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Fire Company and a regional rep-
resentative of the Boy Scouts of Amer-
ica.

But more than all of the activities of
Mr. Ciavarelli, he was someone who
cared greatly for his community, his
family, and for his country, and he was
one proud American who really made a
positive difference. So to my col-
leagues, he is someone special as a role
model that others can look up to, not
only in my community and State, but
throughout the Nation.
f

CONTINUING RESOLUTION BEING
HELD HOSTAGE

The SPEAKER pro tempore. Under a
previous order of the House, the gen-
tleman from Florida [(Mr. STEARNS]) is
recognized for 5 minutes.

Mr. STEARNS. Mr. Speaker, I rise
today to talk about the supplemental
appropriations bill; specifically, the
provision of the bill known as the auto-
matic continuing resolution, or CR.

Two weeks ago we left Washington
without passing the supplemental ap-
propriations measure. This was unfor-
tunate. Unfortunately for all Ameri-
cans, and in particular for the victims
of the recent Midwestern floods, this
important and well-meaning legisla-
tion has become a hostage because of
the President and some Democrats who
do not like this CR which was attached
to this bill.

During the floor debate on the bill,
the House voted overwhelmingly to
amend the bill to include an automatic
continuing resolution, a failsafe provi-
sion that would automatically and
fully fund the 13 appropriation meas-
ures, should any or all fail to be passed
into law. In other words, we added a
commonsense provision to an already
fair measure.

Mr. Speaker, I would like to call it
an insurance policy for the American
people. The provision we are talking
about that the President and some
Democrats object to is quite simple
and generous. Should any of the bills
fail to become law by the end of the fis-
cal year, they would be fully funded at
100 percent of this year’s funding level.
In other words, there are no cuts, no
elimination of any programs as a result
of passage of the CR.

The President objects to this. Does
the President want the opportunity to
spend more money? Does he want an
increased level? Furthermore, the pas-
sage of this simple CR would balance
the budget within 5 years set forth in
the budget agreement.
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It is incredible that we have the
claims that supporting a balanced
budget could actually impose a prob-
lem. But simply, if the President was
truly serious about balancing the budg-
et he would support the CR provision
and Congress could at long last pass a
much-needed disaster relief act.

Nevertheless, Mr. Speaker, the Presi-
dent has promised to veto this impor-

tant legislation. It is a very unfortu-
nate situation we have because the
people in the flood-ravaged Midwest
need this money. We have set aside
money for them but they need this bill.
But again, we have a CR attached to it
and the President seems more con-
cerned with making sure we do not
pass this CR.

The troubling thing about the Presi-
dent’s proclaimed opposition to this
supplemental is that he claims to sup-
port the Republicans’ efforts to pre-
clude a Government shutdown. He has
often stated publicly his desire to initi-
ate a failsafe mechanism, but when
push comes to shove and we present
him with an opportunity, he refuses it.

He claims that America needs a solu-
tion. The CR is such a solution. I urge
the President to support it. It is a sim-
ple and reasonable effort to protect the
American people from the kind of par-
tisan political battles that shut down
the Government and suspended essen-
tial Government services 2 years ago,
the kind of political battle the Presi-
dent claims he opposes.

Does the President want to shut
down the Government? Does he want
hardship and inconvenience? I do not
think he does.

In other words, as if it were not bad
enough to say, I am against a CR, he is
also against a simple supplemental to
help the flood victims. The proclaimed
opposition to the CR has really nothing
to do with the supplemental. Rather,
the President’s opposition is that he
wants a fail-safe mechanism itself, and
he does not think the CR does it, so he
is going to veto it. But, Mr. Speaker,
the majority of people on the House
floor overwhelmingly supported this
CR. It was a very large vote.

Let me conclude by saying to my col-
leagues, the Republican Party did not
shut down the Federal Government in
1995, and we will not be responsible for
a shutdown if it happens again. Back
then the Congress sent to the President
more than adequate appropriations
bills, and he simply vetoed them. To
preclude this from happening again we
have included a simple insurance pol-
icy in the supplemental, and yet, Mr.
Speaker, he is opposed to it.

In other words, we have included
within this bill a provision to ensure
the uninterrupted continuation of vital
services like Social Security, Medicare,
Medicaid, and veterans benefits. We
have attempted to remove politics
from the appropriations process, and
yet the President unfortunately ob-
jects.

For the good of our country and the
peace of mind of her citizens, we should
pass into law this commonsense insur-
ance mechanism, a CR that will keep
the Government operational when par-
tisan conflicts arise. I am an original
cosponsor of this legislation and a
longtime supporter of the ideals behind
the CR. I urge the President to recon-
sider his position, not just for the im-
mediate needs of the flood victims, but
for the long-term good of the entire
country.

THE INTERNAL REVENUE SERVICE
The SPEAKER pro tempore. Under

the Speaker’s announced policy of Jan-
uary 7, 1997, the gentleman from Texas
[Mr. SESSIONS] is recognized for 60 min-
utes as the designee of the majority
leader.

Mr. SESSIONS. Mr. Speaker, tonight
I rise to talk, with several of my col-
leagues, about the Internal Revenue
Service. The Internal Revenue Service,
through a series of laws that have been
passed for many years, has what is
called the Internal Revenue Code. What
this code is is it consists of two huge
books that I am showing the audience
tonight that are very thick with very
fine print that talk about the tax laws
of this country.

Tonight myself and my colleagues
stand to talk about not only the Tax
Code but the application of that Tax
Code by citizens of this country, and
also how they are judged in that Tax
Code by the Internal Revenue Service.

Tonight we stand to talk about H.R.
1145, the Home-based Business Fairness
Act of 1997. It allows self-employed en-
trepreneurs, which are the fastest
growing and most dynamic sector of
our economy, and as a simple matter of
fairness, to deduct the expenses of a
home office and 100 percent of their
health insurance costs. H.R. 1145 also
provides a clear definition of an inde-
pendent contractor to help entre-
preneurs avoid crippling IRS costs and
fines.

This year small business cited the
cost of health insurance as the No. 1
concern, and tax demands accounted
for 6 of the 10 most severe problems
confronting small business.

H.R. 1145 deals with both of these
concerns, addressing the high cost of a
home office and of health care. Because
many small businesses use independent
contractors, their business status is
critical to the success of entrepreneurs
all over this country.

An independent contractor is one
who does work with the help of some-
one but who is not under that person’s
control. This allows entrepreneurs to
work for themselves but with the as-
sistance of a primary contractor, as a
primary contractor does not have to
withhold taxes for his independent con-
tractors, and that is why this issue is
so important.

What we would like to discuss to-
night is H.R. 1145 and how this is going
to play out. We have any number of is-
sues to discuss, including factors and
criteria which the IRS uses to deter-
mine these independent contractors.
But as I talk tonight, what we would
like to do is further examine what is
happening in the marketplace. As we
talk about the marketplace, what we
are talking about is small businesses,
men and women who are attempting
not only to do work out of their home,
but also work in industry and work in
business.

What we would like to do is to pro-
vide several examples of how the fac-
tors that are based upon the 20-point
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criteria, the 20 factors, how they play
out with the IRS.

Mr. HILL. Mr. Speaker, will the gen-
tleman yield?

Mr. SESSIONS. I yield to the gen-
tleman from Montana.

Mr. HILL. Mr. Speaker, I am proud
to join with the gentleman and be a co-
sponsor of the Home-based Business
Fairness Act, H.R. 1145. One of the sad-
dest things I think that we have is the
fact that small business owners, people
who operate a business out of their
home, people who are just trying to get
started in business, are discriminated
against in the Internal Revenue Serv-
ice Code.

I think a lot of folks do not realize
that today if you are an employee, if
you work for someone or if you have a
large corporation, you are an employee
of your own corporation, you get to de-
duct health insurance, but if you hap-
pen to be self-employed and you want
to buy health insurance for you or your
family, you do not get a deduction for
it. It is a discrimination against small
businesses and against small business
owners.

The same thing is true of the home
office deduction. If you happen to keep
your accounts receiveable ledger in a
file cabinet at home, or if, as when I
started my business, if you happen to
do your books at night at the kitchen
table, you do not get to take a deduc-
tion for the business operating ex-
penses that are associated with operat-
ing from your home. Again, it is a dis-
crimination against people who are
starting a business.

I think a lot of folks do not realize
that Bill Gates got started with
Microsoft in his garage. Henry Ford
built the prototype of the Model A in
his garage. Most small businesses
today get started in somebody’s home
or in somebody’s garage. The idea is
that we want to encourage that, be-
cause the energy, the creativeness of
our society comes from people with an
idea who are willing to take a risk and
get started at home.

The same thing is true with this
independent contractors issue incor-
porated into H.R. 1145. The thing is
that if you are going to get started in
offering services as your business, you
offer that service as an independent
contractor. That is, I go out or some-
one would go out and contract with
someone to offer a service. But today
the Internal Revenue Service Code has
so many tests in order to qualify as an
independent contractor it is almost an
absolute barrier for someone who
wants to get started in the service sec-
tor of our economy.

What is the fastest growing sector of
our economy? It is the service sector of
the economy. So just for example, I
have a list of the tests that are here,
and I do not think all of my colleagues
understand all the tests.

Just for example. If a person hires
another person or if I wanted to offer
my services, and the person I was offer-
ing them to wanted to give me some in-

structions on how to do that or wanted
me to have some specific training or
wanted to provide some of the tools, or
wanted to tell me what hours of the
day that I might be able to do those
services, all of those criteria, any one
of them, not in combination but any
one of those criteria, would make that
person ineligible to offer their services
as an independent contractor. The list
goes on and on. If the person doing the
hiring offers tools or the place of busi-
ness, it almost makes it impossible
today to offer services and in starting
a business.

What is worse about that is if some-
one takes the risk of hiring an inde-
pendent contractor that has started in
business and an audit is conducted 3
years later, the tax penalties can be
horrendous, so it creates more risk for
that business enterprise who might
want to start hiring a new business en-
terprise.

So H.R. 1145 also redefines independ-
ent contractor. It clarifies the defini-
tion, and it creates a safe harbor. What
a safe harbor means is that if some-
body hires an independent contractor
to help somebody get started in busi-
ness and it is later determined that it
did not meet all of the tests, there are
not any tax penalties in the past. It is
prospective.

In other words, we can say that per-
son did not qualify as an independent
contractor for the future, but there are
no tax penalties going to the past. This
is a really good bill, it is a good bill for
America.

In Montana I have 26,000 people who
are self-employed operating from their
homes, trying to get started in busi-
ness, trying to provide for their fami-
lies. What this measure will do is it
will treat them fairly, like every other
business and every other worker in
America.

Mr. FOX of Pennsylvania. Mr. Speak-
er, will the gentleman yield?

Mr. SESSIONS. I yield to the gen-
tleman from Pennsylvania.

Mr. FOX of Pennsylvania. Mr. Speak-
er, I must congratulate the gentleman
from Texas [Mr. SESSIONS] and the gen-
tleman from Montana [Mr. HILL] for
their leadership on this issue, which is
going to help small business and is
going to help the economy, frankly.
Ninety percent of jobs, as I understand
it, are jobs through small business,
from the individual talent and enthu-
siasm and creativity of individuals who
are really trying to make a difference.

So I would urge that my colleagues
on both sides of the aisle, Republicans
and Democrats, support H.R. 1145. This
home office deduction and assistance
with health care will help more jobs be
created, and with our overall goal of
having more people employed, stabiliz-
ing the tax base, we know small busi-
ness is the engine of our economy, and
I really believe this is a step in the
right direction.

Furthermore, I have to applaud the
gentlemen again, because frankly, IRS
reform is an idea whose time has ar-

rived, not only here as far as the home
office deduction, which will create
more jobs and create economic growth,
but I believe it is a step in the right di-
rection of making IRS more taxpayer-
friendly, if that is possible.

I would like to see us actually change
the burden of proof, that the taxpayer
is presumed to be correct and the IRS
commissioner would have the burden of
proof. That is probably in another bill.
But frankly, the American public
would like to see this kind of bill move
forward, and on any other sections the
gentleman would identify where there
is positive change making the Tax
Code more clear, and maybe some day
even having a flat tax would certainly
be an idea we should move forward on
as well.

Mr. SESSIONS. Mr. Speaker, I would
like to continue this discussion so we
can make sure that those people who
are at home really understand what we
are talking about when we talk about
people who are out in the marketplace,
people who are trying to comply with
the law, honest Americans.

What I would like to do is, if I could,
read some statements from congres-
sional testimony that has been given
one this year. It is a statement of Dale
Frey. Dale Frey is a small business
owner. I would like to read from that
testimony, if I can.

It says,
D.E. Frey & Company, a full-service

broker-dealer, was organized in 1989. The
company is privately held with offices in 22
States. The company has approximately 200
registered representatives that are independ-
ent contractors. The company provides ad-
ministrative support for the transactions in-
volving bonds, equities, insurance products,
mutual funds, and unit investment trusts
that are initiated by registered representa-
tives for their individual clients.

The registered representatives are individ-
ual entrepreneur business owners that are fi-
nancially responsible for their own occu-
pancy, telecommunications, information
systems, registration, and all other operat-
ing expenses associated with offering their
services to clients.

The Internal Revenue Service exam-
ined Mr. Frey’s records for tax years
1993 and 1994. The company is a broker
dealing with the Securities and Ex-
change Commission, known as the
SEC, and a member of the National As-
sociation of Securities Dealers, NASD.

The Internal Revenue Service deter-
mined that each registered representa-
tive is an employee of the company,
and that the company failed to with-
hold or pay taxes imposed by FICA and
FUTA and income tax withholding pro-
visions with respect to pay to such in-
dividuals. The IRS then assessed em-
ployment taxes of $1,160,884 and
$2,113,614 for 1993 and 1994. This came
on the heels of an IRS audit just 2
years earlier that determined that they
were following the independent con-
tractor status, that they were follow-
ing the laws.

I also have a statement that was read
by Mr. Raymond Peter Kane. Mr. Kane
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gave his testimony before the Commit-
tee on Small Business and the Sub-
committee on Tax, Finance and Ex-
ports on independent contractors on
July 26, 1995.
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Here is what Mr. Kane said. In Au-
gust 1991, he received a notice from the
IRS that they wanted to conduct an
audit for the fiscal year 1989. The audit
took place over a period of several
months and resulted in a finding on
February 18, 1992 of no change, which,
as we know, means that the auditor
found nothing wrong. During the 6
months that the IRS auditor was in the
office, the contacts between his agent,
between his agency and those of his
independent contractors were carefully
scrutinized and found to be in compli-
ance with IRS rules and regulations re-
garding independent contractor status.
However, 2 years later, with no change
in IRS rules and no change in any con-
tract that he had with the independent
contractors, the IRS decided that these
same independent contractors were
really not independent contractors all
along but that they were employees,
and for the years 1992, 1993 and 1994, the
IRS then demanded $274,000 in pen-
alties.

This is the type of egregious action
as a result of the IRS that we are talk-
ing about, why we have a problem, why
we need 1145.

Mr. FOX of Pennsylvania. Mr. Speak-
er, if the gentleman will continue to
yield, will H.R. 1145 ameliorate and
solve the problems those two compa-
nies faced?

Mr. SESSIONS. We believe that what
it will do is put very clearly and, let
me get to the language, if I can, that
will talk about this instance. What we
are going to do is to make sure that
codified within the law that we talk
about what is an independent contrac-
tor, what are those tests that need to
be done. How can the IRS, and should
the IRS, look at an independent con-
tractor. But what it is going to do is to
reaffirm the 20-point test that the IRS
has been working along this entire pe-
riod of time.

Mr. FOX of Pennsylvania. Mr. Speak-
er, not only will it make sure that jobs
are saved but they will not have need-
less lawsuits with the Federal Govern-
ment to justify what they have been
doing, which is correct to begin with
under the original IRS examination;
am I correct?

Mr. SESSIONS. This is correct, Mr.
Speaker. So what we are talking about
tonight, and I thank the gentleman for
that insight that he offered, what we
are trying to do is to make sure that
the IRS gets it. Our independent con-
tractors have already been following
the law, people who are out conducting
themselves as honest and fair Ameri-
cans. Unfortunately what we are talk-
ing about tonight is an IRS that does
not get it and so we are going to codify
this into law, critical for the success of
not only independent contractors but

all Americans who may have these
type of situations where they work out
of their home and work as interested
contractors.

Mr. HILL. Mr. Speaker, if the gen-
tleman will continue to yield, H.R. 1145
does two things to help those folks
that wrote to the gentleman.

First, it clarifies this definition of
independent contractor because now it
is a very confusing thing. Obviously in
the case that my colleague has just de-
scribed, one IRS agent thought they
met the conditions; the next agent says
that they did not. But I think that one
of the other elements that are so im-
portant here is the safe harbor provi-
sion, so that if people are acting under
the assumption that what they are
doing based upon previous decisions or
previous audits or previous consulta-
tions is the appropriate thing, that
someone cannot come along later and
not only force them to pay the taxes
but impose these dreadful penalties on
top of it.

So, it is very important here that
folks understand that what we are try-
ing to do in this bill is to make a clear
definition of independent contractor so
that it will eliminate the confusion but
also in that process eliminate a safe
harbor where people can be protected
from having these huge penalties that
would put them out of business.

I make note of the fact that, when
you start a business there are two
things most important to you. The
first is to get customers, to get cash
flow, business coming into your busi-
ness. That is, most businesses fail be-
cause they do not get enough cus-
tomers. The second thing is to generate
cash flow. And this bill is in its en-
tirety intended to help those small
businesses, the most vulnerable busi-
nesses, the ones that are most critical
to the future economy of this country
to help them secure business by clari-
fying this independent contractor issue
and creating a safe harbor but, in addi-
tion to that, helping them with their
cash flow by giving them a fair treat-
ment on the Tax Code with regard to
business deductions.

Mr. SESSIONS. Mr. Speaker, as we
talk about people who are in the mar-
ketplace, this growing part of the busi-
ness, and we talk about the safe har-
bor, I believe that what we should do as
a Congress is deal with problems in
America. I believe that there is no
problem in America that we cannot
solve. But many times, public opinion
polls feel like that all Congress is try-
ing to do is to deal with something
that would help us or special interest.
Do you not believe that this deals with
millions of Americans and what we
know as the middle class and the guts
of the problem where people who are
trying to comply with the law, people
who are putting their own capital at
risk, people who are putting their
name on the door, people who are wor-
ried about whether they can pay them-
selves and make that home payment
and whether they can pay for their

kids to go to school, this is the essence
of what this is all about, that we will
codify in law those things that honest,
hard-working Americans want to have,
wish to have and it is only fair for
them to have.

Mr. HILL. Mr. Speaker, to me the
American dream is the opportunity to
do what you want to do or be what you
want to be. And to be in business for
yourself is one of those things. But we
are in an economy in transition. Com-
panies are downsizing. People are being
laid off. People with a lot of skills who,
if given the opportunity, can go out
and start a business and often it is a
service oriented business. And gen-
erally speaking they are going to oper-
ate that business from their home.

But just think about this, those peo-
ple who would oppose this are the peo-
ple who think that those folks ought to
go on welfare or those people who
think that they ought to collect unem-
ployment benefits rather than to go
out and provide for themselves and for
their families on an equal basis. I hear
a lot of discussion in the Congress
about the lack of health insurance for
families. Half of the children who are
not covered by health insurance have
parents who are temporarily unem-
ployed. So what this bill would allow is
important, those people who find them-
selves in that situation to be able to
provide for their families by taking a
deduction for their health insurance if
they want to seek self-employment.

Mr. SESSIONS. Mr. Speaker, this de-
duction that I believe the gentleman is
talking about is one that we would call
pretax. This is the exact same pretax
tax treatment that is given by corpora-
tions. So what we are trying to say is,
these people who are self-employed,
these people who are honest, hard-
working, taxpaying families across this
country would then have the advan-
tage, the same tax advantage that
would be given by law to someone who
worked for a corporation.

Mr. HILL. Mr. Speaker, that is ex-
actly right. Every employee out there
whose employer offers health insurance
to them receives that health insurance
without paying taxes on it. The em-
ployer gets a tax deduction for that.
We are talking about the self-em-
ployed.

The irony of this is that a person can
be self-employed and have employees
and be able to take a tax deduction for
their employees’ health insurance but
they cannot take that tax deduction
for their family’s health insurance.
What this would do is to make it fair
so that those people who are out there
taking risks, trying to develop new op-
portunities in the economy are treated
the same as everyone else.

Mr. SESSIONS. Mr. Speaker, further,
we find that another part of what this
bill is to do is to clarify the definition
of a principal place of business. So
many times I hear people from Texas
as the Representative from the Fifth
District of Texas, I hear from people
who are working out of their own
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home, trying to honestly and legiti-
mately make a living without being on
welfare, might we add, people who are
trying to contribute something back to
their community and what they are
asking for is, why can we not have this
home mortgage deduction?

What this 1145 would do is it would
clarify this place of business, this
home, this person, this place or where
these people might have their business.
What I would like to do is clarify ex-
actly what we are going to codify. We
would talk about a principal place of
business, and for the purposes we are
talking about a home office that would
qualify for a business deduction if the
office is in the location where the tax-
payer did all of their management and
business activities and conducted
themselves on a regular basis; and that
the office is necessary because the tax-
payer has no other location for the per-
formance of essential administrative or
management duties that they have in
their business.

This is what happens every single
day by families who by circumstances
may have been laid off from their com-
pany, by circumstances may have an
opportunity because of children, chil-
dren that they have to take care of and
watch on a regular basis. These are the
kinds of things that we have got to see
the tax code evolve to. We have to see
the tax code become responsible, not
only as it evolves into the 1990s and the
year 2000, but also as we evolve around
life as we know it.

Mr. PAPPAS. Mr. Speaker, if the
gentleman will continue to yield, I am
very encouraged by my colleagues’ dis-
cussion here tonight about what 1145
would do if enacted into law.

Most of us that are here are members
of the Committee on Small Business,
and even those that may not be, I
know, are very committed to fostering
the kind of opportunities for small
business men and women in our coun-
try. Later this week, on Thursday in
fact, the committee that we serve on
will be holding a hearing regarding yet
another piece of legislation which, if
this had been enacted more than 20
years ago, I believe much of what we
are talking about here tonight would
not have to consume our time and our
attention.

The piece of legislation that I speak
of is called the Small Business Regu-
latory Enforcement Fairness Act,
[SBREFA], another acronym for us to
add to our lengthy list.

What this would do for certainly the
public that may not be aware of this,
this would require that each Federal
agency consider the effect of any pro-
posed regulations that they would
write in order to enforce this particu-
lar piece of legislation. Had this piece
of legislation been in existence prior to
even the last year or so, there would be
a couple of examples that I would like
to give that would have really made a
difference in the ability of small busi-
ness people to survive.

The first, it even received some at-
tention today in some of the periodi-

cals that we read here, the filing of the
payroll taxes electronically. Many
small business people do not have the
ability to do that. It is an unnecessary
expense and I am very glad to see that
that is at least being delayed. I cer-
tainly hope that it is going to be a per-
manent delay. The other is the 2.9 per-
cent tax that limited partnerships are
being expected to pay for Medicare.
Some have referred to this as a stealth
tax because of the way in which once
again the IRS has interpreted some
other actions.

Whether it is through the IRS’s in-
terpretation, through determining
what an independent contractor is,
then certainly the ability of that inde-
pendent contractor to take a home of-
fice deduction is being determined. I
would just like to comment on one spe-
cific part of this bill that was referred
to a number of times that I have been
active in the last several months, the
home office deduction.

Again, for the benefit of those who
are here in the gallery and those that
are viewing, it has been just a little
over 20 years since the Federal tax code
was required to define the home office
as a principal place of business and
those people could qualify for the de-
duction. But through a period of time,
the IRS’s interpretation of what a prin-
cipal place of business is, and then a
subsequent court ruling by the U.S. Su-
preme Court, which was prompted by a
specific case, I would just like to brief-
ly describe it, a physician or an anes-
thesiologist by the name of Dr. Nader
Soliman had obviously serviced his pa-
tients not in his home office but in var-
ious hospitals in the communities near
where he resided. But his billing, the
administrative part of his business was
conducted from his home office. He be-
lieved, as I certainly do, that that was
a part of the carrying out of his duties
as an anesthesiologist, carrying out
the function of his business.

The IRS challenged the interpreta-
tion that he made that that was a le-
gitimate home based office, home
based business. Through a court pro-
ceeding the Supreme Court in my opin-
ion legislated and ruled against his
ability to take that deduction. There
are many other examples, there are
people who are general contractors,
painting contractors, that are
landscapers, obviously cannot perform
what most people or many people
would view as their principal, the prin-
cipal part of their business. Obviously
a house painter has to go to someone
else’s home to paint their house, but
who could argue that a part of his or
her business is sitting in their office,
sitting at their kitchen table, as the
gentleman from Montana (Mr. HILL)
said, and writing bills out and dealing
with other paperwork, whether it is
with an accountant. I am certainly
hopeful and encouraged that this kind
of piece of legislation would restore
what I believe was the original intent.

b 1945
Mr. HILL. If the gentleman will

yield, I think it is really important for
our colleagues to understand exactly
this point with this physician. Had
that physician had an office that he
rented somewhere, the cost of the rent
of that office, the utilities for that of-
fice, the telephone service for that of-
fice, the janitorial service for that of-
fice all would have been tax deductible,
no question. But by virtue of the fact
that that physician had that in his
home, that is what brought it into
question.

The important point here is that we
have an economy that is moving to-
ward services, and when we deliver
services we go to other places to de-
liver services. So, in essence, what the
IRS ruling is saying is that if we pro-
vide services at a place other than our
principal office, then we cannot take a
deduction for a home office. It dis-
criminates against the greatest sector
of new entrepreneurial businesses that
are being created out there.

Mr. SESSIONS. If the gentleman
would yield, I also believe that from
what I have seen in the Fifth District
of Texas, that many of the people who
are at home, who are operating these
home businesses, are women, women
who are trying to not only make a go
of it with their marriage and family
and children and the needs that come
upon the business, but they are upstart
women who have the ability to get out
and to compete in the marketplace. I
think this home office deduction really
finds that the people that are discrimi-
nated against most are women, women
trying to do these type of things.

I believe that H.R. 1145 will offer us a
clear definition, one that the IRS can-
not only understand but also that these
taxpayers and these people who wish to
make a go of it can have and avoid the
IRS coming on them.

Mr. FOX of Pennsylvania. If the gen-
tleman will yield, I think the discus-
sion of my colleagues, the gentleman
from New Jersey and the gentleman
from Texas, all center on the fact that
we want a reality check for IRS when
it comes to being reasonable about reg-
ulations, which will help more people
be employed, to start jobs.

I know from back home in Penn-
sylvania the chambers of commerce ev-
erywhere support this kind of legisla-
tion, H.R. 1145, which will in fact make
sure the home office deduction is taken
care of and that those who are self-em-
ployed will be able to have assistance
on the health care.

And everyone knows that the best
job is a private sector, newly created
job. If it is a government job, it will
end up, maybe, possibly, not helping
our economy. We have seen that in a
few instances. Does not mean every
job. But I know that all the chambers
of commerce, NFIB, every major orga-
nization that evaluates new employ-
ment, the private sector job is one that
is lasting, one that helps the economy.

And like the gentleman from Texas
said before, it certainly is with many
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of the new entrepreneur female-owned
businesses that this will be a definite
incentive for new businesses to be
started.

Mr. SESSIONS. We also could, I am
sure, include in there that they are
doing this at their own risk. They are
putting their own money right at risk.
They think of that as a business. They
think of that as an opportunity to go
out. And it is incredible that the IRS
would not even recognize this; that
they would put that at risk.

Which goes back to the point that
the gentleman from Montana was
speaking about, this safe harbor, that
is so important for people who are at-
tempting to not only follow the law
without being a tax expert, to follow
the law and file complete and accurate
tax records, but also to run their busi-
ness. It is this huge burden that is not
only on these types of people but I
think upon all Americans to know and
understand this magnificent document
that is known as the Tax Code, but
that yet is a burden to each one of us
as Americans.

Mr. HILL. If the gentleman will yield
on that point, having been a business
owner myself, and starting in my own
living room, I have some sense of this.
But as the gentleman from New Jersey,
Mr. PAPPAS, pointed out about business
regulations, the burden of those regula-
tions falls heavier on small businesses
than it does on big business.

Big businesses can hire lawyers and
C.P.A.’s and they can have full-time
bookkeepers and people to understand
that. This is just one volume of the
Tax Code I am holding right here, and
if we are starting a small business out
of our living room, we do not have time
to commit this to memory. Yet, if we
do not, we can be at risk, at risk finan-
cially and our whole business enter-
prise can be at risk.

I want to give my colleagues a couple
of statistics to put this in perspective.
There are now 9 million, 9 million
home-based businesses. Fourteen mil-
lion Americans are earning their living
from home-based businesses. From 1988
to 1994, the IRS retroactively reclassed
438,000 independent contractors as em-
ployees, and the fines and penalties to-
taled $751 million.

I can tell my colleagues right now
that I believe the majority of those
businesses were put at risk, perhaps
put out of business because of the level
of those penalties that nobody could
possibly have anticipated.

There are 5.1 million self-employed
head of households with 1.4 million
children who are uninsured because
they cannot take a tax deduction on
their health insurance. We are talking
about a lot of Americans, hard-working
Americans. As the President would
say, these are people out there playing
by the rules, but the rules are working
against them.

Mr. PAPPAS. The gentleman men-
tioned about families, individuals with
children and the pressure that they are
experiencing every day. Another bene-

fit to H.R. 1145, and again the home of-
fice deduction, and before that maybe
determining who is an independent
contractor, which then would hopefully
make them eligible for that home of-
fice deduction, but the cost of day care
that so many families in our country
are faced with.

The difficulty in finding adequate
day care sometimes can be even more
of a challenge with the many lengthy
waiting lists that people encounter try-
ing to place their children in a safe en-
vironment. But having the ability to
work out of their homes, getting the
deduction that I believe that these
folks are entitled to, that it is not the
U.S. Government doing them a favor
by providing this deduction but doing
something that is fair. As was said, if
they had their business at another lo-
cation, they would be entitled to these
deductions.

But to have the flexibility to work
from our home, a gentleman or a
woman working from their home, being
there when their kids get home from
school, not having to worry about
where the young people are going to
go, whether there is a place for them to
go, having that would be such a bene-
fit.

Mr. SESSIONS. As we talk about
these men and women who have their
businesses out of their own home, I
think it should be mentioned that they
have to pay taxes also. They have to
pay taxes as a result of being self-em-
ployed. They have to, in essence, dou-
ble down, what I call double down,
where they have to pay an employer’s
side and an employee’s side: Social Se-
curity, what is known as FICA, unem-
ployment, and all of these things.

So it is not as though this home busi-
ness that we are talking about is not
done within compliance of the law. In
fact, there is a huge burden, I would
suggest a bigger burden, that is on
these people who must maintain
records, must be able to run their own
business while at the same time trying
to survive with an onslaught of agen-
cies and rules and regulations who are
coming after them.

Mr. PAPPAS. If the gentleman would
yield, just getting back to that, the
gentleman from Montana holding up
one of the two volumes, and people
that may be watching this and con-
templating their business and seeing
just one of those might be discouraging
them, and hopefully people will realize
that people like the gentleman from
Texas are trying to change that.

By putting in perspective again what
it would mean, what a home office de-
duction could mean, using the scenario
I mentioned, having the ability to take
that home office deduction and saving
the expense of child care, we are lit-
erally talking, for even a family or an
individual with one child, several hun-
dred dollars a month, conceivably
maybe even more than that, with the
potential savings from not having to
place a child in day care and getting
the home office deduction, it could

really make a tremendous difference in
someone’s ability to start a business
and continue over the first year or so
when it is so critical for so many busi-
nesses that are really on the edge of
collapsing.

Mr. FOX of Pennsylvania. I think the
gentleman from New Jersey eloquently
stated the importance of H.R. 1145 with
regard to the home office deduction
and raises a very important point; that
for many of our families that are try-
ing to make their own businesses, who
are sometimes having multiple jobs
and taking care of children, that day
care becomes very important.

This week we will be introducing leg-
islation which will raise from 30 per-
cent to 50 percent the tax credit for
employers that will be providing day
care for their employees, and hopefully
as well for the self-employed, thus al-
lowing people who have to be working
and raising their families to be able to
make sure their children are in fact in
quality day care.

And this is certainly an idea that has
evolved from the leadership of individ-
uals who are sharing the time here
with our colleagues this evening, and I
appreciate the point the gentleman
makes about day care being of great
assistance.

Mr. HILL. I think it is important for
us to keep in mind that one of the
problems, when IRS makes one of these
determinations, retroactive determina-
tions, is that this cascades down into
some State government decisions too.
Because it does not just impact the In-
ternal Revenue Service and the pen-
alties and the taxes that could be due,
it also will impact the State revenue
departments, which could also then
have taxes due and penalties, often the
State department of labor, which usu-
ally is the mechanism to deal with un-
employment insurance premiums and
can even go into the workers com-
pensation and general liability prob-
lems. So it pyramids down or cascades
down on these businesses, the pen-
alties.

One of the interesting things I want-
ed to point out to my colleagues, com-
ing from Montana as I do, with agri-
culture our No. 1 industry, this is a
particularly interesting issue for folks
in agriculture, because we have people
like ditch riders, who are out there
making sure the irrigation ditches are
clear and clean and flowing; we have
farriers, those are the people who shoe
horses, who often operate as independ-
ent contractors; we have what we call
calf pullers, that come out in the
spring and help folks pull calves during
calving season; sheep shearers; custom
combiners; custom farmers. Those are
all examples, just in the area of agri-
culture, of folks who often offer their
services as an independent contractor.

But under the current test of the
IRS, one could hire folks to do that and
not meet the test of an independent
contractor because the provisions are
so narrowly defined. And out of the 20-
part test, if an individual misses one
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part, that could disqualify them as an
independent contractor.

So that is an example of one indus-
try, a very important industry to my
State, very important industry to all
of America, where this independent
contractor issue and the lack of safe
harbor today can cause some very seri-
ous problems.

Mr. SESSIONS. So when we talk
about H.R. 1145, I believe what we are
taking about is that we have to codify
the law, the law that is being mis-
applied by the IRS. We have to take
into account that America has
changed; that we now have not only a
great amount of people who are at
work either because they have been
laid off or downsized or whatever the
word might become associated with
them leaving their work, or on their
own they might have decided to do
this.

So H.R. 1145 will take into account
the changing climate that we have that
will allow a deduction of home business
expenses, that will be a safe harbor for
those people who believe and expect
and are trying to not only follow the
law but to do that with the greatest of
intent. We are going to have the law
say that the IRS now would look at
those people and not hit them for back
taxes and penalties but rather to ac-
knowledge that they were attempting
to follow the law.

We will come in with H.R. 1145 and
say that we will allow expenses related
to health care to be treated as a pretax
expense, which will put these people
who are independent contractors and
those people who work at home and
those people who are self-employed
with the opportunity to have health
care, to have the opportunity to take
care of their families, the opportunity
to be able to comply with the tax law
that would be consistent with what
corporations are allowed.

And then, lastly, that we are going to
look at the independent contractor sta-
tus that would say that the 20-point
test that is used by the IRS, that we
are going to look at and codify that, or
make changes in the law so that the
IRS would have to say that what that
independent contractor had been doing
as they followed the law they would
not be liable for taxes and penalties re-
lated to their performance under law.

Mr. FOX of Pennsylvania. If the gen-
tleman will yield, what is the status of
this legislation now within his commit-
tee?

Mr. SESSIONS. The status of this
legislation is that, and I am not on the
Committee on Small Business, but the
status is that we are debating this to-
night with the full expectation within
the next week and a half or two that
we will be debating this on the floor.

Mr. PAPPAS. I think what we are
talking about, and was said a number
of times, is that we need to be cog-
nizant of the changes that are going on
all around us in our economy. The
American people certainly are aware,
and maybe more than folks in Wash-
ington, DC are.

I am very encouraged by the discus-
sion here tonight and proud to tell my
colleagues a story about what is going
on in my State. In the State of New
Jersey, there is a member of the State
legislature, the lower house, which is
called the General Assembly, a legisla-
tor from my district whose name is Jo-
seph Azzolina, a long-time business-
man, very successful businessman, and
he has recently introduced a bill in the
State legislature that would amend the
State municipal land use laws which
deals with zoning.

b 2000

What it would do is recognize that
many people work from their homes,
and that zoning ordinances not be a
hindrance for those that would want to
use a very small portion of their home
in order to conduct their business from
it.

Currently, many municipalities in
our State have somewhat restrictive
ordinances. With the changes to our
economy, Joe Azzolina’s initiative I
think really goes hand-in-hand, or
hand-in-glove, with what we are dis-
cussing here tonight. And it was very
coincidental that this piece of legisla-
tion and another one that I authored
dealing with the home office deduction
and his introduction in New Jersey
were, I think, within a couple weeks of
one another.

Back home in New Jersey, people are
very, very much encouraged; the cham-
bers of commerce, the NFIB, and just
independent business men and women
throughout central New Jersey are
very encouraged that it seems that
those of us that are in Washington and
those in our State capital in Trenton
really seem to be getting it and coordi-
nating their efforts to really make a
difference in the lives of the business
owners of our State and our Nation.

Mr. HILL. If the gentleman would
yield, he knows, and he serves on the
Committee on Small Business, as do I,
that we have a lot of programs that we
fund, advocacy programs for small
business. We have small business devel-
opment centers where we help people
that are thinking about going into
business develop business plans and un-
derstand the issues associated. We have
micro business loan programs. We have
got community block grant programs
that are loan programs that businesses
can participate in to help expand and
grow their business. We have procure-
ment provisions and rules with regard
to how Government buys things that
are oriented to helping small busi-
nesses participate. We have programs
in the area of research to fund people
who are trying to start small research
companies.

There are all kinds of things that we
are doing on the one hand to try to pro-
mote small businesses because it is a
good thing to do. Small business, we all
know it is the engine of our economy,
it is what creates opportunity, it is
what renews the American dream. So
we have all these programs out here

that we are helping fund, that we are
helping to promote small business.
Then, on the other hand, we have IRS
regulations and a punitive Tax Code
that is making it difficult or impos-
sible for those small businesses to suc-
ceed and prosper.

What this issue really boils down to,
in my judgment, is just one word and
that is ‘‘fairness.’’ All we are asking
here is that small businesses, micro
businesses, the most vulnerable busi-
nesses but the most important busi-
nesses because they are new businesses,
be treated fairly, that they be treated
like any other business would be treat-
ed with regard to tax policy, dealing
with the health insurance deduction,
the deduction for legitimate business
operations.

We are not suggesting here that a
business would be able to take a deduc-
tion for something that is not a legiti-
mate business expense. We are just say-
ing that a legitimate business expense
incurred in the home ought to be de-
ductible, and that they have some clear
definition they can offer to their cus-
tomers and to other contractors that
they might associate with or hire so
that everybody can feel secure.

Mr. FOX. The fact is that everything
that has been discussed certainly is
key about how we are going to move
forward in this country. I know in
Pennsylvania, where our No. 1 business
is agriculture, we also have in the
Delaware Valley in southeastern Penn-
sylvania what we call the Ben Franklin
partnership, which is the universities,
the businesses, and the government
working together to have business in-
cubators, entrepreneurship, new jobs.
How can we take all of that effort from
the universities, the government, and
the schools and industry and not save
it?

We have to find ways, not only this
bill, H.R. 1145, which is going to do a
great deal with the business expense
for home office, we also need to be
looking at things that will help farm-
ers, for instance, be able to pass their
business down to the next generation
without having to sell the family farm
to pay for taxes. So the inheritance tax
reduction that my colleague has been
fighting for for his residence is going to
be going a long way in the right direc-
tion, as well as H.R. 1145.

Mr. HILL. If the gentleman would
yield, he is absolutely correct about
agriculture. The greatest threat to ag-
riculture, the family farm in America,
is the death tax. As my colleague
knows, many, many farms and ranches
today cannot produce the cash flow
necessary to pay the tax burden to pass
that business on to another generation,
whether it be done by selling it or
gifting it or the death tax.

This is a tremendous threat to family
agriculture in Montana. I know and my
colleagues know that part of the budg-
et agreement and part of the effort of
our conference has been to put a focus
on the importance of bringing the
death tax down or eliminating the
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death tax so that business enterprises
and farms and ranches can continue to
stay in business, continue to put people
to work, continue to provide important
products and services to build our ex-
ports, to build the strength of our
economy.

Mr. PAPPAS. If the gentleman would
yield, the death tax that he referred to
is even important to agriculture in a
State such as mine. It is the Garden
State, and we are very fortunate in
central New Jersey to have many very
productive and active farms, and farms
that are owned by families for genera-
tions.

But the elimination of the death tax,
I believe, is an environmental issue,
certainly in an area such as mine
where there is such pressure for devel-
opment, and that many of these fam-
ily-owned farms where certainly it is
the desire for these farms to be passed
from one generation to the next, that
the heirs sometimes are not in a posi-
tion of determining whether they even
want to continue to farm because they
cannot pay the estate tax bill.

There was an instance in my district
just last year that a longtime, very
prominent farmer had passed away and
his daughter wanted to keep the farm
from being developed and she was not
able to pay it. But we have a farm pres-
ervation program in our State where
development rights are purchased by
the counties and the State and paid to
the landowner, so the farm has been
preserved in perpetuity. But that is not
always the case and those options are
not always available.

I personally just want to conclude
my participation here tonight by say-
ing how privileged I am to be serving
with these three gentlemen. I know the
commitment that they have to foster-
ing an economic environment that can
help the little guy and the little gal,
and that is what we are talking about
here tonight. We are talking about
fairness, we are talking about really
helping those that just want the oppor-
tunity to pursue the American dream
in their own way. That is all they are
looking for. They are looking to be
treated fairly, looking for the chance,
and some of these things that we have
spoken about tonight would just pro-
vide that chance to so many people in
our great country.

Mr. HILL. If the gentleman would
yield, I just want to compliment him
for his work on the Committee on
Small Business and his work with re-
gard to the issue of capital gains tax. I
do not know about him, but I think I
have cosponsored several capital gains
and death tax bills. I also am the origi-
nal sponsor of one bill that would com-
pletely eliminate the estate tax and
treat estates like a capital gain at a
substantially reduced rate.

The key thing here is that we have
got to reform our Tax Code so that it is
not interfering with the decisions that
people make to go into business or stay
in business, so it does not discourage
people from putting people to work.

One of the things as I travel about
Montana, I hear small business people
saying to me, ‘‘You know, I do not
know that I want to hire any more em-
ployees.’’ There are too many liabil-
ities, too many obligations. That is the
worst thing that we could have happen
in this country because it is small busi-
nesses that are creating the jobs, and
those businesses are growing into big-
ger businesses and growing into larger
businesses, and they are putting mil-
lions of Americans to work and they
are renewing our economy.

This is just one measure. But I know
all four of us, and I want to com-
pliment all of my colleagues here for
their work in this area because we all
understand that it is those small busi-
nesses that we need to help, the busi-
nesses that are most vulnerable that
we need to work for.

So, as I conclude my remarks here
tonight, I just want to thank all three
of my colleagues for their work with
me and with others in trying to accom-
plish that in this Congress.

Mr. FOX. If the gentleman would
yield, I also want to conclude by saying
that H.R. 1145 is key legislation in this
Congress. It is bipartisan. It is pro
business. It is pro jobs. It is pro family.
And it is long overdue to be passed.

I have to give my proper gratitude to
the gentleman from New Jersey (Mr.
PAPPAS), the gentleman from Texas
(Mr. SESSIONS), and the gentleman
from Montana (Mr. HILL) for their lead-
ership, not only on this kind of legisla-
tion and moving it forward, but as
Members of the freshman class and
showing real leadership within the
whole body in a bipartisan fashion,
which I think is going to be the kind of
example for having legislation passed
which is going to be not only helpful to
their constituents but the whole coun-
try. I appreciate the work that the gen-
tleman from Texas is doing on the Re-
sults Act. I think we need to come
back here for further discussion on
other changes to the IRS that are
going to help businesses, help individ-
uals, and help our families back home.

Mr. SESSIONS. I thank the gen-
tleman from Pennsylvania (Mr. FOX) so
much for being here, the people of
Pennsylvania are well served, and the
gentleman from New Jersey (Mr.
PAPPAS) for his participation here to-
night, the people of New Jersey have
done very well, and also to the gen-
tleman from Montana (Mr. HILL), those
voters are well served, also.

I think that what our discussion to-
night has been about is that we want to
be probably just a beacon, albeit just a
small beacon, that is speaking on the
floor of the House of Representatives
to try to be that voice, that voice to
people, Americans, who are out there
in the heartland, who are trying to
make a go of it, people who do own
their own business, who are independ-
ent contractors, those people who do
have to worry about paying for their
health insurance out of their own pock-
et, those people who are trying to

make a go of it that are not given a
home business deduction that they
should have.

We stand up tonight as a voice to
those people and say, ‘‘We hear you in
Washington, DC. We know what you
are struggling with.’’ I hear it in the
fifth district of Texas. H.R. 1145 is not
all-encompassing, it is not that magic
bullet that will give tax relief to all
Americans, but what it is is an oppor-
tunity for us to not only clarify and
codify law but to give a reintention to
the IRS and to these small business
owners so that they recognize that
someone does hear them in Washing-
ton, DC.

I would like to go through this, if I
can, just to summarize once again
what H.R. 1145 does. It allows for the
deductibility of expenses for a home
business deduction. It offers a safe har-
bor, an opportunity for those people
who are attempting to comply with the
law, that when they do come into con-
tact with the IRS, that they can prove
to the IRS that they are attempting to
follow the law even if they might have
not have done so exactly to the full in-
tent, that they are attempting to do
that. It gives them an opportunity to
be safe without having these back pen-
alties.

It will also allow for the expenses re-
lated to health care to be treated the
same on a pretax basis as corporations
have. And, lastly, it is going to codify
rules that are related to the tax status
of independent contractors.

I think this is important for Amer-
ica. I hope that tonight we have talked
about things that represent the heart
of problems in the heartland, that we
are talking about important things,
not talking about something that
would be good just for a Member of
Congress or a special interest but,
rather, for the working middle class of
America.
f

HOUR OF MEETING ON TOMORROW

Mr. SESSIONS. Mr. Speaker, I ask
unanimous consent that when the
House adjourns today, that it adjourn
to meet at noon tomorrow.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from Texas?

There was no objection.
f

MFN FOR CHINA AND NAFTA

The SPEAKER pro tempore. Under
the Speaker’s announced policy of Jan-
uary 7, 1997, the gentleman from Michi-
gan [Mr. BONIOR] is recognized for 60
minutes as the designee of the minor-
ity leader.

Mr. BONIOR. Mr. Speaker, in the
coming weeks and months we will be
considering two major questions in the
House that will reveal a lot about how
we, as a Nation, value human rights
and the well-being of our workers in
America.

The first question that we will an-
swer is whether or not to extend most-
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