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U.S. DEPARTMENT OF LABOR
OFFICE OF THE SECRETARY
WASHINGTON

$EP 30 1976

T
e

Honorable James T. Lynn
Director

Office of Management and Budget
Washington, D.C. 20503

Dear Mr. Lynn:

This is in response to your request for our views on an
enrolled bill, H.R. 10612, the Tax Reform Act of 1976.
This enrolled bill would affect the Department of Labor's
activities in the following areas.

The tax laws currently provide a tax credit for employers
who hire qualified recipients of aid to families with
dependent children (AFDC) who participate in the work
incentive program (WIN), which is jointly administered by
this Department and HEW. Under the WIN tax credit, an
employer may credit against taxes 20 percent of the first
twelve months of wages paid such employees, up to the first
$25,000 in taxes plus one-half the excess over that amount.
Another tax credit provision, the Federal welfare recipient
employment incentive tax credit (welfare recipient tax
credit) similarly permits employers to credit against taxes
wages to hired AFDC recipients, with the same upper limit
of creditable taxes but with no time restriction on
applicable wages. The welfare recipient tax credit expired
on July 1, 1976.

Section 2107 of the Tax Reform Act would double the upper
limit on creditable taxes for both these credit provisions.
It would place a 12-month restriction on applicable wages
under the welfare recipient tax credit, conforming it to the
WIN tax credit. It would also eliminate the provision
allowing for recapture of taxes payable in the absence of
the WIN tax credit if the employees are laid off because of
business decline. The bill extends the welfare recipient
credit through 1979.



We believe that these provisions regardlng the WIN and
welfare recipient tax credits will encourage dgreater

employer hiring of AFDC and welfare recipients, thus con-
tributing to greater employment and reduced public dependency.

Section 2134 of the Tax Reform Act provides a financial
impetus to prepald legal service plans by excluding from

- employees' income the contributions made to such plans and
the value of the services rendered under them. This exclusion
is available only to group legal service plans that qualify
under standards set forth in the Act. The qualification
standards are generally similar to those in the Code for
other types of plans; they forbid discrimination in favor of
- highly paid employees, limit. the types of organizations ‘that
may receive contributions, and require.that contributions -
be used for the exclusive benefit of employees, their
spouses and dependents. The exclusion is made available for
the years 1977 ‘through 1981, and a joint Labor-Treasury
report on the desirability and feasibility of continuing the
exclusion is made due at the end of 1980. Written group

- legal services plans in existence on June .4, 1976, will be
considered qualified automatically until the later of 180
days after enactment or, for collectively bargained plans,
the termination date of the last of the collective bar-
gaining agreements. relatlng to the plan. (not including post-
enactment extensions, and in no event later than

December 31, 1981).

In accordance’with'the'Department s generally favorable view
of prepaid legal services arrangements,gwe support the tax
exclusion as an effective means to promote greater use of
such plans.

Presently the Employee Retirement Income Security Act :(ERISA)
provides for a congressional Joint Pension Task Force to
study and report on certain aspects of pension and.tax law.
Section 803 of this tax reform bill expands the task force's
scope of inquiry to include employee stock ownership plans -
(ESOPs) and extends until March 31, 1978, the date for the
final report. '

We favor this provision, which will contribute to greater
knowledge of the appropriate status of ESOPs under Federal
© law,




In section 803 of the Tax Reform Act, the Congress reaffirms
its interest in encouraging employee stock ownership planS‘
(ESOPs). The stated reasons are that such plans assist in
making capital funds available and spread stock ownershlp to
corporate employees. v

ESOPs fall within the coverage of title I of the Employee
Retirement Income Security Act of 1974 (ERISA). Along with |
other eligible individual account plans, they are subject to
special treatment in some respects; e.g., section 407(d)

(3) (&) (ii) and section 408(e) (3) (A) lift restrictions on
acquisition and sale of employer securities for ESOPs, and
they alone are the subject for a statutory exemption for
loans to a plan by a party in interest. Except for such
statutory discriminations, ESOPs are governed by.the general
rules prescribed in the statute for employee benefit plans.

- The Secretary of Labor, as administrator of. title I, issues
regulations dealing with all aspects of that: title, including
its application of ESOPs.

In interpreting ERISA and framing regulations under it, the
Secretary takes into consideration the legislative history
of the statute. To a lesser but significant extent, the
Secretary also considers, in his ongoing administration of
ERISA, related legislative acts such as the enactment of

- special provisions for ESOPs in the Tax Reductien Act of

- 1975. Where it is consistent with the aims and principles -
of ERISA, the Secretary endeavors to take administrative and
regulatory positions that are in harmony with later-enacted
- legislation.

Specifically, the Secretary's participation in the joint .
Labor Department - Treasury Department regulations on ESOPs
was influenced by the ESOP provisions of the Tax Reduction
Act of 1975. An attempt was made to carry out the ERISA
policy of protecting the interests of participants and
beneficiaries in a manner which would not unduly hamper the
operation of ESOPs. The further Congressional eXpreSsion in
the Tax Reform Act of 1976 confirms the Department's
commitment to that administrative approach.




Section 803 of the Tax Reform Act states in general terms -
that the Congress is "deeply concerned” that regulations
which treat ESOPs as retirement plans may impose restrictions
that will hinder their success. The statement of . the managers
of the bill on section 803 greatly extends and particularizes -
the statement of concern. It expressly references proposed
regulations issued on July 30, 1976 by the Department of

Labor and the Department of the Treasury. After declaring
that the regulations "may make it virtually impossible for
ESOPs, and especially leveraged ESOPs, to be established and
function effectively," the statement discusses 12 specific
provisions of the regulations. Each is described and
criticized, and the conferees offer substitutes more favorable
to promotion of ESOPs.

The matters discussed relate to prohibited .transaction rules
and other fiduciary standards of title I of. the Aect. The
conference report accompanying ERISA (H. Rept. 93-1280, 93d
Cong., 2d Sess.) points out that there are potential fidu-
ciary problems inherent in the operation of ESOPs, and
instructs the Labor and Treasury Departments to give
"special scrutiny" to transactions subject to abuse. That .
Report, of course, represents the combined views of the

- labor committees, which have jurisdiction over title I of
the Act, and the tax-finance committees with jurisdiction
over the amendments to the Internal Revenue Code made by
title I1I.

The statement of the manager on section 803 of the Tax
Reform Act purports to convey a different expression of
congressional intent on matters covered by the text and
leglslatlve history of ERISA, but it neither amends ERISA
nor carries any evidence of consideration by the labor
committees that have jurisdiction over title I of that Act.
Plainly, then, it cannot be taken to amend the provisions of
ERISA, and the weight to be given it as a guide in the
interpretation of ERISA is debatable. 1In view of the

- history of ERISA, in which individual initiatives from the
labor and tax committees were merged through a cooperatlve
effort involving both, no partial commentary can,. in our
view, claim to be authorltatlve,,partlcularly when it comes
two full years after enactment of title I of ERISA, which
is not amended in any regard by H.R. 10612,
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. The ESOP regulations are currently in proposed form, and the

. statements made in connection with the Tax Reform Act will,
of course, be evaluated in arriving at final regulations.
They cannot, however, override the Department's obligation
in its administration of ERISA to honor the congressional
mandates which appear in the text and legislative history of
that Act. '

. The Department of Labor does not object to Presidential
approval of the enrolled bill, H.R. 10612, the Tax Reform
Act of 1976.

Sincerely,




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF° MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503 -
SEP 3 0 1976
MEMORANDUM FOR THE PRESIDENT : .
Subject: Enrolled Bill H.R. 10612 - Tax Reform Act of 1976
Sponsor - Rep. Ullman (D) Oregon
Last Day for Action ' T e
Octaber 5, 1976 - Tuesday T
' j B To improve incame tax equity; to contmue tax cuts provided in the
s IS Tax Reduction Act of 1975; to simplify certain tax provisions and
' delete unnecessary language; and to make "reforms" in the adminis-
_ tration of the tax laws.
Agency Recamendations
foice of Manageme’ntrarnd Budget . .. -~ .Approval S
e - Department of the Treasuxy sk Appmval B o
—-= == Department of Commerce- _ .- = Approval - 7 S el
.. Department of Agriculture Approval Ll
77T “Department of Defense - ' Approval o
- . - Department of Health, Educatlon B T T aE el 2
: and Welfare - - No objection T
Department of Justice No objection .l
_ - Department of State " - No dbjection - : = o
- Department of Housing and Urban T
Development ; ‘ "~ No objection
Department of Labor . No objection(Informally)
Department of Transportation No objection
Council of Economic Advisers . : No objection
Federal Reserve Board 5 : ‘No objection {Informally)
Federal Home Loan Bank Board .. No objection oo
Small Business Administration No objection
Securities and Exchange Cammission No recommendation received,




Discussion

H.R. 10612 makes extensive revisions in the United States Tax Code-

and continues the basic individual and corporate tax reductions
enacted in 1975, making same of these reductions permanent. It
substantially incneases estate and gift tax exemptions and credits

and generally provides more generous benefits for working parents
needing child care and for the elderly. H.R. 10612 increases the
minimum tax for individuals and corporations and tightens the treatment
of tax shelters, capital gains, large interest deductlons, and income
earned abroad.

In other changes regarding foreign source incame, the enrolled bill

levies higher taxes on U.S. 0il and gas companies operating abroad,

taxes bribes immediately upon payment by U.S. campanies to foreign

officials, curtails existing tax defer¥al advantages conferred on =

DISC (Domestic International Sales Corporation) proflts , and imposes -

tax penalties on u.s. campanies which pa.rtlcz.pate in the Arab boycott

of Israel. .

Damestically, certain major industries are given more liberal tax

treatment through more generous loss-offsets, higher investment - 9"

_ credits, and more lenient amortization and depreciation rules. Such -
industries include life and mutual insurance, mutual fumis, and T

airlines; railroads, and shipping. : : . v

(E‘mal.l.y, the enrolled bill contains numerous prcv:Lsz.ons designed to - o

, lifytaxprm;\res bodeletemmecessamylanguagefrantheTax
Code and otherwise to mprave and clarlfy the. administration of the - -

. tax laws. | | | ,“

Many of the pmsms in H R. 10612 reflect Admmstratlm m:.t;.atmes T
or have been supported by the Admnlstratmn. ~ Others have-been — -~~~ — ~or —
actively opposed. . The attached table campares- features of the enrolled
. .bill with the Administration's tax proposals-in terms of the §ize ¢f °

"taxcutsornwreasesandtheassoclatedrevenuempact " The major

or cmtrovers:!.al pmva.smons of H.R. 10612 are dlscussed m greater '

INDIVIDUAL TAXPAYERS

-

Extension of 1975 Tax Reductions

H.R. 10612 makes permanent or extends the individual tax cuts enacted
in 1975 and slightly expanded in 1976, including (1) the extra $35 tax
credit (or, if greater, 2-percent of the first $9,000 of taxable income)
a taxpayer may claim for each personal exemption; (2) the earned




--.. income refundable tax credit for low income families with children . -a- ..
which is pegged at 10 percent of the first $4,000 ofeanungsand ; :
. phased out between $4-8,000; and(3): the higher minimm.and maximum . .hicrer

- standard deductions, which are made pemmmt. Thus, the minimum -~ "~~~
standard deduction or low income allowance is fixed at $1,700 for = . .
..single persons and $2,100 for couples filing joint returns. The = . .. .

percentage standard deduction is 16 percent of adjusted gross income
with-the maximm set at $2,400 for individuals and $2,800 for couples. = -

These reductions differ from your proposed deepened tax cuts which
_ would have eliminated the $35 perexaugtmtaxcredlt and. earned . .
incame credit, but would. have ~ :

L e iimeee == introduced a higher personal e:aenpum ($l OOﬁ Jersus the. -
e , - $750 current level)
4 — established a simplified standard deductiom. - . . . .oaemo oo .
Tax Shelters

The bill strengthens the tax treatment of tax-shelter investments.
Investors in oil and gas properties would be limited by the amount

- -of their own capital "at risk" in deducting losses. A recapture- -~ .~ .ol
provision is imposed when an oil or gas property is sold to prevent
.excess prior deductions for intangible drilling expenses frambeing - ~
used to convert ordinary income into capital-gains incame. Real : :

. estate investors will be required to capitalize and amortize con— - .- oo

- __.struction period interest and taxes. Phase-in rules inciude post— et e
poning any impact of this provision until 1981 for Goverrment: ass:Lsted :
-low-income I'nusmg projects. "At risk" limitations are also provided -
for farming, movie, and equlpnent leasmg tax shelters.

... These manges are not those preferred by the. Adtnmstmﬂma&am ..M
. . of correcting tax-shelter abuses, although they are roughly in accord - o

with the Administration's cbjectives. - e -

Minimum Tax ‘

The bill significantly expdnds the "minimum tax" provision, which
first entered the tax code in 1969. Under current law, a 10 percent
tax is applied to the sum of an individual’s or corporation's tax
preferences less a $30,000 exemption and the taxpayer's regular incame

L4
»




. and reduces the axatptlon to the greater of $10 thousand
TR G cﬁe“%mlf “of “Yeqular ‘income Tax8s. ~ New preferénce’ items Are wﬁm

to the base of the minimum tax: atakpéyers:.te:uzeddeduct:.
o dttxérthanned:nalandcasualty deductions -- in excess of 60. percent

- 7..: of ;ladjusted gross income; intahgible drilling costs for:oil and. gas in S
excess of deductions if costs were capitalized, and accelerated depre- .. =
ciatioft on all equipment leases.

, j TheAdmmstrat:nnopposedtheconceptofthemlmmmtaxandhad R
o oo rproposed Ta itax on "minimm-taRable income" and the con@ptaf" S S
SR - -Limitations on Artificial ILosses (IAL) as a means of assuring greater

! - tax equity and reducing the use of tax preferences rather than taxxng B
T T theTexcessive “use of” ‘preferdrices 1n the aggregate. : o

Estate and GJ.ft Ta.xes

‘H.R. 10612 pmv:ﬂes the first major reform of estate and gift taxes -

since 1941 by increasing substantially the amount the taxpayer may

bequeath tax free. Currently, the estate tax exemption is $60, 000 - . ,
with a $30,000 exemption for lifetime gifts. The enrdlled BilT - T
cmbuxesthe&stateandglfttaxexeuptmnsarﬁoonvertsthemmtoa' -
sirgle tax credit.” The new wilfiad crédit will bé equivaléent ® a =~ 7777
”$120 000 exe:rptlcm in 1977 and to a $175,000 exemption after 5 years.

H.R. 10612 increases the marital deduction for transfer between
a2 '.ﬁbyralsmtheestatetaxdeductmntothegreateroﬁ%ﬁoGﬂ&; -
w’ixalf the estate. It also provides an unlimited marital deduction =~
e for tIE’"flrSt '$100,000 of lifetime transfers, no deduction for glftsw“““"' "
,__i__'h_uu.;m_between $100,000 and $200,000 and a-50 percent deduction:for larger — = -
- gifts.. Current law provides that up to half an estate can be left to-

a spouse without tax and that half the value of llfetme g:.ﬁts e

- "*“"‘""betweeﬁ‘"nusban&*mld w:.f:’é are EaXfre “.‘A Ty o

s

g A e i e o

S e e e T

- m; - Joencourage heirs to maintain and operate family firms or: clbse]:y AT Tar
- :held businesses, a specn.al valuation based on "current" rather: thanisa oo
"highest and best" use is made available, provided the estate's value
lsmttherebymducedbymrethanssoo 000 and provided the pro
is held at least 15 years. Such estates are also granted up to'l %eyears
(instead of the current 10 years) to pay the estate tax, and the
;intemst rate on the unpaid balance (up to $1 million) is lowered ..
frcxn the current 7 percent to 4 percent. BAny estate may be- granted
-a l0-year extension on its estate tax payment upon.a showing. ofi.x L
"r.eascnable cause" instead of the current requirement of "undue harclshlp.“ o




- --...The enrolled bill tightens the tax treatment of.inherited .capital- e
" assets. Under c».rrrent law the bas1.s of thgwmmg,mted property :x,s set
. at_the. propert: ‘ﬁe c BoW Much 'the value has . -
= incpeased fisir often beging
- with a higher basis which reduces his subsequent capital gains tax . __ . = .

_ if he ever sells. H.R. 10612 establishes, “beginfiing December - 31,, -
“197‘6 & minimm basis of $60, ODU“@éf"“és%aﬁejf%’ﬁa ré“q‘fiii*é“s that an
- heir's-basis would be computed as the greater of 1) the value of the
property on December 31, 1976, 2) the heir‘'s share of the $60 000 '
m:mmn ba51s or 3) the orlgmal purchase prx.ce R R

~Fifially, the ‘enrolled bill TequiTes that nély. mﬁmcm
Hh B skii:’p g trusts " be’ tamai”lm’t e:“é‘éltﬁ‘ég‘up "o $250, ‘DO‘G"fof“transfers

G o .

‘3  Retirement Income Credit S

- H.R..-30612 smpllf::.es and makes more genemus,:t:he: existing15:pe:
retirement income credit apgllca,ble to persons 65 and over. This .
provision allows earned income 5 bé éligible for the credit instead -

__of just pensions and other retirement-related income, and thus would.. ..
aldretlredpersonsmthsmelme frananysource-—andlw_-i,* :
- .social security benefits. The makimum. amount on-which the credit:. ..
may be computed is raised for single persons -(from $1,524 to $2,500),
for couples filing joint returns with only one spouse 65 or older — - — - . -

o (fran $2,286_ to $2,500) and for joint returns sszhere }:nthspcmses,are T,
older (from $3, 048 tp $,3Lg;5_§‘)‘w,,,w S S e S i e

“inceme betweeri-51,;200 and $1,700 and hy ali‘éanﬁngs above $1; ‘700 ' ”""'"‘
T ”ﬁ“aﬁ'é“ﬂ"éa:f ‘The new cred:.t phases out for single persons thh mm LT

‘H.ﬁ?‘lﬁﬁ? ccmverts the e:dstnfgm%eﬁi”zed deducf:x.on ;fcnchx caze“‘"%‘“

. acpenses to & 20 percent credit for child care costs and setsa ... .. .

- maximum credit of $400 for one child and $800 for two.or.more children. -
Since the credit is subtracted directly from taxes owed, the benefit
canbeen;oyedbyt}nsewmusethestandarddeductmnaxﬁhenoe_axe

- more l.xkely to be in the 1cmer Aincome bracket.,w s ;

»
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: However unln.ke current law which phases m;t the- dgdugt.lon at an. . T =
- ..income level above $35,000 -and requires- that-both husband and-wife = -7 <o n
work full-time, the enrolled bill removes the income limit and e
extends the tax break to couples where ane spouse works part-time, ..
e e ogpeeig-a- full-time student, and to divoroed or- separated parents having oo
TR cmj:@dy of a child. In additien, while existing law precludes- @xe”wwm SO
aedwtlblhty of payments to relatives for child care, the bill contains. .. —

N a "grandma" clause which makes payments to-relatives ellglble for the - -
credlt .- .

L 'me}dmnlstratlm has smporhedmtmﬂemcept of a tax cmu ﬁar clnld
S V,,,mwcosts as; a move toward. smpllfa.catlm, although it has expressecl BRI
v opposition to removal of the income ce:.llng. o B -
,,f; - ' Sld{PayBepeal - I ‘ A
‘ , : - "‘J ﬁgz TR e I £ w@ ik o B TR s L

L 'Ihe blll repeals the pms:l.m in current law pemtt:.ng an. er(ployee T I
- tp.exglude up to $100 of weekly pay from income during extended sick -

1 w . leave. An exclusion of up to $5,200 a year is -provided for-retired - h~
o s 'persons ‘under age 65 who are permanently and totally disabled; lrxmever, )
R thex;a is.a dollar-for-dollar reduction.in the valxaofﬂus exclus:.on

o __e_ggrscns -with incomes in éxcess of $15,000. © 7T T

tracts *l::hemth period will oontmﬁe‘,, _To_offset - this more- xestrrctﬁe
e cap;.tna&« gaa:ne treatment, --£he. ‘dllowable -deduction-of- eap1%a1:-&osses~i
4 ) > will rlse £mmm 1,000 to. $2 00&. in_1977. and

oommms o L QoEPORATIONE .l
, : :
? - - Tl - C : -

Ext:ensn:n of ].975 'I‘ax Is'eductmns

The enrolled blll cont:tm through 1977 the corporate tax rate r.vedu:tlons

and uxcreased ‘surtax exemption which were enacted by the 1975 Tax Reduction
Act. The 10 percent investment-tax credit is extended to 1980 and llberallzed
~to allow businessés to offset current incom® with unused credits’‘fromprior. . -
years:instead of first mng current year credits as- requ;Lred amdepzr croilis o
- existing law. - o B




. . H. R. ,10612 likewise extends to. 1980 the one.percent bonus enacted . . ,z:«.‘.m..-_
o lastgear on top of the 10 percent., mvesj:nent,}cred;t jor companies AT Ty
contributing ‘an amount equil to the extra point to establish an L
BxpToyee ‘Stock Ovmersh:.p Plan (ESOP). A further one-half percent
bonug :has been added in the bill .for companjes. wfnse enplcye@s mm

tfxe' addltl.cmal one—half percent tax C]’.‘Edlt.“_‘; i e

'mepdxumstratlmhasopposedsmce its enactzre’ﬁtthelpercent in- o
o vestment credit bonus for companies adopting an ESOP. The bonus smply I
i - results in 100 percent financing of ESOP's with tax dollars, with no- = 27~ =

A T bﬁp—@iféﬂtswaaccrmng to the tax paving public which ultimately. putsup.the.
R _The preferred approadi o greai:er stock ownership by low and - f
I méﬁle income” Americans — unfortunately ignored by the Congress &= -
i " was your Broadened Stock OwnétrsShip Proposal (BSOP), which- d:.d not limit™

participation to specially s:.tuated lndlv:.dmls
bh.m.nm Tax

.- Along with raising the minimim tax on individuals,. the bill méi'éases the
 minimm tax on corporations from 10 to 15 percent cfprefemnce Inoome. —
Currentlawreduoesthebaseofthecozporammmmmtaxbythegreater
-0f$30,000 or regular taxes paid:- The bill reduces- the $30;000 ~=_ . x oo
exemption to $10,000. No new tax prefemnce .:Lterrs are added to ’che base :
ofthenu.mmntaxforcorporatlazs

;»<'1&<~ﬁi"i'.f‘,f\‘g IR ~

Jin applymg the new minimum tax provisions, preferential treatment.is ...

— whzch lI effectmely esm*thema.mmn tax .mcrease

2 years to offset ‘against income. Under current law ccmpam.es may - 7
.. ..generally carry back losses for.3.years.and any remaining losses-forward -.. .
.. - for 5 years; regulated transportatien-businesses are permitted-a: 3—year wsBug al

- carxryback and 7-year carryforward benefit. Henceforth, most companies

will be permitted a 3-year carryback and 7-year carryforward rule and

regulated industries (transportation firms) will have 3 years back :

and 9 years forward. Alternatively, to avoid possible loss of invest-
- ment tax credits and foreign tax credits a business may, for any-ope
.. year, e;l.ect to carry. operat:mg losses forward only, Ainstead of first .. .




Begmmng in 1978, the rules are tlghtened on acquisition of unpro— - - - ---
fitable fimms by companies in search of losses to offset thelr
-profits. BAs. a-special benefit-to life and other-mutual- insur E el TR
maames, however ;. the prohibiEion in current™law is 115@&%%51219{* g atit
.the-losses of nonlife insurance affiliates to offset parent ccmpany o
e J:ncme, but this-benefit will-not. begln fozr 5 years and is’ ph&ﬁe& Co

o owdn over-ar 3;—year ‘period thereafted- - s = R TECh

) MQJINCCME

Reductlon in DISC Beneflts

N T s Rl o S AR e TE R ke T

mth campanies to defer taxes on up to 50- pement ofw export: -
Wprofa:ts of a:Domestic Interhaf:‘iﬁnal Sa.les Corporatlon (DIS(’?)“ *Ihe

"of the annal average for the base period 1972 through 1975. After
1979, this base period will be moved forward one year at- a-time.- -

" 'Moreover, military exports will qualify for only half the regularzDISC
beneflt.

%Mmmstratwn has oons:l.sterrtly opposw ‘any cutback in leU e
- henef:.ts, argulng that the full benei’:'lt is. needed to encourage: UsSe o T

wexporf:s CORIRTEITIY Tl e 7 C
International Boycott o — R
e o i Rirl 0612 denies- tax-benef iba 46 TSt higs - partdgEsS T Torran s
T the Arab-boycott of Israel ﬁ%ﬁae& partlc”‘ipants will': 'se Those- T
~—partions: ‘of their foreign tax ¢redits, deferral of taves on overscas -
’ earnlngs,f gpd DISC benefits related to the boycott; but will-be -—7:=

‘permitted to continue to enjoy tax benefits attributed to denbnstf‘atad

mnbcycctt act:.v:LtJ.es 1n boycott oomtmes. . A company mll be degre%tx,
- ;f Tt i -% 1f 1t a PREELL S i T:"EA

. ; v BT refram £rom. ha_nng employees-on- the b&'si’s’ ofg na:tu:ﬁi:’r.l
M Ewefs rehgmn* OF ‘race, " TR LS e . -

—- refuse to do business with a specn.fled country (i.e., "secondary"-

boycott),
- . = refuse to do business with other countries which do business ‘
el x with-a- specz.fleé ‘country e, "tertla&y"’b%ycdift)’”” Aol ey ,;ﬁj




'Ihz.s ﬁa:ture of the blll has been s&ongly cpposea By Administration
-~ officials as an inappropriate téifedy to the*boyco‘tt“‘pmbiemman&“ona =" e
-~ -which will create severe foreign policy difficulties-in attempting to: =% =7

- enforce.it. While the language in the enrolled bill is léss pmu.tlvemw SO
than proposed in the Senate version and may, therefore, permit nore - T
~. - .lenient-administration of the measure, the provisions will,-as Secretary — -
_-Simon - has ribted, "penalize many busmess transactlons in-the Amh mrli U
mi’éss thgérabs xuodlfy the bsyégtt Rl St S (fcl o SR

4 e A‘ ea:med abroad frv:xn"$20 000 or in some casés SZS“,’UUO’*%"D"“W ‘ "‘ T
s tssee0. o T L

— repeal of the option allov.ﬂng companies. to corpute credit .- BRI
~for payment of foreign-taxes on a countxy-by—comztry bas::s.‘- s

Benceforth, except for catpam.es domg ous:.ness 1n U S..

e . 7 ';esé:)i 1 ﬁ%g

W‘r&ﬂf&r than per—counﬁty basi?e:‘“
ke ?r:*- . to “recaptmve" in latéi' yearsas® e operai:lm becomes =7
. profltable, thereby reéu:mg allowable forelgn tax cred:.ts.
s g cul: back to 48 peroent fronPSt) peroen m’ﬁ&allwance* Rt
- for foreign taxes used to offset U.S. taxes payable on-
= foreign oil and gas extraction nlccxre B A

— removal of tax deferral benefits for forelgn bribes paid
e pp-UeBe- corporations.  Companies tihat pay. br:_bes to forelgn T T
“offlmals will be subject to an i : -ont-the am s Cgeradan
- wzx wof -the bribe and will no longer be- penm.tted to. defer taxm b
such payumts.




The Adlmnlstrat:l.on generally supported these changes. TE T T s cmame b

e e ey e e gy e s pediennn b B

In a number of areas the enrolled bill tightens tax exemptions, - o
T W_”_,Wi?ﬂloldlng rules, credits, and deductions to discourage. further. ... ~..7

_tax abuses ox to close certaln tax oopholes”. Important. pms;ms sy
“in” thls category Y N ,

__ = tighten restrlctlons on deductions for _rent, ut111ty bllls,

L and-other expenses attributed to an office at hame. - e SooAn s
T mm;_.,_: ‘Deductions ar& allowed only when part of the home is used ZEILLL
| ST R luslvely and reg'l]larly as the taxpayer s prmc]_pal place
ot : .. of business or for meeting clients, patients, or customers = oo

e -~ ~—:: _----in the nommal course of business. Deductions may-not exceed:= - “=. ..
S the amount of mcome earned by the business conducted ‘at home.”

e i‘{*ﬁﬁ‘iﬁ‘ business and pmféssfor%f;:ersons» to dedtict” expensas -
1 : - .. for no more than two foreign conventions attended per year ’
; and limit deductiors for meals, hotels, and other exg e -
————;i_ - to-the applicable foreign per diem-allowance- «glven«te U85 -

) __ government employees. Current law generally does not lJ.mrt‘ -
et wen-aw deductible expenses or the number of foreign conventiopg v o o
whlch may be attended. ,

== reduce the maximum annual deductlon for mterest payments —
~__on investment debts from a total of $25,000, -plus pet: -

investmeht incame,” 1ong-tenn caplt’él ‘gain, and-hal ofaﬁg
investment interest excdedir . these: axiemts, ‘tora total of
- $10,000 pIus net investment incame, . e . =l

.. —=.disallow business deductioﬁsin*excesswf ‘rental -income-fo
; '“"”a Vacation Home Tefited out EB”B?H‘e?s if the taxpayer uses
“it for pérsonal purposes for more than two weeks or 10 percent -
s of the days it was rented out. If the-vacation-home is * TLOE
oz orented out for less than 15 days .per. ‘year, > ho' mcoﬁe*need be’“ i

~ “reported, but no business deductions may be claimed. =5 v in

- requlre immediate tax w.x.thholdlng of 20 percent of race

track winnings of more than $1000, of state lottery payoffs

over $5000, and of any other gambling w:mm.ngs over $1000 S
<. Where theoddsareatleast 300 o ones. - ShiGNE




R R l !
¥¥e L TR R

WERITIL R N e e S A e I T B Rk B e P PR TP N

= change the treatment of qualified stock options-issued-to - wreoe
key corporate personnel by. vahnngsmh,optmnsmmémm
- income rather than capital gains-inecome.  If the fair walm~ -
camnot be determined at the time of 1ssuance, the increase .

in the stock's price over the option price will be taxed
asordmarymcnnewhentheoptlmlse}ercxsed LI A

- — broaden ’che pmmmﬁon onﬂaa’*ﬁa:éaﬁree*transfer of-r

- appreciated property to exchange or swap funds .establlske;i
.as_partnerships and trusts. - Currént law already fmda&&—m
; tax—.fxee*transfexs m"'emtﬁngam se'a’::

wof - BeReen 10GE2 aiso liberalizes othet: tax;;ﬁomsmhs;. - Somec o AESeRRENCT T VIS 1ONS
or- expanded tax breaks" -

v e a0 i temized deduction: Wammfmwmre e
so~called "above-the-line deduction — thus: maklng 1t avaJ.L- S

able to ta:payers who use the stan&ard -deduction.- e R s
V-tee emae on;Deoenber 31, 19?@ mﬂmmrest ﬁom

o L R 1

— provide for the tax-free tmatrmtof the

, placing: «group legal insurance-on ‘the same foot.mg as gmup-»
e - nfed:.ca} ;msm:ance. et BEESLLL 2T SRORSRER R T T T

: s e - e
*‘W v’mr —3{”‘_ . DT

— J.ncxease the dedtx:j;log. for mOVing expenses - from. $2,5{)0 FERLE

,,,,,, to $3,000, .mclmilng house-hunting and house-selling, and. ...
decrease the minimum distance one must move to quallfy for - -

_ the deduction fram 50 to 35 miles.

B o P



... historic structures by permitting faster depreciation than
" T at present while denyihg tax advantages €6 those Who GemBIish

. encourage the acquisition and rehabjlitation .of certified, -

___Such buildings. i o

o —

~— increase from $20,000 T $35;000 €he exclision for capital ~ =

g -@msor; the sale of a house by a taxpayer. over 65.. .- o E LR i

.+4 . . The enrolled bill contains a number of technical provisions.dealing — - - - ,

, pro\ risions - —_—

777 Iiabilities.”

IR

. Included below are the views of those a ) ] ,
... reservations about specific provisions of H.R. 10612-although,  on' 3 27 H.#. 1«
- i mla n"'ce' no a@;:y recommends with}nlding apE)rO\’al' ofF ﬂie“‘bill‘.‘h RO I AT sa T

e T P rr e B e - ey TR ?”.‘7‘:“4‘;?3:1"5 e "t;‘"_::"‘:"’i:. e AT
SRIWETL LB e -t - 3 el BERIRN LR PR PR g . & o LT

— establish additional rules for the disclosure of tax returns == - - .-.
- . _and return information and for public- inspection” of ‘Interhal — - T
... Revenue Service private letter rulings after November 1,-1976. — -.-.——

L e - R e T TENE  J e T APATILMNE  m ey SRt S LML R e TRyl A A e S
B S s I L, L . i i e a8 5 :

_~— permit State and 1ocal mmw to UseSecra:L S‘e:éilflwﬁﬁ_ IS
account numbers- for identifying individuals-in admini stering RN

%0

of the military, and withholdinig"Gf State and Iocal income
 taxes from the pay of National Guard and Reserve persomfiel, ~=~ = = -

2 :
R e e e s e b Ll s

-~ - ’
o e ey s S —

_ - provide sinplified tables for taxpayer use in computing tax — = -

— - L [N CEN = U SO

ies which have strong =~ .. .- ...
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The Departnent ‘does not o'bjéét %5 approval of H. R. 10612 alﬂwugﬁ it ST
soon intends to submit for leglslatlve clearance" proposals to oorrect
problems perceived with two provisions in the bill.

- HEW believes that section 1202(a), which prohibits the dlsclesure« 10

-Federal agencies of tax retumsand return-infermation- except as:

- specifically authorized, will adversely affect ongoing. statlstlcal and :
. research efforts of the Social- Security- Admmstramon and‘ihé Natlmal'
—=Institute fof Occupational Saféty-and-Health. =¥ 150 ;
- == provisionwould probably preclude the” dlsclosuxe"of XD
. .addresses to the Office of Education for its collectlcn activities in: .= oo
connection with defaulted student”loans. . .aUTUTeel 2TUOCNC DENE.

- In addition, the Department, ih its views-letter; objects to section = -
"71207(e) which would exempt w:.ttﬁnld&.n_g “of social security taxes from-
“fishermen: employed on boats with ten-man crews-ér less who -receive-their -

.pay as-part of the catch. The-bPepartment asserts that this-provisiom— ===-v -
- raises questions about the status of these fishermen (i.e., are they -

-self-enployed or enployees of-others), is disadvantageous to-them- (they - -

- may.be subject to social security contributions at the higher. sei!.f--,-._:w h T

et;ploynent rate) amd-would mﬁﬂ.t»vm a- :Ue‘venﬂé lossvto ﬂmsoca.ai. It oo

o sEctam -3205 is mewed as havmg %n*eqaally advers& eﬁeat“%n l’aaw e:;-k

b:.ll should be appmved and defers mstead to the: 'l‘reasnry ~Beparttrent.
Mce I-Di:W, Justlce is oancerned.ﬁabout secf:a.on 1202‘5 restmctlms DNEETTI D
makmg tax information available to other federal agencies.. .Thesec™ :: ::l;;:
~ restrictions will, in Justice's view, “"seriously mpede the unravehng R
- -of white=collar, official corruption.and organized crime cases and..=. . .. T
will increase the difficulty of bnngzng narcotics. traffickers to- = ~ ~o. -x

Justice."

--foreement and’ tax administration-efforts.  Thi¥ sectich*
.- taxpayer to-seek an injunction in the courts to block a: subpoena of the.
- records of third partles even though the taxpayer has no 1egally
protectable interest in such records. In Justice's view, income tax Lo
investigations of organized crime and white-collar crime will be impeded - . =
. because -many- thind party records "would be available.only.after extended
R litigation..." and not until the statute of limitations-on prosec{rt::ng
such crimes has taken effect.
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- Federal Home ILoan Bank Board

On:the gverall de51rab111ty of’ thé proposed legislation, the Bank BoarE:
defers to other agencies more directly affected. However, the Board - s
- .characterizes Section 301, relating to the minimm tax J.ncrease and - - ST
-~ tightened preferen;e_mcone déduction rules, as nwise.” The Board ‘"j__\ S DR
. bealiews that the J_ncreesedtaz?‘“héblllty of 'savings and loan 1nst:|.tu- '{
tidns inposed by this Section will (1) lessen the incentive for such . e
institutions to maintain a high percentage of assets in resz.dentlal
mortgage loans, (2) decrease after-tax income and retained unNgs, .

C oS ma}c:ng It’"difficult oF ‘ﬁmﬁ““"’ﬁtﬁtion‘s” to sustéiﬁ% .

ﬁ"ﬁ"%e Temaining in compliatice with fedetal “ihsirance resérve.and.net

HOT h requiréments, and (3) tend ﬁ'o ush{p heme mortgage -1

Se of the larger tax "bii >, oard co

v::ewsby urging that “”dl’iéin?iés_ 53§

: mmspmuq)s be given-special 7‘""‘;

L4

-

i —ﬂnie expressmg reservat:cm@v_ggjj&n Pprovisions in H.R. 10612,-
~ "balance Defense recomends ap) L of the bill. - — oo

T el SR e w;nw ® ATy R VRT wat BE

The Department's concern ‘with the first prov151on - repeal ‘of the ex—
~cGlusion FIrom gross income of non-conbat related .dlsabJ.llAty payments
fur members of the axmed forc8y wh5 én ‘Eei: on duty after Sept

: S”DiSed O the” di FEERETE tax troatient. that will ba,accorded
o merrbers who mag be sn_mllarly s:.“t’" ated but hive different’ entrance :
- on dutz dates, However, Defense defemi:o the judgmant ‘of“Gongresgon T o ik

issue. - - FRIE. S

N TG A

T T considerabe administrative b@'&éﬁ 1Tt m’p‘lémentat:.on. -
. Defense intends to seek agxeeﬁent"v\ilth_‘l‘reasu;'g_on “the res

Accordlng}']’.‘y,
- Fiabilities of & T

. e e

-The. Departnent strongly objects to two neasures 1n the enrolled b111.
_.mumw rovision and the provi ~
%ﬁ?&e" t?onal"rrade “Cormt§¢

U P I R T 'L&%&fé&m.»:ﬂn TR O S



The Imuvutmg procedures pmva.s:xcn requires that, in the event.the: . . ..o wuac,
HERR -3 © 4 Gmguss:l.oners voting on. a quesigon,,‘o rt ipjury are, ally: ... Zpors il
 divided and the President declines to acgé;ﬁpofﬁé view%yof'el ggefxp, o
- - - then the Congress can, by conctrrent J:ve:soltftlm, desmnate the Vl R
... of e;;g:he;; -group. of Commissioners ds.the ITC. Hetermin: soAsimilar, o
"“"w o mrr&‘derltlcal’ Ch,an% a e e e e e , r:e", PR v‘::.“,m 3 B ST

Under cur::ent law, .the President's determination on import reln.ef cases
MWM by ccmcurrem&mselutlm Qaiy J.f hls » o

: m W:ew, mnconshltutlmal ARATET ; '
separatmarof powers, and should: “In the,premt, e s
case, however, the effect of this new provision is to expm‘xd conc_;xessmnal :
vetopowe.ralreadyembodwdmtheﬁade?&ctofwm. :
- aml_especlally m v:Lew of he -desi i




-
Revenue Impact
of
Administration Tax Proposals
compared with
H.R. 10612
(in billions of dollars)
1977 1978 1979 1980 1981
I. Administration Proposals
Tax. Reductions -24.8 -32.6 -34.6 -36.7 -38.9 -
& (as estimated in the Mid-
i session Review of the 1977
Tax Reform
Minimm taxable income . .4 .5 .5 .6 .6
- ~ Capital gains 1 - .6 - 9 -1.1 -1.2
‘ Home insulation credit - .3 - .3 - .3 . — -
S . Sick pay and disability .3 .3 .4 .4 -4 -
e : - Repeal 30% foreign withholding - .2 - .4 - 4 - .4 - .5°
v i Retirement - 3 - .3 - .3 - .3 - .3
i Other income tax changes - .1 = .1 5 o2
: Subtotal-individual and * - 8 - .8 - .6 - .6
3 corporate incame tax
2 Estate and gift tax - 1 -1.1 -15 -2.0 - 2.5
3 Total = .1 =19 -2.3 -26 -3.2
Grand Total -24.9 -34.5 -36.9 -39.3 -42.1
II. H.R. 10612
Extension of Tax Cuts © -17.3 -13.8 -8.0 -8.3 -7.2
(including outlay portion
of the earned incame credit)
Tax Reform )
Tax shelters .4 .4 .5 .5 B
Minimum and maximum tax 1.1 1.3 1.5 1.6 1.8
Tax simplification - 4 - 4 - 5 - 5 -5
Business-related individual .2 .2 .3 .3 .3
income tax provisions
Changes in the treatment of. ..2 - .1 .2 .2 2 -
foreign income o ) .
Arendments- affecting DISC - .5 6 .6 .6 7
Other income tax changes . -3 = .4 - 5 - .6 - .6.
Subtotal-individual and 1.6 1.7 2.0 2.1 2.5
corporate tax
. v :
Estate and gift tax - = 7 - .9 -1,1 -~-1.4
Total 1.6 1.0 1.1 1.1 1.0
Grand Total -15.7 -12.8 -6.9 =7.2 - 6.2

*Less than $50 million
Note: Detail may not add to total due to rounding






