" would include trade accounts payable
and other liabilities (e.g., interest and taxes) which relate
to the transferred trade or business. Thus, the legislative
history indicates that the scope of the provision is intended
by Congress is broader than the literal language of the
statute would seem to indicate. The proposed amendment
clarifies the statutory language consistent with the intent
of Congress by deleting the requirement that the taxpayer be
using the cash method of accounting and that the liabilities

to be disregarded must be "accounts payable”.
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Relationship of the Recapture of the Investment Tax Credit

and WIN Credit and the Alternative Minimum Tax (Section 421 (a)

of the Revenue Act of 1978 and section 55(b) (2) of the Code)

The Revenue Act of 1978 imposed a new alternative minimum
tax on individuals. The tax is the amount by which the gross
alternative minimum tax exceeds the "regular tax" on the
taxpayer. In determining the taxpayer's regular tax,
certain penalty taxes are not taken into account. However,
no adjustment to regular tax is made for the recapture of
investment tax credit or WIN credit. As a result, there is
no additional tax by reason of the recapture of the investment
tax credit or WIN credit in any year where the alternative
minimum tax occurs. The proposed amendment would correct
this problem by excluding recapture of investment tax credit

and WIN credit from the definition of regular tax.
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Allocation of Tax Preference Items in the Case of Trusts

and Estates (Section 421 (c) of the Revenue Act of 1978 and

section 58 (c) of the Code)

The Revenue Act of 1978 imposed a new alternative minimum
tax on individuals including trusts and estates. In the case
of a trust or estate, items of tax preference are to be
apportioned between the estate or trust and the beneficiaries
on the basis of income of the estate or trust allocable to
¢ach. This rule does not work well in the case of the
preference for adjusted itemized deductions. The proposed
amendment would provide that the allocation of items of tax
preference would be made in accordance with Treasury

regulations.
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Recapture of Depreciation of Certain Subsidized Low-Income

Housing (Section 701 (f) (3) (E) of the Revenue Act of 1978

and section 1250(a) (1) (B) of the Code)

The Revenue Act of 1978 added a provision to clarify
that in computing the depreciation recapture under section
1250 of the Code for property on which rehabilitation expenditures
were amortized under Code section 191, the amount of "straight
line" depreciation is to be computed without regard to the
5-year useful life under section 191. This amendment may
inadvertently have caused additional recapture to apply
to certain subsidized low-income housing. The proposed
amendment would negate this inadvertent impact by providing
that subsidized low-income housing remains eligible for the
special phase--out of recapture even though rehabilitation

expenditures for that housing have been amortized under

Code section 191.
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Employee of Grantor or Beneficiary Treated as Related Person

for Purposes of the Tax on Generation Skipping Transfers

(Section 702 (n) (2) of the Revenue Act of 1978 and section

2613 (e) of the Code)

Under the generation skipping provisions, an individual
is a beneficiary of a trust if he has a present or future power
or interest in it. "Power" means "any power to establish or
alter beneficial enjoyment of the corpus or income of the
trust." A person has an "interest" if the person has either
"a right to receive income or corpus from the trust" or
"is a permissible recipient of such income or corpus." Thus,
one can be a beneficiary by satisfying either or both of the

tests.

The Tax Reform Act of 1276 excluded certain independent
trustees from being treated as beneficiaries solely because of
powers which they held to distribute trust corpus and income.
The original language in section 2613 (e) was found too
restrictive and section 702 (n) (2) of the Revenue Act of 1978
expanded the categories of individuals to whom independent
trustees could make distributions without being treated as

beneficiaries.
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The 1978 Act excluded from the independent trustees any
person who is an employee of a corporation in which the
stockholdings of the grantor, the trust, and the beneficiaries
of the trust are significant from the viewpoint of voting
control, an employee of a corporation in which the grantor
or any beneficiary of a trust is an executive, an employee of
a corporaﬁion in which the grantor or any beneficiary of the
trust is an executive, and an employee of a partnership in
which the grantor or any beneficiary of the trust is a partner.
However, the provision did not exclude a person who is
directly employed by the grantor or any beneficiary of the
trust. The proposed amendment would exclude an employee

of the grantor or any beneficiary of the trust from being

an independent trustee.
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Certain Powers of Indggendent Trustees Not Treated as a

Power for Purposes of the Tax on Generation-Skipping Transfers

(Section 702 (n) (2) of the Revenue Act of 1978 and section

2613 (e) of the Code)

Under the generation-skipping provisions, an individual
is a beneficiary of a trust if he has a present or future power
or interest in it. "Power" means "any power to establish or
alter beneficial enjoyment of the corpus or income of the
trust." A person has an "interest" if the person has either
"a right to receive income or corpus from the trust" or "is
a permissible recipient of such income or corpus." Thué,
one can be a beneficiary by satisfying either or both of the

tests.

The Tax Reform Act of 1976 excluded certain independent
trustees from being treated as beneficiaries solely becausse of
powers which they held to distribute trust corpus and income.

The original language in section 2613 (e) was found too restrictive
and section 702(n) (2) of the Revenue Act of 1978 expanded the
categories of individuals to whom independent trustees could

make distributions without being treated as beneficiaries.

The statute presently provides that an individual will

not be treated as having a power if such an individual "is a
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trustee who has no interest in the trust" (emphasis added).

Thus, an individual trustee who was the permissible appointee
of trust assets under an unexercised power of appointment
held by another would be deemed to have an interest in the
trust and would therefore be treated as having a power over
the trust. The trustee would be a beneficiary of the trust

and the inaependent trustee exemption would be negated.

The legislative history of the Revenue Act of 1978
states that an individual trustee will not be treated as a
beneficiary if "he has no interest in the trust other than
as a potential appointee under a power of appointment held
by another." The proposed amendment would adopt this result
by providing that, solely for purposes of the independent
trustee exemption, a trustee will not be treated as having
an interest in the trust if his only interest is as a

permissible appointee under an unexercised power of appointment

held by another.
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Correction of Cross Reference (Section 4(d) (7) of Public

Law 95-227 and section 7454 (b) of the Code)

The cross reference in section 7454 (b) of the Code to

section 502(c) (21) would be corrected to section 501 (c) (21).
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Correction of Cross References in Code Section 401 (a) (20)

(Section 4 of Public Law 95-458)

Public Law 95-458 amended Code sections 402(a) (5) and
403(a) (4). Code section 401(a) (20) includes cross references
to sections 402(a) (5) and 403 (a) (4), but these cross references
were not amended to reflect the changes made by Public Law

95-458. The proposed amendment would correct the cross

references to reflect these changes.
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Security for Recapture of Estate Tax Reduction from Farm

Valuation Where Property had been Involuntarily Converted

(Section 4 of Public Law 95-472 and section 6324B(c) of the

Code)

The Tax Reform Act of 1976 provided that certain property
used for farming or in a closely held business may be valued
for estate tax purposes at its current use value instead of
its highest and best use value. However, if the property is
disposed of within a 15-year period all or part of the
estate tax benefit is recaptured. A lien is placed on the
property for the amount of the recapture tax. Section 4 of
Public Law 95-472 provides that if an involuntary conversion
of qualified real property takes place, no recapture of the
estate tax benefit will occur if the property is replaced by
other real property of at least equal value acquired for the
same use. However, the property acquired in the involuntary
conversion may be more highly leveraged so that the lien on
the equity interest is insufficient for the recapture of tax
benefits. The proposed amendment would provide that, if at
any time the value of the property subject to the lien is
less than the amount of the potential recapture tax, the
Treasury Deparmtent may require the addition of additonal
property subject to the lien or other security (such as a
bond) which would bring the total amount of the security up

to the amount of the potential recapture tax.
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FOR IMMEDIATE RELEASE November 7, 1979

RESULTS OF TREASURY'S 167-DAY BILL AUCTION

Tenders for $2,002 million of 167-day Treasury bills to be issued
on November 9, 1979, and to mature April 24, 1980, were accepted at
the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED COMPETITIVE BIDS:

Investment Rate

Price Discount Rate (Equivalent Coupon-Issue Yield)

High - 94.185 12.535% 13.53%
Low - 94.132 12.6507% 13.66%
Average - 94,163 12.583% 13.59%

Tenders at the low price were alloted 127%.

TOTAL TENDERS RECEIVED AND ACCEPTED BY
FEDERAL RESERVE DISTRICTS:

Location Received Accepted
Boston $ - $ -—
New York 2,551,000,000 1,663,600,000
Philadelphia —_ -
Cleveland 10,000,000 10,000,000
Richmond 33,000,000 33,000,000
Atlanta — —_——
Chicago 341,000,000 149,000,000
St. Louis 16,000,000 16,000,000
Minneapolis 4,000,000 4,000,000
Kansas City e ——
Dallas —_—— -
San Francisco 205,000,000 126,000,000
TOTAL $3,160,000,000 $2,001,600,000
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INGTON, D.C. 20220 TELEPHONE 566-2041

FOR RELEASE UPON DELIVERY
EXPECTED AT 10:00 A.M. EST
THURSDAY, NOVEMBER 8, 1979

TESTIMONY OF THE HONORABLE G. WILLIAM MILLER
SECRETARY OF THE TREASURY
BEFORE THE
HOUSE COMMITTEE ON WAYS AND MEANS

Mr. Chairman and Members of this distinguished Committee:

It is a pleasure to appear before this Committee to discuss
the important issues raised by H.R. 5665, the "Tax Restructuring
Act of 1979." This bill would result in fundamental changes in
our Federal tax structure. Income taxes on corporations and
individuals, as well as social security taxes, would be cut by
$130 billion in 1981. A Federal value added tax would offset
this revenue loss. This testimony will not concentrate on the
specifics of H.R. 5665, but on the basic issue which the bill
raises: whether the United States should replace some of its
income taxes with a consumption tax. That 1is, whether the
Federal tax system should weigh more heavily on consumption and
less heavily on saving and investment. Many believe that such a
change would contribute significantly to improved capital for-
mation, higher productivity, and a more competitive position for
American business in world markets. Others express concern that
a consumption tax would have only small effects on investment and
would place an unfair burden on 1lower 1income families already
plagued by high prices for energy, food, housing, and other basic
necessities of 1life. Higher consumption taxes, they believe,
would mean still higher prices. These hearings will serve the
valuable function of focusing the discussion on these significant
economic and social issues.

An important element in this discussion 1is the role of a
value added tax in the Federal tax structure. A value added tax
is a multistage tax on consumer goods and services. Unlike a
retail sales tax, it is collected at each stage in the production
and distribution process. But since it is levied only on the
amount of value &added (the difference between sales and pur-
chases) at each stage, rather than on the full selling price, it
avoids the cascade, tax-on-tax, effects of a turnover sales tax.
A value added tax 1is similar to a retail sales tax in that the
total tax paid by the consumer is equal to the final price of the
product multiplied by the tax rate.

M-186
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Many European countries have value added taxes. Typically,
they are imposed at a rate of about 15 to 20 percent and generate
about 15 percent of a country's total national and local tax
revenue. In contrast, state and local retail sales taxes rcise
about 7 percent of the total Federal, state, and 1local tax
revenue in the United Stastes. The $130 billion in value added
tax revenue estimated to be raised by H.R. 5665 would be about 14
percent of total Federal, state, and local 1981 tax liabilities,
assuming it is accompanied by the proposed income and social
security tax cuts.

In nearly all cases, the European value added taxes replaced
sales taxes, frequently of the cascade turnover type which,
unlike the value added tax, taxed the full sales price at each
stage, without allowing a credit for tax on previous transac-
tions. The Europeans found the cascade tax objectionable because
it discriminated against nonintegrated firms and because the
export rebate and import tax could not be accurately estimated
for border adjustment purposes. Thus, in the European case, the
adoption of a value added tax was regarded as a reform of an
unwieldy and distortionary system of indirect taxation. This
characterization does not apply to the present indirect tax
system in the United States. Only the United Kingdom has used
the value added tax to reduce income taxes, as Chairman Ullman is
suggesting for the United States.

The popularity of the value added tax is not universal. The
voters of Switzerland have twice rejected it by referendum. The
latest rejection was based in part on a perceived threat to local
autonomy since a Federal value added tax would have replaced some
of the local Swiss taxes. Most recently, Japan, largely 2as a
result of its parliamentary elections, appears to have postponed
the planned introduction of a value added tax.

For the United States, a value added tax raises a number of
important questions. Would it encourage capital formation? What
impact would it have on the price level? Would it improve the
trade balance? Would it be regressive? No one 1is seriously
suggesting the value added tax solely as an additional Federezal
tax. Consequently, the answers to these questions, as well as
others, depend upon which taxes the value added tax replaces. BRy
way of illustration, two of the proposals made by Chairman Ullman
call for reducing the corporate 1income tax and the social
security taxes.

Capital Formation

Taxes on capital income, such as the corporate income tax and
the individual income tax on interest and dividends, reduce the
after-tax return on savings. Put another way, an income tax
encourages present, as compared to future, consumption. With no
taxes, a person with $100 of income could choose between buying
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$100 of consumption goods this year or saving now and buying $110
of consumption goods next year, assuming the interest rate is 10
percent. Thus, a person can consume 10 percent more next year by
saving now. Similarly, with a consumption tax, which exempts the
earnings from capital, a person with $100 of income could consume
$50 this year and pay $50 in tax or, by saving the income this
year, could consume $55 next year and pay $55 in tax. Thus, a
person could still consume 10 percent more next year by saving
now.

If a 50 percent income tax, rather than a consumption tax, 1is
imposed, however, the individual, after paying the tax, can buy
$50 of consumption goods this year or can save the $50 and, after
paying the tax on the interest earnings, buy $§52.50 of consump-
tion goods next year. Because of the income tax, a person can
buy only 5 percent, rather than 10 percent, more consumption
goods next year. Because of this lower return, the individual
may decide to consume now rather than save for future consump-
tion. It is important to recognize, however, that the respon-
siveness of saving to more favorable taxation is an unsettled
issue. If one concludes that savings will rise in response to
reduced taxation, then substituting a value added tax for the
corporate income tax should encourage saving.

There are other considerations in assessing the mechanism
that leads to an increase in investment. First, an increase in
savings must be channeled into domestic financial markets in
order to lower interest rates and therefore the cost of capital.
Second, producers must respond to the lower cost of capital by
using more capital intensive methods of production. There
probably will be some response, but its magnitude is open to
discussion. Third, the mix of new investment must be considered;
it may be concentrated in housing, consumer durables, or fixed
business capital. Thus, the substitution of a value added tax
for the corporate income tax will increase capital formation only
if savings increase, the cost of capital falls, and business
responds by investing in the United States.

Finally, it bears noting that the potential of the value
added tax for promoting capital formation may be exaggerated by
an analysis that compares a "pure" consumption tax with a "pure"
income tax levied on all returns to capital. The current income
tax does not apply with full force to all types of saving and
investment. For example, home ownership, pension reserves, and
assets eligible for the investment tax credit or the asset
depreciation range receive relatively favorable tax treatment.
Similarly, not all forms of consumption would be taxed the same
under any likely value added tax.

In contrast to an income tax, neither the social security tax
nor a value added tax applies directly to the return from saving.
Consequently, substituting a value added tax for the social
security tax would be unlikely to affect savings decisions.



Price Level Impact

A value added tax, by itself, will probably increase prices,
since the tendency for business to pass the tax on to consumers
is unlikely to be offset by an unduly restrictive monetary
policy. The result would be a "one-shot" increase, not a
recurrent increase, in the price level, although the subsequent
price effects of adjustments in wage contracts, social security
payments, and other indexed items may occur over time. In this
regard, it 1is noteworthy that the Thatcher government's program
of increased value added taxation and reduced individual income
taxation has been accompanied by a significant increase in the
consumer price index in the United Kingdom.

The important question, then, 1is whether the inflationary
impact of the value added tax would be offset by reductions in
other taxes. In the short run, the corporate income tax reduces
the after-tax rate of return to capital, rather than increases
product prices. Accordingly, prices will probably not fall as
corporate income taxes are cut. Thus, substituting a value added
tax for the corporate income tax is likely to increase prices.
This is a serious drawback to the value added tax.

Substituting a value added tax for the social security tax
may be less inflationary. Reducing the employer portion of the
social security tax would tend to reduce business labor costs and
possibly prices. Reducing the employee portion of the social
security tax, however, would probably have no effect on the price

level. Thus a value added tax, accompanied by an equivalent
reduction in employer and employee social security taxes, would
result in some 1increase in the price level. This would be

particularly distressing to individuals least able to protect
themselves from rising prices.

The impact of a value added tax on prices 1is largely inde-
pendent of whether it is hidden in the price of the product or
whether it 1is quoted separately to consumers. While it is not
customary in Europe to quote the value added tax ssparately, this
need not be the case in the United States. State retail sales
taxes are quoted separately because the merchants persuaded
legislators to require it, and the same could occur in the case
of a United States value added tax. Furthermore, nonseparate
quotation of the value added tax might be viewed as an attempt to
hide the tax from public scrutiny.

Balance of Trade

Many have expressed the view that a value added tax would
improve our trade balance. This is based on the observation that
current international rules allow indirect taxes, such as sales
or value added taxes, to be imposed on imports and rebated on
exports. These adjustments are not allowed for direct taxes,
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such as the corporate income or social security taxes. It 1is
doubtful, however, that the U.S. trade balance would improve
significantly from substituting a value added tax for the
corporate income tax.

The impact of the value added tax on trade is closely related
to what happens to prices. Quite simply, one must ask the
gquestion: will the substitution of the value added tax for some
other tax increase prices? It seems likely that the immediste
impact of substituting a general value added tax of 5 percent for
part of the corporate income tax would be to increase prices by
about 5 percent. Since the new tax would be rebated on exports,
just like our state retail sales and Federal excise taxes,
exports would leave the country tax free. While Jdomestic prices
would be 5 percent higher, export prices would remain unchanged.
Foreign consumers, therefore, would find U.S. products no more
attractive than before; there would be no increase in demand for
U.S. exports,.

Since imports would be subject to the value added tax their
prices also would increase by about 5 percent, the same as for
domestic goods and services. As a conseguence, domestic con-
sumers would find imports Jjust as attractive as before; there
would be no incentive to reduce the demand £for imports. Thus, on
both the export and import side, there would be little immediate
impact on the U.S. trade balance if a value added tax were sub-
stituted for the corporate income tax. There might, of course,
be a positive trade impact in the long run if the substitution
led to an improved investment climate, enhanced capital forma-
tion, and a more productive and competitive U.S. economy.

A modest trade balance improvement might result from
replacing the social security teax with a value added tax, if the
price level increased by less than the value added tax. Because
of the price-dampening effect of reducing the employer portion of
the social security tax, this is a possibility.

Regardless of which tax it replaces, many believe that a
value added tex rebate, in itself, will expand exports and that a
value added tax levy will retard imports. This belief might have
a positive effect on trade if it encourages businesses to compete
more vigorously in international markets. This result would
depend upon the 1importance of nonprice considerations 1in
explaining export activity.

It is also important to recognize that other countries could
restructure their own tax systems if they felt the United States
was gaining 2an unfair trade advantage. Relative to other coun-
tries, the United States has a moderately high corporate income
tax, but a low social security tax. (See Annex A.) Thus, the
possibility exists that other countries might maintain their
competitive position by increasing their existing value added
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taxes and reducing their corporate income or, especially, their
social security taxes. This outcome 1is by no means certain.
After &ll, a country's tax structure is not determined solely by
intgrnational considerations. Moreover, except for Japan, U.S.
indirect taxes, as a share of gross domestic product, are the
lowest of the major developed countries. (See Chart 1 and Annex
A.) Other countries may believe that the United States should be
allowed to "tilt" its tax structure to reach some "reasonable" or
"average" level of indirect taxation.

This issue has been studied before. Both the President's
Task Force on Business Taxation, in its 1970 review of tax
policy, and the Advisory Commission on Intergovernmental
Relations, in 1its 1973 value added tax study, considered the
trade 1issue. Both expressed doubt over any trade benefits
resulting from substituting a value added tax for the corporate
income tax and both noted the possibility of foreign retaliation.

Distribution of Tax Burden .

Lower 1ncome taxpayers, who must spend all their income on
consumption, may find a value added tax burdensome because of its
regressivity. While a value added tax, by itself, is regressive,
one must consider which tax it replaces. The immediate impact of
the corporate income tax is probably progressive since it falls
on income from capital. Therefore, substituting a value added
tax for the corporate income tax would make the tax structure
less progressive. The social security tax, on the other hand,
also is regressive because it is limited to the first $22,900 of
wages and applies only to 1labor income. Accordingly, substi-
tuting a value added tax for the social security tax would not
make the tax system noticeably less progressive. One regressive
tax would be substituted for another. Retired individuals, how-
ever, who do not pay social security tax, would be distressed by
having to pay value added tax. They could justifiably say that
they already had paid for their retirement during their working
years and that higher prices and taxes in retirement were unfair.
Their distress might be partially assuaged by the £act that
social security payments are indexed.

One way to illustrate possible distributional effects is to
ask what would happen to tax burdens if a value added tax
completely replaced the individual income and social security
(employee portion) taxes. (See Chart 2.) T™he combination of the
current income and social security taxes 1is progressive while a
value added tax, even with necessities excluded, is regressive.
As a share of income, the present individual income and social
security taxes are only 2 percent for families with less than
$5,000 in income, but increase throughout the income range to 32
percent for families with over $§100,000 in income.
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This may be contrasted with a value added tax with no exclu-
sions at a 23.2 percent rate, sufficient to equal the revenue
raised by the individual income and employee social security
taxes in 1978. As a share of income, such a value added tax
would be 35 percent for families with less than $5,000 in income,
but fall to 6 percent for families with over $100,000 in income.

No one, of course, is proposing the complete substitution of
the value added tax for the income and social security taxes. A
more realistic alternative would be to substitute a value added
tax for part of the combined individual income and social secur-
ity taxes. One possibility would be to reduce income and
employee social security taxes by $100 billion, keeping the same
degree of progressivity for these taxes as under present law, and
offset the revenue loss with a $100 billion value added tax with
no exclusions. The resulting distribution of tax burdens would
be regressive at the lowest income levels and mildly progressive
elsewhere. As a share of income, families with less than $5,000
in income would pay 17 percent in taxes, families with between
$5,000 and $10,000 in income would pay 14 percent, and taxes
would then increase throughout the income range so that families
with over $100,000 of income would pay 21 percent of their income
in taxes. The overall distribution 1is significantly less
progressive than the present combination of income and employee
social security taxes.

The regressivity of the value added tax can be moderated, but
not eliminated, by special measures. One possibility is the use
of exemptions and reduced rates for necessities, as in Chairman
Ullman's proposal and in some European countries. These reduce
the tax burden of the value added tax at the lowest 1income
levels, but the tax remains regressive. Exemptions and reduced
rates, moreover, create administrative problems. A tax with two,
three, or four rates is more complex than a tax with one rate.
The specially-taxed items must be identified. ©Does a lower rate
for food, for example, apply to such items as chewing gum, soda
pop, candy, or c:viar? Experience with the income tax shows that
even medical services and drugs are not easy to define. Beyond
the definitional problems, total or partial exclusions erode the
value added tax base and its revenue potential. (See Chart 3.)

The regressivity of a value added tax also can be reduced by
a refundable income tax credit for tax paid on a necessary amount
of consumption. This avoids the need to define exempt commodities
and can be implemented at a lower revenue cost than a complete
exemption for «certain "essential" commodities. It can, for
example, be phased out at increased income levels. In effect,
middle and upper income groups would still pay tax on purchases
of food and other necessary items. On the other hand, a refund-
able credit 1is effective only if it reaches the roughly 25
million individuals who do not appear on an income tax return.
These tend to be individuals most in need of the credit, mainly
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recipients of social security benefits and of transfer payments
under social and welfare programs. Unlike Jlower rates and
exemptions, if the credit was not paid until the end of the year,
the consumer would have to finance the tax during the year.

Administrative and Design Considerations

Both the European value added taxes and the tax suggested by
Chairman Ullman have certain basic similarities:

- they are broad based, applying to services as well as
goods;

- tax liability is determined by the credit method with
tax paid on purchases deductible from tax due on
sales;

- they are consumption type taxes, any tax paid on
capital equipment purchases is immediately
deductible; and

- they extend through the retail stage.

A value added tax of this type for the United States would
involve about 15 million taxpayers. This number might be reduced
by 5 million if exemptions were provided for very small propri-
etorships and farming. But under a value added tax, nearly all
transactions are taxed. Even a firm that is tax exempt on its
sales will have paid tax on its purchases. If it is to receive
credit for tax paid on its purchases, ‘it either would have to
file a return or the credit would have to be made available to
its customers.

Even 10 million taxpayers would add about 30 percent to the
number of returns filed with the Internal Revenue Service,
assuming quarterly returns are required. Since the value added
tax would not totally replace any other tax and would be a new
tax, requiring new returns, new regulations, and a new body of
case law, this would be a net addition to the work of taxpayers,
the Internal Revenue Service, and the courts. This differs
sharply from the typical European case where the value added tax
completely replaced another sales tax.

Reporting and payment requirements for a value added tax
would be similar to those for Federal excises, which require
liability to be computed on a semimonthly basis with payment due
9 days later. The actual excise tax return is filed quarterly
and 1is accompanied by the payment of any remaining balance.
Liguor and tobacco excises, however, bhave slightly different
rules. A value added tax paeyment system which would fit more
neatly with ordinary bookkeeping would be a monthly 1liability
period with payment due at the end of the next month. This would
be similar to that proposed by‘Chairman Ullman.
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Other Considerations

A Federal value added tax would raise a number of other
issues. Forty five states and the District of Columbia impose
general sales taxes, a revenue source which they tend to view as
belonging exclusively to them. Sales and gross receipts taxes
account for about 30 percent of state tax revenue. In contrast,
excise taxes generate less than 4 percent of Federal tax collec-
tions. Nevertheless, while a Federal value added tax may make it
more difficult for the states to raise their sales taxes, it
should not prevent such increases. All levels of government, for
example, impose 1income taxes. Moreover, total Federal,. state,
and local sales tax collections are lower in the United States
than in most developed countries.

Because of likely differences in the tax bases, it is doubt-
ful that a Federal value addeéd tax could be coordinated with the
state sales taxes. Separate taxes, admittedly, would mean higher
administrative and compliance costs. Each level of government
would require a collection and audit capability. Taxpayers would
have to become familiar with separate tax bases and separate
returns. Revenue departments and taxpayers, however, already
face this problem with Federal and state income taxes. Efforts
aimed at Federal-state cooperation and coordination have not been
successful.

As shown by Chairman Ullman's proposal, even & broad-based
value added tax may not apply to all forms of final consumption.
Practical considerations may require special treatment for many
items. In the area of housing, for example, homeowners and
tenants should be treated equally. But if rental payments are
taxed, how should homeowners be taxed? It may be difficult to
value the so-called "imputed rent" on owner occupied housing.
Taxing the purchase price of a home is one alternative, but this
may aggravate the problems of many families already hard pressed
to cope with high housing prices. The treatment of interest in
the housing area also is troublesome. If it is exempt, what part
of a rental payment should a landlord be allowed to exclude from
the tax base? These and other problems will require careful
study.

The value added tax is a very potent revenue source. At 1979
levels of consumption, a value added tax would raise roughly §$10
billion in revenue for each percentage point. Thus, a 7 percent
value added tax would raise about as much revenue as the corpor-
ate income tax and a 12 percent value added tax would raise as
much revenue as the social security taxes. With such a powerful
instrument for raising revenue, many are concerned that the value
added tax eventually will be used to add to the total Federal tax
burden.
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Conclusion

Mr. Chairman, you are to be commended for initiating an
examination of the very important, but complex, issues of how the
Federal tax structure affects our national well being. This is a
time of great change. It is also a time of troublesome and
unfamiliar economic conditions. The combination of high infla-
tion, slow growth, and persistent trade deficits must make us
wonder if the traditional economic remedies still work. In this
sense, your decision to study a broad range of new initiatives
could not come at a better time. But changes of such major
consequences require careful and deliberate study. We welcome
the opportunity to participate with you in that study.



ANNEX A

Federal, State and Local Tax Revenues for Selected Countries as Percent of Gross Domestic Product, by Type of Tax, 1975
(Country Rankings in Parentheses)

: Indirect :
¢ Iaxea : i -———Diract Taxes
: : : Sqocial Security 2/ : H : : :
: : Sales and : : : Employee and : Corporate : Noncorporate : : ¢t Total Direct
Country i Total = : Exclase 1/ : Total H H H i H
Belgium 41.43(5) 10.87(6) 13.14(5) 8.uu(u) 4.70(5) 3.07(6) 13.24(4) 1.01(12) 0.10(8) 30.56(4)
Canada 33.98(9) 10.94(u) 3.22(12) n.a. n.a. 4.67(2) 11.32(7) 3.13(3) 0.70(4) 23.0u(11)
Denmark 43.05(%) W, . 71(1) 0.48(13) 0.31(12) 0.17(12) 1.37(13) 23.86(1) 2.57(4) T 0.06(10) 28.34(5)
France 36.90(6) 12.44(2) 1h.72(3) 10.61(2) §.11(6) 2.00(9) 4.58(13) 1.46(9) 1.70(2) 24.46(9)
Germany (Fed Rep) 35.22(8) 9.37(8) 12.03(6) 6.60(7) 5.43(4) 1.56(12) 10.60(8) 1.09(11) 0.57(6) 25.85(T)
Italy 32.3u(10) 9.34(9) 14.83(2) 11.92(1) 2.91(9) 2.04(8) 4.95(12) 1.17(10) 0.01(11) 23.00(12)
Japan 20.23(13) 3.671(13) 5.09(11) 2.63(1) 2.46(10) 3.u3(u) 5.07(11) 1.94(7) 1.03(3) 16.56(13)
Luxeabourg 46.74(2) 9.72(7) 14.,05(4) 7.80(6) 6.25(2) 7.22(1) 12.78(5) 2.34(5) 0.63(5) 37.02(1)
Netherlands 46.90(1) 10.91(5) 17.99(1) 8.40(5) 9.59(1) 3.61(3) 12.66(6) 1.48(8) 0.25(7) 35.99(2)
Sweden 15.96(3) 11.08(3) 8.89(7) 8.47(3) 0.h2(11) 1.99(10) 21.17(2) 0.51(13) 1.92(1) 34.48(3)
Switzerland 29.49(12) 5.90(11) 8.49(8) 3.05(10) 5.u4(3) 2.46(7) 10.51(9) 2.13(6) -- 23.59(10)
United Kingdos 36.77(7) 9.24(10) 6.71(10) 3.75(9) 2.96(8) 1.92(11) 14.29(3) 4.548(1) 0.07(9) 27.53(6)
United States 30.31(11) 5.49(12) 7.42(9) 4.18(8) 3.2u(T7) 3.29(5) 9.98(10) 4.13(2) - 2u4.82(8)

Office of the Secretary of the Treasury
Office of Tax Analysis

Source: Revenue Statiatics of QECD Member Countries, 1965-1915.

1/ Includes general sales, value added, and specific excise taxes.

2/ Includes contributions of employers, employees, and self employed. Category is broadly defined to include all tax payments to institutions of general
government providing social welfare benefits, provided they are levied as a function of pay or a fixed amount per person. Thus, for the United States
this category includes contributions to the railroad retirement fund, unemployment Lnsurance fund, workman's compensation fund, and civil service retire-
ment program in addition, of course, to the more famillar social security-type payments made pursuant to the Federal Insurance Contributions Act (FICA).
Includes income taxes on individual and unincorporated enterprise, such as proprietorships and partnerships.

Includes taxes on net wealth, jmmovable property, estates, and gifts.

-
Includes taxes on employers based on payroll or manpower and miscellaneous taxes which cannot be classified within a specific direct tax category.

g ¥ g K

Computed by subtracting sales and excises from total.
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PROTECTION OF FORMER PRESIDENTS AND
THEIR WIDOWS AND OTHER RELATED MATTERS

Mr. Chairman and members of the Subcommittee, I appreciate
the opportunity to testify today in this oversight hearing
and to discuss with you a number of issues involving the pro-
tective mission of the Secret Service. In particular, pursuant
to the Committee's request, I will discuss issues related to
the protection of widows of former Presidents, the protection
of former Presidents themselves and the protection of individuals
other than those spvecifically enumerated in Section 3056 of
Title 18. Accompanying me today is Richard J. Davis, Assistant
Secretarv for Enforcement and Operations and Director H. Stuart
Fnight of the Secret Service.

There are two underlying premises which are relevant to
a consideration of these issues. The first is that Secret
Service protection is associated with the Presidency. The
nature of this protection reflects the security risks involved
in having a relation to that office. Thus, under its autho-
rizing statute, Secret Service protection is provided for those
who are or have been President, their family members and those
seeking the office. Similarly,: the statute also provides for
the protection of those who have equivalent positions in
other countries and are subject to similar risks -- visiting
heads of state and government.

This concept has more than theoretical significance. It
is in providing this type of all-encompassing protection --
that is, in establishing a secure environment -- where the
expertise of the Secret Service exists. This does not mean
that the Service should use the same techniques and the same
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resources in support of all its protectees. Adjustments

should be and are made to reflect the actual security problems
involved in the different situations with which it deals. This
tomprehensive protection is, however, considerably more complex

than simply providing a driver and/or bodyguard to escort

someone from place to place, basic measures in which the

Secret Service has no more expertise than other agencies. There-
fore, to the extent that examination of particular issues

shows that assistance of this latter type is all that is genuinely
required, the need for a continuing Secret Service role should

not escape close scrutiny.

Our second underlying premise is that it is important
to maintain a reasonable balance between the protective and
the investigative responsibilities of the Secret Service.
Protection as practiced by the Service is more than a "body-
guard"” function. It involves investigation, analysis and
detailed advanced planning. It also involves responsibility
for the safety of our most important leaders. It is, therefore,
important that the Service have available high caliber people
with the training and capability to perform these functions.
If the mission of the Service were solely protection or overly
weighted in that direction, the Department would be concerned
about its abilitv to attract the tvpe of people needed for
the job. 1In addition, the abilitv to rotate people between
permanent orotection and criminal investigations assists in
dealing with tedium and other problems sometimes associated
with providing protection on a long term basis.

Protection of Former First Ladies

The protection of former First Ladies was first provided
for in legislation following the assassination of President
John F. Kennedy. When first enacted, the legislation applied
only to Mrs. Kennedy and her children and only authorized pro-
tection for two years. In late 1965, however, the wife, widow
and minor children of former Presidents were added to the list
of those entitled to protection under Section 3056. This
authorization continued for a period of four vears after the
President left or died in office. This time limit was ex-
tended in 1967 to March 1, 1969, for widows and children
receiving protection at the time of enactment. Finallyv, in
October of 1968, the basic protective authority was again
amended to provide protection on a permanent basis for spouses
of former Presidents and for a widowed former First Lady until
her death or remarriage and for minor children of a former
President until they reached 16 years of age. An option to
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decline protection was also included in the amendment.

The question of whether it is necessary to have this
automatic Secret Service "protection for life" for former
Presidents' widows has been raised at various times since
1972, but it has not produced any changes in the law. We
fully agree that it is worthy of review by the Subcommittee.

As Director Knight indicated in testimony before this
Committee in May of 1979, from a security perspective, there
does not appear to be a need to provide continuous protection
to widows of former Presidents. There simply have not been
frequent threats to or incidents directed at these individuals.
The Department thus is prepared to support legislation which
would terminate Secret Service protection for these individuals
six months after the death of the former President. Any such
legislation should take into account, however, the possibility
that specific threats or other events might create a temporary
need for Secret Service protection. These situations can be
accommodated by providing the Secretary of the Treasury with
the authority to restore such protection if needed in particular
cases.

While elimination of Secret Service protection for these
individuals is justified, other support for them may be
appropriate. As a result of their participation in public
life at the highest level, these individuals have lost a
large measure of their privacy. The Committee thus might
want to consider providing them with a driver and/or some
form of escort. This could be done directly or by providing
an increased expense allowance for this purpose.

Finally, the Department believes that any legis-
lation in this area should be prospective. Its terms should
not apply in any way to those wives or widows of former
Presidents now receiving protection.

Protection of Former Presidents

Authority for the Secret Service's protection of our
former Presidents was first included in Section 3056 in 1962.
The law at that time provided for protection, if requested,
for a "reasonable time" after the President left office.
Protection was extended to a former President's lifetime in
1965. This protection may be declined.
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Providing Secret Service protection to former Presidents
is appropriate. These individuals have occupied the highest
office in our country; they inevitably have been involved in
numerous controversies; they have become persons about whom
strong feelings are held; and they have lost any prospect
of privacy.

The degree to which there is a security need for this
protection will, of course, vary. Certain individuals are
bound to be more controversial than others. And certainly,
over time, attitudes about individuals change and often become
less intense. As Director Xnight noted in his May testimony,
traditionally the number of threats directed at a former
President declines as time passes. Nonetheless, it is
difficult to say that there is a clear time when, as a general
rule, the risks to former Presidents are sufficiently reduced
so as to negate the need for Secret Service protection. The
situation may well vary among individuals. Considering all
these factors, we do not believe new legislation is needed
in this area.

It has also been suggested that statutory limits be
placed on the extent of Secret Service protection by limiting,
for example, the number of trips on which a former President
could receive protection. We do not believe such an approach
should be adopted. Former Presidents are public people and
inevitably will travel. If it is believed that these in-
dividuals should have protection, then they should have it
wherever they go without limitation. The protection provided
would simply be of little value, if the person then proceeded
to take a number of trips without it.

Protection for Individuals Not Enumerated in Section 3056

The Secret Service, acting on the President's instructions,
has in numerous situations provided protection for individuals
not within any of the then existing categories of protectees
included in its authorizing statute. Relying on their
constitutional authority as Chief Executive, varying Presidents,
going at least as:far back as President Roosevelt ordered
protection for visiting Heads of State; President Truman
ordered protection on foreign trips by Secretaries of State;
President Johnson ordered protection for Senator Kennedy in
1968; President Nixon ordered protection for former Vice
President Humphrey for six months, for Dr. Kissinger, for
Senator Kennedy in 1972 and for Governor Rockefeller on an
official trip to Latin America; President Ford ordered
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protection for Vice President-Designate Rockefeller and

Mrs. Carter, Mrs. Dole and Mrs. Mondale prior to the enactment
of legislation; and President Carter ordered protection for
Senator KXennedy in September, 1979<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>