
REii/\ RKS nF SEt lf:TnR DOLF. ~EFnRE 
THE M1ERICAN Bf\R ASSnCif\TlOM SPRIMG f1EETHIG 

CAPITOL HILTON HOTEL 
WASHIMGTON .. D.c. 

SATURDAY .. MAY 15., }qR2 

IT IS A PLEASURE TO RE HERE THIS AFTERNOON TO TALK ABOUT 

TAXES. NOT THAT TAXES ARE THE MOST PLEASANT THING TO DISCUSS 

THESE DAYS--LATELY EVERY TIME I MENTION TAXES I HAVE A LURKING ' 

FEAR THAT THE NEXT DAY I WILL BE ACCUSED OF HAVING DESTROYED 

AMOTHER INDUSTRY OR DRIVEN SOt1E COMPANY INTO BANKRUPTCY· IT'·S 

ALWAYS GOOD TO KNOW PEOPLE ARE LISTE~ING .. BUT SOME OF THE . 

REACTIONS I HAVE SEEN CONVINCE ME TO WEIGH MY WORDS .CAREFULLY· 

This document is from the collections at the Dole Archives, University of Kansas 
http://dolearchives.ku.edu

Page 1 of 25



2 

TAXES ARE ALWAYS A PRORLEM: THIS YEAR JS NO EXCEPTION. THE 

VERY EXISTENCE OF THE TAX SECTION IS AN -ACKNOWLEDGMENT OF THIS 

FACT. BUT THE FACT THAT TAX PROBLEMS DO NOT GO AWAY SHOULD NOT 

BE ANY REFLECTION ON THE WORK OF THE TAX SECTION. YOU HAVE DONE 

OUTSTANDING WORK OVER THE YEARS IN TRYING TO HELP RATIONALIZE 

THE TAX CODE AND FOCUS THE ATTENTION: OF CONGRESS ON THE PRACTICAL 

PROBLEMS THAT TOO OFTEN GO UNA NTICIPATED IN THE RUSH OF 

LEGISLATION•. THE TAX SECTION HAS WORKED CLOSELY WITH THE STAFFS 

OF THE SENATE FitJMJCE Cor1MITTEE, THE WAYS AND fiEANS COMMITTEE, 

AND THE JOINT .COMMITTEE ON TAXATION ON THE ONGOING TAX .. 

SIMPLIFICATION PROJECT AND OTHER MATTERS--THIS HAS PROVED TO BE A 

VALUABLE WORKING RELATIONSHIP, AND I AM SURE WE ALL HOPE THAT IT . 

CONTINUES IN THE YEARS AHEAD. 

... 
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WHERE HE STAND 

FOR STUDENTS OF TAX POLICY1 1982 SHOULD PROVE TO BE A 

FASCINATING YEAR· SOME WOULD SAY THAT WE ARE AT A CRISIS POINT 

WHEN IT COMES TO TAXES; OTHERS THAT WE ARE WITNESSING THE 

CUSTOr1ARY COMGRESSIONAL FLIP~FLOPS WHEN IT COMES Tn TAX POLICY 

AND ECONOMIC POLICY IN GENERAL· I WOllLD NnT .SURSCRIBE TO EITHER 

VIEW. RATHER1 I WOULD SAY WE ARE WITNESSING A NECESSARY 

RECKONING JN TAX POLICY THAT HAS REEN COMIHG FOR- SOME TIME~ ~1 T 

SHOULD NOT SURPRISE ANYONE WHO HAS B~EN OBSERVING TAX TRENDS OVER 

THE PAST DECADE OR SQ • .. -

AFTER APPROVING THE LARGEST TAX CUT IN HISTORY LAST YEAR 1 

WHY ARE WE OBLIGED TO RAISE REVENUES THJS YEAR? nN THE FACE OF 
I 

IT IT SEEMS AS THOUGH WE HAVE BEEN WORKING AT CRnss PURPnSES-

BUT THE FACT IS1 BOTH LAST YEAR'S TAX REDUCTinN AND THIS YEAR'S 

REVEtJUE-RA 1 SI llG PROPOSALS \JERE NEEDED. 
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FEDERAL TAXES GREH STEADILY DllRIMG THE lq?O'S, DESPITE 

PERIODIC TAX CUTS. THIS WAS LARGELY DUE TO RAMPANT INFLATION f\ND 

BRACKET CREEP, AND PARTLY DUE TO PAYROLL TAX INCREASES APPROVED 

IN 1977. BY 1981 FEDERAL TAXES REACHED A RECORD HIGH OF 21% OF 

GIJP . WITHOUT THE 1981 TAX CUT, THAT PERCENTAGE WOIJLD HAVE 

c L rrrn ED T 0 2 4 A By 19 8 7 . THE RE s ll LT s 0 F TH I s H I G H-TA x p 0 L I c y w ERE . 
SLOW GROWTH, HIGH INFLATION, AND DECLINING PRODUCTIVITY. CLEARLY 

A MAJOR CORRECTION WAS IN ORDER, AND THAT IS WHAT WE GOT IN 19Rl· 
. . 

THE SAME ANALYSIS APPLIES WITH RESPECT TO BUSIHESS TAXATION. NO 

ONE DISPUTES THAT INFLATION Hf\D CAUSED SUCH A WIDE GAP BETWEEN 

DEPRECIATION WRITEOFFS AND ACTUAL RECOVERY COSTS THAT WE WERE 

ACTUALLY IMPOSING A TAX BURDEN ON CAPITAL INVESTMENT. IN BOTH 

CASES, LAST YEAR'S TAX CUT MAY BE SEEN AS AN ATTEMPT TO OVERCOME 

THE DISTORTIONS OF ItlFLATinN ON TAX POLICY AND ECONOMIC DECI~ION-

f1f\K HJG. 

... -·· - , . 
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NOW \·JE f\R E IN RECESS I mJ- -Hn PEF llLL y CLnSE TO THE END OF THE 

RECESSION. THE DECLINE IN GROWTH, AND THE SUCCESS OF OUR ANTI-

ItffLATION POLICY, ~EANS THAT HE NOW SEE RECORD DEFICITS PRO,IECTED 

FOR THE YEARS AHEA~ SUSTAINED, TRIPLE-DIGIT DEFICITS THAT ARE 

SURE TO UNDERMINE ANY CHANCE FOR LONG -TERM RECOVERY UNLESS THEY 

ARE AVERTED· BECAUSE WE MUST CUT THOSE DEFICITS, AND BECAUSE WE 

CAN'T DO IT ALL ON THE SPENDING SIDE, WE NEED Tn RAISE TAXES ~ 

THIS IS NOT 77nNSEOllEMCE . OF LAST YEAR'S ACTin~~ THE TAX CUT 

DID NOT CAUSE THE RECESSION, NOR DID THE BUDGET CUTS. AS A 

MATTER OF FACT, I WOULD SUBMIT TO YOU THAT ALL THE RECESSION HAS 

DONE IN TERMS OF TAXES IS ACCELERATE A TREND THAT WAS ALREADY 

THERE. · EVEN WITHOUT A MAJOR DEFICIT PROBLEM, I RELIEVE WE WOULD 

BE CONSIDERitJG THINGS LIKE A STRONGER MINIMUM TAX, llODIFICATJON 

OR REPEAL OF CERTAIN LOOPHOLES, AND StEPS TO CLOSE THE COMPLIANCE 

GAP. 
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THE REASON IS SIMPLE. LAST YEAR WE REDUCED INDIVIDUAL TAX 

RATES AIJD INDEXED THEt1 AGAINST FUTURE JtJFLf\TION., SO THAT CONGRESS 

COULD NO LONGER COUNT ON f\N l\IJTOMATIC REVENUE WlNDFALL· HJ 

ADDITION., THE DEPRECIATION CHANGES., CARRIED OUT SEVERAL YEARS., 

LEFT LITTLE ROOf1 FOR F llRTHER REDUCT I ON ON THE CORPORA TE SI DE. IT 

HAS ALWAYS BEEN OUR EXPERIENCE THAT INNOVATIVE MEMBERS OF 

CONGRESS--AND OF THE BAR., FOR THAT t1ATTER--EACH YEAR COME UP ·WITH 

A WIDE ARRAY OF NEW PROPOSALS FOR EASING TAXES HERE OR THERE IN 

ORDER TO STIMULATE THIS TYPE OF ACTIVITY OR THAT, OR TO RELIEVE A . -

PERCEIVED INEQUITY. THERE ARE MANY EXAMPLES OF THIS IN ERTA--THE 

ABOVE-THE-LINE CHARITABLE DEDUCTION, THE INCENTIVE STOCK OPTION., 

AND THE CREDIT FOR ADOPTION EXPENSES· BUT LET US BE CANDID ABOUT 

IT--THESE SPECIALIZED TAX PROVISIONS WERE MUCH EASIER TO ENACT 

WHEN WE HAD A WINDFALL IN INFLATION REVENUES TO DIVVY UP. 
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0 tJ c E \IE c 0 m1 I TT En 0 u Rs EL v Es T n MAJ 0 R I s II s TA I tJ ED TA x RATE REL i E F --

AS WE DID LAST YEAR--WE CHANGED THE RULES OF THE GAME A BIT. 

FROM THAT POINT ON, IT WAS CLEAR THAT FURTHER TAX POLICY CHANGES 

COULD COME ONLY AT THE EXPENSE OF ELIMINATING OR MODIFYING 

PREFERENCES ALREADY IN THE CODE, OR BY RAISING NEW REVENUES 

ELSEWHERE. WE HAD ALREADY REDUCED TAXES MORE THAN WE HAD CUT 

SPENDING. EVERYONE UNDERSTOOD LAST YEAR THAT WE WOULD HAVE TO 

MAKE SIGNIFIC/\IJT ADDITIONAL SPEMDPJG CUTS IN ORDER TO BRING THE 

DEFICIT UNDER CONTROL. THE RECESSION HAS MAGNIFIED THAT PROBLEM, 

AS WELLj BUT IT HASN'T CHANGED THE NATURE OF -THE PROBLEM. THE 

FACT JS THAT WE HAVE ~UEEZE ON BOTH THE REVENUE AND 

SPEND I NG SI DES . OF THE BUDGET. ON THE REVENUE SI DE, THAT MEANS HE . 

ARE OBLIGED TO REEXAMINE THE TAX RASE AND CONSIDER WHETHER IT IS 

BEING USED IN AN EFFECTIVE WAY. 
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THE TAX RASE 

I NEED NOT REMIND THIS AUDIENCE THAT, AS CHAIRMAN OF THE 

FINANCE COMMITTEE, I. AM NOT OVERLY FOND OF THE CONCEPT OF 'TAX 

EXPENDITURE'. THERE ARE THOSE IN CONGRESS WHO WOULD REGARD ANY 

DIFFFERENTIAL IN TAX RATES AS A 'TAX EXPENDITURE' IF RY SO DOING 

THEY COULD KEEP TAXES HIGH. IN ADDITION, THERE IS SOMETHING 

UNAPPEALING IN A FREE SOCIETY ABOUT THE NOTION THAT TAXES 

FOREGONE BY THE GOVERHMENT FOR ANY REASON ARE 'SPENT'--AS THOUGH 

THE GOVERNMENT HAD AN AUTOMATIC RIGHT TO ALL OUR WEALTH. 

STILL, EVEN IF HE CAN'T AGREE ON WHAT A TAX EXPENDITIJRE IS, 

WE CAN OBSERVE WHAT THE GROWTH OF SPECIAL TAX PREFERENCES TELLS 

US ABOUT OUR TAX BASE. ACCORDING Tn THE CONGRESSIONAL BUDGET 
I 0 FF I c E I I N 19 6 7 THERE HERE Fi 7 TA x Exp E ~rn I T lJ RE I TE Ms \n TH AN 

ASS 0 C I ATE D REV E IW E L 0 SS T 0 TI\ LL I MG $ 3 5 . 6 B I LL I ml • THAT Min UM TED 

TO ~. ~% OF Gl~P. RY l 9Rl, TH IS LI ST HAD GRnlW Tn NEARLY A HLIMDRED 

I T H1 s J T 0 T (\ LL I tJ G $ 2 2 R • 6 R I LL I n t L 0 R R . rrz n F G ~J p . 
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ONE SHOULD RE CAUTIOUS IN GENERALIZING HERE, RUT THE NEAR-

DOUBLING OF THIS LIST OF TAX PREFERENCE ITEMS OVER A 15-YEAR 

PER I OD DOES, I TH INK., TELL IJS SOM ETH I NG· IT SHOWS WE HAVE A 

'SWISS CHEESE' TAX BASE: BROAD AND SOLID., RUT FULL OF HOLES. BY ., - < ..... 
ALLOWING TAXPAYERS TO BE INFLATED INTO HIGHER MARGINAL RATE 

BRACKETS, WE NOT ONLY RAISED TAXES GENERALLY, WE ALSO FACILITATED 

THEIR REDUCTION IN SPECIFIC WAYS, FOR SPECIFIC PURPOSES, MANY OF 

WHICH HAVE LITTLE TO DO WITH TAX OR ECONOMIC POLICY PER .sf.· WE 

EXPENSE OF GENERAL TAX RELIEF. 
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THE RESULT 

THE CONSEQUENCES OF THIS POLICY, WHETHER IT WAS CONSCIOUS OR 

UNCONSCIOUS, HAVE BEEN MIXED. SOME WOULD SAY THAT MANY SPECIAL 

TAX CREDITS AND DEDUCTIONS FULFILL A VALUABLE PURPOSE, AND DO IT 

WELL--IF NOT ALWAYS FAIRLY. THE INVESTMENT TAX CREDIT AND THE 

MORTGAGE INTEREST DEDUCTION ARE OFTEN CITED AS EXAMPLES, BUT EVEN 

IN THESE VERY BASIC PROVISIONS OF OUR TAX CODE THERE ARE CLEARL~­

DISTORTIONS, INEFFICIENCIES, AND EXCESSES. OTHER TAX PREFERENCES 

ARE OBVIOUSLY NOT SO GOOD--SAFE HARBOR LEASING IS A PRIME 

E~MPLE. IN ADDITION, GOOD OR BAD, WE CANNOT FORGET THAT THE 

SPECIAL RELIEF MUST COME AT THE EXPENSE OF THE GENERAL. 

This document is from the collections at the Dole Archives, University of Kansas 
http://dolearchives.ku.edu

Page 10 of 25



11 

T H 1 s H As LE D , I REL I Ev E , To ~, u c H n F T H E TA x PAYE R RE s E in MD! T 

AND FRUSTRATION OVER THE PERCEIVED UNFAIRNESS OF OUR INCOME TAX 

SYSTEM. PEOPLE DO NOT WANT TO SOf\K THE RICH--BUT THEY .ARE 
CONCERNED TO SEE THAT THE WEALTHY PAY A FAIR SHARE OF TAX· THAT 

IS WHY WORKING MEN AND WOMEN INCREASINGLY SEE AN INEQUITY IN THE 

AVAILABILITY OF SOPHISTICATED TAX SHELTERS TO THE WEALTHY WHICH 

ENABLE THEM TO DRASTICALLY REDUCE THEIR TAX BURDEN. WHETHER 1HE 

EXISTENCE OF THESE SHELTERS MAKES SENSE FROM THE STANDPOINT OF 

SOME OTHER CONGRESSIONAL PURPOSE IS RESIDE THE POINT: WHEN THE 

PROLIFERATION OF SPECIAL TAX PRIVILEGES UNDERMINES CONFIDENCE IN 

THE SYSTEM, IT IS TIME FOR A CHANGE. 
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~ ~THE SYSTEt1 HAS BECC1ME TOO COM PL I CA TED J Tnn VULNERABLE TO THE 

CHARGE OF INEQUITY. I DO NOT THINK IT IS A COINCIDENCE THAT 9 TO 

16% OF INTER~ST AND DIVIDEND INCOME GOES UNREPORTED, C1R THAT 44~ 

OF CAPITAL GAINS GO UNREPORTED, OR THAT PRIVATE BARTER 

TRANSACTIONS IN THE SO-CALLED UNDERGROUND ECONOMY ARE ON THE 

RISE-GE HAVE A LOT OF EXPLAINING TO DO FOR THE HJCmJSISTENCIES 

HJ OUR TAX SY STE~ 

HOW Tn PROCEED 

AS THE BUDGETARY S ITllAT I ON HJCRE.ASES THE PRESSURE FOR A 

THOROUGH REEXAMINATION OF THE TAX BASE, WE NEED A FEW GUIDING . . . 

PRINCIPLES. I WOULD SUGGEST THREE: EQUITY, BALANCE, AND 

SIMPLICITY. ~OUITY, BECAUSE IT IS IMPORTANT ItJ A SYSTEM OF 

VOLUNTARY COMPLIANCE TO ENSURE THAT EVERYONE PAYS A FAIR SHARE OF 

TAX, AND FOR TAXPAYERS TO PERCEIVE THAT THE SYSTEM IS FAIR. 
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BALANCE, RECAUSE WE DO NOT WANT TO VEER Tn ONE EXTREME OR THE 

OTH~ THERE WI LL ST I LL BE MANY OCCASIONS WHERE WE \.I I LL WM.JT TO 

USE TAX INCENTIVES TO ADVANCE A LEGITIMATE PUBLIC POLICY GOAL· 

~BUT WE DO NOT WANT TO ALLOW SUCH DEVICES TO GET OUT OF HAND, SO 

THAT GENERAL TAX RELIEF IS SLIGHTED AND THE AVERAGE TAXPAYER 

FOOTS THE BI LL. WHAT WE tJEED I\ A RALMJCE BETWEEN THE~RAL 

AND THE SPECIFIC, SO THAT NARROWER POLICY GnALS DO NOT UNDERMINE 

T f\ X P 0 L I CY HJ GEM ER AL AND THE REVEN lJ E -RA I S I NG F ll NC T I 0 N I N ' ··- . · PARTICULAR. 'FINALLY, WE NE~D SJMPLISJTY BECAUSE IT AIDS OUR 

OTHER GOALS--JT REDUCES THE BURDEN OF COMPLIANCE, IT IS MORE 

EFFICIENT .FOR PURPOSES OF RAISING REVENUE, AND IT ENHANCES PUBLIC 

ACCEPTANCE AND UNDERSTANDING OF WHAT OUR TAX SYSTEM IS ALL ABOUT. 
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THESE THREE GE IJERAL PR ItJC I PLES LEAD us R l G HT nnn A FEW 

~ ~ · ·:CIFICS. TO IIKREASE EQUITY At-JD THE PERCEPTION nF EOLIITY, WE 

CAN IMPROVE OUR COMPLIANCE RECORD. IT IS DIFFICULT TO EXPLAIN TO 

TAXPAYERS WHY THEY SHOULD BE ASKED TO PAY MORE IN TAXES WHEN WE 

ARE DOING LESS THAN THE MAXIMUM IN COLLECTING TAXES ALREADY DUE. 

THAT IS WHY SENATOR GRASSLEY AND I HAVE PROPnSED A PACKAGE 

INCLUDING BETTER INFORMATION REPORTING, A REVISED SYSTEM OF 

PDJALTIES, Mm VOLUNTARY WJTHHOLDitlG ON BDJEFIT P/\Ytinns FROM 

QUALIFIED PLANS. THIS TAXPAYER COMPLIANCE IMPROVEMENT ACT IS FAR 

FROM A RADICAL MEASURE, BUT IT PROVIDES ENOUGH NEW AND IMPROVED 

iOOLS FOR ·THE INTERNAL REVENUE SERVICE TO HELP NARROW THE .. 

COMPLIANCE GAP AND BETTER ENSURE THAT THE TAX BURDEN IS FAIRLY 

SHARED· 
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ANOTHER STEP WE CAN TAKE, IN THE INTEREST OF ROTH EQUITY AND 

BALANCE, IS TO GREATLY STRENGTHEN AND REVISE THE PRESENT MINIMUM 

TAXES· THE PRESENT ALTERMATIVE AND ADD-ON tHNit1UM TAXES SIMPLY 

ARE NOT EFFECTIVE. IF WE ARE TO HAVE A MINIMUM TAX IN THE 

INTEREST OF FAIRNESS, THEN IT HAS TO BE EFFECTIVE. ON BOTH THE 

I N D I V I DU AL AND TH E C 0 R P 0 RATE S I DE , WE NEED A t1_ l N I M ll M TAX THAT 

ENSURES THAT EVERY TAXPAYER PAYS A REASONABLE PERCENTAGE OF REAL 

ItlCDr1E IN TAXES, REGARDLESS OF OTHER TAX PREFERENCES AND 

HJ C ENT I VE S W E HAVE PR 0 V I DE D BY L AW . . TH I S I S F A I R BE C A ll SE I r: ·::-. -~ 
PREVENTS TAXPAYERS FROt1 AVOIDING TAX ALTOGETHER: IT HELPS 

RESTORE A.BALANCE IN THE TAX CODE BY ENSURING THAT THE REVENUE-

RAISING FUNCTION IS NOT UNDERMINED BY THE PROLIFERATION OF 

SPECIAL TAX INCENTIVES. 
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FINALLY, WE COME TO THE MATTER OF SPECIFIC LnnPHOLES. I 

BELIEVE WE Cf\N GREATLY lt1PROVE THE Slt1PLJCITY OF THE T/\X CODE 

OVER TI ME, AS WELL AS EIJCOllRAGE THE PUBL_I C TO PERCE I VE THE SYSTEM 

AS FAIR, BY PROCEEDING TO REEXAMINE THE ECONOMIC EFFECTIVENESS OF 
.'-t1ANY TAX I tJCENT IVES. I AM NOT PROPOSING A SYSTEMATIC OR RAD I CAL 

OVERHAUL--! SUSPECT THAT EVENTS, AS I HAVE INDICATED, WILL FORCE 

US TO REVIEW TAX INCENTIVES IN ANY EVENT. THE HEAT IS ALREADY 

ON, AND WE HAVE TO SET PRIORITIES AND STICK TO THEM FROM NOW ON 

I t J THE TAX ARE A AS t1 ll CH AS HJ THE S PE MD I NG ARE A . I T S I MP LY HI L l . , ~ · ·· - -~-

NOT DO TO SHIFT OUR RESOURCES FROM DIRECT SPENDING PROGRAMS TO 

TARGETED TAX BREAKS AS A MEANS OF IMPLEMENTING NATIONAL POLICY. 

THERE WILL ALWAYS BE ROOM FOR BOTH OF THOSE APPROACHES, BUT THE 

DANGER WITH TAX INCENTIVES JS THAT RELYING TOO HEAVILY ON THEM 

DANGEROUSLY UNDERMINES THE BROADER GOALS OF TAX POLICY, AND 

FRUSTRATES OUR EFFORTS TO MANAGE FISCAL POLICY AS WELL· WE HAVE 

TO MAKE CHOICES, /\MD WE HAVE TO START t1AKltJG THEl-1 RIGHT NOW. 
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SAFE HARBOR LEASING IS NOT THE ONLY EXAMPLE OF AN 

UNWARRANTED DEVIATION FROM GENERAL TAX POLICY, BUT IT WILL SERVE 

AS A GOOD EXAKPLE OF THE PROBLEM THAT CONCERNS ME. WHEN CONGRESS 

APPROVED SAFE HARBOR LEASING IT DID SO LARGELY ON THE 

UNDERSTANDING THAT THE PROVISION WAS NEEDED TO BALANCE OUT THE 

CAPITAL COST RECOVERY SYSTEM, MAKE IT 'NEUTRAL' AMONG VARIOUS 

TYPES OF INDUSTRIES. BUT THIS WAS AN ILLUSION : EXTENDING TAX 

BENEFITS TO LOSS FIRMS IS NOT NEUTRALILTY, IT IS A FORM OF 
~ 

SUBSIDY. HE .AGREED TO A PROVISION THAT MAKES SOME FIRMS BETTER - ~ 

OFF THAN IF THERE WERE NO CORPORATE INCOME TAX AT ALL: AND WE 

PROVIDED WINDFALLS FOR SOME HIGHLY PROFITABLE FIRMS IN THE . 

PROCESS, AS WELL· . THE HIGHLY PUBLICIZED ABUSES OF THE LEASING 

PROVISION HAVE UNDERMINED PUBLIC CONFIDENCE IN TAX FAIRNESS. BUT· 

THEY ALSO REPRESENT A POL I CY TH.~T HAS NOT ADEQ!IATELY THOUGHT . ' 

THROUGH FROM THE STANDPOINT OF OVERALL TAX PnLICY. 
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RESIDES IT IS NOT CLEAR THAT LEASING IS EVEN IN THE LONG-

TERM INTEREST OF A COMPANY. I HAVE BEEN TOLD THAT SOME CORPORATE 

f1ANAGERS HAVE BEEN UNDER PRESSURE TO ENTER INTO LEASING 

ARRANGEMENTS JUST TO IMPROVE SHORT-TERM PROFIT-AND-LOSS 

STATEMENTS. SOME OF US THOUGHT WE WERE TRYING TO GET AWAY FROM 

TAX-MOTIVATED DECISIONS AND ENCOURAGE. BUSINESS TO MAKE DECISIONS 

THAT MAKE LONG-TERM ECONOMIC SENSE. ·LEASING APPEARS TO CUT THE · 

OTHER WAY. 

~ PERHAPS LEASHJG IS NOT THE BEST· EXAMPLE: WE- MAY NEVER :CDME 

TO A COMPLETE AGREEMENT ON THE QUESTION OF EXTENDING TAX BENEFITS 

TO FIRMS COR l.NDIVIDUALS FOR THAT MATTER> THAT ARE NOT MAKING A 
~ ·-- · 

PROFIT. SOME OF US WOULD URGE EXTREME CAUTION IN THIS AREA, ON 

THE THEORY THAT TAX INCENTIVES ARE BY THEIR NATURE DESIGNED FOR 

AFFECTING THE DECISIONS OF PROFIT-MAKING ENTERPRISES OR 
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INDIVIDUALS WITH REAL INCOME. IF WE WANT TO ASSIST COMPANIES IN 

A LOSS POSITION OR INDIVIDUALS IN POVERTY, THE TAX CODE MAY NOT 

BE THE BEST PLACE TO TURN. RUT THE SAFE HARBOR LEASING PROBLEM 

DOES TIE TOGETHER THE PRINCIPLES I SUGGESTED--EOUITY, BALANCE, 

AND SJMPLICITY--AND IT IS THE KIND OF TAX POLICY DECISION THAT WE 

OUGHT TO BE MORE CAUTIOUS ABOUT IN THE FUTURE. 

"' MJOTHER EXAf1PLE OF THE KINDS OF INEQUITY WE NEED TO ADDRESS 

PLANS. TO ALLOW OVER $45,000 TO BE SET ASIDE TAX-FREE EACH YEAR 

MAY BE H~RD TIT JUSTIFY IN A TIME OF FISCAL AUSTERITY. THAT KIND 

OF OVER-GENEROSITY JUST UNDERMINES CONFIDENCE IN OUR TAX SYSTEM. 
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FORTlJNATELY, THE PRESIDENT APPEARS TO AGREE WITH THIS VIEW 

OF THE GENERAL DIRECTION WE HAVE TO TAKE. NOW THAT IT JS 

CONCEDED THAT WE NEED TO RAISE REVENUES, THE ADMINISTRATION HAS 

ENDORSED STEPS TO NARROW THE COMPLIANCE GAP. IT HAS PROPOSED A 

NUMBER OF LOOPHOLE-CLOSINGS OF ITS OWN, INCLUDING RESTRICTIONS ON 

USE OF INDUSTRIAL DEVELOPMENT BONDS, CUTTING BACK ON USE OF THE 

COMPLETED CONTRACT t1ETHOD OF ACCOUNTING, AND REVISING THE 

TAXATION OF THE INSURANCE INDUSTRY. THE ADMINISTRATION ALSO 

---ENDORSES A t1UCH STRONGER CORPORATE MINit1UM TAX, A~D HAS CONCEDED 

THE NEED FOR AT LEAST SOME EQUITABLE AbJUSTMENTS IN SAFE HARBOR 

LEASING. ALL ·OF _THIS MEANS THAT WE ARE LIKELY TO MAKE PROGRESS 

THIS YEAR IN THE AREAS I HAVE OUTLINED· 
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THE RAR CAN HELP 

AM SURE THAT THE SWEEPING TAX CHANGES OF LAST YEAR, 

FOLLOWED BY A ~HOLLY NEW SET OF SIGNALS THIS YEAR, HAS REEN 

SOMEWHAT BEWILDERING TO MEMBERS OF THE BAR AS IT HAS BEEN TO THE 

ENTIRE TAX COMMUNITY AND THE PUBLIC AT LARGE. BUT I THINK YOU 

WILL AGREE THAT MANY OF THE CHANGES MADE LAST YEAR WERE LONG 

OVERDUE. I THINK YOU WILL ALSO AGREE THAT THE FRESH SCRUTINY OF 

EXISTING TAX PROVISIONS IS NEEDED, AND IS LIKELY TO LEAD IN THE 

LONG RUN TO -A BETTER AND FAIRER TAX SYSTEM. 

• 

- · YOU HAVE AN IMPORTANT ROLE TO PLAY. IT IS IN YOUR INTEREST, 

AND IN THE INTEREST OF YOUR CLIENTS, TO HAVE SOME CONFIDENCE OF 

WHAT THE RULES ARE, AND TO HAVE THEM FAIRLY AND CONSISTENTLY 

ENFORCED. IT IS ALSO IN THE INTEREST OF THE BAR TO MAINTAIN . . 
STRONG PURLIC SUPPORT FOR OUR SYSTEM OF VOLUNTARY COMPLIANCE. 
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HAVE ALREADY f1ENTIONED THAT THE TAX SECTION PERFORMS A 

VALUABLE ROLE IN WORKlNG WITH THE CONGRESS AND THE EXECUTIVE TO 

HELP FASHION TAX LEGISLATION THAT WILL BE CLEAR, FAIR, AND 

COMPREHENSIBLE· THE SIMPLIFICATION PROJECT IS A PERFECT EXAMPLE· 

BUT YOU ALSO HAVE AN ItiPORTANT FUNCTION IN EDUCATING THE PUBLIC. 

YOU KEEP ABREAST OF LEGISLATIVE AND OTHER DEVELOPMENTS WITHIN 
. . YOUR PROFESSION--BUT YOU ALSO PROVIDE AN IMPORTANT LINE OF 

COMMUNICATION TO THE PUBL1C THROUGH YOUR DAILY CONTACTS WITH 
.. .. . . 

CLIENTS, TH~6UGH YOUR CONFERENCES, SEMINARS, AND PURLICATIO~§: -

YOU ARE IN A POSITION TO GAUGE THE PUBLIC'S ATTITUDES TOWARDS 
. TAXES, AND TO . HELP THEM UNDERSTAND BETTER WHAT THE THINKING JS IN . . .· . 

CONGRESS. 
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THESE Lil~ES OF COMf1llNICf\TION f\RE MnRE It1PORTMJT Nnw THAN 

EVER· I SEIJSE BOTH IN THE CONGRESS AND THE PllRLIC f\ GROWING 

SENSE OF FRUSTRATION OVER OUR TAX SYSTEM, AND A GROWING DESIRE TO 

MAKE RADICAL CHANGES. THE CONCEPT OF A FLAT-RATE TAX, OF A GROSS 

INCOME TAX, OR OF SHIFTING TO A CONSUMPTION OR OTHER TAX BASE, 

ALL ARE BE I NG SER I 0 US LY D I SC ll SSE D AS NEVER BE F 0 RE . HJ FACT , J 

HAVE INDICATED THAT THE FHJMJCE COMMITTEE t1AY REVIEW THE FLAT-TAX 

IDEA--nuR TAX SYSTEt1 DEMANDS {\ FRESH LOOK. THERE TS A UNIVERSAL 

PERCEPTION THAT OUR TAX CODE HAS GnTTE~ TOO COf1PLEX, TOO DIVERTED 

TO PERIPHERAL rrnTTERS, AND TH.f\T FAIRMESS HAS SUFFERED AS A 

RESULT. ·PEOPLE ARE LESS CONFIDENT THAT A PROGRESSIVE TAX SYSTEM 

REALLY IS PROGRESSIVE. 
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UNLESS WE, THE CONGRESS, THE BAR, AND THE T~X COMMUNITY IN 

GENERAL DEAL WITH THIS PROBLEt1, WE RISK FORFEITING CONTROL OVER 

TAX POLICY. I DO NOT FEAR THAT WILL HAPPEN: CONGRESS HAS 
.. ALREADY REASSERTED CONTROL OVER TAX POLICY BY THE SIMPLE ACT OF 

REMOVING THE 'AUTOMATIC PILOT' OF INFLATION THAT DISTORTED THINGS 

FOR TOO MANY YEARS. BUT IT WILL TAKE A CONCERTED EFFORT TO 

RESTORE PUBLIC CONFIDENCE IN THE TAX CODE AS A FAIR AND 

STRAIGHTFORWARD DEVICE FOR RAISING REVENUE TO MEET THE NEEDS OF - ~- ...... -... 
OUR .PEOPLE· WE ~OPE TO BEGIN THE EFFORT TO RESTORE THAT · 

CONFIDENCE IN THE TAX LEGISLATION WE PUT FORTH THIS YEAR • . WE . . 

NEED YOUR HELP, AND WE LOOK FORWARD TO WORKING WITH YOU TO 

ACHIEVE THE GOALS I KNOW WE SHARE. 

THMJK YOU. 
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~ 
~. 

"~(1"> 
~- ... "'' THE CONSEQUENCES OF TH IS POL ICY, W-HETHER IT HAS CONSC~R 

THE RESULT 

UNC mJSC I ous" HAVE BEEN tU xE·D. NO ONE WOULD DISPUTE THAT MANY 

SPECIAL TAX CREDITS AND DEDUCTION FULFILL A VALUABLE PURPOSE, AND _ 

DO IT WELL--IF NOT ALWAYS FAIRLY· THE INVESTMENT TAX CREDIT AND 

THE MORTGAGE INTEREST DEDUCTION, ARE GOOD EXAMPLES. RUT OTHER 

TAX PREFERENCES ARE NOT SO GOOD--SAFE HARBOR LEASING IS ONE OF MY 
- ~ - .. -·~· . - FAVORITE EXAMPLES. IN ADDITION, GOOD OR BAD, WE CAN~OT FORGET 
. THAT THE SPECIAL RELIEF .MUST COME AT THE EXPENSE OF THE GENERAL· 
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