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COMMITTEE ON FINANCE 
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J~.nua ry· 12, 1 983 

SUBJEtT: E~ison Electric lnstitute talk 

Attached are ~~tertals for your appearance for the 
Edison El~ctric lnstitute at 3:15 this afternoon; 
discussion of the def Jcit problem~ short description of the 
proposed Finance Cororo1ttee package, and talking points on 
specific issues that may be of lnterest to the group~-
IDBs and the energy tax. 

The group, as you know. is also interested in keeping 
in place (or expanding on) the dividend reinvestment rules 
adopted in ERTA. They will not be surprised if you continue 
to regard that as a possible target of any deficit reduction 

Another item of interest, on a narrower topic, is 
a bill introduced by Sam Gibbons, H.R. 2820~ which allows 
current d~ductibility of ~dditibns to i reserve established 
to cover the costs of decommissioning nucler power plants. 
The rationale for the bill is that regulatory commissions 
permit, or in some cases require, such reserves, and allowing 
a c~rrent deduction could facilitate lower utility rates by 
allo~ing the reserves t~ . be accumulated out of pre-tax dollars. 

We do not have a revenue estimate on the bill; it h~s 
a majority of Ways and Means as cosponsors, but comparable 
legislation has not been introduced in the Senate. 

Attachments 

' . 
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REMARKS OF SENATOR DOLE 

EDISON ELECTRIC 

Thursday, January 12, l,-9_84--U. S. Chamber of Commerce 

-. ~· ~': ···.:.. What is the Federal deficit likely t.o ·be? _ 

o The est~mates of future Federal deficit~ are . quite.sensiti~e 
-to one's econo~ic · assumptions. · Yet even under the most 
optimistic of economic assumptions, .t.he deficit will. remain 
at ·historically high $200 billion levels over the · foreseable 
future, unless drastic action is taken. 

o Assuming an extremely strong , recovery (4\ real growth of GNP) 
is sustained over ~he next ~ears and all of the 
Administration's ~roposal .spending cuts are made; the 
deficits are still projected. to be: 

FY 1985 .. FY 1986 FY 1987 FY 1988 

$185 ·billion . $195 billion $199 billion · . Si79 billion 
. - ... . ---

: , ... : . 

· o If economic growth · is not so strong (3\ real GNP growth) and 
interest· rates ·are slightly higher (9\ ·T-bill · rate), and ·. 
Admin-istration's . ~pending cuts are not enac·ted, the pr.ojects 
deficits would be: 

FY· 1985 FY 1986 FY 1987 FY 1988 

. S2"2.6 billion $236.7 billion $27Bbillion $290.l billion 

·' 

o .. . If . we·;have an economic downturn during this period, we may be 
facing· $3.00 plus ·t:>.i.11.ion deficit·s. 

Why ·worry about the deficit--What 
does it mean-to . the average American? 

o If nothing is done to reduce deficit spending over the next . 
five years, the total .Federal debt will nearly double to over 
$10,000 for every man, woman and child in America. 

o _At this level, ·by 1989 it will take one-half of all 
Americans' personal income tax payments just to pay the 
Federal Government's interest bill. 

- ---~~---
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. .. 
By 1989 . the annua~ Federal interest . cost will amount to $2~0 
billion--about $1,100~ °for . every American • .. . - ·- ... . . 

~hat s1:100 per per~o~ . i~i~re~t cost is equal to 40% of each 
person1 s _annual . ex_pendi~ure · for food. 

~ · . . 

vi rt-:i·ai1y . ~i1 ~· econ~mists -:. ~gree that the sustainea ·.· en~rm~~~ - ·- __ 
def ic.i ts : that we a.re facing wi l"l be econom_ically .harmful. · 

Many Americans will · ~ind · home-buying · mor~ diffic~lt with ? 
higher , deficits~ Consider ~a fa~ily . purchasing a . home at _ .. 
today's ¢utrent interest rate, , av~raging - about · l2-l/2%, : with 
a $55 ~ 0CHF11lortgage. · If the · def 1-ci ts push interest rates ·up, -
total~ Interest costs over the 39 year term will be $15,500 
more for each one percentage -point increase. 

All Americans · will · d.i rectly feel the results · of . high deficits 
if they lose · jobs as a -result of. a business s.lowdown 
resulting from a crowding out of private investment, or if-· 
they lose jobs to imported products made more competitive 
bec~use of an abnormally strong dollar or if they end up 
payi~g higher prices bacause inflation is rekindled. 

What do you think the Adminstration will troeose 
in its FY -1985 budget to deal the with de ic1ts? 

o Clearly the Administration will repropose many of the 
domestic .spending · cuts from . its 1984 budget that have not 
been ~~ted ~ upon. _ · 

o. Based on the figures I have seen, the Administration will 
propose ohiy about ·$6 _billion in net domestic cuts for FY 
1985; ·- b~t . that figure is larger in the out ye~rs: 
FY 1-985 · . . . · FY 1986 FY 1987 FY 1988 

.. ·.~· .. . 
$5.6 - billiQn $13.i billion $17.'-' billion $22.1 billion 
. . . ; ·. ~ . ... . 1 . . . .. . . -. ~ ·. . 

o Unfo~tunately, I am afraid th~t the effect on these domestic 
spending cuts will be · undercut by proposed increases .in ·. 

· defense spending~ 
• 

o On the tax ·. s _ide, I . do not think the · Administration has 
decided whether to prop6se some form of contingency tax. 
increase like that included in last year's -budget. 

o Thus, at this point I do not see very much. in the way of 
def ic-f t reduction included in the FY 1985 budgee-·- - -----------1 
Adminstration submission. 
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January 11, 1984 

CONSEQUENCES OF FAILURE TO ACT SOON 
TO LOWER BUDGET DEFICITS 

o If we fail to deal with the deficit now, the problem 
will become worse. Current projections showing deficits 
holding in the range of $200 billion probably are opti-
mistic, as they are based upon assumption of steady 
economic growth through 1989. However, postwar experience 
suggests that the average recovery lasts only three years, 
making a recession in 1985 or 1986 likely. 

o If we postpone action uritil 1985 and we do suffer another 
recession, ·the deficits would theri hit the $300-$400 
billion range. ·At that .point, the economy may be too 
weak to sustain tough deficit-reduction measures, and 
the country could be plunged into an economic nblack 
hole,' from which it would be difficult to escape. 

o Of course, failure to reduce the deficit in 1984 makes 
a recession in 1985 that much more likely, as . in~erest 
rates will be forced up later this year when privat~ 
credit demands clash with Tr·easury borrowing needs. · 

o By postponing action of the deficit, we increase the 
risk of recession and the great costs that go with it. 
The average increase in the unemployment- rate during a 

' postwar recession is about three points, or three million 
jobs. By acting to .reduce the deficit, we can signi-
ficantly lower the risk that three million workers will 
lose their jobs in· 1985 and 1986. 

o The rise· in interest rates will depress auto sales, 
housing starts, and capital goods orders. It is widely 
recognized that sustained economic recovery will be 

·impossible unless these key sectors are healthy. 

o Alternatively, the Fed could offset the deficits' impact 
on interest rates by nmonetizing" the debt, leading to 
a resurgence of inflation in 1985. If we do nothing, 
we will force the Fed to choose between high int~rest 
rates and recession, or inflation. 

---'------o- - Failure to reduce the deficits in 1984 will also depress 
the stock market. A key factor in determining equity 

: . · ·'-' . 

and bond prices is investors~ confidence that Congress 
and the Administration can produce a sound fiscal policy. 
If we send the signal that the deficit problem is secondary 
to politics, we can expect equity and bond prices to fall. 
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o The exploding cost of servicing the federal debt will 

0 

make controlling spending more difficult each year, unless 
the deficits are reduced soon. Each year that we add $200 
billion in new federal debt adds about $15 billion to the 
next year's interest costs. 

The economy is now on a path where more 
resources go just to ·pay off the debt. 
economist Larence Swnmers, •It's a case 
of compounding ·(interest) works against 

and more of its 
According to 
where the miracle 
you.• 

o In 1976 net interest accounted for just 7' of total outlays 
But if we do nothinf, _by 1988 the total federal debt will 
be more than half o total GNP, and the net interest cost 
of . servicing this debt will reach 14\ ·of all.spending. 
Each year that we do nothing, the share of federal spending 
that we can control .gets smaller. . 

o Recent sfuftidies indicate that current and prospective 
budget d~ficits have helped to overvalue the American 
dol·lar by 20-25%.. If the deficits are not reduced, 
the problem of overvaluation will become worse, 
weakening the competitive position of American exports 
+and costing the U.S. jobs in such industries as steel, 
electronics, and agriculture • 

. . · 
- - -- -- --~---.,._,___ __ _ 
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Nov.ember 29, 1983 

BASIC COMPONENTS OF PROPOSED FINANCE COMMITT~E 
DEFICIT REDUCTION PACKAGE 

,. 
.. . 

:: . Overview 

• The ' Finance Committei has aimed for $150 billion in total 
deficit reduction over the next 4 fiscal years, with most of 
the savings coming in fiscal years 1985 through 1987. 

• The pa~kage w~ll have at least one dollar in guaranteed 
spending cuts for each dollar .. of revenue increases. 

• The Fina~ce Committee will ~ndertak~ to enact one-half of the 
spending reductions, and look to the other Senate Committees 
to produce an equivalent amount of savings. 

• Any new revenue increases (other than pure loophole closers) 
will be expr.essly contingent on a certification that spending 
cuts have been ·achieved and .will be triggered off if Congress 
later reneges ·on these spending cuts. 

I. Spending Reduction Proposals Within the Jurisdiction of the 
Senate Finance Committee 

The total package, including prov1s1ons totalling S5.3 
billion in savings incorporated in _the Reconciliation Act of 19q~ 
as reported by the Budget Committee, would result in a savings of 
$38 billion over 4 years. The majority of the proposals would 
have an effective date of January 1, 1985. 

• Rounding of Social.Security COLA. Proposal modifies the COLA 
paid in 1985, 1986 and 1987 by rounding the increase to the 
next lower whole percentage amount. 

FY 1984-87: $5.l billiort 

• Modify timing and rate of increase in Part B Premium. The 
premium would be permitted to increase each year until it 
reached 35\ by 1990. (Modification of 1983 Administration 
proposal) 

FY 1984-87: $2.9 billion 

• Delay In Initial - El~qi-b~lity fe~-ea-i"e-Entitlements. 
Delays el ig ibi 1 i-t-y-f-or both Par-ts--A-..and- ...B - or- Meo icare-:l:C>"t~e 
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first day of the month following the month of the 
individual's 65th-birthday. (1983 Administration proposal) 

FY 1984-87: $1.0 billion 
. . r 

Restructure Medicare Cost .Sharing/Apply Co-Pays to Hospital 
Days and Provide Unlimited Hospital Oats. Modifies cost 
shari~g on hospital :. stays and nursingome stays and provides 
catastrophic protection under Part A of Medicare. 
(Modification of . 1983 Administration proposal) 

fY 1984-87: _$1.6 billion 

• Modification.of Working Aged Provision. Modifies 1982. 
provision which made Medic~re benefits secon_dary . to benefits 
under employer group health plans. (Strongly supported by 
OMB and HHS) 

FY 1984-87: $1.2 billio~ 

• Participati"ng Physician Progra~. Freezes certain physician 
fees for 2 years and creates incentives for .physicians to 
take assignment. °<Modification of 1983 Administration 
proposal) 

• 
FY 1984-87: $2.2 billion 

Limit Increase in . Hospi~al Costs Per Case. Limits increases "Ti-n---..h_o_s_p __ i """t,...a-rl_c_o_s_,t,_s_p_e_r..__c_a_s_e_t,...o-..,..t .... h_e_1 ..... ' n_c_r_e_a-se in the hos pi ta 1 . 
market basket price ind~x. (Modification of ~981 · 
Administration proposal) 

FY 1984-87: $2.9 billion 

• Fee Schedule for Clinical Laboratory Services. Establishes 
fee schedule for payment to all laboratories for services 
provided to Medicare patients. 

FY1984-87: $0.9 billion 

• ~~tend Reduction in Federal Payments. Extends the existing 
reduction in Federal Medicaid payments to States for 2 years. 
(Modification 0£ 1983 Administration proposal) 

FY 1984-87: $1.0 billion 

e Debt Service. The reduced outlays and increased revenues 
would decrease interest on the Federal debt by $13.9 billion 
over FY 1984-87. 

--------- · 

• 
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II. Revenue Provisions 

The total package, including prov1s1ons totaliing $21.1 
billion incorporated in the Omnibus Reconciliation Act of 1983 as 
reported by the Budget Committee, would in~rease revenues by 
$72.8 billion over 4 years.:: . 

A. Contingent Revenue Increases 

The following revenue provisions, totalling $59.8 billion 
over 4 years, would take effect on January 1, 1985 only upon 
verificatjon that the required reductions in Federal outlays 
have, in ~act, b~en achieved: · 

·• Energy Tax. A two and one~half percent tax would be imposed 
on the sale of sources of energy consumed in the United . 

· States. 

The President's 1984 budget included a $5 per barrel excise 
tax on domestic and imported oil. 

FY 1984-87: $2Q.9 billion 

• High Income In.dividual Surchage. A surcharge of two and one-
half percent.would be imposed on income above approximatP.ly 

. $60,000 for joint returns ($42,000 for single returns). 

The President's 1984 budget included a surcharge on 
individuals approximately equivalent to one percent of 
taxable income. 

FY 1984-87: $5.l billion 

• Tax on Corporate Economic Income. A two and one-half pe~~ent 
tax would be imposed on the economic income (over $100,0~0) 
of corporations. . . 

The President's 1984 budget included a ~urcharge on 
corporations of approximately one percent of taxable income. 

FY 1984-87: $14.5 billion 

• Rounding Down of Indexing. Indexing of brackets, exemptions, 
and the zero bracket amount would be computed with referen~~ 
to the Consumer Price Index rounded down to the next lower 
full percentage point. This proposal would be consistent 
with the modification of Social Security COLA's. 

FY 1984-87: $5.6 billion 

• Zero-Bracket Amount- (Z~K) Increased. The ZBk--(~onneriy-the 
"standard deduction") would be increased by $100 ($200 for 
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: . 

joint returns) in· 1985. Heads· of households would be given a 
ZBA halfway between simple and married taxpayers, with a new 
rate schedule. 

FY 1984-87: $7.4 billion 
.• .. 

B. Treasury-Supported ·Revenue Reforms. 

The deficit reduction package would include proposals,. 
totalling. $13 billion, supported by Treasury testimony to the 
Finance tommitte~ limiting tax shelters and accounting ~buses and 
reforming the taxation of corpor~tions. 

FY 1984-87: $13.0 biilion 

III. Summary 

Fiscal Years 
1984-1987 

. ,Spending Restraint Alre~dy Agreed 
to by the Finance . committee 5.3 

.. 

Spending Restraint Proposal~ 
Within Finance Committee Jurisdiction 
Contained in Proposed ·Package 

Spend'ing Restraint Requirements 
Within the Jurisdiction of Other 
Committees 

Revenue Increase Already Agreed 
to by the Finance Committee 

Revenue Increase Proposals 
in Proposed Package 

TOTAL 

- - ·- - ·---------

• 

32.7 

37.S 

21.1 

51.7 

148.3 
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Industrial Development Bonds 

• The Treasury began to be :. concerned about tax-exempt bonds for 
private businesses and other private purposes in the late 
1960's. Since then, although Congress has tried to limit 
IDBs, their growth has far outstripped the efforts of Congress 
to preserve the benefits of tax-exemption for traditional 
public purposes. 

• Long-term public purpose bond issuance grew from $24 billion 
in 1975 to $41 billion in 1982, not even doubling in 7 years. 
In contrast, small issue IDB issues grew from $1.3 billion to 
$13.7 billion over the same period, a 10-fold increase. · 

• As a result of this growth, the volume of private purpose 
long-term tax-exempt bond issues in 198?. ~ctually exceeded the 
volume of public purpose bonds. 

• Industrial development · bonds have unquestionably served a 
useful purpose in many ~ase~. Obviously, business subisidies 
can spur development and create jobs. But their uncontrolled 
growth is problematic for the -Congress, who must pay the bill 
for exempting wealthy investors from taxation on bond 
interest. · 

• Uncontrolled IDB growth is also increasingly problematic for 
cities and States who issue the bonds. Now more and more 
cities and States understand how to use bonds to compete with 
other cities and States. Bidding wars can develop where the . 
true beneficiary is not the cities or States but the 
corporation that gets an interest rate subsidy, even in cases 
where the company would have built a new plant without the 

_subsidy. IDB's can also be used to lure jobs away from other 
cities and States, without any actual increase in overall 
business activity. 

Legis~tive Options 

• The House Ways and ~eans Committee has approved state-by-state 
volume limitations as the primary method of limiting volume 
and imposing discipline on issuers. 

e The Senate Finance Committee is considering provisions similar 
to those approved in TEFRA, which would limit the ACRS 
allowance for IDB financed property. This would reduce volume 

___ s_am.e.wh.at---b.ut __ also recoup some of the cost of IDBs by reducing 
depreciation deductions. The Finance Committee is-·-ar-so 
con~idering limiting the total amount of srn?ll · issue IDBs used 
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by a single business. The proposed limit would be $4~ million 
of outstanding bonds. 

• The Senate Finance Commi~tee is also considering a variety of 
anti-abuse provisions, such as banning IDBs for liquor stores 
and skyboxes. In geneial, the Finance Committee provisions 
will probably be perceived as less restrictive than the House 
Ways and Means bill. 

- --·- ----------
- ~~·~------~-~ 
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PROPOSED ACROSS-THE-BOARD TAX ON ENERGY 
.. 

• One of major componen~~ :of ·the deficit reduction package that 
the Finance Committee has been considering is a 2 1/2\ tax on 
the value of all forms' of energy to take effect in 1~85. 

• Like all of the tax increases being considered (other than 
pure loophole closers), this tax will take effect only if th~ 
spending redaction targets are achieved. . . . . 

• It is estimated that this 2 1/2\ energy tax will raise about 
$20.9 billion over 3 years :(FY 1985-87). 

• This energy tax will be imposed on 2 1/2\ of national average 
value o~ the foll~wing energy products: 

(1) 

(2) 

Oil -- tax imposed on the first sale of a refiner. 
(Imports of:. petroleum products would be taxed at the 
border.) 

Natural Gas -~ tax imposed on the sale of gas to local 
d1str1bution company or direct sale to end user of 
natural gas. 

(3) Natural Gas Liquids tax would be imposed . on sale by a 
gas processing plant. 

(4) Coal -- tax would be imposed on sale to a major fuel 
burning installation. 

(5) Electricity tax would be imposed on the sale of 
electricity to users. 

• This energy tax would exempt feedstock use and energy 
produced for expoyts. 

• This tax spreads the burden beyond oil to all fuels, so that 
it should have a more even regional impact than the 
Administration's proposal to put a $5 p.er barrel excise tax 
on oil. 

• The 2 1/2\ energy tax will raise gasoline prices by about 
only 2 to 3 cents per gallon. 
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