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PRESIDENT’S FISCAL YEAR BUDGET
PROPOSAL WITH U.S. SECRETARY OF THE
TREASURY JACOB J. LEW

THURSDAY, FEBRUARY 11, 2016

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The Committee met, pursuant to notice, at 10:05 a.m. in Room
1100 Longworth House Office Building, the Honorable Kevin Brady
[Chairman of the Committee] presiding.

[The advisory announcing the hearing follows:]
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WAYS == MEANS

CHAIRMAN KEVIN BEADY

Hearing on the President’s Fiscal Year 2017 Budget Proposal
with U.S. Secretary of the Treasury Jacob J. Lew

House Committee on Ways and Means Chairman Kevin Brady (R-TX) today announced
that the Committee on Ways and Means will hold a hearing on President Obama's budget
proposals for fiscal year 2017. The hearing will take place Thursday, February 11,
2016, at 10:00 AM in Room 1100 of the Longworth House Office Building.

Oral testimony at this hearing will be from the invited witness only. The sole witness will
be the Honorable Jacob I. Lew, Secretary, U.S. Department of the Treasury. However,
any individual or organization may submit a written statement for consideration by the
Committee and for inclusion in the printed record of the hearing.

Details for Submission of Written Comments:

Please Note: Any person(s) and/or organization(s) wishing to submit written comments
for the hearing record must follow the appropriate link on the hearing page of the
Committee website and complete the informational forms. From the Committee
homepage, http://waysandmeans.house.gov, select “Hearings.” Select the hearing for
which you would like to make a submission, and click on the link entitled, “Click here to
provide a submission for the record.” Once you have followed the online instructions,
submit all requested information. ATTACH your submission as a Word document, in
compliance with the formatting requirements listed below, by the close of business on
Tuesday, February 25, 2016. For questions, or if you encounter technical problems,
please call (202) 225-3625 or (202) 225-2610.

Formatting Requirements:

The Committee relies on electronic submissions for printing the official hearing record.
As always, submissions will be included in the record according to the discretion of the
Committee. The Committee will not alter the content of your submission, but we reserve
the right to format it according to our guidelines. Any submission provided to the
Committee by a witness, any materials submitted for the printed record, and any written
comments in response to a request for written comments must conform to the guidelines
listed below. Any submission not in compliance with these guidelines will not be printed,
but will be maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be submitted in a single document
via email, provided in Word format and must not exceed a total of 10 pages. Witnesses
and submitters are advised that the Committee relies on electronic submissions for
printing the official hearing record.



2. All submissions must include a list of all clients, persons and/or organizations on
whose behalf the witness appears. The name, company, address, telephone, and fax
numbers of each witness must be included in the body of the email. Please exclude any
personal identifiable information in the attached submission.

3. Failure to follow the formatting requirements may result in the exclusion of a
submission. All submissions for the record are final.

The Committee seeks to make its facilities accessible to persons with disabilities. If you
are in need of special accommodations, please call 202-225-1721 or 202-226-3411
TTD/TTY in advance of the event (four business days notice is requested). Questions
with regard to special accommodation needs in general (including availability of
Committee materials in alternative formats) may be directed to the Committee as noted
above.

Note: All Committee advisories and news releases are available
at http:/www.waysandmeans.house.gov/.

Chairman BRADY. The committee will come to order. Thank you
for joining us today. Secretary Lew, welcome. We appreciate your
time. Welcome today to today’s Ways and Means Committee hear-
ing on the President’s budget proposal for the Department of the
Treasury for Fiscal Year 2017.

But before we begin I would like to take a moment to recognize
a long-time Ways and Means staffer who will be attending her last
budget hearing today. Margaret Hostetler is retiring in the coming
days, after serving on the committee staff since 1987. She recently
worked on Social Security Subcommittee staff, and is the all-time
expert on budgets, trust funds, debt limits, and more. Her expertise
extends back even before her time on the committee, to the early
1980s, when she—do you really want all these years laid out, Mar-
garet, like this?

[Laughter.]

Chairman BRADY. Well, when she served on the House Budget
Committee staff for then-Chairman Bill Roth of Delaware, she
helped design the Thrift Savings Plan for federal workers, the
original Gramm-Rudman law in the 1986 tax reform. She is a
walking encyclopedia of committee and congressional history, and
we wish her the very best in the next phase of her life.

Margaret, congratulations on the job well done.

[Applause.]

Chairman BRADY. Mr. Secretary, we are not fans of the budget
the President proposed. I do want to begin by saying thank you for
the collaborative work and successful work in making permanent
a number of the temporary tax provisions at the end of last year.
I think that both creates certainty for our economy and our busi-
nesses, and I think lays the foundation for pro-growth tax reform,
going forward. So thank you for that work with this Committee.

We are not fans of this budget, because either President Obama
didn’t take the budget process seriously this year, or he is com-
pletely out of touch with the American people. It is hard to imagine
how he could believe people would support a budget that contains
a $3.4 trillion tax increase and $2.5 trillion in new spending.
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For another fiscal year his extremely liberal budget is focused on
growing Washington, not growing our economy. This document ap-
pears to exist solely to promote the President’s liberal legacy. It is
a disservice to the American people. And while he gets to leave of-
fice at the end of the year, Americans will still be expected to pay
for this irresponsible spending, if Congress were to follow this plan.
So, instead of solving real problems, this budget just makes life
more expensive for Americans.

American people want jobs and opportunity, not higher taxes or
more wasteful Washington spending. And while I believe the ma-
jority of this budget is completely irresponsible, I would like to talk
to you today about three of my top concerns.

First, the President’s plan to increase gas prices by $.25 per gal-
lon is just absurd. Gas prices are low today, but we all know that
will not always be the case. This new tax would have ripple effects
across the economy, and constitutes a regressive tax on consumer
goods and services that would hit Americans with fixed income the
hardest, especially our senior citizens.

The good news is the American people do not have to worry
about this horrible idea. I feel confident that I can speak for the
24 Republican Members on our committee when I say this tax pro-
posal is dead, and dead on arrival.

Secondly, I am absolutely opposed to the President’s plan to im-
pose significant new taxes on small businesses, expanding the net
investment income tax to all small business income. Mr. Secretary,
our country is already experiencing economic growth, and millions
of Americans had really just given up looking for a new job.

So, instead of finding new ways to add additional tax burdens on
our small businesses, this Administration should do everything
possible to encourage Americans to start small businesses, hire
new workers, and build success stories of tomorrow. This new tax
hike is another proposal that will not see the light of day in this
Congress.

And finally, the President’s budget doesn’t address the funda-
mental problems of our broken Tax Code. Instead, it contains tax
proposals that will actually make it harder for American companies
1:10 compete and succeed overseas and hire new workers here at

ome.

Members of the Ways and Means Committee are working to pro-
vide the American people with a better alternative. So instead of
higher taxes and more spending, we are committed to a pro-growth
agenda that will help create jobs, increase paychecks, and expand
opportunities for all Americans. So, despite my objections to many
of the proposals in this budget, I do hope that we can reach com-
mon ground on some policies and build on the momentum from last
December’s PATH Act, the permanency bill.

Our first effort must be to address our broken international tax
rules and the growing threat to American worldwide companies.
The risks are far greater than many perceive. These companies
provide good-paying jobs across this country, and they are key part-
ners to the thousands of local businesses in each of our districts
that supply goods and services throughout the supply chain.

We simply can’t ignore the broad ramifications of our outdated
international tax rules a minute longer. If we can seize the oppor-
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tunity to move forward in this critical area, I am confident we can
keep the ball rolling. I am hopeful we can count on working with
you, Mr. Secretary, to take some important steps toward the pro-
growth economy every American wants and needs.

And thank you again for joining us today. We appreciate very
much your time, and look forward to your testimony.

With that I now yield to the distinguished ranking member from
Michigan, Mr. Levin, for the purposes of an opening statement.

Mr. LEVIN. Thank you, Mr. Chairman. Well, it is interesting to
hear you attack the budget and then talk about looking for common
ground. I don’t know how you look for common ground if you won’t
hear testimony from the person who is the director of OMB.

I have been here now 33 years. I don’t remember when there was
a failure to take testimony from OMB directly. I guess this is part
of a political tactic of the Republican Majority in the House and the
Senate, but it is beyond explanation. And I think it undermines the
credibility of all of your attacks.

The Secretary is here—and, Mr. Secretary, you have presented
some very comprehensive testimony. I guess you drew upon your
experiences heading up OMB. And I guess you will have to today
stand in, in a sense, not only as the Secretary of the Treasury, but
defending the budget at large. And you do that very, very well, and
spell out the progress that has been made today and the progress
that needs to be undertaken in the future.

But I think it is a lame excuse to talk about tax reform as a rea-
son not to take any steps to address present tax problems. And one
of them relates to inversions. And, Mr. Secretary, I am going to be
asking you about this, and I think others will. What has been hap-
pening here while the Republican Majority has been essentially
asleep, in terms of action on tax reform, is that more and more
companies are moving overseas in name only, in order to avoid
paying taxation, taxes.

The most recent example is Johnson Controls. So they are now
joining Tyco. Tyco, which inverted before, they are now Ireland-
based, and they moved their headquarters from New Jersey in the
1990s. So here you have a company, Johnson Controls, that bene-
fitted dramatically from the action that was taken to save the auto
industry of this country, led by the Administration. And they are
essentially using a loophole to draw down their tax payments.

We have introduced legislation, the Democrats in this House as
well as the Senate, to address inversions. This Majority refuses to
act. The CBO, or the tax committee, has indicated that we could
save over $40 billion—that is the CBO estimate—over 10 years, if
we would pass that legislation. But you just sit on your hands
while companies take advantage of loopholes. And you say you
want tax reform, and you use it as an excuse to do nothing.

So why not act now on this inversion legislation? Why not? Some
of you have said it is a problem, but you don’t act. And more and
more companies are inverting, losing income, and doing something
that citizens are not allowed to do. Citizens can’t simply change
their address, maintain their life here, and pay lower taxes. But
Johnson Controls can do that, Pfizer has done that, and numerous
other companies.
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So, I hope today, Mr. Chairman and Mr. Secretary, we will focus
on actions that can be undertaken right now on loopholes, and not
use the excuse of needed overall tax reform as a reason to do noth-
ing.

Welcome, Mr. Secretary.

Chairman BRADY. Without objection, other Members’ opening
statements will be made part of the record.

Our sole witness today is the Honorable Jacob J. Lew, Secretary
of the U.S. Treasury Department. Secretary Lew was confirmed as
the 76th Secretary of the Treasury on February 27, 2013. Prior to
that he served as the White House chief of staff, as well as director
of the Office of Management and Budget.

Welcome, Secretary Lew. The committee has received your writ-
ten statement; it will be made part of the formal hearing record.
And you have five minutes to deliver your remarks, and please
begin them when you are ready. Welcome.

STATEMENT OF JACOB J. LEW, SECRETARY OF THE
TREASURY, U.S. DEPARTMENT OF THE TREASURY

Secretary LEW. Well, thank you, Mr. Chairman, Ranking Mem-
ber Levin. It is a pleasure to be here for the first time with you
as chairman, Chairman Brady. And I look forward to this testi-
mony.

As President Obama said in the State of the Union just a few
weeks ago, this is a time of extraordinary change. And to make
change work for the American people, we need to foster economic
opportunities for all to leverage new technologies, to solve urgent
problems, such as climate change, pursue a smart foreign policy
that protects our national security, and work together to improve
our political discourse.

What we do in each of these areas is crucial to our future, as a
nation. Today I will discuss the major aspects of the President’s
budget, and how it lays out a vision for what we need to do as a
country, both now and over the next 5 to 10 years and beyond, to
create growth and to make sure that opportunity is broadly shared.

In the seven years since President Obama took office amidst the
worst financial crisis since the Great Depression, we have seen a
sustained economic recovery and an unprecedented decline in the
federal deficit. Notwithstanding some of the recent volatility that
we have seen in financial markets, economic growth continues at
a solid pace.

Since my testimony a year ago, our economy has continued its
record-breaking streak of private-sector job creation, which has
reached nearly 6 consecutive years and more than 14 million jobs.

Over the last two years we have experienced the strongest job
creation since the 1990s. At 4.9 percent, the unemployment rate is
half of its 2009 peak; real GDP expanded 1.8 percent last year, a
pace of expansion that substantially exceeded many of our major
trading partners; and we continue on a sound fiscal path. From
Fiscal Year 2009 to 2015, the deficit, as a share of GDP, fell by al-
most three-quarters to two-and-a-half percent.

Despite this progress, we have much more to do to fully address
the challenges associated with our new economy. The President’s
Fiscal Year 2017 budget puts forward the building blocks of a so-
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cial compact for the 21st century, creating the conditions for sus-
tained economic growth, while upholding the basic American belief
that everyone who works hard should get a fair shot at success.

It shows that investments in growth and opportunity are con-
sistent with and contribute to putting the nation’s finances on a
strong and sustainable path, and the budget substitutes more bal-
anced deficit reduction and ends sequestration, while making other
critical investments and addressing our fiscal challenges over the
next 10 years.

Today I would like to briefly focus on three key areas of the
President’s budget, including our proposals to reform the Tax Code,
invest in infrastructure, and support working families.

First, fixing America’s business tax system is essential to pro-
moting long-term growth and broad-based prosperity. The budget
includes a number of concrete tax reform proposals to make our tax
system more strong and more fair, including a complete reform of
our international tax system, and a specific proposal to close the
inversion loophole.

While inversions may be legal, it is wrong for companies to take
advantage of our infrastructure, education, support for research,
and rule of law, and then avoid paying their fair share of U.S.
taxes. I look forward to working with this Committee and this Con-
gress to close the door to inversions.

Second, we need to invest more in modern infrastructure that
will create middle-class jobs in the short term and meet the needs
of a growing economy in the long term. To accomplish this, the Ad-
ministration has proposed a phased-in, $10-per-barrel fee on oil
production and import that will ensure that we better manage the
cost associated with fossil fuel use to provide a long-term solvency
for the highway trust fund, and offer new funding for clean energy
investments.

This budget also funds an expanded core infrastructure program
and takes small steps to level the playing field for private invest-
ment and public infrastructure through the Financing America’s
Infrastructure Renewal, or FAIR, program.

Third, we must support working families. This budget seeks to
respond to the changing relationship between workers and their
employers. For example, it proposes expanded unemployment in-
surance and introduces a new wage insurance program to help
families stay on their feet when under-employed as part of a job
transition.

This budget also proposes to expand access to workplace retire-
ment savings opportunities, complementing our success with the
new MyRA program launched last year to help those without sav-
ings or retirement options at work begin to save for the future.

In conclusion, the President’s budget will create a stronger, more
inclusive economy today and in the future, while also maintaining
fiscal responsibility.

Of course, we must also work together to respond to more imme-
diate events. For example, Puerto Rico, where unemployment re-
mains above 12 percent, is experiencing an unsustainable debt cri-
sis. The Administration proposed a comprehensive plan to address
the commonwealth’s financial challenges, and I encourage Congress
to act with the speed this crisis requires. This must begin with leg-
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islation to permit a financial restructuring, along with new over-
sight, neither of which cost any taxpayer dollars.

This budget does not address every challenge we face. As the
President said in the State of the Union, “Progress is not inevi-
table. But rather, it is the product of choices that we make to-
gether, as a nation.” We face a number of big choices in the coming
years. For example, we still need to take action to strengthen So-
cial Security to keep true to our commitments to previous and fu-
ture generations of workers.

The decade of fiscal responsibility laid out by this budget gives
us the time we need to address these long-term challenges. In the
recent agreement on the debt limit and the budget not only dem-
onstrates that we have the capacity to find common ground on dif-
ficult issues, but it lays a foundation to address the immediate
challenges we face.

I look forward to working with this Committee to make more
progress over the coming year. Thank you very much, and I look
forward to answering your questions.

[The prepared statement of Mr. Lew follows:]
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The Honorable Jacob J. Lew
United States Department of the Treasury
U.S. House of Representatives Committee on Ways and Means
February 11, 2016

Chairman Brady, Ranking Member Levin, Members of the Committee, thank you for the
opportunity to appear before you today.

As President Obama said in his State of the Union address, this is a time of extraordinary change
and, to make this change work for us, we as a country must focus on the future by confronting
head-on some of our biggest challenges. The President concentrated on four key areas to which
we must attend in the coming years, specifically: (i) fostering economic opportunities for all
Americans; (ii) leveraging new technologies to solve urgent problems such as climate change;
(iii) pursuing a smart foreign policy that protects our national security; and, (iv) working together
to improve our political discourse. What we do in each of these key areas is crucial to our future
as anation. As Treasury Secretary, I focus most of my time in the area President Obama
addressed first, namely how to spur growth and opportunity in our new economy. Today, I will
discuss the major aspects of the President’s Budget and how this Budget lays out a vision for
what we need to do as a country both now and over the next five or 10 years and beyond to
create growth and make sure that opportunity is broadly shared.

Before turning to what we need to do for our economy over the long-term, let me first note the
progress we have made over the course of the Administration.

HOW FAR WE HAVE COME

In the seven years since President Obama took office amidst the worst financial crisis since the
Great Depression, we have seen a sustained economic recovery and an unprecedented decline in
the federal budget deficit. Since my testimony a year ago, our economy has continued its record-
breaking streak of private sector job creation, which has reached nearly six consecutive years and
14 million jobs. Over the last two years, we have experienced the strongest job creation since
the 1990s. At 4.9 percent, the unemployment rate is half of its 2009 peak. Consumer confidence
is strong and small businesses are planning further increases in their payrolls. Rising home
prices have restored trillions of dollars in home equity to homeowners.

Last year, we celebrated the five-year anniversaries of two major pieces of legislation—the
Affordable Care Act (ACA) and the Dodd-Frank Wall Street Reform and Consumer Protection
Act (Dodd-Frank)—that have had an important impact on the economic security of American
households and the stability of our financial system, an essential prerequisite for long-term
growth. As the coverage provisions of the ACA have taken effect, nearly 18 million more
Americans have gained coverage. The ACA has also improved coverage for those who already
had health insurance, and changed the incentives for hospitals, doctors, and other providers to
encourage higher quality, more efficient care. Health care inflation has been notably slower over
the past five years, and, for the first time ever, more than 90 percent of Americans have health
care coverage. And Dodd-Frank has put in place protections that ensure that the financial system
today is better capitalized, less leveraged, and far safer than it was prior to the crisis. It also
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created the Financial Stability Oversight Council, a body that looks across the entire financial
system to identify future threats to financial stability, and the Consumer Financial Protection
Bureau, an agency whose sole purpose is to protect Americans from unfair, deceptive, or abusive
financial practices.

The Administration has also worked hard to make our tax system stronger and fairer. Legislation
enacted since early 2009 has decreased average tax bills by several hundred dollars for those in
the lower third of the income distribution, while ensuring that those at the top pay a fairer share,
especially among families in the top 1 percent and top 0.1 percent. Through policies like the
Recovery Act expansions of the Earned Income Tax Credit, the Child Tax Credit and the
American Opportunity Tax Credit (recently made permanent); ACA subsidies for purchasing
health insurance; higher tax rates on dividend and long-term capital gains income; and
reinstating the top rate on the highest earners to the level that prevailed in the 1990s, after-tax
income increased substantially for lower-income families and the overall tax system became
more progressive during this Administration. We have also made the Tax Code more stable and
predictable by making major individual and business provisions, such as the Research and
Experimentation (R&E) Tax Credit and enhanced small business expensing, permanent in last
year’s agreement, providing the certainty businesses need for effective planning.

Notwithstanding some of the recent volatility we have seen in the financial markets, economic
growth continues at a solid pace. Real GDP expanded 1.8 percent last year. Private domestic
demand—the demand generated by American households and businesses—was the principal
driver of growth, expanding at a solid 2.7 percent. Both private sector forecasters and the IMF
expect the underlying strength in domestic demand to continue this year, with real GDP growth
picking up to around 2.5 percent. This pace of expansion substantially exceeds that of many of
our major trading partners, and, in fact, soft demand from abroad for our exports has been, and
will continue to be, a significant drag on U.S growth. While a widening trade deficit is natural in
these circumstances, the rest of the world cannot depend on the United States to be the sole
engine of growth. That is why this Administration has consistently worked with our
international counterparts to encourage the implementation of strong and comprehensive policies
to support growth.

Meanwhile, we continue on a sound fiscal path. The deficit for fiscal year 2015 was roughly
$150 billion or three-quarters of a percent of GDP lower than we anticipated in our Budget one
year ago. From fiscal year 2009 to 2015, the deficit as a share of GDP fell by almost three-
quarters to 2.5 percent. Only the period of demobilization following the end of World War IT
saw a faster pace of fiscal consolidation. Since 2011, four fifths of the deficit reductions we
have achieved have been from spending cuts.

And over the past three years, we have seen real progress in returning to fiscal policy that boosts
our economy. The Administration began with bipartisan efforts to stabilize and restore growth to
our faltering economy with targeted investment, but subsequent fiscal policy choices hurt, rather
than helped, the economic recovery. In March 2013, sequestration cuts that were never intended
to take effect were implemented, reducing GDP by 0.6 percentage points and costing 750,000
jobs. But later that year, following a series of damaging and unnecessary debt limit stand-offs
and a protracted government shutdown, policymakers finally began to turn away from
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manufactured crises and austerity budgeting. The President worked with Congress to secure a
two-year budget agreement that replaced a portion of the harmful sequestration cuts with more
balanced and sensible deficit reduction measures. This allowed for higher investment levels in
2014 and 2015, a significant contribution to the improvement in the labor market over the past
two years. Between its peak in 2009 and the end the 2015, the deficit dropped by almost 1
trillion dollars, or over 7 percent as share of GDP. An increase in revenues as a share of GDP
and a decrease in spending as a share of GDP played roughly equal roles in the decline

Again for 2016, when harmful sequestration cuts were scheduled to return, the President worked
with congressional leaders from both parties to secure another two-year budget agreement (the
Bipartisan Budget Act of 2015 or BBA), showing that the right results for the country can be
achieved when we work together. The BBA will create an estimated 340,000 jobs in 2016 alone,
while supporting middle-class families, investing in our long-term growth, protecting Social
Security, and safeguarding our national security. Finally, the year-end FY 2016 omnibus
appropriations act included a bipartisan agreement to extend expiring tax provisions that will,
among other things, boost support for research and development and clean energy investment in
the private sector, provide permanent tax relief to working families, and simplify and cut taxes
for small businesses.

Still, more needs to be done. Non-defense discretionary funding in 2017 will be at its lowest
level since 2006, adjusted for inflation, even as the need for pro-growth investments in
infrastructure, education, and innovation has only increased due to the Great Recession and its
aftermath. Inflation-adjusted defense funding will also be at its lowest level since 2006. And
without further action from Congress, the sequester will come back into effect in 2018 and put at
risk the economic progress we have made.

We must also not leave behind our communities in distress. Nowhere is this more evident than
with the 3.5 million Americans living and working in the Commonwealth of Puerto Rico. While
the economic health of our nation has improved dramatically since President Obama took office,
Puerto Rico’s economy continues to suffer. Their unemployment remains above 12 percent.
Outmigration continues to accelerate. And the Commonwealth’s debt is unsustainable. Asa
result, the Administration proposed a comprehensive plan to address Puerto Rico’s financial
challenges and we encourage Congress to act with the haste this crisis requires. This must begin
with legislation to permit a financial restructuring along with new oversight, neither of which
cost any taxpayer dollars.

THE FY 2017 BUDGET AND WHERE WE ARE GOING

Despite the significant progress we have made over the past seven years, we have much more to
do to address fully the challenges associated with our new economy. As the President indicated
in the State of the Union, the most significant and most pressing of our economic challenges is
how we ensure that the benefits of our growth are shared by all Americans. While more
Americans have jobs than ever before, millions of Americans are still searching for work and
millions of part-time workers are still searching for full-time opportunities. We are still not
seeing enough growth in household income and wages, and too many American families still
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have limited savings, impairing their ability to cope with an economic shock such as job loss, let
alone retirement.

The President’s FY 2017 Budget is designed to address these and other pressing problems. It
puts forward the building blocks of a social compact for the 21st century, creating the conditions
for sustained economic growth while upholding the basic American belief that everyone who
works hard should get a fair shot at success.

The President’s FY17 Budget shows that investments in growth and opportunity are compatible
with putting the nation’s finances on a strong and sustainable path. The Budget substitutes more
balanced deficit reduction and ends sequestration, while making other critical investments and
addressing our fiscal challenges over the next 10 years. It keeps deficits below 3 percent of GDP
while stabilizing debt and putting it on a declining path through 2025—key measures of fiscal
progress.

The Budget accomplishes these goals by more than paying for all new investments and
continuing to achieve significant deficit reduction. The Budget includes roughly $375 billion of
health savings that grow over time and builds on the ACA with further incentives to improve
quality and control health care cost growth. It also includes smart tax reforms that promote
growth and opportunity, while strengthening tax policies that help middle-class families afford
child care, higher education, and a secure retirement.

The Budget also shows that responsible deficit reduction can be achieved without cuts in critical
aid to poor Americans and without undermining our commitments to seniors and workers. The
Budget puts us on sound fiscal footing even as it modernizes benefits for workers, invests in
evidence-based efforts to reduce poverty and promote opportunity, and protects Social Security
and Medicare.

Reforming the Tax Code

In 2012, the President first laid out his Framework for Business Tax Reform, and the President’s
Budget continues to put forward a robust business tax reform plan to support economic growth,
encourage businesses to create good, high-paying jobs in America, and expand opportunity so
our nation’s economic gains support a strong middle class. Fixing America’s business tax
system is essential to promoting long-term growth and broad-based prosperity. Over the three
decades since we last rewrote it, the tax system has become heavily burdened by loopholes and
inefficiencies. Businesses are forced to focus too much attention on tax planning and financial
engineering rather than growing the top line of their businesses.

One clear indication of the need for reform is the pace at which companies are pursuing
corporate inversions to avoid paying U.S. income taxes. While inversions may be legal, it is
wrong for these companies to take advantage of U.S. infrastructure, education, support for
research, and rule of law, and yet avoid paying their fair share of U.S. taxes. While the
Administration has used its administrative authority to reduce the economic benefits of these
transactions and to limit them to some extent, the only real solution is for Congress to enact
business tax reform that addresses the root inefficiencies that cause these problems and
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specifically closes the inversion loophole. The growing bipartisan consensus in Washington on
how to achieve business tax reform creates the opportunity to take this key step sooner rather
than later. In the meantime, Congress should act this year to change our tax laws to stop
corporate inversions.

The Budget again calls for a fiscally-responsible business tax reform, and makes a number of
concrete tax reform proposals, including a complete reform of our international tax system. Last
year’s permanent extension of several important business tax provisions, including the R&E
Credit, advanced important components of our tax reform agenda. But that legislation did not
offset the budgetary impact of those cuts and leaves the job of reforming our business tax system
undone. Though the end-of-year legislation on certain business tax extenders was a first step, we
need to take further steps to enact a comprehensive business reform plan, that, taken together
with the extenders legislation, is deficit-neutral in the long run.

Building a 21st Century Infrastructure

While last year’s surface transportation reauthorization bill, the Fixing America’s Surface
Transportation (FAST) Act, will help address our nation’s crumbling infrastructure, we should
not be content with merely repairing aging roads, bridges, rail, and transit systems.
Transportation infrastructure has been a key ingredient of economic growth in this country
nearly since its inception. And infrastructure investment provides a double return: in the short-
term, it creates middle-class jobs across a range of skills and sectors; in the long-term, it provides
assets that meet the needs of a growing economy and make our towns and cities more attractive
to new business investment. Investments in our transportation network can also help us tackle
the threat of climate change. Today, the transportation sector contributes nearly thirty percent of
U.S. carbon emissions. We will need to move to a cleaner, low-carbon transportation system
that is also more resilient to the impacts of climate change.

To help make this transition, the Budget proposes to invest $20 billion per year to shift Federal
investments towards cleaner transportation options like rail and transit; $10 billion per year in
new and innovative grant programs that partner the Federal government with local and state
governments to accelerate the move towards smarter, cleaner, and more integrated communities;
and $2 billion to accelerate development and deployment of clean vehicle technology.

To fund these investments, the Administration has proposed a $10.25 per barrel fee on oil, which
would be gradually phased in over five years. There are many costs associated with fossil fuel
use, and given our highly oil-dependent transportation environment, an oil fee will ensure that
we better manage our resources to reflect those costs. These resources would also provide for
long-term solvency for the Highway Trust Fund, renamed the Transportation Trust Fund in the
President’s Budget to reflect its multi-modal nature, beyond the current extension.

The private sector can play a valuable role in helping to maximize limited public resources for
infrastructure. Effective public-private partnerships are a growing procurement alternative for
state and local governments; these arrangements may accelerate the delivery of complex
projects, leverage the resources and expertise of the private sector, mitigate construction and
operational risks, and reduce the likelihood of deferred maintenance. The Budget includes a
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number of proposals to take small steps to level the playing field for private investment in public
infrastructure projects where appropriate, including renewing our proposal to create Qualified
Public Infrastructure Bonds, which would extend tax-exempt benefits to certain public-private
partnerships, and introducing the Financing America’s Infrastructure Renewal program, which
would provide direct loans to U.S. infrastructure projects developed through public-private
partnerships.

Finally, the Budget maintains its support of our long-standing infrastructure bank proposal,
which would help target and manage the complexity of implementing economically and
regionally significant infrastructure investments. There are a number of creative ideas in
Congress about how to boost our infrastructure investment, and I look forward to continuing to
work with Congress to build a 21 century infrastructure.

Providing Opportunity Through Education

The United States was one of the first countries to provide public high school education, and as a
result we were one of the most highly educated populations in the 20th century. Now it’s time to
ramp up our workforce for the 21st century by ensuring broad access to high quality education,
starting with pre-K, as well as training for those who are already out of the education system.
And we must make sure that once they complete their schooling, our students are not burdened
with a mountain of debt that they cannot repay.

The Budget recognizes that changes in our economy make it more essential than ever that
workers have the right education and training. It thus includes policies that enhance educational
opportunities from pre-K through college. We propose to provide pre-K for all; offer every
student hands-on computer science and math classes; and make community college and career
and technical schools free for responsible students. Furthermore, this year’s Budget introduces a
tax credit to incentivize employers to join consortia with community colleges. This will help
drive development and resourcing of career training programs that train for real employment
needs in the region and provides a hiring tax credit when consortia employers hire new workers
out of the program. In addition, for those already in the workforce who are struggling with the
rapid change in the economy, the Budget also provides for job retraining so they can bring new
skills to bear. Finally, the Budget provides funding to implement the Administration’s ongoing
efforts to ensure that student loan contractors provide high-quality loan servicing to students.
This funding will also allow the Department of Education to provide enhanced oversight and
strengthen enforcement activities, such as pursuing schools that engage in deceptive or
misleading practices toward students, including veterans.

Providing a Safety Net for Working Families

The Budget again proposes a set of policies that will raise the incentives for working, including
raising the minimum wage and reducing taxes on working families. For example, it proposes to
strengthen the Earned Income Tax Credit for workers without dependent children—the only
group that the federal tax code taxes into poverty or taxes deeper into poverty. The Budget also
addresses some new needs of working families, given changes in the relationship between
workers and their employers over time. For example, it proposes expanded unemployment
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insurance and introduces a new wage insurance program to help families stay on their feet when
their wage earners are underemployed as part of a job transition. The President’s plan would
ensure that workers have access to wage insurance that would replace half of lost wages, up to
$10,000 over two years. Displaced workers making less than $50,000 who were with their prior
employer for at least three years would be able to leverage these resources to help them get back
on their feet and on the way to a new career.

Similarly, the Budget addresses holes in our unemployment insurance system, including by
expanding coverage to many part-time, low-income, and intermittent workers, and workers who
leave work for compelling family reasons. It would also ensure that states provide 26 weeks of
coverage. This is coupled with a plan to make it easier for companies to avoid lay-offs through
work-sharing, while incentivizing states to offer and allow retraining for workers on
unemployment insurance or to provide relocation vouchers or subsidized employment. In
addition, it would expand intensive career counseling to long-term unemployed, discouraged,
and part-time workers.

Encouraging Retirement Savings

While the vast majority of people understand the benefits of saving for retirement, it is a fact that
many Americans have very limited savings, and some have no retirement savings at all. Low-
and moderate-income households have especially low levels of accumulated assets, and as many
as 78 million working Americans do not have a retirement savings plan at work. To help people
start saving, late last year Treasury launched the myRA retirement program. It is free to get
started, there are no minimum balances or fees, and there is no risk of losing money because
savings are invested in risk-free U.S. Treasury securities. myRA fills a crucial gap in the
retirement savings system by providing an option for people who do not have access to a
retirement savings plan at work. It helps people get started saving by allowing people to
contribute any amount, no matter how small, and it does not conflict with private retirement
options since the balance is ultimately rolled over into a private-sector IRA after 30 years or once
it reaches $15,000, whichever comes first.

But, this just scratches the surface. The Budget proposes to expand access to workplace
retirement savings opportunities by encouraging more employers to offer plans and making it
easier for workers to participate by enabling small businesses to come together and create pooled
401(k) plans at lower cost and with less burden than they would have on their own, automatically
enrolling workers without access to a workplace plan in an IRA, providing tax credits for small
businesses that begin offering retirement plans or choose to automatically enroll workers in
existing plans, and allowing long-term, part-time workers to participate in their employer’s plan.

Conclusion

The policies in this Budget will create a stronger, more inclusive economy today and in the
future, while also maintaining fiscal responsibility. Of course, this Budget does not address
every challenge we face in the long term. For example, we must strengthen Social Security to
keep true to our commitments to previous and future generations of workers. And while
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business tax reform would significantly boost the economy, there are also significant challenges
and inefficiencies on the individual side that we must address.

Our problems will undoubtedly not all be solved in the next 11 months—far from it. But there is
still much we can accomplish. As the President said in his State of the Union address, progress
is not inevitable but rather is the product of choices we make together as a nation. We face a
number of big choices in the coming years. And though responsibility for addressing our
nation’s biggest problems will soon pass from this Administration to the next, we all have a stake
in our country’s future. Whether you hold public office, run a small business, serve in the
military, or are struggling to find a job, we all have duties as citizens—to vote, to engage, to
speak out for what we believe in—that we must exercise to foster an America of the future that
reflects our shared goals and values.
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Chairman BRADY. Great, thank you, Mr. Secretary, for your tes-
timony. We will now proceed to the question and answer sessions.

Before we talk tax reform, let me talk tax hikes. The President
has proposed a major new tax hike on working families, a very di-
visive $10-per-barrel oil tax, which really is a hidden gas tax that
would relate to about $.25 a gallon. The time, frankly, paychecks
have been stagnant for seven or eight years, if not longer, families
are really struggling—businesses to make ends meet—this is a
huge, divisive regressive fuel tax increase that really falls on mid-
dle-class families.

And so, the question is, how did the President think this new gas
tax would help grow the economy?

Secretary LEW. Well, Mr. Chairman, to begin with, you know,
the oil fee is a way to help manage resources to reflect the cost that
consuming oil imposes on our citizens and on our environment.

At the same time, we have tremendous transportation and infra-
structure needs that we need to address. And the oil fee provides
a basis for both funding the highway trust fund and funding new
investments in infrastructure and in new technology that will help
America and American workers today and in the future.

There is a not exact correlation between an oil fee and what gets
passed through, so I am not going to comment on the amount that
would be passed through, but I would point out that it is a $10-
a-barrel fee that is implemented over 5 years. And if you just do
that simple division, you know, $2 a barrel, right now we are see-
ing oil prices move on an hourly and daily basis in amounts that
make $2 a barrel seem like small, not large, movements.

So I think this is the perfect time to have a conversation about
a policy like this, and we look forward to engaging. And we have
proposed a mechanism to make sure that low-income families that
have fixed consumption needs and can’t bear any burden have a
way to get extra help out of it.

So we would look forward to working to make this something
that could be implemented in a way that is fair to all Americans.

Chairman BRADY. Thank you, Mr. Secretary. One, I appreciate
your explanation of it. My only advice is don’t spend too much time
on it. It is going nowhere fast.

I appreciate—while I didn’t see a lot of new proposals on the tax
reform area within the budget, I know that you have a deep inter-
est in simplifying this code, making it more competitive, sort of
going beyond the Band-Aids of what we hear about inversions, ac-
tually going to the real problem. And I feel like we have got some
bipar‘&isan momentum because of the permanency bill that we
passed.

Can you give me your thoughts on where we may have common
ground?

Secretary LEW. I would be happy to, Mr. Chairman. And I—we
have talked about this on quite a number of occasions. I think this
is an area where we ought to be able to find bipartisan ground.

You look at the consequences of delay on business tax reform,
and they are enormous. We are seeing it in the inversions that
have already been referred to. We need to stop the inversions, and
the best way to stop the inversions is to reform our business Tax
Code.
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We are also seeing very troubling trends. Just today I wrote to
the President of the European Commission, objecting to action that
is being taken in Europe in the name of state aid subsidy actions
that essentially takes a—makes an attempt to undermine our Tax
Code by having a tax imposed overseas on what should be income
in the United States. We need to fix the business Tax Code to get
that money back.

If we can do that, if we can close loopholes that are inefficient,
if we can lower the business tax rates and require that overseas
income be brought home, we also have the resources to make a sig-
nificant investment in our infrastructure needs, going forward. I
think those are ingredients that we ought to be able to make
progress on.

What I would say is if we can’t make broad progress on inver-
sions—on business tax reform, we can’t ignore inversions this year.
Congress needs to act. We can’t look back a year from now and say
we should have stopped that. We need—Congress needs to act.

Chairman BRADY. You know, I agree, and especially in the
sense that there is an urgency. My worry is that we are becoming
more and more isolated, more and more companies feel their only
option—and shareholders—is to invert or face a hostile takeover
from a foreign country. And shame on us

Secretary LEW. Correct.

Chairman BRADY [continuing]. If we don’t act to stop this from
going forward.

So, my sense is you are committed to working with us, trying to
find that common ground to act this year, if possible, in this area.

Secretary LEW. I consider this a year of work. We have a lot to
do this year, and I look forward to getting this done.

I realize there is not a lot of people who are optimistic about it,
but we need to put the effort in to create the possibility.

Chairman BRADY. Yes, I agree. Final point—the IRS is still a
scandal-ridden agency that just doesn’t have credibility any more.
You know, nearly three years ago, Treasury Inspector General, the
watchdog for the tax administration, issued a report confirming the
IRS did use inappropriate criteria to identify applications for tax-
exempt status for extra scrutiny. The targeting of American citi-
zens based on their political beliefs highlights the potential ave-
nues for abuse within the agency, and the many ways in which the
discretion afforded within the Tax Code can be manipulated and
exploited.

My view is the IRS’s actions have completely demoralized the
IRS from within, caused American people to lose confidence in it.
To date, to my view, Treasury and IRS have taken no concrete
steps to restore that credibility and ensure this abuse of power
doesn’t happen again. Just the opposite: IRS proposed a new rule
that would make it easier for them to target Americans.

Furthermore, this Committee asked GAO to review the whole
IRS selection process, and the GAO concluded it is still possible for
American citizens to be targeted for audits based on the political,
education, or religious beliefs, which is why, in the permanent
PATH Act, we have for the first time a ban on the IRS targeting
Americans for their political beliefs or using personal emails for
business.
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So, my question is, I know you too want an IRS that is credible
again, that is neither seen Republican or Democrat, but actually is
following the law in how they audit and how they handle these tax
applications. What is Treasury doing to restore the credibility of
the IRS?

Secretary LEW. Mr. Chairman, I think you and I agree com-
pletely the actions that gave rise to your concerns were unaccept-
able. And action was taken immediately to replace all of the senior
people involved, and to make sure that it could never happen
again. We brought in a new IRS commissioner, who I think has
done a tremendous job under very difficult circumstances at a time
when the funding for the IRS budget being cut was causing huge
morale problems at the IRS, not the issue that you are describing.
It was the fact that they didn’t have enough people to answer the
phones.

Last year we made some progress. We actually saw, for the first
time in several years, an increase in the IRS budget to fund an-
swering the phones, to help us deal with cyber security threats, to
help us fix our computer system. I think the IRS is doing a tremen-
dous job. The 90,000 people at the IRS who did nothing wrong have
been criticized for what a few people that we all criticized for their
actions did.

We need to support the people at the IRS so that they can run
a tax system that is worthy of our country. We can’t not have peo-
ple to answer the phone or enforce the Tax Code.

Chairman BRADY. My belief is this IRS commissioner is less
credible than the one before, who was less credible than the one
before that. And the line of work has to be done—you will hear
from Members today about the abysmal service at the IRS, and the
real problems still there.

So, look, we are going to disagree in a big way, and this Com-
mittee is going to pursue this until we are sure Americans can’t be
targeted, and they are getting the service they need.

Secretary LEW. You have 100 percent agreement from us that
Americans should not be targeted for their political beliefs. That is
unacceptable. Whoever does it is wrong, if they do it. And that is
the view of the Administration, it is the view of the IRS commis-
sioner, and I look forward to working together to make sure we can
build confidence in that, because that is very important.

Chairman BRADY. Thank you, Secretary.

As I turn to Mr. Levin I would like to note that, while he la-
mented OMB not being invited for this fiscal year budget, as
though that happens every year, the truth is last time OMB has
testified on the President’s budget at Ways and Means was in 2011
on that 2012 budget, and the OMB director at the time, I am pret-
ty sure it was you, Secretary Lew

Secretary LEW. I seem to be invited to testify wherever I am sit-
ting.

[Laughter.]

Chairman BRADY. That doesn’t seem to be a problem.

Mr. Levin, you are recognized.

Mr. LEVIN. Oh, but look, the budget director isn’t being asked
to testify before the budget committee.

Chairman BRADY. We are the Ways and Means Committee.
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[Laughter.]

Mr. LEVIN. I know, but there is another committee called the
Budget Committee. Defend why the Budget Committee is not ask-
ing the director of OMB to testify.

Chairman BRADY. Well, I will tell you what. I will give you Mr.
Price’s phone number, and you can visit with him shortly about it.

[Laughter.]

Mr. LEVIN. No, my suggestion is you have his phone number,
call him up and ask why.

Chairman BRADY. I think we will get a chance to explore that
in a moment.

Mr. LEVIN. Mr. Price? Where is

Mr. PRICE. Will the gentleman yield?

Mr. LEVIN. I will yield.

Mr. PRICE. Well, I appreciate that. We are on a short timeline
this year in order to get the budget done, and so the——

Mr. LEVIN. All right.

Mr. PRICE. And as a matter of fact——

Mr. LEVIN. I will take back my time

Mr. PRICE [continuing]. When the President’s budget came to
the floor, only two Democrats voted for it out of the entire Congress
in

Mr. LEVIN. Okay. But look, that is not, Mr. Price, a reason not
to hear from him. That is worse than a lame excuse.

Let me just say you said shame on us, Mr. Chairman. When it
comes to these loopholes, really, it is shame on you. So I want to
ask the Secretary, because we favor corporate tax reform, looking
at it. This has been going on for years. Is there good reason not
to act on the inversion issue because we have failed to act on cor-
porate tax reform, Mr. Secretary?

Secretary LEW. Congressman Levin, I would have to say that
the right thing to do is to reform our Tax Code, because the prob-
lem in our Tax Code is we have these huge inefficiencies, loopholes,
deductions, and rates that are statutory rates that are too high.

But we have to deal with inversions. If we can’t deal with the
whole Tax Code, I don’t think that we can justify—I can’t; I hope
this Committee can’t justify—doing nothing while another year of
inversions goes on.

We are doing everything we can, administratively, to stop inver-
sions. We have put out two pieces of guidance that have had some
effect. We are working on another one. But we have made clear
from the very start the only way to stop inversions is through legis-
lation.

So, if you gave me a choice, I would choose business tax reform
that fixes the problem properly. But if that can’t happen, I strongly
urge that you look at doing something on inversions, because I
don’t think anyone a year from now is going to look back and say
they didn’t do anything, while more companies moved overseas.

Mr. LEVIN. All right. Let me ask you. Related to that is the
issue of earning stripping. And there has been recent discussion
about how, when companies invert, they then utilize earning
strippings to make it worse. And we are gong to be introducing leg-
islation once again relating to this.
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Just tell us what you think about this, and the limits on your
authority, and why it is necessary for Congress to act.

Secretary LEW. Congressman, I think if you look at the

Mr. LEVIN. Describe it so everybody understands what happens.

Secretary LEW. So, you know, earning stripping is when a com-
pany moves overseas and it assigns the earnings to the lower tax
jurisdiction to avoid taxes. And, you know, there are ways of ad-
dressing that on a freestanding basis.

We have provisions which would stop inversions and stop earn-
ing stripping. You could pull that out of our business tax reform
proposal. I haven’t seen the proposal that you have described
whether it is the same or not, but it certainly is possible to do that.

Now, I do not want to be unclear. I think it is far superior to do
it in the context of real business tax reform. But you could pull
those provisions out and, if you can’t do full business tax reform,
we should. Because what we can do administratively—we are look-
ing at what we can do on earning stripping, but we don’t have a
very sharp scalpel, in terms of the options that we have, adminis-
tratively. We are very careful, using our administrative authority
within the boundaries that we have. You have the ability to write
a law that would make it much more precise.

Mr. LEVIN. Thank you. I yield back.

Chairman BRADY. Thank you. Mr. Johnson, you are recognized.

Mr. JOHNSON. Thank you, Mr. Chairman.

Mr. Secretary, welcome back. As the Secretary of the Treasury,
you also serve as managing trustee for Social Security.

Mr. JOHNSON. And on the screen you will see the size of the
Social Security shortfall each year since 2009.

I know we talked about this last year, but it seems to me the
news just keeps getting worse for Social Security.

My question is, just for the record, do you agree that Social Secu-
rity finances have gotten worse since Obama took office in
2009

Secretary LEW. Well

Mr. JOHNSON [continuing]. Yes or no?

Secretary LEW. No. Look, I think that looking at the chart—
which I am having a little trouble reading, but I think I can see—
the—you know, we knew for decades that the Baby Boomer retire-
ment was going to start increasing the amount of draw on the trust
fund. That is why we built up reserves in the trust fund, so that
it could be drawn down when the Baby Boom retired.

I think, if you look at the life span of the Social Security trust
fund, we have seen it actually improve from year to year—not
every year, but—so I don’t think just looking at what the draw in
the trust fund is. The question is, do we stand behind the trust
fund? I think we should stand behind the trust fund. American
workers pay into the Social Security trust fund——

Mr. JOHNSON. I hear you.

Secretary LEW [continuing]. So it can be there when they retire.

Mr. JOHNSON. My question was do you think that finances
have gotten worse since you all took office?

Secretary LEW. I think that the Baby Boomers started retiring
since we took office. I have certainly gotten seven years older. So
I know it in a very personal way.
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I don’t think we can pretend that the Baby Boom won’t continue
to retire each year, which is why we knew that we were going to
have a period where benefits were going to grow, and we needed
to have reserves to draw down.

I think what is not on the chart that you are showing me is the
actions taken in the period from, like, 2000 to 2009 that affected
our overall fiscal posture. In the unified budget terms, the question
is are we able to do it. We need to make sure we can pay Social
Security, and it is our obligation, as we deal with the rest of the
budget, not to make Social Security the victim because we have
other budget challenges we have to

Mr. JOHNSON. Well, let me show you what the President said
about Social Security in his first budget submission in 2009. It is
on the screen.

[Slide]

Mr. JOHNSON. For the next six budgets, the President basically
repeated the same message. But this year what has he had to say?
Nothing. Not a single sentence about fixing Social Security.

I would like to ask unanimous consent to insert into the record
these quotes from previous budgets on Social Security.

[No response.]

Chairman BRADY. Without objection.

[The information follows:]
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Budget of the U.S. Government, Fiscal Years 2010-2016
Social Security Narrative

Fiscal Year (FY) 2010: Page 109

The President recognizes that Social Security is indispensable to
workers, the disabled, seniors, and survivors and is probably the
most important and most successful program that our country
has ever established. Social Security can pay full benefits until
2041. The President is committed to ensuring that Social
Security is solvent and viable for the American people, now and
in the future. He is strongly opposed to privatizing Social
Security and looks forward to working in a bipartisan way to
preserve it for future generations.

FY 2011: Page 139

The President recognizes that Social Security is indispensable to
workers, people with disabilities, seniors, and survivors and is
probably the most important and most successful program that
our country has ever established. Based on current forecasts,
Social Security can pay full benefits until 2037. The President is
committed to making sure that Social Security is solvent and
viable for the American people, now and in the future. He is
strongly opposed to privatizing Social Security and looks forward
to working in a bipartisan way to preserve it for future
generations.
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FY 2012: Page 163

The President recognizes that Social Security is indispensable to
workers, people with disabilities, seniors, and survivors and is
probably the most important and most successful program ever
established in the United States. Based on current forecasts,
Social Security can pay full benefits until 2037. The President is
committed to making sure that Social Security is solvent and
viable for the American people, now and in the future. He is
strongly opposed to privatizing Social Security and looks forward
to working in a bipartisan way to preserve it for future
generations. The President has laid out six principles for reform,
which will guide bipartisan talks on strengthening Social Security
in the long term.

FY 2013: Page 195

The President recognizes that Social Security is indispensable to
workers, retirees, survivors, and people with disabilities and that
it is one of the most important and most successful programs
ever established in the United States. Although current forecasts
maintain the solvency of Social Security paying full benefits until
2036, the President is committed to making sure that Social
Security is solvent and viable for the American people, now and
in the future. He is strongly opposed to privatizing Social
Security and looks forward to working on a bipartisan basis to
preserve it for future generations.
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FY 2014: Page 167

The President recognizes that Social Security is indispensable to
workers, retirees, survivors, and people with disabilities and that
it is one of the most important and successful programs ever
established in the United States. Although current forecasts
indicate that Social Security can pay full benefits until 2033, the
President is committed to making sure that it is solvent and
viable for the American people, now and in the future. He is
strongly opposed to privatizing Social Security and looks forward
to working in a bipartisan way to preserve it for future
generations.

FY 2015: Page 149

The President believes that Social Security is indispensable to
workers, retirees, survivors, and people with disabilities and that
it is one of the most important and successful programs ever
established in the United States. Although current forecasts
indicate that Social Security can pay full benefits until 2033, the
Administration is committed to making sure that the program is
solvent and viable for the American people, now and in the
future. The President is strongly opposed to privatizing Social
Security and looks forward to working in a bipartisan way to
strengthen the program for future generations.
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FY 2016: Page 42

Social Security is indispensable to workers, retirees, survivors,
and people with disabilities, and is one of the most important and
successful programs ever established in the United States,
Although current forecasts indicate that the combined Social
Security Trust Funds can pay full benefits until 2033, the
Administration is committed to ensuring that the program is
solvent and viable for the American people, now and in the
future, and the President has laid out key principles to achieve
this objective. Any reforms should strengthen retirement
security for the most vulnerable, including low-income seniors,
and should maintain robust disability and survivors’ benefits.
The Administration will oppose any measures that privatize or
weaken the Social Security system and will not accept an
approach that slashes benefits for future generations or reduces
basic benefits for current beneficiaries.

———

Mr. JOHNSON. Question two, as managing trustee of Social Se-
curity’s trust funds, don’t you believe we need to act now to fix So-
cial Security?

Secretary LEW. Congressman, I have worked on Social Security
for almost 40 years.

Mr. JOHNSON. I know you have.

Secretary LEW. I had a significant hand in the 1983 reforms,
which I—are one of the things I am very proud of in my career.
I have always thought that the sooner we could have a bipartisan
conversation on dealing with Social Security, the better. But, you
know, that is going to require a willingness on both sides to talk
about things, you know, which involve taxes as much as benefits.

We haven’t been in an environment like that. In 1983 it worked.
I hope we get to that point in a political debate, conversation,
where we can have that conversation again.

Mr. JOHNSON. Well, I

Secretary LEW. I don’t think there is an urgent crisis. I don’t
think Americans should worry that their Social Security won’t be
there.

Mr. JOHNSON. Well, I think——

Secretary LEW. The reality is

Mr. JOHNSON [continuing]. Some of them do. And you know, we
needs to get to work today, and I think you agree.

You know, Americans who depend on Social Security, and those
who are working today and paying thousands of dollars a year into
Social Security, they want, need, and deserve better.

Secretary LEW. Yes, I agree. I think Americans deserve to count
on their Social Security. And the thing that we just have to tell
Americans is that the shortfall that we look at over the next 75
years, even at its worst, leaves their Social Security 75 percent
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funded. We have a gap, we have time to deal with it. It has to be
dealt with on a balanced, even-handed basis.

I have always thought that the sooner, the better. This has not
been a five or seven-year period when we have had the conditions
for that kind of conversation.

Mr. JOHNSON. I agree with you, but the President didn’t say
one word about it. Thank you very much, yield back.

Chairman BRADY. Thank you. Mr. Rangel, you are recognized.

Mr. RANGEL. Thank you, Mr. Chairman. Well, it didn’t surprise
me, Mr. Chairman, that you would say that the Administration
proposal is dead on arrival, because I think that was determined
some seven years ago, that anything coming out of the Administra-
tion would be considered dead on arrival. But this is the end, and
I am so—it is so painful that we can’t find some common ground
as we end the Obama Administration and our country finds itself
in a position that we are asking foreign governments to be kind to
us as relates to how they tax the corporations that have left the
United States.

Are you saying, Mr. Secretary, that you have written a letter to
the European Union, asking them not to take advantage of our tax
system by taxing U.S. corporations that have left our country and
settled abroad? Are you asking:

Secretary LEW. No, that—what I have written to them

Mr. RANGEL. What are you asking?

Secretary LEW. Yes. What I have written to them is that U.S.
corporations that keep their income overseas, they are still subject
to U.S. taxes. I, in the letter, say that we need to enact business
tax reform and bring that money home.

Mr. RANGEL. We have to

Secretary LEW. We have to do that.

Mr. RANGEL. What are you asking

Secretary LEW. Well, what they shouldn’t be doing is they
shouldn’t be leveeing taxes on the income that should be taxed
here.

Mr. RANGEL. Why? Under what theory of international law are
you asking foreign countries not to tax income that we feel belong
to us but we——

Secretary LEW. Well

Mr. RANGEL [continuing]. Refuse to reform our Tax Code to get
the income?

Secretary LEW. The fact that Congress has not yet enacted tax
reform doesn’t change the basic principles of what is subject to tax
in the United States. If the intellectual content and the innovation
is in the United States, there is a substantial tax due in the United
States when that money comes home.

Because the money hasn’t been repatriated, it is sitting, for the
moment, not taxed. We have said that money should come home.
In our tax reform proposal, it would all come home and be taxed
at 19 percent——

Mr. RANGEL. If the foreign countries tell you, like the Repub-
licans are telling you, that your request is dead on arrival, and we
don’t reform our tax system, what is the next step that you take?
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Secretary LEW. Well, look. I don’t—I understand that they are
skeptical about the capacity to enact tax reform, and I think show-
ing that we are making progress and we can get it done——

Mr. RANGEL. What progress——

Secretary LEW [continuing]. Would actually help a lot.

Mr. RANGEL [continuing]. Are we making?

Secretary LEW. Well, the progress has been relatively small to
date. I think that, you know, there are overlaps of issues where I
think Members on both sides of the aisle and we could agree, but
we haven’t really made significant progress. We haven’t moved a
bill forward. That is not a basis, I think, for reaching in and assert-
ing tax authority over U.S. income. That is something:

Mr. RANGEL. Well, it is not a basis for the Republicans saying
that any proposal is dead on arrival, either.

Secretary LEW. I agree with that. I mean, I

Mr. RANGEL. Okay. Well, listen. I—the search now has to be for
common ground. I don’t think any Republican believes that General
Electric, who in 2013 paid 4 percent taxes, last year 10 percent
taxes, they have $36 billion overseas, that we should not have that
money. These corporations that are going overseas take advantage
of our research, our infrastructure, our—everything, and they go
overseas.

I don’t see a partisan issue here. So what—forgetting public
meetings, because this is for the public, it is a presidential year.
But behind the scenes, where Americans get together, Republicans
and Democrats, do you have any hope at all that there is some-
thing done that would be good for Americans and the tax system,
where we can have reform, lower the corporate rate, improve our
education, our infrastructure, and have a fair, competitive position,
internationally? Is there any hope at all, notwithstanding the
chairman saying that your public proposal is dead on arrival?

Secretary LEW. I think that the responsibility that everyone in
this room has to stop inversions and to make sure that the kinds
of things we are talking about in terms of the erosion of the U.S.
tax base gets stopped should give all of us reasons to be more hope-
ful.

I am probably more hopeful always than most, because I think
if we give up we make sure nothing happens. We have got to be
hopeful. We have got to put the effort in to make it real

Mr. RANGEL. Is there any one person on the Republican side
that gives you any basis for that hope?

Secretary LEW. Well, I appreciated the chairman’s opening com-
ments, where he expressed the desire to continue working together.
I am prepared to do——

Mr. RANGEL. I would like to take down his words

Secretary LEW. I am prepared to do that. We have known, you
know, that conversations over business tax reform are an uphill
battle, because people always say it is too hard to do. It can’t be
too hard to do. We have to make it something we can get done. If
it can’t happen this year, it is going to have to happen some time
soon. But what we can’t do is push off this issue on inversions in-
definitely, because we are just going to see more and more Amer-
ican companies going overseas.

Mr. RANGEL. Thank you.
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Chairman BRADY. Thank you, Mr. Chairman. As I yield to Mr.
Tiberi let me be clear: tax increases in this budget proposal are
dead. Discussions on tax reform, especially in the international tax
area, are very much alive.

I appreciate the letter that you sent, because what the EU is
doing—now there is going beyond simply addressing income shift-
ing. It is a money grab targeted on U.S. companies in a variety of
ways, not just to generate revenue, but to make it more uncompeti-
tive for U.S. companies to compete around the world. That is why
we need not just treat the symptoms of what we are seeing, but
the real problems around it. And that is the Tax Code. In that area
we share, I think, common ground, Mr. Secretary.

Mr. Tiberi.

Mr. TIBERI. Thank you.

Mr. Lew, your written testimony claims that “In the seven years
since President Obama took office, we have seen a sustained eco-
nomic recovery,” and that economic growth continues at a solid
pace.

Additionally, the latest budget touts the success of administra-
tion policies past, present, and proposed. I would like to address
the Administration’s economic and fiscal policies relative to reality,
a reality which indeed is reflected in OMB’s growth forecast under-
lying this proposed budget.

I would also note that this reality recognized in the budget does
not seem to be recognized either in your comments today, quite
frankly, about economic growth continuing at a solid pace, or the
President’s recent rhetoric.

[Chart]

Mr. TIBERI. So I have a chart that was released today by the
Joint Economic Committee that you will see in front of you, and it
has past Obama budgets from this Administration, and they have
repeatedly projected a surge—in the red—of economic growth that,
quite frankly, never happened.

So the Fiscal Year 2017 budget seems to finally accept the reality
of the inability of the Administration’s policy to generate the surge
that each of the past budgets have said would happen that didn’t
happen. Worse, even, are OMB’s projections of annual growth rates
for the long term at 2.3 percent lower than earlier budgets, but
much lower than—as you know—the average growth rate of 3.2
percent it calculates through the post-war period—post-war period.

I might add that CBO, the Federal Reserve, and the blue chip
indicators all project even lower long-term growth than the OMB.
And then we wonder why, in the Democrat and Republican pri-
maries, voters are angry. They are full of anxiety that this new
normal of 2.3 percent, which is significant in terms of wage growth
and what people are feeling, is happening out there.

So, the chart displayed vividly captures how the Administration’s
own expectations have not come true. They have been deflated.
These aren’t my numbers. The black is the actual number. As you
can see, it doesn’t look like it is solid or sustained, the black num-
ber, which is actual numbers, versus the red, which is OMB’s pro-
jections.

So, how could the Administration continue to cling to the same
basic economic policy, Mr. Lew, of more taxes, more debt, bigger
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government, more spending, more regulation? Isn’t it time to recon-
sider a new way forward?

Secretary LEW. Congressman, this chart starts in 2010, 2 years
after the deepest recession since the Great Recession [sic]. If it
went back a couple of years earlier, you would see the biggest hole
we have had since the Great Depression, which we dug out of, and
we have created 14 million jobs doing it.

You go around the world, the world is looking at the United
States as a beacon of hope. I am not arguing that we don’t want
more growth. I want every tenth of a percent we can get on GDP.
But

Mr. TIBERI. Mr. Lew, those are your projections, not mine. The
red is your projection.

Secretary LEW. So

Mr. TIBERI. In fact, you were director at one point.

Secretary LEW. But, Congressman, I am talking about the expe-
rience that we have had. Economic projections? We have been close
to, you know, other forecasts as we have gone through. Forecast
error can be in either direction. Obviously, you always would like
to over-perform. But when you look at the headwinds we have had
globally, we have continued to grow at a sustained rate notwith-
standing substantial international headwinds, because the core
strength of the U.S. economy, the U.S. consumer, has been strong.
That is reflected in the jobs numbers.

Mr. TIBERI. But the actual number is not sustained. I don’t
want to quibble with you, but I think anybody, any economics
teacher, would say that black number is not sustained growth. In
2.3 percent versus what has happened—versus the World War II
growth, including every other economic recovery, has not been even
near what every other economic recovery has—even your—again,
even your own projections.

Secretary LEW. The performance of the U.S. economy has had to
create economic growth and jobs to make up for the deepest, deep-
est hole we have had in 70 years, in terms of our economy. We
have done that. We have performed in a way that—you know, I
have been to international meetings where, three years ago, people
looked at us and said, “How could you cause a financial crisis?”
They now look at us and say, “How do you have this economy that
bounces back, where the American people bounce back?”

That doesn’t mean we have done all the work. We have a lot of
proposals. If we could work together on things like infrastructure,
you would see some more progress. If we could work together on
education and training, you would see more progress. We have jobs
in this country that aren’t being filled because we don’t have people
with the skills for the jobs.

Mr. TIBERI. Well, I would argue

Secretary LEW. So there is a lot of work we could do to make
more progress, but I think if you look at where the country was
seven years ago, and where it is now, we have made a lot of
progress.

Mr. TIBERI. Thank you.

Chairman BRADY. Thank you. Dr. McDermott, you are recog-
nized.
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Mr. MCDERMOTT. Thank you, Mr. Chairman. Secretary Lew, I
want you to remember you are talking to the American people, as
well as to this Committee. So I want you to be very clear and sim-
ple in how you explain things.

I have been listening for as long as I have been in Congress
about the fact that debt was going to bury America, and that was
going to be the end of us. Can you tell us what the President has
done with the question of debt during his eight years in office?

Secretary LEW. Well, when we took office, the projections were
the debt was going to grow to over 100 percent of GDP. We were
seeing deficits, annual deficits of 10 percent of GDP. The annual
deficit is down to 2.5 percent of GDP. We have stabilized the debt
at around 75 percent, which is high by historical standards, but it
is because we were coming out of the deepest recession since the
Great Depression, so that it is for a reason that it got as high as
it did.

We are also in a period of very low interest rates. So it has made
it more manageable to handle the debt that we have.

I think that we have made a huge amount of progress. That is
not to say that over the long term we shouldn’t be working towards
reducing it. I am not going to argue that, if we could work together
on the kinds of tax policies and the kinds of deficit reduction that
would make sense in the long term, we could make more progress.

But what we can’t do is we can’t just cut the things that we need
to grow in order to reduce the deficit more in the short run.

Mr. MCDERMOTT. Well, that is what I wanted——

Secretary LEW. You were seeing that for a few years. When se-
questration was allowed to take effect, it was cutting at the bone
of this country. It was hurting our economy on a year-to-year basis.
The actions taken to restore discretionary spending, the annual ap-
propriations, and to replace cuts in annual appropriations with
longer-term, more balanced fiscal policies, has actually help boost
the American economy by several tenths of a percentage point. So
we have a control to even do better.

Mr. MCDERMOTT. Do you think a country can grow without
spending and going into debt? Can you put money into the national
institutions of health, or—how do you get the national institutes of
health to work——

Secretary LEW. I think right now, when you look at what our
debt is, our deficit, annual deficit, is essentially interest on the
debt. Economists call that primary balance. You know, so we are,
on a current basis, paying for what we spend, but we do have the
debt that we have to service. That is why it is, relatively speaking,
stable.

That is not to say that we should have no concerns over the next
20, 30, 50 years. But right now, if the trade-off between investing
in infrastructure, investing in research and development, and an
incremental additional bit of deficit reduction, I think would be eco-
nomically a mistake.

Mr. MCDERMOTT. Does the budget reflect that?

Secretary LEW. Yes, the budget reflects that. I mean it main-
tains stability in this 10-year window. It—we will leave office with
a manageable situation. We inherited what was an economy and a
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budget that was in complete meltdown, so I think we have made
huge progress over the last seven years.

We still have more work to do on many, many fronts. So I am
not saying——

Mr. MCDERMOTT. Let me bring you to the point of that other
work to do. Have you seen the Republican proposal for tax reform?
Have they come up to the White House and said, “This is what we
would like to pass, Mr. President, what do you think about it”?

Secretary LEW. The only formal proposal that I have seen is the
one that the former chairman of this Committee, Dave Camp, put
out.

Mr. MCDERMOTT. What happened to it?

Secretary LEW. Well, it didn’t get—I think I was more friendly
to it than many people in Congress were. I think there were a lot
of things in that plan that we could reach bipartisan agreement on.
Not the whole thing.

But if you look at what we are saying, and you look at what is
in that plan, and you overlap them, the overlap would tell any rea-
sonable person there could be agreement here. Obviously, you got
to engage and work it through.

Mr. MCDERMOTT. Last night we were at the Library of Con-
gress, we heard about Reagan. It took Reagan 6 years, from 1980
to 1986, to get tax reform through. That was at a time when
Reagan talked to Tip O’Neill, and when you had Members in the
Senate on both sides working together, Packwood and Bradley and
all the rest, and Rostenkowski and all of the people—are the ele-
ments there today for us to do that?

Secretary LEW. Look, I think that, you know, it is more chal-
lenging today than it was in 1986 because in 1986, you know, there
was no need to pay for the rate reductions. And, you know, we have
proposed business tax reform that pays for itself. And our budget
this year repeats that it should pay for itself, looking at last year’s
expiring provisions and—as a whole.

Chairman BRADY. Thank you, Mr. Secretary. All time has ex-
pired.

Mr. Reichert.

Mr. REICHERT. Thank you, Mr. Chairman.

Welcome, Mr. Secretary. I want to touch briefly on an issue that
you commented on yesterday with the Senate related to TPP forced
data localization. And I want to read your quote. “One of the issues
here is the requirements of our regulators in terms of what they
need to have their prudential reviews of financial institution.” And
you added, “So, as we are in the international space, we can’t give
away something for our financial regulators that they would need
here, in the United States. But we are working with the industry
and the regulators, as we go through this.”

So, what—Mr. Secretary, I am not convinced that our financial
regulators have made the case that they—that having such a provi-
sion adversely affects their prudential review. I just want your
commitment that you will work with us in trying to resolve this
issue.

Secretary LEW. Congressman, I will work on it. This is a com-
plicated issue. There is a lot of memories of what happened in the
financial crisis when there was a problem getting access to infor-
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mation overseas, and it contributed to the inability of some of our
regulators to respond, because they couldn’t see what was going on.

So I think there are legitimate concerns. We are having a con-
versation to see—with the—with industry, with the regulators.
What can we do, going forward?

And as I also said yesterday, in general our view on data local-
ization is we ought not to tolerate barriers being created that re-
quire that information technology be on-shored in each of the coun-
tries where you are doing business. And we have pushed hard in
many areas against localization. This is a more complicated area
because of the prudential regulatory concerns, and we have made
the commitment that trade agreements won’t overrule any of the
prudential regulatory matters.

Mr. REICHERT. So I will take that as a yes, that you are——

Secretary LEW. Yes, I

Mr. REICHERT [continuing]. Working——

Secretary LEW. We are working hard to try to come to a place
where people——

Mr. REICHERT. Okay.

Secretary LEW [continuing]. Can be more comfortable.

Mr. REICHERT. I look forward to working. I want to switch real
quick to something that you and I talked about last year, and that
is taxes on small businesses. And I am really frustrated by the
President’s budget in this regard.

At least we have some agreement, though, on the earned income
tax credit. So I am happy to see that, and some efforts on waste,
fraud, and abuse, and in other areas of the proposal.

But let me just go through what I personally think tax reform
should look like. And I don’t see it in the President’s budget. In
fact, I think it is really offensive to small businesses. Tax reform
should stimulate growth and efficiency by reforming America’s cur-
rent complicated and burdensome system into a simpler, fairer,
Tax Code, flatter Tax Code. Tax reform should promote U.S. jobs
and higher wages through a more competitive international tax
system. Tax reform should ensure that small businesses have a fair
and competitive tax system, including the tax rate.

As a result of the President’s budget, the top rate for small busi-
nesses will be 43.4 percent. They don’t get it. And I don’t get it,
either, Mr. Secretary. Tax reform should aggressively lower rates
and simplify the code. Even after enacting substantial increases in
capital gains taxes in 2010 and again in 2013, President Obama
continues to propose raising taxes on the investment American
workers need to become more productive and earn higher wages.

In 2009 the top rate on capital gains was 15 percent. With the
enactment of the 3.8 percent tax on investment income to fund
Obamacare, it was raised to 18.8 percent in 2010. In 2013 it went
to 23.8 percent. And with the proposal today, another 4.2 percent
has been added, and effectively it will be 29.2 percent.

Mr. Secretary, I and the small businesses in this country would
like your commitment to work with us on—and I would like you
to explain to me how raising taxes on small businesses helps the
American economy grow, helps small businesses grow, helps create
jobs. I don’t understand how you can raise taxes and create a grow-
ing economy and create jobs. Can you tell me how that helps?
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Secretary LEW. Well, Congressman, the President’s tax reform
proposal would be a tax benefit for 95 percent of small businesses.
So we totally agree that we ought to be helping

Mr. REICHERT. We went through this last year——

Secretary LEW [continuing]. Small business.

Mr. REICHERT [continuing]. And your numbers don’t add up.

Secretary LEW. Well, I am happy to go through it with you more
than I can do in

Mr. REICHERT. What I just read to you are tax increases on
small businesses.

Secretary LEW. Yes. You know, I just would point out that the
choice to organize as a pass-through or as a corporation is a deci-
sion businesses make, and

Mr. REICHERT. These are family-owned businesses that you are
taxing, Mr. Secretary.

Secretary LEW [continuing]. And we

Chairman BRADY. The time has expired.

Mr. REICHERT. I yield back.

Secretary LEW. I look forward to—I really haven’t had a chance
to respond, but I would love to have a more complete conversation,
because this is an important issue. We are very much advocates for
small business.

Chairman BRADY. Thank you.

Mr. Neal, you are recognized.

Mr. NEAL. Thank you, Mr. Chairman.

Thank you, Mr. Secretary. And I want to congratulate you for
what I think has been a stellar career. And I assume this is your
last budget presentation to the Congress. Always well rec-
ommended, and an individual who is very easy to have a conversa-
tion with. And I think you have really done a terrific job as Sec-
retary of the Treasury—not to miss the point that one of the great
ironies of my time in Congress is that the budget decisions that
were made well before Barack Obama was President made by our
friends on the other side, who really set the fire upon Barack
Obama’s inauguration, and they get to call the fire department. I
mean there is a certain irony to that period of time.

But let me speak specifically to an issue that is important to
those of us in western Massachusetts, and that is the ongoing debt
crisis in Puerto Rico. And I—again, pleased with the leadership
that you have demonstrated on it. I think there is an acceptance
that there are going to have to be structural changes, the worker
participation rate in the island of Puerto Rico I think we all ac-
knowledge is problematic. And not to miss the point that in re-
structuring they are going to need some debt relief, as well. And
I know that there is an acceptance that there is going to have to
be, perhaps, a—if I might use the example of a control board put
in place.

But the island needs more than structural changes. And it cer-
tainly needs more expansive economic opportunity and growth. And
most of us who have constituents and constituencies that involve
tourism, we know that they are much subject to the vagaries of
economies.

So could you talk a little bit about what your ideas are to fix the
Puerto Rican economy, Mr. Secretary, and




35

Secretary LEW. I am happy to. Thank you for the kind personal
words. As you know, I started out working for House Speaker
O’Neill. And much of what I have learned I owe to the time I spent
with him. And I think of that every time I am in this room.

Mr. NEAL. Thank you, Mr. Secretary.

Secretary LEW. I think if you look at Puerto Rico, it is a classic
case of insolvency. They have $72 billion of debt in a very com-
plicated structure that they can’t pay. They don’t—it is a third of
their budget, they don’t have the capacity. So there has to be a re-
structuring of their debt, in order for them to have an economic fu-
ture that can get back into any kind of a healthy place.

The immediate need is for Congress to pass legislation that will
permit them to restructure their debt. They don’t have that ability
on their own. I agree with you there is going to need to be some
kind of oversight that is respectful of Puerto Rico, but is serious,
accompanying that.

We have been working on both sides of the Congress, House and
Senate, on both sides of the aisle. I have talked to dozens and doz-
ens of Members of the House and Senate. I think there is a broad
understanding that this is something that will determine whether
three-and-a-half million Americans are plunged into chaos.

And I think there should be no misunderstanding of the imme-
diacy. They are already, for all practical purposes, in default. They
are not able to pay some of their bonds on a current basis. To pay
the other bonds they are doing things that would be unthinkable
in any governmental organization that was not insolvent. They are
taking money out of pension funds to pay bond holders. They are
taking money that is dedicated to one group of creditors and mov-
ing it to pay another. These are classic kinds of things you do when
you are insolvent.

Now, there is a solution. They can work through a restructuring.
That restructuring can be respectful of the fact that there are dif-
ferent categories of creditors. It doesn’t have to be one size fits all.
But it requires Congress taking action, because I don’t believe that
a voluntary restructuring process will be successful.

Let me just kind of say what happens if they don’t restructure.
If they don’t restructure, there is going to be a cascading series of
defaults that will lead to prolonged litigation, probably 5, 10 years
of litigation. It will tie the island in knots, and it will take an econ-
omy that is already suffering, with 3,000 people a month leaving
the island, and just make it so that it may never be able to bounce
back.

So this is quite urgent, it is something that I think we have to
all remember, that three-and-a-half million Americans, including
veterans, deserve our immediate attention.

Chairman BRADY. Thank you. Dr. Boustany, you are recognized.

Mr. BOUSTANY. Thank you, Mr. Chairman. Welcome, Secretary
Lew.

I—let me just start by saying I condemn this crude oil tax in the
harshest terms. I think it is the wrong diagnosis and the wrong
prescription. Now I can tell you, as a—before I came here, as a car-
diovascular surgeon I had to deal with a lot of complex problems.
You got to get the diagnosis right, and you got to act with urgency
to fix the problem.
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This industry, American energy production, took us out of reces-
sion. It was one of the major factors that took us out. It was Amer-
ican innovation that has restructured the entire energy markets
now superimposed on slack demand because of low growth, glob-
ally. We need the right approach to this. And putting this tax on
oil is going to hit the producers, it will hit the refiners, it will make
us less competitive. And the consumer in America will pay the
price at the end of the day. We deserve better than that. We need
a real 21st century energy strategy that is part of our broader eco-
nomic strategy. But I wanted to at least get that on the record.

But now I want to focus on international tax for a moment. This
is something I have been working on. I am chairing the Tax Policy
Subcommittee with the recent changes we have had. We are com-
mitted to doing this, and doing it with urgency. I don’t have to tell
you about the problems out there with the OECD BEPS issue,
state aid, a hostile tax environment, adverse mergers and acquisi-
tions and inversions. All of this, we all know about it, we have
talked about it ad nauseam. It is time for action, and we need a
commitment from you to work with us on this Committee to do
this.

Now, I have put forward a bill. And I appreciate your letter to
the president of the EU commission. It is important that you step
up on the economic diplomacy side to promote our American com-
panies in an unfair environment right now. I put forward some leg-
islation dealing with BEPS and Action 13 because some of our—
our companies feel like they are going to be treated unfairly with
regard to this master file issue.

The legislation gives you, as Secretary of Treasury, more tools to
deal with this by potentially withholding country by country re-
ports when necessary, and using that as leverage. Would you sup-
port that effort?

Secretary LEW. Congressman, we will look at all the tools that
we have at our disposal. They sometimes don’t work as well when
you look closely. But I am not familiar with that particular matter,
but I am happy to take a look at

Mr. BOUSTANY. I would ask that you do that. Secondly, I don’t
think we should be taking the approach of punitive measures going
after our American business that is trying to help grow this econ-
omy, the tip of the spear of American soft power, globally. What we
need is we really need international tax policy that is going to pro-
mote economic growth, competitiveness, and innovation, that frees
up capital, brings it back.

And that is what we are going to be working on, from lowering
the corporate tax rate to something that is really competitive, mov-
ing to a dividend exemption system, trying to deal with base ero-
sion in a very fair way, and looking at other types of innovations
like an IP box, are you committed to working with us on these
issues?

Secretary LEW. Congressman, I am committed to working to-
gether to get business tax reform done that works. I have made
clear we think that that should encompass lowering the statutory
rate, closing the loopholes, providing—using the one-time revenue
to pay for infrastructure, and closing down the inversions.
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I am open to suggestions. There are some things that we have
some problems with, as you know, and we—I am not going to pre-
tend that we love the patent box idea. That is something we think
is—has some problems. But I am open to working on this.

And you mentioned base erosion. It is important to remember
that we have made more progress in the last two years on the
international discussion of base erosion than in the prior 20 years.
When the G20 adopted base erosion principles, that was a big step
forward. One of the concerns I raised in my letter——

Mr. BOUSTANY. We have to make sure that these things are
applied fairly, and——

Secretary LEW. That is exactly where I was going.

Mr. BOUSTANY. Right.

Secretary LEW. One of the points I made in the letter I wrote
to the president of the European Commission is it risks under-
mining the progress we have made if there are unfair actions being
taken that target——

Mr. BOUSTANY. They are going beyond Action 13 now, with——

Secretary LEW. Yes.

Mr. BOUSTANY [continuing]. These country-by-country reports.
So I am glad you are doing this. But I want to give you more

Secretary LEW. Well, we have to act, because we can’t pretend
that our companies are not parking money to prevent paying—
avoid paying taxes on it. That is wrong, also, and we need to bring
that money home.

Mr. BOUSTANY. That is why we need tax reform——

Secretary LEW. Right.

Mr. BOUSTANY [continuing]. And not punitive measures di-
rected at American business. We need positive measures, going for-
ward.

And I want to give you the tools, and your successor the tools as
Treasury Secretary, to have the leverage to deal in this very dif-
ficult environment. So I hope you will work with me

Secretary LEW. I look forward to working with you——

Mr. BOUSTANY [continuing]. And our committee on this. Thank
you, I yield back.

Chairman BRADY. Thank you. Mr. Becerra, you are recognized.

Mr. BECERRA. Thank you, Mr. Chairman.

Mr. Secretary, great to have you with us. Thank you for your tes-
timony. And, by the way, I hope you go at warp speed at what you
are doing in trying to go after those tax cheats, those tax evaders,
those companies that depend on American military power, Amer-
ican foreign and diplomatic efforts, that depend on the American
public to make them as good as they are, that depend on American
consumers to be profitable.

I hope you go out there and do everything you can to show those
American companies that if they want to continue to be American
companies they should pay their fair share of American taxes, be-
cause no American who gets paid on a weekly or monthly basis
with a paycheck, and has his or her taxes deducted at the same
time he gets—he or she gets a check should be—should find that
a company can avoid paying those taxes because they don’t have
the same kind of monthly deductions to help keep our government,
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we the people, our government, functioning to protect our American
families and those American companies.

So you go to it, and do not be intimidated by anyone who is try-
ing to protect companies that are not paying their fair share of
American taxes.

I wanted to ask you about Puerto Rico—and I know you have
been asked a little bit about it already. Do you see any light at the
end of the tunnel here? Because the people in Puerto Rico, those
U.S. citizens in Puerto Rico, are trying to figure out will we finally
see action taken so that they can get their house, fiscal house, back
in order?

Secretary LEW. Look, I do see some light in the tunnel. I think
it is very important that Speaker Ryan directed the House commit-
tees to take action by the end of March. It reflects the urgency of
the need to act now. There are May, June, and July bond payments
due. You need to act in time for Puerto Rico to have space to be
able to manage that.

I think there is differences of views as to how to do this. Those
differences can be bridged. The one thing that I just have to say
on a slightly more pessimistic note is this is not a case where just
doing something solves the problem. It has to be something that
works. It has to cover enough of the debt that they can actually re-
structure and have a way forward. And I have heard some pro-
posals that would limit it to such a small portion of Puerto Rico’s
debt that it doesn’t solve the problem.

So, there is various ways to do it. There is ways to be—to not
have it create precedence for states. There is ways to do it without
amending the bankruptcy code. Because of the territorial status,
you could do it through territorial legislation. We are open to a con-
versation on a bipartisan/bicameral basis, but it has to happen fast.
If action isn’t taken in the March/April time frame, we are going
to find ourselves looking at May, June, and July before we blink.

Mr. BECERRA. Well, thank you for that. And I hope that Con-
gress will step to the plate and do its part because, quite honestly,
it has to be Congress who has to make it possible. And we are talk-
ing about doing something that helps the people in Puerto Rico
without costing American taxpayers a single penny. And I think it
is outrageous that U.S. citizens in Puerto Rico have to wait until
Congress will act to be able to get their fiscal house in order. They
are just simply asking for the same opportunities that states have,
that cities have, to make sure that they get their fiscal house in
order. And it is distressing. And so I urge you to continue your ef-
forts there.

Can I—I am going to veer for a second. Can you send a message
to Commissioner Koskinen for me? Could you please tell him to do
not—don’t be intimidated by some of the words that he may be
hearing coming out of this Congress, telling him not to do his job.
I think it is outrageous that today we have in the law a provision
in the law that allows certain entities to create a corporation and
call it non-profit, which is supposed to be there for the exclusive
purpose of providing social welfare services, and that provision in
the tax law is being used by entities to game the system and play
politics.
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More money is being spent by these so-called not-for-profit enti-
ties than the political parties combined. And that this Congress
would put a provision into law that prevents the commissioner of
IRS from investigating those entities that are gaming the system
is outrageous, and I hope that the commissioner will not be intimi-
dated, and will pursue the proper investigation of this to make sure
that American taxpayers’ money is not misspent.

Chairman BRADY. Thank you. All time is expired.

Mr. BECERRA. Yield back my time.

Chairman BRADY. Mr. Roskam, you are recognized.

Mr. ROSKAM. I think there is unanimity on the committee that
we want the IRS to follow the law as the law is written. But let
me bring your attention to something else, Mr. Secretary.

In 2008 to 2012, ClearStream, which is a Luxembourg financial
service provider, essentially accumulated and was involved in the
transfer of payments, and shielded the Iranian Government, took
in $1.67 billion in payments. There was federal litigation that was
brought by the victims of terror through the Marine bombing in
Beirut, and they were unable to attach that money. A federal judge
invited the Treasury Department, the Office of Foreign Asset Con-
trol, to weigh in on the question. OFAC did not weigh in on the
question, and the judge ruled against the victims of terror.

So, think about it. You have got this foreign entity that is this
Luxembourg operation that is involved in, essentially, a financial
hustle and a manipulation, arguing that these assets are outside
and cannot be attached by a U.S. jurisdiction. And notwithstanding
the good work of OFAC in the past, they were silent. They were
absent, and they didn’t weigh in on this.

So, if we are deferring then on this—essentially, a sharia sort of
financial arrangement, how is it that we can, number one, bring
justice to these victims and, number two, isn’t that a dangerous
precedent? And can you—I mean—and these are in violation, Mr.
Secretary, of executive orders. I mean this is pretty clear stuff. Can
you give us a sense of where this is going, and how these victims
get their justice?

Secretary LEW. Congressman, I don’t comment on specific mat-
ters that are pending either at OFAC or in other bodies like that.
But let me just talk, if I could, a little bit about both the victims
and about our approach on sanctions.

We, obviously, have a great deal of empathy for the victims, and
have on many occasions, you know, worked to make sure that, to
the extent that we can be helpful, that we are helpful.

The—our approach on sanctions has, I think, been very tough.
We have worked, you know, without any reservation to go against
Iranian assets and put them in a place where we lock them up.
And I think that is one of the reasons that we saw Iran come to
the negotiating table over its nuclear weapons, because it
worked——

Mr. ROSKAM. Listen, I will stipulate that is why they came to
the negotiating table.

Secretary LEW. Yes.

Mr. ROSKAM. Time is short, so let me urge you to reconsider
this OFAC question, because I think it is a problem. It is a problem
vis-a-vis the Iranians, it is going to be a problem vis-a-vis any
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other bad actor who basically says, “Hey, we are able to take this
money and by doing bookkeeping manipulations, we are able to
keep this outside of the jurisdiction.” That is a problem.

Let me ask you a question as it relates to tax treatment. Then-
Chairman Ryan wrote to the President last fall, asking about the
901(j) provisions. These are tax provisions. This is authority that
the President has to waive certain favorable tax treatment, pos-
sibly, to the Iranians. Based on what you were just saying about
the Administration’s attitude on sanctions, do we have your assur-
ance that the Administration is not going to waive any provisions
under 901, under Section 901, so long as the Iranians are complicit
with terror?

Secretary LEW. So I am going to have to get back to you on 901.
I

Mr. ROSKAM. It is the foreign tax treatment for the Iranians.

Secretary LEW. So what we have made clear is that we are going
to hold Iran accountable for its behavior.

Mr. ROSKAM. And does the accountability mean they don’t get
any—they don’t get waiver——

Secretary LEW. Well

Mr. ROSKAM [continuing]. So long as they are continuing to fi-
nance Hezbollah, Hamas, and these other terror organizations,
which

Secretary LEW. Well
4 Mr.? ROSKAM [continuing]. The Administration admits they are

oing?

Secretary LEW. So having agreed on the nuclear issues, we have
lifted the nuclear sanctions, but we have in place the—sanctions on
terrorism, sanctions on missile development, sanctions on regional
destabilization. In the last weeks we have put in place additional
designations on missile designations. I have been clear that all of
those efforts will continue underway.

I am not familiar with the 901(j) issue, so I don’t want to address
it specifically. But our view on our—on the non-nuclear sanctions
is that they stay in place, and that Iran has to change its behavior
in those areas.

At the same time, we have lifted the nuclear sanctions because
they complied with the nuclear agreement, and that is a good
thing, because that slows down and takes them off the path they
were on to——

Mr. ROSKAM. Silence is assent. And the unwillingness to an-
swer Chairman Ryan’s question I think is troubling.

Chairman BRADY. Thank you.

Mr. Doggett, you are recognized.

Mr. DOGGETT. Thank you, Mr. Chairman. And thank you, Mr.
Secretary.

I think eyes glaze over for anyone who is watching our discussion
of earnings stripping and inversions, unless they are a tax lawyer
or perhaps a lobbyist for one of these tax-dodging corporations.

Earnings stripping, in simple form, is two corporations next door
to each other competing for the same American customers, and one
of them comes up with the bright idea with their accountants and
tax lawyers that they will shift some of their profits and not be
taxed like their competitor to some sham offshore operation. And
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they do that, and we have permitted them to do that, and they
gained a competitive advantage over an American company that is
here, doing its fair share.

Same thing is true of inversions, where a corporation basically
renounces its charter, its American citizenship, and declares that
it is a foreign corporation, even though it keeps all of its operations
here. This is not a new problem.

Treasury did the study almost a decade ago about how earnings
stripping and inversions come together and predominate within the
inversion category. I think it is outrageous that this giant rip-off
of the American people continues to occur, that our Republican col-
leagues obstruct legislation that has been pending here for years.
You come up with the same proposals year after year.

It would seem to me that the inversion problem is so severe that
we would be better off, in addition to what you propose, doing what
Secretary Clinton has proposed, and which—a matter in which I of-
fered legislation last year and will re-introduce, and that is to have
an exit tax.

The Supreme Court thinks these corporations are people, and
they ought to be treated like wealthy people who renounce their
citizenship, who don’t love America enough to pay any taxes here,
and who go off and get a passport from some Caribbean island.

I think a legislative approach to deal with a Tyco that goes to
Bermuda, goes to Ireland, but really stays in New Jersey—that is
Johnson Controls will join them. A Pfizer that won’t charge Ameri-
cans Irish pharmaceutical prices, but want to pay Irish taxes is a
really serious problem this Congress does, as you suggest, need to
urgently address with legislation.

But I think also, Mr. Secretary, this is where we have some dis-
agreement. Because of the failure of this Congress to act, and the
fact that it is very improbable that it will act, you need to be more
completely using existing administrative authority. The actions
that you have taken to try to discourage inversions haven’t worked
very well. The inversions have continued. In fact, in size they may
well have increased.

I believe that as you look at codifying or reducing to formal regu-
lations what you have already done, that you have authority
through Section 385 to limit earnings stripping, that you have au-
thority under Section 385 to draw a distinction between debt for
multinationals and debt on the domestic scene, and that you ought
to use that authority because you can see this Congress will not
act.

Similarly, under Section 956, as has been urged by Professor
Avayona, who has testified here on a number of occasions, you
have the ability to deal with the hopscotch transactions that are
going on, where companies like Pfizer are dodging their responsibil-
ities to pay their fair share, as Mr. Becerra said, of our national
security. You have other authority under Section 956.

And I would just urge you to recognize this is a hemorrhage that
is going on. It is a hemorrhage that has been going on for some
time. This Congress won’t act. And it really begins to appear to
anyone who is cynical about it that you would rather use these in-
versions as an excuse for broader tax reform than to prevent them
from happening.
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I am all for broader tax reform. I think our rates should come
down. But I don’t think tax reform should be used as an excuse to
just let multinationals pay even less than they are now. We get
some sense of how big that gap is from the proposal that you have
advanced for tax reform where you have increased by 70 percent
to $350 billion the amount that you believe would be obtained with
your 19 percent rate being applied.

That is a huge amount. It has grown substantially since last
year. It will continue to grow. Please use your authority to stop
some of this now, even though we know the ultimate solution is a
Congress that cares about protecting the American people and see-
ing that our businesses are dealt with on a level, competitive play-
ing field. I yield back.

Chairman BRADY. Thank you.

Dr. Price, you are recognized.

Mr. PRICE. Thank you, Mr. Chairman and welcome, Mr. Sec-
retary. I want to start with a compliment on the President’s budg-
et. I noted that there are cuts and consolidations on the discre-
tionary side that are identified of nearly $30 billion in Fiscal Year
2017. And so I want to thank you for that positive move. I hope
we can get together and work on that.

I want to, however, talk initially about kind of the big picture.
And we have talked about a lot of specifics on this budget. But the
fact of the matter is that the President’s budget, the budget that
you all are presenting, is—incorporates $4.1 trillion in spending in
the next fiscal year, the first budget by a president over $4 trillion.

It proposes $3.4 trillion in new taxes, new taxes on the American
people, including that $10-a-barrel tax on oil which is paid by the
American people. That is not paid by those companies, it is paid
by the American people, one of the most regressive taxes that this
Administration has proposed.

Adds 9—your budget adds $9.3 trillion—trillion dollars—to the
national debt over a 10-year period of time, and it never, ever, ever
balances. The budget never balances. That increase in debt means
that we pay more interest on that debt. In fact, in 2022 the interest
on the debt in your budget, the President’s budget, will exceed the
amount that we are spending to protect the American people, the
amount that we are spending on defense. And the interest rate in
2026 will be over $900 billion a year, certainly not a sustainable
path, I don’t believe.

You were—you said earlier that, “Progress is not inevitable, it is
the result of choices.” And so, I want to share with you a slide here,
and revisit an issue that has been talked about.

Mr. PRICE. And folks are passing this out. This is the growth
projections from Congressional Budget Office, average growth over
a 10-year period of time, over the last 4 years. In January of 2012,
in 2012, the projection was it would be 3 percent a year. Then 2.9
percent a year. And then 2.5 percent a year. And then 2.3 percent
a year. And then—and this projected from CBO—2.1 percent a
year.

Mr. Secretary, that doesn’t appear to be a movement in the right
direction, and it appears to be the result of some choices that the
Federal Government is making. So I would ask you why do you be-
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lieve the projections are—have dropped over 30 percent, 30 percent
in the past 4 years?

Secretary LEW. Well, Congressman, as I was indicating before,
if you look at all of the economic indicators, obviously, the creation
of 14 million new jobs and the reduction——

Mr. PRICE. That is not the question.

Secretary LEW. So

Mr. PRICE. Why has the projection for growth gone down 30 per-
cent?

Secretary LEW. You know, there is no question right now that
there are international headwinds that are slowing U.S. growth.
We are doing well in an environment, a global environment, that
is very challenging.

Mr. PRICE. Let me ask you

Secretary LEW. And I think that that has to be taken into ac-
count.

Mr. PRICE. You are absolutely right. Shouldn’t also the taxes
that we apply to businesses and individuals be taken into account,
and the regulatory oppression that we have?

What is our corporate tax rate right now?

Secretary LEW. Our statutory rate is 39.5 percent.

Mr. PRICE. Thirty-nine-and-a-half percent. And you are familiar
with the OECD, the industrial

Secretary LEW. Look, there is no doubt our

Mr. PRICE. The list of industrialized countries—you are familiar
with the industrialized countries?

Secretary LEW. That is why we are all so much saying that we
support business tax reform. Our statutory tax rate and our aver-
age tax rate have nothing to do with each other.

Mr. PRICE. And you proposed to take the corporate tax rate to
what?

Secretary LEW. We have proposed taking it to 28 percent.

Mr. PRICE. And Canada’s rate is?

Secretary LEW. I would have to look:

Mr. PRICE. Fifteen.

Secretary LEW [continuing]. To get the exact

Mr. PRICE. And Germany’s rate is 15. And Ireland’s rate is 12.5.
And Switzerland’s rate is 8.5.

Secretary LEW. Yes.

Mr. PRICE. And the United Kingdom’s rate is——

Secretary LEW. I think if the United States’ statutory tax rate
was 28 percent, it would be enormously competitive in the

Mr. PRICE. Let me talk about inversions, because we have heard
them called tax cheats. Are these companies cheating? Are they
cheating the tax

Secretary LEW. Look, I have said it is wrong, and we have to
change the law.

Mr. PRICE. Is it illegal?

Secretary LEW. No, we have to change the law. Congress has to
change the law——

Mr. PRICE. Okay. It is important that people appreciate it is not
illegal.

Secretary LEW. That doesn’t make it right.
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Mr. PRICE. And you are right. And when you have got so many
companies doing this, at some point we have got to look in the mir-
ror, as a country.

Secretary LEW. Yes, look at——

Mr. PRICE. What are we doing that is incentivizing them to
move? Because they didn’t move 20 years ago. They didn’t move 40
years ago. In fact, they wanted to start their businesses in the
United States, because they knew this was the place of oppor-
tunity, and the place where things could thrive and grow. And
something has happened now for these companies to say to them-
selves when they sit in the room and try to figure out just how to
make a go of it, how to create jobs and grow businesses, something
has happened for them to say, “We think it is better for us to be
at those lower tax rates.”

Secretary LEW. Our Tax Code is broken. And Congress has to
fix it. That is why I have, for three years, come before this Com-
mittee saying let’s work together to fix it.

Mr. PRICE. And let me—and we thank you for that. But nothing
has been done. And I want to associate myself with the remarks
earlier that mentioned the pass-through entities, the small busi-
nesses have a tax rate above 40 percent. So we, as a government,
are punishing job creators and the American people.

Secretary LEW. Well, if you are interested in working on fixing
business tax——

Mr. PRICE. Look forward to it.

Secretary LEW [continuing]. The business Tax Code so we can
lower the statutory rate and be competitive in the world, that is
what we are advocating, so

Chairman BRADY. Time has expired. Thank you.

Mr. Thompson, you are recognized.

Mr. THOMPSON. Thank you, Mr. Chairman.

Mr. Secretary, thank you very much for being here. I want to
commend the President’s budget in regard to the new market tax
credits. I think that is extremely important. And I want to com-
mend you and your team for working with my office on improving
that program. We came to you with an issue regarding closed mili-
tary bases, and tried to put a BRAC component.

I had legislation in the House to do that, bipartisan with a
former Member of—Ralph Hall from Texas. And in this Congress,
sadly, it went nowhere. But with your commitment and your deter-
mination, we were able to work around that, and figured out a way
to allow closed military bases to take advantage of these tax cred-
its. And that is going to be extremely important, and will be job
growth-inducing and environmentally important, as well as these
bases start to

Secretary LEW. I appreciate your interest in the new market tax
credit and your advocacy for it. I am pretty attached to it. It is one
of the last things we did at the end of the Clinton Administration
on a bipartisan basis with the Congress, and I think it has done
an enormous amount of good, which is why we are—we are sup-
portive of it because it works.

Mr. THOMPSON. Well, I appreciate it very, very much. And the
one issue I do have concern with—and I think you know my posi-
tion on this well, and that is the repeal of LIFO.
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My concern, as you know, is the retroactive aspect of it, and I
think that—if that were to happen, it was going to be very dam-
aging to a lot of businesses who have been playing by the rules,
abiding by the law, and working right here in this country, not one
of these—not these companies that try and manipulate the Tax
Code so they don’t have to pay taxes or move overseas so they can
avoid taxes. But just good business people, good businesses right
here at home, trying to make a living and trying to employ people.
And if this retroactive component is to take effect, it would be very
damaging to these folks.

And I know you passed out the letter that you had sent to the
European commission, and in it you reference to the DG for com-
petition that you—one of your first concerns is that they are chang-
ing procedures and imposed penalties retroactively. And I just
wanted you to know that those of us who represent districts that
have LIFO companies, LIFO industries, we feel the same heart-
burn when you talk about retroactively collecting revenues and
changing the Tax Code.

So I would really like to work with you to see if we can’t figure
this out, and just wonder if you have considered the impact of this
proposal on small businesses and their employers, and if you—and
have you considered that it could be less disruptive or less burden-
some on businesses—ways that it would be less burdensome on
businesses if they used the LIFO in its existing condition?

Secretary LEW. Congressman, I understand this is an issue of
deep concern to businesses in your district, and it is, in common
with other loopholes that we close in the Tax Code, something that
does impose a burden on those who have benefitted from what we
believe 1s something that needs to be fixed in the Tax Code.

The nature of this provision is it will be implemented over time
that firms will have an ability to do some averaging, so it doesn’t
hit all at once. And we don’t view it as retroactive, because it just
is a question of the timing, not the incidence of the tax burden. So,
we would look forward to working with you on this.

I think that one of the reasons tax reform is so hard to do is that
it does impose burdens to close loopholes. But we can’t lower the
statutory rate if we don’t close the loopholes that make the average
rate now——

Mr. THOMPSON. I don’t disagree——

Secretary LEW [continuing]. Lower than the statutory

Mr. THOMPSON. I don’t disagree with you on that front. How-
ever, when you close a loophole but reach back and try and collect
those revenues that were the revenues from tax law as it used to
be before change, I think that is where the rub comes.

It would be the same if, you know, we changed the tax bracket
at which you are taxed, and went back 5 years or 10 years and had
you make that up. It just seems inherently unfair, and it would
have a very negative impact on businesses. And not just in my dis-
trict. There is a number of people on this dais and throughout the
Congress who have LIFO companies, and it would harm them and
their communities. So thank you.

Secretary LEW. I appreciate the concern.

Chairman BRADY. Thank you. For the Members’ information, let
me ruin Mr. Larson’s day by noting we will be going two-to-one
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questioning at this point to ensure all of our Members get a chance
to question the Secretary.

So, Mr. Smith, you are recognized.

Mr. SMITH OF NEBRASKA. Thank you, Mr. Chairman and
thank you, Mr. Secretary, for your presence here today.

I just want to clarify some things here. Now, when you said busi-
ness tax reform, that is equating to corporate tax reform, correct?

Secretary LEW. Well, I mean, the reason we call it business tax
reform is we also have done things to change the way that all busi-
nesses can handle their accounting and their choice of how they
present themselves, what form they organize under. So there are
benefits that go to particularly small businesses under the pro-
posals that we have.

Our changes to the rate structure are on the corporate side.

Mr. SMITH OF NEBRASKA. So you are saying that a small
business that might pay under the individual tax rate or pass-
through is inclusive of this in this term?

Secretary LEW. Well, for example, we propose increasing the
Section 179 deduction. That will be a benefit to small businesses,
however they are organized. So there are benefits in here that are
going to accrue to small businesses. Our calculation is

Mr. SMITH OF NEBRASKA. But no rate reform for——

Secretary LEW. That is what I said. The loophole closers and the
rate changes are on the corporate side.

Mr. SMITH OF NEBRASKA. Okay, but I—I appreciate that clar-
ity, because, let’s face it, roughly half of all private-sector employ-
ment in the United States exists in these pass-through entities
that?pay tax under the individual rate structure. Isn’t that accu-
rate?

Secretary LEW. Yes. I mean we have to also be clear that the
pass-throughs are a very different—they are very different kinds of
businesses that are pass-throughs. Most small businesses are going
to get a benefit from our business tax reform proposal. The ones
that are going to tend not to are not what people usually think of
as pass-throughs. It is large firms, like oil pipeline, gas pipeline
companies, hedge funds that have organized as pass-throughs to
take advantage of a more attractive structure in the Tax Code. So
we have to be clear who we are talking about.

Mr. SMITH OF NEBRASKA. But in the same vein, I mean, cor-
porate tax reform would include General Electric. Wouldn’t that be
accurate?

Secretary LEW. Correct.

Mr. SMITH OF NEBRASKA. And——

Secretary LEW. Anyone organized on the corporate side.

Mr. SMITH OF NEBRASKA. Right, right. So I would hope that
realizing that the current state of our Tax Code is begging for re-
form—and not just the corporate side, or not just perhaps adding
some layers of complexity on the individual side that we would say
is a tax relief, but, you know, simplifying our Tax Code must hap-
pen.

And, you know, I—there is a lot of debate now about, you know,
small, large businesses, domestic, international. And so we know
that U.S. businesses have generated business overseas. And I see
that as a good sign. Would you agree with that?
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Secretary LEW. I think generating business at home and over-
seas are both good signs.

M}Il‘ SMITH OF NEBRASKA. Right. And I am glad we can agree
on that.

Now, you had mentioned earlier about wanting to require busi-
nesses to return their profits to the U.S., require U.S. businesses
to return their profits

Secretary LEW. Yes. Right now you have a lot of businesses that
are holding their earnings overseas before they bring them home.
They are not investing them overseas, they are not investing them
here, they are just deferring bringing them home.

We would—as we go through the process of rewriting the busi-
ness Tax Code, we would say that all that income that is parked
overseas comes home. And then we propose a tax rate of 19 per-
cent. I believe the——

Mr. SMITH OF NEBRASKA. What would be the mechanism that
would require them to bring that back?

Secretary LEW. It would be a requirement in the—that, actu-
ally—my tax counsel is correctly pointing out they wouldn’t have
to bring it home, they would have to pay taxes on it. You couldn’t
defer the tax on it. They could leave it sitting where it is, but they
couldn’t defer the taxes any longer.

Mr. SMITH OF NEBRASKA. Okay. So I do hear you saying that
our international tax policy needs to be reformed, and we can help
businesses, U.S. businesses, grow as a result, and help our econ-
omy as well. Is that accurate?

Secretary LEW. Yes. And, you know, Congressman, I will say I
have said to some of the U.S. businesses that are affected by the
actions we have talked about in the European Union that they
ought to, before having the kind of minimum tax proposal that we
have, to bring that money home and clarify this issue so they are
not being attacked overseas.

I actually think it would be better for everyone if we did it. You
know, you could negotiate what the rate is. You know, if I recall
correctly, Chairman Camp proposed 12 percent, I think a 12 per-
cent rate. We proposed 19.

You know, the point is it shouldn’t be sitting tax free. The reason
we are seeing the kind of outrage around the world is the money
is just sitting there. That is not an excuse for saying that it is not
U.S. income to be taxed in the United States. But only Congress
can do something that will address that.

Mr. SMITH OF NEBRASKA. Thank you.

Chairman BRADY. Thank you.

Ms. Jenkins, you are recognized.

Ms. JENKINS. Thank you, Mr. Chairman.

Thank you, Secretary Lew, for being with us today. Over the past
five years in the House there have only been two votes in support
of the President’s budget. There is 435 of us, 2 votes for the Presi-
dent’s budget the last 5 years. All of us are elected to represent the
American people. And I am just really puzzled, when you are re-
jected that soundly by the folks here in the people’s house, why you
wouldn’t be willing to work with us on changing—I think you
called this budget your vision for America—one that might more
accurately reflect the priorities of the American people.
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You know, this Committee has discussed on numerous occasions
that the American people are being hurt by this President’s failed
economic policies, and statistics that we just saw show that growth
is being stuck at two percent, nationally. That really does not do
justice to the hard-working American people who are suffering
right now.

In this budget for Fiscal Year 2017 our budget chairman has al-
ready noted you will increase annual spending by $2.5 trillion over
the next 10 years. It includes 3.4 trillion in new taxes. Annual col-
lections will increase by over 2 trillion in 10 years. The debt, fed-
eral debt held by the public, will increase well over 7 trillion in the
next 10 years. That is a 51 percent growth in debt in just 10 years.

The President’s plan more than triples interest costs, which re-
mains the fastest growing item in the budget. The President’s esti-
mates indicate the net interest outlays will grow 228 percent over
the 10-year budget window. Under this President’s plan, interest
costs are going to be larger than the appropriations for the Defense
Department for 2022.

This budget is putting us on a path where we are just borrowing
to continue to pay for more borrowing. Can you tell us and the
folks that we represent how can you be comfortable with this budg-
et, when we are borrowing nearly twice as much money as we are
currently borrowing, just money to pay more money?

Secretary LEW. Congresswoman, you know, if you look where we
started in 2009, and where we are now, we have stabilized the situ-
ation that was out of control. I know what it means to balance a
budget; I was OMB director for three years

Ms. JENKINS. Well then, why don’t you budget

Secretary LEW [continuing]. The only three years we had a bal-
anced budget.

Ms. JENKINS. Why don’t you balance the budget?

Secretary LEW. But when we came into office, the economy had
shrunk by way more than two percent. It was like eight or nine
percent the year before.

Ms. JENKINS. You are talking about——

Secretary LEW. We had the deepest——

Ms. JENKINS [continuing]. About 2022.

Secretary LEW. Yes, so

Ms. JENKINS. You can’t ever, ever get to balance—in perpetuity,
when we take these figures, and you project it out in perpetuity,
you can’t ever point to a time where you will stop spending more
of my constituents’ money than you take in. And I get tired of hear-
ing this primary balance. The folks at home know what balance
means. It means you don’t spend more money than you take in.
And I don’t see how we can look our kids in the eye and explain
to them why we can’t pay for the things that we are enjoying
today, we are just going to send them the bill.

Secretary LEW. So, look. I think that we have to look at the driv-
ers of some of the spending and ask: Do we want to pretend it is
not happening? Demographic changes have meant that more people
Wcilu be on Social Security and Medicare in these coming dec-
ades——

Ms. JENKINS. So you are just not being honest with people—

Secretary LEW. No——
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Ms. JENKINS [continuing]. You really intend to raise taxes——

Secretary LEW. No

Ms. JENKINS [continuing]. A whole lot more than the budget re-
flects, you just don’t want to tell them that.

Secretary LEW. No, I am being completely honest. I am saying
that, you know—go back a few years. When I was OMB director
and we had a surplus, we were building up, over the 10 years when
I left, $5.5 trillion of surplus.

Ms. JENKINS. Why can’t you do that again?

Secretary LEW. That money wasn’t there when we came back in.
We were seeing deficits that were enormous. And we have sta-
bilized it. I don’t think Social Security and Medicare should be cut,
you know, to take away from people what they need and what they
have been promised.

Ms. JENKINS. And we will agree on that——

Secretary LEW. And we have proposed a balanced approach——

Ms. JENKINS. So what year does your

Secretary LEW [continuing]. To get to a stable budget.

Ms. JENKINS [continuing]. Your budget balance?

Secretary LEW. I am not going to say that it presents a year of
balance.

Ms. JENKINS. That is because it never does.

Secretary LEW. I said it is a stable, sustainable path, and we
have a long period when we can deal with some of these long-term
issues.

I think I would ask the question to you: How would you balance
the budget? What would you cut?

Ms. JENKINS. Our budgets the last few years, and the budget
that the budget chairman will present, they always get to balance,
and puts us on a path to totally eliminate the debt.

See, the problem here is

Secretary LEW. And I suspect there will be policy there——

Ms. JENKINS. Excuse me. The problem here is

Secretary LEW [continuing]. That we have real disagreements
over.

Ms. JENKINS [continuing]. That people in Kansas are sitting
there, running their businesses and their personal finance, and
they have to balance their budget. And they can’t, for the life of
them, figure out why we can’t do the same here in Washington.

Chairman BRADY. Thank you. Mr. Larson, you are recognized.

Mr. LARSON. Thank you, Chairman Brady. And thank you for
holding this hearing. I would just say that—and Secretary Lew,
thank you so much for your service to the country in two adminis-
trations. And thank you for leaving us with a surplus, and having
balanced the budget, and left us in a position that we could have
built on, where we would have alleviated all of our national debt
by 2009.

There was another administration that happened in between
and, yes, there were also wars that have taken place. But clearly,
this Administration has done an outstanding job in digging us out
of the ditch that we were presented—as you pointed out, the worst
since the Great Depression.

I want to thank the chairman, as well, for his comments about
the kind of cooperation that we saw at the end of the session. I
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think we ought to build on that, as a committee. You know, above
the chamber it was Webster who famously said, “Let us develop
our resources of our land, call forth its powers, build up its institu-
tions, promote all of its great interests, and see whether we also,
in our day, in generation, may not perform something worthy to be
remembered.” I think that is what the American people want. They
are tired of this back-and-forth. You see that, we see it on both
sides with respect to our presidential races.

And look who—look where the public is. And as many are calling
this an outsider revolution, I am heartened to see that Donald
Trump, for example, is supporting—the Republican frontrunner is
supporting increases in Social Security, is advocating directly nego-
tiating with pharmaceutical companies so that we can actually
lower the cost. We are heartened by this.

We are heartened, clearly and always, by the standard-bearer of
our party, Hillary Clinton, standing up for expanding Social Secu-
rity, and Bernie Sanders, as well. This is a great opportunity.

I would like to submit for the record also—and I have the great-
est respect for my colleague from Texas, I am glad that he brought
up those—the situation that exists with Social Security. But I
would add just a couple of things, Mr. Lew, by way of question.

Social Security often times gets called an entitlement. I believe
this is called the Federal Insurance Contribution Act. Is it not, in
fact, a premium payment that individuals make into the Treasury?

Secretary LEW. Well, it is funded by employer and employee con-
tributions.

Mr. LARSON. Yes. And I would like to submit for the record this
actuarial report from a Social Security chief actuary, a plan that
we have introduced on this side. And I hope—and I say this with
all due respect—that we are able to get a hearing on this, because
it is the vitality of ideas. And with both sides of the aisle talking
about this in a presidential race, I think we should be talking
about it here in this Committee as well, because this should be
something that this Committee that has—can be remembered by.

And I think it is long overdue that we come to an understanding.
Mr. Neal pointed out the other day in another hearing that we
had—and I thank you for that, Mr. Chairman—that we have be-
come totally reliant. Employers are moving to 401(k)s as the only
means in which members are going to be able to put money aside.
If not for Social Security, what do we have?

And for Republicans now finally—and I commend Mr. Trump for
saying, “Look, we cannot be talking about cutting benefits from
people who the only thing that they may have to retire on is their
Social Security, including most women.” I know that the gentleman
from Texas understands this from the people that he has rep-
resented all of his life. And I think, at its core, all of us want to
make sure that we are preserving Social Security so that it works
for the people.

We have an opportunity to do this. We have a proposal that will
do this that will not increase the national debt but, in fact, will
provide an opportunity that will not only expand benefits, but—
how about this, and I hope my colleagues will join me with this—
provide a tax cut for working seniors, because we have never ad-
justed since 1983, when Mr. Lew and others did the work on this



51

Committee to make sure we put there—we placed there, and did
not make the change for our working seniors to have a tax break.

So let us join together on this, solve the problem for the next 75
years, not 40, not 30, but do it in a way that we both offer extra
and expanded security and tax cuts. Clearly, we can both agree on
that.

Chairman BRADY. Thank you. Without objection, the documents
will be entered into the record.

[The information follows:]
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March 18, 2015

The Honorable John Larson
United States House of Representatives
Washington, D.C. 20515

Dear Representative Larson:

I am writing in response to your request for estimates of the financial effects on Social Security
of H.R. 1391, The Social Security 2100 Act, which you introduced yesterday. This Bill
(hereafter referred to as the proposal) includes six provisions with direct effects on the Social
Security Trust Funds., We have enjoyed working closely with Scott Stephanou of your staff in
developing this proposal to meet your goals.

The enclosed tables provide estimates of the effects of the six provisions on the cost, income, and
combined trust fund reserves for the Old Age, Survivors, and Disability Insurance (OASDI)
program, as well as estimated effects on retired worker benefit levels for selected hypothetical
workers. In addition, tables 1b and 1b.n provide estimates of the Federal budget implications of
the six provisions. Assuming enactment of the proposal, we estimate the OASDI program to be
bly solvent th hout the 75-year projection period, under the intermediate assumptions
of the 2014 Trustees Report,

We base all estimates on the intermediate assumptions of the 2014 Trustees Report. We provide
estimates for the combined OAST and DI Trust Funds reflecting the intent to reallocate the total
tax rate as needed to equalize the actuarial status of the two separate trust funds, The estimates
and analysis provided here reflect the combined effort of many in the Office of the Chief
Actuary, but most particularly Alice Wade, Christopher Chaplain, Daniel Mickerson, Jason
Schultz, Kyle Burkhalter, Katie Sutton, Tiffany Bosley, and Karen Glenn.

The proposal includes the following six provisions with direct effects on the OASDI program:

1) Inerease the first PIA formula facior from 90 percent o 93 percent for all eligible
beneficiaries as of January 2016, and for those newly eligible for benefits after January
2016.

Use the Consumer Price Index for the Elderly (CPI-E) to calculate the cost-af-living
adjustment (COLA), effective for December 2016 COLA. We assume this change would
increase the COLA by an average of 0.2 percentage point per year.

Inerease the special minimum PIA, beginning for workers who become newly eligible for
retirement or disability benefits or die beginning in 2016. For beneficiaries newly
eligible in 2016, the minimum initial PIA for workers with 30 or more years of coverage
(YOCs) is 125 percent of the annual poverty guideling for a single individual published
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by the Department of Health and Human Services for 2015, divided by 12. For

beneficiaries newly eligible after 2016, the minimum initial PTA increases by the growth

in the SSA average wage index (AWI).
4) Increase the thresholds for taxation of OASDI benefits to $50,000 for single filers and
$100,000 for joint filers, fully effective in 2016, These revised thresholds would be fixed
and not indexed to price inflation or average wage increase. The Hospital Insurance (HI)
Trust Fund would be held harmless relative to current law, with respect to taxation of
benefit revenues.
Apply the combined QASDI payroll tax rate on earnings above 400,000, fully effective
in 2016, Tax all samnings once the current-law taxable maximum exceeds $400,000.
Credit the additional earnings that are taxed for benefit purposes by: (a) calculating a
second average indexed monthly ings ("AIME+") reflecting only additional carnings
taxed above the current-law taxable maximum, (b) applying a 2-percent factor on this
newly computed "AIME+" to develop a second component of the PIA, and (c) adding
this second component to the current-law PLA.
Increase the combined OASDI payroll tax rate to 14.8 percent, fully effective for 2041,
and then to 15.3 percent, fully effective for 2084. The combined rate is increased by 0.1-
percentage point each year starting in 2018 and ending in 2041, and again starting in
2080 and ending in 2084. In addition, the payroll tax rate is reallocated between the
Disability Insurance (DI) Program and the Old-Age and Survivors Insurance (OASI)
Program with the intent to roughly equalize the actuarial status of the two trust funds.

5
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The balance of this letter provides a summary of the effects of the six provisions on the actuarial
status of the OASDI program, our understanding of the specifications and intent of each
provision, and descriptions of our detailed financial estimates for trust fund operations, benefit
levels, and implications for the Federal budget.
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ummary of Effects of the Proposal on OASDI Actuarial Status

Figure 1 below illustrates the estimated change in the combined Old-Age and Survivors
Insurance (OASI) and Disability Insurance (DI) Trust Fund reserves, expressed as a percent of
annual f cost, ing of the six provisions of this proposal. Assuming
enactment, the OASDI program 15 expected to be solvent throughout the 75-year projection
period, under the intermediate assumptions of the 2014 Trustees Report.

Figure 1, Present Law and Proposal OASDI Trust Fund Reserves as Percent
of Annual Cost: 2014 TR Intermediate Assumptions
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Note: Frust Fund Raito for a given year is the ratio of reserves in the combined OASI and D1 Trust Funds at the
beginning of the year to the cost of the program for the year.

Under current law, 77 percent of scheduled benefits are proj 1 to be payable in 2033 after
reserve depletion. Under the proposal, the projected level of reserves for the theoretical
combined OASI and DI Trust Funds declines from 320 percent of annual program cost at the
beginning of 2014 to 93 percent for 2042, increases to 147 percent for 2068, decreases to 138
percent for 2081, and then increases to 143 percent at the end of the 75-year projection period for
2088. Enactment of the six provisions of this proposal would eliminate the entire long-range
OASDI actuarial deficit of 2.88 percent of taxable payroll under current law, replacing the
OASDI actuarial deficit with a positive actuarial balance of 0.06 percent of payroll for the long-
range period. The ratio of trust fund reserves to annual program cost (trust fund ratio, or TFR) 15
projected to remain positive and to be increasing gradually at the end of the long-range period.
Therefore, the proposal meets the requirements for sustainable solvency. However, because the
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gradual increase in the TFR is slowing at the end of the long-range period, the OASDI program
may need some further changes well beyond the end of the 75-year period.

Figure 2 illustrates annual projected levels of cost, expenditures, and non-i ncome as a
percent of the present-law taxable payroll. The projected level of cost reflects the full cost of
scheduled benefits under both present law and the proposal. Under the proposal, projected
expenditures equal the full cost of scheduled benefits because trust fund reserves do not deplete
during the projection period.

Figure 2. Proposal and Present Law Cost and Non-Interest Income as
Percent of Taxable Payroll: 2014 TR Intermediate Assumptions
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Beginning i 2016, OASDI program cost is higher under the proposal than under current law.
This difference in program cost increases quickly at first, then increases gradually over time to
about 1.0 percent of current-law payroll by 2088, Non-interest income under the proposal is also
higher than under current law, with the difference in non-interest income growing from 0.7
percent of payroll for 2016 to 5.7 percent of payroll by 2088, The proposal improves the annual
balance (non-interest income minus program cost) by 3.9 percent of payroll by 2045, with the
improvement reaching 4.7 percent of payroll for 2088, Under the proposal, annual balance is
negative at the beginning of the long-range period, with annual deficits decreasing from 1.3
percent of payroll for 2014 to 0.5 percent of payroll for 2018 and then increasing to a peak of 1.5
percent of payroll for 2031, The annual balance turns positive in 2044 and continues to improve
to a peak annual surplus of 0.3 percent of payroll for 2051, The annual balance becomes
negative again in 2061 and stays negative throughout the remainder of the long-range period,
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with annual deficits increasing to (.5 percent of payroll for 2077, decreasing to 0.1 percent of
payroll for 2084, and increasing thereafter to 0.2 percent of payroll for 2088, Under current law,
the projected annual deficit under current law is 4.9 percent of payroll for 2088,

It is also useful to consider the projected cost, expenditures, and income for the OASDI program
exp lasap ge of Gross D tic Product (GDP). Figure 3 below illustrates these
levels under both current law and the proposal.

Figure 3, Proposal and Present Law Cost and Non-Interest Income as
Percent of GDP: 2014 TR Intermediate Assumptions
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Specification for Provisions of the Proposal
(1) Increase the first PIA factor to 93 percent for all beneficiaries beginning in 2016.

This provision increases the first factor in the PIA formula from 90 to 93 percent for all eligible
beneficiaries as of January 2016, and for those newly eligible for benefits after January 2016,

We estimate that enactment of this provision alone would increase the long-range OASDI
actuarial deficit by 0.24 percent of taxable payroll and would increase the annual deficit for the
75" projection year (2088) by 0.27 percent of payroll.
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(2) Use CPI-E to calculate the COLA, effective for December 2016 COLA.

Under current law, the annual cost-of-living adjustment {COLA) applied to Social Security
benefits is calculated using the Consumer Price Index for Urban Wage Earners and Clerical
Workers (CPI-W). We estimate that using the Consumer Price Index for the Elderly (CPI-E)
instead of the CPI-W beginning with the December 2016 COLA would increase the COLA by
0.2 percentage points per year on average.

We esti that of this provision alone would i the long-range OASDI
actuarial deficit by 0.38 percent of taxable payroll and would increase the annual deficit for the
75" projection year (2088) by 0.54 percent of payroll.

(3) Increase the special minimum PIA, beginning for workers who become newly eligible
Jor retirement ar disability benefits or die beginning in 2016.

Under this provision, the minimum initial PIA for worker beneficiaries newly eligible in 2016
with 30 or more years of coverage (YOCs) would be 125 percent of the annual poverty guideline
for a single individual published by the Department of Health and Human Services for 2015,
divided by 12. For those with less than 30 YOCs, the minimum PIA per YOC in excess of 10
YOCs is the minimum PLA for workers with 30 or more YOCs, divided by 20. Any year in
which a worker earns 4 quarters of coverage is determined to be a YOC. For beneficiaries newly
eligible after 2016, the initial PIA per YOC in excess of 10 YOCs is indexed by growth in the
$5A average wage index (AWT) to determine the minimum applicable for the year of initial
eligibility. After the year of initial eligibility, the minimum benefit is increased by the COLA for
each cohort.

We estimate that enactment of this provision alone would increase the long-range OASDI
actuarial deficit by 0.17 percent of taxable payroll and would increase the annual deficit for the
75" projection year (2088) by 0.27 percent of payroll.

(4} Increase the thresholds for taxation of OASDI benefits to $50,000 for single filers and
$100,000 for joint filers, effective in 2016.

Under current law, single tax filers with combined “income” (approximately equal to adjusted
gross income plus non-taxable interest income and half of their Social Security benefit) greater
than $25,000 may have to pay income tax on up to 50 percent of the benefits. 1f combined
“income” exceeds $34,000, up to 85 percent of the benefits may be taxable. The income tax
revenue for taxing up to 50 percent of Social Security benefits goes to the OAST and DI Trust
Funds. The additional income tax revenue derived from taxing benefits in excess of 50 percent,
up to 83 percent, goes to the Hospital Insurance (HI) Trust Fund. The process is similar for joint
tax filers, with $32,000 and $44,000 thresholds applying for possible taxation of up to 50 percent
or 85 percent of the Social Security benefits, respectively. All threshold levels are fixed amounts
and not indexed to price inflation or average wage increase.

Under the proposal, the $25,000 and $32,000 thresholds (applicable for taxation-of-benefit
revenues to the OASDI Trust Fund) increase to $50,000 and $100,000 for single and joint filers,
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respectively, beginning in 2016. The $34,000 and 544,000 thresholds would also be raised to
$50,000 and $100,000, respectively. These revised thresholds are unchanged for years after
2016. However, the amount of total revenue from taxation of OASDI benefits that is transferred
to the Hospital Insurance Trust Fund would be maintained at the amount that would have been
due for HI under current law for each future year.

We estimate that enactment of this provision alone would increase the long-range OASDI
actuarial deficit by 0.12 percent of taxable payroll and would increase the annual deficit for the
75™ projection year (2088) by 0.01 percent of payroll.

(5) Apply OASDI payroll tax rate on earnings above $400,000, effective in 2016,

This provision applies the OASDI payroll tax rate to earnings above $400,000 in 2016 and later.
The $400,000 level is a fixed amount after 2016 and not indexed to price inflation or wage
increase. All earnings would be taxed once the current-law taxable maximum exceeds $400,000,
which is projected to occur in 2046, Any earnings above the higher of $400,000 or the current-
law taxable maximum in a given year would be counted as “excess wages™ and would be
credited for benefit purposes by:

a, Calculating a second average indexed monthly earnings ("AIME+") reflecting only
additional earnings taxed,

b. Applying a 2-percent PIA factor to this newly computed "AIME+" to develop a second
component of the PIA, and

¢, Adding this second component to the current-law PTA.

We estimate that enactment of this provision alone would reduce the long-range OASDI
actuarial deficit by 1.84 percent of taxable payroll and would reduce the annual deficit for the
75" projection year (2088) by 2.35 percent of payroll.

(6) Increase the OASDI payroll tax rate to 14.8 percems, fully effective for 2041, and then
ta 15.3 percent, fully effective for 2084.

The increase in the OASDI payroll tax rate is phased in by increasing the payroll tax rate by 0.03
percentage point for employers and for employees (0.10 percentage point total), every year from

2018 through 2041, and again starting in 2080 and ending in 2084. For years 2084 and later, the

OASDI payroll tax rate is 7.65 percent for both employers and employees (15.3 percent total), up
from 6.2 percent each (12.4 percent total) under current law.

The proposal specifies a reallocation of the total OASDI payroll tax rate between the OASI and
DI Trust Funds, The intent of this reallocation is to roughly equalize the actuarial status of the
OASTand DI Trust Funds. The reallocation specified in the proposal would extend the solvency
of the DI program well beyond the projected date of reserve depletion under current law {2016).
However, further technical adjustments to this specified reallocation would be required to fully
equalize the actuarial status of the funds. These technical adjustments would have no matenial
effect on the projections provided in this letter for the combined OASI and DI Trust Funds.
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We estimate that enactment of this provision alone would reduce the long-range OASDI
actuarial deficit by 1.73 percent of taxable payroll and would reduce the annual deficit for the
75™ projection year (2088) by 2.85 percent of payroll.

Detailed Financial Results for the Provisions of the Proposal
Summary Results by Provision

Table A provides estimates of the effects on the OASDI long-range actuarial balance for each of
the six provisions of the proposal separately and on a combined basis. The table also includes
estimates of the effect of each provision on the annual balance (the difference between income
rate and the cost rate, expressed as a percent of present-law taxable payroll) for the 75™
projection year, 2088, Interaction among individual provisions is reflected only in the total
estimates for the combined provisions.

Benefit Hlustrations

Tables B1 and B2 provide illustrative examples of the projected change in benefit levels under
the three provisions that affect benefit levels for beneficiaries retiring at age 65 in future years at
five selected earnings levels, with selected numbers of years of work. The “Maximum-AIME
Steady Earner” is assumed to have earnings at ages 22 through 64 that equal the present-law
taxable maximum level {equivalent to $117,000 for 2014). As a result, the provision to increase
the taxable maximum does not affect benefit levels illustrated in these tables. Table B3 provides
additional important information on characteristics of the illustrative retiving workers,

Table Bl compares the initial benefit levels assuming retirement at age 65 under the provisions
of the proposal to both scheduled and payable present-law benefit level. All benefit amounts
under the proposal are higher than those seheduled in current law, especially for the very low and
low hypothetical earners with at least 30 years of earnings (due largely to the minimum benefit
provision). The final two columns of this table show the level of scheduled benefits under the
proposal as a percentage of present- heduled and § t=law payable benefits,
respectively.

Table B2 compares the change in scheduled benefit levels at ages 65, 75, 85, and 95 under the
proposal to scheduled benefits under present law, assuming retirement at age 65. Table B2
shows that projected scheduled benefits under the provisions of this proposal increase in relation
to present-law scheduled benefits between ages 65 and 95, because of the change in computing
the COLA,

The hypothetical workers represented in these tables reflect average career-carnings pattermns of
workers who started receiving retirement benefits under the Social Security program in recent
years. The tables subdivide workers with very low and low career-average earnings levels by
their numbers of years of non-zero earnings.

Table B3 provides information helpful in interpreting the benefit illusirations in tables BI and
B2, Percentages in Table B3 are based on tabulations from a 10-percent sample of newly-
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entitled retired workers in 2007. Table B3 displays the p ges of these newl itled
retired workers in 2007 that are closest to cach of the illustrative examples and are:

1) “Dually Entitled”, meaning they received a higher spouse or widow(er) benefit based on
the career earnings of their husband or wife,

2) “WEP" (Windfall Elimination Provision), meaning that they received a reduced benefit

due to having a pension based on carnings thal were not covered under the OASDI

program (primarily certain government workers), and they had less than 30 years of

substantial earnings that were taxable under the OASDI program,

“Foreign Born”, meaning that they entered the Social Security coverage area after birth

(and generally after entering working ages), and

4) “All Others”, meaning they had none of the three characteristics listed above.

3

The extent to which retired-worker beneficiaries represented by each of the illustrative examples
has any of the characteristics listed above (dually entitled, WEP, foreign born) is important
because such individuals are less dependent on the OASDI benefit that relates to their own
career-average earnings level.

Detailed Tables Containing Annual and Summary Projections

Enclosed with this letter are tables 1, 1a, 1b, Ib.n, Le, and 1d, which provide annual and
summary projections for the proposal.

Trust Fund Operations

Table 1 provides projections of the financial operations of the OASDI program and shows that
the combined OASDI Trust Funds would remain solvent throughout the 75-year period. The
table shows the annual cost and income rates, annual balances, and trust fund ratios (reserves as
percent of annual program cost) for OASDL, as well as the change from present law in these cost
rates, income rates, and balances. Included at the bottom of this table are summarized rates for
the 75-year (long-range) period.

The actuarial balance for the OASDI program over the 75-year projection period is improved by
294 percent of taxable payroll, from an actuarial deficit of 2.88 percent of payroll under current
law to a positive actuarial balance of 0.06 percent of taxable payroll.

Program Transfers and Trust Fund Reserves

Column 4 of Table 1a provides a projection of the level of reserves for the theoretical combined
OASI and DI Trust Funds. These trust fund reserve amounts are expressed in present value
dollars discounted to January 1, 2014, The table indicates that the provisions include no new
specified transfers of general revenue to the trust funds. For purpose of comparison, the OASDI
Trust Fund reserves, expressed in present value dollars, are also shown for the current-law Social

Security program both without and with the added proposal general fund transfers (zero in this
case) in eolumns 6 and 7.
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Note that negative values in columns 6 and 7 represent the “unfunded obligation™ for the
program through the year. The unfunded obligation is the present value of the shontfall of
revenue needed to pay full scheduled benefits on a timely basis from the date of trust fund
reserve depletion through the end of the indicated vear. Gross Doemestic Product (GDP),
expressed in present value dollars, is shown in column 5 for comparison with other values in the
table.

Effect of the Social Security Provisions on the Federal Budget

Table 1b shows the projected effect, in present value discounted dollars, on the Federal budget
(unified-budget and on-budget) cash flows and bal ing of the six Social
Security provisions of this proposal. Table Ib.n provides the estimated nominal dollar effect of
enactment of the proposal on annual budget balances for years 2014 through 2024, All values in
these tables represent the amount of change from the level projected under current law and
reflect the budget scoring convention that presumes benefits, not payable under the law afier
depletion of trust fund reserves, would still be paid using revenue provided from the General
Fund of the Treasury obtained by additional borrowing from the public.

Column | of Table 1b shows the added proposal general fund transfers (zero in this case).
Column 2 shows the net changes in OASDI cash flow from all provisions of the proposal.

We expect the net effect of the proposal on unified budget cash flow (column 3) to be positive in
years 2016 and later, reflecting the payroll tax rate increase in provision 6 and the payroll tax
newly applied o eamnings above $400,000 in provisien 5

Column 4 of Table 1b indicates that the effect of implementing the six provisions is a reduction
of the Federal debt held by the public, reaching about $11.4 trillion in present value at the end of
the 75-year projection period. Column 5 provides the projected effect of the proposal on the
annual unified budget balances, including both the cash flow effect in column 3 and the
additional interest on the accumulated debt in column 4. Columns 6 and 7 indicate that the
provisions of this proposal would have no expected direct effects on the on-budget cash flow, or
on the total Federal debt, in the future.

It is important to note that we base these estimates on the intermediate assumptions of the 2014
Trustees Report and thus these estimates are not consistent with estimates made by the Office of
Management and Budget or the Congressional Budget Office based on their assumptions. In
particular, all present values are discounted using trust fund yield assumptions under the
intermediate assumptions of the 2014 Trustees Report.

Annual Trust Fund Operations as a Percent of GDP

Table I¢ provides annual cost, annual expenditures (amount that would be payable), and annual
tax income for the OASDI program expressed as a percentage of GDP for both present law and
assuming enactment of the six Social Security provisions of the proposal. Showing the annual
trust fund cash flows as a percent of GDP provides an additional perspective on these trust fund
operations in relation to the total value of goods and services produced in the United States. The
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relationship between income and cost is similar when expressed as a percent of GDP to that
when expressed as a pereent of taxable payroll (Table 1),

Effects on Trust Fund Reserves and Unfunded Obligations

Table 1d provides estimates of the changes in trust fund reserves. Values in this table are
expressed in present value dollars discounted o January 1, 2014,

For the 75-year (long-range) period as a whole, the present-law unfunded obligation of $10.6
trllion is replaced by a positive trust fund reserve of $0.8 trillion in present value. This change
of $11.4 trillion results from:
. A §14.5 willion increase in revenue (column 2), primarily from additional payroll tax,
minus
. A 531 trillion increase in cost (column 3), primarily from the special minimum PLA
provision, caleulating the COLA using the CPI-E rather than the CPI-W, increasing
current and future benefits by replacing the 90 factor in the PIA formula with 93, and
additional benefits from eamings taxed above the current-law taxable maximum.

We hope these estimates are helpful. Please let me know if we may provide further assistance.

Sincerely,

g€

Stephen C. Goss
Chief Actuary

Enclosures
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Table A—Estimated Long-Range OASDI Financial Effects of the
Social Security 2100 Act (114" Congress), Introduced by Representative Larson

Estimated Chunge in Estimated Change |
Long-Range DASDI im Annual Balance
Actuarial Balance ' in 75" year

{as a percent of payroll) (28 a percent of payroll)

1) Increase the first PLA formula factor from 90 percent to 93
pereent for all beneficiarics eligible as of January 2016 and for
those newly eligible for benefits after January 2016 ... -0.24 -0.27

2) Starting December 2016, compute the COLA using the

Consumer Price Index for the Elderly (CPI-E). We estimate

this new computation would increase the annual cost-of-living

adjustment (COLA) by about 0.2 percentage point, on average . 0,38 -0.54

3) Beginning in 2016, reconfigure the special minimum benefit
for beneficiaries newly eligible after 2014 (a) A year of
coverage (YOC) is defined as a year in which 4 quarters of
coverage are camed. (h) For those newly cligible in 2016 with
30 or more YOCs, sct the minimum PIA equal to 125 percent
of the 2015 Health and Human Services (HHS) monthly
poverty level. For those with under 30 YOCs, the PIA per
year YOC in excess of 10 YOCs is 125 percent of the HHS
monthly poverty level for 2015, divided by 20. (¢) For
beneficiaries newly eligible after 2016, index the initial PIA
per YOC by growth in the SSA average wage index ... -0.17 -0.27

4) Increase the threshold for taxation of OASDI benefits to

350,000 for single filers and 100,000 for joint filers starting

in 2016. Taxation of benefits revenues transferred to the

Haospital Insurance (HI) Trust Fund would be maintained at the

same level as if the 1-1: putation applied -0.12 <001

5) Apply the OASDI payroll tax rate on earnings above

$400,000 starting in 2016, and tax all eamings once the

current-law taxable maximum exceeds $400,000. Credit the

additional camings taxed for benefit purposes by: (a)

caleulating a second average indexed monthly camings

("AIME+") reflecting only carnings taxed above the current

law taxable maximum, (b) applying a 2 percent factor on this

newly computed "AIME+" to develop a second component of

the PLA, and (c) adding this second component to the current-

law FIA 1.84 2.35
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Table A—Estimated Long-Range OASDI Financial Effects of the

Social Security 2100 Act (114" Congress), Introduced by Representative Larson

Estimated Change in Estimated Change
Long-Range OASDI in Annual Balance
Actuarial Balance ' in 75" year *
Provision as o pereent of payroll us a percent of pavroll

6) Increase the OASDI payroll tax rate (currently 12.4 percent)

by 0.1 percentage point cach year from 2018-2037, until the

rate reaches 148 percent in 2041, Then increase the payroll

tax rate an additional 0.1 percentage point in each year from

2080-2084, until the rate reaches 15,3 percent for 2084 and

later. In addition, the payroll tax rate is reallocated between

the Disability Insurance (DI) Trust Fund and the Old-Age and

Survivers Insurance (OASI) Trust Fund with the intent to

roughly equalize the actuarial status of the two trust funds.......... 1.73 2.85

Total for all provisions, including interaction ........ 2.94 4.65

'Under current luw, the estimated long-range OASDI aciuarial balance is -2.88 percent of taxable payroll.
“Under current law, the estimated 75" year annual balance is -4.90 percent of taxable payroll.

Notes: All estimates are based on the intermediate assumptions of the 2014 OASD] Trustees Report
Estimates of individual provisions appear on a stand-alone basis relative to current law, unless otherwise stated.

Social Security Administration
Office of the Chief Actuary
March 18, 2015
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Table Bl. Changes in Benefits for Hypothetical Workers Beginning Benefit Receipt at age 65
Social Secarity 2100 Act, Introduced by Representative Larson

L Change at age 5
Vear Ereseat Law Stheduled Lressal Scheduled Bewels
Attzim Mesthiy Bemefity! Esnelit i Estcent of Present Law;
Agc s (Wapelndexod  (CPl-dndencd cuLal T et Toual Scheduledd Eaable
2014 Dollary) 2004 Dollay) Percent changed Tevoonts
1,697 far 2014") 30-Vear Scaled Karner (8.5% of Retirces')
014 08 T08 00 00 0o ] L6a
030 9 w0 as 32 528 b 158 159
040 £33 1015 as 32 528 535 159 206
080 02 1397 as iz 528 545 19 Fts
Very-Low-AIME (S11,697 for 2014") 20-Year Scaled Earner (4.8% of Retirces")
014 795 T05 a0 0 00 00 [ 100
030 529 06 0 32 oo 38 i 01
050 33 1405 0 32 00 i 104 138
2080 812 197 s 32 oo 315 (L] 143
Very-Low-AIME (311,657 far 2014') 14-Vear Scaled Earner (4.6% of Retirees’)
014 a8 s [T 00 on an 100 ]
030 9 06 s 52 oo iz o4 04
050 531 1015 0s 32 0o 15 104 138
080 632 1137 us 32 0o s 104 1
Law-ATNIE (821,084 for 2014") 44-Year Scaled Earmer (15,3% of Retieees’)
w4 z a2z o L ao an 100 (1]
2050 L+2] 1085 s 24 176 na m (¥
anse E2E L1 us 24 6 21 2 157
2080 {12 1L s 24 176 na m %7
Low-ATME ($21,054 for 2004°) 30-Vear Scaled Earner (5.0% of Retirees’)
004 "2 2 an 0o an a0 100 1o
2050 KX Lo5s s 4 176 1 (4] m
050 2% B 08 24 176 2 121 157
2080 87 LEM 0 24 1% 11 12 167
Law-ATME (521,054 for 2014%) 20-Year Scaled Earner (24% of Rotireer’)
w4 2z 2z LD oo g L) 100 10
030 B 1055 08 24 a0 M 1 103
050 e 13 [ 24 [T 3 10 134
2080 K7 1LEx LE] 24 00 an 103 143
Mudium-AIME ($46,757 for 2004) 44-Year Sealed Earner (29.2% of Retirees’)
14 1,520 1.3m aa oo a0 on 1o 100
2000 1356 1LTe s 1.5 a0 1 1z 1
2050 1364 2189 0 14 00 21 102 132
2080 1,364 RETEY s 15 00 21 1z 120
Mediuni-AIME ($46,787 for 2014") 30-Year Scaled Earner (2.7% of Retiree
014 1520 1430 00 [ 00 00 100 100
2030 1346 1739 [ LS 00 21 12 102
080 1364 218 0 15 00 21 102 132
2080 1,364 Aoy s 15 00 21 12 140
High-AIME (574,859 for 2014°) 44-Year Scaled Earner (21.5% of Retirees’)
014 2015 205 0o (1) 00 00 10 100
200 1797 2304 s Lt 00 %} 102 10z
2050 1807 2900 05 LI 00 17 12 132
2080 1807 199 05 Ll o L7 102 150
Maxinsum-AIME (517,000 for 2014') $3-Year Steady Earmer (6.0% of Retirees’)
4 2412 241 aa no 0.0 o0 100 100
2030 L9 2819 s L L] Lo (2] 2 2
2050 2210 3548 08 B9 00 15 102 132
2080 2204 45T 05 s 00 LS 12 158

! Avcrage of highest 35 years of camings wage indeed 1o 2014,

? Projeciod percent of new retircd workes swards in 2050 clascst 1o AIME levels and years of work

" Afer the vt fund seperves depiite mmber prescet law costmtseg lnes mie experted I be cnough b pay st thece fiunbs of schodulod benefits

* Susing D 2016, compue the COLA using 8 chained CPLE, producing 0 1% higher samaal CIMLAS an avresgs.

* For p ing for 2016, i factor to 93 percent.

* Fox heneliciiricn newly cligible in 2016, cstablish & nsisimomn PIA level such thae & worker wish J0V10 years of coverags woud receive an initial FLA of a beaat 125%0% of the
oty paverty level for 2015, For ty shigible sfiee 2016, the sitial Sevel woubl be adjusted for average wage grawth. The Minimum Henefi
Percent chasge i caboutsted after sl other previsions, sa thai the Benefit A least the whers appibesble.

A8 o the ' the 2014 Trasees Report

DOffie of the Chic! Actuary, Social Security.
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Table BY. Changes in Benelits for Hy pothetical Workers Beginning Beaelil Receipt at age 65
Sociel Security 2160 Act, Introduced by Representative Larson

Year
Abtass
Age 65 Age 65 Ape 75 Apeds Agu 9%
(Persent)
Very-Low-AIME ($11,697 for 2014') 30-Year Scaled Earner (8.5% of Retiress’)
014 1oap 1050 1.1 1092
2030 1358 1617 (128 1881
2030 1525 1617 1648 1621
080 1535 1617 1648 163.1
Very-Low-ATME (511,697 far 2014') 20-Year Scaled Earner (4.8% of Retirees’)
014 16on 1050 1 1092
2030 1638 1058 107.9 1100
2040 QL3 1058 e oo
20%0 {1 3 1058 e oo
Very-Law-ATME ($11,697 for 2014') 14-Year Scaled Earner (4.6% of Retirees”)
2014 1600 105 1071 1092
2030 1033 1058 [k} 1180
2050 1038 1058 0.9 1eg
2080 1658 1058 1079 oo
Law-ATME (521,054 for 2014") 44-Year Scaled Earner (15.3% of Retirees’)
014 1000 104.3
2030 2 1216 1260
2050 12 1236 1260
2080 2 1236 ()
Low-AIME (21,054 for 2014") 30-Year Sealed Enrmer (5.0% of Retirees’)
2014 1000 1045 03 1084
2030 2 1236 1260 1285
2050 112 1236 1260 1285
2080 a2 1236 1260 128.5
Law-AIME ($21.054 for 2014') 20-Year Scaled Earner (2.4% of Retirees')
2014 1o 1043 1063 1084
2050 LLIEY 1081 Rl ) 1z
2050 00 108.1 wore 109.2
2080 1930 1051 1071 1092
Medium-AIME ($46,787 for 2014') 44-Year Scaled Earner (29.2% of Retirces’)
2014 1000 1633 1083 107.4
2030 0l 1041 1061 108 2
2050 1021 140 1061 108.2
2080 o Loa1 1061 1082
Medinm-AIME (346,787 for 2014') 30-Year Sealed Earncr (2.7% of Retirees®)
2014 10040 103.3 RLLEY 074
2030 1021 1oL 1061 108.2
2050 1021 1041 1061 108 2
2080 1021 1041 1061 108.2
High-AIME (574,859 for 2014') 44-Year Scaled Earner (21.5% of Retlrees’)
2014 1000 1029 1049 070
2030 0.7 .7 1057 1078
2050 1017 103.7 1057 107.4
2030 1017 103.7 1057 1078
MaximumeATME {S117,000 for 2004°) 43-Year Steady Earner (6.0% of Retivees’)
2014 1000 oy 10e7 (X ]
2030 1015 103.5 1055 1076
2050 1015 1035 1055 1076
200 1018 103.5 105.5 167.6

¥ Awerage of highest 35 years of carnings wage indexed o 2014
* Projected percent af mew retived worker awards in 2080 clasest to ATME levels and years of work.
Nate: Starting Diec 20116, compute the COLA using a chained CP1-E, prodacing 0.2% higher ssemal COLAS on average
For bensfits payable beginning for 2016, kcreass e 90 porcent PLA factor 10 93 percest.
£

e Chean,
- For im 2016, establish a i PILA leved such that a werker with 3010 years of coverage would receive an initial PUA of #t beast 12590115 of the
fioe 2015, For iagics newly cligible aficr 2016, the initial minimum PIA level would be adjusted for sverage wage growth
i e of she 3014 Trastees Repor

Office of the Chief Acruary, Social Security Adminisiration March I8, 2015
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Table B3. Important Characteristics of Hypothetical Workers in 2007

Percent of Beneficiaries Within Each Category That Are:

Category Dually Entitled” WEP' Foreign Born All Others*

Very-Low-AIME ($11,697 for 2014'):

30-Year Seabed Earmer (9.3% of Retirees) 47 [ 11 40

20-Year Seabed Earmer (S.8% of Hetirees) 38 16 21 31

14-Year Sealed Earmer (5.3% of Retirees) 2 21 45 20
Low-AIME ($21,054 for 2014');

44-Vear Sealed Earner (12.1% of Retirees) 15 1 6 ]

30-Year Scaled Earmer (5.9% of Retirees) 16 9 18 -1

20-Year Seabed Earmer (3.1% of Retirees) 1o 3 35 a7

Medium-AIME (S46,787 for 2014"):
44-Year Scaled Earmer (23.0% of Retirees) 1 ] 5 91

30-Year Scaled Farmer (4.4% of Retirees) 1 g 6 67

High-AIME (574,859 for 2014"):
44-Year Scaled Earner (20.5% of Retirees) o o 6 93

Maximum-AIME ($117,000 for 2014'):
Steady Earner (9.4% of Retirees) 1] ] 7 93

Mote | Table B3 disy of y-csitled refired workees in 2007 that arc closest 10 cach of the ilhustrative examples.

Mote 2: Porcents based on tabulations of a 10-percent simple of newly enithed nétired-worker beneficiaries i 2007 {169,725 neconds). We can be 95 percent confident that cach
of the valics shawn above is within | 4 percentage poiats of the valin: we wirsh find using 100 perceat of the retioes {n 2007,

Mot 3: The suim of the For cach I b greate thisn 100 poreent bocnse soeme bencliciarics can b classificd in mare than one of the
foltawing groups: dually esticled, WEP, and forcign bors,

! Average of highest 38 years of camings wage indexed 10 2014,

 Under curreat faw, cntitled 1o an additionsl b based an lse's . The dually cutitled percent is & mininm valug, Sous beneficiarics that are pot
curnently dually emtitled could become dually entialed in the fatuge,

! Covered by pension fram governaent cmploynacat and are subjoct te the witdfall limination provision (WEF).

* Neithser forcign bom, subject ta WEF, or dually entitled.

e of the Chicf Actuary. Social Security Adminiszyasion huly 28, 2014

L
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Tabls 1 - DASDI Cont Riata, Income Rate. Annual Balance, and Trust Fund Ratio
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Table 13 - General Fund Transfors, OASDI Trust Fund Rocervos, and Theorstical OASDI Resarves
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Table 1b & for Federal Budge! i Plan. on DASDI' (Prosent
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Tabile 1b.n - OASDI Changes & Implications for Federal Budget and Debt of Specified Plan Provision Effects on OASDI' (Nominal Dollars)
by

Soclal Security 2100 Act (114th Larsen
Bions af Nominal Dollars
Chango Cnange in Change Changa Change
Specified  Baskc Changes I Annual Dt Hald in Annual in Total in Annual
Gonaral Fund in DASDH Unified Budgel by Puslic sl Linid Budgat Facenl Dett O Budget
Yaar Translors Cash Flow CashFiow  End of Year Balancy Erd af Yoar Balarcy
i 2 /] ol 5} (6} M
204 00 a6 00 00 04 o0 a0
015 00 a0 oo 08 04 00 00
2018 L1 a4 124 -3 333 o0 o0
a7 L1 385 5 751 418 oo o
s 0g 430 490 304 554 oo an
01 L1 a8 504 2004 a0 oo o0
2020 (1) Ta T3 2850 56 oo o0
2t 00 #30 Bag L 1025 00 o0
Forrl .11} L2 564 5081 1206 oo on
023 00 10,7 07 £43.3 1202 09 L1
e (1] 1268 1285 2129 1835 09 LX)
Based on Inlermediate Assumptions of the 2014 Trustees Report.
Note: Ch th paryasie aty would Offize of the Chisf Actuary
nonehless be pakd, Eased on transiars from he tha ¥ i
" Effacts of onthe table. Masch 18, 2015
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Table 1c - Present Law and Proposal Cost, Expenditures, and Income: As Percont of Gross Domestic Produst
Social Security 2100 Act {174 Congress), intreduced by Reprasentative Larson

Present Law OASDI Propesal GASDI

Expendtres  Nonnisnest Expergnres  Nomimee
Cont (Pagabis]  Inzoms Cost {Payaba) ey
Tear m ) ) ]
200 a5z 402 492 452 a0
2018 404 404 404 44 a5t
2016 4a7 407 £08 08 am
2017 s s s10 510 am
2018 506 506 547 a1 500
201 513 513 525 525 e
2030 521 L] 534 534 £
2001 520 520 543 543 s
201 538 538 553 554 EES
202 548 san 565 05 53
2004 557 557 576 56 53
2025 ] 586 586 44
2036 574 595 595 549
2037 582 L] L 545
2022 580 613 813 580
2029 508 &2 0 588
2030 &m &27 637 5T
201 506 632 612 577
2032 509 637 637 582
203 488 aan 640 st
203 475 644 44 543
2015 478 Lrs 648 540
2038 413 647 i B
2037 an 648 648 610
2018 an 647 847 61E
208 an [ 048 82
2040 40 645 045 628
2001 4n 643 641 63
2042 an 642 642 87
2043 an 640 640 63
2044 am 638 () 641
2045 £70 ©ar 537 6AL
2046 59 635 636 A5
2047 450 635 635 A5
sl 458 [ 033 B4
2040 487 632 812 43
2050 57 (2] 631 643
205 gL o 51 [
208 456 (e 831 bz
208 488 &1 51 a1
2084 e a1 31 [
2048 ahd 6z (=] [
204 ] (=3 (=] (5]
2051 a5 on 533 n.38
2058 482 (7] (=] [
2059 482 635 35 637
2080 an 638 (=] [
2081 an 437 837 [
2082 ann L= o 635
2063 5 6 3 (1)
2084 a5 =] (=] [N
2085 459 wan 640 (5]
208 457 £41 41 [
2087 &57 faz a2 (e
2083 454 far a2 31
2060 454 . 6ad 643 €30
2070 455 fad bt 630
2071 435 845 (] [E)
2072 454 45 45 [F
2073 45 645 45 [
2074 45 £45 [ £ar
2075 452 a8 [ [
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Chairman BRADY. Mr. Paulsen, you are recognized.

Mr. PAULSEN. Thank you, Mr. Chairman, and thank you, Mr.
Secretary, for being here. I am going to start my first question on
trade, actually.

Like my colleagues, I am very concerned about the exclusion of
financial services-related data from the TPP’s data flows obliga-
tions. And, as you negotiate now with TTIP, right, with our Euro-
pean allies, I would really urge you don’t make the same mistake.

In addition, I would urge you not to exclude financial services
from the regulatory cooperation provisions. And I know that the
Administration disagrees with some of us about the interplay be-
tween financial services regulatory issues and TTIP. However, a
specific exclusion will actually do nothing more than diminish the
outcome in a very all-important financial services market access
outcome.

So, I would just really strongly urge and encourage you to recon-
sider if you want our support. And can you commit to working with
us a little bit on this language? This has been a tension point, I
know.

Secretary LEW. Yes, I—on the data localization, I would very
much be open to working together. We are working with all the
parties.

On the question of TTIP, let’s separate the question of data local-
ization from whether financial regulation should be included. Hope-
fully, we can get to a place where, going forward, we figure out how
to manage the data localization issue so that we are in a place that
there is broader comfort with, going forward.

On the inclusion of the financial regulatory issues, we may just
have a disagreement. I have been very clear with my European
counterparts that we do not believe that regulatory issues should
be governed by a trade agreement in the area of financial regula-
tion. We have many mechanisms to coordinate, which I think are
working effectively. Just yesterday we saw in the commodities
trading area an important agreement reached, many years in de-
velopment.

So I think we need to use the channels that exist, but I would
not put them into a trade agreement.

Mr. PAULSEN. Well again, and you have met with some of our
European colleagues, actually just yesterday. And if we want to
have a good outcome in the market access area, I think we have
got to make sure we are having ongoing conversations in this regu-
latory framework topic, as well.

Let me get on to one other question before I run out of time. The
highway bill that we just passed this last fall, the FAST Act, there
was a provision that would facilitate the collection of taxes that are
already owed to the government but are not being actively pursued
by the IRS, while also pursuing and protecting taxpayer rights and
privacy.

So now, pursuant to the new law, how is Treasury going to com-
ply with congressional intent? What efforts are underway now to
ensure that Treasury has the appropriate resources in the way of
collection contractors and debt collection centers to actually carry
out the goals of this expeditious tax collection and protecting tax-
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payer rights? Because this was a paid-for, used-for in the highway
bill that just passed.

Secretary LEW. Congressman, the IRS is now working on imple-
menting that provision of the highway bill. And as they go forward,
they are going to be making sure that, while they implement the
provision, they also protect the taxpayer rights and the privacy of
taxpayers as a high priority. Turns out to be more complicated in
the implementation than in the conception. And I would look for-
ward to following up with you on that.

Mr. PAULSEN. Okay, that would be great. I mean is it a sepa-
rate—are we expanding the number of collection—qualified collec-
tion agencies, then, or are we using the existing list that is on the
table? Because there is an approved list right now that can be
used. Or are we using more RFPs in searching out more collection
agencies? Or what is the delay, I guess, because——

Secretary LEW. Yes, I think the challenge is how do we do it in
a way that we make sure we protect taxpayers, particularly their
privacy rights. And I would have to get back to you on which con-
tracts are being used.

Mr. PAULSEN. Thank you, Mr. Chairman. I yield back.

Clcllairman BRADY. Thank you. Mr. Marchant, you are recog-
nized.

Mr. MARCHANT. Thank you, Mr. Chairman.

Thank you, Secretary Lew. One of the Treasury’s important roles
is to help administer and oversee the Committee on Foreign Invest-
ment in the United States, particularly determining the effect of
these foreign transactions on our national security.

Last year global cross-border mergers and acquisitions reached a
six-year high, with Chinese firms investing 15.7 billion in the
United States, a new record. And already this year it looks like
there will be the same kind of activity. Already we have seen sev-
eral deals announced this year, early this year, the China—includ-
ing Zoomlion’s $3.3 billion acquisition of Connecticut-based Terex;
Chinese conglomerate Dalian Wanda’s group of Hollywood leg-
endary entertainment; and then the proposed sale of the Chicago
stock exchange to an investor group led by China’s Kaisen Enter-
prise. And lastly, Chem China has proposed a $43 billion takeover
of Switzerland’s Syngenta, which has a major, major presence in
the United States.

Secretary, can you talk to us about what activity you are en-
gaged in in ensuring that these mergers and acquisitions are not
going to affect our national security?

Secretary LEW. Congressman, we take our responsibilities as the
chair of CFIUS very seriously. And we have a process where the
national security agencies do an assessment and offer their views
as to whether or not there are national security issues. If there are
national security issues, there is an effort made to look at is there
a path to mitigation that would be appropriate. And I could tell you
these are not easy decisions.

In general, we believe in—you know, that legitimate transactions
shouldn’t be blocked; only things that are really covered by the
statute that present a national security risk should be. It is a very
challenging area, because of highly confidential review. We have in-
formation provided to us by the firms that are proprietary informa-
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tion. Even the fact of some of the things is something we can’t talk
publicly about.

So, it is one of the more difficult areas where it is kind of—
looks—it is very difficult to explain, since I can’t talk transaction
by transaction. What I can tell you is that, you know, we are criti-
cized by some overseas for using a standard that they think is too
tough, that we are not focusing on national security issues. What
I tell them is the same as what I will tell you, that this is truly
a national security process.

If they are not national security issues—we don’t stop a trans-
action because we don’t like it or for any other reason. So there has
never been a case that I am aware of where there has been any
issue, other than a national security issue, nor am I aware of any
national security issue that hasn’t been addressed, either in a sat-
isfactory way to permit a transaction to go forward or, if not, for
the message to be sent that it wouldn’t be. And in most cases the
applications are withdrawn, if they are not going to be approved.

So, it is a challenging area, but we take it very seriously. And
it is one that I think we have to be very fair about, because we
don’t want to see barriers raised to U.S. companies in the name of
national security when it is not. We have been very critical of other
countries when they say we are not—you know, “We are going to
put standards in place that are national security standards,” when
they are really just trade barriers or barriers to acquisition.

So, I am very comfortable with the way we approach it. A lot of
deference is paid to the security agencies in the process. And it
takes up a lot of people’s time to go through these reviews. There
have been more of them recently, just because there are more
transactions.

Mr. MARCHANT. Thank you, yield back.

Chairman BRADY. Thank you. Mr. Lewis, you are recognized.

Mr. LEWIS. Thank you very much, Mr. Chairman, and thank
you for your courtesy.

Thank you, Mr. Secretary, for being here. Thank you for your
years of service, for your leadership. You are so calm and so cool.
I don’t know whether you take it from the President, or he takes
it from you. But thank you.

Last year, Mr. Secretary, the taxpayer advocate noted that the
2015 filing season was like a Tale of Two Cities. For those who did
not need IRS assistance, there was very few problems. But for
those who did need help, it was, “by far, the worst in memory.” I
am quoting the advocate, it is not my quote.

As the ranking member of the Oversight Subcommittee, I have
fought long and hard for the IRS to have the resources and support
it needs to serve American taxpayers. I believe the Administration
shares these goals.

Mr. Secretary, will you—how will the President’s budget move
the IRS toward being able to provide the direct, personal, and time-
ly assistance that American taxpayers deserve and expect? Now,
other side for years—I have been around for a while—had tried to
cut—in essence, destroy the IRS. Tell me. How would the Presi-
dent’s budget support and strengthen?

Secretary LEW. Well, Congressman, I couldn’t agree with you
more. The American people deserve to have an IRS with the re-
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sources so that, when you pick up the phone and call the IRS,
there is a person at the other end to answer it. Last year the an-
swer rates were in the thirties, like 37 percent, something like
that. Outrageous.

You know, I am outraged when I can’t get my phone calls an-
swered if I call a business or a government agency. Americans have
the right to have their phone calls answered. It is not magic, it
takes people answering the phones. We didn’t have the appropria-
tion to hire the people to answer the phones, so the phones couldn’t
be answered.

At the end of the year, there was a slight increase in the IRS
budget for three purposes, one of which was to staff the hiring of
people for tax season. Now, that was passed in December, and tax
season began in January. We have hired a lot of people, but they
have to be trained. We are hoping to get close to 70 percent, in
terms of the answer rate, but we didn’t get full funding, even with
the increase last year.

So there is no mystery to service; service is people. I give a lot
of credit to the IRS team for working really well to make the online
services very accessible. And a lot of the calls are falling off, be-
cause people are doing things online with the IRS, like they do
with other agencies and other businesses. But that doesn’t elimi-
nate the need for people to actually ask questions in difficult cases.
And when they call, they should get an answer.

So the simple answer is we have requested more money for peo-
ple to answer the phone. You know, it is much broader than just
customer service. In order for us to enforce the Tax Code effec-
tively, we need more people in the enforcement operations, and we
are losing money, leaving money on the table if we don’t have en-
forcers to go and say, “We have audited you, you owe more taxes.”

Apart from losing money, I don’t think people like it if they think
that other people get away with cheating. One of the ways a vol-
untary tax system works is you have confidence that everyone is
treated the same way, and if you follow the rules it is fine, if you
don’t you get caught. We shouldn’t let people who cheat get off the
hook, because that undermines confidence in the tax system.

So it just boils down to money. Obviously, we have got to do the
work well, and we look forward to continuing to work with this
Committee and others in Congress to make sure that we put the
money to good use. But there is just a need for more funding.

Mr. LEWIS. Mr. Secretary, when the government was closed
down for a little while——

Secretary LEW. Yes.

Mr. LEWIS [continuing]. I went back to Atlanta and visited a
federal building. And many of the federal employees, including IRS
employees, heard that I was coming. And they met me, thanking
me for coming by. And some was very glad and pleased to be able
to go back to work. What effect do you think closing down the gov-
ernment have on federal employees?

Secretary LEW. Well, Mr. Lewis, first, I visited the Atlanta field
office just a few weeks ago, and it was a dedicated group of people
who care deeply about their country, and who care deeply about
doing their job, as well. The only concerns I heard them raise were,
“How can we do better protecting people’s identity? How can we do
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better at providing better service?” And they said, “Will you get us
the resources to do it, so that we can get this job done well?”

I think, if you look at the impact of the government closure and
where the furloughs were deepest, the IRS got one of the worst
burdens in government, because it is all people. And I think it was
terribly demoralizing to people. I give a lot of credit to the people
of the IRS, that they pick themselves up and they come back deter-
mined to do a good job.

They have also been through a difficult period where a few peo-
ple behaved badly, and we have all agreed that they needed to be
held accountable. But the vast majority of people didn’t deserve the
criticism that they got, because they

Chairman BRADY. Thank you, Mr.——

Secretary LEW [continuing]. Didn’t do anything wrong.

Chairman BRADY. Thank you, Mr. Secretary.

Mr. LEWIS. Thank you, Mr. Secretary.

Chairman BRADY. Mrs. Black, you are recognized.

Mrs. BLACK. Thank you, Mr. Chairman and Secretary Lew. It
is always good to have you here with us. I really am not sure—
there is so much to say, I am not sure where to start. But let me
start by saying that I would love for us to work on simplifying the
code, because I really do believe that that would help some eco-
nomic growth.

I would say that that economic growth would hopefully be better
than what we have continued to see. And this chart has already
been shown about the economic growth that has occurred, and the
GDP growth in the years that the President has been in office. And
I even had to draw in here over at the end another column, because
the projected growth for this upcoming year is 1.8 percent. And I
want to note in your remarks you said economic growth continues
on a solid path. I don’t consider this a solid path.

And then, in the proposal by the President we see an increase
in taxes on oil, taxes on savings and investment. None of that real-
ly helps economic growth.

But I want to go in another direction, because we can talk about
adding more money to the treasury, but where I am concerned
about is the money that perhaps is being wasted and not being
used, and using hardworking taxpayer dollars. And I want to pull
up a report when Secretary Burwell was here yesterday. This is a
report that came out of the Senate. And this report—“Illegal Immi-
grants Benefitted by up to $750 million in Obamacare Subsidies.”

Now, we can’t talk about raising taxes until we get our office
straight, our house straight, on what we are doing. We have to pro-
tect our taxpayer dollars. Hardworking taxpayer dollars don’t like
to read this kind of thing in the mail, or on their iPads.

This is a failure. This is a failure of being sure that you verify
before someone gets these tax credits and these subsidies. And we
see that as not happening. We have known for several years in the
Affordable Care Act that is not happening.

Now, I know it is law that if they cannot verify their legal status,
that for 90 days they are going to receive the subsidies. I happen
to believe you shouldn’t even give it out for 90 days, because now
there is a pay-and-chase. And we have seen this in other programs,
like the EITC. We are also seeing this in the education tax credits.
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We don’t even really know how many dollars—this is one situation,
but we really don’t even know how many dollars we are trying to
chase that were given out on self-attestation, where there wasn’t
verification of income in those other programs like auto-renewal,
where we didn’t even say, “Has there been a change in your in-
come.”

So, there are dollars going out the door that we are not sure that
they are really going properly out the door. And then chasing them
is a real problem. So there is a disconnect between HHS and the
IRS in giving out these tax credits. And what I want to hear from
you, as the treasurer who is in charge of all the dollars in this
country, is that there is going to be something done about making
sure that these dollars don’t go out the door without there being
verification.

As a matter of fact, I have a bill, and have had it for a number
of years now. I would like all my colleagues to sign on to this bill
with me. It is called “No Subsidies Without Verification,” because
if I apply for something in the private industry, and I don’t have
all of the paperwork to show that I qualify for whatever it is that
I am applying for, I don’t get whatever it is that I would like to
have, just because I say that, “Well, I don’t have to prove it,” or,
“There is 90 days that can go by. By the way, give me that money
bank, but I haven’t given you all of my qualifications.”

Can I get some assurances from you that this is something that
is going to be taken care of, and we won’t continue to see this hap-
pening?

Secretary LEW. Congresswoman, first, let me acknowledge that
we are committed to protecting taxpayer dollars and implementing
the Affordable Care Act and the Tax Code, generally. So, in prin-
ciple, you are not going to get any disagreement on that.

In the Affordable Care Act, you know, our implementing guid-
ance is clear that the premium tax credit is not allowed for individ-
uals who are not lawfully present in the United States, and that
such individuals who receive the advance premium tax credit must
repay it when they file their tax return.

Mrs. BLACK. So can you tell me, Mr. Lew, how much money is
coming back? Of this

Secretary LEW. I would have to get back to you, yes.

Mrs. BLACK. Could you get back to me on that?

Secretary LEW. [——

Mrs. BLACK. Can you get back and tell me, in the previous
years of the money that has gone out the door, how much money
has come back? Because we have had testimony from the OIG here
in this Committee about all of these other programs, where the
money goes out the door, about how much money that they are able
to get back. And that number is——

Secretary LEW. I will get——

Mrs. BLACK [continuing]. Minuscule, compared to what goes out
the door.

Secretary LEW. I will get back to you, but I just want to assure
you the IRS is using all of its standard enforcement tools, includ-

in
Mrs. BLACK. Well, it is not working.
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Secretary LEW [continuing]. Offsetting future refunds when it
comes to—

Mrs. BLACK. It is not working.

Secretary LEW [continuing]. Anyone who fails to reconcile.

Mrs. BLACK. We need to change policy, because it is not work-
ing.

Chairman BRADY. Thank you. Mr. Young, you are recognized.
Mr. YOUNG. Thank you, Mr. Chairman.

Mr. Secretary, thank you for being here before the committee. I
wanted to speak to you about the President’s corporate tax reform
proposal, specifically its impact on many of our multinational cor-
porations, like those in my home state of Indiana, the impact it
could have on their liquidity.

You will recall under the former Chairman Camp’s draft reform
proposal that he had sort of a two-tiered structure for dealing with
overseas earnings, for the subsidiaries of multinational corpora-
tions. He applied one rate, 8.75 percent, to cash earnings and a sec-
ond rate, 3.5 percent, on non-cash earnings. This was done pur-
posely, to recognize there is a difference between what these earn-
ings are spent on, what they are invested in, where they are left.
We don’t have $2 trillion—I know you understand—that is sitting
in some back account overseas. Much of that is invested or rein-
vested in equipment, infrastructure, and other things.

And so, I have concerns that applying a single rate will require
businesses in some instances to borrow in order to pay this tax that
has been proposed. It will certainly lower domestic investment, re-
investment here in the United States, and investment in these
businesses that are important to all Americans.

So my question is why does the President take this single-tier
approach, in terms of taxing these overseas earnings? So we will
just start with that.

Secretary LEW. So, in principle, we—I think we might even
agree that there is not a difference between a dollar earned and in-
vested and a dollar earned and put in a bank account.

Mr. YOUNG. Right.

Secretary LEW. It is subject to taxation. So the basic principle
is, you know, that all corporate earnings should be taxed on a com-
parable basis.

I understand the question you are asking, and the liquidity—the
cashflow issues. It is not a liquidity issue if firms have a capital
structure where they are able to finance it or to manage it. It is
only a liquidity issue if they can’t. If there are real liquidity
issues——

Mr. YOUNG. Have you prepared for that contingency within the
President’s proposal—

Secretary LEW. Well, look, I mean, to tell you the truth, we have
not gotten into a level of detail on working through the differences
between our proposal and proposals from the Hill.

Mr. YOUNG. I am asking about your proposal, not the contrast.

Secretary LEW. I think we provide some time for——

Mr. YOUNG. Time to adjust?

Secretary LEW. It is a five-year period to pay the taxes that are
due. So that is an attempt to make it not become kind of a sudden
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burden that would stress a firm’s cashflow. If that is not sufficient,
we are obviously open to a discussion about how to deal with it.

I don’t think the two-tier rate is really fair, in terms of treating
one dollar earned a different way than another. But it is not the
goal to create tax bills that can’t be paid. I actually think in most
cases it wouldn’t present that kind of a problem. But, you know,
if we can get into that level of detail, we would have made a lot
of progress. So I would look forward to, you know, kind of working
that through.

Mr. YOUNG. Well, I look forward to working it through, as well.
And I would like to play a constructive role in that conversation.
My thought is I know you have an incredible amount of internal
expertise over there at Treasury. We, in contrast, were able to
come up with a reform proposal with Ways and Means Committee
staff and Member input, which, my understanding, is very different
than the——

Secretary LEW. Yes.

Mr. YOUNG [continuing]. Way in the 1980s the tax reform pro-
posal was done. So I am surprised you haven’t been able

Secretary LEW. Well, no, we have——

Mr. YOUNG [continuing]. To get down to that level of detail,
candidly.

Secretary LEW. We provided technical support to Chairman
Camp at the time.

Mr. YOUNG. And we were grateful for that.

Secretary LEW. Yes. So it is not that we are unfamiliar with it.

Mr. YOUNG. Right.

Secretary LEW. We have one approach, you have another ap-
proach. The reason we haven’t gotten to that level of detail is we
haven’t had a real negotiation over what would the middle grounds
look like. I would welcome being in that kind of conversation.

Mr. YOUNG. Right, and just so, you know, some of my constitu-
ents who may be watching, or others who might be watching, I
mean, what we are talking about here is, you know, there may be
some company that has, you know, invested in a bunch of build-
ings, brick and mortar, and we are actually talking about taxing
the monies that were used to invest in that brick and mortar,
which, you know, seems a bit off.

But again, you have conceded—if that term strikes you as load-
ed, I will allow you to recharacterize it—but you certainly indicated
that there—this perhaps is not optimal, and we can improve upon
it.

Secretary LEW. Yes, and I do think that we have to keep our eye
focused on what I think we all agree on, which is that——

Mr. YOUNG. Right.

Secretary LEW [continuing]. There are companies sitting on
huge amounts of cash overseas, some of them borrowing against
them to be able to bring money home because of low interest rates,
and never paying taxes until that money is actually, you know,
physically moved. And that is wrong. I mean the system has to be
fixed.

Mr. YOUNG. Thank you.

Chairman BRADY. Thank you. Mr. Blumenauer, you are recog-
nized.
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Mr. BLUMENAUER. Thank you, Mr. Chairman.

Mr. Secretary, thank you again for visiting with us. I appreciate
the President staking out a bolder vision, in terms of what we
should be looking at in a year, when lots of people are talking
about what the future is. And there is lots of continued debate
about what we have done. And I think the record that is set forth
that you have been involved with is a very strong one, in terms of
a very impressive recovery, compared to what the President inher-
ited, very strong growth, which happened in terms of health care.

The catastrophe that was suggested actually hasn’t happened.
And when I talk to people in the health care industry in my com-
munity, whether they are doctors, hospitals, insurance people, it
has been a rather remarkable five years dealing with something,
despite the fact that Congress wasn’t willing to fine-tune it, they
were just sort of chipping away at it.

So, I appreciate a bold statement. I appreciate laying out a vision
for the future. I appreciate being able to engage with what we have
done and what we can do, going forward.

I noted with interest the President included in his proposal a
$10.25 fee on—per barrel of oil to be invested in infrastructure, es-
pecially green infrastructure. And, as you and I know, we have had
a number of conversations, how much I support the President’s
commitment to infrastructure, although we have had some modest
disagreement about how to go forward.

I hearken back to your days with Tip O’Neill, when Speaker
O’Neill and President Reagan were able to raise the gas tax on a
bipartisan basis

Secretary LEW. I remember it

Mr. BLUMENAUER [continuing]. A nickel a gallon, back when
that was real money, and had tremendous impact on our country.

I noted—I am pleased that the President appears to have
changed his position about whether—about having people who
make under $250,000 a year paying more to be able to support in-
frastructure. I commend that. The estimates I have seen is that a
$10.25-per-barrel charge would translate maybe $.20, $.25 a gallon
at the pump. It also has other impacts that I am not certain have
been fully vetted with the President’s proposal, things like school
buses and home heating oil. But I am assuming people will work
to deal with making sure that it—if it were enacted, that it would
work in a smooth and equitable fashion.

But my question to you, Mr. Secretary, is why should we go
through the machinations of the barrel charge that gets the petro-
leum industry moving from neutral to opposed? I didn’t see vast
numbers of people lining up supporting it, like they did with our
gas tax increase. Why don’t we just—is there opportunity for us to
work with the Administration to just do it directly now, and raise
the gas tax to meet these objectives on a sustainable basis, going
forward, rather than a proposal that actually would cost more, and
has more negative consequences?

Secretary LEW. Well, Congressman, I appreciate the kind words
for our policy, but I just want to be clear. We have imposed no di-
rect tax on consumers. I understand that there are different anal-
yses of what the pass-through rate would be, but I don’t think——
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Mr. BLUMENAUER. You don’t think that a $10-a-barrel in-

crease——

Secretary LEW. I don’t think

Mr. BLUMENAUER [continuing]. Is going to be reflected in
higher gasoline

Secretary LEW. I don’t think

Mr. BLUMENAUER [continuing]. Prices at the pump?

Secretary LEW [continuing]. You can just divide it by the 42 gal-
lons in a barrel.

Mr. BLUMENAUER. No, I am not suggesting, but

Secretary LEW. So the—there is a range of possible amounts
that will be passed through. But there is—no, this is not a direct
tax on consumers, this is a tax on oil industry.

[Laughter.]

Secretary LEW. As I have said to you in many conversations in
the past, we remain open to working with you and others in Con-
gress on anything we can get a majority for to

Mr. BLUMENAUER. Okay.

Secretary LEW [continuing]. Increase funding for highways.

Mr. BLUMENAUER. Great. Well, reclaiming 20 seconds, I think
there may be some debate whether it is $.15, $.20, $.25, or $.30.
You and I will agree that it is going to be a significant increase at
the pump, and probably less than the gas tax I proposed.

I would hope—and I appreciate your offer to do something that
is bipartisan—I hope that we can use this as an opening. I have
got some colleagues on the committee that are interested in a long-
term solution. And I would hope at some point we could have that
conversation before the year is out.

Thank you. Thank you very much for your courtesy.

Chairman BRADY. Thank you. Mr. Kelly, you are recognized.

Mr. KELLY. Thank you, Chairman.

Mr. Lew, good to see you again. I am fascinated because you
come here every year, and it must be very difficult, from your back-
ground. And I look at what the mission statement is for Treasury.
If we just put that up for a minute.

[Slide]

Mr. KELLY. And I think sometimes we become confused as to
who it is we work for. I don’t really view you as working for the
Administration, I view you as working for the American people.

Secretary LEW. That is exactly how I view myself.

Mr. KELLY. Yes, and I think we are the same way.

Secretary LEW. Yes.

Mr. KELLY. But sometimes the conversation drifts

Secretary LEW. He works for the American people, too.

Mr. KELLY. Yes, yes. And it drifts into something else.

But I just wanted to read this, so—because I know people at
home, where I am coming from, if they were watching this, they
would have fallen into this coma because of the Washingtonese,
where nobody understands what is actually being said, so they just
kind of nod and then they walk off and do something else.

But the mission statement for the Treasury is to maintain a
strong economy and create economic and job opportunities by pro-
moting the conditions that enable economic growth and stability at
home and abroad, strengthen national security by combating
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threats and protecting the integrity of the financial system, and
manage the U.S. Government’s finances and resources effectively.

Now, I have looked at your background, it is very impressive. A
lot of it has been spent in the public sector, not the private sector.
And I think that is where the disconnect—for somebody who has
been in the private sector all his life, and has understood that a
budget is something that is kind of—not kind of, but exactly where
you are going, it is a road map. And we may call it visionary,
where we would like things to go. But where I am from, in western
Pennsylvania, it is more kitchen table economics, where a husband
and a wife sit down to figure out what do they have to work with,
revenue-wise, and that dictates what they can spend.

In Washington, we dictate what we are going to spend, and then
we don’t come anywhere close to being able to pay for that. Now
we are going to have to do something else, and the something else
is usually borrowing. And we continue year after year after year
with deficit spending. And we are really proud right now that we
have actually reduced deficit spending. We are actually below a
half-a-trillion dollars a year. We are feeling pretty good about it.

And I keep thinking about this, a husband and a wife sitting
down. And the wife says, “You know, honey, this is the best year—
since we have gotten married. You brought home $32,500 last
year.” And he goes, “Yes, I know. I had a lot of overtime, and I was
able to work a little bit harder.”

And she says, “That is great. It is okay if I go out and spend
$37,000 or $38,000, then, right?”

And he is, “No, no, let’s get together on this, because the math
just doesn’t work, going forward.”

Now, I look at these things, and I start to wonder, myself. If peo-
ple at home can get it, and we tell them to tighten their belt, and
we tell them they are going to have to do more with less—and a
lot of it falls down to a broken Tax Code, and the reason we need
a bigger IRS is because the code is too big, and the people call in
because they don’t understand it and, more importantly, they are
scared to death of the penalties for not abiding by it.

Where you are, and where you have been—and you advise the
President on this—has there ever been a serious conversation—and
I mean this sincerely, and this is Republicans and Democrats—has
there ever been a serious conversation about where is it that we
are going with this? Do we really look at this and say, “This is sus-
tainable™?

And then the other—the conversation on inversions, I mean, hon-
estly, we need to put that poster up as the beatings will continue
until moral improves. We keep accusing these people—tax cheats?
These people are horrible?

I pay wage taxes, by the way. Anybody that looks at the Tax
Code understands that, when it comes to Social Security, yes, the
person, the associate, puts the money in. So does the employer. It
is a matching fund. When we talk about these people going over-
seas, they don’t go overseas because they hate America. They go
overseas because we are making it impossible for them to be profit-
able here. By the way, everybody that works for them is paying
wage taxes, and they are matching it to a great degree, and they
are paying a lot of other taxes.
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My question to you, as you start the end of a career, where is
it that you see this going? Because I don’t see it. At 19 trillion in
the red and climbing, and this President’s budget takes it way over
the cliff, could you possibly be able to sit down and say, “You know,
what, Mr. President? Looks good to me.” I mean it doesn’t. This is
a very bleak future. But we have assets, we could turn this around
with a proper Tax Code, regulation reform, and really make it easi-
er for people in America to be successful. They pay a high portion
of whatever it is they make in taxes.

So just—you only have a couple seconds left, and you only have
a couple months left, too, but what would you do differently? Be-
cause I just don’t see it changing.

Secretary LEW. Well, I will do the best I can in 30 seconds.

Mr. KELLY. Yes, I know, and this could take three or four hours
for us talk, but

Secretary LEW. Look, the truth is it is hard to compare a kitchen
table and a federal budget. There is a fundamental difference be-
tween a government, a sovereign that goes on forever, and a house-
hold that has, you know, the years that it manages. So there are
big differences between the two.

But even at the household kitchen table, I mean, how many of
us have sat down with our spouse and said, “Can we afford this
house, can we borrow X amount and have the next 30 years to pay
it back,” and reach the decision that you could? Now, ——

Mr. KELLY. Just to interrupt you, please, listen, you can’t bor-
row your way out of debt. And we are continuing to build this debt
that is going to—it is going to capsize this entire country. There
is no difference between kitchen table and what we are talking
about. The only difference is here you don’t—we can raise taxes so
we can print our own money. You can’t do that at home.

Secretary LEW. Right, that——

Mr. KELLY. And that is where the big separation is. I must tell
you the American people have lost confidence in the way we run
this company.

Chairman BRADY. Thank you. All time is expired.

Mr. Renacci, you are recognized.

Mr. RENACCI. Thank you, Mr. Chairman, and thank you, Sec-
retary Lew, for being here.

I, like Mr. Kelly, came from the private sector. So it is inter-
esting as I listened here. You know, we talk about Social Security,
it is okay. We talk about inversions, yes, we have to fix it. We
talked about debt, you said it is stable, you will leave office with
a manageable situation. We talk about economic growth is reason-
able. The problem is we have no sense of urgency. That is the real
problem.

So, last week I was at a high school. I talked to juniors and sen-
iors. I had them put up red cards or green cards. One of the ques-
tions I asked them, “Is our country going in the right direction?”
It was a sea of red, 95 percent no, it is not going in the right direc-
tion. These are the people who have to deal with this debt.

I asked them if our debt is too high. A sea of green. Yes, our debt
is too high. I asked them if our government is working together to
solve problems. It was a sea of red, absolutely no, we are just not.
Now, these are kids 19, 20, 21, 22. These are voters, these are peo-
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ple who are going to have to live with what we are saying is okay,
manageable. This isn’t manageable. This debt, if it continues, it
grows, is not manageable.

And it is not that hard to compare. The real difference is when
a husband and wife realize that they can’t pay their bills they have
a sense of urgency. When the Federal Government realizes that its
debt is growing, you know what they say? “It is manageable.” That
is a problem. That is a real problem. And that is the issue that I
think we have to get past.

And it is amazing. You know, my colleague, Mr. Larson, spoke
about working together. We have to work together. You have an op-
portunity last eight, nine months of your career. I will guarantee
you, if you were talking to Tip O’Neill today, he would not say $19
trillion is a good number. I am sure he wouldn’t. You may say dif-
ferent, but I will bet you if you and I were sitting at a bar, having
a drink, you probably would say a little different if there was just
two of us.

Secretary LEW. I don’t think any of us would have imagined the
size of the economy or anything else, so the numbers reflect eco-
nomic growth. But he believed in the role of government and the
need for us to have a willingness to finance things that were crit-
ical.

Mr. RENACCI. But I will bet you he would have been shocked
at 19 trillion. We will leave it at that.

But—so we have to be able to figure out a way to work together,
and that has got to be the issue. And hopefully, that can be—some-
thing can be done. It would be great if the President would say, “I
want to work with Republicans to try and get this done. This debt
is growing too much.” And I think that is what is frustrating for
me. I have been here five years, and I just keep hearing the same
thing.

And Mr. Kelly talked about Washingtonese. The people back
home, they are saying, “I don’t understand what they are talking
about. I know one thing, the debt is growing too high.”

But let’s just talk about some specifics. I did want to get into
some details on the budget. You know, I constantly hear from my
constituents how the Federal Government needs to cut down fraud,
waste, and abuse. And you know, unfortunately, the Administra-
tion budget did expand refundable tax credit programs without pro-
posing any meaningful safeguards.

I agree, the EITC has a laudable policy goal of encouraging re-
warding work by low-income Americans to increase labor workforce
participation. However, this program, in its current form, is rife
with fraud and improper payments. I understand that the EITC
program has the highest improper payment rate of any Federal
Government program: over 27 percent in Fiscal Year 2014. Over
the last 10 years, the—issued an estimated 134 billion in improper
payments.

One of the issues that—again, I am a CPA, a business guy. One
of the primary causes of the high improper payment rate is the
EITC program relies more directly on self-reported income of indi-
viduals, without regarding any verification. This stands in contrast
to the means-tested cash welfare programs that require income
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verification. In other words, individuals flat out invent fictitious in-
comes to maximize their EITC cash bonus.

Mr. Lew, do you believe—I am going to give you three ques-
tions—that the fraud and improper payment rate of over 25 per-
cent is acceptable? That is question one.

Do you believe that the budget that has any proposal would
make a serious effort to combat this?

And lastly, do you agree this is a serious problem?

Secretary LEW. Look, I would begin where I hope we agree, that
the earned income tax credit is one of the most effective programs
we have had, both to reduce poverty and to get people

Mr. RENACCI. I agree with that.

Secretary LEW. That is why it has had bipartisan support.

Each year the IRS recovers or prevents about $2 billion in im-
proper EITC claims.

Mr. RENACCI. But is an improper payment rate of 25 percent
acceptable?

Secretary LEW. And—no, we have been working hard to bring it
down. One of the things we have put in this year’s budget is pro-
posals that would simplify the EITC and improve compliance. One
of the—I mean I am not sure I agree with you on attributing where
most of the errors occur. Some of it is just because it is com-
plicated, and we have to simplify it so people could comply.

Mr. RENACCI. And I know we are running out of time, but
wouldn’t verification of income be the simplest way of——

Secretary LEW. Well, that—our tax system is one where you file,
and then we look at it afterwards. I think it would be a pretty dra-
matic change, and one that, if you did it on a broad basis, would
make our tax system even more cumbersome. But we can have fur-
ther discussions——

Chairman BRADY. Thank you. All right, Mr. Pascrell, you are
recognized.

Mr. PASCRELL. Thank you. Thank you, Secretary Lew. We have
never really explained what was the real effect of the tax cuts of
2001 and 2003 on budget and debt, coupled with the plan for pre-
scription drugs, and then not paying for two wars. When you look
at the charts about what affects the debt and what affects the def-
icit, these are major, major areas. But let’s—that is yesterday’s
chapter.

I am pleased to see that the budget includes over 600 million in
allotments to extend the earned income tax credit—we were just
talking about that—for Puerto Rico. The EITC is already available
to Americans living in the 50 states and the District of Columbia.
Introducing the EITC in Puerto Rico would encourage work and en-
courage workers to come out of the shadows into the formal econ-
omy.

We have introduced legislation, H.R. 4213, Tax Equity and Pros-
perity for Puerto Rican Families Act, along with Mr. Pierluisi of
Puerto Rico, to extent this important income and work support to
the residents of Puerto Rico.

Secretary Lew, we have heard a lot about the need for Puerto
Rico to have a mechanism to restructure its debt. In fact, that is
all we have been occupied with. But should we also be considering
economic development? Very briefly, give us your take on that.
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Secretary LEW. Absolutely. I think that the immediate and ur-
gent is the ability for them to restructure their debt and to get the
kind of oversight that would give everyone comfort.

But the real goal is not to restructure the debt. The real goal is
to get back to economic growth. And one of the things that the
EITC proposal does is it helps to get them back to economic growth
by making it easier to bring people back into the workforce. And
I think it would be very important, if we could do it.

I have, you know, reluctantly said on a number of occasions that
if we can’t do everything, we have to at least do restructuring and
oversight right away, because we just don’t have time to put that
off. But that doesn’t at all diminish the importance of dealing with
both the question of getting the economy back, which the EITC is
part of, and the real unfairness that their reimbursement for Med-
icaid is so much lower than other jurisdictions get.

Mr. PASCRELL. Yes, we have a couple quick questions. How
would the EITC in Puerto Rico impact economic development? And
why, in your opinion, is it so important to include these citizens in
this refundable credit? And I will—and——

Secretary LEW. Well, Puerto Rico is no different than any other
part of our economy. If—the rationale for the EITC is to make
work pay, so people will come back to work and be productive. If
you go to work and have the EITC to make it so that you don’t get
excessively taxed because of going back to work, because of loss of
benefits and other things, you get the EITC instead, that will be
good for the economy. It will create more productive labor and it
will reduce reliance on benefit programs.

Mr. PASCRELL. The budget does not

Secretary LEW. Which is the same as the rationale around—for
the EITC nationally. It is not different in Puerto Rico.

Mr. PASCRELL. I would hope not.

Secretary LEW. Yes. It is part of the United States, and there
are 3.5 million American citizens.

Mr. PASCRELL. What the budget does not address is expanding
the child tax credit in Puerto Rico. Why are their children treated
any different than the children on the mainland? Even though it
has previously endorsed the idea—if you remember in the 2011
task force report, it was endorsed and nothing ever happened after
that. Could you explain why this was left out of the budget

Secretary LEW. Well, we obviously looked at what could we do
that would make the most dramatic difference in Puerto Rico. We
put our plan together. In general, in our budget we put a lot of em-
phasis on the EITC. That is why we have the childless worker pro-
visions in our budget.

You know, we are also supportive of the child credit, and I am
happy to discuss issues related to that, you know, nationally, or
with regard to Puerto Rico.

Mr. PASCRELL. And something we have been struggling with,
Mr. Secretary, about our underground infrastructure, in terms of
pure water, and we know that—the challenges. And, unfortunately,
we got to be hit with—on the side of the head with a two-by-four
to understand what the heck is going on. It is not a sexy subject
to talk about when it is underground, but it is there.
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I really advocate and continue to advocate—and this is a bipar-
tisan thing—private activity bonds in the water infrastructure. We
should be emphasizing this. We need $500 billion to replace and
upgrade our water supply. We are not doing anything, really, about
this, just as we neglected our roads. You have seen the picture of
the encased pipe that is corroded. It could be applied to any agency
in the government, when we neglect things and think they are
going to heal themselves.

Secretary LEW. We do have the state revolving fund, where we
do try and support

Mr. PASCRELL. I want that cap to be raised, so that a lot of
other people

Chairman BRADY. Thank you

Mr. PASCRELL [continuing]. A lot of municipalities—thank you,
Mr. Chairman.

Chairman BRADY. You bet. Mr. Meehan, you are recognized.

Mr. MEEHAN. I want to thank you, Mr. Chairman.

And, Mr. Secretary, thanks again for being with us. The issue of
Iran sanctions was raised earlier. About a decade ago, the previous
administration engaged the Libyan Government and Mr. Gaddafi
in sanctions relief and, as a condition of that sanctions relief, re-
quired the Libyan Government to make whole certain victims of
terrorism, including those who were victims of the Lockerbie bomb-
ing.
Recently, this Administration has made a decision to—send $100
billion to Iran. As a former prosecutor, I looked at the question of
those who had been victims of Iranian terror, and appreciated that
the United States itself actually encouraged those victims to seek
compensation for those damages in American courts. I also discov-
ered that there are some $43.5 billion which has been awarded by
United States courts against Iran to those victims of terror.

These are Marines at barracks that have been blown up. These
are American citizens sitting in a café in Tel Aviv. Why did the Ad-
ministration allow $100 billion to flow to Iran, in light of this
precedent, before requiring that they pay the obligations that they
owe to the victims of Iranian terror?

Secretary LEW. Congressman, obviously, the—it—concerns that
you have about the victims of terror are concerns that we share.
And I will defer to my colleagues in the Justice Department, some
of the details

Mr. MEEHAN. Well, these weren’t decisions made by the Justice
Department.

Secretary LEW [continuing]. Of addressing the—those——

Mr. MEEHAN. This was a determination made by the President
that was

Secretary LEW. Let—to respond in terms of the policy behind the
nuclear agreement, as we had extensive debate over the summer,
it is critically important for the peace of the world and the United
States that Iran not get nuclear weapons. We negotiated with Iran
to successfully get them to back away from all of their pathways
to a nuclear weapon. And in exchange for that, provided relief from
sanctions after the performed on those commitments. They per-
formed on those commitments, and the sanctions on nuclear issues
are lifted. We have not lifted sanctions on
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Mr. MEEHAN. You lifted, but

Secretary LEW. But we have not lifted sanctions on other issues.
We continue to have sanctions

Mr. MEEHAN. Mr. Secretary, excuse me, though. But what it
has done is Iran, with new resources, turned around and purchased
military equipment from countries like Russia, military equipment
which 1s very likely going to find its way into utilization against
others in the Middle East, fomenting further acts of terror.

I go back to ask that question again. If they had the millions and
millions of dollars to buy military equipment, why couldn’t we have
required—this has nothing to do with nuclear. This is pay your bill
before we give you one penny of relief.

Secretary LEW. So, Congressman, the number you used, the 100
billion, we do not believe $100 billion will be available to Iran
under

Mr. MEEHAN. Well, 43.5 billion is the sum——

Secretary LEW. Yes.
| Mr. MEEHAN. I mean let’s say—are they going to get 43.5 bil-
ion, or——

Secretary LEW. There is—there will be some amount. There
have been different estimates, even from within Iran, that are even
smaller than that. It is substantially less. We can walk it down to
no more than 50 to 60, and I think it will be less than that, be-
cause there are real issues that encumber that money.

I think that the agreement is one where what Iran did in keep-
ing its part of the bargain on dismantling the reactor at

Mr. MEEHAN. Well, whether they have

Secretary LEW [continuing]. Heavy water reactor, and putting
the centrifuges either into storage or destroying them, shipping out
the uranium, and subjecting themselves to oversight and inspec-
tion

Mr. MEEHAN. Mr. Secretary, my time is running out——

1Secre‘cary LEW [continuing]. That is something that is of real
value

Mr. MEEHAN. Whether they have actually fulfilled the require-
ments is an open-ended question.

Let me just ask one other question, if I may. I have refinery
workers in my district.

Secretary LEW. I couldn’t hear, I am sorry.

Mr. MEEHAN. I have 3,000 refinery workers in my district. And
they have already been disadvantaged by the determination to
allow foreign refineries to ship oil now, refined oil, into the United
States, about a $3-a-barrel differential. Can you explain to me—can
you tell those workers that a $.25-a-gallon increase on oil tax will
not affect their jobs?

Secretary LEW. Congressman, what I can tell you is over the last
year we have seen a barrel of oil come down so much more in value
than the amount of the fee we are talking about, which is $10
phased in over 5 years, that—there is a lot of disruption in the oil
sector, but this is small in comparison to what they have experi-
enced.

Mr. MEEHAN. Thank you, Mr. Secretary.

Chairman BRADY. Thank you. Mr. Rice, you are recognized. If
I may, Mr. Rice, we have a bill on the floor that we have to man-
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age. Please excuse me while I go over to do that. Mr. Holding will
run the rest of the hearing.

But thank you again for being here today.

Secretary LEW. Thank you.

Chairman BRADY. Mr. Rice.

Mr. RICE. Secretary Lew, thank you for being here today. You
know, I have heard you mention and—first time I heard it was the
State of the Union, the President lamenting the bitter state of po-
litical discourse, and how—he admitted——

Secretary LEW. I am sorry, I am having trouble hearing you.

Mr. RICE. And how it got worse during his term. And I think
that is an awful shame. It think it is really curious, because I think
the President is a very bright man, and he is certainly very char-
ismatic. But I have seen, throughout my limited term here of three
years, that the President spends a tremendous amount of time on
the bully pulpit, throwing stones and working around and even
subverting Congress.

And you see Administration officials coming in here and lying
and not responding to subpoenas and delaying and obfuscating and
talking about how transparent the Administration is. I think it is
a terrible, terrible shame. And we sit here, he has got 11 months
left in his term, and now he is lamenting this discourse.

I would love the opportunity to work with the Administration to
solve some of the problems, these terrible problems that face our
country that we all talk about. Republicans and Democrats, we all
go home and talk about the fact that Medicare and Medicaid—ex-
cuse me, Medicare and Social Security are crippled, and they are
heading toward insolvency. We all talk about the sad state of our
Tax Code, and how it is not competitive in the world. And what I
would like to see is serious talks about how to solve some of these
problems.

What specific proposals—I am not going to say it is all the Ad-
ministration’s fault, I think it is Congress’s fault, too. But what
specific proposals has the Administration made to fix Social Secu-
rity? We all know it is a problem, we all know it is going to be in-
solvent in 15 years or so. I know of one, and that was CPI that was
in the budget, what, two years ago. Is it in the budget this year?

Secretary LEW. No. But, Congressman, I would say that if you
are concerned about Medicare, and you look at the results of the
Affordable Care Act, we have, for the first time in a generation,
turned the cost curve around, reduced the rate of growth

Mr. RICE. So——

Secretary LEW [continuing]. Done more to help the——

Mr. RICE. So it will last three more years, right?

Secretary LEW. I can’t hear you.

Mr. RICE. It will last three more years, right? Great. How do we
solve the problem? We are not—we haven’t solved the problem. We
need to make real solutions to solve the problem. How do we get
to this next step of tax reform?

You know, Dave Camp put out a detailed tax reform proposal. I
haven’t seen one from the President. I hear you say, “Well, there
are some things in there we liked.”

Secretary LEW. Well
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Mr. RICE. I mean have we sat down and tried to work through
that, and tried to get to a real tax reform proposal, other than just,
you know spitting at each other?

Secretary LEW. Congressman, I think in the conversations I
have had with the three chairmen of this Committee that I have
worked with, they all understand what the Administration’s tax
proposal is. We have had good conversations about where the areas
of overlap are. It is not that we don’t have a plan, we have a plan.
We put out a white paper——

Mr. RICE. What——

Secretary LEW. We haven’t had the political space to reach a
consensus.

Mr. RICE. Well, doesn’t the Administration—that is what con-
fuses me. You know, the President is the leader of the country,
right? Doesn’t he have a role in creating that political space?

Secretary LEW. Absolutely. He has tried.

Mr. RICE. You said a little while ago, “I am willing to work with
anything we can get a majority on.” Well, doesn’t he have a role
in building that majority?

Secretary LEW. Yes, and.

Mr. RICE. I have been in Congress for three years. I have seen
him engage with Congress twice. Once is when he said Assad
crossed the red line in Syria, and the second is on TPA. He has
been not present here at all, in my view.

Secretary LEW. Well, Congressman, if you look in the area of tax
reform and—in business tax reform, we put forward a proposal
over three years ago which many on our side of the aisle didn’t im-
mediately embrace. We said, “Let’s reduce the statutory rate, let’s
cut corporate taxes, let’s use closing loopholes to pay for it.”

Mr. RICE. Yes.

Secretary LEW. And we proposed something to be a bridge be-
tween the parties, use the on-time revenue for infrastructure——

Mr. RICE. That is right, and Dave Camp put out——

Secretary LEW. For two years, that——

Mr. RICE. Dave Camp put out a very specific proposal that
talked about very specific—you call them loopholes, I call them de-
ductions and credits—that would meet that. And it went nowhere.

Secretary LEW. And I have had

Mr. RICE. It is not just the fault of Congress, it is also the fault
of the Administration. The Administration has a role in building
that majority.

I want to ask you about one thing in particular. Under
Obamacare—you know, I don’t even know what the law is today,
because the President—his whim changes the law. But under the
premium tax credit and the cost sharing reduction provisions
that—Congress appropriated money for one and not the other, and
the Administration has blended the two and used the money ille-
gally—moved money from appropriated—what was appropriated to
what was not appropriated.

And this Committee has actually written letters And subpoenaed
repeatedly information about this, and not one document has been
provided. It has been going on for over a year. Can you tell me how
we can get this resolved? Let’s see this cooperation from the Ad-
ministration.
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Secretary LEW. Well, Congressman, we have, obviously, said
what we think the law is. The House has brought a lawsuit, so that
will be resolved by the courts, and we will continue to consult——

Mr. RICE. No response to the subpoenas from

Mr. HOLDING [presiding.] Time has expired.

Secretary LEW. Our staffs have been talking.

Mr. HOLDING. Mr. Davis from Illinois is recognized for five
minutes.

Mr. DAVIS. Thank you very much, Mr. Chairman, and thank
you, Mr. Secretary. And I want to compliment you on your long and
distinguished career in government service.

I do believe that we have made some serious progress since pas-
sage of the Recovery Act. And I also believe that this budget would
significantly continue that progress. Let me ask you. How much
have we reduced the deficit since 20107

Secretary LEW. Well, the annual deficit has gone down 75 per-
cent, from roughly 10 percent to roughly 2.5 percent.

Mr. DAVIS. How is our current economic growth affecting the
deficit?

Secretary LEW. Economic growth is good for the budget. It grows
the base of income and revenues go up and automatic stabilizing
spending goes down. So recovery has been good for the budget. It
obviously was a very deep hole we were in, so it doesn’t completely
erase the deficits.

Mr. DAVIS. You know, I have heard the aspersions relative to
the proposed budget. And if we were to adopt the President’s budg-
et, when would we begin to see some shrinkage in our debt?

Secretary LEW. Well, we—you know, we can see the deficit re-
main in the 2.5 to 3 percent range. We will see the debt stabilize
at roughly 75 percent of GDP. And, you know, it will be ongoing
issue that we have to work through, what the 20, 30, 40-year time-
frame looks like for turning the debt around.

Mr. DAVIS. So certain kinds of investments would actually have
a positive impact on the debt? Is that

Secretary LEW. Well, I think growing the economy—if we were
to do the things I think we know we need to do on infrastructure
and education, and help to—on immigration reform, grow the econ-
omy through the things that we know will help, that actually helps
the budget because it grows income. And therefore, revenue comes
in on a natural basis.

We have done a lot to cause an economic recovery, and to encour-
age an economic recovery, but there is more we can do, and the
budget continues to contain ideas and programs to do that.

Mr. DAVIS. Although our economy is indeed improving—and I
don’t think there can be any denial of that—there are still groups
in America——

Secretary LEW. Absolutely.

Mr. DAVIS [continuing]. Who are not taking advantage. For ex-
ample, I cite a recent study that the University of Illinois did at
Chicago which showed that almost half of the African American
males in the City of Chicago ages 20 to 24 are neither in school,
don’t have a job. Given the need to strengthen the well-being of
these individuals and others, I am delighted to know that we are
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advocating for expanding the earned income tax credit to help sin-
gle parents.

In addition, given that Chicago is one of the largest beneficiaries
of the new market tax credits, I am delighted that we are talking
about making it permanent.

And I am really concerned about the President’s proposal to pro-
vide tax credits for community colleges to try and connect, hope-
fully, with this group that I just mentioned. Could you expand a
bit

Secretary LEW. Yes.

Mr. DAVIS [continuing]. On what the Administration is thinking
about with that?

Secretary LEW. Congressman, I couldn’t agree more that we
have to make sure that the benefits of economic growth offer oppor-
tunity more broadly, and are shared by all parts of our community.

You take one thing you mentioned, the childless EITC, childless
earned income tax credit. It is the only part of our Tax Code, the
only group in our country, that is taxed into poverty, childless peo-
ple who would be eligible for the EITC. And that is just wrong. We
should not have a tax that makes you go from working and staying
barely above poverty to going below poverty. And I think that is
why there is actually some bipartisan agreement on the childless
EITC as a concept.

I hope we can work on that this year. We don’t—none of us
should feel like we get to take this year off. We have a year to get
more things done, And that is what this budget was put out there
to try and encourage.

Mr. DAVIS. Thank you very much. And I yield back, Mr. Chair-
man.

Mr. HOLDING. Ms. Noem, five minutes.

Mrs. NOEM. Secretary Lew, talking about poverty, I wanted to
address something that is going on with my Native American tribes
in South Dakota. And, as you know, the Federal Government has
a trust responsibility to provide health care for Native Americans
in the United States and Alaska Natives. And, because of this re-
sponsibility, they were exempted from the individual mandate of
the Affordable Care Act. But tribal employers and tribal businesses
were not exempted from the employer mandate that was also in-
cluded in that law.

You know, tribal governments in South Dakota employ several
hundred employees. They fear they could be on the hook for mil-
lions of dollars of penalties. In fact, they are often very isolated. It
is difficult to have economic development in these regions. They
struggle to keep people in positions, in jobs, taking care of their
families. And having that kind of penalty impacting them would
greatly undermine health care, education, opportunities in the fu-
ture.

You know, it is some of the most impoverished counties in the
country. And so, clearly, this was not the intent of the law, to jeop-
ardize them and their opportunities to provide for their families by
making them subject to the employer mandate. So I would like to
know what the Department of Treasury is doing to clarify the law
and finding a solution to exempt Native Americans and Alaska Na-
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tives from the Affordable Care Act, and the employer mandate that
is included within it.

Secretary LEW. Congresswoman, let me just begin by saying
that Treasury—I personally value the government-to-government
relationship between tribal governments and the Federal Govern-
ment. And over the last number of months Treasury has received
quite a few letters from Indian tribes, tribal leaders, and tribal or-
ganizations, raising the concerns that you are describing.

Treasury has met with tribal leaders and tribal organizations to
discuss these issues, and—including during the tribal consultation
call that Treasury recently held with over 200 representatives of
tribes and tribal organizations. We are reviewing the issue care-
fully, taking into consideration the feedback that we have received.
And, as you know, the statute has no exception for Indian tribal
government employees. But we are committed to considering the
concerns that are being raised by tribal stakeholders, and I would
be happy to follow up with you.

Mrs. NOEM. Is the intention of the Administration or the Treas-
ury Department to exempt them from the employer mandate, then,
and to find a way——

Secretary LEW. Well, the statute doesn’t give us the authority to
exempt. So we are looking at the comments and the concerns, and
looking to see what, if any, action can be taken. We can’t create
an exemption that doesn’t——

Mrs. NOEM. Well, I have legislation that would do so. I would
appreciate your support with it, as well, if we need to clarify the
statute.

But clearly, because they were exempted from the individual
mandate, the intent of the law is clear that Native Americans
should not face this kind of penalty, especially in areas like I have,
in South Dakota, where they are impoverished already, and have
a difficult time with economic development. It would be a hardship
that would jeopardize the little prosperity and way of life that they
have today, which is little to none.

Secretary LEW. Well, I have a lot of empathy for the people in
Indian Country, but—and understand the poverty there, so——

Mrs. NOEM. Well, and specifically in South Dakota even, it is
worse. Out of the top 11 poorest counties in the nation, I have 5
of them in South Dakota, and they are all my Native American res-
ervations. So this is something that is there, is constantly on their
mind, it is constantly on my mind, and we need resolution, too.

So I know that you are indicating that you will work with me,
but we need to find a solution, too. So let’s

Secretary LEW. Yes. Sitting here, I don’t know what the solution
is, but we are happy to follow up.

Mrs. NOEM. Okay, thank you. I yield back.

Secretary LEW. Thank you.

Mr. HOLDING. I recognize myself for five minutes. Secretary
Lew, the Department of the Treasury and the IRS take seriously
the taxpayers’ obligation to preserve records, documents [sic]. In-
deed, as you know, individual corporate filers who lose records, doc-
uments, face significant penalties.

The Federal Records Act that heads—that the heads of agencies
quote—and I will quote this—“Make and preserve adequate and
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proper documentation designated to furnish the information nec-
essary to protect the legal and financial rights of persons directly
affected by the agency’s activities.” So, just like taxpayers under
audit, then, Treasury and the IRS are required to preserve impor-
tant documents. We can agree on that.

And when the Treasury and the IRS are being investigated, or
engaged in litigation with private parties, they are supposed to
maintain records that may be relevant to those proceedings.

In June of 2014 the IRS announced that it had lost Lois Lerner’s
emails, and destroyed back-up tapes in the face of multiple sub-
poenas—the internal hold notices and document preservation no-
tices from the IRS, TIGTA, and DOJ. The IRS testified before this
Committee that the Lerner document destruction was just a fluke,
And that the IRS would improve its systems.

But it is deja vu all over again. In the middle of an audit of a
large corporation, the IRS marked documents for deletion and de-
stroyed records that were under a litigation hold. When questioned,
again, the answer is that it is not as bad as it looks. And while
the IRS attempted to destroy the documents, by sheer luck not all
of the records had indeed been destroyed.

So my question, Mr. Secretary. What is the Treasury’s policy
about employees who destroy documents that are part of a litiga-
tion or investigation?

Secretary LEW. Well, Congressman, whenever—{first, we comply
with the federal record retention policies, And that is the policy,
and continues to be. When there is any kind of an investigation,
parties are notified about retention requirements that are par-
ticular to cases with investigations.

I think that, you know, obviously, there has been a lot of discus-
sion about the facts that are at issue. I don’t think your character-
ization of them is one that we would agree with, in terms of wheth-
er things were destroyed or whether, because of the standard prac-
tices, there was a writing over of—on a routine basis, of storage
materials.

I am happy to get back to you with more details. But it is cer-
tainly my policy that we all need to comply with the requirement.

Mr. HOLDING. So are you taking steps that would ensure that
the IRS stops destroying records integral to any investigation?

Secretary LEW. T

Mr. HOLDING. I mean can you point to any concrete steps that
you are taking in light of——

Secretary LEW. I am not conceding that there was destruction.
You know, there—you know, the practices of using storage mate-
rials and writing over them was driven more by budget concerns
than anything else. But I do know that they are doing a lot more,
and it is costing them a lot more money to not do that kind of writ-
ing over in the future, in part to respond to the inadvertent——

Mr. HOLDING. Would you agree that it undermines the con-
fidence that the American

Secretary LEW. Yes.

Mr. HOLDING [continuing]. People would have in the IRS, when
they seem to be held to a different standard regarding the reten-
tion of documents than individual taxpayers are?

Secretary LEW. They are held to the same standard
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Mr. HOLDING. Do you think the individual taxpayer would re-
ceive a very warm welcome from the IRS if they just said, “Well,
in the common practice of my business I seem to be overwriting
these relevant documents on a regular basis that you would like to
have for this audit™?

Secretary LEW. Look, I think the overwriting, as a general prac-
tice—this has nothing to do with a records retention issue. It was
a matter of cost and efficiency

Mr. HOLDING. So does cost and efficiency trump the record re-
tention——

Secretary LEW. No, I am not—we are happy to get back to you,
but my understanding is that they are not doing the overwriting
anymore, and it is much more costly because of that. There is more
storage and more devices.

Mr. HOLDING. Are they sufficiently complying with the record
retention policies?

Secretary LEW. It is certainly the policy to comply. You know,
I have to defer to those who oversee, you know, on a daily basis,
whether there——

Mr. HOLDING. Well, Mr. Secretary, I don’t think you would ac-
cept from a taxpayer the excuse that, “For efficiency and cost sav-
ing(:is, I destroyed my relevant records that you would like for this
audit.”

My time has expired. I recognize Ms. Sanchez for five minutes.

Ms. SANCHEZ. Thank you, Mr. Chairman, and thank you, Mr.
Secretary, for hanging with, to the bitter end, the last few Mem-
bers that are here to ask questions.

I am interested in discussing some aspects of the Administra-
tion’s 2017 budget, because I think—and it has been said many
times on this Committee—that budgets are a very clear reflection
of what priorities we value. And our priorities, I think, should be
very clear, in terms of what we need to do for the American public.

We need to create an environment for good-paying jobs that
allow workers to support a family. We should offer our children an
opportunity to get an education and to be able to develop their tal-
ents without the threat of crushing debt from going to pursue a
higher education. We should be fostering innovative businesses and
creating a business environment that allows our domestic indus-
tries to thrive.

And I am happy to see, quite frankly, that the President’s budget
reflects all of those priorities. I think it is a healthy road map, and
a—quite a good statement about what his priorities are.

One of the issues that I would really like to drill down on in the
President’s—is the President’s child care tax incentive proposal. As
a mom who has faced the struggle to find affordable and quality
health care, I know of many couples that, even though they find
out they are expecting, and it should be a time of great happiness
and joy, they also begin to fret. That is the moment they begin to
fret and think about just exactly how are they going to be able to
swing working and quality child care.

Too often, families don’t find options that help them. And there
are a number of examples in certain states where parents are actu-
ally paying more to send an infant to day care than they are to
send children to college. And you know, that is just alarming to me.
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Too many families are forced to make economic choices for their
families, rather than the choices that are best for their families,
and we have to stop that madness.

So I am interested in hearing a little more detail from you about
the President’s proposed changes to the child care tax credit, and
how that provision specifically could benefit working families in
this country.

Secretary LEW. Well, Congresswoman, I couldn’t agree more
that the issues of child care are fundamentally important to work-
ing families. And it is indeed a real challenge for many families to
make ends meet. And you can’t go to work if you can’t get the child
care. So it is an economic issue, as well as a personal family issue.

And the President’s budget contains a number of policy initia-
tives to try and ease the burden on working families. It would pro-
vide a new simple tax credit to two-earner families. It would be a
second earner credit of up to $500 per year. We would reform the
child care tax incentives, raising the threshold, which begins to
phase down now at 15,000, to 120,000, so that the rate reaches 20
percent of income above $148,000.

We would simplify and better target education tax benefits to im-
prove college affordability. Child care is the first set of bills, but,
you know, college bills are on the horizon. And

Ms. SANCHEZ. As somebody who experiences both of those
things, I definitely feel the pain.

Secretary LEW. I have been through many years of both. And fi-
nally, we would expand the earned income tax credit for workers
without qualifying children, which is a different issue than you
raised, but it is critically important, in terms of providing working
families the ability to stay in and—get into and stay in the work-
force.

Ms. SANCHEZ. 1 appreciate your response, and I am just going
to add one comment onto the end of this, since I have got about
60 seconds left.

I actually was discussing the issue of trying to find affordable
child care with another colleague. And a third colleague sort of
overheard, somebody a little bit older than I am, and his contribu-
tion to the conversation was, “Well, can’t the grandparents just
watch the children?” And I wanted to—I bit my tongue, but what
I wanted to say is——

Secretary LEW. The grandparents are working, also.

Ms. SANCHEZ. Well, no. I have a father with Alzheimer’s, who
is in full-time nursing care, and a mother who is retired, who can’t
run after a young child, due to health problems. So I think there
is a lack of understanding and——

Secretary LEW. Right.

Ms. SANCHEZ [continuing]. Awareness of just how difficult it is
for families to get that kind of support that they need.

Secretary LEW. As a proud and doting grandfather, I relish
every minute I get to spend with my grandchildren. But, you know,
it is just not practical to expect grandparents to leave the work-
force early, in many cases. And, as you say, the responsibility for
two generations creates a real sandwich generation.

Ms. SANCHEZ. Yes. Thank you so much for your time.

Mr. HOLDING. Mr. Crowley is recognized for five minutes.
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Mr. CROWLEY. Thank you, Mr. Holding. It is appropriate, two
guys from Queens.

Secretary LEW. Bringing it home.

Mr. CROWLEY. Mr. Secretary, welcome once again. Today on
the House floor is a bill to compel the Administration to come to
Congress and discuss the budget and the deficit. Pretty interesting,
is it?

Secretary LEW. It is a little ironic.

Mr. CROWLEY. So I find it odd, like you, I think, that this week
the Republicans are refusing to have the guy who writes the budg-
et for the White House—they haven’t asked him to testify. In fact,
they are not inviting him to testify before Congress to discuss the
budget and the deficit. And we both find that ironic.

But since he is not going to be invited to come before the Hill,
maybe you could channel your best Shaun Donovan for us here and
answer a few questions about the budget and the deficit, as you
have been doing throughout this morning and this afternoon.

Earlier this week the President issued his budget for the year,
and‘?it outlined ways to cut $2.9 trillion from the debt. Is that cor-
rect?

Secretary LEW. Correct.

Mr. CROWLEY. Now, this is on top of about $4 trillion in pre-
viously enacted deficit reduction by the President, mostly in spend-
ing cuts, though some in closing tax loopholes and increasing the
taxes paid by millionaires, as well as the economic policies put in
place by this Administration, and carried out by Democrats also
helped to improve the economy. Is that not correct?

Secretary LEW. Correct.

Mr. CROWLEY. Would saving the auto industry, which Repub-
licans bragged they wanted to let go bankrupt, or investing in
clean, renewable energy manufacturing, which is revitalizing our
nation—including in places like Buffalo, New York, for instance—
be some of the economic policies put in place by this Administra-
tion and carried out by Democrats also, has it helped to improve
the economy? And maybe you can add a few others, if you can
think of them.

Secretary LEW. Look, I think, if you look at the auto industry,
saving the—we have had months—several months of record, his-
toric record auto sales by the U.S. auto industry that could have
easily been out of business——

Mr. CROWLEY. In fact

Secretary LEW [continuing]. If not for the actions we took

Mr. CROWLEY. In fact, Mr. Secretary, under the—President
Obama, the U.S. auto industry has created 645,000 American jobs.

Secretary LEW. Right.

Mr. CROWLEY. When, again, my Republican colleagues wanted
to let Detroit go bankrupt. Is that not correct?

Secretary LEW. Yes. I mean I think that it is an enormous recov-
ery, rebound for the auto industry. And it very much proves the
wisdom of not losing that critical industry.

Mr. CROWLEY. One of those pesky tax loopholes we closed with-
out Republican support was to prohibit Americans from hiding
their money offshore in foreign bank accounts. Is that not correct?

Secretary LEW. Mm-hmm.
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Mr. CROWLEY. It is odd the Republicans opposed that common-
sense action, but maybe they represent a lot of folks with Swiss
bank accounts. No one that I know in Queens fits that bill, nor did
anyone complain about the closing of that giant loophole, that giant
billion-dollar loophole.

A simple fact is that the first trillion-dollar annual deficit was
created when President Bush was president, in the final year of his
presidency. Have those trillion-dollar deficits been stopped by this
Administration?

Secretary LEW. We have been reducing the deficit by a faster
rate than any time since the end of World War II. There is still
a deficit, because we started in such a deep recession and such
a

Mr. CROWLEY. They are no longer a trillion

Secretary LEW. No, it has been dramatically reduced.

Mr. CROWLEY. Mr. Secretary, the Affordable Care Act, or
Obamacare, was slated to save taxpayers $100 billion in the first
10 years. How much has it saved to date, being only in its first five
years of law?

Secretary LEW. I should have—if I were the budget director, I
would have those numbers at my disposal, but I will have to go
back and a

Mr. CROWLEY. Well, I am told that, by the numbers we have
from OMB, compared with the 2011 mid-session review, projected
federal health care spending for 2020 will have decreased by $185
billion, not $100 billion, based on current budget estimates, saving
above and beyond—way above and beyond—the deficit reduction
directly attributed to the Affordable Care Act. So we can put that
in your quiver.

And the private sector has created new jobs in every month since
the Affordable Care Act, that dreaded job killer, was enacted into
law. Is that not correct?

Secretary LEW. Not only have we created more jobs, but we have
seen jobs created at a pretty rapid rate in the small business part
of the economy, which was where a lot of the biggest concerns were
raised.

Mr. CROWLEY. So the only thing sent to the so-called death
panels were the Republican lies about the health care law, and how
it would hurt our economy.

So let me close by saying that I do not think we need to make
America great again, as we already are the greatest nation on
earth. And I pity those that need to spin untruths and lies to tear
down the greatest nation on this planet. Thank you, Mr. Secretary,
for being here today.

Secretary LEW. Thank you.

Mr. HOLDING. I would like to thank the Secretary for appearing
before us today.

Please be advised that Members may submit written questions
to be answered later in writing. Those questions and your answers
will be made part of the formal hearing record.

And, with that, the committee stands adjourned.

[Whereupon, at 1:14 p.m., the committee was adjourned.]
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Question from Chairman Brady

Question 1:

The President's FY 2017 budget proposal included a $10 per barrel tax on oil that would be
phased in over a 6-year period. The Chief Actuary at the Social Security Administration
has estimated that the tax would result in a cumulative increase of 1 percent in Social
Security Cost of Living Adjustments from 2017 through 2022. The cost increase would
worsen Social Security's 75-year actuarial deficit by 0.03 percent of payroll and move the
date of Social Security insolvency forward by one year. Was this impact on Social Security
considered when developing this tax on 0il? Does the administration have a plan for
addressing concerns about the long-term solvency of the Social Security Trust Fund?

Answer:

The SSA Actuary was asked to look at thisprovision from the FY 2017 Budget in isolation and
estimate its indirct effect on the Social Security Trust Funds. That analysis estimates that the
proposed oil fee would have the indirect effect of increasing Social Security benefits by a very
small percentage (0.5 percent) over the next decade, for a total of $50 billion over 10

years. However, a full analysis of all of the provisions in our FY 2017 Budget proposal would
show that it has a positive impact on the long term fiscal health of Social Security. That is
because comprehensive immigration reform, program integrity proposals, and other revenue
proposals in the Budget would improve Social Security’s fiscal outlook. The Social Security
Actuary previously estimated that the bipartisan Senate immigration reform bill would reduce the
Social Security shortfall by $300 billion over the first 10 years and would close 8 percent of the
75-year Social Security shortfall (reduce the long range actuarial deficit by 0.21 percent of
payroll). In addition, the Actuary scored the provision in the FY 2017 Budget for modifying the
windfall elimination provision, and the government pension offset, which is estimated to reduce
the long range social security actuarial deficit by an additional 0.08 percent of payroll. Finally, it
is important to note that our Budget estimates fully account for the impact of the oil fee on all
parts of government finances, including Social Security. The indirect impacts of the oil fee are
reflected in the revenue estimate for the fee itself, which is the scoring convention adopted by
both OMB and CBO, and in our economic assumptions, which incorporate the impact of all of
the Administration’s policy proposals.
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Questions from Rep. Boustany
TAX

Question 1:

According to this article (see attached), the EU is going to try and force public disclosure of
country-by-country information related to earnings and taxes.

‘What does this mean for the Action 13 Country-by-country reports that Treasury worked
so hard at the OECD to have go through information exchange to protect confidentiality?

Answer:

Implementation of Action 13 is being undertaken by many countries around the world, including
the United States. As is clear pursuant to our tax treaties and tax information exchange
agreements, the United States will not exchange taxpayer information, including any country-by-
country reports, with any country that fails to protect the confidentiality of that information.

The article you reference relates to separate legislation about which, according to the article,
more information will be available in April. Once that legislation is made public we will be
happy to provide to you our views on how consistent it is with the agreed G20/OECD
deliverables.

Question 2:

The Administration actively participated in the BEPS project. Lew and Obama, through
the G20 process, fully endorsed the output. Additionally, as Bob Stack said at the (12/1)
hearing, the US has “... a stake in ensuring that companies and countries face tax rules that
are clear and administrable ...” and “... failure in the BEPS project will result in countries
taking unilateral, inconsistent actions, thereby increasing double taxation, the cost to the
US treasury of granting foreign tax credits ...”

Don't the EU actions related to public country-by-country reporting and the use of state
aid to unilaterally and retroactively tax deferred foreign earning of US multinationals
undermine the BEPS multilateral efforts generally, and US interests more specifically?

Has the Treasury Department raised these concerns with the OECD?

Answer:

As noted above, we will await the public release of any EU legislation before assessing its
conformity with the BEPS objectives. With respect to the state aid investigations, as Secretary
Lew wrote to Commissioner Juncker in his February 11, letter:
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“The United States shares the EC's strong interest in preventing major multinational
companies from shifting income from higher-tax countries to low- or no-tax
Jurisdictions. President Obama has proposed a robust business tax reform plan that
would address this problem, and he repeatedly has urged our Congress to enact it into
law as soon as possible. Moreover, the United States has played a leading role in the
G-20 and the OECD Base Erosion and Profit Shifting (BEPS) project. The BEPS
project has produced a broad set of measures to prevent and deter international
corporate tax avoidance. Countries and companies around the world are responding
by reforming their policies and behavior.

In this context, the United States is disappointed that DG COMP appears to be
pursuing enforcement actions that are inconsistent with, and likely contrary to, the
BEPS project.”

We are aware of the issues you raise and share similar concerns. Our representative to the
OECD, Deputy Assistant Secretary Robert Stack, has raised concerns about the State Aid
investigations at the OECD.

HEALTH CARE

Question 3:

Health Reimbursement Accounts (HR 2911) - Secretary Lew, the Administration issued
guidance in 2013 penalizing employers who offer financial assistance to employees for the
purchase of health care coverage and related expenses through HRAs at a rate of $100 per
day, per employee, and I will note that the temporary relief from these astronomical fines
provided last year through the Administration's guidance was appreciated. Unfortunately,
that relief has since lapsed and fines are again accruing.

A friend and small business owner from Louisiana, Randy Noelle, recently communicated
his serious concern over having been instructed to pay the entirety of the fines owed to
Treasury for these accounts when he files his taxes this year; this could put him and a lot of
other business owners out of business!

Mr. Lew, does the IRS plan to enforce collection of the $100 per day, per employee fines
currently accruing while congress continues to pursue the legislative fix through H.R. 2911,
which Treasury has reviewed and provided technical assistance on?

Answer:

The health reimbursement arrangements (or “HRAs”) you refer to typically involve an
employer’s promise to reimburse employees’ medical expenses — including premiums employees
pay for health coverage not provided by the employer — but only up to a stated dollar amount.
The arrangements are employer-provided health plans under the Affordable Care Act (ACA) and
are therefore subject to the ACA market reforms that protect employees and consumers. Those
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market reforms prohibit annual dollar limits on employer-provided health plans and require these
plans to pay for certain preventive services without cost to employees. Because HRAs have
dollar limits on the amount they pay or reimburse, they cannot, by definition, satisfy the market
reforms under the statute.

ENERGY

Question 4:

Secretary Lew, during the IMF conference in October 2015, your message was clear —
urging countries to “use all available policy tools” to boost global growth. Your comments
suggested that the U.S. was hoping to get more countries to implement the necessary fiscal
and monetary policies that could re-energize the global economy.

Yet, when we received President Obama's FY20 17 budget yesterday, I was disappointed to
see that while the Administration may talk the talk, you definitely aren't walking the walk.
I would argue this budget fails to strengthen America's global energy leadership. Instead
your proposal creates new, unnecessary taxes for industry and energy consumers alike.

Specifically, I'd like to talk about the new "oil fee" or as many are referring to it, the $10
per barrel tax.

So if I put all the pieces together, this new fee is aimed at an already struggling industry,
one that has cut over 100,000 jobs already in the last year, over 5,000 in my hometown of
Lafayette, Louisiana alone. In fact, the impact has been felt throughout the country as
every lost oil and gas job leads to an additional 3.43 jobs cut in other sectors. That means
the 114,000 job losses in the oil and gas sector wiped out an additional 391,000 jobs in other
sectors last year and sliced economic growth to about 2.1 percent from 2.6 percent.

Last year, when you came up to discuss the Presidents FY 2016 budget, you told us that
you “want to make it easier for companies to grow, invest and create good, stable, well
paying jobs here in the U.S.” If that statement is in fact true, can you please explain the
rationale behind this tax?

Answer:

The American Society of Civil Engineers has given the country’s highways, roads and bridges a
failing grade year after year, and it is very clear that the nation needs hundreds of billions of
dollars of increased infrastructure investment. While the FAST Act, passed in 2015, is a step in
the right direction, more sustained investment is needed. Over the decades ahead, the nation’s
population and economy will continue to grow — we need to start making investments now to
meet the growing demand. This fee provides an appropriate basis for funding these investments.

This proposal is also part of a broader Budget that makes the necessary investments to grow the
economy and lift middle-class incomes while providing significant tax cuts for middle-class and
working families. In addition, the U.S. oil industry competes in a global market, and will do so to
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an even greater degree now that the crude oil export ban has been lifted. The fee will have little
effect on global oil prices and therefore it will have little impact on U.S. crude oil production or
employment. Moreover, the fee would be phased in over five years, so the annual increment in
the fee imposed on oil companies would be quite modest, especially when compared to the
magnitude of recent oil price fluctuations.

Question 5:

To quote a resolution I introduced yesterday, “believing that oil companies will pay the fee
with no effect on consumer prices requires also believing that the producers won't pass
their increased cost on to refiners, who won't in turn pass their costs on to the public; in
other words, requires suspending belief in basic economics.”

As I'm sure you already know, API came out saying that this new tax would increase the
cost of a gallon of gas by approximately 25 cents. And if we use history as a barometer, we
know that this tax could also have an impact on food prices along with everything that
relies on transportation to get to consumers. As IER economist Robert Murphy said, “you
don’t make it faster, easier, and cheaper to move products by imposing a huge tax on the
thing that moves them - oil."

In fact, Congressional Research Service released a report to the Senate Energy and Natural
Resources Committee yesterday shortly after the President's budget was released. To
quote that report:

“Since it is likely that the oil fee would be shifted forward by the oil companies, and since
petroleum products enter into many products, consumers will likely see higher prices, not only
directly for gasoline and other consumer products, but, in general, for many products to
varying degrees.”

And maybe even more impactful:

"In general, the fee would likely result in decreased discretionary consumer purchasing power
which may translate into lower expected economic growth."

I think you would agree with me that history has shown that the people most hurt by
higher taxes that increase the cost of energy production are lower-income and middle class
Americans.

So tell me, Mr. Lew, why does the Obama Administration want to make life more difficult
for the average American ... to get to work, to be able to afford groceries?

Answer:

Over the last few decades, our infrastructure investments have fallen short by hundreds of
billions of dollars. As a result, our crumbling infrastructure imposes a huge cost on American
families from reduced competitiveness and its impact on wages, from the lost time and fuel costs
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caused by traffic congestion, and from diminished prospects for workers who are unable to
access job opportunities. To give one example, Americans spend 7 billion hours a year in traffic
— costing our economy $160 billion per year, or $960 per commuter. The infrastructure
investments financed by the oil fee, particularly those in clean transportation, will improve the
efficiency of shipping and travel, delivering cost savings and a stronger economy for American
businesses and households.

Moreover, this oil fee proposal is part of a broader Budget that makes the necessary investments
to grow the economy and lift middle-class incomes while providing significant tax cuts for
middle-class and working families. The Budget includes tax cuts for working and middle-class
families that would make paychecks go further in covering the cost of child care, college, and a
secure retirement; a tax credit for two-earner couples; and an expansion of the Earned Income
Tax Credit for workers without dependent children. All of these investments are paid for in the
context of the Administration’s Budget.

Finally, the President’s plan would allocate 15 percent of revenues from the new oil fee to
provide targeted assistance to households with particularly burdensome energy costs. Some of
this revenue would fund the creation of a Household Clean Energy Transition Program to help
American households lower their energy bills while using cleaner forms of energy. A particular
focus would be on supporting households in the Northeast as they transition from fuel oil for
heating to cleaner forms of energy.

Question 6:

Mr. Lew, it is no secret that the oil and gas industry are critical to the state of Louisiana's
economic stability. In fact, Louisiana loses about $12 million every time the price of oil
drops $1. This has been felt more so in recent months as the price for a barrel of oil fell
below $27 a barrel for the first time since December 2003.

As you know, unlike other energy producing countries, the U.S. oil and gas industry is
made up of thousands of individual companies that compete here against each other but,
now, are in a life and death fight against other countries, like Iran, Russia and Saudi
Arabia, that have government-owned energy companies.

I would argue that most countries with such rich energy resources would ensure the health
of this strategic asset base. But in this country, the president's budget attacks the U.S. oil
and natural gas industry, threatening our nation's rank as one of the world's energy
leaders, and passes this cost and insecurity onto every American energy consumer.

A strong American oil and natural gas industry secures our place as a world leader in
energy production. It provides jobs and lower transportation costs.

'With this in mind, could you please elaborate on why the Administration is proposing a
targeted repeal of Sec. 199 for only oil and natural gas companies? Repealing this
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deduction for only the oil and gas industry places hundreds of thousands of jobs at risk and
undermines efforts to reduce our dependence on foreign oil.

Answer:

This Administration has been focused on building an economy in the United States that is
cleaner as well as more efficient and secure. As part of that effort, the Administration proposes
to repeal a number of tax preferences available for fossil fuels. One of these tax preferences is
the Domestic Production Activities Deduction which effectively provides a lower rate of tax for
income from certain activities, including the production of fossil fuels. The extension of this
deduction to fossil fuel production distorts markets by encouraging more investment in the oil
and natural gas industry than would occur under a neutral tax system. This market distortion is
detrimental to our long-term energy security and is also inconsistent with the Administration’s
policy of supporting a clean energy economy, reducing our reliance on oil, and cutting
greenhouse gas emissions. Moreover, this market distortion leads to underinvestment in other,
potentially more productive, areas of the economy.

Question 7:

Drilling for oil and natural gas involves expenses such as site preparation and labor,
representing 60 to 80 percent of the cost of the well. This is particularly important to
highlight right now since the number of rigs drilling for oil and gas has fallen from over
1,900 in October, 2014, to 744 at the end of November, 2015, and just 619 at the end of
January, 2016, according to oilfield services firm Baker Hughes; due to the fact that the
price of a barrel of oil is currently around $30, less than a third of the $90-plus it was
selling for 18 months ago.

Since 1913, companies have been able to expense these costs, much like the R&D deduction
enjoyed by other industries. Cost recovely is an essential part of all business models and
IDC, just like R&D, serves identical policy goals: innovation, development, and growth.

Yet, the President's FY 2016 budget proposes a full repeal of expensing intangible drilling
costs (IDC). Eliminating the IDC deduction would discourage innovation in the energy
sector, jeopardizing additional valuable advances in oil and gas exploration, high paying
jobs, and America's energy security. Again, could you please provide an explanation on
why the Administration believes this is a good idea?

Answer:

This Administration has been focused on building an economy in the United States that is
cleaner as well as more efficient and secure. As part of that effort, the Administration proposes
to repeal a number of tax preferences available for fossil fuels. The expensing, rather than
capitalization, of IDCs provides a tax preference to the oil and natural gas industry and thus
distorts markets by encouraging more investment in the oil and natural gas industry than would
occur under a neutral tax system. This market distortion is detrimental to our long-term energy
security. It is also inconsistent with the Administration’s policy of supporting a clean energy
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economy, reducing our reliance on oil, and cutting carbon pollution. Moreover, this market
distortion leads to underinvestment in other, potentially more productive, areas of the economy.
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Questions from Rep. Dold

Question 1:

Secretary Lew, in thinking about the recent spate of corporate inversions, it is clear that in
the business world, companies are always looking for the economically sound thing to do.
Businesses are driven by data, and will go where the data leads them.

‘When you see companies move their headquarters abroad, from an economic perspective,
do you understand why companies do this?

Given the flight of American companies overseas, what are the lessons you have learned?
Do you believe companies are doing this for economic reasons?

Answer:

We understand that there are several motivations for companies to move their headquarters and
their corporate addresses abroad. Sometimes it is to improve production efficiencies or to better
exploit growing markets. Other times, the shifting of a corporate address through an inversion
transaction is done to reduce taxes. This is often accompanied by stripping earnings from the
U.S. corporate tax base through the use of related-party debt and finding ways to avoid the
residual U.S. tax on unrepatriated foreign earnings. So, there are a variety of reasons why U.S.-
based multinational firms seek to move their corporate address (and sometimes headquarters)
abroad, including both tax-related and non-tax reasons.

Regardless of what motivates inversions, however, these transactions point to a basic unfairness
where corporations take advantage of the many benefits of operating in the United States—
including reliable rule of law, intellectual property protection, government support for basic
research, an educated workforce, and publicly-provided infrastructure—and then avoid paying
their fair share of taxes. Treasury has used its existing authority under the tax laws to reduce the
tax benefits of—and when possible, stop—inversions. Treasury’s actions significantly diminish
the ability of inverted companies to escape U.S. taxation. While these actions have helped slow
the pace and reduce the tax benefits of inversions, only Congress can put a stop to inversions.
Congress should enact legislative solutions immediately, such as the Administration’s specific
Budget proposals aimed at addressing earnings stripping and inversions. A larger positive step
would be to accept the Administration’s international tax reform proposal that would address the
underlying distortions that erode the U.S. tax base.

Question 2:

‘When companies invest, the message that the public receives is that the company is simply
moving its headquarters overseas. But when the company headquarters moves, it isn’t just
that the company's executives may switch locations. Potential job losses among the
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employee base may result. Are you seeing evidence of job losses among working and middle
class Americans as a result of these inversions?

Answer:

As a result of the enactment of an anti-inversion statute in 2004, inversions generally can occur
only in the context of a merger with a foreign firm. In many merger situations, there is evidence
of job losses due to consolidation by the merger partners. This generally reflects labor efficiency
gains or productivity gains associated with mergers. Inversion transactions often go beyond the
economic efficiencies associated with many merger transactions, however, in that aggressive tax
reduction strategies are a driving force for the transactions themselves. While we do not observe
large job losses immediately following corporate inversions, we are concerned about erosion of
the corporate tax base and location decisions for corporate investments in the future.

Question 3:

Secretary Lew, we have seen a number of proposals that seek to penalize and block
companies from moving. However, do you see these effm1s as something that ultimately
leaves American companies vulnerable to foreign acquisition? Do you see foreign
acquisitions and corporate inversions as two sides of the same problem, which is America's
uncompetitive tax environment for multi-national companies?

Answer:

The Administration is strongly committed to making the United States an attractive place for
companies to locate and invest, by developing workforce skills, investing in world-class
infrastructure, and promoting a fair and efficient tax system. That is why we developed a
Framework for Business Tax Reform, released by the White House and Treasury in February
2012 [and updated in April 2016]. That is why we also continue to call on Congress to enact
legislative solutions, such as those proposals in the Administration’s Budget to reform the
business tax system, including specific proposals aimed at addressing earnings stripping and
inversions and our international tax reform proposal that would address the underlying
distortions that erode the U.S. tax base. These proposals, if enacted, would reduce the incentives
for foreign takeovers and inversions.

Administration Budgets since 2003 have advocated tightening earnings stripping rules, which
would discourage both inversions by, and foreign acquisitions of, U.S. companies. Congress has
not acted on these particular recommendations. However, in 2004 Congress enacted an anti-
inversion statute which attempts to penalize or block companies from moving abroad. The anti-
inversion statute slowed inversions by generally requiring a merger with a foreign firm in order
to shift a firm’s corporate address from the United States to another country. However,
corporate inversion activity has accelerated in recent years as corporations have adapted to the
statutory constraints. Recent Administration Budget proposals have advocated strengthening the
anti-inversion statute to deny inversions if the shareholders of the U.S. company maintain control
of the combined entity, as well as restrict deductions for excessive interest to curb “earnings
stripping.”
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Questions from Rep. Kelly

Question 1:

Mr. Secretary, the Administration's proposals would push the top capital gains rate from
around 20 percent to 24.2 percent, or 28 percent if you include the net investment income
tax. Of course, it could be even higher if you took the nominal rate of 24.2% and layered
on the ACA 3.8% tax and the 1.2% Pease limitation.

As a small business owner, I don't support this higher rate because of the negative effects it
would have on investment and jobs, but I would like to explore the Administration's policy
decision on this point.

It is my understanding is that the weight of economic opinion would view that rate as the
revenue maximizing rate. This economic opinion informed, in part, the 28% rate in the
Tax Reform Act of 1986. Anything above the top capital gains rate would in fact yield
revenue losses.

My question to you, as the top economic policy official in the Administration, is where does
the Administration believe the revenue maximizing rate is on the ordinary side? In other
words, at what top rate does the Administration believe revenue estimates turn negative? I
ask this because there is an active debate, especially among my friends on the other side,
about where that top rate ought to be.

‘What is the Administration's view on this matter?

Answer:

The Administration’s revenue proposals would indeed restore the top rate on long-term capital
gains income to the 28 percent rate set in the Tax Reform Act of 1986. However, the rate was not
selected to maximize tax revenue. Instead, in conjunction with other Administration proposals
that would limit opportunities for taxpayers to defer taxes on capital gains for long periods or
avoid them entirely, the proposal contributes to deficit reduction, makes the tax system more
progressive and economically efficient, and reduces incentives for tax planning and avoidance by
treating income more similarly regardless of whether it is earned by wage earners or capital
owners.

Because tax revenues depend not just on tax rates but also on breadth of the base to which the tax
applies, the revenue maximizing rate is dependent on other features of the tax system and the
state of the economy to which it applies. As an analytical exercise, academic researchers have
estimated the revenue maximizing rate likely to have prevailed in varying circumstances, and
generally have concluded that the revenue maximizing rate is well above the top rate that exists
today.
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Question 2:

Mr. Secretary, as you know the Treasury Department regularly assists Congress in crafting
tax legislation to maximize its efficiency and effectiveness from a technical perspective.
Since Treasury Department oversees the Internal Revenue Service (IRS) which implements
the law, I seek your office's technical input on H.R. 3678 to better understand how the IRS
will implement proposed legislation and, accordingly, its impact on taxpayers.

Last year, I introduced bipartisan legislation, H.R. 3678, the Preserving Access to Orphan
Drugs Act of 2015. The bill would exclude certain drugs that are designated for diseases
affecting a limited population from the pharmaceutical fee. Under current law, the IRS is
charged with collecting a certain amount of fees from the pharmaceutical industry based
on market share. The exclusion of taxable drugs results in a reallocation of the fees among
the remaining taxable drugs.

The legislation I introduced would correct this problem. Section 2(b) of the legislation
provides that a drug manufacturer's total fees for a particular year cannot exceed the
amount paid under the current law without the exemptions in H.R. 3678.

The language of this hold harmless provision is below:

(b) Hold Harmless for Covered Entities With No or Limited Orphan Drug Sales-
Subsection (b) of section 9008 of the Patient Protection and Affordable Care Act (26
U.S.C. 4001 note prec.; Public Law 111-148) is amended by adding at the end the
following new paragraph:

‘(5) ADJUSTMENT FOR CERTAIN COVERED ENTITIES WITH NO OR

LIMITED ORPHAN DRUG SALES - If-
‘(A) the fee under this section for a calendar year with respect to a
covered entity (determined without regard to this paragraph), exceeds
‘(B) the fee that would be determined under this section for such year
with respect to such entity if branded prescription drug sales of all
covered entities were determined without regard to clauses (ii) and
(iii) of subsection ( e)(3)(A),

then such entity's fee under this section for such calendar year shall be

determined as described in subparagraph (B).’.

My question is, if this language was signed into law, would the hold harmless language of
Section 2(b) work as intended: (1) to reduce the overall collections of the fee in that year by
the amount otherwise allocable to the drugs being excluded, and (2) to ensure that
manufacturers not impacted by the new exclusion would not have to pay more in fees than
they would have had the legislation not been enacted?

If the answer is in the negative, then what technical changes would be required to ensure
that the IRS would implement such a proposal so that companies with products that do not
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meet the criteria of the new exemption would in fact be held harmless and not experience
an increase in the fee owed?

Answer:

We understand that there is interest in expanding the Orphan Drug exception to the Branded
Prescription Drug Fee without increasing the fee on other fee payers. As you know, Treasury
staff have provided technical assistance on this issue in the past. We are open to continued
discussion on this topic, particularly with respect to the efficacy and administrability of
legislative proposals, including specific provisions such as the proposed hold harmless language.
We look forward to working with you and your staff on this matter.
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uestion from Rep. Neal

Question 1:

Mr. Secretary, I very much appreciated your testimony at the Committee’s hearing two
weeks ago on the Administration's FY 2017 budget. I would like to focus more specifically
on your response at the hearing to a question I asked regarding Puerto Rico's economic
crisis. You may recall when I asked you to provide the Committee with your ideas for
fixing Puerto Rico’s economy, your response concentrated heavily on debt restructuring. I
agree that providing new restructuring authority for the island's debt is the most
significant and immediate action the Congress could take to alleviate Puerto Rico's current
economic problems.

I also believe that the tax code should be utilized to incentivize long-term economic
development on the island. Tax incentives for investment in the island's economy have
worked in the past. I would like to encourage you to consider such incentives as a part of
any solution you propose to the crisis — not at the expense of restructuring authority, but
rather as a vitally important supplement to that authority. Would you be willing to work
with me and others in the Congress to explore such proposals?

Answer:

Thank you, Representative. It is urgent that Congress act, and quickly, to provide Puerto Rico
with the tools it needs to address this crisis, most urgently comprehensive restructuring and fiscal
oversight. However, as you know, in the long term we must find ways to help Puerto Rico return
to economic growth.

Having assessed the issue closely, it is our belief that providing Puerto Rico with access to an
Earned Income Tax Credit (EITC), similar to what is already available on the mainland, is one of
the single most powerful tax measures we could implement to support Puerto Rico’s return to
growth and reward work. The President’s Budget provides $600 million per year to establish a
locally-administered Earned Income Tax Credit (EITC) in Puerto Rico. An EITC administered
by Puerto Rico is a well-targeted tax incentive designed to lift incomes, increase Puerto Rico’s
low labor force participation, encourage participation in the formal economy, and improve tax
compliance.

We are open to other ways of delivering tax relief if well-targeted to Puerto Rican families or to
business hiring and investment. However, we are skeptical of proposals modeled on the costly
and ineffective incentives that were phased out by Congress in the past. Such proposals would
risk turning Puerto Rico into a corporate tax haven, providing windfalls to corporate income
earned in the mainland, but without having meaningful or sustainable impact on employment in
Puerto Rico. In contrast, a well-crafted EITC is by far the single most impactful tax incentive for
recovery and growth for Puerto Rico.
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Question from Rep. Noem

Question 1:

Secretary Lew, during the hearing you stated the current Affordable Care Act statute does
not allow the Department of the Treasury (Treasury) to exempt tribal governments from
the shared responsibility provision of the law, otherwise known as the employer mandate.
As Congress considers legislative action to correct this serious oversight, it is important for
us to get a sense of the extent to which the employer mandate's penalties will harm tribal
members. Has Treasury worked with any tribes to estimate the penalties?

If so, could you please provide estimated penalties under the employer mandate for tribes
in the state of South Dakota?

Answer:

The Treasury Department has not developed estimates of the employer responsibility payments
that might be owed by particular employers, including tribes and other governmental employers.
We continue to consider the concerns raised by Indian tribal stakeholders and look forward to
continuing to work with you and your staff on this matter.
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uestions from Rep. Rangel

In October, the Federal Reserve Board (Fed) issued proposed rules requiring the largest
U.S. banks and the U.S. subsidiaries of the largest foreign banks to maintain minimum
levels of what is known as Total Loss Absorbing Capacity (TLAC) which must include a
mandated amount of long-term unsecured debt. The purpose of the Fed's proposed rule is
to reduce the likelihood that the “too big to fail” banks will need extraordinary government
support during a major financial crisis. As proposed, the Fed’s TLAC rule would require
a contractual clause in the debt instruments of the U.S. subsidiaries of foreign banks
providing that the Fed can convert the debt into equity of the bank or cancel the debt even
if the bank is not in resolution proceedings. This contractual clause is not required in the
debt instruments of the covered U.S. banks and, as such, would result in disparate and
inequitable treatment of taxpayers and impose massive and I can only assume unintended
tax increases on covered U.S. subsidiaries of foreign banks.

The Fed’s mandate that the U.S. subsidiaries of the largest foreign banks include a
contractual conversion clause in their TLAC long-term debt instruments would likely
cause the long-term debt to be treated as equity (not debt) for tax purposes. As you well
know, by being treated as equity instead of debt, the U.S. subsidiary of the foreign bank
will be denied a deduction for its interest payments and incur massive unforeseen tax
increases - potentially in the hundreds of millions or even billions of dollars.

Question 1:

Mr. Secretary, are you familiar with the TLAC tax issue and has anyone from the Federal
Reserve Bank reached out to you or your Treasury Department about the potentially
disparate and inequitable tax treatment of U.S. subsidiaries of large foreign banks versus
U.S. banks under the Fed’s Proposed TLAC rules?

Answer:

Treasury tax staff has not been asked to comment on the final TLAC proposal but had an
informal discussion with Federal Reserve staff when the proposal was in its formative stages.

Question 2:

Assuming that the Fed retains the contractual conversion clause mandate on the U.S.
subsidiaries of foreign banks, is the Treasury Department willing to issue guidance
declaring that the long-term debt instruments issued under these circumstances shall be
treated as debt for tax purposes?

Answer:

The tax characterization of instruments as debt or equity is generally governed by statute (the
Internal Revenue Code) and a long case law history. Neither the Treasury Department nor the
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Internal Revenue Service has been approached about the feasibility of issuing guidance on the
tax treatment of the instruments to which you refer.
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Question from Rep. Roskam

Question 1:

Secretary Lew, as you are aware, there has been a significant increase of Chinese takeovers
of U.S. businesses over the last few years. Last year, global cross border mergers and
acquisitions (M&A) reached a six year high, with Chinese firms investing $15.7 billion in
the U.S. — a new record. And, already this year, this trend (Chinese companies acquiring
US businesses) is accelerating to unprecedented levels and will likely continue through
2016.

Already, we've seen several deals announced early this year, including Chinese
construction company Zoomlion’s $3.3 proposed acquisition of Connecticut-based Terex
(announced in Jan. 2016), Chinese conglomerate Dalian Wanda Group’s proposal to
Hollywood’s Legendary Entertainment for $3.5 billion (announced in Jan. 2016), and the
sale of the Chicago Stock Exchange to an investor group led by China's Chongqing Casin
Enterprise Group (announced in Feb. 2016). And, ChemChina’s proposed $43 billion
takeover of Switzerland’s Syngenta has significant implications here, given Syngenta's
major presence in the U.S. seed market.

One of Treasury’s important roles is to help administer and oversee the Committee on
Foreign Investment in the United States (CFIUS) process — particularly determining the
effect of such foreign transactions on the national security of the United States. Could you
please assure the Committee that your department is closely reviewing any transactions
that involve national security implications?

Answer:

While statutory confidentiality rules limit CFIUS from disclosing publicly any information filed
with the Committee, including whether or not a transaction has been filed with CFIUS, I can
assure you that CFIUS, and Treasury as chair of CFIUS, share your interest in protecting the
national security against threats arising from foreign investments in the United States.

CFIUS has the authority necessary to fully evaluate any foreign acquisition of a U.S. business,
regardless of sector, to assess its effects on national security, and CFIUS member agencies
thoroughly vet all transactions notified to the Committee to identify any such effects.

When a transaction poses a national security risk that is not adequately addressed by other
provisions of law, CFIUS exercises its authority to mitigate the national security risk or, if the
risk cannot be mitigated, recommends to the President that he prohibit the transaction.
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Questions from Rep. Tiberi

Question 1:

Secretary Lew, I was intrigued to read the Administration’s claim that the President's FY
2017 budget and revenue proposals extend the solvency of the Medicare Hospital Insurance
Trust Fund by over 15 years. As you may know, the Congressional Budget Office recently
projected the HI trust fund would be exhausted in just ten short years. So, where is the
money coming from to extend the solvency of the HI trust fund by fifteen years?

Answer:

The Budget proposes to broaden the tax base of Medicare’s financing by reforming the Net
Investment Income Tax (NIIT) to close a loophole that allows some high-income partners and S
corporation shareholders to avoid the 3.8 percent Medicare tax. This proposal would ensure that
high-income taxpayers pay the 3.8 tax on all their income over $200,000 (single and head of
household returns) or $250,000 (joint returns), either through the NIIT or through employment
taxes. All revenues from the NIIT would be directed into the Hospital Insurance Trust Fund. In
addition, the Budget proposes reforms to improve the efficiency of Medicare services and reduce
waste, which would generate Medicare savings of $420 billion over ten years. Together, these
reforms would extend the life of the HI Trust Fund for at least 15 years.

Question 2:

On the tax side there's a $272 billion proposal to “Rationalize Net Investment Income and
Self Employment Contribution Act Taxes.” The Net Investment Income tax was created as
one of the tax hikes included as part of the President's health care law. If the
administration was concerned about HI trust fund solvency, why is this revenue being
dedicated to the fund only now; why not in Obamacare?

Answer:

Directing revenues from the NIIT to the HI Trust Fund will mean that the NIIT, Medicare Tax
and the Additional Medicare Tax receive the same treatment, as the revenues of the Medicare
Tax and Additional Medicare Tax already go into the HI Trust Fund. The Additional Medicare
Tax was passed at the same time as the NIIT and applies to high-income workers earned income
at the same income thresholds—over $200,000 (single and head of household returns) or
$250,000 (joint returns). Accordingly, it makes sense for these revenues to be used to support
the Medicare Trust Fund.

Question 3:

In the past, this Administration supported modernizing the Medicare benefit and
combining Parts A and B to extend trust fund solvency. Secretary Lew, which of these
options do you think would best encourage economic growth and help put Medicare on a
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sustainable path: a tax on investment income or a structural change within the Medicare
program itself?

Answer:

The Administration’s FY 2017 Budget includes a robust set of reforms that aim to improve the
efficiency and quality of the care that Medicare provides, bolster the program’s long-run
sustainability, and drive reform of our health care delivery system as a whole. These proposals
build on policies enacted in the Affordable Care Act (ACA), which have made substantial
progress toward better aligning Medicare payments with the cost of services and moved
Medicare toward payment systems that reward efficient, high-quality care, rather than a high
volume of care. Thanks in part to the ACA reforms, Medicare spending per beneficiary has
actually fallen in inflation-adjusted terms since 2010 and the program has seen improvements in
the quality of care, such as lower hospital readmission rates.

The FY 2017 Budget includes a package of Medicare legislative proposals that will save a net
$420 billion over 10 years by supporting delivery system reform to promote high-quality,
efficient care, improving beneficiary access to care, addressing the rising cost of
pharmaceuticals, more closely aligning payments with costs of care, and making structural
changes that will reduce federal subsidies to high-income beneficiaries and create incentives for
beneficiaries to seck high-value services.
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