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OUTLINE OF REMARKS

~

Business Leqislative Council

February 17, 1983--12:30 p.m.--Capito l Hilton

I.

The President and the New Congress

In his State of the Union message, President Reagan made
A.
clear that he and the 98th Congress must work together to deal
with an active agenda . . That means action on the deficit, on
unemployment , on social security, and attention to the shifting
At the
patterns of industry and job creation in our economy.
same time we have to realize there will be major areas where we
No one is going to compromise away the gains won
will not agree .
towards restraining the growth of spending, controlling the tax
The American people still
burden, and beating back inflation.
overwhelming ly support those goals.
The President, the House leadership, and the Senate
B.
leadership will have to work together to forge a consensus on
On some issues we
major decisions if we are to get the job done .
social
stalemate:
legislative
a
have
to
afford
simply cannot
have
Speaker
the
and
President
the
and
these,
security is one of
in
interest
public
the
for
regard
e
statesmanlik
a
shown
supporting the bipartisan social security package .
On taxes,
The President still sets the agenda .
C.
spending, deficits, employment, and trade the President proposes ,
Those of us who have ideas of our own
and Congress must dispos~.
will work with the White House to get things done- - but leadership
That is why we are unlikely
still must come from the President.
to see any major departure from the principles of government
Ronald Reagan has espoused in his first two years in off ice.
There is no coherent alternative to Republican
D.
The-people still recognize that our economic
leadership.
problems were a long time in the making, and that the cure will
According to CBS/New York Times voter exit polls
take time too.
in the last election , voters by a 5 to 4 margin blamed our
economic problems on past Democratic policies rather than on
President Reagan.
II.

The Economy

We have to realistically assess the state of
Prognosis.
A.
The fact
for the next few years .
prospects
the
and
economy
the
lasting
and
stable
a
for
laid
been
has
is that the groundwork
It is absolutely crucial
recovery, without renewed inflation.
that we proceed with care at this point, and not throw away the
gains already made .
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1.
Inflation was cut to 3.9 percent in 1982, from 12.4
percent in 1980 .
This is the lowest inflation rate since 1972.
2.
Interest rates are down and still falling.
The
prime rate is down to 11 percent , way down from the 21 percent
that prevailed when President Reagan took office.
Home mortgage
rates are down 3 points since last year.
Long-term rates for
business loans are off 3 to 4 points from a year ago.
3.
Government spending growth rate is down to 11.2
percent this year from 17 . 4 percent in 1980.
The 1983 budget
resolution projects the growth rate of government to fall to 7.5
percent by 1985.
4.
Lower taxes with major improvements in tax equity
will help buoy the recovery, both on the consumer side and on the
investment side .
The combined effect of the 1981 and 1982 tax
bills has been to lower individual taxes over 3 years by $344
billion, as well as improve compliance and tax fairness .
Lower
individual rates boost personal income and restore incentive,
while favorable capital cost recovery rules should spur
investment.
Already a significant result of the tax changes has
been to boost the savings rate to about 7 percent:
additional
savings we need to build the capital pool to finance recovery.
B.
Unemployment .
The January drop in unemployment to 10 . 4
percent is major good news , and the decline should continue even
if there are a few "blips" upward .
Unemployment, of course,
remains the major negative in the economic picture .
High
unemployment costs the Government in lost revenue and lost
production, and it has to come down .
But it has to come down and
stay down without inflationary stimulus--that is what we have
failed to do in the past.
o Clearly there is a bipartisan consensus for more jobs.
But resuming the inflationary policies of the past will not
create lasting jobs, just an illusion of prosperity that leaves
us worse off the next time we try to get "off the wagon . "
o That means the most important thing we must do is judge
carefully the degree of stimulus the economy can and should take ,
consistent with a firm anti-inflati6n policy .
The Federal
Reserve will play a key role , and has already shown a willingness
to adjust its short-term goals based on an assessment of the
weakness of the economy .
We will not allow the recession to
continue, but we will not reinflate the economy, either.
o

While the mai~ emphasis must remain on the long-term
goals of growth with low inflation, there are steps we can take
in the short term to deal with the plight of the unemployed .
Many things have already been done:

Page 2 of 15
c019_029_020_all_A1b.pdf

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

3

- A new Federal supplemental unemployment compensation
program was passed with the 1982 tax bill, providing additional
unemployment benefits to about 2 million workers in 38 States.
The President will propose extending this by 6 months beyond
March 31, 1983, and will propose a jobs tax credit for employers
who hire the long-term unemployed
- The President signed into law the new Job Training
Partnership Act, which emphasizes training for permanent
New initiatives outlined
employment rather than make-work jobs .
unemployed, youth,
long-term
the
on
by the President will focus
who lost jobs du e
workers
displaced
relocating
·
or
and on training
reductions
to plant closures or force
- The targeted jobs tax credit, which was extended for 2
years by the 1982 tax bill, gives employers a real inc e ntive to
hire the disadvantage d--about 600,000 workers are certified under
the program
- The enterprise zon e legislation reported last fall by
the Finance Committee can provide us with an experiment in
private-secto r job creation in ' depressed areas, through a
combination of Federal tax incentives and State and local efforts
to target an area for development with regulatory and tax relief,
neighborhood participatio n, and capital and other improvements
- The 5¢ per gallon gax tax increase can create over
300,000 jobs by funding much n eeded repairs and construction of
the Federal highway system .
C.

The Deficit and Interest Rates.

All our economic difficulties are , of course,
1.
related - -high interest rates and slow growth boost the deficit ,
and higher deficits create greater uncertainty in the business
community as to our future course ; will there be more inflation ,
or less credit available for business expansion?
Because of this , it makes sense first of all to
2.
chart a path that is most likely to bring 'stable growth without
Higher growth boosts revenues and cuts unemployment
inflation .
costs, thereby reducing the deficit as well.
In the short term, as the President urges, it makes
3.
sense to continue to review every part of the Federal budget in
This means both defense and
an effort to bring the deficit down .
entitlements must be under scrutiny to maximize the efficiency of
A balanced deficit reduction program is
every dollar spent .
Freezing some discretionar y programs in real
still our goal .
terms may help ensure a broad - based reduction effort .
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Continued efforts to restrain the deficit by
4.
controllin g Federal spending will give the Federal Reserve a bit
more room to accommoda te the potential for real growth that
But
exists in the economy without inflationa ry pump-prim ing .
we
if
crucial
is
policy
monetary
restraint in both fiscal and
.
program
economic
the
in
e
confidenc
want to maintain long-term
with
reconciled
carefully
That means long-range goals must be
efforts to respond to particula r weaknesse s in the economy .
Radical attempts to reverse course would be self-defe ating and
must be resisted.
I I I.

Taxes and the Budget

If we need additiona l revenues in the out-years , it has
A.
to be done consisten t with the goal of reducing the deficits as
a goal that everyone agrees is essential .
recovery proceeds:
There are lots of ways to raise revenue, but our job is
B.
to choose ways that are fair and consisten t with good tax policy .
We should resist the temptation to undo the progress that has
been made in providing greater incentives for savings, work , and
those incentives will become more important as
investmen t:
There are many base-broad ening measures still
recovery proceeds .
to be considered that would improve the equity and efficiency of
the tax code ; and there are a number of ways in which you could
fashion a temporary add - on tax without underminin g a commitmen t
to lower tax rates and a broader - based , fairer tax system .
Ther~ seems to be a growing clamor for repeal
Indexing .
C.
ro vision of the 1981 tax act , which takes
p
indexing
of the tax
We all know that we have to compromis e to get
effect in 1985 .
things done , but this is one area that we ought to leave alone if
we are interested in sound tax policy and honesty in governmen t.
We can raise revenues , and we may have to - -but why resort once
again to back-door revenue increases generated by inflation?
Tampering with indexing further risks sending a signal that we
are prepared to reinf late the economy and generate revenues
That would mean
through bracket creep to deal with the deficit .
two years ,
past
the
over
made
have
we
progress
undoing all the
mistake.
s
and it would be a tremendou

The President 's budget
Outyear tax increases .
D.
$46 billion in FY 1986,
raise
to
recommend s a contingenc y tax
tax, to be triggered if
oil
an
and
consisting of a 5% surcharge
of major spending
adoption
despite
high
the deficit remains too
a "trigger"
use
to
need
It is not clear why we would
cuts.
if we estimate
:
levels
device to raise taxes based on deficit
any tax
that
agree
can
that the revenues will be needed , we
be a surtax
it
whether
,
increase we provide for will be temporary
that a
unlikely
seems
It
or a package of miscellane ous changes.
the
on
ce
reassuran
of
kind
the
create
"trigger" mechanism would
deficit that the country is looking for .
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,
If growth and revenu es turn out better than now projec ted
ly
we can alway s reduce taxes to the exten t that becom es fiscal
baseonal
additi
some
enact
to
is
bility
One possi
desira ble .
tax
broad ening measu res--im provem ents in equity and elimin ating
for
e
provid
-thcn
cientineffi
y
provis ions that are econo micall
contro l
furthe r rate reduc tions if the defic it is broug ht under
the
ain
maint
would
This
.
more rapidl y than is now expec ted
has been
that
system
tax
ed
er-bas
momen tum for a lower -rate, broad
the
with
stent
consi
also
is
It
built over the last two years.
ified
simpl
and
lined
stream
a
admin istrati on 's consid eratio n of
tax struct ure with lower rates.
E.

Tax Issues of Contin uing Conce rn

A numbe r of issues that have been around for some time
ought to receiv e attent ion from the 98th Congr ess.
Effor ts to reduce the
6-mon th holdin g period .
1.
There is
s will contin ue.
month
6
to
capita l gains holdin g period
boost
a
give
can
it
se
becau
e,
chang
very strong suppo rt for this
ment
invest
and
s
saving
r
greate
when
time
to capit al marke ts at a
change
This
'
ery.
recov
ic
econom
ned
is vitall y impor tant to sustai
was approv ed by the House in 1981 and by the Senate on three
d into
separ ate occas ions in 1982, so it is time to get it enacte
law.
An idea that has been
Educa tion Saving s Accou nt.
2.
new
e
around for sever al years and may receiv attent ion in the
s
saving
rage
encou
to
ement
Congr ess is to use an IRA-ty pe arrang
ng.
traini
ional
vocat
ed
for colleg e educa tion or advanc
be taxContr ibutio ns to an accou nt set up for this purpo se would
stated
the
for
funds
the
free subje ct to limits on the use of
In the area of educa tion of one's childr en, in
purpo se.
partic ular, the Presid ent has propos ed a versio n of this
It could provid e suppo rt for
initia tive in his FY 1984 budge t.
appea l.
educa tion with a free-m arket approa ch , which has a lot of
The morato rium on IRS fringe
Fringe Benef its.
3.
been
benef it regula tions expire s on Decem ber 31, 1983, having
This issue has been with us since
extend ed to that date by ERTA.
be time
1978, when the morato rium was first impos ed, and it may
that
ates
estim
The Congr ession al Budge t Office
to deal with it.
about $500 millio n could be genera ted by taxing so-ca lled
., free
"nons t atutor y" fringe benef its provid ed to emplo yees --e.g
While
airlin e trave l, recrea tional facili ties, etc .
ult issues of
diffic
raise
its
benef
these
le,
theor etical ly taxab
Still, fringe
valua tion and alloca tion to indivi dual emplo yees.
benef its are "comp ensati on" and , to preve nt erosio n of the
revenu e base, somet hing may have to be done .
The tempo rary life
Life Insura nce Taxat ion.
4.
the end
insura nce compa ny taxati on provis ions of TEFRA expire at
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The Financ e Commi ttee and Joint Commi ttee staffs , as
of 1983.
well as GAO, are looking at perman ent change s in the taxatio n of
If the
the life insuran ce and casual ty insuran ce indust ries.
loss
revenue
ntial
tempor ary rules were simply extend ed, a substa
year.
per
billion
$1
would result, probab ly in excess of
In 1980 Congre ss legisla ted
Mortga ge Subsidy Bonds .
5.
ge revenu e bonds.
mortga
mpt
restric tions on the use of tax-exe
author ity to issue
the
Under the terms of that 1980 compro mise,
tax-exe mpt mortga ge revenue bonds termin ates on Decemb er 31,
There will probab ly be some intere st in extend ing mortga ge
1983.
Senato r Durenb erger
revenu e bonds in some form beyond that date :
already has indicat ed such an intere st.
G.

Possib le Admin istratio n Tax Initiat ives

A number of initiat ives were not acted on in the 97th
Congre ss, and the admin istratio n's 1984 budget propos es action in
these areas in the 98th Congre ss.
Althoug h the Financ e Commi ttee
Tuition Tax Credit s.
1.
fashion ed a compro mise tuition tax credit propos al last year
after extens ive consid eration , the bill receive d no further
But the Commi ttee's effort s could form the
action last year.
basis for legisla tion in the 98th Congre ss.
The admin istratio n's
Caribbe an Basin Initiat ive.
2.
propos al to provide trade and certain tax incenti ves for econom ic
develop ment in the Caribbe an Basisn made substa ntial progre ss in
This is likely
the 97th Congre ss, but still awaits final action .
to be a priorit y it em for the admin istratio n .
The Financ e Commi ttee reporte d
Enterp rise Zones.
3.
out a modifie d version of the admin istratio n's enterp rise zone
The
propos al in Septem ber, but no further action was taken.
sion
discus
with
tion
connec
in
again
up
come
to
propos al is likely
ly
possib
and
,
als
propos
ment
develop
ic
of job-cre ation and econom
is
n
questio
major
A
ents.
refinem
further
could be acted on with
they
which
idea,
the
in
st
intere
an
take
will
whethe r the House
did not in the 97th Congre ss.
While no specif ic DISC propos al was made in
DISC.
4.
issue was extens ively discuss ed -the
the 97th Congre ss,
The search
partic ularly the questio n of legalit y under the GATT.
s, and
export
age
encour
to
way
tive
is clearly on for an alterna
.
active
be
to
likely
the admini stratio n is
IV. Social Securi ty
Bipart isan cooper ation continu es to be the key to
A.
The Nation al
resolvi ng the social securit y financi ng crisis .
es suppor t.
deserv
that
Commis sion develop ed a biparti san packag e
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It is not perfect, and everyone had to swallow hard on some
that is the cost of reaching agreeme nt .
items:
The work of the Commiss ion made clear that it is a
B.
The~
crisis in social security that we are confron tin g.
1983
betHeen
Commiss ion agreed that $150-$20 0 billion is needed
This
1990.
and 1989 to ensure the solvency of the system through
under
1990
means providin g about a 15 percent reserve ratio by
This is
the pessimi stic --som e would say realistic --assum ptions.
still a reserve level lower than at any point in history , and
does not take into account the medicare program , which will have
serious reserve problem s by 1990 if nothing is done .
The real job is, and always has been, up to Congres s .
C.
The bipartis an package , includin g a 6-month delay in cost-of living adjustm ents, partial accelera tion of schedule d payroll tax
increase s, coverage of new Federal workers and non-pro fit
organiz ations, and partial taxation of benefits for higher-i ncome
The Finance
benefic iaries, will be before Congress right away .
Committ ee has schedule d hearings for February 15.
Long-ter m changes are also needed, of course , and the
D.
We
work of the commiss ion has helped give us valuable guidanc e.
and
cannot forget that the payroll tax burden is already heavy
schedule d to increase , and the confiden ce of young people is
The long-ter m deficit can be reduced
critical ly low.
gradual ly slowing the growth of benefits as
very
by
consider ably
Another route is to
people come on to the rolls in the future.
ly, for people
gradual
very
again
age,
nt
raise the retireme
case ample time
either
In
now.
from
years
30
or
retiring some 20
and
savings
their
adjust
to
people
for
would be availab le
.
s
retireme nt decision
E.

Major Feature s of the Package
1.

COLA Delay

Even with the 6-month delay of the cost-of -living
increase , benefits for 1984 for the average retired couple will
be about $330 higher than their benefits for 1983, assuming an
inflatio n rate of 4 percent .
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2.

Taxat ion of Bene fits Above Thres hhold

Many low and mode rate incom e retire d taxpa yers are
est, and other
alrea dy taxed on their pensi ons, divid ends, inter
with
s
idual
indiv
that
Basic fairn ess requi res
incom e .
treat some of
least
at
d
shoul
subst antia l amou nts of other incom e
incom e tax.
to
ct
subje
e
their socia l secur ity bene fits as incom
undue
cause
not
d
shoul
One-h alf is an appro priat e amoun t and
hards hip.
Taxa tion of bene fits above the thres hhold shoul d
only affec t about 11 perce nt of all socia l secur ity
ity
bene ficia ries , so the great majo rity of socia l secur
recip ients will not be affec ted by this chang e.
3.

Payro ll Tax Acce lerati on

The accel erati on of the payro ll tax incre ase will
betwe en now and
only incre ase payro ll tax reven ues by $9 billio n
offse t
Half of this amoun t - -the emplo yee porti on--w ill be
1988 .
on-porti
The other half - -the emplo yer
by an incom e tax cred it .
n et
The
n.
will be dedu ctible on the empl oyer' s incom e tax retur
my-econo
of the
effec t will only be to take about $3 billio n out
my.
econo
r
dolla
on
trilli
3
a
in
r
facto
an insig nific ant
By remov ing the enorm ous amoun t of misin form ation
e of the
and unce rtain ty which has scare d the elder ly peopl
the elder ly
count ry , the bill will impro ve confi dence , both among
These shoul d have signi fican t
and in the finan cial mark ets .
posit ive econo mic effec ts .
Bene fits vs . taxes

F.
o

Of the $169 billio n finan cing packa ge, one can view
the large st compo nent as being on the bene fit side
throu gh slowi ng the rate of futur e bene fit growt h
and parti al taxat ion of bene fits for the highe st incom e bene ficia ries .
0

0

Bene fit slowd own and recap ture

$70 billi on -

COLA adjus tmen ts

(S40 billio n)

Recap ture of bene fits throu gh
tax system s

($30 billio n)

Expan sion of cover age and
repay ment of milit ary servi ce
oblig ation
Cover age of Feder al and
nonp rofit emplo yees

$41 billio n -

41%

24 %

($23 billio n)
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Milita ry servic e debt
0

Tax speedu p and restru cturin g
of self-em ploym ent tax

($18 billio n)
$58 billio n -

Tax speed up

($40 billio n)

Self - employ ment restru cturin g

($18 billio n)

34%

$169 total
o

V.

Even though one-t hir d ($58 billio n) of the
packag e is compr ised of payro ll tax chang es, the
real i mpact on the econom y will be less becau se
of the tax credi t to empl oy ees , the
deduc tibilit y of emplo yer payro ll taxes and the
tax deduc tion provid ed for the self-e mploy ed
will reduc e the total tax burden by about $18 .5
Thus the real additi onal payro ll tax
billio n.
burden will be sligh tly below $40 billio n over
the period 1983-1 990.

Trade

The size of our trade
Trade defic it is too large.
A.
defic it (which is now projec ted at $75 billio n in merch andise
ess
trade and $40 billio n in curren t accou nt) alone means Congr
.
policy
trade
our
will contin ue to look hard for ways to reform
into
called
been
The system of multi latera l arrang ement s has
.
seriou s questi on as many believ e it fGils to meet our needs
ch
approa
us
see
to
want
Many voters a nd membe rs of Congr ess will
e
averag
The
.
basis
more of our trade proble ms on a bilate ral
TV 's
Ameri can simply does not unders tand why Japane se cars and
and
bats,
all
baseb
sell well here but Ameri can cigar ettes, beef,
of
type
this
for
ies
Remed
cosme tics canno t be sold in Japan.
focus of attent ion in the new
major
a
be
to
n
certai
are
ion
situat
Congr ess.
Unfor tunate ly, the GATT minis terial
Expor t issues .
B.
ies for
failed to make pr ogr ess on the questi on of foreig n subsid
from
re
pressu
There will be contin ue if
agric ultura l expo rts.
for
or
iation
Congr ess to resolv e this situat ion throug h negot
sale
flour
other expor t promo tion action s like the recen t wheat
will
which
I will be introd ucing legisl ation
to Egypt .
This does not mean
activ itie s in the future .
such
facili tate
trade war , but does mean seekin g to expand East - West trade,
Bank
develo ping a viable subst itute for DISC, utiliz ing Ex-Im
bill
resour ces more adept ly , and moving the trade recip rocity
Fair access to
that the Financ e Comm ittee approv ed in 1982.
marke ts must be a two-wa y stree t, and Congr ess will be under
consid erable pressu re to see that that is so.
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As you know the House passed "local
Import issues.
C.
That is a
content " legislation at the end of the last Congress.
drastic proposal ~nd likely to be counterproductive in the long
run if our goal is to increase access to markets and to gain
maximum benefit from the mutual advantages of international
There may be other areas , however, where we might make
trade.
in considering extension of the Generalized System
adjustments:
of Preferences, there may be an interest on the part of some
members of the Finance Committee to restrict the program,
particularly in light of the failure of the GATT ministers to
agree on a new round of negotiations between developed and
Similarly, there may be
developing countries concerning tariffs.
some objection to the trade provisions of the CBI proposal, an8
it may be difficult to extend the President's authority to
In addition, I
negotiate tariff reductions on a limited basis.
believe it would be advisable for the Japanese to continue to
voluntarily restrain their automobile imports to this market
until the domestic industry has had an adequate time to get back
on its feet .
Clearly the heat is on when it comes to seeing that
D.
American producers get fair treatment under our system of
If we choose our battles carefully to
international trade.
secure an appropriate response from our trading partners, we have
an opportunity to making trade freer and fairer , to the advantage
But we must avoid the two extremes of allowing the
of everyone .
world to think only the U. S. will play by the rules of free
trade, regardless of disadvantage to our citizens; or , on the
other hand, taking extreme unilateral actions that may look good
politically but that , in the long run, will provoke severe
We need just
reaction and deprive us of market opportunities .
the right amount of leverage to open more doors , not have them
slammed in our face .
VI .

Conclusion

The months and years ahead must not be dominated by rigid
ideologies on either side--but neither can the President or the
Republican leadership be expected to cast aside the principles of
Government the American people so soundly endorsed in 1980 .
Those prin~iples -- a more restrained Government , a freer economy ,
greater accountability to the American people -- are as valid today
as they ever were , and there is no indica ti on that the people
Guided
have changed their commitment to these same principles .
by these principles , we will try to work together to build on the
sound foundation for recovery that has already been laid .
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TAX ACCOUNTING ISSUES OF INTEREST TO SMALL BUSINE SSES
Small Busine ss Critici sms
Small busine sses would like to use the LIFO invento ry
accoun ting method so they will not be taxed on the apprec iation on
Their major
the price of invento ry items caused by inflati on.
x for small
comple
too
is
it
that
is
method
LIFO
critici sm of the
method were
LIFO
the
to
ns
ficatio
simpli
Some
busine sses to use.
ERTA mandat ed
n,
additio
In
Act.
Tax
ry
Recove
ic
made in the Econom
Treasu ry to study alterna tive accoun ting method s to allevia te the
admin istrativ e burden on small busine sses.
Areas Curren tly Under Study to Simpli fy
LIFO Method and Valuat ion of LIFO Base
Issue
•

Curren tly the princip le method of comput ing dollar value LIFO
used by small busine ss (double extens ion) require s the taxpay er
to determ ine a base cost for each new item of invento ry. A
simple r method is availab le (link chain) but it can be used
only if the double extens ion method is imprac tical. Small
busine sses would like to be able to use the simple r "link
chain" method .

Talking Points
•

A simple r method of comput ing the dollar value LIFO base is
Altern ative method s should not
curren tly being studied .
require taxpay ers to have histor ical data in order to determ ine
the base year cost for invento ry items.

•

The IRS regula tions for changin g from the "doubl e extensi on"
method to the "link chain" method are also being review ed.

•

The study curren tly being conduc ted by Treasu ry include s
Hopefu lly, an
altern ative method s of accoun ting for invento ry.
r to use.
simple
be
will
which
altern ative to LIFO can be found
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2
LIFO Conform ity
Issue
Small business es would like the conform ity requirem ent
eliminat ed because lower earning s on financia l statemen t impair
Higher earnings in their financia l
their ability to borrow.
statemen ts would result if they could use FIFO for financia l
stateme nts.
Talking Points
•

Allowing differen t accounti ng methods for tax purposes and
financia l accounti ng purposes would mean compani es would report
low profits under LIFO for tax purpose s and high profits under
FIFO for financia l accounti ng purpose s.
Resoluti on of the conform ity issue may depend on how Congres s
solves related problems such as consolid ated groups using both
LIFO and FIFO for differen t busines ses.

•

There is iogic to the argumen t that a taxpayer should not be
allowed to report low income to the IRS for tax purposes and
high income to a bank, simply because he used two differen t
accounti ng methods .

•

The cost of inventor y items and the timing of deductio ns should
be determin ed by tax policy conside rations.

•

General ly, taxpaye rs should not be allowed to distort income
for tax purposes or financia l accounti ng purpose s.
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3

Cash Method
Backgroun d
If a taxpayer is required to keep inventorie s he must use an
acural accounting method (deduction s cannot be taken until all the
events giving rise to the deduction have occurred} .
Issue
Small businesse~ would like to use the cash method even though
The cash method would allow them to expense
they have inventori es.
inventorie s when purchased .
Talking Points
•

The cash method of accounting for inventorie s would not match
expenses with revenues.

•

The cash method of accounting for inventorie s would allow
taxpayers to deduct an item in one year and report income for
the item in a subsequen t year.

•

The cash method would be susceptib le to manipulat ion by
taxpayers .
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4
Invento ry Writedo wns
Thor Power Decisio n
Issue
Small busine sses would like to have Thor Power repeale d so they
can write-d own excess invent ories below market price.
Talking Points
•

To allow invento ry write-d owns below market would violat e the
policy of our t~x code that gain or toss is not realize d by
taxpay ers until a realiza ble event occurs .

•

This would allow a compan y to take invento ry losses on
unreali zed income .

•

Even though invento ry items are being sold at a profit , a
compan y would be allowed to write-d own excess invento ry items
below market value.

•

The valuing of invento ry items is very import ant becaus e of the
great potent ial for tax avoidan ce if compan ies are allowed to
subjec tively determ ine invento ry values in an artific ial
manner .

•

These issues involve a fundam ental princip le of our tax Code
that a taxpay er's accoun ting method must clearly reflec t
income .
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5

Capital Formatio n Incentiv es For Small Busines ses
Issue
During times of high interest rates and reduced money supply,
small business es have found it very difficu lt to complete with
There have been several
large compani es for limited funds.
legislat ive proposa ls to increase the capital of small busines ses.
These proposa ls included amendme nts to ERISA to allow small
business pension plans to invest plan assets in the company .
Current ly, the ERISA prohibit ed transact ion rules do not allow a
company to invest plan assets in itself.
Talking Points
•

Pension plan investm ents should be based on sound judiciar y
judgmen ts, with the sole objectiv e of protecti ng the plan
assets for the employe r.

•

If pension plan assets can be invested in the same company
making the contrib utions, standard s would have to be devised to
require the investme nt to be based on sound fiduciar y
standard s.

•

This may encourag e pension assets to be invested in a company
with a lower return over other investm ents yielding a higher
return.

•

Pension plans are establis hed for the purpose of providin g
retireme nt income for employe es, this would change that
objectiv e to supplyin g needed capital for certain busines ses.

•

Current ly, small business es can establis h ESOP's and TRASOP' s
to accompl ish this purpose .

•

Other solution s to the capital formatio n problem of small
These proposa ls include
business es have been proposed .
small business particip ating
es,
incentiv
credit
tax
nt
investme
gains tax on small busines s
capital
of
l
deferra
and
debentu res,
stock.
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