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THE WHITE HOUSELE

WASHINGTON

February 26, 198l

Elizabeth Dole

Bob Bonitati

Tomorrow's Press Conference by Coalition for

the Fiscal Year 1982 Budget

Thelma Duggin and I have tried to gather information on the
press conference scheduled for tomorrow by the Coalition on
- the Fiscal Year 1982 Budget. Here's what we have been able
to. find out: : _ '

1.

The Coalition on the Fiscal Year 1982 Budget is
being spearheaded by the Amerlcans for Democratlc

© Action and the AFL-CIO.

The Coalition appears to be a reassemblage of a

- similar coalition that was formed in 1980 to fight

budget cuts proposed by President Carter.

The Coalition includes about 120 groups and
organizations (see attached membership list).

The Coalition will be meeting tomorrow and has

-scheduled a press conference at the AFL-CIO

building at 11:00 AM. Participants will be Lane

~Kirkland, Monsignor Higgins, Dick-Hatcher and
- about eight other representatives of the NAACP,
-the ADA, the Urban League and the Natlonal Women's

Political Caucus.

lBased on tt rhetoric of their initial press release,
. we can expect the Coalition to criticize the .

"President’'s budget proposal as "reactionary,"

attacking the poor and benefitting the rich.

In light of the short time available, I would suggest the

following:
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Suggest that the Press Office treat the Coalition |
Announcement as one that was "expected" using the
opportunity to emphasize the p051t1ve aspects of

"the program.

Try to get three or four spokesmen who broadly
represent some of the constituencies in the Coalition
to simultaneously issue statements that support-

the President's program.  Hopefully, the statements’
- can provide some of the "balance" that will be

sought by the medla.j




Auwericans for Democratic Action
1411 X Streect, N.W.

Suite 850

Washington, D.C. 20005
202,/635-6447

COALITION ON THE FEDERAL BUDGET MEMBERS

American Assoc. of Univ. Women
ACLU -

American Council on Education
ACTWU

AFL-CIO

AFSCME

American Friends Service Commlttee
AFT .

_ American Jewish Committee

American Nursing Assoc tion
Anti-Defamation League :

B'nai B'rith

B'nai B'rith Women

Campaign for Housing .

Center for Community Change

Center for National Policy Review
Center for Theology and Public Policy
Children's Defense Fund

Children!s Foundation

Coalition for a New Forcign and Hllltary Pollcy
Coalition far Health Funding
Coalition for Water Project Review
Committee on Urban Pr -am Universities
Communications Workers of America
Conf./Alt. State & Local P011c1e5
Conference-of Mayors

Congress Watch

Congressional Black Caucus

Consumer Federation of America
Council of Churches -

Council for A Livable World

- Environmental Action Foundation

Environmental Defense Fund
Environmental Policy Center

. Environmentalists for Full Employment

Epllepsy Foundation
Federal Organization of Professional Women
Food Research Action Council :

"Friends Committee on National Legislation

Full Employmennt Action Council

‘Gray Panthers

Hispanic Housing Coalition
Housing Assistance Council
Human Environment Center

- ILGWU

Industrial Union Department, AFL-CIO
Internationnal Association of Machinists
I.U.E.
IVI/ADA

:ens League

m Civil Rights

National Association for Fconomic Alternative

Naticnal Association of Farmworkers Org.

National Association of Rousing Co-ops

Naticnal Association of Neighborheods

National Association of Rctaxdcd Citizens
’ tion Workers
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S iniverairir and Land _ant Colleses
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National Caucus on the Elack Aged
National Center for Appropriate Tech.
National Coalition Against Domestic Violence
National Community Action Agency '
National Conference of Catholic Charities
Naticnal Consumer Law Center
National Council of Churches
National Council of Jewish Women
National Council of lLa Raza’
National Council of Senior Citizens
- National Conference on State chlslatures
National Education Association -
National.Employment Law Project
National Farmers Union
Natior * Health Law Program
National Kispanic Coalition for Better Housing
National Housing Law Project :
" National Low Income Housing Coalition
National Organization for Women
National Rural Housing Coalltlon
National Rural Center :
National Senior Citizen's Law Center
National Soc. for Autistic Children
tional Urban Coalition
National Urban League
National Wildlife Federatlon
National Women's Political Caucus
National Youth Alternatives Project
National Youth Work Alliance
Native American Rights Fund
Natural Resources Defense Council
Network
New Democratic Coalition
New York State Assembly
0ffice of New York State Senate Minority Leader
Organization of Chinese Americans S
Planned Parenthood :
Public Interest Economic Center
Sheetmetal Workers Union, Int'l.

. Sierra.- Clud

Tax Reform Research Group

. The Alan Guttmacher Institute

The Progressive Alliance

The Rural Coalition

Unitarian Universalist Assoc1at10n'
United Auto Workers -
United Cerebral Palsy

United Church of Christ

United Food and Commercial horkers
United Methodist Women .
United Presbyterian Church U.S.A.

U.S. Catholic Conference

United States Student Association

V¢~ mteer

Washington State Department of Education
Vider Opportunities for Women

Women's Equity Action League

Women's International League for Peace and Freedom
Women' U.S.A.

Youth Policy Institute

# &
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EMBARGORED FOR RLLEASE UL LY, 1:30 pm BSY nplL 15, 1981

STALXMENT BY v/l PRESIDINT
IRCOMS waX DAY 1981

Today is the last day for filing income tax returns -- a day lhat
reninds us that t(hpa"erv pay too mucii of their earrings to the
Fedecral Governwc

and Americans will continues to pay too much woncy to the Foederal
Covernmment until the Congrass acts on cur proposals to reduce tax
rates across thes board., Without thaese reductions, there will be
an autoratic $200 billion tawx increase ovar the next 2 yeoars.

While april 1% serves as a roamipder, the p=ople of the U.S. truly
do not neead to be riwminded. They arxe victims of inila‘ion which

puses them into higher tax buockets. They are robbed daily of

a Letter standard of living. They are discouraged from work and
invastnent. ' :

There are a few other alternative taw proposals now before the
Congress, but couwpared to our proposals, they will result in ‘
higher taxzs for the american people. 1n fact, these altornatives
are ncot the onswer; they are the problom.

Taxes are rmuch too high to deal in half measnres. In 1965, less
thar. 6 percent of all taxzpayers faced marginal rates of 25 percent
or rore. Today, more than onc of every threo taxpayers is in at
least the 25 percent bracket. In addition, since 1965 the marginal
tav rore for a modian-income family of fouc has junped from 17
percent to 24 percent in 1980, And undoer curyent law it would grow
to » crushing 32 percent in 1984. Ve simply can't allow our

alr .dy overburdeunad and demoralized taspayers to suffer this
unaccoeptable inrcrease.

By commparison, our tax reduction program will reduce the macginal
tax raté to 23 parcent in 1984, a very important st“p in the right
diroction, a step that will play a significant role in rejuvenat-
ing the econony.

Cur plan treats ZAmericans at all income levels evenly and fairly.
Three~fourths of the tor cuts will go to niddle-income texpayers.
Under prescnt law, these middle~-income ¢itizens ~- who rako
bewteen $10,000 and $60,000 -~ pay 72 pevraenl of all income -Laxes
and will receive 73 percent of the benafits of our p:oposal.

The choicoe bafora us is clear. T strongly foel that the great
rajority of Arecicans believe that nothing would better encourage
cconomic growth than leaving more money in the hands of the poople
wvho ecarn it. It's tim2 to stop stripping bare the produhtle
citizens of America and funnelling their hard-carnced income into

1 N '

Today is a day when the peaple reaffirm thelr cormmitment Lo our
system by contributing a portion of their income to thoe governnent.
Americans have always beoen prepared to pay their fair share, but
today they should make it clear to all clected officials that
government hasg gone buyond its hounds and that the poople will not
toleratd the cvor-increasing tax burden they have exporienced in
recent years,

T S B 1 I LR ' cineg our - -em so that
next April 15 we snall bagin toe coieonr fo tax roouctiens instead
of simply one wore prodictable and painiul tax increasco.







Marpinual Tar Rotes for Four-Person Femlilies

e - e RETSE ) o i S

Year One-l Lf . : Tulee

Madlen incoms .
medlan iuccoe : madian ivoco

19565 147 17.0% 22.0%
1965 14 19.0 22.0
1967 15 15.0 22,0
1963 B 20.4 26.9

1969 15 20.9 . 27.
1970 15 19.5 25.
1971 15 19,C 28.
1972 15 19.0 28.

[ele RV,

1973 ‘ 16 ' 13.0 23
1974 16 22.0 3z,
1975 17 - 22,0 - 32,
1976 17 22.0 36,

oo QO QO

1977 16 - 22,0
1878 19 25.0 39.0
1979 16 24,0
1980 18 24.0

W
-~
o

43.0

Current Lay
1981 ' 18 26.0 43,
1982 8 28.0 49,
1983 : 21 28.0 49,
1984 , 21 32.0 49,

OO o2

Adainistcatlon  Trovossl

1551 17 | 27.0 41.0

1982 15 24.0 42,
- g

1984 . 15 23.0 3b.

oo o

vcsaer of the Soceotany of the Treasury fpril 4, 1931

Qffice of Tax Analysic
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WHITE HOUSE STAFFING MEMORANDUM Eaﬁ“/
ATE: 6/9/81 ACTION/CONCURRENCE/COMMENT DUE BY: —=======

ECONOMIC RECOVERY TAX ACT OF 1981

3JECT:
ACTION  FYI ACTION  FYI
VICE PRESIDENT m| a JAMES a a
MEESE a a MURPHY a a
BAKER a a NOFZIGER a ]
DEAVER a a WILLIAMSON a El/
STOCKMAN a a WEIDENBAUM a a
ALLEN a a CANZERI a a
ANDERSON o o FULLER (For Cabiner) O a
~_BRADY an Dmh\f HICKEY O 0
DOLE o & .~ HODSOLL O O
FIELDING —~======~="""00 O MC COY O ]
FRIEDERSDORF ] a CEQ a =
GARRICK a a OSTP a a
GERGEN d - USTR a a
HAI. 3R a a ROGERS o o,
- URSOMARSO v
Ren ks:

Attached for your information is a general explanation
- of the Conable-Hance bill introduced today.

S I T st B it AR 21 YT N N Ll

— _puty Assistant to the President
and Staff Secretary
(x-2702)
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ECONOMIC RECOVERY TAX ACT OF 1981

GENERAL EXPLANATION

June 9, 1981




TITLE I-—INDIVIDUAL TAX RATE REDUCTIONS
Sec. 101--25 Percent Phased Rate Reduction

uUnder each of the four present law tax rate
schedules -~ married filing jointly, single, married filing
separately, and head of household -- individuals pay tax at
marginal rates ranging from 14 to 70 percent. For earned
income, there is a separate provision 1in the law that
provides for a »maximum tax" rate of 50 percent.

Section 101 of the bill would reduce marginal tax
rates for individuals across-the-board by 25 percent. This
would lower marginal tax rates from a range of 14 percent
to 70 percent under present law to a range€ of 11 percent to
50 percent. The new toF marginal tax rate of 50 percent
represents a reduction slightly more than 25 percent.

Without the slight additional reduction in this top rate,

however, the complexities associated with computing the
maximum tax on earned income could not be eliminated.

The provision would phase in the 25 percent rate
reduction by 5 percent on October 1, 1981, by an additional
10 percent on July 1, 1982, and by a final 10 percent on
July 1, 1983. The top marginal taX rate would be reduced
to 50 percent on January 1, 1982, in order to achieve
simplification associated with the maximum tax on earned
income as soon as practicable. Moreover,; any delay could
induce taxpayers with marginal tax rates currently greater
than 50 percent to put off realizing income and making new
productive investments until later years.



TITLE II--INCENTIVES FOR PLANT, EQUIPMENT AND
REAL PROPERTY

Accelerated Cost Recovery System

The Accelerated Cost Recovery System will provide for
faster write-cff of capital expenditures by means of
simplified and standardized rules. The system will replace
the present complex provisions for determination of
depreciation allowances. It substitutes easily identified
classes, each with a standard schedule of deductions to be
taken over a fixed recovery period. The proposed legislation
assigns machinery and equipment used in business and
depreciable real estate to classes with recovery periods of
3, 5, 10, or 15 years and provides accelerated recovery over
those periods. '

Cla==eg., Brief descriptions of the classes summarize
the esseucsals of the system.

° 3-year property. This class consists of autos,
light trucks, machinery and equipment used in
research and development activities, and assets
(such as special tools) with a guideline life under
ADR of four years or less. Expenditures for these
assets will be written-off in three years according
to an accelerated schedule. An investment credit
of 6 percent will also apply to this class, an
increase of 2-2/3 percentage points over the
present law for property written—off in three
years. ’

° 5-year property. All other outlays for machinery
and equipment, including public utility property
with present guidelines lives of 18 years or less,
are assigned to a 5-year class. Additions to this
class will be written-off according to an
accelerated 5-year schedule. The full 10 percent
investment credit will be allowed for this class.

o TN eemme mrArarbyy Dnhlir n+ilitv property for

of 10 years or less will be Written—-ori ui ai
accelerated basis over 10 years. As under present
law, the 10 percent investment credit applies to
public utility property in this class, but is not
generally available for real property.

° of rty. De_ ceciable re | state (which
1s nuc auv-year proverty) will be assigned an
audit-proof life c¢. 15 years and will be written
off on a composite basis accordir _ to an
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l10-year classes will be recognized as ordinary income to the
extent of prior allowances (section 1245 rules). Similarly,
for property in the 15-year class (unless a straight-line
recovery is elected) other than residential real estate and
low income housing, section 1245 recapture will apply. For
these latter types of property, section 1250 recapture will

apply.

Qrnarcigl] rnleg,

Earnings and profits. Cost recovery for earnings
and profits purposes will be, for property in the
3, 5, 10, and 15-year classes, based on periods of
5, 12, 25, and 35 years respectively.
Addltlonally, the stralght ~line method will be
used.

Foreign assets. The recovery period for foreign
assets will be the ADR guideline period as of
January 1, 1981. The rate of recovery will be
based on use of the 200 percent declining balance
method in the early years and the straight 1line
method in the later years of the recovery period.
For foreign real property, recovery will be over 35
years under the 150 percent declining balance
method (switching to straight line). Flexibility
similar to that provided for domestic assets is
provided with respect to foreign property.

Minimum tax. For noncorporate lessors of machinery

and equipment in the 3, 5, and l0-year classes the
excess of the recovery deduction over the deduction
based on use of the straight-line method over 5, 8,
and 15 years, respectively, will be a preference
item for purposes of the minimum tax. For real
estate, the excess of the recovery deduction over
the deduction based on a 1l5-year straight-line
recovery will be a preference item.

Leasing. A safe harbor is provided for leasing
transactlons 1n'olv1ng new personal recovery

I In general, these
t

lease merely because the tax bpen ship
are taken into accuunt as part of the economic
substance of the transaction or if the minimum
investment is not greater than 10 percent of the
cost of the property.

o

Taxpaye st ¢ o ck, or
rwvapeure,™ a portion of the investment credit :
the case of early retirements up to the fifth year

PN
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that an asset is held. 1In these cases, the
taxpayer may keep a credit of 2 percent for each

full year the property is held, up to the amount of
credit originally claimed.

° At risk. The proposal extends the at risk rules to
the investment credit allowed under ACRS. However,
an exception is provided for amounts borrowed from
third party banks, savings and loan associations
and insurance companies.

Effective Aate

The Accelerated Cost Recovery System will be effective
for property acquired or placed in service after December 31,
1980. However, for machinery and equipment, ACRS does not
apply to property in use before January 1, 1981 unless
acquired after December 31, 1980 in a transaction in which
both the owner and user change. For real property, ACRS does
not apply to property in use before 1981 transferred in a
transaction in which the owner does not change, or to
property acquired for pre-1981 property in certain
substituted basis transactions.

Increase in Recovery Rates after 1984

The recovery percentages for 3, 5 and 10-year property
will be increased for property placed in service after 1984.
For v:roperty placed in service in 1985 the percentages will
be bh:-sed on the use of 175 percent declining balance method
for the first year and switching to the sum-of-the-years
digits method for the remaining years. For property placed
in service after 1985, the rates will be based on the use of
200 percent declining balance method for the first year and

switching to sum-of-the~years digits method for the remaining

years.

‘r



TITLE III--MISCELLANEOUS TAX PROVISIONS

SUBTITLE A--INCENTIVES FOR RESEARCH AND EXPERIMENTATION

Under section 301 of the bill, a nonrefundable income tax
credit would be allowed for research and experimental wage
expenditures paid or incurred by a taxpayer during the taxable
year in carrying on a trade or business of the taxpayer, but
only to the extent such expenditures exceed the average amount
of the taxpayer's research wage expenditures in a base period.

The rate of the credit would be 25 percent of the
incremental research wage expenditures for the year. Eligible
wages would be those paid or incurred for services performed in
conducting research and experimentation. In computing the
credit, only wage expenditures for research conducted within the
United States would be taken into account. Research funded by
government and research in the social sciences or humanities
would not qualify.

The provision adopts the definition of research and
experimentation now used for purposes of deduction of research
expenditures under Code section 174. How ser, it is int 1ded
that the Internal Revenue Service may, over time, provide
further guidance as to the definition, consistent with the
existing approach.

In the case of contract research, the person on whose
behalf the research is done would be entitled to the credit.
Accordingly, wages paid or incurred by the person doing the work
would be attributable to the person making reimbursement
therefor.

For individuals, the credit could only offset tax
attributable to income from the trade or business with respect

to which the research and experimental wage expenditure was
incurred.

For the taxpayer's first taxable year to which the credit
applies, the base period would be the first preceding taxable
year. For the second credit year, the base period would be the
preceding two taxable years. For the third credit year and
thereafter, the base pariod would consist of the three preceding
taxable years. :

The prov: ion would be e.’lective _.Jr wac 3
after June 30, 1981, in taxable years ending after such date.



SUBTITLE B--INVESTMENT TAX CREDIT
FOR QUALIFIED REHABILITATION EXPENDITURES

Under section 311 of the bill, the current law 10
percent investment credit for rehabilitation expenditures
incurred in connection with existing nonresidential
commercial and industrial buildings would be replaced by a
three-tier credit. A credit of 15 percent would be available
in the case of rehabilitation expenditures incurred for
buildings that have been in use at least 30 years and a
credit of 20 percent would be available with respect to the
rehabilitation of buildings that are at least 40 years old.
In addition, a 25 percent credit would be provided for
certified rehabilitation expenditures incurred in connection
with certified historic buildings. The 25 percent credit
would be available with respect to all income-producing
certified historic buildings, including those used for
residential purposes; the 15 and 20 percent credit would be
limited, like the credit under current law, to nonresidential
buildings.

In order to qualify for the credit, expenditures must be
incurred after December 31, 1981. 1In addition, they must be
expenditures of the type that must be capitalized and they
must be for property (or additions or improvements to
property) which have a recovery period of 15 years under the
.new ACRS systenm.

The provision would simplify the requirement of current
law that a credit may be taken only once every 20 years with
respect to a building, or a major portion of a building, by
requiring only that a rehabilitation be substantial. To
qualify as a substantial rehabilitation, ret osilitation
expenditures must exceed the greater of the taxpayer's
adjusted basis in the building before the rehabilitation or
$5,000.

Lessees would be eligible for the credit with respect to
rehabilitation expenditures incurred by the lessee, provided
that, on the date of completion of the rehabilitation, the
remaining term of the lease is at least 15 years.

the rehabilitation is certified by the Secretary of Interior
as being consistent with the historic character of the
building or the district in which such building is located.
This rule would not apply to a building in a registered
historic district, if the building is not a certified

1i! 1€ y T Tt

11 : - i L
aistrict.



Expenditures for property eligible for the
rehabilitation investment credit would not be eligible for
the regular 10 percent investment credit. In addition the
energy credit would not be allowed with respect to property
which is eligible for the rehabilitation credit. Finally a
taxpayer would not be permitted to use accelerated methods of
depreciation in conjunction with the credit.



SUBTITLE C--MARRIAGE PENALTY DEDUCTION

Present law generally imposes a greater tax on a two-earner

arried couple than would be imposed if each spouse were single.
Section 321 of the bill would reduce the current discrimination
against two-earner families by providing a marriage penalty
deduction equal to a specified percent of the lower earning spouse's
earnings up to $30,000. The specified percentage would be 5 percent
in 1982 and 10 percent in subsequent Years. This deduction would be
allowable whether or not the taxpayer itemizes deductions.

The marriage penalty deduction would not increase taxes paid by
single persons and one-earner couples. Thus, it would not change
the amount of tax savings achieved by a single worker who marries a
non-employed spouse.



SUBTITLE D--SAVINGS PROVISIONS
Individual Retirement Accounts

Under present law, an individual generally is entitled
to deduct the amount contributed to an individual retirement
account, annuity or bond (referred to collectively as
"IRAs"). The limitation on the deduction for a year is
generally the lesser of 15 percent of compensation for the
year or $1,500. The $1,500 contribution limit is increased
to §1,750 for a year if (1) the contribution is equally
divided between an employee and the spouse of the employee
and (2) the spouse has no compensation for the vyear.
However, no IRA deduction is allowed for a taxable year to an
individual who is an active participant during any part of
the year in a qualified plan, a tax-sheltered annuity, or a
governmental plan.

Section 331 of the bill would both increase the
deductible limits of IRAs and extend their availability.

In the case of an employee who is not an active
participant in a qualified plan (i.e., one who is currently
eligible to make IRA contributions), the current limit would
be raised to $2,000, and the percentage limitation would be
100 percent of compensation.

In the case of an employee who is an active participant
in an employer-sponsored plan (i.e., one who is not currently
eligible for an IRA), a deduction would be allowed for
contributions by the employee to an IRA. The annual
deduction by an active participant would be limited to the
smaller of $1,000 or 100 percent of the participant's
compensation.

The current spousal IRA provisions would be deleted but
the IRA limits would be increased to a total of $2,250
($1,125 in the case of an active participant) where an IRA is
established for a non-employee spouse.

EXAMPLES

An employee with $10,000 of compensation for a year who
does not participate in an employer-sponsored plan could,
under current law, contribute and deduct up to $1,500 to an
IRA. Under the proposal, this employee would be entitled to
a deduction for IRA contributions up to $2,000.

i ar :
ALIOV. | il i m e cmmae vmiree e ow wes s msimwa
current law. The proposal would allow this employee to
contribute and deduct up to $1,000 to an IRA.

R 4



Rr+*-ement Savings for the Sel'¢-Employed

Under present law, a qualified retirement plan generally
must be established by an employer for the benefit of
employees and their beneficiaries. FPor plan qualification
purposes, a sole proprietor is considered both an employee
and his or her own employer, and a partnership is considered
the employer of each partner. Thus, a sole proprietorship or
a partnership may adopt a tax-favored retirement plan,
referred to as an H.R. 10 plan or Keogh plan, for both common

law employees and for the proprietor or partners.

The maximum deductible contribution to an H.R. 10 plan
on behalf of a self-employed individual is the lesser of

$7,500 or 15 percent of the individual's net earnings from
self employment.

Although sole proprietors and partners with more than a
10 percent interest in the capital or profits of a
partnership are prohibited from borrowing from an H.R. 10
plan, common law employees and partners with less than a 10
percent interest may borrow from the plan if certain loan
conditions are met.

Section 332 of the bill would both increase the B.R. 10
plan deduction limits and change the rules regarding loans
from the plan to certain participants.

The maximum deductible contribution to an H.R. 10 plan
wo.id be increased to $15,000. The percentage limit (15
percent of net earnings from self employment) would be
retained. However, if the proposals to expand the
availability of deductible employee contributions to an IRA
are adopted, the effective maximum deductible contribution to
an H.R. 10 plan would be increased to $16,000, with no

antidiscrimination or percentage limits applied to the
additional $1,000.

The prohibition agaihst borrowing by sole proprietors
and more than 10 percent partners would be expanded to all
parctners.



Permanent Exclusion of a Portion of
Dividends and Interest

Under present law, individuals may exclude from gross
income up to $200 ($400 on a joint return) of dividends and
interest income received from domestic sources. However, the
provision is effective only for taxable years beginning after
December 31, 1980, and before January 1, 1983 (generally 1981
and 1982 calendar years).

Section 333 of the bill would make the partial exclusion
of dividends and interest by individuals permanent.



SUBTITLE E--EXCLUSIONS OF FOREIGN L_.ARNED INCOME
AND FOREIGN HOUSING COSTS

Section 341 of the bill would provide simpler and more
generous tax relief for foreign earned income to facilitate
the employment of Americans abroad. Under the provision,
individuals who satisfy either a foreign residence or
foreign presence test cou. exclude the first $50,000 of
foreign earned income per year plus 50 percent of the next
$50,000. 1In addition, the provision would exclude from
income expenses incurred for reasonable housing in excess of
a base amount. The base amount would be 16 percent of the
salary of a U.S. Government employee at civil service grade
GS-14, step 1. These amounts would be pro-rated on a daily
basis for individuals ellglble during only part of a tax
year.

Deductions attributable to excluded income would not be
allowed and foreign taxes paid on the excluded income coul
not be claimed as a foreign tax credit.

The exclusions provided would be elective. Qualifying
individuals could choose to be taxable on their full foreign
earnings and claim the ordinary foreign tax credit.

The provision would also shorten the required period of
physical presence in a foreign country to 11 out of 12
months rather than 17 out of 18 months. It would retain the
present rules allowing pro rata benefits in certain cases
where civil unrest or similar adverse conditions requ red an
individual to leave the foreign country before meeting the
time requ1rements.

The benefits of the exclusions would be extended to
include individuals whose foreign earned income is paid by
the U.S. Government but who do not qualify for the benefits
provided under section 912 of the Internal Revenue Code.

The provision would clarify the conditions under which a
camp located in a foreign country qualifies as part of the
employer S business premises for purposes of the exclusion

jed under section 119.

Tt _ :ovi i No1ld f e f st of Jar ary 1, 19¢
It would replace the exclusion allowed under section ¢11 and
the deductions allowed under section 913 of present law.




SUBTITLE F -- ESTATE AND GIFT PROVISIONS

Tnrrease in the Unified Credit

Section 351 of the bill would increase the unified
credit from $47,000 to $192,800 over a 4~year period. The
amount of the credit would be $70,800 in 1982, $96,300 in
1983, $121,800 in 1984, and $192,800 in 1985. These levels
of the unified credit are equivalent to exemption lev .s of
$250,000, $325,000, $400,000 and $600,000, respectively.

This provision would also change the estate tax filing
requirements to conform to the increase in the unified
credit in terms of an exemption equivalent. When fully
phased-in in 1985, an estate tax return would be required
only if the decedent's gross estate exceeds $600,000,
rather than $175,000 as provided by current law. During
the phase-in period, the filing requirements would be
$250,000 in 1982, $325,000 in 1983, $400,000 in 1984 and
$600,000 in 1985.

Finally, this section provides a special rule for
property received by a decedent by gift within three years
of the date of his death. 1In such a case the gift would
not receive a stepped-up basis. This rule is necessary to
prevent individuals from giving property in contemplation
of the donee's death merely to obtain a tax-free step-up in

[T T
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Unlimited Marital Deduction

Section 352 of the bill provides an unlimited marital
deduction for both estate and gift tax purposes. This'~
would permit an individual to make lifetime and deathtime
transfers to his spouse, no matter how large, without the
imposition of a transfer tax. It would not change present
law with respect to transfers of terminable interests:
these interests would not qualify for the marital
deduction. Gifts of community property, however, would
qualify for the deduction.

Section 353 of the bill would increase the annual gift
tax exclusion from $3,000 to $10,000 per donee. This would
permit a husband and wife to transfer jointly $20,000 per
dnonee each year without being subject to the gift tax.

These amendments would apply to gifts made, and
"2 I 1t dying after December 31, 1981.
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SUBTITLE G--EXTENSION OF AND INCREASE IN CREDIT AGAINST
CRUDE OIL WINDFALL PROFIT TAX FOR ROYALTY OWNERS.

Under current law royalty owners receive a credit (or
refund) of up to $1,000 against the windfall profit tax
imposed on the removal of their royalty oil during calendar
year 1980. The credit is available only to individuals,
estates and family farm corporations and not to other
corporations or trusts. The credit may be claimed in 1981
either as a credit against income tax or as a refund of
excise tax.

Section 361 of the bill would provide royalty owners
with a credit (or refund) against the windfall profit tax
imposed on the removal of their royalty oil during each
calendar year. The credit would not exceed $2,500. The
proposal generally would retain the present law rules
relating to eligibility for the credit and would make
adjustments to accommodate the increase in the credit.

Under present law, both percentage depletion and the
special windfall profit tax rates for independent producers
generally are denied in case of properties transferred from
one person to another. The current law credit does not
contain a provision denying the credit in cases of the
transfer of royalty inteirests in proven properties. This is
herause the Congress believed that no transfer limitation was
t2jyuire’l zince the loss of percentage depletion on
transfzrrad properties will generally outweigh the benefits
of a one year credit. However, since the proposal extends
ard increases the amount of credit there will be a
significant incentive for royalty owners to transfer
interests which do not qualify for the applicable credit.
Lccordingly, in order to prevent evasion of the credit limit
and preclude proliferation of the credit, the provison
contains a rule that denies the credit to royalty interests
in proven properties transferred after June 9, 198l.

The royalty owner credit would apply to o0il produced in
calendar years beginning after December 31, 1980, in taxable
years ending after such date.













TIME-T: FOR CONSIDERATION

The House Ways and Means Committee began mark-up during
the week of June 8; the Senate Finance Committee began ¢ 1ieral
discussions and mark-up the same week.

Speaker O'Neill has reiterated his intentions to have a tax
bill on the President's desk by August lst.
























Talking Points

Senate Budget Committee Package vs. Jones Package N

Excessive Tax Increase

o $151 billion over three years compared to $95 billion in
SBC package.

o) Jones tax increase is three times greater than
President's February Budgec.

(o} Cancels 37 percent of three year tax reduction
($407 billion) voted by Congress last year.

o Results in $263 billion total tax increase over FY 83-85
when added to scheduled Social Security tax rises.

o Jones revenue target can not be achieved without rer=isl
of third year rate cut and major scale-back of busiuc3s
tax incentives for investment, productivity and jobs.

Eliminates Mos* »f ¥ecential Nationa® ©~~m=-i#+ Buildup

o Jones package includes $46 billion in defense program
savings and $17 billijon in pay and retirement savings.

o This $63 billion total DOD cut eliminates 71 percent of
the Administration's increase over the last Carter
defense budget.

o Jones defense outlay target would require at least
$100 billi~~ in budget authority cuts over three years --
resulting 1n major damage to strategic modernization,
readiness, and upgrading of conventional land, air and
naval forces.
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Minimal Domestic Spending Cuts

o Jones provides three-year savings of $41 billion in
discretionary spending and targeted entitlements.

o This represents only 40 percent of the President's
February Budget savings and falls far short of
$72 billion in SBC package.

o Jones three year entitlements savings of ¢?? hillion
amount to only 1.8 rercent of current law (aucomatic)
entitlement spendiny wvaseline of $1.2 trillion.

0l1d Priorities

o The Jones package represents a relapse to the failed
fiscal policies of the 1970's: Excessive tax increases,
inadequate defense funding and over-spending for domestic
programs.

(o) Jones tax increases and defense cuts total $214 billion
or 51 percent of deficit reduction package.

o By contrast, SBC package contains only $138 billion in
defense savings and revenue increases, or 33 percent of
deficit reduction package.

Superiority of Senate Budget Committee Package

o Unlike the Jones plan, the SBC package provides a
balanced approach to reducing the deficit that is
consistent with the President's basic priorities:

o SBC outlay savings total $281 billion or
68 percent of total deficit reduction
package.

0 SBC tax increases preserves 87 nercent
($312 billinn) of net three-yea: tax cut
conta.ned .. President's February Budget. .

or
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POLICY CHANGES: SENATE ' IDGET COMMITTEE

Totals 983-85

Senate
President’s Budget
1983 198 1985 Budget 1/ Committee

1) Baseline Deficit....c.c... .o 182.0 216.0 232.5 630.5 630.5
Deficit Reduction Measures:
2) Management.............l.... 8.9 12.1 12.1 33.9 33.1
3) ']ger Fees..............‘.... 2.0 2.0 2'0 9.0 6'0
4) ' Vilian Pay...............‘ 3.9 6.3 8.5 9.8 18.7
5) ] litary Pay................ l.6 3.0 4.0 0.4 8.6
6) COLA‘S...'.................. 2.7 5.1 7.2 4.7 15.0
7) ! b)n-defense Discretionary... 5.7 12.5 20.1 53.3 38.3
8) Targeted Entitlements....... 7.2 11.4 15.0 48 .5 33.6
9) Social Security Commission

Solvency Recommendations... 6.0 17.0 17.0 ——- 40.0
10) Defense (excluding pay/

retirement) ..c.ccececcon ceee 5.0 7.0 10.0 1.2 22.0
ll) Revenue..................... 20.0 35.0 40.0 45.2 95.0
12) Interest rateS..ccceccccosces 8.0 19.1 27.8 - 54.9
13) Debt Service.l....l......... 4.9 16.5 29.3 47.52 50.7 et
14) Total peficit Reduction..... 75.9 147.0 193.0 260.5 415.9
15) Remaining Deficit....ccece.. 106.1 69.0 39.5 370.0 214.6

1l/ CBO estimates. The $260.5 billion total includes $7.0 billion of savings f certain
social services programs, employer share employee retlrement, and several mand:¢ ry programs
that are not shown on the table.

2/ Debt service savings for the President’s budget are estimated by CBO using 0 pre-policy
interest rates., Debt service savings for the Senate Budget Committee are estim .ed using
post-policy rates, which are 2 1/2 percentage points lower.
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VII The Democratic claim that their bia defe
cun siwedBSES el NEeeo. I - N 2.

o Two out of every three dollars of combined revenue
increases and defense reductions in the proposed plan
are allocated to increase domestic spending -- not
lower deficits.

Compared to the President's budget:

o) Combined tax increases and
defense CULS.cececovecnscocsses $277 billion

o Higher domestic spending........ +181 billi

o Percent allocated to higher
domestic spendinNg.ceececcevecses 65%




