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BOB DOLE 
(R - Kansas) SH 141 Hart Building, Washington, D.C. 20510 

FOR IMMEDIATE RELEASE: CONTACT: WALT RIKER 
MONDAY I OCTOBER 24 I 1983 ,- . 202/224-6521 

STATEMENT OF SENATOR 808 DOLE 

REFORM AND SI~PLIFICATION OF CORPORATE TAXATION 

FOR THE FIRST TIME IN FIFTY YEARS, THIS AFT~RNOON'S HEARING 
WILL GIVE THE CONGRESS A CAREFUL, COMPREHENSIVE LOOK AT THE 
FUNDAMENTAL RULES FOR CORPORATE TAXATION. THE STAFF HAS 
IDENTIFIED A NUMBER OF SERIOUS PROBLEMS, AND HAS PROPOSED A 
NUMBER OF POSSIBLE SIMPLIFYING SOLUTIONS. THESE PROPOSALS ARE A 
RESULT OF THE SAME EFFORT TO SIMPLIFY AND REFORM THE FEDERAL 
INCOME TAX THAT YIELDED THE SUBCHAPTER S AND INSTALLMENT SALES 
BILLS IN THE 96TH and 97TH CONGRESSES. BEFORE TURNING TO THE 
SUBSTANCE OF THIS AFTERNOON'S HEARING, I WANT TO COMMENT BRIEFLY 
ON THE PROCESS THAT HAS LED TO THIS HEARING, AND THE STEPS THAT 
REMAIN BEFORE US. 

THE OCTOBER 2qTH PRESS RELEASE 

ALMOST ONE YEAR AGO I ISSUED A PRESS RELEASE CALLING FIRST 
FOR PUBLIC COMMENTS ON THE CORPORATE TAX REFORM AND THEN A STAFF 
STUDY . ALTHOUGH WE OBVIOUSLY MADE A GREAT DEAL OF PROGRESS IN 
1982 ELIMINATING CORPORATE TAX LOOPHOLES, PRELIMINARY STUDY 
SUGGESTED THAT MORE COULD AND SHOULD BE DONE. THAT PRESS RELEASE 
SINGLED OUT RECENT PROPOSALS BY THE AMERICAN LAW INSTITUTE AND 
THE AMERICAN BAR ASSOCIATION TAX SECTION AS MERITING STUDY. 

WE RECEIVED A NUMBER OF PUBLIC COMMENTS AS WELL AS MORE 
INFORMAL COMMENTS. WE HAVE STUDIED THOSE COMMENTS AND THE ABA 
AND ALI PROPOSALS VERY CAREFULLY. INDEED THESE QUESTIONS HAVE 
PROBABLY ALREADY HAD THE MOST CAREFUL CONSIDERATION OVER THE PAST 
YEAR OF ANY ISSUES NOW PENDING BEFORE THE CONGRESS. 

THE WORKING GROUP 

THE STAFF CONCLUDED THAT IT COULD DO A BETTER JOB OF 
EVALUATING THE PRIOR LEGISLATIVE PROPOSALS AND MAKING 
RECOMMENDATIONS TO THE CONGRESS IF IT SOLICITED THE ASSISTANCE OF 
A NUMBER OF DISTINGUISHED TAX PRACTITIONERS. THE WORKING GROUP 
THAT RESULTED HAS, THUS FAR, MET TEN TIMES OVER THE PAST SIX 
MONTHS AND THERE WILL BE FURTHER MEETINGS NEXT MONTH. I WANT TO 
TAKE THIS OCCASION TO THANK THE MEMBERS OF THE WORKING GROUP 
PUBLICLY FOR THEIR DEDICATED VOLUNTEER SERVICE: 

M. BERNARD AIDINOFF, FORMER CHAIRMAN OF THE ABA TAX SECTION 
AND A DISTINGUISHED PRIVATE PRACTITIONER IN NEW YORK CITY. 

DONALD ALEXANDER, FORMER COMMISSIONER OF THE INTERNAL REVENUE 
SERVICE, AND A DISTINGUISHED PRIVATE PRACTITIONER IN WASHINGTON, D.t, DON ALEXANDER WILL APPEAR THIS AFTERNOON IN HIS INDIVIDUAL 
CAPACITY. 

~;;~~!!~:~~R0TH~N~~~~icA~R~~~si~~T~~u~~WON 8~~~A~gR~~~~~~sir~A*~gN 
INDIVID~A~ c!~~~I*~~REWS WILL APPEAR THIS AFTERNOON IN HIS . 

CHic!~~NK BATTLE, JR., A DISTINGUISHED PRIVATE PRACTITIONER IN 
CHICAGo's~~~INOIS. FRANK BATTLE WILL APPEAR ON BEHALF OF THE 

HERBERT CAMP , CHAIRMAN OF THE NEW YORK TAX SECTION COMMITTEE ON CORPORATIONS. STATE BAR ASSOCIATION 
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PET ER FABER, F 0 R"'1f:: n CB.Z\ 1 RMAN OF TH E .l\BA TAX S f.CT I ON ' S 

COMMITTEE ON CORP ORAT E S TOC~HO LDER RC LATTJ~S l\ND A PRIVATE 
PRACTITIONER IN NEW Y OR~. 

Ml\RTIN D . GINSBURG , PR DFESSOR OF Ll\Vi AT Gf.ORGETOl,JN U'.\I I VERSITY 
AND FORMER CHAIRM.Z\N OF THE ~E\·l YORK STl\.TE BAR ASSOCI.l\TION Tl\X 
SEC T IO!'>l . 

FRED, T . GO LDBER'3 , FORMF.~ .l\SSISTl\NT TO TJIE COMMISSIONER OF 
INTERNA L REVENUE , NOW l\ PRIVATE pql\CTITIONER IN WASH I NGTON , D . C . 

HAR OLD H.Z\ ND LER , CHAIRMl\N OF Tl!E l\SSOCIJ\TION OF TH E BAR OF THE 
CITY OF NEW YORK ' S TAX SECTION . 

Jl\MES HO LD EN , A DISTING'JISHED PRACTITI ONER IN WASHINGTON , 
D . C . 

ROBER T JAC OBS, CHA I RMAN OF THE ABA TAX SECTION ' S COMMITTEE ON 
CORPORAT E STOC KHO LD ER RE LATIONS AND A PRl\CTITIO~ER TN NEW YORK 
CI TY . 

HO\'J'AR D !<RAN E, A DI STING UI SHED PR.7\C TI TI ONER 1N Cl-1 IC AGO , 
IL LINOIS . 

WI L LARD TAYL OR , C!l.l\IR~~i\N OF THE NE\•! YORK STATE BA R 
ASSOCIAT I ON TAX SECTION , AND l\ PRIVATE P RACTI TI ONER IN NEW yoqK . 

THIS COMM ITT EE Ml\Y NEVER BEFORE HAVE HAD THE BENE FI T OF SO 
MUCH HARD WORK BY SUCH A DISTINGUISYED GROUP . INDEED IT IS HARD 
TO IMAGINE A MORE DISTINGUI S llED GROUP OF CORP ORATE TAX LAWYERS . 
THE !ll\RD W0RK OF TllIS GR OUP IS REFLECTED IN THE STi'\FF REPORT . 
Tl!A T I S NOT TO S.'\Y Tll.7\T l\NY OR .Z\LL OF TllSSE INDIVIDUZ\ LS SUPPORT 
M lY P/IRTIC lJL l\R PROPOSAL M.l\DE !W TllE STAFF . IN TIIIS PRO,JECT \1.rE 
lli\VE ALSO BENEF I TED FROM THE TECJ-1N ICA L ASS I STl\ l'lCE '.)f THE EX PE HTS 
.7\T T l! E I NTERNA L REVE NUS SEHVI CE l\ND TllE TR El\ S URY DEPARTME NT . 

' \OH KI NG l\S ~;u 1v1 PT I O~J S 

IN U:-.IDERTi'\KING T HI S P FU!.JECT T HE S TAFF rvi ADE FIVE VERY SEN?> I BLE 
ASSUMPTIONS . FI RST , IT ~AS AS S UMED T~AT WE WOULD C ONTI~UE , IN 
r;E:NERl\ L, TO :U\VE l\ CORPORl\TE LEVEL TAX . Tl-ll\T TS , WF. 'IJ OULD 
~~ EITHER P.BO LISB THE CORPOR.7\TC LEVEL TAX 1-JOR TAX Slll\REHOLDERS ON 
ALL CORPORAT E INCOME WI THOUT REGARD TO ITS DISTRIRUTION . MANY OF 
US -- I NC LUDPJG THE PRES I DENT , l\PP7\RENT LY- -!IAVE SUBSTANTLl\L DOU BTS 
ABO UT THE ULTIMl\TE DESIRABILITY OF IMPOSING l\ CORPORATE LEVEL 
TAX. BUT IT IS PRETTY CLEAR TO THIS SENATOR THAT POLITICS AND 
ECON OM I CS \'11 LL PR EVENT '/i.':JY R .~. DIC7\L Cill\NGE IN THE NEAR FUTUHE . 

~;ECO N D , THE REPORT !\SS!J"1CS THl\T THE TAX LAW WI LL CONTINUE 
GSNE RALL Y TO DISTINGUISH BETWEEN ORDINARY INCOM E AND CAPITAL 
Gl\ I NS , AND THAT DIVIDENns WILL BE Ti'\XED AS ORD I NA RY I NCOME . IN 
GENERA L, T HAT PREMISE IS UNCONTROVERSIAL , ALTHOUGH O~ E WITNESS 
WILL ARGUE THAT DIVIDEN DS SHOULD GE NERAL LY RE TREl\TED AS RETURNS 
OF C.'\PITA L. 

T H I RD , IT w.z...s l\SSU'V1ED Ttll\T WE SHOULD PERMIT CO!\PORATIONS TO 
MERGE T.l\X-FREE IN l\ Vl\RIETY 8F CTRCU'v1ST.l\NCES . T!ll\T WI LL PERf'v1IT 
INVE STME~TS TO BE SHIFTED INTO TllE MOST PRODUCTI VE ENTERPRISE S . 

FOURTH , IT WAS l\ SSUMED THAT INDIVIDU.!\ LS ~.<JOU LD BE PERMITTED !\ 
STEP -U P I N Bl\SIS FOR l\SSETS HELD l\T DP.l\Til . 

(':i F'TH, Tl!E ST/I.FF l\!JDRF. S SED THIS PR0.1ECT l\S l\ r<'El\NS OF 
['HEVF' :-JTI NG ?\RUSES , CLO S I NG LOOPH OLES , SI MPLIFYING TflE RULES !\ND 
ELHn N 1\T I NC UN!NTEKJDED Hl\R DS HIP S . TllE STAFF Hl\S NOT BEE r\J 
f N S:Vi'~ 1 U CTED '1'0 COME !JP \\TITH!\ REVENfJE - R/l. TSTl\JG PROPOSA L. 

I'i H~ CtE~l\R 'l'il'\'1' ~-;0"'1 8 OF Ttlf. lflTN8 :J SF:S !"IISU NDERSTOOD l•JHl\T T HE 
~'l"Af'r' '.NA~"J INSTRUCTED TO DO . ONE hI TNESS C!P\Rl\CTP,R I Z ES THE 
" PREOCCUPATION " OF TtlE REP ORT WITH ~ B USE ~~D MANIPULATION AS 
" DISTU!HHNG ." TllIS SEN .!\ TOH I S ~A C RE DT S TU'.1BED BY THE M.7\NIFOLD 
TY P ES OF ABUSE AND MANIPULATIO~ --A FE~ OF WHICH I WILL HIGHLIGHT 
RE LOW- -THAN BY THE REPORT . LET ' S 'IJOT SHOOT THE ME S SF.!-..JGER . 

I WANT TO TH ANK ALL OF T HE MEMBER S OF TH E WOR KING GROUP , A~ D 
P~RT I C U LAR LY T H0°L ~PPEART~~ TODAY , FOR THEIR EFFORTS . 
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PROBLEMS IDENTIFIED BY THE REPORT 

o LEVERAGED BUY-OUTS. LAST WEEK THE WALL STREET JOURNAL RAN A 
STORY THAT DESCRIBED A PROBLEM IDENTIFIED BY THE STAFF REPORT. 
BECAUSE LIQUIDATION OF A CORPORATION OR A DEEMED LIQUIDATION 
FOLLOWING AN ACQUISITION OF A CONTROLLING STOCK INTEREST IN A 
CORPORATION PERMITS THE STEP-UP IN BASIS FOR ACQUIRED ASSETS 
WITHOUT PAYMENT OF A CORPORATE LEVEL TAX, TllE FEDERAL INCOME TAX 
PROVIDES AN UNINTENDED BIAS IN FAVOR OF THE SALE OF BUSINESSES. 

o CORPORATE ACQUISITIONS. THE STAFF REPORT NOTED THAT THE 
CURRENT LAW PROVIDES AN UNINTENDED BENEFIT FOR CORPORATIONS WHO 
BUY SUBSTANTIAL , AMOUNTS OF A TARGET CORPORATION'S STOCK AND PAY 
FOR THEM WITH BORROWED MONEY. THIS POSSIRILITY HAS BEEN VIVIDLY 
DEMONSTRATED BY THE RECENT INVESTMENT BY MESA PETROLEUM IN GULF 
OIL. 

IN ROUGH TERMS, ACCORDING TO MESA'S FILING WITH THE SEC, ITS 
INVESTMENT GROUP HAS ACQUIRED $~30 MILLION WORTH OF GULF OIL 
CORPORATION STOCK, WHICH PAYS A $3 DIVIDEND PER SHARE. 
APPROXIMATELY $50~ MILLION OR MORE OF THE STOCK WAS PAID FOR WITH 
BORROWED MaNEY THAT ACCRUES INTEREST AT ABOUT 11 PERCENT. AS A 
RESULT, MESA PETROLEUM, IN THE FIRST QUARTER, WILL HAVE A CASH 
FLOW, ECONOMIC LOSS OF ABOUT $2.875 MILLION ON ITS INVESTMENT. 
THE TAX LAW WILL CONVERT THIS PRE-TAX LOSS INTO AN AFTER-TAX GAIN 
OF $2.575 MILLION. 

WHATEVER WE THINK OF THE MESA PETROLEUM INVESTMENT IN GULF, 
MANY OF US PROBABLY THINK THAT THE TAX LAW SHOULD BE NEUTRAL--AND 
SHOULD NOT PROVIDE A TAX SUBSIDY FOR SUCH INVESTMENTS--
PARTICULARLY WHEN WE HAVE AN ESTIMATED NEARLY $200 BILLION 
FEDERAL DEFICIT. 

o PUBLICLY TRADED COMPANIES. THERE IS CURRENTLY LISTED ON THE 
NEW YORK STOCK EXCHANGE, A COMPANY WITH ABOUT $1 BILLION IN 
ASSETS AND 5 TO 10 THOUSAND EQUITY OWNERS. IT PAID NO TAX LAST 
YEAR AND WILL PAY NO TAX NEXT YEAR. UNDER CURRENT LAW, IT IS 
EXEMPT FROM FEDERAL INCOME TAX. FOR ST.l\TE LAW PURPOSES, THIS 
ENTITY IS A LIMITED PARTNERSHIP. SHOULD SUCH ENTITIES BE EXEMPT 
FROM TAX IF THEY ARE FORMED IN THE FUTURE? 

o DIVIDEND ROLLS. ANOTHER PROBLEM IDENTIFIED BY THE STAFF 
REPORT THAT HAS RECEIVED SUBSTANTIAL ATTENTION IS THE DIVIDEND 
ROLL. CURRENTLY, CORPORATIONS MAY OBTAIN SUBSTANTIAL TAX 
BENEFITS BY BUYING PREFERRED STOCK SHORTLY BEFORE A DIVIDEND 
DECLARATION, THEN SELLING SUCH STOCK IMMEDIATELY AFTER THE 
DECLARATION OF THE DIVIDEND. THE CORPORATION IS ENTITLED TO THE 
DIVIDENDS RECEIVED DEDUCTIO~--REDUCING THE TAX RATE ON THE 
DIVIDEND TO A MAXIMUM OF 6.9 PERCENT. THE CORRESPONDING SHORT-
TER~ CAPITAL LOSS, HOWEVER, OFFSETS TAX AT UP TO A 4~ PERCENT 
RATE. THE RESULTING 39.1 PERCENT TAX RATE ARBITRAGE PRESENTS AN 
ENORMOUS LOOPHOLE. 

FOR EXAMPLE, WHEN THE CHRYSLER CORPORATION PAYS A $110 
MILLION CUMULATIVE DIVIDEND NEXT WEEK, THE LOSS TO THE TREASURY 
WILL PROBABLY BE AT LEAST $43 MILLION--AND ~AY BE EVEN MORE IF 
CERTAIN OTHER TAX AVOIDANCE TECHNIQUES ARE EMPLOYED. 

THE REPORT'S RECOMMENDATIONS 

TBE STAFF REP ORT MAKES COMPREHENSIVE RECOMMENDi'\TIONS I N S IX 
AREAS: (1) MERGEi"{S , l\CQUISITIONS AND LIQUIDATIONS; 

(2) SPECI ~ L LIMITATIONS ON NET OPERATING LOSSES; 

(3) CORPORATE DISTRIBUTIONS; 

(4) BASIS IN CONTROLLED SU BSIDIARIES: 

(5) CLASSIFICATION OF ENTITIES AS CORPORATIONS; AND 

(G) USE OF FOREIGN CORPORATIONS TO AVOID TAX. 

I DO NOT WANT TO RECAPITULATE HERE EACH OF THE PROPO S ALS 
DESCRIBED IN THE REPORT. THE A~NOUNCEMENT OF THIS HEARING ASKED 
FIVE PRINCIPAL QUESTIONS RELATING TO THOSE PROPOSALS. I AM 
PLEASED BY THE CAREFUL ATTENTION THAT THE WITNESSES HAVE GIVEN TO 
THESE PROBLEMS AN n ~UESTION S . 

THERE AR~, HOWEVE R, TW O f 
TO COMMF-NT FURTH ER . 

· m ~ NTIVE PROBLEMS ON WHICH I WA~T 
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PUBLICLY-TRADED P~RTNERSHIPS 

FIRST, MORE THAN ANY OTHER STAFF PROPOSAL, THE SUGGESTION 
THAT PUBLICLY-TRADED LIMITED PJ\RTNERSllIPS FORMED IN THE FUTURE 
SHOULD BE TAXED AS CORPORATIONS qAS EXCITED ~ GREAT DEAL OF 
INTEREST. THREE COMMENTS ARE IN OR~ER. 

FIRST, IF THE COMMITTEE WERE TO ADOPT THIS PROPOSAL, THIS 
SENATOR WOULD SEEK TO APPLY THE RULE ONLY PROSPECTIVELY. AT THIS 
TIME, I ~EE NO REASON TO APPLY THE NEW RULES TO EXISTING 
ENTITIES. MOREOVER, I AGREE WITH THOSE WITNESSES WHO SUGGEST 
THAT WE OUGHT TO LOOK AT THIS PROBLEM VERY CAREFULLY BEFORE 
ACTING. FINALLY, THERE IS NO HIDDEN AGENDA. THERE IS NO PLAN TO 
EXTEND THESE RULES TO OTHER.PUBLICLY MARKETED LIMITED 
PARTNERSHIPS OR PARTNERSHIPS WITH MORE THAN A CERTAIN NUMBER OF 
PARTNERS. 

SECOND, A NUMBER OF WITNESSES SPEND A LOT OF THEIR TIME 
EXPLAINING THAT PUBLICLY-TRADED LIMITED PARTNERSHIPS ARE 
GENERALLY TREATED AS PARTNERSHIPS UNDER CURRENT LAW. THAT 
QUESTION IS NOT AT ISSUE. WHAT WE ARE HERE THIS AFTERNOON TO 
WREST LE WITH IS NOT WHETHER SUCH ENTITIES ARE TREATED AS 
P.ARTNERSHIPS, BUT WHETHER SUCH ENTITIES SHOULD BE TREATED AS 
PARTNERSHIPS. 

THIRD, I HOPE THAT THE 't/ITNESSES WILL FOCUS ON THE PROBLEl'vl 
STATED AT THE OUTSET: SHOULD A BILLION DOLLAR NEW YORK STOCK 
EXCHANGE COMPANY WITH TEN THOUSA~D SHAf<EHOLDERS BE EXEMPT FROM 
TAX? SHOULD, GE~ERAL MOTORS BE GIVEN AN ELECTION TO PAY TAX AS A 
CORPORATION OR TO DISTRIBUTE ALL OF ITS ASSETS TO G~ LIMITED 
PARTNERSHIP AND THEREAFTER PAY NO TAX? 

THE DIVIDENDS RECEIVED DEDUCT ION 

THE SECOND ~REA THAT ~ER ITS SPECIAL COMMENT IS THE PROPOSAL 
TO LIMIT THE DIVIDENDS RECEIVED DEDUCTION. THERE SEEMS TO BE 
LITTLE DOUBT THAT THE DIVIDEND ROLL AND SHORT-SALE PROBLEMS 
DSSCRIBED BY THE REPORT POSE SERIOUS PROBLEMS. MORE SERIOUS 
PROBLEMS ARE POSED, HOWEVER, BY THE USE OF THE DIVIDENDS RECEIVED 
DEDUCTION TO FINANCE CORPORATE ACQUISITIONS AND THE ISSUANCE OF 
PREFERRED STOCK BY NON-TAXPAYING CORPORATIONS AS A MEANS TO 
TRANSFER TAX DEDUCTIONS THAT CANNOT BE USED. ISSUANCE OF 
PREFERRED STOCK BY SUCH NON-TAXPAYERS POSES TO SOME THE SAME 
PROBLEMS AS SAFE HARBOR LEASING OR TRAFFICKING IN NET OPERATING 
LOSSES. 

NEVERTHELESS, MANY OF THE WITNESSES SUGGEST THAT THE REPORT'S 
PROPOSALS WOULD ADVERSELY AFFECT CAPITAL MARKETS AND HAVE 
UNINTENDING RESULTS. ONCE WE AGREE ON WHAT THE PROBLEMS ARE, 
PERHAPS WE CAN COME UP WITH NARROWER SOLUTIONS. 

THE NEXT STEPS 

AT LEAST ONE COMMENTATOR HAS CHARACTERIZED THIS PROJECT AS 
EMBRYONIC. AFTER 12 MONTHS OF STAFF STUDY AND PUBLIC DISCUSSION, 
PRECEDED BY A DECADE OF PROFESSIONAL DISCUSSION, IF THIS PROJECT 
WERE EMBRYONIC, IT WOULD I MPLY A LONGER GESTATION PERIOD FOR TAX 
LEGISLATION TH.l\N I HAVE RECENTLY SEEN. 

THIS SENATOR DOES NOT REGARD THIS PROJECT AS AN ACADEMIC 
EXERCISE. THE WASHI~GTON POST PUT IT VERY WELL IN ENDORSING 
THESE PROPOSALS NEARLY A MONTH AGO: "THERE WILL BE ~ANY VOICES 
URSING MORE YEARS OF STUDY , BUT THE TIME FOR ACTION IS NOW." 

BASED UPON THE TESTIMONY WE WILL RECEIVE ~T THIS HEARING--
MOST OF WHICH WAS SUBM ITTED IN l\DVANCE AND 11.1\S BEEN STUDIED BY :\1 E 
AND BY THE STAFF--IT IS MY HOPE TO MOVE FOR~ARD WITH THIS PROJECT 
ON A BIPARTISAN BASIS. AT THE LEAST, I HOPE THAT SENATOR LO NG 
AND I WILL GET A BILL INTRODUCED BY DECEMBER. IT ~AY EVE N BE 
POSSIBLE TO BRING THIS MATTER BEFORE THE FINANCE COMMITTEE, IF 
THE SENATE DOES NOT RECESS O~ SCHE~ULE . WITH RESPECT TO THE 
PROPOSED CH .~NGES TO TllE DIVIDENDS RECEIVED DEDUCTION OF COURS E , 
T!-IOSE CHANG ES J\RE l\LR EADY PENDING BEFORF: Tll E COMMITTEE. 
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