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March 25, 1986 . 

Honorable Rabert  Packwood 
Chairman, C.ornmittc.-c on Finance 
United S ta tes  Senate 
219 Dirksen Senate ~ u i l d i n g  
Washington, LC. 20510 

Dear hir, Chairrnan: .. . .  

As you s t a r t  t he  cornmitteels work on tax revision, I would l i ~ e  t o  shzre  with yotl sorne 
of the  AFL-CIO's concerns. 

Last  3uly, in testimony before your committee, we stated' our belief t h a t  an  equitable 
tax  measure cannot be.achieved within the  confines o i  ?he three  administration established 
parameters of: revenue neutrality, drastic cu t s  in tax r a t e s  for  Lie wealthy, and only a 
s ~ n a i l  shif t  in the tax burden toward corporations and away from individuals. The Hause- 
passed bill t o  some degree challenged those parameters, and at  our February meeting t !e  
AFL-CIO Executive Council called upon the Congress t o  re'tain the constructive prolrisions 
of the House bill. 

A t  the same time t h e  Council put forth a series of measures which, added to the House 
bill, would increase fairness as well as raise revenue t o  help reduce the deficir. The Council 
also rei terated the Federation's long-standing opposition to value added taxes, s c l e c ~ i v e  
excises or o ther  consumption taxes  which bear  inost heavily on low and middie income 
working families. 

The Senate Finance Committee s a f f  option pac!iage o i  March 13 does not, on bal~nce, 
improve upon H.2. 3838. Rarher, i t  represents a return t o  ?he notion that deep cuts in 
income tax rares  on business and wealthy individuals a r e  appropriate, loopnoles should be 
retained and revenue losses offset  by a complicated array of provisions, too many of lwhic5 
would adversely and unfairly a f f e c t  particular groups of workers, states, localities, f i rms 
and industries. 

We a r e  pleased that  t h e  s-aff package contains no new taxes on employer prcvided 
enoioyee  beneiits. Your leadership on this Issue is gratefully acfinowledged. %e s t a r e  and 
I C C Z ~  tax deduction, however, does no: fare as we!l and w e  urge you to  rt-rhink this issue 
anb to  adopt s tax i;ac'xage *uhich rerains :he oxis5ng des'ucrion 2nd with i t  :kc ?rotecrion si 
?he ser.lic=s a i  iacal governifienrs, The AFT,-CIC =e!Ieves ;bar :he derrimentsi ei:ec=s cf 
:kc lass or' L!is 2ro.rision on working individuals sic on s x t e s  and :oczlities far ouf.;/eighs 
any ~erce ived  a c f a n r s ~ e  3- y=Lted by :r,e .~eai:;ly ar;a c ~ r ~ c r a i e  rzx CJT :!la: ;he revenue f r z n  
:his srzvision is :argrred :o ?rovice. 
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The AFL-CIO is deeply concerned with the  e f f e c t  on working people of t h e  proposal in 
the  a rea  of  excise taxes. While the purpose of this provison seems to be  raising revenues t o  
of fse t  losses in o ther  areas,  by denying business t h e  r ight  t o  deduct federa l  excise t axes  the 
proposal violates t he  notion of ne t  income for  tax purposes. Businesses a r e  prohibited frarn 
deducting t h e  legi t imate cos t  of doing business. This measure would have  particulariy harsh 

. ef fec ts  on cer ta in  firms and workers, In addition, t h e  e f f e c t  of  th is  provision in conce r t  
with the proposal's direct  increase in some  excise t axes  will be t o  pot a greaTer rel iance on  
consumption taxes  which, by their nature, burden low a n d  middle income workers. 

The Senate  staff option also has failed to  rect ify unduly harsh provisions of H.R. 3833 
~ f f c c t l n g  public ernpiojret and ather.  contriburory pension plans, unemployment 
compensation recipients and workers with job-related income averaging problems. The tax 
bill cannot be  truly fair without correcting these inequities. 

The Commit tee  must  also real ize that revenue neutrality, even i f  it is achieved, docs  
not  guarantee fairness. ' A fair  t a x  systern is one which i s  based on the  ability t o  pay a n d  
which raises sufficient revenues t o  mee t  the  needs of society. These goals can be  advanced 
by building on the  House-passed bill. 

During consideration by the House Ways 'and Means Committee,  t he  AFL-CIO 
suggested a number of proposals t ha t  w e  are convinced would help reach  the twin goals of 
t a x  fairness and  fiscal responsibility. We hope t h a t  t h e  Senate Finance Commit tee  gives 
these  proposals serious consideration. Our proposals, in conjunction with the  re ten t ion  of  
the existing t r ea tmen t  of  employee benefits and t h e  deduction fo r  state and Iocal taxes, 
could increase revenue by more than $40 billion in t h e  firs: year a f t e r  passage and m o r e  
than $200 billion over t h e  f i r s t  five years, A description of our proposals is attached. 

The AFL-CIO has Iong been an advocate of t a x  equity. We believe that the proposals 
we are presenting are consistent with t h a t  goal and  I urge you t o  give them serious 
attention. 

cc: Senate  Finance Cornnittee 


