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TO: DISTRIBUTION
FROM: - FRED PANZER

SUBJECT: CITIZENS FOR TAX JUSTICE PRESS COVERAGE

Enclosed is your set of 18 full-size copies of
clippings from newspapers in Senate Finance Committee states.
They were generated by CTJ'S press statement or follow up op-ed
article, both of which provided the first and sharpest criticisn
of the excise deductibility proposal. Some of the coverage
reflects how columnists, economists or trade association
executives quoted CTJ to support their opposition.

These press clippings may be helpful information for
further distribution to Members of Congress, congressional staff,
state and local elected officials, allied .groups, and, of course,
our TI field staff and lobbyists.

L;£er this week, I expect to have a more complete set
of clippings, more attractively reproduced too.

Enclosure
cc: Samual D. Chilcote, Jr.

William Kloepfer
" Robert Lewis
Roger Mozingo
Peter Sparber e
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-*The president has made his tax reform proposal, the
House has passed its version, and now it's the Senate’s
turn — starting from a working draft unveiled a few
days ago by Senate Finance Committee Chairman Bob
Packwood. If it's fairness and simplicity the Senate is
after, it has a long row to hoe, -

Packwood, a Republican, was trying to please both
the president, who's adamant about lowering the tax
rates of the rich, and the Finance Committee’s mem-

.bers, who refuse to close their favorite business tax

“loopholes to pay for those lower rates. The combination
was lethal,

v

Moreover, Packwood had to cope with those aspectsof

the president’s plan that are simply bad, or broadly un-

i popular, as social policy — like the president's proposal’

to eliminate the deductibility of state and local taxes

and of employee health benefits. The House sensibly "

retained those deductions - and made up the differ-
ence by cutting less from top tax rates than the presi-
dent had wanted and by closing more corporaté\“;gglg-
holes than he had proposed. But neither route wou
meet Packwood's political needs.

Under the cireumstances, what Packwood came up
with was clever. But compared to the House's package,
it’s hardly fair or simple. Packwood proposes to meet
all those demands for revenue-losing income-tax breaks
by raising consumption taxes commensurately. He
wants to make all excise taxes and tariffs — on wine,
aleohol, tobacco, moto™Tuels, trucks, buses, trailers, air
fares and telephone service and on vayvious imported

- goods, nolably textiles'and apparel .~ non-deductible

for &orporations. The net ‘effect on consumers, econo- .

mists estimate, would be the same as a direct increase

in these excise taxes and tariffs of as much as 50 per-

cent. And that hiddern tax increase would not be levied,
like an income tax, according to one's ability to pay; it

would fall hardest, like all consumption taxes, on those '

least able to pay. . .

There are circumstances in which excise tax in-
creases might make sense anyway. A fuel tax increase,
while oil prices are dropping, would keep the country
on the energy-co(li\serv::itnor}‘ {:ou;s;: ondwth{)ch its ti‘utuire
energy security depends. Alcohol and tobacco tax in-
creases, to the extent they cut consumplion, could be
useful public health measures. Even a more general tax
increase would be acceptable, if it were part of a na-
tional belt-tightening in which everyone has to sacrifice
eqllxitably to help bring the federal deficit under con-
trol.

But to propose a general increase in an indiscrimi-
nate assortment of consumption taxes that hit harder
the poorer one is — and all for the purpose of preserv-

- ing corporate tax Joopholes and bringing the top in-
come tax rate paid by the rich down by another few
percentage points ~ is the height of unfairness. To sell

| this as tax reform, and with the promise of lowering
everyone’s tax bills, is the height of duplicity.

The House was far more staightforward - and more
successful — in coming up with a tax reform package
that actually would be fairer than current law and soun-

der, in terms of its social policy effects, than the presi- {

| dent's proposal. The Senate has its work cut out for it.
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Senate Finance Committee were pick-
ing away listlessly at the details of a
provision in the tax overhaul bill pro-
tecting large home builders recently
when suddenly Sen, Steven Symms, R-
ld;lho,‘ slapped his fist on the hearing
table,

"We're taking a huge gamble with
this,” Symms said, pointing to the thick
warking document prepared by com.
mittee chairman Sen. Bob Packwood,
R-Ore. "We've lost simplicity. We're
fust transierring money from some.
body to somebody else and there is no
Integrity to the process, This is an
absolute sham.”

Pointing to Packwood, he said:
“You've had a situation put on you
that's impossible to do.”

Symms® outburst illustrates the di-
mensions of the trouble ahead for
Packwood a5 he tries to win consensus
for a document that meets President
Reafln's dream of tax reform without
tax increases — and has some chance

of passage by the Senate,

Ir]' 1»: ‘: f o ’
By PATRCA OBREN oo ..
WASHINGTON — Members of the .

~
&

Packwood'schallengeistopreserve

tax breaks for numerous interests fa. |

vored by committee members while
keeping the top tax rate at 35 percent, a
juggling act that is fraying tempers
during the drafting of a bill, It invoives
trade-offs few want to make,

“It's like giving a starving man a
steak,” said Symms, referring to Pack-
wood's inclusion of breaks for the
building industry while subjecting it to
a mipimum corporate tax, “Just as he
starts {o take a bite, it's taken away
from him,”

WHEN COMMITTEE members sit
down again to wrestle with the bill on
Tuesday, arguments are certain’ to
erupt on several fronts: ; :

® Should municipal bonds, vital vehi-

clesto pay for everything from schools'

to stadiums, Jose their tax-exempt sta-
tus? Packwood’s initial effort to make
them do so virtually sent the bond
market into cardiac arrest. In their first
and only vote on the bill, committee
members ruled out the idea of taxing
existing municipal bonds, But no deci-
sion has been reached on Whether

Some say Sen. Bob Packwood, left,
is deliberately heading into the eye
of the storm to demonstrate the
futility of the entire effort to
reform the tax code.

bonds issued after Jan. 1 could be
subject to the minimum tax, -

® What about depreciation schedules
for businesses? Several committee
members want to give real estate de-
velopers and auto companies a chance
to write off their investments in land
and machinery faster, Sen. Lloyd Bent-
sen, D-Tex., complained to his col-
leagues that auto rentsl companies in
particular need the break. “I've heard
of one man who cleaned guail in his
rental car,” said Bentsen, “If deprecia-
tion is kept-at five years, I'll be driving
some awful old rental cars"

® Some members object that Pack-

wood's plan to buy off corporate in-
vestment tax credits is foo expensive.

The credit has baen & generous subsidy
for business in which the government
picks up 10 percent of new equipment
and machinery costs. It would be re-
pealedas part of the trade-off for lower
rates — but Packwood wants the gov-
ernment to dole out more than $30
billion in unused credits to the hurting

‘stee] and agricultural industries.

® The issue at the top of the list, the
oneexpected to generate the most heat,
is Packwood’s plan to raise $75 billion
through increasing the tax on wineand
ending businesses’ deduction for excise
taxes.

“Without that revenue, or a net
equivalent revenue,” said Packwood,
“then the thingsItried todoin the draft
cannot be done.” -

or trade-offs? Senators can’t

UNCONVINCED, more than 50 of
Packwood's Senate colleagues wrote
him last month saying his proposal
means corporations will pass on the
cost of the taxes to consumers, in effect
forcing a-tax increase on low- and
middie-income people.

Americans would then pay more for
gasoline, food, telephone service and
airline tickets. They also would pay
more for a range of life’s small enjoy-
ments, everything from baseball
gamesto a glass of beer, .

“This issue is the one of g'reatut

interest,” said Sen, Bill Bradley, D-N.J, .

“We've got 10 or 11 senators on the
committee who have serious reserva.
tions about excise taxes.” ’
“It's bizarfe, preposterous,” said
Robert McIntyre, & representative of
[Citizens for Tax Justice, a union-
acked lobbying group, at a press
conference called to denounce the ex.
cise tax plan.

“For a few days, most people sput-
tered about how slly it was, But it's
quite clearly an increase in taxes, a
very large one,” he stid, “Thst's not

* storm to demo

.«

¥

ay

what tax refo. wnssupposedtoben!é'
about.”

Packwood'd chief aide on the fi-
nnnc‘e commitjee, Bill chicnde‘rh[‘,
dismisses the mplnir;‘u. wm Iy

“There's nojproof the taxes ;
pass:}on." he kaid, “Even If they are,
that's what ha,
People didn't
tax was Incr

SOME SAY|PACKWOOD is delib-

; ding into the eye of the
erately hea strate the futility of the

tire effort to reform the tax code.-
“ “He's a smart man ‘who thinks th;
whole exercis Is unnecessary an
fruitiess,” said|one food industry Jobe
byist. *“The cldmor being rla;ﬁsed now
could be_provipg his point,
“That'snot Jogical,” rt‘:(slponded Die-
derfer. “It'd just stupid.’ A
f'mAesl;u: Prots jtsmo\mt, Packwood 1l;
standing fiym, Co
vall of Yifells a trade-off,” he wld’
objecting compittee members before
Easter recess, ['Thls committes has 107
make a Yecisign, It has to find some”
way 10 produce arevenue-neutral bill!
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| f Phrasing in po]ls
i .geared at getting
‘positive response

New York Yimes Service

_ 'WASHINGTON -~ A favorite --
technique of 1obbyists in the capital
- _is to commission opinion polls on
f’j political issues and phrase the ques-
tions in such a way that the respons-
ta ‘* es will buttress their position.

gﬂzens for Tax Justice, a group -
3 ﬁmt is working against tax breaks
1

‘.

" for. business, last week issued the
mults of a new poll.

.. A typical question: “Do you agree
' or disagree that large corporations
. 7 should start paying their fair share
. ' of taxes before there are any in-
i+. - creases In any taxes that ordinary,
4 -" "working and middle-income Ameri-
.~~~ cans pay?” Not surprisingly, 86 per- |
-;,j cent of the respondents agreed. .

But sometimes the technique
L&y * backfires, To battle legislative ef-
- ‘1‘ « | forts to increase business taxes, Na-
. * Hon’s Business, the monthly
- | magazine of the U.S. Chamber of
: Commerce, asked its readers this
question: “Should Congress enact a
.- taxbill that could hobble economic
.+ growth?”

N ?

v Fiftysix percent of the readers
! who responded said “no.” But re-
N

:""‘-’7

markably, given the readership of

;) the publication, 31 percent seemed

.- to think hobbling growth might not

- besobad and answered “yes.” Thir-
.. teen percent were undecided.

oy
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Repayments

Amounts that would be repayed to
steel.companies for unused tax
credits under proposed
legislation:

$300

;\5250 -+

In millions

$200

5150 -

5100 4.

$0
—US Steel Bethlehem Natuonal

. v s

- ment tax credits, but were unable to use thein Lecause

industry needs it badly."

By DAVID GOUREVITCH
Times Washington Bureau

WASHINGTON - The steel industry could reap a 1
billion windfall under a new tax overhaul plan,
The plan, if enacted, would require the federal goy-
ernment to write US Steel Corp. a check for $280
million. ¥
LTV Corp. and Bethlehem Steel Corp. would receive
refund checks for $210 million and $168 million, respeg-
tively, while Inland Steel Co. and National Steel Corp.
would get $36 million and $25 million, respectively.
The proposal by Sen. Robert Packwood, chairman pf
the Senate Finance Committee, would repeal the inveqt
mert tax credit and require the federal government to
give businesses refunds for 70 percent of the credi
thev veaccumulated. i
Such a provision would be a bonanza for the nation]s
largest steelmakers, In recent years, the companies]
have accumulated many millions of dollars in invest-].

they had had no taxable income.

Bethlehem had $240 million in accumulated investment E

tax credits at the end of 1935, Company officials estimale| .
that Bethlehem would receive a rebale of 70 percent ¢f] ;
its total tax credits, or $168 million, if the Packwood pl'
is approved,

1.8, Steel, meanwhile, had $400 million in 'm.umulal
investment tax credits and LTV had $300 millicn. Inla
and National Steel reported $120 million and $37 milli
in December 1985, .

Not surprisingly, steel industry executives generall
support Packwood's reimbursement plan. Joh
Meagher, an LTV vice president, praised the plan as
vital and timely “infusion of capital at a time when t
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STUDY: TAX BREAKS DON'T AID EXPORTS
« Corporate tax breaks intended to spur exports have in fact undermined U.S.

_export competitiveness, a liberal tax study group said Wednesday.
=" Areport released by ;‘;¥em' Eor Tax Justice based on a survey of 31 top
exporters showed companies which pay the est taxes tend to export the most,

while companies which avoid paying federal taxes tend to have the least success -
inexport markets, - o

The tax reform study group found that 11 of the 31 top exporters pald no federal -
taxes or got money back from the government because of corporate tax -
* “loopholes” and Incent{ves designed to Increase competitiveness aboard, .

They were indentified as Boeing Corp, Dow Chemical, General Electrie, -

DuPont, Lockheed, Northrop, Unlon Carbide, Weyerhaeuser, International Paper,

Alljed Corp. and International Minerals and Chemical. The 11, whohad a

combined negative tax rate 0£.3.6 percent, reduced their total exports between 1981

and 1984 by 15 percent, the study showed. In contrast, the top 10 exporters in the

-

group increased exports by an average of 22 percent during the period despite a l i { ;

" 26.7percent average te_u_}e_ral tax bite, CTJ reported. {UPI) R DN
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Editor, Standard-Speaker,
The latest fiasco out of Wash-
ingion now comes to us in the

fn of yet another tax proposal -

- a bizarre tax on a tax which
ultimately will be passed on to the
consumer.

This time, Senator Packwood
(R-OR) has introduced a new tax
package that he says will be a
boon to both consumers and small
business alike.

Included in the Senator's litany
of so-called reforms is a proposal
to eliminate business deductibility
of excise taxes.

The liquor industry is par-
ticularly sensitive to the federal
excise tax issue, Last October the
federal excise tax rose 19 percent
for our product. If the Packwood
proposal were to become law, this
proposal on top of last year's tax
hike would mean an effective
FET hike of 73 percent.

Sepnator Packwood’s press
statements have billed his pro-
posal as a tax on business.
Nothing could be further from the

)truth. %mmum%
national organization suppa

by both labor and consumer
groups, picked up on this when it

said last week that the Senator’s
excise tax proposal “is nothing
but a huge consumption tax that
will fall heavily on middle and low
income families — excise taxes,’’
they said, “unlike income taxes,
will be passed on to consumers in
higher prices.”

And the line on these price in-
creases is not drawn on alcohol
beverages alone. The Packwood
proposal will negatively affect
gasoline and diesel fuels, the cost
of trucks and trailers, airline
passenger tickets and shipping
costs, crude oil and gasoline,
feedstocks, coal, fishing and hun-
ting gear, telephone service,
tobacco products and others.

The impaet on the distilled
spirits industry will be devas-
tating. We estimate that in Penn-
sylvania 920 jobs will be lost and
680 small businesses will be
foreced to close,

On the surface, it would appear
that the Senator from Oregon is
trying to close some “‘loopholes.”
As for the Federal excise, he’s
really calling for implementation
of a totally regressive tax system
that will cost jobs, hurt low and
middle level income people the

| Consumers will ultimately pa y the cos

most, slam the doors for many
small businesses and cost con-
sumers millions more for many
kinds of products they use every
day of the week. ’

Senator Packwood’s tax
package is anti-consumer, anti-
business and totally inconsistent

with the Administration’s policy’

of no tax increases. We're all for
progressive tax measures, but the
excise idea, which amounts to
nothing more than a tax, needs to

Jbe stricken from the record be-

fore it creates more problems

jthanit already has.

We think .your readers should

‘know, as even Senate Finance

consumers.”

Durenberger (R-NM)
“the increased costs
from this idea will be p
wholesalers and, ulti

F.A
Presid

s

as stated,
resulting
ssed on to
hately, to

.. Meister,
ent—~CEO

Committee member Dave
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Editor, Standard-Speaker,

The latest fiasco out of Wash-
ingion now comes to us in the
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of yet ancther tax proposal -

- a bizarre tax on a tax which
ultimately will be passed on to the
consumer,

This time, Senator Packwood
(R-OR) has introduced a new tax
package that he says will be a
boon to both consumers and small
business alike,

Included in the Senator’s litany
of so-called reforms is a proposal
to eliminate business deductibility
of excise taxes.

The liquor industry is par-
ticularly sensitive to the federal
excise tax issue. Last October the
federal excise tax rose 19 percent
for our product. If the Packwood
proposal were to become law, this
proposal on top of last year’s tax
hike would mean an effective
FET hike of 73 percent.

Senator Packwood’s press
statements have billed his pro-
posal as a tax on Dbusiness,
Nothing could be further from the

truth. Q‘iﬁzm_m_’tau%
national organization suppo

by both labor and consumer
groups, picked up on this when it

said last week that the Senator's
excise tax proposal “is nothing
but a huge consumption tax that
will fall heavily on middle and low
income families — excise taxes,”
they said, “unlike income taxes,
will be passed on to consumers in
higher prices."”

And the line on these price in-
creases is not drawn on alcohol
beverages alone. The Packwood
proposal will negatively affect
gasoline and diesel fuels, the cost
of trucks and trailers, airline
passenger tickets and shipping
costs, crude oil and gasoline,
feedstocks, coal, fishing and hun-
ting gear, telephone service,
tobacco products and others.

The impact on the distilled
spirits industry will be devas-
tating, We estimate that in Penn-
sylvania 920 jobs will be lost and
680 small businesses will be
foreced to close,

On the surface, it would appear
that the Senator from Oregon is
trying to close some “logpholes.”
As for the Federal excise, he's
really ealling for implementation
of a totally regressive tax system
that will cost jobs, hurt low and
middle level income people the

i,

Consumers will ultimately pay the costs

most, slam the doors for many -

small businesses and cost con-
sumers millions more for many
kinds of products they use every
day of the week. ’

Senator Packwood’s tax
package is anti-consumer, anti-
business and totally inconsistent

with the Administration’s policy’

of no tax increases. We're all for
progressive tax measures, but the
excise idea, which amounts to
nothing more than a tax, needs to

be stricken from the record be-

fore it creates more problems
than it already has.

We think .your readers should
know, as even Senate Finance
Committee member Dave

consumers,”

Durenberger (R-NM) has stated,
“the increased costs | resulting
from this idea will be pgssed on to
wholesalers and, ultimately, to

F.A, Meister,
President—CEOQ

La—
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- Away From Takeovers, to ‘Value Accountjng

By Lee Berton
With the tide of takeovers, leveraged
buyouts and asset sales or divestitures con-
tinuing, U.S. corporations appear blinded
by the alleged benefits of mergers and
teally don't have a proper grasp of how to
‘run a company {o improve its value,
The fault, say many critics, may lie
with an accounting model that focuses on
ways to enhance historical values In
today's marketplace and ignores the most
Important charge of management: to im-
prove the value and potential of the com-
pany's assets. .
“Passing assets back and forth doesn't
appear to be creating better values for
shareholders, customers or employees.”

" says Scott Cowen, dean of the Weather-

head School of Management at Case West-
ern Reserve University in Cleveland. In-
stead, says Dean Cowen, companies should
devote more effort to turning out better
products at a lower cost and to stimulating
higher output by their employees.

False Values?

The Nationa! Association of Account-
ants, a trade group of 35,000 management
accountants, has joined the ranks of those
wondering whether false values are being
created by the profession, It has just is-
sued new guldelines to measure company
performance that.place less emphasis on
financial measures like earnings per share
and return on investment,

“Companies should put more stress on
nonfinancial measures such as market
share, innovation, quality of service, pro-
ductivity, and employee development,”
says Louis Bisgay, the NAA's director of
accounting practice. If they did, adds Mr,
Blsgay, ""companies would be less likely to
depend on merger partners to bail them
out of bad business decisions."”

**Accounting should highlight the poten-
Ua) value of assets to shareholders,” says
Anthony Tinker, a professor of accounting
at Baruch College in New York. ‘“‘Because
it now stresses historical value, raiders are
drawn to depreciated assets like moths to
2 flame.”

A sludy by the Citizens for Tax Justice,

n ——

a public-policy group opposed to business
tax breaks, shows that 11 companies that
were listed among the top 25 acquirers last
year spent a total of about $40 billion for
the takeovers, That was more than they
devoted to new buildings and equipment
from 1982 through 1984, according to the
study. By reducing capital spending, the
study says, the companies were able to
squirrel cash away for future takeovers
and to sharply raise the pay of their top
executives, -

Felix Pomerantz, director of the Center
for Accounting, Auditing and Tax Studies
at Florida International University in Mj-
ami, recalls the early 1970s when the ac-
counting profession became enamored of
“social accounting." He adds: **We wanted
to lock beyond financial measurements to

the benefits to society of business decisions-.

and judgments.”

But interest waned as accountants dis-
covered that they could gain few allies in
the business world by talking about 2 so-

“Jaste of industry resources from soci-
ety's standpoint.” He adds: “We were
training future businessmen how to keep
debt off their balance sheels and structure
pooling-of-interest mergers that provided
window dressing for financial statements.

* Bit we weren't telling them how to make

alysis produce real profits and genuine
gmpany growth.”
Ilker Baybars, an associate dean at
Carnegie-Mellon, notes that over the past
few years, the school has introduced new
courses for MBAs in production, operations
management and artificial intelligence to
balance for the heavily finance-oriented
courses of the past, “The craze over the
past few years was to show the students
how to make fast money, and now we're
putting more stress on output, strategic
planning and decision-support systems for
manufacturing,” he says,
The decision to shift curriculum em-
phasis was made by the school atter its

q‘tler products, which will in the final

0,

Carnegie-Mellon dean: “The craze over the past few
years was to show students how to make fast money,”

cial balance sheet that measured “‘commu-

nity action,”” *‘employee loyalty’ and the

“public good.” .
Today the concepts in soclal accounting

" are being reconsidered, and concerns

about social welfare are giving way to
more hard-nosed worries that accounting
may not really be measuring real value.

“If anything, the concerns about social
accounting have been replaced by a new
discipline called ‘value accounting,’ which
is focusing not so much on dressing up the
financial statement but on stimulating
management to create rea] value,” says
Yuji Ijirl, a professor of accounting ard
economics at Carnegie-Mellon University's
Graduate School of Industrial Administra-
tion in Pittsburgh,

Prof, [jiri says that colleges are begin-
ning to realize that an overemphasis on fi-
nance in education for a master's of busi-
ness administration has contributed to the

faculty began faulting the curriculum for
producing facile financial managers who
couldn't start a business from scratch.
Camegie-Mellon now requires an MBA
candidate to take two course units in man-
ufacturing management. "'Five years ago,
few students were attracted to courses in
production management, but now more
than 20% of our enrollment are inter-
ested,” observes Dean Baybars.

Robert Kaplan, a professor of account-
ing at the Harvard Business School in Bos-
ton, questions **whether mergers do create
or enhance value beyond reshuffling own-
ership claims." Existing accounting sys-
tems, he says, conceal the underlying cost
structure of operations and prevent many
managers from recognizing that their com-
panies need new production methods
rather than new owners.

“Companies should analyze the fastest-
growing cost categories, overhead and cap-

ital accounts and reemphasize new product
and process deyelopment,” says Prof, Ka-
plan. He notes that current accounting sys-
tems Jean too haavily on direct labor costs.
Companies woujd be wiser lo study how of
ten manufacturing setups must be changed

- to produce new] products, he adds.

“Financlal egecutives should be forced
to sperd more| time on the production
floor,” asserts Jrof, Kaplan. The old cost-

“accounting syslems thal allocated ex

penses based orf Jabor content are "'mori-
bund," he says.

However, Prqf. Kaplan cautlons ngainst
opposing all metlzers, buyouts and restruc-
turings. “What e may be seeing In this
wave of mergery Is a reaclion to too much
diversification,”| he says. "By golng prl
vate or rearrangyng ownership, companies
may reverse the|trend of the "t0s and '70s
and do a betler|job of managing assets.
Only time will tdll whether aggressive ac-

. quirers can proptrly trim the acquisitions,

apply new technelogies and processes and
acquire new cusfomers.”” -
Highlight Defi¢lencies

Accounting, shys Prof. Tinker, should
highlight throughldisclosure In financial re-
ports the deficlepicies in companies that
permit insiders ( make money, no matter
whether the price of company stock goes
up or down, If the stock price rises, man-
agement benefits}from stock optlons. If it
falls, then management has an {nside track
to structure a leveraged buyout of undet-
valued assets, hd noles.

Before corpordte mergers swallow up a
lot more targeted assets, maybe the time
is ripe for a closdr look at value account-
ing, the more accgptable version of social
accounting. Rathdr than focusing only en
whether mergers,| asset purchases or ley-
eraged buyouts oyerburden the new man-
agement, maybe| we should examine
whether asset resfructurings add value (o
the surviving busfness entitics.

Business would|be better able ta prune
the trees if it learpied more about the for«
est, —

Mr, Berlon covprs nceounling from the
Journal's New York burean,
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By Jerome ldaszak
Sun-Times Bureay . .

WASHINGTON—The " average

American would be asked to pay
higher taxes to support write-offs
for steel, oil, timber and other busi-
nesses in a tax bill taking shape in
‘the Senate, a lobbying group
, charged yesterday.

The bill is being drafted by the
Senate Finance Committee and its
chairman, Bob Packwood (R-Ore.).

“Sen. Packwood has given the .

public a stark choice—he wants to
raise sales taxcs to pay for loop-
holes for timber companies, oil

compnmes, defense contractors and :

IO A

Business loopholes rapped |

_corporations,” said Robert S, Mec-

Intyre, director of federal tax policy
for Citize

Mcintyre referred to differences-

between Packwood’s proposal and a
bill passed last December by the
House. Packwood would end de-
duction of excise taxes for business-
es, which would raise $62 billion
over five years, It is presumed that
businesses would pass. along the
cost of these taxes to consumers,
Packwood would use the $62 bil-

lion to preserve write-offs for his -
home-state timber companies as’,

$32 bnlllon in_aid "to dependent.; . we!.l as; other natural resource busi-"; backged%by : Iabot, umom . apd d; 60 Wh- nation's; 4,7 E;uwn smtl] business. |

- nesses whose employees, he saxd
* would be hurt by the House bill.

The senator’s proposal also
would allow companies with invest-
ment tax credits on their books to
use them next year to collect cash

. a telephone survey of 603 voters
" done in mid-March that ghowed
- overwhelming opposition to an in-

from the U.S. Treasury, rather .

than taking the credits in future

.years. This idea would amount to

$32 billion for such hard-hit indus-
tries as steelmakers,

Mclntyre, who said he favors the
House bill, blasted the Packwood
groposal at a press conference held

the, lobbying group,: whxch is

Arcwon

-

M white dltlZﬂl;ls‘ \for? Tax Jumce'

. mine investment and retard overd

Séna te tax reform plan hit

e T Ry e

sumer groups. To back up his argu-
ments, McIntyre released results of]

crease in taxes on consumers,

As the consumer group criticized
the Packwood bill, the National
Federation of Independent Busi-
ness said the bill would “offer in-
centives that could spawn numbers
of new firms in the near future.”

The federation, which represents
500,000 members, praised Pack-
wood for cutting corporate tax
rates and for reducing the paper
work burden for small businesses.

The group says 71 percent of the

) *wholésale|

;raseng LR
ﬁn services and would face “und

recedenbéd growth’ through the
ackw plan’s: proposal to lower

Packwood's committee.is due tod :

. 'resume debate of the'tax bill whenj i "
- .Congréss ' returns .next- week,« Hia | +7 =
g goal intogeta, bn%to the Segam by j*.

une,: Hi i N
favors the House bill and thé busi-;
go fedefation «lxkesuspecu of« :

th versions,” &, hew- study.. by —} b
econoxmata ut~Wushxngtoh Univer !
sity In St. Louis said that both;bills .
ypultﬂ birt thé U, Sx e&onomﬂ is‘-"« E

~ | “Both - ptopoaala,,’would*involve!
Bubstantml increases in the cost of
capital that in turn would under: 3}’

all #conomic growth thrqugh 1991 »
.the?economlsts said, * 7

thef top corporaté tax ‘rate from 46] ¥ :
!,pe:cent to 36 percent. o
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benators grappling with

problems of tax reform

By PATRICIA O'BRIEN
Of Qur Washington Bureau
1 WASHINGTON — Members
‘of the Senate Finance Committee
were picking away hstless]y at the
details of a provision in the tax
overhaul bill protecting large
homebuilderd recently when sud-
denly Sen. Steven Symms, R-
Id«ho, slapped his fist on the
hefring table.
i ;‘We re taking a huge gamble
wqh this,” Symms declared,
‘pointing to the thick workmg
document prepared by committee
"chéirman Sen. Bob Packwood, R-
J0zk. “We've lost simplicity. We're
Juit transferring money from
:sofebody to somebody else, and
. tb;te is no integrity to the pro-
- fceas, This is an absolute sham.”
1 % Pointing to Packwood, he said:
. 'Iou’ve had a situation put on
£ Qu that’s impossible to do.”
" eSymms’s outburst illustrates
the dimensions of the trouble
- ahead for Packwood as he strug-
glés to get consensus for a docu-
. ment that meets President Rea-
‘gdn’s cherished dream of tax
,reform without tax increases —
"and has some chance of passage
bgthe Senate. The Finance Com-
‘rmsttee took up his proposal again
Taesday after the Easter recess.
T $Packwood’s, basic challenge is
K to,preserve tax breaks for numer-
~‘ous interests favored by commit-
tee members while keeping the
‘top tax rate at 35 percent, a jug-
glihg act that is fraying tempers
dulring the tedious hours of draft-
ing a bill. It involves trade-offs
- few want to make.
£ .“It’s like giving .a starving man
a steak,” grumbled Symms, refer-
ring to Packwood’s inclusion of
breaks for the building industry
while subjecting it to a minim-
num corporate tax. “Just as he
ntarts to take a bite, it’s taken
- ‘away from him."”
" 7*4More than 50 of Packwood’s

‘Sénate colleagues wrote him -

recently complaining that some of
hig proposals mean corporations
will pass on the cost of the taxes
ta consumers, in effect forcing a
tu hike on low- and middle-

Details sure to c'ause argument
- Y ‘ . '—
! rate investment tax credits is too

W Should municipal bonds, vital
vehicles to pay for everything from
schools to stadiums, lose their 1ax-
_ exempt status? Sen. Bob Pack-
wood's initial effort to do this vir-.
tually sent the bond market into -
cardiac arrest. Senate Finance
Committee members hastily ruled
‘out the idea of taxing existing *
- municipal bonds. But no decision
has been reached on whether

[

bonds issued after Jan. 1 could be

subject to the minimum tax.

"M What about depreciation

. schedules for businesses? Several
committee members want to give

" real estate developers and auto
‘Companies a 'to write off
their investments in land and
machinery faster.

* M Some members obiject tha f
‘Packwood's plan to buy off

expensive, The credit has been a
generous subsidy for business
where the govemniment picks up 10
percent of new equipment and
“machinery costs. It would be
repealed as part of the trade-off
for lower rates — but Packwood,
.R-Ore., wants the govemment to
dole out more than $30 bilion in
unused credits to the hurting stee!
and agricultural industries.

] Thcmx:atthctop ofthc
list, the one expected to generate
the most heat, is Packwood’s plan
1o raise $75 billion through two
mmns—-—mcreamngthetaxon
wine and no longer allowing
businesses to deduct excise taxes.

‘W:ﬁnnthatrcvmuc,m'anct

equivalent revenue,” insists Pack-
wood "&mthethmgslmedw
do in the draft cannot be done.”

income people.

Americans would then pay
more for gasoline, food, telephone
service and airline tlckets They
would also be digging deeper inta’
their pockets to pay for a range of
life’s small enjoyments, every-’
thing from baseball games to a
glass of beer.

est interest,” said Sen. Bill Brad-
ley, D-N.J. “We’ve got 10 or 1%
senators on the committee who
have senous reservatxons about; -
excise taxes.”

“It’s bizarre, preposterous,”

declared Roberfs McIntyre, a rep- _
resentative of CitiZeéns for Tax
Justice, a union-bac obbying

group, at a midweek press con-
ference called to denounce the
excise tax plan.

“For a few days, most people
sputtered about how silly it waa,
But it’s quite clearly an incresse
in taxes, a very large one,” he
said. “That’s not what tax reform
was supposed to be all about.”

Packwood's chief aide on the
finance committee dismisses the
complaints.

“There’s no proof the taxes
‘will be passed on,” he said. “Even
if they are, that's what happens
with excise taxes. People didn't
object when the cigarette tax was

L * increased.”
“This issue is the one of great-

Some say Packwood, known to
be lukewarm ‘on the need for tax
revision, is deliberately heading
into the eye of the storm to dem-
onstrate the futility of the entire
effort to reform the tax code.

“He’s a smart man who thinks
the whole exercise is unnecessary
and fruitless,” said one lobbyist.
‘““The clamor being raised now
could be proving his point.”

“That’s not logical,” responded.
. the Packwood aide. “It’s just
stupid.”.

“All of life is a trade-off,”
Packwood said. “This committee
has to make a decision. It has to
find some way to produce a reve-
nue-neutral bill.”

TI18211647
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' Change'in Excise Taxes Would Cut State
Revenues, Taxpayer Group Official Says

_ By Dave Ahearn

WASHINGTON, April 2 — Excise
tax cha::’lgcs proposed by Sen. Bob
Packwood, R-Ore., would force up

the cost of goods to consumers, re- .

stricting consumption and reduc-
Ing revenues that states and local-
ities receive from taxes on sales of
ggs. a taxpayer group official said
t

Y.
“It's a big problem for the

" states,” saild Robert S. Mclntyre,

the sz.gg(s for Tax Justice federal
tax policy director.

The Packwood plan calls for re-
pealing the federal fncome tax de-
duction that corporations now can
take on exclse taxes and tariffs,

- Many economists and members of

Con:ﬁress expect that corporationa
would pass the cost of losing the tax
break on to consumers, in the form

. of higher prices.

That would tend to reduce overall

" consumption of goods and shrink

state and local general sales tax

collections, Mr. Mcintyre said.
Sen, Packwood, the Senate Fi-

nance Committee chairman, also

has proposed that the tax on wine,

be ratsed, from 17 cents an ounce
to about 70 cents,

In addition, he proposes that tax-
es on such items as alcohol, motor
fuels, and tobacco products be
changed from a flat rate per unit to
a percentage of the price, so federal
excise tax collected per unft would
rise every time prices rose.

Those increases in federal excise
taxes *'would hurt state‘consump-
tior’ taxes" that specifically target
those goods, Mr. Mcintyre
predicted.

Sen. Packwood's proposals have
run into strong opposition within

his own committee, where a major- .

proved, the Senate tax reform plan
could include the tax breaks for
those Industries and still raise
about the same amount of revenue
as the House plan and current law.

Mr. Mcintyre noted that if the
Packwood excise tax plan is defeat-
ed, as many protesting senators on
the committec wish, those senators
will have to put forward a substi-
tute revenue-ralsing measure to
pay for continued tax breaks for the
timber and other industries.

Those substitute revenue-raising
plans are Itkely to be just as objec-
tionable to states as the exclse tax
plan, he Indicated, saying it is likely
that substitute proposals will in-
clude suggestions for a federal re-
tall sales tax or for a value added
tax. .

A federal retall sales tax would'be
levied at the point of sale to con-
asumers and would thus be visible to
them. A VAT would be levied on the
value added at each stage of pro-
duction of any good. But the con-
sumer would still be paying the
VAT, because it would be included
in the retail price of the good.

States have protested strongly
that such federal levies would in-
trude on a taxing area that histori-~
cally has been reserved to states
and localities: the retafl sales tax.

Mr. McIntyre said that federal re-
tail sales and VAT levies were re-
Jected by the Treasury Department,
when it wrote the original verston
of the tax reform plan unveiled In
1984, and by the House in fts ver-
sion of tax reform passed last
December.

He noted, though, that the House-

ssed tax reform plan would pro-

pa;
ity of senators have signed a letter;,iivide:'a windfall for the states,’” ber

expressing concern-that “‘low- and
midgle-income taxpayers will bear
the brunt of these cxcessive tax
hikes.”

The Packwood excise tax. plan
would rajse 875 billion over the
next five years. which would be
used to offset revenue loases result-
ing from his plan to provide tax
breaks for certain industries.

He wants to retain tax breaks for
the timber, oll, and gas industries
that the House voted to delete from
the current federal tncome tax

code. i the excise tax plan is ap- mghlghcrtzxntcs.heconcluded.(

~

cause states that leyy income taxes
usually key thefr return forms to
. information that is provided by tax-
* payers on federal tax returns.
Because the House tax reform
plan would broaden the federal in-
come bases on which individuala
and corporations must pay taxes,
repeal of many existing tax deduc-
tions and exemptions would broad-
en state tax bases, he noted.
That would mean states would
receive greater revenues, without
baving to enact legislation {mpos-

T118211648
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Unless Joopholes and tax credits are
jeliminated for the nation's largest cor-
‘porations, the tax burden on middle-

ducrease a5 Congress seeks ways to
balance the federal budget, 3 spokes-
max for a public interest tax lobby said
Wednesday,

¢ Fr fecking, director of organiz-
Tag for Justice, based
fn Washington, D.C., atfued that

dozens of Fortune 500 companies paid
fttle or po taxes last year thanks to &
Lethon of tax code amendments rang-
g from acoelerated asset depreciation
T research and development credits,
hat kind of free ride, said Wieck~
& fucreases pressure for tax receipts
from individual taxpayers, including
persons but particularly middles
come filers,

% The group's recently completed
study found that between 1981 and
4984, 44 corporations “completely

“In fact, these companies enjoyed

Li\imlnmd their federal tax Mabilities.
(321 billion in total tax rebates, on top

JIncome taxpayers will continue to

of thelr pretax profits 853 6 billion,”
read the group’s repon.
Besides Bosing, } mpanies on

that list paying no corpome taxes in J

1984 included Weyerhwnser Corp. and

’Te%mj; Inc. X
iecking, in Portland as part of

an elght-state tour focusing on the
hoe districts of members of the Sen-
ate Finapce Committes, said that &
change in tax laws is needed.

His group proposes elimination of
most of the tax credits for big business,
and a few that favor individual taxpay-
ers — especially the wulr.hy

“In very specific inmnces. individ-
ual tax credits do help (the general
economy),” Wiecking $ald. “But it's
bad public policy. If you have to do it
(earmark belp for specific businesses),
it should be done on the expenditure

‘side.”

The complicated web of corporate
tax credits and deductions cost the fed-
eral government about $140 billion in
Jost tax revenue during 1985, Wiecking

_s4id. He labeled those most offensive to
his group as being accelerated asset
deprecistion allowances, investment

Tax reformer bélieves busmesses

FRITZ WIECKING
Wants chanqe in tax laws

tax credits and the completed contract
method of accounting for taxation of
government contncts to weapons
builders,

Accelerated deprecxmon allows
asset owners, particularly real estate
property holders, to depreciate for tax
reasons the full value of their property
atarate much in excess of resl rates of
depreciation. Tax credits are a method

of avoiding paying taxes op profits, .

Wiecking argued, The completed con-
tract method of accounting on defense
projects has meant that some big com-
panies such as General Dynamics sud
Boeing have avoided paying taxes for
years.

Corporate taxpayers argue these tax
credits and exemptions are needed as
incentives for capital investment to
bufld plants needed in the national
defense, encouragement of home con-
struction and ownership, renovation of
downtown core areas and to help some
industries remain competitive against

foreign concerns that may be govern- .

ment subsidized.
Wiecking was critical of tax reform

strategies seemingly favored by the

Senate. He called an excise tax plan by
Sen. Bob Packwood! R-Ore,, the
finance committee’s chairman, *'a ‘way
to sneak in & business tax increase that
was really an individual tax increase.”

should pay fairer sh

Wiecking's orgln!utlon ‘was found-
ed seven years ago, mostly through

. support by California-based public

employee unions. The group has broad-
ened its base since then to include sup-
port from a variety of citizen tax inter-
est groups and some small business
groups, * . .

] think we recognize that there
are real problems within the tax sys-
tem," Wiecking said. “The idea was to
find aflirmative ways to {ix the sys-
tem,” without resorting to dramatic
tax reduction plans like California’s
state Proposition 13, a measure that
greatly reduced property tax assess-
ments and was the harbinger of the so-

“ galled citizen’s tax revolt of the late

1970s. A

re

“We think there ogght to be a mm
mum tax on everyond,” Wiecking said,
The group also supphris maintenante.
of tax cradits for state and loca tull.
and an interest dedgction credlt'l .
mortgage payments oq a principal
dence. ¢

But the group i oppoud to I'
national zales tax or [a national value-.
added tax, two current "revenpe;
enhancement” proposals for balancing-
the federal budget. wff

“No matter howfyou try to doc-
tor a VAT or a sales tax, jt's still;
regressive method,” Wiecking sald, .;’,.
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The 1981 tax breaks for corpors-
tions have not resulted in the jobs or
capital tnvestment promissd by their
bagkers, according 1o a receat study
by{Citltens for Tax Justice, 8 Wast-
IngtGR-a¥d tax Jobbying group,

instead, the tax broaks bave been
uzed by many corporations to in-
crease dividend payouts, acquire oth-
er companies, buy back stock or in-
crease corporate pay, says Fritz
Wiecking, organizing director for the

group.
In a study of 259 non-financlal

- Ry

compatuw Irof We rurnute Syv A,

Citizens for Tax Justice found that

they paid an average federal tax rate

of 17 percent between 1981 and 1984,

That rate was based on profits of

gafo.s billion and taxes of $59.5
ion.

The 259 companies cut jobs by an
average of 2 percent and investment
by 1 percent. Dividend payouts were
up 24 percent over the 4-year period.
‘The 44 companies that paid no feder-
a) taxes at all reduced aggregate cap-
ital spending by 4 percent and cut
employmant by 8 percent, according
to the study. .

N

In contrast, the 43 companies that
paid the highest taxes increased capl-
gl spending by an average of 23 per-
ceat, said Wiecking. “The bottom line
conclusion s that investment deci-.
slons are not defermined by tax
breaks. They are influenced by the
market,” he said. .

Eight St. Louis-based companies
were included in the study, and
spokesmen for most either disputed
the findings or questioned the num-
bers. The local companies ranged
from General Dynamics Corp., which
the study said paid no taxes and got
$103.8 million in tax refunds, to Rals-

A

From page ons ‘
not Increase &s much, R

"That means nothing. We're paving
§ million new sharebolders,” satd
Charies R, Ehlert, s spokesman for
Oxark, "We feel the tax {ncentives are
an absolute must, especlally to ex-
pand in the sirline industry, which is
very competitive and very capital
Intensive.”

Omark pald $400,000 in taxes on
protits of $59.7 milllon in the 4-year
period, Tax Justice said Ozark ln-
creased capital investment by 312
percent over that period, Ehlert said
i had incressed 78 percent, .

sbove average ln federa! tax pay-
ments support the 1981 (ax breaks. A
spokesman for Ralston Purina, which
was among the top four taxpayers in
the study, sald the tax [egislation was
“phiiosophically correct”™ because it

promotes corporate investment.

N »

Even the compsnies that Tank ™

The spokesman sald Ralston was

e e i

unable to got much beaeint from fhe
tax breaks hecause the company was
In the midst of restructuring and sell-
ing off businesses, which accounted
for the employmeat drop, Tax Justice
reported that Ralston’s investment
was down 15 percent and Its employ-
menl down 21 percent, while divi.

, dend payouts were up 5 percent. s

Richard Qverton, corporate tax di-
rector st Monsanto Co., called the
Tax Justice study “iovalid but eye-
catching.” Overton asked what would
have happened had the cuts nat been
passed — & question often asked in
defense of the cuts, .

“We thought the ‘81 Act was clearly
the right divection. it made the tax
code neutral between consumption
and savings,” by allowing corpors-
tions to retain a greater portion of
their profits, Overton said.

Anheuser-Busch Cos. Inc., which
paid 13,9 percent of its profits in tax-
es during the 4-year period, credited

~x

s enm o Ly v ——
kS « B

the tax breaks with.helping the com-
pany expand, At Aabeuser-Busch,
employment was up 116 percent, inv-
vestment was up 23 percent and divis.
dend payouts were up 128 percent. .
“During the past five years, Anbeu-_
ser-Busch has invested more than.
$2.3 billion to modernize production

capatity, expand existing facilities :

and build new breweries” said a°
spokesman. “There is no question
that the tax incentives of the act were
a major influence on our aggressive
capital expenditure program.”

Busch, however, is siding with Tax
Justice against the tax bill intraduced
by Sen. Robert Packwood, R-Oregon.

Packwood’s bill would increase ex-

cise taxes on a variety of commod-
ities, including beer end wine, Ac-
cording to Tax Justice, Packwood's
bill would raise about $75 billion over
the next five years, most of whick

would be used to retain the 1981 cory
porate Incentives. . 7
. . N

Group Says Business Tax Breaks Don’t Work':

ton Purina Co. which
of 42.1 percent. 'y

“The tax credits are & yery. signifi-
cant factor in belng able’to finance
the Callaway” guclesr plant, sald
James M, Bridge, tax manager for
Union Electric Co. According to Tax
Justice, Union Electric earned $14
biltion in pre-tax profits between 1981
and 1984 and paid taxes of $2.6 mil-
lion, for a rate of less than 0.2
percent. ‘i

Bridge disputed the profit figure,
which Tax Justice took from the com-
pany’s annual reports, “Most of our
earnings were non-cash e:minp. At

»

[ N

id a tax rate,
-~
“ar

ey

1Y,

ok

. - ','U

feast §1 billion of that $1.4 billlon wak { -

n0n-cash and went into Calloway,” hed
sald. “All financing costs are record-s

ed as‘earnings.” P-4

. Riod
_ Bridge also took issue with the way’]
Tax Justice computed dividend:!
payouts. The group added up tfotal
dividend payouts instead of compars
ing the per share rate. For companies’
like Unlon Electric and Ozark Al
lines — both of which Issued new
stock in the Iast four years — the.
dividend payouts showed large in’]
creases while the per share rate did;

+ia
See TAXES, Page:
IN .
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Packwoo

By David Wilhelm ~ -

Executive Director ™ .
Citizens for Tax Justice-~

The "loaphole jubby™ fs restin
mure estv now that Senator Bo§
Packwod, chiirman of the Senate
Finance Committee, has finally re.
vealed his vorsion of 1ax reform.”

Under Packwons's plan, lederal
<alew taNes on 0 wide array of
commontvensed products would be

hiked by more thun 50 percent, .
be

American  consumers  would
furced 10 ptek up the tab in the form
ol higher prices for  gusoline,
Crpareltes,  uirline  tickels, beer,
wine, umt many other items,

In fael, Packwood hapes fo rajse
75 billion over the next five years
by honsting these lederal sules tox-
13 :

L

d tax reform plan would burden middle

What would this money be used
for? ) ’

Reducing the deficit, you say? No
such luck, =

The Packwood tax plan is reven-
ue-neutral, adhering 1o the dictates
of the White House. Instead, the
money raised. from higher taxes on
consumers would be used to finance
the retention of some of the biggest
corporate loopholes on the books
taday, T,

Defense contractors are jubilant
because Packwood proposes to keep
the special accounting rules that
permit them 10 avoid paying taxes
year after year. General Dynamics,
8 Missouri-based company, hasn't
paid any federal income tax since
1972, Seemingly proud of this
achievement, General Dynamics’
home-state senator, John Danforth,

R-Cal,, has heralded Packwood for

doing “'a remarkable job in correct.

ing flaws in the House bill.”

Last December the House passed
a tax bill that confounded the ex-
perts, the skeptics and the lobbyists
by- closing many of the Joopholes
that allow-large corporations and
wealthy individuals to avoid paying

,taxes. The House bill would, for -

example, repeal those special ace
counting rules used by defense con-
tractors, ‘

Senstor Russell Long, D-Louisi-
ana, a long-time friend of the lob-
byists for the oil and gas industry,

. has expressed his approval of the
Packwoad effort to retain their spe-
cial tax bresks. “On the whole,”
Long told Packwood, “‘you‘ve made

a major improvement over the

House bill." i .

- The House k;il) would scale back

some of the tax loopholes that have
become the special province of the
oil and gas industry, .
Packwood proposes to keep the
accelerated cost-recovery system,
the form of super-fast depreciation
that has been the cornerstone .of
much of the corporate tax
avoidance that has taken place in
recent years. The House bill sub-
stitutes a depreciation system that
more closely approximates the way
that machines and buildings actual-
ly wear out or become obsolete,
Packwood has come up with the
idea of allowing a one-time cashing
out of unused investment tax credits
— at a cost to the federa} treasury of
$32 billion, This particular provision
represents the largest new welfare
initiative since the days of the Great

* Society, No-tax companies Jike Gen-

eral Electric, with more credits
than they can use, would receive
large refund checks under the plan,

Evidently, Rackwood believes
that welding together 3 coalition of

In choosing this course, Pack-
wood has apted to beost the kind of
taxes that are unrelated to the
abiltiy to pay. As a result, whatever
tax relief that lower- and middle.

" income families would receive from

long-overdue increases in the per.
sonal exemplion and standard de-
duction will be eaten away.
According to the Bureau of Labor
Statistics, the poorest 20 percent of
American (amilies spend 314 times
as much of their incomes on
gasoline and motor oil as the richest

. 20 percent of all families,

Moreover, as a share of family
income, the poorest 20 percent of all

households spend seven times as

much maney on tobacco and smok-
ing supplies, four times as much on
alcoholic beverages, and three
times as much on clothing, as the
richest 20 percent. -
Therefore, Packwood's attempt
to raise federa) sales taxes will have
an exiremely regressive impact —
disproportionately affecting wage-
earners and the poor. leavine the

lass

{jke Boeing, QGeneral
nd Dow, [nc. back on
the tax roll§ for the firsat time in
years, It wolild provide real, lasting
releif (o middle- and lower-income
families.

The Housey bill reflected the grows
ing recognitipn that burgeoning cor-
porate tax {oopholes simply have
not worked gs intended, -

The loophgles taven’t helped in-
vestment, employment, or Ameri-
ca's trade performance, Y

Ever sincejthe House bl passed,
the loophole] lobbylsts have been
busily and rfervously marshalling
their forces flor a last stand before
the Senate, And they are putling
thelr musele [behind Senator Packe
wood's proposal,

Over the fext few weeks, the
Senate has tolmake a cholce. It can
raise regressipe sales taxes on hards |
working Amefican famiiies (o pro-
tect unfair ahd coumterproductive
corporate loopholes, Or, like the
House, it can diose the loopholes and
1r]] the rarnarhte tay avaidnre 14 nn

avoiders
Dynamics,
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Tax breaks for corporations breaking rest of us”

By Philip M. Stern

THE tax-reform bill passed by the
House last year eliminated or tight-
ened provisions used by corporations to
reduce their tax burden by billions of dol-
lars. Now it's the Senate's turn, and already
corporate lobbyists are prowling Senate
corridors warning that if the Senate fails to
reopen those loopholes, corporate invest-
ment In new plant and equipment will with-
er and thousands of Americans will lose
their jobs.

But there's fresh evidence that senators
should treat those warnings with skepti-
cism, According to a study by Citizens for
Tax Justice, a tax-reform organization,
corporate tax savings written into the 1981
tax law have not, contrary to administra-
tion predictions, stimulated major new in-
vestments in plant and equipment by the
comﬂ:nles who most fully enjoyed these
breaks. ’

The study compares Boeing and R.J.
Reynolds. During President Reagan's first
term, Boeing stood near the top in taking
advanwage of the tax incentives, On $2 bil-
lion in profits, Boeing paid no tax whatev-
er. In fact, the company got a quarter-
billion refund. Yet Boeing’s expenditures
for new plant and equipment declined 38%,
and jobs at Boeing fell 18%,

Reynolds, by contrast, paid almost the
highest taxes among the companies sur-
veyed. But tha' did not prevent Reynolds
from pearly uipling Its new jnvestment
and adding 18% more jobs, Boeing and
Reynolds are pot unusual. The study also
found that the 44 lowest-taxed companies
reduced their investments and payrolls,
while the 43 highest-taxed firms increased

-

their plant outlays and their payrolls.
That reversal of the Reagan script
should cause no surprise. For one thing,
decisions-on plant and job expansion are

governed far more by market prospects .

than by taxes. For another, the tax law
does not require a company to spend on
new plant and equipment the money it
saves from, say, highly favorable laws gov-
erning the write-off of old plant and equip-
ment. A firm can spend its savings as it
pleases: to give its executives a raise; to
increase dividends to shareholders; to buy
out another company.

Consider General Electric, During the
first Reagan' term, G. E. made nearly $10
billion in profits, yet paid not a penny of
tax. G. E. gave its shareholders a 30% divi-
dend increase and its chief executive offi-
cer a 141% pay raise (from $825,000 a year
to just under $2 million). It also increased
plant outlays somewhat. But did G. E. need
the tax subsidy to afford that? It’s question-
able, because late last year G.E. execu-
tives considefed the firm flush enough to
spend $6 billion to buy RCA. For that $6
billion, nary & new machine will be bought,
and nary a new job created (except, per-
haps, for lawyers and accountants). In fact,
despite what amounted to a $4.5 billion tax
subsidy, G. E: ended the first Reagan term
with 18% fewer jobs.

G. E. is no aberration. The study found
that the 44 companies that paid no tax on
their $57 billion of profits during the first
Reagan term enjoyed an 11% increase in
pre-tax profits, At the same time, capital
investments by those 44 tax-free compa-
nies declined by 4% and their payrolis
shrank by 6%.

G. E.'s multibillion buyout of RCA caps a
tidal wave of mergers. In 1980, corpora-

tions spent $44 billion buying out other

jod
el

companies. By 1984, the figure had tripled,
and in 1985 it leaped to an estimated §180
billion. Such a buying mania hardly sug-
gests that corporate America is cash-poor,
requiring subsidies for new plant outlays,
The tax preferences G. E. and other cor-
porations enjoy represent just as much a
government subsidy as, say, the dairy or
tobacco subsidies; they add to the federal
deficit in precisely the same way those
direct subsidies do. Since Ronald Reagan
took office, corporate tax subsidies bave
tripled — from $40 billion to $120 billion.

Aot

— —

\’k""l ‘(l Vl,dl X

They currently account for more than half
the federal deficit. '
Yet since they are tax subsidies, they are
not included in the president’s budget, and”
they are immune from the cuts mandated
by the Gramm-Rudman-Hollings deficit-re+s
duction law. That's unfortunate for us tax-:-
payers, because we aren't getting our mon-
ey’s worth. o
Speclal Featares

Philip M. Stern, Washington, is author
of “The Rape of the Taxpayer.”
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The failure of corporate tox ‘incentives’

The House npﬁmved in December
a tax reform bill which goes a long
way toward restoring fairness to the

equipment by 4 percent and cut their
!mmmbeg of employees by § per-
cent from 1981 throu;g 1984. These

tax code by closinf' hol rrich
corporstions and individuals and by
providing some celief for low and
moderate-income families,

The battle for tax justice now is in
the Senate, where corporate lobby-
ists and the Reagan administration
Pian to reshape the House bill more
{o their liking. The House bill, they
complain, goes too far in curbing the
huge corporate tax breaks in the
1981 lax cuts,

I corporations are made to pay
more taxes, they warn, they’ll have
less money for capital investment,
which will threaten economic
growth. Let corporations off the
hook and make up the difference in
lost revenue by such “reforms” as
taxing workers' health insurance
benefits, DBmiting the widely-used
deduction for state and loca) taxes,
and imposing a nationsl sales tax,
they argue, i

owever, a recent study by
Citizens {or Tax Justice (CTJ) re-

- uteSthe well-warn *‘supply-side eco-
nomics’ argument that corporate
tax breaks stimulate investment,
productivity and job creation. CTJ is

& widely-respected research and
lohbying group supported by unions,
churches, public intecest and com-

« munity groups.

Titled “Money for Nothing: The
Fallure of Corporate Tax Incentives,
1981-1984,” the report analyzes the
investment and employment effects
of the Reagan-initiated 1961 tax
changes — the [argest corporate tax
cut in U.S. history and mostly in
force today despile 1962 and 1983

« modifications, > -

Surveying 259 of the nation's
largest and most profitable non-fi-
nancial corporations over the 1961-84
period, the study found lhat 44 of
them took advantage of so many
loopholes that they paid no federal
income taxes at all or actually re-
ceived net tax refunds.

Despite their billions in tax “in-
centives,” these same 44 companies
reduced investment in plant and

" Corporate Tax Breaks &
1 1 v amt

e included Boeing, Dow
Chemical, ITT, Tenneco, Weyer-
hh::'u";r, Union Carbide and Grey-

On the oiher hand, the 43 com-
panies which paid the highest taxes,
each paying at least 33 percent of its
profits into the Treasury boosted
their capital investment by an aver-
age 21 percent and added 4 rercent
more workers to their payrolls,

“Other factors far outweigh the
importance of taxes in investment
decisions,” the study continued. It
sald these factors include demand
for a company’s products, manage-
ment’s commitrhent to long-term *
growth, interest rates, techmology,
and overcapacity.

“It anything, an excessive.

t focus on chasing after
tax shelters seems {o have a nega-

. tive effect on investment and job

creation, as the poor performance of
the no-tax companies illustrates,”
the report said.. .+ SN, o
What did the 44 no-tax corpora- .
tions do with their tax bonanza? The
study found that they increased their
dividends to stockholders by an
average 22 percent and raised the
compensation of their chief execu-

- llve officers by a spectacular 54 per-

cent. In addition, 11 of these com-
panies spent nearly $40 billion in the
non-p ctive monopoly game of
taking aver other companies in 1985
alone.

The tax “incentives" nal only
have (aited to produce the promised
investment boom; they have harm-

both the economy and the fair-
ness of the federal tax system, the
report said. Since 1981, corporale
tax Joopicles have tripled to $120
billion a year, well over half the cur-

- rent budget deficit.

The record budget deficils of the
Reagan years, in turn, have kept
real interest raies atl record fevels,
These high rates inflated the value
of the dollar, which he) cause
record trade deficils and lost manu-
facturing jobs, the report noted.

Corporate tax loopholes currently
to more than $1,600 annuall;

Reat 8
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for every taxpaying American fami-
1y, the report sald.

If the House tax bill is approved by
the Senate and signed into law, “it
will mean that for the first time in
ﬂun, General Electric, Boeing, and

ow Chemical will be paying as
much in taxes as the people who
work their assembly lines, type their
letters, and wax their floors, And
there will be significant tax relief for
the vast majorily of hardworking
Americans,” the report said,

“Ttis now up tothe Senate,” itcon-

tinued, “to resist the blandishments
of the loophole lobbyists, o face up
to the hard economic sanity to our

. country’s tax system.”
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On Corporatlons

By PHILIP M. STERN

WASHINGTON — The (px_reform bilt
paseed by the Hnue‘l::,yhur elimisated u‘

mﬁnee!helr(ubum}enbybﬂlbu oldol-
lacs. New 1t's Ihe Senate’s turn, and siready
corpocate lobbylsts are prowling Senste cor-
ridors warning lmt i the Semh falls to re-

open those
in new plxnt and equ!pmml will wle?:er and

Bul there's Iresh evidence that seaators
should treat those warnings with skeplicism.
According to a study b Tax Jus-
tice, a lax reform organ corporats
tax nvlnp written inlo the 1961 tax law
have nal, contrary to administration predic-
tions, stimulated major new Investrents in
plant and equipment by the compalnes who
most hully enjoyed these breaks. .‘1

‘The study compares Bocing and R.J. Rey- N
nolds. During Presidont Reagan's first

, Boslng stood near the top in taking ad-
vanhge of the tax Incentives. On $2 billion In
profits, Boelng pald no tax whatever. In fact,
the company got a quarter-bililon refund,
‘Yet Boeing's ex; uum for new plant and
equipment decl 38 percent, and fobs at
Boeln( fell 18 percent.

Reynolds, by contrast, pald almost the
highest taxes among the companles sur-
veyed. But that did not preverd Reynolds”
from nearly tripling its new lnve:lmenl and
=dding 18 percent move Jobs. .

Boelng and Reynolds are not \ml.uual .They
study also lound that he 43 lowest-taxed
companies teduced thelr invealments and
payrolls, while the 43 highesi-taxed flrms In-
cr)e]ued thelr plant outisys and tbelr pays
rolls.

That reversa of the Reagan script showd
cause no surprise. For one thing, decislons
on plant and job expansion are governed far
more by market prospects than by taxes,
For another, the tax law does not require
company (o sperd on new plant and equlp-
ment the money It saves from, say, highly
favorable laws governing the write-o/f of old

Commentary-

plant and equipment. A {irm can its
savings as| it plenu- to giveits execuuves l
raise; o b to
ers; (0 buy out another company.

Conslder General Eleclric. During th
1irst Reagan term, GE made neariy 310 bll-
lion In profits, yet paid not a peany of tax.
GE gave its shareholders s 30 percent dlvl.
dend increase and ils chiel executive officer
& 141 percent pay raise (from $325,000 a year
to juat under $2 miliion), It also increased
plant outlaya somewhat, But did GE need’
the tax subsidy to alford that? Jb's questiona.
ble, because late last year GE executlves

considered the irm Nush enough to L4
bllllon to buy RCA For that $6 billlon, nary &
new machine will be bought, and nary a new
job created (except, perhaps, for lawyers
and accountanis). In fact, despite what
amounted to a §$4.5 biltion tax subsidy, GE
ended Lhe {irst Reagan term with 19 percent *
fewerjobs.

GE I8 no aberration. The atudy found that .

the 44 companies that pald no kax on their *
$57 bil}ion of profits during the (irst Reagan
term enjoyed an 11 percent Increase In pre-
tax profits, At the same {ime, capital invest-
ments by those 44 tax-free companles de- ,
clined by 4 percent and their payrolls shrank
by § percent,
GE’s multibltHon buyout of RCA caps a tl-
dal wave of mergers.-In 1900, corporations
spent 44 bijlion buying out other companles.
By 1584, the figure had tripled, and In 1965 it
Jeaped to an estimated $190 billlon. Such a
buylng mania hardly suggests that cor-
porate America Is cash-poor, requiring sub-
sidies [or new plant outlays.

The tax preferences GE and other cor-
pacations enfoy represent just as much a
gevernment subsidy as, say, the dairy or to-
bacco subsidies; they ndd to the federal dell-
et In precisely the same way those direct
wbcld(es do. Slnce Ronald Reagan took of-
fice, corporate tax subsidics have tripled —
from $40 biltion to $128 biifion. They cur-
remtly accstnt tor more than haif the federal

Ydm'mymmmmym
in the

erx, bocause we arca't getting sur msency’s
werth

Philip M. Stern is sulber of “The Rape of the
Taxpayer. "muudenplﬂhlt- The
New Yock Thmee.
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-* Some of the things happening to a tax reform mea-
sure in the U.S. Senate makes one wonder if many
senators are really serious about the matter. The
House bill scrubbed a host of loopholes in the current
tax laws but the Senate Finance Committee has been
busy restoring these special interest jewels.

Item: Under the tax measure developing in the

the books today that the House deleted have been re-
trieved by the upper chamber. ThéCitizens for Tax
-Justice, a sort of Washington watchdog organization,
says the restoration will put smiles on the faces of de-
fense contractors. You would smile too if special ac-
counting rules permitted your company to avoid pay-
ing taxes year after year on defense proJects
One of the largest defense contractors in the coun-
try, General Dynamics, a Missouri-based corpo-
ration, hasn't paid any federal income tax since 1972.

Senate, some of the biggest corporate loopholes on.

Also a super-fast depreciation schedule, officially.
ca!led the Accelerated Cost Recovery System, pro-.

. Who pays taxes?

vides remarkable tax concessions for the oil and gas
industry. The House bill is designed to scale back
some of these lucrative loopholes; the Senate pro-
posal seeks to retain them. -

Furthermore, Citizens for Tax Justice points out,
the House tax bill would put major corporate tax
avoiders such as Boeing, General Dynamics and
Dow Chemical back on the tax rolls for the first time
in years.

. These companies would j join consumers who have
never left the tax rolls. What's more, the Senate Fi-
nance Committee's idea of tax reform would have
consumers paying a great deal more tax.

" The plan would boaost federal sales taxes up to 50
percent on an array of consumer products — gaso-
line, cigarettes, airline tickets, beer, wine and many

other items. Collections from these exrise taxes are .

projected to increase by $75 billion over five years. So
in a way consumers would be financing the retention
of corporate loopholes. How nice.

Ti18211655
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Packwood favors loo

-+ The loophole lobby is resting a little more
easily these days now that Senator Bob

:Packwood, R-Oregon, Chairman of the Sen-

»ate Finance Comittee, has finally revealed
his version of tax “reform.”

Under Packwood’s plan, federal -sales

taxes on a wide array of commonly-used;

products would be hiked by more than 50
percent. As a result, American consumers
would be forced to pick up the tab in the
form of higher prices for gasoline, ciga-
rettes, airline tickets, beer, wine, and many
other items. S

In fact, Packwood hopes to raise $75 bil-
lion over the next five years by boosting
these federal sales taxes.

And what would this money be used for?
Reducing the deficit, you say? No such
luck. The Packwood tax plan is revenue-
neutral, adhering to the dictates of the
White House, Instead, the money raised
from higher taxes-on consumers would be

used to finance the retention of some of the °

biggest corporate loopholes on the books
today.

Defense contractors are jubilant because
Packwood proposes’ to keep the special ac-
counting rules that permit them to avoid
paying. taxes year after year. General Dy-
namics, a Missouri-based company, hasn’t
paid any federal income tax since 1972

Last December the House passed a tax

bill that confounded the experts, the skep- -

tics, and the lobbyists by closing many of
« the loopholes that allow large corporations

Guest
Viewes)int

By DAVID WILHELM

* repeal those special accounting rules used

by defense contractors.. ¢ .

The House bill would scale back some of
the tax loopholes that have become the spe-
cial province of the oil and gas industry,

Packwood proposes to keep the Accele-
rated Cost Recovery Systein, the form of su.
per-fast depreciation that has been the cor-
nerstone’ of much of the corporate tax
avoidance that has taken place in recent
years. The House bill substitutes a depre-
ciation system that more closel T}l)froxv
mates the way that machines and burldings
actually wear out or become obsolete,

Packwood has opted to boost the kind of
taxes that are-unrelated to the ability-to-

ay. As a result, whatever tax relief that
ower-and middle-income families would re-
ceive from long-overdue increases in the
personal exemption and standard deduc.

. tion will be eaten away. :

Accordinﬁ to the federal Bureau of Labor
Statistics, the poorest 20 percent of Ameri-
can families spend 3% times as much of
their incomes on gasoline and motor oil as
the richest 20 percent of all families.

Moreover, as a share of family income,

the poorest “onefifth of all households
“spend 7 times as much money on tobacco

jand wealthy individuals to avoid paying . and smoking supplies, 4 times as much on
. taxes. The House Plll‘\r(opld, for e_:xamp}e,_ - alcoholic beverages, and 3 times as much

TR

phole lobby

on clothing, as the richest onefifth, ¢

Therefore, Packwood’s attempt to raise.
federal sales taxes wil] have an extr_eme‘l!
regressive impact — disproportionatély af-
fecting wage-earners and the poor, leaving
the well-to-do largely unscathed.

Unlike the Packwood proposal, the biil
that passed the House last year actually
was serious about tax reform. If enacted
into law, the House bill would put major
corporate tax avoiders like Boeing, General -
Dynamics, and Dow Chemical back.on the
tax rolls for the first time in years, It would
Frovid.e real, lasting relief to middle-and
ower-income families, o

The House bill reflected that growing
recognition that burgeoning corporate tax
loopholes simply have not worked as in-
tended, Instead, by adding $120 billion a
year to the bucfget deficit, they are a big
part of the problem. ’

Ever since the House bill passed, the
loophole lobbyists have been busily
marshaling their forces for a last stand be-.
fore the Senate, | . ’

Over the next few weeks, the Senate has
to_make a choice, It can raise regressive
sales taxes on hardworking American fami-
lies to protect unfair and counterproduc-
tive corporate loopholes. Or, like the
House, it can close the loopholes and tell
the corporate tax avoiders to go back to
making money the old-fashioned way — by
earning it.

Wilhelm is executive director of Citizens
for Tax Justice, a coalition pressing [ol
broadbased federal taxreform. ., ., |
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TO: DISTRIBUTION
FROM: - FRED PANZER

SUBJECT: CITIZENS FOR TAX JUSTICE PRESS COVERAGE

Enclosed is your set of 18 full-size copies of
clippings from newspapers in Senate Finance Committee states.
They were generated by CTJ'S press statement or follow up op-ed
article, both of which provided the first and sharpest criticisn
of the excise deductibility proposal. Some of the coverage
reflects how columnists, economists or trade association
executives quoted CTJ to support their opposition.

These press clippings may be helpful information for
further distribution to Members of Congress, congressional staff,
state and local elected officials, allied .groups, and, of course,
our TI field staff and lobbyists.

L;£er this week, I expect to have a more complete set
of clippings, more attractively reproduced too.

Enclosure
cc: Samual D. Chilcote, Jr.

William Kloepfer
" Robert Lewis
Roger Mozingo
Peter Sparber e
8.25
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-*The president has made his tax reform proposal, the
House has passed its version, and now it's the Senate’s
turn — starting from a working draft unveiled a few
days ago by Senate Finance Committee Chairman Bob
Packwood. If it's fairness and simplicity the Senate is
after, it has a long row to hoe, -

Packwood, a Republican, was trying to please both
the president, who's adamant about lowering the tax
rates of the rich, and the Finance Committee’s mem-

.bers, who refuse to close their favorite business tax

“loopholes to pay for those lower rates. The combination
was lethal,

v

Moreover, Packwood had to cope with those aspectsof

the president’s plan that are simply bad, or broadly un-

i popular, as social policy — like the president's proposal’

to eliminate the deductibility of state and local taxes

and of employee health benefits. The House sensibly "

retained those deductions - and made up the differ-
ence by cutting less from top tax rates than the presi-
dent had wanted and by closing more corporaté\“;gglg-
holes than he had proposed. But neither route wou
meet Packwood's political needs.

Under the cireumstances, what Packwood came up
with was clever. But compared to the House's package,
it’s hardly fair or simple. Packwood proposes to meet
all those demands for revenue-losing income-tax breaks
by raising consumption taxes commensurately. He
wants to make all excise taxes and tariffs — on wine,
aleohol, tobacco, moto™Tuels, trucks, buses, trailers, air
fares and telephone service and on vayvious imported

- goods, nolably textiles'and apparel .~ non-deductible

for &orporations. The net ‘effect on consumers, econo- .

mists estimate, would be the same as a direct increase

in these excise taxes and tariffs of as much as 50 per-

cent. And that hiddern tax increase would not be levied,
like an income tax, according to one's ability to pay; it

would fall hardest, like all consumption taxes, on those '

least able to pay. . .

There are circumstances in which excise tax in-
creases might make sense anyway. A fuel tax increase,
while oil prices are dropping, would keep the country
on the energy-co(li\serv::itnor}‘ {:ou;s;: ondwth{)ch its ti‘utuire
energy security depends. Alcohol and tobacco tax in-
creases, to the extent they cut consumplion, could be
useful public health measures. Even a more general tax
increase would be acceptable, if it were part of a na-
tional belt-tightening in which everyone has to sacrifice
eqllxitably to help bring the federal deficit under con-
trol.

But to propose a general increase in an indiscrimi-
nate assortment of consumption taxes that hit harder
the poorer one is — and all for the purpose of preserv-

- ing corporate tax Joopholes and bringing the top in-
come tax rate paid by the rich down by another few
percentage points ~ is the height of unfairness. To sell

| this as tax reform, and with the promise of lowering
everyone’s tax bills, is the height of duplicity.

The House was far more staightforward - and more
successful — in coming up with a tax reform package
that actually would be fairer than current law and soun-

der, in terms of its social policy effects, than the presi- {

| dent's proposal. The Senate has its work cut out for it.
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Senate Finance Committee were pick-
ing away listlessly at the details of a
provision in the tax overhaul bill pro-
tecting large home builders recently
when suddenly Sen, Steven Symms, R-
ld;lho,‘ slapped his fist on the hearing
table,

"We're taking a huge gamble with
this,” Symms said, pointing to the thick
warking document prepared by com.
mittee chairman Sen. Bob Packwood,
R-Ore. "We've lost simplicity. We're
fust transierring money from some.
body to somebody else and there is no
Integrity to the process, This is an
absolute sham.”

Pointing to Packwood, he said:
“You've had a situation put on you
that's impossible to do.”

Symms® outburst illustrates the di-
mensions of the trouble ahead for
Packwood a5 he tries to win consensus
for a document that meets President
Reafln's dream of tax reform without
tax increases — and has some chance

of passage by the Senate,

Ir]' 1»: ‘: f o ’
By PATRCA OBREN oo ..
WASHINGTON — Members of the .

~
&

Packwood'schallengeistopreserve

tax breaks for numerous interests fa. |

vored by committee members while
keeping the top tax rate at 35 percent, a
juggling act that is fraying tempers
during the drafting of a bill, It invoives
trade-offs few want to make,

“It's like giving a starving man a
steak,” said Symms, referring to Pack-
wood's inclusion of breaks for the
building industry while subjecting it to
a mipimum corporate tax, “Just as he
starts {o take a bite, it's taken away
from him,”

WHEN COMMITTEE members sit
down again to wrestle with the bill on
Tuesday, arguments are certain’ to
erupt on several fronts: ; :

® Should municipal bonds, vital vehi-

clesto pay for everything from schools'

to stadiums, Jose their tax-exempt sta-
tus? Packwood’s initial effort to make
them do so virtually sent the bond
market into cardiac arrest. In their first
and only vote on the bill, committee
members ruled out the idea of taxing
existing municipal bonds, But no deci-
sion has been reached on Whether

Some say Sen. Bob Packwood, left,
is deliberately heading into the eye
of the storm to demonstrate the
futility of the entire effort to
reform the tax code.

bonds issued after Jan. 1 could be
subject to the minimum tax, -

® What about depreciation schedules
for businesses? Several committee
members want to give real estate de-
velopers and auto companies a chance
to write off their investments in land
and machinery faster, Sen. Lloyd Bent-
sen, D-Tex., complained to his col-
leagues that auto rentsl companies in
particular need the break. “I've heard
of one man who cleaned guail in his
rental car,” said Bentsen, “If deprecia-
tion is kept-at five years, I'll be driving
some awful old rental cars"

® Some members object that Pack-

wood's plan to buy off corporate in-
vestment tax credits is foo expensive.

The credit has baen & generous subsidy
for business in which the government
picks up 10 percent of new equipment
and machinery costs. It would be re-
pealedas part of the trade-off for lower
rates — but Packwood wants the gov-
ernment to dole out more than $30
billion in unused credits to the hurting

‘stee] and agricultural industries.

® The issue at the top of the list, the
oneexpected to generate the most heat,
is Packwood’s plan to raise $75 billion
through increasing the tax on wineand
ending businesses’ deduction for excise
taxes.

“Without that revenue, or a net
equivalent revenue,” said Packwood,
“then the thingsItried todoin the draft
cannot be done.” -

or trade-offs? Senators can’t

UNCONVINCED, more than 50 of
Packwood's Senate colleagues wrote
him last month saying his proposal
means corporations will pass on the
cost of the taxes to consumers, in effect
forcing a-tax increase on low- and
middie-income people.

Americans would then pay more for
gasoline, food, telephone service and
airline tickets. They also would pay
more for a range of life’s small enjoy-
ments, everything from baseball
gamesto a glass of beer, .

“This issue is the one of g'reatut

interest,” said Sen, Bill Bradley, D-N.J, .

“We've got 10 or 11 senators on the
committee who have serious reserva.
tions about excise taxes.” ’
“It's bizarfe, preposterous,” said
Robert McIntyre, & representative of
[Citizens for Tax Justice, a union-
acked lobbying group, at a press
conference called to denounce the ex.
cise tax plan.

“For a few days, most people sput-
tered about how slly it was, But it's
quite clearly an increase in taxes, a
very large one,” he stid, “Thst's not

* storm to demo

.«

¥

ay

what tax refo. wnssupposedtoben!é'
about.”

Packwood'd chief aide on the fi-
nnnc‘e commitjee, Bill chicnde‘rh[‘,
dismisses the mplnir;‘u. wm Iy

“There's nojproof the taxes ;
pass:}on." he kaid, “Even If they are,
that's what ha,
People didn't
tax was Incr

SOME SAY|PACKWOOD is delib-

; ding into the eye of the
erately hea strate the futility of the

tire effort to reform the tax code.-
“ “He's a smart man ‘who thinks th;
whole exercis Is unnecessary an
fruitiess,” said|one food industry Jobe
byist. *“The cldmor being rla;ﬁsed now
could be_provipg his point,
“That'snot Jogical,” rt‘:(slponded Die-
derfer. “It'd just stupid.’ A
f'mAesl;u: Prots jtsmo\mt, Packwood 1l;
standing fiym, Co
vall of Yifells a trade-off,” he wld’
objecting compittee members before
Easter recess, ['Thls committes has 107
make a Yecisign, It has to find some”
way 10 produce arevenue-neutral bill!
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| f Phrasing in po]ls
i .geared at getting
‘positive response

New York Yimes Service

_ 'WASHINGTON -~ A favorite --
technique of 1obbyists in the capital
- _is to commission opinion polls on
f’j political issues and phrase the ques-
tions in such a way that the respons-
ta ‘* es will buttress their position.

gﬂzens for Tax Justice, a group -
3 ﬁmt is working against tax breaks
1

‘.

" for. business, last week issued the
mults of a new poll.

.. A typical question: “Do you agree
' or disagree that large corporations
. 7 should start paying their fair share
. ' of taxes before there are any in-
i+. - creases In any taxes that ordinary,
4 -" "working and middle-income Ameri-
.~~~ cans pay?” Not surprisingly, 86 per- |
-;,j cent of the respondents agreed. .

But sometimes the technique
L&y * backfires, To battle legislative ef-
- ‘1‘ « | forts to increase business taxes, Na-
. * Hon’s Business, the monthly
- | magazine of the U.S. Chamber of
: Commerce, asked its readers this
question: “Should Congress enact a
.- taxbill that could hobble economic
.+ growth?”

N ?

v Fiftysix percent of the readers
! who responded said “no.” But re-
N

:""‘-’7

markably, given the readership of

;) the publication, 31 percent seemed

.- to think hobbling growth might not

- besobad and answered “yes.” Thir-
.. teen percent were undecided.

oy

T118211640
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Repayments

Amounts that would be repayed to
steel.companies for unused tax
credits under proposed
legislation:

$300

;\5250 -+

In millions

$200

5150 -

5100 4.

$0
—US Steel Bethlehem Natuonal

. v s

- ment tax credits, but were unable to use thein Lecause

industry needs it badly."

By DAVID GOUREVITCH
Times Washington Bureau

WASHINGTON - The steel industry could reap a 1
billion windfall under a new tax overhaul plan,
The plan, if enacted, would require the federal goy-
ernment to write US Steel Corp. a check for $280
million. ¥
LTV Corp. and Bethlehem Steel Corp. would receive
refund checks for $210 million and $168 million, respeg-
tively, while Inland Steel Co. and National Steel Corp.
would get $36 million and $25 million, respectively.
The proposal by Sen. Robert Packwood, chairman pf
the Senate Finance Committee, would repeal the inveqt
mert tax credit and require the federal government to
give businesses refunds for 70 percent of the credi
thev veaccumulated. i
Such a provision would be a bonanza for the nation]s
largest steelmakers, In recent years, the companies]
have accumulated many millions of dollars in invest-].

they had had no taxable income.

Bethlehem had $240 million in accumulated investment E

tax credits at the end of 1935, Company officials estimale| .
that Bethlehem would receive a rebale of 70 percent ¢f] ;
its total tax credits, or $168 million, if the Packwood pl'
is approved,

1.8, Steel, meanwhile, had $400 million in 'm.umulal
investment tax credits and LTV had $300 millicn. Inla
and National Steel reported $120 million and $37 milli
in December 1985, .

Not surprisingly, steel industry executives generall
support Packwood's reimbursement plan. Joh
Meagher, an LTV vice president, praised the plan as
vital and timely “infusion of capital at a time when t
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STUDY: TAX BREAKS DON'T AID EXPORTS
« Corporate tax breaks intended to spur exports have in fact undermined U.S.

_export competitiveness, a liberal tax study group said Wednesday.
=" Areport released by ;‘;¥em' Eor Tax Justice based on a survey of 31 top
exporters showed companies which pay the est taxes tend to export the most,

while companies which avoid paying federal taxes tend to have the least success -
inexport markets, - o

The tax reform study group found that 11 of the 31 top exporters pald no federal -
taxes or got money back from the government because of corporate tax -
* “loopholes” and Incent{ves designed to Increase competitiveness aboard, .

They were indentified as Boeing Corp, Dow Chemical, General Electrie, -

DuPont, Lockheed, Northrop, Unlon Carbide, Weyerhaeuser, International Paper,

Alljed Corp. and International Minerals and Chemical. The 11, whohad a

combined negative tax rate 0£.3.6 percent, reduced their total exports between 1981

and 1984 by 15 percent, the study showed. In contrast, the top 10 exporters in the

-

group increased exports by an average of 22 percent during the period despite a l i { ;

" 26.7percent average te_u_}e_ral tax bite, CTJ reported. {UPI) R DN
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Editor, Standard-Speaker,
The latest fiasco out of Wash-
ingion now comes to us in the

fn of yet another tax proposal -

- a bizarre tax on a tax which
ultimately will be passed on to the
consumer.

This time, Senator Packwood
(R-OR) has introduced a new tax
package that he says will be a
boon to both consumers and small
business alike.

Included in the Senator's litany
of so-called reforms is a proposal
to eliminate business deductibility
of excise taxes.

The liquor industry is par-
ticularly sensitive to the federal
excise tax issue, Last October the
federal excise tax rose 19 percent
for our product. If the Packwood
proposal were to become law, this
proposal on top of last year's tax
hike would mean an effective
FET hike of 73 percent.

Sepnator Packwood’s press
statements have billed his pro-
posal as a tax on business.
Nothing could be further from the

)truth. %mmum%
national organization suppa

by both labor and consumer
groups, picked up on this when it

said last week that the Senator’s
excise tax proposal “is nothing
but a huge consumption tax that
will fall heavily on middle and low
income families — excise taxes,’’
they said, “unlike income taxes,
will be passed on to consumers in
higher prices.”

And the line on these price in-
creases is not drawn on alcohol
beverages alone. The Packwood
proposal will negatively affect
gasoline and diesel fuels, the cost
of trucks and trailers, airline
passenger tickets and shipping
costs, crude oil and gasoline,
feedstocks, coal, fishing and hun-
ting gear, telephone service,
tobacco products and others.

The impaet on the distilled
spirits industry will be devas-
tating. We estimate that in Penn-
sylvania 920 jobs will be lost and
680 small businesses will be
foreced to close,

On the surface, it would appear
that the Senator from Oregon is
trying to close some “‘loopholes.”
As for the Federal excise, he’s
really calling for implementation
of a totally regressive tax system
that will cost jobs, hurt low and
middle level income people the

| Consumers will ultimately pa y the cos

most, slam the doors for many
small businesses and cost con-
sumers millions more for many
kinds of products they use every
day of the week. ’

Senator Packwood’s tax
package is anti-consumer, anti-
business and totally inconsistent

with the Administration’s policy’

of no tax increases. We're all for
progressive tax measures, but the
excise idea, which amounts to
nothing more than a tax, needs to

Jbe stricken from the record be-

fore it creates more problems

jthanit already has.

We think .your readers should

‘know, as even Senate Finance

consumers.”

Durenberger (R-NM)
“the increased costs
from this idea will be p
wholesalers and, ulti

F.A
Presid

s

as stated,
resulting
ssed on to
hately, to

.. Meister,
ent—~CEO

Committee member Dave
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Editor, Standard-Speaker,

The latest fiasco out of Wash-
ingion now comes to us in the
n)(%

of yet ancther tax proposal -

- a bizarre tax on a tax which
ultimately will be passed on to the
consumer,

This time, Senator Packwood
(R-OR) has introduced a new tax
package that he says will be a
boon to both consumers and small
business alike,

Included in the Senator’s litany
of so-called reforms is a proposal
to eliminate business deductibility
of excise taxes.

The liquor industry is par-
ticularly sensitive to the federal
excise tax issue. Last October the
federal excise tax rose 19 percent
for our product. If the Packwood
proposal were to become law, this
proposal on top of last year’s tax
hike would mean an effective
FET hike of 73 percent.

Senator Packwood’s press
statements have billed his pro-
posal as a tax on Dbusiness,
Nothing could be further from the

truth. Q‘iﬁzm_m_’tau%
national organization suppo

by both labor and consumer
groups, picked up on this when it

said last week that the Senator's
excise tax proposal “is nothing
but a huge consumption tax that
will fall heavily on middle and low
income families — excise taxes,”
they said, “unlike income taxes,
will be passed on to consumers in
higher prices."”

And the line on these price in-
creases is not drawn on alcohol
beverages alone. The Packwood
proposal will negatively affect
gasoline and diesel fuels, the cost
of trucks and trailers, airline
passenger tickets and shipping
costs, crude oil and gasoline,
feedstocks, coal, fishing and hun-
ting gear, telephone service,
tobacco products and others.

The impact on the distilled
spirits industry will be devas-
tating, We estimate that in Penn-
sylvania 920 jobs will be lost and
680 small businesses will be
foreced to close,

On the surface, it would appear
that the Senator from Oregon is
trying to close some “logpholes.”
As for the Federal excise, he's
really ealling for implementation
of a totally regressive tax system
that will cost jobs, hurt low and
middle level income people the

i,

Consumers will ultimately pay the costs

most, slam the doors for many -

small businesses and cost con-
sumers millions more for many
kinds of products they use every
day of the week. ’

Senator Packwood’s tax
package is anti-consumer, anti-
business and totally inconsistent

with the Administration’s policy’

of no tax increases. We're all for
progressive tax measures, but the
excise idea, which amounts to
nothing more than a tax, needs to

be stricken from the record be-

fore it creates more problems
than it already has.

We think .your readers should
know, as even Senate Finance
Committee member Dave

consumers,”

Durenberger (R-NM) has stated,
“the increased costs | resulting
from this idea will be pgssed on to
wholesalers and, ultimately, to

F.A, Meister,
President—CEOQ

La—
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- Away From Takeovers, to ‘Value Accountjng

By Lee Berton
With the tide of takeovers, leveraged
buyouts and asset sales or divestitures con-
tinuing, U.S. corporations appear blinded
by the alleged benefits of mergers and
teally don't have a proper grasp of how to
‘run a company {o improve its value,
The fault, say many critics, may lie
with an accounting model that focuses on
ways to enhance historical values In
today's marketplace and ignores the most
Important charge of management: to im-
prove the value and potential of the com-
pany's assets. .
“Passing assets back and forth doesn't
appear to be creating better values for
shareholders, customers or employees.”

" says Scott Cowen, dean of the Weather-

head School of Management at Case West-
ern Reserve University in Cleveland. In-
stead, says Dean Cowen, companies should
devote more effort to turning out better
products at a lower cost and to stimulating
higher output by their employees.

False Values?

The Nationa! Association of Account-
ants, a trade group of 35,000 management
accountants, has joined the ranks of those
wondering whether false values are being
created by the profession, It has just is-
sued new guldelines to measure company
performance that.place less emphasis on
financial measures like earnings per share
and return on investment,

“Companies should put more stress on
nonfinancial measures such as market
share, innovation, quality of service, pro-
ductivity, and employee development,”
says Louis Bisgay, the NAA's director of
accounting practice. If they did, adds Mr,
Blsgay, ""companies would be less likely to
depend on merger partners to bail them
out of bad business decisions."”

**Accounting should highlight the poten-
Ua) value of assets to shareholders,” says
Anthony Tinker, a professor of accounting
at Baruch College in New York. ‘“‘Because
it now stresses historical value, raiders are
drawn to depreciated assets like moths to
2 flame.”

A sludy by the Citizens for Tax Justice,

n ——

a public-policy group opposed to business
tax breaks, shows that 11 companies that
were listed among the top 25 acquirers last
year spent a total of about $40 billion for
the takeovers, That was more than they
devoted to new buildings and equipment
from 1982 through 1984, according to the
study. By reducing capital spending, the
study says, the companies were able to
squirrel cash away for future takeovers
and to sharply raise the pay of their top
executives, -

Felix Pomerantz, director of the Center
for Accounting, Auditing and Tax Studies
at Florida International University in Mj-
ami, recalls the early 1970s when the ac-
counting profession became enamored of
“social accounting." He adds: **We wanted
to lock beyond financial measurements to

the benefits to society of business decisions-.

and judgments.”

But interest waned as accountants dis-
covered that they could gain few allies in
the business world by talking about 2 so-

“Jaste of industry resources from soci-
ety's standpoint.” He adds: “We were
training future businessmen how to keep
debt off their balance sheels and structure
pooling-of-interest mergers that provided
window dressing for financial statements.

* Bit we weren't telling them how to make

alysis produce real profits and genuine
gmpany growth.”
Ilker Baybars, an associate dean at
Carnegie-Mellon, notes that over the past
few years, the school has introduced new
courses for MBAs in production, operations
management and artificial intelligence to
balance for the heavily finance-oriented
courses of the past, “The craze over the
past few years was to show the students
how to make fast money, and now we're
putting more stress on output, strategic
planning and decision-support systems for
manufacturing,” he says,
The decision to shift curriculum em-
phasis was made by the school atter its

q‘tler products, which will in the final

0,

Carnegie-Mellon dean: “The craze over the past few
years was to show students how to make fast money,”

cial balance sheet that measured “‘commu-

nity action,”” *‘employee loyalty’ and the

“public good.” .
Today the concepts in soclal accounting

" are being reconsidered, and concerns

about social welfare are giving way to
more hard-nosed worries that accounting
may not really be measuring real value.

“If anything, the concerns about social
accounting have been replaced by a new
discipline called ‘value accounting,’ which
is focusing not so much on dressing up the
financial statement but on stimulating
management to create rea] value,” says
Yuji Ijirl, a professor of accounting ard
economics at Carnegie-Mellon University's
Graduate School of Industrial Administra-
tion in Pittsburgh,

Prof, [jiri says that colleges are begin-
ning to realize that an overemphasis on fi-
nance in education for a master's of busi-
ness administration has contributed to the

faculty began faulting the curriculum for
producing facile financial managers who
couldn't start a business from scratch.
Camegie-Mellon now requires an MBA
candidate to take two course units in man-
ufacturing management. "'Five years ago,
few students were attracted to courses in
production management, but now more
than 20% of our enrollment are inter-
ested,” observes Dean Baybars.

Robert Kaplan, a professor of account-
ing at the Harvard Business School in Bos-
ton, questions **whether mergers do create
or enhance value beyond reshuffling own-
ership claims." Existing accounting sys-
tems, he says, conceal the underlying cost
structure of operations and prevent many
managers from recognizing that their com-
panies need new production methods
rather than new owners.

“Companies should analyze the fastest-
growing cost categories, overhead and cap-

ital accounts and reemphasize new product
and process deyelopment,” says Prof, Ka-
plan. He notes that current accounting sys-
tems Jean too haavily on direct labor costs.
Companies woujd be wiser lo study how of
ten manufacturing setups must be changed

- to produce new] products, he adds.

“Financlal egecutives should be forced
to sperd more| time on the production
floor,” asserts Jrof, Kaplan. The old cost-

“accounting syslems thal allocated ex

penses based orf Jabor content are "'mori-
bund," he says.

However, Prqf. Kaplan cautlons ngainst
opposing all metlzers, buyouts and restruc-
turings. “What e may be seeing In this
wave of mergery Is a reaclion to too much
diversification,”| he says. "By golng prl
vate or rearrangyng ownership, companies
may reverse the|trend of the "t0s and '70s
and do a betler|job of managing assets.
Only time will tdll whether aggressive ac-

. quirers can proptrly trim the acquisitions,

apply new technelogies and processes and
acquire new cusfomers.”” -
Highlight Defi¢lencies

Accounting, shys Prof. Tinker, should
highlight throughldisclosure In financial re-
ports the deficlepicies in companies that
permit insiders ( make money, no matter
whether the price of company stock goes
up or down, If the stock price rises, man-
agement benefits}from stock optlons. If it
falls, then management has an {nside track
to structure a leveraged buyout of undet-
valued assets, hd noles.

Before corpordte mergers swallow up a
lot more targeted assets, maybe the time
is ripe for a closdr look at value account-
ing, the more accgptable version of social
accounting. Rathdr than focusing only en
whether mergers,| asset purchases or ley-
eraged buyouts oyerburden the new man-
agement, maybe| we should examine
whether asset resfructurings add value (o
the surviving busfness entitics.

Business would|be better able ta prune
the trees if it learpied more about the for«
est, —

Mr, Berlon covprs nceounling from the
Journal's New York burean,
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By Jerome ldaszak
Sun-Times Bureay . .

WASHINGTON—The " average

American would be asked to pay
higher taxes to support write-offs
for steel, oil, timber and other busi-
nesses in a tax bill taking shape in
‘the Senate, a lobbying group
, charged yesterday.

The bill is being drafted by the
Senate Finance Committee and its
chairman, Bob Packwood (R-Ore.).

“Sen. Packwood has given the .

public a stark choice—he wants to
raise sales taxcs to pay for loop-
holes for timber companies, oil

compnmes, defense contractors and :

IO A

Business loopholes rapped |

_corporations,” said Robert S, Mec-

Intyre, director of federal tax policy
for Citize

Mcintyre referred to differences-

between Packwood’s proposal and a
bill passed last December by the
House. Packwood would end de-
duction of excise taxes for business-
es, which would raise $62 billion
over five years, It is presumed that
businesses would pass. along the
cost of these taxes to consumers,
Packwood would use the $62 bil-

lion to preserve write-offs for his -
home-state timber companies as’,

$32 bnlllon in_aid "to dependent.; . we!.l as; other natural resource busi-"; backged%by : Iabot, umom . apd d; 60 Wh- nation's; 4,7 E;uwn smtl] business. |

- nesses whose employees, he saxd
* would be hurt by the House bill.

The senator’s proposal also
would allow companies with invest-
ment tax credits on their books to
use them next year to collect cash

. a telephone survey of 603 voters
" done in mid-March that ghowed
- overwhelming opposition to an in-

from the U.S. Treasury, rather .

than taking the credits in future

.years. This idea would amount to

$32 billion for such hard-hit indus-
tries as steelmakers,

Mclntyre, who said he favors the
House bill, blasted the Packwood
groposal at a press conference held

the, lobbying group,: whxch is

Arcwon

-

M white dltlZﬂl;ls‘ \for? Tax Jumce'

. mine investment and retard overd

Séna te tax reform plan hit

e T Ry e

sumer groups. To back up his argu-
ments, McIntyre released results of]

crease in taxes on consumers,

As the consumer group criticized
the Packwood bill, the National
Federation of Independent Busi-
ness said the bill would “offer in-
centives that could spawn numbers
of new firms in the near future.”

The federation, which represents
500,000 members, praised Pack-
wood for cutting corporate tax
rates and for reducing the paper
work burden for small businesses.

The group says 71 percent of the

) *wholésale|

;raseng LR
ﬁn services and would face “und

recedenbéd growth’ through the
ackw plan’s: proposal to lower

Packwood's committee.is due tod :

. 'resume debate of the'tax bill whenj i "
- .Congréss ' returns .next- week,« Hia | +7 =
g goal intogeta, bn%to the Segam by j*.

une,: Hi i N
favors the House bill and thé busi-;
go fedefation «lxkesuspecu of« :

th versions,” &, hew- study.. by —} b
econoxmata ut~Wushxngtoh Univer !
sity In St. Louis said that both;bills .
ypultﬂ birt thé U, Sx e&onomﬂ is‘-"« E

~ | “Both - ptopoaala,,’would*involve!
Bubstantml increases in the cost of
capital that in turn would under: 3}’

all #conomic growth thrqugh 1991 »
.the?economlsts said, * 7

thef top corporaté tax ‘rate from 46] ¥ :
!,pe:cent to 36 percent. o
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benators grappling with

problems of tax reform

By PATRICIA O'BRIEN
Of Qur Washington Bureau
1 WASHINGTON — Members
‘of the Senate Finance Committee
were picking away hstless]y at the
details of a provision in the tax
overhaul bill protecting large
homebuilderd recently when sud-
denly Sen. Steven Symms, R-
Id«ho, slapped his fist on the
hefring table.
i ;‘We re taking a huge gamble
wqh this,” Symms declared,
‘pointing to the thick workmg
document prepared by committee
"chéirman Sen. Bob Packwood, R-
J0zk. “We've lost simplicity. We're
Juit transferring money from
:sofebody to somebody else, and
. tb;te is no integrity to the pro-
- fceas, This is an absolute sham.”
1 % Pointing to Packwood, he said:
. 'Iou’ve had a situation put on
£ Qu that’s impossible to do.”
" eSymms’s outburst illustrates
the dimensions of the trouble
- ahead for Packwood as he strug-
glés to get consensus for a docu-
. ment that meets President Rea-
‘gdn’s cherished dream of tax
,reform without tax increases —
"and has some chance of passage
bgthe Senate. The Finance Com-
‘rmsttee took up his proposal again
Taesday after the Easter recess.
T $Packwood’s, basic challenge is
K to,preserve tax breaks for numer-
~‘ous interests favored by commit-
tee members while keeping the
‘top tax rate at 35 percent, a jug-
glihg act that is fraying tempers
dulring the tedious hours of draft-
ing a bill. It involves trade-offs
- few want to make.
£ .“It’s like giving .a starving man
a steak,” grumbled Symms, refer-
ring to Packwood’s inclusion of
breaks for the building industry
while subjecting it to a minim-
num corporate tax. “Just as he
ntarts to take a bite, it’s taken
- ‘away from him."”
" 7*4More than 50 of Packwood’s

‘Sénate colleagues wrote him -

recently complaining that some of
hig proposals mean corporations
will pass on the cost of the taxes
ta consumers, in effect forcing a
tu hike on low- and middle-

Details sure to c'ause argument
- Y ‘ . '—
! rate investment tax credits is too

W Should municipal bonds, vital
vehicles to pay for everything from
schools to stadiums, lose their 1ax-
_ exempt status? Sen. Bob Pack-
wood's initial effort to do this vir-.
tually sent the bond market into -
cardiac arrest. Senate Finance
Committee members hastily ruled
‘out the idea of taxing existing *
- municipal bonds. But no decision
has been reached on whether

[

bonds issued after Jan. 1 could be

subject to the minimum tax.

"M What about depreciation

. schedules for businesses? Several
committee members want to give

" real estate developers and auto
‘Companies a 'to write off
their investments in land and
machinery faster.

* M Some members obiject tha f
‘Packwood's plan to buy off

expensive, The credit has been a
generous subsidy for business
where the govemniment picks up 10
percent of new equipment and
“machinery costs. It would be
repealed as part of the trade-off
for lower rates — but Packwood,
.R-Ore., wants the govemment to
dole out more than $30 bilion in
unused credits to the hurting stee!
and agricultural industries.

] Thcmx:atthctop ofthc
list, the one expected to generate
the most heat, is Packwood’s plan
1o raise $75 billion through two
mmns—-—mcreamngthetaxon
wine and no longer allowing
businesses to deduct excise taxes.

‘W:ﬁnnthatrcvmuc,m'anct

equivalent revenue,” insists Pack-
wood "&mthethmgslmedw
do in the draft cannot be done.”

income people.

Americans would then pay
more for gasoline, food, telephone
service and airline tlckets They
would also be digging deeper inta’
their pockets to pay for a range of
life’s small enjoyments, every-’
thing from baseball games to a
glass of beer.

est interest,” said Sen. Bill Brad-
ley, D-N.J. “We’ve got 10 or 1%
senators on the committee who
have senous reservatxons about; -
excise taxes.”

“It’s bizarre, preposterous,”

declared Roberfs McIntyre, a rep- _
resentative of CitiZeéns for Tax
Justice, a union-bac obbying

group, at a midweek press con-
ference called to denounce the
excise tax plan.

“For a few days, most people
sputtered about how silly it waa,
But it’s quite clearly an incresse
in taxes, a very large one,” he
said. “That’s not what tax reform
was supposed to be all about.”

Packwood's chief aide on the
finance committee dismisses the
complaints.

“There’s no proof the taxes
‘will be passed on,” he said. “Even
if they are, that's what happens
with excise taxes. People didn't
object when the cigarette tax was

L * increased.”
“This issue is the one of great-

Some say Packwood, known to
be lukewarm ‘on the need for tax
revision, is deliberately heading
into the eye of the storm to dem-
onstrate the futility of the entire
effort to reform the tax code.

“He’s a smart man who thinks
the whole exercise is unnecessary
and fruitless,” said one lobbyist.
‘““The clamor being raised now
could be proving his point.”

“That’s not logical,” responded.
. the Packwood aide. “It’s just
stupid.”.

“All of life is a trade-off,”
Packwood said. “This committee
has to make a decision. It has to
find some way to produce a reve-
nue-neutral bill.”
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' Change'in Excise Taxes Would Cut State
Revenues, Taxpayer Group Official Says

_ By Dave Ahearn

WASHINGTON, April 2 — Excise
tax cha::’lgcs proposed by Sen. Bob
Packwood, R-Ore., would force up

the cost of goods to consumers, re- .

stricting consumption and reduc-
Ing revenues that states and local-
ities receive from taxes on sales of
ggs. a taxpayer group official said
t

Y.
“It's a big problem for the

" states,” saild Robert S. Mclntyre,

the sz.gg(s for Tax Justice federal
tax policy director.

The Packwood plan calls for re-
pealing the federal fncome tax de-
duction that corporations now can
take on exclse taxes and tariffs,

- Many economists and members of

Con:ﬁress expect that corporationa
would pass the cost of losing the tax
break on to consumers, in the form

. of higher prices.

That would tend to reduce overall

" consumption of goods and shrink

state and local general sales tax

collections, Mr. Mcintyre said.
Sen, Packwood, the Senate Fi-

nance Committee chairman, also

has proposed that the tax on wine,

be ratsed, from 17 cents an ounce
to about 70 cents,

In addition, he proposes that tax-
es on such items as alcohol, motor
fuels, and tobacco products be
changed from a flat rate per unit to
a percentage of the price, so federal
excise tax collected per unft would
rise every time prices rose.

Those increases in federal excise
taxes *'would hurt state‘consump-
tior’ taxes" that specifically target
those goods, Mr. Mcintyre
predicted.

Sen. Packwood's proposals have
run into strong opposition within

his own committee, where a major- .

proved, the Senate tax reform plan
could include the tax breaks for
those Industries and still raise
about the same amount of revenue
as the House plan and current law.

Mr. Mcintyre noted that if the
Packwood excise tax plan is defeat-
ed, as many protesting senators on
the committec wish, those senators
will have to put forward a substi-
tute revenue-ralsing measure to
pay for continued tax breaks for the
timber and other industries.

Those substitute revenue-raising
plans are Itkely to be just as objec-
tionable to states as the exclse tax
plan, he Indicated, saying it is likely
that substitute proposals will in-
clude suggestions for a federal re-
tall sales tax or for a value added
tax. .

A federal retall sales tax would'be
levied at the point of sale to con-
asumers and would thus be visible to
them. A VAT would be levied on the
value added at each stage of pro-
duction of any good. But the con-
sumer would still be paying the
VAT, because it would be included
in the retail price of the good.

States have protested strongly
that such federal levies would in-
trude on a taxing area that histori-~
cally has been reserved to states
and localities: the retafl sales tax.

Mr. McIntyre said that federal re-
tail sales and VAT levies were re-
Jected by the Treasury Department,
when it wrote the original verston
of the tax reform plan unveiled In
1984, and by the House in fts ver-
sion of tax reform passed last
December.

He noted, though, that the House-

ssed tax reform plan would pro-

pa;
ity of senators have signed a letter;,iivide:'a windfall for the states,’” ber

expressing concern-that “‘low- and
midgle-income taxpayers will bear
the brunt of these cxcessive tax
hikes.”

The Packwood excise tax. plan
would rajse 875 billion over the
next five years. which would be
used to offset revenue loases result-
ing from his plan to provide tax
breaks for certain industries.

He wants to retain tax breaks for
the timber, oll, and gas industries
that the House voted to delete from
the current federal tncome tax

code. i the excise tax plan is ap- mghlghcrtzxntcs.heconcluded.(

~

cause states that leyy income taxes
usually key thefr return forms to
. information that is provided by tax-
* payers on federal tax returns.
Because the House tax reform
plan would broaden the federal in-
come bases on which individuala
and corporations must pay taxes,
repeal of many existing tax deduc-
tions and exemptions would broad-
en state tax bases, he noted.
That would mean states would
receive greater revenues, without
baving to enact legislation {mpos-

T118211648
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Unless Joopholes and tax credits are
jeliminated for the nation's largest cor-
‘porations, the tax burden on middle-

ducrease a5 Congress seeks ways to
balance the federal budget, 3 spokes-
max for a public interest tax lobby said
Wednesday,

¢ Fr fecking, director of organiz-
Tag for Justice, based
fn Washington, D.C., atfued that

dozens of Fortune 500 companies paid
fttle or po taxes last year thanks to &
Lethon of tax code amendments rang-
g from acoelerated asset depreciation
T research and development credits,
hat kind of free ride, said Wieck~
& fucreases pressure for tax receipts
from individual taxpayers, including
persons but particularly middles
come filers,

% The group's recently completed
study found that between 1981 and
4984, 44 corporations “completely

“In fact, these companies enjoyed

Li\imlnmd their federal tax Mabilities.
(321 billion in total tax rebates, on top

JIncome taxpayers will continue to

of thelr pretax profits 853 6 billion,”
read the group’s repon.
Besides Bosing, } mpanies on

that list paying no corpome taxes in J

1984 included Weyerhwnser Corp. and

’Te%mj; Inc. X
iecking, in Portland as part of

an elght-state tour focusing on the
hoe districts of members of the Sen-
ate Finapce Committes, said that &
change in tax laws is needed.

His group proposes elimination of
most of the tax credits for big business,
and a few that favor individual taxpay-
ers — especially the wulr.hy

“In very specific inmnces. individ-
ual tax credits do help (the general
economy),” Wiecking $ald. “But it's
bad public policy. If you have to do it
(earmark belp for specific businesses),
it should be done on the expenditure

‘side.”

The complicated web of corporate
tax credits and deductions cost the fed-
eral government about $140 billion in
Jost tax revenue during 1985, Wiecking

_s4id. He labeled those most offensive to
his group as being accelerated asset
deprecistion allowances, investment

Tax reformer bélieves busmesses

FRITZ WIECKING
Wants chanqe in tax laws

tax credits and the completed contract
method of accounting for taxation of
government contncts to weapons
builders,

Accelerated deprecxmon allows
asset owners, particularly real estate
property holders, to depreciate for tax
reasons the full value of their property
atarate much in excess of resl rates of
depreciation. Tax credits are a method

of avoiding paying taxes op profits, .

Wiecking argued, The completed con-
tract method of accounting on defense
projects has meant that some big com-
panies such as General Dynamics sud
Boeing have avoided paying taxes for
years.

Corporate taxpayers argue these tax
credits and exemptions are needed as
incentives for capital investment to
bufld plants needed in the national
defense, encouragement of home con-
struction and ownership, renovation of
downtown core areas and to help some
industries remain competitive against

foreign concerns that may be govern- .

ment subsidized.
Wiecking was critical of tax reform

strategies seemingly favored by the

Senate. He called an excise tax plan by
Sen. Bob Packwood! R-Ore,, the
finance committee’s chairman, *'a ‘way
to sneak in & business tax increase that
was really an individual tax increase.”

should pay fairer sh

Wiecking's orgln!utlon ‘was found-
ed seven years ago, mostly through

. support by California-based public

employee unions. The group has broad-
ened its base since then to include sup-
port from a variety of citizen tax inter-
est groups and some small business
groups, * . .

] think we recognize that there
are real problems within the tax sys-
tem," Wiecking said. “The idea was to
find aflirmative ways to {ix the sys-
tem,” without resorting to dramatic
tax reduction plans like California’s
state Proposition 13, a measure that
greatly reduced property tax assess-
ments and was the harbinger of the so-

“ galled citizen’s tax revolt of the late

1970s. A

re

“We think there ogght to be a mm
mum tax on everyond,” Wiecking said,
The group also supphris maintenante.
of tax cradits for state and loca tull.
and an interest dedgction credlt'l .
mortgage payments oq a principal
dence. ¢

But the group i oppoud to I'
national zales tax or [a national value-.
added tax, two current "revenpe;
enhancement” proposals for balancing-
the federal budget. wff

“No matter howfyou try to doc-
tor a VAT or a sales tax, jt's still;
regressive method,” Wiecking sald, .;’,.
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The 1981 tax breaks for corpors-
tions have not resulted in the jobs or
capital tnvestment promissd by their
bagkers, according 1o a receat study
by{Citltens for Tax Justice, 8 Wast-
IngtGR-a¥d tax Jobbying group,

instead, the tax broaks bave been
uzed by many corporations to in-
crease dividend payouts, acquire oth-
er companies, buy back stock or in-
crease corporate pay, says Fritz
Wiecking, organizing director for the

group.
In a study of 259 non-financlal

- Ry

compatuw Irof We rurnute Syv A,

Citizens for Tax Justice found that

they paid an average federal tax rate

of 17 percent between 1981 and 1984,

That rate was based on profits of

gafo.s billion and taxes of $59.5
ion.

The 259 companies cut jobs by an
average of 2 percent and investment
by 1 percent. Dividend payouts were
up 24 percent over the 4-year period.
‘The 44 companies that paid no feder-
a) taxes at all reduced aggregate cap-
ital spending by 4 percent and cut
employmant by 8 percent, according
to the study. .

N

In contrast, the 43 companies that
paid the highest taxes increased capl-
gl spending by an average of 23 per-
ceat, said Wiecking. “The bottom line
conclusion s that investment deci-.
slons are not defermined by tax
breaks. They are influenced by the
market,” he said. .

Eight St. Louis-based companies
were included in the study, and
spokesmen for most either disputed
the findings or questioned the num-
bers. The local companies ranged
from General Dynamics Corp., which
the study said paid no taxes and got
$103.8 million in tax refunds, to Rals-

A

From page ons ‘
not Increase &s much, R

"That means nothing. We're paving
§ million new sharebolders,” satd
Charies R, Ehlert, s spokesman for
Oxark, "We feel the tax {ncentives are
an absolute must, especlally to ex-
pand in the sirline industry, which is
very competitive and very capital
Intensive.”

Omark pald $400,000 in taxes on
protits of $59.7 milllon in the 4-year
period, Tax Justice said Ozark ln-
creased capital investment by 312
percent over that period, Ehlert said
i had incressed 78 percent, .

sbove average ln federa! tax pay-
ments support the 1981 (ax breaks. A
spokesman for Ralston Purina, which
was among the top four taxpayers in
the study, sald the tax [egislation was
“phiiosophically correct”™ because it

promotes corporate investment.

N »

Even the compsnies that Tank ™

The spokesman sald Ralston was

e e i

unable to got much beaeint from fhe
tax breaks hecause the company was
In the midst of restructuring and sell-
ing off businesses, which accounted
for the employmeat drop, Tax Justice
reported that Ralston’s investment
was down 15 percent and Its employ-
menl down 21 percent, while divi.

, dend payouts were up 5 percent. s

Richard Qverton, corporate tax di-
rector st Monsanto Co., called the
Tax Justice study “iovalid but eye-
catching.” Overton asked what would
have happened had the cuts nat been
passed — & question often asked in
defense of the cuts, .

“We thought the ‘81 Act was clearly
the right divection. it made the tax
code neutral between consumption
and savings,” by allowing corpors-
tions to retain a greater portion of
their profits, Overton said.

Anheuser-Busch Cos. Inc., which
paid 13,9 percent of its profits in tax-
es during the 4-year period, credited

~x

s enm o Ly v ——
kS « B

the tax breaks with.helping the com-
pany expand, At Aabeuser-Busch,
employment was up 116 percent, inv-
vestment was up 23 percent and divis.
dend payouts were up 128 percent. .
“During the past five years, Anbeu-_
ser-Busch has invested more than.
$2.3 billion to modernize production

capatity, expand existing facilities :

and build new breweries” said a°
spokesman. “There is no question
that the tax incentives of the act were
a major influence on our aggressive
capital expenditure program.”

Busch, however, is siding with Tax
Justice against the tax bill intraduced
by Sen. Robert Packwood, R-Oregon.

Packwood’s bill would increase ex-

cise taxes on a variety of commod-
ities, including beer end wine, Ac-
cording to Tax Justice, Packwood's
bill would raise about $75 billion over
the next five years, most of whick

would be used to retain the 1981 cory
porate Incentives. . 7
. . N

Group Says Business Tax Breaks Don’t Work':

ton Purina Co. which
of 42.1 percent. 'y

“The tax credits are & yery. signifi-
cant factor in belng able’to finance
the Callaway” guclesr plant, sald
James M, Bridge, tax manager for
Union Electric Co. According to Tax
Justice, Union Electric earned $14
biltion in pre-tax profits between 1981
and 1984 and paid taxes of $2.6 mil-
lion, for a rate of less than 0.2
percent. ‘i

Bridge disputed the profit figure,
which Tax Justice took from the com-
pany’s annual reports, “Most of our
earnings were non-cash e:minp. At

»

[ N

id a tax rate,
-~
“ar

ey

1Y,

ok

. - ','U

feast §1 billion of that $1.4 billlon wak { -

n0n-cash and went into Calloway,” hed
sald. “All financing costs are record-s

ed as‘earnings.” P-4

. Riod
_ Bridge also took issue with the way’]
Tax Justice computed dividend:!
payouts. The group added up tfotal
dividend payouts instead of compars
ing the per share rate. For companies’
like Unlon Electric and Ozark Al
lines — both of which Issued new
stock in the Iast four years — the.
dividend payouts showed large in’]
creases while the per share rate did;

+ia
See TAXES, Page:
IN .
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Packwoo

By David Wilhelm ~ -

Executive Director ™ .
Citizens for Tax Justice-~

The "loaphole jubby™ fs restin
mure estv now that Senator Bo§
Packwod, chiirman of the Senate
Finance Committee, has finally re.
vealed his vorsion of 1ax reform.”

Under Packwons's plan, lederal
<alew taNes on 0 wide array of
commontvensed products would be

hiked by more thun 50 percent, .
be

American  consumers  would
furced 10 ptek up the tab in the form
ol higher prices for  gusoline,
Crpareltes,  uirline  tickels, beer,
wine, umt many other items,

In fael, Packwood hapes fo rajse
75 billion over the next five years
by honsting these lederal sules tox-
13 :

L

d tax reform plan would burden middle

What would this money be used
for? ) ’

Reducing the deficit, you say? No
such luck, =

The Packwood tax plan is reven-
ue-neutral, adhering 1o the dictates
of the White House. Instead, the
money raised. from higher taxes on
consumers would be used to finance
the retention of some of the biggest
corporate loopholes on the books
taday, T,

Defense contractors are jubilant
because Packwood proposes to keep
the special accounting rules that
permit them 10 avoid paying taxes
year after year. General Dynamics,
8 Missouri-based company, hasn't
paid any federal income tax since
1972, Seemingly proud of this
achievement, General Dynamics’
home-state senator, John Danforth,

R-Cal,, has heralded Packwood for

doing “'a remarkable job in correct.

ing flaws in the House bill.”

Last December the House passed
a tax bill that confounded the ex-
perts, the skeptics and the lobbyists
by- closing many of the Joopholes
that allow-large corporations and
wealthy individuals to avoid paying

,taxes. The House bill would, for -

example, repeal those special ace
counting rules used by defense con-
tractors, ‘

Senstor Russell Long, D-Louisi-
ana, a long-time friend of the lob-
byists for the oil and gas industry,

. has expressed his approval of the
Packwoad effort to retain their spe-
cial tax bresks. “On the whole,”
Long told Packwood, “‘you‘ve made

a major improvement over the

House bill." i .

- The House k;il) would scale back

some of the tax loopholes that have
become the special province of the
oil and gas industry, .
Packwood proposes to keep the
accelerated cost-recovery system,
the form of super-fast depreciation
that has been the cornerstone .of
much of the corporate tax
avoidance that has taken place in
recent years. The House bill sub-
stitutes a depreciation system that
more closely approximates the way
that machines and buildings actual-
ly wear out or become obsolete,
Packwood has come up with the
idea of allowing a one-time cashing
out of unused investment tax credits
— at a cost to the federa} treasury of
$32 billion, This particular provision
represents the largest new welfare
initiative since the days of the Great

* Society, No-tax companies Jike Gen-

eral Electric, with more credits
than they can use, would receive
large refund checks under the plan,

Evidently, Rackwood believes
that welding together 3 coalition of

In choosing this course, Pack-
wood has apted to beost the kind of
taxes that are unrelated to the
abiltiy to pay. As a result, whatever
tax relief that lower- and middle.

" income families would receive from

long-overdue increases in the per.
sonal exemplion and standard de-
duction will be eaten away.
According to the Bureau of Labor
Statistics, the poorest 20 percent of
American (amilies spend 314 times
as much of their incomes on
gasoline and motor oil as the richest

. 20 percent of all families,

Moreover, as a share of family
income, the poorest 20 percent of all

households spend seven times as

much maney on tobacco and smok-
ing supplies, four times as much on
alcoholic beverages, and three
times as much on clothing, as the
richest 20 percent. -
Therefore, Packwood's attempt
to raise federa) sales taxes will have
an exiremely regressive impact —
disproportionately affecting wage-
earners and the poor. leavine the

lass

{jke Boeing, QGeneral
nd Dow, [nc. back on
the tax roll§ for the firsat time in
years, It wolild provide real, lasting
releif (o middle- and lower-income
families.

The Housey bill reflected the grows
ing recognitipn that burgeoning cor-
porate tax {oopholes simply have
not worked gs intended, -

The loophgles taven’t helped in-
vestment, employment, or Ameri-
ca's trade performance, Y

Ever sincejthe House bl passed,
the loophole] lobbylsts have been
busily and rfervously marshalling
their forces flor a last stand before
the Senate, And they are putling
thelr musele [behind Senator Packe
wood's proposal,

Over the fext few weeks, the
Senate has tolmake a cholce. It can
raise regressipe sales taxes on hards |
working Amefican famiiies (o pro-
tect unfair ahd coumterproductive
corporate loopholes, Or, like the
House, it can diose the loopholes and
1r]] the rarnarhte tay avaidnre 14 nn

avoiders
Dynamics,
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Tax breaks for corporations breaking rest of us”

By Philip M. Stern

THE tax-reform bill passed by the
House last year eliminated or tight-
ened provisions used by corporations to
reduce their tax burden by billions of dol-
lars. Now it's the Senate's turn, and already
corporate lobbyists are prowling Senate
corridors warning that if the Senate fails to
reopen those loopholes, corporate invest-
ment In new plant and equipment will with-
er and thousands of Americans will lose
their jobs.

But there's fresh evidence that senators
should treat those warnings with skepti-
cism, According to a study by Citizens for
Tax Justice, a tax-reform organization,
corporate tax savings written into the 1981
tax law have not, contrary to administra-
tion predictions, stimulated major new in-
vestments in plant and equipment by the
comﬂ:nles who most fully enjoyed these
breaks. ’

The study compares Boeing and R.J.
Reynolds. During President Reagan's first
term, Boeing stood near the top in taking
advanwage of the tax incentives, On $2 bil-
lion in profits, Boeing paid no tax whatev-
er. In fact, the company got a quarter-
billion refund. Yet Boeing’s expenditures
for new plant and equipment declined 38%,
and jobs at Boeing fell 18%,

Reynolds, by contrast, paid almost the
highest taxes among the companies sur-
veyed. But tha' did not prevent Reynolds
from pearly uipling Its new jnvestment
and adding 18% more jobs, Boeing and
Reynolds are pot unusual. The study also
found that the 44 lowest-taxed companies
reduced their investments and payrolls,
while the 43 highest-taxed firms increased

-

their plant outlays and their payrolls.
That reversal of the Reagan script
should cause no surprise. For one thing,
decisions-on plant and job expansion are

governed far more by market prospects .

than by taxes. For another, the tax law
does not require a company to spend on
new plant and equipment the money it
saves from, say, highly favorable laws gov-
erning the write-off of old plant and equip-
ment. A firm can spend its savings as it
pleases: to give its executives a raise; to
increase dividends to shareholders; to buy
out another company.

Consider General Electric, During the
first Reagan' term, G. E. made nearly $10
billion in profits, yet paid not a penny of
tax. G. E. gave its shareholders a 30% divi-
dend increase and its chief executive offi-
cer a 141% pay raise (from $825,000 a year
to just under $2 million). It also increased
plant outlays somewhat. But did G. E. need
the tax subsidy to afford that? It’s question-
able, because late last year G.E. execu-
tives considefed the firm flush enough to
spend $6 billion to buy RCA. For that $6
billion, nary & new machine will be bought,
and nary a new job created (except, per-
haps, for lawyers and accountants). In fact,
despite what amounted to a $4.5 billion tax
subsidy, G. E: ended the first Reagan term
with 18% fewer jobs.

G. E. is no aberration. The study found
that the 44 companies that paid no tax on
their $57 billion of profits during the first
Reagan term enjoyed an 11% increase in
pre-tax profits, At the same time, capital
investments by those 44 tax-free compa-
nies declined by 4% and their payrolis
shrank by 6%.

G. E.'s multibillion buyout of RCA caps a
tidal wave of mergers. In 1980, corpora-

tions spent $44 billion buying out other

jod
el

companies. By 1984, the figure had tripled,
and in 1985 it leaped to an estimated §180
billion. Such a buying mania hardly sug-
gests that corporate America is cash-poor,
requiring subsidies for new plant outlays,
The tax preferences G. E. and other cor-
porations enjoy represent just as much a
government subsidy as, say, the dairy or
tobacco subsidies; they add to the federal
deficit in precisely the same way those
direct subsidies do. Since Ronald Reagan
took office, corporate tax subsidies bave
tripled — from $40 billion to $120 billion.

Aot

— —

\’k""l ‘(l Vl,dl X

They currently account for more than half
the federal deficit. '
Yet since they are tax subsidies, they are
not included in the president’s budget, and”
they are immune from the cuts mandated
by the Gramm-Rudman-Hollings deficit-re+s
duction law. That's unfortunate for us tax-:-
payers, because we aren't getting our mon-
ey’s worth. o
Speclal Featares

Philip M. Stern, Washington, is author
of “The Rape of the Taxpayer.”
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The failure of corporate tox ‘incentives’

The House npﬁmved in December
a tax reform bill which goes a long
way toward restoring fairness to the

equipment by 4 percent and cut their
!mmmbeg of employees by § per-
cent from 1981 throu;g 1984. These

tax code by closinf' hol rrich
corporstions and individuals and by
providing some celief for low and
moderate-income families,

The battle for tax justice now is in
the Senate, where corporate lobby-
ists and the Reagan administration
Pian to reshape the House bill more
{o their liking. The House bill, they
complain, goes too far in curbing the
huge corporate tax breaks in the
1981 lax cuts,

I corporations are made to pay
more taxes, they warn, they’ll have
less money for capital investment,
which will threaten economic
growth. Let corporations off the
hook and make up the difference in
lost revenue by such “reforms” as
taxing workers' health insurance
benefits, DBmiting the widely-used
deduction for state and loca) taxes,
and imposing a nationsl sales tax,
they argue, i

owever, a recent study by
Citizens {or Tax Justice (CTJ) re-

- uteSthe well-warn *‘supply-side eco-
nomics’ argument that corporate
tax breaks stimulate investment,
productivity and job creation. CTJ is

& widely-respected research and
lohbying group supported by unions,
churches, public intecest and com-

« munity groups.

Titled “Money for Nothing: The
Fallure of Corporate Tax Incentives,
1981-1984,” the report analyzes the
investment and employment effects
of the Reagan-initiated 1961 tax
changes — the [argest corporate tax
cut in U.S. history and mostly in
force today despile 1962 and 1983

« modifications, > -

Surveying 259 of the nation's
largest and most profitable non-fi-
nancial corporations over the 1961-84
period, the study found lhat 44 of
them took advantage of so many
loopholes that they paid no federal
income taxes at all or actually re-
ceived net tax refunds.

Despite their billions in tax “in-
centives,” these same 44 companies
reduced investment in plant and

" Corporate Tax Breaks &
1 1 v amt

e included Boeing, Dow
Chemical, ITT, Tenneco, Weyer-
hh::'u";r, Union Carbide and Grey-

On the oiher hand, the 43 com-
panies which paid the highest taxes,
each paying at least 33 percent of its
profits into the Treasury boosted
their capital investment by an aver-
age 21 percent and added 4 rercent
more workers to their payrolls,

“Other factors far outweigh the
importance of taxes in investment
decisions,” the study continued. It
sald these factors include demand
for a company’s products, manage-
ment’s commitrhent to long-term *
growth, interest rates, techmology,
and overcapacity.

“It anything, an excessive.

t focus on chasing after
tax shelters seems {o have a nega-

. tive effect on investment and job

creation, as the poor performance of
the no-tax companies illustrates,”
the report said.. .+ SN, o
What did the 44 no-tax corpora- .
tions do with their tax bonanza? The
study found that they increased their
dividends to stockholders by an
average 22 percent and raised the
compensation of their chief execu-

- llve officers by a spectacular 54 per-

cent. In addition, 11 of these com-
panies spent nearly $40 billion in the
non-p ctive monopoly game of
taking aver other companies in 1985
alone.

The tax “incentives" nal only
have (aited to produce the promised
investment boom; they have harm-

both the economy and the fair-
ness of the federal tax system, the
report said. Since 1981, corporale
tax Joopicles have tripled to $120
billion a year, well over half the cur-

- rent budget deficit.

The record budget deficils of the
Reagan years, in turn, have kept
real interest raies atl record fevels,
These high rates inflated the value
of the dollar, which he) cause
record trade deficils and lost manu-
facturing jobs, the report noted.

Corporate tax loopholes currently
to more than $1,600 annuall;
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for every taxpaying American fami-
1y, the report sald.

If the House tax bill is approved by
the Senate and signed into law, “it
will mean that for the first time in
ﬂun, General Electric, Boeing, and

ow Chemical will be paying as
much in taxes as the people who
work their assembly lines, type their
letters, and wax their floors, And
there will be significant tax relief for
the vast majorily of hardworking
Americans,” the report said,

“Ttis now up tothe Senate,” itcon-

tinued, “to resist the blandishments
of the loophole lobbyists, o face up
to the hard economic sanity to our

. country’s tax system.”
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On Corporatlons

By PHILIP M. STERN

WASHINGTON — The (px_reform bilt
paseed by the Hnue‘l::,yhur elimisated u‘

mﬁnee!helr(ubum}enbybﬂlbu oldol-
lacs. New 1t's Ihe Senate’s turn, and siready
corpocate lobbylsts are prowling Senste cor-
ridors warning lmt i the Semh falls to re-

open those
in new plxnt and equ!pmml will wle?:er and

Bul there's Iresh evidence that seaators
should treat those warnings with skeplicism.
According to a study b Tax Jus-
tice, a lax reform organ corporats
tax nvlnp written inlo the 1961 tax law
have nal, contrary to administration predic-
tions, stimulated major new Investrents in
plant and equipment by the compalnes who
most hully enjoyed these breaks. .‘1

‘The study compares Bocing and R.J. Rey- N
nolds. During Presidont Reagan's first

, Boslng stood near the top in taking ad-
vanhge of the tax Incentives. On $2 billion In
profits, Boelng pald no tax whatever. In fact,
the company got a quarter-bililon refund,
‘Yet Boeing's ex; uum for new plant and
equipment decl 38 percent, and fobs at
Boeln( fell 18 percent.

Reynolds, by contrast, pald almost the
highest taxes among the companles sur-
veyed. But that did not preverd Reynolds”
from nearly tripling its new lnve:lmenl and
=dding 18 percent move Jobs. .

Boelng and Reynolds are not \ml.uual .They
study also lound that he 43 lowest-taxed
companies teduced thelr invealments and
payrolls, while the 43 highesi-taxed flrms In-
cr)e]ued thelr plant outisys and tbelr pays
rolls.

That reversa of the Reagan script showd
cause no surprise. For one thing, decislons
on plant and job expansion are governed far
more by market prospects than by taxes,
For another, the tax law does not require
company (o sperd on new plant and equlp-
ment the money It saves from, say, highly
favorable laws governing the write-o/f of old

Commentary-

plant and equipment. A {irm can its
savings as| it plenu- to giveits execuuves l
raise; o b to
ers; (0 buy out another company.

Conslder General Eleclric. During th
1irst Reagan term, GE made neariy 310 bll-
lion In profits, yet paid not a peany of tax.
GE gave its shareholders s 30 percent dlvl.
dend increase and ils chiel executive officer
& 141 percent pay raise (from $325,000 a year
to juat under $2 miliion), It also increased
plant outlaya somewhat, But did GE need’
the tax subsidy to alford that? Jb's questiona.
ble, because late last year GE executlves

considered the irm Nush enough to L4
bllllon to buy RCA For that $6 billlon, nary &
new machine will be bought, and nary a new
job created (except, perhaps, for lawyers
and accountanis). In fact, despite what
amounted to a §$4.5 biltion tax subsidy, GE
ended Lhe {irst Reagan term with 19 percent *
fewerjobs.

GE I8 no aberration. The atudy found that .

the 44 companies that pald no kax on their *
$57 bil}ion of profits during the (irst Reagan
term enjoyed an 11 percent Increase In pre-
tax profits, At the same {ime, capital invest-
ments by those 44 tax-free companles de- ,
clined by 4 percent and their payrolls shrank
by § percent,
GE’s multibltHon buyout of RCA caps a tl-
dal wave of mergers.-In 1900, corporations
spent 44 bijlion buying out other companles.
By 1584, the figure had tripled, and In 1965 it
Jeaped to an estimated $190 billlon. Such a
buylng mania hardly suggests that cor-
porate America Is cash-poor, requiring sub-
sidies [or new plant outlays.

The tax preferences GE and other cor-
pacations enfoy represent just as much a
gevernment subsidy as, say, the dairy or to-
bacco subsidies; they ndd to the federal dell-
et In precisely the same way those direct
wbcld(es do. Slnce Ronald Reagan took of-
fice, corporate tax subsidics have tripled —
from $40 biltion to $128 biifion. They cur-
remtly accstnt tor more than haif the federal

Ydm'mymmmmym
in the

erx, bocause we arca't getting sur msency’s
werth

Philip M. Stern is sulber of “The Rape of the
Taxpayer. "muudenplﬂhlt- The
New Yock Thmee.
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-* Some of the things happening to a tax reform mea-
sure in the U.S. Senate makes one wonder if many
senators are really serious about the matter. The
House bill scrubbed a host of loopholes in the current
tax laws but the Senate Finance Committee has been
busy restoring these special interest jewels.

Item: Under the tax measure developing in the

the books today that the House deleted have been re-
trieved by the upper chamber. ThéCitizens for Tax
-Justice, a sort of Washington watchdog organization,
says the restoration will put smiles on the faces of de-
fense contractors. You would smile too if special ac-
counting rules permitted your company to avoid pay-
ing taxes year after year on defense proJects
One of the largest defense contractors in the coun-
try, General Dynamics, a Missouri-based corpo-
ration, hasn't paid any federal income tax since 1972.

Senate, some of the biggest corporate loopholes on.

Also a super-fast depreciation schedule, officially.
ca!led the Accelerated Cost Recovery System, pro-.

. Who pays taxes?

vides remarkable tax concessions for the oil and gas
industry. The House bill is designed to scale back
some of these lucrative loopholes; the Senate pro-
posal seeks to retain them. -

Furthermore, Citizens for Tax Justice points out,
the House tax bill would put major corporate tax
avoiders such as Boeing, General Dynamics and
Dow Chemical back on the tax rolls for the first time
in years.

. These companies would j join consumers who have
never left the tax rolls. What's more, the Senate Fi-
nance Committee's idea of tax reform would have
consumers paying a great deal more tax.

" The plan would boaost federal sales taxes up to 50
percent on an array of consumer products — gaso-
line, cigarettes, airline tickets, beer, wine and many

other items. Collections from these exrise taxes are .

projected to increase by $75 billion over five years. So
in a way consumers would be financing the retention
of corporate loopholes. How nice.
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Packwood favors loo

-+ The loophole lobby is resting a little more
easily these days now that Senator Bob

:Packwood, R-Oregon, Chairman of the Sen-

»ate Finance Comittee, has finally revealed
his version of tax “reform.”

Under Packwood’s plan, federal -sales

taxes on a wide array of commonly-used;

products would be hiked by more than 50
percent. As a result, American consumers
would be forced to pick up the tab in the
form of higher prices for gasoline, ciga-
rettes, airline tickets, beer, wine, and many
other items. S

In fact, Packwood hopes to raise $75 bil-
lion over the next five years by boosting
these federal sales taxes.

And what would this money be used for?
Reducing the deficit, you say? No such
luck. The Packwood tax plan is revenue-
neutral, adhering to the dictates of the
White House, Instead, the money raised
from higher taxes-on consumers would be

used to finance the retention of some of the °

biggest corporate loopholes on the books
today.

Defense contractors are jubilant because
Packwood proposes’ to keep the special ac-
counting rules that permit them to avoid
paying. taxes year after year. General Dy-
namics, a Missouri-based company, hasn’t
paid any federal income tax since 1972

Last December the House passed a tax

bill that confounded the experts, the skep- -

tics, and the lobbyists by closing many of
« the loopholes that allow large corporations

Guest
Viewes)int

By DAVID WILHELM

* repeal those special accounting rules used

by defense contractors.. ¢ .

The House bill would scale back some of
the tax loopholes that have become the spe-
cial province of the oil and gas industry,

Packwood proposes to keep the Accele-
rated Cost Recovery Systein, the form of su.
per-fast depreciation that has been the cor-
nerstone’ of much of the corporate tax
avoidance that has taken place in recent
years. The House bill substitutes a depre-
ciation system that more closel T}l)froxv
mates the way that machines and burldings
actually wear out or become obsolete,

Packwood has opted to boost the kind of
taxes that are-unrelated to the ability-to-

ay. As a result, whatever tax relief that
ower-and middle-income families would re-
ceive from long-overdue increases in the
personal exemption and standard deduc.

. tion will be eaten away. :

Accordinﬁ to the federal Bureau of Labor
Statistics, the poorest 20 percent of Ameri-
can families spend 3% times as much of
their incomes on gasoline and motor oil as
the richest 20 percent of all families.

Moreover, as a share of family income,

the poorest “onefifth of all households
“spend 7 times as much money on tobacco

jand wealthy individuals to avoid paying . and smoking supplies, 4 times as much on
. taxes. The House Plll‘\r(opld, for e_:xamp}e,_ - alcoholic beverages, and 3 times as much

TR

phole lobby

on clothing, as the richest onefifth, ¢

Therefore, Packwood’s attempt to raise.
federal sales taxes wil] have an extr_eme‘l!
regressive impact — disproportionatély af-
fecting wage-earners and the poor, leaving
the well-to-do largely unscathed.

Unlike the Packwood proposal, the biil
that passed the House last year actually
was serious about tax reform. If enacted
into law, the House bill would put major
corporate tax avoiders like Boeing, General -
Dynamics, and Dow Chemical back.on the
tax rolls for the first time in years, It would
Frovid.e real, lasting relief to middle-and
ower-income families, o

The House bill reflected that growing
recognition that burgeoning corporate tax
loopholes simply have not worked as in-
tended, Instead, by adding $120 billion a
year to the bucfget deficit, they are a big
part of the problem. ’

Ever since the House bill passed, the
loophole lobbyists have been busily
marshaling their forces for a last stand be-.
fore the Senate, | . ’

Over the next few weeks, the Senate has
to_make a choice, It can raise regressive
sales taxes on hardworking American fami-
lies to protect unfair and counterproduc-
tive corporate loopholes. Or, like the
House, it can close the loopholes and tell
the corporate tax avoiders to go back to
making money the old-fashioned way — by
earning it.

Wilhelm is executive director of Citizens
for Tax Justice, a coalition pressing [ol
broadbased federal taxreform. ., ., |
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