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16-Sep-90 9:00pm _ #90-3 117

PRELIMINARY
, © 16-Sep-90
({D=#D30-5 121}
- BUDGET SUMMIT -
Estimated Revenue Effects of a 45% Caphal Gains Exclusion and
a Cutback on Hemized Deductions for High-Income Taxpayers
\ Fiscal Years 1991-1995
: {Bilions of DoNarsf
Provision 1991 1992 1993 1994 1995 198195
. .“
1. 45% capital gains exclusion (15.4% rate)......cccceuevcvrcvrccroncacecn. a7z 32 -5.6 -8.1 -3 215 /
2. Disallow 35% of itemized deductions for ta:épayers with
AGI over $200,000 (joint); $120,000 {single); and $160,000
(head of household) (1) . 0.7 45 48 56 6.4 218
GRAND TOTALS , 44 13- 08 25 18 04

Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.
(1) Estimate includes interaction wiih capital gains provision.
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SEP 26 '9@ 19'28 BECKLEY WEST UA" -,;5_1; . PAGE.D2

I b0 WANT TO CLARIFY ONE POINT THAT SPEAKER FoLEY
~ AND LEADER MITCHELL RAISED " EARLIER TODAY I SAID THE
fDEMOCRATs HAVE NOT COME FORNARD WITH A PACKAGE.. Tuev
'SAY THEY HAVE PUT A PACKAGE, OR AT LEAST A szn:zs oF
PROPOSALS, ON THE TABLE IN THE PRIVATE NEGOTIATIONS. I
ACCEPT THAT IN THE PRIVATE NEGOTIATIONS THERE HAVE BEEN

SUCH PROPOSALS. 1 APOLOGIZE FOR MISSPEAKING ON THAT
POINT.

HOWEVER, MY CONCERN REMAINS THAT WE HAVE YET TO SEE
FROM THE DEMOCRATS, A COMPREHENSIVE PLAN THAT CONTAINS
SERIOUS SPENDING CUTS, NECESSARY BUDGET PROCESS REFORM
AND ENFORCEMENT, GROWTH INCENTIVES, AND A SOUND
APPROACH TO DEFENSE. I DO HOPE THAT IN. THE
NEGOTIATIONS TAKING PLACE AS I SPEAK, THAT WE CAN SEE
PROGRESS THAT WILL BRING THIS PROCESS TO A CONCLUSION,
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(a)

(B)

(€)

(D)

(E)

POSSIBLE COMPROMISE —-- 9/25/90 —— 11:00 a.m.

ENTITLEMENTS (detail attached)

(1) Democratic offer of 9/17 modif%ed as here below

(2) Add $1.5 billion to Agriculture savings

(3) Include Administration-proposed GSL refofms

(4) Make child nutrition subsidies more progressive

(5) Include "Harkin" foster care administration reform

(6) Include "Harkin" child support enforcement reform

(7) Delete inequitable civilian and military COLA freezes
and substitute 3-month COLA delay for all but means-

tested entitlements and veterans compensation.

TOTAL ENTITLEMENT SAVINGS: $112.5 billion

FEES ORDINARILY CTLASSIFIED AS NEGATIVE OUTILAYS

TOTAL: $15 billion (from list to be mutually agreed)

NOTE: Domestic discretionary spending increases (TBD) would
have to be included in any calculation to determine net
domestic spending. Even with fees, net domestic "spending"
would not reach $120 billion.

' DEFENSE: Nunn adjusted for Desert Shield for 3 years

(out-years TBD)
REVENUES (See attached 1list)

PROCESS REFORM AND ENFORCEMENT (See attached)
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POSSIBLE_COMPROMISE =-- 9/25/90, 11:00 a.m.

REVENUE MEASURES

Raisers

(6)
(7)
(8)
(2)
(10)
(11)
(12)

(13)
(14)
(15)
(16)
(17)

IRS reforms

Airport/Airway increase

State and local HI - modified

State and local SS

Shippers (Harbor maintenance)

Salvage value/insurance - modified

Pension/retiree health (Senate)

DAC - Insurance reform - modified

Alcohol - modified

Luxury excise taxes

Ozone depleting chemical excise tax

Deny deduction of interest on corporate
income tax underpayments

Tobacco

Foreign Compliance

Energy taxes

Delay tax indexing 3 months

Raise HI threshold by 10,000

Special Incentives

All extenders 1 year (including
telephone and LUST)

Energy production and security

Enterprize Zones

Increase R&D credit to 25% (one year)

Small business investment deduction

Prospective indexing (all assets)

=
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-2.6
=-3.5
=-1.0
-0.3
-8.0
-4.5

1991-95

(e)

80.3

70.3
150.6




CoE R e

'9/25 12:00 p.m. ENTITLEMENT OPTIONS
($ billions)
DEMOCRATIC DEMOCRATIC POSSIBLE
OFFER 9/10 OFFER 9117 COMPROMISE 9/25
1991 1991-95 1991 1991-95 1991 1991-95
Agriculture/price supports............... -1.1 -10.3 -1.3 -11.3 -1.3 -12.8
Crop iNSUraNCe....ciceverensenaememnaesnsaenes --- --- -0.5 -0.5
Medicare:
PrOVIAEIS. cuseuemenereanrasensssensasaseosasassasaes -3.4 -31.5 -3.1 -30.0|, -3.1 -30.0
Deductible/premium/
CO-INSUFANCE...eemeaeeninenarasananeivrases -3.9 -40.8 -1.5 -22.0 -1.5 -22.0
Subtotal Medicare.........coeuserenie S -7.3 -72.3 -4.6 -52.0 -4.6 -52.0
Civil Service:
Lump sum -1.3 -8.5 -1.3 -8.5 -1.3 -8.5
Postal Service and FEHB reforms.. -0.9 -6.8 -0.9 -6.8 -0.9 -6.8
COLA: ' '
[0711/117=T o T : -0.7 -9.0 -0.3 -1.5 -3.8 -13.9
V1111 = Y ——— -0.9 S -12.0 -0.6 -9.2 -0.3 -1.2
Medicaid/employee payor/
pharmaceutical........c.ccoeveeineenaennnene -0.2 -2.6 -0.2 -2.6 -0.3 -2.6
Stafford loans (GSLS)......ceererarermcucece. --- -0.4 --- -0.7 -0.1 -3.3
Child NULFLION..ccereercrecrrsrerieraseesneaseanne --- --- --- --- -0.5
Unemployment insurance................. --- --- --- --- --- .-
Rail pension fund liability..............J -0.1 -1.0 -0.1 -0.4 -0.1 -0.4
Foster care admin........cceeensenrsannns --- --- --- -0.2 -2.9
CSE admin ‘ : -0.4 -2.1
Social security overpmts.................. --- -0.2 --- -0.2 --- -0.2
FHA assignment waiver........ eeeeeees -0.2 -1.0 -0.2 -1.0 -0.2 -1.0
Other FHA reforms.......coesseescseseensnaene -0.5 -2.1 -0.5 -1.3 -0.5 -1.3
o] o =TS T —— ---- -0.2 --- -0.2 --- -0.2
VeteranS. .. resresessescncsscsenes -0.4 -2.2 -0.4 -2.2 -0.4 -2.2
-13.6 -128.6 -10.4 -98.4 -14.4 -112.4

Subtotal entitlements.....cccccceeeannnnen
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J
Stock Expensing Proposal: Five Year Receipts effect ($'s in billions ;
Preliminary Estimates ,
Deduction As A Percentage of Purchase Price E
Deduction Limitation
-4.4 -5.4 -5.9 -6.3 -6.3
-5.1 -6.2 -6.9 -7.8 -8.1
-5.2 -74 -8.4 -9.7
-5.2 ~7.2 -9.0 -9.8 -10.1
-53  -72  -81  -102  -115 |
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29-Sep-90 4:03am #90-3 225
PRELIMINARY
29-Sep-90
{D=#90-5 226}
- DEMOCRATIC SUMMIT PACKAGE -
Fiscal Years 1991-1995
[Billions of Dollars]
ltem Effective 1991 1992 1993 1994 1995 199195
A. Revenue-Losing Provisions
1. Enterprise zones [target]..........cccooooeeeiecineeeeecee e 1/1/91 - -0.1 -0.2 -0.3 -0.4 -1.0
2. ENEIGY INCBNEVES......c...eeeeeeeeeeeeeeeeeeeosmseseseeseemmesessmeeseesermeseee 11191 03 05 08 08 -0 _24.3.5
3. Extend certain expiring provisions through 12/31/91:
B R )i it T i s R - 0.6 0.4 -0.1 -0.1 (2 -1.2
b. Low-income housing credit.............cccooeoeiiniiiiniiiiinicieeenee -- -0.2 -0.3 -0.4 -0.4 -0.4 -1.7
4. Additional growth incentives for small active corporations.......... (3) -0.5 -1.5 2.1 2.9 -3.8 -10.7
5. InCrease EITC (4) [tArget]...........ccccceurueemsesecsssessesssasesssessssessasess 11191 0.1 2.0 2.2 2.3 2.4 9.0
Subtotals, Revenue-Losing Provisions. -1.7  -4.8 -5.8 6.8 8.0 -27.9 - /
B. Revenue-Raising Provisions
1. Motor fuels energy tax (9 Cents).........cccceeeeeeeeieieciricieieeeceeeenn. (5) 12190 7.6 8.8 8.7 89 8.9 43.0
2. Tentatively agreed items (see attached).........c.c.cceceeeeeeiccnncnnnee. (6) -- 47 59 7.0 71 73 319
3. Additional tentatively agreed items:
a. IRS management reforms [target].............cccceceeeeeeecreenecnnnn. (7) -- 3.0 1.8 1.8 1.5 1.2 94
b. Retiree health with reversion compromise.............c.cccccceeueunece 1/1/91 0.5 02 0.1 0.1 (8) 09
c. State and local Hl (9) [target]..........ceeeeeureemceeereeeereerececaenen. 11192 - 0.7 14 16 16 52
d. Distilled spirits, beer, wine [target]..................ccocooiiiiiininnnne. 1/1/91 15 21 21 21 22 10.0
0. 10% IIXUIY @XCISO PaX. iscusinssssassasssmmmimssvasssssisssmstasasssiass 1/1/91 0.2 04 04 0.5 0.6 21
f. Corporate interest deduction...........cccccceveeemeeeceecreececeneeeeene 1/1/91 42 -0.5 -0.6 04 05 40
4. Limitation on itemized deductions (10) [target]..............ccccceeeeeet 1191 0.6 5.0 4.9 55 6.0 22.0
5. Delay indexing of top bracket (1 year).........c.ccceeceeeeeiiiniicinniennnes 1/1/91 0.3 0.5 05 05 0.5 23
6. Increase H wage cap 10 $67 800 [target]............c.ccccccccccvrrrrrrnes 1191 07 21 22 24 25 100 + ?

§&lom



11. Payroll Tax Speed-up Page 2 , 1.0

2.2 -3.2 -- -- -
. ltem Effective - 1991. 1992 1993 1994 1995 1991-95
10. Business Tax Loopholes 0.2 0.4 0.5 0.6 0.7 2.5
7. State and local social security (OASDI) [target]......{}et) - 0.9 14 15 16 18 7.2
8. FUTA 0.2% surtax......(Net.).... . 1191 07 10 10 10 - 14 48
9. Taxation of social security benefits (4) 11/91 0.3 1.0 1.1 1.2 14 5.0
Subtotals, Revenue-Ralsing Provisions. 252 304 321 344 356 1578
g 160.3
Net Deficit Reduction e ' 235 256 263 276 276 1308
24.7 133.3

NOTES: Details may not add to totals due to rounding.
Interaction between or among items has not been taken into account for the purpose of this table.

(1) Base limitation is retained at current leve! of 50%.

(2) Loss of less than $50 million.

(3) For small business equity deduction, preference included in minimum tax, recapture deduction as ordinary income, 5-year sunset, and
$160,000 annual purchase limit. For newly-issued stock of small business corporations issued after date of Summit agreement, allow
- indexing of basis for inflation occurring after date of acquisition, sold after 12/31/91, and held for at least one year.

(4) Amount does not correspond to that used in the accompanying distributional analysis.

(5) At least 50% of motor fuels tax increase dedicated to deficit reduction; remainder dedicated to Highway Trust Fund (20% of this portion to
be allocated to mass transit account). Each State to receive Highway account apportionments and allocations equal to at least 95% of its
contribution attributable to increased revenue.

(6) Excludes distilled spirits, beer, and wine, corporate interest deduction, and luxury excise provisions.

(7) Estimate will be provided by the Congressnonal Budget Office (CBO).

(8) Gain of less than $50 million.

(9) Rate =0.8% in 1992, 1.35% in 1993, 1.45% in- 1994 and thereafter.

(10) Disallow itemized deductions.in an amount equal to 4% of AGlI in excess of $100,000 for single returns, $100,000 for joint returns, and
$100,000 for head of household retums. Proposal does not apply to medical expenses or investment interest. Disallowance under the
proposal cannot exceed 80% of otherwise deductible itemized deductions subject to the proposal.

Attachment {Table #90-3 109}




#90-3 109

29-Sep-90 PRELIMINARY
29-Sep-90
- BUDGET SUMMIT -
Tentatively Agreed ltems
Fiscal Years 1991-1995
[Billions of Dollars]
Provision Effective 1991 1992 1993 1994 1995 1991-95
I. Provisions Affecting High Income Individuals
g g e —HHI 10 “~T9 20 2.0 21 Q.Q
Ii. Health and Environment
A. Increase tobacco taxes by 4 cents per pack in 1991 and
by 4 cents per pack in 1993..........ccooeieeeeeeeeeeeee e e 1191 0.6 0.8 1.5 15 15 5.9
Ea—-m:mmuwmamm- .............................. AL AR ey - . . . J
C. Ozone-depleting chemical exciSe tax........c.cccceeeeeereceeeceeeeerenccereneeenens 1191 0.1 0.1 0.1 0.1 0.1 05
lil. Reforms and Revenue Raisers
A. Loss deductions and salvage values for insurance companies........... 1/1/90 03 0.2 0.2 0.2 0.2 1.1
B.--Disal ance of deductio pr-interest-paid-omr-taxr-obligatons—........ L o, —— e} 05~ Q.7 7o W -~ 05 _Q
C. Adopt foreign compliance provisions including certain
provisions from H.R. 4308 (S. 2410)..........cccceeeremieeeeeeeeeeeeeeee 3/20/90 (2 (2 0.1 0.1 0.1 0.3

D. Amortize insurance policy deferred acquisition expenses (DAC)........ 9/12/90 20 21 21 20 1.9 10.0
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Provision Effective 1991 1992 1993 1994 1995 1991-95
V. User Fees A
A. Leaking underground storage tank (LUST) trust fund (5 years)........... 10/1/90 0.1 0.t 0.1 0.1 0.1 06
B. Increase Airport Trust Fund avnatton excise taxes (5 years) (3) ..... 4 1/1M 13 23 25 27 3.0 118
C. Increase harbor mamtenanoe tax (3)..-.... (5 119 0.3 03 04 04 04 1.8
GRAND TOTALS 123 101 112 126 130 590
Joint Committee on Taxation

NOTES: Details may not add to totals due to rounding.
Interaction between or among items has not been taken into account for the purpose of this table.
Estimates provided are consistent with the Congressional Budget Office (CBO) updated budget baseline. Additional items contamed
in the President’s budget proposal, relating to employment taxes and user fees, are estimated by CBO.

(1) Tax applies to specific newly-manufactured items with retail prices above the following thresholds: automobiles--$30,000; private boats
and yachts—$30,000; private aircraft under 5,000 Ibs.—no threshold; electronics—$1,000; jewelry—$5,000; and furs—-$500. Taxis 10% of
purchase price in excess of thresholds.

(2) Gain of less than $50 million.

(3) Estimate is net of income tax offset.

(4) This estimate is presented relative to the CBO baseline which assumes extension of the Airport and Airway Trust Fund (AATF) taxes with
the trigger in effect. The estimate reflects the effects both of removing the trigger and of increasing the rates of certam of the AATF taxes

as proposed in the President's budget. Increased revenue to be dedicated to deficit reduction.
(5) Estimate provided by CBO.




29-Sep-90 3:58am #90-5 226

PRELIMINARY
29-Sep-90
Democratic Summit Package {R=#90-3 225}
Summary of Distributional Effects, by Income Class (1)(2) :
(1990 income Levels)
SR Change in Federal Taxes Federal Taxes Effective Tax Rates
incomeClass(3) |  Federal Under Under Present

-1 Taxes (1)(4) . Present Law (5) Proposal (1)(5) Law |Proposal

Billions | Percent | Billions | Percent | Billions | Percent | Percent | Percent
Less than $10,000..... $0.0 0.0% $14.2 1.6% $142 1.6% 133% | 13.3%
10,000t0 20,000..... -15 2.2% 65.8 7.6% 64.4 7.3% 15.6% 15.2%
20,000t0 30,000..... 25 24% 102.5 11.9% 105.0 11.9% 18.4% | 189%
30,000to 40,000..... 29 2.5% 1158 13.4% 118.7 13.4% 20.0% 20.5%
40,0000 50,000..... 24 2.7% 879 10.2% 90.2 10.2% 21.4% 22.0%
50,000to0 75,000..... 33 1.9% 1728 20.0% 176.1 20.0% 24.7% 25.2%
75,000 to 100,000..... 1.7 26% 66.5 7.7% 68.2 1.7% 25.8% 26.5%
100,000 to 200,000.... 34 3.3% 104.4 121% 107.8 12.2% 262% | 27.0%
200,000 and over....... 46 3.5% 1333 15.4% 1379 15.6% 25.2% 26.0%
Total, All Taxpayers.] $19.3 2.2% $863.2 | 100.0% $8825 | 100.0% | 21.8% 22.3%

(1) Distributional analysis includes effects from beer, wine, and distilled spirits taxes, tobacco tax, energy tax, capital gains indexing, taxation of social
security benefits (proposal to hit $20-billion target over FY1991-95 period), increase in Hl wage cap, and an increase in the EITC.

(2) This analysis does not take into account additional taxes paid as a result of increased capital gains realizations. (See "Explanation of Methodology
Used to Estimate Proposals Affecting the Taxation of Income from Capital Gains,” Staff of the Joint Committee on Taxation (JCS-12-90), March 27,
1990, pp. 46-48.)

(3) The income concept used to place tax returns into income classes is adjusted gross income plus [1] tax-exempt interest, [2] employer contributions for
health plans and life insurance, [3] inside buildup on life insurance, [4] workers’ compensation, [5] nontaxable social security benefits, [6] deductible
contributions to individual retirement accounts, [7] the minimum tax preferences, and [8] net losses in excess of minimum tax preferences from passive
business activities.

(4) Estimates of total tax liability presented in distributions will not match estimated changes in receipts because of differing time periods (CY 1990 vs.

FY 1991-95), because of varying pattems of fiscal year receipts, and because changes in taxpayer behavior with respect to capital gains are not
reflected in this distribution.

(5) Distributions represent combined effects of individual income taxes payroll taxes, Federal excise taxes, and estate and gift taxes. For the purpose of
distributions, the full burden of payroll taxes is assigned to employees. Excise taxes are assumed to be borne fully by individuals either directly through
purchase of the taxed commodity or indirectly through higher prices on all commodities as businesses pass along these added costs.” Because of the
uncertainty conceming the incidence of the corporate income tax, it is excluded from this table. Information in table excludes individuals who are
dependents of other taxpayers.
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PRELIMINARY DRAFT
REVENUE OPTIONS
AS SUGGESTED BY VARIOUS PARTIES
NOTE: INCLUSION OF AN OPTION

DOES NOT .iMPLY SUPPORT BY ANY- PARTY

,
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REVENUE _OPTIONS

Revenue estimates are preliminary and subject to change. )
Interaction between proposals if combined may. affect estimates.
Proposals are estimated to be effective 1/1/91 .
] unless otherwise specified. -
A. Revénue raising items from the Administration Budget.
NOTE: Capital gains proposals are;éovered‘in category H.
1. Airport and Airway Trust Fund. -

a; .Continue tax at current‘lsvels.

JoTr .9 1.6 1.7 ‘1.8 2.0 =-- 8.0
oA 0 0 .0 0 0 —— - 0

sFor ‘baseline recelpts scoring, OMB assumes that the .
Airport and Airway taxes will be extended without
.reduction by the trigger. CBO assumes that the

" trigger will take -effect for purposes of

determining its baseline. This difference accounts
‘ ' for the difference in scoring.

b. . Repeal trigger and increase air passenger tax to
. 10% (from 8%), air frelght tax to 6.25% (from 5%),
the noncommercial aviation ' gasoline tax to
15¢/gallon (from 12¢), and the noncommercial jet

fuel tax to 17.5¢/gallon (from 14¢).

JCT - 1.3 2.3 2.5 2.7 3.0 ~-- 11.8
OTA .5 .8 .9 .9 1.0 == 4.1

As in la, different baseline scoring rules account
for the difference in the estlmates. :

2. a. Require property and casualty companies - to. utilize
- estimated- salvage in  computing losses (Budget
proposal) Effective 1/1/90.

JCT 5 .3 .3 .2 .1 -- 1.4
OTA 5 .3 .3 .2 .1 == 1.4

b. Same proposal with fresh start.

JCT .3 .2 .2 .1 -l - .9
OTA 03 -2 .2 .1 .1 - 09
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Allow excess pension funds to be used to pay
retiree health benefits. = (Budget proposal: this
proposal is similar to the provision which passed
the House last year.) '

JCT T3 .5 .2 0k ok —= 1.0
OTA .3 .6 .3+ *  -- 1.2

Allow transfers from overfunded pension plans for
current year retiree health expenditures (provision’
passed by Senate last year)

JCT .6 .4 .4 .3 .3 -- 2.0
OTA 04 -2 '01 -1 L2 -- 08

NOTE:

In addiﬁion, there will be staff work on a

possible alternative provision.

Increase ad valorem fee on shippers (Harbor Maintenance

Tax) .

Q.

JCT 3 .3 .3 .4 4 == 1.7
OTA ) .3 03. . .3 . .4 '4 - 107

Extend social security to state and local employees.

 Budget proposal.

JCT 1 6 2.8 -- 11.7
2 7 2.9 == 12.7

6 2.4 2.
OTA 2 2.5 2.

2.3
2.4

Budget ‘proposal with exclusion for students.

JcT- 1.3 1.9 2.1 2.2 2.4 -- 9.9
OTA 1.8 2.0 2.1 .2.3 2.5 -=-- 10.7
Possible expenditure offsets to 5a.or b:
* ~Increase retirement test by $1,200
JCT .
OoTA
*  Other social security amendments such as those

proposed by the Ways and Means Social Security
Subcommittee . not to exceed $500 million in
cost over 5 years. :
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6.

8 L] '

3

Extend Medicare tax to all state and local government
employees. ) T

JeT 1. 1.6 1.6 -
OTA 1. 1.7 -

6 6 8.
7 1.7 6 8.

1. 2
1. 4

NOTE: In addition fo the foregeing,'fhe Budget contained
the following items: ‘
IRS management'fefofme

oTA 2.5 1.1 .5 % -.4 -- 3.7
Stebilize payroll tax deposit.rules

oTA .9 2.2 -3.1 * * - *

The payroll tax proposal is important administratively

but was not considered -for deficit reduction purposes.

| a. Make telephone excise tax permanent.

JCT -1.5 2.6 2.8 2,9 3.1 == 12.9

OTA 1.5 2.6 2.8 3.0 3.2 -- 13.1
- b, Speed up collection

JCT 1k * * * -- .1

OTA 1 LI * - .1

NOTE: The Senate and House utilize Item 7 for Child-
related legislation.

Compliance proposals and LUST Fund extension.

Impose withholding on pension payments.

JCT 2.4 1.0 1-1 102 104 - 7.1
OTA 3.1 1.5 1.7 2.1 2.4 ~-- 10.8

9. Improve compliance for'employers of household employees.

JCT - * .1 N 0'1 .1 . ‘01 - -4.
OTA : * & * * -k - *
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11.

4

Improve reporting by foreign-owned entities with U.S.
operations (H.R. 4308 and S. 2410) '

a. Extend repdfting rules adopted in 1989 (6038A) to
open years for corporations and extend rules.to

branches. :
Jdr * * 1 .1 1 -- .3
OTA * # .1 .1 .1 -- .3

b. Allow IRS to extend unilaterally statute of
' limitations for foreign-owned entities.

JCT * % * * * -— *
OTA * * * * * - *

Extend LUST fund tax. Effective 9/1/90.
a. Permanent extension with no ceiling.

JCT 1 1 W1 .1 .1 - .5
OTA - ' .1 Acl : .1 |1 ul - . '.5

b. 5-year extension with no ceiling.

Jcr - W1 .1 .1 .1 .1 - .5
oTA 1 .1 .1 .1 .1 - .5

c. Permanent extension with $1.5 billion ceiling.

ger .1 .1 .1 1 .1 == .5
OTA 1 .1 .1 .1 .1 == .5

C. Rates.

12.

13.

33% top rate: Eliminate 5% phaséQOﬁt of 15% bracket and
exemptions, create third bracket of 33% at beginning
point of current phase-outs, limit capital gains rate to

JCT 4.0 7.9 9.0 10.2 11.4 -- 42.5

OTA . 5.7 10.2 10.5 11.0 11.6 ==  49.0
35% top rate: Eliminate 5%fphase-oﬁts, create third i

bracket of 33% at beginning point of current phase-out,
create fourth bracket of 35% at end point of current
phase-out (assuming 2 exemptions for joint and head of
household returns),- limit capital gains rate to 28%.

-JCT 5.8 11.3 12.7 14.6 16.2 ~-- 60.4
OTA 8.0 14.2 14.8 15.5 16.3 -- 68.8



14.

15.

16.

Repeal 5% phase-out (bubble): Eliminate 5% phase-out,
leaving a single top bracket of 28%.

JCT -4.8 =-9.1 -10.2 =-11.3 -12.7 -- -48.2
OTA -4.9 -8.6 =-9.6 -10.4 -11.1 =-- =-44.5
Repeal '5% phase-out, modified: Eliminate 5% phase-out,

but deny personal and dependency exemptions to taxpayers
with AGI in excess of $113,000 (single) and $193,400
(joint). These thresholds will be indexed beginning in
1992, :

JCT -3.8 -7.5 -8.4 -9.3 -10.3 =-- =-39.3
OTA -3.9 =-6.9 -7.7 -8.3 =-8.9 == =35.7

31% top rate: Eliminate 5% phase-out, create third
bracket of 31% at beginning point of current phase-out,
limit capital gains to 28%. .

2.0 -- 6.9

JCT .5 1.2 1. .7
2.6 2. 5 2.5 == 11.5

4
oTA 1.4 5

Energy and Environmental.

17.

18.

Increase motor fuel taxes by 15¢ gallon. Effective
10/1/90.

Current Tax Proposal

Gallon of gasoline 9¢ 24¢
Gallon of diesel 15¢ 30¢
JCT 15.0 14.4 14.1 14.4 14.5 -- 72.4
oTA 14.1 14.4 14.3 14.1 14.3 -- 71.2

Increase motor fuels taxes by 10¢ gallon with one-half
dedicated to deficit reduction; one-half to trust fund.
Effective 10/1/90.

Current Tax Proposal

Gallon of gasoline 9¢g 19¢
Gallon of diesel 15¢ 25¢
JCT 10.1 9.7 9.6 9.8 9.9 —— 49.1
OTA . 9.5 9.7 9.7 9.6 9.8 -- 48.3

Net deficit reduction:
JCT [Depends on outlays
OTA from trust fund.]



19.

6

Broad-based energy tax imposed on all fuels including
petroleum, natural gas, coal, and electricity generated
by hydro-electric and nuclear facilities. Exports of
such fuels would be exempt and imports would be taxed.
In addition, if the price of a manufactured product
reflects energy costs as a major component, consideration
will be given to providing that the tax would be
partially rebated upon export and an appropriate tax
imposed on imports of such ‘product. Fuels used as
feedstocks would not be taxed. OTA effective date is
10/1/90; JCT effective date is 1/1/91.

a. Imposed on a 5% retail price ad valorem basis, .
using retail price as a base for electricity.

JCT . 9.7
OTA

14.5- 15.4 16.2 17.1 -=- 72.9

b. Imposed on a 5% retail pricé ad valorem basis,

using fuel prices to utilities as base for

electricity. E
JCT 8.1 12.1 12.7:13.3 14.0 -- 60.2
OTA 10.5 11.4 11.9 12.4 12.9 -- 59.0

With anticipated price impact based on OTA
estimates:
Tax  cCurrent Implijcit
price Rates J//
Gasoline (gal.) ~$ .053 $ 1.067 5%
Heating oil (gal.) .032 ‘ .874 3.7%

Natural gas (000 cf) .295 5.90 5%
Coal (short ton) 1.65 32.97 5%
Monthly residential :

electric bill , .82 60.00 1.4%

c. Imposed on a BTU-equivalent base.

JCT 10.6 15.9 16.0 16.1 16.2 =-- 74.9
OTA 10.9 11.7 11.9 12.1 12.3 =-- 59.0
With anticipated price impact based on OTA
estimates:
Tax c en ice

Gasoline (gal.) $ .025 $ 1.067
Heating oil (gal.) .028 .874
Natural gas .207 5.90
Coal 4.19 32.97
Monthly residential

electric bill 1.90 60.00



20.

21.

22.

2

Imposed on a modified BTU base (reduced impact on
coal).

JCT
OTA 10.9 11.7 11.9 12.1 12.3 =-- 59.0

With ant1c1pated prlce impact based on OTA
edtimates: : '

Tax Current price
Gasoline (gal.) . $ .030 $ 1.067
Heating oil (gal.) .033 ‘ .874
Natural gas .243 5.90
Coal . 1.81 . 32.97
Monthly residential o
electric bill 2.23 ‘ 60.00

Impose oil import fee of $5/barrel with exemption for

. Canada capped at average imports between 1985-1988.

JCT 6.4 8.3 8.3 8.7 9.3 -- 41.0
OTA 6.9 9.0 9.3 9.6 9.8 ~-- 44.6
Impose tax on lead. Current price, approximately

$.50/pound. Effective 10/1/90.

a. $.50 per pound.
JeT 6 .9 .8 .7 .6 =-— 3.6
OTA .6 .8 8 .7 7T -- 3.6
b. $1.00 per pound.
JCT 1.2 1.7 1.3 1.1 .8 =-- 6.1
OTA 101 104 1.2 1.0 09 - ’ 5-6
c. $1.25 per pbund.
JCT 1.5 2.0 1.5 1.1 8 == 6.9
OTA 1.3 1.7 1.4 1.2 1.0 =- 6.6
Impose $7 per ton tax on virgin newsprlnt. AEffective
10/1/90.
JOT. " * * * S *
OTA & * * * * -— *
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NOTE: Due to baseline conventions of OMB and CBO,
reauthorization of the Superfund will not be scored as

ralslng revenue in the budget perlod.

NOTE: In addltlon, staff inquiries are underway to

- determine whether other chemicals should be added to the

CFC exgise enacted last year.

E. Other Ex01se Taxes.

23.

24.

Tobacco. Effective 10/1/90.

a. Double all existing tobécco taxes (e.g., cigarettes.
from 16¢ to 32¢ per pack)

3.0
2.7

14.6

JCT .8
6 -- 13.5

2 3.0 2 9
OTA 2. 2.8 2.7
b. Double existing tax and index commencing 1992.

JCT 3.0 3.5 3.7 3.9 4.2
OTA . 2.7 3.0 3.3 3.6 4.2 ~-- 16.8
c. Index tobacco taxes from current levels commencing
1991.
Jger- - - .1 .2 .3 .4 .6 -- 1.6
1.0

- OTA 10 .2 .2 .2 .3 --

Alcoholic Beverages,' Effective 10/1/90.
a. CBO Report option: increase distilled spirits tax-
- from $12.50/gallon to $16/gallon (25 cents/oz.) and
impose equivalent tax by alcohol content. on beer

and w1ne.‘
JCT 7.2 7.3 7.4 7.6 7.6 =- 37.1
OTA . 6.4 6.8 6.9 7.0 7.0 -- 34.1
Impécﬁlon priéé.of:
.+ Current tax Option
6 pack of beer $ .16 $ .72
- Bottle of table wine $ .03 $ .90
Bottle of dlstllled v :
splrlts' $2.00 $2.56



9

Increase $12.50/gallon rate on distilléd spirits to
$15.00/gallon (increases tax as if indexed from
1985 when last increased). , :

JCT .4 .5 .5 5 .5 -
OTA .5 .5 .5 «6° .6 -

NN
~ o

Ifpact on price of: : '

' Current tax Option

Bottle of distilled '
spirits _ $2.00 $2.40

Double current tax on beer and wine.

JCT 1.4 1.5 1.5
OoTA 1.4

RV ]
Lo

Impact on price of: :
Current tax Option
6 pack of beer $ .16 ‘ $ .32
Bottle of table wine $ .03 $ .06

. Double current tax on beer and wine and index them

until they reach level of tax on distilled spirits
imposed on an alcohol equivalent basis.

JCT 1.5 1.7 1.8 1.9 2.1 =-- 9.0
OTA 1.4 1'6 1.7 1.8 1-9 bt 804
Impact on price of:

Current tax Option

: ' {1991)
6 pack of beer $ .16 $ .32
‘Bottle of table wine $ .03 $ .06

25. Impose a securities transfer excise tax (STET). The base
proposal would exempt original issues of all securities
and Treasury and state and local bonds. Other exemptions
for agricultural commodities and short-term money-market
instruments are being considered. Effective 10/1/90.

a.

b.

.003 rate
JCT 4.2 6.1 6.4 6.8 7.1 -- 30.6
OTA 5.6 7.4 8.2 8.5 9.0 -- 38.7
.0015 rate
JCT 2.1 3.1 3.2 3.4 3.6 -- 15.4
OTA 3.5 4.9 5.4 5.6 5.9 -- 25.3
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26.

27.

28.

29.

10

Luxury Excise Taxes. Effective 10/1/90.

Tax 10% of the purchase price, net of threshholds'

Automobiles - $25,000
Boats and yachts - $25, 000
Furs - $500

Private aircraft .- no threshhold.
“ - . -

JCT .5 .6 .6 .7 .8
OTA ! 05 06 06 ’ 07 07

3.2
3.1

Tax 10% of the purchase prlce, net of threshholds.

Impose a limit on the amount of
"local income taxes. -

-8

- JCT .6 4.1 3
OoTA 1.6 4.8 3

Automobiles - $30,000

Boats and yachts - $30,000
Electronics - $1,000
Jewelry - $1,000 i

Furs - $500 ' i

JCT 1.2 109 -1 2'
OTA 1.1 1.8 9 ‘2

2 2
1. '.o

G. Itenized Deductions.

a. $15,000 limit. )
"JCT .8 5.4 5.6 6.2 6.8
OTA _1.5 5.0 4.6 5.0 5.4
b. '$10,000 limit.
JCT 1.0 6.6 6.8 .7.5. 8.3.
OTA 1.9 6.5 6.0 6.5 7.0
c. . $5,000 limit.
JoT - 1.4 9.4 9.6 10.5 11.6
OTA _ 3.0 10.1 9.4 .10.3 11.3
Impose a floor on deduction of state and
taxes. ' .
1% of adjusted gross'income.

®wo
L4 L]
oo

deductible state and

24.8
21.5

30.1
27.9

42.5
44.1

local income

15.2
17.2



30.

31.

32..

33.

~ c. $50,000 limit.

11

b. 2% of adjusted gross income.
Jer - 1.2 7.8 6.8 '

7.4 7.9 --
OTA 3.1 9.7 7.7 8.1 8.

5 --

31.0 '
37.1

Reduce deduction for total itemized deauctions by 10% of
modified adjusted gross income (AGI) in excess of

$100,00b.
JoT - 1.7 11.4 11.7 12.9 14.1 =--

oTA . 4.2 15.0 15.0 16:5 17.9 --

51.7 * 7
68.8 ‘

Iméose a'limit'on total itemized deductions.

a. $100,000 limit.

JCT 1.2 7.8 8.3 9.1 9.9 --

OTA 1.9 6.8 5.7 5.6. 5.6 ==
b. $75,000 limit.

JeT 1.4 9.2 9.8 10.6 11.7 ==

OTA 2.5 8.5 7.6 7.6 7.6 --

OTA 3.6 12.4 11.2 11.3 11.4 --
d. '> $25,0°0‘ limit. v

JeT 3.0 19.9 21.1 23.0 25.0 ==
OTA 7.0 24.0 22.1 22.4 22.6 --

36.3
25.4

42.0
33.8

55.4
50.0

92.0
98.1

‘Include employer's cost of medical insurance above

$250/$100 per month cap in ‘income if wages exceed

$100,000. .
~ JCT . .2 .4 .4 .5 .6 =--

OTA i 02 " 04 04 o»5 -6 -

Include employer's cost of‘groﬁp term life
income if wages exceed $100,000.

. JCT “1 .1 .1 .1 a1 —-
OTA .1 .1 .1 .1 .1 --

2.1
2.1
insurance in

.5
.5

-

-
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34. Reduce maximum loan for home equity indebtedness
deduction from $100,000 to $50,000. Effective 7/16/90.
Grandfather existing loans.

JCT * 01 .2 02 02 - .7
OTA * * % .1 .1 -- .3,

b .
Business Deductions.

35. Reduce deduction for business meals and entertainment
from 80% to 50% of costs.
JCT 2.0 3.4 3.6 3.9 4.1 -- 17.0
oTA 2.1 3.7 3.9 .2 4.5 ~-- 18.4
36. CBO Advertising option: Require amortization of 20% of
advertising costs over 4 years (remaining 80% would

continue to be currently deductible).

1.5 -- 15.3

JCT 2.9 4
3.6 1 1.2 -- 15.5

4.8

OTA 5.1

37. Require life insurance companies to amortize policy

acquisition costs over 10 years. 5-year phase-in. (This

proposal is sometimes referred to as ‘'deferred
acquisition cost" or "DAC".) :

JCT .7 2.0
OTA .7 1.9

NOTE: The staffs have been directed to make sure that
this proposal fairly taxes both segments of the life
insurance industry.

Capital Gains and Other Savings and Investment Proposals
(unless otherwise stated, all capital gains proposals are
estimated effective 10/1/90).

38. Budget proposal: 30% exclusion for individual assets
held 3 years, 20% exclusion for individual assets held 2
years, 10% exclusion for individual assets held 1 year,
phased in.

JCT

3. 1 -- -11.5
OTA 4. 4

- 12.0
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-a. Allow 30% exclusion for individual capital assets
held more than 1 year or indexing for inflation
after 12/31/90. -
JCT. 4.1 -2.4 =3.0 -4.9 =5.5 == =11.7
OTA . 3.3 2-3 -04»,-1.9 -2.1 - 102

b. . Same equusion‘for'corperate assets.

JCT -.9 =1.5 =1.6 =1.6 =1.7 == =7.3

‘a.. Allow 30% exclusion for individual. capital assets
held more than -1 year and indexing for inflation
after 12/31/90. _

Jer 4.0 -3.3 -4.4 -7.0 -8.2 -- ~-18.9
OTA 2.2 1.2 =1.6 =5.6 =6.9 =-- -10.7

b. Same exclusien>fer'56rporate assets.

JCT -.9 -1.8 -1.8 =1.9 =-2.2 ~-- -8.6
OTA ] =.3 -1 0 -1.9 -2.7 -3.2 -- -9.1

a. Allow a 5% exclusion for each year of holdlng on
1nd1v1dually-held capital assets to maximum of 7
years (i.e., maximum exclusion, 35%) or indexing
for inflation ‘occurring after 12/31/91 on assets
held at least 2 ‘years.

-1.2 -1.8 -3.6 -4.4 -—- -6.7

JCT . 2.3
2.2 2.8 1.9 .6 =,1 == - 7.4

OTA

b. Allow a 1% rate reduction for corporate assets for
each 3 years held to a maximum of 15 years, 5%.

JCT 07 '7 08 ..8 09 -309
OTA ) ' -02 -03 -04 -05 -5 - -1 ]

“Allow inde —ﬁﬁ’sf“ﬁasrsxfu:€§gflat1on occurrlng after
12/31/91 fdr individual assets held at least 1

)

JCT * * -.3 -1.5 42,7 -
OTA .2 =.1-1.1 -1.8 ~1.9 ==

Allow a 15% exc1u51on for ind1vidua1 assets held at 1east
1l year. . .
JCT ) -
OTA 2



44.

45.

46.

47.

48.

49.

50.
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Allow a 20% exclusion for individual assets-held at least
2 years, phased in. :

. JCT 1.4 -1.0 -1.
oTA 2.2 1.2 1.

Allow a 30% exclusion for individual assets held at least

3 years, phased in. : Ag%/////

JCT . _ L
OTA . 3'-2 .6' -.1 1.2 .5 - 5.4

Allow a 45% exclusion for individual assets held at least
1l year. :

JCT 3
OTA 3.

2 -5.6 -8.1 -8.3 =-- =21.5
3 “.2 _1.9-3.1 - 08

Allow a lifetime exclusion of $125,000 in capital gains

for assets held at least 3 years (would not affect.
existing exclusion for residence sales by those over 55).

JCT -7.5 =5.4 -4.,1 =3.6 =3.5 == -24.1
OTA - =-4.7 -14.1 -4.9 -4.8 -4.7 —— =-33.1

Tax -capital gains of foreign“shareholders in Uu.s.
corporations with 10% or greater interest (H.R. 4308 and
S.2410 provision).

JCT .1 .2 .2 .2 1 -- .8
OTA .1 .2 .2 .2 1 -- .8

Impose a 10% excise tax on gains recognized on securities
held less than 30 days, 5% excise tax on gains recognized
from securities held 30 days or more days and less than
6 months.

JCT * .2 5 5 .6 == - 1.8
OTA _ * 7 1.1 1.3 1.4 -- 4.5
Allow IRA contributions of up to $2,000 per year for
those taxpayers currently ineligible of which one-half
would be currently deductible. Allow withdrawal without
penalty for first-time home purchase or education.

JCT 1.2 =3.3 -3.8 -4.3 -4.9 =-- -17.4
OTA -07 -304 -318 -4.1 -405 -- -1604
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52.

53.

54.

55.
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Administration family savings account proposal: Allow
contributions of up to $2,500 ($5,000 family) per year
for taxpayers -with AGI of less than $120,000 joint,

$100,000 head of -household, $60,000 single.
Distributions would be tax-free if held in account for 7

years OX more.

Jor - =.2 =.6-1.0 -1.3 -1.8 =--.  -5.0
OTA -02 -;7 -1.0 -103 -1-7 - -409

Restore pre-1986 IRAs.

JCT =2.5 =7.1 -8.0 =9.1 -10.2 .—— =36.9
oA  -1.0 -5.0 =5.9 =6.4 =-6.9 -= =—25.2

Allow withdrawal without penalty from IRAs for first-time
home purchase -or education.

- JCT - o

OTA -.4 -5 -5 -4 -.4 -- -2.2
Allow up to $10,000 withdrawal without penalty from IRA

for first-time home purchase if price of home. does not
exceed median- price in area (Budget proposal).

JCT. -.2 -2 =2 =.1 =.1 =- -9

OTA * -0-1 --1 -11 --1 - -.4
FSA ination:

a. Allow taxpayers the option of:

* contributing up to $1,000 annually to an IRA of
which 50% would be deductible if above current IRA
limits or '

* contributing' up to $1,250 ($2,500 family) to a
‘family savings account ‘with the same rules as
option 55. .

Both alternatives would be available only to taxpayers
with AGI of less than $100,000 joint, $80,000 head of

household, and $50,000 single.

JCT - . , . : . )
OTA -.5 -1.2 -1.3 -1.4 -1.6 =-- =6.0
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57.
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Allow taxpayers the-option of:

~contr1bﬁting up to $2,000 annually to -an IRA of
.which 50% would be currently deductible if above
. current IRA limits or

contributing up to $2 000 to an FSA ($4,000 family)
of which 50% of interest would be taxable on
withdrawal after 7 years.

JCT . ‘
OTA -.5 -2.5 -2.8 -3.0 -3.3 =-- =-12.1

‘Allow taxpayers the option of:

.full deduction for up to $2,000 contribution to an

IRA (i.e., restore pre-1986 law) or

$2,000 contribution to family savings account
($4,000 family). o

. &‘ 'F"g
JCT : : - %g'”
OTA -.9 -4.9 -5.4 -5.9 -6.2 ~--_ -23.3

Increase current 1ew IRA phase-outé.

a.

$10,000 increase.

Jcr -3 -7 -.8 -.8 -.8 --  =3.4
OTA ° =-.2 <.8 -1.0 =1.0 =1.2 ==  =4.2

$25,000 increase.

- JCT

OTA  =.4 =1.9 =2.1 =2.3 =2.3 == -9.0

Enterprise zones: Administration budget proposal.

JCT analy51s concluded that the Administration
proposal was too unspec1fied to estimate with
confidence.

OTA -1 -.2

.3 =-.5 -.8 -- -1.9
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58. Enterprise zones: H.R. 5190.

JCT * -.2 --4 -06 -08 - -2-0
) OTA * -2 =-.4 -.6 -.8 -- -2.0
NOTE: In addition to the foregoing, small business

investment incentives (including estate freezes), energy
tax intentives, disability provisions, and similar
proposals may be considered in the course of the
legislative process.

Low income relief provisions: To address progressivity
concerns, various low-income relief provisions may need to be
considered. Since these will have to be tailored to meet an
emerging package, specific proposals are not described here
but could be expected to include expansions of the earned
income tax credit, direct rebates, standard deduction
increases, or reductions in low-end thresholds or rates. For
jllustrative purposes, the EITC provisions of the House and
Senate child care bills are included here:

59. House: Under the House proposal, the earned income tax
credit (EITC) would be expanded to include adjustments
for family size and the presence of young children.
Using the present law income breakpoints, the credit rate
would be increased according to the number of eligible
children in the family as follows: '

Number of Credit Phaseout Projected
Children Percentage Percentage Maximum Amount
1 17% 12% - . $1,211
2 21% 15% $1,496
3 : 25% 18% $1,780

Families would also be entitled to a supplemental credit
equal to six percent of earned income (maximum credit:
$427) if they have children under the age of six. The
House bill would also phase-out the child and dependent
care credit for families with incomes above $70,000.

a. EITC - Family Size Adjustment.

JCT -.3 =-2.9 -3.1 -3.4 -3.6 -- -13.3
OTA -.3 -3.1 -3.3 =-3.5 -3.7 -- -1l4.1

b. EITC - Young Child Supplément.

JCT -.1 -1.1 -1.2 -1.3 -1.4 -- =5.2
OTA -.1 -1.3 -1.4 -1.5 -1.6 =-- =6.0
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c. Phase-out child and Dependent Care.

Jcr .1 .3 .3 .4 .5 == 1.5
OTA .1 03 .4 04 04 - 106

Senate: First, a young child supplement would be added
to the EITC for families with ¢hildren under the age of
4 and incomes less than $15,000 (maximum credit of $750
if 2 or more children under age 4; $500 if one child).

Second, the child and dependent care credit would be made
90% refundable. Third, families with income less than
$18,000 could be entltled to a 50% credit for health
insurance expenditures, up to a maximum credit of $500.

a. EITC.
JCT -1 =6 =.7 =.7 =.8 == -2.8

OTA =1 =-.8 =-.9 =-.9-1.0 -- -3.6
b. Child and dependent care tax credit.

JCT -1 =1.1 =1.1 =1.2 =1.3 =-- -4.9
OTA ’ * -.'09 -100 -loo -1.0 -'-‘ -400

CC. Medical insurance credit.

- JeT L % =6 =.6 =.7 =.8 =<  =2.9

Expiring provisions. Except for item 65, all restore last
year's sequester.--Except for the R&E allocation rules, all
are effective commencing 1/1/91. The R&E allocation rules are
effective for tax years beglnnlng after 8/1/90.

61.

Permanent exten51on.

S a. - Employer-prov1ded educational assistance,;

'JCT S =3 =3 =.3 ~-.4 =-,4 =-- -1.7
OTA -.3 -3 -.4 -.4 -.4 -- -1.8

b. Group legal services.

JCT -01 --l -01 ‘-.1, -01 [ — -05
OTA ) '-01 '-.1 -01 -01 -ul - -.5

c. - Health insurance for selféemployed,v

JeT  =.3 =.3 -.4 =-.4 =.5 --  -1.8
OTA -.2 '--.4 '-'.5 --5 -06 - -2.2
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d. Mortgage revenue bonds.

S ger % =1 =.1 -2 =3 -- -.8
* ' OTA * -01 4-.1 -02 -03 - _.07

e. Small issue manufacturlng bonds..

acr & -1 =1 -2 -3 -- -.6
’ OTA - o* -01 -.1- -02 -02.' --'. -.6

£, R&E allocation rules.

JcT -.5 -.7 .8 =.8 =.9 == 3.7
OTA -4 =7 -.8 -.8 =-.9 -- -3.6

g. R&E tax credit.

:JeT -.9 =1.2 -1.3 =1.4 =1.6 -- -6.4
OTA -.5 =10 -1.1 -1.3 =1.6 ==  =5.5

h. ' Low-income housing credit.

JCT © =2 =.4 =.7 "=-1.1 ~1.4 -- -3.7
OTA -.1 -.4 =-.7 -1.0 =1.4 -- -3.6

i. Targeted jobs tax credit.

JCT ’ ﬂ—-ol -52 -.3 --4 -a4'1-’— -1.4
“OTA . -1 -.2 =-.3 -.3 =-.4 -- -1.3

j. Business energf'crgdits.n'

JCT T -1 =1 A kK ae -2
OTA -1-- ! 01 * ) * . * R -2

| K. Placed-ln-service date for nonconventlonal fuels
(section 29).

Jor o # ok ok k= "
.OTA * * * * % |- -.1

1. Orphan drug testing credit.< ,

JoTr . % . x ok = *-
OTA R *x 0k * ok - *
TOTALSf JCT. -2.2 =3.2 -4.1 -4.9 -5.7 -- . -20.3

OTA -1.8 -3.4 -4.1 -4.8 -5.9 == -19.9
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Permanent, no testoration of la$£ year'é sequester.

a.

J.
.

.Employer;brovided educational assistance.

JCT -2 =.3 =-.3 =-.4 -~-.4
OTA -02 -.03 -.‘3 --4 '-04‘

Grbup legal services.

JCT -1 =-.1 =-.1 =-.1 =-.1
OTA . '-ol -81 -01 -.1 -01

Health insurance for self—gmployed.

Jcr - -2 -.3 -.4 =-.4 -.5
OTA . -1 -.4 =-.5 =-.5 =-.6

Mbrtgage revenue bonds.

JeT e e -1 -2 -3
oTA = %  =.1 =.1 =.2 =.3

Small-issue manufacturing bonds.

JCT * * -1 =-.2 =-.3
OTA ok -1 =.1 =-.2 =.2

R&E allocation rules.

JCT -05 -07 -08 -.8 -09,

OTA -04 -«.7 -08 -08 -.9
R&E tax credit.

JCT. -5 =-1.,0 -1.2 -1.3 -1.6

OTA " =.5 =.8 =1.0 -1.3 -1.7

l Loﬁ-income housing credit.

ger . . -.1 -.3 =-.6 =1.0 -1.3
OTA . =.1 =.3 =.6 =.9 -1.3

Targeted jobs tax credit.

JCT . -"1 --2 -03 -n4 -.4 '
OTA -1 -.2 =-.3 =.3 -.4

Business energy. credits.

JCT T T
OTA . *  =.1 % % %

-.6
-.7

-.6
-.6

_3.6
-3c6

-5.6
-5.3

-3.4

=3.2

-1.3
-1.3
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k. Placed-in-service date for nonconventional fuels
(section 29). :
: JCT x . k% * * - =.1
oTA * * * %* * - -.1
1. quhan drug testing credit.
JCT | * * %* * * - %
OTA * * * * * - *
TOTALS: JCT -1.4 -2.8 -3.8 -4.7 -5.7 —= .-18.6
OTA -1.5 -3.1 -3.8 =-4.7 =5.9 =-- -19.0
3-year extension.
a. Employer-provided educational assistance.
JCT -3, =-.3 =-.3 -.1 * - -1.0
OTA -.3 =3 =.3 =.1 * - -1.0
b. Group legal services.
JCT -1 -.1 =-.1 * * - -.3
OTA -1 =-.1 =-.1 * * - -.3
c. Health insurance for self-employed.
JCT . =.3 =.3 =.4 =.1 * -- -1.1
OTA -2 =-.4. -5 =.3 * - -1.4
d. Mortgage revenue bonds.
JCT * * -11 -.2 -01 - -¢4
OTA . * -1 -2 =-.1 -.1 =-- -.5
e. Small-issue manufacturing bonds.
JCT * * ’ -.1 -'|2 -'2 - -'5
OTA . * ,-.1 -;01 -01‘ -.'1 - -.4
f. R&E allocation ruiles.
JCT =5 =.7 =.8 =.3 * == -2.3
OTA -5 =-.7 =-.8 =.3 * - -2.3
g.. R&E tax credit-
JCT =9 =1.2 =1.3 =-.7 =.3 -- -4.4
- -3.5

OTA -6 =-.8 -1.1 =.7 =.3
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h. Low-income housing credit.

. JCT - =2 =,4 =.7 =1.0 -1.1 -- -3.3
. OTA =-.1 =4 =.7 =1.0 -1.1 -- -3.3

i. Targeted jobs.tax credit.

Jcr : -1 -2 =.3 =3 -2 =-- -1,1.
OTA —cl -.2 -.-3, -02 -.1 - -09

j. Business energy-credits.

OTA -1 =.1 =* * - * - -.2

k. Placed-ln—serv1ce date for nonconventlonal fuels
(section 29).

JeT ok & % - k- -1
OTA * * ok * * -_— -.1

1. Orphan drug testlng credit.

JCT * * & * * - *

OTA IR TR & * -
TOTALS: JCT '-2.2 =31 -4.0 -3.4 =2.8 -- =15.7
OTA -2.0 -3.2 -4.1 -2.8 -1.7 ~- -13.7

-year exten51on.
a. -’ Employer-prov1ded educational ass1stance.

JCT -3 =.3 =.3 =-.4 =-.4 ~-- -1.7
OTA -|3 -03 -04 -04_ --4 - -108

b. Group legal services.

JCT -1 -1 -1 =-.1 =-.1 == -.5
OTA .--1 .l-ul -01 -.kl -01 - - -05

C. Health insurance for self-employed.

JCT '-03 -03 -04 --4- -05 - -108
OTA -2 =-.4 =-.5 =5 =.6 -- -2.2

d. Mortgage revenue bonds.

JCT ) * -01 -01 -02 -03' - -08
OTA .k -.1 -.1 --2.> -.3 - I-'o7
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ll' ‘ e. . Small-issue manufacturing bonds.
' JCT * -1 =1 =-.2 =.3 -- -.6
OTA * -1 -1 =-.2 =.2 == -.6
f. -R&E allocation rules.
JCT -5 =-.7 -.8 =-.8 =-.9 == 3.7
OTA -04 -.7 -08 --8 -09 - -306
g. R&E tax credit.
JCT ) _09 -1.2 -103 -1. -106 - -6.4
OTA -5 =1.0 -1.1 -1.3 -1.6 -- -5.5
h. Low-income housing credit.
JCT -2 =-.4 -.7 -1.1 -1.4 -- -3.7
OTA -.1 -'4-.-'7 ' =1.0 =1.4 -- -3.6
i. Targeted jobs tax credit.
JCT -1 =2 =3 =-.4 -.4 -- -1.4
OTA -1 -.2 =-.3 =-.3 -.4 -- -1.3
‘ j. Business energy credits..
' JCT -1 =.1 * * * - -.2

OTA -.1 =-.1 * * * - -.2

k. Placedfin-service date for nonconventional fuels
(section 29).

JCT S % * * * - *
OTA * * * * * - -.1

1. Orphan drug testing credit.

JcT * % * * * - *

oTA * %* * ok * —— *
TOTALS: JCT -2,2 =3.2 =4.1 =-4.9 =5.7 -- -20.3
OTA -108 -3.4 -4.1 -4.8 -5.9 - —1909

65. Extend FUTA surtax. Effective 1/1/91.
JCT .7 1.1 1.1 1.1 1.2
OTA .8 1.1 1.1 1.2 1.2

[
|
o m
[ V)
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September 19, 1990

H.R. 3, the Early Childhood Education and Development Act of 1989
Possible offer

} (in billions)
S-year total

Child Care
Direct grants for child care (modified Senate offer 1.7
using Title IV-A in lieu of Title XX)
Expand EITC and adjust for family size (drop- 11.0
young child supplement)
Authorize health credit for families with children 1.5
' SUBTOTAL 14.2
Extend telephone excise tax ' -13.0
Phase out dependent care tax credit and eliminate
section 129 exclusion for higher income families -1.5
SUBTOTAL ' -14.5

Social Security

Subcommittee package (excluding retirement test 0.5
increase)

$1,200 increase in retirement test 1.5

Eliminate 7-year rule for disabled widows negligible

Increase widows’ benefits by reducing actuarial 4.0
reduction

Increase SSI benefits by $20 for individuals and 4.0

$30 for couples

SUBTOTAL : 10.0

Cover state and local workers (excluding students) not
covered by a public retirement plan -10.0

SUBTOTAL =-10.0




Distributional Impact
Administration Plan

Percent Change in Tax Liability

i

- 5.2%

-6 | | | | I | I I !
0-10 10-20 20-30 30-40 40-50 50-75 75—-100 100-200 200 plus

Income Classes (Thousands of §)

Source: Joint Committee on Taxation



Distributional Impact
Administration Plan

5—-Year Change in Income (Thousands of §)

40

$35,530

20 -

— $235 - $865 ~— $1,055 -— $1,135 — $1,090 ~— $595

-10 i I I l | I I ]
Lowest Second Middle Fourth 81-90% 91-95% 96-99% Top 1%

Income Classes (Quintiles)

Nots: The avcrage lacome of the top 1%

Source: Congressional Budget Office



Distributional Impact
Administration Plan

Average 5—Year Tax Change (Thousands)

$262.05 $292.30 8362

- $30.05 ~ $35.60 - $B0.15

- $972.50

- 84,045.75

- $30,210.15
l | | | | | i | |
0-10  10-20 20-30 30-40 40-50 50-75 75-100 100-200 200 plus

Income Classes (Thousands of §)



Distributional Impact
Administration Plan

Change in Income

8 T
+ $7,106

6 -

4 |-

+ $772

2 |

0 e S PSRN DE— -—

—$47 -$173 —211 —227 -218 —-119
_2 | | 1 | | | | |

Lowest Second Middle Fourth 81-90% 91-93% 96-99% Top 1%

Income Classes (Quintiles)

Note: The average income of ihe top 1%

Source: Congressional Budget Office : ie $420.004
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15

10

Source:

Distributional Impact
Democratic Plan

Percent Change in Tax Liability

yEEEannl

| | 1 | | 1 | ] ]

0-10 10-20 20-30 30-40 40-50 50-75 75-100 100-200 200 plus

Income Classes (Thousands of §)

Joint Committee on Taxation .



Federal Tav Increass Due to a $10,000 Cap on the Deduction for State m_'..-:é Locsd Innoms Taxes
an? Capital Sains Realizetions in 18988, Ranked by Stats

Families with Tax Incresse frem Cap Cupital Laing Realizations in 1368

Femilies with Cap Tax Increase Retuens witn Gains Capital Gains

= Number Percent Amount  Percent Rucher  Percent Amount  Percent

State (000) of Total (& M) of Total State {000} of Total {$ ¥ of Total
New York....oovo.n 288 24.3 1,619 . 32.7 {California........ 1,850 12.3 24,808 16.3
California........ 225 20.4 1,155 23.3 Mew YorK.......... 933 7.6 14,753 9.7
Connecticut....... 32 2.9 227 4.8 Fiorida........... B2g 8.5 13,468 8.8
Hew Jersey........ 45 4.1 208 4.2 TEXES.seevvennnnns 717 5.7 8,954 5.9
Ohic..ccevvennnnan 48 4.2 175 3.5 INlingis.......... 603 4.8 7,637 5.2
Massachussetts.... 47 4.3 167 3.4 New Jersey........ 472 3.7 7,088 4.5
Michigan.......... 35 3.2 115 2.3 Pennsyivania...... 541 4.3 5,813 3.0
Maryland.......... 32 2.9 a5 1.9 Massachussetts.... 328 2.6 4,955 3.3
Wisconsin......... 30 2.7 90 1.8 (110} 1 DO 475 3.8 3.994 2.8
Oklzhoma.......... 14 1.3 89 1.8 Virginia.......... 302 2.4 3,811 2.5
Horth Carolina.... 29 2.6 82 1.7 Connecticut....... 222 1.8 3,781 2.5
Hinnesota......... 35 3.2 82 1.7 Georgia........... 242 1.9 3,338 2.2
ITlincis..ccevenn. 25 2.4 77 1.6 Wichigan.......... 468 3.7 3,308 2.2
Pennsylvania...... 25 2.3 74 1.5 North Carolina.... 288 2.1 3,207 2.1
Florida........... 13 1.2 62 1.3 Maryland.......... 238 1.9 3,125 2.1
Oregon............ i8 1.7 58 1.2 Washington........ 308 2.4 2,888 1.8
Georgia......ee... 19 1.7 58 1.2 Wisconsin......... 259 2.4 2,700 1.8
Kansas.......eeenes 14 1.3 57 1.2 Tennessee......... ) 174 1.4 2,482 1.8
Virginia.......... 15 1.4 54 1.1 Minnesota......... 291 2.3 2,201 1.4
D.Cuvieeeciiennn 7 0.6 32 0.6 Arizona........... 207 1.6 2,175 1.4
South Carolina.... 10 0.9 29 0.6 Missouri.......... 273 2.2 2,118 1.4
Towa...coevvennnnn 10 0.9 28 0.6 Colorado.......... 220 1.7 1,908 1.3
Arkansas.......... 5 0.5 24 0.5 Indiana........... 237 1.9 1,889 1.2
Delaware.......... 9 0.8 21 0.4 Nevada............ 60 0.5 1,380 0.9
West Virginia..... 8 0.7 21 0.4 Oregon......cc.... 183 1.5 1,348 0.9
Nebraska.......... s 0.5 20 0.4 Alabama........... 128 1.0 1,289 0.8
Indiana........... 6 0.5 20 0.4 Kansas....cvevene. 147 1.2 1,232 0.8
Arizona........... 6 0.5 19 0.4 Kentucky.......... 132 1.0 1,226 0.8
Missouri.......... 8 0.5 19 0.4 New Hampshire..... 84 0.5 1,213 0.8
Kentucky.......... 7 0.8 18 0.4 South Carolina.... 121 1.0 1,163 0.8
Alabama.....cooouns 7 0.6 18 0.4 Other............. 108 0.9 1,135 0.7
Colorado.......... 8 0.7 18 0.4 Louisiana......... 131 1.0 944 0.8
Hawaii............ 6 0.5 17 0.3 Iowa......oc...... 187 1.5 941 0.6
Rhode Island...... 4 0.4 13 0.3 Hawaii............ €0 0.5 928 0.6
Idaho............. 3 0.3 10 0.2 Okiahoma.......... 133 1.1 875 0.6
Louisiana......... 3 0.3 10 0.2 Arkansas.......... 95 0.8 798 0.5
Texas....evevunnn. 5 0.5 10 0.2 Rhode Island...... 48 0.4 701 0.5
Mississippi....... 4 0.4 9 0.2 D.Covvnnnnaa... 29 0.2 699 0.5
Maine............. 3 0.3 9 0.2 Maine............. 57 0.5 695 0.5
Vermont........... 2 0.2 7 0.1 Nebraska.......... 102 0.8 631 0.4
New Mexico........ 2 0.2 7 0.1 Mississippi....... 68 0.5 566 0.4
Montana........... 3 0.3 6 0.1 New Mexico........ 70 0.8 523 0.3
New Hampshire..... 1 0.1 5 0.1 Utah........conu.. 77 0.6 498 0.3
Washington........ * 0.0 3 0.1 Vermont........... 35 0.3 459 0.3
Nevada............ * 0.0 3 0.1 West Virginia..... 51 0.4 401 0.3
Tennessee......... 1 0.1 3 0.1 Idaho............. 58 0.5 397 0.3
Utah.............. 1 0.1 2 0.0 Delaware.......... 34 0.3 365 0.2
Other............. * 0.0 1 0.0 Montana........... 60 0.5 349 0.2
North Dakota...... * 0.0 1 0.0 South Dakota...... 53 0.4 329 0.2
Alaska............ * 0.0 * 0.0 Wyoming........... z8 0.2 240 0.2
Wyoming........... ® 0.0 * 0.0 North Dakota...... 44 0.3 216 0.1
South Dakota...... * 0.0 * 0.0 Alaska............ 29 0.2 161 0.1
Total.......... 1,101 100.0 4,947 100.0 Total.......... 12,614 100.0 152,220 100.0

September 15, 1990
* Less than 500 families or returns, or less than $500,000.

Note: Families and returns ave shown by state in which return filed.



~. a " Federal Tax Increase Due itz a $10,000 Cap on the Deduction for State and Loced incumn Taxes
and Capitai Gains Realizations in 1988, Ranked by State
(kank by Capital Gzins)

Families with Tax Increase from S&L Tax Cap Capital Geins Realizetions in 1588
Families with Cap Federal Tax Increase Returns with Gains Capital Gains
Number Percent Amount  Percent Number Percent = Amount Percent
State - (000} of Total ($ M) of Total Rank (000) of Tetal {$§ ®) of Total Rank
California........ 225 20.4 1,155 23.3 2 1,550 12.3 24,808 16.3 1
New York.......... 268 24.3 1,619 32.7 1 959 7.8 14,753 9.7 2
Florida........... 13 1.2 62 1.3 15 829 6.6 13,466 8.8 3
Texas..ceeeeennn.. 5 0.5 10 0.2 37 717 5.7 8,954 5.9 4
IMinois.......... 26 2.4 77 1.6 13 603 4.8 7,637 5.0 5
New Jersey........ 45 4.1 208 4,2 4 472 3.7 7.068 4.6 6
Pennsylvania...... 25 2.3 74 1.5 14 541 4.3 5,913 3.9 "7
Massachussetts.... 47 4.3 167 3.4 6 328 2.6 4,958 3.3 8
Ohio..ceevvnnnnnns 46 4.2 175 3.5 5 475 3.8 3,994 2.6 9
Virginia.......... 15 1.4 54 1.1 19 302 2.4 3,811 2.5 10
Connecticut....... 32 2.9 227 4.6 3 222 1.8 3,751 2.5 11
Georgia.....coeens 18 1.7 58 1.2 17 242 1.9 3,398 2.2 12
Michigan.......... 35 3.2 115 2.3 7 468 3.7 3,306 2.2 13
North Carolina.... 28 2.6 82 1.7 11 269 2.1 3,207 2.1 14
Marytand.......... 32 2.9 95 1.9 8 236 1.9 3,125 2.1 15
Washington........ * 0.0 3 0.1 44 308 2.4 2,898 1.9 16
Wisconsin......... -30 2.7 90 1.8 9 . 299 2.4 2,700 1.8 17
Tennessee......... 1 0.1 3 0.1 46 174 1.4 2,482 1.6 18
Minnesota......... 35 3.2 82 1.7 12 291 2.3 2,201 * 1.4 19
_Arizona........... 6 0.5 - 19 0.4 28 207 1.6 2,175 - 1.4 20
Missouri.......... ) 8 . 0.5 19 0.4 29 273 2.2 2,118 4 21
Colorado.......... 8 0.7 18 0.4 32 220 1.7 1,908 3 - 22
Indiana........... 6 0.5 20 0.4 27 237 1.9 1,889 2 23
Nevada............ * 0.0 3 0.1 45 60 0.5 1,380 0.8 .24
Oregon........... . 18° 1.7 58. 1.2 16 183 1.5 1,348 . 7 -0.9 25
Alabama........... 7 . 0.6 18 0.4 31 128 1.0 1,289 ~.0.8 - 26
Kansas.........c... 14 1.3 57 1.2 18 147 1.2 1,232 0.8 - .27
Kentucky.......... 7 0.6 18 0.4 30 132 1.0 1,226 0.8 128
New Hampshire..... 1 0.1 5 0.1 43 64 0.5 1,213 0.8 29
South Carolina.... 10 0.9 29 0.6 21 121 1.0 1,163 0.8 30
Other............. * 0.0 1 0.0 48 108 0.9 1,135 0.7 31
louisiana......... 3 0.3 10 0.2 36 ] 131 1.0 944 0.6 32
Towa.............. 10 0.9 28 ‘0.6 22 187 1.5 941 0.6 33
Hawaii............ 6 0.5 17 0.3 33 60 0.5 925 0.6 34
Oklahoma.......... 14 1.3 89 -1.8 10 133 1.1 875 0.6 35
Arkansas.......... 5 0.5 24 0.5 23 95 0.8 798 0.5 36
Rhode Island...... 4 0.4 13 0.3 34 48 0.4 701 0.5 37
D.Coeviviiinnat. 7 0.6 32 0.6 20 29 0.2 699 0.5 38
Maine............. 3 0.3 9 0.2 39 57 0.5 685 0.5 39
Nebraska.......... 5 0.5 20 0.4 26 102 0.8 631 0.4 40
Mississippi....... 4 0.4 9 0.2 38 68 0.5 566 0.4 41
New Mexico........ 2 0.2 7 0.1 41 70 0.6 523 0.3 42
Utah.............. 1 0.1 2 0.0 47 77 0.6 498 0.3 43
Vermont........... 2 0.2 7 0.1 40 35 0.3 459 0.3 44
West Virginia..... 8 0.7 21 0.4 25 51 0.4 401 0.3 45
Idaho............. 3 0.3 10 0.2 35 58 ¢.5 397 0.3 46
Delaware.......... 9 0.8 21 0.4 24 34 0.3 365 0.2 47
Montana........... 3 0.3 6 0.1 42 60 0.5 349 0.2 48
South Dakota...... * 0.0 * 0.0 52 53 0.4 329 0.2 49
Wyoming........... * 0.0 * 0.0 51 28 0.2 240 0.2 50
North Dakota...... * 0.0 1 0.0 49 44 0.3 216 0.1 51
Alaska............ * 0.0 * 0.0 50 29 0.2 161 0.1 52
Tota] .......... 1,101 100.0 4,947 100.0 12,614 100.0 152,220 100.0

September 15, 1990
* Less than 500 families or returns, or less than $500,000.

Note: Families and returns are shown by state in which return filed.






Federal Tax Increase Due to a $10,000 Cap on the Decuction for State and Local Incoime Taxes
and Capital Gains Realizations in 1888, Ranked hy State
(Rank by Income Tax Cap}

Familias with Tax Increase from S&L Tax Cap Capital Gains Realizations in 1988
Families with Cap Federal Tax Increase Returns with Geins Capital Gains
Humber Percent Amount  Percent Number  Percent Amount  Percent
State (000) of Total ($ B) of Total Rank (000) of Total ($ M) of Total Rank
New York.......... 268 24.3 1,618 32.7 1 958 7.6 14,753 9.7 2
California........ 225 20.4 1,155 23.3 2 1,550 12.3 24,808 16.3 1
Connecticut....... 32 2.9 227 4.6 3 . 222 1.8 3,751 2.5 11
New Jersey........ 45 4.1 208 4.2 4 472 3.7 7,068 4.6 (]
Ohio..coevvvvnnnn, 46 4.2 175 3.5 5 475 3.8 3,994 2.6 g
Massachussetts.... 47 4.3 167 3.4 6 328 2.6 4,859 3.3 8
Michigan.......... 35 3.2 115 2.3 7 468 3.7 3,306 2.2 13
Maryland.......... 32 2.9 85 1.9 8 236 1.9 3,125 2.1 15
Wisconsin......... 30 2.7 90 1.8 g 298 2.4 2,700 1.8 17
Oklahoma.......... 14 1.3 89 1.8 10 133 1.1 875 0.6 35
North Carolina.... 29 2.6 82 1.7 11 268 2.1 3,207 2.1 14
Minnesota......... 35 3.2 82 1.7 12 291 2.3 2,201 1.4 19
ITlinois.......... 26 2.4 77 1.6 13 603 4.8 7,637 5.0 5
Pennsylvania...... 25 2.3 74 1.5 14 541 4.3 5,913 3.9 7
Florida........... 13 1.2 62 1.3 15 829 6.6 13,466 8.8 3
Oregon....oovven.. 19 1.7 58 1.2 16 183 1.5 1,348 0.9 25
Georgia........... 19 1.7 58 1.2 17 242 1.9 3,398 2.2 12
Kansas.......oo... 14 1.3 57 1.2 18 - 147 1.2 1,232 0.8 27
Virginia.......... 15 1.4 54 1.1 19 302 2.4 3,811 2.5 10
D.C...... heeieaas . 7 0.6 32 0.6 20 29 0.2 699 0.5 38
South Carolina.... 10 0.9 29 0.6 21 121 1.0 1,183 0.8 30
TIowa.....cooootte : 10 0.9 28 0.6 22 187 1.5 941 0.6 33
Arkansas.......... 5 0.5 24 0.5 23 a5 0.8 798 0.5 36
Delaware.......... 9 0.8 21 0.4 24 34 0.3 365 0.2 47
West Virginia..... 8 0.7 21 0.4 25 51 0.4 401 0.3 45
Nebraska......... o 5 0.5 20 0.4 26 102 0.8 631 0.4 40
Indiana........... 6 0.5 20 0.4 27 237 1.9 1,889 1.2 23
Arizona........... 6 0.5 19 0.4 28 207 1.6 2,175 1.4 20
Missouri.......... 6 0.5 19 0.4 29 273 2.2 2,118 1.4 21
Kentucky.......... 7 0.6 18 0.4 30 132 1.0 1,226 0.8 28
Alabama........... 7 0.6 18 0.4 31 128 1.0 1,289 0.8 26
Colorado.......... 8 0.7 18 0.4 32 220 1.7 1,908 1.3 22
Hawaii............ 6 0.5 17 0.3 33 60 0.5 925 0.6 34
Rhode Isiand...... 4 0.4 13 0.3 34 48 0.4 701 0.5 37
Idaho............. 3 0.3 10 0.2 35 58 0.5 397 0.3 46
Louisiana......... 3 0.3 10 0.2 36 131 1.0 944 0.6 32
Texas...ccvvvnnnnn 5 0.5 10 0.2 37 717 5.7 8,854 5.9 4
Mississippi....... 4 0.4 9 0.2 38 68 0.5 566 0.4 41
Maine............. 3 0.3 9 0.2 39 57 0.5 695 0.5 39
Vermont........... 2 0.2 7 0.1 40 35 . 0.3 458 0.3 44
New Mexico........ 2 0.2 7 0.1 41 70 0.6 523 0.3 42
Montana........... 3 0.3 6 0.1 42 60 0.5 349 0.2 48
New Hampshire..... 1 0.1 5 0.1 43 64 0.5 1,213 0.8 29
Washington........ * 0.0 3 0.1 44 308 2.4 2,898 1.9 16
Nevada............ * 0.0 3 0.1 45 60 0.5 1,380 0.9 24
Tennessee......... 1 0.1 3 0.1 46 174 1.4 2,482 1.6 18
Utah.............. 1 0.1 2 0.0 47 77 0.6 498 0.3 43
Other............. * 0.0 1 0.0 48 108 0.9 1,135 0.7 31
North Dakota...... * 0.0 1 0.0 49 44 0.3 216 0.1 51
Alaska............ * 0.0 * 0.0 50 29 0.2 161 0.1 52
Wyoming........... * 0.0 * 0.0 51 28 0.2 240 0.2 50
South Dakota...... * 0.0 * 0.0 52 53 0.4 329 0.2 49
Total.......... 1,101 100.0 4,947 100.0 12,614 100.0 152,220 100.0

September 15, 1930
* Less than 500 families or returns, or less than $500,000.

Note: Families and returns are shown by state in which return filed.



Table 16

Summary of State Government Individual Income Taxes, Persona‘:_aExemptI‘%na% Standard Deductions, and Deductiblilty of Federal Income Taxes
x Year

As of October 1989. Only baslc rates, brackets, and exemptions ara shown. Local Income tax rates, even thosa mandated by the state, are not included.
Taxable Income rales and brackets listad below apply to single taxpayers and marrled taxpayers flling “combined separate” retumns In states where this Is permitted.

Taxable Income Brackets Parsonal Exemptions Standard Deduction®
Lowest: Highest: Marrlad- Marrled- Faderal
Tax Rates Amount Amount Joint Jolnt Income Tax
State (range In percant) Under Over Single Return Dependents | Percent Single Return Deductible®
Alabama+ * . 2.0-5.0% $500 $3,000 $1,500 $ 3,000 $300 20% $2,000 $4,000 yes
Alaska No state income tax ‘
Arlzona® | 2080 1,290 7,740 2,229 4,458 1,337 2229 1,115 2229 yes
Arkansas 1.0-7.0 3,000 25,000 20 40 20 10 1,000 1,000 no
Californla® 1093 4,020 26,380 L 1104 55" n.A. 2,070 4,140 no
Colorado 5 percent of modified federal taxable income no
Connecticut* Limited income tex
Delaware + 3277 1,000 40,000 1,250 2,500 1,250 10 1,300 1,600 no
District of Columbla 6.0-9.5 10,000 20,000 1,160 2,320 1,160 n.a. 2,000 2,000 no
Florida No state income tax
Georgla 1.0-6.0 750 7,000 1,500 3,000 1,500 n.a. 2,300 3,000 no
Hawall* 2.0-10.0 1,500 20,500 1,040 2,080 1,040 n.a. 1,500 1,900 no
Idaho- 2.0-8.2 1,000 20,000 Same as federal® no
llilnols 30 Flat rate 1,000 2,000 1,000 na. na. na. no
indlana + 34 Flat rate 1,000 2,000 1,000 n.a. n.a. n.a. no
lowa + % 0.4-9.98 1,016 45,720 I\ 401 154 n.a. 1,230 3,030 ¥ yes
Kansaa* 4.5-5.95 27,500 27,500 2,000 4,000 2,000 na. 3,000 5,000 yes
Kentucky + 2.0-6.0 3,000 8,000 20 40 20 n.a. 650 650 yes
Loulslana 20-6.0 10,000 50,000 4,500 9,000 1,000 Combined with exemfitions yes
Malne 2085 4,000 16,000 2,000 4,000 2,000 na. 3,100 5,200 no
Maryland +* 20-50 1,000 3,000 1,100 2,200 1,100 15 2,000 4,000 no
Massachusetta* 5.0-10.0 Flat rate 2,200 4,400 1,000 n.a. n.a. na. no
Michigan+ 46 Flat rate 2,000 4,000 2,000 n.a. n.a. na. no
Minnesota* 6.0-8.0 13,000 13,000 Same as federal® no
Mississlppl 3050 5,000 10,000 6000 | 950 [ 1500 | 15 [ 2300 [ 3400 no

06/LT/60
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Table 16 (cont.
Summary of State Government Individual Income Taxes, Personal Exemp(tlons), Standard Deductions, and Deductibllity of Federal Income Texes
Tax Year 1989
Taxable Income Brackets Personal Exemptlons Standard Deductlon® _
Tax Rates Lowest: Highest: Married- Mariled- Faderal
(range Amount Amount Joint Joint Incoma Tex
State In parcent) Under Over Single Return Dependents | Percent Single Return Deductible®
Missourl + * , 1560 1,000 9,000 1,200 2,400 400 n.a. Same as federal® yes
Montana® 2.0-11.0 1,500 52,500 1,200 2,400 1,200 20 2,250 4,500 yea
Nebraska 2.0-59 1,800 27,000 1,180 2,360 1,180 n.a. Same as federal® no
Nevada No state income tax
New Hampshlire* Limited income tax
New Jergsey* 20-3.5 20,000 50,000 © 1,000 2,000 1,000 n.Aa. n.a. n.a, no
New Mexico 18-8.5 5,200 64,000 2,000 4,000 2,000 n.a. 3,000 5,000 no
New York+* 40-7.5 5,500 13,000 0 0 1,000 n.a. 6,000 9,500 no
Narth Carollna* 6.0-7.0 12,750 12,750 2,000 4,000 2,000 n.a. 3,000 5,000 no
North Dakota* 2.6-120 3,000 50,000 Same as federal® yes
Ohlo -+ * 0.743-6.9 5,000 100,000 650 1,300 650 na. na. na. ne
Oklahoma* 0.56.0 1,000 7,500 1,000 2,000 1,000 15 2,000 2,000 yes
Oregon* ° 5090 2,000 5,000 94° 188¢ 949 na. 1,800 3,000 ves
Pennaylvanla + 21 Flat rate na. n.a. n.a. n.a. n.a. HER no
Rhode lsland 2296 percent of federal income tax liability no
South Carolina® 30-70 4000 | 10000 | Same as federal® no |
South Dakota No state income tax
Tennessee* Limited income tax
Texas No state income tax
Utah* 2.55-12 750 3,750 75 percent of federal exemptions Same as federal® yes ‘
Vermont* 25 percent of federal income tax liability no 7
Virginla* 205,75 3,000 16000 | 800 160 | 80 na. 3000 | 5000 o ;
Washington No state income tax !
West Virginla* 3065 10,000 60,000 2,000 4,000 2,000 na. na. na. o
Wisconsin* 49-6.93 7,500 15,000 ) 0 509 n.a. 5,200 8,900 ne ""'%
Wyoming - No state income tax o ”_ —§

06/41/60

‘91
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PRELIMHARY
11-Sep-90
{D=4#90-5 107}
- BUDGET SUMMIT - :
Revenue and User Fee Package
Democyat Offer
Fiscal Years 1991-1995
[Bi¥ions of Do¥ars)
[ Provision Effective 1991 1992 1993 1994 1995 193185 |
A. High Income Individuals W3 (Za—(i:cﬂib 3o Gone .
1. Impose temporary deficit reduction 20% surlax on individual incoms over . "
$500,000 (1), ccrssarseionsesssassnanssenssesnsrnesarsssionsasnasrossasnessinasonsannaromsensensosmnaniss 111/91 2.2 4.3 1.9 5.6 8.5 23.4
2. Remove HI wage cap. . OV (A - 1 4.6 1.1 11.8 12.7 13.5 53.7
3. Impose 10% iuxury excise 1ax (2)....(5.... AR, TULEOHardS ™ 14191 1.3 2.0 piicos 2.1 23 25 10,2
B. Energy Security and Conservation pssp o (o BASEUAE e
1. Impose 4% broad-based ad valorem energy tax (3)........c..ccooeieien Lo 171/91 7.8 11.6 12.3 13.0 13.7 58.4 o3on /7
2. $20 price floor for imported crude oil; exemption for Ganada, Mexico, No NGT -
and Venezuala; rovenue dovotad to low-income enargy assistance.._......  1/1/91 - RS - - - . Rawges
3. Double gas guzzler 1ax............ccivciomreremreseesceeennerieeeeaen RO 14 74 31 0.1 0.1 0.1 0.1 o1 0.5
4, Extend section 29 credit and expard 1o tight sands gas 1/1/91 {5) 0.1 -0.2 -0.2 -03 -0.9
5. Adopt Incentives for domeetic enertly production...........c.c e 17131 -0.3 -0.4 -06  -08 -07 -2.6
C. Health and Environment ‘
1. Double baer and wine taxes; index beginning in 1992 {exclude ) :
sparkling wing)...........cceuc.ne.c... SURRI [1 /4 Fis 14 1.5 14 1.6 1.8 20 8.3
2. Increase distilled splrits tax by $2.00 to $14.50 per prno( galon .. 10/1/90 0.4 0.4 0.4 0.4 04 2.0
3. Add new ozone-dspleling chemnicals covered by Montreal Erdooul S 1 7D (18] 0.t 0.1 0.1 o1 O‘i _
D. Miscellaneous Revenue ltems .
1. Extend FUTA surtax............. .UMM 0.7 1.1 1.1 1.1 12 52
2. Amortize Insurance policy deferred acmlsmon expansos (DAC) ............... 1/1/91 1.3 1.4 1.6 1.6 1.8 7.5
3. Loss deductions and salvage values for Insurance companies........c...... 171730 a.5 0.3 0.3 0.2 0.1 1.3
4. Adopt foreign compliance provisions 3/20/90 (4 a.1 0.1 0.1 0.1 a.3
5. Account for salvage and subrogation in proparty and casualty insurance
company loss deductions (8) 1/1/91 0.8 04 ‘0.4 0.9 03 20
6. Increase the tax on assel reversions lwm dellned benel it plans lo m 910/90 {4) (5) (5) 5) (5) -0.1
7. Payoll tax deposh stabllization dreesesiabenassssesoasansegsoman - - 1.0 22 3.2 - -—-




Page ¢

[ . Provision Efiective 1991 1992 1993 1994 1995 199195 |
E. User Fees "
1. Increase Airport Trust Fund aviation excise laxes (5 years) (7)o (8) 11001 1.3 2.3 2.5 2.7 3.0 11.8
2. Increase harbor maintenance eXCiSe 1aX (7)...ow .. vommcenenenn (8) 17191 03 0.3 0.4 0.4 0.4 1.8
3. Extend 1S user [ees (5 Years) (7)o messmsansnenereneennnns (8) - 10/1/90 {4) a3 {t) (4) (4) {4)
4. Extend leaking underground storage tank (LUST) trust fund (5 years)....... 10/1/90 0.1 0.1 0.1 0.1 0.1 0.6
5. Extend highway fuels excise tax and Increase motor fuels tax by
7 canis per gallon (10)... SOOI 14 7 3 54 6.9 6.9 7.0 7.0 33.2
F. Growih and Equity Incentives :
1. Extend certain expiring provisions {pemanent).... .....oooeeeiiniis s - -0.6 -1.1 -1.7 -2.3 -28 -8.5
2. AdOPLIRA PIOPOSEL. ....covueiearcescocrse i in e ssnss st stsn s o sse s 11102 - -1.8 46 -5.8 -6.6 -18.5
3. ORNOT ROMIS ... cececrreiceeareaconnssnssaremrressannssrassensarstsoss shsma b aTE SRR s e st nem e s nto s - 1.2 -1.4 1.7 2.1 25 -8.8
G. Regresshvity Offset (11), - -1.8 -10.1 111 -13.8 -14.6 -51.5
[aranD TOTALS ' o 282 M3 235 2489 251 1300 |

11-Sep-90  Joint Committes on Taxation

NOTES: Estimales provided are consistent with the Congressional Budget Office (CBO) updaled budget baseline. Additienal termns contained in the President’s

budget proposal, relating to employment taxes and user fees, are estimated by CBO.
(1) Sunaxla stay In effect unill the budgot is balanced.

{2) 1ax applies to specific newly-manutactured ftems with 1etail prices above the folowing tyresholds: automobiles-$30,000; privats boals and yachls--$30,000;

private aircrafi--no threshold; electronics—$1,000; jowelry--$5,000; and furs--$500. Tax Is 10% of purchara ptice in oxcoss of thresholds.
and exports but no furthar adjustments are assumed.

(3) Estimate assumes tax based on retail price for electricily; adjustments are made for actual energy imports

(Details of this tax are subject to turther development.) At least 50% of motor fuets tax coinpenant of bioad-based energy tax dedicated to deficit reduction;

remainder dedicated to Highway Trust Fund (20% of this portion to be aflocated 1o mass transit).
(4) Galn of less than $50 millfon.
(5) Loss of less than $50 million.

(6) The estimate of the effect of this proposal does not account for possible interaction with the proposal 10 increase the tax on assat raversions.

(7) Estimate Is net of Income tax offset

(8) This estimate is presented relative to the GBO baseline which assumes extension of the Aitport and Airway Trust Fund {ARTT) taxes with the tiigger in ellect.
The estimate reflacts the effects both of removing the trigger and of increasing the rates of centain ol the AATF taxes as proposed in the Presidsnt's budget.

(9) Estimate provided by CBO.

{10) Extension assumed in budget baseline. 50% of motor tuols tax increase dedicated to Highway Trust Fund; 50% dedicated ta daficit reduction. Each Siate to

receive Highway Trust Fund expenditures equal to al least 95% of &s contribution.

(11) Estimale assumes Inctease in ETTC to 30% (22.5% phaseaut) In 1991 and 1992 and 33% (23.9% phaseout) In 1993 and thereafler; and Increase in standard
deduction by $150 single, $200 head of honsehold, and $250 joint in 1991 and by $200 single, $250 head of housshold, and $300 Joint In 1992 and thereafter.

(Policy decislon, Including peicentages and dollar amounts, not yet made.)
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- BUDGET SUMMIT: Revenue and User Fee Package -

#90-5 107
PRELIMINARY
11-Sep-90
{R=#90-3 106)

Distribution of the Federal Tax Burden and the Percentage Change in Tax Liability

by Income Class, 1930 :
Increase or Percentage Distribution of the Distribution of the
Decrease in Change in Federal Tax Burden Federal Tax Burden
mcome Class (1) Tax Liability (2)(3) Tax Liability (2)(3) Under Present Law (4) Under Proposal (2)(3){(4)
Bilions ol Dollars Percent Percent Percent
Less than $10,000.......... -$0.5 -33% 1.6% 1.6%
10,000 to  20,000......... 35 -5.4% 7.6% 7.0%
20,000 to 30,000......... 25 2.5% 11.9% 11.9%
30,000 10 40,000......... 34 29% 13.4% 13.5%
40,000 to 50,000......... 28 3.2% 10.2% 10.2%
50,000 to 75,000......... 34 2.0% 20.0% 19.9%
75,000 to 100,000......... 19 2.9% 7.7% 7.7%
100,000 to 200,000........ ! 338 7% 12.1% 12.2%
200,000 ard over...........| 89 - 6.7% B } 15.4% 16.0%
Total, All Taxpayers......; $22.8 26% . 100.0% 100.0%

-Source: Joint Commmeo on Taxatlon

(1) The incoma concept used to place tax returns into income classes is adusted gross income plus [1] tax-exempt interest, [2] employer coﬁtﬁbutions for
health plans and life insurance, [3] inside buildup on Ma insurance, [4] workers' compensation, [5] nontaxable social security benelits, [6] deductible
contributions to individual retirement accounts, [7] the minimum tax preferences, and [8] net losses in excess of minimum tax preferences froin passive

business activities.

(2) Distributional analysis inciudes eftects from surtax on high income, removal of HI wage cap, beer and wine taxes and indexing, distifed spirits tax

increase, energy tax, molor fuels tax, and tegressivity ollset; analysis does not take into acoount changes in taxpayer behavior,

(3) Estimates of total tax liability presenied in distributions will not inalch estimated changes in receipts because of differing time periods (CY 1990 vs.
FY 1991-95] and because of varying paltems of fiscal year receipts. _

(4) Distributions represent combined effects ot individual income taxes, payroll taxes, Federal excise taxes, and estate and gilt taxes. For the purpose of
distributions, the full burden of payroll taxes is assigned to employees. Excise taxes are assumed to be borne fully by individuals either directly through
purchase of the taxed commodily or indirectly through higher prices on all commodities as businesses pass along these added costs. Because of the
uncertainty concemning the incidence ol the corporate income tax, it is excluded from this table. Information in table excludes individuals who are

dependents of other taxpayers.




1.

2.

3.

5b.

5¢c.

5d.

Summit Revenues - 35

Distilled Spirits/Beer/Wine

Current law équivalency for beer and wine with 25% of

equivalency rate for small wineries (first 100,000

gallons for wineries with total production under 200,000

gallons) and small breweries (first 10,000 barrels for

breweries with total production under 20,000 barrels)

(10/1/90) - 4.4/23.4

a. Beer - 56 cents per six pack; 14 cents per six pack
for small breweries

b. Wine - 62 cents per bottle; 15.5 cents for small
wineries

Establish rate based on indexing since 1951(10/1/90) -

4.9/25.4
a. Beer - 82 cents per six pack
b. Wine - 10 cents per bottle

Triple (approx.) beer and wine and increase d/s by $1.00

and index - 2.3/16.0
a. Beer - 48 cents per six pack
b. Wine - 9 cents per bottle

Increase d/s by $1.00, (1/1/91) - (2.1/14.0)
a. Beer - 42 cents per six pack - 260% increase
b. Wine - 16 cents per bottle - 520% increase

$18 billion revenue target/Increase DSP by $1.00 per
barrel and increase beer and wine to maintain existing
product balance in revenues (without indexing) -
2.8/18.7

a. Beer - 58 cents per six pack

b. Wine - 11 cents per bottle

Same as 5a with exemption from increase for small

wineries (first 100,000 gallons for wineries with total
production under 200,000 gallons) and small breweries
(first 30,000 barrels for breweries with total
production under 60,000 barrels) - 2.7/18.3

Same as 5a (with indexing) - 2.4/18.7
a. Beer - 51 cents per six pack
b. Wine - 10 cents per bottle

Same as 5c with small producef exemption described in 5b
- 2.3/18.1

Repeal Alcohol Occupational Tax for Retailers - .1/.5



TOBACCO INCREASES . effective 1/1/91 1891 1992 1993 1994 1995 1991 -95

2-cent increwase in all tobacco takes 0.3 0.1 0.4 0.4 .4 1.9
with indexing 0.4 6 0.7 0.9 1.0 3.6
B8-cent increase in all tobacco taxes ) 1.1 1.6 1.5 1.5 1.5 T.2
Wwith indexing | 1.8 1.9 2.0 2.1 B.9
16~cent increase in all togbacco taxes 1.5 3 3 2.9 2.9 13.3
with indexing 2.2 3.5 3.7 3.9 4.2 17T.6
20-cent increase in all tobacco taxes 2.6 3.0 3.8 a.7 3.6 1T.5
with index ing 2.4 4.0 4.2 q.2 4.2 19.0



'ADDITIONAL REVENUES

CBO/JCT CBO/JCT
‘ Scoring OMB .Scoring Less OMB
TAX MEASURES 1991 1991-95 1991 1991-95 1991 1991-95

1. Luxury Excise Taxes Effective 10/1/90

Tax 10% of the purchase

price in excess of threshholds: 0.9 7.8
Automobiles - $30,000

Boats and yachts - $30,000

Electronics - $1,000

Jewelry - $5,000

Furs - $500

2. Ozone Depleting Chemical Excise Tax 0.1 0.5 0.1 0.5

The proposal would include the
following chemicals in the ozone
depleting chemical excise tax base
: on Japuary 1, 1991: carbon \
. tetrachloride, methyl chloroform,
CFC-13, CFC-111, CFC-112, CFC-211,
CFC-212, CFC-213, CFC-214, CFC-215,
CFC-216, and CFC-217. Methyl
chloroform is the only chemical that
will raise a significant amount of
revenue, since carbon tetrachloride is
principally used as a feedstock and only
small amounts of the CFCs are produced.

3. Indexing of Excise Taxes

Index all Excise Taxes (other than
alcohol, tobacco and ad valorem) 0.3 8.0

4. Petroleum Fuels Tax 0.8 7.8 1.2 8.4
1 cent per gallon tax on refined
petroleum products, excluding
feedstocks (estimates very
preliminary)

TOTAL 24.1 (E) 2.5 24.7




Regular Annual, Supplemental, and Deficiency Appropristion Bills

. ' Comparison of Administration Budget Requests and Apprepristions Enacted

B
smvsd Administration Differsnce
Budget Apppropriations {under =}
Calendar Year Requests Enacted {over +)

[ORTGIEITREEN HREVYRamS

194% $62,453,310,868 ‘$61,042,345,331 - 81,410,96%,8%37
1848 30,051,109,870 . 28,48%,502,172 - 1.891,607,698
1947 33,367,507,923 30,130,762,141 - 3,236,748,782
1948 35,409,550,%23 32,6899,846,73 - 2,709,703, 792
1949 35,548%,829,108 37.82%,026,214 - 1,220,502,894
1850 %4,316,658,42) 82,427,926,629 - 1,888,931,794
1951 98,340,781,110 81,069,713,307 - 8,281,067,803
1952 83,964,877,178 76,355,434, 200 - 8,609,442,97%
1953 85,568,694,353 84,539, 342,491 - 12.029,351,882
1984 £0,287.490,985 47,642,1231,208 -  2,615,359,780
19586 85,044 ,323,729 $3,124,821.218 - 1,919,512,514
1956 60.892,420,237 60.847,917,890 - 244,502,647
1957 64,638,116,810 £9,589,731,60 - 5,048,378,979
1938 73,272,854,573 72,853,476,248 - £19,383,328
1859 74,858,472,045 72,977,957,952 - 1,881,514,093
1960 73,845,974,490 73,634,338,852 - - 211,638,498
1961 91,397,448,053 86,6086,487,273 = 4,990,960,780
11962 95,803,292,1138 92,260,184,659 - 4,543,137,4%6
1963 93,904,188,138 92,432,923,132 = 6,471,232,004
1964 98,297,3%8,855%6 94,162,918,956 - 4,134,439, 360
15638 108,448,074, 896 107,037,566,858 - 2,410,508,000
1566 131,184,926, 386 130,281,563,480 - 883,3%48,106
1967 147,804,9$57,929 141,872,346,664 - 8,832,211,26%
1968 147,909,812,896 133,339,0868,734 - 14,868,744,262
1969 142,701,346,218 134,431,463,136 - 8,269,083,080
1970 147,763,358, 438 144,273,528,3504 - 3,491,029,930
1971 167,874,624,937 165,225,681 ,863 ~ 2,848,963,072
1972 185,431,804,552 178,960,106,0864 - 8.471,697,688
1973 177,959,504,255 174,901,434,304 - 3,058,069,95
1974 213,8687,190,007 204,012,%11,314 - §,854,878,493
1978 267,224,774 ,434 259,852,322, 212 - 7.372,482,222
1976 282,142,432,093 282,836,6394,565 . 394,262,572
19277 364.867,240,174 364,028,780,783 - 10,841,4%9,39
1978 343,508,124, 701 337,.8%9,468,730 = 10,845,657,971
1979 338,211,876,422 379.244,865%5,439 - '9,066,810,993
1980 445,830,302,848 441,290,587,343 - §,389,71§,5802
1981 §41,827,827,209 844,457,423, %41 s 2,0829,89%,832
1942 $07, 740,133,464 $14,332,378, N ¢ 7,092,241,887
1983 642,956,082,209 55%1,620,508,348 + 5,684,4%3,119
1984 §78,343, 288,550 $58,16%,835,988 = 17,191,422,954
1985 803,698, 503,839 £33,446,085,087 - 6,2%51,5818,852
198% 350,338, 159,494 §77.275,102,494 - 13,086,087,000
1987 £18,268,043,958 814,826,818,180 - 3,741,%30,806
1988 32%,250,863,758 825,867,372,74¢ > 4,718,708,013
1969 %82,138,432,3%9 856,211,680,768 ¢ 94,073,248,410
RAMBNOENNEIARVECGEEDE eNEOeYRFANEZANAGANN SANNEAcENaERUeRST
Totals 10,249,467,807,455 10,078,912,028,7237 - 173,8%5,878,718
01/18/90 Prapared by Meuse Committee on Appropriations
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Alcohol Option

Increase excise tax on distilled spirits by $1.00 to $13.50/proof

gallon.

Increase excise taxes on beer and wine on an alcohol

equivalency basis to hit a 5 year revenue target of $18 billion.
(Proposal shown below equalizes at 80% of equalizing rate i.e, tax

on beer would increase to $26.78/bbl from $9.00/bbl and tax on
table wine would increase to $3.02/gallon from $0.17/gallon)

Six pack of beer

Current tax Proposed tax

$ .16 $ .49 .
Bottle of table wine .03 .61
Bottle of liquor 2.00 2.16
" Fiscal Years
1991 1992 1993 1994 1995 1981-1995
B . ($'s in billions)
. Receipts effect ,
- ‘. Distilled - 0.1 0.2 0.2 0.2 0.2 0.9
- -7 . Beer 7 1.8 2.5 2.6 2.6 2.6 12.0
i 0.9 1.3 1.3 1.3 - 1.3 6.0
2.8 4.0 4.1 4.1 4.1

Ty

@ oo2
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High Capital-Gains Tax Busts

By AtaN ReyNoLus

Muny stale governments, particularly
1 ceadtial states with # large proportion of
affluent taxpayers. have faced unexpected
weaknesy 1 Uiedn lax receipls In the past
three or four years. This hax Jed many
slates to introduce higher incorne and
sales-tux rates, which damaged their own
economics and placed a significant drag on
the patonul ceonomy as well.

The states’ ehaice is part of a down-
ward spiral. States” self inflicted damage
reduces federal tax receipls, Weak federal
receipls then increase the threat of higher
federal rates, hurting the economy and in
twrn weakening state receipts. States then
raise raxes, and the cycle cuntinues.

One particular federal tax has had an
especially harsh impact on state tax re-
ceipts. the 33% maximum marginal tax
rate on capital gains enacted in 1986. Rais-
ing the maximum narginal rate on capl-
1a) gains to 33 from 204 stopped the nat-
ural growth of taxable state fncome from
this source. States in which capital gains
had previously been an important source
of taxable state iucomne are finding weak
tax receipts, perhips without ynderstand-
ing the reason

The charl shows realized capial gains

met after losses| for the five states that
account for nearly half the capital gatns in
the entire nation. Florida and Texas have

. no income tax, which is one jeasun that

many people wha have accumivlated sub-
stantial assets lve there. New York, Cali-
formia and lhnos have long depended
heavily vn capital gamns taxes. So have
New Jersey, Massachuserts, Penusylvania
and Connrencyt,

Untl recently, evidence thal a high tea-
eral caphtal gans vate has burt stale ¢g)-
lections might have been deeined aiubigy-
vus. People rushed to realize yams in 1986
beeause the tax rate was abuut v rise 10
25, the llowing yedr, It might be argued
Lo thiat 10 1987 capltal gains were weak be-
cduse of the OQctober stock markel crash,
though there were plenty of gam in e
veur's first eight months.

In auy case, the ampiguity ended when
the Internal Revenue Servive relvased s
1% estimates this sprhig, For all five
states an the chart, the amwunt of capital
&ains reported was less than Rall of wiat it
had been in 1986, the last year of 207 1ax
tales, and well Lelow the level of 1385
rabout 3« Jower, on average 1. This decline
in taxuble state incorE fron capital gains
over three years occutied despite the ng
tionwide mereise of more Wian 22%¢ in per:
sonal income in that same periwd.

For the federal government, the weuak-
pess in renlizations since 19856 has been al
Jeast partly oflset by a much higher aver-
age lax rate on a small volurne of capi-
tal pains. The maximum federal capita)
€RINS Tax was increased to 457 in 19Th
froms 27 in 1965, Yer so lew uf the auf
fected high binchet taxpayers actyally re-
alized gains at the punitive rates of 1975
that the aversge cupilal-gains (ax 10n both
exeluded and taxable gamns | remained ex-
actly the same in 1975 a> it had been in
196, 15 ¢. The 19) reduction of We high
“30 capital Riuns tax Lo 20”0 percent so en-

couraged efficient turnover of assels
among higher-income taxpayers that the
avcrage tax pald remained exactly what it
had been in the high-tax 1970s;: 15%.

In 1888, by contrast, the caplfal gains
tax on the highest-income taxpayers ruse
to 287 percent, but the average tax rate
rase to 24%, It is doubtful if there has ever

State Budgets

are widely considered (o be “Jitlera} "
ocrats who are supposed 1o faver hgs fed:
eral tax rales gn capital gans out o
logica] habit. Yet the evidence % now clear
that this federal (ux clearly damages their
own state treasyries, even asije

damaging effects an the economic
and on the value of real estate

Forfoltod QGalns |

Ca32) g5 by 2 befoe o star the 1983 oz, in DG i s | PI2iD
bess .

which the
government

been a titme in 1.8, history when so many.
taxpayers faced tax rates above 20% on

- the uncertain rewards trom life savings.

States In which capita) gains' were a
particularly important source of taxable
income expected this source of {ncome to
grow between 1885 and 1988. Afler all, the
Dow Junes average at the end of )38 was
62% higher than it had been in 1985. But
the states were mugged by the tederal tax
law of 1836, By imposing 4 2337 tax—
even on the inflated capital gains of cou-
ples with rather modest incumes—~the ted-
era) governmuent made it extremely expen-
sive for neatly ull taxpayers 1o realize any
capital gains. particularly in states that
added then own lax on top of the fed-
eral levy, where the combined capital
gains hurden could reach 39%. Taxpayers
responded by avolding the sale qf agsets
texcepl under fliancial distress), and by
making sure that their future investments
were not subject to combined caplel-gains
Laxes—they invested In money-market
hunds- insteaqt of growth stocks. Tax re-
ceipts collapsed in slates most dependent
on capital gains—{ucluding much of the
northeast,

But thix is not the only adverse effect of
high federal capital-gains taxes on state
revenues. The Increased federal ax rate
on capital gafns alsu pruvides a greater In-
centive ta locate sinall businesses in states
with little or no jncoine Lux, because of the
brutal combination of federal and state
caplial-gains tax on tuse who ssll thelr
businesses. Loss of deductibility for state
fncoiue laxes would greally aggravate this

. effect for small businesses rematning in

stales like New Jersey, New York and Cal-
ifornia. Foi taapuyers in a 33% fegeral
bracket and an 8% stale bracket. for ex-
ample, the combined marginal tax on capl-
tal gains would rise to 41% (rom the cur-
rent 38%. Even fewer capital gaing would
then be cashed in states with high in-
Come-1ax rates.

Governors of severs! stiles maost (n-
Jured by the federa} tax on capital gams

N - 1Y the deduetimiliny] of

bases-by Jiraigng

or imposing higher
federal excise

not have Infinftply
deep potkets. (he

the less 15 ek for
the states, Yet in the case of capital
governurs of the states most serious
Jured appear willing to impose.dracén
state {ax rates on their ¢it{2ens rather:
-lobby for rellef from this counterprodc-
tive federal tax,

Mr. Reynolds is a research fetlow at the
Hudson Institute in Indianapalis.
TR p— -—-—
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. _ o Electricity Data
Iota) Generation & Sale

« o Total Net Generation 2,781 billion KWH
; ' Total Sales - | 2,634 billion KWH X (¢ = 26.3& Brectod

. Kold = 2+63% Brevtos
(difference is due to transmission losses)

Sales by End-Use Sector (billions KWH)

‘Residential 904 34%

, Commercial 724 28%
- - Industrial 915 ~ - 35%

‘Total . o 2634 99%

>':11;jiﬂdﬁ5tri$1 = fSil #aiéé to4bus;ﬁg§s that'reQuire‘moré than 1,000

KWH of service -

S ing Use

"‘,o o Ihduééfiéi Seétdr includes manufacturing, construqtion,l?
LT TET "mining and agriculture. °:(Services are largely in the -~
A ‘commercial sector). = o T

. ] Based on a 1986 survey, manufacturing represents
L \ approximately 77% of the industrial sector use.
; o If this remains constant, 1989 electricity use by

\ manufacturers would be about 705 billion KWH, or 27% of
' total electricity sales. :

2.6 X 3/¢ =;$CII7SB/7/'L

- Note: In the aggregate, electricity demand tends to track GND
< growth on a one-to-one basis, although growth rates
within sectors could vary.

593;95: EIA 1989 data
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MS. STAHL: Should the automatic spending cuts be delayed? We’ll ask Senate leaders George
Mitchell and Bob Dole--and we’ll talk with economist Lester Thurow. Inflation and recession: the one-
two punch--an issue facing the nation.

ANNOUNCER: From CBS News, Washington, "Face the Nation with Lesley Stahl." This
portion of "Face the Nation with Lesley Stahl" is sponsored by McDonnell- Douglas and by the Archer
Daniels Midland Company--ADM, supermarket to the world.

(Announcements)

MS. STAHL: With us now from Detroit, Senate Majority Leader George Mitchell; and here in
Washington, Senate Minority Leader Bob Dole.

Senator Dole, are you ready to break with the White House, get some kind of an agreement
with the Democrats, get rid of capital gains and get your budget deal--get it off the table completely?

SENATOR DOLE: I'm ready to get this agreement. I think the American people are tired of
us sitting around and sitting around and doing nothing. It’s almost like a filibuster going on in some
“of these sessions.

To break with the president? No. I think, as I've suggested, we have two packages--one with
all the goodies, one with just plain deficit reductions; have two votes. And that’s how I would deal with
that. That’s just one idea.

MS. STAHL: When you call the capital gains "a goodie," I mean you must be against it if
you're willing to call it "a goodie."

SENATOR DOLE: No, I'm for a lot of the goodies. No, there are lot of goodies--low-income
housing, capital gains, child care, earned jobs credit.

MS. STAHL: Yes, but that’s a goodie for the rich, isn’t it?

SENATOR DOLE: Well, you know, my view is we need to get this done--we ought to stop-
dancing around capital gains, face up to it, get it resolved and get this package put to bed.

MS. STAHL: You know--well, let me ask Senator Mitchell. Are you willing, Senator Mitchell,
to allow capital gains to be the major sticking point? Why don’t you Democrats give in so we can get
a deal?

SENATOR MITCHELL: Well, we’ve given in a great deal already on the spending cuts. We’ve
said we would accept it, provided there were an offsetting increase in the top rate on the wealthy.
What we cannot give in, what we simply cannot accept, is a package which says that we will reduce
the tax burden on those making more than $200,000 a year and increase the tax burden on everyone
else. That’s just not fair, and it ought not to be accepted.

MS. STAHL: Okay, let me ask both of you. Why not just get capital gains off the table right
now--just put it off the table? Would you two agree to that between yourselves, Senator Dole?

NEWS TRANSCRIPTS, INC. - (202) 682-9050
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SENATOR DOLE:- Well, 1 don’t think that’s going to happen. I think it’s pretty much of a
given it’s going to be on the table. But I thmk we’re losing sight of what we got together for, and
that’s deficit reduction.

Now, with all the focus on capital gains, we’d better get back to deficit reduction, or we’re going-
to have some real problems.

SENATOR MITCHELL: Well, I just say, Lesley, I agree completely with Senator Dole on that.
Remember, now, the purpose here is to reduce the deficit. We have agreed in these talks for purposes
of the discussion that the capital gains proposal will increase the deficit by $21 billion. Does it make
sense for the president to say that in a deficit-reduction effort, the most important thing to him is
something that will increase the deficit by $21 billion? That’s the problem with it. Take it off the
table, and rates off the table--that’s fine with us.

MS STAHL What’s wrong with what the senator just said, Senator Dole? You’re having
trouble because I think you agree with Senator Mitchell and don’t agree with the White House.

SENATOR DOLE: No, but we’'ve got to get the package passed. That’s the bottom line.

I think there are a lot of Republican votes who will vote for the package if it includes capital
gains, particularly House Republicans. And this just isn’t-if Senator Mitchell and I could do this in
thirty minutes, we’d probably get it passed in the Senate.

MS. STAHL: Without capital gains?
SENATOR DOLE: Well, with or without. ‘But in any event, we want deficit reduction.
MS. STAHL: Well, which? With or without?

SENATOR DOLE: Well, I'd want it with; and he probably would be without. But we’ve got'
to get the package passed; we've got to have enough votes. That’s why the White House is so
concerned about the capital gains issue, in my view, in addition to the promise that President Bush
made in the campaign.

MS. STAHL: Why is he so interested in it?

SENATOR DOLE: He wants to get enough Republican votes in the House to get the .package
passed.

MS. STAHL: Isee. Senator Mitchell, if you have capital gains in a goodies package, a separate
package, do you think that this will help the situation--or is it just where it is right now? You said the
. other day everything’s basically done except the capital gains. .

SENATOR MITCHELL Well, 1 don’t want to create a misleading impression. There are

differences in other areas--we haven’t reached agreement--but I believe that the other differences can
be resolved quickly if we could resolye what I believe to be the issue of tax fairness.

NEWS TRANSCRIPTS, INC. - (202) 682-9050
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With respect to the separate package, I commend Senator Dole. He’s trying to break the
logijam, come up with some proposal. Unfortunately, the administration expressed its adamant
opposition to it at the outset. We’d be prepared to consider it, to work to see precisely what he has in
mind, and o come up with some way to get this thing done.

I agree with Senator Dole. If this were a negotiation just among the members of Congress--that
is, the congressional leadership--we would have had an agreement a couple of weeks ago. The problem
is the administration’s position and its dominant role in the discussions and its insistence upon its way.

MS. STAHL: And the House Republicans?

SENATOR MITCHELL: I dont thmk all of them, but many of them--that’s correct. I thmk
Senator Dole’s analysis in that regard is correct.

But we've been prepared to compromise. We have compromised. We’re acting in good faith,
but we simply can’t accept the proposal that says you're going to cut the tax burden for those making
over $200,000 and reduce (sic) it for everyone else. That’s just not fair,

In fact, he talks about getting the votes of House Republicans. We couldn’t get Democrats in
the House or Senate to vote for such a package--and we shouldn’t even try.

MS. STAHL: Senator Dole?

SENATOR DOLE: I think he’s correct; and we’re looking at ways to achieve what he suggests,
the majority leader suggests. And as to how we can increase taxes on upper income in a way that will
in effect maybe pierce this so-called bubble but maybe not go clear to 33 percent.

MS. STAHL: Okay. You're meeting again today at 6 o’clock. Do you have a new plan, Senator
Dole, to put on the table which would increase taxes on the wealthy?

o SENATOR DOLE: No. Senator Mitchell, I think, has been working, you know, on an idea that
he has prepared, I think--I don’t want to get him in a spot--to lay down on--

MS. STAHL: Well, let’s get him in a spot.

SENATOR DOLE: --lay down on Friday. But I think Mr, Darman, the OMB director, suggested
we don’t do that. My view is somebody needs to put something on the table. We need to resolve this;
we need to finish it. We’re going--we’re losing votes every day, in my v1ew in the House and the
Senate by not getting it.done.

MS. STAHL: Al right. What’s the plan? Let’s put it on the table, Senator Mitchell.

SENATOR MITCHELL: Well, what we have proposed to do is that we meet with the
Democratic negotiating group, including the chairman of the Tax Writing Committee, Senator Bentsen -
and Congressman. Rostenkowski, who really will be central participants in this--who are central
participants; and that we develop a proposal to come forward to try to break the deadlock.

Unfortunately, the White House said no, no, no, don’t do that--we don’t want you to do that yet.

NEWS TRANSCRIPTS, INC. - (202) 682-9050
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I just share the impatience whiéh Senator Dole has expressed and which the American people

have expressed. And that is we’ve got to get this done, and we want to bring it to a conclusion.

MS. STAHL: What would you propose, if you were to propose?

SENATOR MITCHELL: Well, I don’t think we should be doing the negotiations over the air.

And also I want to emphasize, any proposal has to have the approval of our negotiating group and

specifically Senator Bentsen and Congressman Rostenkowski.
Now, what we proposed was to get our group together, see if we couldn’t come up with
something--and we’ll obviously ultimately have to do that. We’ve got to break this impasse; we’ve got

' to get an agreement and get it passed.

MS. STAHL: October 1st is the deadline for this devastating sequestér Do either of you really

- think that any government official would deliberately instigate those cuts that would shut the

government down? Law enforcement would be hurt; air traffic controllers would be fired,
Do you really think that it’s a bluff on the president’s part, or will he conceivably go through
with this?

SENATOR DOLE: Well, my own view is, after a week or two of sequester, the White House
and the Congress would be looking for some way out. You know, that may sound like a great idea up
front. But we’re talking about a deep, deep sequester--not just a 5 or 10 percent--32.5 percent. And
that’s not going to wash, in my view.

SENATOR MITCHELL: The best way to prevent a sequester is to get a meaningful budget
agreement that’s fair and responsible, and get it passed before the sequester takes place.

MS. STAHL: How much politics is involved here? For instance--and this is only one little
chunk of the politics--you know, the president not wanting to back down just for his own image? Or,
as has been charged, Senator Mitchell, the Democrats wanting to wait until after the election because
in this situation you're not going to be pounded for being big taxers because nothing is resolved yet?

How much is politics a factor, Senator Dole?

SENATOR DOLE: Well, I think early on, there was some politics. I think at this stage, it’s

- sort of non-partisan, bipartisan. I mean, let’s face it, President Bush took a big risk when he broke

his pledge on taxes; and he walked that extra mile. And I think now we’re trying to all get together.
So politics, in my view--if we get a good package, it will help both parties. If we don’t get a package,
it’s going to hurt both parties--and it’s going to hurt the president, too.

MS. STAHL: Senator Mitchell, what about the problem of it hurting all mcumbents--not party,
but anybody in power gets hurt by this?

SENATOR MITCHELL: We have committed ourselves to getting an agreement and to having
it approved with a majority of support in both parties in both Houses. And I commit myself 100
percent that effort, if we can reach a fair and responsible agreement. And we’re just there; we’re right
on the edge. That’s what’s so frustrating about this. We’ve gone a long way, and, but for this one
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issue, we're prepared for an agreement.
And we’ll pass it. We'll work hard. It’s going to be difficult. But I believe we can pass it.

MS. STAHL: -Is it this one issue, Senator Dole? Is it capital gains? Is that it?

" SENATOR DOLE: Well, that’s the hurdle right now. I mean, it seems to me that once we
jump that hurdle--hopefully that’s going to be tonight or tomorrow some time, then we can- -you know,
there are still other differences, whether it’s on entitlements or the make-up of taxes or how much you
cut agriculture, things of that kind.

' But, yes, right now, the big hurdle is capital gains. And we’ve got to deal with it carefully, as
I've been told by the White House experts--and they are experts. They tell me that, you know, that
they’ve got to bring everybody along in this game, and we shouldn’t be in too much of a rush. Well,
I don’t know what else they’ve got to do this year, but I've got a long of tlungs I'd like to do.

MS. STAHL: Let me ask you both very quickly about the wisdom of cutting the deficit and
raising taxes as we are obviously heading into a recession. Is there any thinking going on that maybe
all of this is unhealthy for the economy--the whole thing, Senator Mitchell?

SENATOR MITCHELL: Well, the most effective thing we could do for the American economy
is to reduce interest rates. I believe that, in the long run, the American economy needs meaningful
deficit reduction as a way to bring about a gradual long-term reduction in interest rates. It may have
an adverse short-term effect; but I believe that, on balance, what we’re trymg to do is the right thing,
and we must go forward with it. '

The future of our economy requires meaningful action and lower mterest rates. If we do that,
I think we’ll see economic expansion of the type we all want.

MS. STAHL: Do you think raising taxes--the ones that have been talked about--is the way to
go in a recession?’

SENATOR DOLE: Right, but we’ve got to be careful. I think both parties agree not to raise
taxes any more than is necessary to have to do. We don’t want to get up to $210 or $220 billion in tax
increases. Short term, it’s not probably going to be a big plus. But long term, it will be a plus, if it’s
good--you know, no smoke, no mirrors--good debt-reduction cuts and entitlements and other things.
Then it’s going to be good for the economy.

MS. STAHL: Let me ask you, Senator Dole, one final question. Do you really think in your
' own mind, you as an individual and you as the minority leader, that capital gains tax breaks are a
good thing for the economy now?

- SENATOR DOLE: Well, you know, yes, I think it’s a good thing for the economy. I don’t
disagree with Senator Mitchell’s--if we're going to give those over $200,000 a break, they ought to pay
for it. But I think it will stimulate jobs, and that’s what Newt Gingrich and others on the House
Republican side are so concerned about. And I agree with Newt--create jobs.

_ I hope it doesn’t--a big, big sell-off and people take their money and invest it somewhere
overseas. That would not be a good result.

NEWS TRANSCRIPTS, INC. - (202) 682-9050
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MS. STAHL' But isn’t that very possible"'

SENATOR DOLE: Well, that’s what one very respected person who’s written today in The
Washington Post, Jodie Allen.

MS. STAHI: Well, isn’t that a--doesn’t that weigh in here?
SENATOR DOLE: That’s a considefed--
_ MS. STAHL: People can take--they know a capital gains tax break is out there. They sell off
their assets. They take the money they’ve gained from it, and go and invest in West Germany or

Japan or somewhere else.

SENATOR DOLE: Well that’s a possibility. I guess 16- percent i increase in just the past few
months--maybe Senator Mitchell will have a comment on that.

' MS. STAHL: Well, does that come into your deliberations?
SENATOR DOLE: Yes,'I think so. I think we try to consider everything. But let’s keep in
mind this is also a political issue, very important to the president. It’s a promise he’s made. He
doesn’t ask for much from the Congress, and he’d like to have this, and I think we can work it out.

MS. STAHL: Okay. Let me thank both of you, Senator Dole, Senator Mitchell, thank you.
We'll talk more about the economy when we come back.

WOMAN IN THE STREET: Everything is much more expensive.

MAN IN THE STREET: The cost of living is just sky-rocketing.

WOMAN IN THE STREET: Everything is going up, up, up, very, very fast.

(Announcements)

MS. STAHL: Joining us now, economist Lester Thurow, dean of the Alfred P. Sloane School
of Management at MIT. Professor Thurow, let’s first talk about the recession. I won’t ask you if we're
in one, because that’s such a technical phrase. But how deep, how longlasting, is the problem we’re
having likely to-be, in your opinion?

MR. THUROW: Well, I think we're going to go through a period of about a year when the

* American growth rate is very low. Now, housing prices are falling and unemployment is rising, and -

that makes it seem like a recession, even though probably in:the end economists will techmcally say
it wasn’t a recession. .

MS. STAHL: Well, let me stop you right there. What does it matter about it being declared

NEWS TRANSCRIPTS, INC. - (202) 682-9050



31-40-20 Option

(1) Repeal bubble phase-outs and impose an explicit 3rd rate of
31% at levels where the bubble currently begins.

(2) Provide a 40% exclusion for individual assets (other than
collectibles) acquired after 9/30/90 and a 20% exclusion for
assets acquired before 10/1/90 (1 year holding period, full
recapture & AMT).

Because we have limited data on how the JCT would score a
prospectlve proposal, we are not confident that we can predict the
JCT scoring of this option. However, our best guess based on Table
90-3 113 (15 Sept. 90) and the March 27, 1990 JCT pamphlet is that
the JCT will score the option as approx1mately revenue neutral.

JCT distribution, as with all capital gains proposals, will show
larger losses. However, a distribution of change in taxes paid by
income classes should show an increase in taxes paid by the highest
income class.




31%/40%/23% AMT

(1) Repeal bubble phase-out and impose an explicit 31% third rate
at levels where the bubble currently begins.

(2) Provide a 40% (18.6% rate) exclusion for individual assets
(other than collectibles) (1 year holding period, full
recapture and AMT).

(3) Increase AMT rate from 21% to 23%.

Based on Table 90-3 113 (15 Sept. 90), the JCT should score this
option as raising money in the first year and should score it as
approximately revenue neutral to a slight loss over the period.

JCT distribution, as with all capital gains proposals, will show
much larger losses. However, a distribution of change in taxes
paid by income classes should show an increase in taxes paid by the
highest income class.



10% Surtax/45

(1) Retain current rate structure through the end of the bubble.
At the end of the current bubble, impose a temporary income
tax surcharge of 10%.

(2) Provide a 45% exclusion for individual assets (other than
collectibles) (1 year holding period, full recapture and AMT).

For the last Democratic offer, the JCT estimated that a 20% surtax
on most income above the bubble raised $44 billion over 5 years.
A 10% surtax on all income above the bubble should raise at least
$23 billion. Given that a 45% exclusion would lose $21 billion
against current rates and would lose less against current rates
plus the surtax, we believe that the JCT may score this proposal as
raising several billions. For further confirmation, compare E2 on
Table 90-3 113 (15 Sept. 90) which shows a 45% exclusion and 33%
rate (which is roughly equivalent to a 20% surcharge) to raise $29
billion over the period.

JCT distribution, as with all capital gains proposals, will show
losses. However, a distribution of changes in taxes paid by income
classes should show a significant increase in taxes paid by the
highest income class.



10% Surtax/45/22-1/2

(1) Retain current rate structure through the end of the bubble.
At the end of the current bubble, impose a temporary income
tax surcharge of 10%.

(2) Provide a 45% exclusion for individual assets (other than
collectibles) acquired after 9/30/90 and 22-1/2% for those
acquired prior to 10/1/90 (1 year holding period, full
recapture and AMT).

For the last Democratic offer, the JCT estimated that a 20% surtax
on most income above the bubble raised $44 billion over 5 years.
A 10% surtax on all income above the bubble should raise at least
$23 billion. Given that a 45% exclusion would lose $21 billion
against current rates and that item (2) of this proposal should
lose considerably less against current rates on JCT scoring, we
believe that the JCT may score this proposal as raising in excess
of $10 billion. For further confirmation, compare Proposal E2 on
Table 90-3 113 (15 Sept. 90) which shows a 45% exclusion and a 33%
rate (which is roughly equivalent to a 20% surcharge) to raise $29
billion over the period.

JCT distribution, as with all capital gains proposal, will show
losses. However, a distribution of changes in taxes paid by income
classes should show a significant increase in taxes paid by the
highest income class.



Growth, Job-Creation Incentive for Individuals =~

Purpose:

To encourage investment in new ventures, which are a primary
source of new employment. The proposal would make shares in new
ventures more attractive. It would lower the cost of capital and
encourage venture capital and other small business equity
investments.

A. Individual taxpayers would be permitted to deduct 25
percent of the purchase price of "quallfled small business stock."

Thus, for example, if qualified stock is purchased for $100,000, an’

income tax deduction would be allowed for $25,000.

The amount of such deductions per year would be limited to
$50 000. The taxpayer's basis in the stock would be the purchase
price reduced by the amount allowed to be deducted.

Qualified small business stock would be defined as stock:

(1)‘ first acquired by the taxpayer (directly or through an
underwriter) ;

(2) not issued in redemption of (or otherwise exchanged for)
stock or any other equity interest that was issued prior
to the effective date; and

(3) issued by a corporation with paid up capital of $50
million or less immediately after the issuance.

To qualify, the corporation must have been engaged in active
trade or business for at least 5 years prior to issuance (or, if
shorter, its period of existence), and must be engaged in an active
trade or business immediately after the issuance. Substantially
all the assets of the corporation must be utilized in active trades
or businesses. For purposes of this provision, a corporation
engaged in providing personal services, the holding or management
of real estate or passive investment activities will not be
considered an active trade or business. Appropriate attribution
rules would be adopted to prevent abuse.

The proposal is limited to common stock. Common stock issued

in exchange for debt or as a result of retiring debt would be

eligible.

There would be a recapture as income in a decedent's final

- income tax return of amounts deducted within 2 years prior to death

to prevent deathbed purchases of qualified stock, coupled with a

-step-up in basis to fair market value at death.

'B. Increase R&D credit (including university basic research
credit) from 20% to 25%. :

o gl (o1}



2

|
‘ offset: Reduce deduction for business meals and entertainment from
80% to 50%.

JCT estimate: +2.0 in 1991/+17.0 in 1991-95.

It is expected that the JCT will distribute the revenue loss
from proposal A primarily to high income taxpayers. Under JCT
distribution conventions, proposal B (which reduces corporate tax)
will not be distributed to individuals. The bulk of the offset
will also not be distributed for the same reason.
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Growth, Job-Creation Incentive orés 1 Corporations

Purpose:

To encourage investment in new ventures, which are a primary
source of new employment. The proposal would make shares in new
ventures more attractive. It would lower the cost of capital and
encourage venture capital and other small business equity
investments. _

A. Qualified small business corporations would be allowed an
income tax credit equal to 7% of the offering price for issues of
qualified small business stock. Appropriate attribution rules
would be adopted to prevent abuse.

Qualified small business stock would be defined as stock:

(1) not issued in redemption of (or otherwise exchanged for)
stock or any other equity interest that was issued prior
to the effective date; and

(2) issued by a corporation with paid up capital of $50
million or less immediately after the issuance.

To qualify, the corporation must have been engaged in active
trade or business for at least 5 years prior to issuance (or, if
shorter, its period of existence), and must be engaged in an active
trade or business immediately after the issuance. Substantially
all the assets of the corporation must be utilized in active trades
or businesses. For purposes of this provision, a corporation
engaged in providing personal services, the holding or management
of real estate or passive investment activities will not be
considered an active trade or business.

The proposal is limited to common stock. Common stock issued
in exchange for debt or as a result of retiring debt would be
eligible. The credit would be recaptured upon future redemption of
existing stock, payment of extraordinary dividends, or other
equity-reducing transactions.

B. Increase R&D credit (including university basic research
credit) from 20% to 25%.

Distributional Effect: Under standard JCT distribution
conventions,” these proposals would not be distributed to
individuals.
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. LOW INCOME RELIEF IN DEMOCRATIC OFFER OF SEPTEMBER 17

Provisions

The Democratic offer of September 17 included two provisions meant
to provide tax relief for low income families: an increase in the
standard deduction of $150 on joint returns and $100 on single
returns, and a doubling of the earned income tax credit (EITC).
Neither of these provisions, in spite of their cost, is well
targeted to the lowest income families.

Increase in Standard Deduction

-- Many of the lowest income families have incomes too low to
benefit from the proposed increase in the standard deduction.

—— A low income single taxpayer receiving the maximum benefit from
the proposal would receive a tax reduction of only S$15.

-- Virtually none of the tax reduction f£rom the proposal would go to
families with incomes under $10,000, while nearly 45 percent of the
tax reduction would go to families with incomes of over $50,000 (see

attached chart).

Doubling of EITC

-- Many low income households would receive no benefit from a
doubling of the EITC. Among those that would not benefit:

‘Working poor with no children;

The elderly whose main source of income is Social Security or
Supplemental Security Income; :

Families whose only source of income is from welfare.

-— The EITC currently does not adjust»£0r family size, so the
proposal would provide disproportionate benefits to some recipients.

A single ‘mother with one child working full time and receiving
the minimum wage would receive the same credit ($1,992) as would
a mother of‘“three children working beside her.

-— Although a prpperlyfsgﬁugpured increase in the EITC may be

desirable, the large, untargeted increase in this proposal would
have undesirable consquénces:

The proposal is not well targeted, providing over $1 billion in
annual tax relief toifamilies with economic incomes over $30,000
(see attached chart).



. The large revenue loss from the proposal would require
offsetting tax increases which could burden ‘the same low income
families the proposal is meant to help.

For recipients in the phaseout range of the EITC, this proposal
would increase marginal tax rate by 10 percentage points,
discouraging work effort. :

-

—— A sounder approach to expansion of the EITC was taken in the
Administration’s offer of September 7. ‘

A young child credit of up to $1,000 for each child under four
would be added to the EITC.

In addition, the child and dependent care credit would be made
refundable. ‘

The lower revenue cost of this proposal would make it fiscally
possible to adopt an additional, more targeted relief
provision for the lowest income families (who typically would
not benefit from an expansion of the EITC).

‘ Attachments



INCREASE STANDARD DEDUCTION ($150/$100)

(From Democratic offer of 9/17)
Annual Change in Tax Liability
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DOUBLE EARNED INCOME TAX CREDIT (EITC) .

(From Democratic offer of 9/17)
 Annual Change In Tax Liability
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YOUNG CHILD EITC & REFUNDABLE CHILD CARE

CREDIT* (From Administration’s offer of 9/7)
.’ Annual Change In Tax Liabllity
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Attached is a table of revenua estimates for saveral proposals
which burst the bubble.

Under current law no one pays an average tax rate of over 28%
on the value of their taxable income plus personal exemptions
(although a taxpayer may pay an average rate over 28% on taxable
income). Although some taxpayers face a marginal tax rate of 33%
this simply represents a phasing out of the benefits of the 15%
bracket and personal exemptions.

If the top marginal rate is permanently extended at a rate
higher than 28% some taxpayers will pay an average rate higher than
28%. The attached proposals impose a cap to prevent any taxpayer
from paying tax at an average rate higher than 28%. Proposals A
and B apply the maximum 28% rate based to adjusted gross income
(Adjusted groes income is taxable income plus personal exemptions
plus itemized or standard deductions). Under this proposal some
taxpayers will pay a higher tax than under current law. These will

‘be taxpayers in the highest income brackets who have a lot of

itaemized deductions. Proposals C and D apply the maximum rate to
taxable income. Under this proposal all taxpayers will receivae a
tax decrease. Proposals E and F apply the maximum rate to taxable
income plus personal exemptions. Under this option, no one will
pay tax higher than under current law and many will have a tax
decrease. Proposal G is a straight 28% bubble burst.

Also presented in the table are the distributional effects of
the various proposals. The tax effect is divided according to
"Family Economic Income" (FEI). All members of a taxpayers family
are aggregated together and classified according to their total
family income from taxable and non-taxable sources. FEI is the
standard Treasury income classifier.
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JCT -.1 -.1 * *
OTA -1 =-.1 * *
k.
(section 29).
JCT * * * *
OTA * * * *
1. Oorphan drug testing credit.
JCT * * * *
OTA & * * *
TOTALS: JCT -2.2 =3.2 -4.1
OTA -1.8 -3.4 -4.1

Extend FUTA surtax.

23

Small-issue manufacturing bonds.

JCT * -1 -1 -2
OTA * -1 -1 -.2

R&E allocation rules.

JCT -5 -7 -.8 -.8
OTA -4 -7 -.8 -.8

R&E tax credit.

JCT -9 =-1.2 -1.3 -1.4
OTA -.5 =1.0 -1.1 -1.3

Low-income housing credit.

JCT -.2 -c4 _07 -1.1
OTA -1 =-.4 -.7 -1.0

Targeted jobs tax credit.

JCT -.1 _02 -03 -04
OTA -cl -2 -.3 -03

Business energy credits.

-.3
—.2

-04
-¢4

%*
*

-3.7
-3.6

-1.4
-1 r3

-.2
-.2

Placed-in-service date for nonconventional fuels

JCT .7 1
OTA .8 1

Effective 1/1/91.

-.1

o7 == -20.3
-9 - -1909
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Saddam Hussein invades Kuwait. President Bush responds
forcefully. America stands united behind Bush. Only a few
criticize the President. One of them is Bill Sarpaliﬁgf

|
Sarpalius said --quote-- "I wonder sometlmes if some of

(the military deployment to Saudi Arab:i.a) is" Polltlcal "o

So Sarpalius thinks George“Bush risks 200 000 Amerlcan llves

’

for political gain. Almost every world leader cr1t1c1zes
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THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

WASHINGTON
September 28, 1990

MEMORANDUM FOR GOV. JOHN H. SUNUNU

FROM: MICHAEL J. BOSKIN “#7/3
RE: Possible tax rule changes to spur investment and
growth

I. Increase the expensing limit in the corporate tax from the
current $10,000 to $100,000 or more (perhaps up to one million
depending on revenue and other features.)

Pro

This would reduce the cost of capital since expensing,
immediate first year write-off of investment, increases the present
value of depreciation deductions. It would cost very little over
the 5-year budget horizon. for years 1, 2 and 3 and only a modest
amount in years 4 and 5, (although it would lose revenue thereafter
when we would hope to have the budget under control.) For example,
in the first year, expensing a mainframe computer, rather than
depreciating it over five years, would have no impact on the five
year revenue estimate, it would just accelerate the tax deducations
during the 5-year period.

2. Such an increase would help in the cash flow of small and
medium size businesses in addition to its effect on the cost of
capital. It might particularly benefit investment in the sectors
that are lagging such as computers and autos. It would simplify
the corporate tax system for the small and medium sized businesses
that would not have to keep track of elaborate depreciation
systems. It would equalize tax rates on all types of investments
covered (an alleged philosophical cornerstone of tax reform.)

Con

Revenue Loss--Expensing accelerates tax deductions in all
years and thus raises the present value of tax loss due to
depreciation deductions '

I do not know how the tax writing committee will react to

"expensing. They will probably prefer it to an ITC, but may balk

on other grounds. They may balk because "it is sweetening capital

cost recovery". It is my own personal opinion--although not one

shared by Treasury-- that for many industries current tax
depreciation substantially understates true economic. depreciation
because it does not account for technological obsolesence. Good
examples include electronics and biotechnology.



Would ultimately have to be accompanied by some limitation on
interest deductions to make sure that effective tax rates could not
become negative.

II. 25 percent deduction for investment and new start-up ventures

under the individual income tax. This is the proposal you
mentioned.
Pro

This in principle could encourage investment in new ventures
and would have the effect of reducing the capital gains tax rate
from 28 percent to 21 percent for those who sold existing assets
to invest in such ventures.

Con

It would be very difficult to prevent funds from flowing into
a lot of non-productive new ventures which were organized solely
to take advantage of this new provision (e.g. a 1lot of
professionals would incorporate or change corporate structure to
classify as new venture).

III. 25 percent (or some percentage depending on revenue loss),
dividend exclusion to individuals.

Pro

Reduces double taxation of dividends, tax bias against equity,
and cost of capital.

s

/¢?§/X

Revenue loss //////////\\,///

Iv. Rapid growth firwfpackage: Extend the current loss carry
forward period fromiifﬁ years to a much larger number: allow R
& D tax credit to carried forward with interest, repeal or
modify the disallowance of tax s for firms with
more than a 50 percent change in their equity ownership.

(@]
[e]
=]

While these would all involve some revenue loss, it would be
beneficial for very rapidly growing firms whose basic nature
implies losses in the first few years of their existence
(particularly high technology firms because they are R & D
intensive.)

These are meant to supplement the 1list already under
discussion.



THE WHITE HOUSE

WASHINGTON

September 28, 1990

MEMORANDUM FOR GOVERNOR SUNUNU

FROM: LARRY LINDSEY

SUBJECT: Revenue Effects of Indexing

The following is an example of why traditional capital gains modelling would
tend to underestimate the revenue effects of indexing.

Assume an investor owns a number of shares of two stocks, Stock A (an old,
stagnant investment) and Stock B (a fast growth stock).

Purch. Years Infl. Current Indexed Capital Indexed
Price Held Since Price Basis Gain Gain
Purch.
Stock A $100 10 100% $200 $200 $100 S10)
Stock B $100 1 10% $120 $110 $20 $10

The investor needs close to $600 right away. He can sell either 3 shares of
Stock A or 5 shares of Stock B.

Under current law, assuming a 28% marginal rate, taxes would be:

1) Stock A: 3 shares x $100 x .28
2) Stock B: 5 shares x $ 20 x .28

$84.00
$28.00

The investor would choose to sell Stock B. The data base we use for revenue
simulation does not indicate that the investor owns A, only that he sold B.

Therefore, our revenue analysis would show a current law revenue baseline of
$28.

Then, we simulate new law alternatives. Ignoring behavior, the simulation of
a 30 percent exclusion would indicate a revenue loss of $8.40, or 30 percent
of the revenue currently collected.

The simulation for indexing shows a revenue loss of $14 without a behavioral
response. That estimate is based on the sale of 5 shares of B under the new
set of tax rules.



bf course, in both the indexing and exclusion, behavior would lower the
estimated revenue losses, or perhaps lead to revenue gains as the taxpayer is
assumed to sell more shares of stock B with a lower tax penalty.

Our objection to this is that an additional form of taxpayer behavior is
involved when indexing becomes available. Consider the taxpayer's
fundamental decision: how to raise $600 with minimum tax liability.

1) Stock A: 3 shares x $ 0 x .28
2) Stock B: 5 shares x $10 x .28

$ 0.00
$14.00

Now the investor would choose to sell stock A (which we didn't know anything
about on our data tape) rather than stock B. The revenue loss from going to
indexing is not $14, as estimated before, but $28. Total revenue is reduced
to zero.
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1st

2nd

POSSIBLE REVENUE ITEM MODIFICATIONS
LUXURY TAX
Choices:
Delete provision
Choice:

a. Raise boat threshold to $50,000

b. Raise fur threshold from $500 to $5,000

c. Add additional items -~ for example: polo
ponies, art work, silver, antiques, oriental
rugs, etc.

d. Impose tax at border so that American business
does not lose sales abroad -- i.e., when
jewelry, art, etc. purchased abroad is brought
into the U.S., customs collects the 10 percent
tax or reports transaction to IRS.

e. Eliminate from the proposal electronic goods,
perhaps with the exception of electronic
entertainment equipment (big screen
televisions, large stereo systems).

£. Need to clarify whether business use autos,
planes excluded.

INSURANCE

a. Reduce aggregate industry contribution under
DAC

b. Watch annuity share -- proposal should be lower

than 1.75 percent of premiums for annuities,
the $10 billion figure.

ETHANOL
a. If there are either extenders or any energy
incentive package, include extension to 2,000

RAITLROAD RETIREMENT PENSION FUND TAX INCREASE

a. Railroads will be hit by a number of proposals
-- estimates on this item have fallen --
. request to eliminate proposal from list.

DETERMINE IF DEMOCRATIC OFFER STILL CONTAINS

o] Increase in tax on asset revision from defined
benefit plans -- the Administration has serious
problems with Metzenbaum proposal - if
included. '




THE WHITE HOUSE

WASHINGTON

September 28, 1990

MEMORANDUM FOR GOVERNOR SUNUNU
FROM: LAWRENCE B. LINDSEY

SUBJECT: Insurance Company Taxation

It is my understanding that the proposals now under
consideration will adjust Acquisition Costs to reflect the
financial accounting principles of insurance companies, it will
not make offsetting changes in the tax accounting of reserves.

Example:

o Three year policy.

o $100 premium each year.

o $120 acquisition expenses

o $150 benefit at end of year 3.

Under G.A.F.A.P.

Year 1 2 3
Premium 100 100 100
Acquisition 40 40 40
Reserves 50 50 50
Profit 10 10 10
Under Current Tax Law

Year 1 2 3
Premium 100 100 100
Acquisition 120

Reserves 75 75
Profit -20 25 25
Under Proposed Tax Change

Year 1 2 3
Premium 100 100 100
Acquisition 40 40 40
Reserves 75 75
Profit 60 -15 -15



-2-

Note that a good case can be made that insurance companies
are undertaxed under current law. However, the proposed change
will lead to overtaxation.

I stress that I am not privy to the details of the
legislative proposal and am quite willing to stand corrected.
However, my sources tell me that it would be unlikely that an
additional $2 billion per year could be raised if appropriate
changes were made to both acquisition expenses and to reserves.

cc: Roger B. Porter
Michael J. Boskin
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\A Budget Reform to Stop Congress from Breaking the Law

REPRESENTATIVE CHRISTOPHER COX

Wlth the October 1 commencement of another fiscal
year, the prospects for sane congressional management
of our federal budget are gloomier than ever. Already,
fiscal 1991 appropriations are far higher than last year's;
and the crisis in the Persian Gulf—which has increased
current military spending and renewed congressional
willingness to spend on the national defense—has only
added to the seemingly hopeless mismatch of revenues
and expenses. Worse, even were the budget summit
between Congress and the president to vield some grand
solution to bring this year's numbers closer into balance,
we would stll have to deal with next vear’s, and the
year's after. And the dismal truth is that history is not
on our side.

Yet, the federal government’s financial problems are
not nearly so intractable as they first appear. The chronic
failure to balance the budget is simply the inevitable
result of a pooriv designed congressional budget process,
which not only permits but encourages violation of the
very laws designed to force rational choices among com-
peting priorities. The current process guarantees waste-
ful spending and financial chaos.

Outlaw Jim Wright

Not least among the reasons that the system is subject
to ma.mpulauon and abuse is that very few people un-
derstand how it works. Even within the Congress itself,
terms like “current services baseline,” “section 302(b)
allocation,” and “undistributed offsetting receipts” often
produce blank stares. The budget committees, whose
members at least have the incentive and opportunity to
understand the process, are powerless to enforce its
requirements on the appropriations committees (which
often spend in seeming disregard of budget guidelines),
on the Congress as a whole, or even on themselves. The

Congressional Budget and Impoundment Control Act -

of 1974, which sets out the current process, is routinely
ignored; and there is no remedy at hand to enforce it.
As in the Old West, the man with a gun can make his
own law, and the current congressional leadership is
doing just that.

On my very first day in Congress, then-Speaker of the

" House Jim Wright announced from the chair that he
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intended to break the law. This may shock most
Americans, but in fact it is routine business in
Washington. Speaker Wright pledged in January 1989
that the House would complete work on the required 13
appropriations bills by the August recess. The law re-
quires final action on these biils by June 30.

Imagine the consequences if vou were to ignore the
April 15 deadline for filing your income tax return. Yet
when it comes to more than $S1 trillion in annual spend-
ing, that is preciselv what Congress is now doing—and
has been doing routinely throughout each of the 16 vears
since the passage of the 1974 Act. This violation of the
law mav have reached its apogee with the utter mis-
management of the fiscal 1990 budget, during the course
of which the Congress violated every legal deadline; and
the current year’s process seems destined to continue
that infamous record.

In place of the process mandated by law, the congres-
sional leadership has built a totally extra-legal system
whose complexity and incomprehensibility shield it from

" effective public scrutiny. Virtually no member of Con-

gress-—let alone the pubhc—even reads the huge spend-
ing bills the Congress adopts. As if in an annual ritual,
the president routinely faces a take-it-or-leave-it decision
on a hastily crafted omnibus continuing resolution or
11th-hour reconciliation bill running into the thousands
of pages and comprising virtually all federal spending
for the entire year. The use of such measures has effec-
tively vitiated the president’s veto authority, since signing
them is the only alternative to closing down the United
States government.

Such a system serves only the interests of those who
seek to guarantee that government spending is literally
uncontroilable, and who assert that the only alternative
to massive and ever-increasing deficits is massive and
ever-increasing taxation. This was not, however, the in-
tention of those who drafted and passed the 1974 Act.
Rather, this law represented an effort to place taxing and

_spending decisions within the context of an overall

budget

REPRESEN’I‘ATIVE CHRISTOPHER COX (R-CA) is co-chairman
of the House Task Force on Budget Process Reform.
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Failure of the 1974 Act

Until 1974, Congress never voted on a budget. Then,
as now, the federal “budget” was simply the sum of the
separately enacted annual appropnauons bills, along
with whatever financial commitments had been placed
into law in prior years. To rectify this, the 1974 Act
established the House and Senate Budget Committees,
and provided for an annual budget to be adopted bv
Congress. The act required the passage of a non-binding
first concurrent resolution on the budget early in the
budgeting year, and a binding second concurrentresolu-
tion toward the end of that year. Additionally, it was
intended that the second resolution would be enforced
through reconciliation instructions that would requirc
the various congressional committees to report to the
floor whatever legislation was necessary to achieve the
established targets. (In practce, Congress simply came
to ignore the requirement that it pass a second budget
resolution, and the requirement of two resolutions was
done awayv with altogether in the first Gramm-Rudman-
Hollings law, enacted in 1985.) Finally, the act set up a
legally binding umetable to ensure the tmely adoptuon
of individual spending bills.

Certainly, prowdmg for a floor vote on overall budget
targets, mandating the timely adoption of spending bills,
and enforcing overall budget limits through reconcilia-
tion represented positive steps. It is thus not for lack of
a workable concept, but rather of effective enforcement
mechanisms, that the 1974 Act has failed to bring order
and coherence to the budgeting process and failed to
bring discipline to congressional decisions to spend
money.

Premises of the Cox Plan

To repair the broken-down congressional budget
process, we must design a system with teeth in it to make
sure that Congress doesn’t again abandon it for some
less-restricive expedient. Beginning as a member of
President Reagan's Working Group on Budget Process
Reform, and now as co-chairman of the House Task
Force on Budget Process Reform, I have developed a
comprehensive proposal to rewrite the 1974 Act that
would do just that. This new plan is based on the
premises that an etfective budget process must:

¢ encourage early consultation and cooperation be-
tween Congress and the president;

* produce decisions on overall budget levels eariv in
the budgeung vear:

* be evenhanded with respect to the president and
Congress, not giving either an advantage 1n dealing with
the other or in establishing spending prionties:

* tie each individual spending decision to an overalil,
binding budget total;

* require explicit decisions on spending levels for all
federal programs, not just those arbitrariivdeemed “con-
trollable”;

* prevent actuai or threatened annual shut-downs of
the federal governmeng;

* be as simple as possible in concept and means of
implementation, so that the process is ciear and under-
standable to Congress and the public;

* not raise difficult questions of constitutionality;
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* contain a bias in favor of spending restraint that
could be overcome only if both the president and Con-
gress wish to do so; and

* protect individual members of Congress against the
political fallout from tough spending decisions by plac-
ing the burden to cut spending on the process rather than
on specific legislators.

To accomplish these objectives, the 1974 Act should
be amended to establish three related reforms. Congress
should be required to enact a simplified budget, in the
form of a legally binding joint resolution (as opposed to
the present non-binding concurrent resolution), before
any spending legislation can be considered. As a joint
and not a concurrent resolution, the budget would be

Imagine the consequences if
you were to ignore the
deadline for filing your
income tax return. Yet

Congress has ignored its
deadlines for 16 years.

presented to the president for his signature or veto, and
would thus be more likely to retlect a decision on overall
government spending that combines the priorites of
both the president and Congress.

Second, the budget process should contain enforce-
ment mechanisms that will keep Congress within its
budget ceilings for all spending except Social Security
and the interest on the debt. Also needed is a sustaining
mechanism that would be triggered in the event Con-
gress and the president fail to act. so that the federal
government will not be shut down because of political
deadlock.

These are the basic elements ot the Budget Process
Reform Act, which, together with other members of the
House Task Force on Budget Process Reform, I will soon
be introducing in Congress.

A One-Page Budget

The Budget Process Reform Act would require that
Congress enact a legally binding budget (in the form of
a joint resolution) by May 15 ot each year. Until the
budget is signed into law, no authorization or appropria-
tons bill could come to a vote in either house. The
budget would set ceilings on all federal spending (except
Social Security and interest on the debt) for the coming
fiscal year. It would fit on a singie page—setting specified
ceilings on government spending within the 19 summary
categories currently used in the budget. Because the
budget would contain only 19 numbers, it is far more
likely that the Congress and the president could agree
at this high level of abstraction on how much the federal
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s government should spend in the ensuing fiscal year.
Numerous government programs and activities would be
aggregated within each category, so that wrangling over
the more detailed breakdown presently required in the
president’s budget submission could be avoided. (The
president’s budget in its present form would continue
‘to be provided, but only after passage of the budget law.
Just as now, the Congress would not be bound by its
specifics.)

The budget enacted by Congress would also set ceil-
ings for spending on entitlement programs. If the budget
set a ceiling below the projected program outlays for the
upcoming year, Congress would be required to effect a
reconciliation with the budget ceiling by amending the
organic statute for the entitiement program so as to meet
the new ceiling.

The result would be the establishment of a binding
budget, jointly reached by the Congress and the presi-
dent early in the budgeting year.

The Two-Thirds Requirement

To end the sad spectacle of congressional law-break-
ing, the act contains three enforcement mechanisms to
ensure that its provisions are observed, making it more
likely that federal spending will be contained within the
agreed-upon ceiling.

First, Congress would be permitted to enact spending
legislation in excess of the budget ceilings only by a
supermajority vote—two-thirds of both houses. Such a re-
qduement wouid be constitutional: Article I, section 3,
cl. 2 of the Constitution gives each house of Congress

The binding one-page budget
and its enforcement
mechanisms can protect
members of Congress from
some of the political
-consequences of tough
budget decisions.

the power to determine its own rules. And although
unprecedented in statute, two-thirds majorities have
been required by the rules of the Senate. Senate Rule
22, for example—as amended in 1949—required the
affirmative vote of two-thirds of the entire membership
to end a filibuster.

The requirement of a supermajority for spending
outside of a budget would provide a strong incentive for
both the president and Congress to reach agreement on
the budget, since neither—although perhaps for dif-
ferent reasons—would wish to be in the situation where
all spending requires a supermajority vote. It would also
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provide a powerful tool to hold the Congress to the
budget choices it makes. Thus, for example, if Congress
wished to enact an appropriation that, together with
other appropriations in the particular budget category,
would exceed the budgeted ceiling for that category, this
would subject all appropriations in that category to a
two-thirds vote. Likewise, if Congress and the president
failed to enact a budget, then all authorizing and ap-
propriating legislation would require a supermajority for
passage. The only way to adopt spending proposals. by
simple majority would be to authorize and appropriate
within the ceilings of a duly enacted budget law.

No More Blank Checks

Second, Congress would be required to determine the
desired level of spending for each federal program ex-
cept Social Security and interest on the debt Open-
ended, “blank-check” appropriations—such as those for
entitlement programs, which authorize the spending of
“such sums as may be necessarv>—would be banned.

Under the current system, anv member of Congress
who seeks to cut spending on entitlements must intro-
duce legislation and obtain an affirmative vote to do so.
But anvone who wishes to increase spending on any
program with an open-ended appropriation need only
sit back and watch it go. By requiring the Congress to
decide how much it is willing to spend on a program
during the coming fiscal period. the new act will level
the plaving field for spending cuts and spending in-
creases. At the same time, it should be emphasized,
requiring fixed-dollar appropriations for all federal
programs will not in any wav mandate reductions in
entitlements. Congress would be able to decide to spend
as much as it wants on entitlement programs. It would
simply have to make that decision with every budget.

Entitement programsare not “uncontrollable,” mere-
ly uncontrolled. While the specifics often vary program
by program, virtually all open-ended entitlements re-
quire that payments be made to any person or unit of
government that meets eligibility requirements estab-
lished bv law. All persons who meet the -program’s
eligibility requirements receive benefits to which they
are “entitled”—regardless of the aggregate cost in any
fiscal period.

Agency-Adjusted Benefits

But there is nothing requiring that entitlement
programs have open-ended appropriations. Indeed,
Senator Richard Lugar proved that fixed-doliar ap-
propriations can be-used for enttlement programs with
his amendment to the Food Stamp program. As a result
of the Lugar Amendment, the Food Stamp program
operates from a fixed-dollar annual appropriation, but
nevertheless entitles eligible households to receive cer-
tain levels of benefits. If the Secretary of Agriculture
concludes that projected outlays will exceed the amount
appropriated, he or she is required to recalculate the
allotment to which each household will be entited in
order to keep expenditures within the statutory ceiling,

Following this model, the new actauthorizesthe heads .
of the relevant cabinet departments and agencies to
adjust benefit levels and eligibility requirements when-

Policy Review



+ ever entitlement spending exceeds the dollar amount
actually appropriated by Congress.

President as Enforcer
Third, with respect to any spending in excess of the
budget ceilings, the president would be granted enhanced
rescission authority—that is, authority to rescind the over-
‘budget portion of any spending unless Congress were to
enact legislation expressly disapproving the specific res-

-cission. This authority would be applicable only to the -

over-budget portion of proposed spending; the presi-
dent, in other words, would simply be enforcing
Congress’'s own budget decisions, as enacted into law.
The president would also be granted authority to effect
rescissions of any spending authorized or appropriated
in excess of the previous year's funding levels in the event
no budget were enacted.

To maintain the integrity of congressional control
over the legislative process, the Congressional Budget

Office, not the Office of Managementand Budget, would
be the “scorekeeper” for determining whether particular
authorization and appropriations measures are consis-
tent with the budget ceilings, and consequently whether
the supermajority vote or rescission authority
mechanisms are applicable. A supermajority vote would
be required for any spending legislation that would
exceed the budget ceiling for one of the 19 budget
categories.

To make sure Congress doesn’t “sandbag” the process
by withholding action on critically important programs
that can easily command a two-thirds vote, while filling
up a category piecemeal with less urgent spending
proposals, passage of the first over-budget spending
would subject all spending legislation in that category to
a supermajority vote. And, to permit the CBO to evaluate
individual spending proposals when Congress has failed
to act on an entire category, the supermajority require-
ment would also be triggered in the event that outiays

How Congress Broke the Law with the 1990 Budget
LEGAL DEADLINE ACTION REQUIRED BY LAw RESULT
January 9, 1689 White House budget due. Submitted, as required by law, January 9.
February i3 Congressional Budget Office to submit report CBO violated the law: report not submitted until
1o budget committees. rebruary 23.
April 1 Senate Budget Committee to report Senate violated the law: not reported untl April 19.
concurrent resoludon.
April 15 Congress o clear concurrent resoiution on Congress violated the law: not cieared until May 18.
budget.
May 15 Appropriatons bilis allowed in House. House violated the law: first appropriation bill not
: considered until June 28,
june 10 House Appropriations Commiuee reports last House violated the law: as of June 23, only one
annual appropriation biil. committee markup compiete.
June 15 Congress completes reconciliation iegislaton. Congress violated the law: reconciliation bill not
ciéared untl November 22.
June 30 House completes action on 13 annual House violated the law: only one was passed on time.
appropriations bills. House action was not completed until November 20.
July 15 Committees required by budget resoiution to Congress violated the law: fully half of committee
have submitted instructions for reconciliation. instructions were late.
October 1 Fiscal year begins. Congressional failure to act caused Gramm-Rudman
ax to fall.
October 16 Under Gramm-Rudman, automatic cuts of Late reconciliation bill keeps the meat-ax hacking for
$16 billion in defense, domestic programs more than four months—until February 8, 1990.
take effect.
Sources: Congressional Quarterly, Library of Congress, United States Code
Fall 1990 41



< for a specific program under consideration, when added
to the inflation-adjusted previous year’s outlays for all
other programs within the category, would exceed the
budget ceiling in that category. The president’s rescis-
sion authority would apply to any spending for which a
supermajority vote was required.

These three enforcement mechanisms—the super-
majority vote, fixed-dollar appropriations, and enhanced
rescission authority for the president—ensure that the
‘budget process will no longer be ignored. They do not,
however, weaken the congressional power of the purse.
Once a budget has been enacted, these mechanisms
place procedural barriers in the way of onlv that spending
that would exceed the limits to which Congress and the
president have already committed themselves by law.

Averting a Shutdown

The final element in the Budget Process Reform Act
is the sustaining mechanism—an automatic continuing
resolution. In the event Congress fails by October 1 to
complete action on appropriations for any program or
activity, the previous year’s funding level would automat-
ically be reappropriated for the upcoming fiscal year.
This mechanism has the virtue of avoiding the temporary

Rescission authority would
apply only to the over-budget
portion of proposed
spending: the president would
simply be enforcing
Congress’s own budget
decisions, as enacted into law.

shutdown of the government for lack of funds, while
providing an additional incentive for Congress and the
president to authorize and appropriate through the
budget process. Unlike the Gramm-Rudman sequester,
this continuing resolution would apply to all spending,
except Social Security and interest. A freeze at the prior
year's levels would be a result that both branches will
wish to avoid, since each is likely to feel that there are
some important accounts that should be dealt with dif-
ferently than in the previous year. An added virtue of
this sustaining mechanism is its bias in favor of spending
restraint. If no acton is taken, spending does not in-
crease from year to year.

The sustaining mechanism is not the preferred means
of determining federal spending levels, but rather is a
form of disaster insurance against the contingency that
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the Congress and the president do absolutely nothing.
The government does not shut down, and the Congress
is not tempted to lay at the president’s feet the night
before October 1 2 mountainous appropriations bill that
he cannot read and must sign if he wishes to avoid
shutting down the government.

A Politician’s Dream

The problems of runaway spending and lack of ac-
countability are not new—they’re simply getting worse.
Now, our huge federal borrowing is threatening to in-
crease interest rates and inflation, and to destroy the
overall heaith of the economy. The amount of taxes each
of us will pay next year, the cost of our home loans and
car payments, our career opportunities, the value of our
retirement savings—all are dependent on whether Con-
gress finally tames the budget beast. No longer will it
suffice to consider one or two discrete repairs to the

"process, such as a line-item veto or new Gramm-Rudman-

Hollings targets. While such reforms are needed, only a
comprehensive rewrite of the 1974 Act will go to the
heart of the problem: an undisciplined, out-of-control
budget process.

There is reason to be sanguine about the near-term
prospects for this proposed comprehensive reform of the
budget process. Like Representative Dick Armey’s base-
closing commission and the Gramm-Rudman-Hollings
sequester, the binding one-page budget and its enforce-
ment mechanisms can protect members of Congress
from some of the political consequences of tough budget
decisions. The procedures themseives can take the heat
for anv unpopular spending cuts that might become
necessary in order to meet the budget. First, because the
budget ceilings are adopted early in the process and at
a macroeconomic level, voting for a responsible budget
will be politicaily less difficult than voting against specific .
spending bills. Even more important, the enforcement
and sustaining mechanisms—supermajority vote, rescis-
sion authority, automatic continuing resolution—wiil
permit politicians to say “yes” while the system says “no.”
That is a politician’s dream. So for those in Congress
who are concerned about the deficit, but who are un-
willing to make an unpopular decision, the Budget
Process Reform Act is ideal. The majority party of Con-
gress should also presumably be interested in an act that
would permit them to determine spending priorities with
just a majority vote. ' :

I believe a majority in the Congress couid be per-
suaded to vote for a thoroughgoing reform of the 1974
Act. An encouraging sign was the recent 279-150 vote
in the House of Representatives in favor of a constitu-
tional amendment requiring a supermajority vote for an
unbalanced budget. The time has arrived for this bipar-
tisan coalition of fiscal conservatives to go further and
address the root causes of our budget crisis. If we are
successful in bringing budget process reforms to a vote,
the nation will discover for certain whether the Congress
is serious about its responsibility to the taxpayer, to our
economy, and to future generatons of Americans. =z
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