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prone community requires widening, the gov-
ernment turns to local sources to get the job
done. In 2011, however, firms providing these
necessary goods and services to governments
will see 3 percent of their payments withheld.

| am troubled that the withholding provision
will effectively force firms to float a new inter-
est-free loan to the federal Treasury if they do
business with a local, state or federal govern-
ment. In addition, unlike other income-based
withholding, which is actually based on tax li-
ability, the new government withholding provi-
sion is based on government payments with
no relationship to a company’s taxable in-
come. This means that, while businesses will
be deprived of much needed cash flows for
day-to-day operations, the 3 percent provision
could end up significantly over withholding for
tax purposes. The Joint Committee on Tax-
ation (Joint Committee) confirmed this in its
description of the provision, stating “sellers of
goods and materials are more likely to have
overwithholding and, thus, bear more of the
burden of a flat rate because of the lower prof-
it margin on such sales relative to sales of
services.”

The provision would also disproportionately
harm small-and medium-sized businesses that
operate on low margins, and contractors that
frequently employ subcontractors. It is con-
ceivable that, faced with 3 percent withholding
on a revenue source, companies that do busi-
ness with governments may inflate contract
costs to compensate, shift costs to sub-
contractors, or simply hire fewer employees
over the course of the year. Others may resort
to increased debt financing to make up for re-
duced cash flows. In addition, governments at
all levels have expressed concerns over the
new administrative burdens that such with-
holding will require.

Among the reasons for inclusion of this pro-
vision was a desire to reduce America’s tax
gap, or the difference between the taxes we
believe should be collected in a given year,
and those that actually are. The Internal Rev-
enue Service currently estimates the net tax
gap to be in the area of $290 billion. Whether
due to taxpayer error or willful tax avoidance,
the tax gap is a very real problem that can un-
dermine taxpayer confidence in the voluntary
nature of our tax system, and encourage con-
tinued non-compliance. According to the Na-
tional Taxpayer Advocate, the “cost” of the tax
gap could be equated to a $2,000 annual
“surtax” on each taxpayer to subsidize non-
compliance. The result is that the tax gap
ends up “harming compliant taxpayers be-
cause they pay their correct tax liability while
others do not.”

Like many, | believe that bridging the tax
gap and encouraging tax compliance should
remain a top priority of both Congress and the
Administration. Where identification of specific
non-compliant sectors of the economy has
been difficult, the Administration should con-
tinue to investigate ways it can use its existing
authority to improve the collection and utiliza-
tion of non-wage taxpayer information for en-
forcement purposes. In addition, as better in-
formation on noncompliance is generated,
Congress should actively consider whether ad-
ditional legislation is needed to crack down on
tax cheats.

Prior to implementing a new tax collection
regime, such as the 3 percent withholding pro-
vision, we should investigate what other meth-
ods are at our disposal to deal with the out-
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standing problems of non-compliance. To this
end, | believe that any solution that aims to re-
duce the tax gap should consider the impacts
of new burdens on taxpayers. For this reason,
| am pleased to introduce the “Withholding
Tax Relief Act of 2006,” a companion to legis-
lation introduced in the Senate, S. 2831, by
Senator LARRY CRAIG of Idaho.

While | recognize the underlying problem of
tax compliance must be addressed, | believe
this problem—as it pertains to businesses and
individuals that provide goods and services to
governments—can be tackled in a less intru-
sive manner than withholding, and with posi-
tive results. As reported by the Joint Com-
mittee, the withholding provision is estimated
to increase revenues coming into the Treasury
by $6.079 billion in its first year of implementa-
tion, and between $215 million and $235 mil-
lion per year over the next four years. Further,
the Joint Committee recognizes that the “sig-
nificant revenue effect” in the year of imple-
mentation “is largely attributable to accel-
erating tax receipts,” indicating that the addi-
tional compliance sought by this provision is
really in the ballpark of $235 million. Still, in
order to recapture this amount of unpaid
taxes, the withholding provision will affect over
$6 billion of government payments tohonest
business and individual taxpayers.

It is probably unrealistic to think that we
could ever reduce non-compliance to zero, es-
pecially given the enormous complexity of our
CUITent tax code. But apart trom fundamental
tax reform and simplification, increased com-
pliance should remain an objective. Congress
and the Administration should continue to pur-
sue increased compliance alternatives, includ-
ing the use of the federal government’s al-
ready broad authority to levy federal pay-
ments, improve coordination and use of tax-
payer information, require new information re-
porting, or increase enforcement. Ultimately,
though, any alternatives that focus on compli-
ance should be balanced against the new bur-
dens such compliance mechanisms would
cause. We should avoid placing unnecessary
burdens on all honest taxpayers in a particular
sector of the economy to force the compliance
of the few.

Although | recognize that repeal of the 3
percent withholding provision will leave the ac-
tual problem of non-compliance unanswered, |
believe withholding is the wrong policy ap-
proach to this issue. Repeal, as proposed in
the “Withholding Tax Relief Act of 2006,”
serves as a reminder of the importance of this
issue, and the need to seriously address the
impacts this policy will have on businesses in
my congressional district and elsewhere in the
country. In addition, we must also begin dis-
cussion of alternatives to withholding. | intend
to continue working with the business commu-
nity and others in the 110th Congress on ways
to reduce any eventual burdens this provision
will cause, as well as alternatives to with-
holding that will reduce taxpayer non-compli-
ance.
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PETS EVACUATION AND TRANS-
PORTATION STANDARDS ACT OF
2006

SPEECH OF

HON. SILVESTRE REYES

OF
IN THE HOUSE OF REPRESENTATIVES

Wednesday, September 20, 2006

Mr. REYES. Mr. Speaker, | would like to ex-
press my appreciation to Representative Tom
LANTOS for introducing H.R. 3858, the Pets
Evacuation and Transportation Standards Act
of 2006.

Hurricane Katrina brought to light the dif-
ficult circumstances and decisions citizens
may face when forced to evacuate their
homes. Heartbreaking scenes and stories of
evacuees being forced to leave behind their
beloved pets were all too common. Thankfully,
many evacuees were reunited with their ani-
mals after the storm. However, thousands of
pets either did not survive or may still be sep-
arated from their owners.

H.R. 3858 would ensure that all States and
communities include the evacuation of pets
and service animals within their emergency
and disaster preparedness plans. With pets
present in 63 percent of American households,
this legislation would provide the needed tools
for citizens and communities to better navigate
the already stressful experience of evacuation.

| was not present when the House consid-
ered H.R. 3858 because | was in Texas to
participate in a critically important conference
on Latino health issues. However, | would
have voted in favor of this legislation. | now
look forward to the President signing the bill
into law.

RECOGNIZING HONORAIR 2006
HON. CHARLES H. TAYLOR

OF NORTH CAROLINA
IN THE HOUSE OF REPRESENTATIVES

Thursday, September 28, 2006

Mr. TAYLOR of North Carolina. Mr. Speak-
er, | rise today to recognize the World War Il
veterans group, “HonorAir” of Western North
Carolina, who recently visited Washington,
DC. | want to commend the residents of Hen-
derson County, who made this trip possible
and showed the rest of the Nation how to
honor the heroes of the greatest generation.

The residents of Henderson County, with a
population of 98,000, raised more than
$100,000 to send 220 World War Il veterans
on two chartered aircrafts to Washington, DC
to see the World War Il memorial for the first
time.

The World War Il Memorial honors the 16
million who served in the Armed Forces of the
U.S., the more than 400,000 who died, and all
who supported the war effort from home. Sym-
bolic of the defining event of the 20th century,
the memorial is a monument to the spirit, sac-
rifice, and commitment of the American peo-
ple.

The idea for HonorAir started when Jeff Mil-
ler, a resident of Western North Carolina
whose father served in the Navy in the Pacific
Theater, read an article about a man who flew
World War Il veterans in a small plane to
Washington, DC to see the memorial.

A fundraising campaign began in Western
North Carolina on Memorial Day and ran
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