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(1)

NOMINATION OF DR. JOHN W. SNOW, TO BE
SECRETARY, U.S. DEPARTMENT OF THE
TREASURY

TUESDAY, JANUARY 28, 2003

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 9:38 a.m., in

room 216, Hart Senate Office Building, Hon. Charles E. Grassley
(chairman of the committee) presiding.

Also present: Senators Hatch, Nickles, Lott, Snowe, Kyl, Thomas,
Santorum, Frist, Smith, Baucus, Rockefeller, Breaux, Conrad,
Graham, Jeffords, Bingaman, and Lincoln.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. Good morning, everybody. I welcome you to this,
the first hearing of our Senate Finance Committee during the
108th Congress.

I would start with special introduction of four new members of
the committee, of which only one is here at this point. But we sure-
ly welcome our new Majority Leader, Senator Frist, as a new mem-
ber of the Senate Committee on Finance. We also will welcome
Senator Santorum, Senator Smith, and Senator Bunning.

All of these gentlemen are distinguished members and will, I
think, all have individual things and outstanding things to con-
tribute to the work of the Senate Finance Committee.

Of course, we welcome back all returning members of the com-
mittee, and particularly to continue our working relationship with
Senator Baucus, past chairman of this committee.

While a gavel may change hands, I do not expect anything to
change regarding the good working relationship that we have here
on this committee, and particularly between Senator Baucus and
me.

I want to emphasize right off the bat that the office that we are
considering today is a very important part of constitutional respon-
sibility. We need a person who can quickly tackle the challenges
facing the Treasury Department and the Secretary of Treasury. We
need a can-do type of person.

The matter at hand today is the nomination, then, of John Snow
to be Treasury Secretary, and we compliment him on his selection
by the President of the United States.
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The Treasury Secretary is a very important position in the Presi-
dent’s cabinet, particularly in the area of some international fi-
nance and domestic economic issues.

Given the importance of the office of Treasury Secretary, this
committee has a bipartisan tradition of acting expeditiously on the
nomination. We should not needlessly delay in carrying out our
constitutional role with respect to this very important position of
Treasury Secretary.

I ask my colleagues on both sides of the aisle to help us move
this nomination quickly. I expect the nominee and the administra-
tion to quickly answer questions that have arisen or may arise out
of this hearing, before we move forward.

I want to thank the nominee for his cooperation and for his will-
ingness to withstand the heightened scrutiny that has developed in
recent years.

In the course of our work on this nomination, we have found that
Mr. Snow participated in executive compensation arrangements
that were typical of senior executives of Fortune 500 companies.
These kinds of arrangements were the subject of the reforms of
Sarbanes-Oxley.

The Finance Committee’s retirement plan legislation also tackled
many of the excesses in executive compensation. Unfortunately,
that legislation was held up in gridlock last year.

I intend to pursue the retirement plan legislation again this
year. It is clear to me that we need to change the Tax Code and
ensure that abusive executive compensation arrangements do not
return.

Many have had questions about Mr. Snow’s compensation pack-
age. Senator Baucus and I have asked several questions regarding
this matter, and I believe that we have, now, a fairly good under-
standing of these issues between Mr. Snow and CSX.

We have shared with members in the media the answers to those
questions. Reasonable people can disagree, but it appears that Mr.
Snow’s pay and benefits are typical of CEOs before Sarbanes-Oxley
legislation.

While people want to dwell on what Mr. Snow made, I think it
is important also to bear in mind what Mr. Snow is giving up to
take the position of Secretary of the Treasury.

It looks like Mr. Snow is giving up approximately $15 million in
salary, benefits, bonuses by taking this position to serve the Presi-
dent and to serve the people of the United States, and to do the
public service that he is doing in the tradition that he has in the
past.

Mr. Snow will bring to the Treasury Department a distinguished
background of business experience and prior public service. Most
importantly, Mr. Snow is a proven leader, with a steady focus on
long-range projects and short-term challenges.

This focus on short-term problem solving and long-term planning
is what the Nation needs in a Treasury Secretary. As one of the
Nation’s principal economic policymakers, the Treasury Secretary
must face our Nation’s sluggish economic performance, and do it
straight on.

In sum, Mr. Snow has a reputation of getting things done. This
is very good news for people who want our economy to grow and
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the creation of new jobs, because that is what the message from the
last election was all about.

It is what Senator Baucus and I want to do on the Finance Com-
mittee: getting things done for the American people, having a via-
ble economy. We welcome, then, Mr. Snow in helping us achieve
that goal.

Before I conclude, there is a little bit about international trade.
Tax policy is not the only issue that matters to this committee or
to the Treasury Department.

Expanding international trade is critical to America’s economic
growth and security. Treasury, as a steward of the U.S. economy,
has always played an important role in the formulation and imple-
mentation of U.S. trade policy.

As I have stated many times through the years, I do not want
to see this role diminished, even as parts of the Customs Service
are moved from the Department of Treasury to the new Depart-
ment of Homeland Security. I hope the nominee shares this view.
I look forward to hearing from Mr. Snow.

Now it is my privilege to call on Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Thank you very much, Mr. Chairman.
First, I congratulate you on reassuming the chairmanship of this

committee. We have had, as you said, a very good relationship. You
and I have worked closely together to help maintain the bipartisan
tone and mood of this committee. It makes a big difference to us,
personally, clearly, but also to the committee, and hopefully to the
Senate, Congress, and to the Nation. I look forward to working
with you.

I also join you in welcoming our new members to the committee,
particularly the new Majority Leader, Senator Frist, and the other
members who have yet to arrive—I expect they will be here soon—
Senator Santorum, Senator Smith, Senator Bunning.

There are four new members on your side, Mr. Chairman. We did
not have the opportunity, after the last election, to add many on
our side. But we look forward very much to working with you.

Let me turn to the subject of today’s hearing. We are pleased to
consider the nomination of John Snow to be the 73rd Secretary of
the U.S. Treasury Department.

Mr. Snow, you have been nominated to, I believe, one of the most
important positions in government. In fact, some could say one of
the most important positions in government and the world.

The Treasury Department was created in 1789, shortly after the
first Congress convened. It has been led by some of our most distin-
guished public servants, from Alexander Hamilton onward.

It has enormous responsibilities. As Treasury Secretary, your
every word and action will have far-reaching consequences for our
domestic economy, for our world economy, for the President, for all
of us.

Therefore, I would like to use this to begin a discussion about the
state of our economy. It is not in good shape. It is fragile. There
are some positive signs, but on the other hand, we have lost
100,000—additional new jobs lost—last December. The unemploy-
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ment rate increased from 4 percent to 6 percent, where it has hov-
ered since 2001.

Industry is operating at only 76 percent of capacity. Businesses
have stopped investing in new equipment and facilities. Consumer
confidence is low and is dropping. The University Michigan’s Sur-
vey of Consumer Confidence Index was 107.6 in December of 2000,
dropped to 86.7 in December 2002, and in January it has dropped
further, to 83.7.

So what do we do about this? The Federal Reserve cut the short-
term interest rate 11 times in 2001. There is not much more it can
do. That means we must turn to fiscal policy.

The mainstream economic policy—fiscal policy, that is, taxes and
spending—in this situation would mean cutting taxes and increas-
ing spending. That is mainstream economic policy, given the situa-
tion, as you know. I see you nodding your head in agreement.

I commend the President for recognizing the problem and pro-
posing an economic growth package, and I am committed to work-
ing with the administration to try to find common ground.

At the same time, I would like to suggest three ways in which
we may be able to improve on the President’s package. First, we
need to keep an eagle’s eye on the deficit. Simply put, deficits mat-
ter. They do drive up interest rates and they do, very much, threat-
en our children’s economic future.

I am pleased, Mr. Snow, that you have recognized this. You have
stated, ‘‘A balanced Federal budget is the best choice to ensure a
bright future for the Nation’s economy, American workers, con-
sumers and taxpayers, and, most of all, future generations.’’ You
have made several other statements to that same effect in the past.

Well, I agree with you. Unfortunately, the President’s plan would
make the deficit worse, not better. If enacted, the President’s tax
proposals would increase the deficit $674 billion over 10 years, and
if you add interest costs, the President’s plan would add almost $1
trillion to the national debt.

That worries me, Mr. Snow, and I hope it worries you. I hope we
can count on you to continue your advocacy of a conservative fiscal
policy and a balance budget.

I also urge you to try to force and shape the administration’s pol-
icy so that any stimulus that is enacted this year is more up front,
more in 2003 than in later years.

In fact, the Office of Management and Budget’s own figures show
that the fiscal stimulus of the President’s plan in 2003 is only $39
billion out of a total of $674 billion, and that is not including inter-
est costs.

My second suggestion is that we can improve the President’s pro-
posal by doing more to help States. States are facing their worst
budget crisis in many decades.

In fiscal years 2002 through 2004, States are facing deficits of
$171 billion. My own State of Montana is facing a budget deficit
of $184 million, not high by California’s standards, but very high
by Montana’s standards.

Given this situation, States may be forced to take steps that
could only make the economy worse. They will have to cut spending
or increase taxes. That will mean less spending by households and
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businesses, and as a result, an even weaker economy. We need to
break this downward spiral.

Therefore, I believe that the centerpiece of any plan should be a
one-time grant to States. I have put forward a proposal for grants
of up to $75 billion to States. As a result, States would not have
to lay off workers, they would not have to shut down vital services
such as health care and education. They would not have to raise
taxes.

Some argue that ‘‘States got themselves into this mess, so States
must find a way out.’’ I find that argument unconvincing. States
just lack the tools that the Federal Government has to maintain
budget stability through economic downturns. They have a require-
ment, that is, under their constitutions, they must balance their
budgets.

Any plan that lacks a State relief component will ultimately fail
to stimulate the economy. Attempts by Congress to spur the econ-
omy will fail if, at the same time, States are forced to raise taxes,
cut spending, and eliminate jobs. Unfortunately, the President’s
plan does not have such assistance for the States. It should.

My third suggestion, is that we can improve the President’s pro-
posal by putting more money into the hands of all taxpayers, not
just a few, or others who do not get benefits.

These are the folks who are hardest hit by the economic slump,
the ones with overdue bills, with immediate expenses, the ones who
will spend any tax cuts immediately and help stimulate the econ-
omy.

The President’s plan includes an acceleration of many of the tax
cuts that were enacted in 2001. I fully support acceleration of some
of the tax cuts. While the President’s plan puts money in the hands
of most taxpayers, it does not provide relief to all. Thirty million
of America’s households will not receive any benefit at all.

I believe we need to include the refundable portion of the child
care credit and the marriage penalty earned income tax credit pro-
visions, as we did in the 2001 tax cut. I believe we should go fur-
ther, by completely eliminating the income tax on the first $3,000
of wages.

These are my main suggestions: keep an eye on the deficit—I
said an eagle’s eye, help States do more for all taxpayers, and I
want to make sure that the Montana rancher who makes $30,000
a year receives some benefit.

I hope, Mr. Snow, you will take these suggestions to heart so
that we can work together in the bipartisan tradition of this com-
mittee to pass a solid proposal that helps restore economic growth.

Let me briefly turn to a different, but equally important issue,
and that is Medicare. The Secretary of Treasury wears many hats.
One of them is to be the managing trustee of the Medicare trust
funds.

My concern. There were reports in the papers last week describ-
ing the administration’s proposal for Medicare reform. The reports
say that the President will propose a prescription drug benefit, but
one that would only be available to seniors who enroll in a private
health plan.

If these reports are true, they represent a dramatic change, a
change in the debate last year over prescription drugs where there
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was a widespread consensus among all participants and both par-
ties that all Medicare beneficiaries should have access to a drug
benefit, even if they remain in a traditional fee-for-service program,
which, as you know, constitutes about 85 to 87 percent of Medicare
beneficiaries. Eighty-five to 87 percent are in the fee-for-service
program.

If reports about the President’s proposal are true, his plan would
represent a departure from this bipartisan consensus. I am anxious
to hear more from you about the administration’s Medicare plan.

Mr. Snow, the challenges ahead are difficult. The American peo-
ple are anxious about the prospect of war, about prescription drug
benefits, and about the health of the economy.

I hope you will use the opportunity this morning to shed some
light on those areas of the President’s agenda for 2003. I congratu-
late you on your nomination and look forward—and this is not just
a passing phrase, I mean it—to working with you.

Thank you.
The CHAIRMAN. Thank you, Senator Baucus. Before we have

members speak, I would like to have Senator Warner, Senator
Allen, Senator Frist, and if Senator Daschle comes, speak before
our members speak so that we can move important Senators on to
other things.

Senator Warner.

STATEMENT OF HON. JOHN WARNER, A U.S. SENATOR FROM
VIRGINIA

Senator WARNER. Thank you, Chairman Grassley, Senator Bau-
cus, and fellow friends and colleagues on this committee. I shall be
brief. Perhaps my entire statement could be made a part of the
record then.

The CHAIRMAN. Your full statement will be made a part of the
record.

[The prepared statement of Senator Warner appears in the ap-
pendix.]

Senator WARNER. I listened very carefully to these opening state-
ments. Indeed, I think they are well thought through and frame
the issues not only for this hearing, but indeed for the Nation, as
we move towards the correction and strengthening of our economy.

I pick up on a word that you used, Senator Baucus, the world.
Never before have we seen the extraordinary issues, unprecedented
issues, in the world have such a serious impact on our economy.

That is why my distinguished colleague, Senator Allen, and I are
proud, on behalf of our State of Virginia, to submit to the Senate
for confirmation one of our very finest and best-trained profes-
sionals. The State is here today to support this superb candidate.

His vast experience in education, public service, and business
present a rare combination. More importantly, he is a man of char-
acter. I have known him a long time, from not only the business
life that we lead in our respective responsibilities, but in many
other ways we have shared experiences together.

He is universally and internationally respected. John Snow hum-
bly represents the American dream. The son of a public school
teacher and a father who was a sole practitioner lawyer, he worked
his on way through college by coaching a grade school basketball
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team. He went on to earn a Ph.D. in economics on a National De-
fense scholarship at our university, the University of Virginia.

He later won an award for outstanding teacher at the University
of Maryland, while at the same time earning a law degree in night
classes from George Washington University.

John previously worked in public service under President Ford as
the administrator of the National Highway Traffic Safety Adminis-
tration and other policymaking positions.

In business, he rose quickly through the ranks of CSX, a Fortune
500 transportation company, by pursuing a strong vision of what
a forward-looking transportation company should be in the deregu-
lated economy and taking the risks necessary to implement that vi-
sion.

There he gained hands-on experience with vast portions of Amer-
ica’s economy, particularly the Nation’s industrial and manufac-
turing base: steel, coal, energy.

The 50,000 workers at CSX and their families have John Snow
to thank for refocusing this railroad at the end of the last century
and laying the tracks for the long-term growth in this century.

His support from a number of leading organized labor unions,
and their endorsements, including the United Transportation
Union, the Seafarers International Union of North America, and
the Hotel Employees and Restaurant Employees International
Union, are a testament to John’s leadership, judgment, manage-
ment skills, and fairness.

John Snow kept the trains running on time for everyone depend-
ent on CSX, from the shareholder, to the engineer, to the family
that depended on the coal delivered by CSX trains to heat their
homes.

John’s work in the public policy arena was not limited to his time
in public service. During the mid-1990’s, he was chairman of the
Business Round Table, where he represented the business commu-
nity’s views to the Federal Government.

He was a member of the National Commission on Economic
Growth and Tax Reform, otherwise known as the Kemp Commis-
sion, which studied innovative ways to reform the Tax Code and
unleash the American economy.

Most recently, he served as co-chairman of the conference board
blue-ribbon Commission on Public Trust and Private Enterprise.

As Secretary of the Treasury, John Snow will be tasked with pro-
moting fiscal policy to help maintain a stable and growing economic
environment, to enforcing our trade laws, to ensure that the U.S.
remains a leader in the global, one marketplace, and to work with
other law enforcement and agencies under his supervision.

Gentlemen of the committee, and ladies, I suggest that the Presi-
dent made a very wise choice in John Snow, and I hope that the
Senate will, in its infinite wisdom, see fit to confirm him expedi-
tiously. Thank you.

The CHAIRMAN. Thank you, Senator Warner.
Now, Senator Allen?
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STATEMENT OF HON. GEORGE ALLEN, A U.S. SENATOR FROM
VIRGINIA

Senator ALLEN. Thank you, Mr. Chairman. Chairman Grassley,
Ranking Member Senator Baucus, members of the committee,
thank you for allowing me to present a good friend and a person
I have a great deal of knowledge about as a friend, but also one
who has advised me and has been a leader in Virginia for several
decades.

I will not reiterate some of the great attributes that were men-
tioned by the senior Senator from Virginia, Senator Warner. But
I do want to share with you my observations and why I think that
the President made an outstanding decision in nominating John
Snow to be Secretary of the Treasury.

John Snow is a resident, and has been since the 1980’s, of Vir-
ginia. He is a person that I think has attributes and experiences
that very few Americans have. When you talk about the Secretary
of the Treasury and the economy, he has knowledge, he has a
hands-on track record on jobs in the economy. He has run CSX,
which once had Sea/Land, and which has a barge service.

So, therefore, John himself is very knowledgeable in the diverse
aspects of our economy here domestically, as well as internation-
ally, whether that’s manufacturing, whether that’s agriculture,
whether that’s mining, automobiles, and obviously, also, trade.

He also is one who is very respected; respected because he is a
man of positive action. Everything he does, he does with energy,
with optimism, with strategic planning, and is able to get others
to join in in that endeavor.

He is one who trusts free enterprise and recognizes that free en-
terprise is what creates most of the new jobs. He also will come to
this position not just from the private sector.

He has served in the Federal Government, so he is knowledge-
able about the ways of Washington and how the Federal Govern-
ment works, recognizes its limitations, and how the Federal Gov-
ernment can help or hinder job growth.

I do want to recognize that he was a coach, which of course I
think adds a great deal to his background. Coaching middle school
kids is no easy task.

I want to bring this up because it is important to understand.
When John Snow came to Richmond, Virginia in the early 1980’s,
Richmond had not even had a mayoral election for many years be-
cause of Justice Department concerns, and problems in Richmond.
They had elected, in Richmond, in the early 1980’s, the first Afri-
can-American mayor.

John Snow stepped forward to help bridge the gap between the
past and the future. He was a founding member of what is called
The Richmond Renaissance, which is an organization dedicated to
promoting racial equality in downtown Richmond, as well as more
investment and more jobs.

The new mayor appointed John Snow to the Richmond school
board, because schools are so important for opportunity. He became
a member of the board of Virginia Union University, an historically
black college in Richmond.

Over the years, John became a leader in a variety of ways. When
I was serving as Governor, he was an advisor to me as we put for-
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ward a strategic plan to improve Virginia’s economic opportunities,
and we had record investment and record jobs thanks to John and
his advice to our administration.

While he started the Richmond Renaissance, he is a renaissance
man himself. If you look at his background, he is educated in law
and economics at Mr. Jefferson’s University, the University of Vir-
ginia. He has been involved in business. He has been in govern-
ment. He has been a professor, a coach.

I submit to you, ladies and gentlemen of this committee, he is a
man who, with his persuasiveness, his personality, his experience,
and his knowledge, will articulate a vision and an action plan to
get all Americans working to the best of their ability, their hard
work, and their ingenuity.

So it is my pleasure to congratulate, number one, the President
for making the best choice possible. I know that all Americans will
benefit from his knowledge and his leadership.

I thank you all for allowing me to present this outstanding gen-
tleman to you, as well as, I would say, his wonderful wife, Carolyn,
who is the wonderful spirit that keeps John cheered up, moving
forward, and makes sure if anything goes wrong, she gets it back
in line. So they are a wonderful duo for all of America.

Thank you, Mr. Chairman and members of the committee.
The CHAIRMAN. And thanks to both Senator Warner and Senator

Allen. You can stay if you want to, or you can feel free to go.
Senator WARNER. Mr. Chairman, we should note that my distin-

guished colleague mentioned ‘‘coach’’ three times, and he went out
to help his brother coach the Raiders this weekend.

Senator ALLEN. Not well enough. [Laughter.]
Not well enough.
Senator NICKLES. How did he help him? [Laughter.]
The CHAIRMAN. It is our tradition, since we have Majority and

Minority Leaders as members of our committee, to call on them,
first.

So, Senator Frist. Then we will go in the order that we would
normally proceed. Senator Frist?

STATEMENT OF HON. BILL FRIST, A U.S. SENATOR FROM
TENNESSEE

Senator FRIST. Thank you, Mr. Chairman and Senator Baucus.
I will be very brief. First, it is an honor to be able to join, with
three of my colleagues, this particular committee.

I look forward to serving with both of you and pledge to do that
in a cooperative way. We have a huge task ahead of us, if we look
over the next 2 years, with a lot of legislation, as well as the impor-
tant nominations such as the one today.

Again, I will be very, very brief, but do want to personally wel-
come Mr. Snow and thank you for providing us, the Ranking Mem-
ber, and the Chairman with the information necessary to move for-
ward with this nomination as quickly as possible.

It is absolutely critical that we have a strong, forceful Treasury
Secretary to essentially serve as spokesman for the President’s eco-
nomic agenda as the President and the administration works ag-
gressively to revitalize the economy.
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I have had the opportunity to read your record, and I am con-
fident that you are the right person for this job at this time. Your
expertise in economics and public policy, coupled with your strong
commitment to economic growth and job creation, is exactly—ex-
actly—what we need at this critical juncture in our economy.

As mentioned by Senator Warner, your service at CSX, where
you exhibited the vision necessary to transform a complex industry,
was truly exemplary. I believe you have proven you have the abil-
ity to lead, which is one of the important traits that this country
needs in a Treasury Secretary at this point in history.

Based on what I have heard from my colleagues, I am confident
that the Senate will be able to move quickly on your nomination.
I personally look forward to working with you, especially on the
President’s growth package.

It is important, as I am sure we will hear tonight, that we move
quickly and expeditiously to make sure that we get the economy
moving in the right direction. I look forward to your testimony
today and look forward very much to working together with you to
accomplish what has been pointed out. That is, to establish a
strong foundation so that more people can realize the American
dream.

The CHAIRMAN. Thank you, Senator Frist.
Now, Senator Hatch, followed by Senator Breaux.

OPENING STATEMENT OF HON. ORRIN G. HATCH, A U.S.
SENATOR FROM UTAH

Senator HATCH. Well, thank you, Mr. Chairman. I want to thank
both you and Senator Baucus for calling this hearing this expedi-
tiously, and want to welcome our new members to the committee.

I certainly want to welcome John Snow, whom I have known for
a long time and have a lot of respect for. I have watched his serv-
ice, both in government and in the private sector, and he has ex-
celled everywhere he has been.

He also has a background both in the law and in economics, and
probably has utilized his economics background more in recent
years than he has his legal background. But both are important.

I support the President’s plan to speed up the 2001 income tax
cuts and to finally end the double taxation of dividends. These ac-
tions will strengthen our economy, they will improve corporate gov-
ernance, and they will give a much-needed tax cut to families in
Utah, and throughout our whole country of America.

So I look forward to working with Dr. Snow, Chairman Grassley,
Senator Baucus, and other members of this committee to move
these proposals through the Senate.

Once he is confirmed, our new Treasury Secretary will face very
significant challenges. In particular, our ongoing trade dispute with
the EU over the Foreign Sales Corporation regime and its suc-
cessor tax provision will require action by Congress.

In that process, Congress will benefit from the assistance of the
Treasury Secretary and the U.S. Trade Representative. I hope that
we can resolve this FSC/ETI dispute this year, and at the same
time enact important provisions to remove some of the tax law’s
impediments to the growth of U.S.-based multinational companies.
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This is, of course, not all. Our next Secretary is going to have to
grapple with the nearly overwhelming problems facing Social Secu-
rity and the tax system, Medicare, Medicaid, and other matters as
well. I am confident that Utah’s families and business enterprises
can look to John Snow to start us on the road to reform.

Again, I want to thank you, Chairman Grassley, for scheduling
this hearing. I look forward to listening to today’s testimony.

Mr. Snow, having known you all these years, I really look for-
ward to working with you. I have no doubt you will be a great Sec-
retary of the Treasury.

The CHAIRMAN. Thank you, Senator Hatch.
Now, Senator Breaux.

OPENING STATEMENT OF HON. JOHN BREAUX, A U.S.
SENATOR FROM LOUISIANA

Senator BREAUX. Thank you very much, Mr. Chairman. Wel-
come, Mr. Snow. I look forward to hearing from you and your testi-
mony. I think that the President, has picked an outstanding person
to become the next Secretary of the Treasury for the United States.

There are great challenges and great conflicts out there, and dif-
ferent opinions about what should be done to address all of these
monumental problems.

I think that we have as many different opinions as we have
members of the Congress, probably, as to what path we should take
to bring about economic security for this country.

I think it is important for all of us, and I think particularly for
the Secretary, to understand what an important role he has in this
regard. It is probably an understatement to say that when the U.S.
Treasury Secretary sneezes, the rest of the world is in danger of
catching a cold, because what we do here affects not only the
United States’ economy, but really, indeed, the economy of the en-
tire world, to a great extent.

I am very pleased to receive a nominee who has had a back-
ground in the private sector and the academic world, as well as
previous experience in government. That type of balance, I think,
is so very important to these tasks.

Someone who has a Ph.D. in economics from UVA obviously, I
think, brings to the table the academic credentials for this job. But
also your involvement early on in the private sector, then back into
the government at the Transportation Department, and then back
into the private sector as a major corporate executive, and then
being willing to make the sacrifice to come back into government,
I think, speaks volumes of your ability, and your integrity, and
your history of government service and service in the private sec-
tor.

So, I look forward to your confirmation and look forward to work-
ing with you.

The CHAIRMAN. Thank you, Senator Breaux.
Now, Senator Nickles, followed by Senator Graham.
Senator Nickles.
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OPENING STATEMENT OF HON. DON NICKLES, A U.S. SENATOR
FROM OKLAHOMA

Senator NICKLES. Mr. Chairman, thank you very much. I am
looking forward to working with you and Chairman Baucus, and
others on the committee. I hope this committee will be very produc-
tive this year. I think we have some big challenges.

I compliment the President on his nomination of Mr. Snow, and
I look forward to his confirmation, and working with him to solve
many of the outstanding challenges that we have.

I have had the pleasure of knowing Mr. Snow for a long time.
I think he has the experience, both in the private sector and in the
government sector, and that is very commendable. He has served
in government, he has served as a professor, he has served in his
current capacity in private sector.

I think that brings a great blend of experience that is very need-
ed in the very important position of Secretary of the Treasury.

This is a big challenge. Just looking at this Tax Code, it is about
9,600 pages here. I oftentimes compare it to the Bible. Unlike the
Bible, this contains no good news. [Laughter.]

But that is only part of the problem. There are a lot of inequities
in this Code, one of which is that we tax dividends twice, so the
effective rate on dividends total is 67 percent, and maybe over 70
percent.

That certainly discourages investment. It certainly discourages
dividends. It certainly discourages the market. So, I’m interested in
hearing from Mr. Snow, if we eliminated this unfair tax policy that
is presently in this Code, what he thinks that might do to the mar-
ket, and how we can eliminate some of the other inequalities.

We tax Social Security taxes. That is double taxation. That is not
fair. We allow deductions for corporations unlimited on health care,
but we do not allow an individual who is unemployed a deduction
for health care. That is not very equitable. But that is also in this
Code. There are a lot of things in this Code that need to be fixed,
a lot of which are regulations.

I have got a few of the regulations. There are actually five vol-
umes of regulations, Mr. Snow, and you will become more familiar
with these. I started looking at them.

There is one regulation that is pending that I hope that you will
stop that came from the previous administration that tried to make
effective, or they announced the regulation 3 days before they left,
dealing with the reporting of interest paid on foreign deposits of
non-resident aliens.

That resulted in about $10 trillion of money that is invested in
the United States. If that regulation goes forward, my guess is that
you will have a lot less than $10 trillion and will greatly encourage
the exodus of foreign deposits in this country.

I do not think that is a very wise regulation and I hope that you
will reconsider that. That is one of the things I would like to have
you look at.

I think you have got an enormous task. I compliment you and
the President for having a positive growth package. One thing that
I would just like to correct my colleague on. I think I heard one
of my colleagues say, well, it only has about $30-some billion of eco-
nomic change in the first year.
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In calendar year 2003—correct me if I am wrong during your
statement, Mr. Snow—I think it has $102 billion of tax cuts. I
might also mention that I believe the President’s package is almost
all tax cuts.

I think Senator Daschle had one thing that said three-fourths of
his proposal was more spending, not tax relief to people who were
going to really generate the jobs. So, I just mention these.

I think it is important. As Senator Baucus mentioned, he thought
the greater portion of the package should be more up front. I hap-
pen to concur with that. So, when we are putting the package to-
gether, I think we should. I do not really want to have tax reduc-
tions phased in over X number of years.

I would like to have as much of it moved up as immediate as pos-
sible. I believe a lot of that is called for in your package with the
acceleration of rates. Also, it is called for in the acceleration of the
child care tax credit, it is called for in the acceleration of elimi-
nation of the marriage penalty. All those things affect taxpayers
and families, in my opinion, very positively so.

So, I compliment you on your proposal. I look forward to working
with you to formulate a growth package that will create jobs and
move this economy, and help the stock market, which will help all
Americans, everybody that has an investment, everybody that has
a requirement, and a hope, and a dream that we are going to have
pensions that will be growing in the future.

So, you have an enormous challenge. I am confident you will be
confirmed. I hope that you will be confirmed very quickly, because
we have a lot of work that needs to be done in the next couple of
months.

So, Mr. Chairman, I would hope this committee would report out
Mr. Snow’s nomination in the very near future.

The CHAIRMAN. Thank you, Senator Nickles.
Now, Senator Graham of Florida.

OPENING STATEMENT OF HON. BOB GRAHAM, A U.S. SENATOR
FROM FLORIDA

Senator GRAHAM. Thank you, Mr. Chairman. Congratulations to
you on re-assuming the leadership of this committee. I would like
to also extend my congratulations to the President for nominating
such an outstanding American to this very important position.

Although CSX has its corporate headquarters in Richmond, it
also has a very significant presence in my State. I want to certify
that CSX has been a good corporate citizen for Florida.

Mr. Chairman, it seems to me that this nominee comes before us
at a time in which we are faced, not with one, but a series of eco-
nomic challenges, many of which have some internal conflict. Those
challenges include improving the state of the national economy,
which is not good.

We have lost 2 million jobs in the last 24 months. The unemploy-
ment rate has gone from 4.2 percent to 6 percent. Clearly, that
needs to be a focus of the new Secretary of the Treasury.

There also is the issue, as Senator Nickles has just referred to,
of the stock market. Not only is the stock market a scorecard for
the state of our economy, but for many millions of Americans now
it is the barometer of family well-being. Their retirement and abil-
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ity to send their children to college are now closely tied to the per-
formance of the stock market.

In the last 24 months, the S&P 500 has gone from 1,335 to its
current 847. Clearly, we have a major challenge in terms of im-
proving investor confidence.

Third, is the Federal fiscal condition. Just over the horizon will
come a time when those Americans born after World War II start
to retire. They will put enormous strain on the contract which ex-
ists between them and their national government.

They will have fulfilled their part of the contract by having
worked and paid into the Social Security and the Medicare trust
fund, and they are now going to be expecting the U.S. Government
to meet its responsibility by providing the promised benefits. It will
be a major challenge to our Federal Government to fulfill that con-
tract.

Finally, the States, which in many ways are the final safety net
of our society, as well as being the level of government primarily
responsible for the education of the next generation of Americans,
are being hammered. At no time in our history have the States col-
lectively faced such difficult times as they do today.

Frankly, some of the reasons for their distress lie here at the
Federal level, policies that we have adopted, for instance, which
have undercut the revenue base of the States.

I am pleased, as we look at those challenges, both immediately
and on a more long-term basis, that we have as the nominee for
Secretary of the Treasury someone who has stated so eloquently
his commitment to fiscal discipline.

For instance, in a 1995 opinion piece in the Richmond Times Dis-
patch, Mr. Snow described a balanced budget as ‘‘the best choice
to assure a bright future for the Nation’s economy, American work-
ers, consumers, and taxpayers, and most of all, for future genera-
tions.’’

I concur enthusiastically in that observation and I look forward
to hearing from Mr. Snow about how he plans to implement that
central importance of a balanced budget in his new position as Sec-
retary of the Treasury. That may be the only hope of achieving a
balanced budget and the resulting benefits which he has so elo-
quently described.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Graham.
Now, Senator Thomas, followed by Senator Bingaman.

OPENING STATEMENT OF HON. CRAIG THOMAS, A U.S.
SENATOR FROM WYOMING

Senator THOMAS. I shall try and be quick so that Mr. Snow, per-
haps, will get a chance to visit with us a little later on. I welcome
you here, sir.

He also has some connections in Wyoming, where CSX had the
Grand Teton Lodge in Teton Park. So, we are delighted for that.

By the way, I have never seen such a package of background
available to us on a candidate, and I think that is great.

We are obviously—and it has been mentioned here—in a strug-
gling economy. We have a tax system that impedes, and occasion-
ally discourages, success. We have a world economy that remains
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weak and puts added pressure on it. Of course, companies, particu-
larly small businesses, are bridled with burdensome and costly gov-
ernment regulations and taxes. We have a loss of investor con-
fidence. We have some problems, obviously.

Finding solutions to these are what we are all for, and I am very
enthusiastic about Mr. Snow’s role to be able to help with that. I
hope we can avoid focusing on short-term solutions and address
more of the long-term structural solutions that need to be done.

I hope you are willing to lead and not simply follow, be innova-
tive by addressing some of these problems, and work, of course,
most with domestic and international partners to build confidence
in the U.S. economy. So that is really what we have all talked
about, certainly.

I believe Mr. Snow is up to those challenges. He has the experi-
ence, the background and the skills. I believe he will be a very,
very effective advocate for U.S. interests here and abroad.

I am very appreciative that the President has nominated this
outstanding individual, and I certainly support him. Thank you,
Mr. Chairman.

The CHAIRMAN. Thank you, Senator Thomas.
Now, Senator Bingaman.

OPENING STATEMENT OF HON. JEFF BINGAMAN, A U.S.
SENATOR FROM NEW MEXICO

Senator BINGAMAN. Thank you, Mr. Chairman. Mr. Snow, con-
gratulations to you. I will just mention two issues that I am going
to ask about when we get a chance to ask questions.

I do think I would like to give you a chance to explain your views
on some of the executive compensation recommendations that the
Conference Board came up with—you were on that panel, I be-
lieve—and what role you can play in seeing some of those imple-
mented.

Also, I wanted to ask about the very large and growing trade im-
balance that we have with the rest of the world. The current ac-
count deficit, as I understand it, is growing each month and is at
all-time historic high. I would like to know what your plans are to
begin dealing with that issue. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Bingaman.
Now, Senator Snowe?

OPENING STATEMENT OF HON. OLYMPIA J. SNOWE, A U.S.
SENATOR FROM MAINE

Senator SNOWE. Thank you, Mr. Chairman. I want to congratu-
late you, Mr. Snow, for your nomination as the 73rd Secretary of
the Treasury.

When the President made your nomination back in December, he
stated that you would be a key advisor in his administration on
economic policy at a time when our Nation is facing slow recovery
and limited future economic growth, and that these were the chal-
lenges that the next Secretary of the Treasury obviously would
have to grapple with.

Your extensive experience in both the public and the private sec-
tor certainly equips you for assuming a challenging assignment in
a challenging time. Both because of your experience in the public
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and the private sector, you have had the opportunity, obviously,
during the boom times and downturns to understand, as well as to
experience, the variety of economic policies and the impact of those
policies both on businesses and workers from both an academic and
real-life perspective.

That will be essential because the next Secretary of the Treas-
ury, I think, without question, has to be both assertive and aggres-
sive in managing a lagging economy that is experiencing a jobless
recovery, fraught with uncertainties because of the geopolitical per-
ils of the potential war in Iraq, the war on terrorism, major unrest
with an oil supplier that has driven up energy costs.

Obviously, the high unemployment rate, where more than 2 mil-
lion people have lost their jobs during the course of this recession.
So, obviously, this is a critical juncture in our economy.

I could not help but think about 2 years ago where we were at
this time. It was sort of eerily reminiscent, because we were facing
uncertainty, but with some major differences. We were not over-
shadowed by a potential war. Obviously, we had a $5.6 trillion sur-
plus.

But even at that time, we were concerned about the prospects of
a recession. That is why we ultimately did pass a major tax cut in
June of 2001, in fact, in Chairman Greenspan’s words, as an insur-
ance policy in the event that the economy should get worse.

Obviously, no one could predict what would occur on September
11th. But ultimately, because of the recession, because of the na-
tional imperatives, we have lost more than 75 percent of our sur-
pluses since that time due to the economic downturn.

So the President is right in putting at the forefront of his domes-
tic agenda economic growth in the economy. Two years ago, we
were talking about accelerating debt reduction. We are certainly re-
minded of the fact of how quickly things can change.

If we do not have strong economic growth, then we cannot have
jobs in the private sector, we cannot have the creation of new jobs,
and we certainly cannot have a restoration of surpluses in the pub-
lic treasury.

So it is vitally important that we do all that we can to rejuvenate
economic growth. As Business Week highlighted not too long ago,
an economy that grows at 4 percent for 30 years will grow 33 per-
cent bigger than one that grows at 3 percent, which can amount
to an $8 trillion difference in today’s dollars, and enough to support
retirees if properly distributed.

The question is, what is the best use of our money at this time?
What is the right prescription for an ailing economy? Should it be
a short-term stimulus, should it be a long-term economic growth
plan, or should it be a combination of both? Obviously, the Presi-
dent’s plan embraces more the long-term approach, given the fact
that 14 percent will be expended of his plan in the first year.

But given the fact that we have already enacted a $1.3 trillion
tax cut plan that essentially was an economic growth plan in 2001,
should we not focus more on augmenting the impact of a $41 bil-
lion short-term stimulus plan that we enacted earlier last year, and
thanks to the President’s aggressive leadership?

I happen to think that we should err on the side of prudence in
determining the size of the growth plan, because it is going to be
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absolutely important in terms of what the impact will be on the
long-term deficits. Given the projections, it could be as well as $300
billion for this year, including the cost of a potential war with Iraq.

So we have to maximize the value of each and every component
of the growth plan. I think we have to get the greatest bang for
the buck. I applaud the President’s proposal in focusing on small
businesses, with the small business expensing provision that was
unceremoniously dropped in the last stimulus package in the Con-
ference Committee, which was unfortunate because small business
is now creating 100 percent of the new jobs in America. It contrib-
utes 42 percent to the general treasury. So, obviously, small busi-
ness plays a vital role in the growth of our economy.

I applaud the President on accelerating the marriage penalty and
the child tax credits because I think it does put money back in the
hands of low-income/middle-income families. I think we ought to
accelerate the refundability.

But, finally, I want to make this point. Obviously, I’ve expressed
to you, in my meetings with you, Mr. Snow, about the impact of
the elimination of the individual tax on dividends.

I really do think we have to really think very carefully about
such a proposal that will affect the long-term deficits that ulti-
mately could drive up long-term interest rates, as well as ques-
tioning the stimulative value in distribution of such a proposal.

So, that and more. I hope that we will have the opportunity to
craft a stimulus plan that is more on the short-term and immediate
future.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Snowe.
Now, Senator Lincoln?

OPENING STATEMENT OF HON. BLANCHE LINCOLN, A U.S.
SENATOR FROM ARKANSAS

Senator LINCOLN. Thank you, Mr. Chairman. I, too, would like
to add my congratulations to your ascension back to the chairman-
ship.

And to all of the many issues we have to deal with this com-
mittee, I look forward to the wonderful bipartisan working relation-
ship that you and Senator Baucus provide as the leadership there.

And to our nominee, I would like to extend my congratulations,
and look forward to working with you. I appreciate your courtesy
visits in coming to see many of us members so that we could get
an early introduction to you.

I do believe that the Senate’s role in the nomination process is
extremely important, and it is incumbent upon us to fully and thor-
oughly review the Presidential nominees that are presented to us.

I welcome you, Mr. Snow, and I appreciate the work that you
have done in your career. It is very impressive. Certainly, many
here that have worked with you can attest to that.

It is a monumental task, but as hard as it is, those of us who
have the honor of public life should remember the words of Thomas
Jefferson, who said, ‘‘When a man assumes a public trust he should
consider himself public property.’’

Normally, Mr. Chairman, we are able to have a good under-
standing of a nominee’s background before the hearing, and we
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have gotten a great deal of information from this candidate, as
Senator Thomas alluded to the package that we received.

However, while I think the information is coming in as quickly
as it does with other nominees, we only received last night some
of the more complex issues that arise with the nominee we are vis-
iting with today.

I, for one, want to fully understand and unwind some of the com-
plex business dealings that we have had only a brief time to re-
view. Therefore, Mr. Chairman, it is my hope that this hearing will
be the first step in a process of detailed reviews that we might be
going through.

I certainly want to be sure that all of our questions have been
thoroughly answered and that the public has had the opportunity
to look into these very complex dealings before we vote out the
nomination, which I am assuming we can do in an easy amount of
time. I certainly do think that that is our job in the committee, and
I know that the Chairman will afford us that opportunity.

Again, Mr. Snow, I welcome you to the committee and look for-
ward to being able to visit with you and answer some of these
questions.

The CHAIRMAN. Thank you, Senator Snowe.
Now I go to Senator Smith, one of our new members. I welcomed

you in my opening statement, and I welcome you again. I know you
will contribute greatly to the work of the committee.

Then you will be followed by Senator Conrad.

OPENING STATEMENT OF HON. GORDON SMITH, A U.S.
SENATOR FROM OREGON

Senator SMITH. Thank you, Mr. Chairman.
Mr. Chairman and Senator Baucus, I want to express to you my

feeling that it is a high privilege to serve in the U.S. Senate. It is
doubly so to serve on this committee. I look forward to working
with you in a bipartisan and productive way, and I thank you for
your words of welcome.

It is also a pleasure for me to welcome John Snow to this com-
mittee. I am probably one of the few people here who knew John
Snow in a professional sense before ever meeting him in a public
sense, he as the leader of a great railroad, and myself, as the presi-
dent of a food processing company, he providing services and my-
self trying to get products to markets.

I always found John a great professional, someone with a good
understanding of the law, a good understanding of economics, and
a real professional in his business.

Both food processing and railroads are mature businesses and
highly competitive. To succeed in that arena, I think, as John has,
speaks volumes about his ability to tackle any task. He certainly
undertakes a great one now.

What I have found in John Snow over the years is someone who
understands that we can help more people with growth in our econ-
omy than we can through central planning of government. He be-
lieves in a social safety net, he does not believe in socialism. I be-
lieve John understands completely that we cannot, and should not,
tax and spend our way to prosperity.
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But if we trust the American people sufficiently with their cap-
ital, with the fruits of their labor and the ability to pursue their
dreams, then America will continue to be the leader of the free
world and more people will be benefitted because of that.

I believe that John understands that whatever you tax, you will
discourage. Whatever you doubly tax, you will doubly discourage.
I think we will have some great debates about every feature of the
President’s tax proposal, and I look forward, John, to working with
you in passing as much of it as possible.

But I think it is very, very important that we understand why
America is so great a country in the world today. I think it is in
part because we have tax rates that, relative to Europe and some
in Asia, are much lower. If we will remember to trust the people
with these resources, I think government will soon be back to sur-
plus and prosperity.

But there is no doubt we have come through an extraordinary
period of economic history, a period in which we have seen a stock
market bubble that has left many very disillusioned.

We have got to take those steps, both short-term and long-term,
to restore people’s confidence. I think the President has chosen well
by choosing John Snow to lead the critical Department of Treasury.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Smith.
Now, Senator Conrad from North Dakota.

OPENING STATEMENT OF HON. KENT CONRAD, A U.S.
SENATOR FROM NORTH DAKOTA

Senator CONRAD. Thank you, Mr. Chairman. I want to add my
words of congratulations to you, Mr. Chairman, and to thank you
for your outreach to the committee. Your coming by the office to
take time to talk to us, each of us individually, I very much appre-
ciate.

And Mr. Snow, thank you for that same opportunity that you
gave us. I know that you and I were not able to hook up because,
at various times, each of our schedules took us away from an ap-
pointment, but I want to thank you for affording us the oppor-
tunity.

I also want to say that I intend to support your confirmation. I
think you come to this job with a wealth of experience and a rep-
utation that is impeccable. I appreciate very much your being will-
ing to take on public service and this challenge. It is critically im-
portant.

First of all, we face an extraordinarily difficult circumstance. We
had a $5.6 trillion surplus 2 years ago. That is what we were told
we could expect. Now we know, if we adopt the President’s policies,
the tax cuts and the spending included in his plan, we are in the
hole by $1.5 trillion. That is a $7 trillion turn in just a year.

It leaves us in a circumstance that, looking over 20 years of the
budget policy of the country, going back to 1992, we were in deep
deficit. We were able to pull out for 2 years, not use Social Security
trust funds for other purposes.

But now this is where we are. We have plunged back into deficit.
If we do not use Social Security to pay for tax cuts and other
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things, we see that we are in deficit the entire rest of this decade,
and by very, very large amounts.

That is especially worrisome because of where we are headed. If
there is one thing that strikes me, is that we are in the sweet spot
of the fiscal cycle now. Trust funds are running big surpluses, but
that is going to change in the relatively near future.

Social Security goes cash negative in 2017, and when it goes cash
negative it does it in a very dramatic way. That is why these defi-
cits we are running now are, I believe, so damaging and so dan-
gerous to the long-term fiscal health of the country.

It is not just Social Security, but the same is true in the Medi-
care trust fund. We are in the sweet spot of the cycle now, running
surpluses. But those surpluses, starting in the year 2016 with the
Medicare trust fund, go cash negative, and in a very dramatic way.

One of the reasons I count myself as an enthusiastic supporter,
Mr. Snow, is that in the past you have been somebody that was riv-
eted on this question of whether or not deficits hurt us or not.
There is some thinking now in Washington that deficits do not
matter. I think that is truly a dangerous notion.

I was very pleased to see in the Richmond Times Dispatch your
statement that ‘‘a credible, sustained reduction in Federal deficits
leading to a balanced budget will bring major economic benefits.’’
I believe that.

As the government spends less and borrows less from investors
to cover declining deficits, more capital will be available for invest-
ment in the private sector. Inflationary pressure will ease and in-
terest rates will respond by declining as much as 2 percentage
points.

Well, Mr. Secretary-to-be, I hope you still believe that deficits
matter and that they are a challenge to us, and that they must be
dealt with.

Again, I will enthusiastically support your confirmation.
The CHAIRMAN. Senator Lott is next, then Senator Rockefeller.

OPENING STATEMENT OF HON. TRENT LOTT, A U.S. SENATOR
FROM MISSISSIPPI

Senator LOTT. Thank you, Mr. Chairman. I, too, will try to be
brief because I would like to get to the question and answer period.

I want to congratulate Mr. Snow for his nomination to be the
Secretary of the Treasury. This is certainly one of the critical posi-
tions in the President’s administration.

I am very pleased that the President chose John Snow, with his
background academically, in the business world, professional world,
and in a great variety of experiences of a lifetime. It has made for
very entertaining reading and a lot of information that we have
had the need to check into, and we certainly have done that and
will continue to do so.

I want to also thank your family, Mr. Snow, for being willing to
have you make this sacrifice which will affect them, probably in
some ways, even more than you. We thank them for being willing
to allow you to do this.

I think you are an excellent selection for this position and will
do an outstanding job as Secretary of the Treasury. I alluded to
your education background. It is rare that we have somebody that
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has the type of education you have had, including a Ph.D. in eco-
nomics and a law degree. It looks to me like perhaps you are over-
qualified educationally. I hope it will provide some benefit to you.

I know that you have done an outstanding job as the chairman,
CEO, and president of an outstanding railroad. I have had occasion
to work with you in that role and others, as you have been willing
to be involved in government and the pursuit of solutions to the
needs of our country.

As I looked over your resume and looked at the questions you an-
swered, I was very impressed with the diversity of things that you
have worked in. Not just because of the railroad holdings, which
are diverse, but also your charitable involvement, your involvement
with education, both at the college level and in other educational
programs, and in land management.

You have worked with entities that try to assess what is hap-
pening with the economy, such as the American Economic Associa-
tion, American Enterprise Institute, American Men of Science.
There is a long list of areas there.

And you have been prepared, on occasion, to take positions and
make statements about what you thought maybe we needed to do
to help our country. I know you will not shy away from that in your
new role, confidentially as an advisor to the President, but also
publicly as you come to us and seek solutions for the future success
of our country.

So I think this is a great choice. I want to say that you have been
forthcoming in answering the questions that have been propounded
by the committee and have been raised in the press.

I know sometimes even that has not been easy because it gets
to be very personal in nature. But, as I believe Senator Snowe said,
we are all now open, when we assume these positions, to public re-
view of everything we have done.

I also want to point out that I hope that the committee will find
answers to questions that we have as quickly as possible and move
this nomination forward, because the Secretary of the Treasury is
an important position. We need to get this position filled as quickly
as possible as we go forward this year in developing a growth pack-
age for the future of our country.

Thank you very much, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Lott.
Now, Senator Rockefeller, followed by Senator Kyl.

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV, A
U.S. SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. Thank you, Mr. Chairman. I welcome you
back to your position and welcome new members of the committee.
I welcome you, John Snow. We have known each other for many,
many, many years and we agree on many things, and on one par-
ticular thing we agree not at all.

That one, we have been battling out for 18 years, and so far you
have the upper hand. So, I congratulate you on that. [Laughter.]
That is something called captive shipping, for those who may be in-
terested.

I would echo a little bit the comments, Mr. Snow, of Kent
Conrad. I mean, it is almost as if the American people, the media
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following along with that, leading, whichever it is—I think some of
the President’s view is that we are, on the one hand, as Kent
Conrad pointed out, at a point where we are about to disappear
into the deepest of red inks. We have a $350 billion Federal deficit,
as I think the latest count is. Our global trade deficits are higher
than they have ever been in all of history. At least, that is our
trend.

We have this question of the war in Iraq that faces us, the cost
of that. But, of course, it is not just the cost of the war, but it is
the cost of what has to be done after the war, and just in that one
country.

If you look at what is happening in Afghanistan, we won that
war rather easily, and now the warlords are sort of moving in and
taking over again. So, what have we really done to change Afghani-
stan, except to get rid of the Taliban, who again are coming back
in conjunction with Al Queda using the border between Afghani-
stan and Pakistan.

Now, all of this indicates enormous expenses which are not yet
on the books because they have not been spent, but which, if cur-
rent trends proceed, are going to have to be spent.

It is my own view that the President has made up his mind that
we need to intervene in Iraq. He may not do so in the next 30 days,
but the chances are that that will happen.

So that expense will go from off-book to on-book, followed by the
rehabilitation of the country, which is probably a 10- or 12-year
process, if that is possible in a country that was stitched together
in 1919 rather poorly and crudely by, particularly the British and
the French.

In addition to that, the Central Intelligence Agency has made it
very public and very clear, and Senator Graham has referred to
this frequently, that if we do attack Iraq there will be a 75 percent
chance that there will be retribution within this country.

We have become accustomed in our country to thinking that at-
tacks, even on Americans, take place only overseas, and for the
most part they have. September 11th taught us differently. But did
it? Does that memory linger as strongly?

Well, I think it does, for the most part, but not in all States. If
there is a 75 percent chance that, if we attack Iraq, there will be
retribution by them, with others, in this country, then you have a
whole other dimension of what happens to markets, and what hap-
pens to deficits, and what happens to public confidence. Beyond
that, we have the gigantic sum not yet addressed, except in avia-
tion transportation security, of homeland security.

I think the bill on homeland security is going to be enormous,
and needs to be enormous, because I think we are looking at the
situation of terrorism, Al Queda organized in 70 countries, includ-
ing our own, for the next three or four decades. I think this is part
of our future.

So the charts that Senator Conrad put up only begin to exacer-
bate my concern over our financial condition. You indicated, as
Senator Graham said, in an article in the Richmond Times Dis-
patch, that you are in favor of a balanced budget. I would say that
that is a far horizon these days.
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I will be interested, in my questioning, as to how you think we
can possibly do that, with the additional factor of a tax cut. I will
not go into the elimination of the taxes on corporate dividends. I
will not go into the fact that figures show, in many quarters, that
about half of corporations do not pay any taxes at all, that small
businesses, medium-sized businesses are not likely to be helped by
this. The stock market is not likely to be helped by this.

States are now increasing in their deficits: California, $35 billion,
$50 billion total and growing. The cost of health care, the cost of
Medicaid. All of these things are just add-ons, add-ons, add-ons to
what can bring a Nation to its knees, which is an uncontrollable
financial spiral downwards.

So, these things are of enormous concern to me. I represent peo-
ple that require certain services, as you know very well. Many of
your former employers/present employees happily work in our
State, and you pay them well and you give them good benefits.
That is not always the case in my State.

So, I have to worry about them. I have to worry about long-term
interest rates and the effect on them. I have to worry about defi-
cits. I have to worry about their security and their safety. That is
the first line that we all take when we take our oaths, to protect
from foreign and domestic violence and terrorism.

So, I will conclude with that. But I just think that the task be-
fore you is enormous, and I hope that you will speak to us candidly
about how you think we can have fiscal stability. Thank you, sir.

The CHAIRMAN. Senator Kyl?

OPENING STATEMENT OF HON. JON KYL, A U.S. SENATOR
FROM ARIZONA

Senator KYL. Thank you, Mr. Chairman.
Thank you, Mr. Snow, for being so patient. The end is near. Ob-

viously, a big part of your job will be to listen to members of Con-
gress, and you appear to do that very well, although it seems to
me that you do not really need any lectures about balanced budg-
ets.

I know this: you cannot balance the budget by voting for over
$500 billion in new spending, as many of my Democratic friends
did last week. Alan Greenspan has talked to us about that, and
noted that the best thing Congress can do is to restrain our appe-
tite to spend taxpayers’ money.

We can balance the budget and achieve much more with robust
economic growth. The best way for Congress to effect that is to
keep spending down and to support tax relief, balanced and across-
the-board tax relief as President Bush has proposed.

I understand that that is the approach that you support. One of
the reasons is because, as Senator Snowe pointed out, over time
there is a huge difference between 3 percent economic growth and
4 percent economic growth. Just that 1 percentage can make a
huge difference. It is more than enough to offset any short-term
deficit. So, the key to our prosperity is robust, long-term economic
growth, not a focus on short-term deficits.

I think you appreciate that, and I will look forward to exploring
that more with you as we get into your comments. Thank you very,
very much.
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The CHAIRMAN. Senator Santorum, I welcomed new members
earlier. I welcome you a second time. Thank you for being with us.
We know you bring a great deal of experience, particularly in tax
matters and jurisdiction of the Ways and Means Committee, to the
committee. Thank you.

OPENING STATEMENT OF HON. RICK SANTORUM, A U.S.
SENATOR FROM PENNSYLVANIA

Senator SANTORUM. It is always nice to be singled out.
Let me just say that I agree with Senator Kyl’s comments, and

am very excited about your nomination. I just want to encourage
you again on the President’s plan on the elimination of the double
taxation of dividends. I just want to make a point.

As someone who comes from a State where we have seen a lot
of dislocation as a result of mergers and acquisitions, I am someone
who very strongly believes that the elimination of the double tax-
ation of dividends will provide the right incentives for corporate ex-
ecutives.

As someone who headed a major corporation, I would actually
love to hear your comments about this in the questioning period.

As someone who believes we provide the right incentives by
eliminating the double taxation of dividends to grow companies in
a responsible way, to provide value to the shareholders through the
disbursement of profits instead of the incentives which are cur-
rently in place to borrow money and to use profits to grow stock
prices—irrationally in some cases—which results in mergers and
acquisitions that are not well-conceived in many cases, that result
in devastating job losses for many people in my State—I mean, I
cannot tell you the number of companies in Pittsburgh who have
been taken over and acquired, and the ranks decimated because of
the incentives in the Tax Code to grow stock prices and provide in-
vestor value through acquisitions and mergers.

This will change that incentive. I believe it will result in dra-
matically improved job security for the average working American.
It is not a point that I frankly hear being made about this issue,
but I think it is one of the most important ones to be made, and
would certainly like your comments about that during the ques-
tioning time.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Santorum.
Secretary-designate Snow, we will now go to you. Normally in a

nominations hearing, every member has opening comments. When
you come before our committee again, it is generally Senator Bau-
cus and me who will make opening comments, then we will imme-
diately go.

But I think it is very important that members have an oppor-
tunity to speak out when we have a person as important as you
and your position coming before the committee.

It is now your turn to say anything you want to for opening com-
ments, and also give you an opportunity to introduce anybody from
your family and/or friends who are here to support you.
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STATEMENT OF JOHN W. SNOW, NOMINATED TO BE
SECRETARY, U.S. DEPARTMENT OF TREASURY

Dr. SNOW. Thank you very much, Chairman Grassley, Ranking
Member Baucus, and members of the committee. I very much ap-
preciate the opportunity to be here. I listened carefully to what you
had to say in framing the issues. I, if confirmed, look forward to
trying to respond as Secretary of the Treasury.

I also am grateful for so many thoughtful, warm, and welcoming
comments. They mean a lot to me. I am particularly grateful for
Senator Allen and Senator Warner joining me today to introduce
me to you, and for the many courtesies they have extended to me
over the years.

Mr. Chairman, if I could, I would like to take that opportunity
you offered me to introduce my family. With me today is Carolyn
Snow, right behind me here. Next to her is Douglas Martin.

The CHAIRMAN. I think that the committee would appreciate any-
body you introduce standing up.

Dr. SNOW. All right. Carolyn?
Senator BAUCUS. Stand up.
Dr. SNOW. And next to her is a very close family friend, really

a member of the family. That is Douglas Martin, from Richmond,
Virginia. Senator Baucus, out in your home State of Montana is my
oldest son, Bradley Snow, who is 37.

Out there, it is, I guess, about 9:00. Bradley told me he was
going to give the youngsters, who are about seven, five, and three,
the morning off from school so the grandchildren could watch this.
I send my warm regards to Bradley, Lisa, and the three grand-
children.

In New York, I have a hardworking son who is in his early 30’s.
He works on Wall Street. I hope he is very hard at work right now
getting the GDP growing. [Laughter.] I send my regards to him
and to his wife, Mary.

Finally, the youngest son, Christopher. Senator Kyl, I mentioned,
is in Arizona, where he is going to school and sharpening up his
golf game. I particularly take some delight in introducing him be-
cause it is a way for me to correct the record in a very major way.

There were press reports to the effects that I am a scratch golfer.
Any of you who have played golf with me know that certainly is
not the case. The scratch golfer in the family is Christopher, who
is out in Arizona working with a golf pro, going to school, and try-
ing to get ready for one of those qualifying tours. So I hope that
you know that, if confirmed, you do not have a scratch golfer com-
ing into the Cabinet.

I also want to thank many, many friends who are here. I will not
name them and ask them to stand. But I think it is important to
recognize Jim Brukenhoefer. He is better known as ‘‘Brukenrail.’’
Many of you know him.

He is the national legislative director for the United Transpor-
tation Union, a union that represents many, many, many of the
CSX employees. Jim Brukenhoefer. I greatly appreciate the support
that Mr. Brukenhoefer and the UTU president, Byron Boyd, have
given me in this process.

Also with us is Jim Henry. Jim is the chairman and president
of the Transportation Institute and one of the leading thinking and
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policy operations in the maritime unions. And Terry Turner, from
the Seafarers International Union.

I am grateful for the support of Mike Sacco and the SIU, and for
the Hotel Workers Union, and for the other rail unions. I am really
grateful you all could be here today.

I come before you today as the President’s nominee for the ex-
traordinarily important and challenging post as Secretary of the
Treasury. I have great admiration for the President and his leader-
ship, and I am humbled and I am deeply, deeply honored that he
would ask me to return to public service at this critically important
time, after a quarter century absence from public service.

The Department of Treasury has a long and rich service to the
Nation, as many of you noted in your opening comments. It would
be an honor to lead so many truly talented and dedicated public
servants.

I hope that, when this hearing is concluded, I will have the sup-
port of the Finance Committee, I will have your support and con-
fidence, and, at the appropriate time, the confidence and support
of the full Senate.

I come before you mindful of the critical role this committee
plays in so many important public policy issues that the Nation
faces. Having worked closely with both the legislative branches and
the executive branch for the past 30 years, I understand the public
policy issues and that the issues that come before this committee
are complex. They often involve trade-offs and people can have le-
gitimate differences.

My hope is, as we conduct the public debate on these important
issues, the growth package, the deficits, taxes, generally, inter-
national trade, and so on, that the public debate on these issues
will involve—and I commit to do it on my part—a high-level, con-
structive discourse and mutual respect.

As has been said by many of you, these are clearly extraordinary
times, important and challenging in the way few times have been.

We have seen in the last year and a half the truly tragic events
of 9/11, the war on terrorism, the corporate scandals which have
shaken confidence in capital markets, and the falling stock market,
really, the blow-out of the stock market.

But despite these significant events, the economy is recovering.
It is a testimony to the inherent resiliency, I think, of the American
economy that it could take so many shocks, so many body blows
and still do as well as it is doing.

But despite these shocks, the economy is recovering. As the
President has said, it is not recovering fast enough. We can, and
must, do better. We must build on the proven strengths of this
economy, the ingenuity and creativity of the American people that
Senator Smith spoke so eloquently about.

We must continue to move forward towards policies that will
generate economic growth, more good jobs, and a rising standard
of living for all. I agree with Senator Kyl. The best remedy for the
problems that we face is a good, strong, healthy, growing economy
that reaches the potential of the American economy to create jobs
and expand. As long as there are Americans who want a job and
cannot find one, the economy is not growing fast enough.

VerDate 11-MAY-2000 14:00 Jun 25, 2003 Jkt 000000 PO 00000 Frm 00030 Fmt 6633 Sfmt 6633 86516.NOM SFINANC2 PsN: SFINANC2



27

What does that all mean? I think it means rewarding hard work.
I think it means encouraging savings, encouraging investment, en-
couraging that entrepreneurial spirit that benefits everyone, pru-
dent risk-taking, people investing their capital and seeking a re-
turn on it.

Americans also benefit from a growing world economy, from open
markets. I am committed to President Bush’s initiatives to estab-
lish a more prosperous, and yet a more stable, international econ-
omy.

If confirmed, I will not be content until we put the American
economy on a higher growth path, until everyone who wants to find
work gets a good job. Jobs give people dignity and they provide
hope.

I know what it is like to need a job, and I know what it is like
to create jobs. I would like to see more ‘‘Help Wanted’’ signs all
across America, committed to doing the things that would make
that possible, to make that a reality.

I believe the President’s recent economic growth proposal moves
our tax system in the right direction, and the potential of the
American economy as well. It will create jobs. It will spur invest-
ment. It is an investment in the American people and in their fu-
ture.

But it also says—and I think this is important—that what is
good for the future is even better for today. That is the key to the
acceleration.

If confirmed by the Senate, I stand ready to work with this com-
mittee, and indeed all members, as you and your colleagues in the
Congress confront the pressing problems of our times.

Mr. Chairman, before I respond to your questions, I have one
more comment to make that I would like to make part of this open-
ing statement. That deals with currency.

There has been a consistent policy on the dollar going back the
better part of a decade. I support that policy. I favor a strong dol-
lar. It is in the national interest. A strong currency provides a reli-
able medium of exchange and serves as a stable store of value that
people will choose to hold.

Sound pro-growth economic policies and a commitment to free
and open markets are the foundation for a strong dollar. I thank
you very much for the opportunity to appear here before you today,
and I am happy to try and answer any questions you may have for
me.

The CHAIRMAN. We will take 10-minute rounds, including apply-
ing to the Ranking Member and the Chairman. I would ask that,
when the red light comes on, people finish their question with one
sentence. Then we will move on to the answer, then immediately
to the next person.

I have three questions that we would ask every nominee who
comes before the committee, so I would ask those, first, of you.

Is there anything that you are aware of in your background that
might present a conflict of interest with the duties of the office to
which you have been nominated?

Dr. SNOW. No, Senator, there are not.
The CHAIRMAN. Do you know of any reason, personal or other-

wise, that would in any way prevent you from fully and honorably
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discharging the responsibilities of the office to which you have been
nominated?

Dr. SNOW. No, Mr. Chairman, I do not.
The CHAIRMAN. The third question. Do you agree, without res-

ervation, to respond to any reasonable summons to appear and tes-
tify before any duly-constituted committee of Congress, if you are
confirmed?

Dr. SNOW. Yes, I do.
The CHAIRMAN. I would add to that, not in the form of a ques-

tion, that you have 21 members of the Senate here on this com-
mittee. We would appreciate any answers that come out of this
hearing and, more importantly any other questions.

Also, because of a process of putting holds on nominations, you
could expect any one of 79 other members of the Senate that may
ask a question to you, or ask to meet with you. I would encourage
you to do that in order to move your question along.

Also, some of those questions might be unrelated to you as a
nominee, but are just something that previously have been asked
of the Treasury Department to answer and there has been some,
let us just say, dragging of feet.

Who knows how many questions have been asked, of 100 mem-
bers of the Senate, of your department? Those are fair game. Right
or wrong, they are fair game. So have the people you are going to
supervise, when you are nominated, help us get answers to those
questions.

Before I begin my round of questions, I would like to make a few
quick, general points, more for my colleagues. I would strongly en-
courage my colleagues to have all written questions to the com-
mittee by 5:00 tonight.

The reason for the tight schedule is because Majority Leader
Frist has agreed to accommodate the Democratic leadership by not
scheduling any votes after noon on Thursday. That commitment
puts a burden on the Finance Committee.

I want to remind my colleagues that we would like to have the
new Secretary of Treasury before us next week to testify about the
President’s economic proposals. To make that happen, the nominee
must be voted out of the Finance Committee by Wednesday to have
a chance to vote him out before noon on Thursday.

I want members to have their questions answered. I want Mr.
Snow and the administration to have an opportunity to answer
those questions. So I ask that you and your staff work with us and
give us written questions by 5:00. It would be particularly helpful
to highlight those questions that must be answered prior to the
vote. I thank my colleagues for that.

The first question. I am sure you would expect questions like
this. But it is also not only in relationship to you as a person, but
in regard to previous actions by the Congress last summer that are
called Sarbanes-Oxley.

Some have criticized you for accepting an executive compensation
package from CSX, yet your compensation package seems typical of
CEOs. Last year, the Finance Committee dealt with a lot of those
issues that I am not going to go into, but I did define them as Sar-
banes-Oxley.
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First, am I correct that your compensation package from CSX
was typical of most Fortune 500 companies? Second, could you
please detail for the committee the benefits that you are leaving be-
hind at CSX in order to reenter government service?

Dr. SNOW. Senator, yes. My package, which was approved by the
CSX Compensation Committee, all of whose members are inde-
pendent, was sort of standard fare for CEOs of Fortune 500 compa-
nies. They all have some particular wrinkles, but my compensation
was always judged against and compared to comparable companies
and found to be comparable. So, I think that is the answer to that
side of the question.

The CHAIRMAN. Could you give us some detail, though, of what
benefits you might be leaving behind because of the appointment
that you now have?

Dr. SNOW. Senator, what I am leaving behind is all present op-
tions that will not be exercisable, and that is a significant part of
my net worth, I would say. That is, options permitted in the past,
with the last three years of the market being down and with CSX
down as well, an awful lot of the future wealth is in options and
that is all being left behind. That has been estimated by our HR
people to be something on the order of $25 to 50 million.

In addition, I am leaving behind an arrangement that CSX had
worked out with me, I think it was 3 years ago, as part of a transi-
tion plan, a succession plan that the company had put in place and
asked me to oversee, which would have made available to me
200,000 shares of restricted stock. I guess the stock is about $30,
so that is $6 million. I am leaving behind all the options that went
with that, 800,000 options as well.

I am leaving behind, as well, the provision for payment of club
dues, reasonable and customary access to an airplane, provision for
an office and a secretary, and a variety of things that constitute
that $15 million number you talked about.

The CHAIRMAN. All right.
I would move on to an economic issue. Some debate about the

bonus depreciation of the stimulus package, last year, doing what
we anticipated it would do. The President has some enhanced
bonus depreciation in his package that he is going to present to the
Congress to use to create jobs.

In your estimation, has the 30 percent bonus depreciation en-
acted March of last year been an effective measure for encouraging
economic recovery? Would you be supportive of additional bonus de-
preciation as part of a growth and jobs package?

Dr. SNOW. Senator, I think it has been effective in softening the
decline in investment, and therefore helping to keep the economy
stronger than it otherwise would be. Yes, I think there is a real
case to be made for that, and it constitutes good tax policy.

The CHAIRMAN. I would like to go, now, to the issue of rate cuts,
and particularly small business expensing. The President has pro-
posed that the individual rate reductions currently scheduled to go
into effect in 2004 to 2006 would be accelerated to this year. The
President has also proposed small business expensing to go from
$25,000 to $75,000 for this year.

What are your views on how this would affect the economy, and
particularly as it relates to small business specifically? I would con-
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centrate on small business, because obviously I want to hear your
views on it, coming from Fortune 500-type corporate governance.

But, also—and this might be a dispute, but I see it often in the
news media—about small business creating 80 percent of new jobs.
So, I am interested in your views on that issue, on the issue of ex-
pensing and marginal tax rate reduction.

Dr. SNOW. Mr. Chairman, I think those statistics are right. Small
business is a powerful job generator in the United States. The in-
teresting thing about every small business, is it wants to get to be
a big business.

I am pleased that Jack Ferris, who is the head of the NFIB, the
National Federation of Independent Businessmen, is a supporter of
my nomination. I have worked with him on tax policy over the
years.

Yes, I agree. I think it is important to give small business the
boost it needs. It gets a boost from this package from the expens-
ing.

But I think the bigger boost, important as that is as a direct
help, is from the overall impact of the package in lowering mar-
ginal tax rates, removing restrictions and distortions in the Code
on equity capital formation, and I should point out that an awful
lot of small businessmen will receive significant tax reductions
under this plan.

Do not hold me to the number exactly, but something like two-
thirds of all the members of the highest income-paying class, as
broken out in those 20 percent categories, the highest category, are,
in one way or another, connected with small business. They are
small business people. So, small business people get an advantage
here in a lot of ways.

The most important way, though, is just to make the whole econ-
omy more efficient and make it grow faster. As it grows faster and
becomes more efficient, there will be more of those ‘‘Help Wanted’’
signs put up around small business, and there will be more small
business jobs, and they will expand.

The CHAIRMAN. I will have some more questions after my col-
leagues have finished.

Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman.
Mr. Snow, I think we all have some concerns about State budget

deficits. Some suggest that the estimates of the deficits facing
States could be in the neighborhood of about $170 billion over the
next two fiscal years, which is a big amount.

As an economist, is it accurate that those States, because they
have to balance budgets and therefore they either have to raise
taxes or cut spending to balance those budgets, will be a further
drag on the economy?

Dr. SNOW. Senator, it certainly depends how they go about bal-
ancing those budgets. But reducing aggregate expenditures reduces
aggregate demand, and certainly, in and of itself, has a negative
effect.

A lot of that negative effect, though, I think will be offset by the
growth package. The best thing we can do for the States is to see
the economy grow. And as the economy grows, State budget coffers
will increase.
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Senator BAUCUS. That is an assumption. You are making an as-
sumption that the economy will grow, in fact. At some point it will,
but the question is timing. It is when.

There are a lot of factors which are discouraging immediate
growth. Basically, it is the uncertainty in the country today about
a lot of factors. One, is potentially going to Iraq. Another is, frank-
ly, a bit about this economic package. That is, what is its fate in
the Congress? There are a lot of complaints, a lot of misgivings
about the economic package.

In fact, I just read this morning how the chairman of the House
Ways and Means Committee has some very significant questions
and concerns over the dividend proposal, which is the centerpiece,
frankly, of the plan.

So, going back to my basic question, if we are going to borrow
now—whatever we do is a borrow. We are borrowing, whether it
is taxes, whether it is spending, or whatever it is, at this point in
2003.

So if the Federal Government is to borrow now, why not borrow
to help the States? Because that, it seems to me, is going to pre-
vent States from cutting back on education, cutting back on jobs,
and/or raising taxes. Why does not some component of a solid tax
economic stimulus plan include significant aid to the States?

Dr. SNOW. Well, Senator, as I have not seen the budget yet,
which will be out, I am told, on the 3rd or the 4th——

Senator BAUCUS. But you have been advised of what it is going
to say.

Dr. SNOW. Unfortunately, I have not.
Senator BAUCUS. But you read the papers and know what the

press says it is going to say.
Dr. SNOW. Well, Senator, the press said that I had a scratch

handicap, so I dismiss some of what the press says. I really cannot
speak to the budget at this time. I do know, and I believe this
deeply, that this is a well-conceived growth package.

It is a package that the country needs. It is a package that elimi-
nates distortions in the economy. It is a package that eliminates in-
efficiencies in the economy. When you eliminate inefficiencies——

Senator BAUCUS. I do not want to get into an argument, Mr.
Snow. Obviously, you are charged to be promoting the President’s
plan. But I am just asking another issue. As an economic matter,
does it not make sense—because we have to work together. We
have got to compromise. The President has got his plan, but frank-
ly there is something called the U.S. Congress. We have two dif-
ferent branches of government and we have to work together.

So, in a spirit of working together, is there something to be said
about giving aid to the States?

Dr. SNOW. Senator, I think that issue will be joined better after
we see the President’s budget.

Senator BAUCUS. Is it going to differ significantly from what has
been released?

Dr. SNOW. Senator, I do not know. I am not yet in a position to
discuss that subject because I am not yet privy to how the Presi-
dent’s budget deals with this particular issue.

Senator BAUCUS. Another question. The President’s plan, as re-
ported and has been given to the public, accelerates a lot of rates,
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which I think in some sense makes some sense. But it leaves out
two.

One, is the effective date for reducing marriage penalties for re-
cipients of the EITC that is not accelerated, and the same applies
to the refundability of tax credits for households with children.
That, too, is not accelerated. These are people, 30 million house-
holds, who certainly are going to spend the benefit they get, if they
were to get it, and they are going to spend it now.

If we are going to accelerate rates, why not accelerate for those
30 million households?

Dr. SNOW. Senator, this package is focused on reducing rates for
people who pay taxes. That is the centerpiece of this. It does pro-
vide a lot of help, I think, to people whose income is below the me-
dian. The child credit——

Senator BAUCUS. Mr. Snow, a lot of people do not pay income
taxes today. A lot of people pay payroll taxes. There are a lot of
people in the country who are in a very difficult strait. A main
tenet of tax policy is refundability to help those people, the EITC.

So if we are going to accelerate the rates for the top income earn-
ers, why not accelerate the benefits for this group of Americans
who certainly are going to spend the money when they receive it
and who desperately need it?

Dr. SNOW. Senator, they will be helped greatly by the job effects
of this bill and by the growth effects of this bill. You indicated you
did not think that this bill had a lot of impact on the first year on
jobs, but from what I have seen, there will be about 500,000 addi-
tional jobs by the fourth quarter of this year, if this plan is adopt-
ed. There will be a million and a half additional jobs by the fourth
quarter of 2004.

Senator BAUCUS. Are you willing to work with the Congress in
perhaps accelerating those two areas?

Dr. SNOW. Senator, I am absolutely prepared to work with you.
Absolutely.

Senator BAUCUS. Medicare. You know the question. What is the
answer? [Laughter.]

Dr. SNOW. Well, the Secretary of the Treasury has a fiduciary
duty on Medicare as the chairman of the Medicare trust, but the
Secretary of HHS, Tommy Thompson, has the lead. The President
has indicated that he is committed to make a prescription drug
plan available as part of Medicare, and to reform Medicare.

I do not know. I am not deeply schooled in this subject, but it
is pretty clear that we cannot continue to see health care costs
growth at the rate they have been growing.

Senator BAUCUS. And the more precise question is, how can this
Congress, in good faith, possibly enact prescription drug benefits
for some seniors, but not for all seniors?

As I mentioned in my opening statement, roughly 85 to 87 per-
cent of seniors are in the fee-for-service program. They are not in
managed care plans. The President proposes that this prescription
drug benefit is available only to seniors who participate in private
plans, not to fee-for-service, except for some minor adjustments.
How is that right? Why is that the right thing to do?

Dr. SNOW. Well, Senator, he is also proposing far-reaching re-
forms in the way that all health care gets provided.
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Senator BAUCUS. Mr. Snow, that is a separate issue. We are talk-
ing about drug benefits.

Dr. SNOW. Well, Senator, I am not an architect of that program.
I think that is a question better addressed to Tommy Thompson.

Senator BAUCUS. And the other question I have in this first
round, Mr. Chairman, is on budget deficits. Actually, the figures
are $39 billion is all that will be spent, actually spent, in fiscal
2003.

The effect of the President’s plan for calendar 2003 does not real-
ly kick in, that is actual expenditures, until—well, $39 billion is
the figure for the first nine months of calendar 2003. That is, for
fiscal 2003. It is probably a little more than $39 billion for calendar
2003.

Nevertheless, the point is, clearly, you have heard the long list
of probable Federal spending increases, whether it is the war in
Iraq, whether it is occupation costs, North Korea is a big cloud,
homeland security.

AMT. Nobody has mentioned AMT yet. Over the next several
years, the Alternative Minimum Tax is going to be extremely ex-
pensive, and clearly the President is going to propose, and the Con-
gress is going to enact, significant AMT relief. That is extremely
expensive, $200 or $300 billion.

I have not heard the administration yet on its proposal on Fed-
eral and State tax reform. The baby boomers are coming along, and
Social Security and Medicare. Health care costs are going up 13
percent annually.

Do you not think that deficits do matter?
Dr. SNOW. Well, certainly deficits matter.
Senator BAUCUS. Then why do we have such a large tax package

today, in view of all of those other probable big expenditures, which
clearly are going to increase the deficit? Now, I know the theory
is that we are going to grow out of this.

That is not what happened with President Reagan. I was sitting
in the Congress when President Reagan proposed his huge, big tax
cut. The deficits rose. The theory was that they would not. We were
told they would not. But the deficits rose significantly during the
1980’s.

And we have static scoring. We do not have dynamic scoring. We
have static scoring. By all static scoring analyses, we are facing
huge, big budget deficit increases in the out years.

Most will say it is all right in the first year to stimulate the econ-
omy, 2003, maybe 2004. That is what most economists say. I do not
want to put words in Chairman Greenspan’s mouth, but, as re-
ported to the press as what Chairman Greenspan says, it does not
make a lot of sense to me, you spend an awful lot of money, which
will have the effect of raising interest rates significantly in the out
years.

Dr. SNOW. Senator, you have asked me a lot of questions.
Senator BAUCUS. The basic question is about deficits and this tax

plan’s interest rates.
Dr. SNOW. Let me say, the deficits we are looking at are rel-

atively modest compared with the GDP. The debt levels are rel-
atively modest versus the GDP. That is the important consider-
ation.
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It is the relationship of the debt we take onto our ability to serv-
ice it. Getting the American economy strong is the best way to
service that debt. Reducing taxes stimulates the economy and puts
us in a better position to do that.

Yes, deficits matter. They matter when they are built into the
fabric of the financial structure of the country, when they are large
relative to the GDP, when the debt is large relative to the national
output. We are not there, Senator.

The best evidence of that, of course, is simply looking at financial
markets. We have today the lowest interest rates in 40 years. That
is not a signal of financial markets being deeply disturbed about
deficits.

Senator BAUCUS. Well, I wish I had more time to discuss this
issue with you, but my time has run out. The next round of ques-
tions, we will get back into this.

Senator BAUCUS. Senator Hatch, now.
Senator HATCH. Well, thank you, Mr. Chairman. All I can say is,

any friend of Brokenrail is a friend of mine as well. What it means,
is you as a corporate 500 executive have the support of the unions
that worked with you. That really says something right there. It
also says that the union movement understands these economic
matters, at least some of them do. That is important as well.

I remember when we had double-digit inflation, and double-digit
interest rates when President Reagan took office. There is no ques-
tion that his tax rate reductions actually resulted in increases in
actual revenues to the government. The problem was, we in the
Congress spent so much that the deficit was also going up.

Increased spending on the military, helped the deficit to go up
as well, but it ended the Cold War, which probably saved us tril-
lions of dollars.

Now, let me just say this. As you may know, my home State of
Utah has a high number of very large families. The people of Utah
would really benefit from reducing the marginal tax rates, but also
from reducing the marriage penalty and accelerating the full
$1,000 per child tax credit this year.

Moreover, Utah has thousands of small businesses that pay taxes
at the high individual rates because they are small businesses. Yet,
we have heard a great deal about some who charge that the Presi-
dent’s growth and job plan would do little or nothing for anyone ex-
cept the very wealthy.

Now, how do you answer these critics that say that this plan un-
fairly benefits the wealthy and does little for regular families?

Dr. SNOW. Well, Senator, I think they are wrong.
Senator HATCH. I do, too.
Dr. SNOW. I think this plan helps Americans generally. An aver-

age family of four with income of $40,000 gets $1,100 tax cut. It
is $1,100 that they do not have today that they will use to spend,
to buy things, to save, and put their children through better
schools, and so on.

The dividends. We have heard so much about the dividends and
the effects of the dividends going only to the wealthy. There are an
awful lot of people who are not wealthy, a lot of seniors, who de-
pend on the dividend, for whom the dividend is critically important.
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My own mother was a high school teacher in Ohio. When she re-
tired, she had an Ohio State teacher’s pension, as did her friends
who were teachers.

When they would gather to meet, conversation often turned to
their financial circumstances. One aspect of their financial cir-
cumstances that was of great interest to them was dividends.

Now, these are not wealthy people. My mother would have been
delighted to have a few hundred dollars more a year because she
was not paying taxes on her dividends, and so would, I think, mil-
lions and millions of other people, Senator.

This is a plan that promotes growth, that helps the average
American. We have to realize that it is a plan taken as a whole.
The American economy works in a circular fashion. It does not
work in a linear fashion. As we make one part of it better, we
make it all better. This plan is designed, I think, to make the
whole economy function better.

Senator HATCH. Well, opponents of the President’s plan are say-
ing that the plan is unfair because a large share of the benefits
from the tax cut would go to Americans with the highest income.
However, this argument ignores the fact that the top 50 percent of
all income earners pay over 96 percent of all income taxes. Do you
know of any fair way of reducing income taxes without making the
people who pay most of the taxes better off?

And let me just ask you this question, in addition. Dr. Snow, tax-
payers making about $92,000 and above paid about 67 percent of
all income taxes in the year 2000. Now, under the President’s plan,
would this group’s share of the total income tax go up or down?

Dr. SNOW. It would go up, Senator.
Senator HATCH. That is right.
Dr. SNOW. It would go up. The highest income categories pay a

larger share of the total tax bill after the President’s bill goes into
effect than they do today.

Senator HATCH. So this means that the tax burden for those
making less than about $92,000 per year would go down under the
Bush plan, correct?

Dr. SNOW. Absolutely, Senator.
Senator HATCH. I am convinced that America’s seniors will be far

better off once we finally end the double taxation of dividends,
which is the point you have been making.

Most seniors, even those with modest incomes, have to pay tax
on dividends. Seniors who get dividends get a lot of them, over
$2,000 a year, on average, for people making $30,000 to $40,000 a
year.

How big an impact would this part of the President’s plan have
on seniors?

Dr. SNOW. Senator, as I recall the numbers from the President’s
plan, there are 10 million seniors who will be the beneficiaries of
this part of the plan. That is, 10 million senior Americans who,
today, are paying a tax on dividends who will not be paying it if
the President’s program is adopted.

Senator HATCH. Dr. Snow, can you explain to the committee how
the double taxation of dividends increases the risk of corporate
bankruptcies?
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Dr. SNOW. Yes. Yes, I will. The double taxation of dividends dis-
courages corporate America from using equity capital in their bal-
ance sheets. It encourages them to use more debt capital because
debt is cheaper. But, in the process, we make American companies
more vulnerable and less stable than they otherwise would be to
shocks of downturns, because their debt-to-equity is higher than
they would be otherwise.

Senator HATCH. In other words, it is an incentive to take on debt.
Dr. SNOW. It is an incentive to take on debt. It is an incentive

to do transactions, as Senator Santorum said, by borrowing money,
because you borrow money, you get a deduction on it. You increase
shareholder value.

And I have sat with any number of corporate executives who will
always want to increase shareholder value, and they say, we do not
want to do it with dividends. Why? Because dividends, while a nice
way to reward shareholders, are tax inefficient.

The great thing about this provision, Senator—and I am glad you
are giving me a chance to respond to these questions, because
every single economist I have ever talked to, and everything I have
ever read on this subject, there is unanimity of agreement that the
double taxation of dividends is a distortion, a big distortion, in our
economy that makes the economy less efficient, that encourages
more use of debt versus equity, and leads to the sort of con-
sequences that Senator Santorum talked about.

Senator HATCH. And there are a lot of companies that have huge
amounts of capital that are not given to their shareholders.

Dr. SNOW. Senator, if you would allow me, there is one other as-
pect of this that has not been much talked about that I think is
advantageous.

Senator HATCH. Sure.
Dr. SNOW. And that is what it does for good corporate govern-

ance. There has been a lot of criticism raised about the way compa-
nies keep their books and about the accounting profession.

One thing you cannot hide, is cash. If companies are encouraged
to pay dividends, to reward shareholders with cash dividends, I
think it will do a lot to restore confidence in the real earning power
of American enterprise.

Senator HATCH. Well, like a number of my colleagues on the Fi-
nance Committee, I am very concerned about the ongoing dispute
with the European Union over the Foreign Sales Corporation rules
and its replacement tax regime.

It is very difficult to see an easy solution to this problem for
America’s exporters that have been relying on our current rules.
However, one possible bright spot in this mess is that it could open
up an opportunity for Congress to reform our international tax
rules.

What do you believe is the right timetable for resolving this dis-
pute? How can we best reform our tax laws to make U.S.-based
companies more competitive?

Dr. SNOW. Senator, that is a highly complex and involved subject.
I know the President has indicated he wants to see the matter re-
solved as soon as possible. He suggested that it needs to be re-
solved by legislation to keep us in conformance with WTO rules. At
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the same time, it must be done in a way that avoids unfair burdens
on U.S. corporations that create the problems you alluded to.

I do not have the answers right now, but I pledge to work with
you and your colleagues to find answers to it. I think it is a very
important issue.

Senator HATCH. Well, thank you. I look forward to supporting
you. I know you well. I know you can do this job, and I know you
can do it well. We need a very strong leader at this time in this
area, although, I thought your predecessor was a strong leader as
well. But thank you for being willing to give up so much to serve
this country in the way you are doing.

Dr. SNOW. Senator Hatch, thank you very much.
The CHAIRMAN. Senator Breaux?
Senator BREAUX. Thank you very much, Mr. Chairman.
Mr. Snow, thank you for your presentation.
One thing that is certain in this business, if you are around here

long enough, you get to hear all of the arguments. If you have been
here about 30 years or more like I have, you get to see the sides
switch positions on the arguments, sometimes.

I remember when the Republicans used to argue about the dan-
gers of deficit spending, and the Democrats used to say that any
deficit over 3 percent of GDP was terrible for the economy. It seems
like we have sort of reversed positions.

Now I am hearing the administration say that a deficit of under
3 percent is not that bad, and those of us on this side are talking
about the deficit impact of the proposed tax cut. So, it has kind of
come full circle in a relatively short period of time.

Tax cuts are always good politics, to a certain extent. The ques-
tion is not whether it is good politics, but whether we can draft a
plan that is also good public policy. That is the challenge that we
are all going to have.

I noted, in discussion of the dividend proposal, it seems to me
that the problem today is not so much that dividends are double
taxed. The problem really is that not enough companies are declar-
ing dividends.

So, the real focus of any kind of a proposal should be to stimulate
the economy and to grow the economy to allow companies to, in
fact, declare dividends.

You pointed out that the package was focused on people that pay
taxes. The concern I have, is that the largest part of the tax pro-
posal by far is the dividend tax relief. In my State of Louisiana,
only 8 percent of Louisiana citizens have dividend income.

So, if the largest part of the tax plan is going to be focused on
people who pay taxes, in my State, 92 percent of the people do not
get dividend income that is taxable.

So it seems to me that the administration is not following
through with the premise that the largest portion should go to the
people who, in fact, pay taxes.

My question is, has the administration really given up on the ar-
gument that the dividend tax cut is economic stimulus in the short
term, and are proposing it because it is, long-term, good public pol-
icy?

Dr. SNOW. Senator, your questions raise a lot of really good
issues. Why do corporations not pay more dividends? I think one
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reason they do not pay dividends, is that dividends are a tax-
disfavored form of distribution of corporate wealth.

I would very much expect to see, in response to the enactment
of the President’s dividend proposal, a significant increase in cor-
porations paying dividends. I think less than half pay dividends
now. I think you would see that change.

I think Microsoft’s action here about a week or so ago is indic-
ative—they never paid a dividend, and now they will pay divi-
dends—of what we could well see. And it makes sense, because we
are now making it more advantageous for companies to reward
their shareholders with dividends than was the case before, so we
lower the cost of doing something. Whenever you lower the cost of
doing something, people tend to do more of it.

So I would expect dividends to be paid by many more companies,
and I would expect the companies that pay dividends to increase
the level of dividends.

Now, on the second part of your question, I think that the divi-
dend policy, the exclusion of the dividends from the individual tax-
payer, is good tax policy. Long-term, it will engender a lot of
changes in the economy: greater reliance on equity capital, remove
the distortions that we talked about, balance sheets that are more
aligned with equity than is the case today, maybe some fewer
restructurings that do not make economic sense, and more divi-
dends being paid.

I think it has some short-term impact, though, too, because the
market, once it sees this being enacted, I think, will have a positive
reaction. There will be a positive reaction in equity markets. But
I would grant you that it has probably more long-term implications
than immediate short-term implications.

Senator BREAUX. Does it have any potential adverse impact on
the security markets? If so, what would that be?

Dr. SNOW. Senator, I do not think it has any adverse impact on
the security markets. I know some questions have been raised
about the effects on 401(k)s and Roth IRAs, and so on.

Senator BREAUX. Public financing.
Dr. SNOW. Public financing. I have not made an in-depth study

of that, but the things I have seen indicate that there will not be
a major impact. People who invest in municipal bonds, people who
invest in tax-exempts, do so because they want security.

A two-day flip in the market will wipe out values that will more
than offset the virtue of dividends, tax exclusion. So I think there
will not be a large shift in investment vehicles as a result of this,
except that more companies will pay dividends, and dividends will
be larger.

I did do a little look at the 401(k)s and the Roth IRAs, and so
on to see. The advantages of taking money and putting it into an
IRA or a 401(k) is so great, that it swamps the effect on the other
end.

Some people have suggested, well, the funds in the IRA should
not be taxed. But if you did that, since dividends are not taxed in
IRAs today, you would never tax dividends. The President’s pro-
posal is that income should be taxed once, but not twice.

Senator BREAUX. Let me ask a question. Is it your opinion—I
mean, we fight this argument of whether we have a business in-
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vestment or capacity problem or whether we have a problem, real-
ly, with the lack of consumption by consumers.

I mean, the last tax cut we did, which I supported, the $1.3 tril-
lion, was in a very different time. We had a surplus. The geo-
political situation in the world was not nearly as shaky as it is
today when that was passed.

Today, the circumstances that we are facing, the deficit, Iraq,
North Korea, the price of oil, all the things on the international
scene are quite different from what it was when we passed the last
big tax cut.

Part of that tax cut, however, was something to increase business
investment with a 30 percent accelerated depreciation. I mean, did
that not work at all so we have got to come back and address that
again? What does Treasury think? Is it a business investment ca-
pacity problem or is it a lack of consumption problem?

Dr. SNOW. Senator, I think that Treasury sees the economy re-
covering, but at a lower rate than would be desirable and with less
job creation than would be desirable. I applaud you and members
of the Congress who supported that 2001, how do you call it,
ECTRA tax.

Senator BREAUX. We just call it the big tax cut. [Laughter.]
Dr. SNOW. It was really needed. I was, I remember, in July or

August of 2000, looking at our car load, numbers and our container
load numbers, and barge load numbers, and truck load numbers at
CSX. It is almost as if, in the summer of 2000, the economy hit a
wall for the industrial sector.

I was astonished at the rapidity with which the industrial sector
began to decline. I think if the Congress had not done what it did
then, with the President’s support, of course, as well, and taken a
leadership role on it, I think the economy could have really gone
south and had a deep recession.

So what we had, was a pretty shallow and pretty short recession
that otherwise would have been, I am confident, Senator, much,
much worse.

Senator BREAUX. But we have had reports in business that there
is an over-capacity problem.

Dr. SNOW. There are a number of industries in which that is
true. There are a number of industries, those particularly associ-
ated with the Internet, telcos, the aviation industry, that substan-
tially over-built in anticipation of demand continuing to rise, and
it did not. They find themselves with substantial—very substantial
in some cases—excess capacity.

I served on the board of a major telecommunications company
and watched their commitment to the Internet and their commit-
ment to telco deregulation, and their commitment to this growth in
this critically important sector. The industry, as a whole, made
some big mistakes. They over-invested. It will take some time to
work that off.

The airlines after 9/11, but maybe even before it, found them-
selves with excess capacity. That is not generally true, but there
are a number of industries, such as the steel industry in which
Senator Rockefeller takes such interest, with substantial excess ca-
pacity.
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Some of those industries will never, like steel, will never see de-
mand levels like they once saw, I think. It will take some time be-
fore demand for the fiberoptic cable that has been laid is sufficient
to have messages, voice, and data running over that fiberoptic sys-
tem.

I think that is probably years out until we get utilization of the
capacity of our fiberoptic network. So I would agree with you.
There is an overhang of excess capacity in a number of industries.

Senator BREAUX. Thank you.
The CHAIRMAN. Senator Nickles?
Senator NICKLES. Mr. Chairman, thank you very much.
Mr. Snow, thank you as well. I am enjoying this dialogue and

discussion. Let me just ask you a couple of questions, and maybe
make a few comments interspersed. Presently, for individuals, the
highest income tax rate is 38.6 percent; for corporations, the cor-
porate rate is 35 percent. I personally do not think it is right. You
mentioned most of the individuals that are paying the highest rate
are sole proprietors, entrepreneurs.

I personally find it very offensive—I have been one, and I have
also run a corporation—and wrong in the Tax Code to have those
individuals paying a higher rate than corporations. The corporate
tax rate is 35 percent. Should we not make the individual rate at
least no higher than that, effective immediately?

Dr. SNOW. Senator, as you know, that is the President’s proposal.
I agree with you.

Senator NICKLES. It is his proposal. That is a coincidence. I am
glad to see that. [Laughter.] Corporations. You mentioned the in-
equity in present law. Right now, corporations can borrow money
and write off the interest expense, or they can go into the equity
market. One way they get to expense it, the other they do not.

There are different ways of handling or eliminating the double
taxation of dividends. I will just mention, my personal preference
would be to allow the corporation—again, I used to run one—to ex-
pense dividends.

It may cost a little more, but to me it is a more effective and effi-
cient way of eliminating the double taxation. Individuals pay inter-
est and pay taxes on interest received, most interest. Not all inter-
est. Likewise, they should on dividends. In other words, tax once.

Senator Breaux mentioned, well, wait a minute. What effect
would this be on securities? I would warn our friends out in the
security industry, I would be very offended to think that the secu-
rity industry would be opposed to this proposal because they might
have tax-exempt income and not pay any taxes on it, compared to
dividend income that is taxed twice.

When I was waving this Tax Code around and saying there are
some real inequities, that is one heck of an inequity. From the cor-
porate side, you were asked the question, why do corporations not
pay more dividends. It is stupid policy to be paying a lot of divi-
dends right now.

If you have $1,000 of income, with the corporate and the indi-
vidual at 35 percent rate, that is 70 percent to the Federal Govern-
ment, 30 percent to the individuals you are trying to benefit. That
is not a very good deal.
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So that is why you go into debt and that is why you give bonuses
instead of stock. There are lots of inequities that your proposal, or
the administration’s proposal, would rectify.

But, as I mentioned, there are a couple of different ways of doing
it. I will be asking you later, at a different point, should we con-
sider the expensing of dividends instead of just individuals. There
are pluses and minuses.

Also, I want to make a couple of comments, too. I have heard a
couple of our colleagues say, well, their economic proposal—they
being the Democrats—we want to hand everybody a $300 check
whether they paid income taxes or not.

They may come back and say, well, wait a minute. They paid
payroll taxes. I would just inform you, if you look at payroll taxes,
the total amount of money going in for Social Security and Medi-
care pretty much equals the total money going out for Social Secu-
rity and Medicare.

So what that proposal basically is saying, is we want to take gen-
eral revenue funds and finance Social Security. We are already
paying a lot of money in Social Security taxes and in payroll taxes,
15.3 percent of payroll up to $88,000. That is a lot of money. That
is about $13,000.

Individuals have to pay taxes on it in addition to that, so they
have to earn about $16,000 to pay the $13,000. Then some people
say, wait a minute, let us have general revenue financing to go in
and pay for Social Security. I seriously question the wisdom of that.

It kind of goes with this idea that some would like. They say,
well, let us just make all these tax cuts refundable, even if they
do not pay taxes, as a way to distribute more income. In other
words, let us use the Tax Code as a method to sprinkle out money
to a lot of people.

The Federal Government paid, just for your information, about
$7,200 last year for every man, woman and child in the United
States. Some people want to figure it out another way. How can we
increase that? Instead, I would like for us to work on things that
would grow the economy and eliminate some of these disincentives.

Double taxation. When I mentioned the effective rate of dividend
taxation is really 70 percent, that makes no sense. I happen to
think, if you reduce that and make it a more reasonable rate, i.e.,
30-some percent, you are going to get a lot more economic activity
towards dividends and towards growth. So, there are some inequi-
ties. You are trying to solve it.

I also want to mention one other thing. Some people propose,
well, let us just have increases in the Earned Income Tax Credit,
again, a refundable tax credit that individuals receive.

I just want you to know that that is about a $30 billion program.
It has been expanded dramatically over the last many years and
it is very error-prone. About 30 percent of the payments have er-
rors made in them, some fraudulent, some not fraudulent, some
just mistakes.

But you cannot find, in all likelihood—and let me know if you
do—a program that is more error-prone. There are real incentives.
Individuals can get $4,000 from Uncle Sam. We will write you a
check. Maybe they file a fraudulent return. Maybe it is accidental,
maybe it is not.
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You will find out that almost 50 percent of the District of Colum-
bia residents would qualify for EITC. In other words, it is very
error-prone. Some people want to call that a tax cut. It is not a tax
cut, it is a payment, a cash payment.

So when we are looking at some of these plans, I compare what
is a tax cut and how much is spending. I notice that some of these
proposals are almost all spending.

We had big debates the last couple of weeks on how much money
we are going to spend. At that point, a lot of people were not too
concerned about the deficit.

So, I mention these things. Let us not increase programs that are
so error-prone, and let us do try to see if we cannot do good tax
policy. At the same time we are doing some changes to help grow
the economy, let us do good.

One possible change that some people might propose would be an
investment tax credit. I would just say, as a person that has bene-
fitted from that, I think that would be a terribly bad idea. I do not
think that is good tax policy.

Let us do good tax policy. Let us eliminate double taxation where
we find it. Let us get rates down to more manageable rates that,
frankly, will encourage growth. Any time you have a rate that is
combined over 50 percent, you have a real disincentive to grow.

Then one final comment. You have a lot of individuals, self-em-
ployed individuals, that pay a combined rate of taxes well in excess
of 50 percent, and they are not wealthy.

Maybe they are paying income tax at 28 percent, and they also
pay both sides of the FICA tax, that is 15.3, you add the two to-
gether, that is 42.3. You add your State income tax, another 6 or
7. They are a 50 percent marginal rate, with a taxable income of
$30,000. That is not good. That is a real disincentive to grow.

So, I look forward to working with you, because I think you have
a better comprehension and understand of the flaws that are in the
present Code. As we make some tax changes, hopefully we will
make some significant improvements.

I would also hope for you to really be thinking long-term, not so
much in this first growth package, of ways to come up with an al-
ternative tax that would be much simpler and fairer. This thing is
so full of inequities, you cannot fix it a paragraph at a time.

It really needs an alternative Tax Code that I would love to see
this committee work together in a bipartisan fashion to come up
with something that is fair, flat—or flatter, anyway—simple, and
understandable.

We are all going to be doing taxes. When you look at this and
you look at those five volumes of regulations that go with it, this
is a disaster. You have a chance to help us try and fix it.

It will not happen unless, frankly, we have Democrats, Repub-
licans, and the administration on board to really try and come up
with a better Tax Code. The inequities that Senator Hatch alluded
to on foreign taxation are almost an invitation to export jobs.

This regulation that I asked you to look into, and I would appre-
ciate your response to me, is a regulation that will export jobs and
export capital. I hope that you will take a serious look at it.
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Some people in your shop evidently seem to be in favor of it, but
in my opinion it is a very bad idea that will cost us jobs and capital
and I hope that we would not do that.

So I would appreciate your response in getting back to me on
that regulation.

Dr. SNOW. I will, Senator. I would be delighted to do that. That
matter, I understand, is out for comment. I will review the com-
ments and get back to you.

If I could just make one observation on what you said, because
I agree with much of it. An overlooked aspect of the President’s
program is the fact that, by making those out-year tax cuts avail-
able now, it puts people in a position to be able to plan their fu-
tures. They can count on those monies for the out years.

One thing that I think has come out of the economics profession
is a clear understanding that if you affect people’s long-term out-
look, you get much different results than if you just give them a
temporary stimulus in their pocket.

If they have it, if they can see it over a multiple—it is called the
permanent income hypothesis. People spend out of what they can
see coming in over the longer term. If we can affect people’s longer-
term horizons, they begin to spend now.

Knowing that I will have that extra $1,000 in my pocket, if I am
a typical family of four with $40,000 of income, I have an addi-
tional $1,100 next year and the year after, it causes me to feel bet-
ter now.

It causes me to influence my spending and decisions now. It is
the present impact of the ability to know with a certainty that in
the future your economic well-being is greater. It telescopes the fu-
ture into the present. What I think an important part of the Presi-
dent’s program is, is telescoping the future into the present.

Senator NICKLES. Part of our dilemma, is if we do the tax cuts
or changes under reconciliation, they will be limited to the term of
the reconciliation bill, which kind of flies in the face of a lot of what
you said. That is just something we have to work with.

The CHAIRMAN. Thank you, Senator Nickles.
Now we will go to Senator Bingaman. If other Republicans do not

return, then it would be Senator Graham and Senator Lincoln.
Senator Bingaman.
Senator BINGAMAN. Thank you, Mr. Chairman.
Thank you again, Mr. Snow, for being here. Congratulations on

your nomination.
Let me ask a couple of questions on this issue of executive com-

pensation. You did serve on this board, or the Conference Board
Committee, that looked into that issue.

I think there is a general perception of some unfairness as it ap-
plies to executive compensation, one set of rules for top executives,
a whole different set as to other employees of a company.

One of the issues we tried to address in the Sarbanes-Oxley bill
was a prohibition. We put a prohibition in there against companies
providing loans to their top executives.

Do you support that concept? Do you think that is a good provi-
sion?
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Dr. SNOW. Yes, Senator, I do. I very much support that. The pro-
vision, as I understand it, is the outgrowth of some really egregious
behaviors in some notable instances.

I am not close enough to know how the provision will ultimately
be implemented, but I hope it will not be implemented in a way
that precludes some very useful things.

I remember, years ago we recruited a very able top figure from
the U.S. Air Force, a four-star, to join us. And one of the things
about being in the Air Force, apparently, is you live in company
housing and do not build up any equity.

We made a loan guarantee, I think, on a house for that indi-
vidual so he would have accommodations appropriate to his posi-
tion. I do not find that offensive, frankly. I do find $400 million
loans to go out and buy yachts offensive.

I understand the need to have clear-cut rules, but I hope the rule
would not penalize innocent people like the general I made ref-
erence to.

Senator BINGAMAN. Let me also ask, I think there has been con-
cern about deferred compensation matters, and particularly as
those apply to top CEOs. If Congress were to grant the Treasury
Department regulatory authority over deferred compensation mat-
ters, do you have a notion as to what you would do with that au-
thority?

Dr. SNOW. Senator, I know there have been, again, some highly
publicized cases of what looked like egregious practices there. Some
look into that, I think, is probably fully justified. I do not know the
particulars of the legislation you are talking about, though.

Senator BINGAMAN. Let me also just ask about one issue which
I think you have been criticized on that relates to obtaining credit
for years with the company when you were not actually there in
determination of your pension benefits.

Is that a practice that you think is appropriate in some cases, or
should be prohibited? What is your view on that?

Dr. SNOW. Senator, like anything else, I think that practice could
be abused. But I also think, used appropriately, it is a very effec-
tive way to recruit and retain senior management.

At CSX, it works this way. For a senior executive, maybe the top
200 people or so, maybe more, they are eligible, after the age of 45,
to get 2 years of credited service for every 1 year so that if some-
body joins the company at 42, they will build up 3 years until they
get to be 45, then after 45 they build up two-for-one.

So say they retire at 60, they would get 15 years at two-for-one,
or 30, and then the additional three that they worked before they
became eligible, so they would get 33 years. That puts them in a
more attractive position for retirement. I think we pay 1, 1.25 per-
cent or something per year for retirement on the number of years
you are credited with.

Senator BINGAMAN. To what group does that apply? You are de-
scribing a practice that applies to some.

Dr. SNOW. It applies to a fairly limited number of people at, oh,
I would say the vice president level and above, maybe the assistant
vice president level and above. It has a very beneficial effect. It has
been helpful to me in recruiting senior executives who say, I am
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leaving my prior company, and what will my retirement be with
you?

We are able to say, well, you will be able to get two years for
one of credited service after 45. It is an important part of the com-
pensation arrangement. It also plays, Senator, on the other side.
There is an active market for corporate executives.

A corporate executive who is being recruited away from a com-
pany will look at his accrued service, and the fact that he can get
2 years for one by staying tends to tie him to the company.

So I do not think there is anything inappropriate or basically
wrong about that sort of an arrangement. It is really just another
way of paying people. It is an attractive way to recruit people, and
it is a helpful way to hold people in senior jobs.

Senator BINGAMAN. Let me ask about the trade imbalance. From
January through November of this last year, the trade deficit was
$391 billion. I think in November it was over $40 billion. This rep-
resents a substantial imbalance between what we are purchasing
from the rest of the world and what we are selling to the rest of
the world.

I guess I would ask a couple of questions. First, is this a prob-
lem, as you see it, that requires us to take action? Secondly, if it
is, what action would you expect to take?

Dr. SNOW. Senator, at the current levels of the current account
deficit, I am not particularly troubled by it. It is something I think
we should keep our eye on. But the $400 billion or so annually that
it is running is really a small part of the size of the total U.S. econ-
omy and is certainly manageable.

What it really means, I guess, if you put it in its simplest terms,
is that Americans value the world’s goods more than they value the
dollars that they are expending to get those goods. At some point,
people can run into too much debt, I grant you that. But I do not
think we are in consuming. It is really a decision. The current ac-
count deficit reflects, in my mind, two things.

It reflects a decision to consume on the part of Americans where,
explicitly, Americans are saying, the goods that we get from the
rest of the world are more valuable to us than the dollars that we
have to give up, not different in kind from a decision you make to
buy a new suit. The new suit is more valuable to you than what-
ever it cost to get it.

There is nothing inherently wrong about that, as long as you do
not have so many suits that you are putting yourself in a strait-
ened economic condition. We are not putting America in a strait-
ened economic condition by virtue of this current account deficit.

It also reflects, the second thing, the confidence of the world in
the U.S. economy and their willingness to hold dollar-indexed or
dollar-based assets. So, it is a vote of confidence, I think, in the
United States as well.

Senator BINGAMAN. So the $3 trillion debt position that we cur-
rently have on our external debt, you do not see that as a problem?

Dr. SNOW. Senator, I think that debt is manageable. I think it
is a manageable debt relative to the size of the U.S. economy, well
within normal ranges. What I worry about, is getting out of normal
ranges.
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What I worry about, is ever suggesting that deficits do not count.
What I worry about, is long term. What I really worry about, is
saying that the debt levels do not count. They really do count.

If they reach some unmanageable level, there would be a cer-
tain—it is not a question of whether it will happen—reaction in fi-
nancial markets and interest rates will go up. My only argument
is that, at the current levels, we are not approaching that. These
are manageable.

Senator BINGAMAN. Thank you.
The CHAIRMAN. Senator Graham? Thank you, Senator Bingaman.
I am going to step out for just a few minutes to meet a con-

stituent. I will ask Senator Baucus to chair while I am gone.
Senator Graham.
Senator GRAHAM. Thank you, Senator Grassley. In a few days I

am going to undergo a medical procedure. I am very much depend-
ent on my physicians to assess my symptoms, and from that diag-
nose the problem, and then prescribe a course of action that will
correct it.

It seems to me that a similar set of analyses are necessary as
we look at the future of our economy. This is particularly true, be-
cause every dollar that we spend or every dollar that we forego
through a tax reduction is not one that we are going to pay, it is
one that our children and grandchildren are going to pay, because
every one of those dollars is borrowed.

We run the risk, if we do inadequate or incorrect diagnosis and
prescription, of the Argentinanization of America, with a fiscal con-
dition that becomes unsustainable.

In your opening statement, Mr. Snow, you indicated that your di-
agnosis of the problem with the American economy is a failure
largely on the supply side and that it is to be met by encouraging
capital formation, savings, and investment.

I am curious as to that diagnosis, because my analysis comes to
a different conclusion. I have a picture which I wish I were able
to show today—it is a familiar picture—of the airplanes parked in
the desert in Arizona. I hope you do not have any railroad rolling
stock parked in the desert in Arizona.

It represents almost 2 years of Boeing’s production of commercial
airliners. To me, that says that our problem is not that we cannot
produce enough airliners. The problem is, we cannot produce
enough customers to fill up the airliners.

Therefore, our fundamental economic problem today, under my
diagnosis, is that we have a demand side slackening which is being
driven by a loss of confidence in a number of different areas, from
personal security to job security, to retirement security.

Could you give me some explanation. Have I correctly stated
what your diagnosis of the problem is, and if so, how did you come
to that diagnosis?

Dr. SNOW. Senator, I do not know that I have a very clear-cut
diagnosis of what ails the American economy today. I think it is,
frankly, fundamentally in a recovery. But it is a slower recovery
and a less certain recovery than we want to see, and it is a recov-
ery without as many new jobs being created.

It is certainly a recovery without corporate profitability rising
significantly. We know it is a recovery without the stock market.
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The stock market maybe reflects other things, the uncertainty in
the market with the war, and so on.

I think it is a very good question you raise, and a very complex
question. Part of it is certainly a demand issue. Companies are not
cut back from their traditional levels of research and development
expenditures.

They have cut back from their traditional levels of capital ex-
penditure. They have done that because they are awaiting
strengthening in demand conditions. So, I would agree with you
there that strengthening the demand side will be helpful.

But I look at the economy, not as broken down into demand or
supply, as such. I look at it basically as a circle. We can start any-
place in this circle and have this discussion, but one point on that
circle is producers who are responding to customers.

As customers feel better about their prospects, as they have more
wealth, more income, or just higher expectations for the future,
their sense of their long-term well-being improves, they begin to be
more robust in their buying practices.

Some businesses will then find they need to go out and hire addi-
tional people, make some capital investments, or expand the shop
or the store a little bit. To do that, they then create demand for
people to come in and work for them. They create demand for peo-
ple to expand their plant.

Those people who get additional demand then become better able
to be participants in the system. As the economy expands that way,
there is need for more capital. So, banks find that their loan win-
dows are more active. Savings and loans find their loan windows
are more active. It is a demand problem, it is a supply problem.

The economy is really the interaction of demand and supply. I
will grant you that there are demand problems here, but I do not
like to think of the economy as one or the other. I like to think of
it as this circle and whole set of complex interactions that really
constitute demand and supply.

Senator GRAHAM. Well, I appreciate that analysis. But I come
back to my feeling that the part of that circle that needs the great-
est attention today is the part that will encourage both business
and individual consumption, because we have this significant vol-
ume of unutilized capacity to produce goods and services.

I anticipate that when we start the consideration of the Presi-
dent’s tax proposal, that you or a representative from Treasury will
be an active participant in those hearings. I would like to continue
to pursue how the prescription of the President’s tax proposal re-
lates to the diagnosis of the state of the economy.

Dr. SNOW. Senator, I very much would like to return to you and
talk about that. I am just thinking of CSX today. In our train net-
work, we are operating at, I would say, with a third excess capac-
ity. That is, a typical efficient-sized train is about 100 cars, or 110
cars. So, our trains are going out with 60 or 70 cars on them rather
than 100.

Now, if the demand picks up, we will be able to add those addi-
tional 20, 30, 40 cars on the trains without much additional cost.
That will create higher profitability for us. That will lead us to go
out and make more investments in the track structure and hire
more people to run the trains.
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So, there is an excess capacity problem. I agree with you. I think
it is true in many industries, and stronger demand will certainly
help deal with that. I would like to see stronger demand for the
things that we haul, because then we could add those additional
cars and it would fall to the bottom line and make us much more
profitable.

Senator GRAHAM. Thank you, Mr. Snow.
I would like to move to a different area for my second question.

As a former Governor, and I think the first time we met was when
you came to Tallahassee, the States frequently, if they wish to
stimulate some particular activity through reducing taxes, will look
at other areas to see where there could be increases to offset those
cost of those proposals.

The States do not have the benefit that the Federal Government
does, which is the ability to run large deficits and borrow without
limit. They must balance their accounts on an annual basis.

My question is, do you think that, as we consider this program
of economic stimulation, that there are some areas that we might
reduce its net cost by looking at other tax changes? As an example,
Senator Nickles talked about the Earned Income Tax Credit as
being a place where there was substantial slippage in collection.

Mr. Rossotti, the recently-retired head of IRS, I think, put a fig-
ure of $60 billion a year on what he thinks the leakage is out of
the system, a question of tax shelters, runaway corporations, etc.

How much attention do you think we should be giving to those
issues as part of an economic stimulus bill in order to reduce its
net cost?

Dr. SNOW. Senator, I think those things need to be addressed in
any event, because they are important issues in and of themselves.
To the extent that those issues can be addressed early on and cre-
ate some additional revenue for the U.S. Government, I think that
is a wonderful thing.

I have talked extensively with the staff of Treasury about their
concerns on some of these practices, tax havens and abusive tax
shelters, and so on. Once I know more about it, I very much want
to pursue what we can do in that area because it erodes confidence
in the tax system if abusive practices are widespread. So, I agree
with you.

Senator GRAHAM. Well, I appreciate that comment. Going back to
my suggestion that it will not be very long before you or someone
from the Treasury will be back discussing the specifics of the Presi-
dent’s proposal, I would hope at that time I could ask this question
and you or your representative will have some specific ideas of
what we could do to offset the cost of the current economic stim-
ulus proposal.

Dr. SNOW. Thank you, Senator. We will be prepared to discuss
that.

The CHAIRMAN. Senator Snowe?
Senator SNOWE. Thank you, Mr. Chairman.
Mr. Snow, getting back to the size of the President’s plan. I

would like to explore that a little bit further with you.
I know that these deficits, as you mentioned earlier in response

to another question, would be modest relative to the GDP. Obvi-
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ously, we have to rejuvenate this economy that ultimately will put
people back to work and restore surpluses.

But obviously there is a very fine line around here of how far we
go in terms both of tax cuts and spending policies. I am just re-
minded, in looking at this article in the paper from last week,
‘‘Data shows rapid growth in Federal budget shortfall.’’

I mean, I have been here for more than 20 years and I have seen
the ups and downs, as you well understand as an economist. Hav-
ing been a CEO of a multinational corporation, you understand the
prevarications of various policies.

My concern is that it is not what we know today, it is what we
do not know. Two years ago, when you were talking about that $5.6
trillion surplus, I was fond of saying that, where I come from in
Maine, when the calendar shows March and it is spring, we do not
put our shovels away because you just never know when it is going
to snow again.

The same is true when it comes to the pitfalls that we may face
in this country, as we have already seen so tragically over the last
2 years.

So I guess my question is, in terms of relative size of the GDP,
maybe 2 percent, maybe 3 percent, but then we cannot fore-ordain
the future and when it becomes 5 percent and 6 percent. That is
where we lose control. We understand, hopefully, that these deficits
will be temporary, but we want to make sure that they are tem-
porary.

So I guess I am a little concerned when I see the President’s pro-
posal of $674 billion, and 50 percent of which is devoted to one pro-
posal that does not have the broadest maximum impact for the
here and now.

Dr. SNOW. Well, Senator, I agree with your comments on that
subject and echo the sentiments of Senator Conrad, that deficits
matter. They are very important.

We cannot allow ourselves to get into the situation ever again
that we were in the late 1980’s and so much of the 1990’s. I was
very much engaged in that effort to try to slow down Federal
spending and balance the budget back at that time.

I am not happy about these deficits at all. The President is not
happy about these deficits. The deficits, though, are a reaction to
the priorities of the country at this time with the war on terrorism,
and homeland security, and the need to give the economy a boost
and take out an insurance policy for the short-term and grow it in
the long term.

But you are right. There is some level of deficit, clearly, that is
troublesome, that begins to tilt the financial markets. We were get-
ting to that point in the early 1990’s. Interest rates were reflecting
that.

It was clear that the capital markets were exacting a price for
the spending levels of the United States, the deficit levels of the
United States. We are not there yet, Senator. We are a long way
from there.

But your point is well taken, and Senator Conrad’s. We have got
to never get there. We cannot get close to that. While I am encour-
aged that financial markets give us the lowest interest rates we
have seen in 40 years, I know that can change if we ever give the
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financial markets the reason to think that the U.S. Government is
not committed to fiscal responsibility and fiscal restraint.

My pledge, as Secretary of the Treasury, if you confirm me, is
that I will articulate that point of view very, very forcefully.

Senator SNOWE. Well, I think it is obviously a shared responsi-
bility, both the President’s, and, of course, the Congress. When I
served on the Budget Committee, I can well recall when CBO was
estimating the projections over 10 years.

In 2001, they said that the previous year’s spending approved by
Congress of $12 billion translates into $560 billion over 10 years.
In the year 2000, it was $109 billion over 10 years in increased
spending. So, it was more than $670 billion in over 10 years in in-
creased spending. So I think, obviously, the combination is some-
thing that I think we all have to be mindful of.

The other issue is short-term stimulus versus a longer term
growth package. As I raised in my initial remarks, the fact is, we
did pass the $1.3 trillion tax cut package that really was, in es-
sence, a long-term growth package.

Would it not be better to maximize the effects of a short-term
plan now that ultimately could enhance the longer term benefits
that we have already initiated?

Dr. SNOW. Senator, I think this plan does have some powerful
impacts on the short term. It could be made stronger, of course, but
I think it is a prudential balance between short term and long
term. Creating, by the fourth quarter of this year, 500,000 addi-
tional jobs is a real impact.

Those are the CEA estimates that have been revealed, and the
Treasury estimates. It is 1.5 million by the fourth quarter of a year
from now, and that is a lot of additional jobs in the American econ-
omy. I think that is real.

So the package is big enough and strong enough to have real im-
pact on the short term. I am sure there will be much discussion
about, what is the right balance between long term and short term.
But what the President has put on the table, I think, is a bold and
far-reaching proposal that deserves careful consideration.

Senator SNOWE. On the proposal of eliminating individual taxes
on dividends, and there will be a lot of discussion over time, of
course, on this issue, and we have heard a lot of prognostications
about the effects of it for the long term. But I know I have seen
some estimates regarding seniors, that it is going to benefit seniors.

Yet, on the other hand, I have read that only 6 percent of seniors
with incomes of $50,000 would be benefitted specifically by this
proposal. I think, again, it goes back to, what is going to have the
broadest impact for the greatest number of people.

I understand the issue of corporate governance, which you dis-
cussed with me in our meeting. I appreciate that. I do not doubt
that there is a merit to this issue sometime in the future.

The question is, to what extent right now? I think that is the
real issue in terms of whether or not it should be part of the pack-
age or be significantly modified to make it much more precise and
targeted, the equivalent of capital gains. Now, some suggested that.

I have also heard that it skews investments. We are really only
focusing on one dimension of someone’s portfolio. And, while 50
percent of households may be in the stock market, many of them
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may be predominantly in 401(k)s, and 401(k)s will not benefit from
this proposal. So, I think the question is whether or not it is
skewed in a way that disproportionately benefits too few people.

Dr. SNOW. Senator, I would respond briefly. Those are fair ques-
tions, and I hope you will give me a chance to come and talk to
you about them. I do not think this skews investment, though, as
between 401(k)s, or Roth IRAs, or municipal bonds.

What I think it does, in its simplest terms, is simply remove an
unjustified distortion which, today, creates an incentive to under-
utilize equity capital. So, it puts equity and debt on a more level
playing field. It does not take anything away from the debt side,
but it tries to remove a barrier which makes equity capital less at-
tractive. So, in that sense, it just levels the playing field.

But I very much would look forward, if confirmed, to a chance
to come back and discuss this whole subject with you in great de-
tail.

Senator SNOWE. I am sure we will.
I just have several other questions. Regarding trade, you men-

tioned in your statement about the consistent policy on a strong
dollar that goes back for the better part of a decade, which is cer-
tainly true. But what are we going to do about those countries that
sort of distort and manipulate their own currencies to, obviously,
their advantage?

I mean, in Maine, we have borne the brunt of distortions in trade
policies, and unfair competition from abroad, subsidies. Of course,
the strong dollar has aggravated the circumstances. We just had
two mills in Maine close and file for bankruptcy, with 1,130 jobs
at stake.

What are we doing to vigorously root out the subsidies to ensure
that there is not currency manipulation by other countries? If you
look at China, for example, they have been able to control the value
of its own currency to maintain a price advantage for their goods.

Japan, in the past, has struck down the value of the yen. So, that
really has been detrimental to many of our industries in Maine
that are obviously import sensitive.

Dr. SNOW. Senator, this is a highly sensitive subject. I, broadly
speaking—and you have seen my comments on this subject—favor
reliance on open exchange markets and think that the trading sys-
tem of the world is best promoted by having currencies which re-
flect their inherent value.

I hope you will let me defer, though, on those precise questions
you have asked me until I can get better briefed on them. Then I
will come back and talk to you.

Senator SNOWE. Thank you.
The CHAIRMAN. Senator Lincoln?
Senator LINCOLN. Thank you, Mr. Chairman.
Mr. Snow, again, we are proud that you are here. I know that

you are proud to have your family with you, and I know your fam-
ily is very proud to be here. So, we welcome the family to the com-
mittee.

Mr. Chairman, I have a few questions, and I am sure I will not
have time. So I would like to ask unanimous consent that I may
submit the remainder of my questions to Mr. Snow through the
committee.
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The CHAIRMAN. Yes. That gives me an opportunity to remind
people that we want these questions all in by 5:00.

Senator LINCOLN. By 5:00 today.
The CHAIRMAN. Not just you, everybody.
Senator LINCOLN. Yes, sir.
Mr. Snow, the average per capita income in Arkansas is about

$22,000. In four of Arkansas’ 75 counties, including my home coun-
ty of Phillips County, over 40 percent of the population lives under
the poverty line.

Many of these are working people. Most of them are working peo-
ple, and they pay State income tax, they pay property tax, they pay
sales tax, they pay excise tax, and they try hard to raise their fami-
lies properly.

I have been very concerned lately with the mainstream com-
ments that I have heard which describe these people as being
somewhat fortunate, or somehow fortunate.

The Wall Street Journal, for instance, has described them as
‘‘Lucky Duckies’’ because they are able to benefit from refundable
income tax credits and pay no Federal income tax.

Having shadowed some of these hardworking Americans, I have
been saddened by these types of characterizations. I am also con-
cerned about how some administration officials have tried to assert
that payroll taxes are not taxes at all, and that refundable credits
are being described as ‘‘welfare checks.’’

From the documents that you have provided us, it is obvious that
you have worked hard and have built a comfortable financial situa-
tion. When you look at the President’s Cabinet and advisors, it is
important to have those who can understand the privations that
the working poor have endured.

So I guess, in the context of some of the things that my good
friend from Oklahoma brought up, which was, I think, followed up
with comments by Senator Graham about the errors in the EITC
versus the errors in corporate taxation, I do hope that we will have
more information from the Treasury about that and where we can
look to the correction in those errors, and maybe perhaps what the
differences are.

But as Secretary of the Treasury, who will you turn to for the
information concerning the realities of poverty, and how do you
consider the working poor? I think that is important for us to hear.

Dr. SNOW. Well, I think I numbered myself among the working
poor years ago as I was putting myself through college. I mean, I
really do, Senator, sympathize with the working poor. I know what
it is like to really depend on a job. I put myself through college be-
cause I had a job. I could not have done it otherwise.

The best thing we can do for the working poor is make the econ-
omy stronger. I really believe that a strong economy—I think it
was President Kennedy who talked about, ‘‘a rising tide lifts all
boats,’’ when asked to characterize his tax plan back in 1962, I
think. There is a lot of merit in that idea.

I think we need to look at the economy as a positive sum game
from which everybody can benefit. Not as a zero sum game where
things are just being pushed from one place to another, but as a
positive sum game.
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That is why I am so enthusiastic about this package, because I
think it plays into the fact that we make the American economy
a positive sum game.

But I want you to know, I have the warmest sympathy for people
who are struggling, who have rent payments to make and have
food to put on the table and wonder where the money is coming
from, people who worry about, can they educate their children,
have the money to send them to schools, and so on.

I mean, I left college because my father could not afford to send
me to college. I was off at a private college that strained the income
level of my family, and left. I recognized that, to get a college edu-
cation and do it within the family budget, it was going to be my
responsibility.

Senator LINCOLN. So you will be depending on your own personal
experience.

Dr. SNOW. Senator, yes. I am confident that, if I am confirmed,
I will get a chance and want to come up and talk to you and get
your experiences as well.

Senator LINCOLN. Well, we definitely have a great deal in Arkan-
sas. When you talk about the disparities, we are very similar to
Senator Breaux. Roughly just below 8 percent of the people in our
State file for derivatives. That is a big issue for us, obviously, in
equity.

I have heard a lot about the hypothesis of permanent income, or
I think has been described, the way people will react when they
have certainty. You have talked a little bit about it.

My question then would be, if many States like ours that depend
on small businesses who are their largest employers, why has the
administration really dropped the estate tax repeal as a priority,
which in turn would give, I think, a lot of our small businesses,
family-owned businesses and farms, the certainty of knowing how
they could really deal with the capital that they need to reinvest
in their companies?

Dr. SNOW. Senator, I think the President remains committed to
that.

Senator LINCOLN. But it was not a part of his package proposal.
Dr. SNOW. No. But I do not think that reflects any lack of com-

mitment to the proposal.
Senator LINCOLN. I noticed in your statement that one of the

policies that you singled out to support was the strong dollar, and
we have talked a little bit about that.

You come from a transportation background and know that many
of our manufacturing and agricultural exports do go by rail. You
have heard that a number of my State’s biggest agricultural export-
ers, specifically cotton and rice, have been hit hard by the 6-year
run-up in the value of the dollar, which the Federal Reserve says
has now increased by about 25 percent.

The Department of Agriculture’s recent trade outlook pointed out
the continued strength of the dollar’s primary constraint on the
growth of agricultural exports. How are you planning to help out
with this dollar problem as it applies to these industries, and what
advice are you going to give USDA and USTR in order for them
to reply as well?
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Dr. SNOW. Well, Senator, as I said in my opening statement, I
think the best policy we can have there is to support sound pro-
growth policies that reflect a commitment to free markets, to open
markets, because they are the foundation for the strength of the
currency. If confirmed as Treasury Secretary, that is where I will
be putting my efforts.

Senator LINCOLN. Jumping to another issue which has been
brought up by my colleagues, as the Treasury Secretary, you will
serve as the managing trustee of the Medicare trust fund. You will
obviously serve as one of the President’s principal advisors in that
arena.

In the recent press that we have read, since none of us have had
the privy to take a look at what the President’s plan is, there is
a certain desire on the administration’s part to privatize Medicare.

I am certainly concerned. They have said that their goal of
privatizing Medicare is to control the cost of the program by in-
creasing efficiencies. Yet, studies by the Inspector General of HHS,
the GAO, and MEDPAC have indicated that private plans have ac-
tually been less efficient than traditional Medicare.

GAO has found that the Federal payments to Medicare HMOs in
the Medicare+Choice program were higher than Medicare would
have paid if those beneficiaries had been enrolled in traditional
Medicare.

From my perspective in Arkansas where we have no
Medicare+Choice, and my seniors, who tend to be on the lower in-
come scale, are actually paying for the prescription drug packages
of other seniors across the country who do have access to
Medicare+Choice, how does the administration expect to save
through market-based reforms, and will the real savings come from
just simply shifting those costs to the beneficiaries, particularly the
low-incomes?

Dr. SNOW. Senator, I am going to be very candid with you and
say you know a lot more about this subject than I do. It is a subject
that, given the fiduciary duties of the Treasury Secretary, if I am
confirmed, I intend to get fully up to speed on. But at this point,
if you do not mind, I think the subject is so complex and my knowl-
edge so insufficient to it, that I would defer.

Senator LINCOLN. Well, it is a complex issue. I would just encour-
age you, there is not a one-size-fits-all that fits this Nation.

From those of us that come from rural States with dispropor-
tionate amounts of seniors who live in rural areas, I hope that you
will take a good, hard study on the ramifications of what the Presi-
dent is proposing, the effects that it might have on us.

Dr. SNOW. I will commit to do that.
Senator LINCOLN. Under the watchful eye of this committee, the

Treasury Department is reviewing the taxation of so-called split-
dollar life insurance arrangements. As you know, these products do
provide a useful management tool for businesses. I have certainly
expressed that. But there are also some abuses.

Have you ever owned an interest in a split-dollar life insurance
arrangement? If so, do you still own an interest in the policy? Have
you conducted a swap or a roll-out of the policy, taken a loan
against such a policy, or have you, to date, paid taxes on any of

VerDate 11-MAY-2000 14:00 Jun 25, 2003 Jkt 000000 PO 00000 Frm 00058 Fmt 6633 Sfmt 6633 86516.NOM SFINANC2 PsN: SFINANC2



55

the life insurance benefits provided by your company without being
grossed up?

Dr. SNOW. No, Senator, I do not have the second-to-die policy
that you are talking about.

Senator LINCOLN. Split-dollar. Yes.
Dr. SNOW. The split-dollar policy.
Senator LINCOLN. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you.
The CHAIRMAN. Senator Conrad?
Senator CONRAD. Thank you.
First of all, thank you for your extraordinary——
The CHAIRMAN. Senator Conrad, just a minute. If you can for-

bear, what I would like to do is have Senator Conrad go, then I
do not think there are any members coming back on my side. There
may be some members over here come back.

But Senator Baucus and I would like to have a few more min-
utes, after Senator Conrad, to finish up. So we will not break for
lunch or anything.

Dr. SNOW. That is fine, sir.
The CHAIRMAN. Senator Conrad?
Senator CONRAD. I was going to say, thank you for your extraor-

dinary patience here today.
First, I would like to set the record straight on something one of

my colleagues said. Senator Kyl said, Democrats, last week, voted
for $500 billion of additional spending. That is not the case. There
were not $500 billion of amendments offered.

There were about $25 billion of amendments offered, some sup-
ported by Democrats, some opposed by Democrats, some supported
by Republicans, some opposed by Republicans.

What they have done, is taken that as though it was 10 years
of appropriations for those amendments. Those were not 10 years.
Those amendments were 1-year amendments, not 10 years.

Mr. Snow, I think you are a very fine man. Everything I have
read about you is impressive to me. Your testimony here today is
impressive to me. You are clearly an exceptional person.

The great thing about our democracy, is we can differ. We pro-
foundly differ on the wisdom of the package the President has pro-
posed.

Let me give you, quickly, my reasons why I think it is a mistake.
First of all, it strikes me as ineffective in terms of providing lift to
the economy now. I believe that, because such a small portion of
it is effective now.

We calculate the total cost as over $900 billion. We add in the
associated interest costs. Yet, we only see $36 billion effective in
this fiscal year. Now, there has been a difference on the committee,
is it $36 billion, or $58 billion, or $102 billion.

The differences are, this is a fiscal year benefit. Fifty-eight billion
is a calendar year benefit. The $102 billion Senator Nickles talks
about is liabilities arising from the changes this year, but much of
that will not be felt until 2004.

So, first of all, as a stimulus, it strikes me as ineffective. We
ought to beef up the lift we are giving to the economy now.

The second part of this, is the question of fairness. There are
many ways to look at it. I have chosen just one. Somebody getting
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an income of over $1 million a year gets an $88,000 tax reduction,
according to the Brookings Institution and the Center for Tax Pol-
icy.

Those who are in the middle of the income scale in our country—
that is, they divide us up into equal one-fifth groups, 20 percent in
each category by income—an individual taxpayer earning $21,000
to $38,000 gets, on average, a benefit of $265.

The averages that you were alluding to include higher income in-
dividuals who get much more. But those who are in the middle of
the income distribution get $265. That does not strike me as fair,
nor does it strike me as the wisest way to stimulate the economy.
Those at the top end—and I have got nothing against millionaires.
I hope everybody in America becomes a millionaire. It would be a
great thing.

But, in terms of the fairness of distributing money, it does not
strike me as fair, and not very effective a stimulus, because when
people at the high end get money they are much less likely to
spend it and stimulate the economy than those at the bottom end.

Third, it strikes me as irresponsible, because of a chart I put up
earlier. Here is where we are headed. We have taken the plunge
back into deficits. In 2004, we are talking about a deficit of almost
$500 billion.

Now, Mr. Snow, you make the point that this is a relatively
small percentage of the GDP. My counter to that would be this.
This is the sweet spot of the economic cycle. We should not be run-
ning deficits here at all because of what is to come. This is what,
I must say, worries me greatly about the future fiscal strength of
our Nation.

We are in the period now where the trust funds are running big
surpluses that are being used to pay for other things, instead of
being used to pre-pay the liability, instead of being used to pay
down debt, which is what the President had told us in 2001 would
occur.

He said we would have maximum pay-down of the debt. Instead,
what we now see is maximum taking of money from the Social Se-
curity trust fund to pay for these tax cuts and other expenses. This,
to me, is the greatest threat looming over us. You have referred to
it in previous times.

Let me also just cite that Chairman Thomas, the Republican
chairman of the Ways and Means Committee, today said that he
raised questions about the plan to slash taxes and investment divi-
dends, cautioning the proposal could have dramatic, unforeseen
consequences on the economy, corporate management, and finan-
cial markets.

He went on to say, ‘‘the dividend plan does not actually end the
double taxation of dividends, echoing criticism in the business com-
munity that it would leave some dividends taxed, while favoring
others.’’ He said he also worries about the plan’s impact on investor
behavior and corporate management.

Let me just conclude by raising what is, to me, the greatest con-
cern, whether this really is a growth package. We had a hearing
the other day in the DPC, the Policy Committee of the Democratic
party.
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We had renowned economists there who said they do not think
this is going to encourage growth, they think it will inhibit growth.
Their rationale was that the dead weight of deficits and debt will
overwhelm the lift to the economy of tax reduction.

Their bottom line point was, to me, in a question that I asked,
if you were cutting taxes, but in this circumstance they were paid
for by spending cuts or they were paid for by offsetting revenue,
that would give lift to the economy. But the President is not pro-
posing spending cuts to pay for this. He is proposing to take it from
the Social Security trust fund. In that context, their conclusion
was—and they have done very sophisticated econometric mod-
eling—that this is actually a package that will ‘‘unbalance at the
margins and reduce growth.’’

Could you respond to their concern?
Dr. SNOW. Yes, Senator. And to your charts. You have presented

the numbers in a little different way than I have seen them, and
I am glad that you have helped explain the differences.

First, on this issue that it is going to be ineffective in the short
term. I really think that misjudges the power of what the President
is putting in motion here. I will grant you that a significant part
of this is reductions that people will get in future years. A lot is
not, and we can return to that, the child credit and the 10 percent
category, the marriage penalty, and so on, and taking 3 million off
the rolls.

But my major point here, is that while a lot of this looks like it
is out in the future, I believe it is going to have an impact now,
a real impact now. I do not think anybody can sneeze at the level
of jobs that the Treasury Department and the CEA indicate will be
forthcoming. They are a little different. Treasury was about 465,
and CEA was about 510, so I rounded it to 500 when I gave you
that number for the fourth quarter of 2003.

Similarly, for the fourth quarter of next year, Treasury and CEA
are off a little bit, but round it to 1.5 and you are basically where
they are. Those are big numbers, Senator. So I think I would have
to take issue with the economists who—and this is a subject for a
much longer discussion—disaggregate what I am saying.

Second, you have compelling charts there. The chart that shows
a millionaire gets $88,000 and a person below the median gets
$265 or something——

Senator CONRAD. Actually, it is the middle 20 percent.
Dr. SNOW. The middle 20 percent gets $265. My response on

that, is that whenever I go back and look at those distributional
tables, the distributional tables produce results that show the peo-
ple in that top 20 percent have a bigger burden and the people on
the bottom 20 percent have a smaller burden. How to reconcile
that, I do not know.

Also, the numbers I have seen—and maybe they are subject do
dispute, as numbers always are—suggest that a family of four
making, I think it is, $39,000 a year, ends up with about $1,100
a year reduction, which I also cannot, off the top of my head,
square with your numbers. But I would like to try and find a way
to square it.

Some of those charts you showed at the end are charts that wor-
ried me when I was head of the Budget Task Force of the Business
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Round Table, when I was chairman of the Business Round Table,
and when I got seriously into the effort to work on a balanced
budget amendment.

I think you are absolutely right there, that we need to be think-
ing now about the cost of those huge, unfunded promises we have
made to future generations. The demographics are overwhelming.
They overwhelm us.

We need to get our arms around that. Social Security and Medi-
care, too. That is a little different issue. But get both of those sys-
tems that are so much a part of the fabric of American life on
stronger financial footing.

To be frank with you, I would have to engage those individual
economists to understand, really, where they are coming from and
what assumptions they are making.

Finally, on your charts. They are excellent charts. I would just
make one observation. You know this as well as, or better, than I.
Small changes in expenditure levels over a significant period of
time, or small changes in growth rates, will change those numbers
dramatically.

My hope would be that the growth plan the President is pro-
posing, if adopted, would take the revenue side higher and that ex-
penditure constraints will take the expenditures lower.

But you take two-tenths of 1 percent on expenditures and flip it
the other way, or two-tenths of a percent on revenues and flip it
the other way, as you know as somebody who follows these num-
bers, you get a whole different picture. We ought to be working to
try and find ways to make that picture very different than your
charts show.

Senator CONRAD. If I could just say, in conclusion, the problem
with all of this is, these numbers, in many ways, are the best-case
scenario because they have in them relatively strong economic
growth going forward.

Number two, they have no costs for the potential war. Number
three, they have no costs for fixing the Alternative Minimum Tax.
The Alternative Minimum Tax, which now affects less than 2 mil-
lion taxpayers, is going to affect 30 or 40 million taxpayers in the
cost to fix it. The cost to fix it is $600 billion. That is a 10-year
cost. Not a dime of that is in here.

So I would say to you, unfortunately, I wish this were a worst-
case scenario. I really believe it is probably a best-case scenario.
Digging the hole deeper before we start filling it in, I think, will
have adverse economic consequences. I thank the Chair.

The CHAIRMAN. Yes. Thank you, Senator Conrad.
I would ask the staff to still keep us on 10-minute turns here.
First of all, it is kind of rare to have Senator Conrad quoting

Congressman Thomas. [Laughter.] I think, obviously, that gets our
attention. I hope that Congressman Thomas was maybe not fully
quoted in the paper today, because I think he may have been refer-
ring to the fact that there are some dividends that do not bear dou-
ble taxation.

I am not sure exactly, but I think that is what he was referring
to, based on conversations that I have had with him in the past.
In any event, we will have to get into those things in the future
and we will have ample opportunity to do that.
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Just kind of an admonition that I would like to make publicly,
that I think I made privately. That is, I have encouraged any secre-
taries of Treasury, not just you, or maybe any secretaries at all of
any department, to be very transparent in everything that you do
in your dealings with Congress.

I think the President hired you to be a very good communication
person, as well as a very good advisor. In that role, I think it is
a matter of communication with both Houses of Congress, the same
communication, same very clear communication.

Sometimes I think that the other body seeks an opportunity to
make a deal. I want to be aware of those. I think Senator Baucus
would appreciate being in on the ground floor. In fact, I would
think we would want to be very open with each other on all aspects
of that. In other words, do not get taken in.

I would also ask you to be conversant—and I do not want to dis-
cuss it with you—and seek the President’s opinions on these
things. I think he has a very good stand on something we in the
midwest worship, ethanol.

I think it is a very good renewable fuel. There are some tax cred-
its that are connected with it. There will be some issues in the en-
ergy debate this summer that will relate to it.

I would like to have you become conversant on the benefits of
that. If the President, obviously, comes to Iowa and gets sold on it,
it has got to be a pretty good thing.

Then there is a new product coming down the line that Senator
Lincoln and I are very interested in, and that is soy diesel and tax
provisions related to that. I would like to have you become conver-
sant on that, also because you are a railroad person and that can
be mixed very well with diesel in railroads. Maybe you already do
that, I do not know.

The other thing is, there is a new product that the University of
North Iowa developed that is kind of a soy track rail curve grease,
is what it is called, to cut down on friction with railroads. That is
a renewable product, just like ethanol and soy diesel.

You are not dependent upon big oil, you are helping the family
farmer. There are so many good things about it. In fact, there is
nothing bad about any of these things. They are all good, good,
good, and you ought to become acquainted with them.

The next point I would raise, would be something you have al-
ready addressed, but just to get one final short comment on it.
That is, the President’s proposals that individuals should receive
dividends tax-free if the corporations pay tax on those dividends.
Do you think this proposal would have any effect on stock market
prices, and not just a gut feeling, whatever you have studied on it?

Dr. SNOW. Senator, I have not, myself, given the matter any
study. But I have talked to friends and associates who are in the
stock market business, people who make a living in the equity mar-
kets.

Everyone I have talked to has said it is bound to have a positive
effect on the stock market. They vary in their estimates, but every
person that I know from the equity markets that I have talked to
has supported the idea and said it will have a beneficial effect,
which seems to make sense to me, I would say.

The CHAIRMAN. Thank you.
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On another point, and a different point, during our committee’s
hearing last September, we had a hearing on the FSC ETI case,
which the United States lost to Europe in the WTO.

As a result of Congress having to take action, I suggested that
we create a bipartisan, bicameral working group involving Treas-
ury and the USTR to come up with a solution. This group has
made good progress, I believe.

I would like to ask for your commitment to continue this process,
and ask if you have any views on how this matter should be ad-
dressed.

Dr. SNOW. Senator, I will absolutely commit to engage in that
process as effectively as I can. It is a priority of the President. He
would like to see action on it in the Congress this year. I will en-
gage fully.

But at this point, I do not have any well thought out ideas on
how to accommodate the WTO requirements with what, it seems
to me, we have to keep in mind as well, and that is not prejudicing
the competitiveness of American business.

The CHAIRMAN. I would like to have you comment on a short
point that I want to make. This may be unfair to previous secre-
taries of the last several decades, but it seems to me that a big part
of the Treasury Department, which is the 100,000 employees at the
IRS, is not given the attention by Treasury secretaries that they
should. This is an agency that obviously touches every taxpayer in
the country.

I have said in the past that senior Treasury officials could not
find the IRS if they were standing a the corner of 11th and Con-
stitution. I do not want this to be said during your tenure at Treas-
ury. I would expect you to have an active interest in the work of
the IRS, and when problems occur at the IRS, you should be en-
gaged in reaching solutions.

Congress emphasized its desire to have an active Treasury Sec-
retary and IRS management when we named the secretary to the
newly-created IRS Oversight Board. So, I would appreciate any
comments on what I have said, as well as your commitment that
the IRS will not be a forgotten part of your work.

Dr. SNOW. Yes, Senator. I share fully your admonition to me on
that score. I have met the very able deputy director of OMB, Mark
Iverson, who has been, I think, nominated now for that role.

I worked with him in getting briefed on OMB matters as they re-
lated to Treasury, and was very impressed by him. I think he will
be a terrific head of the IRS. I will commit to you to take a direct
interest in it.

The CHAIRMAN. All right.
We discussed executive compensation issues in the past. I would

like to talk just a little bit about stock options. Companies have
embraced stock options as a means of aligning the interests of
management with shareholders.

Commentators have stated that the CSX stock option program
basically placed management in a position where they could receive
all the benefits of stock price increases, but would be insulated
from any decrease. I would appreciate your response to that con-
cern, whether it is accurate, inaccurate, or however you want to
comment.
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Dr. SNOW. Senator, I think there has been some misuse of stock
options in many instances. Stock options were conceived of as a
mechanism to align the long-term interests of the management
with the long-term interests of the shareholders.

For that to happen, management needs to take the proceeds, or
should take the proceeds, of option-based transactions in stock. I
am happy to see that, in many companies, stock options are taken
simply as cash and often exercised shortly after the vesting period
is reached. That does not accomplish the objective.

That does not align management with shareholders’ long-term
interests. It is one of the recommendations of the conference board,
the blue ribbon Commission on Corporate Governance, that I
served on and which has been referenced, was to suggest that
beneficiaries of options programs have long holding periods for the
stock, that when they sell the options they take them in stock, and
then be required to hold the stock.

In part, I think, some of the problems that we have seen in cor-
porate America over the last several years was an over-reliance on
stock options, which took corporate America to a way too short-
term focus and misaligned the interests, and got away from the
original intent of the stock options themselves.

The CHAIRMAN. I will turn to Senator Baucus. I only have two
more points I want to make, and I will turn to Senator Baucus
first.

Senator BAUCUS. Thank you, Mr. Chairman.
First, just a clarification here, Mr. Snow. You wondered how your

statement, which is true, that a family of $40,000, roughly, gets a
tax reduction of, what, $1,100.

Dr. SNOW. Eleven hundred.
Senator BAUCUS. How that would square with Senator Conrad’s

chart that showed that taxpayers basically in that category would
not get near as much reduction. I think the answer is that the
$40,000 income family would get that benefit only in 1 year—that
is, that comes up in 2003, if I am reading the figures correctly—
whereas, his chart was a 10-year chart. It shows the average over
10 years.

So that family, when the dividend provisions as proposed were
to kick in, and other provisions kick in in later years, it would have
the effect, on average, over 10 years, of what Senator Conrad’s
chart showed, whereas, the administration’s statement was true,
but it is only true in the first year. It is not true in terms of com-
paring with other income taxpayers, on the average, over 10 years.

The basic question I have is—well, a couple of them. First, why
do you want this job?

Dr. SNOW. Senator, I——
Senator BAUCUS. Really. Stop and think about it.
Dr. SNOW. I will tell you why. It is a great chance——
Senator BAUCUS. Your wife would like to hear the answer to this

question.
Dr. SNOW. I am a great believer in public service. I have been

in public service before. I think it is the noblest calling, and the
worthiest calling. I am deeply honored and humbled to have an op-
portunity to serve, and to serve in such a significant role in ad-
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dressing these vastly important issues that you and your colleagues
have talked to me about today.

What did President Kennedy say about public service? That it
was the opportunity to use one’s talents in the highest and most
challenging calling for the most worthy cause. I cannot be as lofty
as he, but it is those sorts of sentiments that animate me here.

Senator BAUCUS. What moral obligation do we have as public
servants, you and I, and others? Because at some point in our lives,
we are no longer going to be here. So what moral obligation do we
have to try to leave this place in as good a shape, or better shape,
than we found it?

Dr. SNOW. Senator, I think that is the moral obligation. I think
the moral obligation is to expend our talents, our energies, our ef-
forts to make the world a better place while we are here, and to
leave the world a better place for the fact that we were here.

Senator BAUCUS. Then, presumably, that would include our chil-
dren and grandchildren.

Dr. SNOW. Most importantly, I think. Most importantly. What
concerns me about those charts that we looked at, is the burden
that we are going to be leaving our children and grandchildren un-
less we can find some answers to those huge obligations of the fu-
ture.

Senator BAUCUS. Well, that is what I was going to get into next,
and that is those very same concerns.

You made the point, and it is true, that a slight percentage
change in growth rates, inflation rates, employment rates, and
other variables can dramatically change those charts one way or
the other. They can go higher, or they can go lower.

I have forgotten the exact figure, but, my gosh, I can remember
it is something to the effect that, over a six- or seven-month period,
OMB and CBO’s estimates for a ten year period change, at one
point, by over $1 trillion. The estimates can change very quickly.

But, still, these charts are useful. They are the best evidence we
have as to what the future holds. Even though the future will
change from these estimates very significantly. So I guess we have
to make the best judgment we can based upon the information that
we have.

My concern, and I think you heard it on both sides of the aisle
here, is about the long term, given the best evidence that we have,
just being reasonable people, just looking ahead the best we can,
knowing things are going to change very significantly. Who knows
whether the United States is going to invade Iraq, and if we do,
when or how long it is going to last.

There are many who have observed that the longer this is pro-
longed, the more there is a cloud over the economy. Now, of course,
nobody is suggesting the Administration wants to speed up mili-
tary action just for the sake of getting the economy back into better
shape. That would be irresponsible, to say the least.

But if you look ahead at the potential cost of the war, who
knows? Potential occupation costs. At this point, we do not see Eu-
ropean countries rushing in to support us, as they did in the Gulf
War.
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The AMT. Senator Conrad mentioned it. It is $600 billion over
10 years. You and I both know we are going to have to pay. Then
the trust fund problems, Social Security, Medicare.

Prescription drug benefits, which have not received a price tag
yet. Last year, prescription drug benefits that we were debating
cost in the neighborhood of $300 to $600 billion a year. That was
last year. We have inflation to worry about here. So, I am not going
to get into a debate with you over whether the President’s plan is
really going to spur growth or not.

But if you look at all the probable potential costs—they may not
happen. Who knows? But you have to give it your best judgment—
and given what happened back in the 1980’s with big tax cuts, it
did stimulate the economy, but in addition, deficits rose. They did
not fall, they rose. Partly because that is revenue, partly because
this government thought it was correct to spend more on defense
because of the Cold War problems back then.

So I just urge you and the administration, in exercising our
moral obligation and noble calling, to dig down deeper and find so-
lutions that are better, not just for the short-term, that is, not just
today, in 2003 and 2004, which is a big year, but also for the fu-
ture.

I say that, in part, because I think that will engender more con-
fidence in the American public and American businesses, and
frankly enhance long-term growth.

My judgment is that most consumers, and most investors, really
are looking for more stability, more certainty so they can better
plan their futures and think ahead a little more. The more there
is uncertainty and instability, the harder it is to plan, the more
there is a dampening effect. People withhold spending, investors
withhold investment, et cetera.

There are a lot of people, mainstream people, who have very sig-
nificant misgivings about the potential longer term debt and defi-
cits, even though we know that things can change a little bit. Just
averaging it all out, it looks like it is probably going to happen.

I just urge you and the administration to give it a second
thought for doing what is right. People will reward you and the ad-
ministration ‘‘for doing what is right,’’ whatever that is.

But basically right, just kind of making the best judgment, lis-
tening to the music as well as the words, reading between the
lines, and kind of getting a sense of what is basically right here.
Most people think that this plan is not right.

Certainly not the dividend package. There is support for it, but
I must tell you, I have called a lot of CEOs of American companies
and have asked them, what should we do about this? What about
this dividend plan? Nobody supports it. They do not.

They say, stimulate spending and consumer demand to stimulate
the economy in the short run so more of our products can be
bought. They do not care a lot about dividends.

Also, it is the complexity of the dividend proposal. It is unimagi-
nably complex. It is not just a reduction or exclusion of dividend
income from tax. It is not that at all.

Chairman Thomas is right, some get tax cuts, some do not. We
have got these different pots. Can a company declare dividends, or
can it not, depends on last year’s income taxes paid. Then you have
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got the loss carried back for 2 years, then you have the dividends
deemed, in what year, what period.

I mean, Senator Nickles held up the Code. I am not saying that
that book is going to double in size if this is enacted, but it is cer-
tainly not going to decrease in size. It is going to increase.

My basic point to you is, as you think about the noble calling and
moral obligation, is there not some way we can work better to-
gether for the people we represent?

Dr. SNOW. Well, Senator, I look forward to doing precisely that.
I do not think, though, we should shrink from putting in place good
economic policy. I have not heard anybody—anybody—say that, de-
spite the complexities of it, that equalizing the treatments of debt
capital and equity capital is not a good idea.

Whether economists from the left, the right, or the middle, they
all agree on the proposition that this is a distortion in the economy
that hurts our performance, that leads to higher debt-equity ratios,
and on and on. I will not give you the argument.

But I hear you and I want to engage with you in the same way
you are engaging with me. These are complex issues. There are ar-
guments on all sides of these issues.

Senator BAUCUS. I might say, no one really disputes what you
just said. I have talked to and asked a lot of people who I think
kind of know what is going on about taxation dividends, and they
all agree with you. No economist will dispute the points you have
made.

However, almost all of them will say—at least the ones I have
talked to, and I try to find mainstream people, because it does not
do me any good to find people on one side or the other, knowing
what they are going to say—that there are other reforms which are
better. There are other changes in the Code which are better,
agreeing that eliminating the double taxation is a needed reform.

A couple of other questions I have, or things I want to point out,
is the FSC ETI issue. Several Senators have raised it. I urge you
to work very aggressively on this. It is not just a tax change. It is
not only a change to the tax law, but it is a change in the trade
policy of the WTO. As you know, that is a big debate around here.

Chairman Grassley and I did put together this working group,
and I strongly urge you at Treasury to help find a solution which
is both tax-related, as well as WTO-related.

As you know, you are going to run into tremendous resistance by
the administration. They do not want to go to the WTO, a lot of
them do not. It is extra work for them. The WTO is complicated
enough as it is.

But the point I am making is, the WTO rulings are very unfair
to the United States and we should not enact tax changes which
reward that unfairness and those rulings.

The unfairness, basically, is that a direct taxation system is dis-
criminated against compared with an indirect taxation system, as
you know. So sometimes we have to go the extra mile, work harder,
put more on our plate to do what is right for the sake of American
manufacturing and exporters, particularly.

So you will hear many of us doing the best we can to make sure
that we follow that double track, not just a single change in the
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Tax Code track, which frankly rewards discrimination against the
United States.

Dr. SNOW. Senator, I thank you on that. I pledge to work hard
to find the right answer. It will not surprise you, despite your res-
ervations about the dividend proposal, that I am going to be a
strong advocate for it.

If there are other proposal that work well, I am anxious to talk
to you about them as well. But I really do think you never go
wrong when you line up behind good economic policy. That is good
economics, I can guarantee you that.

Senator BAUCUS. Well, there is not a lot of enthusiasm in the
people I have talked to.

Next, is the strong dollar. You have heard several Senators here
comment on the strength of the U.S. dollar compared to other coun-
tries’ currencies. I think this is going to be a bigger issue in the
next couple, 3 weeks, months, and years.

That is basically because a lot of other countries do pursue a
weak currency policy in order to export and help their manufactur-
ers, help their exporters. It is true. A high-dollar policy makes im-
ports cheaper. When consumers buy cheaper products than they
otherwise might, it tends to keep inflation down.

The Treasury Department, in past years, has loved a high dollar
because they really like to keep those inflation rates down. That is
sort of an unwritten and little-known secret around here, regard-
less of competitive policy.

I just urge you to give a long, hard look at the problem. It is a
big problem. It probably explains our burgeoning deficit with
China. As you know, the trade deficit we have with China has sur-
passed that of Japan, and largely it is because the Japanese cur-
rency is undervalued.

So, I encourage you very much to work with China. When I talk
to people about this, somebody will say, well, it is good that the
Chinese have not let their currency fluctuate in the market, be-
cause that hastens the day when the politburo leaves. This is the
State Department speaking. They are going to say all this stuff.

Sure, those American exporters have a concern and all that, but,
gee, we have got to keep organized the way of the world design and
shape, and we have got to hasten the day the politburo goes down
the tubes so that there is more competition and so more companies
do more business in China, et cetera.

I understand all that and I appreciate that. But to a significant
degree, we do not stand up enough for our exporters, farmers,
ranchers, manufacturers. I think you are going to find more—and
I am the third Senator to mention this point today—in the future.
So, I just urge you to think much more deeply about that.

Another point, and I am about done. That is the enforcement, or
lack of enforcement at the IRS. According to former Commissioner
Rossotti—these are startling statistics—56 percent of identified
taxpayers with incomes of $100,000 or more and under-report are
not pursued by the IRS. Half, with incomes over $100,000 and
under-report, are not pursued by the IRS.

Seventy-nine percent of identified taxpayers who use abusive de-
vices—offshore accounts, et cetera—are not pursued. Eighty per-
cent are not pursued. Seventy-five percent of taxpayers who do not
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file a tax return are not pursued. Sixty percent of identified tax
debts are not pursued. We have a huge enforcement problem.

I think the Treasury has said about $70 billion of income taxes
is not collected because of offshore shenanigans, and about $30 to
40 billion of that is just garden-variety Americans, a little bit of in-
come. Their credit cards. They manipulate offshore accounts which
are not reported.

I mean, that is $70 billion in 1 year. I think the American people
know this. It undermines their confidence in the Federal Govern-
ment. What is really going on here?

I think you could do a great service in really looking at enforce-
ment in a proper way, a fair, but firm, way. Not just lip service,
not gestapo, but just fair but firm, going after these people who are
not being Americans. I think it would be very important.

Finally, let me say I just wish you very well. You will be a very
good Treasury Secretary, and I wish you the best.

Dr. SNOW. Thank you very much, Senator.
Senator BAUCUS. My door is always open.
Dr. SNOW. Thank you very much. I look forward to following up

on a lot of these issues you raised and being available to you at
any time as well. Thank you.

Senator BAUCUS. I might say, too, I looked up the town you men-
tioned that we discussed earlier. I could not find it.

Dr. SNOW. Brodus?
Senator BAUCUS. No, no. You mentioned Aldus.
Dr. SNOW. It is my midwestern pronunciation. It is Brodus.
Senator BAUCUS. Oh, Brodus. All right. Yes. That is a big town

in Montana.
Dr. SNOW. Sorry. Yes. It was Brodus.
Senator BAUCUS. Brodus. Yes. Thanks.
The CHAIRMAN. Thank you.
Two things, to finish up here. One, is in regard to a discussion,

I think it was the last point that Senator Lincoln asked you about,
about insurance products at CSX that were part of your compensa-
tion, or potentially part of your compensation.

To ensure that she has a complete answer, could you please com-
mit to written answer what insurance products were part of your
compensation package, and what, if any, change has taken place
with your leaving CSX?

Dr. SNOW. Yes, I will. I will be delighted to do that. She asked
me if I had a split-dollar life policy. I do not, and I have not. But
the board at one point, some point a year or so ago, committed to
make that available to me as part of the retirement package.

Then in the post-Sarbanes era, there was a question about
whether or not a split-dollar policy is a loan or not, or is an implicit
loan, that the compensation could be.

The board said that they thought it inadvisable to make that
split-dollar life policy available and simply gave me a life insurance
policy for my heirs. But I would be delighted to do that, Senator.

The CHAIRMAN. All right. Thank you.
Then the last one you can answer in writing as well, but it re-

lates to something that Senator Baucus and I, last year, worked
very hard to provide the administration with the flexibility it need-
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ed to administer and operate the newly-created Department of
Homeland Security.

In so doing, we provided allowances for the Secretary of Treasury
to delegate certain revenue-related functions under the U.S. Cus-
toms Service to the Secretary of Homeland Security.

In subsequent letters, however, and in a November colloquy, we
also made it very clear that we did not intend for wholesale, or
even large-scale, delegation of this authority to occur. I reiterated
this intention in a letter that I recently sent to the Acting Sec-
retary of the Department of Treasury.

And, while I do not expect you to answer this question today, I
would be interested in learning about your intentions regarding
delegation of these revenue-related functions to the Department of
Homeland Security, and would want an answer for the record, and
the more prompt, the better.

Dr. SNOW. I would be pleased to do that, Senator.
The CHAIRMAN. Yes. I would restate, or I guess associate myself

with the remarks of Senator Baucus, on your handling of today’s
meeting and our wishing you well for the future, and to work with
you and have an open door as well. Thank you very much.

Senator BAUCUS. I might say, before we adjourn.
The CHAIRMAN. Yes. Go ahead.
Senator BAUCUS. It is a small point. But the Customs programs

within Treasury. My understanding is that the Treasury Secretary
has to decide in 3 weeks whether or not to make a transfer of rev-
enue collection operations to Homeland Security.

I urge you, and I assume you will be confirmed by then, to take
a good, hard look at that and not make that transfer. I think it is
important that the revenue collection functions remain in Treasury.

Dr. SNOW. Thank you for that, Senator.
The CHAIRMAN. Thank you all. Hearing adjourned.
[The prepared statement of Senator Santorum appears in the ap-

pendix.]
[Whereupon, at 1:35 p.m. the hearing was concluded.]
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A P P E N D I X

PREPARED STATEMENT OF HON. ORRIN G. HATCH

Thank you, Mr. Chairman. Along with you and Senator Baucus, I extend my wel-
come to the new members of the committee. I appreciate your scheduling today’s
hearing on the confirmation of Dr. John Snow as Treasury Secretary. I believe it
is critical that we confirm a new Treasury Secretary as soon as possible. Our Presi-
dent needs a Cabinet Secretary who can serve as an unimpeachable spokesman on
the economy, and who can effectively promote policies to strengthen it and to make
our tax system fairer, more effective, and simpler for all Americans.

I applaud President Bush’s choice of John Snow. Dr. Snow has a strong track
record of high-level experience in both government and in the private sector. He has
worked in the Department of Transportation, and he gained vast corporate experi-
ence as he rose through the management ranks at CSX. Also, we should not over-
look the fact that John Snow is a trained economist, with knowledge on what makes
economies as vast and complex as ours tick.

Moreover, Dr. Snow has shown that he has what it takes to lead a major organi-
zation through a difficult transition to meet a changing world. Perhaps most impor-
tant, he has worked for decades with other political and business leaders to promote
sound economic policy. His will be a steady hand at the helm.

We need John Snow’s kind of experience and leadership at the head of Treasury.
Our economy is fundamentally strong, but we know that major challenges lie ahead.
In the near term, the President’s team needs a strong leader to push the Bush
growth and jobs package through Congress, and to keep American businesses com-
petitive and creating jobs in the face of ever-increasing globalization.

I support the President’s plan to speed up the 2001 income tax cuts and to finally
end the double taxation of dividends. These actions will strengthen our economy,
improve corporate governance, and give a much-needed tax cut to families in Utah
and throughout America. I look forward to working with Dr. Snow, Chairman
Grassley, Senator Baucus, and the other members of the Committee to move these
proposals through the Senate.

Once he is confirmed, our new Treasury Secretary will face a significant chal-
lenges. In particular, our ongoing trade dispute with the EU over the Foreign Sales
Corporation regime and its successor tax provision will require action by Congress.
In that process, Congress will benefit from the assistance of the Treasury Secretary
and the US Trade Representative. I hope that we can resolve the FSC/ETI dispute
this year, and at the same time enact important provisions to remove some of the
tax law’s impediments to the growth of U.S.-based multinational companies.

This is not all. Our next Treasury Secretary will have to grapple with the nearly
overwhelming problems facing Social Security and the tax system. I am confident
that Utah’s families and business enterprises can look to John Snow to start us on
the road to reform.

Again, I want to thank Chairman Grassley for scheduling this hearing, and I look
forward to listening to today’s testimony. Welcome, Dr. Snow.

PREPARED STATEMENT OF HON. RICK SANTORUM

Chairman Grassley and Ranking Member Baucus, I am happy to participate in
this nomination hearing of Mr. John Snow, Secretary-designate of the United States
Treasury. As a new member to the Senate Finance Committee, let me first say that
I look forward to working with both of you as an active member of this committee
in the 108th Congress. From the consideration of the Charity Aid, Recovery and
Empowerment (CARE) Act to an economic growth and jobs proposal to be forged
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over the next few months—I believe there is much to tackle, and anticipate con-
structive debates that will produce solid results.

The matter before the Committee today is President Bush’s nomination of John
Snow to become the Secretary of the U.S. Treasury. I have had the pleasure of
working with John in his leadership capacity at CSX. I believe his professional expe-
rience in the transportation industry paired with his academic background make
him a well-qualified candidate. One of the greatest contributions that John brings
to this position is a pragmatic view of business operations, and firsthand knowledge
of how our nation’s economic policies impact jobs, growth, and overall workplace sta-
bility.

To that end, I look forward to hearing from Mr. Snow today regarding the Presi-
dent’s proposed economic growth package. I am particularly interested in the pro-
posal to eliminate the double taxation of dividends. The debate has already begun
over the stimulus effect of this proposal; who it will benefit; and how it will be im-
plemented. One area of consideration that I think has been overlooked, and argue
presents one of the biggest benefits, is how this proposal encourages job retention—
and ultimately job security. One of the effects of taxing dividends at both the cor-
porate and individual levels has been the accumulation of capital. I would further
submit financial build-up encourages corporate behavior that has been volatile to
the job market. By restoring the incentive for corporations to pay dividends, we cre-
ate a more stable business cycle; minimize the propensity for mergers and acquisi-
tions; and minimize job displacement. With job instability being a primary concern
of individuals across the United States, this proposal not only speaks to but address-
es those very real concerns.

Upon Mr. Snow’s confirmation, I anticipate engaging the Department on several
items of interest—including the CARE Act and debt relief for Heavily Indebted Poor
Countries (HIPC). These have been high priorities of mine in the 107th Congress,
and I look forward to working with my colleagues on the Committee, as well as the
Administration, to find agreeable solutions and attainable results.

Chairman Grassley, I ask for unanimous consent to submit written questions for
Mr. Snow’s response. I appreciate you holding this hearing today, and I further en-
courage the Committee to consider Mr. Snow’s nomination promptly.

PREPARED STATEMENT OF DR. JOHN SNOW

Chairman Grassley, Ranking Member Baucus, and members of the Committee, I
very much appreciate the opportunity to be here today. I am particularly grateful
for the warm introduction by Senators Warner and Allen and the many courtesies
they have shown me over the years.

I come before you today as the President’s nominee for Secretary of the Treasury.
I have great admiration for the President and his leadership and I am both humbled
and honored that he would ask me to return to public service at this important
time.

The Department has a long and rich history of service to the nation, and it would
be an honor to lead so many talented and dedicated public servants. I hope that
when this hearing is completed, I will have the confidence of this Committee and,
at the appropriate time, the full Senate.

I come before you mindful of the significant role this Committee plays in so many
important issues that our nation faces. Having worked closely with both the legisla-
tive and executive branches of the federal government for the past thirty years, I
understand that public policy issues are complex and that people can have legiti-
mate differences. It is my hope that we can conduct the public debate on these im-
portant issues with a high level of constructive discourse and also with mutual re-
spect.

These are clearly important and challenging times. We have seen in the last year
and a half the tragic events of 9/11, the war on terrorism, the corporate scandals
and the falling stock market. But despite the significant events, the economy is re-
covering. But as the President has stated, we can and must do better. We must
build on the proven strengths of our economy. We must continue to move towards
policies that will generate economic growth and more good jobs and rising living
standards for all. As long as there are Americans who want a job and can’t find one,
the economy is not growing fast enough.

That means rewarding hard work and encouraging savings, investment, and the
entrepreneurial spirit that benefits everyone. Americans also benefit from a growing
world economy and open markets. I am committed to President Bush’s initiatives
to establish a more prosperous and stable international economy.
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If confirmed, I will not be content until everyone who wants to work can find a
good job. Jobs give people dignity and provide hope. I know what it’s like to need
a job and I also know what it takes to create jobs.

I believe that President Bush’s recent economic growth proposal moves the tax
system, and the potential of the U.S. economy, in the right direction. It will create
jobs. It is an investment in the American people and their future.

If confirmed by the Senate, I stand ready to work with this Committee, and in-
deed all Members, as the Congress confronts the pressing problems of our times.

Before I take your questions, I have one more comment to make during my open-
ing statement.

There has been a consistent policy on the dollar going back the better part of a
decade, which I support. I favor a strong dollar. A strong dollar is in the national
interest. A strong currency provides a reliable medium of exchange and serves as
a stable store of value that people choose to hold. Sound, pro-growth economic poli-
cies and a commitment to free and open markets are the foundation for a strong
dollar.

Thank you for the opportunity to appear here today and I will be happy to answer
any questions.
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RESPONSES TO QUESTIONS FROM SENATOR BAUCUS

Question 1. Do you believe IRS is providing adequate service for taxpayers?
Answer. The IRS has made important strides in recent years in providing quality

service to taxpayers. The IRS’ ability to respond to telephonic inquiries and provide
meaningful assistance through its taxpayer assistance centers has improved signifi-
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cantly. The IRS’ web site has proven to be a valuable resource for many taxpayers
and an effective educational and outreach tool for the IRS. Overall, the public’s atti-
tude towards the IRS is improving, and compared to where we were 5 years ago,
there has been a real change.

More can and must be done. Most taxpayers do their best to comply with the law.
Our tax laws are so complex, however, that it often is difficult for even the best in-
tentioned taxpayer to discern the correct answer. The IRS must provide these tax-
payers with timely and meaningful guidance wherever and however possible. In ad-
dition, the IRS must continue its efforts to be more responsive to taxpayer inquiries,
to reduce wait times, and to process requests and cases more quickly. All of this
can only enhance respect for our tax system and reinforce voluntary compliance.

Question 2. Do you believe IRS has an adequate enforcement presence so that
honest taxpayers have confidence that their neighbors and business competitors are
paying their share of taxes?

Answer. I believe that the IRS’ enforcement presence can be improved if the
Treasury Department and the IRS work together to use IRS resources more effi-
ciently and more effectively. The answer is not simply more audits and more en-
forcement, but rather better audits and better enforcement. The IRS is working to
identify significant areas of non-compliance, issue guidance to shut down the per-
ceived opportunities, and target enforcement resources to these areas. The IRS’ on-
going modernization program, when completed, will be central to the IRS’ ability to
use its resources most effectively, as will the National Research Program, or NRP.
The Treasury Department and the IRS also are working to issue guidance for issues
that historically have generated significant controversy and required a dispropor-
tionate amount of IRS resources. This guidance will free IRS resources for other en-
forcement priorities. While the IRS has taken important steps in the past few years
to ensure that it is able to address areas of significant noncompliance, these efforts
must continue.

Question 3. If not, what is your strategy for improving taxpayer service and en-
forcement? Can the improvements be financed by using current IRS resources more
effectively or does IRS need additional resources? If IRS can use its resources more
effectively, please explain which resources and how you would bring about the
change.

Answer. As explained in response to the prior question, I believe that the IRS
must continue to seek ways to use its existing resources more efficiently and more
effectively As an initial matter, we need clearer rules that are easier for taxpayers
to apply and less burdensome for the IRS to administer. Clearer rules will enable
the IRS to better assist taxpayers who are trying to comply with the law, and will
reduce controversy and conserve IRS resources. Where this can be done through ad-
ministrative guidance, I will continue the Treasury Department’s commitment to
identifying and issuing such guidance. If better rules require a legislative change,
then we need to be ready to work with the Committee to enact that legislation. I
would look forward to working with the Committee, if confirmed, in this process..

In terms of compliance, the Treasury Department and the IRS must continue
their efforts to identify areas of significant noncompliance. Right now, our challenge
is to effectively address the issues we know about, such as known abusive tax avoid-
ance transactions and offshore credit card scams. As we move forward, the challenge
will be identify these issues early on, before they become widespread among tax-
payers. This will require rules that will provide us the information needed to iden-
tify these areas and the commitment to act quickly when problem areas are identi-
fied. Important steps have been taken in this regard and will need to continue if
we are to utilize the IRS’ resources most effectively.

Question 4. To what extent do you intend to continue the department’s commit-
ment to combating abusive tax avoidance?

Answer. I am absolutely committed to continuing the Treasury Department and
IRS’ fight against abusive tax avoidance. There is no greater threat to our system
of voluntary compliance than the belief among honest taxpayers, who are doing
their best to comply with often complex tax laws, that some taxpayers are dodging
their obligations and getting away with it. I recognize that we face many challenges,
and that we must be willing to explore all of our options and learn from our past.
I appreciate the Committee’s longstanding commitment to stopping abusive tax
avoidance, and I look forward with working with the Committee, if confirmed, in
addressing this serious problem.

Question 5. What do you believe are the key strategies for dealing with abusive
tax schemes employed by individual taxpayers and tax shelters used by individuals
and corporations?

Answer. One of the most significant challenges facing the Treasury Department
and the IRS is ensuring that the response to abusive tax avoidance remains flexible
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enough to effectively address the wide range of abusive practices that we are seeing
today. At the corporate level, and increasingly among high net-worth individuals,
abusive tax avoidance transactions may meet the literal requirements of the Code
but are structured to obtain benefits that simply were not intended by the statute.
Early and full disclosure of questionable transactions by taxpayers and promoters
will allow the Treasury Department and the IRS to promptly evaluate these trans-
actions and make an appropriate response, such as a change in administrative guid-
ance or a proposed legislative change. The proposals issued last year by the Treas-
ury Department focus on disclosure and transparency, and, if confirmed, I would
look forward to working with the Committee on the Treasury Department’s legisla-
tive proposals.

At the individual level, the challenges are different. Tax scams use false legal
claims and misrepresented facts in an attempt to reduce tax liability. Their pro-
moters prey on taxpayers who often lack the sophistication to realize that these
scams are little more than simple tax evasion. Our challenge is to educate taxpayers
about the dangers of these tax scams, aggressively pursue and stop the promoters
who are pushing these scams, and take appropriate enforcement action against the
taxpayers who already have participated in these scams. The IRS recently an-
nounced an offshore disclosure initiative directed at offshore credit card scams. This
initiative, and the significant background work done by the IRS, has raised public
awareness of this problem, will allow taxpayers who have participated in this scam
to pay what they owe and come back into compliance, and will enhance the IRS’
ability to shut down the promoters of these scams. I am confident that the experi-
ence we gain from this initiative will help us move forward against other tax scams.

Question 6. How will you determine the appropriate staffing levels for IRS’s en-
forcement activities and what short and long-term strategies will you employ to en-
sure that IRS’s enforcement staffing levels are appropriate?

Answer. Determining appropriate staffing levels requires a true understanding of
areas of noncompliance. While the Treasury Department and the IRS have identi-
fied some of these areas and are working together to address them, a significant
obstacle is the fact that we lack current information on the areas of noncompliance.
The Taxpayer Compliance Measurement Program, or TCMP, last looked at data
from 1988 before it was discontinued.

The IRS very recently has started its National Research Program, or NRP, as a
successor to the TCMP. The NRP is first focusing on individuals from all income
levels and will be expanded to other types of taxpayers, including businesses. The
NRP will identify those areas of greatest noncompliance and enable the IRS to build
effective compliance programs. Over time, the NRP will allow the IRS to more accu-
rately assess the effectiveness of its enforcement efforts.

The NRP will provide the information needed to determine how the IRS’ resources
should be best utilized to address the areas of greatest noncompliance. At the same
time, the IRS’ traditional compliance and service responsibilities must be carried
out. Maintaining a balance between these priorities will be a challenge, and I look
forward to working with the Committee, if confirmed, to ensure that the appropriate
balance is being reached.

Question 7. What are your plans for dealing with known tax debtors and cheats?
Answer. The IRS must continue improving its ability and capacity to resolve out-

standing tax liabilities. In many cases, taxpayers simply may not be able to pay
back the full amount owed for any number of reasons. An installment agreement
or offer-in-compromise may be appropriate for many of these taxpayers, and the Ad-
ministration proposed legislation last year to permit partial-liability installment
agreements for cases where a taxpayer cannot enter a traditional installment agree-
ment but where an offer-in-compromise is not practical.

In other cases, a taxpayer either may be capable of paying the outstanding liabil-
ity or may have reported less than the amount truly owed. In the latter case, and
as discussed in response to other written questions, the IRS must identify these tax-
payers and ensure that they pay the taxes they owe. For other taxpayers who sim-
ply are not paying a liability they are aware of and can pay, the IRS must be able
to contact these taxpayers efficiently and remind them of their obligations. I believe
that all alternatives for achieving this must be examined so that the IRS’ own re-
sources can be used most efficiently.

Question 8. Does IRS have a balanced enforcement presence?
Answer. I believe that the IRS’ enforcement presence across taxpayer groups re-

flects important enforcement priorities but can be improved. As the Committee is
aware, audit rates vary greatly between the largest and smallest taxpayers. There
are good reasons for this, including the fact that auditing every individual taxpayer
would be impractical from a resource perspective. The examinations we conduct
must be effective, efficient, and appropriately targeted.

VerDate 11-MAY-2000 14:00 Jun 25, 2003 Jkt 000000 PO 00000 Frm 00123 Fmt 6601 Sfmt 6621 86516.NOM SFINANC2 PsN: SFINANC2



120

Coordinated Issue Case, or CIC, taxpayers are audited every year. These tax-
payers are the largest, most sophisticated businesses with the most complex re-
turns. While continuous audits therefore are appropriate, the IRS has been exam-
ining ways in which CIC audits can be changed to reduce IRS and taxpayer burden.
The IRS’ recently announced Limited Issue Focused Examination, or LIFE, program
is an important step in this direction, and the efficient use of resources for these
types of cases will allow more resources to be directed to non-CIC taxpayers.

For non-CIC taxpayers, who include everyone from individuals to large busi-
nesses, whether we have a balanced enforcement presence depends on where we
have noncompliance. It is impractical and wasteful for the IRS to audit every tax-
payer every year. The National Research Program, or NRP, discussed in response
to other written questions, will allow the Treasury Department and the IRS to de-
termine whether its enforcement resources are being properly allocated.

Question 9. What, if any, actions in the areas of corporate governance, trans-
parency and . accountability do you feel are still needed in light of the accountability
failures in the private sector over the past couple of years?

Answer. Less than a year ago, the President called for and ultimately signed into
law the most significant corporate reforms since the Depression. Those efforts laid
out an aggressive agenda for regulatory, civil, and criminal reform, and their full
effect is yet to be realized. We will need time to judge the efficacy of those important
reforms, and time to allow the SEC to conclude its work and implement the new
law.

The Conference Board Commission on Public Trust and Private Enterprise, which
I co-chaired, supported these corporate reform efforts. We called upon every com-
pany board and its management to further review corporate governance and finan-
cial reporting practices to encourage an even higher standard of best practices.
Every company, its board and senior management have critical roles to play as we
work to restore confidence in our capital markets.

Question 10. Approval was given by the shareholders in 1991 to initiate the pro-
gram, and in 1996 to modify it, but the board—without the shareholders consent—
unwound the program in 2000—why weren’t the shareholders given the right to de-
cide on the unwinding of the program in 2000?

Answer. CSX shareholders were not involved in the decision to terminate the
Stock Purchase and Loan Program because such decisions are generally within the
province of the Board of Directors and its Compensation Committee, which consists
entirely of independent directors. The board represents the interests of the share-
holders on routine matters pertaining to the administration and termination of such
compensation programs.

Question 11. Why was it fair for the executives of CSX to discharge the risk and
losses that they incurred as a result of the ‘‘unwinding of the program’’ and not per-
mit the shareholders the same opportunity?

Answer. I believe that the board’s decision to unwind the program was fair and
reasonable under the circumstances. The board terminated the Stock Purchase and
Loan Program because it believed that the program no longer’ served its intended
purpose of aligning the interests of senior management with the long-term interests
of shareholders. In fact, because of the challenges associated with the Conrail acqui-
sition, the program actually became a disincentive and effectively penalized the 170
participants in the program.

Question 12. Why would executives care if the stock prices rises or falls, if they
are insulated against loss by loan forgiveness and tax reimbursements as they were
in the CSX plan?

Answer. CSX’s long term compensation programs uniformly align the interests of
the shareholders with those of the management team. Despite the loan forgiveness
associated with the SPLP program, the managers care if the share price rises or
falls because of their total long term compensation programs that are all linked to
the performance of the company stock price.

Question 13. You were co-chairman of The Conference Board’s Commission on
Public Trust and Private Enterprise. Did the CSX Stock Purchase and Loan Pro-
gram meet the requirements of the Commissions’ recommendations?

Answer. I am not aware of any specific recommendations in the Conference
Board’s report that would have prohibited such a program. However, the SPLP pro-
gram, which had characteristics of both an options program and a loan program,
was overly complex and would likely not.be pursued by CSX in the future.

Question 14. If confirmed as Treasury Secretary, how do you perceive your role
as a steward for good corporate governance?

Answer. I certainly will act to the best of my ability to be a good steward for prop-
er corporate governance. I realize that, as the chief financial minister of the United
States, I can and should set a strong example for other business leaders. My recent
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work with the Conference Board evidences my desire to set such an example. I care
deeply about these issues and I look forward to working with you to ensure that
the reformsinstituted by the President and the Congress last year accomplish there
stated objectives.

Question 15. One of the most troubling developments during the recent corporate
scandals involved the underfunding of pensions and other retirement vehicles for
rank and file workers, while executives solidified their own financial stake by gener-
ously funding their own pensions. How do you square the increase in your own an-
nual pension by roughly $500,000 per year in 1996 according to some reports, with
the performance of CSX following the Conrail merger?

Answer. The board of directors gave me enhanced pension benefits in 1996, which
was done as part of my overall compensation package. The board felt that the en-
hanced pension was appropriate to retain my services through the challenging pe-
riod when we were engaged in a strategic acquisition of Conrail and the sale of non-
rail assets. It’s important to note that the board was recognizing the value of a
sound long term strategic decision, and not short term quarter to quarter perform-
ance.

Question 16. The London Times has reported that CSX may have actually under-
funded the pension of one its subsidiaries, SeaLand, prior to its sale in 1999. Can
you explain the details of SeaLand’s pension funding in the late 1990’s and why
your pension contributions were increased while rank and file workers pensions may
have been underfunded?

Answer. In 1999, CSX sold Sea-Land to Maersk. Maersk agreed to assume respon-
sibility for a number of pension obligations including those of the Sea Land employ-
ees in Great Britain. At the time of the transaction, it is my understanding that
CSX met the statutory funding requirements regarding the pension under British
law. The independent trustees of the pension plan that represented the British Sea-
Land employees attested to this at the time, thus relieving us of any legal obligation
regarding the pension obligation.

Question 17. Many companies have been reducing pension benefits for their rank
and file workers while continuing to expand benefits for executives and upper man-
agement, either through deferred compensation arrangements, stock purchase and
option programs, individualized life insurance policies, etc. Do you believe there
should be more linkage between benefits for executives and rank and file workers
or do you believe the status quo works?

Answer. Issues regarding linkage between executive pay to those of rank and file
employees needs to be looked at on a case-by-case basis. This is clearly a com-
plicated issue and I will look forward to sitting down with you and hearing your
thoughts on any specific proposals or recommendations you may have.

Question 18. How would the dividend income paid on stocks purchased with non-
recourse loans under CSX’s former Stock Purchase and Loan Program be treated
under the President’s proposal to eliminate the shareholder level tax on dividends?

Answer. If the hypothetical question were posed today, it is my understanding
that the participants of the SPLP program would not receive any dividend income
because CSX did not pay corporate income taxes last year and therefore would not
be eligible for this benefit.

Question 19. Do you support expanding the IRS’ tax intercept authority to help
collect child support owed to children who are no longer minors?

Answer. Current Treasury Department programs to intercept and offset tax re-
funds and other federal payments have proven to be an effective and efficient tool
for collecting delinquent child support. In fact, in many cases, tax-refunds of a given
taxpayer are being offset year after year to cover delinquent child support.

If offset provisions are effective, expanding them to cover payments to children
who are still dependent on their parents’ support but who are not longer ‘‘minors’’
seems reasonable

However, before endorsing such an expansion, we would need to explore its rami-
fications more fully and determine if there are reasons why such a broader offset
provision would not be prudent.

Question 20. What policy changes, if any, would you propose to make the Treasury
Department a more effective partner in child support enforcement?

Answer. Although I cannot personally offer suggestions for extension of these and
similar programs, I would be very interested in exploring how the Treasury Depart-
ment could further assist in child support enforcement without, of course, compro-
mising our primary role of tax collector.

I support current Treasury Department offset programs that help collect delin-
quent child support payments as well as other types of delinquent debts to the fed-
eral government. These are effective and cost-efficient programs.
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Use of the new hires database to provide information that can help locate delin-
quent payors is also a very important effort.
TAA Tax Credit:

Question. The Treasury Department is charged with implementing the Trade Ad-
justment Assistance (TAA) health insurance tax credit enacted in the Trade Act of
2002. How is the Department’s work progressing? What is your estimated time
frame for implementing the advanceable and refundable features of the tax credit?
What difficulties has the department faced in implementing the tax credit? What
are states doing to implement the group-coverage options for TAA recipients who
are not eligible for COBRA coverage?

Answer. The Treasury Department is working hard on implementation of the tax
credit. Regarding the refundable end-of-the-year credit, which became effective for
qualified coverage in December of 2002, the instructions and forms for eligible indi-
viduals to claim the credit on their 2002 tax returns have been published and have
been distributed to state workforce agencies. A model notification for TAA-eligible
individuals has been forwarded to state workforce agencies to be transmitted to eli-
gible individuals, and the IRS will be notifying PBGC-eligible individuals shortly.

We plan on the advanceable credit being fully operational by August 1, 2003, as
required by the statute. A program office has been staffed at the IRS and is well
underway in designing the structure for advancing the credit on behalf of eligible
individuals. A contractor will be facilitating the administration of the advanceability
feature and we expect that contractor to be in place by February 1, 2003. Although
an advanceable, refundable credit that will be paid to an entity other than the tax-
payer is unprecedented in the history of the tax code, we have thus far been able
to address the unique issues associated with the administration of the credit as they
have arisen.

Several states have expressed an interest in providing for state-based coverage.
Treasury is actively working with the States to facilitate such coverage within the
constraints of the enabling statute.

Question on Unemployment. The unemployment rate is 50 percent higher than it
was just two years ago, and each month the economy seems to have fewer jobs.
Labor statistics suggest that many people who have lost jobs are unable to find
work simply because of the general economic situation. Please explain why the ad-
ministration continues to oppose providing additional unemployment benefit exten-
sions to the 1 million longer-term unemployed Americans who have exhausted their
benefits but still cannot find work.

Answer. The President did support and sign into law a 13-week extension of un-
employment insurance benefits.

In addition, he has proposed Personal Reemployment Accounts to help the1.2 mil-
lion workers having the toughest time getting back to work.

By providing funds for training, child care, transportation, etc., these Accounts
help the unemployed make the transition back into the workforce.

The Reemployment Accounts have an extra incentive for finding a job. If any of
the $3,000 per worker amount is left in the account after a job is found, the worker
may keep it as a reemployment bonus.

The President believes—as I do as well—that workers want jobs, not subsidized
unemployment. His economic program is designed to create jobs and to help the
long-term unemployed find jobs.

Question. The average annual cost of a family health insurance policy exceeds
$7,000. Thus, a family without health insurance but with an annual income of
$30,000 would still need to spend between 10 to 15 percent of its gross income to
purchase health insurance after receiving a $3,000 tax credit like the one the Presi-
dent has proposed. Nearly 60 percent of uninsured people live in families with in-
comes below $30,000. How does the President’s proposal make insurance more af-
fordable for families? Will it help reduce the number of uninsured in any significant
way?

Answer. We expect the proposed tax credit, up to $1,000 for low-income individ-
uals and up to $3,000 for low-income families obtaining family coverage, to provide
a significant reduction in the cost of health insurance facing the majority of Ameri-
cans who are eligible for the credit.

Individuals would have the option to purchase coverage through a number of
state-sponsored purchasing groups. Many individuals will find their coverage cost
lowered through such pooling. States could, under limited circumstances, provide
additional contributions to certain low-income individuals purchasing through spe-
cific groups, making the insurance even more affordable.

Less healthy individuals who are unable to obtain health coverage in the non-
group market due to their health status could use the credit to purchase insurance
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through state high-risk pools, for which the premium is generally subsidized. High-
risk pools are. currently available in about 30 states.

RESPONSES TO QUESTIONS FROM SENATOR ROCKEFELLER

Question 1. This last November, in their biannual report ‘‘The Fiscal Survey of
States,’’ the National Governors’ Association said states faced ‘‘the most dire fiscal
situation since World War II.’’ More recently, NGA estimated the states would have
to deal with a budget shortfall of $60–70 billion next year, despite having already
made across-the-board cuts.

In 2002, 45 states took action to limit their Medicaid spending. Recently, Families
USA released a study in which they detailed the significant impact that Medicaid
spending has on state economies. For example, they found that in fiscal year 2001,
the 50 states spent a combined total of nearly $97.7 billion on Medicaid and that
this investment generated an almost three-fold return in state economic benefit.

Despite this situation, the President did not include any state fiscal relief in his
economic stimulus plan. How can the Administration believe that the actions states
are being forced to take will not mitigate the effect of any stimulus package?

Answer. It’s true that if states cuts taxes or slash spending, the economy will not
recover as quickly as it would otherwise in response to the stimulus package.

But the source of the states’ difficulties is not the lack of federal money. It’s the
slow-growing economy.

The President’s growth package attacks the source of the problem, returning dol-
lars to those who will spend them on goods and services. The package generates
about 500,000 jobs at the end of 2003 and 1.6 million at the end of 2004.

That increased spending flow will itself—through state sales taxes and income
taxes—help bring in revenue.

Preliminary Treasury work suggests that about $20 billion of extra state and local
receipts will be generated through the end of calendar year 2004 by the economic
jumpstart given to the economy by the growth package.

Question 2. The Treasury Department, together with HHS and DOL, is respon-
sible for implementing the new health care provisions of the Trade Adjustment As-
sistance Act of last year. As you know, there were four consumer protections in-
cluded in the TAA which are necessary to make any tax credit a viable option for
covering the uninsured. Those protections were guaranteed issue, no pre-existing
condition exclusions, comparable premiums and comparable benefits. However,
under TAA these protections only apply to individuals who have 3 months of prior
coverage at the time they apply for coverage using this new tax credit.

The Administration has chosen to interpret the three month rule in such a narrow
manner that many laid-off workers and retirees may technically qualify for the cred-
it but have no hope of finding affordable, decent coverage to buy with the credit.
LTV went bankrupt last spring and stopped providing retiree health benefits to
steelworkers in February. The Administration has determined that their previous
health coverage will not count toward meeting this necessary threshold to ensure
the consumer protections.

This will not just affect LTV. The fact is that both laid-off workers and the PBGC
recipients who qualify for this credit will most likely not have had coverage since
they were working or had retiree benefits. Without the market protections, none of
those retirees will get coverage, despite all the promises that were made to them.
What would you say to these workers?

Answer. I understand that the provisions of TAA are just now being implemented.
The provision you refer to is one that was considered at great length.

It is important to note that the three-month rule is not an eligibility rule for the
credit. An individual who does not have three months of ‘‘creditable coverage’’ would
not be denied the credit. The three-month rule is the way that the statute defines
the group of people for whom the four requirements you identified must apply in
order for state-elected coverage options to be qualified health insurance for purposes
of the tax credit.

Under the law, the four requirements must apply only with respect to an indi-
vidual whose aggregate of the periods of ‘‘creditable coverage’’ is three months as
of the date on which the individual seeks to enroll in the state-elected coverage. The
statute defines ‘‘creditable coverage’’ by reference to another Internal Revenue Code
section, which in turn provides that a period of coverage that precedes a break of
63 days or more is not counted. Thus, for example, if someone is covered under an
employer-sponsored group health plan and then loses that coverage and remains
without creditable coverage for 63 days or more, then the coverage prior to the
break would not be counted in determining whether the individual has three
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months of coverage. Treasury concluded it was bound to follow the statute as writ-
ten.

Question 3. The Treasury Department is responsible for establishing the process
for making the tax credit both refundable and advanceable. The statute calls for the
process to be in place by August of this year. Until then, the tax credit is only re-
fundable, meaning laid-off workers and PBGC beneficiaries will have to pay for
their health care coverage up front, and apply for a refund at the end of the tax
year. What is the status of that process?

Answer. The Treasury Department is working hard on implementation of the
advanceable tax credit and they expect it to be fully operational by August 1, 2003.
Despite the fact that no other advanceable credit has ever been enacted, they have
been able to address the unique issues associated with the credit as they have aris-
en.

In addition, regarding the refundable end-of-the-year credit, which became effec-
tive for qualified coverage in December of 2002, the instructions and forms for eligi-
ble individuals to claim the credit on their 2002 tax returns have been published
and have been distributed to state workforce agencies. A model notification for TAA-
eligible individuals has been forwarded to state workforce agencies to be trans-
mitted to eligible individuals, and the IRS will be notifying PBGC-eligible individ-
uals shortly.

As part of the TAA, Congress provided a tolling period for TAA-eligible (but not
PBGC eligible) individuals with respect to the 63-day rule. The period beginning on
the date of the TAA related loss of coverage and ending on the first day of the
month in which the individual becomes a TAA eligible individual will not be counted
in determining whether an individual has incurred a 63-day break in creditable cov-
erage.

A state may offer coverage options that extend the four special requirements to
individuals without three months of creditable coverage. Likewise, a state could
apply one or more of the four standards to individuals who have met a lesser cov-
erage requirement (such as three months of coverage counting periods before a 63-
day break in coverage). Such insurance would be eligible for the credit. The law sim-
ply permits a state to offer a plan that charges a person without three months of
coverage a different premium than someone who is not eligible for the credit, to im-
pose a preexisting condition limitation, to provide that person different benefits than
someone who is not eligible for the credit, or to deny access to coverage. This per-
missive rule provides needed flexibility to states in arranging coverage for people
who have been out of the insurance market for a significant period of time and in-
creases the likelihood that insurance will be available.

I hope we can work together to make this program workable for all its intended
beneficiaries.

Question 5. As the Treasury Secretary, you will have a fiduciary responsibility for
the Medicare program. According to press reports, the President will propose only
providing a Medicare prescription drug benefit to beneficiaries who have access to
and choose to enroll in private managed care plans. Managed care plans/HMOs are
virtually nonexistent in rural areas, are notorious for avoiding seniors with health
problems, and have consistently pulled in and out of markets, stranding untold hun-
dreds of thousands of seniors. Do you support limiting access to a drug benefit based
on geography? Do you believe a drug benefit should only be offered to those seniors
who happen to live in a state where private managed care plans may participate
in such a plan?

Answer. The President has not announced his proposal to improve the Medicare
program, and I have not been involved in discussions of the proposal.

I do, however, share the following principles that the President has laid out re-
garding Medicare:

• All Medicare beneficiaries should have the option of a subsidized drug benefit
as part of modernized Medicare.

• Medicare should provide beneficiaries with better health insurance options, like
those available to all Federal employees and members of Congress. These op-
tions should include keeping traditional Medicare coverage with no changes.

• Medicare legislation should strengthen the program’s long-term financial secu-
rity.

• Medicare’s regulations and administrative procedures should be updated and
streamlined, while the instances of fraud and abuse should be reduced.

• Medicare should encourage high quality care for all beneficiaries.
As the Managing Trustee of the Medicare Trust Fund, I will take very seriously

the responsibility of working to ensure that Medicare delivers on its promises to to-
day’s retirees and keeps faith with tomorrow’s beneficiaries.
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Question 5. I believe that most Americans are worried about both their physical
and economic security. The Finance Committee has jurisdiction over programs that
are essential to the economic and health security of millions of Americans—whether
Medicare, Medicaid, Social Security, our nation’s welfare program, or the tax code.
Would you please tell me about your views regarding our growing deficit and its ef-
fect on our nation’s long term fiscal stability? What does our expanding deficit mean
for the future of Medicare or Social Security?

Answer. Deficits have arisen out of an extraordinary coincidence of events: the
war on terrorism, the need to boost homeland security, and the need to give the
economy a boost.

There is some level beyond which the deficit becomes troublesome. But we’re not
near that level now and deficits relative to the economy will be declining in future
years.

It’s good to keep in mind that balanced budgets don’t cause growth. Growth cre-
ates balanced budgets. The President’s package creates the growth we need to keep
deficits from jeopardizing our long-run fiscal stability.

Medicare and Social Security face serious long-term financial problems. In the ab-
sence of reform, the two programs will put enormous strainson future federal budg-
ets.

I understand the President will propose modifications to the Medicare program
that will help alleviate the long-term problem. Moreover, the best way to ease future
financial strains from the two programs is to enhance economic growth and that is
exactly what the President’s economic plan will do.

Question 6. Mr. Snow, over the last several months there have been a number
of statements from senior White House officials involved in economic policy that
suggest that middle class Americans do not pay their fair share of the federal tax
burden. I think this is an outrageous notion, but it troubles me to think what kind
of future policies might result if there is an emerging Administration view that our
tax system is too progressive Do you believe our income tax system does not require
enough from lower and middle income Americans? Do you have any concern that
they are not paying their fair share of federal taxes? Will you agree to oppose pro-
posals that unfairly increase the tax burden on lower and middle income Ameri-
cans?

Answer. I support proposals to reduce the tax burden for taxpayers at all income
levels. The President’s Economic Growth Package would reduce the income tax bur-
den of many low- and moderate-income taxpayers by accelerating several provisions
in the Economic Growth and Tax Relief Reconciliation Act of 2001 (EGTRRA), in-
cluding expansions of the child tax credit, the 10percent rate bracket, and the stand-
ard deduction for married couples.

Under the President’s proposal,’ taxpayers with income under $30,000 will have
their taxes reduced by a greater percentage than taxpayers with income over
$100,000. The average percentage tax cut for taxpayers with income under $30,000
is 17 percent, while the average percentage tax cut for taxpayers with income over
$100,000 is 11 percent.

Because the percentage reduction in income taxes is greatest for families with in-
comes under $50,000, these families will pay a smaller share of the total income tax
burden under the President’s proposal than they do under current law. Under cur-
rent law, 4 percent of individual income taxes are paid by families with income
under $50,000. Under the proposal, 3 percent of individual income taxes are paid
by families with income under $50,000.

Question 7. Do you have a rough idea how much you yourself would benefit from
the President’s proposal to eliminate the so-called double taxation of dividends and
any idea, even a rough approximation, of the benefit of that proposal for the average
CSX worker would benefit? Can you explain to me why Congress should endorse a
policy that has such a huge discrepancy in who would benefit—especially when de-
spite its enormous $364 billion over ten years cost, it will do nothing to stimulate
our economy this year?

Answer. I have not sat down and thought about how the proposal would affect
me, but I have thought about how it would affect the economy as a whole. Cutting
taxes on capital leads to more investment by firms in plant, equipment, and re-
search. Investment by firms makes workers more productive. And the wages paid
to workers are ultimately based on their productivity. Thus, average workers stand
to benefit quite a bit whenever taxes on capital are reduced.

However, the benefits to the economy of this proposal go beyond reducing the tax
rate on capital. Double taxation of corporate profits creates significant economic dis-
tortions. It encourages corporations to use equity finance rather than debt finance.
It encourages firms to retain earnings or repurchase shares rather than distribute
dividends. The current tax system also creates incentives for firms to waste time

VerDate 11-MAY-2000 14:00 Jun 25, 2003 Jkt 000000 PO 00000 Frm 00129 Fmt 6601 Sfmt 6621 86516.NOM SFINANC2 PsN: SFINANC2



126

and effort engaging in transactions for the sole purpose of minimizing their tax li-
ability. It also encourages firms to organize as an unincorporated entity rather than
a corporation. Removing these distortions will encourage economic growth and ben-
efit the society as a whole.

TRADE PROMOTION/MANUFACTURING JOBS (ROCKEFELLER)

Question. In the position to which you have been nominated by the President, you
will be a principal adviser to the Administration on trade. Working to bring the ben-
efits of trade to West Virginia has been one of my primary concerns as Senator, and
before that as Governor. As you surely know from your work with West Virginia
industries as head of CSX, many of my state’s core industries are struggling to com-
pete in the global marketplace because of high energy and transportation costs.

As Treasury Secretary, what policies would you advocate to the President that
would promote trade, while at the same time preserving good-paying manufacturing
jobs for workers in West Virginia and across the country?

Answer. The Administration is pursuing an ambitious global trade agenda and
has been at the forefront of new trade initiatives. The U.S. is pressing ahead with
the WTO negotiations and has made bold proposals for agricultural liberalization
and the elimination of duties on non-agricultural products. The United States is also
proceeding with a very active Free Trade Agreement agenda—including the recent
completion of FTAs with Chile and Singapore FTAs, the 3.4country FTAA currently
underway in this hemisphere, and pending negotiations with Central American
countries, Morocco, Australia and the South Africa Customs Union. I believe these
efforts can help produce substantial benefits for U.S. industry, farmers, and con-
sumers.

The President’s international steel initiative has also encouraged the closure of in-
efficient excess capacity throughout the world. Our own steel industry is under-
taking important adjustment efforts here at home essential to its continued competi-
tiveness. The United States is also playing an active role in efforts to enhance global
disciplines over government subsidies in the steel sector. I will support continued
efforts in all of these areas.
New Markets:

Question 1. I understand that the administration received some $26 billion in re-
quests for New Markets Tax Credits. The total available for 2002 is $2.5 billion. I
presume the Department will have a number of qualified applications that do not
receive credits. These applications contain projects in economically distressed areas
that are ready to go. Given the great demand and the need to promote economic
stimulus in the low income communities targeted by the credit, what is your view
on including additional volume for the credit in the stimulus bill?

Answer. I have not yet had an opportunity to fully review all aspects of the New
Markets Tax Credits Program. If I am confirmed as Secretary of the Treasury, I
would be glad to review this matter and get back to you.

Question 2. Supporters of the NMTC are concerned that implementing the Presi-
dent’s dividend exclusion proposal would discourage corporate investors from taking
advantage of the NMTC and other tax credits designed to offset corporate earnings.

In simple terms—in order for corporations to pass tax-free dividends to share-
holders they must pay corporate income taxes on earnings. I believe this will lead
to a bottoming out of the tax credit market.

Was this an intended impact of the dividend exclusion proposal? And if not, how
does the Administration propose to address this issue?

Question 3. As I mentioned, the CDFI Fund plans to announce the first round of
NMTC allocation awards next month at which point Community Development Enti-
ties (CDEs) that are awarded an allocation of Credits will be able to enter into for-
mal agreements with their investors.

But it is unlikely that an investor would be willing to finalize an investment
agreement with a CDE until the dividend exclusion issue is resolved. These first
round investors are already being asked to break new ground by investing in CDEs
in exchange for the NMTC and the added uncertainty of how the dividend exclusion
issue is likely to delay final investments decisions.

How does the Administration propose to address this investor concern?
Answer to questions 2 and 3. The purpose of the proposal is not to bottom out

the tax credit market and it is not anticipated that the proposal will have that re-
sult. Corporations will typically have income the tax on which is not reduced by the
NMTC that will be a source from which tax-free dividends can be paid. In addition,
corporations and shareholders will continue to derive a tax benefit from the NMTC.
That credit will reduce corporate level taxes and, therefore, preserve corporate as-
sets. Finally, in many cases, corporations will have nontax incentives to engage in
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the activity promoted by the NMTC. Therefore, the economic incentives to under-
take those activities entitled to the NMTC will continue to be analyzed taking into
account both the direct return from the activity and the value of the tax benefit to
the corporation and its shareholders.

Question 4. As a former Governor, I am particularly concerned about State fiscal
relief, especially when NGA is reporting that the combined deficits among states
will be $65 to $80 billion in the coming year. West Virginia, alone, is facing a $200
million shortfall right now. The Bush plan includes an repeal the tax on stock divi-
dends. This will hurt States by reducing state revenue by $4 to $5 billion, each year.
Secondly, some predict it will also hurt municipal bonds sales, including school con-
struction. Nationwide the estimate for school construction is $112 billion. West Vir-
ginia’s school construction needs are $1.8 billion. Most communities fund school con-
struction by municipal bonds. Construction could start this year, while dividend re-
lief won’t be noticed until 2004. I believe that promoting school construction be a
more sure way to create jobs and stimulus our economy.

What do you think of promoting and expanding school construction bonds, and
how do you think this would enhance our economy in the short term?

How do you think the stock dividend proposal will effect the tax-free bond market-
covering schools, hospital and other public projects?

Answer. Certainly expanded school construction would boost economic activity.
There can be fairly long lead times, though, between identifying the need for a
school, planning, approval, issuance of bonds, and then actual construction. So, I’m
not sure whether there could be much expansion of school construction this year,
but any expansion would help.

The Treasury Department has analyzed the impact of the exclusion for stock divi-
dends on the tax-exempt bond market. We have concluded, like most private com-
mentators, that the impact would be minor.

RESPONSE TO A QUESTION FROM SENATOR JEFFORDS

Question. When you are confirmed, you will inherit proposed Treasury regulations
on conversions to cash balance pension plans. Cash balance plans are a type of de-
fined benefit plan. In its proposed regulations, Treasury provided a special rule ap-
plicable only to cash balance plans for purposes of age discrimination. Was this be-
cause cash balance plans could not meet the nondiscrimination rules applicable to
all other defined benefit plans? In what respects will cash balance plans have to
meet standards similar to those established for defined benefit plans? When are dif-
ferent standards appropriate? Will you review these proposed regulations to insure
that older workers are not harmed under cash balance conversions?

Answer. The regulations you refer to are proposed regulations. I will review these
regulations before they are finalized keeping in mind your comments.

RESPONSES TO QUESTIONS FROM SENATOR LINCOLN

Question 1. Under the watchful eye of this Committee, the Treasury Department
is reviewing the taxation of so-called ‘‘split-dollar’’ life insurance arrangements. As
you know these products do provide a useful tool for business, but there are abuses.

Have you ever owned an interest in a split-dollar life insurance arrangement and
if so, do you still own an interest in the policy. Have you conducted a ‘‘SWAP’’ or
‘‘rollout’’ of the policy, taken a loan against such a policy, and have you, to date,
paid taxes on any of the life insurance benefits provided by your company without
being ‘‘grossed up?’’

Answer. On July 11, 2001 the Board of Directors approved, and the Company en-
tered into, an employment agreement with John Snow. The agreement specified that
the Company would provide Mr. Snow with a fully paid split-dollar life insurance
policy with a death benefit of $25,000,000.

Changes in tax regulations enacted after the approval of the employment agree-
ment eliminated favorable tax treatment that had previously been available for such
policies. In addition, with the passage of Sarbanes-Oxley, the loan-type features of
the product effectively prohibited its use for executive officers. As a result, CSX
never purchased a split dollar life insurance policy for Mr. Snow. Instead, the com-
pany investigated providing an alternative insurance product to fulfill its obligations
under the employment agreement. Ultimately, CSX decided to purchase a universal
life policy of $25,000,000 for Mr. Snow in lieu of the split-dollar policy. CSX is pro-
viding Mr. Snow with a lump sum payment to cover the costs of the premiums and
gross-up associated with his purchase of the universal life insurance policy.

Question 2. I have read the recent reports in the press about the administration’s
desire to privatize Medicare, and I am concerned. The administration has said that
their goal of privatizing Medicare is to control the costs of the program by increas-
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ing efficiency. However, studies by the Inspector General of HHS, the GAO, and
MedPAC have indicated that private plans have actually been less efficient than
traditional Medicare. Given these findings, how much does the administration ex-
pect to save through market-based reforms? Will the real ‘‘savings’’ come from shift-
ing more costs to beneficiaries?

Answer. Senator Lincoln I understand your concern regarding the Medicare pro-
gram and reports you have read. As I said in the hearing, while Secretary of HHS,
Tommy Thompson is the Administration’s point person on the Medicare issue, if
confirmed, I will become a trustee of the program and will take a keen interest in
fulfilling those duties.

Question 3. There have been reports in the press that the President’s Medicare
reform proposal will force seniors to enroll in a private managed care program if
they want to have prescription drug coverage. Consequently, seniors who remain in
the traditional, fee-for-service Medicare program will not have drug coverage. Last
year, there was bipartisan consensus that all Medicare beneficiaries get prescription
drug coverage, including those in traditional Medicare. Why would the President
prevent the seniors in traditional Medicare from getting drug coverage?

Answer. Your concern over efficiency in the Medicare system providing, prescrip-
tion drug coverage for seniors and obtaining the best price for Medicare purchases
will all be important issues to focus on as we go forward in examining the Medicare
program.

Question 4. I am also concerned that the President’s Medicare reform proposal
would cause the federal government to pay much higher prices than every other fed-
eral program does for prescription drugs. Under the President’s plan, HMOs and
private insurance plans would be negotiating the price the federal government pays.
However, under federal law, HMOs can’t negotiate prices that are lower than the
Medicaid ‘‘best price.’’ But currently, the federal government always pays a price
that is much lower than the Medicaid ‘‘best price’’: such as 340B hospitals and the
Veterans Administration.

Why would we want the federal government under Medicare to pay higher prices
than every other federal program does for the exact same drugs?

Answer. Obviously as a private citizen, I have not been involved in the formula-
tion of the Administration’s Medicare plans, nor am I privy to what will the Presi-
dent’s budget will contain regarding Medicare. However, I look forward to getting
involved in Medicare, to working with you regarding the important issues you raise,
and to meeting with you in order to fully address your concerns.

Question 5. As you know, Social Security taxes are only paid on the first $87,000
of income. This money goes into the Social Security trust fund and, if we are in a
deficit situation, it is subsequently borrowed.

In 2016 when the Social Security Trust fund runs out of money we have no assur-
ances that cuts in the program won’t be used to pay for the short fall.

So my questions are:
• If we borrow from people paying into Social Security now and then make those

samepeople pay back the debt to Social Security with benefit cuts, isn’t that a
double tax?

• Shouldn’t people who are paying into the Social Security trust fund receive the
benefit of tax cuts which are paid for by borrowing from Social Security? Isn’t
it their benefits that are on the line?

• Considering interest, is a tax cut enacted while we are in a deficit situation tan-
tamount to a tax increase?

Answer. Under the assumptions in the 2002 report of the Social Security Trustees,
Social Security would begin to experience annual cash deficits in 2017. At that time,
the Social Security Trust Fund would show a substantial positive balance, con-
sisting of debt instruments issued to the Social Security Trust Fund from the gen-
eral fluid. Under current projections, the government would be obligated to redeem
debt held by the Social Security Trust Fund from 2017 through 2041. The revenue
source for redeeming debt held by the Social Security Trust Fund is the revenue
base for general government revenues, as opposed to Social Security’s payroll tax
base.

Your question specifically asks about the effects of benefit cuts employed to lessen
the fiscal pressures associated with annual programmatic deficits in Social Security.
While there are a variety of proposals in existence for strengthening Social Security,
each of them assumes that the federal government would continue to fully honor
debt issued to the Social Security Trust Fund, as has been done in the past, and
would commit the revenues necessary to do so even during periods of programmatic
cash deficits.

The larger policy question facing the Congress pertains to the extent to which it
is practicable to fiend Social Security benefits solely through the issuance of large

VerDate 11-MAY-2000 14:00 Jun 25, 2003 Jkt 000000 PO 00000 Frm 00132 Fmt 6601 Sfmt 6621 86516.NOM SFINANC2 PsN: SFINANC2



129

amounts of debt to the Social Security Trust Fund that must later be redeemed.
Many proposals have been offered to establish a more effective means of advance
funding future benefits, such as the establishment of personal accounts, designed to
lessen the degree to which future benefits are staked on the government’s ability
to cope with large programmatic cash deficits.

Question 6. If we borrow from people paying into Social Security now and then
make those same people pay back the debt to Social Security with benefit cuts, isn’t
that a double tax?

Answer. It is important to understand that every penny of every dollar of Social
Security payroll tax revenues—whether surplus or not—is credited to the Social Se-
curity trust fund and invested in special Treasury securities, where it accrues inter-
est. No funds so deposited to the Social Security trust fund are available to pay any-
thing other than Social Security benefits. Therefore, neither income tax cuts or in-
creases nor on-budget spending increases or decreases outside of Social Security
have any impact whatsoever on them balances in the Social Security Trust Funds.

Question 7. Shouldn’t people who are paying into the Social Security trust fund
receive the benefit of tax cuts which are paid for by borrowing from Social Security?
Isn’t it their benefits that are on the line?

Answer. As mentioned above, there is no impact on Social Security trust fund bal-
ances from either tax cuts or increases or spending increases or decreases outside
the program. As a result, the Trust Fund balances are in no way affected—either
today or tomorrow—by other operations of the federal government outside the Social
Security program. However, Social Security recipients , like all Americans, will re-
ceive the benefit of a stronger economy from the President’s economic growth pack-
age than would occur in its absence. In that regard, they and the nation as a whole
will benefit from the President’s economic growth package , and it will put the na-
tion on a stronger footing to meet it’s long term obligations.

Question 8. Considering interest, is a tax cut enacted while we are in a deficit
situation tantamount to a tax increase?

Answer. The interest expense associated with general revenue reductions in the
jobs and growth package are orders of magnitude smaller than the estimated
amount of the revenue lost. Because federal borrowing is not generally earmarked
for any specific purpose, this allows the federal government to finance it’s operation
at the least cost to the taxpayer. The purpose of the jobs and growth package is
to enable the U.S. economy to perform on a higher level consistent with its poten-
tial, thereby leading to higher economic growth and federal revenues. This was the
stated purpose behind President Kennedy’s program in 1962. As Senator Snowe
noted from a recent business week article, an economy that grows at 4 percent for
30 years will grow 33 percent bigger than one that grows at 3 percent, which can
amount to an $8 Trillion difference in today’s dollars. With respect to the jobs and
growth plan, the level of deficits and associated debt service will remain well within
historical norms, and shrink over time.

RESPONSE TO A QUESTION FROM SENATOR HATCH

Question. As you may know, there is an ongoing trade case that may result in
shutting out a major supplier of lithography equipment to the United States semi-
conductor industry. The effect could also be to close down the one U.S. supplier of
lithography equipment. This case is a Section 337 case (patent infringement)
brought by Nikon Corporation against ASM Lithography (‘‘ASML’’). ASML is the
producer of lithography equipment that could be shut down. ASML has facilities in
the U.S. and the Netherlands, and acquired the one U.S. company making lithog-
raphy equipment, Silicon Valley Group, in 2001. An economic study prepared by two
economists, Jerry Hausman of MIT and Dr. Seth Kaplan of Charles River Associ-
ates, estimates that there will be a severe negative impact on the U.S. semicon-
ductor industry, on the electronics industry, and on the U.S. economy as a whole
if ASML lithography machines are excluded from the U. S. The economists predict
losses from an exclusion order well in excess of 100,000 U.S. high paying jobs.

The Section 337 law specifies that a public interest review must be made before
this exclusion order is put on the books. Would you support a full review on whether
it is in the public interest to shut ASML out of the U.S. market? What factors do
you think should be considered in making this decision?

Answer. It is my understanding that a Section 337 case involves a full investiga-
tive review, with formal evidentiary hearings before an administrative law judge,
and that parties to these investigation include complainants, respondents, and attor-
ney from the International Trade Commission to represent the public interest.
When this process is completed and the ITC has reported its findings, I will be in
a better able to take a position and advise the President.
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RESPONSES TO QUESTIONS FROM SENATOR NICKLES

The Terrorism Reinsurance Act of 2002 (TRIA) created a temporary federal rein-
surance backstop for losses related to foreign acts of terrorism. The program is de-
signed to provide short-term market stabilization by providing a federal backstop for
coverage currently unavailable, unaffordable or limited in the private insurance
market. In considering the TRIA, Congress was careful not to create a federal insur-
ance program or a federal insurance regulatory system. Congress granted states the
exclusive jurisdiction over the regulation of insurance in 1945 when it enacted the
McCarran-Ferguson Act. Congress again confirmed its commitment to state regula-
tion of insurance in 1999 when it stated in the Gramm-Leach-Bliley Financial Serv-
ices Modernization Act that the McCarran-Ferguson Act remains the law of the
land.

Question 1. TRIA is to be administered by the Department of the Treasury. In
implementing the TRIA, what role do you envision the Treasury Department play-
ing—the role of a traditional reinsurance entity that relies on the existing state in-
surance regulatory structures? Or, do you envision a more direct federal regulatory
role in the insurance market?

Answer. I understand that the program as drafted and intended by Congress
places a strong reliance upon the role of state insurance authorities. They are the
primary insurance regulators, with the Federal Government taking the role of a re-
insurer. I am pleased to learn of the close cooperation that has existed between the
Treasury and the National Association of Insurance Commissioners in admin-
istering the program to date, and I would hope and expect that close cooperation
to continue.

Question 2. Given the temporary nature of the federal terrorism reinsurance pro-
gram, do you envision allowing insurers to utilize their customary practices (for ex-
ample, with regard to policyholder communications or information collection) to
meet the requirements of this program? Or, do you envision the need to establish
an entirely new framework of federal regulations?

Answer. I understand that the approach taken by the Treasury Department in ad-
ministering the program to date has been to rely upon existing insurance practices
wherever possible. New regulations are envisioned only where the requirements of
the program under the legislation would require them, where existing practices or
arrangements do not cover certain aspects of the program, or where regulations
might facilitate participation in the program. That approach seems to me to be con-
sistent with the intent of the Congress, particularly in view of the temporary nature
of the federal program.

RESPONSES TO QUESTIONS FROM SENATOR THOMAS

Question 1. U. S. manufacturers and agriculture producers have been hurt since
the late 1990’s by the strength of the U.S. dollar. Though I support allowing the
market to set the value of the dollar, the market must be free of government and
trader manipulation.

Unfortunately, this has not occurred in recent years, as various governments have
used currency distorting practices to undervalue their currencies at the expense of
the U.S. dollar. In rare emergency situations, limited short-term intervention may
be required. However, long-term intervention is clearly detrimental to many seg-
ments of the U.S. economy.

a. What are your thoughts on the current value of the U.S. dollar and its impact
on current and future economic growth?

b. Except when a coordinated intervention is warranted, how will you dissuade
other nations from intervening in currency markets?

Answer. The value of the dollar has a variety of impacts on the U.S. economy.
The most effective support for American workers and businesses is sustained strong
growth in the U.S. and global economies. In this environment, President Bush’s jobs
and growth proposals are designed to enhance long-term growth potential while pro-
viding near-term support against downside risks. If confirmed, I will stress the need
for stronger growth in my discussions with officials in other countries.

I favor reliance on open exchange markets and think that the trading system of
the world is best placed by having currencies that reflect their inherent value. I
think it is wise for other countries to follow such policies and will express that view
when appropriate, if confirmed.

Question 2. Everyone agrees that the tax code is too complicated. Most people
agree that individual and corporate taxpayers spend too much time and money in
complying with the code. Unfortunately, the passion, focus, and political willpower
required to correct the problem is all too often non-existent.
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The Treasury Department is embarked upon a review of the code and developing
proposals to reduce the code’s complexities.

a. In your opinion, is the tax code too complex?
b. Are you Willing to provide the financial. arid staff resources required to com-

plete the project?Senator Thomas
Answer. I agree. The United States income tax system is far too complicated. Mil-

lions of taxpayers and businesses face significant challenges in understanding the
tax law, keeping required records, completing numerous and detailed tax forms, and
responding to IRS requests for additional information. Complexity also makes it
more costly for the IRS to administer the tax code.

Last year, the Treasury Department proposed the creation of a uniform definition
of child, which would simplify filing for millions of taxpayers with children. I am
very interested in finding additional ways to reduce compliance burdens and admin-
istrative costs. If I am confirmed, I promise that Treasury will devote the resources
to work with the Congress on tax simplification efforts.

Question 3. Small manufacturers wishing to build or expand existing facilities are
encountering serious capital constraints. Last Congress, I proposed changes to the
tax laws governing industrial development bonds to relieve some of the pressure
these manufacturers face. I expect to introduce similar legislation this year to ad-
dress the problem.

My proposal will double the bond and capital expenditure limit from $10 million
to $20 million; add a future inflation index; and expand the definition of manufac-
turing facilities to include value-added agriculture and high-technology.

In view of the sluggishness of the manufacturing sector of the economy,
a. Do you believe these changes would stimulate investment and create jobs in

this sector?
b. As Treasury Secretary, how will you address the current weakness in the man-

ufacturing sector?
Answer. IDBs are one of several types of private activity bonds subject to the

State-by-State private activity bond volume cap. Under current law, the amount of
bonds for a particular business in the same municipality or county is limited to $10
million. Studies indicate that IDBs are more important in determining the specific
location of manufacturing facilities than in increasing aggregate investment and em-
ployment.

The Treasury would support some change in the capital expenditure limit so that
firms that have good business reasons to increase the size of a plant after the bonds
are issued could do so (within some limits) without rendering their bonds taxable.
We don’t believe that increasing the volume cap would be appropriate, nor do we
believe that changing the specific rules governing the types of bonds covered by the
cap will have a significant effect on the economy as a whole. We look forward to
working with you on your proposal.

All three of the tax elements of the President’s jobs and growth package will help
the manufacturing sector in its desire for growth and job creation.

• The proposed expansion of expensing of capital investment from $25,000 to
$75,000 will lower the cost of investment in equipment and machinery for quali-
fying firms, particularly smaller manufacturers. In addition, the proposed in-
crease from $225,000 to $400,000 in the limit on the total amount of investment
that a firm may undertake and still claim expensing would increase the number
of firms benefiting from the provision.

• The dividend exclusion will reduce the distortion caused by the double tax on
corporate income, lowering the economy-wide cost of capital and making invest-
ment more attractive.

• Accelerating the reductions in individual income taxes will put more purchasing
power in consumers’ hands, increasing the demand for output from the manu-
facturing sector.

Question 4. It is my understanding that the Bureau of Alcohol, Tobacco, and Fire-
arms (BATF) has initiated a project to examine the federal tax treatment of certain
flavored alcohol beverages that contain hard liquor. Concern has been expressed in
some quarters that these beverages are improperly classified as malt beverages
rather than distilled spirits.

a. Does the Department have in place adequate safeguards to ensure that prod-
ucts are properly classified for tax purposes?

b. If the answer to (a) is no, what proposals will you put forward to address the
situation?

c. What is the status of the BATF investigation?
Answer. In recent years, a new type of alcohol beverage product, known as ‘‘fla-

vored malt beverages’’ has been introduced to the consumer market. These products
differ from traditional malt beverages in that they exhibit little or no traditional
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malt beverage character, and their flavor is derived primarily from added flavors
rather than from the fermentation of malt: In fact, although the alcohol content of
these products is similar to that of beer, the alcohol in many of these products also
derives primarily from the alcohol in the flavors rather than from the fermentation
of malt.

Treasury’s new Tax and Trade Bureau (that part of ATF not transferred to Jus-
tice by the Homeland Security Act) recently completed an examination of the formu-
lation of over one hundred of these products and found that in a majority of these
products, the alcohol is primarily from the alcohol in the flavors and not from fer-
mentation of malt. For a number of years brewers have been allowed to use fla-
voring ingredients containing alcohol when producing malt beverages, but in light
of these findings the agency recommended promulgating regulations limiting the
amount of alcohol in flavored malt beverages that may come from the flavorings.
A notice of proposed rulemaking should be published in the near future.

RESPONSES TO QUESTIONS FROM SENATOR SANTORUM

Question 1. The Terrorism Risk Insurance Act (TRIA) of 2002 provides a tem-
porary, federal reinsurance backstop without creating a new, federal regulatory
scheme for implementation.

If confirmed, do you plan to implement TRIA through the creation of a federal
insurance regulatory mechanism, or will you direct Treasury to assume a role simi-
lar to traditional reinsurance and rely on existing state regulatory structures?

Answer. I understand that the program as drafted and intended by Congress
places a strong reliance upon the role of state insurance authorities. They are the
primary insurance regulators, with the Federal Government taking the role of a re-
insurer. I am pleased to learn of the close cooperation that has existed between the
Treasury and the National Association of Insurance Commissioners in admin-
istering the program to date, and I would hope and expect that close cooperation
to continue.

DEBT RELIEF FOR HEAVILY INDEBTED POOR COUNTRIES

Question 2. Last year Senator Joe Biden and I introduced legislation designed to
lessen the Third World’s unsustainable debt burden. The legislation, S. 2210, the
Debt Relief Enhancement Act, was supported by a large coalition of non-govern-
mental organizations, international relief organizations, and religious institutions.

The HIPC Initiative was adopted by the World Bank and the IMF in September
1996. Under the Initiative, multilateral debt forgiveness is financed from the World
Bank, RAF, regional development banks, and developing countries. The U.S. has
supported the HIPC Initiative as a means to promote economic growth and poverty
alleviation, and to reward those countries with the best performance records with
the cancellation of debt that most likely would never be paid.

In response to critics who felt the Initiative was not moving fast enough, substan-
tial changes were made in the program in 1999 to speed assistance under the Initia-
tive. The Biden-Santorum bill sought to build on these most recent enhancements
by reducing debt service payments to manageable levels so that HIPC countries can
devote the necessary internal resources to achieve sustainable development.

President Bush and others in the Administration have proposed delivering U.S.
aid in the form of giants instead of loans as a way of avoiding increasing the debt
burden on developing countries.

If confirmed as Secretary of Treasury, how might you work with Congress and the
multinational financial institutions to help provide broader and deep debt relief to
qualified countries?

Answer. If confirmed as Secretary of Treasury, I look forward to working on these
important issues. I know that the Bush Administration has had a number of initia-
tives aimed at the developing world, particularly the poorest nations involved in the
Highly Indebted Poor Countries Initiative. Those policies focus first and foremost on
improving economic growth, which is the primary way of reducing poverty and pro-
viding countries the opportunity of having more sustainable finances. Below are
some examples of policy issues that the Administration supports and which I plan
to learn more about if confirmed.

The President has always supported fulfilling the U.S. commitment to debt reduc-
tion for the poorest and most heavily indebted countries (HIPC) that are committed
to economic reform. If confirmed, I look forward to working with the Congress on
the authorization and financing of this important effort.

I also believe it is important to provide more assistance in the form of grants. Due
to the efforts of the Bush Administration, the International Development Associa-
tion (IDA) and the African Development Fund (AfDF) will provide 18–21 percent of
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assistance in the form of grants. Moreover, those countries that are most vulnerable
due to extreme poverty, severe indebtedness, or suffering from the scourge of HIV/
AIDS will qualify for an even larger share of grants.

In addition to greater resources for the most vulnerable countries, however, assist-
ance will eventually only make a difference if it is used effectively. That is why the
Bush Administration has stressed the importance of measuring development results
at all levels. For instance, in the most recent IDA negotiation the Administration
achieved agreement on establishing a new measurable results system. The United
States linked a portion of its IDA contribution to progress on this system. If con-
firmed, I look forward to working with Congress this year to evaluate progress on
the IDA agreement.

The President has also proposed a significant increase in development assistance
to the poorest countries that are ruling justly, investing in people, and promoting
economic freedom. I know that Treasury has been very involved in the design and
creation of the Millennium Challenge Account. If confirmed, I look forward to work-
ing with Congress to make this concept a reality.

RESPONSES TO QUESTIONS FROM SENATOR SMITH

Northwest Pears:
Question 1. For more than a year the U.S. canned pear industry has petitioned

the U.S. government to remove South African canned pears from the list of products
eligible for duty-free access to the U.S. market under the African Growth and Op-
portunity Act (AGOA). Industry believes that these benefits were conferred in error
and contrary to the intent of the Administration to exclude import sensitive prod-
ucts from AGOA benefits. The U.S. Treasury Department plays a significant role in
determining the fate of the canned pear industry’s petition. Will you support the
canned pear industry and hence rural agricultural areas in my state by recom-
mending that the President rule in favor of the U.S. canned pear industry petition?

Will you support the canned pear industry and hence rural agricultural areas in
my state by recommending that the President rule in favor of the U.S. canned pear
industry petition?

Answer. I understand this issue has been under review within the Administration
and that the U.S. canned pear industry’s petition to remove canned pears from duty-
free access has been given very careful consideration. As I have not been part of
those discussions up to now, it would be premature for me to come to a final view,
but if confirmed I will give this issue close consideration.
Bonus Depreciation

Question 2. The Administration has worked hard to jump-start the industrial part
of the economy through the 30% bonus depreciation provision in last year’s Job Cre-
ation and Worker Assistance Act. Industries in my state tell me that provision is
very important and holds out the possibility that more of their customers will be
motivated to begin placing orders for goods and equipment.

These companies tell me, however, that the recovery in the industrial sector could
take a long time and be very gradual. Unfortunately, the existing bonus deprecia-
tion provision has a very short life span, the percentage of the bonus is modest and
the slow pace of the recovery is preventing extensive use of the provision so far.
There is a strong sense among these companies that the provision should be ex-
tended beyond the remaining two-year window and that the percentage should be
beefed up to ensure that it motivates the customers to begin placing meaningful or-
ders.

I am in the process of drafting a proposal that would do two things. First, it would
extend the provision by an additional three years, thus ensuring that the bonus de-
preciation provision will be available for the next five years. Second, it would in-
crease the 30% to 50%, thus helping to ensure that the provision truly will motivate
more companies to begin making serious orders for goods and equipment.

I recognize that the Administration has a set of priorities on how best to stimulate
growth and that other Members of this Committee and congress as a whole will
have others. Without asking you to put my proposal above other Administration pri-
orities or in any way detracting from the fine proposal that the Administration has
crafted, wouldn’t you agree that a stimulus of this nature could have a dramatic
dramatic effect on industrial orders and the high-paying, family-wage jobs that re-
sult therefrom?

Answer. The Administration is strongly supportive of last year’s action by Con-
gress to provide for bonus depreciation through September 2004. I believe it has had
a very desirable effect in softening the decline in investment that would have oc-
curred during the recession, and I believe it will continue to provide significant help
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as businesses accelerate their investment to take advantage of the provision before
its expiration. As you know the President’s Growth Package offers broad based and
permanent growth incentives through the dividend exclusion and rate reductions as
an alternative to additional bonus depreciation. I look forward to working with you,
if I am confirmed, to give consideration in the future with respect to the need for
an extension of the provision.

RESPONSES TO QUESTIONS FROM SENATOR BUNNING

Question 1. Treasury staff has proposed a rule that would require U.S. financial
institutions to report interest paid to nonresidents (REG–133254–02) so that this in-
formation can be shared with their foreign governments. These requirements, enti-
tled, ‘‘Guidance on Reporting of Deposit Interest Paid to Non-Resident Aliens,’’ make
minor changes to an earlier proposed rule promulgated just days before the end of
the Clinton Administration.

Treasury has been criticized from many sources for moving forward with this rule.
The FDIC, the American Bankers Association and the Conference of State Bank Su-
pervisors have expressed concern that the rule will divert significant capital inflows
from the U.S. Others voice concern the rule will profoundly change U.S. tax and eco-
nomic policy by executive exaction—policy designed intentionally to attract foreign
investment by not taxing bank deposit interest. And some claim that by providing
foreign governments with financial information on U.S. investors, this rule will sty-
mie anti-terrorism efforts. With respect to this rule:

A. IRS takes the position that the Regulatory Flexibility Act (RFA) is inap-
posite by claiming that the rulemaking ‘‘does not impose a collection of informa-
tion on small entities.’’ Title 5 U.S.C. 603 provides that ‘‘the [RFA] applies to
interpretive rules . . . to the extent such interpretive rules impose on small
entities a collection of information requirement.’’ How does the Treasury De-
partment reconcile this view, especially if the sole purpose of the rulemaking
is collection and transmittal of information to the Service and to foreign govern-
ments on interest paid to non-resident-aliens? What standard will the Treasury
Department apply to determine if a rule is: a. interpretive, b. imposes a collec-
tion requirement, and c. what steps will Treasury take to ensure the spirit and
the letter of the RFA are fulfilled?

B. It would be very frustrating if we spent several months producing a pro-
growth tax bill, only to see the economic benefits offset by an IRS regulation
that causes capital flight and undermines the safety and soundness of the U.S.
banking system. Given the significant risk that this rule has the potential to
cause hundreds of billions of dollars of capital to leave the U.S., and the dubious
benefits to be derived from reporting on income that is not taxable, would the
Treasury perform a cost-benefit analysis before promulgating this rule? If not,
on what basis does the Treasury believe the rule escapes the strictures of OMB
Circular A–94?

C. The IRS implies that only by sharing information with Europeans can they
best fulfill their mission of ‘‘improving compliance with US tax laws.’’ Since
stopping U.S. citizens and residents from escaping taxes by falsely claiming for-
eign residency is the expressed reason for the rule, what evidence does the
Treasury have that Americans are more inclined to lie about residing in the
highest taxed nations of the world in order to avoid lower taxes, as opposed to
falsely claiming residence in Columbia, Mexico, China or the Middle East? What
systems are already in place that permits a cross-share of information between
the INS and Treasury so that the satisfaction of the substantial presence test
can be confirmed without seeking to ask foreign officials the status of U.S. in-
vestors?

D. Has the Treasury Department considered that the rulemaking could divert
deposits from the U.S., where it is monitored and subject to seizure, to Hong
Kong and elsewhere, where they cannot be monitored, and drive such money
exchanges further underground and away from formal exchange and banking
mechanisms? What, if any, restrictions are imposed on the use to which the in-
formation provided by the U.S. to foreign governments can be put?

E. The Service is not authorized to issue a rulemaking that is not ‘‘needful’’
for the ‘‘enforcement’’ of the Code; it is not authorized to require a return unless
under a valid rulemaking; and, in any event, cannot require such a return un-
less a person is liable for any tax imposed by the Internal Revenue Code or for
the collection thereof. Since U.S. bank deposit interest received by foreigners is
generally not taxed, on what authority are these rules issued if they are not
needed to enforce U.S. tax law?
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Answer. I understand that the pending proposed regulation, which would require
reporting by banks in the United States to the Internal Revenue Service on interest
paid to certain nonresident alien depositors, has been the subject of criticism. This
proposed regulation was issued by the Treasury Department in July of 2002. At the
same time, the Treasury Department withdrew a much broader proposed regulation
that had been issued in January of 2001 at the end of the prior Administration. The
current proposed regulation reflects careful consideration by Treasury of the com-
ments received from the banking industry and other interested parties regarding
the January 2001 proposed regulation.

After working closely with banking industry representatives to understand their
concerns, Treasury concluded that it was appropriate to narrow the scope of the pro-
posed information reporting requirement. The new proposed regulation is intended
to facilitate the goal of ensuring compliance with U.S. tax laws by permitting appro-
priate information exchange pursuant to our bilateral tax treaties in appropriate cir-
cumstances without unduly burdening U.S. banks. However, the regulation was
issued in proposed form in order to provide an opportunity for those potentially af-
fected to comment on their impact.

Treasury is now working to consider all of the comments on this proposed regula-
tion. If confirmed, I pledge to give full attention to all the concerns that have been
expressed about the proposed regulation in order to ensure an appropriate resolu-
tion of this important matter.

EXCHANGE RATES

Question 2. The U.S. trade deficit is now running close to $400 billion a year,
nearly four percent of the gross domestic product. One explanation for this increase
in the trade deficit is the effect of the strong dollar on both the price of products
exported from the U.S. and products imported into the U.S. Particularly, there is
concern that the price of the dollar and the resulting decrease in U.S. exports con-
tributed to the loss of many U.S. manufacturing and agriculture jobs in recent
years. With respect to this issue:

A. Does the Treasury Department feel that the strength of the U.S. dollar has
contributed significantly to the increased size of the U.S. trade deficit? What ef-
fect is the strong dollar having upon the U.S. job base in both the manufac-
turing and agricultural sectors?

Answer. Since I am not confirmed, I cannot speak for the views of the Treasury
Department, but I can tell you my own view. The value of the dollar is one of sev-
eral factors affecting the size of the trade deficit. The U.S. trade deficit reflects, fun-
damentally, the difference between domestic saving and investment. The most effec-
tive support for American workers and businesses is sustained strong growth in the
U.S. and global economies. In this environment, President Bush’s jobs and growth
proposals are designed to enhance long-term growth potential while providing near-
term support against downside risks.

Question 3. B. Is the current price of the U.S. dollar in line with economic fun-
damentals? If so, what steps should the government be taking to bring the dollar
more in line with global currency markets?

Answer. Exchange rates are subject to many influences in international capital
and goods markets. In recent years, foreign interest in investing in the United
States, in particular, has exerted a strong influence on the dollar in foreign ex-
change markets. U.S. fundamentals—underlying productivity growth, the flexibility
of labor and capital markets, and low inflation—have remained strong, which con-
tinued to attract investment and result in high demand for dollars.

Question 4. C. There is evidence that a number of countries, including Japan,
Korea, China and Taiwan, may be manipulating currency markets in order to keep
their currencies below the market-determined rates as a means of subsidizing ex-
ports. What is the United States doing to address these concerns through both bilat-
eral and multilateral methods?

Answer. I know this issue is of great importance. The President is committed to
opening markets abroad and to the principle of free trade. If confirmed, I hope to
have the opportunity to study this issue closely and work with you on it in the fu-
ture.

Question 5. Would you support some type of AMT relief that would help compa-
nies facing business difficulties? If so, could you elaborate on possible permeations
that such relief should take?

Answer. The AMT clearly is a problem that must be dealt with. The corporate
AMT reduces the ability of the corporate income tax system to stimulate the econ-
omy during a downturn, because AMT payments tend to increase during periods of
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poor economic performance. In addition, the corporate AMT can lead to economic in-
efficiencies by distorting investment over time and among firms.

I believe that Congress and the Administration must work together to address the
issues presented by the corporate AMT as part of their efforts to simplify and im-
prove our corporate tax system. If confirmed, I look forward to working with you
on this issue.

Question 6. As you know, the Internal Revenue Code sets three significantly dif-
ferent tax rates for beer, wine and distilled spirits. Section 5010 of the Internal Rev-
enue Code provides a tax credit for wines and flavors used in the manufacture of
distilled spirits. The intent of the credit is to recognize the differential in the rates
of taxation that are applicable to wine and distilled spirits and to ensure that any
wine-based component of a finished distilled spirits product is taxed at the lower
tax rate applicable to wine. Likewise, the credit also acts to apply a lower tax rate
to flavors containing 2.5 percent or less of alcohol that are used to produce distilled
spirits. Without Section 5010, these wines and flavors would be subjected to a high-
er tax rate than is appropriate. Section 5010 appears to strike a fair and delicate
balance among many competing interests. Given the strong interest among my con-
stituents in the State of Kentucky, would you commit that the Treasury Department
will engage my office in discussion if the Administration should begin to seriously
consider modifications to Section 5010?

Answer. Should the Treasury Department consider any change to the section 5010
tax credit for wines and flavors, I commit to you that, if I am confirmed, the Treas-
ury Department will consult with you and other interested members of the Con-
gress.

Question 7. One change to the tax system that can have an immediate impact on
the economy is a capital gains tax cut. In addition to playing a unique role in fos-
tering economic activity and growth, a capital gains tax cut can actually increase
government revenues in both the short- and long-term and have a positive impact
on the stock market. What are your views towards capital gains tax reform? Do you
support lowering or repealing the tax? Would you address the impact a capital gains
tax cut or repeal could have on the economy in the short term as well as in the
long term? Would you support a capital gains tax cut as part of a comprehensive
tax package anticipated to come before the Senate and through the Finance Com-
mittee? How would a cut or repeal of the capital gains tax rate affect the economy
compared to the dividend tax reform proposed by President Bush?

Answer. The President’s.proposal to eliminate the double taxation of corporate in-
come includes a provision that will provide substantial capital gains tax relief.
Shareholders will be permitted to increase the basis in their shares each year to
the extent of a corporation’s fully taxed retained earnings. When shareholders sell
their stock, the effect of this adjustment will be to reduce taxable capital gains by
the amount of the corporation’s previously fully taxed retained earnings. In com-
bination with the dividend exclusion, this provision will eliminate the double tax on
corporate income, whether it is paid out as dividends or retained in the corporation
for reinvestment. Much like a reduction in capital gains tax rates, this should in-
crease the value of the stock market. However, ending the double taxation of cor-
porate earnings offers additional benefits and, along with the other proposals in the
President’s growth package, provides the best mix of short-term and long-term
growth incentives.

RESPONSES TO QUESTIONS FROM SENATOR LEVIN

Question 1. In September 2002, the Conference Board’s blue-ribbon panel, the
Commission on Public Trust and Private Enterprise, which you co-chaired, issued
a report with recommendations for corporate reform. The report concluded that the
use of stock options contributed to companies’ ‘‘artificially propping up stock prices
over the short-term to cash out options’’ and recommended that fixed price stock op-
tions be expensed on the financial statements of public companies. The report also
encouraged the Financial Accounting Standards Board (FASB) to move expedi-
tiously to promulgate a uniform and broadly accepted method of valuing options. Do
you continue to support expensing stock options? Do you continue to support FASB’s
expeditiously . promulgating a methodology for valuing options for accounting pur-
poses?

Answer. More important than my personal views, I believe we should respect and
preserve the independence of the Financial Accounting Standards Board. To support
that independence, I believe a Secretary of the Treasury—or in my case a nominee—
should avoid opining on specific accounting questions.

As a general matter, accounting principles should apply uniformly and consist-
ently to corporate finances.
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Question 2. In January 2003, the same blue-ribbon Conference Board commission
you co-chaired recommended that ‘‘[p]ublic accounting firms should limit their serv-
ices to performing audits for clients and closely related services that do not put the
auditor in an advocacy position, such as novel and debatable tax strategies and
products that involve income tax shelters and extensive off-shore partnerships and
affiliates.’’ According to the report, implementation of such tax strategies can lead
to auditors auditing their own work, a practice the report deemed ‘‘highly undesir-
able.’’ Do you continue to support barring auditors from providing tax shelter advice
to their audit clients?

Answer. One critical step in restoring investor confidence in our capital markets
is to ensure a ‘‘gold standard’’ of professionalism and accountability in auditing. To
avoid conflicts of interest and to maintain strict impartiality,. especially in light of
the revelations of the past two years, I have concluded that the best practice for
auditors is to stick to providing services closely related to the audit.

Question 3. Section 402 of the Sarbanes-Oxley Act, codified at 15 U.S.C. 78m(k),
prohibits publicly traded corporations from issuing company-financed loans to cor-
porate directors or officers. Some proposals have been made to weaken or cir-
cumvent this prohibition by permitting company loans that enable corporate execu-
tives to purchase company stock, exercise stock options, obtain split-dollar life insur-
ance or other insurance, relocate for work, or pay taxes. Do you support or oppose
creating exceptions to the Sarbanes-Oxley prohibition on company financed loans to
corporate executives?

Answer. No, I do not support creating exceptions to the Sarbanes-Oxley prohibi-
tion on company-financed loans to corporate executives. The President signed this
bill into law only six months ago. We should give the statutory reforms time to
prove their effectiveness in corporate America.

Question 4. The USA Patriot Act required the Treasury Department to issue, by
April 2002, anti-money laundering regulations implementing Section 312 of the law
requiring U.S. financial institutions to use due diligence when opening accounts for
foreign financial institutions. These regulations were proposed and readied for final
issuance in December 2002, but have yet to be promulgated. They are now overdue
by almost one year. If confirmed, will you review these anti-money laundering regu-
lations on an expedited basis?

Answer. I understand that Treasury issued a proposed rule implementing Section
312 of the USA PATRIOT Act in May 2002 and an interim final rule on July 23,
as required by the statute. I also understand that Treasury delayed issuing a final
rule in expectation of receiving a comment letter regarding the proposed rule from
you and Senators Grassley and Kerry. That letter, which was received in October,
raised many significant issues that required further deliberation. I understand those
deliberations are nearly completed.

I also understand that Section 312 is one of the most far-reaching of the anti-
money laundering provisions of the PATRIOT Act, in that it imposes due diligence
obligations on potentially thousands of U.S. financial institutions with regard to ac-
counts and relationships they maintain for numerous types of foreign financial insti-
tutions, as well as due diligence obligations with regard to private banking accounts
they maintain for non-U.S. persons. Because of its significance, it is important to
Treasury to give the regulation full and careful consideration.

That being said, I will make a high priority of issuing this final rule, as well as
all other rules required of Treasury under the PATRIOT Act.

Question 5. In November 2002, just before leaving office after five years of work,
IRS Commissioner Charles O. Rossotti issued a report describing a huge and grow-
ing gap ‘‘between the number of taxpayers whom the IRS knows are not filing, not
reporting or not paying what they owe, and our capacity to require them to comply.’’
He wrote that, while the size and the complexity of the tax code have continued to
increase, IRS enforcement resources have continued to diminish, and the IRS is ‘‘los-
ing the war’’ to stop tax evasion. Do you support Mr. Rossotti’s recommendation that
Congress provide the IRS with a steady increase of 2 percent per year over the next
five years in resources for audits, investigators, and enforcement actions?

Answer. I share the former Commissioner’s concerns about noncompliance and
recognize the serious threat it poses to the confidence among honest taxpayers that
all are paying their fair share. The Treasury Department and the IRS must move
aggressively to stop noncompliance at all levels and among all taxpayer groups.

While I am not certain of the right level of resources needed to address this seri-
ous problem, I do believe that our existing resources can and should be used more
effectively and efficiently. Rules requiring the early disclosure of questionable trans-
actions, for instance, will permit the IRS to focus on analyzing these transactions,
rather than hunting for them. Initiatives such as the one addressing offshore credit
card scams will allow the IRS get to the promoters, who are at the root of the prob-
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lem, while bringing large numbers of taxpayers back into compliance without the
expenditure of significant IRS resources. Other innovative programs will and should
be implemented. Better use of existing resources will be far more effective than pro-
viding additional resources to be used in ineffective ways.

Question 6. It has been reported that over the last four years, CSX claimed more
than $1 billion in pretax profits on its financial statements but, in at least two of
those years, CSX paid no federal corporate income taxes. Please comment on wheth-
er you support the corporate alternative minimum tax, and whether companies that
report significant book profits should pay at least some corporate income taxes.

Answer. The CSX tax obligations over the last four years, as reported in the press,
were fulfilled entirely consistent with Federal law and applicable regulations. In
those years when CSX had no tax federal liability, it was due largely to the com-
bination of lower earnings and unusually high capital investment by our company.
Congress adopted tax provisions over the years to encourage capital investments in
the hope that those investments would create new jobs and spur economic growth.
As for the corporate alternative minimum tax, I am continuing to study this issue
and have not formed any preliminary opinions. I would very much like to hear your
thoughts on this subject and how the code can be improved to promote greater eq-
uity.

Question 7. It has been reported that, in calculating your pension benefits, CSX
gave you credit for 44 years of service, even though you worked at CSX for a total
of 25 years. Please confirm whether you were credited with 44 years of service and,
if so, how that happened.

Answer. Yes. I was employed at CSX for roughly 25 years and I was credited with
44 years of service on my CSX pension. I was not the only executive provided this
benefit. The CSX board of directors approved this pension benefit for senior execu-
tives at the company. CSX provided extra pension credit to a large number of man-
agers, generally at the Vice President level and above. It is a fairly common practice
among U.S. corporations to provide extra pension credit as an incentive to attract
and retain high quality senior executives. I found this compensation tool to be quite
effective in retaining existing executives who might have been contemplating a move
to another company. I also found the pension credit to be a very attractive induce-
ment to entice workers from other companies to join CSX. Without such a pension
credit, the lateral executives who transitioned to CSX would likely have suffered
losses under their former employer’s pension programs.

Question 8. It has been reported that, in 2000, two CSX directors were permitted
to purchase millions of dollars in real estate from CSX subsidiaries. Please confirm
whether this report is true and, if so, identify the directors, the real estate prop-
erties, the dates of the transactions, and the amounts paid for each piece of real
estate; and explain whether the CSX board authorized these purchases, whether the
amounts paid reflected fair market value, and the justification for selling the real
estate to the CSX directors.

Answer. Charles Rice and Robert Kunish, who are both outside directors of CSX
Corporation, purchased a total of five properties from a CSX subsidiary, CSX Realty
Development LLC, between 1996 and 1999. Mr. Kunish purchased one property in
1996 for $598,000 and second property in 1999 for $3.25 million. Mr. Rice had three
separate transactions in 1998 totaling $3.1 million. I was not personally involved
in any of the transactions. I understand, however, that all of the transactions were
at arms length and Messrs. Rice and Kunish paid full price for the properties. The
transactions were not approved by the CSX board and I do not believe board ap-
proval would have been required of such transactions. Because of administrative er-
rors, CSX failed to properly report these transactions in its proxy statement. Upon
learning of the reporting oversights, I promptly instructed CSX staff to file a Form
8(K) with the Securities & Exchange Commission, disclosing the transactions. I also
instructed CSX staff to implement new safeguards to avoid similar oversights in the
future. Specifically, the company now requires all subsidiaries of CSX to independ-
ently attest that no CSX director has transacted any business during the reporting
period.

Æ
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