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REVENUE ACT OF 1963

TUESDAY, OCTOBER 15, 1963

U.S. Sr:NATrE,
CoMIT rTrrjEE ON FINANCE,

WVashington, D.G.
The committee met, pursuant to notice, at 10:10 a.m., in room 2221,

New Senate Oflice Building, Senator Harry F. Byrd (chairman)
presiding.

Present : Senators Byrd; Long of Louisiana; Smathers, Anderson,
Douglas, Gore, Talmalge, Ribicoff, Williams, Carlson, Bennett, Mor-
ton, and Dirksen.

Al'o present: Elizabeth B. Springer, chief clerk.
The CIA.\IurMA. The commit tee will come to order.
The Chair recognizes the Senator from Tennessee, Senator Gore, in

a matter of personal privilege.
Senator Goem:. Mr. Chairman, I have two matters to bring up. First,

I, along with, according to the press, other Senators, have received
another four-page letter from Henry For(l and Stuart T. Saunders. I
would like to inquire, if either of t.lese gentlemen has asked to testify
on this bill.

The CiAi,\irAn. Mrs. Springer?
Senator Gorne. I would like to inquire if either Mr. Henry Ford or

Mr. Stuart T. Saunders has asked to testify before this committee.
Mrs. SvmrNGER. No, sir.
Senator Gomti. Mr. Chairman, I. respectfully suggest that both re-

ceive a courteous invitation to testify.
The Ci.\luArA. Very well.
Senator GORE. Mr. Chairman, thle Democratic National Committee

has dispatched a seven-page telegram to Democratic leaders in several
counties in my State. The least .I can say of it is that this is an attempt
at political i in imidation. I am not sure it is an at attempt at a purge.
But the man who sent this telegram is Mr. Bill Keel, who by telephone
1aid o.litrwi-e has identified himself as an official of the Democratic
National Committee. I would like to submit to the committee my
request that he be invited to testify and explain by what authority he
sent t ti telegram, to identify the accuracy or inneemri'cy of the state-
ments he makes, and which lhe has asked to be widely publicized in my
State. If an invitation does not suffice, then 1 will ask the committee
to sulpena Mr. Keel.

The CIIA11rAN. It will be done.
Senator GonE. I should like to )put the text of this telegram in the

record at this point, omitting the name of the recipient andt the county
of the recipient.
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S(Tih text of tlie telegram, with name of recipient and county deleted,
follows:)
'Lhis s the suggested press release we discussed. Please have it copied and

taken to ill newspapers, radio and TV stations. The release follows:
"It is v(lal to 17.49( families in * I * County who will receive an average

personal income increase of $436 a year that tie tax cut he enacted now and
made effective as of January 1," * * * Imsinessman and Democratic leader,
said yesterday.
Iis statement:
"If we delay. as Senator Gore would have us do, we could be faced in short

order with an urgent need for emergency ne smures.
"Emergency measures are makeshift measures resulting in patchwork effec-

tiveness.
"If we act now time is our ally.
"If we delay we stand alone.
"Eonomists, financial experts, 1and businessmenl across the Nation have en-

dorsed the tax cut as 1a sound example of preventative lnedicine.
"We could he faced with the necessity for greater public spending. The most

reasonable course is (o permit tile private sector of our economy to accelerate and
that isi what the tax reduc ion would do.

"Across the country tihe American public is overwhelmingly in favor of the
tax cut. (A recent G(allup poll revealed 60 percent of those interviewed were
for the lx clut.) Business favors it.

"I feel sure the people of * * *County and Tennessee stand solidly behind the
tax reduction.

"They know the high rate of unemployment. In 50 of our counties the unem-
ployment rate ranges from 10 to 20 percent.

"A tax cut by January 1 is essential.
"What affects thle national economy affects Tennessee * County.
"What benefits the national economy also benefits us.
"A tax cut would benellt the 89.1,000 families in Tennessee in the following

ways:
"Personal income in the State would increase by $300 million a year.
"Increased State and local revenues from the Federal tax increase would in-

crease State and local taxes in Tennessee by about $25 million. This should ease
the demands on the taxpayers by the State and local levels.

"Most of tills money would be invested in the economy, spent for goods people
then could afford to buy.

"This accelerated demand for products would result in the expansion of buii-
ness and industry.

"This expansion would mean more jobs.
"More jobs means lower unemployment, higher employment. (There were

57,600 persons in Tennessee out of work at last report.)
"Higher employment means a healthier county, State ,and Nation, we cannot

afford heel dragging.
"We cannot, afford to hang back.
"A tax reduction now means we have faced tle problems of the cyclical nature

of recession and licked it.
"Unless the tox cut is enacted now and unless the national economy is stimu-

lated, we run the risk of entering another recession cycle that would advr~tly
affect the residents of * * * County.

"Senator Albert (ore is making a most serious mistake in opposing the tax re-
duction. lie should support it and do anything possible to speed its passage.

"The Senator's opposition is not only cniltary to the list interests of tihe
people of * * * 'County but to Tennessee and the Nation as a vole.

"* * * County anld Tennessee are not islands unto themselves.
"We feel Senator (lore, If lie is properly to relleet the genuine desires of lthe

people of * * County, must realize it too.
"Now is thle time for construction, not obstruction."

Senator Goy.E. I should like to read the first part of the telegram:

It is vital to the 17,490 families in * * * County who will receive 1an average
personll illncome increase of -:lU( a year that tlie lax clit he einaeted mnow.
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. Now, Mr. Chairman, it is a serious thing for the national committee
of nm party to say to the constituents of a county in my State that
if flts bill passes, they will receive $436 a year increase in income.

I know that many people will receive a great increase in income after
taxes, but I am not aware that-at least I have not been aware that
tlie average family in a mountain county in Tennessee would receive
a $436 increase in income. This is just an example of what is con-
tained in this seven-page telegram which attempts political intimida-
tion of me and, so far as I know, might be the beginning of a purge.

So I would like to como to request that this man, Mr. Bill Keel,
be invited to testify and give all the details back of this telegram, in-
cluding any possible identification of tile Treasury Department with
it. If he does not come by invitation, then lie should be subpenned.

The ChAIRMAN. That will be done.
Senator Golw. Thank you, Mr. Chairman.
Senator LONO. Mr. Chairman, I would just like that the record in-

dicate that. any el'ort to purge any Senator based on his vote, would
not be correct; and my guess would be that the Democratic National
Committee would give the Senator all the help that that committee
is capable of giving him, assuming lie is a Democratic nominee, which
I am sure lie will be. I would hope that the committee would not
presmlne, nor the Seiate presume, that the matter to which lie is re-
ferring is anything more than an undiplomatic act by an individual.

I would doubt very much if the Democratic Committee would be
responsible for thle kind of conduct to which the Senator refers-that
is, any kind of insinuation that dire consequences would flow from
the Senate voting any other way than tlhei way his conscience would
dictate.

What lie has introduced here is a wire, apparently, from a single
individual. I take it that is not a wire from the National Committee.

Senator GoiE. It is a wire from the office of the Democratic Na-
tional Committee.

Tho CIIAIIrAN. All that the Senator from Tennessee is asking is
that lie be brought before the committee, that he be invited to come
and if lie does not come by invitation, that lie be subpoenaed. The
chairman thinks that is a reasonable request.

Senator Loxo. I have no objection to tlie request, Mr. Chairman.
I simply have not seen the telegram, but I would not be willing to
presume until I have had a chance to actually hear from those who
do make policy in the National Committee that any sort of intimidation
was intended.

Now, it may very well be that some individual member of the com-
mittee might draw his own conclusions and advocate something quite
different from what the committee suggested to him. I just would
not want the record to-I do not believe you can file charges against
somebody without a bill of particulars and insofar as the Senator
might want to make charges against this particular person, I do not
believe he would want to conclude that the National Committee was
responsible for this wire or that tile chairman of tile committee was
responsible for this wire until he has had an opportunity to find out
whether this is the thoughts of an individual or actually the views
of the committee.
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Senator TALMADGE. MAr. Chairman, I have had the privilege of
reading the telegram addressed to the distinguished Senator from
Tennessee.

I do not know what authority this gentleman had to send the tele-
gram. He presumably spoke for his associates and those who employed
him in the Democratic National Committee.

To read the telegram in its entirety, one can only draw the conclusion
that it is an effort on the part of whoever sent the telegram and who-
ever was associated with him in that endeavor to bring political pres-
sure and coercion oil the Senator from Tennessee.

It has been my pleasure to know the Senator from Tennessee very
well and I know that he does not respond to pressure very readily.

I do not believe the members of the Senate Finance Committee, indi-
vidually or collectively, respond to pressure very readily. Of course,
all of us are subject to persuasion. I do not believe an effort to go
into the Senator's State with a mass volume of telegrams of that type
and exhorting them to appeal to the press and the news media generally
is the type of situation that ought to be condoned by this committee.

The C1HAIrIrAiN. The committee will go into the matter thoroughly.
Senator MORTON. Mr. Chairman, just as a matter of information,

I wonder where we can get four canaries for the four cats on this side
of the aisle to swallow.

Senator GoRE. We did not get that over here.
Senator MORTON. We are looking for four canaries for the four

cats on this side of the aisle to swallow.
The CITAIRMAN. The Chair would like to make this statement:
The Senate Finance Committee today is starting public hearings on

H.R. 8363, to reduce individual and corporate income taxes and make
numerous other changes in the Federal Tax Code.

(HI.R. 8363 is as follows:)
[II.R. 8363, 88th Cong., 1st seas.]

AN ACT To amend the Internal Revenue Code of 1954 to reduce individual and corporate
income taxes, to make certain structural changes with respect to the income tax, and
for other purposes

Be it enacted by the Senate and House of Representatives of the United
States of America in Conircss assembled,

SECTION 1. DECLARATION BY CONGRESS.
It is the sense of Congress that the tax reduction provided by this Act through

stimulation of the economy, will, after a brief transitional period, raise (rather
tlan lower) revenues and that such revenue increases should first be used to
eliminate the deflcits in the administrative budgets and then to reduce the public
debt. To further tlie ojective of obtaiiiiiig Ilanced budgets in the near future,
Congress by this action, recognizes the importance of taking all reasonable
means to restrain Government spending and urges the President to declare his
accord witli this objective.
SEC. 2. SHORT TITLE, ETC.

(a) SIHRT Tir'.E.--This Act may be cited as the "Revenue Act of 1963".
(b) AMENDMENT 1OF 1)14 CODE.-Except as otherwise expressly provided,

whenever in this Act an amendment or repeal is expressed in terms of an
iamendmlent to, or repeal of, a section or other provision, the reference shall be

considered to be made to a section or other provision of the Internal Revenue
Code of 1934.
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Title I-Reduction Of Income Tax Rates And Related
Amendments

PART I-INDIVIDUALS

SEC. 111. REDUCTION OF TAX ON INDIVIDUALS.

(a) INDIVIDUALS OTHER THAN IIEA) OF IIOUSEHiotDs.-Subl section (a) of
section 1 (relating to rates of tax on individuals other than heads of households)
is amlended to read as follows:

"(a) RATES OF TAX ON INDI\VDUALS.-
"(1) TAXA.BI, YEA RS IEGINNING IN n190.-In the case of a taxable year

beginning on or nfter .Janury 1, 10)(4, ,nd before Ja.m11ry 1, 1965, there is
hereby imposed on the taxable income of every individual (other than a
head of a household to whoml subsection (b) appllies) a tax determined in
accordance with the following table:

"If tile taxable income is:
Not over $500------ ------
Over $500 but not over $1.000--____..__
Over R1,000 but not over $1.500 ------..
Over $1,500 but not over $2,000 -_..---
Over $2,000 but not over 4-,000-------
Over 84,000 but not over Sn.000 __..____
Over .6,000 but not over $8,000----
Over $8,000 but not over $10.000-----.
Over 810,000 but not over S12,000 .----.
Over $12,000 but not over $14,000 -_--.
Over $14,000 but not over $10,000..-___
Over 10.000 but not over .,18,000 .-
Over .18.000 but not over $20,00( .____
Over $20,000 but not over $22,000 _____-
Over $22,000 but not over $2(,000...--
Over $20,000 but not over .$32,000 .. ._-
Over $32,000 but not over .38,.000 ___-
Over $38,000 but not over $44.000 --.--
Over $44,000 but not over $50.000-------
Over $50,000 but not over 800,000 ..--.
Over $00,000 but not over $70.000----.
Over 870,000 but not over $80,000 ____
Over $80,000 but not over .00,000 -----

The tax is:
160% of the tnxalble income.
-80. plus 10.5% of excess over $500.
. 162.50, plus 17.5% of excess over $1,000.
8250, plus 1,% of excess over $1,500.
S340, plus 20% of excess over 82.000.
8740, plus 23.15% of excess over 84,000.
8s1,210, plus 27% of excess over 60,000.

)1,7.0, plus ::0.5% of excess over $8,000.
$2,:100, plus 34%' of excess over 810,000.
8.3.040, plus 37.5% of excess over $12,000.
$3,700, plus 41% of excess over $14,000.
-84.;10. plus 44.5% of excess over .16,000.

S5i.500, p)lus 47.5% of excess over §18,000.
(,450, p li;s 50.5% of excess over 20.000.

S7,40), plus 53.5% of excess over 22,000.
9,0i00, plus 50% of excess over $20,000.

$12.000, plus 58.5% of excess over $32,000.
$1(i,470, plus 01c/ of excess over $38.000.
$20,130, plus 03.5/o of excess over $44,000.
S2;.040, plus 06% of excess over $50,000.
$:0,540, plus 08.5% of excess over $80.000.
S37,300. plus 71% of excess over 870.000.
.$44,400, plus 73.5% of excess over $80,000.

"If the taxable income is: The tax is:
Over 800,000 but not over $100,000 --- ... 51.840, plus 75% of excess over $90,000.
Over $100,000 but not over $200,000 -- %59,340, plus 70.5% of excess over

$100.000.
Over $200,000--------------------- $135,840, plus 77% of excess over

$200,000.

"(2) TAXABLE YEARS BEGINNING AFTER )ECEMBER 31, 1964.-IIl the case of
a taxable year beginning after December 31, 1963, there is hereby imposed
on the taxable income of every individual (other than a head of a household
to whomn subsection (b) applies) a tax determined in accordance with the
following table:

"If the taxable income is:
Not over $500----------------.....
Over $500 but not over $1,001)------
Over 81,000 but not over 1,500 -----
Over $1,500 but not over §2,000 -----
Over §2,000 but not over 84,000 -----
Over 4,000 but not over §0,000 ---
Over 0,000 but not over 8,000 -----
Over $8,000 but not over $10,000 ----
Over $10,000 but not over $12.000 
Over 812,000 but not over $14,000-- _
Over §14,000 but not over $16.000 -----
Over $11.000 but not over 18,000------
Over S18,000 but not over $20,000 ---
Over $20,000 itut not over $22.000 --
Over .22,000 but not over .26,000--
Over $2i,000 but not over $32,000 .
Over $:;2,000 but not over S:38,000--_
Over $38,000 but not over $44,000 ----

"If the taxable income is.
Over 44,000 hut not over 850,000
Over $50,000 but not over 60,000 --- ____
Over $00,000 hut tnot over $70,000-._
Over $70,000 but not over $80,000 --- _
Over $80,000 but not over $90,000 ----.
Over $00,000 but not over $100,000 ---
Over $100,000---------- _--_.------

The tax is:
14% of the taxable Income.
$70. plus 15% of excess over $500.
8145, plls 10% of excess over $1,000.
$225, plus 17% of excess over S1,500.
§310, plus 19cl of excess over 82,000.
,090, plus 22% of excess over $4.000.
§1,130, lilus 25% of excess over $0,000.
s1,030, plus 28% of excess over $8,000.

,2,190, pls 32% of excess over $10,000.
$2.,830, plus 30% of excess over $12,000.
$3.530, plus 39% of excess over §14,000.
k4,330, plus 42% of excess over $10,000.
85,170, plus 45% of excess over $18,000.
80,070, plus 48% of excess over %20,000.
$7,030, plus 50% of excess over '22.000.
$9.030, p1lus 53% of excess over $20,000.
$12,210, plus 55% of excess over 832,000.
$15,510, plus 58% of excess over $38,000.

The tax is:
. 818.1o9, plus 60% of excess over $44,000.

. $22.500, plus 012% of excess over $50,000,

. 828,790, plus 604% of excess over 800,000.

. k35.190, plus O6% of excess over $70,000.
. S-41,700, plus 08% of excess over $80,000.8 S.510, plus 09%o of excess over 890.000.

$55,490, plus 70% of excess over $100,000."
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(b) HEADS OF IOUSEHOLDS.-Paragraph (1) of section 1(b) (relating to
rates of tax on heads of households) is amended to read as follows:

"(1) RATES OF TAX.-
"(A) TAXABLE YEARS BEGINNING IN 1964.-In the case of a taxable

year beginning on or after January 1, 19G4, and before January 1, 1965,
there is hereby imposed on the taxable income of every individual
who is the head of a household a tax determined in accordance with
the following table:

"If the taxable income is:
Not over $1,000------------------
Over S1,000 but not over $2,000 -----.
Over $2,000 but not over $,00)0 -----
Over $1,000 but not over $1,0000 -- ---
Over $6,000 but not over $8,000--------
Over $8.000 but not over $10.000 ----
Over $10.000 but not over $12.000 ------
Over $12,000 but not over $14,000------

"If the taxable income is: 9
Over $14,000 but not over $16,00o---
OveJ, $016,000 but not over S1S,000 -----
Over $18,000 but not over $20,000 - ---.
Over $20,000 but not over $22,)000 -----
Over S22,000 but not over $24,000 ----
Over .S24,000 but not over *26,000 -_-__-
Over $26,000 but not over $28,000-----.
Over 28,000 but not over $:82,000 -----
Over ;2,000 but not over $36,0001.- -
Over :i6.000 but not over $88,000 ----
Over :38,000 but not over $40,000 _ -...
Over 40,000 but not over $44,000 --.--
Over $44,000 but not over $50,000 ----
Over $50,000 but not over $52,000 ----
Over .52,000 but not over $6-0,00 -- .
Over 860,000 but not over SI4 0000 _.._.
Over S64,000 but not over 70,000 -----
Over $70,000 but not over $7f1,000 _---.
Over S76,000 but not over $80,000 .----
Over *80,000 but not over 888,000---
Over $88,000 but not over 90,000 ----
Over $90,000 but not over 8100,000------
Over 100,000 but not over .120.000----.
Over *120,000 but not over $140,000 --.

Over $140,000 but not over $160,000--
Over $160,000 but not over $180,000-- ..
Over $180,000 but not over $200,000--...

Over $200,000_--------------

The tax is:
16% of the taxable income.
$li0, plus 17.5% of excess over $1,000.
;i:15, plus 19o% of excess over $2,000.

$715, plus 22% of exes,,s over S4.000.
.51,155, plus 23% of excess over $6,000.
$1,015, plus 27% of excess over $8,000.
$2,155, plus 29% of excess over $10,000.
82,735. plus 32% of excess over $12,000.

The tax is:
:3.:75, plus 34% of excess over $14,000.
t4,055, plus 37.5% of excess over $16,000.
S4,805, plus 39% of excess over $18,000.
$5,585, plus 42.5% of excess over $20,000.
.$6,435, plus 43.5% of excess over $22,000.
$7,:i05, plus 45.5% of excess over $24,000.
$8,215, plus 47% of excess over $26,000.
$9,155, plus 48.5% of excess over $28,000.
$11,095, plus 51.5% of excess over $32,000.
.13,155, plus 53% of excess over $36,000.
$14,215, plus 54% of excess over $38,000.
$15,215, plus 56% of excess over $40,000.
$17,535, plus 58.5% of excess over $44,000.
$21.045, plus 59.5% of excess over $50,000.
$22,235, plus 61% of excess over $52,000.
$27,115, plus 62% of excess over $60,000.
.$29.595, plus 63.5% of excess over $64,000.
$33,405, plus 65% of excess over $70,000.
$37,305, plus 60% of excess over $70,000.
$39,015. plus 67% of excess over $80,000.
$45,8;05, plus 69% of excess over $88,000.
$46,C,85, plus 69.5% of excess over $90,000.
$53,6:35, plus 71% of excess over $100,000.
$67,35, plus 72.5% of excess over $120,-

000.
$82,335, plus 74% of excess over $140,000.
$97,135, plus 75% of excess over $160,000.
$112,135, plus 75.5% of excess over $180,-

000.
$127,235, plus 77% of excess over $200,-

000.
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"(B) TAXABLE YEARS BEGINNING AFTER IECEMIER 31, 1964.-T11 tlhe
case of a taxable year beginning after December 31, 1 I4, there is hereby
imposed on the taxable income of every individual who is the head of
a household a tax determined in accordance with the following table:

"If the taxable income is:
Not over $1,000 .......................
Over $1,000 but not over $2,000 -----.
Over $2,000 but not over $4.000 --- __.
Over $4.000 but not over $6,000----___
Over $6,000 but not over $8,000-----
Over $8,000 but not over *10,000--_---
Over 10,000 but not over $12,000------
Over $-12,000 but not over $14,000 ------
Over .$14,000 but not over $16,000 -----
Over $16,000 but not over $18,000 --..
.Over $18,000 but not over $20,000--
:Over $20,000 but not over $22,000 -----
Over $22,000 but not over S24,000-
Over $24,000 but not over $2,000---
Over s2G,000 but not over $28,000----
Over $28,000 but not over $32,000 --
Over $32,000 but not over $30;000- ---
Over 036,000 but not over $38,000
Over R38,000 but not over $40,00
Over 40 000 but not over $44,000-
Over $44,000 but not over $50,000----
Over $50,000 but not over $52,000_ --- _

"If the taxable income is:
Over $52,000 but not over $64,000 ----
Over $64,000 but not over $70,000 -----
Ovei $70,000 but not over $76,000 ......
Over $70,000 but not over $80,000 -----
Over $80,000 but not over *88,000---~,,-
Over $88 000 but not over $100,000 ....
Over 100,000 but not over $120,000..
Over $120,000 but not over $140,000---
Over $140,000 but not over $100,000 ....
Over $160,000 but not over $180,000 ....
Over , I S0,000--- ....- -..

SEC. 112. MINIMUM STANDARD DEDUCTION

The tax is:
14% of the taxable Income.

.- 140, plus 16% of excess over $1,000.
- $300, plus 18% of excess over $2,000.

-$66(i(i0, plus 20%. of excess over $4,000.
- $1,060, plus 22% of excess over $6,000.

- 1,500, plus 25% of excess over $8,000.
82,000, tPlus 27% of excess over $10,000.
$2,540, plus 31% of excess over 812,000.
* 3,160, plus 3 2% of excess over $14,000,

i$,800, plus 35%/ of e
', 

'ess over $16,oUo.
4- ,500, plus 360% of excess over 18,000.
5 ,220, plus 40% of excess ovtr .-20, 00.

S$60,020, plus 41 % of excess over $22,000.
( 6,840, plus 4:1% of excess over $2-4,000.

S 7,700: plus 45% of excess over $26,000.
S 8600. Ilu 4

1
6 
1  

of excess over $28,000.
S$10,440, pliu 48%o of excess over $32,000.
12360, p

l u
s 50%

0 
of excess over $36,000.

$1.,30.C, plus 52% of excess over $38,000.
$14,400, plus 53% of excess over $40,000.
$16,520, plus 55% of excess over S44,000.
$19,820, plus 56% of excess over $50,00).

The tax is:
$20,940, plus 58% of excess over $52,000.
427,900, pIlus 59(% of excess over $04,000.

'$31,440, plus 61% of excess over $70,000.
$35,100, plus 62% of excess over $76,000.
$7,580, plus 63% of excess over $80,000.

$42,620, plus 64% of excess over $88,000.
50,300, plus 66o of excess over $100,000.

$63,500, plus 67% of excess over $120,000.
$76,000, plus 08% of excess over $140,000.
$90,500, plus 69% of excess over $160,000.
$104,300, plus 70% of excess over

$180,000."

(a) GENERAL RULE.-Section 141 (relating to stlanl dard ldcuction) is amendedl
to read as follows :

"SEC. 141. STANDARD DEDUCTION.
"(a) STANDARD DEDUCTION.-E'xcept as otherwise provided in this section, thestandard deduction referred to in this title is the larger of the 10-percent stand-ard deduction or the mininiun standard deduction. 'The standard deductio shallnot exceed $1,000, except that in the case of a separate return by a marriedindividual the standard deduction shall not exceed $500.
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"(h) 'TN-I'PEI-:tCNTI STANDANII I)EI)nu(.TN.---Thel 10Ip'reent staillar'd deduittion
in all ainount equal to 10 percent of the adjusted gross llcomie.

"(c) MINIMUM HTANI)AllDn I) CTIN.-Tho minium stlanidard dedIlltiolln Is
nfill imllounit eoital to the sull of-

("1) $100, multiplied by the iinumber of exemptions allowed for the tax-
iable year as i deduction under mect on 151, plus

"(2) (A) $200, In tilo case of a Joint return of a husband and wife under
section 6013,

"(1I) $200, In tlhe case of a return of an individual who Ii not carried, or
"(0) $100, In the case of a separate return by a married indilvldul.

"(d) MAUaiUa;D INl\'IIIIJA FIINO Hi'.EIARATK It'TrUItN.-Notwithstanding sub-
section (a)-

"(I) Tie minilmum Htandard deducllon hall not apply In tlhe case of a
separate return by a married Individual if the tax of the other spouse is
determined witl regard to thl 10-percent stLndard deduction.

"(2) A married Individual filing a separate return may, If the mliinmum
standard deduction Is less than Ilie 10-percentl standard deduction, and if
the Ininimum standard deduction of 11ls spouse is greater than the 10-percent
standard deduction of suich spouse, elect (under regulations prescribed by
the Secretary or his delegate) to have his tax determined with regard to
tho minimum standard deduction in lieu of being determined with regard
to the 10-percent standard deduction."

(b) AMENI)MENT OFi SRECTION 2.-Th' second sentence of section 2(a) (relat-
nlg to tax in ease of joint return or return of Hurviving spouse) is Iamended by

striking out "and section 3" and Inserting In lieu thereof ", section 3, and
sect ion 1-11".

(e) AMlNDMENT O SOF WIION 144.-
(1) The first sentence of section 144(b) (relating to change of election

of standard deduction) is amended to read as follows: "Under reguilatlons
prescribed by the Secretary or his delegate, a change of election with respect.
to the standard deduction for any taxable year may be made after the filing
of the return for such year."

(2) Section 144 Is amended by adding at the enld thereof tie following
now subsection :

"(c) CIIHANGE O Er~oTYrION D1)ErIN.-For purposes of this title, the term
'change of election with respect to the standard deduction' menlls-

"(1) a change of an election to take (or not to take) tihe standard
deduction;

"(2) a change of an election to pay (or not to pay) the tax under section
3; or

"(3) a change of an election under section 141(d) (2)."
(d) CONFOaMIN AMENIDMENrTS.-

(1) Subparagraph (A) of section 0212(c) (2) (relating to cross ref-
erences) Is amended by striking out "to take" and Inserting in lieu thereof
"with respect to the".

(2) Paragraph (3) of section 01501 (relating to cross references) is
amended by striking out "to take" and inserting In lieu thereof "with
respect to tile".

BEC. 113. RELATED AMENDMENTS.

(a) ItETIIEMENT INCOME CREi)'.-Section 37(a) (relating to credit against
tax for retirement Income) Is amended by striking out "an amount equal to tie
amount received by such individual as retirement income (as defined n sub-
section (c) and as limited by subsection (d)), multiplied by ihe rate provided
In section 1 for the first $2,000 of taxable incomee" and Inserting in lieu thereof
"an amount e(cual to 15 percent of the amount received by such Individual as
retirement Income (as dellned in subsection (c) and as limited by subsection
(d)) ;".

(b) TAX ON NONRESIDisNT ALIN INDIVIDUALS.-Section 871 (relating to tax
on nonresident alien Individuals) is amended-

(1) By striking out "is more than $15,400, except tlat-" in subsection
(b) and inserting in lieu thereof "is more than $19,000 in tle case of a tax-
able year beginning Il 1004 or more than $21,200 In the case of a taxable
year beginning after 191, except that-".
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(2) By striking out tlie heading to iubhsection (a) mnd Inserting lIt lieu
thereof thle following:

(it) No IJIEDn STA'I'ATI9 J3IIINES1-30 PURcN'I' 'TAX.~"
(3) By striking out the leadingg of subsection (b) fil(] Inserting iii liU

thereof tlie following:
"(b) No UJITED STATES 11UINHH-IHE(IILAII TAX.-".

SEC. 11I. CROSH IEFERIENCE9 TO TAX TABL1IES, HTV.

(1) For optional tax i f adjusted grosa Income at lest than $5,000, lce section 01
or tiis Act.

(2) For income tax collccted at source, see scctionf 302 of this Act.

I'Air 11-CORPORATIONS

S1W. 121. IEI)ICTION OF T4X OWeCOndO;At1ON$,,
Section 11 (rtltpg o tax on corporations) I.4-apaended to read al follows:

"BEC. 11. TAX IMI't)8i).

"(a) CotI-'o1)ATIONs IN GENIIIAr..-A. tax is hereby Iniii sed for cachi taxable
year it the, taxable 1iicoio of eve ('yveorpQratlon. 'Tfli' ta shall consist of a
nIolI'1 II thycoit,), ijaiteld uItler subsectini (b) 'nti a surtax co puted under sub-
jeet ion . Ii1o

"(1)) NORMAL %'A.N.-'T.'fo II tx Is eq(lul to tile followli percentage of
tile taxple illcoiiie A

O 30 ler ilt, II thle, 'ae oatixable yelfr 1iining 1)fore Janary

)193, n t I 10/'16fse a ta ble year b glnllmng aft.r Deeeber

"(4') SUrTAX.rle.ihrt' HIrtfx I( eqal to tle0 o owing 1) rCentage of the o1111u011it
by 10dli the tLaxalb)lincoe ecect1 the.urt eoQiz nptl1 for the t xable year:

"(1) 22t parent, 1,~ Ilhe'atie o~jii I year-b6ginning bef re January
1 lt L, I.

"(2) 28 :1 rcet it seIO bf'?n ta- ble year beglfining-aft r December

1, 1)~3, l ndt)foreJnmiu ry 1, an" / fill
g (3) 2i6 In the a e ear b3 lnliig after, )ceniber 31,

"(d) 'StjuarAX EXEMrJoN.---For purl s o stis silbtle', the 1/ax exempltion
for aIy \axahhe year is $25,000 or t le amo at detef'ni ne1 unifer section 1501
(relating bk) surtax exceptions lIn case of cer yi 9dntrolled eoroJorations).

"(e) EX6 F1'IONS.-StlbSoCt011 (a) s ill not aJljply to a corp ration subject to a
tax IIIl)pos(1 by-

"(1) sector 5W4 (relating to ivututtal savings bank conductilng life insur-
aice btslnesi).

"(2) subchaptet L (see. 801 and followl fg, relating to insurance

"(3) subchapter Mf (sCe:81- Rad folg, relating to regulated invest-
meat companies and real estate Investmenct trustss, or

"(4) section 881(a) (relating to foreign corporations not engaged tIt
business In JIitetl States)."

SEC. 122. CURRENT TAX PAYMENTS BY CORPORATIONS.
(a) INSALLMENT PAYMENTS OF ESTIMATILD INCOMEtI TAX BY COmRPORATIONS.L-

Section (154 (relating to Installment payments of estimated Income tax by
corimrationis) Is aniended to read as follows:
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"SEC. 6154. INSTALLMENT PAYMENTS OF ESTIMATED INCOME TAX BY COIR'ORIA-
TIONS.

"(a) AMOUNT AND TIME FORl PAYMENT OF EACII INSTALLMENT.-Thle aIIOllllt
of estimated tax (as defined in section (016(b)) with respect to which a declarn-tion is required under section 6016 sl51ll be paid as follows:

"(1) PAYMENT IN 4 INSTAuLIENT'.-If the declaration is filed on or before
the 15th day of the 4th month of tle taxable year, the estimated tax shall
be paid In 4 Installments. The amount and time for payment of each Install-
ment shall l)e determined In accordance with tile following table:

"If the taxable year begins iln-

106....................................
1965............................................
19.............. .......................
1967..........................................
1968............................................
1969 ......................................
1970 or any subsequent year ...................

The following percentages of the estimated tax shall be
Inlid on tho 151th lay of the-

4th montl 6th month

1 1
4 4
0 0

14 14
19 19
22 22
25 25

oth mi onth

25
25
25
25
25
25
25

12th month

25
25
25
25
26
25
25

"(2) PAYMENT' IN 3 INSTALLMENTS.-If te declaration is filed after the
15th (lay of tho 4th month and not after the 15th day of the Oth month of the
taxable year, and Is not required by section 6074(a) to be filled on or before
the 15th (lay of such 4th month, the estimated tax shall be paid in 3
installments. The amount and time for payment of each installment shall
1b determined in accordance with the following table:

The following Iercentages of the esti-
mated tax shall be paid on the 15th (lay

"If the taxable year begins in- of the-

6th month 9th month 12th month

1964........................................................... 1g 25 1 256
1065.......................................................... 5 2 20
1960......................................................... 12 28 28
1007...................... ................. 1831 203 2016
1068.......................................................... ... 25j 31 31
1969.................. .......... ........................... 2 32 32
1970 or any subsequent year.................................. 331 3311 331

"(3) PAYMENT IN 2 INSTATTMENTS.-If the declaration of estimated tax
is filed after the 15th day of the 6th month and not after the 15th day of the
9th month of the taxable year, and is not required by section 6074(a) to be
filed on or before the 15th day of such 6th month, the estimated tax shall be
paid in 2 installments. The amount and time for payment of each installment
slall be determined in accordance with the following table:

Thile following percent es
of tile estimated t x shall
be paid on tlhe 1th dayof

"If the taxable year begins in- the-

9th month 12th month

1964..... .................................. ..................... 26 26
1965....................................................................... 29 20
1966..................................................................... 34 34
1967.. ................................................................. . 39 39
1968.... ..................... ....................................... 44 44
1969........................................................................ 47 47
1970 or any subsequent year............................................ 60 50

---- --- ~~ --- ~I---

~----------------- ---
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"(4) PAYMENT IN 1 INSTALLMENT.-If tlh declaration of C8timated tax is
filed after the ISthl day of the Oth month of the taxable year, and is not
required by section 6074(a) to be filed on or before the 15th day of such Oth
month, the estimated tax shall be paid in 1 installment. The amount and
time for payment of the installment shall be determined in accordance with
the following table:

The following percentages of
"If the taxable year begins In- the estimated tax shall be

paid on the 15th day of the
12th month

1964 ................................................... ..... ........... 62
1965........................................................................ 68
196 ........................................................................ 68
1067 ... .................................................................. 78
108 .............--------...........------..............................................
1969...................................................................... 01
1970 or any subsequent year............- ..............-- ..................... 100

"(5) LATE FILINO.-If tile declaration is filed after the time prescribed in
section 6074(a) (determined without regard to any extension of time for
filing the declaration under section 0081), paragraphs (2), (3), and (4) of
tills subsection shall not apply, and there shall be paid at tile time of such
filing all installments of estimated tax which would have been payable on
or before such time if the declaration had been filed within tile time pre-
scribed in section 6074(a), and the remalinig installments shall be paid at
the times at which, and in tile amounts in which, they would have been pay-
aiel if tile declaration ihad been so filed.

"(b) AMEND.MENT OF' DECLARATION.-If ally amendment of a declaration is filed,
the amount of acha remaining installment (if any) shall be tile amount which
would have been payable if the new estimate liad been made when the first
estimate for the taxable year was made, increased or decreased (as the case may
be), by tle lllamount computed by dividing-

"(1) the difference between (A) the amount estimated of tax required to
be paid before the (late on which the amendment is made, and (1) the
amount of estimated tax which would have been required to be paid before
such date if the new estimate had been made when the first estimate was
made, by

"(2) the number of installments remaining to be paid on or after the date
on which the amendment is made.

"(c) APPLICATION TO SHORT TAXAIILE YEAR.-The application of this section to
taxable years of less than 12 months shall be in accordance with regulations
prescribed by the Secretary or his delegate.

"(d) INSTALLMENTS PAID IN ADVANCE.-At the election of tile corporation, ally
installment of the estimated tax may be paid before tile date prescribed for its
payment."

(b) TIME FOR FiILINO DECLARATIONS OF ESTIMATED INCOME TAX nY CORPORA-
TIoNs.-Section 6074 (relating to time for filing declarations of estimated income
tax by corporations) is amended to read as follows:
"SEC. 6074. TIME FOR FILING DECLARATIONS OF ESTIMATED INCOME TAX BY COR-

PORATIONS.

"(a) GENERAL RULE.-The declaration of estimated tax required of corpora-
tions by section 6016 shall be filed as follows:

"If the requirements of section 6010 are first met- The declaration shall be filled
on or before-

bcfore the 1st day of tile 4th month of the taxable year--..-..--....-... the 15th day of those 4ti month of
the taxable year.

after tholast day of tiho3d month and before the Ist day of thoeth month the 15th day of the ('l month of
of the taxable year. the taxable year.

after the last day of the 6th month and before the 1st day of the Oth the 15th (lay of the 9th month of
month of the taxable year. the taxable year.

after the last day of the 8th month and before tile st (lay of the 12th the 15th day of the 12th month
month of the taxable year. of the taxable year.
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.1(b) A1NIP',ND,%(jnNr.- v.-A amendnivikiC of it declaration initllly be filed II ity filterlr-
Vat hetWVeu lid Iiilllilii t lPS Ii'(('1rib&'(1 for t Il tlaxlle year, bu1t oly oll
uniiendIienini1113 be1 fi1(ed ii va1(1 such InutervalI.

"(V) SHORT11 T1AXABLIE YlEAI.-Th lipp 111)11nt loll of' (111.4 s(ectlon to taxable years
(of less 1111111 12 1o11115 slill 11111 Ibe. ll'oI'll ('1 Wcordal ithII reglllit is i('scr'Ild by

Ill? (4111113'ry o1' Ills dele'gte.'
(e) F'AIILURE BY CoI'10A'rlONH T1O PAY ESiINAl IlA INcom1, 'I'Ax.-

(1) TM!li 1118t 8t'tit(VI1c Of SMeilon (60155(c) (2) (rxelittlug toi jlwriod( of kinider-
1u1)3'uileut) I. 11 ziRIiuled to Tld 11s follows : "'o' pIrposes of tilJ 1111 .11111,
it pllymient of esimalteiI tI oil nylIll( 1)1113 In 0 v li ate eli11 bell l' Iered

11 pilylilen1t of liny previousIf Ilildel-pllyCII vilt only to tile lI'XC''' H such piOI y (ivi l,('Xt'('(l illthe 11111(0111 (if fIli Inistallment deteined under subsection (b) (1)

(2) Pa'rngrph (3) of section 661455(d) (leliltlung to xc ioll) Is itiliieided
to i'i'iild 114 ifolws:

"(:)( A) Alii Iii)Iil(11111 to 70 ia'i'cevlt. of ie tlox for illo 1a xaIle ye11t'
C(omIput('( by 11111oCing oil til III111 1ll',%Ied I)IsX (hs le? ixilIle llCOile:o

''(I) for tile' first :1 iloiio l ths of'f tile lt xiihle '('e1 ', illI like (Il11 oII tili

1118tllIlkI I T II dt e111d IkU V Il 101 1
"'(If) for lie Irt Ill tt 3 iioiils Or0 fot' (lie finsq 5 Inolit us of t lie f Ix xle

'rii ill I e lie ei.e of' ili(! list ullllieiit required to lie mali Ith (i I(h t
illollllt,

"(Iii) for' (lie llt' fiist. it llts or1 for (ihe I 8I t101io1. liO of (lie tlXJlb) e
y'ear Ili l! vase ot I lhe I11.11 llilieit requirIed to he paid Ill (ile 914t
ixoiithi, iiuil

"(lV) for (ile lust I) 1ullilix ox' forIit I Il iouitihs of I Ie txiable
yetiu, il (lie vast,' 01. ille Usta hmIeit el trequired (t b i Iid illie 12th
110011t Ii ort' h e 111 xol Mv yell r'.

"(B) For puirposes of tills pairapil, tlie titxlIble income shall11 be placed

(I) miiult iing by' 12 the ta xale IlleoliC referred to Ill suba I'iill gxxph
(A), aill(

"'(H) dl'ivig thle resultilng Itilioinlt 1by the number of Ilouiths Ill
(ile talxlable year' (3, 5, 43, 8, 1), oi' 11, its the eatse maixy be) referred to
III subparagraph (A).

(d ) TECHItNC'AL A NIEiNDNMEN''.-Svectiol 6016(f) (relating to dec'(lara'tionis of
estiiated (I illoli ta x by col'poI'llt 101nS) IS atiIeIided to relld Its follows

"(f) CROSH ~ILEIISC:-
"For provision relating to the nuimbnr of amendments which tony bo filed, see

secllon~ 6071 (b)."

SEC. 123. RELATED AMENDMENTS.

(a) TAX ON MUAl.IA lNHURtANeu CONI'ANIE.8 (OTRii~ THAN TiA, Etc.)-
(1) Subsec'tioln (a) ot' seci l 8211 (r i'et ig to Imnpositilon of tax) IS

tlitieiided to read lks follows
"(it) I MPSIT'I'ION 01" '1OF AX.-A liX IS 10I'ebly LIlI)Oed fo' V'a11(1 tIinailc year

begininiig 1ffer IDecemblher 31, 1)63, oil lie iitual Iisuxutace copilaii taxablile
incolle of every nul 111 IlISuI'IIti('( ('ollplitly (othIei' tliini I lfe Iisul'-tIeco miptIIII3'
uild other (taii11 ti flre, flood, or' iiiiii'ile Iisiullltice CO( lilII' Subject to (lie titx
imposed by section 8:3 )1 S.ich tl x sill conist of-

"(1) NoinIMAL TAX.-A normal tax of 22 percent of thle intliiii asuicnc e
collipally tlixable Income. or T1 percent 1 I)PI<'Clt of the( 11111olit b~y whiell sl Hich taxable")I C
income110 exce~l5 $40,000, wliciei'e Is lile Iessei'; u1s

I'(2 SUaRTAX.-A StI l tn (e mutual Insurance conijixiiy taxable Incomie
eolliitit('l as provided Iii see(tioll It(c) as though tile tiiitil Iisuriice
conipla13' taabii hle icoue wexe thle taxable Incoie referred to iii sectlout
I1I(c)"

(2) P'ui'gtphll (1) of seltiont 821 (e) elatinglg to alternative tax for
ccrtalun slluillI cullipanlps) Is I lieltlded to rend its follows:

"(1) I'Ovst'Irros OF TA.-It ll ('15s of taxable years bRginlng after
)ecelber 31, 1903, there IS iereby Imposed for each taxable year oil tie

Illeolll of eli('i muitutl 1I1lsiii'aiice colmpalli3 to which t Ilis subsection lipplis
n tax (which slall be fIn lieul of file taix llliosed by subsecioni (a) ) comiiputed
as follows :

"(A) NORMAT, TAX.-A nornil tax of 22 percent of the taxable In-
vestmllent income, or 44 percent of thle amount 1)3 wb ch sNv ch taxale

Incme e'xeecdls $3,000, whileerx Is tile lesser; plus



"(11) tSUhrAx.-A surtax on tiO t taxable invest meant Inconme (oloputed
11s provided In section l1() as though lthe taxable investment income
wvere thie taxIhle i(nc'ome referred to ill section 1 (c)."

(h) ElI-CileT'r or .MINIMIf M )st 'IIHTIITII''ItoN NY )OMi:B'T'Uc CtOIOIlAT1'rION.--Slb-
Section (I) of section 1)(13 relatingg to receipt of Jmlinimim (distributions by do-
tiest.l corporal fonls) s aitilenlided to read ias follows:

"(b) MI NIlM tiM )I )'rIIIf'u N.--For prllllpose of I is section, a itlnimllllil (distrl-
but1on1 with rvesect to the earinlings iil prolits for the taxiible y(vur of inly
(controlled foreign corporalion or corporations shall, In the (case of liny Unitd(i
StI(as sarehlolt(de, lie Its io rulit share of nil allmol(t (etermtIed in llcordait e
with whichever of the following laibles applies to the taxaibl year:

"(1) TAXAII,I' YEAR HllIINNIN( IN 103(l.--

The required ninmllniu dis-
"If the efTective foreign (nx trllbuion of earniniis and

nate Is (percentalre)- profits Is (percentige)-
IUder 10 ..-----..----..------------------- -----
10 or over ibut less lthl 20 -------------.. -------- 8
20 or over but less tln 2S.--...---..-------.--- 82
28 o r OVIlr bIt less thllll . .4 .---.-------------- 7
;3.l or over blt l. (t l 3 ....- -------------- 0
91) or over btt lIs tha .2 1 ----------------....
.12 or over but lo.s thln 14. ----.......------------ ,10
44 or over but les than .41--------------- 27
4( or over but less than 1 47 ------------------ 14
47 or over-----..........------------------........----............ 0

"(2) TAXABIILE YEARS IAIINNING IN I 01.-

The required inlinum dis-
"If the effective fnrelgn tax ti ibution of earnings and

rate i~ (iwrcentage)- profits is (percentage)-
Undter 10---..-----------------------------------.. 87
10 or over but hI.s tihain 1I)..--..------- ..----------.. 83
19 or over but Iess thalin 27 ------------------- 7)
27 or over but lesHa thIn ;3 .------------------- 72
:3 or over but less than 37 -------.------------- ;(5
37 or over but less than 40 ------------------ 53
40 or over but leH tlun 42--.--..--..--... 38
42 or over but less than 44 ------------------- 26
44 or over but less than 40 ----------------. 13:
45 or over.........-------------...----...... 0

"(3) TAXAll.E YEAiS I;IIGINNING APiER DEC1.M11E{ i31, 11)..-

The required mniniumn dis-
"If the effective foreign tax tributlon of earnings and

rate is (percentage)- profits Is (percentnge)-
Inder 9------------------ ---------.-----. 83
0 or over but les than 18 ..-----------.----.-- 71
18 or over but less than 2(1-----------_-------- 7
2(1 or over but less than 32.... -------------- (1)
32 or over but less than 30------------------- 03
:;t or over but less than 11) ------------------- i51
31) or over but less than 41------------------- 37
41 or over ltbt less tlihn 42------------------- 25
42 or over but less than 43------------------- 13
43 or over---------------------------------- o0"

(c) AMEND)MENT OF SICTION 24-2.-Section 242(a) (relating to deduction for
partially tax-exempt interest) is amended by adding at the end thereof the
following new sentence: "No deduction shall be allowed under tils section for
purposes of any surtax imposed by this subtitle."

PART III-EFFECTIVE DATES

SEC. 131. GENERAL RULE.

Except for purposes of section 21 of the Internal Revenue Code of 19.4 (relat-
Ing to effect of changes in rates during a taxable year), tile amendments made
by parts 1 and II of this title shall apply with respect to taxable years beginning
after December 31, 1903.
SEC. 132. FISCAL YEAR TAXPAYERS.

Effective with respect to taxable years ending after December 31, 1003,
subsection (d) of section 21 (relating to effect of changes in rates during a
taxable year) is amended to read as follows:

"(d ) CHANOES MADE BY REVENUE AmT Of 1903.-
"(1) NDIVIDIM't..-ln applying sutlsec(tion (a) to the taxable year of

an Individual beginning in 193 and ending in 1964-

24-532-0- -pt. 1-- 2
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"(A) the rate of tax for the period on and after January 1, 1904,
shall be applied to the taxable income determined as If part IV of sub-
chapter It (relating to standard deduction for individuals), as amended
by the Revenue Act of 1903, applied to taxable years ending after
December 31, 1903, and

"(B) section 4 (relating to rules for optional tax), as amended by
such Act, shall be applied to taxable years ending after December 31,
1903.

In applying subsection (a) to a taxable year of an individual beginning in
1903 and ending in 1904, or beginning in 1904 and ending in 19)(65, the change
in the tax imposed under section 3 shall be treated as a change in a rate
of tax.

"(2) Conv'oATIoNS.-In applying subsection (a) to a taxable year of a
corporation beginning in 1003 and ending in 1904, if-

"(A) the surtax exemption of such corporation for such taxable year
is less than $25,000 by reason of tile application of section 1501 (relating
to surtax exemptions in case of certain controlled corporations), or

"(B) an additional tax is imposed on the taxable income of such
corporation for such taxable year by section 1502(b) (relating to addi-
tional tax nl case of component members of controlled groups which elect
multiple surtax exemptions),

the change in the surtax exemption, or the imposition of such additional tax,
shall be treated as a change in a rate of tax taking effect on January 1, 1901."

Title II-Structural Changes
SEC. 201. DIVIDENDS RECEIVED BY INDIVIDUALS.

(a) REDUCTION or'1 4 RECENTT CREDIT TO 2 PEnCENT CRElIT FOR CALENDAR YEAR
1964.-

(1) GENERAL IRUI.-Section 34(a) (relating to general rule for credit
for dividends received) is amended by striking out "an amount equal to 4
percent of the dividends which are received after July 31, 1951, from domestic
corporations and are included in gross income" and inserting in lieu thereof :

"an amount equal to thel following percentage of the dividends which are re-
ceived from domestic corporations and are included in gross income:

"(1) 4 percent of the amount of such dividends which are received before
January 1, 1964, and

"(2) 2 percent of the amount of such dividends which are received during
the calendar year 1964."

(2) LIMITATIONS.-Section 34(b) (2) (relating to limitations on amount
of credit) is amended-

(A) by inserting ", or beginning after December 31, 1903" after
"1955" at tle end of subparagraph (A), and

(B) by Inserting ", and beginning before January 1, 19041" after
"1951" at the end of subparagraph (B).

(b) REFPEAI, OF CREDIT FO I)IVIDIENDS RECEIVED BY INDIVIDUALS.-Effectlve with
respect-to dividends received after December 31, 1961, section 31 (relating to
dividends received by individuals) is hereby repealed.

(c) DouIiuINo OF AMOUNT OF PARTIAL EXCLusION Fiomt GOoss INCOME OF
DIVIDENDS RECEIVED IY INDIVIDUAr..-Section 110(a) (relating to partial exclu-
sion from gross income of dividends received l)y Individuals) Is amended by
striking out "$50" each place it appears and inserting in lieu thereof "$100".

(d) CONFORMING AMENDMENTS.-
(1) The table of sections for subpart A of part IV of subchapter A of

chapter 1 is amended by striking out
"Sec. 34. Divib'nds received by Individuals."

(2) Section 35t, (1) is amended by striking out "the sum of the credits
allowable under sections 33 and 34" and inserting In lieu thereof "the credit
allowable under section 33".

(3) Section 37(a) is amended by striking out "section 34 (relating to
credit for dividends received by individuals),".

(4) Section 40(a) (3) is amended by striking out subparagraph (B),
and by redesignating subparagraphs (C) and (D) as "(B)" and "(C)",
respectively.
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(5) Section 584(c) (2) is amended by striking out "section 34 or".
(0) (A) Section 0142(a) is amended by striking out paragraph (3);
S11) Section (42(1) is amended to read as follows:

"(I) Cuoss REFEIIENES.-
"(I) For disallowance of standard deduction in case of estates and trusts, see

section 142(hb)(4).
"(2) For special rule for determining the time of receipt of dividends by a

henoflciary under section 652 or 662, see section 116(c)(3).'

(0) Section 110(c) is amended by adding at the end thereof the following
now paragraph:

"(3) The aniount of dividends properly allocable to a boneficlary under
section 0i52 or (I2 shill be (deemed to have been received by the beneficiary
ratably on the same dlte that the dividends were received by the estate or
trust."

(7) Section 702(a) (5) is aniended by striking out "a credit under section
34," and tie comma after "sect ioln 110".

(8) Section 854(a) is amended by striking out "section 34(a) (relating
to credit for dividlends received by individuals)," and the comma after
"section 116 (relating to an exclusion for dividends received by indi-
viduals)".

(9) Section 854(b) (1) is amended by striking out "the credit under sec-
tion :3 (a )," andl theo comnna after "section 116".

(10) Section 854T(b)(2) is amended by striking out "the credit under
section 34," and the comina after "section 116".

(11) Section 857(e) is amended bly striking out "section 34(a) (relating
to credit for dividends received by individuals)," and tle command after
"section li11 (relating to an exclusion for dividends received by indi-
viduals) ".

(12) Section 871 (b) is amended by striking out "the sum of the credits
under sections 31 and 35i" and inserting in lieu thereof "the credit under
section 35".

(13) Section 1375(b) is amended by striking out "section 34," and the
commiia after "section 37".

(14) Section 0014 (a) is amended by striking out "34 or".
(o) IFFI'ECrVI D)A'TES.-'The nmendmients made by subsection (a) shall apply

with respect to taxable years ending after Iecember 31, 1903. The annendnment
mado by subsection (b) shall apply with respect to taxable years ending after
December 31, 1004. The imenndment made by subsection (c) slall apply with
respect to taxable years beginning after December 31, 1903. The amendlnentl
mado by subsection (d) shall apply with respect to dividends received after
)December 31, 194, in taxable years ending after such date.

SEC. 202. REPEAL OF REQUIREMENT THAT BASIS OF SECTION 38 PROPERTY BE
REDUCED BY 7 PERCENT; OTIER PROVISIONS RELATING TO INVEST-
MENT CREDIT.

(a) REPEAL OF REQUIREMENT THAT BASIS BE REDUCED.-

(1) IN OENERAL.-SubSectioii (g) of section 48 (requiring that tile basis
of section 38 property be reduced by 7 percent of the qualified investment)
is hereby repealed.

(2) INCREASE IN BASIS OF PROPERTY PLACED IN SERVICE BEFORE JULY 1,
1003.-

(A) The basis of any section 38 property (as defined in section 48(a)
of the Internal Revenue Code of 1954) placed in service before July 1,
1903, shall be Increased, under regulations prescribed by the Secretary
of the Treasury or his delegate, by an amount equal to 7 percent of
thl qualified investment with respect to such property under section
46(c) of the Internal Revenue Code of 1954. If there has been any
increase with respect to such property under section 48(g) (2) of such
Code, the increase under the preceding sentence shall be appropriately
reduced therefor.

(B) If a lessor made the election provided by section 48(d) of the
Internal Revenue Code of 1954 with respect to property placed in service
before July 1, 1963-

(1) subparagraph (A) shall not apply with respect to such prop-
erty, but
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(11) under regulations prescribed by lthe Secretary of the Treasury
or Ills delegate, tlhe dedullctons otherwise allowable under section
102 of such Gode to tile lessee for Iamiounts paild to tle lessor liunderi
the lease (or, if suchll lessee has purchased such property, the basis
of such property) shall be adjusted i ia mIaninier consistent with
subparagraph (A).

(C) Thle adjustments under this paragraph shall he iande as of tile
first day of the taxpayer's first taxable year which begins after June
30, 19013.

(3) CONFORuMINO AMrENIDMENTS.-
(A) The last sentence of section 48(d) (relating to certain leased

plro]p'rty) is hereby repealed.
(It) Section 181 (relating to deduction for certain unused investment

credit) is hereby repealed.
(0) Section 1016(a) (1) (relatUng to adjustments to basis) is

amended to read as follows:
"(19) to the extent provided In section 48(g) and in section 202(a) (2)

of the Revenue Act of 1903, In the case of property which is or als been
section 138 property (as defined in section 48(a) ) ;"

(1)) The able of sections for part VI of ubcllhpter 1 of chapter 1
is amended by striking out the following:

"see. 181. 1edtlulction for ccrlnin i niiIsll d IvCltIlenllt credit."

(4) EF., -CTIVe DvrTE.-Paragraphs (1) alId (3) of tills subsection slhall
apply-

(A) in tile case of property plnced ill service after June 30, 19(3, with
respect to taxable years ending after such date, and

(11) in the case of property placed ill service before July 1, 1063, with
respect to taxable years beginning after June 30, 1903.

(b) BASI8 OF' CERTlAIN LEASED) PtorEInrY TO LEsIe;:.-Paragraphs (1) and (2)
of section 48(d) (relating to certain leased property) are amended to read as
follows:

"(1) except as provided in paragraph (2), lhe fair market value of such
property, or

"(2) if schl property is leased by a corporation which is a member of an
affiliated group (within the meaning of section 40(a) (5)) to another cor-
poration which is a member of tile same afflliated group, tile basis of such
property to lie lessor."

(c) TREATMENT OF I ELEVATORB AND EsCALA'1tos FOI PURPOSES OF THE INVEST-
MENT CREDIT.-SectIon 48(a) (1) (relating to section 38 property) is amended-

(1) by striking out the period at the end of subparagraph (B) and insert-
ing in lieu thereof ", or "; and

(2) by adding after subparagraph (B) the following new subparagraph:
"(0) elevators and escalators, but only if-

"(i) the construction, reconstruction, or erection of the elevator
or escalator is completed by the taxpayer after June 30, 1903, or

"(1) the elevator or escalator is acquired after June 30, 1963.
and the original use of such elevator or escalator commences with
the taxpayer alnd commences after such (late."

(d) TREATMENT OF ELEVATORS AND E8CALATOBS FORl PUI'POSES OF SECTION
1245.-Section 1245(a) (relating to gain from dispositions of certain depreciable
property) is amended-

(1) by striking out so much of paragraph (2) as precedes tile second
sentence thereof and inserting in lieu thereof tile following:

"(2) RECOMPUTED IlASI.-For purposes of this section, the term 'recoll.
puted basis' means-

"(A) will respect to any property referred to in paragraph (3)
(A) or (B), its adjusted basis recomputed by adding thereto all adjust-
ments, attributable to periods after December 31. 1961. or

"(B) with respect to any property referred to ill paragraph (3) (C).
its adjusted basis recomputed by adding thereto all adjustments, at-
trlibtable to periods after June 30, 11063.

reflected in such adjusted basis on account bf deductions (whether in respect
of the same or other property) allowed or allowable to the taxpayer or to
any other person for depreciation, or for amortization under section (18,.":

(2) by striking out the period at the end of paragraph (3) (B) and insert-
ing ill lieu thereof ", or"; and I
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(3) by adding tit tile iend of paragraph (3) the following new sub-
paragraph:

"(C) aln elevator or an escalator."
(e) TREA'ATMNT OF INVESTMENT CREDIT Y FEDERAL JIoUILATOuY AUENCIl:S.-

It was (the Intent of the Congress in providing an investment credit under
section 38 of the Internal Revenue Code of 195-1, and it is the Intent of the
Congress In repealing tie rued by section 11 reirln 48(g) of such
Code, to provide an incentive for modernization and growth of private Industry
(including that portion thereof which is regulated). Accordingly, Congress
does not Intend talit any agency or Instrumentality of the United Slates having
jurisdiction with respect to a taxpayer shall, without the consent of the tax-
l)ayer, use-

(1) in the case of public utility property (as d(ellned In section 40(c)
(3) (B) of tlhe Internal Revenue Code of 195,4), more than a proportionate
part (determined with reference to the average useful life of the property
with respect to which the credit was allowed) of the credit against tax
allowed for any taxable year by section 38 of such Code, or

(2) In tile case of any other property, any credit against tax allowed
by section 38 of such Code,

to reduce such taxpayer's Federal Income taxes for the purpose of establishing
the cost of service of the taxpayer or to accomplish a similar result by any
other method.

(f) EFFICTIVEI, DATES.-
(1) 'The amendments made by subsection (b) shall apply with respect

to property possession of which is transferred to a lessee on or after the
date of ennctmient of this Act.

(2) The amendments made by subsection (c) shall apply with respect
to taxable years ending after June 30, 11)3.

(3) The amendments made by subsection (d) shall apply with respect
to di s positions after December 31, 1903, In taxable years ending after such
date.

SEC. 203. GIIOUP-TERIM LIFE INSURANCE PURCHASED FOR EMPLOYEES.

(a) INCLUSIoN IN INCOME.-
(1) Part II of subchapter B of cliapter 1 (relating to Items specifically

Included in gross Income) is amended by adding at tile end thereof the
following new section:

"SEC. 79. GROUP-TERM LIFE INSURANCE PURCHASED FOR EMPLOYEES.

"(a) GENERAL RtuII.E.-'here shall be Included In the gross Income of an elm-
ployee for the taxable year an amount equal to the cost of group-term life
insurance on his life provided for part or all of such year under a policy (or
policies) carried directly or Indirectly by his employer (or employers) ; but only
to tie extent that such cost exceeds the sum of-

"(1) the cost of so much of such insurance as does not exceed $30,000 of
protection, and

"(2) the amount (if any) paid by the employee toward the purchase of
such Insurance.

"(b) EXCEPTIONS.-ubsection (a) shall not apply to-
"(1) the cost of group-term life insurance on the life of an individual

which is provided under a policy carried directly or indirectly by an em-
ployer after such Individual has terminated his employment with such
employer and either has reached the retirement age with respect to such
employer or is disabled (within the meaning of paragraph (3) of section
213(g), determined without regard to paragraph (4) thereof),

(2) the cost of any portion of the group-term life insurance on the life
of an employee provided during part or all of the taxable year of the em-
ployee under which-

"(A) the employer is directly or indirectly the beneficiary, or
"(B) a person described in section 170(c) is the sole beneficiary,

for the entire period during such taxable year for which the employee
receives such insurance, and

"(3) the cost of any group-termn life insurance which is provided under
a contract to which section 72(m) (3) applies.

"(e) DETERMINATION OF COST OF INSURANCE.-
"(1) UNIFOIM PREMIUM TABLE METIIOD.-For purposes of this section and

chapter 24, the cost of group-term life Insurance on the life of an employee
provided during any period shall be determined on the basis of uniform
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Iremiumslli (colliltled on Itll( basis of fi-yelr age brackets) prescrilbed by
regulations by (lie secretary or his delegate.

"(2) P'ollou cowoH MI.tEril o.--If 1le employer so elects (at such time 11nd
ill such nner us i(ho secretary or his delegate prescribes) with respect to
any employee for any period, the cost of group-term life insurance on the
life of such employee shall (itn lieu of being determind under paragraph
(I) he determined oil tlhe basis of the average prlemiumn cost under thie
policy for the ages included within ithe age bracket which would lie applicable
to such employee under paragraph (1). The preceding sentence shall nol
apply for purpoilses iof determining Ilie cost of Iisurnin'ce provided IulIder
policy il' tlie lprei'( ililu oil s II 1)polly is not (co Iimpiled onil l(1te lasis of tile
(ost. of such insurance lit llti ages (or lit tie age I iokts apl lilil iio under
paragraph (1)) of Ille individuals comprising the group.

'(3) 1EMi'i..ovE.i INDIVIIU ,AIS oiV .( E A(tE It.-I- 1 lthei c(is oif n1 iemploy'e
who Ihas iiaitllied ageI (I1. the cost determined under pI) nalgra'lph (1) )or (2), as
tlie case in1y le, shall nlot exceed tile cost which wouldd lie deternIlnied under
mlI paIragraphli with reset lo Suell individual if lhe were aIge (3."

(2) The table of sections for 1pirt, 11 of subill'liiapler 1: of t'lniltcer 1
aeiinided by adding lit tlit( end thereof (lit following:

"Sec. 71,. (Glroiul-ter l IN iIntirIa ce pulrchliasld for (eiimIl,,\''e's.

(3) Secl Ion 7701(a1) (20) (defining employee) Is aniendeid by striking out
"l'or thlie purllpose of applying hlilt provisions of sectllons 101" anid inserting
in lieu thereof "For the purpose of applying the provisions of sections 79 and
218 witlIh respect to gioup-terin life Insurance i)urcIhased for employees, for
tlhe purpose of applying tlie provisions of sections 10 ".

(b) (CIAtTAIN CONTlIUTION Bfl Y EMI'ILOYEESB 'O (iiOl GU'-'l'ErIM , I NfUIlRANCE.-
Part Vll of sfllbellter B of chapter 1 (relating to additional itemized deductions
for individuals) Is amended by Inserting after setIlon 217 the following new
section :
"S'. 218. CERTAIN CONTRIBUTIONS BY EMPLOYEES FOR IGRU01I'-TERM IIFE IN.

SU ANCE.
"Ill twli cal'e of fill employee on whose life groupl-ler'ii life insurance i excess

of $30,000 is provided for part or all of the taxable year under a policy (or
policies) coii''ld directly or indirectlyy hy his employer (or employers), there sihall
ibe allowed as It deduCeIlon for such taxable year a1 a111 mount e'(qual to ith excess
(if any) of-

"(1) (lie amount paulid by thie ('employee toward the l)IprchIse of such
Insurance In excess of 1S30,000, over

"(2) th1e cos( determinedd in the manner provided by paragraph (1) of
section 79(c), without regard to paragraph (3) thereof) of such insurance
iu excess of $30,000.

For purposes of tlls section, there shall not be taken Into aicount any insurance
the cost of which Is excepted from tihe application of subsection (i) of section 79
by subsection () thereof."

(c) VWI'rnllOlINo.-Section 34101(a) (relating to deflnltion of \wages) is
amended by striking out, tilhe period at the end of paragraph (13) and Iniserting In
lile thereof "; or", and by adding at tihe end thereof the following new
paragraph:

"(14) in the form of group-termn life Insuranlle on I li fe of an employee,
but only to lhe extent (he cost of suc'h Insurance is not includible in the
employee's gross income under section 70(a). For purposes of this para-

graph, tie extent to which the cost of group-term life Insurance 8s Ineludible
in the employee's gross income under section 79(a) shall lie determined as
if tlie employer were the only employer paying such employee remuneration
in tlle form of such Insurance; or".

(d) EFFEr'TIVr DATEs.-'The amniendments made by subsections (a) and (b)
shall apply with respect, to group-terin life Insurance provided after December
31, 1913, in taxable years ending after such date. The amendments made by
subsection (c) shall apply will respect to remuneration lpaid after December
31, 1003, in the form of group-terni life insurance provided afterr such date.
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SI1C. 201. INCLUSION IN GROSS INCOME OF IIEIMIIUllSED MEDICAL EXPENSES TO
THE EXTENT THAT THE IEIMIIUISEMENT EXCEEDS THE EXPENSES.

(a) GENERAL I tUL-.-Pllrt II of Hubilhpter t of chapter 1 (relating to items
speieically Included in gross income) is amielded by adding at the end thereof
tihe following new section :
"SEC(. 80. IEIMITUllSEMENT OF MEDICAL EXPENSES IN EXCESS OF1- SUCH EXPENSES.

"Notwitstanding iany other provision of this subelhapter, 1amounlts received
through aeeldent or health Insurance for mIedical expenses shall 1)0 included In
gross licoeio to the extent. the aggregate of such amounts received for Inly per-
sonlll injury or sickness exceeds the ggreglae ailllolil. o(f the iledleal expenses
incurred by the taxpayer for such personal Injury or Iickness. For purposes of
this section, thil term 'medical expenses' imeIans expenses for inedleal care as
defined in section 213(e), except tlat it does not Incl(ude amounilts paid for
(lccidelnt or health insurancee"

(b) CLEIUOAL AMENIMENT.-Tihe tale of sectolns for sucli part. II Is amended
by adding lit (lhe end thereof the following:

"Sec. 80. Itellnulr eient of Iiedical expenses In excess of such expenses."

(c) TEuOINICAI, AMI;NDMI NT.-Subsectlon (e) of section 105 (relating to tie
definition of accldent and liealth plans) is amended by striking out "this section"
and Inserting 1n lieu thereof "tills section, sect ion 80,".

(d) EF'FETIVE DAT)'rE.-Thlo amend entls made by this section siall apply to
taxable years beginning after December 31, 1903.

EC('. 205. AMOUNTS IECEIIVErD UNDEI WAGE CONTINUATION PLANS.

(a) WAGE CONTINUATION PLAN.-Thle second sentence of section 105(d) (re-
latilng to wage conti t 11 Ionii plins) is amended to read as follows: "The preceding
sentence shall not apply to allmounts attributable to tle fllrt 30 calendar days in
such perlod."

(b) E'I-FEIIVr\'E DATEI.-'Ilhe alllelnd nt 111d10e ly subsection (a) shall apply
to amounts attributable to periods of absence coniinencilg after December 31,
1963.
SEC. 206. EXCLUSION FROM GROSS INCOME OF GAIN ON SALE OR EXCHANGE OF

RESIDENCE OF INDIVIDUAL WIHO HAS ATTAINED AGE 65.

(0) I. GlN;x:rAl..--Pirt III of sullchllter BI of challpter 1 (relating to items
spelcllicaly excluded from gross income) is ainllended by redesignlil ng sectill
121 as section 122 and by lnsertlng before suchi section I(he following new section:
"SEC. 121. (AIN FROM SALE OR EXCHANGE OF IESIDIENCE OF INDIVIDUAL WHO

HAS ATTAINED AGE 65.

"(a) (GNE:ltu. RluI..-At the election of lhe taxpayer gross income does not
include gain frol tihe snleO or exchange of properly y if--

"(1) tle tlxpayer lHs attIllled the age of 65 before the date of such
sl or exlillge. n1111d

"(2) during the 8-year period ending 0o the date of lie sale or exchange,
such property has been owned and used by tile taxpayer as Ills principal
residence for periods aggregaling 5 years or more.

"(I)) LIMITATIONS.-
"(1 ) WHEI:E AD.1USTED BALES P'IICE ,EXC0EEI $20,000.--If the adjusted sales

price of the property sold or exchanged exceeds $20,000, subsection (a)
shall apply to tliiat portion of lihe gain which bears the same ratio to tile total

amount of such( gain as $20,000 bears to such adjusted sales price. For
purposes of the preceding sentence, tle term '(adjusted sales price' has
the meaning assigned to such term by section 1034(b) (1) (determined with-
out regard to subsectlon (d) (7) of thIs section).

"(2) AI'PrICATiN TO ONLY ONE SALI Onl ExcIIANO.-Sulbsectiol (1) shall
not apply to any sale or exchange by tlh taxpayer if an election by tlc tax-
payer or his spouse under subsection (a) with respect to any other sale or
exchange 1 ins effect.

"(c) EICX:TION.-An election under subsectlion (a) may be made or revoked at
any time before the expiration of the period for making a clan for credit or
refund of the tax Imposed by this chapter for the taxable year ill which the sale
or exchange occurred, and shall be made or revoked in sucll mannller as the Secre-
tary or his delegate shall by regulations prescribe. In lihe case of a taxpayer who
Is married, an1 eleteon un11der subsection (a) or a revocation thereof may be
made only if his spouse joins Il1 such election or revocation.
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"(d) SPECIALr RUILES.-
'"(1) IlI'iTY I ELmi JotINTY BY I USIIAND AND wVIl'iE.-For purposes of tills

sectioll. if--
"(A) property 1I hiol by a hushnl anl d wif e as joint tenants, teiInts

by thle elitirety, or commullnity property,
"(II) such husband and wife inlke a Jolit return under section (013

for Ilthe taxable year of lit'e sale or exchange, uind
"(() olln spouse sali Iles tlil age, holding, and luse requirleents of

subsecti(on ( ) witl respect to such ( property,
then both husballd l1nd wife shall beli treated Its satisfying the ago, holding,
and lise requirements of subject lon () wvlth respect to such property.

"(2) PRioi'ar'ry o' i)EcEAS',sID li'Ol'IE'.-For purposes of this section, inI the
(!set of an unmarried individual \w\hoste silmIUe' Is dlt cealIsed on t10 date of the
Hsale or exc(hllnge oIf propertyy, if--

"(A) tle d eceasd slpotse duringg tlhe 8-ytear period ending onl (lle date
of thli salt or exchange) satistled the holding and ise requilrciments of
slbs'cl ion (11) (2) w\li reslipet to sucli prolp'rly, and

"( t) nlo clectlon by (lie dto(ecsed spoiise iiilder .subsection (a) is In
oeftet w ith respect to i prior sale or xllllnge,

then such indliviual shall be treated us satisfying the holding and use rc-
quirenlents of subsectlon (a) (2) with respect.to such pro0rty.

"(3) TENANT-STOCKIIOLDERII IN COOPI'EIRATIV I)OUSINi CORPORATION.-FIor pur-
poses of this section, if the taxpayer holds stock as a tlenant-stockholder (as
defined ll section 210) in a cooperative housing corporation (as deotlled in
such section), then-

"(A) the holding requirements of subsection (a) (2) shall be applied
to tlhe holding of such stock, and

"(1i) the use requirements of subsection (a) (2) shall be applied
to the house or apartment which tihe taxpayer was entitled to occupy
as such stockholder.

"(4) INVOLUNTARY CONVERinsONs.-For purposes of thlls section, the de-
struction, theft, seizure, requisition, or condemnation of property shall be
treated as the sale of such property.

"(5) PROPERTY USED IN PAlRT AS PI'RINCIPA. IIESIDENCE.-In tilhe Case of prop-
erty only a portion of which, during the 8-year period ending on the date
of tle sale or exchange, has been owned allnd ucld by tilt taxpayer as llis
principal residence for periods aggregating 5 years or more, this section
shall apply with respect to so much of the gain from the sale or exchange
of such property as Is determined, under regulations prescribed by the
Secretary or his delegate, to be attributable to the portion of the property so
owned and used by tlie taxpayer.

"(() DETErIMINATION OF MARITAT, STATU'.-Ill the case of any sale or
exchange, for purposes of this section-

"(A) the determination of whether an individual is married shall
lie made as of the date of the sale or exchange; and

"(B) an Individual legally separated from Ills spouse under a decree
of divorce or of separate maintenance shall not be considered as married.

"(7) APPLICAT'ION OF SECTIONS 1033 AND 10:M.-In applying sections 1033
(relating to Involuntary conversions) and 1034 (relating to sale or exchange
of residence), tile amount realized from the sale or exchange of property shall
be treated as being the amount determined without regard to this section,
reduced by tile amount of gain not included In gross income pursuant to
an election under this section."

(1) TECHNICAL AND CLERICAL AMENDMENTS.-
(1) Section 6012(c) (relating to persons required to make returns of

income) is amended to read as follows:
"(c) CERTAIN INCOME EARNE) ABROAD OR FROM SALE OF RESID)ENCE.-For pur-

poses of tils section, gross income shall be computed without regard to the
exclusion provided for In section 121 (relating to sale of residence by individual
who has attained age 65) and without regard to tile exclusion provided for in
section 911 (relating to earned income from sources without tile United States)."

(2) The table of sections for part III of subchapter B of chapter 1 is
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Is amended by striking out

"Sec. 121. Cross references to other Acts."

and inserting In lieu thereof

"See. 121. Gain from sHlo or exchangeI of residence of Indvhildal who iasattaind age 65.
"See. 122. Cross references to other Acts."

(3) Section 1033(h) (relating to involuntary conversions) is amended by
adding at the end thereof the following new paragraph :

"(3) For exclusion from gross income of certain gaRn from Involuntary converslkn
of residence of taxpayer who lans attained age 65, sco section 121."

(4) Section 1034 (relating to sale or exchange of residence) is amended
by adding at tie end thereof the following new subsecti on:

"(k) COoss REFERENCE.-

"For exclusion from gross income of certain gain frou sale or exchange ofresilenre of taxpayer who has attained age 65, see section 121."

(c) EFkFECTIVEL DATE.--The amendments made ( b0y this sect ion shall apply to dis-
positions after December 31, 1903, in taxable years ending after such date.
SEC. 207. DENIAL OF DEDUCTION FOR CERTAIN STATE, LOCAL, AND FOREIGN TAXES.

(a) IN GENERAL,.-Subsections (i), (b), and (c) of section 101 (relating to
deduction for taxes) are amended to read as follows:

"(a) GENERAAL IIUL.-Exceplt as otherwise provided in this section, the follow-
ing taxes shall be allowed as a deduction for tlie taxable year within which paid
or accrued:

"(1) State and local, and foreign, real property taxes.
"(2) State and local personal property taxes.
"(3) State and local, and foreign, income, war profits, and excess profits

taxes.
"(4) State and local general sales taxes.

In addition, there shall be allowed as a deduction State and local, and foreign,
taxes not described inl the preceding sentence which are paid or accrued within the
taxable year in carrying on a trade or business or an activity described in section
212 (relating to expenses for production of income).

"(b) DEFINrITION AND SPECIAL 1RUEi..-For purposes of this section-
"(1) 1'EIONNAL OIIOPERTY TAXES.-The term 'personal property tax' means

an ad valorem tax which is Imposed on a n lIlllanal basis in respect of per-
sonal property.

"(2) GENERAL, SALES TAXES.-
"(A) IN OENEIIAL.-The term 'general sales tax' means a tax imposed at

one rate in respect of the sale at retail of a broad range of classes of
items.

"(B1) SPECIAL RULES yon :FOD, ET'r.-Inl the case of items of food, cloth-
ing, medical supplies, and motor vehicles-

"(i) the fact that the tax does not. apply in respect of some or all
of sucl items shall not he taken into account in determining whether
the tax applies in respect of a broad range of classes of items, and

"(lI) the fact that the rate of tax applicable in respect of some or
al of such items is lower than the general rate of tax shall not be
taken into account in determining whether the tax is imposed at one
rate.

"(C) ITEMS TAXED AT IIFFEREINT RIATES.-EIxept ill the case of a lower
rate of tax applicable in respect of an item described in subparagraph
(B) no deduction sliall be allowed under this section for any general
sales tax imposed in respect of an itemn at a rate other than the general
rate of tax.

"(D) COM1PENSATINo USE TAXES.-A comlpensatilg use tax in respect
of an item shall be treated as a general sales tax. For purposes of the
preceding sentence, the term 'compensating use tax' means, in respect
of any Item, a tax which-

"(1) is imposed on the use, storage, or consumption of such item,
and
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"(ii) is complementary to a general sales tax, but only if a de-
duction is allowable under subsection (a) (4) in respect of items
sold at retail in the taxing jurisdiction which a similar to such item.

" () SEPARATELY STATED GENERAL BALES TAXES.-If the amount of any

general sales tax is separately stated, then, to the extent that the
amount so stated is paid by the consumer (otherwise than in connec-
tion with the consumer's trade or business) to his seller, such amount
shall be treated as a tax imposed on, and paid by, such consumer.

"(3) STATE OR LOCAL TAXES.--A State or local tax includes only a tax
imposed by a State, a possession of the United States, or a political subdi-
vision of any of the foregoing, or by the District of Columbia.

"(4) FOREIGN TAXES.-A foreign tax includes only a tax imposed by the
authority of a foreign country.

"(c) DEDUOTION DENIED IN CASE OF CERTAIN TAXES.-No deduction shall be
allowed for the following taxes:

"(1) Taxes assessed against local benefits of a kind tending to increase
the value of the property assessed; but this paragraph shall not prevent
the deduction of so much of such taxe s s is properly allocable to mainite-
mnnce of interest charges.

"(2) Taxes on real property, to the extent that subsection (d) requires
such taxes to be treated as imposed on another taxpayer."

(b) TECHNICAL AMENDI)MENTS.-
(1) The first sentence of section 164 (f) (relating to payments for munici-

pal services in atomic energy communities) is amended by inserting "State"
before "real property taxes".

(2) Section 164(g) (relating to cross references) is amended to read as
follows:

"(g) CHOSS IREFERENCES.-
"(I) For provisions disallowing any deduction for the payment of the tax im-

posed by subchapter B of chapter 3 (relating to tax-free covenant bonds), see
section 1451.

"(2) For provisions disallowing any deduction for certain taxes, see section 275."

1(3) (A) Part IX of subchapter B of chapter 1 (relating to items not
deductible) is amended by adding at the end thereof the following new
section:

"SEC. 275. CERTAIN TAXES.
"(a) GENERAL ItULE.-No deduction shall be allowed for the following taxes:

"(1) Federal income taxes, including-
"(A) the tax imposed by section 3101 (relating to the tax on employees

under the Federal Insurance Contributions Act) ;
"(B) the taxes imposed by sections 3201 and 3211 (relating to the

taxes on railroad employees and railroad employee representatives);
and

"(C) the tax withheld at source on wages under section 3102, and
corresponding provisions of prior revenue laws.

"(2) Federal war profits and excess profits taxes.
"(3) Estate, inheritance, legacy, succession, and gift taxes.
"(4) Income, war profits, and excess profits taxes imposed by the author-

ity of any foreign country or possession of the United States, if the taxpayer
chooses to take to any extent the benefits of section 001 (relating to the
foreign tax credit).

"(5) Taxes on real property, to the extent that section 164(d) requires
such taxes to be treated as imposed on another taxpayer.

"(b) CRoss REFERENCE.-
"For disallowance of certain other taxes, see section 164(c)."

(B) The table of sections for such part IX is amended by adding at tile
ind thereof the following :

"See. 275. Certain taxes."

(4) Paragraph (1) of section 535(b) (relating to adjustments to accumu-
lated taxable income) is amended by striking out "section 164(b) (6)" and
inserting in lieu thereof "section 275(a) (4) ".

(5) The first sentence of paragraph (1) of section 545(b) (relating to ad-
justments to personal holding company taxable income) is amended by strik-
ing out "section 1(4(b) ((i)" and inserting in lieu thereof "section 275
(a) (4)".
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(M) The first sentence of paragraph (1) of section 556(b) (relating to
adjustments to foreign personal holding company taxable income) is amended
by striking out "section 164(b) (0)" and inserting in lieu thereof "section
275(a) (4)".

(7) Paragraph (1) of section 901(d) (relating to credit for taxes imposed
by foreign countries) is amended by striking out "section 164" and inserting
in lieu thereof "sections 164 and 275".
(8) Section 903 (relating to credit for taxes imposed by a foreign country

in lieu of income, etc., taxes) is amended by striking out "section 164(b)"
and inserting in lieu thereof "sections 164 (a) and 275(a)) ".

(c) Ei''FI.ECTIVE )ATE.-Tho amendments made by this section shall apply to
taxable years beginning after December 31, 1963.
SEC. 208. PERSONAL CASUALTY AND THEFT LOSSES.

(a) LIMITATION ON AMOUNT OF CASUALTY OR THEFT Loss DEDucrTION.-Section
165(c) (3) (relating to losses of property not connected with trade or business)
is amended to read as follows:

"(3) losses of property not connected with a trade or business, if such
losses arise from fire, storm, shipwreck, or other casualty, or from theft. A
loss described in this paragraph shall be allowed only to the extent that the
amount of loss to such individual arising from each r.asualty, or from each
theft, exceeds $100. For purposes of the $100 limitation of the preceding
sentence, a husband and wife making a joint return under section 6013 for
the taxable year in which the loss is allowed as a deduction shall be treated
as one individual. No loss described in this paragraph shall be allowed if,
at the time of filing the return, such loss has been claimed for estate tax pur-
poses in the estate tax return."

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall apply
to losses sustained after December 31, 1963, in taxable years ending after such
date.
SEC. 209. CHARITABLE, ETC., CONTRIBUTIONS AND GIFTS.

(a) CERTAIN ORGANIZATIONS ADDED TO ADDITIONAL 10-PERCENT CHARITABLE
LIMITATION.-Section 170(b) (1) (A) (relating to limitation on amount of deduc-
tion for charitable contributions by individuals) is amended by striking out "or"
at the end of clause (iii), and by inserting after clause (iv) the following new
clauses:

"(v) a governmental unit referred to in subsection (c) (1), or
"(vi) an organization referred to in subsection (c) (2) which

normally receives a substantial part of its support (exclusive of
income received in the exercise or performance by such organiza-
tion of its charitable, educational, or other purpose or function con-
stituting the basis for its exemption under section 501(a)) from a
governmental unit referred to in subsection (c) (1) or from direct
or indirect contributions from the general public,".

(b) 5-YEAR CARRYOVER OF CERTAIN CHARITABLE CONTRIBUTIONS MADE BY COR-
PORATIONS.--

(1) IN GENERAL.-Section 170(b) (2) (relating to limitation on amount
of deduction for charitable contributions by corporations) is amended by
striking out the sentence following subparagraph (D) and inserting in lieu
thereof the following:
"Any contribution made by a corporation in a taxable year (hereinafter in
this sentence referred to as the 'contribution year') in excess of the amount
deductible for such year under the preceding sentence shall be deductible
for each of the 5 succeeding taxable years in order of time, but only to the
extent of the lesser of the two following amounts: (i) the excess of the
maximum amount deductible for such succeeding taxable year under the
preceding sentence over the sum of the contributions made in such year plus
the aggregate of the excess contributions which were made in taxable years
before the contribution year and which are deductible under this sentence for
such suceeding taxable year; or (ii) in the case of the first succeeding tax-
table year, the amount of such excess contribution, and in the case of the
second, third, fourth, or fifth succeeding taxable years, the portion of such
excess contribution not deductible under this sentence for any taxable year
intervening between the contribution year and such succeeding taxable
year."
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(2) CARRYOVERS IN CERTAIN CORPORATE ACQUISITIONS.-Paragraph (19) of
section 381(c) (relating to items of distributor or transferor corporation) is
amended to read as follows:

"(19) CHARITABLE CONTRIBUTIONS IN EXCESS OF PRIOR YEARS' LIMITA-
TIONS.-Contributions mad' in the taxable year ending on the (late of distri-
bution or transfer and the 4 prior taxable years by the distributor or
transferor corporation in excess of the amount deductible under section
170(b) (2) for such taxable years shall be deductible by the acquiring cor-
poration for its taxable years which begin after the date of distribution or
transfer, subject to the limitations imposed in section 170(b) (2). In apply-
ing the preceding sentence, each taxable year of the distributor or transferor
corporation beginning on or before the date of distribution or transfer shall be
treated as a prior taxable year with reference to the acquiring corporation's
taxable years beginning after such date."

(c) FUTURE INTERESTS IN TANGIBLE PERSONAL PROPERTY.-Section 170 (re-
lating to charitable, etc., contributions and gifts) is amended by redesignating
subsections f) and g) as subsections f) an ) s bs (g) and (h), respectively, and by insert-
ing after subsection (e) the following new subsection:

"(f) 'FUTURE INTERESTS IN TANGIBLE PERSONAL PROPERTY.-For purposes of

this section, payment of a charitable contribution which consists of a future
interest in tangible personal property shall be treated as made only when all
intervening interests in, and rights to the actual possession or enjoyment of,
the property have expired or are held by persons other than the taxpayer or
those standing in a relationship to the taxpayer described in section 267(b).
For purposes of the preceding sentence, a fixture which is intended to be served
from the real property shall be treated as tangible personal property. This
subsection shall not apply to any charitable contribution where--

"(1) the sole intervening interest or right is a nontransferable life interest
reserved by the donor, or

"(2) in the case of a joint gift by husband and wife, the sole intervening
interest or right is a nontransferable life interest reserved by the donors
which expires not later than the death of whichever of such donors dies later.

For purposes of the preceding sentence, a fixture which is intended to be severed
the reserved life interest to the donee of the future interest shall not be treated
as making a life interest transferable."

(d) EFFECTIVE DATES.-The amendments made by subsections (a) and (b)
shall apply with respect to contributions which are paid (or treated as paid under
section 170(a)(2) of the Internal Revenue Code of 1954) in taxable years
beginning after December 31, 1963. The amendments made by subsection (c)
shall apply to transfers of future interests made after December 31, 1963, in
taxable years ending after such date.
SEC. 210. ONE-PERCENT LIMITATION ON MEDICINE AND DRUGS.

(a) GENERAL RULE.-Subsection (b) of section 213 (relating to medical,
dental, etc., expenses) is amended by adding at the end thereof the following
new sentence: "The preceding sentence shall not apply to amounts paid for the
care of-

"(1) the taxpayer and his spouse, if either of them has attained the age
of 65 before the close of taxable year, or

"(2) any dependent described in subsection (a) (1) (A)."
(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall apply

to taxable years beginning after December 31, 1963.
SEC. 211. CARE OF DEPENDENTS.

(a) CHILD CARE ALLOWANCE.-Section 214 (relating to expenses for care of
certain dependents) is amended to read as follows:
"SEC. 214. EXPENSES FOR CARE OF CERTAIN DEPENDENTS.

"(a) GENERAL RUiE.-There shall be allowed as a deduction expenses paid
during the taxable year by a taxpayer who is a woman or widower, or is a
husband whose wife is incapacitated or is institutionalized, for the care of one
or more dependents (as defined in subsection (d) (1)), but only if such care
is for the purpose of enabling the taxpayer to be gainfully employed.

"(b) LIMITATION.-
"(1) DOLLAR LIMIT.-

"(A) Except as provided in subparagraph (B), the deduction under
subsection (a) shall not exceed $600 for any taxable year.
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"(B) The $600 limit of subparagraph (A) shall be increased (to an
amount not above $900) by the amount of expenses incurred by the tax-

payer for any period during which-
"(i) the taxpayer had 2 or more dependents, and
"(ii) paragraph (2) does not apply.

"(2) WORKING WIVES.-In the case of a woman who is married, the deduc-
tion under subsection (a)-

"(A) shall not be allowed unless she files a joint return with her
husband for the taxable year, and

"(B) shall be reduced by the amount (if any) by which the adjusted
gross income of the taxpayer and her spouse exceeds $4,500.

This paragraph shall not apply to expenses incurred while the taxpayer's
husband is incapable of self-support because mentally or physically de-
fective.

"(3) HUSBANDS WITH INCAPACITATED WIVES.-In the case of a husband
whose wife is incapacitated, the deduction under subsection (a)-

"(A) shall not be allowed unless he files a joint return with his wife
for the taxable year, and

"(B) shall be reduced by the amount (if any) by which the adjusted
gross income of the taxpayer and his spouse exceeds $4,500.

This paragraph shall not apply to expenses incurred while the taxpayer's
wife is institutionalized if such institutionalization is for a period of at
least 90 consecutive days (whether or not within one taxable year) or a
shorter period if terminated by her death.

"(4) CERTAIN PAYMENTS NOT TAKEN INTO ACCOUNT.-Subsection (a) shall
not apply to any amount paid to an individual with respect to whom the
taxpayer is allowed for his taxable year a deduction under section 151
(relating to deductions for personal exemptions).

"(c) SPECIAL RULE WVIERE WIFE IS INCAPACITATED OR INSTITUTIONATIZED.-In
the case of a husband whose wife is incapacitated or is institutionalized, the
deduction under subsection (a) shall be allowed only for expenses incurred
while the wife was incapacitated or institutionalized (as the case may be) for
a period of at least 90 consecutive days (whether or not within one taxable
year) or a shorter period if terminated by her death.

"(d) DEFINITIONs.-For purposes of this section-
"(1) DEPENDENT.-T'he term 'dependent' means a person with respect

to whom the taxpayer is entitled to an exemption under section 151(e) (1)-
"(A) who has not attained the age of 13 years and who (within the

meaning of section 152) is a son, stepson, daughter, or stepdaughter of
the taxpayer; or

"(B) who is physically or mentally incapable of caring for himself.
"(2) WIDOWER.-The term 'widower' includes an unmarried individual

who is legally separated' from his spouse under a decree of divorce or of
separate maintenance.

"INCAPACITATED WIFE.-A wife shall be considered incapacitated only (A)
while she is Incapable of caring for herself because mentally or physically
defective, or (B) while she institutionalized.

"(4) INSTITUTIONALIZED WIFE:-A wife shall be considered institutional-
ized only while she is, for the pui pose of receiving medical care or treatment,
an inpatient, resident, or inmate of a public or private hospital, sanitarium,
or other similar institution.

"(5) DETERMINATION OF STATus.-A woman shall not be considered as
married if-

"(A) she is legally separated from her spouse under a decree of
divorce or of separate maintenance at the close of the taxable year, or

"(B) she has been deserted by her spouse, does not know his where-
abouts (and has not known his whereabouts at any time during the
taxable year), and has applied to a court of competent jurisdiction for
appropriate process to compel him to pay support or otherwise to comply
with the law or a judicial order, as determined under regulations
prescribed by the Secretary or his delegate."

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall apply to
taxable years beginning after December 81, 1968.



REVENUE ACT OF 1963

SEC. 212. MOVING EXPENSES.

(a) DEDUcTION ALLOWED FOR MOVING EXPENSES.-
(1) Part VII of Pubchapter B of chapter 1 (relating to additional itemized

deductions for individuals) is amended by redesignating section 217 as
section 219 and by inserting after section 216 the following new section:

"SEC. 217. MOVING EXPENSES.

"(a) DEDUCTION ALLOWED.-There shall be allowed as a deduction moving
expenses paid or incurred during the taxable year in connection with the com-
mencement of work by the taxpayer as an employee at a new principal place of
work.

"(b) DEFINITION OF MOVING EXPENSES.-
"(1) IN GENERAL.-For purposes of this section, the term 'moving expenses'

means only the reasonable expenses-
"(A) of moving household goods and personal effects from the former

residence to the new residence, and
"(B) of traveling (including meals and lodging) from the former

residence to the new place of residence.
"(2) INDIVIDUALS OTHER THAN TAXPAYER.-In the case of any individual

other than the taxpayer, expenses referred to in paragraph (1) shall be
taken into account only if such individual has both the former residence and
the new residence as his principal place of abode and is a member of the
taxpayer's household.

"(c) CONDITIONS FOR ALLOWANCE.-No deduction shall be allowed under this
section unless-

"(1) the taxpayer's new principal place of -work-
"(A) is at least 20 miles farther from his former residence than was

his former principal place of work, or
"(B) if he had no former principal place of work. is at least 20 miles

from his former residence, and
"(2) during the 12-month period immediately following his arrival in the

general location of his new principal place of work, the taxpayer is a full-
time employee, in such general location, during at least 39 weeks.

"(d) RULES FOR APPLICATION OF SUBSECTION (c)(2).-
"(1) Subsection (c) (2) shall not apply to any item to the extent that the

taxpayer receives reimbursement or other expense allowance from his em-
ployer for such item.

"(2) If a taxpayer has not satisfied the condition of subsection (c) (2)
before the time prescribed by law (including extensions thereof) for filing
the return for the taxable year during which he paid o; incurred moving
expenses which would otherwise be deductible under this section, but may
still satisfy such condition, then such expenses may (at the election of the
taxpayer) be deducted for such taxable year notwithstanding subsection
(c) (2).

"(3) If-
"(A) for any taxable year moving expenses have been deducted in

accordance with the rule provided in paragraph (2), and
"(B) the condition of subsection (c) (2) is not satisfied by the close

of the subsequent taxable year.
then an amount equal to the expenses which were so deducted shall be in-
cluded in gross income for such subsequent taxable year.

"(e) DISALLOWANCE OF DEDUCTION WITH RESPECT TO REIMBURSEMENTS NOT
INCLUDED IN GROSS INCOME.-No deduction shall be allowed under this section
for any item to the extent that the taxpayer receives reimbursement or other
expense allowance for such item which is not included in his gross income.

"(f) REOULATIONs.-The Secretary or his delegate shall prescribe such reg-
ulations as may be necessary to carry out the purposes of this section."

(2) The table of sections for part VII of subchapter B of chapter 1 is
amended by striking out-

"Sec. 217. Cross references."

and inserting in lieu thereof the following:
"See. 217. Moving expenses.
"Sec. 218. Certain contributions by employees for group-term life Insurance..
"Sec. 210. Cross references."
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(b) ADJUSTED GROSS INCOME.-Section 62 (defining adjusted gross income) is
amended by inserting after paragraph (7) the following new paragraph:

"(8) MOVING EXPENSE DEDUCTION-The deduction allowed by section 217."
(c) WITIIIOLDING.-Section 3401(a) (relating to definition of "wages") is

amended by adding after paragraph (14) (added by section 203(c) of this Act)
the following new paragraph:

"(15) to or on behalf of an employee if (and to the extent that) at the
time of the payment of such remuneration it is reasonable to believe that a
corresponding deduction is allowable under section 217."

(d) EFFECTIVE DATES.-The amendments made by subsections (a) and (b)
shall apply to expenses incurred after December 31, 1963, in taxable years end-
ing after such date. The amendment made by subsection (c) shall apply with
respect to renumeration paid after December 31, 1963.
SEC. 213. INTEREST ON LOANS INCURRED TO PURCHASE CERTAIN INSURANCE AND

ANNUITY CONTRACTS.

(a) DISALLOWANCE OF INTEREST DEDUCTION.-Section 264(a) (relating to cer-
tain amounts paid in connection with insurance contracts) is amended-

(1) by inserting after paragraph (2) the following new paragraph:
"(3) Except as provided in subsection (c), any amount paid or accrued

on indebtedness incurred or continued to purchase or carry a life insurance,
endowment, or annuity contract (other than a single premium contract or a
contract treated as a single premium contract) pursuant to a plan of pur-
chase which contemplates the systematic direct or indirect borrowing of
part or all of the increases in the cash value of such contract (either from
the insurer or otherwise)."

(2) by adding at the end thereof the following new sentence: "Paragraph
(3) shall apply only in respect of contracts purchased after August 6, 1963."

(b) EXCEPTIONs.-Section 264 is amended by adding at the end thereof the
following new subsection:

"(c) EXCEPTIONS.-Subsection (a) (3) shall not apply to any amount paid or
accrued by a person during a taxable year on indebtedness incurred or continued
as part of a plan referred to in subsection (a) (3)-

"(1) if no part of 4 of the annual premiums due during the 7-year period
(beginning with the date the first premium on the contract to which such
plan relates was paid) is paid under such plan by means of indebtedness,

"(2) if the total of the amounts paid or accured by such person during
such taxable year for which (without regard to this paragraph) no deduc-
tion would be allowable by reason of subsection (a) (3) does not exceed
$100,

"(3) if such amount was paid or accrued on indebtedness incurred because
of an unforeseen substantial loss of income or unforeseen substantial in-
crease in his financial obligations, or

"(4) if such indebtedness was incurred in connection with his trade or
business.

For purposes of applying paragraph (1), if there Is a substantial increase in the
premiums on a contract, a new 7-year period described in such paragraph with
respect to such contract shall commence on the date the first such increased
premium is paid."

(c) EFFECTIVE DATE.-The amendments made by this seeluu shall apply with
respect to amounts paid or accrued in taxable years beginning after December 31,
1963.
SEC. 214. EMPLOYEE 3TOCK OPTIONS AND PURCHASE PLANS.

(a) IN GENERAL.-Part II of subchapter D of chapter 1 is amended to read as
follows:

"PART II-CERTAIN STOCK OPTIONS

"Sec. 421. General rules.
"Sec. 422. Qualified stock options.
"Sec. 423. Employee stock purchase plans.
"Sec. 424. Restricted stock options.
"Sec. 425. Definitions and special rules.

"SEC. 421. GENERAL RULES.
"(a) EFFECT OF QUALIFYING TRANSFER.-If a share of stock is transferred to an

individual in a transfer in respect of which the requirements of section 422(a),
423(a), or 424(a) are met-
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"(1) except as provided in section 422(c) (1), no income shall result at
the time of the transfer of such share to the individual upon his exercise of
the option with respect to such share;

"(2) no deduction under section 162 (relating to trade or business ex-
penses) shall be allowable at any time to the employer corporation, a parent
or subsidiary corporation of such corporation, or a corporation issuing or
assuming a stock option in a transaction to which section 425(a) applies,
with respect to the share so transferred; and

"(3) no amount other than the price paid under the option shall be con-
sidered as received by any of such corporations for the share so transferred.

"(b) EFFECT OF DISQUALIFYING DISPOSITION.-If the transfer of a share of
stock to an individual pursuant to his exercise of an option would otherwise meet
the requirements of section 422(a), 423(a), or 424(a) except that there is a fail-
ure to meet any of the holding period requirements of section 422(a) (1), 423(a)
(1), or 424 (a) (1), then any increase in the income of such individual or deduc-
tion from the income of his employer corporation for the taxable year in which
such exercise occurred attributable to such disposition, shall be treated as an
increase in income or a deduction from income in the taxable year of such indi-
vidual or of such employee corporation in which such disposition occurred.

"(c) EXERCISE BY ESTATE.-
"(1) IN OENERAL.-If an option to which this part applies is exercised

after the death of the employeee by the estate of the decedent, or by a person
who acquired the right to exercise such option by bequest or inheritance or
by reason of the death of the decedent, the provisions of subsection (a) shall
apply to the same extent as if the option had been exercised by the decedent,
except that-

"(A) the holding period and employment requirements of sections
422 (a), 423(a), and 424 (a) shall not apply, and

"(B) any transfer by the estate of stock acquired shall be considered
a disposition of such stock for purposes of sections 423(c) and 424(c) (1).

"(2) )EDUCTION FOR ESTATE TAX.-If an amount is required to be included
under section 422(c) (1), 423(c), or 424(c) (1) in gross income of the estate
of the deceased employee or of a person described in paragraph (1), there
shall be allowed to the estate or such person a deduction with respect to the
estate tax attributable to the inclusion in the taxable estate of the deceased
employee of the net value for estate tax purposes of the option. For this
purpose, the deduction shall be determined under section 691(c) as if the
option acquired from the deceased employee were an item of gross income
in respect of the decedent under section 691 and as if the amount includible
in gross income under section 422(c) (1), 423(c), or 424(c)(1) were an
amount included in gross income under section 691 in respect of such item
of gross income.

"(3) BASIS OF SHARES ACQUIRED.-In the case of a share of stock acquired
by the exercise of an option to which paragraph (1) applies-

"(A) the basis of such share shall include so much of the basis of the
option as is attributable to such share; except that the basis of such
share shall be reduced by the excess (if any) of (i) the amount, which
would have been includible in gross income under section 422(c)(1),
423(c), or 424(c) (1) if the employee had exercised the option on the
date of his death and had held the share acquired pursuant to such
exercise at the time of his death, over (11) the amount which is in-
cludible in gross income under such section; and

"(B) the last sentence of sections 422(c) (1), 423(c), and 424(c) (1)
shall apply only to the extent that the amount includible in gross
income under such sections exceeds so much of the basis of the option
as is attributable to such share.

"SEC. 422. QUALIFIED STOCK OPTIONS.
"(a) IN GENERAL.-Subject to the provisions of subsection (c)(1), section

421(a) shall apply with respect to the transfer of a share of stock to an indi-
vidual pursuant to his exercise of a qualified stock option if-

"(1) no disposition of such share is made by such individual within the
3-year period beginning on the day after the day of the transfer of such
share, and

"(2) at all times during the period beginning with the date of the grant-
ing of the option and ending on the day 3 months before the date of such
exercise, such individual was an eniployee of either the corporation granting
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such option, a parent or subsidiary corporation of such corporation, or a
corporation or a parent or subsidiary corporation of such corporation issuing
or assuming a stock option in a transaction to which section 425(a) applies.

"(b) QUALIFIED STOCK OPTION.-For purposes of this part, the term 'qualified
stock option' means an option granted to an individual after June 11, 1903 (other
than a restricted stock option granted pursuant to a contract described in section
'124(c) (4) (A)), for any reason connected with his employment by a corporation,
if granted by the employer corporation or its parent or subsidiary corporation,
to purchase stock of any of such corporations, but only if--

"(1) the option is granted pursuant to a plan which includes the aggre-
gate number of shares which may be issued under options, and the employees
(or class of employees) eligible to receive options, and which is approved
by the stockholders of the granting corporation within 12 months before or
after the date such plan is adopted;

"(2) such option is granted within 10 years from the date such plan is
adopted, or the date such plan is approved by the stockholders, whichever is
earlier;

"(3) such option by its terms is not exercisable after the expiration of 5
years from the date such option is granted;

"(4) except as provided in subsection (c) (1), the option price is hot less
than the fair market value of the stock at the time such option is granted;

"(5) such option by its terms is not exercisable while there is outstanding
(within the meaning of subsection (c)(2)) any qualified stock option (or
restricted stock option) which was granted, before the granting of such
option, to such individual to purchase stock in his employer corporation or
in a corporation which (at the time of the granting of such option) is a
parent or subsidiary corporation of the employer corporation, or in a prede-
cessor corporation of any of such corporations;

"(6) such option by its terms is not transferable by such individual other-
wise than by will or the laws of descent and distribution, and is exercisable,
during his lifetime, only by him; and

"(7) such individual, immediately after such option is granted, does not
own stock possessing more than 5 percent of the total combined voting power
or value of all classes of stock of the employer corporation or of its parent
or subsidiary corporation; except that if the equity capital of such corpora-
tion or corporations (determined at the time the option is granted) is less
than $2,000,000, then, for purposes of applying the limitation of this para-
graph, there shall be added to such 5 percent the percentage (not higher than
5 percent) which bears the same ratio to 5 percent as the difference between
such equity capital and $2,000,000 bears to $1,000,000.

"(c) SPECIAL RULES.-
"(1) EXERCISE OF OPTION WHEN PRICE IS LESS THAN VALUE OF STOOK.-If a

share of stock is transferred pursuant to the exercise by an individual of an
option which fails to qualify as a qualified stock option under subsection
(b) because there was a failure in an attempt, made in good faith, to meet
the requirement of subsection (b) (4), the requirement of subsection (b) (4)
shall be considered to have been met, but there shall be included as compen-
sation (and not as gain upon the sale or exchange of a capital asset) in his
gross income for the taxable year in which such option is exercised, an amount
equal to the lesser of-

"(A) 150 percent of the difference between the option price and the
fair market value of the share at the time the option was granted, or

"(B) the difference between the option price and the fair market value
of the share at the time of such exercise.

The basis of the share acquired shall be increased by an amount equal to
the amount included in his gross income under this paragraph in the taxable
year in which the exercise occurred.

"(2) CERTAIN OPTIONS TREATED AS OUTSTANDING.-FOr purposes of sub-
section (b) (5)-

"(A) any restricted stock option which is not terminated before
January 1, 1965, and

"(B) any qualified stock option granted after June 11, 1963,
shall be treated as outstanding until such option is exercised in full or ex-
pires by reason of the lapse of time. For purposes of the preceding sentence,
a restricted stock option granted before June 12, 1963, shall not be treated
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as outstanding for any period before the first day on which (under the terms
of such option) it may be exercised.

"(3) OPTIONS GRANTED TO CERTAIN SIIAREIIOLDESR.-For purposes of sub-
section (b) (7)-

"(A) the term 'equity capital' means-
"(i) in the case of one corporation, the sum of its money and

other property (in an amount equal to the adjusted basis of such
property for determining gain), less the amount of its indebtedness
(other than indebtedness to shareholders), and

"(11) in the case of a group of corporations consisting of a parent
and its subsidiary corporations, the sun of the equity capital of
each such corporations adjusted, under regulations prescribed by
the Secretary or his delegate, to eliminate the effect of Intercorpo-
rate ownership or transactions among such corporations;

"(B) the rules of section 425(d) shall apply in determining the stock
ownership of the individual: and

"(0) stock which the individual may purchase under outstanding
options shall be treated as stock owned by such individual.

It an individual is granted an option which permits him to purchase stock
in excess of the limitation of subsection (b) (7) (determined by applying
the rules of this lpragraph), such option shall be treated as meeting tile
requirement of subsection (b) (7) to the extent that such individual could,
if the option were fully exercised at the time of grant, purchase stock under
such option without exceeding such limitation. The portion of such option
which is treated as meeting the requirement of subsection (b) (7) shall be
deemed to be that portion of the option which is first exercised.

"(4) CERTAIN DISQUALIFYING DISPOSITIONS WEIIERE AMOUNT REALIZED IS
.ESS TITAN VALUE AT EXEROIS.-If-

"(A) an individual who has acquired a share of stock by the exercise
of a qualified stock option makes a dislosition of such share within tile
3-year period described in subsection (a) (1), and

"(B) such disposition is a sale or exchange with respect to which a
loss (if sustained) would be recognized to such individual,

then the amount which is includible in the gross income of such individual,
and the amount which is deductible from the income of his employer corpo-
ration, as compensation attributable to the exercise of such option shall not
exceed the excess (if any) of the amount realized on such sale or exchange
over the amount paid for such share.

"(5) CERTAIN TRANSFERS HY INSOLVENT INDIVIDUALS.-If an insolvent
individual holds a share of stock acquired pursuant to his exercise of a
qualified stock option, and if such share is transferred to a trustee, receiver,
or other similar fiduciary, in any proceeding under the Bankruptcy Act or
any other similar insolvency proceeding, neither such transfer, nor any other
transfer of such share for the benefit of his creditors in such proceeding,
shall constitute a 'dislositlon of such share' for purposes of subsection
(a) (1).

"8EC. 423. EMPLOYEE STOCK PURCHASE PLANS.
"(a) GONERAT, RUiF..-Sectlon 421 (a) shall apply with respect to the transfer

of a share of stock to an individual pursuant to his exercise of an option granted
after June 11, 1963 (other than a restricted stock option granted pursuant to
a plan described in section 424(e) (4) (B)), under an employee stock purchase
plan (as defined in subsection (b)) if-

"(1) no disposition of such share is made by him within 2 years after the
date of the granting of the option nor within 0 months after the transfer of
such share to him; and

"(2) at all times during the period beginning with the date of the grant-
ing of the option and ending on the day 8 months before the date of such
exercise, he is an employee of the corporation granting such option, a parent
or subsidiary corporation of such corporation or a corporation or a parent or
subsidiary corporation of such corporation issuing or assuming a stock
option in a transaction to which section 425 (a) applies.
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"(b) EMPILOYE STOCK PITHCIrIAs PLAN.---For purposes of this part, the term
'employee stock purchase plan' means a plan which meets the following re-
quirements:

"(1) the plan provides that options are to be granted only to employees
of the employer corporation or of its parent or subsidiary corporation to
purchase stock in any such corporations;

"(2) such plan is approved by the stockholders of the granting corpora-
tion within 12 months before or after the date such plan is adopted;

"(3) under the terms of the plan, no employee can be granted an option
if such employee, immediately after the option is granted, owns stock pos-
sessing 5 percent or more of the total combined voting power or value of all
classes of stock of the employer corporation or of its parent or subsidiary cor-
poration. For purposes of this paragraph, the rules of section 42,5(d) shall
apply in determining the stock ownership of an Individual, and stock which
the employee may purchase under outstanding options shall be treated as
stock owned by the employee;

"(4) under the terms of the plan, options are to be granted to all employees
of any corporation whose employees are granted any of such options by
reason of their employment by such corporation, except that there may be
excluded-

"(A) employees who have been employed less than 2 years,
I "(B) employees whose customary employment is 20 hours or less per

week,
"(C) employees whose customary employment is for not more than 5

months in any calendar year, and
"(D) officers, persons whose principal duties consist of supervising

the work of other employees or highly compensated employees:
"(5) under the terms of the plan, all employees granted such options

shall have the same rights and privileges, except that the amount of stock
which may be purchased by any employee under such option may bear a uni-
form relationship to the total compensation, of employees, and the plan may
form relationship to the total compensation, or the basic or regular rate of
compensation, of employees, and the plan may provide that no employee
may purchase more than a maximum amount of stock fixed under the plan;

"(0) under the terms of the plan, the option price is not less than the
lesser of-

"(A) an amount equal to 85 percent of the fair market value of the
stock at the time such option is granted, or

"(B) an amount which under the terms of the option may not be
less than 85 percent of the fair market value of the stock at the time
such option is exercised;

"(7) under the terms 6f the plan, such option cannot be exercised after the
expiration of-

"(A) 5 years from the date such option is granted if, under the terms
of such plan, the option price is to be not less than 85 percent of the
fair market value of such stock at the time of the exercise of the option,
or

"(B) 27 months from the date such option is granted, if the option
price is not determinable in the manner described in subparagiaph (A);

"(8) under the terms of the plan, no employee may be granted an option
which permits his rights to purchase stock under all such plans of his em-
ployer corporation and its parent and subsidiary corporations to accrue at
a rate which exceeds $25,000 of fair market value of such stock determinedd
at the time such option is granted) for each calendar year in which such
option is outstanding at any time. For purposes of this paragraph-

"(A) the right to purchase stock under an option accrues when the
option (or any portion thereof) first becomes exercisable during the
calendar year;

"(B) the right to purchase stock under an option accrues at the
rate provided in the option, but in no case may such rate exceed $25,000
of fair market value of such stock (determined at the time such option
is granted) for any one calendar year; and
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"(B) a written plan adopted and approved before June 12, 1963,
which (as of June 12, 1963, and as of the date of the granting of the
option)-

"(i) met the requirements of paragraphs (4) and (5) of section
423(b), or

"(ii) was being administered in a way which did not discriminate
in favor of officers, persons whose principal duties consist of super-
vising the work of other employees, or highly compensated em-
ployees.

"8EC. 425. DEFINITIONS AND SPECIAL RULES.

"(a) COnI'OIATE IREOnUANIZATIONs, LIQUIDATIONS, ETc.-For purposes of this
part. tihe term 'issuing or assuming a stock option in a transaction to which
section 425(a) applies' means a substitution of a new option for the old option,
or an assumption of the old option, by an employer corporation, or a parent
or subsidiary of such corporation, by reason of a corporate merger, consolida-
tion, acquisition of property or stock, separation, reorganization, or liquidation,
if-

"(1) the excess of the aggregate fair market value of the shares subject
to the option immediately after the substitution or assumption over the
aggregate option price of such shares is not more than the excess of the
aggregate fair market value of all shares subject to the option immediately
before such substitution or assumption over the aggregate option price
of such shares, and

"(2) the new option or the assumption of the old option does not
give the employee additional benefits which he did not have under the
old option.

For purposes of this subsection, the parent-subsidiary relationship shall be
determined at the time of any such transaction under this subsection.

"(b) ACQUISITION OF NEW STOCK.-For purposes of this part, if stock is re-
ceived by an individual in a distribution to which section 305, 354. 355, 356, or 1036
(or so much of section 1031 as relates to section 1036) applies, and such distri-
bution was made with respect to stock transferred to him up on his exercise of
the option, such stock shall be considered as having been transferred to him
on his exercise of such option. A similar rule shall be applied in the case of
a series of such distributions.

"(c) DISPOSITION.-
"(1) IN OENERAL.-Except as provided in paragraph (2), for purposes

of this part, the term 'disposition' includes a sale, exchange, gift, or a
transfer of legal title, but does not include-

"(A) a transfer from a decedent to an estate or a transfer by bequest
or inheritance;

"(B) an exchange to which section 354, 355, 356, or 1036 (or so
much of section 1031 as relates to section 1036) applies; or

"(0) a mere pledge or hypothecation.
"(2) JOINT TENANCY.-The acquisition of a share of stock in the name

of the employee and another jointly with the right of survivorship or a
subsequent transfer of a share of stock into such joint ownership shall not
be deemed a disposition, but a termination of such joint tenancy (except
to the extent such employee acquires ownership of such stock) shall be
treated as a disposition by him occurring at the time such joint tenancy
is terminated.

"(d) ATTRIBUTION OF STOCK OWNERSHIP.-For purposes of this part, in apply-
ing the percentage limitations of sections 422(b)(7), 423(b)(3), and
424(h) (3)-

"(1) the individual with respect to whom such limitation is being deter-
mined shall be considered as owning the stock owned, directly or indirectly.
by or for his brothers and sisters (whether by the whole or half blood),
spouse, ancestors, and lineal descendant; and

"(2) stock owned, directly or indirectly, by or for a corporation, partner-
ship, estate, or trust, shall be considered as being owned proportionately
by or for its shareholders, partners, or beneficiaries.

"(e) PARENT CORPORATION.-For purposes of this part, the term 'parent cor-
poration' means any corporation (other than the employer corporation) in an
unbroken chain of corporations ending with the employer corporation if, at the
time of the granting of the option, each of the corporations other than the
employer corporation owns stock possessing 50 percent or more of the total com-
bined voting power of all classes of stock in one of the other corporations in
such chain.
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"(f) SUBSIDIARY CORPORATION.-For purposes of this part, the term 'subsidi-
ary corporation' means any corporation (other than the employer corporation)
in an unbroken chain of corporations beginning with the employer corporation
if, at the time of the granting of the option, each of the corporations other
than the last corporation in the unbroken chain owns stock possessing 50 percent
or more of the total combined voting power of all classes of stock in one of the
other corporations in such chain.

"(g) SPECIAL RULE FOR APPLYING SUBSECTIONS (e) AND (f).-In applying
subsections (e) and (f) for purposes of section 422(a)(2), 423(a)(2), and
424 (a) (2), there shall be substituted for the term 'employer corporation'
wherever it appears in subsections (e) and (f) the term 'grantor corporation',
or the term 'corporation issuing or assuming a stock option in a transaction to
which section 425 (a) applies, as the case may be.

"(h) MODIFICATION, EXTENSION, OR RENEWAL OF OPTION.-
"(1) IN GENERAL.-For purposes of this part, if the terms of any option

to purchase stock are modified, extended, or renewed, such modification,
extension, or renewal shall be considered as the granting of a new option.

"(2) SPECIAL RULES FOR SECTIONS 428 AND 424 OPTIONS.-
"(A) In the case of the transfer of stock pursuant to the exercise

of an option to which section 423 or 424 applies and which has been
so modified, extend, or renewed, then, except as provided in subpara-
graph (B), the fair market value of such stock at the time of the
granting of such option shall be considered as whichever of the following
is the highest:

"(i) the fair market value of such stock on the date of the
original granting of the option,

"(ii) the fair market value of such stock on the date of the
making of such modification, extension, or renewal, or

"(iii) the fair market value of such stock at the time of the
making of any intervening modification, extension, or renewal.

"(B) Subparagraph (A) shall not apply with respect to a modifica-
tion, extension, or renewal of a restricted stock option before June 12,
1963 (or after June 11, 1963, If made pursuant to a binding written
contract entered into before June 12, 1963), if the aggregate of the
monthly average fair market values of the stock subject to the option
for the 12 consecutive calendar months before the date of the modifi-
cation, extension, or renewal, divided by 12, is an amount less than 80
percent of the fair market value of such stock on the date of the orig-
inal granting of the option or the date of the making of any intervening
modification, extension, or renewal, whichever is the highest.

"(3) DEFINITION OF MODIFICATION.-The term 'modification' means any
change in theh terms of the option which gives the employee additional
benefits under the option, but such term shall not include a change in the
terms of the option-

(A) attributable to the issuance or assumption of an option under
subsection (a) ; or

"(B) to permit the option to qualify under sections 422(b) (6), 423
(b) (9), and 424(b) (2).

If a restricted stock option is exercisable after the expiration of 10 years from
the date such option is granted, subparagraph (B) shall not apply unless the
terms of the option are also changed to make it not exercisable after the ex-
piration of such period.

"(i) CRoss REFERENCES.-
"For provisions requiring the reporting of certain acts with respect to a qualified

stock option, options granted under employer stock purchase plans, or a restricted
stock option, see section 6039."

(b) ADMINISTRATIVE PROVISIONS.-
(1) REPORTING REQUIREMENT FOR CERTAIN OPTIONs.-Subpcrt A of part III

of subchapter A of chapter 61 (relating to information returns) is amended
by renumbering section 6039 as 6040, and by inserting after section 6038
the following new section:

"SEC. 6039. INFORMATION REQUIRED IN CONNECTION WITH CERTAIN OPTIONS.
"(a) REQUIREMENT OF REPORTING.-Every corporation-

"(1) which in any calendar year transfers a share of stock to any person
pursuant to such person's exercise of a qualified stock option or a restricted
stock option, or
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"(0) a right to purchase stock which has accrued under one option
granted pursuant to the plan may not be carried over to any other
option; and

"(9) under the terms of the plan, such option is not transferable by such
individual otherwise than by will or the laws of descent and distribution,
and is exercisable, during his lifetime, only by him.

For purposes of paragraphs (3) to (9), inclusive, where additional terms are
contained in an offering made under a plan, such additional terms shall, with
respect to options exercised under such offering, be treated as a part of the
terms of such plan.

"(c) SPECIAL RULE WHERE OPTION PItCE Is BETWEEN 85 PERCENT AND 100
PERCENT OF VALUE OF STOCK.-If the option price of a share of stock acquired by
an individual pursuant to a transfer to which subsection (a) applies was less
than 100 percent of the fair market value of such share at the time such option
was granted, then, in the event of any disposition of such share by him which
meets the holding period requirement of subsection (a), or in the event of
his death (whenever occurring) while owning such shate, there shall be
-included as compensation, and not as gain upon the sale or exchange of a capital
asset) in his gross income, for the taxable year in which falls the date of such
disposition or for the taxable year closing with his death, whichever applies,
an amount equal to the lesser of-

"(1) the excess of the fair market value of the share at the time of such
disposition or death over the amount paid for the share under the option,
or

"(2) the excess of the fair market value of the share at the time the
option was granted over the option price.

If the option price is not fixed or determinable at the time the option is granted,
then for purposes of this subsection, the option price shall be determined as if
the option were exercised at such time. In the case of the disposition of such
share by the individual, the basis of the share in his hands at the time of such
disposition shall be increased by an amount equal to the amount so includible
in his gross income.
"SEC. 424. RESTRICTED STOCK OPTIONS.

"(a) IN GENERAL.-Section 421(a) shall apply with respect to the transfer of
a share of stock to an individual pursuant to his exercise after 1949 of a re-
stricted stock option, if-

"(1) no disposition of such share is made by him within 2 years from the
date of the granting of the option nor within 6 months after the transfer
of such share to him, and

"(2) at the time he exercises such option-
"(A) he is an employee of either the corporation granting such option

a parent or subsidiary corporation of such corporation, or a corporation
or a parent or subsidiary corporation of such corporation issuing or
assuming a stock option in a transaction to which section 425(a) applies,
or

"(B) he ceased to be an employee of such corporations within the
3-month period preceding the time of exercise.

"(b) RESTRICTED STOOK OPTION.-For purposes of this part, the term "re-
stricted stock option' means an option granted after February 26, 1945, and before
June 12, 1963 (or, if it meets the requirements of subsection (c) (4), an option
granted after June 11, 1963), to an individual, for any reason connected with his
employment by a corporation, if granted by the employer corporation or its
parent or subsidiary corporation, to purchase stock of any of such corporations,
but only if-

"(1) at the time such option is granted-
"(A) the option price is at least 85 percent of the fair market value

at such time of the stock subject to the option, or
"(B) in the case of a variable price option, the option price (com-

puted as if the option had been exercised when granted) is at least 85
percent of the fair market value of the stock at the time such option is
granted;

"(2) such option by its terms is not transferable by such individual other-
wise than by will or the laws of descent and distribution, and is exercisable,
during his lifetime, only by him;

"(3) such individual, at the time the option is granted, does not own
stock possessing more than 10 percen) of the total combined voting power of
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all classes of stock of the employer corporation or of its parent or subsidiary
corporation. This paragraph shall not apply if at the time such option is
granted, the option price is at least 110 percent of the fair market value
of the stock subject to the option, and such option either by its terms is not
exercisable after the expiration of 5 years from the date such option is
granted or is exercised within one year after August 10, 1954. For purposes
of this paragraph, the provisions of section 425(d) shall apply in determin-
ing the stock ownership of an individual; and

"(4) such option by its terms is not exercisable after the expiration of 10
years from the date such option is granted, if such option has been granted
on or after June 22, 1954.

"(c) SPECIAL RULES.-
"(1) OPTIONS UNDER WIIICII OPTION PRICE IS II'EWEEN 85 P'EI:CENT AND 95

PERCENT OF VALUE OF STOOK.-If no disposition of a share of stock acquired by
an indiidual on his exercise after 1949 of a restricted stock option is made by
him within 2 years from the date of the granting of the option nor within 6
months after the transfer of such share to him, but, at the time the restricted
stock option was granted, the option price (computed under subsection (b)
(1)) was less than 95 percent of the fair market value at such time of such
share, then, in the event of any disposition of such share by him, or in the
event of his death (whenever occurring) while owning such share, there
shall be included as compensation (and not as gain upon the sale or ex-
change of a capital asset) in his gross income, for the taxable year in which
falls the date of such disposition or of the taxable year closing with his death,
whichever applies-

"(A) in tie case of a share of stock acquired under an option qualify-
ing under subsection (b)(1)(A), an amount equal to the amount (if
any) by which the option price is exceeded by the lesser of-

"(i) the fair market value of the share at the time of such dispo-
sition or death, or

"(ii) the fair market value of the share at the time the option
was granted; or

"(B) in the case of stock acquired under an option qualifying under
subsection (b) (1) (B), an amount equal to the lesser of-

"(i) the excess of the fair market value of the share at the time
of such disposition or death over the price paid under the option,
or

"(ii) the excess of the fair market value of the share at the
time the option was granted over the option price (computed as
if the option had been exercised at such time).

In the case of a disposition of such share by the individual, the basis
of the share in his hands at the time of such disposition shall be increased
by an amount equal to the amount so includible in his gross income.

"(2) STOCKHOLDER APPROVAL.-For purposes of tils section, if the grant
of an option is subject to approval by stockholders, the date of grant of
the option shall be determined as if the option had not been subject to
such approval.

"(3) VARIABLE PRICE OPTION.-For purposes of subsection (b)(1), the
term 'variable price option' means an option under which the purchase
price of the stock is fixed or determinable under a formula in which the
only variable is the fair market value of the stock at any time during
a period of 6 months which includes the time the option is exercised;
except that in the case of options granted after September 30, 1958, such
term does not include any such option in which such formula provides
for determining such price by reference to the fair market value of the
stock at any time before the option is exercised if such value may be
greater than the average fair market value of the stock during the calendar
month in which the option is exercised.

"(4) CERTAIN OPTIONS GRANTED AFTER JUNE 11, 1903.-For purposes of
subsection (b), an option granted after June 11, 1963, meets the require-
ments of this paragraph if granted pursuant to-

"(A) a binding written contract entered into before June 12, 1963,
or
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"(2) which ill any calendar year records (or has by its agent recorded)
ai t transfer of the legal title of a share of stock-

"(A) acquired by the I ransferor pursuant to his exercise of an option
described ill section 423(c) (relating to special rule where option price
is between 85 percent and 100 percent of value of stock), or

"(IB) acquired by the transferor pursuant to his exercise of a re-
stricted stock option described in section 424(c) (1) (relating to options
under which option price is between 85 percent and 95 percent of value
of stock),

shall, for such calendar year, make a return at such time and in such manner,
and setting forth such information, as the Secretary or his delegate may by
regulations prescribe. For purposes of the preceding sentence, any option which
a corporation treats as a qualified stock option, a restricted stock option, or an
option granted under an employee stock purchase plan, shall be deemed to be
such an option. A return is required by reason of a transfer described in )para-
graph (2) of a share only with respect, to the first transfer of such share by
the person who exercised thile option.

"(b) STATr.Ei NTS T'O Hli FURNISIIE TO PERSONS WI IIE RESPECT TO VWIOM

INFORMA.TION Is F'UINISIEII).-Mvery corporation making a return under sub-
:et ion (a) shall furnish to each person whose name is set forth in such return
a written statement setting forth such information as the Secretary or his dele-
gate may by regulations prescribe. The written statement required under the
preceding sentence shall be furnished to tlie person on or before January 31 of
lhe year following the calendar year for which the return under subsection (a)

w\as made.
"(c) IDENT'rlFIATION OF STOCK.-Any corporation which transfers any share

of stock pursuant to the exercise of an option described in slubsection (a) (2)
shall identify such stock in a manner adequate to carry out the purposes of
tlhis section.

"(d) Cuoss REFERENCES.-
"For definition of-

"(1) The term qualifiedd stock option', see section 422(b).
"(2) The term 'employee stock purchase plan', bee section 423(b).
"(3) The term 'restricted stock option', see section 424(b)."

(2) PENALTIES FOR FAILURE TO FILE INFORMATION RETURNS.-Sectionl
i6652(a) (relating to failure to file certain information returns) is amended

to read as follows:
"(a) IRETURNs RELATING TO PAYMENTS OF DIVIDENDS, ETC., AND CERTAIN TRANS-

FERS OF STOCK.-In the case of each failure to file a statement of-
"(1) the aggregate amount of payments to another person required by

section 6042(a)(1) (relating to payments of dividends aggregating $10
or more), section 6(14 (a) (1) (relating to payments of patronage dividends
aggregating $10 or more, or section 6019(a)(1) (relating to payments of
interest aggregating $10 or more), or

"(2) the transfer of stock or the transfer of legal title of stock required
by section 6031) (relating to information in connection with certain options),

on tile date prescribed therefore (determined with regard to any extension of time
for filing), unless it is shown that such failure is due to reasonable cause and
not to willful neglect, there shall be paid (upon notice and demand by the Secre-
tary or his delegate and in the same manner as tax), by the person falling to
so tile tle statement, $10 for each such statement not so filed, but the total
amount imposed on the delinquent person for all such failures during any
calendar year shall not exceed $25,000."

(3) PENALTIES FOI FAILURE TO FURNISH STATEMENTS TO PERSONS WITH
RESPECT TO WHOM RETURNS ARE FIL.EI.-Section 6678 (relating to failure to
furnish certain statements) is amended-

(A) by striking out "section 6042(c)," and inserting in lieu thereof
"section 0039(b), 0012(c),"; and

(B) by striking out "section 6042(a)(1)," and inserting in lieu
thereof "section 0039(a), 0042(a) (1),".

(c) TECHNICAL AMENDMENTS.-
(1) Section 402(a) (3)(B) (relating to taxability of beneficiary of em*

ployees' trust) is amended by striking out "section 421(d) (2) and (3)" and
inserting in lieu thereof "subsections (e) and (f) of section 425".
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(2) The last sentence of subparagraph (B) of section (91)(c) (2) (relating
to allowance of deduction for estate tax il case of Items constituting income
in respect of a decedent) is amended to read as follows: "Such net value
shall be determined with respect to the provisions of section 421(c) (2),
relating to the deduction for estate tax with respect to stock options to
which part II of subchapter D applies."

(d) (,LEHICAI, AMENDMENTS.--
(1) The table of parts for subchapter D of chapter 1 is amended by strik.

ing out
"IPart II. Miscellaneous provisions."

and inserting In lieu thereof the following:
"Part II. Certain stock options."

(2) The table of sections for subpart A of part III of subchapter A of
chapter 01 is amended by striking out

"See. (1039. Cross references."

and inserting in lieu thereof:
"Seec. f603O. Information required in connection with certain options.
"Sec. (1010. Cross references."

(e) EFFECTIVE I)DATE.-
(1) Except as provided in paragraph (2), the amendments made by this

sect ion shall apply to taxable years ending after June 11, 1963.
(2) The amendments muilo by subsection (b) shall apply to stock trans-

ferred pursuant to options exercised on or after January 1, 1964.
SEC. 215. INTEREST ON CERTAIN DEFERRED PAYMENTS.

(a) IN G NEMA.-Part III of subchapter E of chapter 1 (relating to account-
ing periods and methods of accounting) is amended by (adding at the end thereof
I he following new section :
"SEC. 483. INTEREST ON CERTAIN DEFERRED PAYMENTS.

"(a) AMOUNT CONSTITUTING INTEIEST.-For purposes of tills title, in the case
of any contract for the sale or exchange of property there shall be treated as
interest that part of a payment to which this section applies which bears the
same ratio to tile amount of such payment as the total unstated interest under
such contract bears to the total of the payments to which tils section applies
which iar ue due under such contract.

"(b) TOTAL UNSTATED INTEREST.-For purposes of this section, the term 'total
unstated interest' means, with respect to a contract for the sale or exchange of
property, an amount equal to the excess of-

"(1) the stun of the payments to which this section applies which are due
under the contract, over

"(2) the sum of the present values of such payments and the present
values of any interest payments due under the contract.

For purposes of paragraph (2), the present value of a payment shall be de-
termined, as of the date of the sale or exchange, by discounting such payment at
the rate, and il the manner, provided in regulations prescribed by the Secretary
or his delegate. Such regulations shall provide for discounting on the basis of
(-liionth brackets and shall provide that the present value of any interest pay-
ment due not more than 6 months after the date of the sale or exchange is an
amount equal to 100 percent of such payment.

"(c) PAYMENTS TO WIIIOH SECTION APPLIES.--
"(1) IN OENEAL-.-Except as provided in subsection (f), this section shall

apply to any payment on account of the sale or exchange of property which
constitutes part or all of the sales price and which is duo more than 0
months after the date of such sale or exchange under a contract-

"(A) under which some or all of the payments are due more than
one year after the date of such sale or exchange, and

"(B) under which, using a rate provided by regulations prescribed by
the Secretary or ills delegate for purposes of this subparagraph, there is
total unstated interest.

Any rate prescribed for determining whether there is total unstated interest
for purposes of subparagraph (B) shall be at least one percentage point
lower than the rate prescribed for purposes of subsection (b) (2).
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"(2) TREATMENT OF EVIDENCE OF INDEBTEDNESS.-For purposes of this sec-
tion, an evidence of indebtedness of the purchaser given in consideration for
the sale or exchange of property shall not be considered a payment, and any
payment due under such evidence of indebtedness shall be treated as due
under the contract for the sale or exchange.

"(d) PAYMENTS THAT ARv INDEFINITE AS TO TIME, LIABILITY, OR AMOUNT.-In
the case of a contract for the sale or exchange of property under which the lia-
bility for, or the amount or due date of, any portion of a payment cannot be de-
termined at the time of the sale or exchange, this section shall be separately
applied to such portion as if it (and any amount of interest attributable to such
portion) were the only payments due under the contract; and such determina-
tions of liability, amount, and due date shall be made at the time payment of
such portion is made.

•'(e) CHANGE IN TERMS OF CONTRACT.-If the liability for, or the amount or
due date of, any payment (including interest) under a contract for the sale or
exchange of property is changed, the 'total unstated interest' under the contract
shall be recomputed and allocated (with adjustment for prior interest (including
unstated interest) payments) under regulations prescribed by the Secretary
or his delegate.

"(f) EXCEPTIONS AND LIMITATIONS.-
"(1) SALES PRICE OF $3,000 OR LESS.-This section shall not apply to any

payment on account of the sale or exchange of property if it can be de-
termined at the time of such sale or exchange that the sales price cannot
exceed $3,000.

"(2) CARRYING OHARGEs.-In the case of the purchaser, the tax treatment
of amounts paid on account of the sale or exchange of property shall be
made without regard to this section if any such amounts are treated under
section 163 (b) as if they included interest.

"(3) TREATMENT OF SELLER.-In the case of the seller, the tax treatment
of any amounts received on account of the sale or exchange of property shall
be made without regard to this section if no part of any gain on such sale or
exchange would be considered as gain from the sale or exchange of a capital
asset or property described in section 1231.

"(4) SALES OR EXCHANGES OF PATENTS.-This section shall not apply to any
payments made pursuant to a transfer described in section 1235(a) (relating
to sale or exchange of patents).

' (5) ANNUITIES.-This section shall not apply to any amount the liability
for which depends in whole or in part on the life expectancy of one or more
individuals and which constitutes an amount received as an annuity to
which section 72 applies."

(b) CLERICAL AMENDMENT.-The table of sections for such part is amended
by adding at the end therof the following new item:

"See. 483. Interest on certain deferred payments."

(c) CERTAIN CARRYING CHARGES.-The first sentence of section 163(b) (1) (re-
lating to installment purchases where interest charge is not separately stated)
is amended by striking out "personal property is purchased" and inserting in
lieu thereof "personal property or services are purchased".

(d) EFFECTIVE DATEs.-The amendments made by subsections (a) and (b)
shall apply to payments made after December 31, 1963, on account of sales or
exchanges of property occurring after June 30, 1963. The amendment made by
subsection (c) shall apply to payments made during taxable years beginning
after December 31, 1963.
SEC. 216. PERSONAL HOLDING COMPANIES.

(a) PERSONAL HOLDING COMPANY TAX RATE.-Section 541 (relating to im-
position of personal holding company tax) is amended by striking out "tax
equal to" and all that follows and inserting in lieu thereof: "tax equal to
70 percent of the undistributed personal holding company income."

(b) DEFINITION OF PERSONAL HOLDING COMPANY.-Paragraph (1) of section
542(a) (relating to the gross income requirement for personal holding com-
pany purposes) is amended to read as follows:

"(1) ADJUSTED ORDINARY GROSS INCOME REQUIEMENT.-At least 60 per-
cent of its adjusted ordinary gross income (as defined in section 543(b)
(2)) for the taxable year is personal holding company income (as defined
in section 543(a)), and".
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(c) EXCLUDED CORPORATIONS.-
(1) DOMESTIC BUILDING AND LOAN ASOCIATIONs.--Paragraph (2) of sec-

tion 542(c) (relating to corporations excepted from the definition of per-
sonal holding company) is amended to read as follows:

"(2) a bank as defined in section 581, or a domestic building and loan
association within the meaning of section 7701(a) (19) without regard to
subparagraphs (D) and (E) thereof;".

(2) LENDING AND FINANCE COMPANIES.-Section 542(c) is amended by
striking out paragraphs (6), (7), (8), and (9), by renumbering paragraphs
(10) and (11) as paragraphs (7) and (8), and by inserting after para-
graph (5) the following new paragraph :

"(6) a lending or finance company if-
"(A) 60 percent or more of its ordinary gross income (as defined in

section 543(b) (1)) is derived directly from the active and regular con-
duct of a lending or finance business;

"(B) the personal holding company income for the taxable year
(computed without regard to income described in subsection (d)(3)
and income derived directly from the active and regular conduct of
a lending or finance business, and computed by including as personal
holding company income the entire amount of the gross income from
rents, royalties, produced film rents, and compensation for use of
corporate property by shareholders), plus the interest described in
section 543(b) (2) (C), is not more than 20 percent of the ordinary
gross income;

"(C) the sum of the deductions which are directly allocable to the
active and regular conduct of its lending or finance business equals or
exceeds the sum of-

"(i) 15 percent of so much of the ordinary gross income derived
therefrom as does not exceed $500,000, plus

"(ii) 5 percent of so much of the ordinary gross income derived
therefrom as exceeds $500,000 but not $1,000,000; and

"(D) the loans to a person who is a shareholder in such company
during the taxable year by o.' for whom 10 percent or more in value
of its outstanding stock is owned directly or indirectly (including, in
the case of an individual, stock owned by members of his family as
defined in section 544(a)(2), outstanding at any time during such
year do not exceed $5,000 in principal amount;".

(3) SPECIAL RULES FOR SECTION 542(0) (o).-Section 542 is amended by
adding at the end thereof the following new subsection:

"(d) SPECIAL RULES FOR APPLYING SUBSECTION (c) (6).-
"(1) LENDING OR FINANCE BUSINESS DEFINED.-

"(A) IN GENERAL.-Except as provided in subparagraph (B), for
purposes of subsection (c)(6), the term 'lending or finance business'
means a business of-

"(i) making loans, or
"(ii) purchasing or discounting accounts receivable, notes, or

installment obligations.
"(B) ExcEPTIONs.-For purposes of subparagraph (A), the term

'lending or finance business' does not include the business of-
"(i) making loans, or purchasing or discounting accounts re-

ceivable, notes, or installment obligations, if (at the time of the
loan, purchase, or discount) the remaining maturity exceeds 60
months, or

"(ii) making loans evidenced by, or purchasing, certificates of
indebtedness issued in a series, under a trust indenture, and in
registered form or with interest coupons attached.

For purposes of clause (i), the remaining maturity shall be treated as
including any period for which there may be a renewal or extension
under the terms of an option exercisable by the borrower.

"(2) BusINEss DEDUorTONS.-For purposes of subsection (c) (0) (C), the
deductions which may be taken into account shall include only-

"(A) deductions which are allowable only by reason of section 162
or section 404, except there shall not be included any such deduction
in respect of compensation for personal services rendered by share-
holders (including members of the shareholder's family as described in
section 544(a) (2)), and
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"(B) deductions allowable under section 167, and deductions allow-
able under section 164 for real property taxes, but in either case only
to the extent that the property with respect to which such deductions
are allowable is used directly in the active and regular conduct of the
lending or finance business.

"(3) INCOME RECEIVED FROM CERTAIN DOMESTIC SUBSIDIARIES.-For purposes
subsection (c) (6) (B), in the case of a lending company which is authorized
to engage in and is actively and regularly engaged in the small loan business
(consumer finance business) under one or more State statutes providing
for the direct regulation of such business, and which meets the requirements
of subsection (c) (6)(A), there shall not be treated as personal holding
company income the lawful income received from domestic subsidiary cor-
porations (of which stock possessing at least 80 percent of the voting power
of all classes of stock and of which at least 80 percent of each class of
nonvoting stock is owned directly by such lending company) which are
themselves excepted under subsection (c) (6)."

(d) PERSONAl, HOLDING COMPANY INCOME.-Subsections (a) and (b) of
section 543 relatingg to personal holding company income) are amended to read
as follows:

"(a) GENERAL RULE.-For purposes of this subtitle, the term 'personal holding
company income' means the portion of the adjusted ordinary gross income which
consists of :

"(1) DIVIDENDS, ETc.-Dividends, interest, royalties (other than mineral,
oil, or gas royalties or copyright royalties), and annuities. This paragraph
shall not apply to-

"(A) interest constituting rent (as defined in subsection (b)(3)),
"(B) interest on amounts set aside in a reserve fund under section

511 or 607 of the Merchant Marine Act. 1936, and
"(C) a dividend distribution of divested stock (as defined in sub-

section (e) of section 1111), but only if the stock with respect to
which the distribution is made was owned by the distributee on Septem-
ber 6, 1961, or was owned by the distributee for at least 2 years before
the date on which the antitrust order (as defined in subsection (d)
of section 1111) was entered.

"(2) RENTs.-The adjusted income from rents; except that such adjusted
income shall not be included if-

"(A) such adjusted income constitutes 50 percent or more of the
adjusted ordinary gross income, and

"(B) the personal holding company income for the taxable year
(computed without regard to this paragraph and paragraph (6), and
computed by included as personal holding company income copyright
royalties and the adjusted income from mineral, oil, and gas royalties)
is not more than 10 percent of the ordinary gross income.

"(3) MINERAL, OIL, AND GAS ROYALTIES.-The adjusted income from min-
eral, oil, and gas royalties; except that such adjusted income shall not be
included if-

"(A) such adjusted income constitutes 50 percent or more of the
adjusted ordinary gross income,

"(B) the personal holding company income for the taxable year
(computed without regard to this paragraph, and computed by including
as personal holding company income copyright royalties and the ad-
justed income from rents) is not more than 10 percent of the ordinary
gross income, and

"(C) the sum of the deductions which are allowable under section
162 (relating to trade or business expenses) other than-

"(i) deductions for compensation for personal services rendered
by the shareholders, and

"(ii) deductions which are specifically allowable under sections
other than section 162,

equals or exceeds 15 percent of the adjusted ordinary gross income.
"(4) COPYRIGHT ROYALTIES.-Copyright royalties; except that copyright

royalties shall not be included if-
"(A) such royalties (exclusive of royalties received for the use of.

or right to use, copyrights or interests in copyrights on works created
in whole, or in part, by any shareholder) constitute 50 percent or more
of the ordinary gross income,
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"(B) the personal holding company income for the taxable year
computed-

"(i) without regard to copright royalties, other than royalties
received for the use of, or right to use, copyrights or interests in
copyrights in works created in whole, or in part, by any shareholder
owning more than 10 percent of the total outstanding capital stock
of the corporation,

"(ii) without regard to dividends from any corporation in which
the taxpayer owns at least 50 percent of all classes of stock entitled
to vote and at least 50 percent of the total value of all classes of
stock and which corporation meets the requirements of this sub-
paragraph and subparagraphs (A) and (C), and

"(iii) by including as personal holding company income the
adjusted income from rents and the adjusted income from mineral,
oil, and gas royalties,

is not more than 10 percent of the ordinary gross income, and
"(C) the sum of the deductions which are properly allocable to such

royalties and which are allowable under section 162, other than-
"(i) deductions for compensation for personal services rendered

by the shareholders,
"'(ii) deductions for royalties paid or accrued, and
"(iii) deductions which are specifically allowable under sections

other than section 162,
equals or exceeds 25 percent of the amount by which the ordinary gross
income exceeds the sum of the royalties paid or accrued and the amounts
allowable as deductions under section 167 (relating to depreciation)
with respect to copyright royalties.

For purposes of this subsection, the term 'copyright royalties' means
compensation, however designated, for the use of, or the right to use, copy-
rights in works protected by copyright issued under title 17 of the United
States Code (other than by reason of section 2 or 6 thereof) and to which
copyright protection is also extended by the laws of any country other than
the United States of America by virtue of any international treaty, conven-
tion, or agreement, or interests in any such copyrighted works, and includes
payments from any person for performing rights in any such copyrighted
work and payments (other than produced film rents as defined in paragraph
(S) (B)) received for the use of, or right to use, films. For purposes of this
paragraph, the term 'shareholder' shall include any person who owns stock
within the meaning of section 544.

"(5) PRODUCED FILM RENTS.-
"(A) Produced film rents; except that such rents shall not be included

if such rents constitute 50 percent or more of the ordinary gross income.
"(B) For purposes of this section, the term 'produced film rents'

means payments received with respect to an interest in a film for the
use of, or right to use, such film, but only to the extent that such inter-
est was acquired before substantial completion of production of such
film.

"(6) USE OF CORPORATION PROPERTY BY SHAREHOLDER.-AllOUntS received
as compensation (however designated and from whomsoever received) for
the use of, or right to use, property of the corporation in any case where,
at any time during the taxable year, 25 percent or more in value of the out-
standing stock of the corporation is owned, directly or indirectly, by or for
an individual entitled to the use of the property; whether such right is
obtained directly from the corporation or by means of a sublease or other
arrangement. This paragraph shall apply only to a corporation which has
personal holding company income for the taxable year (computed without
regard to this paragraph and paragraph (2), and computed by including
as personal holding company income copyright royalties and the adjusted
income from mineral, oil, and gas royalties) in excess of 10 percent of its
ordinary gross income.

"(7) PERSONAL SERVICE CONTRACTS.-
"(A) Amounts received under a contract under which the corpora-

tion is to furnish personal services; if some person other than the cor-
poration has the right to designate (by name or by description) the
individual who is to perform the services, or if the individual who is
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to perform the services is designated (by name or by description) in
the contract; and

"(B) amounts received from the sole or other disposition of such a
contract.

This parararaph shall apply with respect to amounts received for services
under a particular contract only if at some time during the taxable year
25 percent or more in value of the outstanding stock of the corporation is
owned, directly or indirectly, by or for the individual who has performed,
is to perform, or may be designated (by name or by description) as the one
to perform, such services.

"(8) ESTATES AND TRUSTS.-Almounts includible in computing the taxable
income of the corporation under part I of subchapter J (sec. 641 and follow-
ing, relating to estates, trusts, and beneficiaries).

"(b) DEFINITIONS.-For purposes of this part-
"(1) ORDINARY OROSS INCOME.-The term 'ordinary gross income' means

the gross income determined by excluding-
"(A) all gains from the sale or other disposition of capital assets,

and
"(B) all gains (other than those referred to in subparagraphs (A))

from the sale or other disposition of property described in section
1231(b).

"(2) ADJUSTED ORDINARY GROSS INCOME.-The term 'adjusted ordinary
gross income' means the ordinary gross income adjusted as follows:

"(A) RENTS.-From the gross income from rents (as defined in the
second sentence of paragraph (3) of this subsection) subtract the
amount allowable as deductions for-

"(i) exhaustion, wear and tear, obsolescence, and amortization,
"(ii) property taxes,
"(ii) interest, and
"(iv) rent.

to the extent allowable, under regulations prescribed by the Secretary
or his delegate, to such gross income from rents. The amount subtracted
under this subparagraph shall not exceed such gross income from
rents.

"(B) MINERAL, ROYALTIES, ETC.-From the gross income from mineral,
oil, and gas royalties described in subsection (a) (3), and from the gross
income from working interests in an oil or gas well, subtract the amount
allowable as deductions for-

"(i) exhaustion, wear and tear, obsolescence, amortization, and
depletion,

"(ii) property and severance taxes,
"(iii) interest, and
"(iv) rent.

to the extent allocable, under regulations prescribed by the Secretary
or Ils delegate, to such gross income from royalties or such gross income
from working Interests in oil or gas wells. The amount subtracted under
this subparagraph with respect to royalties shall not exceed the gross
income from such royalties, and the amount subtracted under this sub-
paragraph with respect to working interests shall not exceed the gross
income from such working interests.

"(C) INTEREST.-There shall be excluded-
"(i) interest received on a direct obligation of the United States

held for sale to customers in the ordinary course of trade or busi-
ness by a regular dealer who is making a primary market in such
obligations, and

"(ii) interest on a condemnation award, a judgment, and a tax
refund.

"(3) ADJUSTED INCOME FROM RENTS.--The term 'adjusted income from
rents' means the gross income from rents, reduced by the amount subtracted
under paragraph (2) (A) of this subsection. For purposes of the preceding
sentence, the term 'rents' means compensation, however designated, for the
use of, or right to use, property, and the interest on debts owed to the cor-
poration, to the extent such debts represent the price for which real property
held primarily for sale to customers In the ordinary course of its trade or
business was sold or exchanged by the corporation; but does not include
amounts constituting personal holding company income under subsection
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(a) (6), nor copyright royalties (as defined in subsection (a) (4)), nor pro-
duced film rents (as defined in subsection (a) (5) (B)).

"(4) ADJUSTED INCOME FROM MINERAL, OIL, AND GAS ROYALTIES.-The term

'adjusted income from mineral, oil, and gas royalties' means the gross in-
come from such royalties, reduced by the amount subtracted under para-
graph (2) (B) of this subsection in respect of such royalties."

(e) FOREIGN PERSONAL HOLDING COMPANY INCOME AND STOCK OWNERSHIP.-
Section 553 (relating to foreign personal holding company income) and section
554 (relating to stock ownership) are amended to read as follows:
"SEC. 553. FOREIGN PERSONAL HOLDING COMPANY INCOME.

"(a) FOREIGN PERSONAL HOLDING COMPANY INCOME.-For purposes of this
subtitle, the term 'foreign personal holding company income' means that portion
of the gross income, determined for purposes of section 552, which consists of:

"(1) DIVIDENDS, ET.-Dividends, interest, royalties, and annuities. This
paragraph shall not apply to a dividend distribution of divested stock (as
defined in subsection (e) of section 1111) but only if the stock with respect
to which the distribution is made was owned by the distributee on September
6, 1961, or was owned by the distributee for at least 2 years before the date
on which the antitrust order (as defined in subsection (d) of section 1111)
was entered.

"(2) STOCK AND SECURITIES TRANSACTIONS.-Except in the case of regular
dealers in stock or securities, gains from the sale or exchange of stock or
securities.

"(3) COMMODITIES TRANSACTIONs.-Gains from futures transactions in
any commodity on or subject to the rules of a board of trade or commodity
exchange. This paragraph shall not apply to gains by a producer, processor,

Merchant, or handler of the commodity which arise out of bona fide hedging
transactions reasonably necessary to the conduct of its business in the
manner in which such business is customarily and usually conducted by
others.

"(4) ESTATES AND TRUSTS.-Amounts includible in computing the taxable
income of the corporation under part I of subchapter J (sec. 641 and follow-
ing, relating to estates, trusts, and beneficiaries) ; and gains from the sale
or other disposition of any interest in an estate or trust.

"(5) PERSONAL SERVICE CONTRACTS.-
"(A) Amounts received under a contract under which the corporation

is to furnish personal services; if some person other than the corpora-
tion has the right to designate (by name or by description) the individ-
ual who is to perform the services, or if the individual who is to per-
form the services is designated (by name or by description) in the
contract; and

"(B) amounts received from the sale or other disposition of such a
contract.

This paragraph shall apply with respect to amounts received for services
under a particular contract only if at some time during the taxable year 25
percent or more in value of the outstanding stock of the corporation is
owned, directly or indirectly, by or for the individual who has performed, is
to perform, or may be designated (by name or by description) as the one to
perform, such services.

"(6) USE OF CORPORATION PROPERTY BY SHAREHOLDER.-Amounts received
as compensation (however designated and from whomsoever received) for
the use of, or the right to use, property of the corporation in any case where,
at any time during the taxable year, 25 percent or more in value of the out-
standing stock of the corporation is owned, directly or indirectly, by or for
an individual entitled to the use of the property; whether such right is ob.
tained directly from the corporation or by means of a sublease or other
arrangement. This paragraph shall apply only to a corporation which has
foreign personal holding company income for the taxable year, computed
without regard to this paragraph and paragraph (7), in excess of 10 per-
cent of its gross income.

"(7) RENTS.-Rents, unless constituting 50 percent or more of the gross
income. For purposes of this paragraph, the term 'rents' means compensa-
tion, however designated, for the use of, or right to use, property; but does
not include amounts constituting foreign personal holding company income
under paragraph (6).
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"(b) LIMITATIO ON N GRSS INCOME IN CERTAIN 'IRANSAOTIONS.-For the lpur-
poses of this part-

"(1) gross income and foreign personal holding company income deter-
mined with respect to transactions described in subsection (a) (2) (relating
to gains from stock and security transactions) shall include only the excess
of gains over losses from such transactions, and

"(2) gross income and foreign personal holding company income deter-
mineu with respect to transactions described in subsection (a) (3) (relating
to gains from commodity transactions) shall include only the excess of
gains over losses from such transactions.

"SEC. 554. STOCK OWNERSHIP.

"(a) CONSTRUCTIVE OWNERSHIP.-For purposes of determining whether a cor-
peration is a foreign personal holding company, insofar as such determination
is based on stock ownership under section 552(a) (2), section 553(a)(5), or
section 553(a) (6)-

"(1) STocK NOT OWNED BY INDIVIDUAL.-Stock owned, directly or indirectly,
by or for a corporation, partnership, estate, or trust shall be considered as
being owned proportionately by its shareholders, partners, or beneficiaries.

"(2) FAMILY AND PARTNERSHIP OWNERSHIP.-An individual shall be con-
sidered as owning the stock owned, directly or indirectly, by or for his family
or by or for his partner. For purposes of this paragraph, the family of an
individual includes only his brothers and sisters (whether by the whole or
half blood), spouse, ancestors, and lineal descendants.

"(3) OPTIONs.-If any person has an option to acquire stock, such stock
shall be considered as owned by such person. For purposes of this para-
graph, an option to acquire such an option, and each one of a series of such
options, shall be considered as an option to acquire such stock.

"(4) APPLICATION OF FAMILY-PARTNERSHIP AND OPTION RULES.-Paragraphs
(2) and (3) shall be applied-

"(A) for purposes of the stock ownership requirement provided in
section 552(a) (2), if, but only if, the effect is to make the corporation
a foreign personal holding company;

"(B) for purposes of section 553(a) (5) (relating to personal service
contracts) or of section 553(a) (6) (relating to the use of property by
shareholders), if, but only if, the effect is to make the amounts therein
referred to includible under such paragraph as foreign personal holding
company income.

"(5) CONSTRUCTIVE OWNERSHIP AS ACTUAL OWNERSHIP.-Stock COnstrue-
ti ely owned by a person by reason of the application of paragraph (1) or
(3) shall, for purposes of applying paragraph (1) or (2), be treated as
actually owned by such person; but stock constructively owned by an indi-
vidual by reason of the application of paragraph (2) shall not be treated
as owned by him for purposes of again applying such paragraph in order
to make, another the constructive owner of such stock.

"(6) OPTION RULE IN LIEU OF FAMILY AND PARTNERSHIP RULE.-If stock may
be considered as owned by an individual under either paragraph (2) or (3)
it shall be considered as owned by him under paragraph (3).

"(b) CONVERTIBLE SEOURITIES.-Outstanding securities convertible into stock
(whether or not convertible during the taxable year) shall be considered as
outstanding stock-

"(1) for purposes of the stock ownership requirement provided in section
552(a) (2), but only if the effect of the inclusion of all such securities is to
make the corporation a foreign personal holding company;

"(2) for purposes of section 553(a) (5) (relating to personal service
contracts), but only if the effect of the inclusion of all such securities is to
make the amounts therein referred to includible under such paragraph as
foreign personal holding company income; and

"(3) for purposes of section 553(a)(6) (relating to the use of property
by shareholders), but only if the effect of the inclusion of all such securities
is to make the amounts therein referred to includible under such paragraph
as foreign personal holding company income.

The requirement in paragraphs (1), (2), and (3) that all convertible securities
must be included if any are to be included shall be subject to the exception that,
where some of the outstanding securities are convertible only after a later date
than in the case of others, the class having the earlier conversion date may be
included although the others are not included, but no convertible securities
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shall be included unless all outstanding securities having a prior conversion
date are also included."

(f) DIVIDENDS-PAID DEDUCTION.-
(1) Paragraph (2) of section 316(b) (relating to special rules for

dividend defined) is amended to read as follows:
"(2) DISTRIBUTIONS BY PERSONAL HOLDING COMPANIES.-

"(A) In the case of a corporation which-
"(i) under the law applicable to the taxable year in which the

distribution is made, is a personal holding company (as defined in
section 542), or

"(ii) for the taxable year in respect of which the distribution is
made under section 563(b) (relating to dividends paid after the
close of the taxable year), or section 547 (relating to deficiency
dividends), or the corresponding provisions of prior law, is a per-
sonal holding company under the law applicable to such taxable
year,

the term 'dividend' also means any distribution of property (whether or
not a dividend as defined in subsection (a)) made by the corPoration to
its shareholders, to the extent of its undistributed personal holding
company income (determined under section 545 without regard to distri-
butions under this paragraph) for such year.

"(B) For purposes of subparagraph (A), the term "distribution of
property' includes a distribution in complete liquidation occurring
within 24 months after the adoption of a plan of liquidation, but-

"(i) only to the extent of the amounts distributed to distributees
other than corporate shareholders, and

"(ii) only to the extent that the corporation designates such
amounts as a dividend distribution and duly notifies such distri-
butees of such designation, under regulations prescribed by the
Secretary or his delegate, but

"(iii) not in excess of the sum of such distributees' allocable
share of the undistributed personal holding company income for
such year, computed without regard to this subparagraph or sec-
tion 562(b)."

(2) Section 331(b) (relating to nonapplication of section 301) is amended
by inserting after "any distribution of property" the phrase "(other than
a distribution referred to in paragraph (2) (B) of section 316(b) )".

(3) Section 562(b) (relating to distributions in liquidation) is amended
to read as follows:

"(b) DISTRIBUTIONS IN LIQUIDATIONS.--
"(1) Except in the case of a personal holding company described in

section 542 or a foreign personal holding company described in section
552-

"(A) in the case of amounts distributed in liquidation, the part of
such distribution which is properly chargeable to earnings and profits
accumulated after February 28, 1913, shall be treated as a dividend
for purposes of computing the dividends paid deduction, and

"(B) in the case of a complete liquidation occurring within 24 months
after the adoption of a plan of liquidation, any distribution within such
period pursuant to such plan shall, to the extent of the earnings and
profits (computed without regard to capital losses) of the corporation
for the taxable year in which such distribution is made, be treated as
a dividend for purposes of computing the dividends paid deduction.

"(2) In the case of a complete liquidation of a personal holding company,
occurring within 24 months after the adoption of a plan of liquidation, the
amount of any distribution within such period pursuant to such plan shall
be treated as a dividend for purposes of computing the dividends paid
deduction, to the extent that such amount is distributed to corporate dis-
tributees and represents such corporate distributees' allocable share of the
undistributed personal holding company income for the taxable year of such
distribution computed without regard to this paragraph and without regard
to subparagraph (B) of section 316(b) (2)."

(4) Section 551(b) (relating to amount included in gross income) is
amended by striking out "received as a dividend" and inserting in lieu
thereof "received as a dividend (determined as if any distribution in liquida-
tion actually made in such taxable year had not been made)".

24-532-03-pt. 1- 4
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(g) ONE-MONTIL LIQUIDATIONS.-Section 333 (relating to election as to recog-
nition of gain in certain liquidations) is amended by adding at the end thereof
the following new subsection:

"(g) SPECIAL RULE.-
"(1) LIQUIDATIONS BEFORE JANUARY 1, 1986.-I:n the case of a liquidation

occurring before January 1, 1966, of a corporation referred to in para-
graph (3)-

"(A) the date 'December 31, 1953' referred to in subsections (e) (2)
and (f) (1) shall be treated as if such date were 'December 31, 1962',
and

"(B) in the case of stock in such corporation held for more than 0
months, the term 'a dividend' as used in subsection (e) (1) shall be
treated as if such term were 'class B capital gain'.

Subparagraph (B) shall not apply to any earnings and profits to which
the corporation succeeds after August 1, 1963, pursuant to any corporate
reorganization or pursuant to any liquidation to which section 332 applies, ex-
cept earnings and profits which on August 1, 1963, constituted earnings and
profits of a corporation referred to in paragraph (3), and except earnings
and profits which were earned after such date by a corporation referred to
in paragraph (3).

"(2) LIQUIDATIONS AFTER DECEMBER 31, 1965.-
"(A) IN GENERAL.-In the case of a liquidation occurring after

December 31, 1965, of a corporation to which this subparagraph
applies-

"(i) the date 'December 31, 1953' referred to in subsections (e) (2)
and (f)(1) shall be treated as if such date were 'December 31,
1962', and

"(ii) so much of the gain recognized under subsection (e)(1)
as is attributable to the earnings and profits accumulated after
February 28, 1913, and before January 1, 1966, shall, in the case
of stock in such corporation held for more than 6 months, be treat-
ed as class B capital gain, and only the remainder of such gain
shall be treated as a dividend.

Clause (ii) shall not apply to any earnings and profits to which the
corporation succeeds after August 1, 1963, pursuant to any corporate
reorganization or pursuant to any liquidation to which section 332 ap-
plies, except earnings and profits which on August 1, 1963, constituted
earnings and profits of a corporation referred to in paragraph (3), and
except earnings and profits which were earned after such date by a
corporation referred to in paragraph (3).

"(B) CORPORATIONS TO WHICH APPLICABLE.-Subparagraph (A) shall
apply only with respect to a corporation which is referred to in para-
graph (3) and which-

"(i) on August 1, 1963, owes qualified indebtedness (as defined
in section 545(c)),

"(ii) before January 1, 1967, notfiles the Secretary or his dele-
gate that it may wish to have subparagraph (a) apply to it and
submits such information as may be required by regulations pre-
scribed by the Secretary or his delegate, and

"(iii) liquidates before the close of the taxable year in which
such corporation ceases to owe such qualified indebtedness or (if
earlier) the taxable year referred to in subparagraph (C).

"(C) ADJUSTED POST-1968 EARNINGS AND PROFITS EXCEED QUALIFIED
INDEBTEDNESS.--In the case of any corporation, the taxable year referred
to in this subparagraph is the first taxable year at the close of which
is adjusted post-1963 earnings and profits equal or exceed the amount of
such corporation's qualified indebtedness on August 1, 1963. For pur-
poses of the preceding sentence, the term 'adjusted post-1963 earnings
and profits' means the sum of-

"(I) the earnings and profits of such corporation for taxable
year beginning after December 31, 1963, without diminution by rea-
son of any distributions made out of such earnings and profits, and

"(ii) the deductions allowed for taxable years beginning after
December 31, 1963, for exhaustion, wear and tear, obsolescence, or
amortization.
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"(3) CORPORATIONS REFERRED TO.-For purposes of paragraphs (1) and
(2), a corporation referred to in this paragraph is a corporation which for at
least one of the two most recent taxable years ending before the date of
the enactment of this subsection was not a personal holding company under
section 542, but would have been a personal holding company under section
542 for such taxable year if the law applicable for the first taxable year
beginning after December 31, 1963, had been applicable to such taxable
year."

(h) EXCEPTION FORl CERTAIN CORPORATIONS.-
(1) GENERAL RULE.-Except as provided in paragraph (2), in the case of

a corporation referred to in section 333(g) (3) of the Internal Revenue Code
of 1954 (as added by subsection (g) of this section), the amendments made
by this section (other than subsections (f) and (g)) shall not apply if
there is a complete liquidation of such corporation and if the distribution of
all the property under such liquidation occurs before January 1, 1966.

(2) EXOEPTION.-Paragraph (1) shall not apply to any liquidation to
which section 332 of the Internal Revenue Code of 1954 applies unless-

(A) the corporate distributee (referred to in subsection (b) (1) of
such section 332) in such liquidation is liquidated in a complete liquida-
tin to which such section 332 does not apply, and

(B) the distribution of all the property under such liquidation occurs
before the 91st day after the last distribution referred to in paragraph
(1) and before January 1, 1966.

(i) DEDUCTION FOn AMORTIZATION OF INDEBTEDNESS.-
(1) Section 545(a) (relating to definition of undistributed personal hold-

ing company income) is amended by striking out "subsection (b)" and in-
serting in lieu thereof "subsections (b) and (c)".

(2) Section 545 is amended by adding at the end thereof the following
new subsection:

"(c) SPECIAL ADJUSTMENT TO TAXABLE INCOME.-
"(1) IN GENERAL.-Except as otherwise provided in this subsection, for

purposes of subsection (a) there shall be allowed as a deduction amounts
used, or amounts irrevocably set aside (to the extent reasonable with refer-
ence to the size and terms of the indebtedness), to pay or retire qualified
indebtedness.

"(2) CORPORATIONS TO WHICH APPLICABLE.-This subsection shall apply
only with respect to a corporation-

"(A) which for at least one of the two most recent taxable years
ending before the date of the enactment of this subsection was not a per-
sonal holding company under section 542, but would have been a per-
sonal holding company under section 542 for such taxable year if the
law applicable for the first taxable year beginning after December 31,
1963, had been applicable to such taxable year, or

"(B) to the extent that it succeeds to the deduction referred to in
paragraph (1) by reason of section 381(c) (15).

"(3) QUALIFIED INDEBTEDNESS.-
"(A) IN GENERAL.-Except as otherwise provided in this paragraph,

for the purposes of this subsection the term 'qualified indebtedness'
means-

"(i) the outstanding indebtedness incurred by the taxpayer
after December 31, 1933, and before August 1, 1963, and

"(ii) the outstanding indebtedness incurred after July 31. 1963.
for the purpose 'of making a payment or set-aside referred to in
paragraph (1) in the same taxable year, but, in the case of such
a payment or set-aside which is made on or after the first day of the
first taxable year beginning after December 31, 1963, only to the
extent the deduction otherwise allowed in paragraph (1) with
respect to such payment or set-aside is treated as nondeductible by
reason of the election provided in paragraph (4).

"(B) EXCEPTION.-For purposes of subparagraph (A), qualified in-
debtedness does not include any amounts which were, at any time after
July 31, 1963, and before the payment or set-aside, owed to a person
who at such time owned (or was considered as owning within the mean-
ing of section 318(a)) more than 10 percent in value of the taxpayer's
outstanding stock.
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"(C) REDUCTION FOR AMOUNTS IRREVOCABLY SET ASIDE.-For )up1'OSCS
of subparagraph (A), the qualified indebtedness with respect to a con-
tract shall be reduced by amounts irrevocably set aside before the tax-
able year to pay or retire such indebtedness; and no deduction shall be
allowed under paragraph (1) for payments out of amounts so set aside.

"(4) ELECTION NOT TO DEDUCT.-A taxpayer may elect, under regulations
prescribed by the Secretary or his delegate, to treat as nondeductible an
amount otherwise deductible under paragraph (1) ; but only if the taxpayer
files such election on or before the 15th day of the third month following
the close of the taxable year with respect to which such election applies,
designating therein the amounts which are to be treated as nondeductible
and specifying the indebtedness (referred to in paragraph (3)(A)(ii))
incurred for the purpose of making the payment or set-aside.

"(5) LIMITATIONS.-The deduction otherwise allowed by this subsection
for the taxable year shall be reduced by the sum of-

"(A) the amount, if any, by which-
"(i) the deductions allowed for the taxable year and all pre-

ceding taxable years beginning after December 31, 196i3, for ex-
haustion. wear and tear. obsolescence, or amortization (other than
such deductions which are disallowed in computing undistributed
personal holding company income under subsection (b) (8) ), exceed

"(ii) any reduction, by reason of this subparagraph, of the de-
ductions otherwise allowed by this subsection for such preceding
taxable years, and

"(B) the amount, if any, by which-
"(i) the deductions allowed under subsection (b) (5) in com-

puting undistributed personal holding company income for the tax-
able year and all preceding taxable years beginning after December
31, 1963, exceed

"!ii) any reduction, by reason of this subparagraph, of the deduc-
tions otherwise allowed by this subsection for such preceding tax-
able years.

"(6) PRO-RATA REDUCTION IN CERTAIN CASES.-For purposes of paragraph
(3) (A), if property (of a character which is subject to the allowance for

exhaustion, wear and tear, obsolescence, or amortizations) is disposed of
after July 31, 1963, the total amounts of qualified indebtedness of the tax-
payer shall be reduced pro-rata in the taxable year of such disposition by
the amount, if any, by which-

"(A) the adjusted basis of such property at the time of such dis-
position, exceeds

"(B) the amount of qualified indebtedness which ceased to be qual-
ified indebtedness with respect to the taxpayer by reason of the assump-
tion of the indebtedness by the transferee."

(3) Paragraph (15) of section 381(c) (relating to carryovers in certain
corporate acquisitions) is amended to read as follows:

"(15) INDEBTEDNESS OF CERTAIN PERSONAL HOLDING COMPANIEs.-The ac-
quiring corporation shall be considered to be the distributor or transferor
corporation for the purpose of determining the applicability of subsections
(b) (7) and (c) of section 545, relating to deduction with respect to pay-
ment of certain indebtedness."

(j) INCREASE IN BASIS WITH RESPECT TO CERTAIN FOREIGN PERSONAL HOLDING
COMPANY HOLDINGS.-

(1) IN GENERAL.-Part II of subchapter 0 of chapter 1 (relating to basis
rules of general application) is amended by redesignating section 1022 as
section 1023 and by inserting after section 1021 the following new section:

"SEC. 1022. INCREASE IN BASIS WITH RESPECT TO CERTAIN FOREIGN PERSONAL
HOLDING COMPANY HOLDINGS.

"(a) GENERAL RULE.-The basis (determined under section 1014(b) (5), re-
lating to basis of stock or securities in a foreign personal holding company) of
a share of stock or a security, acquired from a decedent dying after August 15,
1963, of a corporation which was a foreign personal holding company for its most
recent taxable year ending before the date of the enactment of this section shall
be increased by its proportionate share of any Federal estate tax attributable
to the net appreciation in value of all of such shares and securities determined
as provided in this section.
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"(b) PROPORTIONATE SIIHA.-For purlOses of subsection, (a), the proportion-
ate share of a share of stock or u a security is that amount which bears the
same ratio to the aggregate increase determined under subsection (c) (2) as
the Aippreciation in value of such share or security bears to the aggregate ap-
preciation in value of all such shares and securities having appreciation in
value.

"(c) SPECIAL RULES AND DEFINITIONS.--For purposes of this section-
"(1) FEDERAL ESTATE TAX.-The term 'Federal estate tax' means only the

tax imposed by section 2001 or 2101, reduced by any credit allowable with
respect to a tax on prior transfers by section 2013 or 2102.

"(2) FEDERAL ESTATE TAX ATTRIBUTABLE TO NET APPRECIATION IN VALUE.-
The Federal estate tax attributable to the net appreciation in value of all
shares of stock and securities to which subsection (a) applies is that amount
which bears the same ratio to the Federal estate tax as the net appreciation
in value of all of such shares and securities bears to the value of the gross
estate as determined under chapter 11 (including section 2032, relating to
alternative valuation).

"(3) NET APPRECIATION.-The net appreciation in value of all shares and
securities to which subsection (a) applies is the amount by which the fair
market value of all such shares and securities exceeds the basis of such
property in the hands of the decedent.

"(4) FAIR MARKET VALUE.-For purposes of this section, the term 'fair
market value' means fair market value determined under chapter 11
(including section 2032, relating to alternate valuation).

"(d) LIMITATIONS.-This section shall not apply to any foreign personal
holding company referred to in section 342(a) (2)."

(2) AMENDMENT OF SECTION 101o(a).-Section 1016 (a) (relating to ad-
justments to basis) Is amended by striking out the period at the end thereof
and by inserting in lieu thereof a semicolon and by adding at the end
thereof the following new paragraph:

"(21) to the extent provided in section 1022, relating to increase in basis
for ce-tain foreign personal holding company holdings, or in section 216(j)
(4) of the Reveune Act of 1963."

'd) CLERICAL AMENDMENTS.-
(A) The table of sections for part II of subchapter 0 of chapter 1

is amended by striking out
"Sec. 1022. Cross references."

and inserting in lieu thereof the following:
"Sec. 1022. Increase in basis with respect to certain foreign personal holding

company holdings.
"Sec. 1023. Cross references."

(4) ONE-MONTH LIQUIDATIONS.-If-
(A) a corporation was a foreign personal holding company for its

most recent taxable year ending before the date of the enactment of this
Act,

(B) all of the stock of such corporation is owned on August 15, 1963,
and at the time of liquidation, by individuals and estates, and

(C) the transfer of all the property under the liquidation occurs
within one of the first 4 calendar months ending after such date of
enactment,

then such corporation shall be treated as a domestic corporation for purposes
of section 333 of the Internal Revenue Code of 1954 (relating to 1-month
liquidations), and shall be treated as a foreign corporation for purposes of
section 367 of such Code (relating to foreign corporations). In applying
such section 367 for purposes of this paragraph, references in the first
sentence of such section 367 to other sections of such Code shall be treated
as including a reference to such section 333.

(5) BASIS OF CERTAIN PROPERTY ACQUIRED FROM A DECEDENT.-
(A) In the case of property described in subparagraph (B) acquired

from a decedent or passing from a decedent (within the meaning of
section 1014(b) of the Internal Revenue Code of 1954), the basis shall
(in lieu of being the basis provided by section 1014 of such Code) be the
basis immediately before the death of the decedent, increased by the
amount of any Federal estate tax attributable to the net appreciation
in value of such property (determined in accordance with section 1022
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of such Code as if such property were stock and securities referred to
in such section).

(B) Subparagraph (A) shall apply to-
(i) property which the decedent received as a qualified electing

shareholder, and
(ii) property the basis of which (without the application of this

paragraph) is a substituted basis (as defined in section 1016(b) of
the Internal Revenue Code of 1954) determined by reference to the
basis of such property or other property received by any individual
or estate as a qualified electing shareholder.

For purposes of this subpargarph, property shall be treated as property
received as a qualified electing shareholder if, with respect to such
property, the recipient was a qualified electing shareholder (within the
meaning of section 333(c) of such Code) in a corporate liquidation to
which section 333 of such Code applied by reason of paragraph (4) of
this subsection.

(C) In the case of property acquired from the decedent by gift, the
increase in basis under this paragraph shall not exceed the amount by
which the increase under this paragraph is greater than the increase
allowable under section 1015(d) of the Internal Revenue Code of 1954.

(6) LIMITATIONs.--The provisions of paragraphs (4) and (5) of this
subsection shall not apply to any foreign corporation referred to in section
342 (a) (2) of the Internal Revenue Code of 1954.

(7) MF'.ING OF TERMS.-Terms used in paragraphs (4) through (6) of
this subsection shall have the same meaning as when used in chapter 1 of
the Internal Revenue Code of 1954.

(k) TECHNICAL AMENDMENTS.-
(1) Section 542(b) (relating to corporations filing consolidated returns)

is amended by striking out "gross income" each place it appears and in-
Perting in lieu thereof "adjusted ordinary gross income".

(2) Section 543 (relating to personal holding company income) is
amended by striking out subsection (d) (relating to special adjustment on
disposition of antitrust stock received as a dividend).

(3) Section 544 (relating to rules for determining stock ownership) is
amended-

(A) by striking out "section 543(a) (5)" each place it appears and
inserting in lieu thereof "section 543(a) (7)", and

(B) by striking out "section 543(a) (9)" each place it appears and
inserting in lieu thereof "section 543(a) (4)".

(4) REAL ESTATE INVESTMENT TRUSTS.-Paragraph (6) of section 856(a)
relating to definition of real estate investment trust) is amended by striking
out "gross income" and inserting in lieu thereof "adjusted ordinary gross
income (as defined in section 543(b) (2))".

(5) UNINCORPORATED BUSINESS ENTERPRISES ELECTING TO BE TAXED AS DO-
MESTIO CORPORATIONs.-Section 1361(1) (relating to personal holding com-
pany income) is amended to read as follows:

"(i) PERSONAL HOLDING COMPANY INCOME.-
"(1) EXCLUDED FROM INCOME OF ENTERPRISE.-There shall be excluded

from the gross income of the enterprise as to which an election has been
made under subsection (a) any item of gross income (computed without
regard to the adjustments provided in section 543(b) (3) or (4)) if, but
for this paragraph, such item (adjusted, where applicable, as provided in
section 543(b) (3) or (4)) would constitute personal holding company in-
come, (as defined in section 543(a)) of such enterprise.

"(2) INCOME AND DEDUCTIONS OF OWNERS.-Items excluded from the gross
income of the enterprise under paragraph (1), and the expenses attributable
thereto, shall be treated as the income and deductions of the proprietor or
partners (in accordance with their distributive shares of partnership in-
come) of such enterprise.

"(3) DISTRIBUTIONS.-If-
"(A) the amount excluded from gross income under paragraph (2)

exceeds the expenses attributable thereto, and
"(B) any portion of such excess is distributed to the proprietor or

partner during the year earned,
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such portion shall not be taxed as a corporate distribution. The portion of
such excess not distributed during such year shall be considered as paid-in
surplus or as a contribution to capital Is of the close of such year."

(6) ASSESSMENT AND COLLECTION OF PERSONAL HOLDING COMPANY TAX.-
Section 6501(f) (relating to personal holding company tax) is amended by
striking out "gross income, described in section 543(a)," and inserting in
lieu thereof "gross income and adjusted ordinary income, described in sec-
tion 543,".

(1) EFFECTIVE DATES.-
(1) The amendments made by this section (other than by subsections

(c) (1), (f), (g), and (j)) shall apply to taxable years beginning after
December 31, 1963.

(2) The amendment made by subsection (c) (1) shall apply to taxable
years beginning after October 16, 1962.

(3) The amendments made by subsections (f) and (g) shall apply to
distributions made in any taxable year of the distributing corporation begin-
ning December 31, 1963.

(4) The amendments made by paragraphs (1), (2), and (3) of subsection
(j) shall apply in respect of decedents dying after August 15, 1963.

(5) Subsection (h) shall apply to taxable years beginning after Decem-
ber 31, 1963.

SEC. 217. TREATMENT OF PROPERTY IN CASE OF OIL AND GAS WELLS.
(a) IN GENERAL.-Section 614(b) (relating to special rule as to operating

mineral interests) is amended to read as follows:
"(b) SPECIAL RULES AS TO OPERATING MINERAL INTERESTS IN OIL AND GAS

WELLS.-In the case of oil and gas wells-
"(1) IN OENERAL.-Except as otherwise provided in this subsection-

"(A) all of the taxpayer's operating mineral interests in a separate
tract or parcel of land shall be combined and treated as one property,
and

"(B) the taxpayer may not combine an operating mineral interest
in one tract or parcel of land with an operating mineral interest in an-
other tract or parcel of land.

"(2) ELECTION TO TREAT OPERATING MINERAL INTERESTS AS SEPARATE PROP-
ERTIES.-If the taxpayer has more than one operating mineral interest in
a single tract or parcel of land, he may elect to treat one or more of such
operating mineral interests as separate properties. The taxpayer may not
have more than one combination of operating mineral interests in a single
tract or parcel of land. If the taxpayer makes the election provided in this
paragraph with respect to any interest in a tract or parcel of land, each
operating mineral interest which is discovered or acquired by the taxpayer
in such tract or parcel of land after the taxable year for which the election
is made shall be treated-

"(A) if there is no combination of interests in such tract or parcel,
as a separate property unless the taxpayer elects to combine it with
another interest, or

"(B) if there is a combination of interests in such tract or parcel,
as part of such combination unless the taxpayer elects to treat it as a
separate property.

"(3) CERTAIN UNITIZATION OR POOLING ARRANGEMENTS.-
"(A) IN GENERAL.-Under the regulations prescribed by the Secretary

or his delegate, if one or more of the taxpayer's operating mineral in-
terests participate, under a voluntary or compulsory unitization or
pooling agreement, in a single cooperative or unit plan of operation, then
for the period of such participation-

"(i) they shall be treated for all purposes of this subtitle as one
property, and

"(ii) the application of paragraphs (1), (2), and (4) in respect
of such interests shall be suspended.

"(B) LIMITATION.-Subparagraph (A) shall apply to a voluntary
agreement only if all the operating mineral interests covered by such
agreement-

"(i) are in the same deposit, or are in 2 or more deposits the
joint development or production of which is logical from the stand-
point of geology, convenience, economy, or conservation, and
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"(ii) are in tracts or parcels of land which are contiguous or in
close proximity.

"(C) SPECIAL RULE IN THE CASE OF ARRANGEMENTS ENTERED INTO IN
TAXABLE YEARS BEGINNING BEFORE JANUARY 1, 1904.-If-

"(i) two or more of the taxpayer's operating mineral interests
participate under a voluntary or compulsory unitization or pooling
agreement entered into in any taxable year beginning before Jan-
uary 1, 1964, in a single cooperative or unit plan of operation,

"(ii) the taxpayer, for the last taxable year beginning before
January 1, 1964, treated such interests as two or more separate
properties, and

"(iii) it is determined that such treatment was proper under
law applicable to such taxable year,

such taxpayer may continue to treat such interests in a consistent man-
ner for the period of such participation.

"(4) MANNER, TIME, AND SCOPE OF ELECTION.-

(A) MANNER AND TIME.-Any election provided in paragraph (2)
shall be made for each operating mineral interests, in the manner pre-
scribed by the Secretary or his delegate by regulations, not later than
the time prescribed by law for filing the return (including extensions
thereof) for whichever of the following taxable years is the later: The
first taxable year beginning after December 31, 1963, or the first taxable
year in which any expenditure for development or operation in respect
of such operating mineral interests is made by the taxpayer after the
acquisition of such interest.

"(B) ScoPE.--Any election under paragraph (2) shall be for all
purposes of this subtitle and shall be binding on the taxpayer for all
subsequent taxable years.

"(5) TREATMENT OF CERTAIN PROPERTIES.-If, on the day preceding the
first day of the first taxable year beginning after December 31, 1963, the
taxpayer has any operating mineral interests which he treats under subsec-
tion (d) of this section (as in effect before the amendments made by the
Revenue Act of 1963). such treatment shall be continued and shall be deemed
to have been adopted pursuant to paragraphs (1) and (2) of this subsection
(as amended by such Act)."

(b) TECHNICAL AMENDMENTS.-
(1) The heading of section 614(c) is amended to read as follows:

"(C) SPECIAL RULES AS TO OPERATING MINERAL INTERESTS IN MINES.-"
(2) Paragraph (5) of section 614(c) is hereby repealed.
(3) Section 614(d) is amended to read as follows:

"(d) OPERATING 'MINERAL INTERESTS DEFINED.-For purposes of this section,
the term 'operating mineral interest' includes only an interest in respect of
which the costs of production of the mineral are required to be taken into account
by the taxpayer for purposes of computing the 50 percent limitation provided for
in section 613, or would be so required if the mine, well, or other natural deposit
were in the production stage."

(4) Section 614(e) (2) is amended by striking out "within the meaning
of subsection (b) (3)".

(c) ALLOCATION OF BASIS IN CERTAIN CASES.-For purposes of the Internal
Revenue Code of 1954-

(1) FAIR MARKET VALUE RULE.--Except as provided in paragraph (2), if a
taxpayer has a section 614(b) aggregation, then the adjusted basis (as of
the first day of the first taxable year beginning after December 31, 1963)
of each property included in such aggregation shall be determined by
multiplying the adjusted basis of the aggregation by a fraction-

(A) the numerator of which is the fair market value of such property,
and

(B) the denominator of which is the fair market value of such
aggregation.

For purposes of this paragraph, the adjusted basis and the fair market value
of the aggregation, and the fair market value of each property included
therein, shall be determined as of the dqy preceding the first day of the
first taxable year which begins after December 31, 1963.

(2) ALLOCATION OF ADJUSTMENTS, ETC.-If the taxpayer makes an election
under this paragraph with respect to any section 614(b) aggregation, then
the adjusted basis (as of the first day of the first taxable year beginning
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after December 31, 1963) of each property included in such aggregation
shall be the adjusted basis of such property at the time it was first included
in the aggregation by the taxpayer, adjusted for that portion of those ad-
justments to the basis of the aggregation which are reasonably attributable
to such property. If, under the preceding sentence, the total of the ad-
justed bases of the interests included in the aggregation exceeds the adjusted
basis of the aggregation (as of the day preceding the first day of the first
taxable year which begins after December 31, 1963), the adjusted bases of
the properties which include such interests shall be adjusted, under regu-
lations prescribed by the Secretary of the Treasury or his delegate, so that
the total of the adjusted bases of such interests equals the adjusted basis
of the aggregation. An election under this paragraph shall be made at
such time and in such manner as the Secretary of the Treasury or his dele-
gate shall by regulations prescribe.

(3) DEFINITIONS.-For purposes of this subsection-
(A) SEOTION 614(b) AGOREGATION.-The term "section 614(b) aggre-

gation" mens any aggregation to which section 614(b) (1)(A) of the
Internal Revenue Code of 1954 (as in effect before the amendments
made by subsection (a) of this section) applied for the day preceding
the first day of the first taxable year beginning after December 31,
1963.

(B) PROPERTY.-The term "property" has the same meaning as is
applicable, under section 614 of the Internal Revenue Code of 1954, to
the taxpayer for the first taxable year beginning after December 31,
1963.

(d) EFFECTIVE DATE.-The amendments made by subsections (a) and (b)
shall apply to taxable years beginning after December 31, 1963.
SEC. 218. TREATMENT OF CERTAIN IRON ORE ROYALTIES.

(a) IN GENERAL.-

(1) AMENDMENT OF SECTION 631(c).-Section 631(c) (relating to dis-
posal of coal with a retained economic interest) is amended-

(A) by striking out the heading and inserting in lieu thereof the
following :

"(c) DISPOSAL OF COAL OR IRON ORE WITH A RETAINED ECONOMIC INTEREST.-";
(B) by inserting "or iron ore" after "coal (including lignite)";

and
(C) by inserting "or iron ore" after "coal" each other place it appears

in section 631(c).
(2) AMENDMENT OF SECTION 1231(b).-Section 1231(b) (2) (defining prop-

erty used in the trade or business) is amended to read as follows:
"(2) TIMBER, COAL, OR IRON onE.-Such term includes timber, coal, and

iron ore with respect to which section 631 applies."
(3) AMENDMENT OF SECTION 272.-The text of section 272 (relating to

disposal of cola) is amended by inserting "or iron ore" after "coal" each
place it appears.

(b) CLERICAL AMENDMENTS.-
(1) the heading of section 631 is amended to read as follows:

"SEC. 631. GAIN OR LOSS IN THE CASE OF TIMBER, COAL, OR IRON ORE."

(2) The table of sections for part III of subchapter I of chapter 1 is
amended by striking out

"Sec. 031. Gain or loss in the case of timber or coal."
and inserting in lieu thereof the following:

"Sec. 631. Gain or loss in the case of timber, coal, or iron ore."

(3) The heading of section 272 is amended to read as follows:
"SEC. 272. DISPOSAL OF COAL OR IRON ORE."

(4) The table of sections for part IX of subchapter B of chapter 1 is
amended by striking out

"Sec. 272. Disposal of coal."

and inserting in lieu thereof the following:
"Sec. 272. Disposal of coal or Iron ore."

(5) Section 1016(a)(15) is amended by inserting "or iron ore" after
"coal".
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(6) Section 1402(a) (3) (B) is amended to read as follows:
"(B) from the cutting of timber, or the disposal of timber, coal, or

iron ore, if section 631 applies to such gain or loss, or"
(c) EFFECTIVE DATE.-The amendments made by this section shall apply

to iron ore mined in taxable years beginning after December 31, 1903.
SEC. 219. CAPITAL GAINS AND LOSSES.

(a) ALTERNATIVE TAX, ETC.-
(1) IN GENERAL.-

(A) ALTERNATIVE TAX.-Subsection (b) of section 1201 (relating to
alternative tax on taxpayers other than corporation) is amended to
read as follows:

"(b) OTHER TAXPAYERS.-If, for any taxable year, a taxpayer (other than a
corporation) is allowed a deduction under section 1202, then, in lieu of the tax
imposed by sections 1 and 511(b), there is hereby imposed a tax (if such a tax
is less than the tax imposed by such sections) which shall consist of the sum of-

"(1) a partial tax computed on the taxable income reduced by an amount
equal to the sum of-

"(A) 40 percent of the adjusted class A capital gain, and
"(B) 50 percent of the adjusted class B capital gain,

plus
"(2) an amount equal to the sum of-

" (A) 21 percent of the adjusted class A capital gain, and
"(B) 25 percent of the adjusted class B capital gain."
(B) DEDUCTION FOR CAPITAL OAINS.-Section 1202 (relating to deduc-

tion for capital gains) is amended to read as follows:
"SCE. 1202. DEDUCTION FOR CAPITAL GAINS.

"(a) GENFRAL IlRI.E.-In tilsecase of a taxpayer other than a corporation, a
deduction fr o. gross income shall be allowed equal to the sum of-

"(1) 60 percent of the adjusted class A capital gain, and
"(2) 50 percent of tile adjusted class B capital gail.

"(b) SPECIAL RULE.-In the case of an estate or trust, the deduction allowable
under subsection (a) shall be computed by excluding the portion (if any), of
the gains for the taxable year from sales or exchanges of capital assets, which.
under sections 652 and 662 (relating to inclusions of amounts in gross income of
beneficiaries of trusts), is incladible by the income beneficiaries as gain derived
from the sale or exchange of capital assets."

"(C) DEFINITIONS.-Section 1222 (relating to other terms relating to
capital gains and losses) is amended to read as follows:

"SEC. 1222. OTHER TERMS RELATING TO CAPITAL GAINS AND LOSSES.

"(a) TERMS APPLICABLE TO ALL TAXPAYERS.-For purposes of this subtitle-
"(1) SHORT-TERM CAPITAL OAIN.-The term 'short-term capital gain' means

gain from the sale of exchange of a capital asset held for not more than 6
months, if and to the extent such gain is taken into account in computing
gross income.

"(2) SHORT-TERM CAPITAL LOSS.-The term 'short-term capital loss' means
loss from the sale or exchange of a capital asset held for not more than 0
months, if and to the extent that such loss is taken into account in computing
taxable income.

"(3) NET SHORT-TERM CAPITAL GAIN.-The term 'net short-term capital
gain' means the excess of short-term capital gains for the taxable year over
the short-term capital losses for such year.

"(4) NET SHORT-TERM CAPITAL LoSS.-The term 'net short-term capital
loss' means the excess of short-term capital losses for the taxable year over
the short-term capital gains for such year.

"(b) TERMS APPLICABLE TO CORPORATIONS.-For purposes of this subtitle, in
the case of a corporation-

"(1) LONG-TERM CAPITAL GAIN.-The term 'long-term capital gain' means
gain from the sale or exchange of a capital asset held for more than 6
months, if and to the extent such gain is taken into account in computing
gross income.

"(2) LONG-TERM CAPITAL LOss.-The term 'long-term capital loss' means
loss from the sale or exchange of a capital asset held for more than 6
months, if and to the extent that such loss is taken into account in computing
taxable income.
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"(3) NET LONG-TERM CAPITAL GAIN.-The term 'net long-term capital gain'
means the excess of long-term capital gains for the taxable year over the
long-term capital losses for such year.

"(4) NET LONG-TERM CAPITAL LOSS.-The term 'net long-term capital loss'
means the excess of long-term capital losses for the taxable year over the
long-term capital gains for such year.

"(5) NET CAPITAL GAIN.-The term 'net capital gain' means the excess of
the gains from sales or exchanges of capital assets over the losses from such
sales or exchanges.

"(6) NET CAPITAL LOSS.-The term 'net capital loss' means the excess of
the losses from sales or exchanges of capital assets over the sum allowed
under section 1211(a). For purposes of determining losses under this para-
graph, amounts which are short-term capital losses under section 1212 shall
be excluded.

"(c) TERMS APPLICABLE TO TAXPAYERS OTIER THAN CORPORATIONs.-For pur-
poses of this subtitle, in the case of a taxpayer other than a corporation-

"(1) CLAss B CAPITAL GAIN.-The term 'class B capital gain' means gain
from the sale or exchange of a capital asset held for more than 6 months but
not more than 2 years, if and to the extent such gain is taken into account
in computing gross income.

"(2) CLASS B CAPITAL Los..-The term 'class B capital loss' means loss
from the sale or exchange of a capital asset held for more than 6 months
but not more than 2 years, if and to the extent that such loss is taken into
account in competing taxable income.

"(3) CLAss A CAPITAL GAIN.-The term 'class A capital gain' means gain
from the sale or exchange of a capital asset held for more than 2 years, if
and to the extent such gain is taken into account in computing gross income.

"(4) CLAss A CAPITAL LOSS.-The term 'class A capital loss' means loss
from the sale or exchange of a capital asset held for more than 2 years, if
and to the extent that such loss is taken into account in computing taxable
income.

"(5) NET CLASS B CAPITAL GAIN.-The term 'net class B capital gain'
means the excess of class B capital gains for the taxable year over the class
B capital losses for such year.

"(6) NET CLASS B CAPITAL LOSS.-The term 'net class B capital loss' means
the excess of class B capital losses for the taxable year over the class B
capital gains for such year.

"(7) NET CLASS A CAPITAL OAIN.-The term 'net class A capital gain'
means the excess of class A capital gains for the taxable year over the class
A capital losses for such year.

"(8) NET CLASS A CAPITAL LOSS.-The term 'net class A capital loss' means
the excess of class A capital losses for the taxable year over the class A
capital gains for such year.

"(9) ADJUSTED CLASS B CAPITAL GAIN.-The term 'adjusted class B capital
gain' means the net class B capital gain for the taxable year reduced by
losses which reduce such net gain as provided in subsection (d).

"(10) ADJUSTED CLASS A CAPITAL GAIN.-The tern 'adjusted class A capital
gain' means the net class A capital gain for the taxable year reduced by
losses which reduce such net gain as provided in subsection (d).

"(d) RULES FOR REDUCING NET CAPITAL GAINS BY CAPITAL LOSSES.-For pur-
poses of paragraphs (9) and (10) of subsection (c) and for purposes of re-
ducing any net short-term capital gain, if for a taxable year a taxpayer (other
than a corporation) has a net short-term, net class B, or net class A capital loss,
such loss shall reduce any net short-term, net class B, or net class A capital
gain for such year by applying paragraph (1), then paragraph (2), and then
paragraph (3) :

"(1) A net class A capital loss shall reduce first any net class B capital
gain and then any net short-term capital gain.

"(2) A net class B capital loss shall reduce first any net class A capital
gain and then any net short-term capital gain.

"(3) A net short-term capital loss shall reduce first any net class B capital
gain and then any net class A capital gain."

(2) PROPERTY USED IN THE TRADE OR BUSINESS AND INVOLUNTARY
CONVERSIONS.-
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(A) Subsection (a) of section 1231 (relating to property used in a
trade or business) is amended to read as follows:

"(a) GENERAL RULE.-If, during the taxable year--
"(1) the recognized gains from sales or exchanges of property used in

the trade or business, plus
"(2) the recognized gains from the compulsory or involuntary conversion

(as a result of destruction, in whole or in part, theft or seizure, or an exercise
of the power of requisition or condemnation or the threat or imminence
thereof) of property used in the trade or business and of capital assets held
for more than 6 months into other property or money,

exceed the recognized losses from such sales, exchanges, and conversions, each
such gain or loss shall be considered as gain or loss from the sale or exchange
of a capital asset. If such gains do not exceed such losses, such gains and losses
shall not be considered as gains and losses from sales or exchanges of capital
assets."

(B) Section 1231 is amended by adding at the end thereof the
following new subsection:

"(c) SPECIAL RULES.-
"(1) GAINS AND LOSSES TAKEN INTO ACCOUNT.-For purposes of subsection

(a)-
"(A) Any gain described in subsection (a) shall be included-

"(i) only if and to the extent taken into account in computing
gross income, and

"(ii) only to the extent not required (by any provision of this
subtitle other than this section) to be treated as gain from the sale
or exchange of property which is neither a capital asset nor
property described in this section.

"(B) Losses described in subsection (a) shall be included only if and
to the extent taken into account in computing taxable income, except
that section 1211 shall not apply.

"(C) Losses upon the destruction, in whole or in part, theft or seizure,
or requisition or condemnation of property used in the trade or business
and held for more than 6 months, or of a capital asset held for more
than 6 months, shall be considered losses from a compulsory or involun.
tary conversion.

"(2) CERTAIN LOSSES FROM CASUALTY OR THEFT.-In the case of any
property used in the trade or business, and in the case of any capital asset
held for more than 6 months and held for the production of income, sub-
section (a) shall not apply to any loss, in respect of which the taxpayer
is not compensated for by insurance in any amount, arising from fire, storm,
shipwreck, or other casualty or from theft.

"(3) GAINS AND LOSSES TREATED AS CLASS B GAINS AND LOSSES.-In the case
of a taxpayer other than a corporation, gain or loss-

"(A) from a sale, exchange, or conversion of property to which sub-
section (b) (2), (3), or (4) applies, and

"(B) which by reason of subsection (a) is considered as gain or loss
from the sale or exchange of a capital asset,

shall be considered as class B capital gain or loss whether or not such
property was held for more than 2 years."

(3) CERTAIN DISTRIBUTIONS UNDER EMPLOYEES' TRUSTS AND ANNUITY
PLANS.-

(A) DISTRIBUTION UNDER EMPLOYEES' TRUSTS.-Sectin 402(a) (re-
lating to taxability of beneficiary of exempt trust) is amended-

(1) by adding at the end of paragraph (1) the following new
sentence: "Any gain on the subsequent sale or other disposition of
any such security by the distributee (or by any other person in
whose hands the basis of such security is determined by reference
to the basis of the security in the hands of the distributee) shall,
to the extent of the amount of such net unrealized appreciation
attributable to such security, be considered a gain from the sale
or exchange of a capital asset held for more than 6 months but not
more than 2 years.";

(ii) by adding immediately before the period at the end of the
first sentence of paragraph (2) the words "but not more than 2
years"; and
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(iii) by adding immediately before the last sentence of paragraph
(2) the following new sentence: "Any gain on the subsequent sale
or other disposition of any such security by the distributee (or by
any other person in whose hands the basis of such security is
determined by reference to the basis of the security in the hands of
the distributee) shall, to the extent of the amount of such net un-
realized appreciation attributable to such security, be considered a
gain from the sale or exchange of a capital asset held for more
than 6 months but not more than 2 years."

(B) DISTRIBUTIONS UNDER EMPLOYEE ANNUITIEs.-Section 403(a)
(2) (A) (relating to capital gains treatment for certain distributions)
is amended by adding immediately before the period at the end of the
first sentence the words "but not more than 2 years".

(C) EFFECTIVE DATE.-
(i) The amendments made by subparagraphs (A) (ii) and (B)

shall apply with respect to distributions or amounts paid in taxable
years of the distributees beginning after December 31, 1963.

(ii) The amendments made by subparagraphs (A) (i) and (iii)
shall apply with respect to securities which are sold or otherwise
disposed of in taxable years beginning after December 31, 1963.

(4) SALE OR EXCHANGE OF PATENTS.-Subsection (a) of section 1235 (re-
lating to the sale or exchange of patents) is amended by adding at the end
thereof the following new sentences:

"In the case of a holder described in subsection (b) (1), any gain or loss on
such a transfer shall be treated as class B capital gain or loss. In the case of a
holder described in subsection (b) (2), any gain or loss on such a transfer shall
be treated as class A, or class B, capital gain or loss, depending on the period
for which the property was held (or deemed held)."

(5) EMPLOYEE TERMINATION PAYMENTS.-Section 1240 (relating to tax-
ability to employee of termination payments) is amended by striking out
"6 months" and inserting in lieu thereof "6 months but not more than 2
years".

(b) UNLIMITED CAPITAL Loss CARRYOVER.-Section 1212 (relating to capital
loss carryover) is amended-

(1) by striking out "If for any taxable year the taxpayer" and inserting
in lieu thereof:

"(a) CORPORATIONS.-If for any taxable year a corporation"; and
(2) by adding the following new subsection:

"(b). OTHER TAXPAYERS.-
"(1) To the extent, for any taxable year, a taxpayer, other than a cor-

poration, has a net short-term, net class B, or net class A capital loss which
does not reduce capital gains under the rules provided in section 1222(d),
such loss, reduced as provided in paragraph (2), shall be carried forward
and treated in the succeeding taxable year as a short-term, class B, or class
A capital loss, as the case may be, sustained in such succeeding year.

"(2) An amount equal to the excess of the sum allowable under section
1211(b) over gains from sales or exchanges of capital assets for the taxable
year shall reduce, in order, any net short-term, class B, or class A capital loss
for the taxable year which does not reduce capital gains for such year under
the rules provided in section 1222(d).

"(3) For purposes of this subsection, a net capital loss for a taxable year
beginning before January 1, 1961, shall be determined under the applicable
law relating to the computation of capital gains and losses in effect before
such date, and the amount of any such capital loss so determined which such
loss such applicable law allows to be carried over to the first taxable year of
the taxpayer beginning after December 31, 1963, shall be treated as a short-
term capital loss occurring in such taxable year."

(c) TECHNICAL AMENDMENTS.-
(1) Section 172(d)(2) (B) (relating to net operating loss deduction)

is amended by striking out "long-term."
(2) Section 333(e) (2) (relating to noncorporate shareholders of certain

liquidating corporations) is amended by striking out "short-term or long-
term capital gain.' and inserting in lieu thereof "short-term, class A, or
class B capital gain,".
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(3) Section 341(a) (relating to collapsible corporations) is amended by
striking out "6 months" and inserting in lieu thereof "6 months but not more
than 2 years or held for more than 2 years, as the case may be,".

(4) Section 584(c) (1) (relating to common trust funds) is amended-
(A) by striking out in subparagraph (B) wherever it appears "6

months" and inserting in lieu thereof "6 months but not more than 2
years", and

(B) by redesigning subparagraph (0) as subparagraph (D) and by
inserting after subparagraph (B) the following new subparagraph:

"(C) as part of its gains and losses from sales or exchanges of capital
assets held for more than 2 years, its proportionate share of the gains
and losses of the common trust fund from sales or exchanges of capital
assets held for more than 2 years;".

(5) Section 642(c) (relating to special rules for credits and deductions)
is amended by striking out "6 months," and inserting in lieu thereof "6
months but not more than 2 years or held for more than 2 years, as the
case may be,".

(6) Section 702(a)(2) (relating to income and credits of partners) is
amended by striking out "6 months," and inserting in lieu thereof "6 months
but not more than 2 years or held for more than 2 years, as the case may
be,".

(7) (A) Section 852 (relating to taxation of regulated investment com-
panies and their shareholders) is amended by striking out subparagraphs
(B) and (C) of subsection (b) (3) and inserting in lieu thereof the follow-
ing:

"(B) TREATMENT OF CAPITAL GAIN DIVIDENDS BY SHAREHOLDERS.-A
capital gain dividend shall be treated by shareholders, other than
corporations, as a class A or class B capital gain to the extent so desig-
nated by the company. Shareholders which are corporations shall treat
a capital gain dividend as a long-term capital gain.

"(0) DEFINITION OF CAPITAL GAIN DIVIDEND.-For purposes of this
part, a capital gain dividend is any dividend, or part thereof, which
is designated by the company in a written notice mailed to its share-
holders not later than 30 days after the close of its taxable year, as a
distribution of class A or class B capital gain. In the case of a share-
holder which is a corporation, if the aggregate amount designated
as a capital gain dividend with respect to a taxable year of the company
(including capital gains dividends paid after the close of the taxable
year described in section 855) is greater than the excess of the net long-
term capital gain over the net short-term capital loss of the taxable
year, the portion of each distribution which shall be a capital gain
dividend shall be only that proportion of the amount so designated
which such excess of the net long-term capital gain over the net short-
term capital loss bears to the aggregate amount so designated. In the
case of a shareholder other than a corporation, if the aggregate amount
designated as class A capital gain, or as class B capital gain with
respect to a taxable year of the company (including capital gains
dividends paid after the close of the taxable year described in section
855) is greater than the adjusted class A, or adjusted class B capital
gain, respectively-

"(i) the portion of each distribution which shall be treated as a
class A capital gain shall be only that proportion of the amount so
designated as class A capital gain which the adjusted class A
capital gain bears to the aggregate amount so designated, and

"(ii) the portion of each distribution which shall be treated as a
class B capital gain shall be only that proportion of the amount
so designated as class B capital gain which the adjusted class B
capital gain bears to the aggregate amount so designated.

For purposes of the preceding sentence, the adjusted class A or adjusted
class B capital gain shall be computed as though the company were a
taxpayer other than a corporation except that section 1212(a) shall
apply in lieu of section 1212(b)."

(B) Section 852(b) (8) (D) is amended by striking out clauses (i), (ii),
and (iii) and inserting in lieu thereof the following:

"(i) Every shareholder of a regulated investment company at
the close of the company's taxable year shall, in the case of a cor-
poration, in computing its long-term capital gains, and, in the case
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of a shareholder other than a corporation, in computing his class A
and class B capital gains, include in his return for his taxable year
in which the last day of the company's taxable year falls, such
amounts as the company shall designate in respect of such shares
in a written notice mailed to its shareholders at any time prior to
the expiration of 30 days after the close of its taxable year, but the
amount so includible by any shareholder shall not exceed that part
of the amount subjected to tax in subparagraph (A) which he would
have received if all of such amount had been distributed as capital
gain dividends by the company to the holders of such shares at the
close of its taxable year.

"(ii) For purposes of this title, every such shareholder shall be
deemed to have paid, for his taxable year under clause (i), the
tax of 25 percent imposed by subparagraph (A) on the amounts
required by this subparagraph to be included in respect of such
shares, in the case of a corporation, in computing its long-term
capital gains, and, in the case of a shareholder other than a cor-
poration, in computing his class A and class B capital gains, for
that year; and such shareholder shall be allowed credit or refund,
as the case may be, for the tax so deemed to have been paid by him.

"(iii) The adjusted basis of such shares in the hands of the
shareholder shall be increased by 75 percent of the amounts re-
quired by this subparagraph to be included in computing his capital
gains."

(C) Section 852(b) (4) is amended to read as follows:
"(4) Loss ON SALE OR EXCHANGE OF STOCK HELD LESS THAN 31 DAYS.-If,

under subparagraph (B) or (D) of paragraph (3) a shareholder of a regu-
lated investment company is required, with respect to any share, to treat
any amount as a long-term, class A, or class B capital gain, and such share is
held by the taxpayer for less than 31 days, then any loss on the sale or
exchange of such share shall-

"(A) in the case of a corporation, to the extent of such long-term
capital gain, be treated as loss from the sale or exchange of a capital
asset held for more than 6 months, or

"(B) in the case of a shareholder other than a corporation-
"(1) to the extent of such class A capital gain, be treated as

loss from the sale or exchange of a capital asset held for more
than 2 year, and

"(ii) to the extent of such class B capital gain, be treated as
loss from the sale or exchange of a capital asset held for more
than 6 months but not more than 2 years.

If there is a loss on the sale or exchange of such share which is less
than the sum of such class A and class B capital gains, then a portion
of such loss equal to the proportion which such class A capital gains
bears to the sum of such class A and class B capital gains shall be a
class A capital loss; and the remainder of such loss shall be a class B
capital loss.

For purposes of this paragraph, the rules of section 246(c) (3) shall apply
in determining whether any share of stock has been held for less than 31
days; except that '30 days' shall be substituted for '15 days' in subpara-
graph (B) of section 246(c) (3)."

(8) (A) Section 857 (relating to the taxation of real estate investment
trusts and their beneficiaries) is amended by striking out subparagraphs
(B) and (C) of subsection (b) (3) and inserting in lieu thereof the
following:

"(B) TREATMENT OF CAPITAL GAIN DIVIDENDS BY SIAREIIOLDERS.-A
capital gain dividend shall be treated by the shareholders or holders
of beneficial interests, other than corporations, as a class A or class B
capital gain to the extent so designated by the real estate investment
trust. Shareholders or holders of beneficial interests which are corpo-
rations shall treat a capital gain dividend as a long-term capital gain.

"(C) DEFINITION OF CAPITAL GAIN DIVIDEND.-For purposeS. Of this
part, a capital gain dividend is any dividend, or part thereof, which is
designated by the real estate investment trust in a written notice mailed
to its shareholders or holders of beneficial interests at any time before
the expiration of 30 (lays after the close of its taxable year as a distri-
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bution of class A or class B capital gain. In the case of a shareholder
or holder of beneficial interest which is a corporation, if the aggregate
amount designated as a capital gain dividend with respect to a taxable
year of the trust (including capital gain dividends paid after the close
of the taxable year described in section 858) is greater than the excess
of the net long-term capital gain over the net short-term capital loss
of the taxable year, the portion of each distribution which shall be a
capital gain dividend shall be only that proportion of the amount so
designated which such excess of the net long-term capital gain over the
net short-term capital loss bears to the aggregate amount so designated.
In the case of a shareholder or holder of a beneficial interest other than
a corporation, if the aggregate amount designated as class A or as class
B capital gain with respect to a taxable year of the trust (including
capital gains dividends paid after the close of the taxable year described
in section 858) is greater than the adjusted class A or adjusted class
B capital gain, respectively-

"(i) the portion of each distribution which shall be treated as
a class A capital gain shall be only that proportion of the amount
so designated as class A capital gain which the adjusted class A
capital gain bears to the aggregate amount so designated, and

"(ii) the portion of each distribution which shall be treated as
a class B capital gain shall be only that portion of the amount so
designated as class B capital gain which the adjusted class B
capital gain bears to the aggregate amount so designated.

For purposes of the preceding sentence, the adjusted class A or class
B capital gain shall be computed as though the trust were a taxpayer
other than a corporation except that section 1212(a) shall apply in lieu
of section 1212(b)."

(B) Section 857 is amended by striking out paragraph (4) of subsection
(b) and inserting in lieu thereof the following:

"(4) LOSS ON SALE OR EXCHANGE OF ,STOCK HELD LESS THAN 31 DAYS.-If,
under subparagraph (B) of paragraph (3) a shareholder of, or a holder of
a beneficial interest in, a real estate investment trust is required, with
respect to any share or beneficial interest, to treat any amount as a long-
term, class A, or class B capital gain, and such share or interest is held by
the taxpayer for less than 31 days, then any loss on the sale or exchange of
such share or interest shall-

"(A) in the case of a corporation, to the extent of such long-term
capital gain, be treated as loss from the sale or exchange of a capital
asset held for more than 6 months, or

"(B) in the case of a shareholder other than a corporation-
"(i) to the extent of such class A capital gain, be treated as loss

from the sale or exchange of a capital asset held for more than 2
years, and

"(ii) to the extent of such class B capital gain, be treated as
loss from the sale or exchange of a capital asset held for more than
6 months but not more than 2 years.

If there is a loss on the sale or exchange of such share or interest which
is less than the sum of such class A and class B capital gains, then a
portion of such loss equal to the proportion which such class A capital
gain bears to the sum of such class A and class B capital gains shall
be a class A capital loss; and the remainder of such loss shall be a class
B capital loss.

For purposes of this paragraph, the rules of section 246(c) (3) shall apply
in determining whether any share of stock or beneficial interest has been
held for less than 31 days; except that '30 days' shall be substituted for '15
days'in subparagraph (B) of section 246(c) (3)."

(9) The last sentence of section 1232(a) (2) (A) (relating to bonds and
other evidences of indebtedness) is amended to read as follows: "Gains in
excess of such amount shall, in the case of a corporation, be considered gain
from the sale or exchange of a capital asset held more than 6 months or
in the case of a taxpayer other than a corporation, be considered gain from
the sale or exchange of a capital asset held for more than 6 months but not
more than 2 years or held for more than 2 years, as the case may be."
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(10) (A) Subsection (b) of section 1233 (relating to gains and losses
from short sales) is amended to read as follows:

"(b) SHORT-TERM AND CLASS B GAINS AND HOLDING PERIODS.-If gain or loss
from a short sale is considered as gain or loss from the sale or exchange of a
capital asset under subsection (a) and if on the date of such short sale sub-
stantially identical property has been held by the taxpayer-

"(1) for not more than 6 months (determined without regard to the effect,
under the second sentence of this subsection, of such short sale on the holding
period), or if substantially identical property is acquired by the taxpayer
after such short sale and on or before the date of the closing thereof, any
gain on the closing of such short sale shall be considered as a gain on the
sale or exchange of a capital asset held for not more than 6 months (not-
withstanding the period of time any property used to close such short sale
has been held) ; or

"(2) in the case of a taxpayer other than a corporation, for more than
6 months but not more than 2 years (determined without regard to the
effect, under the second sentence of this subsection, of such short sale on
the holding period), any gain on the closing of such short sale shall be
considered as a gain on the sale or exchange of a capital asset held for
more than 6 months but not more than 2 years (notwithstanding the period
of time any property used to close such short sale has been held).

The holding period of such substantially identical property shall be considered
to begin (notwithstanding section 1223, relating to the holding period of prop-
erty) on the date of the closing of the short sale, or on the date of a sale, gift,
or other disposition of such property, whichever date occurs first. The pre-
ceding sentence shall apply to such substantially identical property in the order
of the dates of the acquisition of such property, but only to so much of such
property as does not exceed the quantity sold short. For purposes of this sub-
section, the acquisition of an option to sell property at a fixed price shall be
considered as a short sale, and the exercise or failure to exercise such option shall
be considered as a closing of such short sale."

(B) Subsection (d) of section 1233 is amended to read as follows:
"(d) LONG-TERM, CLAss A, AND CLASS B LOSSES.-If on the date of such short

sale substantially identical property has been held by the taxpayer-
"(1) In the case of a corporation, for more than 6 months, any loss on

the closing of such short sale shall be considered as a loss on the sale or
exchange of a capital asset held for more than 6 months (notwithstanding
the period of time any property used to close such short sale has been held,
and notwithstanding section 1234).

"(2) In the case of a taxpayer other than a corporation-
"(A) for more than 2 years, any loss on the closing of such short

sale shall be considered as a loss on the sale or exchange of a capital
asset held for more thhn 2 years (notwithstanding the period of time
any property used to close such short sale has been held, and notwith-
standing section 1234), or

"(B) for more than 6 months but not more than 2 years, any loss
on the closing of such short sale shall be considered as a loss on the sale
or exchange of a capital asset held for more than 6 months but not more
than 2 years (notwithstanding the period of time any property used
to close such short sale has been held, and notwithstanding section
1234)."

(C) Paragraph (1) of section 1283(e) is amended to read as follows:
"(1) Subsection (b) or (d) shall not apply to the gain or loss, respec-

.tively, on any quantity of property used to close such short sale which is in
excess of the quantity of the substantially identical property referred to
in the applicable subsection. In the case of a taxpayer other than a
corporation -

"(A) subsection (b)(1) or (d) (2) (A) shall not apply to the gain
or loss, respectively, on any quantity of property used to close such
short sale which is in excess of the quantity of the substantially identi-
cal property to which either subsection (b) (1) or (d) (2) (A) applies
(determined without regard to this subparagraph), and

"(B) subsection (b) (2) or (d) (2) (B) shall apply only to the gain
or loss, respectively, on tho excess described in subparagraph (A), but
only to the extent of the qi entity of the substantially identical property
to which either subsection (b) (2) or (d) (2) (B) applies (determined
without regard to this subparagraph)."

24-532-03-pt. 1-5
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(D) Section 1233(e) (4) (A) is amended by striking out "for not more
than 6 months," in clause (1) and inserting in lieu thereof "in the case of a
corporation, for not more than ( months, or in the case of a taxpayer
other than a corporation, for not more than 2 years,", and by striking out
"subsection (b) (2)" in the language following clause (ii) and inserting in
lieu thereof "the second and third sentences of subsection (b)"

(E) Section 1233(f) is amended by striking out "subsection (b) (2)" each
place it appears and inserting in lieu thereof "the second and third sentences
of subsection (b)".

(11) (A) Section 1247 (relating to election by foreign investment com-
panies to distribute income currently) is amended by striking out sub-
paragraph (B) of subsection (a) (1) and inserting in lieu thereof the
following:

"(I1) designate in a written notice mailed to its shareholders at any
time before the expiration of 45 days after the close of its taxable year
the pro rata amount for the taxable year of the adjusted class A and
adjusted class B capital gain (determined as though such corporation
were a taxpayer other than a corporation except that section 1212 (a)
shall appIly in lieu of section 1212(1)); and the portions thereof which
are being distributed; and "

(B) Clause (i) of section 1247(a) (2) (A) is amended to read as follows:
"(i) the adjusted class A and adjusted class B capital gain

referred to in paragraph (1) (B),"
(C) Subparagraph (C) of section 1247(a) (2) is amended to read as

follows:
"(C) CAltYOVFRn OF CAPITAL LOSSES FROM NONELECTION YEARS DENIED.-

In computing the adjusted class A and adjusted class B capital gains
referred to in paragraph (1) (B), section 1212 shall not apply to losses
incurred in or with respect to taxable years before the first taxable year
to which the election applies."

(D) Section 1247(c) (2) is amended by striking out "his long-term
capital gains" and inserting in lieu thereof "in the case of a shareholder
which is a corporation, its long-term capital gains, and in the case of a
shareholder other than a corporation. his class A and class B capital gains";

(E) Subsection (d) of section 1247 is amended to read as follows:
"(d) TREATMENT OP DISTRIBUTED AND UNDISTRIUTEI) CAPI''AL GAINS BY A

QUALIIED SAulEnHor.DER.-Every qulllified shareholder of a foreign investment
company for any taxable year of such company with respect to which an
election pursuant to subsection (a) is in effect shall-

"(1) if such shareholder is a taxpayer other than a corporation-
"(A) include in computing his class A or class B capital gain for

his taxable year in which received, his pro rata share of the distributed
portion of the adjusted class A or adjusted class B capital gain, respec-
tively, and

"(B) include in computing his class A or class B capital gain for his
taxable year in which or witl which the taxable year of such company
ends, his pro rata share of the undistributed portion of the adjusted
class A or adjusted class B capital gain, respectively, or

"(2) if such shareholder is a corporation, include in computing its long-
term capital gains-

"(A) for its taxable year in which received, its pro rata share of the
distributed portion of the sum of the adjusted class A and adjusted class
B capital gains, and

"(B) for its taxable year in which or with which the taxable year
of such company ends, its pro rata share of the undistributed portion of
the sum of tie adjusted class A and adjusted class B capital gains.

For purposes of this subsection the adjusted class A and adjusted class B
capital gains shall he determined as provided in subsection (a) (1) (B)."

(F) Subsection (i) of section 1247 is amended to read as follows:
"(i) Loss ON SALE OR EXCHANGE OF CERTAIN STOCK.-

"(1) STIAREIOLDERS OTHER THAN CORPORATIONS.-If, under this section,
any qualified shareholder other than a corporation treats any amount desig-
nated under subsection (a) (1) (B) with respect to a share of stock as-

"(A) class B capital gain and such share is held by the taxpayer for
6 months or less, then any loss on the sale or exchange of such share
shall, to the extent of the amount treated as class B capital gain, be
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treated as a loss from the sale or exchange of a capital asset held for
more than 6 months but not more than 2 years,

"(B) class A capital gain and such share is held by the taxpayer for
2 years or less, then any loss on the sale or exchange of such share
shall, to the extent of the amount treated as class A capital gain, be
treated as a loss from the sale or exchange of a capital asset held for
more than 2 years, or

"(C) both class A and class B capital gains and such share is held
by the taxpayer for 6 months or less and there is a loss on the sale or
exchange of such stock which is less than the sum of the amount so
designated, then an amount of such loss shall be treated as a loss from
the sale or exchange of a capital asset held for more than 6 months but
not more than 2 years which bears the same relation to such loss as the
class B capital gain so designated bears to tie sumn of such class B and
the class A capital gains so designated; and the remainder of such loss
shall be treated as a loss from the sale or exchange of a capital asset
held for more I hai 2 years.

"(2) ('RI'ORATi'M SIIHAREIIOLDER.-If, under this section, any qualified
shareholder which is a corporation treats any amount designated under
subsection (a) (1) () with respect to a share of stock as long-term capital
gain and such share is held by the taxpayer for 6 imontlis or less, then any
loss on the sale or exchange of such share shall, to the extent of the amount
treated ls long-term capital gain, be treated as a loss from the sale or ex-
change of a capital asset held for more than 6 months."

(12) Section 1248(b) (relating to gain from certain sales or exchanges
of stock in certain foreign corporations) is amended by striking out "6
months." each place it appears and inserting in lieu thereof "I6 months but
not more than 2 years or held for more than 2 years, as the case may be,".

(13) Section 1375 (a) ( relating to special rules applicable to capital gains
of electing small business corporations) is amended to read as follows:

"(a) CAPITAL GAINS.-
"(1) TREATMENT IN IIANDS OF SHAREHOLDEIAS.-The anloulnt includible in

the gross income of a shareholder as dividends (including amounts treated
as dividends under section 1373(b)) from an electing small business cor-
poration during any taxable year of the corporation, to the extent such
amount is a distribution of property out of earnings and profits of
the taxable year as specified in section 316(a)(2), shall be treated (i)
as class A capital gain to the extent of the shareholder's pro rata share
of the adjusted class A capital gain (computed by the corporation as
though it were a taxpayer other than a corporation except that section
1212(b) (2) shall not apply) for such taxable year, and (11) as class B
capital gain to the extent of the shareholder's pro rata share of the adjusted
class B capital gain (computed by the corporation as though it were a tax-
payer other than a corporation except that section 1212(b) (2) shall not
apply) for such taxable year. For purposes of this paragraph, the adjusted
class A capital gain or the adjusted class B capital gain shall be deemed not
to exceed an amount equal to that portion of the corporation's taxable income
(computed as provided in section 1373(d)) for the taxable year which b.ars
the same ratio to such taxable income as such adjusted class A capital gain
or such adjusted class B capital gain (determined without regard to the pro-
visions of this sentence) bears to the sum of such adjusted class A and
adjusted class B capital gains.

"(2) DETERMINATION OF SHAREHOLDER'S PRO RATA SHARE.-A shareholder's
pro rata share of the adjusted class A or adjusted class B capital gain
(computed as provided in paragraph (1)) for any taxable year shall be an
amount which bears the same ratio to such adjusted class A capital gain
or such adjusted class B capital gain as the amount of dividends described
in paragraph (1) includible in the shareholder's gross income bears to the
entire amount of dividends described in paragraph (1) includible in the
gross income of all shareholders."

(d) EFFECTIVE DATE.-
(1) GENERAL RULE.-Except as otherwise specifically provided, and except

as provided by paragraph (2), the amendments made by this section shall
apply to taxable years beginning after December 31, 1963.
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(2) TRANSITION RULES.-
(A) DISTRIBUTIONS OF CAPITAL GAINS.-

(i) If a taxpayer, other than a corporation, is required to in-
clude as capital gain in his gross income for a taxable year begin-
ning after December 31, 1963, an amount attributable to sales or
exchanges of capital assets held for more than 6 months and such
gain was realized in a taxable year beginning before January 1,
1964, by a person described in clause (iii), such amount shall be
treated by such taxpayer as class B capital gain.

(ii) If a taxpayer, other than a corporation, is required to in-
clude as capital gain in his gross income for a taxable year begin-
ning before January 1, 1964, an amount attributable to sales or
exchanges of capital assets held for more than 6 months and such
gain was realized in a taxable year beginning after December 31,
1906, by a person described in clause (ii), such amounts shall be
treated by such taxpayer as long-term capital gain.

(iii) This subparagraph applies in respect of a regulated invest-
ment company or a real estate investment trust to which subchapter
M of chapter 1 of the Internal Revenue Code of 1954 applies, a
foreign investment company to which section 1247 of such Code
applies, an electing small business corporation to which subchapter
S of chapter 1 of such Code applies, a common trust fund to which
section 584 applies, a partnership, an estate, and a trust.

(Ii) LOss ON SALE OR EXCHANGE OF CETAIN STOUK.-If a shareholder
(or a holder of a beneficial interest), other than a corporation, in a
regulated investment company, real estate investment trust, or foreign
investment company is required for a taxable year beginning before
January 1. 1964, under section 852(b) (3) (B) or (D), section 857 (b)
(3) (B), or section 1247 (d), to treat an amount with respect to a share
(or beneficial interest), as a long-term capital gain, and such share (or
beneficial interest) is held by the taxpayer for less than 31 days (6
months or less in the case of a shareholder of a foreign investment
company), then a loss on the sale or exchange of such share in a taxable
year of such shareholder beginning after December 31, 1963, shall to
to the extent of such long-term capital gain, be treated as loss from
the sale or exchange or a capital asset held for more than 6 months
but not more than 2 years.

(C) REOULATORY AUTHORITY.-The Secretary or his delegate shall
prescribe such regulations as may be necessary to carry out the pur-
poses of this subsection.

(D) MEANING OF TERM..-Terms used in this subsection shall have
the same meaning as when used in chapter 1 of the Internal Revenue
Code of 1954.

SEC. 220. GAIN FROM DISPOSITIONS OF CERTAIN DEPRECIABLE REALTY.
(a) GAIN FROM DISPOSITIONS OF CERTAIN DEPRECIABLE REALTY.-Part IV of

subchapter P of chapter 1 (relating to special rules for determining capital gains
and losses) is amended by adding at the end thereof the following new section:
"SEC. 1250. GAIN FROM DISPOSITIONS OF CERTAIN DEPRECIABLE REALTY.

"(a) GENERAL RULE.-
"(1) ORDINARY INCOME.-Except as otherwise provided in this section, if

section 1250 property is disposed of after December 31, 1963, the applicable
percentage of the lower of-

"(A) the additional depreciation (as defined in subsection (b) (1))
in respect of the property, or

"(B) the excess of--
"(i) the amount realized (in the case of a sale, exchange, or in-

voluntary conversion), or the fair market value of such property
(in the case of any other disposition), over

"(ii) the adjusted basis of such property,
shall be treated as gain from the sale or exchange of property which is
neither a capital asset nor property described in section 1231. Such gain
shall be recognized notwithstanding any other provision of this subtitle.

"(2) APPLICABLE PERCENTAGE.--Fr purposes of paragraph (1), the term
'applicable percentage' means 100 percent minus one percentage point for
each full month the property was held after the date on which the property
was held 20 full months.
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"(b) ADDITIONAL DEPRECIATION DEFINED.-For purposes of this section-
"(1) IN GENERAL.-The term 'additional depreciation' means, in the case

of any property, the depreciation adjustments in respect of such property;
except that, in the case of property held more than one year, it means such
adjustments only to the extent that they exceed the amount of the deprecia-
tion adjustments which would have resulted if such adjustments had been
determined for each taxable year under the straight line method of adjust-
ment. For purposes of the preceding sentence, if a useful life (or salvage
value) was used in determining the amount allowed as a deduction for any
taxable year, such life (or value) shall be used in determining the deprecia-
tion adjustments which would have resulted for such year under the straight
line method.

"(2) PROPERTY HELD BY LESSEE.-In the case of a lessee, in determining the
depreciation adjustments which would have resulted in respect of any
building erected (or other improvement made) on the leased property, or in
respect of any cost of acquiring the lease, the lease period shall be treated
as including all renewal periods. For purposes of the preceding sentence--

"(A) the term 'renewal period' means any period for which the lease
may be renewed, extended, or continued pursuant to an option exercis-
able by the lessee, but

"(B) the inclusion of renewal periods shall not extend the period
taken into account by more than % of the period on the basis of which
the depreciation adjustments were allowed.

"(3) DEPRECIATION ADJUSTMENTS.-The term 'depreciation adjustments'
means, in respect of any property, all adjustments attributable to periods
after December 31, 1963, reflected in the adjusted basis of such property on
account of deductions (whether in respect of the same or other property)
allowed or allowable to the taxpayer or to any other person for exhaustion,
wear and tear, obsolescence, or amortization (other than amortization under
section 168). For purposes of the preceding sentence, if the taxpayer can
establish by adequate records or other sufficient evidence that the amount
allowed as a deduction for any period was less than the amount allowable,
the amount taken into account for such period shall be the amount allowed.

"(c) SECTION 1250 PROPERTY.-For purposes of this section, the term 'section
1250 property' means any real property (other than section 1245 property, as de-
fined in section 124.5(a) (3)) which is or has been property of a character subject
to the allowance for depreciation provided in section 167.

"(d) EXCEPTIONS AND LIMITATIONS.-
"(1) GIFTs.--Subsection (a) shall not apply to a disposition by gift.
"(2) TRANSFERS AT DEATH.-Except as provided in section 691 (relating

to income in respect of a decedent), subsection (a) shall rot apply to a
transfer at death.

"(3) CERTAIN TAX-FREE TRANSACTIONS.-If the basis of property in the
hands of a transferee is determined by reference to its basis in the hands
of the transferor by reason of the application of section 332, 351, 361, 371(a),
374(a), 721, or 731, then the amount of gain taken into account by the
transferor under subsection (a) (1) shall not exceed the amount of gain
recognized to the transferor on the transfer of such property (determined
without regard to this section). This paragraph shall not apply to a dis-
position to an organization (other than a cooperative described in section
521) which is exempt from the tax imposed by this chapter.

"(4) LIKE KIND EXCHANGES; INVOLUNTARY CONVERSIONS, ETC.-
"(A) RECOGNITION LIMIT.-If property is disposed of and gain (de-

termined without regard to this section) is not recognized in whole or
in part under section 1031 or 1033, then the amount of gain taken into
account by the transferor under subsection (a) (1) shall not exceed
the greater of the following:

"(i) the amount of gain recognized on the disposition (determined
without regard to this section), increased as provided in subpara-
graph (B), or

"(ii) the amount determined under subparagraph (C).
"(B) INCREASE FOR CERTAIN STOCK.-WVith respect to any transaction,

the increase provided by this subparagraph is the amount equal to the
fair market value of any stock purchased in a corporation which (but for
this paragraph) would result in nonrecognition of gain under section
1033(a) (3) (A).
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"(0) ADJUSTMENT WERE INSUFFICIENT SECTION 1250 PROP.ERIITY IS AC-

QUIRED.-With respect to any transaction, the amount determined under
this subparagraph shall be the excess of-

"(i) the amount of gain which would (but for this paragraph
be taken into account under subsection (a) (1), over

"(ii) the fair market value (or cost in the case of a transaction
described in section 1033(a) (3)) of the section 1250 property ac-
quired in the transaction.

"(D) BASIS OF PROPERTY ACQUIRED.-In the case of property purchased
by the taxpayer in a transaction described in section 1033(a) (3), in
applying the last sentence of section 1033(c), such sentence shall be
applied-

"(i) first solely to section 1250 properties and to the amount of
gain not taken into account under subsection (a)(1) by reason of
this paragraph, and

"(ii) then to all purchased properties to which such sentence ap-
plies and to the remaining gain not recognized on the transaction as
if the cost of the section 1250 properties were the basis of such prop-
erties computed under clause (i).

In the case of property acquired in any other transaction to which this
paragraph applies, rules consistent with the preceding sentence shall be
applied under regulations prescribed by the Secretary or his delegate.

"(E) ADDITIONAL DEPRECIATION WITH RESPECT TO PROPERTY DISPOSED

OF.-In the cast of any transaction described in section 1031 or 1033,
the additional depreciation in respect of the section 1250 property ac-
uired which is attributable to the section 1250 property disposed of

shall be an amount equal to the amount of the gain which was not taken
into account under subsection (a)(1) by reason of the application of
this paragraph.

"(5) SECTION 1071 AND 1081 TRANSACTIONS.-Under regulations prescribed
by the Secretary or his delegate, rules consistent with paragraphs (3) and
(4) of this subsection and with subsections (e) and (f) shall apply in the
case of transactions described in section 1071 (relating to gain from sale or
exchange to effectuate policies of FCO) or section 1081 (relating to exchanges
in obedience to SEO orders).

"(6) PROPERTY DTSTRIIIUTED nY A PARTNERSHIP TO A PARTNEI.-

"(A) IN GENERAL.-For purposes of this section, the basis of section
1250 property distributed by a partnership to a partner shall be deemed
to be determined by reference to the adjusted basis of such property to
the partnership.

"(B) ADDITIONAL DEPRECIATION.-In respect of any property described
in subparagraph (A), the additional depreciation attributable to periods
before the distribution by the partnership shall be-

"(i) the amount of the gain to which subsection (a) would have
applied of such property had been sold by the partnership ilmmedi-
ately before the distribution at its fair market value at such time
and the applicable percentage for the property had been 100 percent
reduced by

"(ii) if section 751(b) applied to any part of such gain. the
amount of such gain to which section 751(b) would have applied
if the applicable percentage for the property had been 100 percent.

"(7) DISPOSITION OF PRINCIPAL RESIDENCE.-Subsection (a) shall not apply
to a disposition of-

"(A) property to the extent used by the taxpayer as his principal
residence (within the meaning of section 1034, relating to sale or ex-
change of residence), and

"(B) property in respect of which the taxpayer meets the age and
ownership requirements of section 121 (relating to gains from sale or
exchange of residence of individual who has attained the age of 65)
but only to the extent that he meets the use requirements of such sec-
tion in respect of such property.

S"(e) HOLDING PFRIOD.-For purposes of determining the applicable percentage
under this section, the provisions of section 1223 shall not apply, and the hold-
ing period of section 1250 property shall be determined under the following
rules:

"(1) BEGINNING OF HOLDING PERIOD.--The holding period of section 1250
property shall be deemed to begin- I
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"(A) in the case of property acquired by the taxpayer, on the day
after the date of acquisition, or

"(B) in the case of property constructed, reconstructed, or erected
by the taxpayer, on the first day of the month during which the prop-
erty is placed in service.

"(2) PROPERTY WITH TRANSFERRED BASIS.-If the basis of property ac-
quired in a transaction described in paragraph (1), (2), (3), or (5) of sub-
section (d) is determined by reference to its basis in the hands of the
transferor, then the holding period of the property in the hands of the
transferee shall include the holding period of the property in the hands of
the transferor.

"(3) PRINCIPAL RESIDENCE.-If the basis of property acquired in a trans-
action described in paragraph (7) of subsection (d) is determined by ref-
erence to the basis in the hands of the taxpayer of other property, then
the holding period of the property acquired shall include the holding period
of such other property.

"(f) SOCIAL RULES FOR PROPERTY WiTici Is SUBSTANTIALLY IMPROVED.-

"(1) AMOUNT TREATED AS ORDINARY INCOME.--If, ill the case of a disposi-
tion of section 1250 property, the property is treated as consisting of more
than one element by reason of paragraph (3), then the amount taken into
account under subsection (a) (1) in respect of such section 1250 property
as gain from the sale or exchange of property which is neither a capital
asset nor property described in section 1231 shall be the sum of the amounts
determined under paragraph (2).

"(2) ORDINARY INCOME ATTRIBUTABLE TO AN ELEMENT.-For purposes of
paragraph (1). the amount taken into account for any element shall be the
amount determined by multiplying--

"(A) the amount which bears the same ratio to the lower of the
amounts specified in subparagraph (A) or (B) of subsection (a) (1)
for the section 1250 property as the additional depreciation for such
element bears to the sum of the additional depreciation for all elements,
by

" (B) the applicable percentage for such element.
For purposes of this paragraph, determinations with respect to any element
shall be made as if it were a separate property. '*

"(3) PROPERTY CONSISTING OF MORE THAN ONE ELEMENT.-In applying this
subsection in the case of any section 1250 property, there shall be treated
as a separate element-

"(A) each separate improvement,
"(B) if, before completion of section 1250 property, units thereof (as

distinguished from improvements) were placed in service, each such
unit of section 1250 prQperty, and

"(C) the remaining property which is not taken into account under
subnaragraphs (A) and (B).

"(4) PROPERTY WHICH IS SUBSTANTIALLY IMPROVED.-For purposes of this
subsection-

"(A) IN GENERAL.-The term 'separate improvement' means each
improvement added during the 36-month period ending on the last day
of any taxable year to the capital account for the property, but only if
the sum of the amounts added to such account during such period exceeds
the greatest of-

"(i) 25 percent of the adjusted basis of the property,
"(ii) 10 percent of the adjusted basis of the property, determined

without reward to the adjustments provided in paragraphs (2) and
(3) of section 1016 (a), or

"(iii) $5,000.
For purposes of clauses (i) and (ii), the adjusted basis of the property
shall be determined as of the beginning of the first day of such 36-month
period, or of the holding period of the property (within the meaning of
subsection (e)), whichever is the later.

"(B) EXCEPTION.-Improvements in any taxable year shall be taken
into account for purposes of subparagraph (A) only if the sum of the
amounts added to the capital account for the property for such taxable
year exceeds the greater of-

"(i) $2,000, or
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"(ii) one percent of the adjusted basis referred to in subpara-
graph (A)(ii), determined, however, as of the beginning of such
taxable year.

For purposes of this section, if the amount added to the capital account
for any separate improvement does not exceed the greater of clause
(1) or (ii), such improvement shall be treated as placed in service on
the first day, of a calendar month, which is closest to the middle of the
taxable year.

"(C) IMPROVEMENT.-The term 'improvement' means, in the case of
any section 1250 property, any addition to capital account for such
property after the initial acquisition or after completion of the property.

"(g) ADJUSTMENTS TO BASIs.-The Secretary or his delegate shall prescribe
such regulations as he may deem necessary to provide for adjustments to the
basis of property to reflect gain recognized under subsection (a).

"(h) APPLICATION OF SECTION.-This section shall apply notwithstanding any
other provision of this subtitle."

(b) TECHNICAL AMENDMENTS.-
(1) SPECIAL RULE FOR COIARITABLE CONTRIBUTIONS.-

(A) The heading of section 170(e) (relating to special rule for
charitable contributions of section 1245 property) is amended by striking
out "SECTION 1245 PROPERTY" and inserting in lieu thereof "CERTAIN
PROPERTY".

(B) The text of such section 170(e) is amended by striking out
"section 1245(a)" and inserting in lieu thereof "section 1245(a) or
1250(a)".

(2) CORPORATE DISTRIBUTIONS OF PROPERTY.-Subsections (b) and (d) of
section 301 (relating to amount distributed) are each amended by striking
out "under section 1245(a)" and inserting in lieu thereof "under section
1245(a) or 1250(a)".

(3) EFFECT ON EARNINGS AND PROFITS.-Paragraph (3) of section 312(c)
(relating to adjustments of earnings and profits) is amended by striking out
"or under section 1245(a)" and inserting in lieu thereof "or under section
1245(a) or 1250(a)".

(4) COLLAPSIBLE CORPORATIONS.-Paragraph (12) of section 341(e) (re-
lating to collapsible corporations) is amended by striking out "section
1245(a)" and inserting in lieu thereof "sections 1245(a) and 1250(a)".

(5) INSTALLMENT OBLIGATIONS IN CERTAIN LIQUIDATIONs.-Subparagraphs
(A) and (B) of section 453(d) (4) (relating to distribution of installment
obligations in certain corporate liquidations) are each amended by striking
out "section 1245(a)" and inserting in lieu thereof "section 1245(a) or
1250(a)".

(6) SPECIAL RULE FOR PARTNERSHIPS.-Section 751(c) (relating to defini-
tion of "unrealized receivables" for purposes of subchapter K) is amended
by striking out "(as defined in section 1245(a) (3))" and inserting in lieu
thereof "(as defined in section 1245 (a) (3)) and section 1250 property (as
defined in section 1250(c))" and by striking out "to which section 1245(a)"
and inserting in lieu thereof "to which section 1245(a) or 1250(a)".

(7) The table of sections for part IV of subchapter P of chapter 1 is
amended by adding at the end thereof the following:

"Sec. 1250. Gain from dispositions of certain depreciable realty."

(c) EFFECTIVE DATE.-The amendments made by this section shall apply to
dispositions after December 31, 1963, in taxable years ending after such date.
SEC. 221. AVERAGING.

(a) GENERAL RULE.-Part I of subchapter Q of chapter 1 is amended to read
as follows:

"PART I-INCOME AVERAGING

"Sec. 1801. Limitation on tax.
"Sec. 1302. Definition of averngable income; related definitions.
"Sec. 1303. Eligible individuals.
"See. 1304. Special rules.
"Sec. 1305. Regulations.

"SEC. 1301. LIMITATION ON TAX.
"If an eligible individual has averagable income for the computation year, and

if the amount of such income exceeds $3,000, then the tax imposed by section 1
for the computation year which is attributable to averagable income shall be 5

t
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times the increase in tax under such section which would result from adding 20
percent of such income to the sum of-

"(1) 133% percent of average base period income, and
"(2) the amount (if any) of the average base period capital gain net

income.
"SEC. 1302. DEFINITION OF AVERAGABLE INCOME; RELATED DEFINITIONS.

"(a) AVERAGABLE INCOME.-For purposes of this part-
"(1) IN GENERAL.-The term 'averagable income' means the amount (if

any) by which adjusted taxable income exceeds 1331/ percent of average
base period income.

"(2) ADJUSTMENT IN CERTAIN CASES FOR CAPITAL GAINS.-If-
"(A) the average base period capital gain net income, exceeds
"(B) the capital gain net income for the computation year,

then the term 'averagable income' means the amount determined under
paragraph (1), reduced by an amount equal to such excess.

"(b) ADJUSTABLE TAXABLE INCOME.-For purposes of this part, the term
'adjusted taxable income' means the taxable income for the computation year,
decreased by the sum of the following amounts:

"(1) CAPITAL GAIN NET INCOME FOR THE COMPUTATION YEAR.-The amount
(if any) of the capital gain net income for the computation year.

"(2) INCOME ATTRIBUTABLE TO GIFTS, BEQUESTS, ETC.-
"(A) IN GENERAL.-The amount of net income attributable to an

interest in property where such interest was received by the taxpayer
as a gift, bequest, devise, or inheritance during the computation year
or any base period year. This paragraph shall not apply to gifts, be-
quests, devises, or inheritances between husband and wife if they make
a joint return, or if one of them makes a return as a surviving spouse
(as defined in section 2(b), for the computation year.
"(B) AMOUNT OF NET INCOME.-Unless the taxpayer otherwise estab-
lishes to the satisfaction of the Secretary or his delegate, the amount of
net income for any taxable year attributable to an interest described in
subparagraph (A) shall be deemed to be 6 percent of the fair market
value of such interest (as determined in accordance with the provisions
of chapter 11 or chapter 12, as the case may be).

"(C) LIMITATION.-This paragraph shall apply only if the sum of
the net incomes attributable to interests described in subparagraph (A)
exceeds $3,000.

"(D) NET INCOME-For purposes of this paragraph, the term 'net
income' means, with respect to any interest, the excess of-

"(i) items of gross income attributable to such interest, over
"(ii) the deductions properly allocable to or chargeable against

such items.
For purposes of computing such net income, capital gains and losses shall
not be taken into account.

"(3) WAGERING INCOME.-The amount (if any) by which the gains from
wagering transactions for the computation year exceed the losses from such
transactions.

"(4) CERTAIN AMONTS RECEIVED BY OWNER-EMPLOYEES.-The amount (if
any) to which section 72(m) (5) (relating to penalties applicable to certain
amounts received by owner-employees) applies.

"(c) AVERAGE BASE PERIOD INCOME.-For purposes of this part-
"(1) IN GENERAL.-The term 'average base period income' means one-

fourth of the sum of the base period incomes for the base period.
"(2) BASE PERIOD INCOME.-The base period income for any taxable year

is the taxable income for such year first increased and then decreased (but
not below zero) in the following order:

"(A) Taxable income shall be increased by an amount equal to the
excess of-

"(i) the amount excluded from gross income under section 911
(relating to earned income from sources without the United States)
and subpart D of part III of subchapter N (sec. 931 and following,
relating to income from sources within possessions of the United
States), over '

"(ii) the deductions which would have been properly allocable to
or chargeable against such amount but for the exclusion of such
amount from gross income.
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"(B) Taxable income shall be decreased by the capital gain net
income.

"(C) If the decrease provided by paragraph (2) of subsection (b)
applies to the computation year, the taxable income shall be decreased
under the rules of such paragraph (2) (other than the limitation con-
tained in subparagraph (C) thereof).

"(d) CAPITAL GAIN NET INCOME. ETc.-For purposes of this part-
"(1) CAPITAL GAIN NET INCOME.-The term 'capital gain net income'

means, for any taxable year beginning after December 31, 1963, the amount
(if any) by which-

"(A) the sum of the adjusted class A capital gain and the adjusted
class B capital gain, exceeds

"(B) the deduction allowable under section 1202(a).
The term 'capital gain net income' means, for any taxable year beginning
before January 1, 1964, the amount equal to 50 percent of the excess of the
net long-term capital gain over the net short-term capital loss.

"(2) AVERAGE BASE PERIOD CAPITAL GAIN NET INCOME.-Tile term 'average
base period capital gain net income' means one-fourth of the sum of the
capital gain net incomes for the base period. For purposes of the pro-
ceeding sentence, the capital gain net income for any base period year shall
not exceed the base period income for such year computed without regard
to subsection (c) (2) (B).

"(e) OTIER IELATED DEFINITIONS.-For purposes of this part-
"(1) COMPUTATION YEAI.-The term ' computation year' means the taxable

year for which the taxpayer chooses the benefits of this part.
"(2) BASE PERIOD.-The term 'base period' means the 4 taxable years

immediately preceding the computation year.
"(3) BASE PERIOD YEAR.-The term 'base period year' means any of the

4 taxable years immediately preceding the computation year.
"(4) JOINT RETURN.-The term 'joint return' means the return of a

husband and wife made under section 6013.
"SEC. 1303. ELIGIBLE INDIVIDUALS.

"(a) GENERAL RULE.-Except as otherwise provided in this section, for pur-
poses of this part the term 'eligible individual' means any individual who is
a citizen or resident of the United States throughout the computation year.

"(b) NONRESIDENT ALIEN INDIVIDUALS.--or purposes of this part, an individ-
ual shall not be an eligible individual for the computation year if, at any time
during such year or the base period, such individual was a nonresident alien.

"(c) INDIVIDUALS RECEIVING SUPPORT FROM OTHERS,-
"(1) IN GENERAL.-For purposes of this part, an individual shall not

be an eligible individual for tile computation year if, for any base period year,
such individual (and his spouse) furnished less than one-half of his sup-
port.

"(2) ExCEPITION.-Paragraph (1) shall not apply to any computation
year if-

"(A) such year ends after the individual attained age 25 and, during
at least 4 of his taxable years beginning after he attained age 21 and
ending with his computation year, he was not a full-time student.

"(B) more than one-half of the individual's adjusted taxable income
for the computation year is attributable to work performed by him in
substantial part during 2 or more of the base period years, or

"(C) the individual makes a joint return for the computation year
and not more than 25 percent of the aggregate adjusted gross income
of such individual and his spouse for the computation year is attribu-
table to such individual.

In applying subparagraph (C), amounts which constitute earned income
(within the meaning of section 911(b)) and are community income under
community property laws applicable to such income shall be taken into
account as if such amounts did not constitute community income.

"(d) STUDENT DEFINED.-FOr purposes of this section, the term 'student'
means, with respect to a taxable year, an individual who during each of 5 cal-
endar months during such taxable year-

"(1) was a full-time student at an educational institution (as defined in
section 151(e) (4)) ; or
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"(2) was pursuing a full-time course of institutional on-farm training
under the supervision of an accredited agent of an educational institution
(as defined in section 151(e) (4)) or of a State or political subdivision of
a State.

"SEC. 1304. SPECIAL RULES.

"(a) TAXPAYER MIUST CHOOSE BENEFITS.-This part shall apply to the taxable
year only if the taxpayer chooses to have the benefits of this part for such taxable
year. Such choice may be made or changed at any time before the expiration
of the period prescribed for making a claim for credit or refund of the tax im-
posed by this chapter for the taxable year.

"(b) CERTAIN PROVISIONS INAPPLICABLE.-If the taxpayer chooses the benefits
of this part for the taxable year, the following provisions shall not apply to
him for such year:

"(1) section 3 (relating to optional tax if adjusted gross income is less
than $5,000),

"(2) section 72(n) (2) (relating to limitation of tax in case of certain
distributions with respect to contributions by self-employed individuals),

"(3) section 911 (relating to earned income from sources without the
United States), and

"(4) subpart D of part III of subchapter N (sec. 931 and following,
relating to income from sources within possessions of the United States).

"(c) FAILURE OF CERTAIN MAARRIED INDIVIDUALS To MAKE JOINT RETURN, ETC.-

"(1) APPLICATION OF SUnsECTION.-Paragraphs (2), (3), and (4) of this
subsection shall apply in the case of any individual who was married for any
basie period or the computation year; except that-

(A) such paragraphs shall not apply in respect of a base period year
if-

"(i) such individual and his spouse make a joint return, or such
individual makes a return as a surviving spouse (as defined in sec-
tion 2(b)), for the computation year, and

"(ii) such individual was not married to any other spouse for
such base period year, and

"(B) paragraph (4) shall not apply in respect of the computation year
if tile individual and his spouse make a joint retilri* for such year.

"(2) MINIMUM BASE PERIOD INCOME.-For purposes of this part, the base
period income of an individual for any base period year shall not be.3 eas'an
50 percent of the base period income which would result from cbibining his
income and deductions for such year-

"(A) with the income and deductions for such year of the individual
who is his spouse for the computation year, or

"(B) if greater, with the income and deductions for such year of the
individual who was his spouse for such base period year.

"(3) MINIMUM BASE PERIOD CAPITAL GAIN NET INCOME.-For purposes of this
part, the capital gain net income of any individual for any base period year
shall not be less than 50 percent of the capital gain net income which would
result from combining his capital gain net income for such year (determined
without regard to this paragraph) with the capital gain net income for such
year (similarly determined) of the individual with whom he is required by
paragraph (2) to combine his income and deductions for such year.

"(4) COMMUNITY INCOME ATTRIBUTABLE TO SERVICES.-I the case of
amounts which constitute earned income (within the meaning of section
911(b)) and are community income under community property laws appli-
cable to such income-

"(A) the amount taken into account for any base period year for
purposes of determining base period income shall not be less than the
amount which would be taken into account if such amounts did not
constitute community income, and

"(B) the amount taken into account for purposes of determining
adjusted taxable income for the computation year shall not exceed
the amount which would be taken into account if such amounts did not
constitute community income.

"(5) MARITAL STATUS.-For purposes of this subsection, section 143 shall
apply in determining whether an individual is married for any taxable year.

"(d) DOLLAR LIMITATIONS IN CASE OF JOINT RETURNS.-In the case of a joint
return, the $3,000 figure contained in section 1301 shall be applied to the aggre-
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gate averagable income, and the $3,000 figure contained in sectiOn 1302(b) (2) (0)
shall be applied to the aggregate net incomes.

"(e) SPECIAL RULES WHERE THERE ARE CAPITAL GAINS.-

"(1) TREATMENT OF CAPITAL GAINS IN COMPUTATION YEAR.-In the case

of any taxpayer who has capital gain net income for the computation year,
the tax imposed by section 1 for the computation year which is attributable
to the amount of such net income shall be computed-

"(A) by adding so much of the amount thereof as does not exceed
average period capital gain net income above 133% percent of average
base period income, and

"(B) by adding the remainder (if any) of such net income above
the 20 percent of the averagable income as taken into account for pur-
poses of computing the tax imposed by section 1 (and above the amounts
(if any) referred to in subsection (f) (1)).

"(2) COMPUTATION OF ALTERNATIVE TAX.-In the case of any taxpayer
who has capital gain net income for the computation year, section 1201(b)
shall be treated as imposing a tax equal to the tax imposed by section 1,
reduced by the amount (if any) by which-

"(A) the tax imposed by section 1 and attributable to the capital
gain net income for the computation year (determined under para-
graph (1)), exceeds

"(B) the sum of-
"(i) 21 percent of the adjusted class A capital gain, and
"(ii) 25 percent of the adjusted class B capital gain.

"(f) TREATMENT OF CERTAIN OTHER ITEMS.-

"(1) GIFT OR WAGERING INCOME.-The tax imposed by section 1 for the
computation year which is attributable to the amounts subtracted from
taxable income under paragraphs (2) and (3) of section 1302(b) shall
equal the increase in tax under section 1 which results from adding such
amounts above the 20 percent of the averagable income as taken into
account for purposes of computing the tax imposed thereon by section 1.

"(2) SECTION 72(m) (5).-Section 72(m) (5) (relating to penalties ap-
plicable to certain amounts received by owner-employees) shall be applied
as if this part had not been enacted.

"(3) OTHER ITEMS.-Except as otherwise provided in this part, the order
and manner in which items of income shall be taken into account in com-
puting the tax imposed by this chapter on the income of any eligible in-
dividual to whom section 1301 applies for any computation year shall be
determined under regulations prescribed by the Secretary or his delegate.

"(g) SHORT TAXABLE YEARS.-In the case of any computation year or base
period year which is a short taxable year, this part shall be applied in the
manner provided in regulations prescribed by the Secretary or his delegate.

"SEC. 1305. REGULATIONS.

"The Secretary or his delegate shall prescribe such regulations as may be
necessary to carry out the purposes of this part."

(b) REPEAL OF SECTION 72(e) (3).-Section 72(e) (3) (relating to limit on
tax attributable to receipt of lump sum) is hereby repealed.

(C) STATUTE OF LIMITATIONs.-Section 6511(d) (2) (B) (relating to special
period of limitation with respect to net operating loss carrybacks) is amended
to read as follows:

"(B) APPLICABLE RULES.-
"(i) If the allowance of a credit or refund of an overpayment

of tax attributable to a net operating loss carryback is otherwise
prevented by the operation of any law or rule of law other than
section 7122, relating to compromises, such credit or refund may
be allowed or made, if claim therefor is filed within the period
provided in subparagraph (A) of this paragraph. If the allowance
of an application, credit, or refund of a decrease in tax determined
under section 6411(b) is otherwise prevented by the operation
of any law or rule of law other than section 7122, such application,
credit, or refund may be allowed or made if application for a ten-
tative carryback adjustment is made within the period provided in
section 6411(a). In the case of any such claim for credit or refund
or any such application for a tentative carryback adjustment, the
determination by any court, including the Tax Court, in any pro-
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ceding in which the decision of the court has become final, shall
be conclusive except with respect to the net operating loss deduction,
and the effect of such deduction, to the extent that such deduction
is affected by a carryback which was not in issue in such proceeding.

"(ii) A claim for credit or refund for a computation year (as de-
fined in section 1302(e)(1)) shall be determined to relate to an
overpayment attributable to a net operating loss carryback when
such carryback relates to any base period year (as defined in section
1302 (e) (3))."

(d) TECHNICAL AMENDMENTS.-The following provisions are amended by
striking out "except that section 72(e) (3) shall not apply":

(1) The first sentence of section 402(a) (1) (relating io general rule for
taxability of beneficiary of exempt trust).

(2) The second sentence of section 402(b) (relating to taxability of
beneficiary of non-exempt trust).

(3) The second sentence of section 402(d) (relating to certain employees'
annuities).

(4) Section 403(a)(1) (relating to the general rn!u for taxability of aL
beneficiary under a qualified annuity plan).

(5) The second sentence of section 403(b) (1) (relating to general rule
.or taxability of beneficiary, etc.).

(6) The second sentence of section 403(c) (relating to taxability of
beneficiary under a nonqualified annuity).

(e) CLERICAL AMENDMENTS.-
(1) Subsection (f) of section 4 (relating to cross references to rules for

optional tax) is amended by adding at the end thereof the following new
paragraph:

"(3) For rule that optional tax is not to apply if individual chooses the benefits
of income averaging, see section 1304(b)."

(2) Subsection (b) of section 5 (relating to cross references to special
limitations on tax) is amended to read as follows:

"(b) SPECIAL LIMITATIONS ON TAX.-
"(1) For limitation on surtax attributable to sales of oil or gas properties, see

section 632.
"(2) For limitation on tax in case of income of members of Armed Forces on

death, see section 692.
"(3, For limitation on tax where an individual chooses the benefits of income

averaging, see section 1301.
"(4) For computation of tax where taxpayer restores substantial amount held

under claim of right, see section 1341.
"(5) For limitation on surtax attributable to claims against the United States

involving acquisitions of property, see section 1347."

(3) The table of parts for subchapter Q of chapter 1 is amended by
striking out

"Part I. Income attributable to several taxable years."

and inserting in lieu thereof
"Part I. Income averaging."

(f) EFFECTIVE DATE.-
(1) GENERAL RULE.-Except as provided in paragraph (2), the amend-

ments made by this section shall apply with respect to taxable years begin-
ning after December 31, 1963.

(2) INCOME FROM AN EMPLOYMENT.-If, in a taxable year beginning after
December 31, 1963, an individual or partnership receives or accrues com-
pensation from an employment (as defined by section 1801(b) of the Internal
Revenue Code of 1954 as in effect immediately before the enactment of this
Act) and the employment began before February 6, 1963, the tax attributable
to such compensation may, at the election of the taxpayer, be computed under
the provisions of sections 1301 and 1307 of such Code as in effect immedi-
ately before the enacement of this Act. If a taxpayer so elects (at such
time and in such manner as the Secretary of the Treasury or his delegate
by regulations prescribes), he may not choose for such taxable year the
benefits provided by part I of subchapter Q of chapter 1 of such Code
(relating to Income averaging) as amended by this Act.
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SEC. 222. REPEAL OF ADDITIONAL 2-PERCENT TAX FOR CORPORATIONS PILING
CONSOLIDATED RETURNS.

(a) REPEAL OF TAX.-Subsection (a) of section 1503 (relating to computa-
tion and payment of tax in case of consolidated returns) is amended to read
as follows:

"(a) GENERAL RULE.-In any case in which a consolidated return is made or
is required to be made, the tax shall be determined, computed, assessed, col-
lected, and adjusted in accordance with the regulations under section 1502 pre-
scribed before the last day prescribed by law for the filing of such return."

(b) TECHNICAL AND CONFORMING AMENDMENTS.-
(1) Section 1503 is amended by striking out subsections (b) and (c)

and by relettering subsection (d) as subsection (b).
(2) Paragraph (3) of section 1503(b) (as relettered by paragraph 1))

is amended to read as follows:
"(3) SPECIAL RULES.-

"(A) For purposes of paragraph (2), a corporation is a regulated
public utility only if it is a regulated public utility within the meaning
of subparagraph (A) (other than clauses (ii) and (iii) thereof) or (D)
of section 7701(a) (33). For purposes of the preceding sentence, the
limitation contained in the last two sentences of section 7701(a) (33)
shall be applied as if subparagraphs (A) through (F), inclusive, of
section 7701(a) (33) were limited to subparagraphs (A) (i) and (D)
thereof.

"(B) For purposes of paragraph (2), the foreign countries referred
to in this subparagraph include only any country from which any
public utility referred to in the first sentence of paragraph (2) derives
the principal part of its income.

"(C) For purposes of this subsection, the term 'consolidated tax-
able income' means the consolidated taxable income computed without
regard to the deduction provided by section 242 for partially tax-
exempt interest."

(3) Section 7701(a) (relating to definitions) is amended by adding at
the end thereof the following new paragraph:

"(33) REGULATED PUBLIC UTILITY.-The term 'regulated public utility'
means-

"(A) A corporation engaged in the furnishing or sale of-
"(i) electric energy, gas, water, or sewerage disposal services,

or
"(ii) transportation (not included in subparagraph (C)) on an

intrastate, suburban, municipal, or interurban electric railroad, on
an intrastate, municipal, or suburban trackless trolley system, or
on a municipal or suburban bus system, or

"(1ii) transportation (not included in clause (ii)) by motor
vehicle-

if the rates for such furnishing or sale, as the case may be, have been
established or approved by a State or political subdivision thereof, by
an agency or instrumentality of the United States, by a public service
or public utility commission or other similar body of the District of
Columbia or of any State or political subdivision thereof, or by a for-
eign country or an agency or instrumentality or political subdivision
thereof.

"(B) A corporation engaged as a common carrier in the furnishing
or sale of transportation of gas by pipeline, if subject to the jurisdiction
of the Federal Power Commission.

"(C) A corporation engaged as a common carrier (i) in the fur-
nishing or sale of transportation by railroad, if subject to the juris-
diction of the Interstate Commerce Commission, or (ii) in the furnishing
or sale of transportation of oil or other petroleum products (including
shale oil) by pipe line, if subject to the jurisdiction of the Interstate
Commerce Commission or if the rates for such furnishing or sale are
subject to the jurisdiction of a public service or public utility com-
mission or other similar body of the District of Columbia or of any
State.

"(D) A corporation engaged in the furnishing or sale of telephone
or telegraph service, if the rates for such furnishing or sale meet the
requirements of subparagraph (A).
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"(E) A corporation engaged in the furnishing or sale of transporta-
tion as a common carrier by air, subject to the jurisdiction of the Civil
Aeronautics Board.

"(F) A corporation engaged in the furnishing or sale of transporta-
tion by common carrier by water, subject to the jurisdiction of the
Interstate Commerce Commission under part III of the Interstate Com-
merce Act, or subject to the jurisdiction of the Federal Maritime Board
under the Intercoastal Shipping Act, 1933.

"(G) A railroad corporation subject to part I, of the Interstate
Commerce Act, if (i) substantially all of its railroad properties have
been leased to another such railroad corporation or corporations by
an agreement or agreements entered into before January 1, 1954, (ii)
each lease is for a term of more than 20 years, and (iii) at least 80
percent or more of its gross income (computed without regard to
dividends and capital gains and losses) for the taxable year is derived
from such leases and from sources described in subparagraphs (A)
through (F), inclusive. For purposes of the preceding sentence, an
agreement for lease of railroad properties entered into before January 1,
1954, shall be considered to be a lease including such term as the total
number of years of such agreement may, unless sooner terminated,
be renewed or continued under the terms of the agreement, and any
such renewal or continuance under such agreement shall be considered
part of the lease entered into before January 1, 1954.

"(H) A common parent corporation which is a common carrier by
railroad subject to part I of the Interstate Commerce Act if at least
80 percent of its gross income (computed without regard to capital
gains or losses) is derived directly or indirectly from sources described
in subparagraphs (A) through (F), inclusive. For purposes of the
preceding sentence, dividends and interest, and income from leases de-
scribed in subparagraph (G), received from a regulated public utility
shall be considered as derived from sources described in subparagraphs
(A) through (F), inclusive, if the regulated public utility is a member
of an affiliated group (as defined in section 1504) which includes the
common parent corporation.

The term 'regulated public utility' does not (except as provided in subpar-
agraphs (G) and (H)) include a corporation described in subparagraphs
(A) through (F), inclusive, unless 80 percent or more of its gross income
(computed without regard to dividends and capital gains and losses) for
the taxable year is derived from sources described in subparagraphs (A)
through (F), inclusive. If the taxpayer establishes to the satisfaction of
the Secretary or his delegate that (i) its revenue from regulated rates de-
scribed in subparagraph (A) or (D) and its revenue derived from unregu-
lated rates are derived from the operation of a single interconnected and
coordinated system or from the operation of more than one such system,
and (ii) the unregulated rates have been and are substantially as favorable
to users and consumers as are the regulated rates, then such revenue from
such unregulated rates shall be considered, for purposes of the preceding
sentence, as income derived from sources described in subparagraph (A)
or (D)."

(4) Section 12(8) (relating to cross reference to additional tax for cor-
porations filing consolidated returns) is hereby repealed.

(5) Paragraphs (1) and (2) of section 172(j) (relating to carryover of
net operating loss for certain regulated transportation corporations) are
amended to read as follows:

"(1) DEFINITION.-For purposes of subsection (b) (1) (C), the term 'regu-
lated transportation corporation' means a corporation-

"(A) 80 percent or more of the gross income of which (computed with-
out regard to dividends and capital gains and losses) for the taxable
year is derived from the furnishing or sale of transportation described
in subparagraph (A), (C) (), (E), or (F) of section 7701(a)(33)
and taken into account for purposes of the limitation contained in the
last two sentences of section 7701(a) (33),

"(B) which is described in subparagraph (G) or (H) of section
7701(a) (33),or

"(C) which is a member of a regulated transportation system.
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"(2) REGULATED TRANSPORTATION SYSTEM.-For purposes of this subsec-
tion, a corporation shall be treated as a member of a regulated transporta-
tion system for a taxable year if-

"(A) it is a member of an affiliated group of corporations making
a consolidated return fvr such taxable year, and

"(B) 80 percent or more of the aggregate gross income of the mem-
bers of such affiliated group (computed without regard to dividends
and capital gains and losses) for such taxable year is derived from
sources described in paragraph (1) (A).

For purpose of subparagraph (B), income derived by a corporation de-
scribed in subparagraph (G) or (H) of section 7701(a) (33) from leases
described in subparagraph (G) thereof shall be considered as derived from
sources described in paragraph (1) (A)."

(6) Section 904(g)(2) (relating to cross references for purposes of the
limitation on the foreign tax credit) is amended by striking out "section
1503(d)" and inserting in lieu thereof "section 1503(b)".

(7) Section 1341(b) (2) (relating to special rules for the computation
of tax where taxpayer restores substantial amount held under claim of
right) is amended by striking out "(as defined in section 1503(c) without
regard to paragraph (2) thereof)" and inserting in lieu thereof "as defined
in section 7701(a) (33) without regard to the limitation contained in the
last two sentences thereof".

(8) Section 1552 (a) (3) (relating to the allocation of tax liability among
members of an affiliated group of corporations filing consolidated returns)
is amended by striking out "(determined without regard to the 2 percent
increase provided by section 1503 (a)) ".

(c) EFFECTIVE DATE.-The amendments made by subsections (a) and (b) shall
apply with respect to taxable years beginning after December 31, 1963.
SEC. 223. REDUCTION OF SURTAX EXEMPTION IN CASE OF CERTAIN CONTROLLED

CORPORATIONS, ETC.
(a) IN GENE1AL.-Subchapter B of chapter 6 (related rules for consolidated

returns) is amended by adding at the end thereof the following new part:

"PART II-CERTAIN CONTROLLED CORPORATIONS
"Sec. 1561. Surtax exemptions in case of certain controlled corporations.
"Sec. 1562. Privilege of groups to elect multiple surtax exemptions.
"Sec. 1503. Definitions and special rules.

"SEC. 1551. SURTAX EXEMPTIONS IN CASE OF CERTAIN CONTROLLED CORPORA-
TIONS.

"(a) GENERAL RULE.-If a corporation is a component member of a controlled
group of corporations on a December 31, then for purposes of this subtitle the
surtax exemption of such corporation for the taxable year which includes such
December 31 shall be an amount equal to-

"(1) $25,000 divided by the number of corporations which are component
members of such group on such December 31, or

"(2) if all such component members consent (at such time and in such
manner as the Secretary or his delegate shall by regulations prescribe) to
an apportionment plan, such portion of $25,000 as is apportioned to such
member in accordance with such plan.

The sum of the amounts apportioned under paragraph (2) among the com-
ponent members of any controlled group shall not exceed $25,000.

"(b) CERTAIN SIIORT TAXAnILE YEARS.-If a corporation-
"(1) has a short taxable year which does not include a December 31,

and
"(2) is a component member of a controlled group of corporations with

respect to such taxable year,
then for purposes of this subtitle the surtax exemption of such corporation for
such taxable year shall be an amount equal to $25,000 divided by the number
of corporations which are component members of such group on the last day of
such taxable year. For purposes of the preceding sentence, section 1563(b) shall
be applied as if such last day were substituted for, December 31.
"SEC. 1562. PRIVILEGE OF GROUPS TO ELECT MULTIPLE SURTAX EXEMPTIONS.

"(a) ELECTION OF MULTIPLE SURTAX EXEMPTIONS.-
"(1) IN OEN.ERAL.-A controlled group of corporations shall (subject to

the provisions of this section) have the privilege of electing to have each of
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its component members make its returns without regard to section 1561.
Such election shall be made with respect to a specified December 31 and
shall be valid only if-

"(A) each corporation which is a component member of such group
on such December 31, and

"(B) each other corporation which is a component member of such
group on any succeeding December 31 before the day on which the elec-
tion is filed,

consents to such election.
"(2) YEARS FOR WHrIC EFkECTIVE.-An election by a controlled group of

corporations under paragraph (1) shall be effective with respect to the tax-
able year of each component member of such group which includes the
specified December 31, and each taxable year of each corporation which is
a component member of such group (or a successor group) on a succeeding
December 31 included within such taxable year, unless the election is
terminated under subsection (c).

"(3) EFFECT OF ELEOTION.-If an election by a controlled group of corpo-
rations under paragraph (1) is effective with respect to any taxable year
of a corporation-

"(A) section 1501 shall not apply to such corporation for such taxable
year, but

"(B) the additional tax imposed by subsection (b) shall apply to such
corporation for such taxable year.

"(b) ADDITIONAL TAX IMPOSED.-
"(1) GENERAL RULE.-If an election under subsection (a) (1) by a con-

trolled group of corporations is effective with respect to the taxable year of a
corporation, there is hereby imposed for such taxable year on the taxable
income of such corporation a tax equal to 6 percent of so much of such
corporation's taxable income for such taxable year as does not exceed
$25,000. This paragraph shall not apply to the taxable year of a corpora-
tion if no other corporation which is a component member of such con-
trolled group on the December 31 included in such corporation's taxable
year has taxable income for its taxable year including such December 31.

"(2) TAX TREATED AS IMPOSED BY SECTION 11, ETC.-If for the taxable year
of a corporation a tax is imposed by section 11 on the taxable income of
such corporation, the additional tax imposed by this subsection shall be
treated for purposes of this title as a tax imposed by section 11. If for the
taxable year of a corporation a tax is imposed on the taxable income of
such corporation which is computed under any other section by reference to
section 11, the additional tax imposed by this subsection shall be treated
for purposes of this title as imposed by such other section.

"(3) TAXABLE INCOME DEFINED.-For purposes of this subsection, the
term 'taxable income' means-

"(A) in the case of a corporation subject to tax under section 511,
its unrelated business taxable income (within the meaning of section
512);

"(B) in the case of a life insurance company, its life insurance com-
pany taxable income (within the meaning of section 802(b)) ;

"(C) in the case of a regulated investment company, its investment
company taxable income (within the meaning of section 852(b) (2)) ;
and
"(D) in the case of a real estate investment trust, its real estate
investment trust taxable income (within the meaning of section

857(b)(2)).
"(4) SPECIAL RULES.-If for the taxable year an additional tax is im-

posed on the taxable income of a corporation by this subsection, then
sections 244 (relating to dividends received on certain preferred stock), 247
(relating to dividends paid on certain preferred stock of public utilities), 804
(a) (3) (relating to deduction for partially tax-exempt interest in the case
of a life insurance company), and 922 (relating to special deduction for
Western Hemisphere trade corporations) shall be applied without regard
to the additional tax imposed by this subsection.

"(c) TERMINATION OF ELECTION.-An election by a controlled group of cor-
porations under subsection (a) shall terminate with respect to such group-

"(1) CONSENT OF TIlE MEMnERS.-If such group files a termination of such
election with respect to a specified December 31, and-

24-52-3- pt. 1---0
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"(A). each corporation which is a component member of such group
on such December 31, and

"(B) each other corporation which is a component member of such
group on any. succeeding December 31 before the day on which the
termination is filed,

consents to such termination.
"(2) REFUSAL BY NEW MEMBER TO CONSENT.-If on December 31 of any

year such group includes a component member which-
"(A) on the immediately preceding January 1 was not a member of

such group, and
"(B) within the time and in the manner provided by regulations

prescribed by the Secretary or his delegate, files a statement that it
does not consent to the election.

"(3) CONSOLIDATED RE'URNS.-If-
"(A) a corporation is a component member (determined without regard

to section 1563(b) (3)) of such group on a December 31 included within a
taxable year ending on or after January 1, 1964, and

"(B) such corporation is a member of an affiliated group of corporations
which makes a consolidated return under this chapter (sec. 1501 and follow-
ing) for such taxable year.

"(4) CornorLLED onorP NO LONGF.R IN EXISTENCE.-If such group is con-
sidered as no longer in existence with respect to any December 31.

Such termination shall be effective with respect to the December 31 referred to
in paragraph (1) (A), (2), (3), or (4), as the case may be.

"(d) ELECTION AMII'E TERMINATION.-If an election by a controlled group of
corporations is terminated under subsection (c), such group (and any successor
group) shall not be eligible to make an election under subsection (a) with
respect to any December 31 before the sixth December 31 after the December 31
with respect to which such termination was effective.

"(e) MANNER AND TIME OF GIVING CONSENT AND MAKING ELECTION, ETC.- An
election under subjection (a)(1) or an termination under subsection (c) (1)
(and the consent of each member of a controlled group of corporations which is
required with respect to such election or termination) shall be made in such
manner as the Secretary or his delegate shall by regulations prescribe, and
shall be made at any time before the expiration of 3 years after-

1 (1) in the case of such an election, the date when the income tax return
for the taxable year of the component member of the controlled group
which has the taxable year ending first on or after the specified December 31,
is required to be filed (without regard to any extensions of time), and

"(2) in the case of such a termination, the specified December 31 with
respect to which such termination was made.

Any consent to such an election or termination, and a failure by a component
member to filr- a statement that it does not consent to an election under this
section, shall he deemed to be a consent to the application of subsection (g) (1)
(relating to tolling of statute of limitations on assessment of deficiencies).

"(f) SPECAL RULES.-For purposes of this section-
"(1) CONTINUING AND SUCCESSOR CONTROLLED oROUPs.-The determination

of whether a controlled group of corporations-
"(A) is considered as no longer in existence with respect to any

December 31, or
"(B) is a successor to another controlled group of corporations (and

the effect of such determination with respect to any election or termina-
tion),

shall be made under regulations prescribed by the Secretary or his delegate.
For purposes of subparagraph (B), such regulations shall be based on the
continuation (or termination) of predominant equitable ownership.

"(2) CERTAIN SHORT TAXABLE YEARS.-If one or more corporations have
short taxable years which do not include a December 31 and are component
members of a controlled group of corporations with respect to such taxable
years (determined by applying section 1563(b) as if the last day of each such
taxable year were substituted for December 31). then an election by such
group under this section shall apply with respect to such corporations with
respect to such taxable years if-

"(A) such election is in effect with respect t(o bIth the December 31
immediately preceding such taxable years and the December 31 im-
mediately succeeding such taxable years, or
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"(B) such election is in effect with respect to the December 31 im-
mediately preceding or succeeding such taxable years and each such
corporation files a consent to the application of such election to its short
taxable year at such time and in such manner as the Secretary or his
delegate shall prescribe by regulations.

"(g) TOLLING OF STATUTE OF LIMITATIONS.-In any case in which a controlled
group of corporations makes an election or termination under this section-

"(1) the statutory period for assessment of any deficiency against a cor-
poration which is a component member of such group for any taxable year,
to the extent such deficiency is attributable to the application of this part,
shall not expire before the expiration of one year after the date such election
or termination is made; and

"(2) if credit or refund of--any overfpymeat of tax by a corporation which
is a component member of such group for anytaable year is prevented, at
any time on or before the expiration of one year afterthe date such election
or termination..is made, by the operation of any law rule of law, credit
or refund of fich overpayment may,-ievertheless, be allotted or made, to the
extent sucj' overpayment is attriButable-to the applicatio of this part, If
claim the efor is filed on gr before the expira on of such one-year period.

"SEC. 1563. DEFINITIONS APD SPE IAL R LES.

"(a) CO TROLLED GgOUIP OF CORPORATIONS.--or purposes of this p rt, the term
'controlle 'group of corporations' lneans any group of-/ \

"(') PARENT-SBJBSIDI.ARY pNROLLEDOROUP.-n-- e br more chains of cor-
porations connected through tc vers wth a co mon parent corpora-
tionlif- s / / . \ / \ \

"(A) stock possess t least 80 per~t of the otal combid voting
power of 411 classes o sk '-fltled to Yote or at least 80 pere nt of the
total valu of shares 'of I ll c As of stock of'eac of the corporations,
'except th\ commoniprentcr qratloh is owned (within the meaning
,of subsecti n (d) (1)) by one rnfoi' of the other corporations; and
\ "(B) the' comm oi rent cqrporatj 61)'own (within the meaning of
subsection (\1) (1))' tock-possg ast o 80'rbent of the Aotal com-
bined voting\power of all laassesofst k entitled o vote orit least 80
pLrcent of the total value of shares of al classes of stock of At least one
of he other corporations, e-cluding in omputng such voting power or
val e, stock owned directly by suce other corporations. /

"(2) B1OTHER-SISTER CONTROLLED OptOUP.-'o or more ,corporations if
stock posse.sing at least 80 percent of.the total combined v ting power of all
classes of stock entitled to vote or at least 80 percent o/the total value of
shares of all classes of stock of each of the corporations owned (within the
meaning of subsection (d) (2) by one person who.if(an individual, estate,
or trust. "-.

"(3) COMBINED oROUPr-. hrea-.Q more-c6irporations each of which is a
member of a group of corporations described in paragraph (1) or (2), and
one of which-

"(A) is a common parent corporation included in a group of corpora-
tions described in paragraph (1), and also

"(B) is included in a group of corporations described in paragraph
(2).

"(4) CERTAIN INSURANCE COMPANIES.-Two or more insurance companies
subject to taxation under section 802 which are members of a controlled
group of corporations described in paragraph (1), (2), or (3). Such insur-
ance companies shall be treated as a controlled group of corporations sep-
arate from any other corporations which are numbers of the controlled group
of corporations described in paragraph (1), (2), or (3).

"(b) COMPONENT MEMBER.-
"(1) GENERAL RULE.--For purposes of this part. a corporation is a com-

ponent member of a controlled group of corporations on a December 31 of
any taxable year (and with respect to te taxhhle year which includes such
December 31) If such corporation-

"(A) is a member of such controlled group of corporations on the
December 31 included in such year and is not treated as an excluded
member under paragraph (2), or

"() is not a member of such controlled group of corporations on the
December 31 included in such year but is treated as an additional mem-
ber under paragraph (3).
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"(2) EXCLUDED MEMBERs.-A corporation which is a member of a con-
trolled group of corporations on December 31 of any taxable year shall be
treated as an excluded member of such group for the taxable year including
such December 31 if such corporation-

"(A) is a member of such group for less than one-half the number of
days in such taxable year which precede such December 31,

"(B) is exempt from taxation under section 501 (a) (except a corpora-
tion which is subject to tax on its unrelated business taxable income
under section 511) for such taxable year,

"(C) is a foreign corporation subject to tax under section 881 for such
taxable year.

"(D) is an insurance company subject to taxation under section 802
or section 821 (other than an insurance company which is a member of
a controlled group described in subsection (a) (4)), or

"(E) is a franchised corporation, as defined in subsection (f)(4).
"(3) ADDITIONAL MEMBERS.-A corporation which-

"(A) was a member of a controlled group of corporations at any
time during a calendar year,

"(B) is not a member of such group on December 31 of such calendar
year, and

"(C) is not described, with respect to such group, in subparagraph
(B), (C), (D), or (E) of paragraph (2),

shall be treated as an additional member of such group on December 31
for its taxable year including such December 31 if it was a member of
such group for one-half (or more) of the number of days in such taxable
year which precede such December 31.

"(4) OVERLAPPING OROUPS.-If a corporation is a component member of
more than one controlled group of corporations with respect to any tax-
able year, such corporation shall be treated as a component member of
only one controlled group. The determination as to t h e group of which
such corporation is a component member shall be made under regulations
prescribed by the Secretary or his delegate which are consistent with the
purposes of this part.

"(c) CERTAIN STOCK EXCLUDED.-
"(1) GENERAL RULE.-For purposes of this part, the term 'stock' does not

include-
"(A) nor voting stock which is limited and preferred as to dividends,
"(B) treasury stock, and
"(C) stock which is treated as 'excluded stock,' under paragraph (2).

"(2) STOCK TREATED AS 'EXCLUDED STOCK'.-
"(A) PARENT-SUBSIDIARY CONTROLLED GROUP.-For purposes Of sub-

section (a)(1), if a corporation (referred to in this paragraph as
'parent corporation') owns (within the meaning of subsections (d) (1)
and (e)(4)), 50 percent or more of the total combined voting power
of all classes of stock entitled to vote or 50 percent or more of the total
value of shares of all classes of stock in another corporation referred
to in this paragraph as 'subsidiary corporation'), the following stock
of the subsidiary corporation shall be treated as excluded stock-

"(i) stock in the subsidiary corporation held by a trust which
is part of a plan of deferred compensation for the benefit of the
employees of the parent corporation or the subsidiary corpora-
tion,

"(ii) stock in the subsidiary corporation owned by an individual
(within the meaning of subsection (d) (2), but not including stock
owned by the parent corporation which is constructively owned by
such individual) who is a principal stockholder or officer of the
parent corporation. For purposes of this clause, the term 'principal
stockholder' of a corporation means an individual who owns (with-
in the meaning of subsection (d) (2)) 5 percent or more of the
total combined voting power of all classes of stock entitled to vote
or 5 percent or more of the total yalue of shares of all classes of
stock in such corporation; or

"(iii) stock in the subsidiary corporation owned (within the
meaning of subsection (d) (2)) by an employee of the subsidiary
corporation if such stock is subject to conditions which run in favor
of such parent (or subsidiary) corporation and which substantially
restrict or limit the employee's right (or if the employee construe-
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tively owns such stock, the direct owner's right) to dispose of such
stock.

"(B) BROTHEB-SISTER CONTROLLED GROUP.-For purposes of subsection
(a) (2), if a person who is an individual, estate, or trust (referred to
in this paragraph as 'common owner') owns (within the meaning of
subsection (d) (2)), 50 percent or more of the total combined voting
power of all classes of stock entitled to vote or 50 percent or more of
the total value of shares of all classes of stock in a corporation, the
following stock of such corporation shall be treated as excluded stock-

"(i) stock in such corporation held by an employees' trust de-
scribed in section 401 (a) which is exempt from tax under section
501 (a), if such trust is for the benefit of the employees of such
corporation, or

"(ii) stock in such corporation owned (within the meaning of
subsection (d) (2)) by an employee of the corporation if such stock
is subject to conditions which run in favor of such common owner
(or such corporation) and which substantially restrict or limit the
employee's right (or if the employee constructively owns such stock,
the direct owner's right) to dispose of such stock. If a condition
which limits or restricts the employee's right (or the direct owner's
right) to dispose of such stock also applies to the stock held by
the common owner pursuant to a bona fide reciprocal stock purchase
arrangement, such condition shall not be treated as one which re-
stricts or limits the employee's right to dispose of such stock.

"(d) RULEs FORi DITrERMININo STOCK OWNERSHIP.-
"(1) PARENT-SUBSIDIARY CONTHOLLED (ROUP.-For purposes of determining

whether a corporation is a member of a parent-subsidiary controlled group
of corporations (within the meaning of subsection (a) (1)), stock owned
by a corporation means-

"(A) stock owned directly by such corporation, and
"(B) stock owned with the application of subsection (e) (1).

"(2) BROTHER-SISTER CONTROLLED GROUP.-For purposes of determining
whether a corporation is a member of a brother-sister controlled group of
corporations (within the meaning of subsection (a) (2)), stock owned by a
person who is an individual, estate, or trust means-

"(A) stock owned directly by such person, and
"(B) stock owned with the application of subsection (e).

"(e) CONSTRUCTIVE OWNERSHIP.-
"(1) OirIONs.-If any person has an option to acquire stock, such stock

shall be considered as owned by such person. For purposes of this para-
graph, an option to acquire such an option, and each one of a series of such
options, shall be considered as an option to acquire such stock.

"(2) ATTRIBUTION FROM PARTNERSHIPs.-Stock owned, directly or in-
directly, by or for a partnership shall be considered as owned by any partner
having an interest of 5 percent or more in either the capital or profits of
the partnership in proportion to his interest in capital or profits, whichever
such proportion is the greater.

"(3) ATTRIBUTION FROM ESTATES OR TRUSTS.-
"(A) Stock owned, directly or indirectly, by or for an estate or trust

shall be considered as owned by any beneficiary who has an actuarial
interest of 5 percent or more in such stock, to the extent of such
actuarial interest. For purposes of this subparagraph, the actuarial
interest of each beneficiary shall be determined by assuming the maxi-
mum exercise of discretion by the fiduciary in favor of such bene-
flciary and the maximum use of such stock to satisfy his rights as a
beneficiary.

"(B) Stock owned, directly or indirectly, by or for any portion of
a trust of which a person is considered the owner under subpart E
of part I of subchapter J (relating to grantors and others treated as
substantial owners) shall be considered as owned by such person.

"(C) This paragraph shall not apply to stock owned by any em-
ployees' trust described in section 401(a) which is exempt from tax
under section 501(a).

"(4) ATTRIBUTION FROM coRPORATIoNS.-Stock owned, directly or indi-
rectly, by or for a corporation shall be considered as owned by any person
who owns (within the meaning of subsection (d)) 5 percent or more in
value of its stock in that proportion which the value of the stock which
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such person so owns bears to the value of all the stock in such corporation.
"(5) SPousE.-An individual shall be considered as owning stock in a

corporation owned, directly or indirectly, by or for his spouse (other than
a spouse who is legally separated from the individual under a decree of
divorce whether interlocutory or final, or a decree of separate maintenance).
except in the case of a corporation with respect to which each of the follow-
ing conditions is satisfied for its taxable year-

"(A) The individual does not, at any time during such taxable year,
own directly any stock in such corporation;

"(B) The individual is not a director or employee and does not
participate in the management of such corporation at any time during
such taxable year;

"(C) Not more than 50 percent of such corporation's gross income
for such taxable year was derived from royalties, rents, dividends,
interest, and annuities and '

"(D) The stock in such corporation is not, at any time during such
taxable year, subject to conditions whicl substantially restrict or limit
the spouse's right to dispose of such stock and which run in favor of
the individual or his children who have not attained the age of 21 years.

"(6) CHILDREN, GRANDCHILDREN, PARENTS, AND GRANDPARENTS.-

"(A) MINOR CHILDREN.-An individual shall be considered as owning
stock owned, directly or indirectly, by or for his children who have not
attained the age of 21 years, and, if the individual has not attained the
age of 21 years, the stock owned, directly or indirectly, by or for his
parents.

"(B) ADULT CHILDREN AND nGANDCIILtDRN.-An individual who owns
(within the meaning of subsection (d) (2). but without regard to this
subparagraph) more than 50 percent of the total combined voting power
of all classes of stock entitled to vote or more than 50 percent of the
total value of shares of all classes of stock in a corporation shall be con-
sidered as owning the stock in such corporation owned, directly or
indirectly, by or for his parents, grandparents, grandchildren, and chil-
dren who have attained the age of 21 years.

For purposes of this section, a legally adopted child of an individual shall be
treated as a child of such individual by blood.

"(f) OTHER DEFINITIONS AND RULES.-
"(1) EMPLOYEE DEFINED.-Fr purposes of this section the term 'employee'

has the same meaning such term is given in section 3306(1).
"(2) OPERATING RULES.-

"(A) IN GENERAL.-Except as provided in subparagraph (B), stock
constructively owned by a person by reason of the application of para-
graph (1), (2), (3), (4), (5), or (6) of subsection (e) shall, for pur-
poses of applying such paragraphs, be treated as actually owned by such
person.

"(B) MEMBERS OF FAMILY.-Stock constructively owned by an indi-
vidual by reason of the application of paragraph (5) or (6) of subsection
(e) shall not be treated as owned by him for purposes of again applying
such paragraphs in order to make another the constructive owner of such
stock.

"(3) SPECIAL RUIEs.-For purposes of this section-
"(A) If stock may be considered as owned by a person under sub-

section (e) (1) and under any other paragraph of subsection (e), it shall
be considered as owned by him under subsection (e) (1).

"(B) If stock is owned (within the meaning of subsection (d)) by
two or more persons, such stock shall be considered as owned by the
person whose ownership of such stock results in the corporation being
a component member of a controlled group. If by reason of the pre-
ceding sentence, a corporation would (but for this sentence) become a
component member of two controlled groups. it shall be treated as a
component member of one controlled group. The determination as to the
group of which such corporation is a component member shall be made
under regulations prescribed by the Secretary or his delegate which are
consistent with the purposes of this part.

"(4) FRANCHISED CORPORATION.--If-
"(A) a parent corporation (as defined In subsection (c) (2) (A)), or

a common owner (as defined in subsection (c) (2) (B)), of a controlled
group of corporations Is under a duty (arising out of a written agree-
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ment) to sell stock of a corporation (referred to in this paragraph as
'franchised corporation') which is franchised to sell the products of
another member, or the common owner, of such controlled group;

"(B) such stock is to be sold to an employee (or employees) of such
franchised corporation pursuant to a bona fide plan designed to elimi-
nate the stock ownership of the parent corporation or of the common
owner in the franchised corporation;

"(() such plan-
"(i) provides a reasonable selling price for such stock, and
"(ii) requires that a portion of the employee's share of the profits

of such corporation (whether received as compensation or as a divi-
dend) be applied to the purchase of such stock (or the purchase of
notes, bonds. debentures or other similar evidence of indebtedness of
such franchised corporation held by such parent corporation or
common owner) ;

"(D) such employee (or employees) owns directly more than 20 per-
cent of the total value of shares of all classes of stock in such franchised
corporation:

"(E) more than 50 percent of the inventory of such franchised cor-
poration is acquired from members of the controlled group, the common
owner, or both; and

"(F) all of the conditions contained in subparagraphs (A), (B), (C),
(D), and (E) have been met for one-half (or more) of the number of
(lays preceding the December 31 included within the taxable year (or
if the taxable year does not include December 31, the last day of such
year) of the franchised corporation,

then such franchised corporation shall be treated as an excluded member of
such group, under subsection (b) (2). for such taxable year."

(b) DISALLOWANCE OF SUITAX EXEMPTION AND ACCUMULATED EARNINGS
CREDIT.-Section 1551 (relating to disallowance of surtax exemption and ac-
cumulated earnings credit) is amended to read as follows:
"SEC. 1551. DISALLOWANCE OF SURTAX EXEMPTION AND ACCUMULATED EARN-

INGS CREDIT.
"(a) IN GENERAL.-If-

"(1) any corporation transfers, on or after January 1, 1951, and on or
before June 12, 1963, all or part of its property (other than money) to a
transferee corporation,

"(2) any corporation transfers, directly or indirectly, after June 12, 1963,
all or part of its property (other than money) to a transferee corporation,
or

"(3) five or fewer individuals who are in control of a corporation transfer,
directly or indirectly, after June 12, 1963, property (other than money) to a
transferee corporation,

and the transferee corporation was created for the purpose of acquiring such
property or was not actively engaged in business at the time of such acquisition,
and if after such transfer the transferor or transferors are in control of such
transferee corporation during any part of the taxable year of such transferee
corporation, then for such taxable year of such transferee corporation the Sec-
retary or his delegate may (except as may be otherwise determined under sub-
section (d)) disallow the surtax exemption (as defined in section 11 (d)), or the
8100,000 accumulated earnings credit provided in paragraph (2) or (3) of sec-
tion 535(c), unless such transferee corporation shall eslablisi by the clear
preponderance of the evidence that the securing of such exemption or credit was
not a major purpose of such transfer.

"(b) CONTROL.-For purposes of subsection (a), the term 'control' means-
"(I) With respect to a transferee corporation described in subsection

(a) (1) or (2), the ownership by the transferor corporation, its sharehold-
ers, or both, of stock possessing at least 80 percent of the total combined
voting power of all classes of stock entitled to vote or at least 80 percent of
the total value of shares of all classes of the stock; or

"(2) With respect to each corporation described in subsection (a) (3), the
ownership by the five or fewer individuals described in such subsection of
stock possessing-

"(A) at least 80 percent of the total combined voting power of all
classes of stock entitled to vote or at least 80 percent of the total value
of shares of all classes of the stock of each corporation, and
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"(B) more than 50 percent of the total combined voting power of all
classes of stock entitled to vote or at least 50 percent of the total value
of shares of all classes of stock of each corporation, taking into account
the stock ownership of each such individual only to the extent such
stock ownership is identical with respect to each such corporation.

For purposes of this subsection, section 1563(e) shall apply in determining the
ownership of stock.

"(c) CORPORATIONS ELECTING MULTIPLE SURTAX EXEMPTIONs.-If the surtax
exemption is disallowed to a transferee corporation for any taxable year, section
1562(b) shall not apply with respect to such transferee corporation for such
taxable year.

"(d) AUTHORITY OF THE SECRETARY UNDER TIII SECTION.-The provisions of
section 269(b), and the authority of the Secretary under such section, shall, to
the extent not inconsistent with the provisions of this section, be applicable to
this section."

(C) TECHNICAL AMENDMENTS.-
(1) AMENDMENT OF SECTION s02.--The second sentence of section 802(a)

(1) (relating to tax on life insurance companies) is amended to read as
follows: "Such tax shall consist of a normal tax and surtax computed as
provided in section 11 as though the life insurance company taxable income
were the taxable income referred to in section 11."

(2) AMENDMENT OF SECTION 200.-Section 269(a) (relating to acquisitions
made to evade or avoid income tax) is amended-

(A) by striking out "then such deduction, credit, or other allowance
shall not be allowed" at the end of the first sentence and inserting in
lieu thereof "then the Secretary or his delegate may disallow such
deduction, credit, or other allowance"; and

(B) by adding at the end thereof the following new subsection:
"(d) CORPORATIONS ELECTING MULTIPLE SURTAX EXEMPTIONS.-If the surtax

exemption is disallowed to an acquired corporation under subsection (a) for
any taxable year, section 1562(b) shall not apply with respect to such acquired
corporation for such taxable year."

(3) SPECIAL RULE FOR 52-53-WEEK YEAR.-Section 441(f) (2) (A) (relating
to effective date with respect to special rules for 52-53-week year) is amended
by striking out "In any case in which the effective date or the applicability
of any provision of this title is expressed in terms of taxable years begin-
ning or ending with reference to a specified date" and inserting in lieu
thereof "In any case in which the effective date or the applicability of any
provision of this title is expressed in terms of taxable years beginning,
including, or ending with reference to a specified date".

(4) Subchapter B of chapter 6 is amended by inserting after the heading
and before the table of sections the following:

"Part I. In general.
"Part II. Certain controlled corporations.

"PART I-IN GENERAL"

(d) EFFECTIVE DATE.-The amendments made by subsections (a) and (c)
shall apply with respect to taxable years ending after December 31, 1963.
The amendment made by subsection (b) shall apply with respect to transfers
made after June 12,1963.

Title III-Optional Tax On Individuals; Collection Of Income
Tax At Source On Wages

SEC. 301. OPTIONAL TAX IF ADJUSTED GROSS INCOME IS LESS THAN $5,000.

(a) OPTIONAL 'AX.-Section 3 (relating to optional tax if adjusted gross
income is less than $5,000) is amended to read as follows:
"SEC. 3. OPTIONAL TAX IF ADJUSTED GROSS INCOME IS LESS THAN $5,000.

"(a) TAXABLE YEARS BEGINNING IN 1964.-In lieu of the tax imposed by
section 1, there is hereby imposed for each taxable year beginning on or after
January 1, 1964, and before January 1, 1965, on the taxable income of every
individual whose adjusted gross income for such year is less than $5,000 and
who has elected for such year to pay the tax imposed by this section, a tax as
follows:
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"Table I-Single Person-NOT Head of Household
"Taxable Years Beginning in 1964

If adjusted gross And the number of Ifadjusted gross And the number of exemptions ls-
Income ls- exemptions Is- Income is--

At
least

$0
900
925
950
975

1,000
1,025
1,050
1,075
1,100
1,125
1,150
1,175
1,200
1,225
1,250
1,275
1,300
1,325
1,350
1,376
1,400
1,426
1,460
1,475
1,500
1,525
1,550
1,575
1,600
1,625
1,650
1,676
1,700
1,725
1,760
1,776
1,800
1,825
1,850
1,876
1,900
1,925
1,950
1,975
2,000
2,025
2,050
2,075
2,100
2,126
2,150
2,176
2,200
2,226
2,250
2,275
2,300
2,325
2,350
2,375
2,400
2,425

But less
than

$900
925
950
975

1,000
1,025
1,050
1,075
1,100
1,125
1,150
1,175
1,200
1,225
1,2650
1,275
1,300
1,325
1,350
1,375
1,400
1,425
1,450
1,475
1,500
1,525
1,550
1,575
1,600
1,625
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,900
1,925
1,950
1,975
2,000
2,025
2,050
2,075
2,100
2,125
2, 150
2,175
2,200
2,225
2,250
2,275
2,300
2,325
2,350
2,375
2,400
2,425
2,450

1 2 3 4 5 6 7or
more

1 2 3 4 or
more

The tax is-

$0 $0 $0 $0
2 0 0 0
6 0 0 0

10 0 0 0
14 0 0 0
18 0 0 0
22 0 0 0
26 0 0 0
30 0 0 0
34 0 0 0
38 0 0 0
42 0 0 0
46 0 0 0
50 0 0 0
54 0 0 0
68 0 0 0
62 0 0 0
66 0 0 0
70 0 0 0
74 0 0 0
78 0 0 0
82 0 0 0
86 0 0 0
90 0 0 0
94 0 0 0
99 0 0 0

103 0 0 0
107 0 0 0
111 0 0 0
115 2 0 0
119 6 0 0
123 10 0 0
127 14 0 0
132 18 0 0
136 22 0 0
140 26 0 0
144 30 0 0
148 34 0 0
152 38 0 0
156 42 0 - 0
160 46 0 0
165 50 0 0
169 54 0 0
173 58 0 0
178 62 0 0
182 66 0 0
187 70 0 0
191 74 0 0
195 78 0 0
200 82 0 0
204 86 0 0
208 90 0 0
213 94 0 0
217 99 0 0
222 103 0 0
226 107 0 0
230 111 0 0
235 115 2 0
239 110 6 0
243 123 10 0
248 127 14 0
252 132 18 0
257 136 22 0

At
least

$2,450
2,475
2.500
2,525
2,550
2,575
2,600
2.625
2,650
2,675
2,700
2,725
2,750
2,775
2,803
2,825
2,850
2,875
2,900
2,925
2,950
2,976
3,000
3,050
3,100
3,150
3,200
3,250
3,300
3,350
3,400
3,450
3,500
3,550
3,600
3,650
3,700
3,750
3.800
3,850
3,900
3,950
4,000
4,050
4,100
4,150
4,200
4,250
4,300
4,350
4,400
4,450
4,600
4,650
4,600
4,650
4,700
4.,750
4,800
4,850
4,900
4,950

But less
than

$2.475
2,500
2,525
2,650
2,576
2,600
2,62.5
2,650
2,675
2,700
2,726
2,750
2,775
2,800
2,825
2.850
2,875
2,00
2,926
2,950
2.976
3,000
3,050
3,100
3,150
3,200
3,250
3.300
3,350
3.400
3,450
3,500
3,550
3,600
3,650
3,700
3,750
3.800
3,850
3.900
3,956
4,000
4.050
4,100
4,150
4,200
4,250
4,300
4,350
4.400
4,450
4,500
4,550
4,600
4. 50
4.700
4,750
4,800
4,850
4.900
4,950
5.000

The tax is-

$261 $140 $26 $0 $0 $0
266 141 30 0 0 0
270 148 34 0 0 0
275 152 38 0 0 0
279 156 42 0 0 0
284 160 46 0 0 0
288 165 50 0 0 0
293 169 54 0 0 0
297 173 58 0 0 0
302 178 62 0 0 0
306 82 66 0 0 0
311 187 70 0 0 0
315 101 74 0 0 0
320 195 78 0 0 0
324 200 82 0 0 0
329 201 86 0 0 0
333 208 90 0 0 0
338 213 94 0 0 0
343 217 99 0 0 0
348 222 103 0 0 0
353 226 107 0 0 0
358 230 111 0 0 0
365 237 117 4 0 0
374 240 125 12 0 0
383 255 134 20 0 0
392 264 142 28 0 0
401 273 150 30 0 0
410 282 158 44 0 0
419 291 167 52 0 0
428 300 176 60 0 0
437 303 181 68 0 0
446 318 193 76 0 0
455 327 202 84 0 0
461 336 211 92 0 0
473 345 219 101 0 0
482 355 228 109 0 0
491 365 237 117 4 0
500 375 2-6 125 12 0
509 385 255 134 20 0
518 395 264 142 28 0
627 405 273 150 36 0
636 415 282 158 44 0
645 425 291 167 52 0
554 434 300 176 60 0
563 443 309 184 68 0
572 452 318 193 76 0
681 461 327 202 84 0
690 470 336 211 92 0
690 479 345 219 101 0
608 488 355 228 109 0
617 497 365 237 117 4
626 506 375 246 125 12
635 515 385 255 131 20
644 624 395 264 142 28
653 533 405 273 150 36
662 542 415 282 158 44
671 551 425 201 167 62
680 660 435 300 176 60
689 669 445 309 184 68
698 578 455 318 193 76
707 587 465 327 202 84
716 696 475 336 211 92

'

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
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"Table II-Head of Household

"Taxable Years Beginning in 1964

If adjusted gross And the number of If adjusted gross And the number of exemptions Is-
Income is- exemptions Is- Income Is-

1 2 3 4 or 1 2 3 4 5 6 7 or
At But less more At Butless mor

least than l____east than _____

The tax is- The tax Is-

$0 $900 $) $0 $0 $0 $2,450 $2,475 $258 $138 $26 $0 $0 $0 $0
900 925 2 0 0 0 2,475 2.00 263 142 30 0 0 0 0
925 950 0 0 0 0 2,500 2,525 267 140 34 0 0 0 0
950 975 10 0 0 0 2,525 2.550 272 150 38 0 0 0 0
975 1.000 11 0 0 0 2,550 2.575 276 154 42 0 0 0 0

1,000 1,025 18 0 0 0 2,575 2,600 280 158 46 0 0 0 0
1,025 1,050 22 0 0 0 2 600 2,625 285 162 50 0 0 0 0
1,050 1,075 26 0 0 0 2,625 2, 650 289 167 54 0 0 0 0
1,075 1,100 30 0 0 0 2, G50 2.675 293 171 58 0 0 0 0
1,100 1,125 31 0 0 0 2,675 2,700 208 175 62 0 0 0 0
1,125 1,150 38 0 0 0 2.700 2.725 302 180 66 0 0 0 0
1.150 1.175 42 0 0 0 2.725 2,750 307 181 70 0 0 0 0
1,175 1,200 40 0 0 0 2,750 2.775 311 188 74 0 0 0 0
1,200 1,225 50 0 0 0 2. 775 2,800 315 193 78 0 0 0 0
1, 225 1,250 51 0 0 0 2.800 2,825 320 197 82 0 0 0 0
1,250 1,275 58 0 0 0 2, 82 2,850 324 202 86 0 0 0 0
1,275 1,300 62 0 0 0 2,850 2,875 328 206 90 0 0 0 0
1,300 1,325 66 0 0 0 2,875 2.900 333 210 94 0 0 0 0
1,325 1,350 70 0 0 0 2.900 2.925 337 215 98 0 0 0 0
1,350 1,375 74 0 0 00 2,925 2,950 312 219 102 0 0 0 0
1,375 1,400 78 0 0 0 2,950 2,975 347 223 106 0 0 0 0
1,400 1, 25 82 0 0 0 2,975 3.000 352 228 110 0 0 0 0
1,425 1,450 86 0 0 0 3,000 3,050 358 231 116 4 0 0 0
1, 450 1, 475 90 0 0 0 3,050 3,100 367 243 124 12 0 0 0
1,475 1,500 94 0 0 0 3,100 3,150 375 252 132 20 0 0 0
1,500 1,52, 98 0 0 0 3, 150 3.200 384 261 140 28 0 0 0
1, 525 1,550 102 0 0 3.200 3,250 392 269 148 36 0 0 0
1,550 1,575 106 0 0 0 3,250 3,300 401 278 156 44 0 0 0
1,575 1,600 110 0 0 0 3,300 3.350 410 287 161 52 0 0 0
1,600 1,625 114 2 I 0 3.350 3,400 418 29 173 60 0 0 0
1,625 1,650 118 6 0 0 3.400 3,450 427 301 182 6O 0 0 0
1,650 1,675 1212 10 0 0 3.450 3.500 435 313 191 76 0 0 0
1,675 1,700 126 14 0 0 3.500 3,550 444 322 199 84 0 0 0
1,700 1,725 130 18 0 0 3,550 3.600 452 331 208 92 0 0 0
1,725 1,750 134 22 0 0 3,600 3.050 401 340 217 100 0 0 0
1,750 1,775 138 26 0 0 3.650 3,700 069 349 226 108 0 0 0
1,775 1,800 142 30 0 0 3,700 3.750 478 359 234 116 4 0 0
1,800 1,825 146 34 0 0 3,750 3,800 487 368 243 124 12 0 0
1,825 1,850 150 38 0 0 3,800 3,850 495 378 252 132 20 0 0
1,850 1,875 154 42 0 0 3.850 3,900 504 387 261 140 28 0 0
1,875 1,900 158 40 0 0 3,900 3,950 512 397 269 148 36 0 0
1,900 1,925 162 50 0 0 3,950 4,000 521 400 278 156 44 0 0
1,925 1,950 167 54 0 0 4,000 4,050 529 415 287 161 52 0 0
1,950 1,975 171 58 0 0 4,050 4,100 538 424 296 173 60 0 0
1,975 2,000 175 62 0 0 4,100 4,150 516 432 304 182 68 0 0
2,000 2,025 180 66 0 0 4,150 4,200 555 441 313 191 76 0 0
2,025 2.050 184 70 0 0 4,200 4,250 563 449 322 199 84 0 0
2.050 2,075 181 74 0 0 4.250 4,300 572 458 331 208 92 0 0
2,075 2.100 193 78 0 0 4,300 4,350 581 467 310 217 100 0 0
2,100 2.125 197 82 0 0 4,350 4,400 589 475 349 226 108 0 0
2,125 2,150 202 86 0 0 4,400 4,450 598 484 359 234 110 4 0
2,150 2.175 206 90 0 0 4,450 4,500 606 492 368 243 124 12 0
2.175 2,200 210 94 0 0 4.500 4,550 615 501 378 252 132 20 0
2,200 2,225 215 98 0 0 4,650 4,600 623 509 387 261 140 28 0
2. 25 2,250 219 102 0 0 4,600 4,650 632 518 397 269 148 36 0
2.250 2.275 223 106 0 0 4,650 4,700 640 626 406 278 166 44 0
2,275 2.300 228 110 0 0 4,700 4,750 649 535 416 287 164 52 0
2,300 2.325 232 114 2 0 4,750 4,800 058 544 425 296 173 60 0
2,325 2,350 237 118 6 0 4,800 4,850 666 552 435 304 182 68 0
2,350 2.375 241 122 10 0 4,850 4,900 675 561 444 313 101 70 0
2,375 2.400 245 126 14 0 4,900 4,950 683 569 454 322 100 84 0
2.400 2,425 250 130 18 0 4,950 5,000 692 578 463 331 208 I2 0
2,425 2,450 264 134 22 0
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"Table III-Married Persons Filing JOINT Returns
"Taxable Years Beginning in 1964

If adjusted gross And the number of If adjusted gross And the number of exemptions is-
income is- exemptions is- income Is-

2 3 4 or 2 3 4 5 6 7or
At least But less moleast Blesteast But less more

than ______ than ____________

The tax is- The tax is-

$0
1,600
1,625
1, 650
1,675

-1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,900
1,925
1,950
1.075
2,000
2,025
2,050
2,075
2,100
2,125
2,150
2,175
2,200
2,225
2, 250
2.275
2,300
2,325
2, 350
2,375
2,400
2,425
2.450
2,475
2. 500
2.525
2,550
2,575
2.600
2, 625
2,650
2,675
2,700
2,725
2, 750
2, 775

$1,600
1,625
1,650
1,675
1,700
1,725
1,750
1, 775
1. 00
1.825
1, 80
1,875
1,900
1,925
1, 950
1,975
2,000
2,025
2. 0:0
2,075
2.100
2,125
2,150
2,175
2,200
2, 225
2,250
2.275
2,300
2.325
2.350
2,375
2. 100
2.425
2.450
2,475
2. 500
2,525
2, 550
2,575
2. 600
2,625
2, 650
2,675
2. 700
2,725
2, 750
2,775
2. 800

$0 $0
2 0
6 0

10 0
14 0
18 0
22 0
26 0
30 0
34 0
38 0
42 0
46 0
50 0
54 0
58 0
62 0
66 0
70 0
74 0
78 0
82 0
86 0
90 0
94 0
98 0
102 0
106 0
110 0
114 2
118 6
122 10
126 14
130 18
131 22
138 26
142 30
146 34
150 3s
154 42
158 46
162 50
166 54
170 58
174 62
179 66
183 70
187 74
191 78

$2,800
2,825
2, 850
2,875
2,900
2,925
2,950
2,975
3,000
3,050
3,100
3,150
3,200
3,250,
3,300
3,350
3, 400
3,450
3,500
3,550
3,600
3,650
3,700
3, 750
3,800
3,850
3,900
3,950
4,000
40,50
4,100
4, 150
4,200
4,250
4.300
4,350
4.400
4.450
4,500
4,550
1,600
4,650
4, 700
4, 750
4,800
4,850
4,900
4,950

$2.825
2,850
2,875
2,900
2,925
2,950
2,975
3,000
3,050
3.100
3,150
3,200
3, 250
3,300
3,350
3,400
3, 450
3,500
3,550
3,600
3,650
3.700
3, 750
3,800
3,850
3,900
3.950
4.000
4,050
4,100
1, 150
4, 200
4,250
4.300
4, 350
4, 4C0
4,450
4. 500
4,550
4,600
4. 650
4, 700
4, 750
4,800
4,850
4.000

-4, 950
5,000

$195
199
203
207
212
216
220
224
230
238
247
255
263
271
280
288
296
304
313
321
329
338
347
356
364
373
382
391
399
407
415
423
430
438
440
454
462
470
478
486
493
501
509
518
526
534
542
550

$82 $0
86 0
90 0
91 0
98 0

102 0
106 0
110 0
110 4
121 12
132 20
140 28
148 36
156 44
164 52
172 0O
181 68
189 76
197 84
205 92
214 100
222 108
230 116
238 124
247 132
255 140
263 148
271 156
280 164
288 172
296 181
304 189
313 197
321 205
329 214
338 222
347 230
356 238
364 247
373 255
382 263
391 271
399 280
408 288
417 296
426 304
434 313
443 321

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
4
12
20
28
36
44
52
60
68
"6
84
92
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'TABLE IV-Married Persons Filing SEPARATE Returns

"10 PERCENT STANDARD DEDUCTION

"Taxable Years Beginning in 1961

If adjusted And the number of If adjusted And the number of exemptions I-
gros Income s- exemptions Is- gross Income is-

1 2 3 4or 1 2 3 4 5 6 7 8or
At But more At But more

least less least less
than -than

The tax Is- The tax Is-

$0
675
700
725
750
775
800
825
850
875
900
925
950
975

1,000
1,025
1,050
1,075
1,100
1,125
1,150
1,175
1,200
1,225
1,250
1,275
1,300
1,325
1, 350
1,375
1,400
1,425
1,450
1,475
1,500
1,525
1,550
1,575
1,600
1,625
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,900
1,925
1,950
1,975
2,000
2,025
2,050
2,075
2,100
2,125
2,150
2,175
2,200
2,225
2, 250
2,275
2,300

$675
700
725
750
775
800
825
850
875
900
925
950
975

1,000
1,025
1,050
1,075
1,100
1,125
1,150
1,175
1,200
1,225
1,250
1,275
1,300
1,325
1,350
1,375
1,400
1,425
1,450
1,475
1,500
1,525
1,550
1,675
1,600
1,625
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,900
1,925
1,050
1,975
2,000
2,025
2,050
2,075
2, 100
2,125
2,150
2,175
2,200
2,225
2,250
2,275
2,300
2,325

$2,325
2.350
2,375
2,400
2.425
2,450
2,475
2,500
2,525
2,550
2,575
2,600
2,625
2,650
2,675
2,700
2,725
2,750
2,775
2,800
2,825
2,850
2,875
2,900
2,925
2,950
2,975
3,000
3,050
3,100
3,150
3,200
3,250
3,300
3,350
3,440
3,450
3,500
3,550
3,600
3,650
3,700
3,760
3,800
3,850
3,900
3,9850
4,000
4,050
4,100
4,150
4,200
4,250
4,300
4,350
4,400
4,450
4,500
4,550
4,600
4,650
4,700
4,750
4.800
4, 85'J
4, 900
4, 050

$2,350
2.375
2,400
2,425
2,450
2,475
2,500
2,525
2,550
2,575
2,600
2.625
2,650
2,675
2,700
2,725
2,750
2,775
2,800
2,825
2,850
2,875
2,900
2,925
2,950
2,975
3.000
3,050
3.100
3,150
3,200
3,250
3,300
3,350
3,400
3,450
3,500
3, 550
3,600
3,650
3,700
3,750
3,800
3,850
3,900
3,950
4, 00
4, 50
4,100
4,150
4,200
4,250
4,300
4, 360
4,400
4,450
4,500
, 550

4,600
4,650
4, 700
4, 750
4,800
4,850
4, WO
4,950
5,000

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
006
13
20
28
35
42
49
56
61
71
78
85
93

100
108
115
122
130
137
145
152
160
167
175
183
191
199
207
215
222
230
238
246

$0 $0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
4 0 0

11 0 0
18 0 0
25 0 0
32 0 0
40 0 0
47 0 0
54 0 0
61 0 0
68 0 0
76 0 0
83 0 0
90 0 0
08 1 0

105 8 0
113 16 0
120 23 0
127 30 0
135 37 0
142 44 0

----------------



REVENUE ACT OF 1963

"Table V-Married Persons Filing SEPARATE Returns
"MINIMUM STANDARD DEDUCTION

"Taxable Years Beginning in 1964

If adjusted And the number of Ifadjusted And the number of exemptions Is-
gross Income is- exemptions is- gross Income Is-

1 2  
3 4or 1 2 3 4 5 6 7 8orAt But more At But moreleast less least less

than than .
The tax is- The tax Is-

$0
800
825
850

-875
900
925
950
075

1,000
1,025
1,050
1,075
1,100
1,125
1,150
1,175
1,200
1,225
1,260
1,276
1,300
1,325
1,350
1,375
1, 400
1,425
1,460
1,476
1,500
1, 25
1,650
1,675
1,600
1,625
1,650
1,675
1,700
1,725
1, 760
1,775
1,800
1,825
1,850
1,875
1,900
1,925
1,. 50
1.976
2,000
2,025
2.050
2,075
2,100
2,125
2,150
2,175
2,200
2, 225
2,250
2,275
2,300
2,325
2,350
2,375

$800 $0
825 2
850 6
876 10
900 14
926 18
050 22
975 26

1,000 30
1,025 34
1,050 38
1,075 42
1,100 46
1,125 50
1,160 54
1,176 58
1,200 62
1,225 60
1,260 70
1,275 74
1,300 78
1,325 82
1,350 86
1,375 90
1,400 04
1,425 99
1,450 103
1,476 107
1,500 111
1,625 115
1,650 119
1,575 123
1,600 127
1,625 132
1,650 136
1,675 140
1,700 144
1,725 148
1,750 152
1,775 156
1,800 160
1,825 165
1,850 169
1,876 173
1,900 178
1,925 182
1,950 187
1,976 191
2,000 195
2,025 200
2,050 204
2,075 208
2.100 213
2,125 217
2,150 222
2.175 226
2.200 230
2, 225 235
2,250 239
2,275 243
2,300 248
2,326 252
2.350 257
2.375 261
2,400 266

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
2
6
10
14
18
22
26
30
34
38
42
46
560
54
58
62
66
70
74
78
82
86
90
94
99

103
107
111
116
119
123
127
132
136
140
144

$2,400
2,425
2,450
2,475
2, 500
2, 526
2,550
2,576
2,600
2,625
2,650
2,675
2,700
2,725
2, 750
2, 775
2,800
2,825
2,850
2,875
2,900
2,925
2,950
2,975
3,000
3,050
3,100
3,150
3,200
3,250
3,300
3,350
3, 400
3, 4560
3,500
3, 550
3,600
3,650
3,700
3,750
3,800
3,850
3.00
3, 950
4,000
4,050
4,100
4,150
4,200
4,250
4,300
4,350
4,400
4,450
4,600
4, 550
4,600
4, 650
4,700
4, 750

4,850
4,900
4,950

$2,425
2,450
2,476
2,500
2, 25
2,550
2, 676
2,600
2,625
2,650
2,675
2,700
2,725
2,750
2,775
2,800
2,825
2,850
2,875
2,900
2,025
2, 950
2,975
3,000
3,050
3,100
3,150
3,200
3,250
3,300
3,350
3,400
3,450
3, 500

3,600
3, 650
3,700
3.750
3,800
3,850
3,900
3,950
4,000
4,050
4,100
4,150
4.200
4, 250
4.300
4,360
4,400
4,450
4,500
4,550
4,600
4,650
4,700
4,750
4,800
4.850
4,000
4, 950
5,000

$270
275
270
284
288
293
297
302
306
311
316
320
324
329
333
338
343
348
353
358
363
368
373
378
385
395
405
415
425
435
445
455
465
475
485
495
605
615
526
635
515
555
565
676
585
595
605
615
625
635
645
655
665
675
685
695
705
716
725
735
746
758
769
781

$148 $34
152 38
156 42
160 46
165 50
169 54
173 58
178 62
182 66
187 70
191 74
195 78
200 82
204 86
208 90
213 94
217 99
222 103
226 107
230 111
235 115
239 110
243 123
248 127
255 131
264 142
273 150
282 158
291 167
300 176
309 181
318 103
327 202
336 211
345 219
355 228
365 237
375 246
385 255
395 264
405 273
415 282
425 291
435 300
445 309
455 318
465 327
475 336
485 345
495 355
505 365
615 376
525 385
635 395
645 405
555 415
565 425
575 435
585 445
595 455
605 465
615 475
626 485
635 495

$0
0
0
0
0
0
0
0
0
0
0
0
00
0
0
0

0
0
0
2
6
10
14
20
28
36
44
62
60
68
76
84
02
101
109
117
125
134
142
150
168
167
176
184
193
202
211
219
228
237
246
255
264
273
282
291
300
309
318
327
336
345
355

0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
4 0 0

12 0 0
20 0 0
28 0 0
36 0 0
44 0 0
52 0 0
60 0 0
68 0 0
76 0 0
84 0 0
92 0 0

101 4 0
109 12 0
117 20 0
125 28 0
134 36 0
142 44 0
150 52 0
168 60 0
167 68 0
176 76 0
184 84 0
193 92 0
202 101 4
211 109 12
219 117 20
228 125 28
237 134 36
240 142 44

-~--



REVENUE ACT OF 1963

"(b) TAXABLE YEARS BEGINNING AFrrE DECEMEIIE 31, 19U64.-In lieu of the tax

imlposeI by section 1, there is hereby imposed for each taxable year beginning
after Iecember 31, 19064, on the taxable income of every individual whose adjusted

gross income for such year is less than $5,000 and who has elected for such year
to pay the tax imposed by this section a tax as follows:

"Table I-Single Person-NOT Head of Household

"Taxable Years Beginning After December 31, 1964

If adjusted gross And the number of
Income is- exemptions Is--

But less
than

$0
900
925
950
975

1,000
1,025
1.050
1,075
1,100
1,125
1,150
1,175
1,200
1.,225
1.250
1,275
1.300
1,325
1,350
1,375
1,400
1,125
1,450
1,475
1,500
1,525
1,550
1,575
1,600
1,625
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,000
1,925
1,950
1,975
2,000
2,025
2,050
2,075
2, 100
2,125
2, 150
2,175
2,200
2, 225
2, 250
2,275
2,300
2,325
2.350
2,375
2, 400
2,425

1 2 3 4or
more

The tax is-

$0 $0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0

$900
925
950
975

1,000
1,025
1,050
1,075
1,100
1,125
1,150
1,17'5
1,200
1.225
1.250
1,275
1,300
1,325
1,350
1,375
1,400
1,425
1,450
1,475
1,500
1,525
1,550
1,575
1,600
1,625
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,900
1.925
1,950
1,975
2,000
2.025
2,050
2,075
2, 100
2,125
2,150
2,175
2,200
2,225
2,250
2,275
2,300
2,325
2.350
2 375
2,400
2,425
2, 450

$0
2
5
9
12
16
19
23
26
30
33
37
40
44
47
51
51
58
61
65
68
72
76
79
83
87
91
94
98
102
106
109
113
117
121
124
128
132
130
139
143
147
151
155
159
163
167
171
175
179
183
187
191
195
199
203
207
211
215
219
223
227
231

If adjusted gross
income is-

At But less
least than

$2,450
2,475
2.500
2,525
2, 550
2,575
2, 600
2,625
2,650
2.675
2, 700
2,725
2.750
2,775
2,800
2, 825
2.850
2.875
2,U00
2.925
2,950
2,975
3,000
3,050
3,100
3,150
3,200
3,250
3,300
3,350
3,400
3,450
3, 500
3,550
3,600
3,650
3. 700
3, 750
3,800
3,850
3,900
3,950
4.000
4.050
4, 100
4,150
4, 200
4,250
4,300
4.350
4,400
4.450
4,500
4,550
4., 00
4, 650
4,700
4,750
4,800
4.850
4,900
4. 950

- - - - - -

$2,475
2.500
2,525
2,550
2,575
2.600
2,625
2,650
2,675
2,700
2,725
2,750
2,775
2,800
2,825
2,850
2,875
2, C00
2,925
2,950
2,975
3,000
3,050
3,100
3,150
3,200
3,250
3,300
3,350
3,400
3,450
3,500
3,550
3,600
3,650
3,700
3,750
3.800
3,850
3,900
3.950
4,000
4,050
4,100
4,150
4,200
4,250
4,300
4,350
4, 400
4,450
4,500
4,550
4,600
4, 650
4,700
4,750
4,800
4,850
4,900
4,950
5,000

And the number of exemptions is-

1 2 3 4 5 6 7or
more

The tax is-

$236 $121 $23
210 128 26
244 132 30
218 136 33
253 139 37
257 143 40
261 117 44
265 151 47
270 155 51
274 159 54
278 163 58
282 167 61
287 171 65
231 175 68
295 179 72
299 183 76
301 187 79
308 191 83
312 195 87
317 199 91
322 203 94
327 207 08
333 213 101
342 221 111
350 229 119
259 238 126
367 216 134
376 255 141
385 263 149
393 272 157
402 280 165
410 289 173
419 297 181
427 306 189
436 315 197
444 324 205
453 334 213
462 313 221
470 353 229
479 352 238
487 372 246
496 381 255
504 300 263
513 399 272
521 407 280
530 416 289
538 424 297
547 433 306
556 442 315
664 450 324
573 459 334
581 467 343
590 476 353
598 484 362
607 493 372
015 501 381
624 510 391
633 519 400
641 527 410
650 536 419
658 544 429
667 553 438

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

4
11
18
25
32
39

4

53
60
67
74
81

o
o

o
o

0
o
0

At
least

0
0
0
0
0
0
0
0
0
0
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"Table 1-Head of Household

"Taxable Years Beginning After December 31, 1964

If adjusted gross And the number of Ifadjusted gross And the number of exemptions is-
income is- exemptions is- income is-

1 2 3 4or 1 2 3 . 5 6 7 or
At But less more At But less more

least than _____ _ least than ______

The tax is- The tax is-

$0
900
925
950
975

1,000
1,025
1,050
1,075
1.100
1,125
1,150
1,175
1,200
1,225
1, 250
1,275
1,300
1,325
1,350
1,375
1,400
1.425
1,450
1,475
1,500
1,525
1,550
1,575
1,600
1,625
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1.900
1,925
1,950
1,075
2,000
2,025
2,050
2, 075
2, 100
?, 125
2 150
2. 175
2, 200
2, 225
2,250
2.275
2.300
2,325
2, 350
2,375
2.400
2,425

$900
925
950
975

1, 000
1,025
1,050
1,075
1,100
1,125
1,150
1,175
1,200
1,225
1,250
1,275
1,300
1,325
1,350
1,375
1,400
1,425
1,450
1,475
1,500
1,525
1,550
1,575
1,600
1,625
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,900
1,925
1,950
1,975
2,000
2,025
2,050
2.075
2, 100
2,125
2,150
2, 175
2, 200
2,225
2.250
2,275
2,300
2,325
2, 350
2,375
2,400
2,425
2, 43

$2, 450
2, 475
2, 500
2,525
2,550
2,575
2, 00
2,625
2, 650
2,675
2,700
2,725
2, 750
2, 775
2,800
2,825
2,850
2,875
2,000
2. 25
2, 950
2,. 75
3,000
3, 050
3.100
3,150
3,200
3, 250
3,300
3.350
3,400
3.450
3,500
3.550
3,600
3,650
3,700
3.750
3,800
3,850
3,900
3,950
4,000
4,050
4, 100
4, 150
4,200
4. 250
4.300
4. 359
4,400
4,450
4, 500
4,550
4, 6!1
4, 650
4,700
4,750
4,800
4.850
4,900
4,950

$. 475
2,500
2,525
2. 550
2,575
2. 600
2, 625
2, 650
2,675
2, 700
2,725
2, 750
2, 775
2,800
2,825
2,850
2,875
2, 900
2,925
2,950
2.975
3,000
3,0,50
3,100
3.150
3.200
3, 250
3,300
3,350
3,400
3, 450
3, 500
3, 550
3, 600
3. 650
3, 700
3.750
3,800
3,850
3,900
3,950
4,000
4,050
4,100
4,150
4,200
4,250
4.300
4,35)
4,400
4,459
4,500
4,550
4.600
4,650
4,700
4,750
4,800
4,850
4,9:10
4.950
5.000



REVENUE ACT OF 1963

"Table III-Married Persons Filing JOINT Returns

"Taxable Years Beginning After December 31, 1964

If adjusted gross And the number of If adjusted gross And the number of exemptions ls-
income is- exemptions Is- income is-

2 3 4or 2 3 4 5 6 7or
At But less more At But less more

least than _____ _ least than

The tax is- The tax is-

$0
1,600
1,625
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,000
1,925
1,950
1,975
2,000
2,025
2, 050
2,075
2, 100
2,125
2,150
2,175
2,200
2,225
2, 2'
2,275
2,300
2,325
2,350
2,375
2,400
2,425
2,450
2,475
2,500
2,525
2,550
2,575
2,600
2,625
2,650
2,676
2,700
2,726
2,750
2,776

$1,600
1,626
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,900
1,925
1,950
1,075
2,000
2,025
2,050
2,075
2,100
2,125
2,150
2,175
2,200
2.225
2,250
2,275
2, 300
2,325
2,350
2,375
2, 400
2,425
2,450
2.475
2, 00
2,525
2, 550
2.675
2, 600
2,625
2,650
2,675
2,700
2,725
2, 750
2,775
2,800

$2,800
2,825
2,850
2,875
2,900
2,925
2,950
2,975
3.000
3,050
3,100
3,150
3,200
3,250
3,300
3,350
3,400
3,450
3,500
3.550
3.600
3.650
3,700
3,750
3.800
3,850
3, 900
3,950
4,000
4,050
4,100
4,150
4,200
4,250
4,300
4, 350
4,400
4,450
4,500
4,650
4,600
4,650
4,700
4,750
4,800
4,850
4,900
4,950

$2,825
2,850
2,875
2,900
2,925
2,950
2,975
3,000
3,050
3,100
3,150
3,200
3,250
3,300
3,350
3,400
3,450
3,500
3,550
3.600
3.650
3,700
3,750
3,800
3,850
3,900
3,950
4,000
4,050
4,100
4, 150
4,200
4,250
4,300
4,350
4, 400
4, 450
4,600
4,650
4,600
4,650
4,700
4,750
4,800
4,850
4,900
4, 950
5,000

$172
170
179
183
187
191
194
198
201
211
219
226
234
241
249
256
264
271
279
286
294
302
310
318
326
334
342
350
358
365
372
379
386
394
401
408
415
422
430
437
444
461
459
467
474
482
490
497

$72
75
79
82
86
89
93
96

102
109
116
123
130
137
144
151
159
166
174
181
189
196
204
211
219
220
234
241
249
256
264
271
279
286
294
302
310
318
326
334
342
350
358
366
374
382
390
398

$0
0
0
0
0
0
0
0
4

11
18
25
32
39
46
63
60
67
74
81
88
95

102
109
116
123
130
137
144
151
150
166
174
181
189
196
204
211
219
226
234
241
249
256
364
271
279
286

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
4
11
18
25
32
39
40
53
60
67
74
81
88
95

102
109
116
123
130
137
144
151
169
166
174
181

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
4
11
18
25
32
39
46
53
60
67
74
81



REVENUE ACT OF 1963

'Table IV-Married Persons Filing SEPARATE Returns
"10 PERCENT STANDARD DEDUCTION

"Taxable Years Beginning After December 31, 1964

If adjusted And the number of If adjusted And the number of exemptions is-
gross income Is- exemptions Is- gross Income Is-

1 2 3 4or 1 2 3 4 5 7 8
At But more At But more

least less least less
than than

The tax la- The tax is-

$0
675
700
725
750
775
800
825
850
875
900
925
950
975

1,000
1,025
1,050
1,075
1,100
1,125
1,150
1,175
1,200
1,225
1,250
1,275
1,300
1,325
1,350
1,375
1,400
1,425
1,450
1,475
1,500
1,525
1,550
1,575
1,600
1,625
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,000
1, 925
1, 950
1,975
2,000
2,025
2.050
2,075
2, 100
2,125
2, 150
2, 175
2,200
2,225
2, 250
2,275
2,300

$675
700
725
750
775
800
825
850
875
900
925
950
975

1,000
1,025
1,050
1,076
1,100
1,125
1,150
1,175
1,200
1,225
1,250
1,275
1,300
1,325
1,350
1,375
1,400
1,425
1,450
1,475
1,500
1, 525
1,550
1,675
1,600
1,625
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,900
1,925
1,950
1,075
2,000
2, 026
2,050
2,075
2, 100
2,125
2,150
2,176
2,200
2, 225
2,250
2,275
2,300
2,325

$0
3
6
9
12
15
18
22
25
28
31
34
37
40
44
47
50
53
66
59
62
66
69
72
75
79
82
86
89
92
96
99
102
106
109
113
116
119
123
126
129
133
136
140
143
146
150
154
157
161
164
168
172
175
179
182
186
190
193
197
200
204
208
211
215
218
222

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1
4
7
10
13
16
19
23
26
29
32
35
38
41
45
48
51
54
67
60
64
67
70
73
77
80
83
87
90
93
97
100
10t
107
110
114
117
120
124
127

$2,325
2,350
2,375
2,400
2,425
2,450
2,475
2,500
2,526
2,550
2,576
2,600
2,625
2,650
2,675
2,700
2, 726
2,750
2,775
2,800
2,825
2,850
2,875
2,900
2,925
2,950
2,975
3,000
3,050
3,100
3,150
3,200
3,250
3,300
3,350
3,400
3,450
3,500
3,550
3,600
3,650
3,700
3,750
3,800
3,850
3,900
3,950
4,000
4,050
4,100
4, 150
4,200
4,250
4,300
4,350
4,400
4.450
4,500
4, 550
4,600
4,650
4,700
4,750
4,800
4,850
4,900
4,950

$2,350
2,375
2,400
2,425
2,450
2,475
2,500
2,525
2,550
2,575
2,600
2,625
2, 60
2,675
2,700
2, 725
2, 750
2,775
2,800
2,825
2,850
2,875
2,900
2,925
2,950
2,975
3,000
3,050
3, 100
3,150
3,200
3,250
3,300
3,350
3,400
3,450
3, 500
3, 550
3, 600
3, 650
3,700
3, 750
3,800
3,850
3,000
3,950
4,000
4,050
4,100
4,150
4,200
4,250
4,300
4,350
4,400
4,450
4, 00
4,550
4, 00
4,650
4,700
4,750
4,800
4,850
4,900
4, 950
5,000

$226
229
233
237
241
245
249
252
256
260
264
268
272
275
279
283
287
291
294
298
302
300
310
314
318
323
327
333
342
350
359
367
376
385
393
402
410
419
427
436
444
453
462
470
479
487
496
504
513
521
630
538
547
556
564
573
591
590
598
607
615
624
633
611
650
658
667

$131 $43
134 46
137 49
141 52
144 55
148 58
151 61
155 65
158 68
162 71
166 74
169 78
173 81
176 84
180 88
184 91
187 95
191 98
194 101
198 105
202 108
205 111
209 115
212 118
216 122
220 125
223 128
229 133
236 140
244 147
252 154
250 161
267 169
275 176
282 183
290 190
298 197
305 205
313 212
322 219
330 226
339 234
348 242
356 249
365 257
373 265
382 172
390 280
399 287
407 295
416 303
421 310
433 319
442 328
450 336
469 345
467 3Mr
470 362
484 370
493 379
501 387
510 396
519 405
527 413
536 422
514 430
553 439

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
3
6
9
12
15
18
22
25
28
31
31
37
40
45
51
58
61
70
77
84
91
97

10.1
111
118
124
131
138
145
152
159
166
173
181
188
195
202
209
217
224
231
239
247
254
262
270
277
285
293
300
308
316
325

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
5
12
18
24
30
37
43
49
566
62
68
75
82
88
95
102
109
115
122
129
136
142
149
167
164
171
178
185
193
200
207
214
221

(

r)

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1
7

14
20
26
33
39

0I
04
06
0s
03
09

24-532-63- pt. 1- 7
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REVENUE ACT OF 1003

"Table V-Married Person Filing SEPARATE Returns

"MINIMUM STANDARD DEDUCTION

"Taxable Years Beginning After December 31, 1984

If adjusted And the number of If adjusted And the number of exemptions Ie-
gross income is- exemptions s-- gross Income Is-

At But 2 3 or At But 1 2 3 4 6 7 mo
least less r least less mor

than than
The tax Is-- The tax is-

....- --- ------ I-I

$0
800
825
850
875
000
025
050
975

1.000
1,025
1,050
1,076
1, 100
1,125
1, 150I
1,175
1,200
1.225
1,2501
1,275
1,300
1,325
1,350
1,375
1,400
1,425
1,450
1. 475
1,500
1,525
1, 550
1,575
1,600
1,625
1,650
1,675
1,700
1,725
1,750
1,775
1,800
1,825
1,850
1,875
1,900
1,926
1,950
1,975
2,000
2,025
2,050
2,076
2, 100
2,125
2,150
2,175
2,200
2,22
2, 250
2,276
2,300
2,325
2.350
2,375

$800
825
8.50
875
000
925
950
975

1,000
1,025
1,050
1,075
1,100
1,125
1, lf0
1,175
1.200
1.225
1,2,0
1,275
1.300
1,325
1,350
1,375
1.400
1,425
1.450
1.475
1,500
1.525
1,550
1,575
1, 00
1,625
1,660
1,6751,760
1.700
1,725
1,750
1,776
1,800
1,825
1,850
1,875
1,900
1, 926
1,950
1,975
2,000
2,025
2,050
2,075
2,100
2,125
2,150
2.175
2,200
2, 225
2, 250
2,275
2,300
2,325
2,350
2,375
2,400

$2, 4100
2,425
2. 450
2.475
2.500
2,625
2,550
2,575
2,600
2,625
2, 650
2,675
2,700
2,725
2,750
2,775
2,800
2,825
2, 850
2,875
2, 000
2,925
2,950
2,975
3,000
3,050
3,100
3, 150
3,200
3. 2'0
3.300
3,350
3,400
3,450
3,500
3,550
3,600

3,700
3,760
3,800
3,850
3,000
3, 950
4,000
4,050
4,100
4, 150
4,200
4,250
4,300
4,350
4,400
4,450
4.500
4,550
4,6000
4,050
4,700
4,750
4,800
4.850

4,00

$, 425
2.4Z0
2,475
2.500
2,525
2, 50O
2,575
2,600
2.625
2,650
2,675
2,700
2,725
2,750
2,775
2,800
2, 825
2, 850
2.875
2,900
2,925
2, 950
2,975
3,000
3,050
3,100
3,150
3,200
3,250
3,300
3 350
3, 400
3. 450
3,500
3,550
3,600
3,650
3, 700
3,750
3,800
3,850
3,900
3,950
4.000
4,050
4,100
4,150
4,200
4,250
4,300
4.350
4,400
4, 450
4,500
4,650
4. 00
4,650
4,700

4,800
4,850
4,900
4,950
5.000

$244 $1312
248 136
253 139
257 113
261 147
265 151
270 155
274 159
278 103
282 167
287 171
291 175
295 179
299 183
301 187
308 191
312 195
317 199
322 203
327 207
331 211
330 215
341 219
346 223
353 229
362 238
372 246
381 255
391 263
400 272
410 280
419 289
429 297
438 306
448 315
467 324
467 334
476 343
486 353
495 362
505 372
614 3Wl
624 391
533 400
543 410
552 419
562 429
671 438
581 448
590 457
600 467
C69 476
619 480
628 495
638 505
617 514
657 524
666 533
r,7A 513

85 552
696 562
707 571
718 681
729 590

$30
33
37
40
44
47
61
61
58
61
65
68
72
76
79
83
87
01
0 1
US
102
100
109
113
199
126
131
141
149
1o7
165
173
181
189
197
205
213
221
229
238
246
255
263
272
280
289
297
306
315
324
334
343
353
362
372
381
391
400
410
410
429
438
448
457



REVENUE ACT OF 1963

(b) RULES FOR OPTIONAL TAX.-
(1) HUSIIAND OF WIFE FILING SEPARATE REITURNS.-Subsection (c) of seC-

tion 4 (relating to rules for optional tax) is amended to read as follows:
"(c) HUSBAND Oil WIFE FILING SEPARATE IRETUIN.-

"(1) A huband or wife may not elect to pay the optional tax imposed by
section 3 if the tax of the other spouse is determined under section 1 on
the basis of taxable income computed without regard to the standard
deduction.

"(2) Except as otherwise provided in this subsection, in the case of a
husband or wife filing a separate return the tax imposed by section 3 shall
be-

"(A) for taxable years beginning in 1904, the lesser of the tax shown
in Table IV or Table V of section 3(a), and

"(B) for taxable years beginning after December 31, 1903, the lesser
of the tax shown in Table IV or Table V of section 3(b).

"(3) Neither Table V of section 3(a) nor Table V of section (3) (b) shall
apply in the case of a husband or wife filing a separate return if the tax
of the other spouse is determined with regard to the 10-percent standard
deduction; except that an individual described in section 141(d) (2) may
elect (under regulations prescribed by the Secretary or his delegate)-

"(A) to pay the tax shown in Table V of section 3(a) in lieu of tlie
iax shown in Table IV of section 3(a), and

"(B) to pay the tax shown in Table V of section 3(b) in lieu of the
tax shown in Table IV of section 3(b).

For purposes of this title, an election under the preceding sentence shall be
treated as an election made under section 141 (d) (2).

"(4) For purposes of this subsection, determination of marital status
shall be made under section 143."

(2) AMENDMENT OF SECTION 001c.-Section 6014(a) (relating to Income
tax return-tax not computed by taxpayer) is amended by adding at the
end thereof the following new sentence: "In the case of a married individual
filing a separate return and electing the benefits of this subsection, neither
Table V in section 3(a) nor Table V in section 3(b) shall apply."

(3) TECHNICAL AMMEDMENTS.-

(A) Subsection (a) of section 4 (relating to rules for optional tax)
is amended by striking out. "table" and inserting in liiu thereof "tables".

(B) Section 4 (f) (relating to cross reference;-) iF amended by adding
at the end thereof the following new paragraph:

"(4) For nonapplicability of Table V in section 3(a) and Table V in section 3(b)
in case where tax is not computed by taxiave-, see section 6014 (a)."

(c) EFFECTIVE DATE.-Except for purposes of section 21 of the Internal Reve-
nue Code of 1954 (relating to effect of changes in rates during a taxable year),
the amendments made by this section shall apply to taxable years beginning
after December 31, 19)(3.
SEC. 302. INCOME TAX COLLECTED AT SOURCE.

(a) PERCENTAGE METiro oF WITiOi.INGo.-Subsection (a) of se't ion 3402
(relating to requirement of withholding) is amended to read as follows:

"(a) REQUIIEMNT OF oWrrnOLrINl.-Every employer making payment of
wages shall deduct and withhold upon such wages (except as provided in sub-
section (j)) a tax equal to tile following percentage of the amount. by which
the wages exceed the number of withholding exemptions claimed, multiplied by
the amount of one such exemption as shown in subsection (b) (1) :

"(1) 15 percent in the case of wages paid during the calendar year 1964,
and

"(2) 14 percent in the case of wages paid after December 31. 1904."
(b) WAGE ItiIACKET \VITHO.11 INGl.-'aragraph (1) or section ;i402 c) (re-

lating to wage bracket withholding) is amended to read as follows:
"(1) (A) WAGES PAID DURIN CALENDIAl YEAR 1064.-At the election of tlt

employer with respect to any employee. tile employer shall deduct and witli-
hold upon the wages paid to such employee during tile calend'a year 1!64-l
a tax determined in accordance with tile following tables, whihll slhall be in
lieu of tie tax required to be deducted and withheld under subsection: (a) ::



96 REVENUE ACT OF 1963

"If the payroll period with respect to an employee is weekly

And the wages are-

Atleat- Butless
than-

0-......... $13.......

$13........
$14........
$15........
$16.....
$17 .......
$18........

$21........
$23.......

$24::::::::
$25........

22..---.
$27..--...
$28........
$25.......$27 ........

$30.......

$31........
$32 ........
$33.-...
$31........

$3 ........$35::::::::
$33.----
$37........
$38....--
$38........
$43..-.....
$41........
$42---
$43----
$44 ........$45 ........

$19 ........

$45.---

$5 ........

$52...-.
$53........$54 ........

$55........

$14.......
$15 ..-...
$It.......$1o-.-
$17.......
$18.......

$20.......

$21.......$21 .......$22.....-
$23.....
$24--.....-

$2-..----$27.......

$26 .--......
$20.......
$30......
$31......
$32.....-
$33.......
$34.
$35.......
$i, .......
$37.....
$38.......
$3.......
$40.--..
$41.......
$42.. ..
$43 ......
$14.....
$45.......
$46.......
$47.......
$48.......

$50......

$52.......
$53.......
$51......
$55ss .....
$51 ......

And the number of withholding exemptions claimed Is-

0 1 Th2 3 49 1 or

The... amout-o oom1.e- t b1-whe__d_ sh _ be- Lmore

The amount of Incomo tax to be withheld shall be-

15%of
wages
$2.00
2.20
2.30
2.50
2.60
2.80
2.0
3.10
3.20
3.40
3. )
3.70
3.80
4.00
4. 10
4.30
4.40
4.60
4.70
4.190
5.00
5.20
5.310
5.50
5. fi
5.80
5.00
6.10
6.20
l. 40

6. 70
(i.80
7.00
7.10
7.30
7.40
7.60
7.70
7.90
8.00
8.20
8.30

$0

.10

.30

.40

.60

.70

.00
1.00
1.20
1.30
1.50
1.f0
1.80
1.00
2.10
2.20
2.40
2.50
2.70
2.80
3.00
3.10
3.30
3.40
3.0
3.103.70
3.00
4.00
4.20
4.30
4. 5
4.60
4.80

5.10
5.20
5.4011
5.50
5.70
5.80
6.00
(6. 10
6.30
6.40

$0

0
0
0
0
0
0
00
0
1 0

0
00
0

.10.to

.30

.40
1)0

.70

.W
1.00
1.20
1.30
1.50
1.tC)
1.80
1.00
2.10
2.20
2.40
2.60
2.70
2.80
3.00
3.10
3.30
3.40
3.> 0
3.70
3.00
4.00
4.20
4.30
4.50

.20

.30

.50.11

.80

.00
1.10
1.20
1.40
1.50
1.70
1.80
2.00
2.10
2,30
2.40
2.60

$0

0
0
0
0
0
0

0
0
0
0
0
0
0
0
0

0

0

0

0

0

(1
0

0
0

0)
0

0I

0
0

0

0
0

0

.20

.30

.0
0

0

(1

.2
30
50
60

0
0
0
0
0.
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0



REVENUE ACT OF 1903

"If the payroll period with respect to an employee Is weekly-Continued

ages are-

At least-

$58 --------$59 ........$58........$59......
$62........$62........

$60 .......
$fS........
$70.......
$72 .......
$74........
$76........
$78........

$80........
$82 .......
$84.......

$ 2 .......
$94 ........
$96........
$9i .......
$100.......$10 .......
$110.......
$101 ......
$120.......
$1210.......$1315.......
$135.......$125 .......

$145.......
$1,40.......$145I.......
$160 .......
$170.......
$180.......
$10.......

$200 and over.........

And the number of withholding exemptions claimed le-

0 2 6 7 8or011F2131 4 -16--,7T81 moreBut leas
than-

$57......
$58. ..
$59.------

$62 .....

$64 .....

$70 .....
$72 ......
$74 ......$7 ..--....
$78 ......
$80 .....
$82 -.....
$81 ...

$90 .....
$92.....
$94......
$90.......

$98 ......$100.....
$105 ....
$110 .....
$115......
$120......
$125.--..
$130-..
$135 .....
$140 -...-
$145 ...
$10..-----
$166 ..
$170 .....
$180.....-
$1W0.....
$200 X...

The amount of Income tax to be withheld shall be-

$4.00 $2.70 $.80 $0 $0 $0 80
4.80 2.90 .00 0 0 0 0
4.00 3.00 1.10 0 0 0 0
5.10 3.20 1.20 0 0 0 0
5.30 3.40 1.50 0 0 0 0
5.60 3.70 1.80 0 0 0 0
5.90 4.00 2.10 .10 0 0 0
6.20 4.30 2.40 .40 0 0 0
0.50 4.60 2.70 .70 0 0 0

$8.50
8.60
8.80
8.90
9.20
9.50
9.80

10. 10
10.40
10.70
11.00
11.30
11.60
11.90
12.20
12.60
12.80
13. 10
13.40
13.70
14.00
14.30
14. 00
14.90
15.40
10. 10
10.90
17.60
18.40
19. 10
19. 90
20.60
21.40
22. 10
23.30
24.80
20.30
27.80
29.30

$0. C0
0.70
6.90
7.00
7.20
7.50
7.80
8.10
8.40
8.70
9.00
9. 30
9.60
9.00

10.20
10. 50
10.80
11. 10
11.40
11.70
12.00
12.30
12. CO
12.00
13.50
14.20
15.00
15.70
16.50
17.20
18.00
18.70
19. 50
20.20
21.30
22.80
24.30
25. 80
27.30

3.00
3.30
3.60
3.90
4.20
4.50
4.80
5.10
5.40
5. 70
0.00
0.30
0.00
0.90
7.20
7.70
8.40
9.20
9.00

10.70
11.40
12.20
12.90
13.70
14.40
15.60
17. 10
18.6
20.10
21.60

1.00
1.30
1.60
1.90
2.20
2.50
2.80
3.10
3.40
3.70
4.00
4.30
4.00
4.00
5.20
5.80
0.50
7.30
8.00
8.80
0.60

10.30
11.01
11.80
12.50
13.60
15.10
10.60
18.10
19.60

.30

.60

.00
1.20
1.50
1.80
2.10
2.40
2.70
3.00
3.30
3.80
4.60
5 30
0.10
0.80
7.60
8.30
9.10
9.80

10.60
11.70
13.20
14.70
10.20
17.70

.20

.50

.80
1.10
1.40
1.00
2.70
3.40
4.20
4.00
6.70
0.40
7.20
7.90
8.70
9.80

11.30
12.80
14.30
15.80

.70
1.50
2.20
3.00
3.70
4.50
5.20
0.00
0.70
7.00
9.40

10.90
12.40
13.90

0
0

.30
1.10
1.80
2.60
3.30
4.10
4.80
5.00
7.40
8.90

10.40
11.90

0
0
0
0
0
0

.60
1. 40
2.10
2.90
4.00
5.50
7.00
8. 50

10.00

6.80
7.10
7.40
7.70
8.00
8.30
8. 60
8.90
9.20
o9.50
9.80

10.10
10.40
10.70
11.00
11.50
12.30
13.00
13.80
14.50
15.30
16.00
10.80
17. 50
18.30
19.40
20.90
22.40
23.00
25. 40

And the w

4.90
5.20
5.50
6.80
6.10
6. 40
0.70
7.00
7.30
7.00
7.00
8.20
8.50
8.80
9.10
0.00

10.40
11.10
11.00
12.60
13.40
14. 10
14.90
15.00
10.40
17.50
19.00
20.50
22.00
23.50

15 percent of the excess over $200 plu--

30.00 28.10 220 24.20 2230 20.40 18.0 10.50 14.60 12.70 10.80



98 REVENUE ACT OF 1063

"If the payroll period with respect to an employee is biweekly

And the wages are- And the number of withholding exemptions claimed Is-

At least- But less
than-

$0-......... $20......

$26........ $28-.......
$28........ $30-.......
$30....... $32--..-..
$32 ........ $31-.....
$34........ $36.......
$3 ........ 3.. .....$36 -------- $-----$3 ....... $10-.......
$10........ $42......
$12....-.... $14 .......
$14........ $4--......
$60...-..... $43..-...
$8 ........ $50---.......
$50....... $52.......
$52 ....... $5--.......
$tS........ $56......
$56 ....... $58.......
5........ $60 ......

$60........ $02......
$62 ....... $6.......
$64........ $66 .......
$8S ....... $63--.....
$65........ $70 ....
$70........ $72---.......
$72........ $74--.......
$74 ........ $76--.......
$76........ $78. .....
$78 -...-- $80.----
$0 ........ $82 .......
$82 ........ $81.......
$90........ $---.......
$86........ $88..---....
$S8....... $90----......
$90....... $92 ----.....
$92 -$..... $---

$910 ....... $10---......
$98-$100----
$100 ....... $102......
$102 -$..... $10..
$10-....... $106---

$108 ....... $110......
$110..-..... $112---......
$112---....... $114 ......

0 1 2 3 4 5 6 7 8 10or

he amount of income ax o b thhld orell be-
The amount of Income tax to be vilthhold shall be-

15% of
woges
$1. 10
4.40
4.70
5.00
5.30
6.60
5.00
6.20
6.50
6.80
7.10
4.40
7.70
8.00
8.30
8.60
8.00
9.20
9.50
0.80

10.10
10.40
10.70
11.00
11.30
11.60
11.00
12.20
12.50
12.80
13.10
13.40
13.70
14.00
14.30
14.60
11.00
15.20
15.50
15.80
16.10
16.40
16.70
17.00

$0

.20
.50
.80

1.10
1.40
1.70
2.00
2.30
2.60
2.90
3.20
3.50
3.80
4.10
4.40
4.70
5.00
5.30
5.60
5.90
6.20
6.50
6.80
7.10
7.40
7.70
8.00
8.30
8.60
8.00
0.20
0.50
0.80

10.10
10.40
10.70
11.00
11.30
11. CO
11.00
12.20
12.50
12.80
13.10

I - ------- -

$0

0
0
0
0
0
0
0
0

0
0
0

0
.30
.0

1.20
1.50
1.80
2.10
2.40
2.70
3.00
3.30
3.60
3.00
4.20
4.50
4.80
5.10
5. 40
5.70
0.00
0.30
0.60
0.90
7.20
7.50
7.80
8.10
8.40
8.70
9.00
9.30

to $0

0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0

.30 0
.60 0
.00 0

1.20 0
1.50 0
1.80 0
2.10 0
2.40 0
2.70 0
3.00 0
3.30 0
3.60 0
3.00 .10
4.20 .40
4.50 .70
4.80 1.00
5.10 1.30
5.40 1. 60



REVENUE ACT OF 1963

"If the payroll period with respect to an employee is blwoekly-Continued

And the wages are- And the number of withholding exemptions claimed le-

0 1 2 3 4 5 6 7 8 9 lO
o r

Atleast- But less more
than-- I I -'I-

Tho amount of income tax to be withheld shall be-

$114...... $116......$17.30 $13.40 $9.60 $5.70 $1.00 $0 $0 $0 $0 $0 $0
$116...... $118... 17.00 13.70 9.90 0.00 2.20 0 0 0 0 0 0
$118....... $120..... 17.0 14.00 10.20 0.30 2.50 0 0 0 0 0 0
$120...-.. $121...... 18.30 14.50 10.60 6.80 2.90 0 0 0 0 0 0
$121....... $128..... 18.90 15.10 11.20 7.40 3.60 0 0 0 0 0 0
$128....... $132..... 19.50 15.70 11.80 8.00 4.10 .30 0 0 0 0 0
$112....... $136..... 2.10 16.30 12.40 8.60 4.70 .90 0 0 0 0 0
$136....... $140-.-.. 20.70 10.90 13.00 0.20 5.30 1.50 0 0 0 0 0
$140.....- $144-.... 21.30 17.50 13. 60 9.80 5.90 2.10 0 0 0 0 0
$144 ...... $148...... 21.90 18.10 14.20 10.40 0.50 2.70 0 0 0 0 0
$148.-..... $152-..- 22.50 18.70 14.80 11.00 7.10 3.30 0 0 0 0 0
$152 ...... $150 .. 2..3.10 19.30 15.40 11.60 7.70 3.90 0 0 0 0 0
$156....... $160..... 23.70 19.90 16.00 12.20 8.30 4.50 .60 0 0 0 0
$160 ....... $161.... 21.30 20.50 16.60 12.80 8.90 5.10 1.20 0 0 0 0
$161....... $168....- 21.90 21.10 17.20 13.40 9.50 5.70 1.80 0 0 0 0
$168...... $172.....- 25.0 21.70 17.80 14.00 10.10 6.30 2.40 0 0 0 0
$172...-..- $176-.... 2.10 22.30 18.40 14.60 10.70 6.90 3.00 0 0 0 0
$176....... $180--...26.70 22.90 19.00 15.20 11.30 7.50 3.60 0 0 0 0
$180-...-.. $181..... 27.30 23.50 19.60 15.80 11.90 8.10 4.20 .40 0 0 0
$181--..... $188..-- 27.90 24.10 20.20 16.40 12.50 8.70 4.80 1.00 0 0 0
$188....... $192.-.- 28.50 24.70 20.80 17.00 13.10 9.50 5.40 1.60 0 0 0
$192.....-- $19---... 29.10 25.30 21.40 17.60 13.70 9.90 6.00 2.20 0 0 0
$19....... $200-..... 29.70 25.90 22.00 1820 14.30 10. 6.60 60 280 0 0 0
$20.......-- $210.--- .30.80 23.90 23.10 19.21) 15.40 11.50 7.70 3.80 0 0 0
$210- ..... $23---. - 32.30 28.40 24.60 20.70 16.93 13.00 9.20 5.30 1.50 0 0
$220--..... $230.... 33.80 29.90 26.10 22.20 18.40 14.50 10.70 0.80 3.00 0 0
$230..--... $210-..... 35.30 31.40 27.60 23.70 19.90 16.00 12.20 8.30 4.50 .60 0
$210-..-- . $250-.... 36.80 32.90 29.10 25.20 21.40 17.50 13.70 9.80 6.00 2.10 0
$250...-..- $2600.. . 38.30 34.40 30.60 26.70 22.90 19. 00 15.20 11.30 7.50 3.60 0
$260.--.... $270..- 39.80 35.90 32.10 28.20 24.40 20.60 16.70 12.80 9.00 5.10 1.30
$270..--. $280--.--- 41.30 37.40 33.60 29.70 25.90 22.00 18.20 14.30 10.60 0.60 2.80
$280... $290-..... 2.80 38.90 35.10 31.20 27.40 23.50 19.70 15.80 12.00 8.10 4.30
$290--..... $300..... 44.30 40.40 36.60 32.70 28.90 25.00 21.20 17.30 13.50 9.60 5.80
$300.--.. $320--. 46.50 42.70 38.80 35.00 31.10 27.30 23.40 19.60 16.70 11.90 8.00
$320...-... $340--. . 49.50 45.70 41.80 38.00 34.10 30.30 26.40 22.60 18.70 14.90 11.00
$310.......$3 00).. 52.50 48.70 44.80 41.00 37.10 33.30 29.40 25.60 21.70 17.90 14.00
$360...-- $3S0..-.. 55.50 51.70 47.80 44.00 40.10 30.30 32.40 28.60 24.70 20.90 17.00
$380...... $400..... 58.50 54.70 50.80 47.00 43.10 39.30 35.40 31.60 27.70 23.90 20.00

15 percent of the excess over $400 plus-

$400 and over.........60.00 56.20 2.30 480 44.60 40.80 36.90 33.10 29.20 25.40 21.50



IUU REVENUE ACT OF 1963

"If the payroll period with respect to an employee Is semimonthly

And the wages are-

Atleast- Butlemw
than-

$0-........ $28--.....

$28-....... $30.......
$30-....... $32.......
$32........$34.......
$34 ...... .$36--..
$36-..-.... $38--.....
$38--..... $40-.......
$40-...... $42.......
$42........ $44-......
$44........ $46 -...
$4....... $48.......
$48........ $50.......
$50........ $52.......
$52..-...... $54......--
$54-.....-. $56-......

$56...... .$58.......$58........ $. --.....
$60-........ $62.......
$62....... $64.......
$64........ $66.......---
$6........ $68.......
$68........ $70-....---
$70- ........ $72.......---
$72........ - $74......
$74........ $76.......---
$76-........$78.......
$78........ - $80.......
$80........ --- $82.......--
$82..-...... $84.......--
$84........ $86 .......
$86 -........ $88.......
$88-........ $90.......
$90-........ $92.......
$92-........ -- $94......
$94---....... $96......
$96-....... $98...... -
$98-....... $100 ......
$100-....... -- $102......
$102---....... $104--.....
$104-- -- $106.--.
$106---- $108.---
$108----- $110---
$110-....... $112......
$112-....... $114......
$114....... $116......
$116-....... $118......

And the number of withholding exemptions claimed ie-

T0 1 2 
3  

4 
5  

6 
7  

8 
9  

1 or
The amont income ax to e withheld hll be- more

The amount of income tax to be withheld shall be-
I

15%of $0 $0 $0
wages
$4.40 .20 0 0
4.70 .60 0 0
5.00 .80 0 0
5.30 1.10 0 0
5.60 1.40 0 0
5.90 1.70 0 0
6.20 2.00 0 0
6.0 2.30 0 0
6.80 2.60 0 0
7.10 2.90 0 0
7.40 3.20 0 0
7.70 3.60 0 0
8.00 3.80 0 0
8.30 4.10 0 0
8.60 4.40 .20 0
8.90 4.70 .50 0
9.20 5.00 .80 0
9.50 5.30 1.10 0
9.80 5.60 1.40 0

10.10 5.90 1.70 0
10.40 6.20 2.00 0
10.7A 6.60 2.30 0
11.00 6.80 2.60 0
11.30 7.10 2.90 0
11.60 7.40 3.20 0
11.90 7.70 3.50 0
12.20 8.00 3.80 0
12.50 8.30 4.10 0
12.80 8.60 4.40 .30
13.10 8.90 4.70 .60
13.40 9.20 5.00 .90
13.70 9.60 5.30 1.20
14.00 9.80 5.60 1.50
14.30 10.10 5.90 1.80
14.60 10.40 6.20 2.10
14.90 10.70 6.50 2.40
15.20 11.00 6.80 2.70
15.50 11.30 7.10 3.00
15.80 11.60 7.40 3.30
16.10 11.90 7.70 3.60
16.40 12.20 8.00 3.90
16.70 12.60 8.30 4.20
17.00 12.80 8.60 4.50
17.30 13.10 8.90 4.80
17.60 13.40 9.20 5.10

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
.30
.60
.90

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0



REVENUE ACT OF 1963

"If the payroll period with respect to an employee is semimonthly-Continued

And the wages are- And the number of withholding exemptions claimed is-

0 1 2 3 1 4 6 6 , 7 8 9 ore
Atleast- Butlem, m68or

than-
The amount of income tax to be withheld shall be-

$118.......

$124.......$124 .......
$128.......
$132.......
$136.......
$140.......-
$144.......
$148...-...
$152..--..
$156.....
$160.......
$164.......
$168-.......
$172.......
$176.......
$180.....-
$184 ......
$188.....
$192.......
$190......
$200...-.
$210.....
$220.......
$230.......
$210.......
$250......
$2. .......
$270-...-..
$280.......
$290-.......
$300-.......
$320.......
$340.......
$360... ---
$380.......
$100--.....
$420 .......
$440.......
$460.......
$480.. 1

$120 ---.
$124----
$128 ---
$132---
$136---
$140.--.-
$144.--.-
$148 ---
$152...-
$166-..-
$160 -----
$164.-
$168.-
$172.---
$176.--.
$180 ----
$184.--
$188.---
$192----
$196-----
$200 -----
$210. --
$220. ---
$230. -
$240..
$250-..-.-
$260. --
$270.-----
$280.--.
$290.-
$300.--
$320----
$310......
$360---
$380 ----
$100.--
$120..--....
$440.--
$460 ---.
$480. ---
$500- -

$500 and over-.........

$17. 90
18.30
18.90
19. 50
20.10
20.70
21.30
21.90
22.50
23. 10
23.70
24.30
24.90
25.50
26.10
26.70
27.30
27.90
28.50
29. 10
29.70
30.80
32.30
33.80
35.30
36.80
38.30
39. 80
41.30
42.80
44.30
46.50
49. 50
52.50
55.50
58.50
61.50
64.50
67.50
70. 50
73.50

$13.70
14.10
14.70
15.30
15.90
16.50
17.10
17.70
18.30
18.90
19.60
20.10
20.70
21.30
21.90
22.50
23.10
23.70
24.30
24.90
25.50
26.60
28.10
29.60
31. 10
32.60
34.10
35.60
37.10
38.60
40.10
42.30
45.30
48.30
51.30
54.30
57.30
60.30
63.30
60.30
69.30

$9.50
10.00
10.60
11.20
11.80
12.40
13.00
13.60
11.20
11.80
15.40
10.00
16.60
17.20
17.80
18.40
19.00
19.60
20.20
20.80
21.40
22.40
23.90
25.40
26.90
28.40
29.90
31.40
32.90
34.40
35.90
38. 20
41.20
44.20
47.20
50. 20
53.20
56.20
59.20
62.20
65.20

$5.40
5.80
6.40
7.00
7.60
8.20
8.80
9.40

10.00
10.60
11.20
11.80
12.40
13.00
13.60
14.20
14.80
15.40
16.00
16.60
17.20
18.30
19.80
21.30
22.80
24.80
25.80
27.30
28.80
30.30
31.80
34.00
37.00
40.00
43.00
46.00
49.00
52.00
55.00
58.00
61.00

$1.20
1.60
2.20
2.80
3.40
4.00
4.60
5.20
5.80
6.40
7.00
7.60
8.20
8.80
9.40

10.00
10.60
11.20
11.80
12.40
13.00
14. 10
15.60
17. 10
18. 10
20.10
21.60
23.10
24.60
20.10
27. 0
29.80
32.80
35.80
38.80
41.80
44.80
47.80
50.80
53.80
56.80

.50
1.10
1.70
2.30
2.90
3.50
4.10
4.70
5.30
5.90
6.50
7.10
7.70
8.30
8.90
9.90

11.40
12.90
14.40
15.90
17.40
18.90
20.40
21.90
23.40
25.70
28.70
31.70
34.70
37.70
40.70
43.70
46.70
49.70
52.70

.50
1.10
1.70
2.30
2.90
3.50
4.10
4.70
5.80
7.30
8.80

10.30
11.80
13.30
14.80
16.30
17.80
19.30
21.50
24.50
27.50
30.50
33.50
36.50
39.50
42. 50
45.50
48.50

.50
1.60
3.10
4.60
6.10
7.60
9.10

10.60
12.10
13.60
15.10
17.30
20.30
23.30
26.30
2.30
32.30
35.30
38.30
41.30
44.30

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
.40

1.90
3.40
4.90
6.40
7.90
9.40

10.90
13.20
16.20
19.20
22.20
25.20
28.20
31.20
34.20
37.20
40.2040. 20

.80
2.30
3.80
5.30
6.80
9.00

12.00
15.00
18, 00
21.00
24.00
27.00
30.00
33,00
36.00

0
0
0
0
1.10
2.60
4.80
7.80

10.80
13.80
16.80
19.80
22.80
25.80
28.80
31.80

101

15 percent of the excess over $500 plu--

75.00 70.80 66.70 2. 50 58.30 54.20 50.00 45.80 41.70 37.0 33.30

I



1U REVENUE ACT OF 1963

"If the payroll period with respect to an employee is monthly

And the wages are- And the number of withholding exemptions claimed is-

0 3 4 5 6 7 8 9 10or
Atleast- But lss more

than-
The amount of income tax to be withheld shall be-

$0......-.. $506...... 15%of $0 -. $0 0 $0 $0 $0 t0 $0 $0
wages

$56 .....-.. $60..--. $8.70 .40 0 0 0 0 0 0 0 0 0
$60 .-..---- ... ...... 9.30 1.00 0 0 0 0 0 0 0 0 0
$64....---- $68....... 9.0 1.60 0 0 0 0 0 0 0 0 0
$68 ....-.. $72....... 10 50 2.20 0 0 0 0 0 0 0 0 0
$72 ........ $76-...-. 11.10 2.80 0 0 0 0 0 0 0 0 0
$70.....--. $80....... 11.70 3.40 0 0 0 0 0 0 0 0 0
$80........ $84....... 12.30 4.00 0 0 0 0 0 0 0 0 0
$84........ $88..... 12.00 4.60 0 0 0 0 0 0 0 0 0
$88........ 492....... 13.50 5.20 0 0 0 0 0 0 0 0 0
$92........ $96......- 14.10 5.80 0. 0 0 0 0 0 0 0 0
$96........ $100...... 14.70 6.40 0 0 0 0 0 0 0 0 0
$100--...... 10-...... 15.30 7.00 0 0 0 0 0 0 0 0 0
$104 ..... 10...... 15.90 7.60 0 0 0 0 0 0 0 0 0
$108....... $112...... 16.60 8.20 0 0 0 0 0 0 0 0 0
$112....... - 116-... 17.10 8.80 .40 0 0 0 0 0 0 0 0
116......$120...... 17.70 9.40 1.00 0 0 0 0 0 0 0 0
120 ..... $124...... 18.30 10.00 1.60 0 0 0 0 0 0 0 0

$124...... $128..--.. 18.90 10.60 2.20 0 0 0 0 0 0 0 0
$128....... $132...... 19.50 11.20 2.80 0 0 0 0 0 0 0 0
$132....... 136-...- 20.10 11.80 3.40 0 0 0 0 0 0 0 0
$136....... 140...... 20.70 12.40 4.00 0 0 0 0 0 0 0 0
$140....... $144-..... 21.30 13.00 4.60 0 0 0 0 0 0 0 0
$144-....... 148...... 21.90 13.60 5.20 0 0 0 0 0 0 0 0
$148 -..... 5152-..... 22.50 14.20 5.80 0 0 0 0 0 0 0 0
$152....... $15.----.. 23.10 14.80 6.40 0 0 0 0 0 0 0 0
$156-..... $160..... 23.70 15.40 7.00 0 0 0 0 0 0 0 0
$160....... $164...... 24.30 16.00 7.60 0 0 0 0 0 0 0 0
$161-....... 168...... 24.90 16.60 8.20 0 0 0 0 0 0 0 0
$168--..... $172-..... 25.50 17.20 8.80 .50 0 0 0 0 0 0 0
$172-....... 4176 ---- 26.10 17.80 9.40 1.10 0 0 0 0 0 0 0
$176....... $180-.... 26.70 18.40 10.00 1.70 0 0 0 0 0 0 0
$180---- ... 184.---. 27.30 19.00 10.6(0 2.30 0 0 0 0 0 0 0
$184-..... $188.....- 27.90 19.C0O 11.20 2.00 0 0 0 0 0 0 0
$188...-... $192-..... 28.60 20.20 11.80 3.50 0 0 0 0 0 0 0
$192--.... $196...... 29.10 20.80 12.40 4.10 0 0 0 0 0 0 0
$106....... $200-..... 2.70 21.40 13.00 4.70 0 0 0 0 0 0 0
$200-...-.. $204...... 30.30 22.00 13.60 5.30 0 0 0 0 0 0 0
$204....... $208---. . 30.90 22.60 11.20 5.90 0 0 0 0 0 0 0
$20--...... $212...... 31.50 23.20 14.80 6. 0 0 0 0 0 0 0 0
$212..--.. $216--.... 32.10 23.80 15.40 7.10 0 0 0 0 0 0 0
$210....... $220...... 32.70 24.40 16.00 7.70 0 0 0 0 0 0 0
$220.--... $224 ......33.30 25.00 16.60 8.30 0 0 0 0 0 0 0
$224 ...- . $228...... 3300 25.60 17.20 8.90 .60 0 0 0 0 0 0
$228....... $232...... 34.50 26.20 17.80 0.50 1.20 0 0 0 0 0 0



REVENUE ACT OF 1963

"If the payroll period with respect to an employee is monthly-Continued

And the w

Atleast-

$232.......
$230.......
$240-.......
$218---.......
$256 .......
$261 ----.......
$272.......
$280.......
$288--.....
$296 .......
$301---.......
$312.......
$320...-...
$328...-..-
$336..---..
$314---.....
$352.......-
$360 .......
$36S---.......
$376---.......
$31---.......
$392...-..
$100-.......
$120---.......
$110---.......
$160.......
$SO-..--....
$500o..-...
$520.......
$510 ---.......
$500-.......
$580.......
$00o.......
$610.......
$680..--..
$720.......
$760---.......
$800-.......
$810----.......
$889.......
$920.......
$90---.......

And the number of withholding exemp;ons claimed is-

S 11 21 3 4 I 6 1 7 I 81 9 1'0o

ages are--

But less
than-

$236---.....
$210.--..-
4218 .....
4250o...
$261 -.....
$272.....
$280.....--
$2&.....
$2--.....--
$301.....-
$312......
$30.....--
$328-.....
$33t-......
$311......
$352......
$360 ......
$38......-
$376 ......
$351...
$392......
$100......
$120......
$140--......
$160......
$18so0......
$500-......
$520.....
$510......
$50......
$50......
$300......
$610 -...
$3o0.....
$720......
$760......
$300oo......
$310 ......
$880o ......
$92......
$960 ......
$1,000 ..--

150.00 141.70 1133.30 125.00 110.70 10.30 100.00 01.70 83.30 75.00 60.70

103

The amount of income tax to be wlthhld hall be-

$35.10 $26.80 $18.40 $10.10 $1.80 $0 $0 $0 $0 $0 $0
35.70 27.40 19.00 lu. 70 2.40 0 0 0 0 0 0
36.60 28.30 19. 0 11.60 3.30 0 0 0 0 0 0
37.80 29.50 21.10 12.80 4.50 0 0 0 0 0 0
39.00 30.70 22.30 14.00 5.70 0 0 0 0 0 0
10.20 31.90 23.50 15.20 6. O 0 0 0 0 0 0
41.40 33.10 24.70 16.40 8.10 0 0 0 0 0 0
42.60 31.30 25.90 17.60 9.30 .90 0 0 0 0 0
43.80 35.50 27.10 18.80 10.50 2.10 0 0 0 0 0
45.00 36.70 28.30 20.00 11.70 3.30 0 0 0 0 0
160. 20 37.90 29.50 21.20 12.90 4.50 0 0 0 0 0
47.40 39.10 30.70 22.40 14.10 5.70 0 0 0 0 0
48. 60 40.30 31.90 23.60 15.30 6. 90 0 0 0 0 0
49.80 41.50 33.10 24.80 16.50 8.10 0 0 0 0 0
51.00 42.70 34.30 2.O00 17.70 0.30 1.00 0 0 0 0
52.20 43.90 35.50 27.20 18.90 10.50 2.20 0 0 0 0
53.40 45.10 36.70 28.40 20.10 11.70 3.40 0 0 0 0
51.60 46.30 37.90 29.60 21.30 12.90 4.60 0 0 0 0
55.80 47.50 39.10 30.80 22.50 14.10 5.80 0 0 0 0
57.00 48.70 40.30 32.00 23.70 15.30 7.00 0 0 0 0
58.20 49.90 41.50 33.20 24.90 16.50 8.20 0 0 0 0
59.40 51.10 42.70 31.40 26.10 17.70 9.40 1.10 0 0 0
61.50 53.20 44.80 36.50 28.20 10.80 11.50 3.20 0 0 0
61.50 50.20 47.80 39.50 31.20 22.80 14.50 6.20 0 0 0
67.50 59.20 50.80 42.50 31.20 25.80 17.50 9.20 .80 0 0
70.50 62.20 53.80 45.50 37.20 28.80 20.50 12.20 3.80 0 0
73.50 65.20 56.80 48.50 40.20 31.80 23.50 15.20 6.80 0 0
76.50 68.20 59.80 51.50 43.20 31.80 28.50 18.20 9.80 1. 0 0
79.50 71.20 62.80 51.50 46.20 37.80 29.50 21.20 12.80 4.50 0
82.50 74.20 65.80 57.50 49. 20 40.80 32.52024.20 15.80 7.50 0
85.50 77.20 GS.80 60.50 52.20 43. 0 35.50 27.20 18.80 10.50 2.20
88.50 80.20 71.80 63.50 55.20 46.80 3.50 30.20 21.80 13.50 5.20
93.00 81.70 76.30 68.00 59.70 51.30 43.00 31.70 26.30 18.00 0.70
91.00 90.70 82.30 71.00 65.70 57.30 49.00 40.70 32.30 24.00 15.70

105.00 90.70 88.30 80.00 71.70 63.30 55.00 40.70 38.30 30.00 21.70
111 00 102.70 91.30 80.00 77.70 69.30 61.00 52.70 44.30 36.00 27.70
117.00 109.70 100.30 92.00 83.70 75.30 67.00 58.70 50.30 42.00 33.70
123.00 114.70 106.30 9800 89.70 81.30 73.00 61.70 56.30 48.00 39.70
12J.00 120.70 112.30 101.00 95.70 87.30 79.00 70.70 62.30 54.00 45.70
135.00 128.70 118.30 110.00 101.70 93.30 85.00 76.70 68.30 60.00 51.70
111.00 132.70 121.30 116.00 107.70 99.30 91.00 82.70 74.30 60.00 57.70
147.00 138.70 130.30 122.00 113.70 105.30 97.00 88.70 80.30 72.00 63.70

15 percent of the excess over $1,030 plus-

$1,000 and over ........

- - --
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"If the payroll period with respect t) an employee is a daily payroll period or a miscellaneous
r yroll period-

And the wages
divided by the num-
ber of days in such

period are-

At least- Butless
than-

SO..... .. $2.00--...-
$2.00...... $2.25.....
$2.25...... $2.50.--
$2.60...... $2.75.--
$2.75 ..... $3.00..-
$3.00...... $3.25....
$3.25-.... $3.50..--
$3.50...... $3.75--..
$3.76.--.. $4.00 -.
$4.00 -... $4.25- .
$4.25..... $4.50--..
$4.50-.... $4.75 ----
$4.75...... $5.00 -
$5.00...... $5.25.---
$5.25...... $5.0 ..
$5.50--.... $5.75....
$5.75.-.... $6.00 ....
$6.00...... $6.25.--
$6.25..--.. $6.50---
$6.50-.....$6.75
$6.75-.... $7.00---.
$7.00-..-.. $7.25..-
$7.25...... $7.50...
$7.50-..... $7.75..
$7.75.-... $8.00...-
$8.00...... $8.25..
$8.25.-... $8.50
$8.50.-... $8.75.-.-
$8.75-.... $9.00....
$9.00--.. $9.25
$9.25-..... $9.50....
$9.50 ..- . $9.75...
$9.75...... $10.00...
$10.00.... $10.50....
$10.50..-.. $11.00....
$11.00 ....- 11.50 -...
$11.50..... $12.00...
$12.00--..- $12.50.-..
$12.50.--. 813.00...
$13.00--... $13.50.-.
$13.50--... $14.00.---
$14.00..... 14.50 .
$14.50..... $15.00...
$15.00..... $15.50...
$15.50..... $16.00...
$16.00..... $16.50...
$16.60..... $17.00....
$17.00..... $17.50....
$17.50--... $18.00..-.
$18.00-.... $18.50...-
$18.50 .... $19.00...
$10.00..... $10.50....
$19.60..-.. $20.00....
$20.00 .... $21.00....
$21.00.... $22.00 -...
$22.00.... $23.00...
$23.00..... $24.00 ...
$24.00..... $25.00- .
$25...... $26.00..
$26.00.... $27.00 ...
$27.00..... $28.00...
$28.00..... $29.00 ...
$29.00.. $30.00 ...

$30 and over..........

And the number of withholding exemptions claimed Is-

0 1 2 3 4 5 6 7 8 9 10 or
more

The amount of tax to be withheld shall be the following amount multiplied by
the number of days In such period-

15% of
waces
$0.30

.35

.40

.45

.45

.50

.55

.60

.60

.65

.70

.75

.75

.80

.85

.90

.90

.95
1.00
1.05
1.05
1.10
1.15
1.20
1.20
1.25
1.30
1.35
1.35
1.40
1.45
1.50
1.55
1.60
1.70
1.75
1.85
1.90
2.00
2.05
2.15
2.20
2.30
2.35
2.45
2.50
2.60
2.65
2.75
2.80
2.90
2.95
3.10
3.25
3.40
3.55
3.70
3.85
4.00
4.15
4.30
4.45

$0
.05
.10
.10
.15
.20
.25
.25
.30
.35
.40
.40
.45
.50
.55
.55
.60
.65
.70
.70
.75
.80
.85
.85
.90
.95

1.00
1.00
1.05
1.10
1.15
1.15
1.20
1.25
1.35
1.40
1.50
1.55
1.65
1.70
1.80
1.85
1.95
2.00
2.10
2.15
2.25
2.30
2.40
2.45
2.55
2.60
2.70
2.80
2.95
3.10
3.25
3.40
3.55
3.70
3.85
4.00
4.15

.05

.05

. 10

.15

.20

.20

.25

.30

.35

.35

.40

.45

.50

.50

.55

.60

.65

.65

.70

.75

.80

.80

.85

.90

.95
1.00
1.05
1.15
1.20
1.130
1.35
1.45
1.50
. 60

1.65
1.75
1.80
1.90
1.95
2.05
2.10
2.20
2.25
2.35
2.40
2.55
2.70
2.85
3.00
3.15
3.30
3.45
3.60
3.75
3.90

.05

.10

.15
.15
.20
.25
.30
.30
.35
.40
.45
.45
.50
.55
.60
.60
.65
.70
.80
.85
.95

1.00
1.10
1.15
1.25
1.30
1.40
1.45
1.55
1.60
1.70
1.75
1.85
1.90
2.00
2.05
2.15
2.25
2.40
2.55
2.70
2.85
3.00
3.15
3.30
3.45
3.60

S0
0
0
0
0
.05
.10
.10
.15
.20
.25
.25
.30
.35
.40
.45
.50
.60
.65
.75
.80
.90
.95

1.05
1.10
1.20
1.25
1.35
1.40
1.50
1.55
1.65
1.70
1.80
1. o
2.00
2.15
2.30
2.45
2.60
2.75
2.00
3.05
3.20
3.35

.05

.05

.10

.15

.25

.30

.40

.45

.55

.(60

.70

.75

.85

.90
1.00
1.05
1.15
1.20
1.30
1.35
1.45
1.501.60
1.70
1.85
2.00
2.15
2.30
2.45
2.60
2.75
2.90
3.05

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

.05

.10

.20

.25

.35
.40
.50
.55
.65
.70
.80
.85
.95

1.00
1.10
1.15
1.25
1.30
1.45
1.60
1.75
1.90
2.05
2.20
2.35
2.50
2.65
2.80

0
0
0
0
0
0
0
C
0
0
0
0
0
0
0
0
0
0
0
0
0

.05

.15

.20

.30

.35

.45

.50

.60

.65

.75

.80

.90

.95
1.05
1.15
1.30
1.45
1.60
1.75
1. n
2.05
2.20
2.35
2.50

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

. 15

.25

.30

.40

.45

. 55

.60

.70

.75

.90
1.05
1.20
1.35
1.50
1.65
1.80
1.95
2.10
2.25

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

.05

.10

.20

.25

.35

.40

.50

.60

.75

.90
1.05
1.20
1. 35
1.50
1.65
1.80
1.95

o

1.95

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

0

.05

.15

.20

.35

.50

.65

.80

.95
1.10
1.25
1.40
1.55
1.70

o)

15 percent of the excess over $30 plus-

4.60 4.25 3.95 3.70 3. 403.40 15 2.85 2. 60 2.30 2.05 1.75
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"(B) WAGES PAID AFTER DECEMBER 31,1964.-At the election of the employer
with respect to any employee, the employer shall deduct and withhold upon
the wages paid to such employee after December 31, 1964, a tax determined
in accordance with the following tables, which shall be in lieu of the tax
required to be deducted and withheld under subsection (a) :



REVENUE ACT OF 1963

"If the payroll period with respect to an employee Is weekly-

And the number of withholding exemptions claimed to-

0 1 2 3 4 7 8 9

The amount of income tax to be withheld shall be-

And theowe

At least-

$0...-.-..

13 ........
14........
15 ........
t10......i18.......

1 I........

21 ........
2 ........
23 .......24 .......S21.......

22........

31 ........

3 24........

46 ........
37 ........

S2.......

30........

I......
2 ........

4 ...
4I ........

3.....
7....

$49........

ges are-

But less
than-

$13......

$14......
$15......
$107 .......
$17......
$18......
19......
S20......
$21.......
$23 .......
$234 ......
25 24.......

26 .......
27 .......
,28 .......
20 .......

!32 .......
$33......
34......
35......

f30 .......

39 .......
!40 .......

!41 .......
42 .......
43 .......

144......
45.......
,l4l .......
1.47......

1 ......
I 2 .......
53 .......
64......

14%Iol
wages
$1. UO
2.00
2.20
2.30
2.60
2.60
2.70
2. 0
3.00
3.20
3.30
3.40
3.60
3.70
3. 0
4.00
4.10
4.30
4.40
4.00
4.70
4.80
5.00
5.10
5.30
5.40
5. 60
56.70
5.80
0.00
0.10
0.20
0.40
f. 60
0 70
0.80
06.r0
7.10
7.20
7.40
7.60
7.60
7.80

$0

.10

.20
.40
.50
.70
.80
.00

1.10
1.20
1.40
1.50
1.80
1.80
1. 0
2.10
2.20
2.30
2.50
2.60
2.80
2.90
300
3.20
3.30
3.50
3.50
3.70
3. 0
4.00
4.20

4.40
4.60
4.70
4. TO
5.00
5.10
6.30
5.40
5.60
6.70

0.00

106

$0

0
0
0
0
0
0
0
0
0
0
0
0
0
.10
.30
.40
.60
.70
.80

1.00
1.10
1.20
1.40
1.50
1.70
1.80
1.00
2.10
2.20
2.40
2.60
2.60
2.80
2.00
3.10
3.20
3.30
3.60
3.60
3.FO
3.90
4.00
4.20

.10

.30

.40

.60

.70

.80
1.00
1.10
1.30
1.40
1.60
1.70
1.PO
2.00
2.10
2.20
2.40
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"If the payroll period with respect to an employee is weekly-Continued

And the wages are- . And the number of withholding exemptiorn claimed l-

0 1 2 4 5 1 I 7 8 9 10or
Atleaet- Butless more

than-
The amount of Income tax to be withheld shall be-

150........
0 c.........
1S ........

059........
O01........

102........;0 ........

170.......
;72.

78 ........
s7o........
82.......;78........

gO.......;92........

04 ........

90......

125.......
10.......

192......
10 .......

0........

105 .......

100........
170.......

115.......

120.......
125.......
130.......
135.......
140.......
145 .......
150.......
100.......
170.......
180.......
O190.......

57.......
S58.......

59.......

0.......

002 .......

$72.......
74 ........
170 ........$78 ......
$80......
$82......$84 .......

i0 .......
92.......;90......

100......
105......io10......
115 ......

1 120.....

130 ......
$135 ......

140 ......
145 ......150 ......100 ......

170.....
180......
190.100...100......

$7.00
8. 10
8.20
8.30
8.50
8.80
0.10
0.40
9.70
9.90

10.20
10.50
10.80
11.10
11.30
11.00
11.90"
12. f
12. TO
12/70
13.00
1 .30
3.60
3.90

14.40
15. 10
15.80
10.60
17. 20
17.90
8. 60
9. 30
.. 00
270

230
24.
25. 9
27. 30'

$0.10
0.30
0.40
0.50
0.70
7.00
7.30
7.00
7. )0
8.10
. 40

8 70
O. ('
W30
/. 50
09.80

10.10
10.40
10.70
10.90
11.20
11.50
11.80
12.10
12.60
13.30
14.00
14.70
15.40
16. 10
10.80
17. 50
18.20
18.00
19.90
21.30
22.70
24.10
25.50

K

$4.30
4.60
4.60
4.70
5.00
5.20
5.50
5.80
0.10
0 40'

60
' 6.00
7.20
7.50
7.80
8.00
8.30
8.00
.. 90
0/20
9.40
0.70

10.00
10.30
10.80

-11.50
12.20,
12.90
13.00
14.30
5.00

15.70
10.40
1V. 10

1080
20.90
22.30
23.70

$2.50
2.70
2.80
2.00
3.20
3.40
3.70
4,00

'4.30
4.00
4,80
5.10
5.40
5.70
0.00
0.20
0: 0
6'0.80
7.10
7.40
7.00
7.00'
8.20
8.50
0.00
0.70

10.40

11:8
12.
13.2

14.
15.301. 30
10.30
17.70
19. 10
20.50
21 90

. 70

.00
1.00
1.20
1.40
1.00

S2.20
2.60
2. 0
3.00
3.30
3.60
3.00

,4.20
4.0

5. 0o
5. 05.30

10.70
11.40
t 2.10
1. 80

14. 60-
15.90

17.30
20.10

U 0: * 10
.40
.70

1.00
1.20
1.50
1. bO
2J10
2.'40
2.00
2. 00
3.20
a. 50\

4,30

4.

8.
.40

10.I
11:70
-1Z 70,

18.

$0 80
0 0
0 0
0 0
0 0
0 0
0- ... 0
0 0
0
0 0
0 0
0 0

.0 0
".30. 0
.60 0

1.10 0'iI 1o o,
1.40 10
1.70 ' 0

3. 10 1. o3. 00 .20
4.30 .50

6.00 3.JO

3.00 i

1780 1.00
8. 6Q 0 /070
0.0 7.40
9,BO 8. 10

-10. 0 9. 10
12.30 10.0
13.70 11.80
16.10 13.30
16.50 114.70\I /

$0
0
0
0
0
0
0
0

.0

01
0
0
0
0
0
00
0

0
0

00

1.40
-2. 10

2.3BC
3.50
4.20
4.90

0."50
7.30
8.70

10.10
Ih450

/f2. g0

$0
0
0
0
0
0
0
0
0
0
0

0
0

'0
0
0
0
00

0

0
0
0

0

0

8.30
f 1.00

1.70
2:40
8.10
8.80
4.50
5.50
6.00
8.30
9.70

11.10

$0
0
0
0
0
0
0
0
0
0
0
0
0.
0
0

0
0
0
0
0
0
0
0
0

00
0

60.
1.30j

0
0

.70

3.80

14 percent oYlih exess over $200 plie-

$200 and over ......... 2. 20.20 .4 . 20.80 19.00 17 .4 1 .8 0
- -~-I -I~-UI----CI-I- h IL- --i o

~ -
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"If the payroll period with respect to an employee Is biweekly-

And the wages are- And the number of withhold

0 1 2 3 4 5
Atleast- But lose

than- _

The amount of income tax

0 ......... $26....... 14%ol $0 $0 $0 $0 $0
wages

28...... $3. 80 .20 0 0 0 0
28........ 30....... 4.10 .50 0 0 0 0

. 32....... 4.30 .80 0 0 0 0
132...... ....... 40 1)00 0 0 0 0

..... ....... 4.00 1.30 0 0 0 0
. .. 38....... 6.20 1. 0 0 0 0 0

38........ 40....... .0 1.0 0 0 0 0
40........ 42....... 5. 70 2.20 0 0 0 0

42........ 14....... 0.00 2.40 0 0 0 0
44........ 10....... 0.30 2.70 0 0 0 0

S........ 8....... .00 3.00 0 0 0 0
48........ 5...... 0.00 3.30 0 0 0 0

........ 2.......... 7.10 3.00 0 0 0 0
$52........ 1....... 7.40 3.80 .20 0 0 0
$54........ ..... 7.70 4.10 .50 0 0 0

2 ........ ........ 8.00 4.40 .80 0 0 0
.... . ....... 30 .70 1.10 0 0 0

0 ....... 2..... 0 500 . 1. 40 0 0 0
62........ 64....... 8.80 6.20 1.60 0 0 0t........ ....... 0.10 5.50 1,90 0 0 0

........ ....... 0.40 5.80 2,20 0 0 0
S........ 70 ....... .70 6.10 0 2.50 0 0 0
70:....... 2....... 8.0 0.0.40 2.80 0 0 0
7........ 74.......10.20 0.60 8.00 0 0 0

$74........ 70....... 10.60 6.00 8.30 0 0 0
70........78...... 10.80 7.20 8.0 0 0 0
78........ ....... 11.10 7.60 8.00 .30 0 0
80........ 2....... 11.30 7.80 4.20 . 0 0 0
82........ 4...... 11.60 00 4.4 0 .0 0 0
4....... 8....... 180 130 470 1.10 0 016 ....... ...... 12.20 860 .00 140 0 0

......... ..... 12.0 800 6.30 1.7 0 0
0........ ....... 12.70 0.20 6.00 2.00 0 0
92........ ....... 18.00 0.40 .so80 2.0 0 0

4....... ...... 13.30 0.70 0.10 2.60 0 0
S........ 9 18.00 10.00 8.40 2.80 0 0

... 100...... 13.90 10.30 0.70 3.10 0 0
100....... .102...... 14.10 10. 0 7.00 3.40 0 0
102....... 104...... 14.40 10.80 7.20 8.70 .10 0
104....... 106...... 14.70 11.10 7.60 8.00 .30 0
106....... 108..... 15.00 11.40 7.80 4.20 .60 0
108....... 110 ...... 18.80 11.70 8.10 4.60 .00 0
1 10.....:. 112...... 15.60 12.00 8.40 4.80 1.20 0

1112....... 4ll....." 15.80 12.20 8.60 .10 1, 0 0

ing exemptions claimed Is-

6 7 8 9 10 or
more

to be withheld shall be-

$0 $0 $0 $0 $0

0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0

o o 0 o o
0 0 0 0 0

0 0 0 0 0
0 0 0 0 00 0 0 0 0

0 0 0 0 00 0 0 0 0

0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 00 0 0 0 0
0 0 0 0 0

0 0 0 0 0
0 0 0 0 00 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 00 0 0 0 00 0 0 0 0
0 0 0 0 0
0 0 0 0 0

106
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"If the payroll period with respect to an employee is biweekly--Continued

And the wages are-

Atleat-

$114.......
$110.......
$1 18......

124 .......
$12.......
$130.......
141.......

$144.......
$148.......
$162.......
$160.......
$100.......
$104.......
$108.......

172.......
$170.......
$180....
$184.......
$188.......
$102.......
$190.....
$200.......
$210......
$220......

$230.......

$200.-

$270.......
$280.......$300.......

$380....-

ButiIeee
than-

$110......
$118......
$120......

$132......

$140......
$144......$13 ......

$148......
1644 ......148 ......152......

101.....
1608......
lO t ......
168......

$172......
$170. .....

180....
184 ......

$188......
$102......
$100....
$200.....
$210.....1220....
230....
240...

250 ......

20. .....

60....U

o400......

$400 and over.........

And the number of withholding exemptions claimed Il-

0 2 3 4 5 7 
8  

9 10or
IaI I IT 9 more

$1, 10
10.40
11. 70
17. 10
17.60
18.20
18.80
19. 0
10. 90
20.40
21. 00
21.00
22. 10
22.70
23.20
23.80
24.40
24. I00
25.60
20.00
20.00
27. 20
27.70
28.70
30.10
31.50
32. 90
34.30
35.70
37. 10
38.60
39.00
41.30
43. 40
40. 20
49.00
51.80
54.00

$12.60
12.80
13.10
13.60
14. 10
14. 11)
15.20
15.70
10.30
10.00
17.40
18.00
18.60
10.10
19.70
20.20
20.80
21.30
21.90
22.50
23.00
23.60
24.10
25. 10
20650
27.90
20.30
30.70
32.10
33.50
34.90
3. 30
37. 70
39. 80
42.00
45.40
48.20
51.00

The amount of Income tax to be withheld shall be-

$8.00 $5.30 $1.70 $0 $0 $0 $0
0.20 6.60 2.00 0 0 0 0
1. 60 5. 90 2.30 0 0 0 0
0.00 11.30 2.70 0 0 0 0

1O.)0 0. W) 3. 30 0 0 0 0
11.00 7.40 3.80 .30 0 0
11.00 8.00 4.40 .80 0 0 0
12.10
12. 70
13.30
13.80
14.40
14.90
15.50
10. 10
10.00
17.20
17.70
18.30
18.90
19.40
20.00
20.50
21.60
22.90
24.30
25.70
27.10
28.50
20.90
31.30
32.70
34.10
36.20
39. 00
41.80
44.60
47.40

8.0
9. 10
II. 70

10. 20
10.80
11.40
11.00
12.50
13.00
13.00
14.20
14.70
15.30
15.80
10.40
17.00
17.90
10.30
20.70
22. 10
23.50
24.90
20.30
27.70
20.10
30.60
32. 60
35.40
38.20
41.00
43.80

5. 00
5. 50
0.10
0.00
7.20
7.80
8.30
8.90
0.40

10.00
10.00
11. 10
11.70
12.20
12.80
13.40
14.30
15.70
17.10
18.60
10.90
21.30
22.70
24.10
25.60
20.90
29.00
31.80
34.00
87.40
40.20

1.40
1.90
2.50
3.10
3. 00
4.20
4.70
5.30
5.90
6.40
7.00
7.60
8.10
8.70
0.20
9.80

10.80
12.20
13.60
15.00
10.40
17.80
19.20
20.60

25.50
28.30
31.10
33.90
36. 70

.60
1. I1
1.70
2. 30
2.80
3.40
3.00
4.50
6.10
5.60
6.20
7.20
8.60

10.00
11.40
12.80
14.20
15.60
17.00
18.40
19.0
21.90
24.70
27.60
30.80
83.10

0

o

0
0
00

0
0
0
0

0
0
.40
.90

1.60
2.00
2.60
3.60
56.00
6.40
7.80
9.20

10.60
12.00
13. 40
14.80
10.'20
18.80
21.10
23.00
26.70
29.60

1.40
2.80
4.20
6.60
7.00
8.40
9.80

11.20
12.00
14.70
17.50
20.30
23.10
25.90

0
0

.60
2.00
3.40
4.80
0.20
7.00
9.00

11.10
13.90
10.70
19.60
22.30

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1.20
2.60
4.00
6.40'
7.00

10.30
13. 10
15.90
18.70

14 percent of the excess over $400 plu--

0. 00 52. 4 48.80 45.20 41.60 38. 10 84.0 80. 0 27,30 23.70 20.10

24-582-68--pt. 1-8
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110 REVENUE ACT OF 1003

"If the payroll period with respect to an employee Is semimonthly-

And tho wages are- And tho number of withholding exemptions clulmed to-

0 1 2 3 4 5 0 7 8 9 10or
At least- But less moro

than-

The amount of income tax to bo withheld shall bo-

$0......... $28.......

$30........
$30........
$32 .......

$38 .......:::::

$40.......

$4:::........

2 ......

60........

$70........
$72........

74......
$70 .......
$78........
$30........
$82........

S02........$8 ........

$90 ........
$02........$S ........

0.......
102.......
10 .......

1018.......100 ....

$110.......
$112......

$30.......
$32.::::::
$34.......

130.......$38.......$40.......

$50.......

408.......

18 ........
$60 .......
$52.......

$05.......

$02.......
$04......
$60.......
$82.......
$70.......
$72.......
$74.......
$70.......
178.......
70 .......

$o8......
$84......$80.......

$94 .......

1094 .......

I192......

o04.......

198......
100 ......

;102......

!112.....
$114..

14% of
wages
$4.10
4.30
4.60
4.00
6.20
6.60
5.70
0.00
0.30
0.60
0.00
7.10
7.40
7.70
8.00
8.30
8.60
8.80
9.10
0.40
0.70
0.00

10.20
10.60
10.80
11. 10
11.30
11.60
11.00
12.20
12.60
12.70
13.00
13.30
13.60
13.00
14.10
14.40
14.70
15.00
16.30
16.60
16.80

$0

.20

.60

.70
1.00
1.30
1.00
1.00
2.10
2.40
2.70
3.01
3.31
3.6C
3.&0
4.10
4.40
4.70
4.80
6.20
6.50
6.80

. 10
0.30
0.60
0.00
7.20
7.60
7.70
8.00
8.30
8.60
8.00
0.10
0.40
0.70

10.00
10.30
10.60
10.80
11.10
11.40
11.70
11.00

$0

0

0
0
0
0
0
0
0
0
0
0
0
0

.20

.60

.80
1.00
1.30
1.60
1.00
2.20
2.40

.70

3 80
4.104.40
4.70
6.00
.20

5.60
6.80
0.100.40
0.00

7.20
7.60
7.80
8.00

$0

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

.20

.60

.80
1.10
1.40
1. 60
1.00
2.20
2.60
2.80
3.00
3.30
3.00
3.00
4.20

$0

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

.30

$0

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

$0

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

I .



REVENUE ACT OF 1003

"If the payroll period with respect to an employee is semimonthly-Continued

And the wagcs are- And the number of withholding exemptions claimed Is-

0 1 2 3 4 5 61 7 8 9 10 or
Atlenet- Ilutlles more

than-
Tho amount of Income tax to be withheld shall bo-

114.......
110 .......
i118 .......
I120.......
i124.......

$128 .......
$132......1130.......
S140.......
14 4.......

$148.......
$152 .......
$10.......
$100.......
161 .......
111i .......I172.......
170......

$180......
$184.......
$189 .......
$192.......10.......

2210.......
$220.......
$230.......
$240.......
$2~0.......
200......$270......
.280......

$20.......
340......30.......340 .......60 .......ISO .......

)40 .......

$110......
$118......
$120.....
$124......
$128 ......

132......
$130....

140 ......
144......
148......
152 ......
160.....
S100......I101......

$168......
$172......
$170......
$180......
$184......
$188......
$192......
$10 ......
$200......
$210......
$2,0 ......
$230......
$240 ......
$20......
$260......
$270......
$280 ......
$200......
$300......

40......
GO......

420..
40...--.
80 ......

$500.---

WO aui:d over-.........

$10.10
10.40
10.70
17. 10
17.60
18.20
18.80
19.30
10.t00
20.40
21.00
21.60
22.10
22.70
23.20
23.80
21.40
24. 00
25. t0
20.00
20. 60
27.20
27.70
28.70
30.10
31. 0
32, CO
34.30
35.70
37.10
38. 0
39. 00
41.30
43.40
40.20
49.00
51.80
54. 60
67.40
00.20
03.00
05. 80
68.60

$12.20
12. 60
12.80
13.20
13.80
14.30
14. t0
15.40
10.00
10.60
17.10
17.70
18.20
18.80
19.40
10. 00
20. 60
21.00
21. 00
22.20
22.70
23.30
23.80
24.80
20.20
27.60
29.00
30.40
31.80
33.20
34.60
30.00
37.40
39. 50
42.30
45.10
47. t0
50.70
53. t0
66.30
59.10
01.00
01.70

$8.30
8.60
8.00
9.30
0.00

10.40
11.00
11. 50
12.10
12.70
13.20
13.80
14.30
14.00
15.50
10.00
10.60
17.10
17.70
18.30
18.80
10.40
10. 00
20.00
22.30
23.70
26.10
20. 60
27. 00
20.30
30.70
32.10
33. 50
35.60
38.40
41.20
44.00
40.80
40. 60
52.40
55.20
58.00
60.80

$4.40
4.70
5.00
5.40
0.00
O, 0O
7.10
7.70
8.20
8.80
0.30
0.00

10. F50
11.00
11.00
12. 10
12.70
13.30
13.80
14.40
14. 0CO
15.50
10. 10
17.00
18.40
10.80
21,20
22.60
24.00
25.40
20.80
28.20
20.60
31.70
34. 0
37.30
40.10
42. 00
45.70
48.10
51.30
61. 10
60.00

$. 50
.80

1. 10
1. ,0
2.10
2.60
3.20
3.80
4.30
4.00
5.40
0.00
0.60
7.10
7.70
8.20
8.80
0.40
0.00

10. t0
11.00
11.60
12.20
13. 10
14. 0
15. 0
17.30
18.70
20.10
21. 0
22. 00
24.30
25. 70
27.80
30.60
33.40
30.20
39.00
41.80
44. GO
47.40
60.20
53.00

.40
1.00
1.60
2.10
2.70
3.20
3.80
4.40
4. CO
5.60
0.00
6.60
7.20
7.70
8.30
0.30

10.70
12.10
13.?0
14. CO
10.30
17.70
10.10
20. 0
21.CO
24.00
20.80
20.00
32.40
35.20
38.00
40.80
43. 60
40.40
40.20

.t0
1.00
1.60
2.10
2.70
3.30
3.80
4.40
6.40
0.80
8.20
9.60

11.00
12.40
13.80
15.20
10. 60
18.00
20.10
22. 00
25.70
28. 50
31.30
34. 10
30.00
30.70
42.60
45.30

. 0
1. 0
2.00
4.30
5.70
7.10
8. 0
0. (0

11.30
12.70
14.10
10.20
19.00
21.80
24.00
27.40
30.20
33.00
35.80
38.00
41.40

.40
1.80
3.20
4. 0
0.00
7.40
8.80

10.20
12.30
15.10
17.0 O
20.70
23. 0
20.30
29.10
31. 00
34.70
37. 60

.70
2.10
3. 0
4. 0
0.30
8.40

11.20
14.00
10.80
19.00
22.40
2.5.20
28.00
30. 80
33. 60

t0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1.00
2.40
4. 0
7.30

10.10
12. O
16.70
18.60
21.30
24.10
20.90
20.7029. 70

14 percent of the excess over $500 plu--

70.00 66.101 62.20 68.30 .40 0.60 46.70 42.80 38.00 35.00 31.10
-



REVENUE ACT OF 1903

"If the payroll period with respect to an employee Is monthly-

And the wageaar,- And the numb

0 1 - 2 --3
At least- lut less

than-- - ---

The amount o

SO......... $50...... 14%nf $0 $0 $0
wage"

....... ..... 8.10 .30 0 0
.. 8.70 .00 00

. ... 0.20 1.60 0 0
....... 72....... .80 2.000 00

72........ 70........ 10.40 2.60 0 0o

........ 84... 11.50 3.70 0 0
1.......12.00 4.30 0 0
8........ 0. 12.60 4.80 0 0
....... ....... 13.20 6.40 0 0
00....... 1100...... 13.70 6.00 0 0

i100....... lo4...... 14.30 0.50 0 0
1:. ..... 1108...... 14.80 7.10 0 0
108 ..... 112...... 16.4 0 0 7.60 0
112 ....... 110...... 10.00 8.20 .40 0

$110 ....... 120...... 10.60 8.70 1.00 0
$120 ....... 124 ...... 17.10 0.30 1.60 0
$124 ....... 128...... 17.60 0.90 2.10 0
$128....... 132-..... 18.20 10.40 2.60 0

132.$....... $10.... 18.80 11.00 3.20 0
1130....... 140...... 19.30 11.60 3.80 0

140....... 144 -..-. 10.00 12.10 4.30 0
144...... 148 ..... 20.40 12.70 4.0 0

$148....... 162 ...... 21.00 13.20 6.40 0
$152....... 150...... 21.00 13.80 0.00 0
$156....... 160...... 22.10 14.30 0.00 0
10....... 104...... 22.70 14.00 7.10 0

$104....... $168...... 23.20 1.60 7.70 0
$1....... ... ...... 23.80 10.00 8.20 .60
$172....... $170...... 24.40 10.00 8.80 1.00
$110....... 180 ...... 24.00 17.10 0.40 1.80
$180.8...... 184...... 26.0 17.70 0.00 2.10
$184........ 188...... 20.00 18.30 10.60 2.70
$188....... ;102...... 20.60 18.80 11.00 3.80
$102 190 .. 100....... 27.20 10.40 11.00 3.80
$100....... 200...... 27.70 10.00 12.20 4.40
20....... 20...... 28.80 20.60 12.70 4.00

$204....... 208...... 28.80 21.10 13.80 5. 0I208....... 212..... 29.40 21.60 13.80 6.10
212 ....... 210 .. 3.... 0.00 22.20 14.40 0.60
216....... 220...... 80.60 22.70 16.00 7.20
220....... 224...... 31.10 23.30 16.60 7.70
224....... 228...... 31.00 23.00 10.10 8.30

er of withholding exemptions claimed Is-

4 5 6 7 8or-
more

f Income tax to be withheld shall be-

$0 $0 $0 $0 $0 $0to
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 (
0 0 0 0 1 0 0
0 0 0 0 0 0 0
S 0 0 0 0 00 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 01
0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 '
0 0 u 0 0 0 0
0 0 0 0 0 0 0

.60 0 0 0 0 0 0.



REVENUE ACT OF 1963

"'If the payroll period with respect to an employee Is monthly-Continued

And the wagesaro-

At least- Iutl i
than-

$228......
232......
.23 ......
240 .......
218 .......

$256O.......
$201 .......
$272-......
$280.......
$288.......
$29l.......
$3t.......
$312.......
$320......
$328.......
$3361......
$314.......
$352.......
$3u0.......
$3(68........
$370......
$384 .......
$392.......
$100.......
$120.......
$140.......
$160.......
$180.......
$500.......
$520-.......
$510.......
$56M-......

$61058......$800( .......$72l0.......
$680....---
$720.......
$760-..-..
$80(0-.....
$810.......
$880.......
$920.......
$960.......

!232......
!236......
240......

!248......
25......
204 ......S272......

.1.....

12.....
$320......
$328......

! ......
$314......

;102......
;so......
W3(......

380t.----
!um2-.----
$520......
140...

$00......

$720 ......

$560......
$W0......

$920 ......

$1,000-.....

$1,000 and over........

And the number of withholding exemptions claimed ie-

0 1 amount 4 ncom 5 6 ta to b8 hl e-or

The amount of Income tax to be withheld shall bo-

$32.20
32.80
33. 30
31.20
35.30
3ft. 40
37. 60
39.00
39.80
40.90
42.00
43. 10
41.20
45.40
40.60
47.00)
48. 70
40.80
51.00
62. 10
53.20
61.30
66.40
67.40
60.20
63. 00
65.80
68.60
71.40
74.20
77.00
79.80
82.60
86.80
92.40
1)8. 00

103.00
109.20
114.80
120.40
120.00
131.60
137.20

$24.40
25.00
25. 50
26.40
27.50
28.60
29. 70
30.00
32.00
33. 10
31.20
35.30
30. 0
37. 6r)
38.70
39.80
40.90
42. 10
43.20
44.30
45.40
46. 60
47.70
40. 00
52.40
65.20
68.00
60.80
63.00
60.40
06. 20
72.00
74.80
70.00
84. 60
00.20
05.80

101.40
107.00
112.00
118.20
123.80
129.40

$10.60
17.20
17.80
18.00
10.70
20.80
22.00
23.10
24.20
25.30
26.40
27. C0)
28. 70
29. 80
30. 90
32.00
33.20
31.30
35. 40
36. 50
37,60
38.80
39.90
41.80
41.60
47.40
60.20
63.00
65.80
68.00
61.40
64.20
67.00
71.20
76. 80
82.40
88.00
93.60
99.20

10t.80
110.40
116. 00
121.60

$8.00
0.40

10. 00
10.80
11.00
13. 101
14.20
15.30
16.40
17.50
18. 70
19.80
20. 90
22.00
23.10
24.30
25.40
26. 60
27. 00
28.70
29.90
31.00
32.10
31.10
36.90
39.70
42.60
45.30
48. 10
50.90
63.70
66. 50
69. 30
63.60
69.10
74. 70
80.30
85.90
01.50
97. 10

102.70
108.30
113.90

$1. 10
1. 60
2.20
3.00
4.20
6.3(1
6. 40
7.50
8.60
9. 80

11.90
12.00
13. 10
14.20
15.40
16.5010.60
17.60
18.70
19.80
21.00
22.10
23.20
24.30
20.30
29.10
31.90
31.70
37. 50
40.30
43. 10
46.90
48.70
51.60
65.70
61.30
00. 90
72. 50
78.10
83.70
89.30
01.90

100.50
100.10

0

.900
2.00
3. 10
4. 20
6.40
0. 50
7. 60
8.70
0.80

11. (0)
12. 10
13.20
14.30
16.40
10.60
18.50
21.30
24.10
20.90
29. 70
32. 60
35.30
38.10
40.00
43.70
47.90
53.60
59. 10
64.70
70.30
75.90
81.50
87. 10
92.70
08.30

.90
2.10
3.20
4.30
5.40
0.50
7.70
8.80

10.70
13.60
10.30
19.10
21.90
24.70
27. 50
30.30
33.10
35.90
40.10
45.70
51.30
66.90

62. 50
68. 10
73.70
79.30
84.90
00.60

(I
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1.00
3.00
6.80
8.60

11.40
14.20
17.00
19.80
22, 0
25.40
28.20
32.40
38.00
43.60
49.20
61.80
60.40
60.00
71. O
77.20
82.80

o

82 80

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

0(
0

0

0

0

0

0

3. 600.409.20

12.0

0
0
0

14.80
17.60
0.40

24. 60

80.20

35.80
41.40

47.00
52. 60
08.20
63.8047.00

69.40
75.00

0
0
0
0
0
0
0
0
1.40
4.20
7.00
0.80

12.60
16.80
22.40
28.00
33.60
39.20
44.80
50.40
56.00
01.60
07.20

113

O

0
0
o

0

0
0

)
0
0

0
0
0

0
0
0
0

0
0
0
0

0
0
0
0

0
0
0

0
0
0

00
80

.0
14.0
20.

0
0

25.80

31.40

37.00
42.00

48.20

43.80
69.00

14.60
20.20
25.80

69.40

14 percent of the excess over $1,000 plu--

140. 00 1320 12(.40 110.70 108.00 101.10 03.30 85.60 77.80 70.00 02.20

______~r~~



114 REVENUE ACT OF 1903

"If the payroll period with respect to an employee is a daily payroll period or a miscellaneous
payroll period-

And the number of withholding exemptions claimed Is--
And the wages ___________________

divided by the num-
ber of days in such 0 1 2 3 4 5 G 7 8 9 10 or

period arc- more

Atleast- Iut less Tih amount of tax to be withheld shall bo the following amount mulltplied by
than- the number of days In such period-

$0-........ $2.00.....

$2.00-......
$2.25-.-
$2.50 ......
$2.75-.....
$3.00......
$3.25-.....
$3.50......
$3.75 ......

4.00 ......
1.25 ......

$4.50 ......
$1.75- ......
$5.00 ......
$5.25......
$5.50 ......
$5.75..-..
$0.00......
$0.25......
$6.50......
$6.75......
$7.00-.....
$7.25.....
$7.50......
$7.75-...-.
$8.00 ....-
$8.25......
$8.60 ......
$8.75......
$9.00......

9.25......
9.60 ......
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(c) WITHiIornLINo OF TAX ON CERTAIN NONRESIDENT ALIENS.-
(1) Section 1441(a) (relating to general rule) Is amended by striking out

"the tax shall be equal to 18 percent of such item." and Inserting In lieu
thereof:

"the tax shall be equal to-
"(1) 15 percent In the case of payments made during the calendar year

19004, and
"(2) 14 percent in the case of payments made after December 31, 1964."
(2) Section 1441(b) (relating to income items) Is amended by striking

out "18 percent" and by Inserting In lieu thereof "15 percent or 14 percent
(as the case may be)".

(d) EFFECTIVE DATES.-The amendments made by subsections (a) and (b) of
this section shall apply with respect to remuneration paid after December 31,
1903. The amendment made by subsection (c) of this section shall apply with
respect to payments made after December 31, 1903.

Passed the House of Representatives September 25, 1003.
Attest: RALPH R. ROBERTS,

Clerk.
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The CIIAIMrn AN. The first witness in open session will be the Honor-
able Douglas Dillon, Secretary of the Treasury, who is here to advo-
cate passage of the bill, discuss its provisions, and perhaps to suggest
certain chang e thins li ik should be made.

I know we all welcome Secretary Dillon.
Before the Secretary presents his statement, the Chair thinks it is

appropriate briefly to review the rate of progress that has been imde
on this bill to date-both in the Finance Committee and elsewhere.

This seems to be necessary for the record in view of inferences
contained in certain recent public statements-which have the char-
acteristics of pressure propaganda-to the effect that there is undue
delay in the procedure being followed by the committee.

Tihe facts are:
The President, in a message to Congress on April 21, 1961-30

months ago-announced that he had directed the Treasury Depart-
ment to prepare recommendations for comprehensive tax legislation.

It took the executive branch 21 months to prepare the recommenda-
tions. They were made to Congress in the President's tax message of
January 24, 1963.

The Ilouse Committee on Ways and Means-which implements the
constitutional responsibility of the House of Representatives for orig-
inating revenue legislation-started hearings and consideration of the
President's recommendations on February 6, 1963. That was 8 months
ago.
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The Ways and Means Committee reported a bill-previously un-
available to either the Finance Committee, or the public-on Septem-
ber 13. That was a month ago.

A week later on September 19, 1963, the House Rules Committee'
reported the tax bill to the floor of the House of Representatives.

The House debated the bill, under a closed rule, for 2 days-Sep-
tember 24 and 25.

The pending bill (H.R. 8363) was referred to the Senate Finance,
Committee on September 30. That was 15 days ago, including Sat-
urdays and Sundays. The committee cleared its calendar of other-
matters on October 1, preparatory to consideration of the tax bill.

On the same day the committee determined procedure for consider-
ation of the bill; and the procedure being followed was adopted by a
committee vote of 12 to 4.

The procedure adopted represents virtually no change from com-
mittee practice on major tax legislation for 30 years to my knowl-
edge, and I have been a member for 30 years, under Chairman Pat
Harrison, Walter George, and Eugene Millikin.

The only variation in the procedure has been to start a briefing of
committee members on provisions in the House bill by the staff on
the Joint Committee on Internal Revenue Taxation. The Secre-
tary of the Treasury was advised of this change, and his reaction
was favorable.

This is a major tax bill. It covers 304 pages. It contains 234 pro-
posals to amend the complex Tax Code, and it would add 7 new pro-
visions. It would involve every individual and corporate taxpayer
in the country. It should not be considered lightly. It cannot be
considered hurriedly.

The Finance Committee cannot overlook the fact that its members
and the public-including the lawyers and accountants who represent
taxpayers-have had relatively little opportunity to study the actual
provisions in the bill as reported by the Ways and Means Committee;
and there have been no public hearings on them.

This committee has always given the public a reasonable opportunity
to be heard on major legislation before it.

This was done last year when the administration's 1962 tax bill
was before the Finance Committee, and the committee's examination
led to substantial changes, some at the request of the administration,
itself. And the bill was passed as amended.

The same procedure was followed, also last year, with respect to
the administration's reciprocal trade expansion bill.

On August 13, 1963, more than a year ago, when the President, in a
nationwide broadcast, said tax bill recommendations would be sub-
mitted to Congress in January 1963, lie took the position that there
was no need for a "quickie" tax bill at that time.

In that same broadcast he said there was no indication of a reces-
sion, and that there was "every reason for confidence."

He repeated these views in a major tax program speech before the
New York Economic Club on December 14, 1962.

In his tax message of January 24, this year, the President said the
revisions he proposed were "not motivated by any threat of imminent
recession," and his recommendations could be met under the January
1, 1964, effective date in the bill, if enacted.
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The Ways and Means Committee considered the President's recom-
mendations over a period of some 7 months. It took 4,000 pages of
testimony in 7 volumes.

To date the bill, as reported by the Ways and Means Committee,
and passed by the House, has been before the Finance Committee 2
weeks. And, to date, some 140 requests for time to be heard have been
received. The testimony will be received in accordance with commit-
tee policy of long standing. The first of the witnesses in public hear-
ing is Secretary Dillon.

The Chair recognizes the Secretary.

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
TREASURY

Secretary DILLON. Mr. Chairman, since I submitted my statement
to this committee about a week ago, I would like, with your permission
to have the privilege of reading parts of it and summarizing some oi
the rest of the data, particularly that part of the data that has been
covered in the detailed briefings that the committee has received.

If that is all right, I would like to proceed that way.
The CHAIRMAN. Without objection.
Secretary DILLON. Mr. Chairman, members of the committee, last

January, the President sent to the Congress a broad program of tax
reduction and structural reform, designed to meet the Nation's most
pressing economic problems: chronic employment, underutilization of
industrial capacity, and continuing deficits, both in our international
balance of payments and in our Federal budget.

The President recommended significant cuts in individual and cor-
porate tax rates. He also recommended structural revisions that
would broaden the tax base and remove certain inequities to permit
larger reductions in tax rates than would otherwise have been possible.

The bill before you was drafted in the House after full considera-
tion of the President's program. It is generally in accord with the
President's program, although it differs in certain specific respects.
It reduces tax revenues in scale, form, and with a timing pattern
that meets the urgent needs of our economy-and the reduction is
within the limits of fiscal prudence. With one important exception-
in the treatment of capital gains-the bill fairly distributes the bene-
fits of tax reduction among all income groups. It also contains im-
portant provisions that relieve hardship and lessen favoritism.

The need for a major program of tax reduction and revision is
pressing. I firmly believe that to delay its passage would incur serious
economic risks. Therefore, I appear before you today to urge your
*committee to give favorable consideration to I.R. 8363 as passed by
the House with one principal exception. Because of the urgency of
prompt action, I recommend that the committee eliminate the pro-
visions in the bill dealing with capital gains, specifically those that
relate to the new 40-percent inclusion factor and the new 21-percent
ceiling rate for so-called class A capital gains.

The administration's position has always been that these controver-
sial and complex features should only be dealt with in connection with
the related and inseparable problem of the treatment of unrealized

*capital gains at death.

121
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The tax reductions contained in this-bill have been strongly en-
dorsed by both business and labor, by financial leaders at home and
abroad, and by a large cross section of the most distinguished econo-
mists in our universities.

After months of public debate in the press and other media, the
bill was approved by a very substantial majority of the House of
Representatives. In sum, there is a national consensus that the bill
is a necessary and proper measure that is vital to our economic prog-
ress.

I. THE IMPORTANCE OF TAX REDUCTION

A. ECONOMIC EFFECTS

The President's tax program addresses the basic problem of chronic
underemployment of manpower, plant, and equipment that has
plagued us for more than 5 years. For the past 6 years unemployment
has averaged 6 percent, and it has not fallen below 5 percent during
that period. The rate of capacity utilization for plant and equipment
has remained well below preferred operating rates.

Recessions have occurred all too frequently, and recoveries have
fallen progressively shorter of full employment. Finally, corporate
profits and the ratio of expenditures on plant and equipment to gross
national product have been below previous postwar levels.

Despite the encouraging 1963 performance in certain sectors of the
economy. I wish to emphasize that the underlying situation has not
changed since the President presented his program last January.
Although retail sales, personal income, civilian employment, and
gross national product have all reached record levels during the present
recovery, which has been underway since February 1961, our more
pressing economic problems remain with us. Unemployment this year
has averaged 5.7 percent and in September 5.6 percent of the labor
force was still unemployed.

Capacity utilization remains well below preferred operating levels.
A serious deficit in the balance of payments persists. Moreover, there
is reason to believe that the expectation of major tax reduction has
contributed to the 1963 advance.

Businessmen and individuals have based their spending plans, to
some extent, upon their anticipation of significant across-the-board tax
reductions. A substantial cutback of the proposed tax reduction, or
a further delay in their implementation, might seriously affect the
economy's vitality.

The present business cycle expansion is now in its 32d month. It is
already 7 months longer than the expansion which ended in the reces-
sion of 1960 and now equals the average duration of our postwar
peacetime recoveries. But in the 32d month of continual expansion,
the unemployment rate is only slightly less than it was in the depths
of the 1954 recession.

Although the economy is growing, it is doing so in a cyclical fashion
in which the cycles mirror the economy's underlying inability to sus-
tain, over any extended period, the rate of growth required to pro-
vide employment for our rapidly growing labor force.
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When the President said in January that the-
largest single barrier to full employment of our manpower and resources and to
a higher rate of economic growth is the unrealistically heavy drag of Federal
income taxes on private purchasing power, initiative, and incentive-

lie voiced a widely held view.
Without the basic reduction in tax burdens proposed in H.R. 8363,

we increase the likelihood of repeating the disappointing record of
recent business cycles. When recession occurs, the economy will fall
from a plateau well below full employment and the subsequent re-
covery will again fall short of that goal. This is not to say that unless
tax reduction is enacted-and enacted soon-recession will necessarily
follow. It is only to suggest that without the thrust that significant
tax reductions can provide, there is no basis in recent experience to
predict or expect that the economy will break out of the disappointing
pattern of recent years.

On the other hand, a substantial across-the-board reduction in taxes
should give our economy the impetus it needs to put an end to this
pattern of recession. While I recognize that a sustained period of
rapid economic expansion such as we envisage with enactment of H.R.
8363 would be a new experience for the American economy, it would
only parallel what is now being regularly achieved by the countries
of Western Europe.

Our persisting problem has been insufficient demand. The Federal
Government has the capacity to meet this problem and since the en-
actment of the Employment Act of 1946 it has had a clear responsi-
bility to do so. Two entirely different courses are open.

Either additional Government expenditures, which mean bigger
Central Government, or an increase in the growth of the private sector
can stimulate our economy. The choice is whether the Government or
private consumers and investors will control how our increased output
is to be used. The administration, in support of H.R. 8363, has chosen
the free enterprise, private economy course.

It prefers that course. This is the course that leaves to private in-
dividual and corporate spenders the decision as to which particular
goods and services shall be purchased with the increase in demand
that will flow from the substantial reductions we are recommending
in our harsh tax rates. I feel certain that the great majority of Amer-
icans agree with the administration's preference for the tax reduction,
private economy route to full production and full employment. The
enactment of H.R. 8363 will carry out their desires.

H.R. 8363 is fully adequate to set us on a new path of growth. Tax
reduction will augment both individual incomes and corporate earn-
ings. Individual income tax liabilities will be lowered by $9 billion.
This will enhance consumer purchasing power, to be spent and respent,.
circulating through the economy, in a way that will increase overall
consumer spending by several times the amount of the initial tax cut.

This sustained increase in the demand for consumer goods and'serv-
ices will in turn stimulate greater investment in plant and equipment.
At the same time, tax reductions for corporations and businessmen
will provide new investment incentive by raising the net return on.
capital.
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Taken together with-last year's depreciation reform and investment
credit, the profitability of new investment will be increased by nearly
35 percent, and corporate tax liabilities will be reduced by more than
$4.5 billion. This increased profitability will bring enlarged invest-
ment spending, which in turn will generate still higher incomes and
expanded consumption outlays.

Finally, the rise in our national output will expand the revenues of
State and local governments and mitigate their mounting financial
problems. State and local governments will be better able to support
badly needed public facilities and services, and the pressure they are
now under to raise tax rates or find new sources of tax revenue will be
substantially reduced.

Thus the tax program envisaged in H.R. 8363 will have a balanced
impact upon the economy, stimulating both consumption and invest-
ment. The forward thrust provided for the economy will be greater
than if the tax reduction were concentrated on either sector alone.

The higher level of business investment under a more favorable
tax environment will greatly increase the productivity of our economy.
This improved productivity will facilitate the development of new
and better products, thus enabling us to compete more effectively in
international trade.

A higher rate of return on investment will make investment at home
more attractive relative to investment abroad, and will also attract
more foreign capital to our shores.

Substantial improvement of the investment environment in the
United States is essential if we are to achieve a stable balance in our
international payments. This is why the President, in his recent
statement on the balance of payments, urged the tax reduction pro-
gram as the single most important step that could be taken to achieve
balance abroad as well as growth at home.

B. BUDGETARY IMPACT

While we strongly advocate tax reduction as the best means of
achieving a desirable, full employment growth rate, we also believe
that it must be accompanied by a most prudent management of the
Government's fiscal affairs. Our repressive tax structure prevents
our economy from operating at reasonably full capacity. This failure
to reach capacity operations in turn reduces profits and incomes and
so reduces our revenues. Therefore, paradoxical though it may seem,
tax reduction today provides the best and quickest route to a balanced
budget.

This comes about simply from the fact that the tax base rises and
falls with economic activity. The economic expansion we can expect
from passage of H.R. 8363 will thus "feed back" increased tax reve,
mies sufficient to achieve a balanced budget at substantially reduced
tax rates, provided expenditures are restrained.

With prompt enactment of this bill, we now expect the deficit for
fiscal year 1964 to be less than $9.2 billion, which was the deficit origi-
nally forecast by the President last January before any allowance for
the effects of tax reduction. This improved budgetary outlook reflects
the economy's expansion and resulting higher tax revenues, the delay
in the effective date of the tax cuts, and also a reduction in prospec-
tive expenditure levels.
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As for fiscal year 1965 and following years, the President has as-
sured the Congress that he intends to maintain a tight rein on expendi-
tures and that a substantial part of the tax revenues from economic
expansion will be used to reduce the budgetary deficit until balance
is reached.

On this basis-and barring an unforeseen slowdown of the economy
or international contingency-the President expects to submit a
budget for fiscal 1965 with a deficit less than presently forecast for
fiscal 1964, despite the fact that the second stage of the tax reduction
will have gone into effect and that the revenue loss from tax reduction
in 1965-before feedback-will be $5 billion greater than in 1964.

The House in turn has emphasized these factors by specifically
referring to them in section 1 of:the bill.. The bill states:

It is the sense of Congress that the tax reduction provided by this Act throiigi
stimulation of the economy, will, after a brief transitional period, raise (rather
than lower) revenues and that such revenue increases should first be used t6
eliminate the deficits in the administrative budgets and then to reduce the
public debt.

Thus, our real choice regarding budget deficits is whether we shall
have a small and temporary increase in our deficit as a byproduct of
much-needed tax revision designed to stimulate the economy and lead
to budgetary balance, or whether we shall continue to live with the
deficits that have characterized cent years and which, in the absence
of tax reduction, will stay with us no matter how much we attempt to
limit expenditures. This is so because our present repressive tax struc-
ture guarantees recurring recessions and underemployment of our hu-
man and material resources, which inevitably bring deficits in their
wake.

During the recent debate on H.R. 8363 in the House of Representa-
tives, virtually the only element of controversy was over the way
in which to insure the expenditure control needed to reach balance in
the next few years. There was little disagreement on the necessity
for prompt and broad-scale tax reduction. There was no disagree-
ment at all over the fact that such tax reduction should be accompanied
by firm expenditure control.

It was the view of a substantial minority that the necessary expjendi-
ure control could best be achieved by setting limits on the estimates
of expenditures for the fiscal year 1964 and 1965 which are to be sub-
mitted by the President next January.
* A fundamental weakness in this particular approach is the fact
that actual expenditures for these 2 years could vary significantly
from January estimates for many reasons, a good number of which
are not subject to Presidential control.

Past experience has shown this to be the case. On the other hand,
expenditures can never exceed the amounts actually appropriated by
the Congress. Effective expenditure control thus requires a joint ef-
fort by the President and the Congress. Recognizing this fact, the
majority of, the House felt that the generally desired expenditure
control would be more likely of achievement during the years ahead
by the acceptance of joint Presidential and congressional responsibility
as outlined in section 1 of the bill. The President on numerous occa-
sions has clearly indicated his sympathy for this approach and his
recognition of the need for expenditure control. With the cooperation
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of the Congress I am certain that it can be achieved. There is thus
no reason to delay the long-needed reduction in our repressive tax
rates.

Some people have criticized tax reduction on the ground that the
temporary increase in the budgetary deficit that would flow from en-
actment of H.R. 8363 would pose an unacceptable danger of inflation.
This criticism is based upon an erroneous view of the cause of inflation.
Whether inflation occurs depends on the state of the whole.economy
not just on the Federal budget. It can be due either to an excess of
demand over supply to a situation where costs of production rise more
rapidly than productivity. For the past 5 years neither type of in-
flation has been present in our economy. Wholesale prices have stayed
level since 1958 and wage increases remain within the bounds of the
improvement in productivity.

At present our economy is marked, not by inflationary pressures,
but by unused plant capacity and unemployed workers. Our idle re-
sources are fully capable of producing an additional $30 to $40 billion
of goods and services which would match the increased private spend-
ing that we can expect from this bill. Under such conditions addi-
tional private spending, stimulated by a tax cut, will increase output
and employment rather than prices.
SThe general outline, of the bill, is indicated by the table in my state-

ment. This table shows that there is a reduction scheduled under this
bill of $7.075 billion of calendar year liabilities in 1964 and $11.075
billion in 1965.

It shows that rate reductions amount to $7,630 million in 1964 and
$11.660 billion in 1965, that revenue raising changes in the bill amount
to $1.240 billion in 1964 and $1.319 billion in 1965.

These are offset by certain revenue reducing specific proposals which
will reduce revenue by $685 million in 1964 and $725 million in 1965.

The net change or the structural changes are $555 million in 1964
and $585 million in 1965, a plus.

The end result is in 1965, a reduction for individuals of $8.750 bil-
lion and a reduction for corporations of $2.325 billion.

In my statement, I cover the effect of the bill on budget receipts
which, on a fiscal year basis, naturally differs from the calendar year
calculation just discussed.

Based on calendar 1963 estimated income levels and without taking
into account the stimulating effect on the economy, over and above
current rates of economic growth, of the tax reductions, fiscal year
1964, which ends next June, would, under the bill, show a decrease in
revenues of $2.190 billion, and fiscal 1965 would show a decrease of
$7.395 billion. However, we estimate that the net revenue cost after
taking account of the -economic stimulus will be $1.8 billion inr fiscal
1964 and $3.5 billion in the fiscal year 1965. :

As to the reductions as a whole, the bill when fully effective would
reduce individual liabilities by $83/4 billion, which nearly equals 80
percent of the total tax reduction in the bill. Such emphasis on the
individual income tax is entirely appropriate, however, in the light of
the significant reductions in corporate taxes effected last year through
revision of depreciation guidelines and enactment of the investment
tax credit.
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These two provisions reduced corporate tax liabilities by about $2.25
billion in 1962, They also reduced individual taxes payable on the
profits of unincorporated business by about another $250 million.
When these tax actions are included, the reductions made in 1962 and
proposed for 1965 total $13.6 billion for both individuals and corpora-
tions. Of this total just over $4.5 billion, or one-third, will go to cor-
porations and the remaining two-thirds will go to individuals, and
allocation which is roughly in proportion to the current division of in-
come tax revenues between corporations and individuals. Hence, the
bill, we feel, distributes the tax reduction equitably.

Taxpayers at all income levels will receive significant tax reductions,
averaging 18.8 percent after the structural changes are taken into ac-
count and averaging 20 percent before calculating any such changes.
Those at the lowest income levels will receive a larger percentage tax
reduction than individuals at higher income levels. Persons with in-
comes of less than $3,000 will be given tax reductions averaging about
38 percent. On the other hand, persons with incomes of $50,000 or
more will receive reductions averaging approximately 13 percent.

The equitable distribution of tax reduction proposed in this bill
would be seriously distorted if the structural revisions accompanying
the rate reductions were significantly altered. The structural revi-
sions further reduce liabilities for those with incomes of less than
$5,000 and partially offset the rate reduction impact among those with
higher incomes. Without the structural revisions, tax reduction would
be much less favorable to the needy persons at low income levels and
much more favorable to persons with higher incomes.

My written statement contains a description of rate revision with
which the committee is fully familiar. I would merely like to empha-
size that the corporate rate change was designed to give important tax
benefits to small businesses. The House bill reduces the normal rate
from 30 to 22 percent on the first $25,000 of taxable income. In effect,
the taxes of the business with income under $25,000, a group that in-
cludes 467,500 out of 576,000 taxpaying corporations will be reduced
by 26.7 percent against'a reduction of 7.7 percent for very large com-
panies. The revised tax structure would thereby strengthen the internal
financing of small businesses that have less ready access to the capital
markets and are more depeildent on internal funds for new investment.
The vitality of small business, so essential to our competitive economy,
will thus be better assured. The over 9 million small individual pro-
prietorships will of course benefit from comparable reductions in in-
dividual income tax rates,

In my written statement, I also refer to the fact that the House bill
would, over a period of 7 years place large corporations on a current
payment basis; as is presently the case for individuals.

The current payment provision applies only to corporate tax
liabilities in excess of $100,000.

This shift would take place gradually so that in no year will any
corporation with constant income have to pay more tax than it would
have been paying this year. In other words, the amount of the shift
will be offset by the reduction in the corporate rates that are proposed.
By 1970, taxpayments of all large corporations would be fully cur-
rent, with 25 percent of their year's tax liabilities in excess of $100,-
000 paid in each quarter. Payment requirements would be subject
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to the relief provisions of present law. The corporations involved
should experience no difficulty in adjusting to the current payments
schedule. Because current payments would not be required on the
first $100,000 of tax liabilities, the effect of the provision would be
limited to 15,000 or so large corporations and only a small proportion
of those companies would have a substantial accelerated payment to
make. The 15,000 large corporations account for about 21/2 percent
of the total number of corporations with taxable income.

Many of the larger companies that will be subject to the full effect
of accelerated payments conventionally fund their tax liabilities by
investment in Treasury tax notes and other short-term securities. In
general, then, the accelerated payments would not disturb their net
working capital. Current payments would liquidate accrued income
taxes payable and, therefore, reduce short-term liabilities by an
equivalent amount.

My written statement contains a description of various structural
provisions on which the committee has been previously briefed. I
would like to turn now to the capital gains area, where we do recom-
mend a change.

It is the only basic change we recommend.
Under present law 50 percent of the net capital gains of individuals

on assets held more than 6 months are includable in income subject to
tax at the regular rates, except that the tax may hot exceed 25 percent
on net capital gains in any event.

-Thus the general-rate reduction of the House bill automatically re-
duces the tax on long-term capital gains for all those below a 50-
percent marginal tax rate, at which point the 25-percent ceiling takes
hold.

Under the House bill this marginal rate would start at $44,000 of
taxable income for a married taxpayer instead of $32,000 as under
present law.

The House bill provides a reduction in the effective tax rate for
assets sold after a 2-year holding period. Only 40 percent of the
gain on such assets would be included in income instead of 50 percent
and the maximum tax would be 21 percent instead of 25 percent.

Capital gains on assets held more than 6 months but not more than
2 years would continue to be includable at 50 percent with a maximum
tax of 2S percent. The so-called statutory capital gains-income not
truly derived from the sale of capital assets, such as lump-sum dis-
tributions from pension plans, gain on cutting of timber inventories,
and the like--would remain. m the 50-percent inclusion-25-percent
maximum rate category.

For those taxpayers not using the alternate rate-97 percent of all
tax returns with capital gains-the combination of th6 reduction in
the inclusioi factor and the lower ordinary income rates affords a
85-percent reduction in tax on capital gains as opposed to a 19-per-
cent reduction on ordinary income.

This reduction in the I-ouse bill to a 40-percent inclusion factor and
the 21-percent limitation is unacceptable to the administration.

It provides a rate reduction which will largely benefit our wealthier
citizens without treating a concomitant problem of equity in capital
gains taxation, namely, that gains which are unrealized at the time of
death are never subject to income taes. A man who accumulates an
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estate from salary or dividends, or business profit, pays income tax on
the accumulation during his lifetime and then if the estate is large
enough, his estate may be liable for estate tax when he dies. The same
is true of a man who builds up a valuable business and sells it before
he dies.

However, the individual who holds appreciated assets until death,
as well as his heirs, escape all income and capital gains tax applicable
to their gains, since the tax cost or basis to the heir is stepped up to the
value of the property in the gross estate of the decedent.

This situation is not only a special benefit to owners of capital assets,
but it seriously "locks in" capital holdings.

Indeed, it may be a principal cause of the lock-in problem for which
other remedies are suggested. Older taxpayers frequently feel they
can't afford to sell appreciated capital assets when they know that the
capital gains tax can be completely avoided by passing the assets to
their heirs.
. The President specifically stated in his tax message last January
that no reduction in the capital gains rate of taxation is justified unless
a tax is imposed--
at capital gains rates on all net gains accrued on capital assets at the time of
transfer at death or by gift.

The Ways and Means Committee tentatively approved an alterna-
tive provision for carryover of a decedent's basis at death which was
reasonably satisfactory, since it meant that the capital gains tax on
the before-death appreciation would be paid when the property was
sold by the heir. At the last moment however, the Ways and Means
Committee decided to delete the provision because it was dissatisfied
with the language presented to it and wanted more time to work out
technical details.
. Without a provision either for carryover of basis or for taxation at

the time of transfer at death, the capital gains rate changes should be
deleted from the House bill and the entire matter put over until the
problem can be solved as a whole. . ., . .

Without closing the escape hatch by which our wealthier taxpayers
can avoid all taxation on substantial amounts of capital gains, there is
no justification for a reduction in rates of primary benefit to such
taxpayers. ..
' The present 50-percent inclusion factor and 25-percent ceiling pro-
vide enough of an advantage for those whose income is derived-from
profits on the sale of capital assets. Moreover, since the House pro-
visions involve a three-step arrangement of capital gain inclusions
and two maximum rates, they seriously complicate the capital gain
portion of the tax return and of the code.
SThe deletion of this feature would lower the longrun annual rev-

enue loss in the bill by about $140 million a year. We would, how-
ever, have to forgo a temporary 2-year increase in revenues ,during
fiscal 1965 and 1966, which had been foreseen because of the initial
6ie'-time "unlocking effects" of the reductions in capital gain tax rates,
amounting'to $210 million ini fiscal.1965 and $80 million in fiscal 1966,
These calculations are shown in more detail in the table 6, attached to
my written statement. ,.

Finally, I would just like to say a word about the amendment to the
Revenue Act of 1962 dealing with the investment tax credit.
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This amendment was not suggested by the administration, but was
put into the bill by the Ways and Means Committee. We strongly
concurred in the Ways and Means Committee action, however, and we
now support the amendment. By way of background, last year the
Congress, in approving the investment credit, decided that the depre-
ciation basis of the assets should be reduced by the amount of the
credit. This naturally reduced the effectiveness of the credit and we
were disappointed about that last year. The reduction in basis cut
the inducement to new investment provided by the credit almost in
half. During the course of the year, other unforeseen problems have
also arisen, largely in the accounting and the administrative field.
This led, however, to strong feelings by many businesses, and consid-
erable testimony asking that the basis reduction provision be removed.

Briefly, in most States, taxpayers are not required to reduce their
depreciation basis to reflect the investment tax credit when computing
income for State tax purposes. Consequently, taxpayers in these
States now must keep two different sets of accounts in which their
various assets have different bases. In addition, the basis reduction
complicates the computation of earnings and profits, produces diffi-
culties in the pricing of defense contracts, and also complicates the
bookkeeping requirements of regulated companies. None of these
things were fully foreseen by the Treasury last year at the time of
the enactment of the law and I assume they were not foreseen by the
Congress either. It is in view of this that we feel that it is impor-
tant to have this provision-which would delete the the basis reduc-
tion rule-approved.

In addition, approval of the investment credit provision is of par-
ticular importance to our current international balance-of-payments
difficulties. Adoption of this investment credit provision will bring
our treatment of new investment close to or practically equivalent to

that abroad. We made great steps in this direction with last year's

investment credit, and also with depreciation reform, but our new in-

vestment is behind that of most European countries. With the adop-
tion of this amendment, we should achieve a parity with new invest-

ment abroad. This stimulus to investment in the United States is

vitally important to our program of reaching equilibrium in our inter-

national balance-of-payments position.
In conclusion, Mr. Chairman, I wish to emphasize the urgent need

for prompt action along the lines suggested by this bill to reduce

taxes and strengthen the economy. We can no longer delay decisive

action to restore the full measure of economic vigor. The unem-

ployment problem at home is serious. Equally serious is our balance-

of-payments problem. Reduced tax rates and the structural revi-

sions adopted for equity purposes will increase the reward for effort,
enterprise, and risk taking, and will thus enhance individual initia-

tive and stimulate investment. These factors will provide the needed

spur to full employment and a faster rate of economic growth.
The revenue loss incurred in the first few years because of this bill

will be temporary. In combination wjth the program of strict ex-

penditure control announced by the President, the stimulating effects

of tax reduction on the economy should produce sufficient revenue

gains in the future to enable us to balance the budget.
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It is essential to the well-being of the Nation that every effort be
made to complete action on this bill before the end of the current
year. The encouraging expansion of economic activity which has
occurred thus far during the year is no doubt in part the result of
favorable speculation regarding tax reduction. Failure to act on
this bill might produce adverse psychological reactions throughout
the country which would check the growth of our economy. The
Nation has waited too long for relief from the stifling burden of ex-
cess taxes. Although the problems placed upon Congress and this
committee are many and pressing, nothing is more important to the
health of the Nation than decisive and prompt action along the lines
provided by this bill.

I have attached to my written statement, Mr. Chairman, a number
of tables, 7 in number, and also 13 exhibits which deal in detail with
a number of the structural changes.

Thank you, Mr. Chairman.
(The complete prepared statement of Hon. Douglas Dillon, Secre-

tary of the Treasury, with attachments, follows:)

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
TREASURY, BEFORE THE SENATE FINANCE COMMITTEE

Last January, the President sent to the Congress a broad program of tax re-
duction and structural reform designed to meet the Nation's most pressing eco-
nomic problems: chronic unemployment, underutilization of industrial capacity,
and continuing deficits, both in our international balance of payments and in our
Federal budget.

The President recommended significant cuts in individual and corporate tax
rates. He also recommended structural revisions that would broaden the tax
base and remove certain inequities to permit larger reductions in tax rates than
would otherwise have been possible.

The bill before you was drafted in the House after full consideration of the
President's program. It is generally in accord with the President's program,
although it differs in certain specific respects. It reduces tax revenues in scale,
form, and with a timing pattern that meets the urgent needs of our economy-
and the reduction is within the limits of fiscal prudence. With one important
exception-in the treatment of capital gains-the bill fairly distributes the bene-
fits of tax reduction among all income groups. It also contains important provi-
sions that relieve hardship and lessen favoritism.

The need for a major program of tax reduction and revision is pressing. I
firmly believe that to delay its passage would incur serious economic risks.
Therefore, I appear before you today to urge your committee to give favorable
consideration to H.R. 8363 as passed by the House with one principal exception.
Because -of the urgency of prompt action, I recommend that the committee elimi-
nate the provisions in the bill dealing with capital gains, specifically those that
relate to the new 40-percent inclusion factor and the new 21-percent ceiling rate
for so-called class A capital gains. The administration's position has always
been that these controversial and complex features should only be dealt with in
connection with the related and inseparable problem of the treatment of un-
realized capital gains at death.

The tax reductions contained in this bill have been strongly endorsed by both
business and labor, by financial leaders at home and abroad, and by a large
cross section of the most distinguished economists in our universities. After
months of public debate in the press and other media, the bill was approved by a
very substantial majority of the House of Representatives. In sum, there is a
national consensus that the bill is a necessary and proper measure that is vital
to our economic progress.
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I. THE IMPORTANCE OF TAX REDUCTION

A. ECONOMIC EFFECTS

The President's tax program addresses the basic problem of chronic under-
employment of manpower, plant, and equipment that has plagued us for more
than 5 years. For the past 6 years unemployment has averaged 0 percent, and
it has not fallen below 5 percent during that period. The rate of capacity utili-
zation for plant and equipment has remained well below preferred operating
rates. Recessions have occurred all too frequently, and recoveries have fallen
progressively shorter of full employment. Finally, corporate profits and the
ratio of expenditures on plant and equipment to gross national product have been
below previous postwar levels.

Despite the encouraging 1968 performance in certain sectors of the economy,
I wish to emphasize that the underlying situation has not changed since the
President presented his program last January. Although retail sales, personal
income, civilian employment, and gross national product have all reached record
levels during the present recovery, which has been underway since Feb 'uary
1961, our more pressing economic problems remain with us. Unemployment this
year has averaged 5.7 percent and in September 5.6 percent of the labor force
was still unemployed. Capacity utilization remains well below preferred operat-
ing levels. A serious deficit in the balance-of-payments persists. Moreover
there is reason to believe that the expectation of major tax redutlon has con-
tributed to the 1963 advance. Businessmen and individuals have based their
spending plans, to some extent, upon their anticipation of significant across-
the-board tax reductions. A substantial cutback of the proposed tax reduc-
tions, or a further delay in their implementation, might seriously affect the
economy's vitality.

The present business cycle expansion is now in its 32d month. It is already
7 months longer than the expansion which ended in the recession of 1900 and
now equals the average duration of our postwar peacetime recoveries. But
in the 32d month of continued expansion, the unemployment rate is only slightly
less than it was in the depths of the 1954 recession. Although the economy is
growing, it is doing so in a cyclical fashion in which the cycles mirror the
economy's underlying inability to sustain, over any extended period, the rate of
growth required to provide employment for our rapidly growing labor force.

When the President said in January that the "largest single barrier to full
employment of our manpower and resources and to a higher rate of economic
growth is the unrealistically heavy drag of Federal income taxes on private
purchasing power, initiative, and incentive," he voiced a widely held view.
Without the basic reduction in tax burdens proposed in H.R. 8308, we increase
the likelihood of repeating the disappointing record of recent business cycles.
When recession occurs, the economy will fall from a plateau well below full
employment and the subsequent recovery will again fall short of that goal.
This is not to say that unless tax reduction is enacted-and enacted soon-re-
cession will necessarily follow. It is only to suggest that without the thrust
that significant tax reductions can provide, there is no basis in recent expeii-
ence to predict or expect that the economy will break out of the disappointing
pattern of recent years. On the other hand, a substantial across-the-board re-
duction in taxes should give our economy the impetus it needs to put an end to
this pattern of recession. While I recognize that a sustained period of rapid
economic expansion such as we envisage with enactment of H.R. 8363 wo6tld
be a new experience for the American economy, it would only parallel what is
now being regularly achieved by the countries of Western Europe.

Our persisting problem has been insufficient demand, The Pederal Govern-
ment has the capacity to meet this problem and since the enactment of the
Employment Act of 1946 it has had a clear responsibility to do so. Two entirely
different courses are open. Either additional Government expenditures, which
mean bigger Central Government, 41 an increase in the growth of the private
ector' dcn stimulate our economy: The Choice I whether the Governimeit Or

private consumers and investors will control how out idreased biOtput ls to be
used. The administration, in supporting H.R. 8363, has chosen th~:frCe enter-
prise, private economy course. It prefers that course. This is the course that
leaves to private individual and corporate spenders the decision as to which
particular goods and services shall be purchased with the increase in demand
that will flow from the substantial reductions we are recommending in our
harsh tax rates. I feel certain that the great majority of Americans agree
with the administration's preference for the tax reduction, private economy
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route to full production and full employment. The enactment of 1H.1. 8363
will carry out their desires.

H.R. 8303 is fully adequate to set us or. a new path of growth. Tax reduction
will augment both individual incomes and corporate earnings. Individual in-
come tax liabilities will be lowered by $9 billion. This will enhance consumer
purchasing power, to be spent and respent, circulating through the economy,
in a way that will increase overall consumer spending by several times the
amount of the initial tax cut.

This sustained increase in the demand for consumer goods and services will
in turn stimulate greater investment in plant and equipment. At the same time,
tax reductions for corporations and businessmen will provide new investment
incentives by raising the net return on capital. Taken together with last year's
depreciation reform and investment credit, the profitability of new investment
will be increased by nearly 35 percent, and corporate tax liabilities will be
reduced by more than $4.5 billion. This increased profitability will bing
enlarged investment spending, which in turn will generate still higher incomes
and expanded consumption outlays.

Finally, the rise in our national output will expand the revenues of State
and local governments and mitigate their mounting financial problems. State
and local governments will be better able to support badly needed public facil-
ities and services, and the pressure they are now under to raise tax rates or
find new sources of tax revenue will be substantially reduced.

Thus the tax program envisaged in H.R. 8363 will have a balanced impact
upon the economy, stimulating both consumption and investment. The forward
thrust provided for the economy will be greater than if the tax reduction were
concentrated on either sector alone.

The higher level of business investment under a more favorable tax environ-
ment will greatly increase the productivity of our economy. This improved pro-
ductivity will facilitate the development of new and better products, thus enabl-
ing us to compete more effectively in international trade. A higher rate of
return on investment will make investment at home more attractive relative to
investment abroad, and will also attract more foreign capital to our shores.
Substantial improvement of the investment environment in the United States
is essential if we are to achieve a stable balance in our international payments.
This is why the President, in his recent statement on the balance of payments,
urged the tax-reduction program as the single most important step that could
be taken to achieve balance abroad as well as growth at home.

H. BUDOETARY IMPACT

While we strongly advocate tax reduction as the best means of achieving a de-
sirable, full employment growth rate, we also believe that it must be accompanied
by a most prudent management of the Government's fiscal affairs. Our repress
sive tax structure prevents our economy from operating at reasonably full capac-
ity. This failure to reach capacity operations in turn reduces profits and in-
comes and so reduces our revenues. Therefore, paradoxical though it may seem,
tax reduction today provides the best and quickest route to a balanced budget
This comes about simply from the fact that the tax base rises and falls with
economic activity. The economic expansion we can expect from passage of H.R.
8363 will thus "feed back" increased tax revenues sufficient to achieve a balanced
budget at substantially reduced tax rates, provided expenditures are restrained.

With prompt enactment of this bill, we now expect the deficit for fiscal year
1064 to be less than $9.2 billion, which was the deficit originally forecast by the
President last January before any allowance for the effects of tax reductions
This improved budgetary outlook reflects the economy's expansion and result-
ing higher tax revenues, the delay in the effective date of the tax cuts, and also
a reduction in prospective expenditure levels.

As for fiscal year 1965 and following years, the President has assured the
Congress that he intends to maintain a tight rein on expenditures and that a sub-
stantial part of the tax revenues from economic expansion will be used to re-
duce the budgetary deficit until balance is reached. On this basis-and barring
an unforeseen slowdown of the economy or international contingency-the Presir
dent expects to submit a budget for fiscal 1965 with a deficit less than presently
forecase for fiscal 1964, despite the fact that the second stage of the tax reduc-
tion will have gone into effect and that the revenue loss from tax reduction.in
1965 (before feedback) will be $5 billion greater than in 1964 . .
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The House in turn has emphasized these factors by specifically referring to
them in section 1 of the bill. The bill states:

"It is the sense of Congress that the tax reduction provided by this Act
through stimulation of the economy, will, after a brief transitional period, raise
(rather than lower) revenues and that such revenue increases should first be
used to eliminate the deficits in the administrative budgets and then to reduce the
public debt."

Thus, our real choice regarding budget deficits is whether we shall have a small
and temporary increase in our deficit as a byproduct of much needed tax revision
designed to stimulate the economy and lead to budgetary balance, or whether
we shall continue to live with the deficits that have.characterized recent years
and temporary increase in our deficit as a byproduct of much-needed tax revision
we attempt to limit expenditures. This is so because our present repressive tax
structure guarantees recurring recessions and underemployment of our human
and material resources, which inevitably bring deficits in their wake.

During the recent debate on H.R. 8363 in the House of Representatives, vir-
tually the only element of controversy was over the way in which to insure
the expenditure control needed to reach balance in the next few years. There
was little disagreement on the necessity for prompt and broad-scale tax reduc-
tion. There was no disagreement at all over the fact that such tax reduction
should be accompanied by firm expenditure control.

It was the view of a substantial minority that the necessary expenditure
control could best be achieved by setting limits on the estimates of expenditures
for the fiscal years 1965 and 1960 which are to be submitted by the President
next January. A fundamental weakness in this particular approach is the
fact that actual expenditures for these 2 years could vary significantly from
the January estimates for many reasons, a good number of which are not
subject to Presidential control. Past experience has shown this to be the case.
On the other hand, expenditures can never exceed the amounts actually appro-
priated by the Congress. Effective expenditure control thus requires a joint
effort by the President and the Congress. Recognizing this fact the majority
of the House felt that the generally desired expenditure control would be more
likely of achievement during the years ahead by the acceptance of joint Presi-
dential and congressional responsibility as outlined in section 1 of the bill. The
President on numerous occasions has clearly indicated his sympathy for this
approach and his recognition of the need for expenditure control. With the
cooperation of the Congress, I am certain that it can be achieved. There is thus
no reason to delay the long needed reduction in our repressive tax rates.

Some people have criticized tax reduction on the ground that the temporary
increase in the budgetary deficit that would flow from enactment of H.R. 8363
would pose an unacceptable danger of inflation. This criticism is based upon
an erroneous view of the cause of inflation. Whether inflation occurs depends
on the state of the whole economy, not just on the Federal budget. It can be
due either to an excess of demand over supply or to a situation where costs of
production rise more rapidly than productivity. For the past 5 years neither
type of inflation has been present in our economy. Wholesale prices have stayed
level since 1958 and wage increases remain within the bounds of the improvement
in productivity.

At present our economy is marked, not by inflationary pressures, but by
unused plant capacity and unemployed workers. Our idle resources are -fully
capable of producing an additional $30 to $40 billion of goods and services
which would match the increased private spending that we can expect from this
bill. Under such conditions additional private spending, stimulated by a tax
cut, will increase output and employment rather than prices.

II. SIZE, TIMING, AND DISTRIBUTIONAL EFFECTS

Let me now discuss this bill in greater detail.

A. GENERAL OUTLINE

The bill provides across-the-board individual and corporate rate reductions,
which, when combined with the various structural changes, will reduce revenues
by $7.08 billion in the calendar year 1964, and by $11.08 billion in calendar year
1905.

On January 1, 1064 individual income tax rates are to be reduced by two-thirds
of the full reduction planned for 1965. The calendar year 1964 rates will range
from 18 percent to 77 percent, instead of the present range of 20 percent to
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91 percent. The withholding rate will drop on January 1, 1964, from 18 percent
to 15 percent. On January 1, 1965, tax rates ranging from 14 percent to 70
percent will become effective and the withholding rate will drop to 14 percent.
(See attached table 1 for greater detail.)

On January 1, 1964, the corporate normal tax rate, which is applicable to all
taxable corporate income, will be reduced from 30 percent to 22 percent, a
reduction of 26.7 percent. Simultaneously the surtax rate, which applies to
corporate taxable income in excess of $25,000, will be raised from 22 percent
to 28 percent. These changes will reduce the combined normal and surtax rate
from its present 52 percent to 50 percent. On January 1, 1965, the surtax rate
will be reduced by 2 percentage points to 26 percent. For 1965 and subsequent
years, the combined normal and surtax rate will thus be 48 percent.

The principal revenue effects, based on 1963 levels of income, before any
"feedback" in revenue from economic stimulation may be summarized as follows:

[In millions of dollars]

Calendar year
liabilities

1961 1905

Rate changes:
Individuals.................................................................. -6,310 -9,470
Corporations...----..---....-- .......------------------............ -- 1,320 -2,190

Total..----- ....--...................................------------------- -7,3 -11,660

Structural changes, capital gains revision, and revision of 1962 legislation:
Revenue raising:

Individuals..........------------------...... ......-- ................... +1,165 +1,220
Corporations........-.........--.---....--..----.................--. +75 +90

Total...............----------------------...........................................+1,240 +1,310

Revenue reducing:
Individuals-----................-------------..--- --------------. -- 495 -500
Corporations---...------. ....---------------------------.......... -190 -225

Total.. ....----------------..... ....-- ------.. ...--------.. -685 -725

Total, structural:
Individuals........................-----.......................... +670 +720
Corporations..-----..--..-------------.. ----------......---------- -115 -135

Total....................... .--------------------------------- +555 58

Total:
Individuals ....................................... - .......-- -5,640 -8,750
Corporations..--.......--.. --.......................---.......... . . -- 1,435 -2, 82

Total-----......... -------................. . -------------------.... -7,075 -11,075

See attached table 2 for greater detail. The capital gain revisions will create
revenue gains during the first 2 years they are in effect due to their "unlocking"
effect; but a revenue reduction will occur after 1965. (See table 6 for detail.)

The effect on budget receipts is estimated to be:

[In millions of dollars]

Fiscal year receipts

1964 1965

Rate changes:
Individuals ..---....--.---.. ------- ....----- ---. -2, 430 -7, 530
Corporations:

Before acceleration of payments---------... --------..------ ..------ . -120
Acceleration of payments...-----...---------... .-....... W+260 4-00

Total, corporations....-----.----.---- -------------............... +260 -420

Total, rate changes --------------------------------------- -2, 170 -7,950
Structural changes and capital gains revision ----..-----.......... -------. -20 -555

Total....................----..------- --..........--------------- -. -2 190 -7,895
t _
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Structural changes and capital gains revision affect corporation income tax
payments only in the fiscal year 1904; the effect of such changes in the fiscal
year 1965 is the same as on calendar year 1964 liabilities.

These estimated reductions in budget receipts are based on calendar year
1963 estimated income levels and are computed before any account in taken
of the stimulating effect on the economy, over and above current rates of
economic growth, of the tax reductions. The net revenue cost after taking
account of economic stimulus, is estimated to be $1.8 billion in the fiscal year
1964 and $3.5 billion in the fiscal year 1905.

B. INDIVIDUALS AND CORPORATIONS

H.R. 8303, when taken in conjunction with the 1962 tax action, distributes
the benefits of tax reduction between individuals and corporations in proportion
to their relative contributions to Federal revenues from the income tax.

The bill, when fully effective, would reduce individual liability by $8.7 billion,
which nearly equals 80 percent of the total tax reduction. Such emphasis
on the individual income tax is entirely appropriate, however, in the light of
the silniflcant reductions in corporate taxes effected last year through revision
of depreciation guidelines and enactment of the investment tax credit. These
two provisions reduced corporate tax liabilities by about $2.25 billion in 1902.
They also reduced individual taxes payable on the profits of unincorporated
business by about another $250 million. When these tax actions are included,
the reductions made in 1902 and proposed for 1965 total $13.6 billion for both
individuals and corporations. Of this total just over $4.5 billion, or one-third,
will go to corporations and the remaining two-thirds will go to individuals,
an allocation which is roughly in proportion to the current division of income
tax revenues between corporations and individuals.

Viewed from another standpoint, the net individual tax reduction, excluding
capital gains provisions, will reduce present tax liabilities for individuals by
just under 19 percent. The combined effects of this bill, depreciation reform,
and last year's investment tax credit, will reduce corporate tax liabilities by
something more than 17 percent.

0. EQUITABLE DISTRIBUTION AMONG INDIVIDUALS

The bill distributes the tax reduction equitably. Taxpayers at all income
levels will receive significant tax reductions, averaging 18.8 percent even after
taking account of structural changes. Those at the lowest income levels,
however, will receive the largest percentage tax reductions while those at
higher income levels will receive smaller percentage reductions. Those persons
with incomes of less than $3,000 will be given tax reductions averaging about
38 percent.. On the other hand, persons with incomes of $50,000 or more
Will receive reductions averaging approximately 13 percent. These differen-
tials (presented in more detail in the attached tables 3 and 4) are equitable
since even minimal tax burdens impose hardship on those at very low income
levels and since even small percentage reductions applied to higher brackets
represent large amounts of after-tax incomes.

The equitable distribution of tax reductions this bill contains would be
seriously distorted if the structural revisions accompanying the rate reductions
were significantly altered. These revisions reduce liabilities for those with
incomes of less than $5,000 and partially offset the rate reduction impact among
those with higher incomes. Without the structural revisions, tax reduction
.would be much less favorable to the needy persons at low income levels and
much more favorable to persons with higher incomes.

III. TAX RATES

A. INDIVIDUAL TAX RATES

The most important part of H.R. 8303 is a top-to-bottom reduction in individual
income tax rates. These rates, which now range from 20 percent to 91 per-
cent, are reduced in two steps to a new level of 14 to 70 percent. The 14- to 70-
percent rates would take effect in 1965. For the 1964 interim year, the rates
would be two-thirds of the full reduction, to range from 10 to 77 percent.

With the exception of adjustments at the bottom end of the tax scale fav-
oring single taxpayers with $1,500 or less of taxable income and married persons
with less than $3,000 of taxable income, and adjustments in the upper levels
where the rate scale has long been recognized as unrealistically high, the rate
reductions are geared to the present tax sCale with reductions varying from/
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14 to 17 percent in various brackets. These variations are necessaryy because of
the desirability of rounding in the interest of avoiding fractional rates.

A distinctive feature of this rate scale is the manner in which it would treat
the present first taxable income bracket. This bracket, which includes the
first $2,000 of a single person's taxable income-income after deductions and
exemptions-and the first $4,000 of a married couple's taxable income, is currently
taxed at the rate of 20 percent. Over 50 percent of all taxpayers have taxable
incomes that fall wholly within this bracket and pay tax only at the 20-per-
cent rate. H.R. 8303 would split the bracket into four equal segments, $500
segments for single persons and $1,000 segments for married coupler. Tax rates
of 14, 15, 16, and 17 percent would apply to these four brackets. These rates
average 22.5 percent less than the existing rate. This average does not, how-
ever, fully describe the effect of this provision. About 10 percent of ao1 taxpayers
would pay tax only at the 14-percent tax rate. For them the passage of H.R,
would represent a 80-percent tax reduction. Another 10 percent would pay tax
at only the 14- and 15-percent rates.. They would receive an average percentage
reduction in tax of between 25 and 80 percent. Still another 15 percent of all tax-
payers would be subject to a rate no higher than 16 percent, or an average re-
duction of 25 percent.

The new tax rates on income in brackets above the present first taxable income
bracket up to a taxable income of $100,000 for a married couple will be 14 to
17 percent below present rates. But since these taxpayers also share in the
reductions in lower brackets, the average tax reduction even for these level
is about 16 percent to 18 percent. The new rates on taxable incomes in except
of $100,000 will show reductions of 17 percent to 23 percent below present rates.
The top rate will be 21 percentage points less than the current maximum of 91
percent, a reduction of 23 percent.

The present top bracket rates were originally enacted to insure an equitable
distribution of the sacrifices required by an al-out war effort. , They are un-
realistic today. Although individuals expend their best efforts and take in-
vestment risks for many reasons, the financial reward is an extremely important,
if not critical, one. Reduction of the highest tax rates should, therefore, stimu-
late risk taking and effort, to the benefit not only of the taxpayers involved
but to the entire economy as well. Moreover, a reduction in thl highest rates
will make it less rewarding for some of our most productive citizens to 'ex-
pend their energies in activities and planning designed to avoid the consequences
of the present high tax rates. Finally, cuts in these high brackets will lose
little revenue since few people actually pay these rates.

B. CJIPOATE TAX BRAr8

The House bill reduces combined corporate no al and .surtax rates frP
52 percent to 50 percent in 1964 and 48 percent in 1965. IReversal of the historic
trend toward high taxes will greatly improve,business expectations and create
more favorable conditions for new investment. When ,the xate reductions are
fully effective, corporate income tax liabilities will be reduced by $2,2 billion
a.year.

The reduction of corporate rates sl.an essential step in the continuing objective
of stimulating economic growth. .By,raising profitability rates, greater incen-
tives are provided for modernization of facilities and expansion of productive
capacity. At the same time additional funds are supplied .internally to finance
expansion plans. To these reductions,must be added the annual tax savings of
$2.25 billion resulting from the recent reduction in useful lives for depreciation
purposes and the enactment last year of the Investment credit. As a result of
these measures American business will be In an unusually favorable position
to expand.
1. Benefits to small business

The proposed corporate rate structure is designed to give important tax benefits
to small businesses. The House bill reduces .the normal rate from 30 to
22 percent on the first $25.000 of taxable Income, In effect, the taxes of a busi-
ness with income under $25,000--a group that includes 467,500 out of 576,000
taxpaying corporations-will be reduced by 20.7 percent, against a reduction of
7.7 percent for very large companies. (See table 5.) The tax ,structure will
thereby strengthen the internal financing of saall businesses that have less
ready access to the capital markets and are more dependent ,n internal funds
for new investment. The vitality of small business that is so essential to our
competitive economy will thus be better assured. The over 9 million small
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individual proprietorships will of course benefit from comparable reductions in
individual income tax rates.

S. Current payment of corporate income tae
The House bill will ultimately place large corporations on a current payment

basis as in the case of individuals. It proposes a shift toward quarterly pay-
ments of tax in the corporation's taxable year. Corporations with tax liabilities
in excess of $100,000 will be required to make first and second quarterly current
payments of 1 percent each in 1964, the quarterly percentages increasing to 4
percent in 1965,9 percent in 1966, 14 percent in 1967, 19 percent in 1968, 22 percent
in 1969, and finally 25 percent in 1970. Through this plan, by 1970 tax payments
of all large corporations would be fully current, with 25 percent of this year's
tax liabilities in excess of $100,000 paid in each quarter. Payment requirements
would be subject to the relief provisions of present law.

The corporations involved should experience no difficulty in adjusting to the
current payments schedule. Because no payments would be required on the
first $100,000 of tax liabilities, its effects would be limited to 15,000 or so large
corporations and only a small proportion of those companies would have substan-
tial accelerated payments to make. The 15,000 large corporations account for
about 2% percent of the total number of corporations.

Many of the larger companies that will be subject to the full effect of accel-
erated payments conventionally fund their tax liabilities by investment in Treas-
ury tax notes and other short-term securities. In general, then, the accelerated
payments would not disturb their net working capital. Current payments would
liquidate accrued income taxes payable and, therefore, reduce short-term lia-
bilities by an equivalent amount.

The payment system of the bill is so designed that no corporation would make
greater payments in any one year than under present law since the reduced tax
liabilities resulting from lower tax rates would offset acceleration of tax
payments.

IV. STBU'BoIAL REVIsIONS

A. INDIVIDUAL INCOME TAX

1. Measures to relieve hardships and inequities
H.R. 8363 contains a number of provisions in the individual income tax area

that provide relief for indvlduals and families at the lowest income levels, in-
cluding many older persons. It would also remove inequities the existing tax
system imposes on persons whose incomes fluctuate widely from year to year.
The revenue cost of these provisions is $485 million. Unless otherwise noted,
these revisions would go into effect on January 1, 1964. They are designed to
meet tax hardships which cannot be alleviated by rate reductions alone.

(a) The minimum standard deduction.-The bill provides each taxpayer with
a minimum standard deduction of at least $300 plus an additional $100 for
each exemption after the first. A married couple with no dependents would
thus have a $400 minimum standard deduction, or $200 each if they filed sepa-
rately. The standard deduction would still be optional, of course, and the tax-
payer will still be free to itemize his deductions. The maximum limit to the
standard deduction of $1,000 will continue to apply regardless of the number
of exemptions.

The minimum standard deduction is a far less costly and much more effective
method of providing relief for those with low incomes than an increase in the
personal exemption. Moreover, since it involves an adaptation of the familiar
standard deduction, it is a recommendation readily effected and understood.

The minimum standard deduction would relieve many persons whose incomes
are near subsistence levels of the tax liabilities they may incur under present
law. A single person under 65 would not be subject to income tax until his
income exceeds $900, whereas at present he may be taxed on income in excess
of $667. For a single person with an income of $900, the minimum standard
deduction is equivalent to an increase in the personal exemption of over $233.
A married couple with income of $1,600 would not be taxed whereas they now
may be taxed on income in excess of $1,333,--for them the standard deduction
Is equivalent to an increase of $133 per exemption. A married couple with two
children would remain free of tax until their income exceeded $3,000, as com-
pared to their present nontaxable level of $2,667. Such a married couple with
two children would be granted the equivalent of an increase of $83 per exemption,

Since the minimum standard deduction' bases relief upon the number of ex-
emptions, it grants additional relief to the very poor aged or blind. For ex-
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ample, a widow aged 65 or more is not under this provision taxable on an in-
come, not counting her nontaxable social security benefits, of less than $1,600
a year. An older married couple would be exempt from tax on an income, again
excluding social security benefits, of $3,000 a year or less. The minimum stand-
ard deduction will, therefore, greatly help those of our Nation's older taxpayers
who must live on low incomes.

The revenue cost of this provision is estimated to be $320 million a year.
Almost all of the tax saving would be granted to taxpayers with incomes of
less than $5,000.

(b) Liberalization of the deduction for the care of children and disabled
dependents.-The bill will modify the present deduction for the expenses of child
care and the care of dependents unable to look after themselves so as to make it
more equitable and more meaningful. The bill raises from $600 to $900 the
maximum deduction in the case of widows, widowers, and persons with dis-
abled spouses when such people have two or more children or other eligible
dependents to support. It also raises the age limit from 11 to 12 for children
of the taxpayer for whom the deduction may be claimed. The bill grants the
deduction to a man whose wife is incapacitated or institutionalized.

The annual revenue cost of these changes would be $5 million a year.
(o) Income averaging.-H.R. 8363 provides a practical and uniform solution

to the longstanding problem of the inequitable treatment that a progressive tax
system can impose on individuals with receipts of income bunched in 1 year.
Present law contains a variety of complex schemes applicable to limited
situations.

Under this bill, taxpayers could average the amount of current income in ex-
cess of 133%1 percent of average income for the immediately preceding 4 years,
provided the excess is over $3,000. The tax on the income subject to averaging
would be five times the tax payable on one-fifth of the amount. Capital gains,
already subject to special tax provisions, are not eligible for the averaging pro-
vision. Neither may the provision be used to reduce the tax which would other-
with be due on wagering gains.

The provision would reduce revenues by $40 million.
.(d) More liberal treatment of employee moving expenses.-Under existing

law a transferred employee may generally exclude from his gross income sums
reimbursed by his employer for the basic expenses of moving to a new permanent
duty station. Similar allowances received by a newly hired employee may not
be so excluded, nor is any deduction allowed to any employee for nonreimbursed
expenses.

The House bill provides a new moving expense deduction which will be avail-
able under certain conditions to all employees, whether newly hired or trans-
ferred, whose expenses are not excluded from income under present law. The
deduction is allowable in computing adjusted gross income, so that employees
who elect the standard deduction may also claim this new deduction. The deduc-
tion includes the reasonable expenses of moving household goods and personal
effects and of family travel between the old and the new residence. (The deduc-
tion would not be allowed to a transferred employee who excludes reimburse-
ments for moving expenses under present law.) By allowing this new deduction
for moving expense, the bill removes the discrimination in present law in favor
of reimbursed transferred employes. It would also promote the mobility of
labor and thus enhance employment.

The estimated annual revenue cost is $00 million.
(e) Liberalization of the medical expense deduction for the aged.-Under

present law a taxpayer over 65 may deduct all of the medical expenses of himself
or his spouse except in the case of the cost of medicines and drugs where his
deduction is limited to the amount in excess of 1 percent of adjusted gross
income. The bill eliminat~ this 1-percent floor for a taxpayer aged 65 or over
for the expenses of medicines and drugs for himself or his spouse. The medical
expenses'of our senior citizens are much heavier on the average than similar
expenses for younger persons and they may often include large amounts for
medicines and drugs. The present 1-percent floor on the deduction would also
be removed in the case of taxpayers who pay expenses for medicines and drugs
on behalf of aged dependent parents.

The revenue cost of this provision is $10 million.
(f) Liberalization of the deduction for charitable contributions.-Under pres-

ent law, individuals are permitted to deduct the amount of their contributions
to charitable organizations up to a limit of 20 percent of their adjusted gross
income. Deductions amounting to an additional 10 percent of adjusted gross
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income are permitted for contributions to churches, educational institutions, and
medical and research facilities.

The bill would also make the present limitation more uniform and more
liberal, extending the 10 percent additional deduction to donations to nonprofit
organizations which are publicly supported and controlled. Such organizations
would include community chests, health organizations such as the Cancer So-
ciety, the Red Cross, museums, symphony orchestras, etc. It would not include
contributions to private foundations and trust funds.

Although very important to many philanthropic organizations, the revenue
cost of this provision is expected to be nominal.

2. Base broadening and equi t
Thel remaining provisions affecting the individual income tax are ones which

would raise revenue. The measures are vital to the bill, for without the $1
billion they would raise, rate reductions of the magnitude proposed would not
.be possible within the limits of fiscal prudence. Furthermore, these provisions
Improve tax equity, so vital to our system of voluntary compliance, by removing
unwarranted special provisions and unnecessary complexities and inequities.

(a) Itetriction of the deduction for State and local taxes paid.-Under the
single largest base-broadening measure contained in H.R. 8303 the deduction for
nonbusiness taxes paid would be limited to State, local, and foreign income and
real property taxes, and State and local personal property and general sales
taxes, including compensating use taxes. The provision would not affect taxes
incurred in carrying on a business or producing income, which would remain
fully deductible.

The hil, in effect, prohibits the deduction of State and local taxes on cigarettes,
-liquor, and gasoline, license fees on motor vehicles and operators' permits, and
miscellaneous taxes such as admissions or occupancy taxes. Although elim-
inating the deduction for these items will produce a relatively large amount of
revenue, it will have a minor impact on the average taxpayer because the burden
is widely dispersed.

Limiting the deduction for taxes as provided would be an important step for-
ward in tax equity. Under present law the deductibility of special taxes often
depends on the form rather than the substance of the tax. Cigarette taxes, for
example, are only deductible if they are levied directly on the consumer, or sep-
arately stated and passed on to him at the retail level. As a result, cigarette
taxes are currently deductible for residents of 20 States and are not deductible
in 21 States. Three States have no cigarette taxes.

This provision would simplify preparation of returns because the taxes in
question are typically estimated on the basis of inconiplete records or no records
at all. It would eliminate present confusion over the relation between the legal
form of the tax and its deductibility. The unprecise nature of the deductions
claimed for these taxes not only makes it difficult for taxpayers to derive fair
benefits from the deduction, it also makes it difficult for the Internal Revenue
Service to audit claims.

Certain excise taxes now deductible are, in effect, payments for special ben-
efits provided tie users of special facilities. For example, in 1061, 90 percent
of the $3.5 billion collected from State motorfuel taxes was allocated to highway
construction and maintenance. Like the Federal gasoline tax, which is non-
deductible, these State motor fuel taxes form part of the price for the use of
the highways. In the same manner that toll charges on highways and fees
paid for the use of State parks are not now deductible, gasoline taxes paid for
the personal use of highways should not be deductible.

This provision of the bill would provide $520 million in additional revenues,
which makes it the largest single base-broadening provision in H.R. 8303.

(b) Repeal of dividend credit, and increase of dividend exclusion.-Present
law provides an exclusion from taxable income of the first $50 of dividend in-
come ($100 for a married couple where each has $50 or more of dividend income)
and a credit against tax liability of 4 percent of dividends which exceed $50.
The House bill would reduce the tax credit to 2 percent, effective in 1904, and
eliminate it in 1905. The bill would increase the amount of exclusion to the
first $100 of dividend income ($200 for a married couple), effective in 1964.

The House action is necessary to justify the rates adopted for middle and
upper income brackets. The net revenue gain from the House action is esti-
mated at $120 million in 1964 and $300 million in 1965. The repeal of the credit
would gain $370 million but would be offset somewhat by the higher exclusion
which would cost $70 million. i

The $50 exclusion was enacted in 1954 primarily for the benefit of very small
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shareholders. It presently eliminates completely the taxation of dividends for
2 million filers. The IIouse-adopted $100 exclusion would remove from taxation
the dividends of another 1 million taxpayers. Under the bill, a married couple
would have to have more than $6,000 of stockholdings before their dividends
($200) would be at all taxable, on the basis of the current average dividend
yield of 3.2 percent. For the vast majority of our citizens such an investment
represents a sizable amount.

In addition to the 1 million taxpayers whose dividends will become completely
tax free under the House bill, a further 1 million taxpayers will receive more
tax relief from the additional $50 exclusion (or $100 for a married couple) than
they do from the present 4 percent credit. At a tax rate of 20 percent, for
example, dividends would have to exceed $300 before a single taxpayer would
no longer benefit more from the additional exclusion than the credit, and his
stockholdings would generally be in excess of $0,375. In the case of a married
couple filing jointly the comparable figures would be dividends of $600 on
holdings valued at $18,750.

Even for taxpayers with all of their income from dividends, the loss of the
dividend credit is offset in practically all cases by the reduction in personal
income tax rates. In the very few cases where this does not occur the increased
dividend payments which corporate income tax reduction will produce, will still
insure an increase in after-tax income. Thus all dividend recipients will be
better off under the bill than they are today.

The 4-percent credit, enacted in 1954, sought to provide relief from so-called
double taxation and to stimulate equity financing relative to debt financing, and
thus promote economic growth. There is no clear evidence to indicate that the
dividend credit increased equity financing and investment. Indeed, the ratio
of equity to long-term debt financing fell from 77.3 percent in 1950 to 72.7 percent
in 1960. Since 1954 the economy's growth rate has not been impressive.

As for the double-taxation relief the dividend credit provides, its benefits
accrue to taxpayers in a very inequitable fashion. For example, as shown in
table 3 of the attached exhibit 3 (under proposed rates), the lowest income
bracket obtains relief from 4.3 percent of the extra burden the corporate tax
allegedly imposes; the highest bracket enjoys a 12.2-percent relief. The exist-
ing dividend credit therefore provides the greatest benefits to high-income indi-
viduals. The 4-point reduction in the corporate tax, however, would remove
7.7 percent of the corporate tax burden from all stockholders-rich and poor.
It is a much more straightforward and fair way of providing investors some
measure of tax relief.

The revenue gain from the House provision is $300 million.
(c) The 8sck pay exclusion.-Employees who are absent from work because

of illness or injury and who continue to receive wages or salaries under employer-
financed wage or salary continuation plans (commonly known as sick pay) under
present law may exclude from income subject to tax up to $100 a week of amounts
so received. The wage exclusion is unrelated to hospital or medical costs which
are excluded from income anyway i employer financed or subject to the medical
expense deduction if paid by the employee. The wage exclusion applies from
the first day the employee is injured or hospitalized; otherwise there is only a
7-day waiting period.

As the law now operates, wage continuation payments are very often excluded
from Income because of minor illness or injury. This means an employee who
stays at home because of a slight injury which requires little or no medical care
and still gets his salary or wages may exclude from income up to $100 a week
of his pay. His coworker, similarly injured, but who stays on the job, enjoys
no such exclusion.

The House bill restricts the exclusion to cases of absences due to more pro-
longed and, hence more serious, illness or injury. The present $100 a week exclu-
sion would continue to apply but only after an employee has been absent from
work for 30 calendar days, whether or not he is injured or hospitalized.

The revenue gain from the House provision would be $110 million.
(d) Minor casualty losses.-The justification of the nonbuslness casualty loss

deduction is similar to that for the medical expense deduction. The two adjust
ability to pay for tax purposes to take into account extraordinary, nonrecurring
losses of a type likely to be so large and unexpected that they inflict unusual
hardship on the taxpayer. A certain amount of minor loss or damage is common
to everyone's experience and should be treated as a part of ordinary living
expenses. The fact that most individuals are prepared financially to meet these
minor losses is well attested by the popularity of deductible clauses in automobile
insurance policies.

24-532-03-pt. 1- 10
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It is estimated that enactment of this provision will increase revenues by $50
million a year.

(e) Group tcrn life insurance and bank loan insurance.-Present law does not
require employees to include in their taxable income compensation received in
the form of protection provided by employer-financed group term life insurance.
Employers, however, may deduct such premiums as a business expense. This
is the only kind of employer-financed life insurance which is not included in
employee income. Within recent years, widespread use of this exclusion privi-
lege has developed beyond its original purpose. The provision of "jumbo" group
term insurance coverage for high-income executives has become a rather common
method of providing substantial tax-free compensation for services. In some
cases executives have enjoyed, without paying any tax on the premiums, the
benefit of life insurance coverage of close to $1 million, which protects their
families and may substantially augment their estate.

H.R. 8363 would place a dollar limit on the amount of group term life insur-
ance which can be enjoyed free of tax. An employee would be required to in-
clude in income for tax purposes the cost of group term life insurance protection
provided by his employer to the extent the protection exceeds $30,000. If the
employee makes contributions toward the insurance, such contributions will
be attributed to the amount of insurance protection which exceeds $30,000. The
amount to be included in income may be computed from simple tables con-
structed on a very favorable basis.

The bill exempts retired employees from this provision. It will affect less
than 1 percent of those employees now receiving group-term life insurance
protection from their employers.

Abuses have also developed in connection with arrangements which permit
a taxpayer to purchase a life insurance, annuity, or endowment contract al-
most wholly with borrowed funds. Under such an arrangement the policy-
holder begins immediately to borrow substantial amounts against the cash
value of the policy to pay premiums, and claims a tax deduction for the interest
paid on such loans. The device takes advantage of interest deductibility, while
the corresponding buildup on the reserves in the policy Is not currently taxed
and can escape all income tax.

The bill contains a provision which will effectively control these abuses. The
provision is consistent with section 264 of present law, which disallows a de-
duction for interest on indebtedness incurred or continued to purchase or carry
a single-premium life insurance, annuity, or endowment policy. The bill would
not affect the normal use of life insurance policies as collateral for loans.

It is estimated that the two provisions described here will increase revenues
by $15 million a year.

(f) Personal holding companies.-The House bill would curb the use of
personal holding companies to shelter passive investment income and certain
personal service income from tax at individual income tax rates.

Present law permits a taxpayer to shelter such passive income (which in the
case of dividends would be taxed under the House bill at corporate rates as low
as 8.3 percent and not more than 7.2 percent) in a closely held corporation which
has as little as just over 20 percent of its gross income from an active business.
Since the active business need have no net income, a small investment in a busi-
ness where expenses wash out income can save today as much as 82.5 percent-
age points of individual tax on sheltered portfolio investments. The House bill
increases to just over 40 percent the proportion of gross income required to be
derived from an active business to avoid personal holding company status. It
also tightens the definition of personal holding company income in the areas
of rentals, royalties, and capital gains to outlaw devices that have been fre-
quently used to shelter portfolio investment income.

The House bill affords generous relief provisions to permit companies ad-
versely affected by the changes to adjust their affairs.

The revenue gain from the changes in taxation of personal holding companies
is estimated at $15 million.

(g) Gifts of future interests.-The bill denies the charitable contribution
deduction in the case of certain gifts of future intersets which involve tangible
personal property. This provision, for example, would prevent a taxpayer from
claiming a charitable deduction in the year in which he donates some item of
tangible personal property, most frequently paintings or other art objects, to a
charitable institution such as a museum, if he continues to retain possession and
enjoyment of the property for a period other than that of his life or the life of his
spouse. In thepe cases the deduction will only be permitted when the property
is actually transferred to the receiving Institution.

The revenue gain from this provision is nominal.



REVENUE ACT OF 1903 143

B. THE CORPORATE INCOME TAX

1. Multiple surtax exemption
Certain structural changes are essential to limit the benefits of lower normal

tax rates to their intended purpose of aiding small businesses. Many large
enterprises are exploiting the competitive advantage designed for small busi-
ness by operating through multiple corporate units and obtaining numerous sur-
tax exemptions of $25,000. Exhibit 13 illustrates cases where several hundred
outlets of the same business were separately incorporated, thereby often sub-
stantially reducing the effective rate of tax for the business. As a result of this
practice the Federal income taxes of these businesses are appreciably below those
paid by competitive enterprises of a comparable size which operate through a
single corporation. They are at the same time endangering the continued exist-
ence of the small, independent firm by this tax advantage. Since the proposed
change in corporate rates would provide even greater relative tax advantages,
effective measures are urgently needed to restrict the use of the surtax exemp-
tion by multiple corporate groups under the same ownership and control.

Continuatior. of tax benefits to multicorporate enterprises cannot be con-
doned simply because in some cases they were formed for valid business and legal
reasons rather than for tax avoidance. That tax benefits may not have been the
main or only purpose in these cases should not be allowed to obscure the fact
that the tax benefits of multiple surtax exemptions are very substantial and are
not warranted by the underlying purpose of the surtax exemption. These multi-
corporate groups do not experience financial impediments similar to those ex-
perienced by the small corporations which the surtax exemption is designed to
aid. Even where for legal reasons separate incorporation of the units may be
required, the economic and financial resources of multicorporate groups are equal
to those of its combined members or a comparable large single corporation. Hence
it is paradoxical that a feature of the tax law designed to aid small firms served
to enhance the financial well-being and strength of their large multicorporate
competitors.

The bill meets this problem by imposing additional taxes on the taxable income
of affiliated corporations that do not file consolidated returns and elect to retain
multiple surtax exemptions. The additional tax rates would be 6 percent on the
first $25,000 of income.

Although the provision does not fully eliminate the unwarranted tax ad-
vantages of multicorporate organizations, it generally precludes increasing those
advantages through the proposed reduction in the normal tax rate designed to
assist independent small business.

Enactment of these proposals would add an estimated $35 million to tax
receipts.

2. Two-percent tam on consolidated returns
Affiliated corporations filing consolidated returns are now subject to an addi-

tional 2-percent tax on their consolidated net income. The House bill provides
for the repeal of this additional tax.

Repeal of the 2-percent tax is consistent with the treatment of affiliated cor-
porations as an economic unit. Its repeal, therefore, should be contingent upon
the adoption of the proposals concerning multiple surtax exemptions for com-
monly controlled corporations. Elimination of the 2-percent tax on consolidated
returns will then facilitate the transition of multicorporate structures to more
rational taxation and permit the lower rates on small business.

Enactment of this provision would reduce Federal revenues by $50 million.

8. The aggregation of oil and gas properties
Prior to 1954, taxpayers were permitted to combine certain mineral deposit

in a tract or parcel of land for the purpose of computing the net income limita-
tion on the deduction for percentage depletion. This practice did not work
.satisfactorily in the case of some hard minerals, such as coal, and the law was
amended in 1954 to permit other forms of property grouping if the properties
were in one "operating unit." While the change was brought about by the
problems of the hard minerals industry, it was also made applicable to the oil
and gas industry although that industry did not request any change. The
grouping practices that have evolved in the oil and gas industry as a consequence
of the 1954 legislation have been used to minimize taxes in a way that does not
seem to have been contemplated by the 1954 legislation and does not accord
with sound and ordinary business practices in the industry. It is these un-
desirable grouping practices induced by the 1954 legislation that should be
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curbed. A company able to select and combine high cost with low-cost properties
located over wide geographical areas, including some properties and excluding
others as best suits its tax picture, can readily circumvent the application of
the 50-percent net income limitation. The excess net income from profitable
properties is used to increase the lower net income or losses on other properties
with the result that none of the properties is affected by the 50-percent limitation.
As a result larger percentage depletion allowances may be taken.

In general, HI.R. 8363 restores the pre-1954 rules governing the grouping of
operating mineral interests in the case of oil and gas properties for taxable
years beginning after December 31, 1963. It provides that oil and gas operators
may elect to maintain separate deposits as separate properties or may combine
some or all deposits falling within a single tract or parcel of land. It also
provides that interests participating under a unization agreement will be
treated as one property even though included in different tracts of land.

Primarily larger operators with widely scattered holdings will be affected
by the aggregation proposal. The information available to the Treasury indi-
cates that most small operators in the oil and gas industry have not used the
broad aggregation rule and thus would not be affected by its elimination. For
instance 90 percent of this provision's estimated revenue gain (of $40 million)
is attributable to the 32 largest producers. The aggregation proposal does not
affect producers of minerals other than oil and gas.

V. CAPITAL GAINS

A. nAS~T PROVISIONS

Under present law 50 percent of the net capital gains of individuals on assets
held more than 6 months are includible in income subject to tax at the regular
raes, except that the tax may not exceed 25 percent on such net gains in any
event. Thus the general rate reduction of the House bill automatically reduces
the tax on long-term capital gains for all those below a 50-percent marginal tax
rate, at which point the 25-percent ceiling takes hold. Under the House bill
this marginal rate starts at $44,000 of taxable income for a married taxpayer
instead of $32,000 under present law.

The House bill provides a further reduction for assets sold after a 2-year
holding period. Only 40 percent of the gain on such assets would be included
in income instead of 50 percent and the maximum tax would be 21 percent
instead of 25 percent. Capital gains on assets held more than 6 months but not
more than 2 years would continue to be includible at 50 percent with a maximum
tax of 25 percent. The so-called statutory capital gains-income not truly
derived from the sale of capital assets, such as lump-sum distributions from
pension plans, gain on cutting of timber inventories and the like-would remain
in the 50-percent inclusion-25 percent maximum rate category. For those tax-
payers not using the alternative rate-97 percent of all tax returns with capital
gains-the combination of the reduction in the inclusion factor and the lower
ordinary income rates affords a 35-percent reduction in tax on capital gains as
opposed to a 19-percent reduction on ordinary income.

These capital gain provisions of the House bill are unacceptable. They pro-
vide a rate reduction which will largely benefit our wealthier citizens without
treating a concomitant problem of equity in capital gains taxation, namely that
gains which are unrealized at the time of death are never subject to income
taxes. A man who accumulates an estate from salary or dividends, or business
profit, pays income tax on the accumulation during his lifetime and then if the
estate is large enough, his estate may be liable for estate tax when he dies.
The same is true of a man who builds up a valuable business and sells it before
he dies.

However, the individual who holds appreciated assets until death, as well as
his heirs, escape all income and capital gains tax applicable to their gains, since
the tax cost or basis to the heir is stepped up to the value of the property in
the gross estate of the decedent. This situation is not only a special benefit to
owners of capital assets, but it seriously "locks-in" capital holdings. Indeed,
it may be a principal cause of the "lock-in" problem for which other remedies are
suggested. Older taxpayers frequently feel they "can't afford" to sell appre-
ciated capital assets when they know that the capital gains tax can be com-
pletely avoided by keeping the asret in their hands and then passing it to their
heirs.

The President specifically stated in his tax message last January that no
reduction in the capital gains rate of taqation is justified unless a tax is imposed
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"at capital gains rates on all net gains accrued on capital assets at the time of
transfer at death or by gift." The Ways and Means Committee had substituted
a tentative provision for carryover of a decedent's basis at death which was
reasonably satisfactory, since it meant that the capital gains tax on the before-
death appreciation would be paid when the property was sold by the heir. At
the last moment, however, the Ways and Means Committee decided to delete the
provision because it was dissatisfied with the language presented to it and wanted
more time to work out technical details. Without a provision either for carryover
of basis or for taxation at the time of transfer at death, the capital gains rate
changes should be deleted from the House bill and the entire matter put over
until the problem can be solved as a whole. Without closing the escape hatch
by which our wealthier taxpayers can avoid all taxation on substantial amounts
of capital gains, there is no justification for a reduction in rates of primary
benefit to such taxpayers. The present 50 percent inclusion factor and 25 percent
ceiling provide enough of an advantage for those whose income is derived from
profits on the sale of capital assets. Moreover, since the House provisions involve
a three-step arrangement of capital gain inclusions and two maximum rates,
they seriously complicate the capital gain portion of the tax return and of the
code.

The deletion of this feature would lower the longrun annual revenue loss by
about $140 million. We would, however, have to forgo a temporary 2-year
increase in revenues during fiscal 1965 and 1960, which had been foreseen because
of the initial one-time "unlocking effects" of the reductions in capital gain tax
rates. These revenue effects are shown in detail in table 6.

n. OTIIHE CAPITAL GAINS PROVISIONS

1. Gains on the sale of depreciable real estate
The House bill deals with the sale of real estate at a gain after the tax-

payer has taken advantage of the accelerated methods of depreciation allowed
under present law. The provision is necessary to curb the single most serious
abuse that has arisen in the sale of real property-the conversion of ordinary
income to capital gain by early sale after use of fast depreciation. Under the
bill, if a building is sold within 1 year after its acquisition, any gain up to
the amount of post-1963 depreciation taken on the building is to be treated as
ordinary income. If the building is sold during the first 8 months of the second
year, gain is to be treated as ordinary income to the extent of the excess of
depreciation taken over straight-line depreciation. Beginning with the 21st
month after acquisition, the excess of actual depreciation taken over straight-
line depreciation which is to be treated as ordinary income will be diminished
by 1 percent per month. After 10 years, any gain will be treated as a long-term
capital gain except that major improvements are to be treated as having a sepa.
rate holding period.

It is estimated that this provision would increase revenues by $15 million a
year.

2. Stock options
The House bill imposes certain new limitations on the capital gains tax treat-

ment of benefits arising from executive stock option plans. First, the bill pro-
vides that stock purchased pursuant to option must be held for a period of 8
years following the exercise of the option, if the spread between the market value
at the time of exercise and the option price is to be treated as a capital gain.
Under present law, the stock need be held only 6 months after exercise or 2 years
from grant. This has encouraged quick sales and speculative profits, contrary
to the incentive purpose of the stock option provisions.

Next, the bill provides that an option may be outstanding for no more than 5
years (instead of 10 as under present law) to qualify for special treatment, and
if the price of the stock declines in this period, the option price may not be
reduced. These provisions will encourage the early acquisition of a proprietary
interest by the employee and will insure that the employee will only profit at
times when the price of the stock is higher than at the time of the original grant.

The bill also provides that the option must be issued at 100 percent of market
value, not at some level below market value as under present law. Also, with
the exception of corporations whose net worth is less than $2 million, no em-
ployee who owns 5 percent or more of the stock in a corporation will be eligible
for capital gains treatment on stock option benefits. There is no need to provide
an ownership incentive for employees who are already substantial stockholders
Others provisions are set forth Iii the report accompanying the House bill.
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The bill continues the treatment of present law in the case of nondiscriminatory
employee stock purchase plans. The revenue effect of the stock option provisions
will be nominal.

S. Interest on deferred payments
The bill contains a provision which will curb abuses in cases in which assets are

sold by means of deferred, or installment, payments. At present, when the
interest in installment payments is shown separately, it is taxed as ordinary in-
come to the seller and is deductible by the buyer. However, the seller may
convert the interest payments to capital gains by simply failing to specify the
interest as a separate component of each installment and calling the payments
noninterest bearing. Frequently the designation of interest is immaterial to the
buyer, who may deduct the whole purchase price anyway as depreciation, or may
be tax exempt.

The bill provides that if the sales contract does not specify an adequate amount
of interest, a part of the proceeds will nevertheless be treated as interest and will
be taxed as ordinary income. The provision will not apply to annuities or to
patent royalties.

The revision will not have any appreciable revenue effect.

4. Gain on the sale of a residence by an older taxpayer
H.R. 8363 exempts from income subject to tax certain gains arising from the

sale or exchange of a residence by an individual who has attained the age of
65. Aged persons could exclude completely any gain from the sale of their
principal residence if the sales price of the house is less than $20,000. If the
sales price is higher than $20,000 a percentage of the gain can be excluded from
the income equal to the ratio of $20,000 to the actual sales price. The taxpayer
must have used the property as his principal residence for 5 out of the preceding
8 years and may not have used the provision previously.

This provision would reduce revenues by $10 million a year.

5. Iron ore royalties
The bill would include iron ore royalties in the class of items which, though

involving ordinary income receipts, are however to be taxed at lower capital gains
tax rates.

This provision will reduce revenues by $5 million a year.

6. Indefinite loss carryover
Present law permits an individual to deduct up to $1,000 of net capital loss

from ordinary income in a given year, and to carry a larger capital loss over
for a period of 5 years. As part of our proposed capital gains revisions, we
proposed that the $1,000 annual carryover be indefinite in duration. The House
bill accepted this proposal. Although I have indicated our objections to the
capital gains tax reduction features of this bill, I believe this indefinite loss
carryover should be retained. This benefits mainly small investors and property
holders who do not have capital gains against which they can fully offset
major losses. It would reduce revenue by $30 million a year.

VI. AMENDMENTS TO THE REVENUE ACT OF 1962

This bill also contains several provisions designed to improve or clarify the
application of the investment credit adopted in 1962.

A. DEPRECIATION ADJUSTMENTS FOR THE INVESTMENT TAX CREDIT

As a result of legislation approved by the Congress last year, tax liabilities
of business firms in general are reduced by an amount equal to 7 percent of
their outlays for new equipment. Annual tax savings for each firm may amount
to as much as the first $25,000 of tax liabilities plus 25 percent of the excess.
However, the business must reduce the depreciation basis of the assets required
by the amount of the credit. This requirement has led to a number of unfore-
seen accounting and administrative difficulties for both taxpayers and the In-
ternal Revenue Service. The effectiveness of the credit has also been sub-
stantially reduced by the basis adjustment requirement.

H.R. 8363 eliminates the reduction in basis so that the benefits of the in-
vestment credit would not be reduced in the future, and so that the impairment
already encountered would be recouped. The bill repeals the reduction in
basis requirement for assets placed in use after June 30, 1963. It also provides
that the amounts deducted from basis fore July 1, 1963, may be added back
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to basis as of the beginning of the first taxable year of the taxpayer which
begins after June 30, 1903.

This provision is appropriately included in this bill, which is directed at im-
proving the performance of the economy. The investment credit stimulates in-
vestment by reducing the net cost of acquiring depreciable assets, thereby in-
creasing the all-important rate of profitability on a given investment outlay.
The requirement that the basis for depreciation of assets be reduced by the
amount of the credit taken cuts the inducement to new investment provided by
the credit almost in half. When an investor appraises the profit potential of
a new investment, he views taxes on income as a cost which reduces the net
return. Whereas the tax credit reduces this tax cost and increases profitability,
the resulting reduction in the depreciation base partially offsets the effect of
the credit by reducing the amount of the depreciation which may be taken
and thereby increasing the taxable income from the investment.

At corporate tax rates of 48 percent, repeal of the basis reduction provision
will almost double the incentive provided by the present tax credit. By reducing
business taxes it will increase the profitability of new investment and encourage
the more rapid expansion and modernization of existing facilities. It will there-
by give an important stimulus to economic growth.

Repeal of the reduction-in-basis provision will also eliminate a number of
administrative problems and bookkeeping details which have burdened so many
taxpayers, especially small businesses. For example, in most States taxpayers
are not required to reduce their depreciation basis to reflect the investment tax
credit when computing income for State tax purposes. Consequently, taxpayers
in these States are now required to keep two different sets of accounts in which
their various assets have different bases. In addition, the basis reduction com-
plicates the computation of earnings and profits, the pricing of defense con-
tracts, and the bookkeeping requirements of regulated companies. Finally, the
fact that the basis reduction immediately reduces depreciation even in those
cases where the taxpayer is not able to use the credit can result in a net det-
riment to the taxpayer until he can use the credit.

It is estimated that this provision will result in decreased tax liabilities of
$145 million in calendar year 1964 and $185 million in calendar year 1965. Esti-
mrted reductions in fiscal year receipts are $15 million in 1964 and $145 million
in 9C5.

B. OTHER TECHNICAL CHANGES

The bill also makes three other changes in the investment credit.
(1) It extends the credit to new escalators and elevators installed after July 1,

1963. At the same time, escalators and elevators disposed of after December 31,
1963, are made subject to the depreciation recapture provision adopted in the
Revenue Act of 1962. These provisions will reduce revenues by $10 million.

(2) It provides that a lessee from a distributor may base his investment credit
on the fair market value of the leased property rather than the lessor's cost. A
lessee from a manufacturer may use fair market value under the present law.

(3) It expresses the intent of the Congress in enacting the investment credit
as to its treatment by Federal regulatory agencies in setting rates for consumers.

CONCLUSION

In conclusion, Mr. Chairman, I wish to emphasize the urgent need for prompt
action along the lines suggested by this bill to reduce taxes and strengthen the
economy. We can no longer delay decisive action to restore the full measure of
economic vigor, both because of the seriousness of the unemployment problem at
home and because of our balance-of-payments problems. Reduced tax rates and
the structural revisions adopted for equity purposes will increase the reward for
effort, enterprise, and risk taking and will thus enhance individual initiative and
stimulate investment. These factors will provide the needed spur to full employ-
ment and a faster rate of economic growth.

The revenue loss incurred in the first few years because of this bill will be only
temporary. In combination with the program of strict expenditure control an-
nounced by the President, the stimulating effects of tax reduction on the emonomy
should produce sufficient revenue gains in the future to enable us to balance the
budget.

It is essential to the well-being of the Nation that every effort be made to com-
plete action on this bill before the end of the current year. The encouraging
expansion of economic activity which has occurred thus far during the year is no
doubt in part the result of favorable speculation regarding tax reduction. Fail-
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ure to act on this bill might produce adverse psychological reactions throughout
the country which would check the growth of our economy. The Nation has
waited too long for relief from the stifling burden of excess taxes. Although the
problems placed upon Congress and this committee are many and pressing, noth-
ing is more important to the health of the Nation than decisive and prompt action
along the lines provided by this bill.

TABLE 1.-Compari8o of ind ividual income tax rates under present law and
under the revenue bill of 1963

Taxable Income bracket (in thousands of dollars) Revenue bill of 1963
Present

rates
Single person Married (Joint) 1964 rates 1965 rates

Percent Percent Percent
0 to .5..-------------------....................... to 1------------------------....................... 20 16.0 14
0.5 to 1...---................... I to 2.-...--- ......-..--...... 20 16. 15
1 to 1.6..-------.-----------.. 2to3 ....------------------------ 20 17.5 16
1.5 to 2-------------........ . 3 to 4------------------------ 20 18.0 17
2to4 - -------------- 4to 8-----. --------------- 22 20.0 19
4 to 6 ----.-------- -------. 8 to 12 -- --- --.-------------- 26 23.6 22
6 to 8 --- ----------------- 12 to 1--.----.----------- 30 27.0 25
8 to 0---..--.-- ......-...----.. to 20..--------.. -----... 34 30. 28
10 to12......................... 20 to 24 ---...-..-- ...---- 38 34.0 32
12 to 14..----................-----.. 2 to 28...---.. .......---- ..- 43 37.6
14 to 16 -----------.--------. 28 to 32--..--...--- -- -- 47 41.0 39
16 to 18.....---...--------..--. 32 to 36..------..-- ----...... 50 44.6 42
18 to 20. .....------ .----..... 36 to 40 --...--- ---.------. 63 47.5 45
20 to 22..............--------....-- . 40 to 44...--- --- ---- - -.. 66 60. 48
22 to 26.........-..---- ..-- ..--- 44 to 52..--..--. -----... ... 9 63.5 50
26 to 32 ..-.. --... --------. 62 to 64------..--- ----------- 62 66.0 63
32 to 38--..----------------- 64to76---------------------- 65 58.5 55
38 to 44.........------------ 76to 88--..---.. ----... ---- . 69 61.0 68
44 to 50----..--...--------. 88 to 100--...----.---------. 72 63.6 60
0 to O6 -------------------.. 100to 120...-------------------- 76 66.0 62

60 to 70----------- -------- 120 to 140----- -------------- 78 68.6 64
70 to 80.--------.------------... 140to 160 -----------.----- 81 71.0 66
80to -- .......----- ..-------- 160 to 180---....-- -------------- 84 73.6 68
90 to 100-..------.. -------.----- 180 to 200-...--- ----..------------. 87 75.0 69
100 t 10 ......................---. 200 to 300- ----------.. -- 89 76.5 70
150 to 200...--..-...--- ...-- 300 to 400----. ..---..--...-- 90 76. 70
200 and over--.........--.------ 400 and over.....--....--. -- 91 77.0 70

Source: Office of the secretary of the Treasury, Office of Tax Analysis, Oct. 3, 193.

TAULE 1A.-Comparlson of schedules under present law and under the revenue
bill of 1963

Taxable income bracket (in thousands of dollars) Revenue bill of 1963
Present law

rate
Single person Married (Joint) (percent) Rate Percent of

(percent) present rate

0 to 0...... ---...........--..---- 0 to 1 ----..---.------------- 20 14 '70
0.5 to 1.-----...-------..--------1 to 2 --..--------------------.......- 20 15 75
1 to 1.5 --------..................--.....--------- 2 to 3-...------.........------------------ 20 16 807.
1.5 to 2----.....--------------- 3 to 4...--.....-- --..--...... 20 17 861
2to4 ...... ------............... 4 to 8 ........................ 22 19 86
4 t ...------. --.---... ., 8 to 12-.................... 26 22 86

to8..--------.......-- - .. 12 to 16.--...--...............------------------.. 0 83
to10 -......--.-------...-------- 10 to20-................ . 34 28 83
01 t12................------------------- 20 to 24----------------------..................... 38 32 84

12 to 14 ......-...............-. 24 to 28....-.................. 43 36 84
14 to 16.....------------------- 28 to 32----------------------..................... 47 39 83
180 to 18...-........-............-- .. 32 to 36...................... 50 42 84
18 to 20...............-.......-... 36 to 40-...............-..- - 63 45 86
20 to 22 ......................... -- 40 to 44...........-- ........--. 66 48 86
22 to 26 ............---..-------- 44 to 62-....--.----- .....--------------- 59 60 86
26 to 32 ---.---------.. -------. 62 to 61-...-----..--.. -----.. 63 85
82 to 38.-- ....-.................. 64 to 76..................... 65 665 85
8 to 44 ------ ................--........ 76 to 88- ..................... 69 68 84

44 to 50----....---- 88 to 100 ...................... -------- 72 60 83
60to 60--...... ....--- -------.... 100to 120 ...----...... , ..... 75 2 83
60to70..-.................---- --...... 120 to 140 ........... .... 78 64 82
7 to 80..----..---- ..- 140to 160 ................. 81 66 81
80to 90..........-- ... 160 to 180-..-.............. 84 68 81
90 to 100........------ .......... 180 to 200 ................... 87 69 79
100to 150 ..............-......... 200to300...--................. 89 70 79 .
150to200..-........... - I 300to 400 .......--..-.....- . 90 70 78
200 and over.-....-.-.-...-.. 400 and over-..... -4 ..... 091 70 77 . .200 a ,nd or •...... 77--- -- - , - .--
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TABLE 2.-Revenue bill of 196--H.R. 8363: Estimated decrease in revenue1 (-)
and increase (+) (before feedback) or provisions of bill

[In millions of dollars]

Calendar year 1964 Calendar year 1965
liabilities liabilities I

Indi- Corpo- Total Indi- Corpo- Total
vidual rate vidual rate

A. 1963 tax program:Rat changes..--------.......................--------- -6,310 -1,320 -7,630 -9,470 -2,190 -11,660

Structural changes:
(a) Revenue raising:

1. Group term insurance---------...... +5 ........ 5 +5 ........ +
2. Bank loan insurance--.......... +5 ........ +5 +10 ........ *+10
3. Sick pay exclusion--. --------- 110 ....... +110 +110 ........ +110
4. Dduction of personal taxes... - +520 -------- +520 +520 --...------. +520
6. Casualty loss deduction.. . +50 - ------- +50 +50 ........ +50
6. Aggregation of mineral prop-

erties-- -----------------..------- +40 +40 --------... +40 40
7. Personal holding companies .. +15 -------- +1 +15 ---.... +1
8. Repeal of dividend credit and

increase in exclusion ------. +120 ------- +120 +300 ......- +300
9. Multiple corporation penalty

tax ------.. ---------------- .------- -35 +35 .--.------. +35 +3
10. Gifts of future interest--------- (*) --- () (*) ..... (*)

Total, revenue raising-.... . +825 +76 +900 +1,010 +75 +1,085

(b) Revenue reducing:
11. Medical expense deduction-.. -10 .------- -10 -10 ........ -10
12. Child care allowance.-------- -5 -.....-- -5 -5 -...... -5
13. Moving expenses --.---..----. -60 -------- - --0 -6 -----. . -60
14. Income averaging.----------- --40 --.. -40 -40 -------- -40
15. Minimum standard deduction. -320 -------- -320 -320 -------- -320
10. Repeal 2-percent tax on con-

solidated returns...----......----..-- -50 -50 .-----. -50 -50
17. Charitable deductions-.---.... (*) ..... () () (*)

Total, revenue reducing-.... -435 -50 -485 -435 -50 -486

Total, structural changes-..- +390 +25 -415 +575 +25 +600

Total, rate and structural
changes, 1963 tax program.. -5,920 -1,295 -7,215 -8,895 -2,165 -11,060

Capital gains revision (including induced ef-
fects):

1. Unlocking of capital gains from general
rate reduction..-------...- -.......-.- +130 ........ +130 +130 ........ +130

2. 50-40 percent inclusion and 21 percent
maximum rate....--..........-....... -- 210 ........ +210 +80 +80

3. Sale or exchange of real estate ........ ::....- (*) (*) --- +15 8+16
4. Carryover of losses-...............-- -30 ........ -3 -30 ........ -30
5. Sales of residences by taxpayers aged 65

or over............................... -10 ........ -10 -10 ........ -10
0. Capital gains treatment of iron ore roy-

alties ................... ...... ....... -5 -5 .--...... -5 -
7. Stock options .......................... () ........ (*) (*) ........ (*)

Total, capital gains revision........... +300 -5 +295 +170 +10 +180

Total, 1963 tax program..-............ -5,620 -1,300 -6,020 -8, 725 -21 1 -10, 880

B. Revision of 1962 ftglslatlon:
1. Repeal of requirement to reduce basis by

Investment cr"dit-------.......--........- -20 -125 -145 --25 -160 -18
2. Allow investment credit for elevators and

escalators........................................ -10 -10 ........ -10 -10

Total, revision of 1962 legislation........ -20 -135 -155 -25 -170 -105

0. Total, revenue bill of 1963.............. -5,640 -1,435 -7,075 -8, 750 -2, 32 -11,07

I At levels of income estimated for the calendar year 1963.
* As reported by the Ways and Means Committee.
* Long-terh effect except for capital gains. Certain provisions would be different for actual 1965. Bank

loan Insurance would be +$5,000,000 and sale or exchange of real estate, +$5,000,000.



TABLE 3.-Revenue bill of 196--Change in tax liability resulting from rate and structural changes 1 for individuals

Structural changes

Aand exclu- tion of loss holding and deduc care Moving Income standard Total Total

other sion deduc- deduc- corn- exclu- tion allow- expenses averaging deduc-
insur- tions tion panies sion (aged) ance tion
ance

In millions of dollars

0 to 3......-- ------------------ -400 (2) 5 10 (2) (2) () (2) (5) (2)5 ----- I -155 --

3to-------------------- -1,020 20 50 5 (2) 10 (2) -5 - ---------- -100 -35

to 5 --------------------- : - (1 t !-71-l ^ --:::: ^"5 to10---------------------3,905 (2) 5 220 2 ( 30 (2) (2) -25 (2) -50 4-255 -3, 50 M

10 to 20 ---------------- -- 2, 285 (2) 25 130 15 50 (2) (2) -15 -10---------- 4-195 -2,090

20.ro 0 ---.. ---------- --- 1,150 5 5 60 5 () 85 -5 (2) -5 -20 ----------. 130 -- 1020

50 and over.................. ---------- -- 710 10 (2) 15 125 -5 (2) (2) -10.........------------185 -525

Total ..-....------.----.--- 9.470 15 110 520 50 15 300 -10 -5 -60 -40 -320 4-575 -8.895

Change as a percent of present tax "

0 to 3--.....---..-------------
3to 5...-----.....-------------
5 to 10...--------------------
10 to 20 ..------.. .----------
20 to 50.---...-------------
50 and over.------ --------

Total--..-.----------

-27.8 0.3 0.7 () () (2) (2) (2) (2) ---- -11.7 -10.7 -38.3
-25.36 ( .5 1.2 0.1 (2) 0.2 () -0.1 -0.4 --- -2.5 -. 9 -26.2
-23 ( .3 1.2 .1 () .2 () (2) -. 1 (2) -. 3 4-1.4 -19.9
-182L .2 1. .1 .4 () (2) -. 1 -0. 1 ----------......... 1.5 -16.4

-17.0 0.1 .1 .9 . () 3 -1 ( -. 1 -. 3 ---------- 1. -15.1

-17.0 .2 (2) 1.2 (4 3.0 -. ( ( -. 2 ------. -- 4.4 -12.6

-20.0 () .2 1.1 .1 (2) .6 ( (2) -. 1 -. 1 -. 2 -18

I Exinding capital gains.
i Less than $2,500,w0 or 0.05 percent.
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'TABLE 4.-Revenue bill of 1963--Distribution by adjusted gross income class of
the full year effect of all tax changes I directly affecting individuals

Number Tax Effect of revenue bill of 1063 Total
Adjusted gross income class of taxable liability tax under

(in thousands of dollars) returns under revenue
(millions) present Rate Structural Total blU of

law change changes 1963

In millions of dollars

Oto 3...--..........------------------.... 9.7 1,450 -400 -155 -555 895
Sto 5......................... 10.5 4,030 -1,020 -35 -- 1,055 2,975

to 10..........--------........... 22.9 18,300 -3,905 +255 -3,650 14,650
10to 20-..-------.--.... ....-- 6.7 12,710 -2,285 +195 -2,090 10,620
20 to 50--..--......-----..... . 1.0 6, 760 -1,150 +130 -1,020 5,740
60 and over-..--..--.--.--...-- .2 4,170 -710 +185 -525 3,645

Total--------..... ...-- 51.0 47,420 -9,470 +575 -8,895 38,525

Percent distribution by income class

0to 3......-----... .--------- 19.0 3.1 4.2 -27.0 6.2 2.3
3 to 5----------------....----.. -------- 20.6 8.5 10.8 -6.1 11.9 7.7

to 10 ..-.------------.. ---. - 44.9 38.6 41.2 44.3 41.0 38.0
10 to 20....--.-------.... . 13.1 26.8 24.1 33.9 23.5 27.6
20 to 50...--.------.---.... . .. 2.0 14.3 12.1 22.6 11.5 14.9
50 and over ....--------...--- .4 8.8 7.5 32.2 5.9 9.6

Total--.....----------. 100.0 100.0 100.0 100.0 100.0 100.0

Percent of tax liability under present law

to3 ..--------........... . --------. . 100.0 -27.6 -10.7 -38.3 61.7
3to5 --------------------.------------ 100.0 -25.3 -. 9 -26.2 73.8

10to 20 -----..----- ----- .------- - 100.0 -18.0 +1.5 -16.4 83.6
20to60 ---------.------- -------- - 100.0 -17.0 +-1.9 -16.1 84.9
50 and over----------.. -----.... --....-- --------- 100.0 -17.0 +4.4 -12.60 87.4

Total------- ------------------- 100.0 -20.0 +1.2 -18.8 81.2

I Excluding capital gains.

TABLE 5.-Revenue effect 1 of reducing corporate normal tax. to 22 percent and
combined rate to 118 percent

Normal tax to 22 percent
and combined rate to 48

Number of Computed percent
Surtax net income class- taxable tax liability,

corporations (present rates
millions) Amount of Percent

reduction reduction
(millions)

Sto $25000 .------------------------------- 467,600 $874 $23 28.7
$25,000 to $50,000..--- .---------------------- 64,000 630 126 19.8

0,000 to $100000...........-------------------------- 25,000 759 94 12.4
100,000 to 1,000,000.,--- ...---------------------- 25,500 3,427 299 8.7
1,000,000 and over .. .............-- ---- 4,000 18,664 1,438 7.7

Total.............................--- ...... 576,000 24,380 2,190 9.0

I At 1963 levels of income.
3 Excluding capital gains presently taxed at the alternative rate.
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TABLE 6.-Effect of the House bill--50-40 percent inclusion, 21 percent alterna-
tive rate provision for 1964, 1965, 1966, 1967, and longrun tax liabilities

[In millions of dollars; calendar years I]

1964 1865 1966 1967 1968 and
long run

Direct effects of reduced inclusion percentage and
lower maximum rate.--...---.. -----.. ---.. --. -- 230 -230 -230 -230 -230

INDUCED EYECTS

1. Unlocking of capital gains from reduced inclusion
percentage and lower alternative rate-----.......... +20 +320 +195 +150 +100

2. Deferral effect on gains between 6 months and 2
years--...........--.....-------.. ----... --- -80 -10 -10 -10 -10

8. Total induced effects--.. ........----- --...... . +440 +310 +185 +140 +90

Total effects--....-..------ -.......-- ..------- +210 +80 -45 -90 -140

I Since the table shows tax liabilities Incurred in calendar years, the numbers shown also constitute good
estimates of receipts for the following fiscal years; e.g., the -$45,000,000 total effect figure for calendar year
1966 equals the fiscal year 1967 revenue.

TABLE 7.-Effective rates of tax applicable to capital gains

Gains of sale of assets held-
Taxable income brackets

Present law Revenue bill of 1963

Single person Married (joint) Less than 6 months Less than months 2 years or
6 months or more 6 months to2 years' more 2

Thousands of dollars percent

0 to 0.5.................. Oto................... 20 10.0 14 7.0 5.6
0.5 to 1 ................. 1 to 2...--............... 20 10.0 15 7.5 6.0
1 to 1.5.................... 2 to 3.................... 20 10.0 16 8. 0 6.4
1.5 to 2.................... 3to 4...---------------... 20 10.0 17 8.5 6.8
2 to 4.....-------..-------- 4 to 8..--.....- ......------- 22 11.0 19 9.5 7.6
4to6- ....- ........... 8 to 12..... ............. . 26 13.0 22 11.0 8.8
6to8 ..--.----.....--.--- - 12 to 16 ... -------------- 30 15.0 25 12.5 10.0
8 to 10 .........-......- 10 to 20 .................. 34 17.0 28 14.0 11.2
10 to 12 ................... 20 to 24.................. 38 19.0 32 16.0 12.8
12 to 14...-.....- .... 24 to 28 .. ............ 43 21.5 36 18.0 14.4
14 to 16 ............ .. 28 to 32................ 47 23.5 39 19.5 15.6
16 to 18................... 32 to 36.................. 50 25.0 42 21.0 16.8
18 to 20-......... ........ 36 to 40.................. 53 25.0 45 22.5 18.0
20 to22 ................-- ..- 40 to 44.................. 56 25.0 48 24.0 19.2
22 to 26 ...- ............... 44 to52 .......... ....... 59 25.0 50 25.0 20.0
26 to 32.................... 52to 64..--..-......-- ... 62 25.0 63 25.0 21.0
32 to 38 ................... 64 to 76.................. 65 25.0 55 25.0 21.0
38 to 44................... 760 to 88....-..--............ 69 25.0 58 25.0 21.0
44 to 50 ................... 88 to 00--..------------ 72 25.0 60 25.0 21.0
50 to 60................... 100 to 120..............--- . 75 25.0 62 25.0 21.0
60 to 70.....-............. 120 to 140--.....--------------- 78 25.0 64 25.0 21.0
70 to 80................... 140 to 160------.. ---------- 81 25.0 66 25.0 21.0

Sto 00 .................. 160 to 180--................ 84 25.0 68 25.0 21.0
90 to 100 ................. 180 to 200................ 87 25.0 69 25.0 21.0
100 to 150 --................ 200 to 300--...........--. 89 25.0 70 25.0 21.0
150 to 200.............. 300 to 400...-- -- ---------.... 90 25.0 70 25.0 21.0
200 and over ...... .. 400 and over ............ 91 25.0 70 25.0 21.0

1 50-percent inclusion. This column also reflects the effective rate on capital gains beyond a 2-yenar period
if the 50-percent inclusion and the maximum 25-percent tax rate of the present law is retained In lieu of the
capital gains features of the House bill.

I 40-percent Inclusion.
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Exhibits

Revenue bill
Exhibit No. of 1963 Descriptlon

section No.

1--..-...------. 112 The minimum standard deduction.
2 .............. 122 Current taxpayment for corporations.
3.---.. ...-------- 201 The dividend credit and exclusion.
4-.............- 205 Modification of sick-pay exclusion.
5 .............. 207 Denial of deduction for certain State and local taxes.
6.......----....... 213 Abuses of interest deduction when an individual uses orrowed monny to

purchase a life insurance policy.
7....---------.. 214 The tax treatment of employee stock options.
8----....------. 216 Personal holding companies.
9.....--.--- ..--- 217 Grouping of oil and gas properties.
10...--...--..-- 219 Treatment of capital gains and losses.
11..---........ 220 Real estate tax shelters.
12....--....-- - 221 Income averaging.
13............. 223 Multiple incorporation.
14.......-----.........-..--. Burden tables.

EXHIBIT 1

THE MINIMUM STANDARD DEDUCTION

Present treatment of deductions
To compute taxable income, a taxpayer subtracts the value of his exemptions

and the amount of his allowable deductions from his adjusted gross income. Sub-
ject to the limits imposed by the law, taxpayers may itemize their individual
deductible expenses to determine the total amount of their deductions. As an
alternative to itemization, the taxpayer may elect the standard deduction. * Under
present law this deduction is 10 percent of the taxpayer's adjusted gross income
or $1,000, whichever is less. The maximum standard deduction Is limited to $500
on the return of a married person who files a separate return.

House bill
The House bill provides a minimum standard deduction equal to $800 plus

$100 for each exemption after the first. Like the present standard deduction, the
minimum standard deduction would be limited to $1,000. In the case of a
married person filing a separate return the minimum standard deduction would
be $200 plus $100 for each exemption after the first up to a limit of $500.

Under the bill a single person would be entitled to a minimum deduction of
$300, regardless of his income. A married couple without children would have a
minimum deduction of $400, A married couple with two children would have a
minimum deduction of $600. A married couple, both over 65, would have a mini-
mum standard deduction of $600. The minimum standard deduction would be
of benefit in cases where it exceeds 10 percent of the taxpayer's adjusted gross
income.

Taa relief for persons with low incomes
The minimum standard deduction would provide tax savings of $320 million

at the 1965 tax rates provided in the House bill. More than 84 percent of savings
would go to persons with incomes of less than $5,000. An estimated 8.3 million
persons with incomes of less than $3,000 would receive tax savings of $170
million, or more than one-half of the total. The minimum standard deduction
constitutes a very important component of the tax bill for persons with incomes
of less than $3,000 who are not in a position to gain very much from a reduction
in tax rates.

Nearly 3 million persons with adjusted gross incomes between $3,000 and $5,000
-would receive tax savings totaling $100 million, or 31 percent of the relief granted
by the provision. The remaining $50 million of tax relief would go to 2.1 million
families with incomes of more than $5,000 but less than $10,000.

Under the bill a single person who uses the standard deduction would not have
tax to pay unless his income exceeds $900. At the present time a single person
with an income of $900 who uses the standard deduction incurs an income tax
liability of $44. He becomes liable to tax when his income exceeds $667.

A married couple would not pay taxes under the bill if their adjusted gross
income were less than $1,600. Presently they pay tax when their income exceeds

S$1,333, and they have a tax bill of $50 on earnings of $1,600. If the couple had
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two children, they would not become taxable under the bill until their income
reached $3,000, a level of income at which they presently pay a tax of $65.
Efficient way to grant tax relief to low-income families

The minimum standard deduction would grant tax relief to 13.4 million families
with relatively low incomes without greatly reducing the overall tax base. The
benefits of the House provision would go primarily to persons with low incomes.
Persons with high incomes would find the provision of no benefit.

Equivalent relief to low-income taxpayers granted in the form of an increase in
the personal exemption would involve a much greater los of revenue and would
provide the greatest tax savings where they are least needed. It is estimated
that an increase in the personal exemption from $600 to $700 would cost $3 bil-
lion in tax revenue at current tax rates. At rates in the House bill the cost
would be $2.6 billion.

An increase in the personal exemption would benefit all taxpayers and not just
those with low income. Almost three-fourths of the $3 billion tax savings (at
current rates) would go to those with incomes over $5,000. This accounts for
the large revenue cost of an increase in the value of the exemption. All tax-
payers would be able to increase their exemptions, and upper income taxpayers
would enjoy larger tax savings than persons with lower incomes. Because the
tax value of an exemption increases with the taxpayer's marginal rate of tax, an
increase in the exemption could help low-income taxpayers only by giving even
greater relief to persons with high incomes.

Tam simplification
The minimum deduction would enable some 1.2 million taxpayers with low

incomes to shift from the complex itemizing procedure to the use of the simpler
standard deduction. Most of these taxpayers covlld then file the simple short
form tax return instead of the more complicated long form which must be used
by all those who itemize.
Tables

The following tables illustrate features of the minimum standard deduction.
Table 1 shows the aggregate tax savings that would result from the minimum
deduction when operative for a full year at the lower tax rates provided in the
House bill for 1965 and subsequent years. It also shows how many taxpayers
would be affected and how the tax savings would be distributed among them.
The extent to which low-income families would benefit from the proposal is clear
from this table.

Table 2 compares the level at which income becomes taxable for families of
varying size under the present law standard deduction with the level at which it
would become taxable under the minimum standard deduction.

The examples in table 3 show the combined effect of the minimum standard
deduction and the lower 1965 tax rates. The examples demonstrate that the
minimum deduction would be of the greatest benefit at the lowest income levels.
In some cases taxpayers would become nontaxable. As the level of income rises
in the table, percentage tax reductions fall, reflecting the fact that the minimum
deduction is less important to taxpayers with higher incomes. Percentage
reductions are least where income is high enough so that the minimum deduction
is not effective.

TABLE 1.-Distribution., by adjusted gross income classes, of the full year effect
of the minimum standard deduction

Tax savings Number of
Adjusted gross Income class (millions) taxpayer

units I
(millions)

000 and under $3,000....................................................... $170 8.3
$3,000 and under $5.000............................................... ...... 100 3.0
$5,000 and under $10,000 ..................................................... 60 2.1
$10,000 and over-.......-----------------...................----............................. 0----------------------------------- 0

Total.. ... .. ........................................................ 320 13.4

I The number of taxable returns which would use the standard deduction and on which the minimum
standard deduction would exceed 10 percent of adjusted gross income.

Source: Office of the Secretary of the Treasury, Oflce of Tax Analysis, Oct. 1, 1963.
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TABLE 2.-A comnpariso, of the levels at which income becomes taxable under

present law and under the minimum standard deduction in House bill for

taxpayers who use the standard deduction

Level above which income becomes taxable

Taxpayer using standard deduction
Under present 10. Under minimum
percent standa d standard deduction I

deduction I

L'ingle person---.---------------------....-- -----......... . $674 $900
Married couple (joint return):

No dependents......................................... 1,324 1,600
1 dependent.....---...---.---------................. ... 1,99 2, 300
2 dependents.....--.. ----------.......................... . 2,674 3,000
3 dependents..-- ---.----..-----........................ 3,349 3,700
4 dependents ....----.....................------------. 3,999 4,400
5 dependents....--.---..----.----.......... ----........ 4, 69 5, 100
6 dependents---....----. .---------------.---. 6,333 , 800

I Tax from optional tax table for incomes under $5,000.

TABLE 3.-Tax savings attributable to House bill rates and the minintmum stand-
ard deduction for a single person, a married couple with no dependents, and a
married couple with 2 dependents, assuming they now use the standard
deduction

Tax liability Tax savings

Under Tax sav-
House Due to wings as

Adjusted gross income bill rates mini- percent
Under and Due to mum of

present mimi- Total reduced standard present
law I mum rates 3 deduc- tax

standard tion
deduc-
tion 2

Single person:
S 1,00o ....n.....-.. ... . $62 $16 $46 $20 $26 74.2

$1,600 -O------------------------- 152 87 65 44 21 42.8
$2,M0- ------ ---.. . 242 163 79 65 14 32.6

26500 -.---------- 332 244 88 81 7 26.5
:0'O00L---------------------------- 427 333 94 494 0 22.0

Married couple, no dependents:
$1,000 ------------------------------ 0 0 0 0 0 0
$1,500 --- -----.----------- ..... --- 32 0 32 11 21 100.0
2,000 ..-- -------------------------- 122 58 64 38 26 52.5

$2,500 ...-...-----..-..------ 212 128 84 64 20 39.8
$3,000 .----..------.------------------ 305 204 101 90 11 33. 1
$3,500---- ----....------------------- 395 279 116 112 4 29.4
$4,000 --.----..------.----------- 485 358 127 4127 0 26.2

Married couple, 2 dependents:
2,500 m ---------------------------- 0 0 0 0 0 0
$3,000-. -----...---------------------- 65 0 65 23 42 100.0
S00 5--------------------- 155 74 81 50 31 62.3
4 .000. ---------------.------------- 245 144 101 75 26 41.2

$5,000 ------....---------------------- 420 286 134 114 20 31.9
$8,C00)-.---------.----------------- 600 450 1650 150 0 25.0

I Tax computed from present tax table for incomes under $5,000.
s Tax computed fro~n tax table in House bill for incomes under $5,000.
* Computed on basis of rate schedule in HIouse bill.
4 Tax savings attributable entirely to reduced rate.

EXHIBIT 2

CURRENT TAX PAYMENT FOR CORPORATIONS

Corporations have been subject previously to two transitions to a more cur-
rent taxpayment basis; both were completed without adverse economic effects.

The first, generally termed the "Mills plan," was adopted in 1950. Over the
period 1950-54, the payments schedule was gradually advanced from four 25
percent quarterly installments during the 12 months following the taxable year



156 REVENUE ACT OF 1963

to two 50 percent installments payable in the third and sixth months after the
close of the taxable year.

The second transition to partially current payment was adopted as part of the
Internal Revenue Code of 1954. This legislation gradually advanced the
payment of estimated tax liabilities in excess of $100,000 over a 5-year transition
period beginning in 1055 and completed in 1959. Under this partially current
plan, now In effect, a corporation pays 25 percent of its estimated tax in excess
of $100,000 in the third quarter of its current taxable year, another 25 percent
in the fourth quarter of the current year; the remainder of the tax due is pay-
able in two equal installments on the filing date of the final return and in the
following quarter.

The general tolerance rules of the Internal Revenue Code provide that no
penalty for underpayment attaches if the estimated taxpayments are based upon
(1) 70 percent of the actual tax in excess of $100,000, (2) last year's tax, (3)
the tax at current rates on last year's income, or (4) 70 percent of the tax for
the current year (in excess of $100,000) computed on the basis of an annualiza-
tion of the year's income to date. Thus, under (1), for example, a corporation
with a tax liability of $500,000 could pay currently as little as $280,000 without
penalty.

The tax bill would advance current payment by gradually shifting the two
final 25 percent quarterly payments (of a calendar year -corporation) now
due on March 15 and June 15 of the following year to two estimated payments
on April 15 and June 15 of the current year. The proposal would be effective
beginning with 1964 taxable income.

The various payment schedules under the past, present, and proposed payment
schedules, including the transitions, are illustrated in table 1.

Combined effect of proposed current payment plan and rate reduction on corpora-
tion internal funds

Table 2 presents quarterly and annual payments for a large corporation sub-
ject to the House bill transition to more current payment. The payments shown
are calculated on the assumption that the corporation pays currently close to
the minimum allowed by law without incurring penalty. Assuming a constant
$10 million taxable income, the corporation would pay no more in any year of
the transition than it would have paid under existing tax rates in the absence
of acceleration. Compared to what it was required to pay in 1963, therefore, the
corporation would not experience a loss of funds in any year of the transition.
This is because the reduction in tax liabilities from rate reduction more than
offsets the increase in taxpayments due to acceleration.

For a corporation with larger income, annual payments as a percentage of
1963 payments would be no greater than those shown for the $10 million corpo-
ration. Percentages for smaller corporations would be less than those shown in
table 2.

Favorable treatment of smaller corporations
Taxpayments for smaller corporations would begin to decline from the first

year of the program and would fall faster than those of large corporations
because (1) small corporations receive a larger percentage tax reduction under
the House bill and (2) they are required to accelerate payment on a smaller
percentage of their (reduced) tax liability. While their entire tax liability is
reduced by the lower tax rate, only their liability in excess of $100,000 (the
tax on about $203,000 of net income under present law) is subject to current
payment.

Because of the $100,000 current payment exemption continued from present
law, only about 15,000 corporations, or 2% percent of the 575,000 taxable cor-
porations in the country, would be subject to the accelerated payment provision.
Moreover, the several thousand corporations with tax liabilities slightly in ex-
cess of $100,000 would be little affected. Thus, the great bulk of corporations
would enjoy a substantial net increase in funds beginning in 1064 because of
rate reductions.

Strong junrd position of corporations
At the end of the first quarter of 1963 corporations held $57.6.billion in cash

and U.S. Government securities, four times their accrued Federal income tax lia-
bilitles (table 5). Their net working capital of $144,9 billion reached the high-

"The taxpayer may, .at his option, pay .the entire remarnlng tax at time of filing the
final return.
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est total on record. Table 4 shows that during 1062 nonfinanclal corporations
financed a record $37.5 billion of capital expenditures. In contrast to the high
investment years of 1960 and 1957, almost all of the record investment of 1962
could have been financed from their own funds (retained aftertax earnings
plus depreciation and other capital consumption allowances). The increase In
their liabilities was $0.9 billion greater than in 1960, but they added $4.5 billion
more to their holdings of financial assets.

Effects of the transition
Unlike previous transitions to a more current payment basis (which were ae-

companied by increasing or constant tax rates) the present proposal would occur
simultaneously with tax-rate reductions. These rate reductions will immedi-
ately increase aftertax profits both on existing investments and future ventures.
The strengthening of investment incentives through tax rate reductions, sup-
plementing the recently enacted investment credit and liberalization of deprecia-
ble life guidelines, will far outweigh in significance the faster timing of tax-
payments.

The increase in taxpayments resulting from the proposed acceleration would
be exactly matched by the reduction in accrued income tax liabilities to the
Treasury. As a result, the net working capital of the corporations affected
would remain unchanged.

Large corporations typically fund their tax liabilities to the Treasury by
the purchase of short-term U.S. Governnent and other securities. In this way
they provide for liquid funds to meet their taxpayments when they are due.
To the extent that their taxpayments are accelerated they will incur a loss
of interest income from the securities in which they would otherwise invest.

Over the transition period, assuming full funding, corporations would there-
fore experience a gradual reduction in their interest earnings. After 1970,
when they are on a more current payment basis, the annual interest loss is
estimated at about $300 million, at an interest rate of 4 percent. After income
taxes, however, the annual reduction of Interest income would be about $156
million. This compares with a tax reduction of $2.2 billion provided for under
the bill.

Corporations have been able to realize such interest income only by virtue
of the present system of deferring taxpayments to the Treasury. In effect,
they have been receiving the benefits of an interest-free loan. Their future
loss in interest income therefore will be matched by an equivalent gain to the
Treasury.

TABtLs 1.-lllustrative payment schedule for corporation income tax under lat
prior to 1950, Mills plan 1950-5.-, partial current payment plan 1955-63, and
proposed current payment plan i1964-70

Current taxable year Following year
Calendar year ____________

Apr. 15 Juno 15 Sept. 15 Dec. 15 Mar. 16 Juno 15 Rept. 15 Dec. 15

1919 -..-..-......---- ...-- --- .......... .......... .......... $25 $25 $25 $25
1050.................--..-.. ..-. -...............--. 30 30 20 20
1051...........................----.. ......-- --....-.. 35 35 15 15
1952...-------. . ........-......... ............ 40 40 10 10
1053 ........... ..- .. . ... ... .... ...........-......... 45 45 6 5
1954.............. ........ ... ..... ... .......... . ....... 50 50 0 0
1955............ . ......... --.......... $5 $5 45 45 .......... ..........
19586......----- - ..-- --..........-- -----... 10 10 40 40 ......... ..........
1057...-----.....------... .....----..----- 15 15 35 35 ..................
1958..-----..----... -- .--------..--..----------. 20 20 30 30 ......... -----.......
1059-63 ............ -. - ----- 25 25 25 25 .......... .........
1961 ...----- $1 $1 25 25 24 24 ..............
1905................. 4 4 25 25 21 21 . ..............
1966 .............. 0 0 25 25 16 10 ........ .......
1967 .............. 14 14 25 25 11 11 ....... ....
196................ 10 10 25 25 6 6 ..................
1969................. 22 22 25 25 3 3 ---.....- ........
1970 and subsequent. 25 25 25 25 ............. ......... .........

I Calendc year corporation, constant annual tax liability of $100 subject to currcut payment, assuming
full estimation. For 1955 and later years, figures relate only to portion of ostimnatod ta in excess of $100,000.

Source: Offico of the Secretary of the Treasury, Oficoo of Tax Analysis, Oct. 1, 1963.

24-532-03-pt. 1- 11
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TABLE 2.-Quarterly payments for a $10,000,000 constant taxable income calendar
year corporation (assuming 75 percent estimation) under the program of rate
reduction andpayments acceleration in the House bill1

(Dollar amounts in thousands]

Calendar Payments Calendar
Year year year Percent

liability payment of 1033
March April June September Dedember

196-..-------.. $5,195 $1,62 .......... $1,642 $955 $955 $5,195 100.0
1964......... 4, 993 1,642 $37 1,679 917 917 5,192 100.0
196------------- 4,794 1,542 141 1,683 880 880 5,126 98.7
19,67.....- 4 794 1.376 317 1,693 880 880 5,146 99.1
1967.-. .... ---- 4,794 1.200 493 1,693 880 880 5,146 99.1
1958 ...----. . 4, 794 1,024 669 1,693 880 880 5,146 99.1
1969.......... 4, 791 848 774 1,622 880 880 5,005 96.3
1970...... 4,794 742 880 1,622 880 880 5,005 96.3
1971-......----- . 4,794 637 880 1,517 880 880 4, 74 92.3

S(1) Normal tax rate of 22 percent in 19'4; surtax rate of 28 percent in 1964; and 26 percent in 1965.
(2) 1st and 2d quarter cumrent payments in 1964 and 6 succeeding years of 1, 4, 9, 14, 19, 22, and 25 percent'

TABLE 3.-Treasury receipts from the combined effects of corporate rate
reduction and acceleration of taxpaynents l

[Revenue gain (+) and loss (-); in millions of dollars]

Current Rate Combined Current Rate Combined
Fiscal year payment reduction revenue Fiscal year payment reduction revenue

effect effect

1963.....-- -------.. . . -----------......--- 1968. ..-- +1, 500 -2,190 -690
196....--..--- +260 -..-.---- +260 1969--...----- +900 -2,190 -1,290
1965....----- -4-900 -1,320 -420 1970.....-- --. +900 -2,190 -1,290
1966.-...---... +1, 00 -2,190 -690 1971..----..-- +40 -2,190 -2,150
1967..------. +1,500 -2,190 -690

1 Based on 1963 income level.

TABLE 4.-SourceC and uses of funds: Corporate nonfliunncial business

Billions of dollars Percent increase
1962 over-

1962 1960 1957 1960 1957

1. Gross saving -.......-..-- .--- - ----..- +$36.7 +$29.7 +$26.3 24 40
2. Capital expenditures 2 ......------..----- +37. 5 +33.6 +32.9 12 14
3. Net nonfinanclal transactions (1-2) ..--...----- . -. 8 -3.9 -6.6 ----
4. Net increase In liabilities a..-.........---..-.... . +13.1 +12.2 +12.4 7 6
5. Net increase In financial assets 4...--.....-- ---.... +9.6 +5.1 +4.2 88 129
6. Net financial transactions (4-5) --...-----....... +3.5 +7.1 +8.2 ................
7. Statistical discrepancy (3+6).........----....--... +2.6 +3.3 +1.6 .............

I Capital consumption allowances plus prodts minus profits tax payments minus net dividend payments.
* Plant and equipment expenditures plus other construction plus inventory change.
* Borrowing plus new equity.
4 Change in monetary assets plus trade lending plus other lending.

Source: U.S. Board of Governors of the Federal Reserve System, Federal Reserve Bulletin, August 1963-
August 1962, "Flow of Funds/Savines" tables.



TABLE 5.-Current assets and liabilities of corporations

[In billions of dollars]

Current assets Current liabilities

Net Notes and accounts Notes and accounts .
End of period working U.S. receivable payable Accrued

capital Govern- Inven- Federal <
Total Cash ment tories Other Total income Other M

sccuri- U.S. U.S. taxes
ties Govern- Other Govern- Other

ment I ment I

1955.....---------.-------------....... 103.0 224.0 34.6 23.5 2.3 86.6 72.8 4.2 121.0 2.3 73.8 19.3 25.7
1956-----------........----------.......... 107.4 237.9 34.8 19.1 2.6 95.1 80.4 5.9 130.5 2.4 81.5 17.6 29.0
1957 ----...--............................. 111.6 244.7 34.9 18.6 2.8 99.4 82.2 6.7 133.1 2.3 84.3 15.4 31. 1
1958.----- .-----------..... ----------. . 118.7 255.3 37.4 18.8 2.8 106.9 81.9 7.5 136.6 1.7 88.7 12.9 33.3
1959-...-... -------.. .-----------------.. 124.2 277.3 35.3 22.8 2.9 117.7 88.4 9.1 153.1 1.7 99.3 15.0 37.0
1960 --....-------............ ---------- . 128. 6 289.0 37.2 20.1 3.1 126.1 91.8 10.6 160.4 1.8 105.0 13.5 40.1
1961-4th quarter....--------... ------ . 136.8 306.0 40.3 19.7 3.4 135.5 95.2 12.0 169.3 1.8 111.6 14.0 41. 9
1962-1st quarter ...----. ---. -----...... 138.4 308.6 36.9 20.4 3.4 137.0 97.8 13.1 170.2 1.8 111.4 13.5 43.5

2d quarter-----... .---------- --.. 140.4 313.3 37.2 19.6 3.3 141.0 98.7 13.5 172.9 1.8 113.4 13.6 44.1 cQ
3d quarter-----... .------------. . 141.3 320.5 37.5 19.0 3.4 146.4 100.5 13.7 179.2 1.9 117.7 14.6 45.0
4th quarter ..----- .-----------. . 144.0 32-5.9 41.0 20.1 3.6 146.5 100.9 13.7 181.9 2.0 119.8 14.9 45.1

1963-lst quarter--....----------- ----- 144.9 327.7 36.9 20.7 3.5 148.7 102.7 15.2 182.8 2.3 120.2 14.1 46.2

I Receivables from, and payables to, the U.S. Government exclude amounts offset Source: U.S. Board of Governors of the Federal Reserve System, Federal Reserve
against each other on corporations' books. Bulletin, August 1963, p. 1122.

NOTE.-Securities and Exchange Commission estimates: excludes banks, savings and
oan associations, and insurance companies,
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EXHIBIT 3

THE DIVIDEND CREDIT AND EXCLUSION
Present law

Under present law, a taxpayer may exclude from his taxable income up to the
first $50 of dividends received from domestic corporations (up to the first $100
for a husband and wife if each receives dividend income). In addition, a tax-
payer is allowed a credit against his tax equal to 4 percent of his dividend in-
come in excess of the exclusion.

House bill
The House bill would increase the maximum exclusion from $50 to $100 (from

.$100 to $200 for a married couple). The increase in the exclusion would take
-effect in 1964.

The bill would reduce the 4-percent credit to 2 percent in 1964 and repeal the
*credit in 1965.

These provisions would increase tax revenues by $300 million annually when
fully effective in 1965.
Effect on taxpayers

The combined effect of these two changes alone would be to reduce taxes for
'2 million of the 6.2 million taxpayers who receive dividend income. Another 1.7
million taxpayers whose dividends are already excluded would, of course, be
unaffected by the change. About 2.5 million taxpayers would find their taxes
increased, assuming the two provisions were enacted alone.

However, shareholders, like other taxpayers, would benefit substantially
from the overall program of tax reduction-including the reduction in individual
and corporate tax rates.

To retain the dividend credit in this bill, considering its other provisions bene-
fiting shareholders, would give them a disproportionate share of the benefits
of tax reduction and revision as compared to nonshareholders. The lowering
of individual income tax rates would give a double benefit to shareholders-it
would reduce their rate of tax both on their ordinary income, such as dividends
and salaries, and also on the capital gains included in their income. The bill
would also lower the corporate tax rate, making more dividends possible or
adding value to shares; and it would double the exclusion of dividend income
from taxable income.

Moreover, the 4-percent dividend credit discriminates in favor of shareholders
with large dividend income-principally those in the high income brackets-as
compared with middle and lower income shareholders with more modest amounts
of dividends. This discrimination results because the 4-percent credit provides
a larger and larger amount of tax credit as dividend income increases, while
the exclusion is the same for all taxpayers.

Repealing the credit would, of course, tend to increase the taxes of those who
receive dividend income. Increasing the exclusion, on the otlar hand, would
tend to reduce the taxes of those who receive dividend income. For taxpayers
with relatively small amounts of dividend income, the benefits clearly would
outweigh the losses. (See table 1.)

Assuming, for example, a 3.2-percent return on stock investment (the average
yield on corporate stocks) a single taxpayer in the 20-percent marginal tax
bracket would have to have stockholdings of at least $9,375--and dividends of
$300-before the tax bill changes in the credit and the exclusion would actually
increase the tax on his dividends. A married couple in the same bracket filing
jointly would have to have stockholdings totaling $18,750-and dividends of
$600-before the tax on their dividends would be increased from these changes.
All those with lesser holdings, of course, would benefit under the House bill.

As another example, take the case of a married man with three children who
earns $15,000 a year. Assuming that he takes the average amount in itemized
deductions for his income group, his taxable income would put him in the 26-
percent bracket under the present rate schedule. Assuming a 3.2-percent return
on his securities, his holdings would have to amount to at least $23,438-and
his dividends to $750-before his tax increase from the repeal of the credit would
equal his tax reduction from doubling the exclusion At anything less than that
amount he would benefit from the change.

Table 1 provides additional examples of single and married taxpayers at
different marginal tax rates whose taxes would be unaffected or reduced by
eliminating the dividend credit and increasing the exclusion.
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Low-income dividend recipients would benefit from the proposed new minimum
standard deduction which would-for single people with incomes of less than
$3,000 and married couples with incomes of less than $4,000--offset any possible
adverse effects of changes in the dividend credit.

TABLE 1.-Taxpayers benefiting from an additional dividend exclusion and repeal
of the dividend credit

Will pay the same
or less tax because

Taxpayers receiving total dividends of this Of stocks valued And subject to the additional
amount or less at (3.2 percent marginal tax rate exclusion is equal

rate)-- of- to the 4 percent
dividend credit

on dividends of-

Single taxpayer ($50 additional exclusion)

Percent
$22.......................... $7,031 14 $175.00
$237.60........-----------------------------------.............................-- 7,422 15 187.50
250----------------------------------------- 7,812 106 200.00

$262.60...................................... 8,203 17 212.50
$275-----..---------.. ------..... ------------------....... 8,594 18 22.5.00
$287.50 ..................................... 8,084 19 237.50
$300--..---................................. 9,375 20 250.00
$312.50..---. -..........----..----..-------- 9,766 21 262. 50
$325 ----------------------------------------- 10,150 22 275.00
$377.50----------------.................----------------------..... 0.547 23 287.50
$350.....................-- ....----- .... 10,037 24 300.00

Married taxpayers (100 additional exclusion)

Percent
$150----------------------------------......................................... $14,063 14 $350.00
$475----- -----------------......---------- 14,844 15 375.00
$500.....----------------------------- ---- 15,624 16 400.00
$52......................................... -10,406 17 425.00
$550.......--- .---.-------------------............. ---------- 17,188 18 450.00
$575 -----------------------------------. . 17,968 19 475.00
$600-------------------.......... ----------------............ 18,750 20 500.00
$625..----------------------------------- 19,532 21 525.00
$650---..-----------------------.............. --------- 20,312 22 550.00
$675--........---------------------------------........................ 21,074 23 57500
$700-------...---------------------------...................... 21,874 24 600.00

I June-July 1963 weekly average, Standard & Poor's Corp. (500 stocks).
Source: Office of the Secretary of the Treasury, Office of Tax Analysis, Oct. 1, 1963.

The reduction in individual tax rates would mean lower taxes for nearly all
those who receive dividend income-including those whose taxes on dividends
would be raised by the repeal of the credit. The relatively few dividend re-
cipients who might have slighly higher net tax bills as a result of the change
in the dividend credit are those whose dividends constitute an extremely large
proportion of their total income and who thus own relatively large amounts of
invested capital.

Even those few people who might be adversely affected by repeal of the credit
and doubling of the exclusion-despite the individual tax cuts, and despite the
new minimum standard deduction-would have higher aftertax incomes in the
end. This is because the overall tax program-and particularly the planned re-
duction in corporate tax rates-will mean increase dividend payments. Thus
all dividend recipients would benefit from the tax program-because their divi-
dends would be larger

The dividend credit is not an effective remedy for the "double taxation" of
dividends

The present dividend credit is based, in large measure, on the concept that
stockholders pay tax twice on their dividends; once when the corporation pays
income tax on its earnings, and again when they pay individual income tax.
This, of course, assumes that the shareholder bears the burden of the corporation
income tax. Whether this assumption is actually warranted has been debated
at great length. Some, for example, maintain that there is, in fact, no double
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taxation of dividends-that the shareholder cannot be regarded as paying the
corporate income tax inasmuch as the corporation, with its special privileges and
characteristics, is a separate legal entity having a taxpaying capacity quite
apart from its stockholders. Others have questioned how much of the corporate

income tax is actually borne by the corporation in the first instance and how much
is shifted to consumers in higher prices, to employees in lower wages, and to
former owners who sold their stock at lower prices to take the tax into account.

Whatever the merit of the double taxation argument, the dividend credit
adopted in 1954 does not provide an effective solution. This is discussed below-
first describing the effect of the credit on a single dollar of corporate earnings,
distributed after payment of present corporate tax to individuals with selected
income brackets, assuming the individual rates of the House tax bill, and then
examining the effects of the 4-point corporate rate reduction assuming the repeal
of the credit.

Whatever double taxation exists is relatively more burdensome to low-income
taxpayers than to high-income taxpayers

If stockholders are assumed to bear the corporate income tax. the extra burden
placed on them consists of the difference between the combined present corpo-
rate taxes and House bill individual income taxes paid on corporate earnings and
what they would pay in individual income tax if the corporate earnings were
distributed to them directly without payment of corporate income tax. Table
2 indicates the size of this extra burden per dollar of corporate earnings dis-
tributed, after payment of corporate tax, to a married couple with two dependents
at selected income brackets.

TABL.E 2.-Extra burden due to "double taxation" of a single dollar of corporate
earnings before tax, assuming reduced individual rates of House bill

Individual
Income tax

Marginal Present Individual If corporate Extra
Taxable income brackets tax rates corporation Income tax Total earnings of burden
(In thousands of dollars) under income tax on $0.48 of present $1 were dis. due to

House bill on $1 of dividends tax trihuted "double
earnings with no taxation"

corporation
income tax

(1) (2) (3) (4) (5) (6)
$0.48X(1) (2)+(3) $1X(1) (4)-(5)

Percent Cents Cents Cents Cents Cents
0 to-------------------- 14 52 6.7 58.7 14 44.7
2 to 3...-----------..-------------- 16 52 7.7 59.7 16 43.7
4 t o 8 -. - - - - - - - - - - - - - - - - - - - --- 1 9 5 2 9 .1 6 1 .1 1 9 4 2 . 1
20 to 24....................... 32 52 15.4 67.4 32 35.4
44-52..---------.. ----.. ------------............... 0 52 24.0 76.0 50 26.0
88 to 100--------------.-------- 60 52 28.8 80.8 60 20.8
140 to 160...-----. --... --..... . 66 52 31.7 83.7 66 17.7
200 and over..-----.. ---..... . 70 52 33.6 85.6 70 15.6

NOTE.-Table assumes that the 48 cents of corporate earnings remaining after payment of the present
52 percent corprate income tax are distributed and are eligible for the credit. It also assumes that the
stockholder Is married and files jointly with his spouse.

The table shows, for example, that the taxpayer in the taxable income bracket
$4,000-$8,000 would pay on a dollar of corporate earnings a combined tax of
61.1 cents (52 cents corporate tax plus 9.1 cents of individual income tax on the
remaining 48 cents distributed to him as a dividend). Since he would pay 19
cents in individual income tax if the entire $1 of corporate earnings were dis-
tributed to him without payment of corporate income tax, the extra burden
due to the "double taxation" of dividends is 42.1 cents. It will be noted that
extra burden due to "double taxation" is highest-44.7 cents on a dollar-at
the first taxable income bracket.

The extra burden on a dollar of corporate earnings declines to 26 cents at
the $44,000-$52,000 income bracket and to 15.6 cents at the highest taxable
income bracket-$200,000 and over. The reason for the decline in the extra
burden per dollar of corporate earnings as the individual's income increases is
that at higher income levels the individual is subject to higher marginal in-
dividual income tax rates and hence would be able to keep a relatively smallerI
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part of the funds used to pay corporate income tax had such funds been dis-
tributed to him. As a result, any double taxation of dividends which may
exist places considerably heavier burdens per dollar of corporate earnings on
low-income taxpayers than on high-income taxpayers. This is true even with-
out taking into consideration the substantial tix savings that some high-income
taxpayers now secure through the deferral of personal income tax on un-
distributed corporate profits.
The /-percent dividend credit removes much more of the extra burden of "double

taxation" for high-income stockholders than for low-income stockholders
The 4-percent dividend credit has the undesirable effect of removing a very

substantial part of the extra burden of "double taxation" for high-income stock-
holders but only a small part of this extra burden for small and more moderate
income stockholders. This is shown in table 3 which, like the preceding table,
is based on the attribution to the shareholder of a single dollar of corporate
earnings before tax.

The tax reduction received by the shareholder on each $1 of corporate earn-
ings available for distribution after payment of corporate income tax amounts
to 1.9 cents (4 percent of the 48 cents remaining after paying the present 52
cents in corporate income tax). The credit is of no help at all to the nontaxable
individual with dividends, who bears a 52-percent tax on his dividends, assuming
the validity of the double taxation argument. It removes less than 5 percent
of the extra burden resulting from the corporate income tax at the $4,000 to
$8,000 taxable income level, over 9 percent at the $88,000 to $100,000 income
level, and more than 12 percent of the extra burden at the highest taxable income
bracket of $400,000 and over.

Four-point corporate tax reduction will provide equitable relief from "double
taxation"

The 4-point corporate rate reduction in the House bill will not only make
investment funds directly available to corporations but it will also provide
relief from double taxation of 7.7 percent for all shareholders no matter what
their incomes are (table 4). It is noteworthy in table 5 that the dividend credit
falls far short, of providing the 7.7-percent relief except at the highest tax
brackets.

rABLE 3.-Relief from "double taxation" of dividends provided by the 4-percent
dividend credit, assuming reduced individual rates under House bill (for a
single dollar of corporate earnings before tax)

Extra burden Percent of
Extra burden Dividend after extra burden
from "double credit dividend removed by

Taxable income brackets taxation" of (4 percent of credit dividend
(in thousands of dollars) dividends 48 cents) ((1) - (2)) credit

((2) + (1))

(1) (2) (3) (4)

Cents Cents Cents
0 to 1........................................... 44.7 1.9 42.8 4.3
2 to 3 ..---------.. ---------------...-------------- 43.7 1.9 41.8 .4.4
4to8 ....-------------------------------------- 42.1 1.9 40.2 4.5
20to 24-.....--------.-........ ----.--- 35.4 1.9 33.5 5.4
44 to 52-......................................------------------------------------. 26.0 1.9 24.1 7.3
88to 100------------------------------------ 20.8 1.9 18.9 9.1
140 to 160-----------------------------------.. 17.7 1.9 15.8 10.7
20 andover-------------------------------- 16.6 1.9 13.7 12.2

NoTE.-Table assumes that the 48 cents of corporate earnings remaining after payment of the present 52-
percent corporate income tafare distributed and are eligible for the credit. It also assumes that the stock-
holder is married and files J61ntly with his spouse.



TABLE 4.-Relief from "double taxation" of dividends provided by 4-point rate reduction in corporate income tax, assuming reduced individual
rates of House bill (for a single dollar of corporate earnings before tax)

Individual Extra bur- Extra bur- Extraburden Percent of
tax if corpo- den due to den due to removed by extra burden

Marginal Proposed Individual rate earnings "double tax- "double tax- 4-point re- removed by
Joint return taxable income brackets (in tax rates corporate income tax Total tax of $1 were ation" under ation" under duction in 4-point re-

thousands of dollars) in House income tax on 52 cents of ((2)+(3)) distributed 48 percent 52 percent corporate duction in
bill on $1 ofearn- dividends with no cor- corporate corporate rate corporate

ings (52centsX(l)) portion tax rate rate ((7)-(6)) rate
((4)-(5)) ((8)-(7))

(1) (2) (3) (4) (5) (6) (7) (8) (9)

Percent Cents Cents Cents Cents Cents Cents Cents
Otol ....- ..-.--- .---- ------.....-- ....--... 14 48 7.3 55.3 14 41.3 44.7 3.4 7.7
2to3 ---..-------.-----------.. -..--..--. 16 48 8.3 56.3 16 40.3 43.7 3.4 7.7
4to 8.. . .... ...---------..----------------.... 19 48 9.9 57.9 19 38.9 42.1 3.2 7.7
20 to 24--... ---. ...--- ..---......-- ...---- ...-- 32 48 16.6 64.6 32 32.6 35.4 2.8 7.7
44 to 52-----------....--......... ...........--. 50 48 26.0 74.0 50 24.0 26.0 2.0 7.7
88 to 100..---...... ---. .. -----------------..... 60 48 31.2 79.2 60 19.2 20.8 1.6 7.7
140 to 160.......--......---------.. ... --.....- . 66 48 32.3 82.3 66 16.3 17. 7 1.4 7
200 and over...........---....---.. --.....---- 70 48 36.4 84.4 70 14. 4 15.6 1.2 7.7
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Benefits from dividend credit go to high-income taxpayers
The major part of the tax reductions from the dividend credit accrues to up-

per-income taxpayers. Low- and moderate-income taxpayers receive only a
relatively small part of the total benefit. This is shown by table 6 which indi-
cates the distribution of the aggregate tax reductions resulting from the dividend
provisions by adjusted gross income classes for 1960. In that year the total
tax reductions from the dividend provisions amounted to $397 million-$304
million from the credit and $93 million from the exclusion.

The distribution of the dividend credit shown in table 6, as is to be expected,
is particularly favorable to upper-income taxpayers. About 82 percent of such
credits in 1960 were taken on tax returns with more than $10,000 of income,
and UZ percent were taken on returns with more than $20,000 of income.

This heavy concentration of the benefits of the credit among upper-income
taxpayers stems, in large measure, from the fact that such taxpayers receive
the bulk of the dividends. Table 7 shows, for example, that in 1960 about 5
percent of the taxable returns with incomes under $5,000 reported dividends
and that for such returns dividends amounted to 1 percent of adjusted gross
income. In contrast, 96 percent of the returns with incomes between $200,000
and $500,000 reported dividends which amounted to about 40 percent of their
income.

TABLE 5.-Comparison of relief from "double taxation" of dividends provided by
the 4-percent dividend credit and by the 4-point reduction in corporate tax rate,
assuming reduced individual rates in House bill (for a single dollar of cor-
porate earnings before tax)

Percent of extra burden
removed by-

Extra burden _ moved by-
Taxable income brackets duo to double

taxation Dividend 4-point
credit with reduction in

no corporate corporate tax
rate reduction

enlts
0 to $1,000 ---------------------------------------------........................................... 44.7 4.3 7.7
$2,000 to $3,000.----------..- .- -------------------... 43.7 4.4 7.7
$4,000 to $8,000-------..------....--.---.---------------------- 42.1 4.5 7.7
$20,000 to $24,000 ......................................... 35.4 5.4 7.7
$44,000 to $52,000....---------------------------------------- 26.0 7.3 7.7
$88,000 to $100,000.------.....-....----- ......--------------------------- 20.8 9.1 7.7
$140,000 to $160,000- ............................................ 17.7 10.7 7.7
$200,000 and over --------------------..................---------.......-----------............ 15.6 12.2 7.7

NOTE.-Table assumes that corporate earnings after corporate tax payment are distributed. It also
assumes that the stockholder is married and files jointly with spouse.
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TABLE 6.-Distribution of aggregate tax reductions provided by the dividend
credit and exclusion, by adjusted gross income classes; for 1960 tax returns.

Number of
returns- Total tax

Total with tax Dividend Taxreduc- reduction
Adjusted gross income class number of reduction credit tion due to from

(in thousands of dollars) returns from 1054 exclusion credit and
dividend -exclusion

provisions

.. Dollar figures in thousands

Taxable returns:
SUnder $5.....--......-------......- .. - 22,751,367 1,137,724 $16,664 $12,200 $28,864
$5 to $10...--.- -------........--... 19,998,074 2,020.37 : 3S,033 25,030 63,113
$10 to $20---..............------..--.. 4,421,799 1,526,727 61,778 23,729 90,507
$20 to $50---- -------------- 764,302 552, 547 81,393 19,173 100,566
$50 to $100--.......-..-.-----.--. ...- . 101,030 83,936 46,404 4,660 51,064
$100 to $200.......--.........--- . 18,544 17,543 26,198 1,135 27,333
$200 to $500------------.....-- -....- - 4,801 4,619 17,669 331 18,000
$500 to $1,000.......................... 723 703 5,805 54 5.859
$1,000 and over-..................... 295 295 7,678 21 7,699

Nontaxable returns...................----- 12,966,946 806,261 2,618 1,453 .4,071

Total................ ......--- ...- 61,027,931 6,155,773 304,290 92,786 397,076

Percentage distribution

Taxable returns:
Under $5.....----------------..------ 37.3 18.5 5.5 13.1 7.3
$5 to $10 ---------------------------- 32.8 32.8 12.5 27.1 15.9
$10 to $20.---..... --. -----......... - 7.2 24.8 20.3 31.1 22.8
$20 to $50 -------.-------- --- ------ - 1.3 9.0 26.8 20.7 25.3
$50 to $100 ----... -----..--..-- .----. .2 1.4 15.2 5.0 12.9
$100 to $200.- ----------------- () .3 8.6 1.3 6.9
$20 to $500.......------------------------ () .1 5.8 (I) 4.5
$500 to $1,000 -...----...... -- ( ) 1.9 (1) 1.5
$1,000 and over:...-..........-- -- . (() 1) 2.5 (i) 1.9

Nontaxable returns --------.....------------- 21.2 13.1 .9 1.7 1.0

Total---......------------...............------------- 100.0 100.0 100.0 100.0 100.0

1 Iess than 0.i percent.

NoTE.-Table does not include data for 1040A returns which report only a small amount of dividends.

TABLE 7.-Number of individual income tax returns with dividends and amount
of dividends in 1960

[Dollar amounts in thousands]

Number of Dividends
Number of Dividends Adjusted returns on returns

Adjusted gross income (in returns on All gross in- with divi- as a percent
thousands of dollars) with returns 1 returns come, all dends as a of adjusted

dividends I returns percent of gross
all returns income

Taxable returns:
Under $5...---. .------. 1,199,548 $715.928 22,751.367 $69,140,957 5.3 1.0
$5 to $10-----... ---------. 2,097,379 1,291.683 19,998,074 138,455,295 10.5 .9
$10 to $20......-------.. - 1,554,249 1,813.737 4,421,799 56,128,246 35.1 3.3
$20 to $50 ....---------- 557,380 2,288,287 764,302 21,901,279 72.9 10 4
$50 to $100..----------... . 89,349 1,302,445 101,080 6,617,920 88.4 19.6
$100 to $200----.----.. ..- 17, 579 757, 486 18, 544 2,438,326 94.8 31.1
$200 to $500----------... . 4, 631 543, 527 4, 8C1 1,37C,038 96. 5 39.7
$500 to $1,000 ---------- - 704 193, 719 .723 4S0.077 97.4 39.9
$1,000 and over..------.. . 285 274,871 295 584, 133 G6. 6 47.1

Nontaxable returns.--....--- . 861,195 701,987 12,966,946 18,314,111 6.7 3.8

Total-----.... .....-- --- 6,385,299 9,913,670 01.027,931 315,466,382 10.5 3.1

I Covers domestic and foreign dividends before dividend exclusions. Does not include data for form
1040A returns which do not specify the amount of dividends received.
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As table 8 indicates, returns with incomes under $5,000 accounted for 59 per*
cent ' of all returns but only 14 percent of all dividends reported. On the other
hand, returns with incomes over $20,000, or about 2 percent of all returns,
received 61 percent of the dividends. About 5,800 returns with incomes over
$200,000-0.01 percent of all returns--accounted for 10 percent of the dividends.

Factors other than the dividend credit are mainly responsible for the rapid
increase in the number of stockholders

It is questionable whether the dividend credit has encouraged increasing num-
bers of individuals to become stockholders. According to surveys made by the
New York Stock Exchange, the number of shareholders rose from 6.5 million in
1952 to 8.6 million in 1)50 and 15 million in 1961. For 1962, the exchange
estimates the number of shareholders at 17 million.

TABLE 8.-Numlber of returns with dividends, total number of returns, and
amount of dividends, by adjusted gross income classes for 1960 tax returns

Total num. Number of Amount of
Adjusted gross Income class ber of returns with dividends

returns dividends (millions of
dollars)

Taxable returns:
Under $5,000..------..------..............----- --. 22,751,367 1, 199,548 $716
$5,000 to $10,000.------....----..----------... .---- 19,998,074 2,097,379 1,292
$10,000 to $20,000----- ---------------------------- 4,421,799 1,654,249 1,844
$20,000 to $50,000 ...-----.---.. ----------.-------- 764,302 557,380 2,288
$50,000 to $100,000--......---..................------------- 101,080 89,349 1,302
$100,000 to $200,000--.....----------..-. -----..----- --.. 18,544 17,579 757
$200,000 to $500,000 ----------.------------------ 4,801 4,631 544
$500 000 to $1000,000-....---------------- ---------------- 723 704 194
$1,000,000 and over..---------.--------------------------- 295 285 275

Nontaxable returns---.....------------------------------- 12,966, 946 864,195 702

Total------------.---.----------..--------- 61,027,931 6,385,299 9,914

Percentage distribution

Taxable returns:
Under $5,000--..-....--------... ------------.------- 37.3 18.8 7.2
$5,000 to $10,000-...--------.. ------.--------.--------- 32.8 32.8 13.0
$10,000 to $20,000.--....--..-------..----.. ---. . ...---- 7.2 24.4 18. 6
$20,000 to $50,000......------... --------...----- -------.. 1.3 8.7 23.1
$50,000 to $100,000------------.................................----- .2 1.4 13.1
$100,000 to $100,000 --.....-..-.......... ..--... (1 .3 7.6
$200,000 to $500,000.-------.----.... ------......... ( .1 5.5
$500,000 to $1 000,000--...-...--.---.. --------... (I (I) 2.0
$1,000,000 and over...-------............................------ () 2.8

Nontaxable returns.-----------.... --....... ...... . 21.2 13. 7.1

Total......------.... --------------...---------... ...-- 100.0 100.0 100.0

I Less than 0.1 percent.

However, factors other than the dividend credit appear to have been primar-
ily responsible for the rapid increase in the number of stockholders in recent
years. Between 1954 and 1962 the annual rate of personal saving increased
from $18.9 billion to $26.2 billion, providing more funds for investment in all
types of assets. During the same period, despite some recession years, invest-
ment in equities was stimulated by large corporate profits and dividends. Profit
rose from $33.7 billion to $51.5 billion, while dividends climbed from $9.8 billion
to $15.9 billion. The Securities and Exchange Commission's Composite Index
of Stock Prices (1957-59=100) which was 61.7 in 1954 rose to 116.7 in 1959 and
stod at 147.3 at the end of the fourth week of August 1963. The promotion of
investment clubs, employee stock-purchase plans and adult education programs
for greater understanding of the stock market were also effective in stimulating
stockownership.

Despite the increase in the number of stockholders in recent years, it would
be a mistake to assume that stockownership is widely prevalent among low-
income groups. As would be expected from the heavy concentration of dividends

a Including nontaxable returns.
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in high-income groups, ownership of stock is similarly concentrated. As table 9
indicates, in 1960 83 percent of all families did not own any stock. Only 9 per-
cent of the families with incomes between $3,000 and $5,000 owned stock of some
kind, generally in small amounts. In contrast, 66 percent of the families with
incomes of $15,000 and over owned stock, generally in significant amounts.

As shown below, in 1960 families with incomes of $5,000 or less-47 percent of
the total number of families-owned 10 percent of the stock, while families with
incomes of $15,000 or more, or 4 percent of the number of families, owned 42 per-
cent of the stock.

Concentration of publicly traded common stockholdings, by income classes, 1960

Percentage Percentage
Income class of all of the total

families value of
stock owned

Under $5 000---..-------..---------..........----------..........-...........-----------------------....................... 47 10
$,000 to 10,000.............................................................. 39 26

b,000 to $1,000............................................................ 10 22
$16,000 and over --.....--------------------------------.. --- ------------------ 4 42

Total..............-.... ................... .......... ............... .. 100 100

Source: University of Michigan Survey Research Center, "1960 Survey of Consumer Finances."

TABLE 9.-Family ownership of common stockC in relation to family income, 1960

Percent- Percent- Value of publicly traded stockholdings: percentage
Percent- age of age of distribution

Family income in age of families families _
1959 families owning owning

owning privately public Under $1,000 $5,000 $25,000 Value not
no stock held traded $1,000 to o and ascer-

stock stock $5,000 $25,000 over tained

Under $3,000......... 04 1 5 2 2 1 ) (
$3,000 to $5,000....... 92 2 7 3 2 1
$5,000 to $7,500....... 84 3 13 5 4 2 1

7,500 to $10,000...... 73 4 23 8 8 5 1 1
0,000 to $15,000..... 56 8 36 14 8 10 3 1

$15,000 and over .... 34 11 55 7 12 17 19 (')
All families.......... 83 3 14 5 4 3 2 1

I No families reported or less than V4 of 1 percent.
Nols.-Details may not add to totals because of rounding.
Source: University of Michigan Survey Research Center, "1960 Survey of Consumer Finances."

In view of this distribution of stockownership, it is mose likely that many
of the new stockholders indicated by the New York Stock Exchange's surveys
had only small holdings of stock. Quite a few of these newcomers may have
been given their stock by a spouse in order to benefit fully from the $50 exclusion.
Dividend credit is not effective in stimulating equity investment

The dividend credit is not an effective means of encouraging equity invest-
ment and the development of the Nation's productive capacity. The provision is
much inferior to the tax credit for new investment in the Revenue Act of 1962
or the 4-point corporate rate reduction in the House bill. Unlike the invest-
ment credit and corporate rate reduction which grant tax relief for actual in-
vestment and make funds available for such investment, the dividend credit
accords substantial tax reductions to dividend recipients regardless of the use
made of the dividends. To the extent that the credit grants an extra incentive
for the distribution of dividends which are not reinvested elsewhere, it tends to
reduce the amount of corporate funds available for actual investment in plant
and equipment.

Although the number of individuals owning stock has increased in recent
years, table 10 shows that there has been no upsurge in net purchases of stock
by individuals since 1954 when the dividend provisions were adopted.
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.TABLE 10.-Net stock purchases by individuals in relation to personal saving,.
1951-62

(Dollar amounts in billions]

Net stock Net stock'
purchases purchases.

Year Net stock Personal as a per- Year Net stock Personal as a per-
purchases saving cent of purchases saving cent of

personal personal
savings savings '

1951.........-. $1.8 $17.7 10.2 1957.......... $1.4 $23.6 . 9
1952 .......... 1.7 18.9 9.0 1958.......... 1.3 24.7 .8
1953 ...-..- - 1.0 19.8 5.1 1959 .......... .8 23.6 3.4
1954 ....-.--. .8 18.9 4.2 1960---------... - - .4 20.9 ............
1955 ....-- 1.2 17.5 6.9 1961......... . 6 25.6 2.
195-.....------ 1.6 23.0 7.0 1962.......... -1.6 26.2 .......

Sources: Securities and Exchange Commission, Department of Commerce, and Council of Economic
Advisers.

Following the adoption of the credit and exclusion in 1954, net stock pur-
chases by individuals were largest in 1956 when they totaled $1.6 billion, or
7 percent of personal savings. However, in 1951 when dividends received no
relief, net stock purchases amounted to $1.8 billion, or 10.2 percent of personal
savings. These purchases declined below the billion-dollar mark in 1959 and
became net sales in 1960. In 1961 net stock purchases amounted to only $0.6
billion but reverted back to net stock sales of $1.6 billion in 1962.

In recent years, net stock purchases by individuals have been outpaced by
a number of other forms of personal savings. Table 11 shows, for example,
that over the past few years time and savings deposits and shares in savings
and loan associations and credit unions have absorbed larger amounts of per-
sonal savings than net stock purchases and have grown at a faster rate.

It is noteworthy that exempt pension funds, which get no benefit from the
1954 dividend provisions, have become heavy purchasers of stock in the past
few years. Between 1954 and 1962 these funds increased the proportion of their
total assets held in stocks from 22 to 40 percent.* By the end of 1962 they
had brought the book value of their stockholdings up to $14.5 billion, after
making net stock purchases during the year amounting to $2 billion. The latter
figure represents about 54 percent of the net receipts of the pension funds for
1962 and is equivalent to 80 percent of the new equity securities issued during
1962. Since the pension funds did not benefit from the 1954 provisions, their
increased purchases of stock in recent years appear to be the result of the same
more fundamental factors which also encouraged those benefiting from the
dividend provisions to invest in stock.

TABLE 11.- having by individuals in stocks, time and savings deposits, and
savings shares, 1951-62

[In billions of dollars]

Preferred. Time and Preferred Time and
Year and savings Savings Year and savings Savings

common deposits shares, common deposits shares
stocks I stocks

1951 .....-.. . 1.8 1.9 2.3 1957.......... 1.4 6.1 .2
1952 ......- 1.7 4.2 3.3 1958.......... 1.3 7.7 6.3
1053 ....--... 1.0 4.2 4.0 1959 ......--- .8 4.1 7.2
1954....--...- .8 4.3 4.8 1960 -----.. . --. 4 5.0 8.3
1955 -.... . 1.2 3.2 5.2 1961.......... . 8.8 9.4
1956 ..... . 1.6 3.8 5.4 1962.......... -1.6 15.0 10.1

I Includes shares in investment companies.
* Includes shares in savings and loan ssoclations and shares and deposits in credit unions.
Source: Securities and Exchinge Commission, Oct. 1, 1963.

a 
Securities and Exchange Commission, "Corporate Pension Fund, 1003," release No.

1002, May 24, 1003.
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Dividend credit has not increased the share of corporate funds secured from
equity financing

An important objective of the 1954 dividend credit was to encourage equity
financing. However, the statistical data strongly suggests that they have failed
to achieve this objective. As table 12 indicates, in the period 1954-62 there
has been no significant change in the ratio of stock to total corporate external
long-term financing. In 1960, for example, this ratio was 31 percent-about
the same as in 1954 and considerably below the 40-percent figure reached in 1950
when the dividend credit was not applicable. In 1961, the ratio of total cor-
porate external long-term financing accounted for by stock rose to 40 percent.
'This, however, was caused not by the dividend credit but rather by rising stock
.prices and interest rates which created favorable conditions for issue of stock
as compared with debt. In 1962, with stock prices falling, stocks accounted for
only 21 percent of total corporate external long-term financing. Moreover, as
table 13 shows, the proportion of the total capital structure of corporations ac-

Scounted for by long-term debt has shown a gradual increase between 1954 and
1960, rising from 24.5 percent to 27.3 percent. As indicated in table 14, for
1962, funds secured from internal sources, including retained profits and amounts

.attributable to depreciation and depletion, were 3.4 times as important as a
.source of corporate funds than new stock and debt combined.

TABLE 12.-Net corporate external long-term- financing, 1946-62

[Dollar amounts in billions]

Bonds and other long-term
Total net debt Stocks as

Year corporate Stocks percent
securities of total

Total Bonds Other securities
debt

e1946 -... .--------..-------. ------ . - $4.2 $2., $1.1 $1.8 $1.3 31.0
1917-..---..----------------- 6.3 4.9 3.0 1.9 1.4 22.2
1918 . ----------------- ------ ----. n 7.2 6.0 4.7 1.3 1.2 16.7
1919 ----------------------------------- 4.3 2.7 3.3 -. 6 1.6 37.2
W "1950 ---------- ..-....-------- 4.2 2.6 2.0 .5 1.7 40.5
1951-..----...-- .---------.----------.. 7.8 5.1 3.6 1.5 2.7 31.6
1952---....--------.--------------------- 9.4 6.4 4.9 1.5 3.0 31.9
1953------...--...----..--------------------7.6 6.3 4.8 .6 2.3 30.3
1951 ------------------------------------- 6.4 4.3 3.8 .6 2.1 32.8
1955 --.------------------------- ----- - 8.6 6.9 4.2 1.7 2.7 31.4
1956 .---...--.------------------------- 11.1 7.9 4.7 3.2 3.2 28.8
1957 .-.--.----------------------------- 11.9 8.4 7.0 1.4 3.5 29.4
1958 ..-----------.--------------------- 10.9 7.3 5.9 1.4 3.6 33.0
1959--..---..---.---.----------------------- 9. 5.9 4.1 1.8 3.7 38.9
1960 ......- ---------------------------- 9.8 6.7 6.0 1.7 3.0 30.6
1961--..--..--.--.----------------------11.2 6.7 5.1 1.6 4.6 40.2
1962 .-------. ------------------------- 10.2 8.1 5.0 3.1 2.1 20.6

i Bank and mortgage debt.

NoT.-This series represents the net change in corporate securities outstanding; that is, new issues less
retirements of old sec'-rites. It excludes secrritles issued by banks, savings and loan associations, and
Insurance companies, but includes those of investment companies.

Source: Department of Commerce and Securities and Exchange Commission.
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TABLE 13.-Long-term debt of corporations in relation to total capital structure,1

194/5-60

[Dollar amounts in billions]

Ratio of Ratio of
long-term long-term

Long-term Total debt to Long-term Total debt to
Year debt capital total Year debt capital total

structure capital structure capital
structure - structure
(percent) (percent)

1945.----. ..-- $41.0 $195. 21.0 1953.-........ $86. 6 $351.8 24.6
19-46......... 45.0 209.6 21.5 1954-...-..... 90.8 370.6 24.5
1947...---..... 50.1 230.7 21.7 1955..--....- . 98.4 403.8 24.4
1948-..---- - 57.3 251.5 22.5 1950---....--- 108.9 436.6 24.9
1949-..------. 61.9 270.1 22.9 1957..---..--- 122.5 466.9 - 26.2
1950 ....... 65.7 289.3 22.7 1958.......... 132.1 501.2 26.4
1951---....-- . 72.8 311.9 23.3 1959...------. 142.9 532.0 26.9
1952...------. 80.6 334.6 24.1 1960----....-. 153.6 562.6 27.3

I Total capital structure includes long-term debt, preferred and common stock, surplus reserves, surplus
and undivided profits. Long-term debt includes bonds, notes, and mortgages payable having a maturity
of 1 year or more.

Source: Internal Revenue Service, "Statistics of Income," Oct. 1, 1963.

TABLE 14.--Corporate financing: External long-termn versus internal financing,
1946-62

Year

1946.................-.......
1947..-----.. . ..........
1948........................
1949...............-------.......
1950 ......-- .................
1951 ......-.-...............
1952 --- ......----...........
1953 .....--- ...--..........
1954, --..-- ................
1955 ..----................
1959-.....--...-..-.........
1957 ....--...................
1958 ...........................
1959..........................
1960........................
1961 ....................1962 ....................

Stocks, Retained
bonds, profits,

and other deprecla- Total
long-term tion, and

debt depletion

Billion dollars

4.2
6.3
7.2
4.3
4.2
7.8
9.4
7.6
6.4
8.6

11. 1
11.9
10.9

9.5
9.8

11.2
10.2

11.4
16.6
18.8
14.9
20.8
19.0
17.8
19.7
19.8
26.6
27.8
28.0
26.0
31.1
29.1
29.6
34.9

15.6
22.9
26.0
19.2
25.0
26.8
27.2
27.3
26.2
35.2
38.9
39.9
36.9
40.6
38.9
40.8
45.1

Stocks, Retained
bonds, profits.

and other deprecla- Total
long-term tion, and

debt depletion

Percent of total

27 73 100
28 72 100
28 72 100
22 78 100
17 83 100
29 71 100
35 65 100
28 72 100
24 76 100
24 76 100
29 71 100
30 70 100
30 70 100
23 77 100
25 75 100
27 73 100
23 77 100

NOTE.-Excludes banks and Insurance companies, but Includes Investment companies.
Source: U.S. Department of Commerce and Securities and Exchange Commission.
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TABLE 15.-Coorporate ccurities offered for cash 1946-62

[Dollar amounts in millions]

Stocks Stocks as
Total Bonds and a percent

Year corporate notes of total
securities Preferred Common Total corporate

securities

19-------.. ------........--------.......... 6, 900 $4, 882 $1,127 $891 $2, 018 29.2
1947------------....... -----------........... 6.577 5 6,036 762 779 1, 541 23.4
1948 ...............-........... 7,078 5,973 492 614 1,106 15.0

1950 .----------------------- 6,362 4,920 631 811 1,442 22.7
1951........................... ----------------------- 7,741 5,691 838 1,212 2,050 26.5
1952.......................... 9, 531 7,601 564 1,369 1,933 20.3
1953-----------------------........................... 8,898 7,083 489 1,326 1,815 20.4
1954...---------.. --------------.................. 9.516 7, 488 816 1,213 2,029 21.3
1955........................... 10,240 7,420 635 2, 185 2,820 27.5
1956-------.. ----------------....................... 10,939 8,002 636 2,301 2,937 26.8
1957-----------------------.......................... 12,884 9,957 411 2,510 2,927 22.7
1958 -----------------------....... .. 11,658 9,653 671 1,334 1,905 16.5
1959.---------------.------.--- 9,743 7,190 531 2,027 2, 55 26.2
1960-----....-- ..--------------- 10,154 8,031 409 1,664 2,073 20.4
1961.........--------------------.---.. 13.147 9,425 449 3,273 3,722 28.3
1962----..........--------...----------. 10, 770 9,016 436 1,318 1,754 160.3

NoTE.-Includes substantially all new issues of corporate securities with a maturity of more than 1 year
offered for cash sale in the United States In amounts over $100,000. Includes securities Issued by banks and
insurance companies, but excludes those of investment eompanles.

Source: Securities and Exchange Commission.

ExnmIIT 4

MODIFICATION OF SICK-PAY EXCLUSION
Present law

The exclusion for wage continuation payments (commonly known as sick
pay) made to an employee while he is absent from work on account of injury
or sickness was enacted in 1954. Prior to 1954 wage continuation payments re-
ceived under an insurance contract financed by an employer were nontaxable to
the employee, but similar noninsured benefits paid directly to the employee were
included in his income for tax purposes.

Present law permits exclusion, at a rate not to exceed $100 a week, of employer-
financed wage continuation payments, regardless of whether the payment is
made under an insured or noninsured plan. That portion of such payments in
excess of the limit must be included in gross income, again regardless of the
method of payment.

Unless the employee is injured or hospitalized, the exclusion does not become
effective until 7 days after the employee leaves work because of his Illness.
Pensions to disabled workers are considered sick pay eligible for exclusion until
such persons reach retirement age.

The exclusion for sick pay has no relationship to the medical expenses in-
curred. The employee becomes eligible for the exclusion merely by being absent
from work because of sickness or injury. Employees who exclude wage con-
tinuation payments may also receive tax benefits under other provisions of the
Internal Revenue Code which are intended to relieve hardship when an individual
incurs substantial medical expenses. For example, many employers provide
medical insurance for their employees under which the benefits are tax free.
Moreover, those employees who are not covered under medical insurance plans
are entitled to the medical expense deduction.

House bill
The present provision can apply to a very short absence from work for a minor

illness or injury which involves little medical expense. The House bill would
modify the present exclusion by giving relief only to those employees who are
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likely to incur substantial financial hardship due to illness or injury requiring a
long or permanent absence from work. The bill would allow the exclusion of
wage continuation payments-up to $100 a weekc-after an employee is absent
from work for over 30 consecutive days, whether or not the employee is hos-
pitalized and whether or not he is injured.

The House bill would not change the present tax treatment of medical insurance
payments, medical expenses, workmen's compensation, Armed Forces disability
pensions, or social security disability payments.

RC1tenue and other aspects
The House action would increase revenue by $110 million annually. In 1960,

1.6 million returns reported the exclusion of $675.3 million in wage continuation
payments. For a large proportion of taxpayers, rate reduction and the minimum
standard deduction in the House bill would more than offset the elimination of
the exclusion. The average exclusion on taxable returns in 1960 was $416 and
the average salaries and wages after exclusion was $6,978. Despite the $100
per week limit, the average sick-pay exclusion was highest for those with the
highest adjusted gross income.

EXCLUDABLE SICK PAY

TABLE 1.-Revenue gain and di8tributional effect of modification of sick-pa
exclusion

Revenue Percentage
Adjusted gross income class gain distribu-

(million) tlon I

0 to $3,000..-...------------..........----------................................................---------------------- $5 4.6
$3,000 to $5,000--------------.......... ....--------.-----.-..-..--..--... 20 18.2
$5,000 to $10,000...........................................-----------------------------.................. 55 50.0
$10,000 to $20,000--.. ------------............ --------------------------.. 25 22.7
$20,000 to $50,000-....----... --.----...................... .-----........- 5 4.5
$50,000 and over .---------..----..-.....--.. ------....--------..---.. () (2)

Total..------........-...---..... ---.. -----....--..... -------- 110 100.0

I Sum of percentages may not add up to 100 due to rounding.
SLess than $2,500,000 or 0.05 percent.
Source: Office of the Secretary of the Treasury, Office of Tax Analysis, Oct. 1, 1963.

TABLE 2.-Excludable silc pay, by adjusted gross income classes, all returns, 1960

Number Sick-pay exclusion Excludable sick pay
of returns Average

with Total salaries
Adjusted gross salaries Percent salaries Percent Average and

income class and Number of returns and of total sick-pay wages
(thousandsofdollars) wages of returns with wages

2  
Amount salaries exclusion after

(thou- (thou- salaries (millions) (millions) and exclusion
sands) sands) and wages

wages

0 to 3..--------..... . 17,579 134 0.8 $374.3 $99.5 26.6 $742 $2,049
3to 5--.-.......-- . 12,444 363 2.9 1,608.6 154.2 9.6 425 4,011
5to 10......-------- 19,108 839 4.4 .6,116.9 299.7 4.9 357 6,K9
10 to20 - --...... . 3,875 257 6.6 3,119.9 101.6 3.3 395 11,737
20 to 50 - .--------.. 516 26 5.0 572.6 16.5 2.9 626 21, J87
50 and over---------- 82 6 6.1 216.9 3.8 1.8 839 46,636

Total-.------. 53,601 1,624 3.0 12,008.1 675.3 6.0 416 6,978

I Includes very small but undeterminable number of nontaxable returns with adjusted gross income
over $20,000.

SReturns with excludable sick pay. Total salaries and wages includes excludable sick pay.

24-532-03-pt. 1- --- 12
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EXHIBIT 5

DENIAL OF DEDUCTION FOR CERTAIN STATE AND LOCAL TAI ES

Under present law, taxpayers who-itemize their deductions ar allowed to
deduct all State, local, and foreign taxes with a few exceptions principallyy in-
heritance and gift taxes, and most taxes for local benefits). Under the House
bill, the deduction for taxes would be limited to State and local real and personal
property taxes, income taxes, and general sales taxes, and foreign real property
taxes, and income taxes. In addition, all taxes paid or incurred in carrying
on a trade or business or activities for the production of income would remain
deductible.

The principal taxes for which a deduction would no longer be allowed under
the House bill are special excise taxes on tobacco, alcoholic beverages, gasoline,
motor vehicle license fees and operators' licenses, and miscellaneous special sales
taxes (such as taxes on admissions and restaurant meals).

State and local taxes which would continue to be deductible as personal ex-
penses under the House bill account for roughly $7.5 billion of the $10 billion of
taxes paid deduction reported on 1960 tax returns.

Revenue gain
This provision would gain $520 million of revenue without depriving taxpayers

of any major deduction. Under the House bill, this $520 million is devoted to
rate reduction, thus lowering the rates that would otherwise apply. Table 1
shows the breakdown of the $520 million revenue gain by type of tax. The
greatest revenue, $220 million, would be derived from the denial of the deducti n
for special excise taxes on gasoline. Table 2 shows the impact of the proposal
on the various income groups.

Simplification of tax return preparation
The present deduction for miscellaneous State and local excise taxes poses a

serious compliance problem for taxpayers. Unlike the property and income
taxes, few taxpayers keep records of excise taxes since they are paid very fre-
quently and in small amounts. Extension and laborious recordkeeping is required
for those taxpayers who keep track of such taxes. As a result taxpayers who
claim the deduction generally resort to rough and arbitrary estimates. Use of
such rough estimates creates a serious audit problem for both the taxpayers and
the Internal Revenue Service. The Service must check to see that the deduc-
tions claimed approximate the amounts of taxes actually paid and consequently
.taxpayers are frequently called upon to justify and support their estimates.
This is a difficult task at best and may often be impossible in the case of an audit
2 or 3 years after the taxes were paid.

In the case of general sales taxes, the Service has developed guidelines which
taxpayers can use in place of estimates, but no such guidelines are practicable
with respect to special excise taxes because of the wide variety and differences
in consumption habits.

The House bill limits deductible taxes to those which are easy for a taxpayer
to keep track of (property and income taxes and those for which guidelines are
available) general sales taxes, thus reducing considerably the recordkeeping
burden of taxpayers claiming the deduction for taxes paid.

Removal of inequities in present law
Under present law, the deductibility of State and local special excise taxes

depends on the form of the State statute imposing the tax. Generally, taxes
are deductible only by the person upon whom imposed. For convenience of ad-
ministration, many States Impose their sales and excise taxes on the retailer,
or even the wholesaler, rather than on the consumer. Present law provides
that in such cases the tax may be deducted by the consumer only if separately
stated and actually paid by him. The distinction under these rules between taxes
deductible by the consumer and those not deductible by him is frequently difficult
for the average taxpayer to understand since the consumer bears the ultimate
economic burden of the tax regardless of on whom imposed by law. Table 3
lists State taxes which are deductible and'nondeductible under present law.

Since the deductibility of such taxes depends on the legal form in which the
State has chosen to cast its tax, many taxpayers are confused as to whether their
taxes are deductible or not. For example, a consumer of cigarettes in one State
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can deduct 'the cigarette tax, but a consumer of cigarettes in another State can-
not. Table 3 shows that, of the 47 States and the District of Columbia which
impose taxes on the sale of cigarettes, the taxes of 25 States are deductible and
those of 22 States are not deductible. In Illinois one type of cigarette tax is de-
ductible and another type is not deductible. As shown by table 3, a similar situa-
tion exists in the case of taxes on alcoholic beverages. The taxes of 16 States are
deductible and those of 28 States are not deductible. Moreover, special pro-
vision is now made in the code to allow the deduction of gasoline taxes in 10
States. As a result some taxpayers do not take full advantage of the avail-
able deduction for these taxes, while others, especially those who can afford
tax advice do.

By denying a deduction for these special excise taxes, the House bill would
end this discrimination between the taxpayers of different States and would
alleviate the confusion it has caused. Moreover, such denial of deduction would
be consistent with the practice in many States which, for purposes of State
income taxes, do not allow a deduction for Federal consumer excises, taxes of
other States, or even their own special excises.

Denial of deduction for user charges
Under present law, taxpayers are.not allowed to deduct charges collected by the

State for special benefits rendered to the payers; for example, toll charges for
highway use, fees for use of parks, hunting or fishing licenses, and so forth.
Present law, however, does allow a deduction for certain excise taxes which are,
in effect, payments for special benefits provided to users. For example, in 1961,
96 percent of the $3.5 billion of State motor fuel taxes was allocated for highway
construction and maintenance. Like highway toll charges, these taxes are part
of the price of consumption, that is personal expenses which should not be deduc-
tible. Under the House bill, such user charges would be made nondeductible.

TABLE 1.-Revenue gain from disallowing the deduction of miscellaneous taxes
under the tax bill by type of tax

Revenue increase
State and local taxes disallowed as a deduction: (in millions)

Motor fuel--- ---------------------------------------- $200
Motor vehicle and operator's license-------------------... ----- . 110
Tobacco products-------- ------------------------------- 75
Alcoholic beverages-- -------- ---------------------------- 30
Public utilities------------------------------------------------- 20
Other selective sales taxes ------------------------------------ 20
Admissions------------------------------------------------ 10
Occupancy -------------------------------------- 10
All other taxes and licenses------------------------------------- 25

Total-------------------------------------- 520
NoTE.-Under the standard deduction (10 percent of adjusted gross Income up to $1,000)

approximately 1,500,000 itemized returns would shift to the standard deduction.
Source: Office of the Secretary of the Treasury, Office of Tax Analysis, Oct. 1, 1963.

TABLE 2.-Revenue effect of disallowing the deduction for miscellaneous taxes

Change from present law I

Adjusted gross income class
Amount Percentare \s percent of
(millions) distribution present tax

0 to $3,000--------------------------------------------..................................................... +$10 1.9 +0.7
$3,000 to $5,000---..---------------------------------------.............................................. +50 9.6 +1.2
$5.000 to $10.000 -----------------.--------------------. +220 42.3 +1.2
$10,000 to $20.000........------- ------------------------ +130 25.0 +1.0
$20,00 to $50,000.............................................. +60 11.5 +.9
$50,000 and over----------------...... ------.. ..-..-.......... +50 9.6 +1.2

Total............------.---......----.... -- ..-...-- +520 100.0 +1.1

1 All State and local taxes other than property, income, and general sales taxes.
* At House bill rates.
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State cigarette tax deductible:
Alabama
California
Connecticut
Florida
Illinois (use tax only)
Kentucky
Maine
Massachusetts
Minnesota
Mississippi
Missouri
Nebraska
Nevada

State cigarette tax not deductible:
Alaska
Arizona
Arkansas
Delaware
Georgia
Hawaii
Idaho
Indiana
Iowa
Kansas
Louisiana

New Hampshire
New Jersey
New York
Ohio
Oklahoma
Pennsylvania
Rhode Island
South Dakota
Tennessee
Texas
Vermont
West Virginia
Wyoming

Maryland
Michigan
Montana
New Mexico
North Dakota
South Carolina
Utah
Virginia
Washington
Wisconsin
District of Columbia

NoT.-Colorado, North Carolina, and Oregon do not levy cigarette taxes.

2. GASOLINE TAXES

In the following States the gasoline tax although not levied on the con-
sumer is deducted under special code provisions in those cases where the
tax is separately stated and passed on to him: Alaska, California, Florida,
Hawaii, Kansas, Louisiana, Minnesota, Nebraska, Utah, and Wyoming.

In all other States the tax is levied on the consumer and is deductible.

3. ALCOHOLIC BEVERAGE TAXES

In the case of alcoholic beverage taxes the general rule is followed that the
tax is deductible only where it is imposed directly on the consumer or separately
stated and passed on. The alcoholic beverage tax is imposed on the consumer
in the following States: Arkansas, Florida, Massachusetts. Nevada, Ohio, Okla-
homa.

In Alabama, Delaware, Maine, Michigan, North Carolina, Pennsylvania, Utah,.
Vermont, Virginia, and Washington the liquor tax is generally deductible by
purchasers at State liquor stores whether or not the tax is separately stated'
and passed on. In all other States the tax is not deductible. Idaho, Iowa,
Mississippi, Montana, New Hampshire, Oregon, and West Virginia do not tax
liquor except beer and in some cases wine. The beer and wine taxes of these-
States are not deductible.

4. AUTOMOBILE LICENSE FEEs

Automobile license fees and drivers license fees are deductible as taxes in
all States, but certificate of title fees, inspection fees, and similar regulatory
fees are not deductible.

REVENUE ACT OF 1903

TABLE 3.-Deduotibility of State taxe8

1. CIGARETTE AND TOBACCO TAXES



REVENUE ACT OF 1963 177

5. GIFT, INHERITANCE, OR ESTATE TAXES
Nut deductible.

6. STATE AND LOCAL INCOME TAXES
Deductible.

7. PROPERTY TAXEB

All property taxes, on real and personal property, are deductible by the person
against whom they are assessed. Special assessments for improvements, how-
ever, are not deductible except in certain selected cases involving a tax levied by a
special taxing district.

All general retail salef taxes are deductible, either because imposed on the
consumer or becaus separately stated and passed on.

9. LICENSE FEV'AND POLL TAXES

License fe and poll taxesarA deductible, but'ljcense fees whbh are primarily
regulatory ather than, revenue ral ng-hunting and fishing licenses, dog
licenses, e .- are not deductible. \ ,

-- 10- 'MISSioNs TAXES

In m st States the tax on 6 Issi ps is a \art'of th general a tax and
is ded utible as is the sales. Where it s evied ad a separat tax, it is
deduct le where posed ort purchaser o me admidion (Sout Carolina
tax on admission to laces o usonient r here.L is/eperately ted and
passed n (Maryl nd adii n d at i seI n tax).

TABLE .- State an local t revenue,, 80el of gove it, 1961

I\ million l o ^I ]

Taxes--------................ --....-------------- ------------- 38.801 19,057 19,804

Sales and gross receipts .... 12, 463 11,031 1, 42

Customs duties -------.. .---.......---------------- --------- -----
General sales and gross receipts....................... 5431 4,510 9L21
Selective sales and gross receipts......... ...-------- --- 7,032 0,522 610

Motor fuel----------.......----........-..........-----------......-......-... ------ 3,405 3,431 84Alcoholic beverages..--.....-- ........... 713 688 2
Tobacco products......-----.....---- ..----------- 1,077 1,001 76
Public utilities--......----------------------.....--... -- 699 401 298
Other sas dg.................s .....-.-.-......... 1,078 1,000 78

Motor vehicle and operators' licenses..................-- 1,754 1,641 11

Death and gift ......--..... ...............-- ........ 01 501 (7)
All other ............... ..............--........ 2,263 1,632 831

I Minor amount included in Individual income tax figure.
* Minor amount Included In"All other taxes."
NoTE.-Table includes taxes that are not deductible hs personal deductions under the Individual income

tax, such as death and gift taxes, fishing and hunting licenses, etc. Moreover, certain taxes are deductible
as either personal expense or business expense.

Source: "Governmental Finances in 1961," Bureau of the Census, U.S. Department of Commerce.
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TABLE 5.-Amount of taxes deducted and percentage distribution, by adjusted
gross income classes, by type of tax on individual income tax returns in 1960

Percentage distribution by type of tax
Total

Adjusted gross Income classes taxes
deducted Real State and State Other
(millions) Total estate local sales income taxes

taxes taxes taxes

Under $5,000...----.. ---.......... $1,787 100 40.7 19.7 6.5 33.1
$5,000, under $10,000---------- 4,779 100 41.4 20.1 10.1 28.4
$10,000, under $15.000.--...... 1,651 100 42.2 18.0 17.4 21.8
$15.000, under $20,000 ........- 59 100 40.0 15.3 27.7 17.0
$20,000 or more....------............ 1,710 100 28.8 9.5 48.1 13.

Total------------------ 10,526 100 39.3 17.8 17.8 25.1

NTES

1. The table does not include taxes which are deductible from gross income arriving at adjusted gross
income, that is, taxes reported on individual income tax returns on schedule C (profit from business or
profession), schedule F (schedule of farm income and expenses) and schedule B, pt. IV (rent and royalty
income).

2. "State and local sales taxes" includes only general sales taxes and not selective sales taxes, such as
taxes on cigarettes, liquor, gasoline, etc.

3. "State Incomie taxes" does not include local taxes, such as the income taxes imposed by some cities.
4. "Other taxes" include the following State and local taxes: personal property taxes, gasoline taxes,

auto license fees, drivers license fees, poll taxes, cigarette taxes, alcoholic Ibverage taxes, foreign income
taxes, admissions taxes local income taxes and documentary taxes (as on transfer of securities and mort-
gage recording). In addition, this category includes real estate, sales, and State income taxes not spe-
cifically identified as such by taxpayers on their returns, as well as some taxes which could have been
deducted from gross income but which were erroneously claimed as itemized deductions by taxpayers on
their returns.

Source: Statistics of income, adivldual income tax returns, 1960.

TABLE 6.-Amount of itemized deductions and the percentage distribution, by
adjusted gross income classes, by type of deduction on individual income tax
returns for 1960

Total Percentage distribution by type of deduction
itemized _______

Adjusted gross Income class deduc-
tions Interest Contri- Medical Other

(millions) Total paid buttons Taxes expenses deduc-
tions

Under $5,000........-- ........- $7.024 100 18.0 18.1 25.4 26.0 12.5
$5,000, under $10,000............ 16,360 100 27. 5 16.9 29.2 14.3 12.1
$10,000, under $15,000..-.. .... 5,121 100 26.9 18.3 32.2 10.6 12.0
$15,000, under $20,000........... 1,734 100 22.8 10.9 34.6 10.2 12.5
$20,000 or more ............... 5.074 100 17.6 28.2 33. 7 6.4 14.1

Total................... 35,313 100 23.8 19.1 29.8 14.8 12.5

Source: Statistics of income, Individual income tax returns, 1960.
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TABLE 7.-Total number of returns with itemized deductions, by adjusted tgos8
income classes, and the percent of the total within each class with special
deductions, 1960

Total re- Percent of total with specific itemized dedt'-tion
turns with

Adjusted gross income class itemized
deductions Interest Contri- Taxes Medical
(thousands) paid buttons expenses

Under $5,000-..--........ .. ------------ 8,387 01.2 92.3 05. 9 67.2
$5,000, under $10,000-...................--. 11,810 87.2 97. 6 99.5 59.7
$10,000, under $15,000-..-.................. 2,465 83.9 98.9 99.7 47.2
$15,000, under $20,000-............-- ........ 619 80. 1 98. 7 99.7 40.2
$20,000 or more..--.--. -------.....------ .. 802 71.4 98.8 99.4 31.6

Total-............................... 24,083 77.5 95.9 98.3 50.4

Source: Statistics of income, Individual income tax returns, 1960.

EXHIBIT (1

ABUSES OF INTEREST I)EDUCTION WHEN AN INDIVIDUAL USES BORROWED MONEY
TO PURCHASE A LIFE INSURANCE POLICY

Nature of abuse
Minimum deposit and bank loan insurance plans have become a common means

for high-income taxpayers to purchase large amounts of insurance for about
one-half the cost they would otherwise pay. This is possible because the other
one-half of the cost of the insurance is offset by income tax deductions.

Basically, a minimum deposit or bank loan plan involves the systematic bor-
rowing each year of an amount equal to the increase in the cash surrender value
under the life insurance policy in order to pay part (and, after a few years, all)
of the premium due for that year. Usually the money is borrowed directly from
the insurance company, but sometimes it is borrowed from a bank or other person,
using the policy as collateral.

The interest on the loan is tax deductible, and the corresponding interest earned
under the policy is not currently taxed. If the policyholder dies without having
surrendered his policy, his beneficiary also pays no income tax on the interest
earned under the policy. In such a case, this interest is, in effect, tax exempt.
Moreover, part of the interest earned under the policy is often returned immedi-
ately to the policyholder in the form of dividends, which are also tax free. Thus,
under the minimum deposit or bank loan arrangement, the taxpayer receives a
double tax benefit-a tax deduction for his interest payments and tax-free status
for the corresponding interest earned under his insurance policy.
Provision in House bill

The House bill would deny a policyholder the income tax deduction for his
interest payments under a typical minimum deposit or bank loan insurance ar-
rangement. However, the bill contains a number of exceptions to limit the pro-
vision to cases in which the borrowing plan is entered into primarily because of
the tax advantages. For example, the provision would not apply where the
policyholder pays in full four out of the first seven premiums due under the.
policy. Moreover, it would not apply where the interest payments involved are
less than $100 or where the loan was made because the policyholder encountered
unexpected expenses or an unforeseen loss of income. Interested on loans made in
connection witl the policyholder's trade or business also would not be affected.
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EaEample of abuse
The following is an example of the operation of a typical minimum deposit

insurance plan. It Involves a $100,000 life insurance policy on the life of a 85-
.year-old individual in the 50-percent tax bracket:

Endowment at age 90

[Ago of insured, 35; annual gross premium, $2,201.50; amount of policy, $100,000)

1 year 4.8 per- Net
Annual term Cumu- cent Total interest Annual Not

Policy year dividend In- Annual latlve annual gross cost in not estate
begin- surance loan loan gross outlay 1 50 per- outlay benefit
ing of cost I Interest cent tax
year bracket

(1) (2) (3) (4) (6) (0) (7) (8) (0) (10)

1I.................. 0 0 372 372 18 1,848 9 1,839 99,628
2......-..--- .... -- 152 6 1,803 2,175 104 357 52 305 100,025
3................... 182 12 1,832 4,007 192 392 96 290 100,169
4.................. 213 19 1,858 5.865 282 432 141 291 100,291
5...--..--..--....-- 245 28 1,882 7,747 372 475 186 289 100,009
6................... 298 39 2,105 0,852 473 311 237 75 100,054
7..--............... 351 50 1,726 11,578 556 731 278 453 100,122
8-..----........... 407 62 1,747 13,325 640 750 320 430 100, 005
9...---- ......------------ 462 77 1,768 15,093 724 773 362 .111 100.153
10.................. 517 93 1,787 16,880 810 801 405 390 100,046
11................. 572 112 1,807 18,687 897 832 449 384 100,017
12.......-...--...- . 652 135 1,822 20,509 984 847 492 355 100,146
13.................- 690 160 1,839 22,348 1,073 906 537 370 100,052
14....-............. 728 190 1,851 24,199 1, 162 95 581 394 100,121
15.................. 755 23 1,862 26,061 1,251 1,059 620 434 100, 030
16..----... -------. 781 262 1,871 27,932 1,311 1,153 071 483 100,102
17.... .....-- -- ..- . 808 30 1,878 29,810 1,431 1,252 716 537 100,080
18.................. 836 353 1,884 31,694 1,521 1, 38 761 696 100,076
19 -. ...-----...---- 865 410 1,888 33,562 1,612 1,471 806 665 100,038

.20................. 895 473 1,891 35,473 1,703 1,592 852 741 100,002

I Cost of additiot:l term Insurance purchased each year to maintain actual amount of Insurance at a
$100,000 level (column (10)). The amount of additional terni insurance purchased each year approximates
the amount of thi cumulative loan in that year (column (5)).

I This figure is equal to the annual gross premium ($2,201.:0) increased by the amounts in columns (3)
and (0) and thon reduced by the amounts in columns (2) and (4).

NorF.-This tirrangemoeit clearly illustrates how, solely by reason of tho tax deduction for interest, the
policyholder Is aile to purn haso life insurance for up to 50 percent less than he would otherwise have to pay.

Under this arrangement, the net proceeds (gross proceeds less loan) payable
on the death of the policyholder remain at a constant $100,000 level (col.
(10)). This $100,000 is, in effect, in the nature of term insurance, since the
policyholder has, at all times, borrowed the full amount of the cash surrender
value. At his age the cost' of $100,000 of term insurance, if bought under a
typical term insurance policy, would be $655 per year for the first 10 years and
$1,220 per year for the next 10 years. However, by using the minimum deposit
arrangement, the policyholder is able to purchase term insurance at a cost
,considerably below that under the ordinary term policy. The following is a
comparison of the costs under the term policy and those under the minimum
deposit arrangement:

After 10 years After 20 years

1. Cost of term insurance.---.-----.-------------------------------- $6,50 $18.750
'2. Net cost under minimum deposit plan after taking into account tile Interest

deduction (col. (9))...--------------------------------------------- 4,785 9,744
3. Saving under mnnlmunm deposit plan (1 minus 2)-......-...- ----... .. -- 1,765 0,006
4. Tax saving through interest deduction (col. (0) minus col. (8)).......... -2,086 8,577

1
These cost figures represent the annual premiums under a 10-year nonparticipating

:term policy issued by the Aetna Life Insurance Co.
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This chart clearly illustrates that the savings in cost under the minimum de-
posit insurance plan (item 3) are made lmssible mainly because of the interest
deduction available to the policyholder (item 4). In other words, if it were not
for the interest deduction, the cost of insurance under the minimum deposit plan
would approximate the cost under a typical term insurance policy. However,
because of the interest deduction, the policyholder, has, after 20 years, been able
to purchase the insurance at a savings of over $8,500. In other words, he has
been able to cut his insurance cost in half.

Similar abuses have already been prohibited
Congress has already recognized that the interplay of the interest deduction

and the tax-exempt nature of the earnings under an insurance policy give rise to
unwarranted tax beinelits. Section 264 of the Internal Revenue Code presently
denies a deduction for interest on loans incurred to purchase single premium
life insurance or annuity policies or policies where substantially all the premiums
are paid during the first 4 years. However, the very tax obu e which Congress
sought to cure in these cases is still available through the use of annual premium
policies which are not covered by section 214. In fact, as is clearly indicated in
the advertisement reproduced below and in the attached tax report, insurance
companies have developed special annual premium policies to permit tie maxi-
mnum tax benefit. Just as was done in the case of single premium policies the pos-
sibility of tax abuses under annual premium policies should be eliminated by
denying the interest deduction when such policies are purchased through bor-
rowing.

Lcgislation is necessary
It has been argued that this is not a problem for legislation but rather one for

the courts on the ground that the types of transactions involved are merely shams.
The very fact that insurance companies have developed special policies to p( rmit
the maximum borrowing possible and have advertised the tax benefits flowing
from such policies would seem to clearly indicate that the companies themselves
do not consider these transactions as merely shams that can easily be struck
down by the courts. For example, the following advertisement appeared in the
Wall Street Journal for Tuesday, February 20, 1963:

"TAX SHELTER

"Corporations and individuals can purchase annuities and life insurance with
money that would otherwise have to be paid out in income taxes by purchasing
this company's copyrighted contracts with borrowed money. We will lend you
the premiums at a low ra e of interest--only 4 percent.

"Interest paid on life insurance loans is deductible for income tax purposes
under the present Internal .Revenue Code. Policy dividends and death benefits
paid on the contracts are nontaxable income. Corporations and partnerships are
purchasing them for the purpose of buy-and-sell agreements of stock of a de-
ceased stockholder or partner. There is a profit of approximately 50 percent
a year on the net interest paid.

"The savings on income taxes can be used to increase dividends, expand a corpo-
ration's business, or to provide retirement or pensions plans.

"Just give us your name and mailing address and complete information will
be furnished without obligation.

"SAM HOUSTON LIFE INSURANCE CO.,
"R. C. SALLEY, President.

"HOUSTON, TEX."

There is also attached a copy of a tax report, written especially for doctors,
which not only points out the tax benefits available through the popular minimum-
deposit plans but also describes the methods by which insurance companies are
varying their policies to produce the maximum tax benefits. This report, as well
as the advertisement, is ample evidence that minimum-deposit insurance plans
are widely recognized for their tax benefits and represent an area where legis-
lation is clearly needed.

Attachment.
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"[From P-II Doctor's Tax Report, Personal and Professional Tax Savings, Prentice-Hall,
Inc., Englewood Cliffs, N.J., Mar. 18, 1963]

"THE DOCTOR'S LIFE INSURANCE: NEW TAX PROPOSALS WOULD STRIP TAX BENEFITS
FROM POPULAR MINIMUM-DEPOSIT PLANS

"Among the many crackdowns requested by the administration as part of a
package tax bill, there's one which would deny interest deductions on money
borrowed to purchase life insurance. This, of course, is aimed directly at the
popular-though controversial-minimum-deposit life insurance plans.

"Whether or not this proposal ever becomes law, it has already accomplished
one thing-it's stimulated taxpayer interest in the very tax break it seeks to
knock out. For instance, Secretary Dillon's testimony on minimum-deposit plans
includes the following phrase:

" '* * * high-bracket taxpayers are still able to gain considerable tax ad-
vantages by borrowing substantial amounts each year under annual premium
policies.'

"Many doctors have written in to ask about the tax benefits of such plans.
However, before we get into the actual working details, here's a-

"Word of caution: Insurance men and insurance companies are widely
split on the advisability of such plans. It is essential, therefore, that you
consult your attorney and your insurance representative before taking any
action.

"Now, let's see just what makes up a minimum life insurance plan. We'll
assume that your practice is booming and your income in climbing. Of course, a
higher income calls for more family protection to insure the continuation of your
family's station in life, should the unexpected happen. But it's often the case
that, when you sit down to work out an adequate insurance plan, you find,
despite your rising income, that you don't have the cash to buy sufficient protec-
tion. This, according to one school of thought in the insurance world, is where
minimum-deposit plans enter the picture.

"How it works: First, you decide the kind and the amount of the permanent
insurance protection you need-be it whole-life, 20-payment, or the like. Take
out the insurance the way you ordinarily would. Where, then, is the 'plan' and
all the benefits and advantages we're talking about? The key to the whole
thing is-

"How you pay for the policy: Every year, instead of paying the cash premium
less dividends, you borrow the annual increase in the cash value and pay the
difference, if any, out of your pocket. .So, once you've paid the full premium
for the first yerr, the annual increase in cash value takes over most of the load.

"Important: Some companies issue policies that have an immediate cash
surrender value. If you buy one of these, even the first year's casl outlay
will be reduced.

"Of course, loans mean interest which, in effect, is added to the premium
cost. And, while the interest cost can start getting pretty stiff after a while,
here's an angle that really makes the idea appealing to the upper-bracket family
protector. It's the-

"Interest deduction: As things stand right now, interest you pay for any
bona fide loan is deductible. On the other hand, dividends paid on insurance
policies are tax free--they reduce the premium. Under the loan plan,
annual dividends go first to the reduction of the part of the premium you
pay, and then toward defraying your interest cost.

"Result: You're getting tax-free dividends that help pay your tax-deductible
interest.

"Watch this: This interest deduction is what the new tax proposal is
gunning for. If tile crackdown becomes law, the deduction will be knocked
out. Meanwhile, though, it's deductible.

"While the loan is in existence, the net insurance protection is dropping.
"Reason: Since the cash value is your collateral for the loan, that much of

the face value belongs to the lender-the bank or insurance company-and only
the remainder would go to the beneficiary. But the gradual reduction in pro-
tection is slow enough to give the desired primary result-much more insurance
protection than you'd ordinarily be able to carry.
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"But even this drawback can be mitigated almost painlessly. Those wizards
of the actuarial profession have thought up a coply of alternate ways of getting

.around this decreasing protection handicap:
"(1) Increasing term insurance.-Included in the policy, and paid for by the

,dividends, is separate 1-year renewable term insurance coverage that increases
sufficiently in face amount every year to keep pace with the loan.

"Result: The total coverage remains about level.
"(2) Additional whole-life insurance.-Under this plan, each year's dividend

goes to buy additional single-premium permanent life insurance to cover part
of the loan. This is repeated every year, so that, say, after 20 years of coverage,
you'd have 21 insurance policies-the main one, and a subsidiary one for each
year to cover that year's loan.

"Result: Since the dividends in the early years are relatively low, additional
coverage might not completely equal the loan, but this will soon catch up. But,
in later years, there is the added advantage of a cash surrender value on every
policy. In term insurance, each policy disappears after the year's up."

EXHIBIT 7

THE TAX TREATMENT OF EMPLOYEE STOCK OPTIONS

I. HISTORY
A. Treatment prior to 1950

Before 1950, the tax treatment of employee stock options was governed by gen-
,eral principles of the Internal Revenue Code and not specifically dealt with except
in administrative regulations issued by the Treasury Department., The problem
initially was whether the bargain purchase of stock by an employee could result
in compensation. T.D. 3435 of 1923, the first attempt of the Treasury to deal with
this area, provided that an employee should include in gross income the difference
between (a) the fair market value of the property purchased from an employer
and (b) the amount paid for it. The Treasury considered that purchases of an em-
ployer's stock pursuant to an option were to be treated under this regulation in
the same manner as a bargain purchase of other property.

Taxpayers, on the other hand, contended that the exercise of an option could
not result in income and, further, that an option intended to provide an employee
with a "proprietary interest" in a business was not taxable compensation. The
Treasury consistently took the opposite view and prevailed in some cases. How-
ever, taxpayers on occasion were sustained by the courts on the point that an
intention to provide them with a proprietary interest precluded the realization
of income.

In 1939, the Commissioher of Internal Revenue acquiesced in the Geeseman
case (38 B.T.A. 258 (1938)), in which the Tax Court adopted the proprietary
interest test. The Treasury regulations were amended to provide that pur-
chases of property by employees at a price "substantially less than fair market
value" were taxable only to the extent they were "in the nature of compensation."
Profits of "proprietary" grants were taxed as capital gains at the time of sale
of the stock. Controversy continued, however, and after a period of uncertainty
as to the status of the law regarding stock options, the Supreme Court in 1945
decided the case of Commissioner v. Smith (324 U.S. 177). In that case, an em-
ployee was given an option to buy the stock of a company whose stock was to be
acquired by his employer-corporation upon the occurrence of certain contingencies.
The Court held that Smith received compensation upon receipt of this stock.

Following the Smith case, the Treasury Department in 1946 amended its regu-
lations to take once again the position that all purchases of stock at less than fair
market value by employees were in the nature of compensation. The 1946
Treasury Department regulations led to considerable controversy and agitation
for legislation on the subject of stock options.

In 1947 a special tax study committee, formed pursuant to H.R. 293 and 297,
recommended special treatment for employee options granted at a price not
substantially less than the market price of the stock.1 The study committee

1 U.S. House of Representatives. Committee on Ways and Means, revenue revision.
1947-48, hearings, pt. 5, p. 3626 (1047).
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recommended that the gain on sale of the option stock be treated as a long-term
gain provided it is sold 2 years or more after the option is granted. A minority
report criticized such a provision as a species of tax avoidance-. "The purpose
of every stock option," it stated, "is to enable a few executives to buy stock at a
bargain price on a rising market and to sell the stock after 6 months so as to
obtain a capital gain."

In the revenue revision bill of 1948, the House of Representatives adopted
legislation along the lines recommended by the study committee, against Treas-
ury objections. However, the 1048 provision was dropped by the Senate.
B. The 1950 legislation

The basic framework of the present legislative provisions regarding restricted
stock options was enacted as part of the Revenue Act of 1950.' These provisions,
as amended in 1954 and 1958, accorded special tax treatment to restricted stock
options adopted after February 26, 1945 and exercised after 1949.

At present, under section 421 of the code, if an option qualities as a restricted
stock option, the employee is not deemed to receive taxable income at the time
of exercise. In the typical cases where the option price is at least 95 percent
of the stock's value at the date of grant, any amount over the option price
realized by the employee upon sale of the stock is taxed as a long-term capital
gain, provided the sale takes place at least 2 years after the option is granted
and 6 months after it is exercised. If the stock acquired with the restricted
option is held until death, the gain over the option price is not taxed at all and
the employee's estate or heirs receive a stepped-up basis for the stock.

If the option price of the stock is between 85 percent and 95 percent of its
market value at the date of grant, when the stock is sold or left at death, part of
any amount received over the option price is treated as ordinary income and part
as long-term capital gain. Ordinary income tax rates apply to that part of the
gain which represents the spread between the option price and the market price
of the stock at date of grant, or the spread between the option price and the
value of the stock at time of sale or death, if that is lower. The portion of the
gain over the option price, in excess of the amount taxed as ordinary income, is
accorded the same long-term capital gains treatment described above for 95 per-
cent options.

The corporation receives no deduction at any time for issuing the option.
In Order for the option to qualify for the special tax treatment as a restricted

stock option, the following conditions must be met:
1. The recipient must be an employee when the option is granted and must

exercise it while an employee or within 3 months after his employment is termi-
nated. (However, the 3 months' requirement does not apply when the option is
exercised after the death of the recipient.)

2. The option must be nontransferable, except at death.
3. The option must not extend for more than 10 years from the time it is

granted. However, if the optionee owns more than 10 percent of the voting stock,
the period for exercising the option must not exceed 5 years.

4. The option price must be at least 85 percent of the market price at the time
of grant, or 110 percent in the case of an optionee owning more than 10 percent
of the voting stock.

The price requirement can be met by a variable price formula based on the
market price at time of exercise. Provision is also made for resetting the option
price at not less than 85 percent of market value if the market price during the
preceding 12 months averages less than 80 percent of the price at time of grant.

C. Provisions of tihe House bill
Section 214 of the bill, as passed by the House of Representatives, revises the

tax treatment of restricted stock options in order to prevent certain abuses in
their use.

Efaccutive stock options.-The present law is continued for stock options (re-
ferred to as restricted stock options) granted before June 12. 1963. The House
bill adds a new section, section 422, to the code which will govern options granted
after June 11, 1063 (referred to as qualified stock options). It imposes certain
restrictions and limitations on such options to prevent specific abuses which were

* Ibid., p. 3653.
a 80th Cong., 2d sess., H.R. 6712 (May 26, 1948), see. 187; Congressional Record, vol.

94, No. 106. p. 8090.
SU.S. Senate. the Revenue Act of 1950, 81st Cong., 2d sess., Rept. 2375, sec. 220.
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called to the attention of the Ways and Means Committee by the Treasury De-
partment and varicus witnesses. The full tax benefits accorded qualified stock
options will be available only if the following requirements are satisfied,:

(1) The stock must be held for 3 years after the option is exercised. Present
law requires that the stock not be sold for 2 years after grant of the option and
that the stock be held for 6 months after exercise. The new rule will better
insure that such options are being used by corporations to give executives and
other employees a proprietary interest in the business and to restrict their use
as compensation taxable at capital gains rates.

(2) The option must be exercisable within a period of not more than 6 years.
Present law allows such options to extend for a 10-year period. The new pro-
vision restricts the period during which an executive can receive the benefits
of rising market values for the option stock without the investment of any of his
own funds.

(3) The option must be issued at a price equal to the fair market value of
the stock at the time the option is granted. Under present law the option price
may be 85 percent of the fair market value on the date of grant. In order to
protect against unintentional underpricing of closely held stocks, however, the
new section specifically provides that the option will not be disqualified if a
good-faith effort was made to determine the fair market value of the corporate
stock. However, to insure that taxpayers do not take undue advantage of this
provision, the new section provides that 150 percent of the amount by which the
option is underpriced (with certain limitations) is to be reported as ordinary
income in the year the option is exercised.

(4) No qualified stock option may be granted to an individual owning more
than 5 percent of the corporate stock in the case of a corporation with equity
capital of $2 million or more. The percentage of stock ownership permitted Is
gradually increased in the case of smaller corporations to a maximum 10 per-
cent of the stock of a corporation with equity capital of $1 million or less. Re-
stricted stock options may be granted to substantial stockholders without limita-
tion under present law if the option price is 110 percent of the market price of
the stock at grant and the option is for 5 years or less.

(5) The option must be granted pursuant to a plan which has been approved
by the shareholders within 10 years. This is to insure that the owners of the
corporation approve of the issuance of the options. Present law contains no
such provision.

(6) The option price may not be reduced because of a drop in the price of
the corporation's stock. Present law allows such "resetting" under limited cir-
cumstances. The fundamental purpose of stock options is to encourage business
executives to improve the efficiency and profitability of their employer-corpora-
tions. It is contrary to this purpose to allow a corporation to reduce the option
price if the value of the stock falls. In order to prevent avoidance of this rule
by simply issuing additional options at a lower price, the House bill requires
that options be exercised in the order of their grant. Thus, the employee may
not exercise a stock option until an earlier option has been exercised or has
lapsed.

Employee stock purchase plans.-Certain corporations allow virtually all of
their employees to purchase stock in the corporation at a discount from the mar-
ket price. These plans, commonly referred to as stock purchase plans, differ sub-
stantially from executive stock options since they are issued oj a nondiscrimina-
tory basis and are used, at least in part, as a device for raising needed capital.
They have, however, been taxed in the past under the provisions dealing with
restricted stock options.

The House bill contains a new section 423 of the code which will continue the
present tax treatment for these employee stock purchase plans. Thus, options
under these plans may be issued in the future at 85 percent of the fair market
value of the stock as under present law, rather than at 100 percent of the market
price as will be required in the future for executive stock options. New section
423 contains various rules designed to insure that these plans will be non-
discriminatory in their operation.

II. APPRAISAL OF CERTAIN PROVISIONS

The experience with restricted stock options indicates that there are strong
grounds for modifying certain aspects of the tax treatment of such options to
assure that they are not being used simply to compensate corporate executives
at capital gain rates. The changes in present law made by the House bill are in-
tended to have this result.
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A. Price reset provisions
Under present law, it is possible for an executive to derive substantial gains

from an option even if the price of the company's stock declines greatly after
the date the option is granted. Section 421(e) of the code provides that when
the average fair market value of the stock under option for the 12 preceding
months is less than 80 percent of its value on the date of the original grant, a
lower price may be substituted for the original option price. In such a case, the
option price may be "reset" at a price as low as 85 percent of the current value
of the stock.
* Many corporations have taken advantage of the provision allowing option

prices to be reset. To illustrate this practice, details concerning such price
resetting in seven actual cases are presented below:

Company Number of Original Reset prices
shares option prices

A---.........----..--........... ---------.......... 12.800 $13.82 $31.83
B.---.....-------... .....---- ..-.---------....--.. 193,000 117.25 68. 60
0...----------. . ..----- ..-.----.-----... --.-----. ..-- 21,022 $53.00- 51.90 49.30
D..-......---...--- ....-- -----...--.---...------- ..... 256, 486 69.35- 77.07 52.49
E------.......--..------......-------------....--....----------------..... 11,500 14.25 8.62

---..----------- --------------........ 177, 965 45. 90- 68.75 $33. 37- 37.17
0....---...---.------------...----------... ...- 91,000 24.87 10.38

Resetting of the option price is inconsistent with the purpose of the stock
option provision of allowing a corporation to offer its executives incentives to
improve the profitability of the corporation and thereby increase the value of
the company's stock. The provision makes it possible for an executive to secure
substantial benefits from an option even if the market price of the stock falls
below the initial option price. The House bill prohibits the reduction of the
option price because of a fall in the market price of a company's stock. To
prevent circumvention of this rule by merely issuing a new option at a lower
price, the House bill requires that no option be exercisable until an earlier option.
has been exercised or has lapsed.

B. Selling option stock
Contrary to the intention of the Congress in providing for the preferential

tax treatment of restricted stock options, corporate executives have, in many
cases, sold their option stock rather than holding it for investment. Some
measure of this trading is indicated by the stock option experience of a sample
of 215 top executives, covering the period 1950--00 (table 1). Of those who
exercised options, only slightly less than 40 percent still held all their stock at
the end of the period, and only half retained at least 80 percent. But 48 execu-
tives (over 25 percent) sold more Illan half their option stock, and 11 (6 percent)
sold it all.

TABLE 1.-Disposition of option stock by 215 top ea'cutives, 1950-60

Number Percent Number Percent

Number of executives........ 215 .......... Percent of option stock sold--
Number not exercising op- Continued

tions..--..-------------.. --.... --- 27 40 to 50-----------....-------- 16 8.5
Number oerclsing options..- 188 100.0 0 to 60------------------- 12 6.4
Percent of option stock sold: 60 to 70--.---------..... .. 5 2.7

None...----------...-------.. 73 38.8 70 to 80------------------- 12 6.4
t0 .----------------.....-- 7 3.7 80 to 90 ------------------- 3.2

10 to1020 ------- . 16 8. 90to 100-...-..---------------- 2 1.1
20 to 30-..----. ...-...- . 1 10.1 100....................... 11 5.9
30 to 40--....---....----.. 9 4.8

Sources: A study of stock option benefits provided by 350 large corporations conducted by Profs. George
E. Lent and John A. Menge, Dartmouth College, under a grant by the Alfred P. Sloan Foundation to the
Amos Tuck School: "The Importance of Restricted Stoc( Options in Executive Compensation," Manage-
ment Record, June 1962, pp. 6-13.

Office ot the Secretary of the Treasury, Office of Tax Analysis, Oct. 1, 1963.
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Another indication of the turnover of option stock is provided by a Treasury
study of transactions in option stock by 528 executives in 86 companies over,
the 3-year period January 1958 through December 1960. The study (which
was based on the Securities Exchange Commission monthly "Official Summary
of Security Transactions and Holding") disclosed that for the period under
review the 528 executives purchased over 1.7 million option shares. 1 Two-thirds
of the 528 executives disposed of at least.some option stock during the period.
These dispositions amounted to about 490,000 option shares-almost half the.
number of option shares acquired by the group with sales and over 27 percent
of the total number of option shares acquired by all 528 executives.

The results of the Treasury study are confirmed by the McKinsly survey,
which reported an average retention of 75 percent of option stock by executives
in a sample of 72 large companies.'

The Treasury study shows further that of the executives making dispositions,
24 percent sold all the option stock received during this period, and 60 percent
sold half or more. The frequency distribution of dispositions as a percentage
of acquisitions is presented below:

Dispositions as a percent Number Percent of Dispositions as a percent Number Percent of
of acquisitions total of acquisitions total

0.1 to 9 ------------------- 12 5.2 70to 79--------.. -----------................ 3.9
10 to 19...-------------------........ 23 10.0 80to 89..----...--..------------ 11 4.8
20to 29 ..------------------- 16 7.0 90to99-................... 12 5.2
30 to 39......-------------------. 21 9.6 100 ----------------..- 54 23.6
40 to 49-..- -....-.--.--.. 18 7.9
50 to 59.........-- ...--- - . 30 13. 1 Total .............. 229 100.0
60 to 69...------....-------...- 22 9.6

Regardless of the reason for the sale of the optioned stock, sale of the stock
by the executive is inconsistent with the purpose of the stock option provision
of allowing corporations to give executives a proprietary interest in the employer-
corporation. The House bill requires that the optioned stock be held for a
period of 3 years if the executive is to obtain the full benefits accorded qualified
stock options. This provision will assure that the executive will have a pro-
prietary interest for at least 3 years and that the option will not be exercised
with a view to selling the stock at the end of 6 months, as is possible under
present law.

C. Large option gains accrue to shareholders controlling closely held corporations
In approving the original legislation in 1950, the Congress denied the tax

benflts of restricted stock options to recipients owning, directly or indirectly,
more than 10 percent of the voting power of the employer-corporation at the
time the option is granted. According to tile Senate report on the bill: "This
rule is intended to prevent the use of stock options by employers who seek to
convert the earnings of a corporation from ordinary income into a capital gain."
With the enactment of the Revenue Act of 1954, however, Congress amended
the law to permit owners of 10 percent or more of voting stock to obtain the
tax benefit of restricted stock options, provided they were issued at not less than
110 percent of the market price at time of grant and were exercised within 5
years.

Present-day practice in the use of options by those in control is inconsistent
with the reasons announced for this change. According to the Senate report,
the attention of the committees was called to cases of stockholder-employees of
closely held corporations "who use stock options to retain control of their com-
pany when procuring outside equity financing." ' Where the option price was

1 In order to put acquisitions and sales on a comparable basis, the study did not record
acquisitions during the last 6 months of the period under review. This is because it Is not
likely that option stock acquired in these 6 months was sold in the same 6 months. Such
a procedure would result in the loss of long-term capital gains treatment on the option
benefits and also in the possible application of sec. 16(b) of the Securities and Exchange
Act Involving repayment of the gain to the employer corporation.2 

McKinsey & Co., Inc., "Stock Option Administration in the Leading Companies (De-
cember 1961), pp. 2-14.

A Rept. 2375, op. cit., p. 00.
SU.S. Senate. Committee on Finance, report to accompany H.R. 8300, 83d Cong., 2d

sess., Rept. 1622, p. 60.
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substantially above the market and the option exercisable only for a limited
time, according to the committee, "it would appear that the options in these
cases are not intended as compensation."

A 5-year option to buy stock at 110 percent of the market price at the date
of grant ordinarily has considerable value. Calls, giving the purchaser the right
to buy stock at a stated price over a brief period of time, generally sell for
significant amounts even when the call price is over the market price at the
time the call is sold. Recently, for example, a firm advertised a call giving the
right to buy at 67% United States Steel which bad closed on the previous day
at 58%.' The price of the call, which was for a 5-month period, was $137 per
100 shares of stock. Obviously, if the call were extended to 5 years to correspond
with the period over which stock options granted to stockholder-employees can
be exercised, it would sell for a much higher price.

Most executives owning a substantial voting interest waive their option rights.
Nevertheless, the practice of others in granting themselves options is sufficiently
widespread to call attention to the undesirable results of this practice. Some
of the more significant cases, secured from proxy statements, are summarized
below:

The president of a large manufacturing company received options at 110
percent of market value to purchase 8,000 shares in December 1956, when
he and his wife and children owned 12.2 percent of the voting stock. Be-
tween October 1959 and September 1961 he exercised all these options.
Because of the unusual rise in the value of the stock over this period, involv-
ing numerous stock splits, he realized option benefits amounting to an
estimated $3,930,000. Over the 5-year period his salary is estimated to be
less than $1 million.

In July 1957 the board of directors of a large drug company granted the
president options to purchase 57,500 shares of stock out of the 125,000
shares reserved for the purpose.0 The president, who with his family owned
51 percent of the stock, was the only officer to receive options, the balance
of 67,500 shares being set aside for future grants. At the time of exercise
the option shares had a value of $2,450,000. These benefits amounted to 51/
times his 5-year salary of about $440,000.

A large metals company, in which one family owned a 54-percent interest,
granted options to two members, the total exercised benefits of which
aggregated about $2,200,000.

The chairman of a large chemical company, who owned a direct and
beneficial interest of 10.5 percent, received substantial stock options. The
total value of benefits on exercise amounted to about $1,265,000.

The president of an aircraft company, who directly and indirectly owned
about 10 percent of the voting stock, exercised options with a total benefit
of about $500,000.

As a result of stock options and other purchases, the president of a metal
fabricating company increased his ownership to about 15 percent of the
voting shares. His exercise of options netted about $620,000.

An executive who owns a substantial portion of the stock of a corporation
already has an incentive to improve the company's efficiency and profitability.
Beyond certain limits there is no justification for granting qualified stock-option
benefits to such a person. Accordingly, the House bill denies qualified stock
option treatment to options issued to the holder of more than 5 percent of the
stock of a corporation having equity capital of $2 million or more. Qualified
stock options may be issued to the owner of a larger proportion of shares of a
corporation with equity capital of less than $2 million. The maximum ownership
of stock of the employer corporation by any person receiving a qualified stock
option will be 10 percent in the case of a corporation having $1 million of equity
capital or less.

A New York Times, May 16, 1002.
S'The seven-man board consisted of three members of the president's family, the admin-

i trative vice president, and representatives of the company's law firm and Investment
bankers.
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EXHIBIT 8

PSEBONAL HOLDING COMPANIES

Since 1934, the revenue laws have recognized the necessity of imposing special
taxes on the undistributed income of a personal holding company which is used
as a shelter by high-bracket taxpayers. Under this device, a taxpayer places
investment assets producing "passive" income in a corporation so that such in-
come would be taxed at the lower corporate rate, which, in the case of dividend
income, is only 7.8 percent under present law. Accordingly, a company which
is used as a tax shelter in this manner by five or fewer persons owning more
than 50 percent of the stock of the company is subject to a special additional cor-
porate tax-the personal holding company tax. The purpose of this tax is not
to collect revenue under its imposition, but to encourage the personal holding
company to distribute its earnings to its shareholders. Earnings which are so
distributed are not subject to the personal holding company tax.

However, under present law, there is evidence that the personal holding com-
pany provisions have not been tight enough to prevent the use of corporations as
a shelter for passive income. Various methods have been used by corporations
to avoid personal holding company status. Some of the most important of
these are: By producing more than 20 percent of gross income from an "active"
operating business, even though the operating business produces only a relatively
small amount of net income, or even none; by producing 50 percent of gross
income from rents; producing gross income from a working interest in an oil
well of more than 20 percent of total gross income, even though the net income
from such oil well may be relatively small or even none; and by producing
20 percent of gross income from capital gains from the sale of assets other than
stocks or securities, or from commodity transactions.

H.R. 8303 adopts certain provisions with respect to personal holding com-
panies which are designed to prevent the use of these devices which are prcs-
ently used by corporations to avoid personal holding company status. Tane
following examples illustrate these devices and the application of H.R. 8363
with respect to them:

GROSS INCOME TEST
Example 1

Corporations T's income and deductions are as follows:

Gross income:
From contract for stockholder L's services ----------------- $300, 000
Telephone answering service------ -----..------------- 100, 000

Total----------- ------ ------------------ 400,000

Expenses:
Attributable to contract --------- ----------------- 50, 000
Attributable to telephone answering service------------------- . 95, 000

Total---------------------------------------- 145, 000

Taxable income--------- ------------------------- 255, 000
All of the shares of corporation T are owned by L., a television star, and W,

his wife. The corporation receives $300,000 for the services of L who is under
contract to T corporation and is paid a salary of $100,000 annually. T corpora-
tion has purchased a telephone answering service for $75,000. Thus, the net
income attributable to the telephone answering service is only $5,000 ($100,000
minus $95,000). Nevertheless, the $100,000 of gross income from the telephone
answering service shelters the $200,000 of net income which the corporation
receives for L's services ($300,000 gross income minus $100,000 salary paid to L)
from the personal holding company provisions. (Under existing law, the in-
come which tile corporation receives for its shareholder's services is personal
holding company income, since it really represents the shareholder's earnings
which he attempts to have taxed at corporate rates instead of individual rates.
The example, of course, would equally apply if the $200,000 of income from L's
services was divided income instead). Thus, under existing law, without the
telephone answering service, all of the income that corporation T receives for
the services of its stockholder L would constitute personal holding company
income. However, under existing law, since the gross income from the telephone

24-532-03-pt. 1-- 1
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answering service ($100,000) constitutes more than 20 percent of gross in-
come ($400,000), the corporation is not a personal holding company.

Under H.R. 8363, the operating income must constitute more than 40 percent
of the gross income, and thus the corporation is a personal holding company.

RENTAL INCOME
Example 2

Corporation U, which is wholly owned by a high-bracket taxpayer, has the
following items of income and deductions:

Gross income:
Dividends --------- ----------.---------- $135, 000
Rents (from factory and warehouse) - ------- ------- 145, 000

Total-------------------------- 280, 000
Deductions:

Real estate taxes--------------- ---- --- 20,000
Interest-------- -------- .-- ------ 25,000
Depreciation------------------------- 35, 000
Other expenses ---------- -------------------- 5, 000
Dividends received deduction------------- ----- - 114, 750

Total------------ ---------------------- 199, 750

Taxable income------------------------- -- -- 80, 250

Corporation U's assets are as follows:
Stocks----------------------- ---------------- 3, 500, 000
Factory and warehouse -- ------------------ 700. 000
Mortgage ------------ ----- --- 400, 000

Equity --- ------------- ----------- 300, 000

Total-------- ----.---------- ---- 3, 800, 000

The rental income is received with respect to a "net lease" under which cor-
poration U's only expenses are real estate taxes and certain insurance premiums.

Since the rental income of $145,000 is in excess of 50 percent of the total gross
income, $280,000, the rental income does not constitute personal holding com-
pany income and corporation U is not a personal holding company. Accordingly,
an equity of investment of only $300,000 is able to shelter dividend income pro-
duced by $3.5 million orftockr-

Under H.R. 8303, the gross rental income must be reduced by real estate taxes
($20,000), interest ($25,000) and depreciation ($35,000). Hence, the rental
income which must exceed 50 percent of gross income is $65,000 ($145,000 minus
$80,000). Accordingly, since $65,000 rental income does not constitute 50 per-
cent of the total income ( 200,000), the corporation is a personal holding
company.

Example 3
Corporation R, a closely eld corporation, has the following items of income

and deductions:

Gross income:
Dividends ----------- ----------------------------------- $250,000
Rents (from office bull ing) ------- ---------------------- 750, 000

Total ----------------------------- 1,000, 000

Deductions:
Real estate taxes --- ------------------ ---- 120, 000
Interest---- -- ----------- --------- ----- 40,000
Depreciation ---------------.-------- - ---------- 140, 000
Management fee------------------------ ----------- 75,000
Other rental expenses------------- ------------ ---- 175,000
Dividends received deduction----------------- ------- 212, 500

Total-- -- --------------------------------------- 762,500

Taxable income -------------------------------------- 237, 500



REVENUE ACT OF 1063

Under existing law, since the rental income of $750,000 constitutes more than
50 percent of the total gross income of $1 million ($750,000 plus $250,000), the
rents are not personal holding company income and the corporation is not a
personal holding company.

Under H.R. 8363, the rental income must be reduced by taxes ($120,000),
interest ($40,000), and depreciation ($140,000). Accordingly, rental income will
be $450,000 ($750,000 minus $300,000). The corporation meets the 50-percent
requirement since tie rentnl income ($450,000) is more than 50 percent of total
income, $700,000 ($450,000 plus $250,000). However, an additional test is pro-
vided in order for rental income not to be classed as "personal holding company
income," under which personal holding company income of the corporation
(other than rental income), $250,000, must not constitute more than 10 percent
of the total income, $1 million. Accordingly, corporation R's rents constitute
personal holding company income and all of corporation R's income is personal
holding company income. Thus, under H.R. 8363 the corporation is a personal
holding company.

IEample 1t
Corporation J's income and deductions are as follows:

Gross income:
Dividends---------------------.-------- ------- $600, 000
Oil (working interest) -------------------------------- 500, 000

Total --------------------------------------- 1,100,000

Deductions:
Depletion --------------------------. . 400, 000
Interest ------------------------ 64,000
Other expenses----------------------- -- 30, 000
Dividends received------------------------------------ 490, 000

Total ------------------ -- ------- -- 984, 000

Taxable income .--.--.----------- ----------- --- 110, 000

Corporation J's assets consist of $15 million in stocks and a working interest
worth $2 million in an oil well, payment for which was made by the corporation
with $400,000 of its own funds and a loan of $1,600,000 at 4-percent interest from
the seller secured by a pledge of corporation J's stock portfolio.

Under present law, the equity investment of $400,000 in the oil well provides a
shelter for the passive income from $15 million of stocks. This is because the
gross income from the oil well, $500,000, constitutes more than 20 percent of the
total gross income of the corporation, $1,100,000 (the sum of $600,000 dividend
income and $500,000 oil income).

Under H.R. 8363, for purposes of the personal holding company income com-
putations, the income from the working interest in the oil well, $500,000, is
reduced by depletion ($400,000), and interest ($64,000), allocable to the working
interest, so that the total income from the oil well is only $36,000 ($500,000
minus $464,000). Accordingly, the corporation is a personal holding company
since the personal holding company income ($600,000 of dividends) is more than
60 percent of the total income ($634,000).

CAPITAL GAINS ON ARRESTS OTHER TITAN STOCKS, SECURITIES. OR COMMODITIES

Example 5
M corporation sells all of its assets for $50,000. It receives $700,000 In 'cash

which it invests in securities producing dividends of $28,000 annually. The other
$150,000 is to be received in five equal installments over a 5-year period. The
payments are to be paid with respect to assets which the corporation had used in
its trade or business. The corporation had a basis in such assets of $40,000. M
corporation reports the gain on the installment method, and accordingly rec-
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ognizes $22,000 of capital gain in each of the 5 yearn (one-fifth of $150,000 minus
$40,000). Accordingly, corporation M's income and deductions are as follows:

Gross income:
Dividends........... - ------------....... ----------------- $28,000
Capital gains (from installment sale of capital assets other than

stocks, securities, or commodities) ------------------- - 22, 000

Total----------------- - ------------------------ 50, 000
Deductions: Dividend-received deduction----------. -------------- 2, 800

Taxable income-------------- ---------------------- - 26, 200

Ordinary income ---------------------------- -------- - 4, 000
Capital gains--------------------------------------------------- 22, 000

Under existing law, M corporation is not a personal holding company. The
total gross income annually is $50,000 ($28,000 of dividends and interest, and
$22,000 of capital gains). Since the personal holding company income ($28,000)
is less than 80 percent of total gross income ($50,000), the corporation is not a
personal holding company.

Under II.R. 8363, such capital gains are excluded for purposes of determining
the corporation's percentage of personal holding company income. Hence, for
this purpose, gross income is $28,000 and, accordingly, all of the company's gross
income is personal holding company income.

EXIIIIT 9

GROUPING OF OIL AND GAS PROPERTIES

Present law provides that percentage depletion cannot exceed 50 percent of
the net income from the property. This provision has been in the tax law since
1924, and preceded the adoption of percentage depletion for oil and gas properties
in 1926.

This exhibit deals with the provision in present law which permits oil and
gas producers to combine or aggregate properties in applying this 50-percent
net income limitation. Under present law, any number of oil leases may be
combined for percentage depletion purposes if they are in one operating unit.
This presents an opportunity to combine high-income with low-income properties
in order to avoid the application of the net income limitation to the low-income
properties. The larger the operating unit used by the taxpayer, the greater is
the tax advantage that can be gained from this provision. Table 1 contains
actual examples of operating units beilg used by oil companies as a basis for
combining large numbers of oil leases so as to avoid the application of the
net income limitation. As this table indicates, some oil companies seek to use
large operating units so that they can combine leases over widespread areas.

Once having determined an operating unit, the taxpayer is permitted to com-
bine any number of leases within the unit and leave separate any number of
leases. The current practice is to combine sufficient high-income and low-income
properties so as to avoid the 50-percent limitation in the case of the low-income
properties. Those leases in the operating unit which are subject to cost depletion
and those high-income leases which are not needed to balance the low-income
leases are treated as separate properties. Under this system, leases are com-
bined without regard to contiguity or actual production practices solely to maxi-
mize the percentage depletion allowance. For example, operating unit No. 1.
set foith in table 1, covers 138 oilflelds and contains 767 leases. Of these, the
company involved chose to aggregate 305 and treat 462 as separate properties.

The effect on percentage depletion and the tax effect of the operating unit
concept can he illustrated by the following examples, obtained from income tax
returns of several large oil companies.

In 1952, 1953, and 1951, company X, computing percentage depletion on a
lease-by-lease basis, had an average effective rate of percentage depletion of
24.9 percent. This was because a number of leases were subject to the 50-percent
net income limitation. In 1954. under the 50-percent net income limitation, tle
effective depletion rate on a lease basis was 24.7 percent. In 1954, after recom-
puting percentage depletion using the operating unit principle, the 50-percent
limitation was avoided to the extent thht the effective rate of percentage deple-
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tion for the same properties rose to better than 26 percent. This increased the
percentage depletion allowance for 1954 by $5,307,782 or by approximately 5.5
percent.

Company Y averaged an effective percentage depletion rate of 24.3 percent on
the lease basis for years prior to 1954. In 1955, using the operating unit
principle, the depletion rate was increased to 25.35 percent. Subsequently,
company Y filed an amended tax return for 1955, claiming a larger operating
unit and a larger aggregation of properties therein. This change increased
the effective rate of percentage depletion to 26.3 percent. The change in 1955
from smaller aggregations to larger aggregations increased percentage depletion
by $3,480,184. At 1958-00 levels of production of company Y, an increase in the
effective percentage depletion rate, by avoidance of the net income limitation,
from 24.3 (lease basis) to 26.3 (broad aggregation basis) would increase annual
percentage depletion by approximately $10 millon and reduce income taxes by
more than $5 million per year.

TABLE 1.-Bxanmples of aggregations claimed under operating unit approach,
1954-61

Leases in unit
Number U__ Length Breadth

Examples of operating units claimedd I of fields in miles in miles
Total Aggr-e Nonag-

gated gregated

Olr ri;'ng unit No. 1 (Includes the whole
State of Oklahoma)..--.......----------. 138 767 305 402 205 260

Operating unit No. 2 (includes the whole
State of Kansas).....-....------------.. 127 487 226 261 265 320

Operating unit No. 3 (includes over 50
counties in Texas)....-------------.................. 112 549 194 355 285 265

Operating unit No. 4 (includes portions of
Arl ona, New Mexico, and Texas)...... 45 914 512 402 250 190

)Op'rating unit No. 5 (includes the whole
States of Illinois, Indiana, and Ken-
tucky)-......-------------------- 74 591 432 159 180 90

Operating unit No. 0 (includes over 40
coutlies in Texas)......-------... ..------- 72 488 206 222 225 165

Operating unit No. 7 (Includes portions of
Arirona, Utah, Colorado, New Mexico
and Texas) ..------------- ------- 51 508 192 314 595 180

Operating unit No. 8 (includes over 15
counties in Texas)....... ------.----- - 108 330 126 210 168 150

Operating unit No. 9 (includes the entire
Province of Alberta, Canada).---------- 36 () () (2) 575 825

I These are examples of operating upits used by several oil companies in filing their final income tax returns.
A company may have any number of operating units depending on the scope of its operations.

fUnknown.
Office of the Secretary of the Treasury, Office of Tax Analysis, Oct. 1, 19R3.

Source: Corporate tax returns and supporting schedules, 1954-61.

EXHIBIT 10

TiEmTrMENT OF CAPITAL GAINS AND LOSSES

Table 1. History of the tax treatment of capital gains and losses of individuals
since 1922.

Table 2. History of the tax treatment of capital gains and losses of corporations
since 1932.

Table 3. Amounts and percentages of net long-term capital gain among income
classes, individual income tax returns, 1959.

Table 4. Net long-term capital gains, 1959, by type of gain, amounts and percent.
Table 5. Net long-term capital gains, 1959-Percentage distribution by type, for

adjusted gross income classes.
Table 6. Realized net long-term capital gain as a percentage of total realized

income, by income class, 1959 (taxable returns).
Table 7. Estimated revenue yield from capital gains and Income taxation, 1948-

1960.
Table 8. Comparison of effective rates of tax applicable to capital gains under

present law and House Plan when fully effective (1905).
Table 9. Effect. of the House bill-50-10 percent Inclusion, 21 percent alternative

rate provision for 1964, 1965. 1960). 1967. and long-run tax liabilities.



TABLE 1.-History of the tax treatment of capital gains and losses of individuals since 1922

Provisions with respect to-

Percent
Revenue Income of gain
Act of- year or loss

Assets by period held taken into Tax on net gain taken into account Loss offsets, limitations, and carryovers
account
in com-
puting
net in-
come

More than 2 years........ ---...-

No change--................-- ..........

-... do -------------...................................

1 year or less..--- ----...................
Over 1 year, not over 2 years.-----....--
Over 2 years, not over 5 years.---....
Over 5 years, not over 10 years----...
Over 10 years -........................
Short-term: Not more than 18 months--

Long-term: More than 18 months but
not more than 24 months.

IMore than 24 months-----..............

1921

1924

1926
1928
1932
1934-36

1942

100

100

100

100
80
60
40
30
100

66%

50

100

At the election of the taxpayer, capital net
gains were taxable at 120 percent in lieu of
the normal and surtax rates.

..... do ....---- --...............................

No change.

Net capital gains to the extent thus recognized
were included in net income subject to full
normal and surtax rates.

Net short-term gain fully taxable at normal
and surtax rates. In 1940 defense tax also
applied.

Net long-term gain either included with other
income subject to normal and surtax rates or
segregated and taxed at 30 percent, which-
ever method results In the lesser tax. In
1940 defense tax also applied.

Nit short-term gain (reduced by net long-
term loss taken into account) fully taxable
at normal and surtax rates.

Net long-term gain (reduced by net short-
term loss) either included with. other in-
come subject to normal and surtax rates or
segregated and taxed at 50 percent, which-
ever method results in lesser tax.

Capital losses allowed in full against income of any kind.

Capital losses could be segregated from ordinary net in-
come, and a tax credit of 12$ percent of the net capital
loss taken, bu. in no case could the tax be less than the
tax (computed at normal and surtax rates) would be if
the capital net loss were deducted from ordinary net
income.

No change.

Net capital losses computed on basis of foregoing percen-
tages were allowed m determining net income to the
extent of the recognized capital gains plus $2,000.

Short-term loss allowed only to extent of short-term gain.
Loss disallowed in 1 year (to an amount not in excess
of net income) carried forward and applied against net
short-term gain of the succeeding year.

Long-term loss allowed against long-term gain. Net
long-term loss either deducted from other income
(including net short-term gain) or 30 percent of net loss
credited against tax on other income, whichever method
results in the greater tax. No long-term loss carryover.

Short-term loss combined with-long-term loss taken into
account allowed to the extent of (1) short-term gain,
(2) long-term gain taken into account, and (3) other in-
come up to $1,000. Balance of combined short- and
long-term net loss carried forward for 5 years as short-
term loss. The amount of the net capital loss carryover
may not be included in computing a new capital loss of
a taxable year which can be carried forward to the next
5 succeeding taxable years.

1922-23

1924

1926-27
1928-31
1932-33
1934-37

1933-41

1942-51 Short-term: Not more than 6 months. -

Long-term: More than 6 months--.... .-



1952-53 No change--..........---.---- ---......

1954-58 .....-do...................................

1951

19541

No change in treatment of short-term gains.
Net long-term gains included witt other
income subject to normal tax.anrfurtax
rates, or segregated and taxed atitm um
rate of 52 percent, whichever m e esults
in the lesser tax.

No change in treatment of short-term gains.
Net long-term gains includ with other
income taxable at regular rats, or segregated
and taxed at a maximum of 50 percent,
whichever method results in the lesser tax.

SInternal Revenue Code.

Short-term losses must be offset against long-term gains
before the 50-percent exclusion. Full allowance for
net long-term losses against ordinary income up to
$1,000. 5-year carryforv.ard unchanged.

No change.

z Internal Revenue Code.



TABLE 2.-History of the tax treatment of capital gains and losses of corporations since 193 '

Revenue Income Period held Treatment of capital gain Treatment of capital loss

Act of- year

2 years or more...----.------------ Included in net income and taxed at regular rates.---....-
Regardless of period held----..- ---- do .---- ---------------------- -- - ----

..... do.----.--------------------- ---- do--...---- ----------------------------- -
Short-term: 18 months or less .------... do-.....------------------------- -----------

Long-term: More than 18 months... ..... do......-----------.----- --------

Short-term: 6 months or less.--....----do..------------------- -------------- ---

1932
1934

1938
1939

1942

1943

1951
19542

1932-33
1934-37

1938-39
1940-41

1942-43

1944-51

1952-53
1954-

Enieydeutbe
Entirely deductible.
Limited to amount of capital gains plus $2,000 or to the

amount of the capital loss, whichever is less.
No change.
Short-term capital losses are allowed in the current year

only to the extent of the short-term capital gains, the
excess short-term capital losses (in an amount not in
excess of the net income for such current year) being
allowable against the short-term capital gains of the 1st
succeeding taxable year only, and to the extent that such
short-term gains have not already been offset by the
short-term capital losses of such 1st succeeding taxable
year.

Long-term cpaital losses are entirely deductible.
Short-term capital losses are allowable against both short-

and long-term capital gains of the current year.
Long-term capital losses are allowable against both long-

and short-term capital gains of the current year.
For the purpose of determining the extent of deductibility

of capital losses in the taxable year, all short-term and

long-term gains and losses taken into account are consid-
ered together, and losses-long term or short term-are
deductible only to the extent of the aggregate gain-iong
term and short term. Any undeductibl c:,uss of capital
loss may be carried forward int.s she next 5 succeeding
years until it is as rue by the "net capital gains,"
defned 2 tLe excess of all gains (long term and short
term) from sales or exchanges of capital assets over losses
(long term and short term) from such sales or exchanges.

No change.

Do.
Do.

Long-term: More than 6 months....

No change.......----------------------

...- do --.---------------------.
--- do -------------------------

Included in net Income and taxed at regular rates unless
the long-term capital gain exceeds the short-term capital
loss in which case the corporation may pay the alter-
native tax if such alternative tax is less than the tax at
the regular rates. The alternative tax is the sum of
(1) the regular tax on net income reduced by the amount
of the excess of net long-term capital gain over net short-
term capital loss and (2) 25 percent of such excess.

No change except that for 1944-45, the excess of net long-
term capital gain over net short-term capital loss is ex-
cluded from net income for declared value excess profits
tax. The treatment for income tax purposes is not
affected by this change.

Alternative rate increased to 26%----------- -------
Alternative rate 26% for taxable years being before

April 1, 1954, 25% for yearr beginning after March 31,
1954.

. . For 1931 an4d-p r- earsvno-distiction-was made between the ordinary profits of a 2 Internal Revenue Code.
corporation and the occasional profits from the sale of assets.

i.
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TABLE 3.-AmoMn ts and. percentages of -net long-term capital gain among income
classes, individual income taw returns, 1959

Average gain Percent of
Amount of on returns all returns

Adjusted gross income classes gains Percent of in class In class
(thousands) total gains reporting reporting

capital gains capital
gains/loss

Total ............................. ..... $12,331,867 100.0 $2,516 8.1

Under $10,000 ................................. 3,652, 76 28.8 1,100 6.8
$10,000, under $50,000........................... 4,350,166 35.3 3,428 29.0
$50,000, under $100,000.......................... 1,454,337 11.8 15,712 82.4
$100,000, under $500,000......................... 1,991,358 16.1 87,346 85.7
$500.000 or more................................ 983,030 8.0 1,028,242 95.8

I Includes returns with no adjusted income.

TABLE 4.-Net long-term capital gains, 1959, by type of gain, amounts and
percent-Individual returns

[Dollar amounts in thousands]

Amount of Percent of
net long-term total long-
capital gain term gain

Total net long-term capital gain---...-.....-- - ...--------.--..--..... $12,331,867 100.0

Corporation stocks, including rights.---..--.....----------..... -----............... 5, 116,261 41.
Bonds and notes------- -------------------------------------... ... 189, 480 1.5
Distributions from regulated investment corporations..-----.......--..---------...........--. 360, 371 2.9

*Share of gain or loss from partnerships and fiduciaries.-..-...........--... ... 1,010,202 8.2
Livestock ----....-------------------------------------------------...................................................... 701,116 5.7
Natural resources I. -.-.-- --- .. -.----- -----...-.. ....... -....... 262, 693 2.1
Machinery, buildings, and other assets used in trade or business-...--....-- . 537,631 4.4
Real estate ---....----....... -- ----......... - -................-..... 2, 217, 438 18.0

'Other capital assets.......................................................... 1,936, 75 15.7

I Includes timber and timber royalties; oil and mineral rights and leases; coal royalties; oil well ventures;
and production payments in oil and minerals.

TABLE 5.-Net long-term capital gains, 1959, percentage distribution by type, for
adjusted gross income classes

Income classes [in thousand dollars] Gain as a
percent
age of

0to 10 10to 50 50 to 100 to 500+ All gross
100 500 sales I

Security-type gains--------------------....................... 30.4 55.9 067.3 70.d 78.4 51.1.
Securities --..----.....---------... 19.4 43,1 65.2 61.6 72.4 43.0 26.6

Corporation stocks---.....--- - 19.1 41.7 53.4 59.8 70.5 41.4 29.3
. :Bonds ...-------------------- .3 1.4 1.8 1.8 1.9 1.0 7.1

Distributions from regulated invea .
ment companies..--................... 3.8 4.0 2.2 0.7 0.4 2.9 ..........

Gain from partnerships and fiduciaries-. 7.2 8.8 9.9 8.3 5.6 8.2 ...... ..
Real estate......... .----....--..- .....-- 29.4 18.2 11.3 10.2 1.5 18.0 23.2
Business buildings, machinery............. --. 9 5.8 2.2 1.5 1.0 4.4 22.3
Livestock.................................. 16.3 2.2 1.0 0.5 0.1 5.7 71.5
Natural resources -....................... 3.5 1.2 0.8 1.7 2.6 2.1 68.7
Other ................... -................. 13.9 10.6 17.3 15.0 16.2 15.7.....

Total................................ 100.0 100.0 100.0 100.0 100.0 100.0 .....

1 
Where such dato are given.

NoTE.-Individual items may not add to column totals because of rounding error.

Source: Statistics of Income, "Salesof Capital Asets Reported on Individual Income Tax Iteturns," 1959.



198 REVENUE ACT OF 1963

TABLE 6.-Realized net long-term capital gain as a percentage of total realized
income I by income class, 1969 (taxable returns)

Thou-
Adjusted gross income classes: sands

$5,000 to $10,000 ----------....--------.... . ------------------ $1. 3
$10,000 to $15,000 --...--......------- -------.... ------------ . 3. 3
$15,000 to $20,000.....----- ..--------------------------....... 6.6
$20,000 to $25,000..............--.. ------------------------- - 8. 8
$25,000 to 560,000..----------------------...------------...--. 11. 5
$50,000 to $i0Uu,90 0..-----.....-----------------------------. 18. 8
$100,000 to $150,000-----.....-------------------------------.. 31. 5
$150,000 to $200,000--------.-------. ------------.------------ 40. O
$200,000 to $500,000 .--------------.........------------------ 50. 2
$500,000 to $1,000,000 -------------------....---.....------------ 63. 0
$1,000,000 upward-.---------------------........--..--------- 63. 8

P I Realized income is the sum of adjusted gross income and the half of net long-term capital gains excluded
from the computation of adjusted gross income on individual tax returns.

TABLE 7.-Estimated revenue yield from capital gains and income taxation,
1948-60

[In billions of dollars]

Individuals and fiduciaries Corporations Individuals, fiduciaries,
and corporations

Estimated tax Estimated tax Estimated tax
Calendar year of on capital gains Total on capital gains Total on ctlal gains

liability Total and losses income and losses income an bs
income ___ and ______ and
taxes excess excess :-.

Percent profit Percent profits Percent
Amount of total taxes I Amount of total taxes Amount of total

tax tax tax

1948................ 15.6 0.6 3.8 11.9 0.2 1.7 27.5 0.8 2.9
1949................ 14.7 .4 2.7 9.8 .2 2.0 24.5 .6 2.4
1950................ 18.6 .9 4.8 17.3 .3 1.7 35.9 1.2 3.3
1951................ 24.4 .9 3.7 22.1 .3 1.4 46.6 1.2 2.6
1952................ 28. .8 2.9 19.1 .3 1.6 47.1 1.1 2.3
1953................ 29.7 .7 2.4 19.9 .3 1.5 49.6 1.0 2.0
1954................ 26.9 1.1 4.1 16.9 .5 3.0 43.8 1.6 3.7
1955................ 29.9 1.6 5.4 21.7 .5 2.8 51.6 2.1 4.1
1956................ 33.1 1.5 4.5 21.4 .6 2.3 54.5 2.0 3.7
1957 .............. 34.8 1.3 3.7 20.6 .4 1.9 -55.4 1.7 3.1
1958................ 84.7 1.4 4.0 18.8 .6 3.2 63.5 2.0 3.7
1959.............. 40.0 2.3 5.8 22.6 .4 1.9 62.5 2.7 4.3
19860............... 89.8 1.9 5.0 21.9 .5 2.2 61.7 2.4 3.9

I As reported in "Statistics of Income."
2 Derivedfrom rounded data.
NOTE.-The estimated tax on capital gains and losses for each of the specified years is the difference

between (1) the total individual and corporation income taxes reported in "Statistics of Income" and (2)
the total of such taxes which would have been realized if capital gains and losses had been entirely exclude
from the tax computation.

Estimates of capital gains tax revenue are subject to a rather significant margin of error for individuals
Those estimates are approximations of the effect upon tax liabilities of a recomputation of tax excluding the
amount reported as capital gains and losses. These gains and losses are treated as final sources of come
or deduction and therefore the revenue effect is based on marginal rates. In addition, the etitnhtes are
based upon summary data. The possible error is reduced somewhat where cross classifications by size of
adjusted gross income and size of capital gain income or loss are available.
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TABLE 8.-Comparison of effective rates of taw applicable to capital gains under
present law and House plan when fully effective (1965)

Percent gains on sale of assets held-

Present law Proposed plan
Taxable income bracket ______ _______

(thousand dollars)
Not more Not moro Between

than 6 Over 0 than 6 6 months Over 2
months months months and 2 years '

years

0 to 0.5.................................... -------------------------- 20 10.0 14 7.0 5.6
0.6 to 1.0-.........................-...... . 20 10.0 16 7.6 0.0
1.0 to 1...-------------------------------- 20 10.0 16 8.0 6.4
1. to 2.0------------------------------- 20 10.0 17 8.6 6.8
2 to 4 .------------------...---------- --..- 22 11.0 19 0.5 7.6
4 to 0----------------------------------...................................... 2 13.0 22 11.0 8.8
6to8 ----------------------------..... .. ...........-. 30 16.0 26 12.6 10.0
8 to 10----------------------------------.................................... 34 17.0 29 14.6 11.6
10 to 12.........----- .....-----------.. --- . 38 19.0 32 16.0 12.8
12 to 14 -----------------.....-- ......-------------- 43 21.5 36 18.0 14.4
14 to 10.---....----------------..- -------.............- 47 23. 5 39 19.6 16.6
16 to 18--------------------------------....... 60 2.0 42 21.0 16.8
18 to 20-----------------........--........- 3 25.0 45 22.6 18.0
20 to 22- --.------.-- ----.----------------. 56 25.0 48 24.0 19.2
22 to 20----....------.----------------------.. 6 25.0 50 25.0 20.0
26 to32--...--------------------------------- 62 25.0 53 25.0 21.0
32 to38----------.. -----------------------.............................. 65 25.0 6.5 25.0 21.0
38 to 44..-------------------------..---- ---- 69 26.0 67 26.0 21.0
44 to 50----------------------.......- ----------........... 72 25.0 60 26.0 21.0
69 to 60 ------.---------------------------. 76 26.0 62 25.0 21.0
60 to 70-..-----------------... ......--------------- 78 26.0 64 26.0 21.0
70to80--.---------------.. --....--.....------------ 81 25.0 66 26.0 21.0
801o90-------- ....---------- -- ---- -------- 84 26.0 68 25.0 21.0
90 to 100 .-------------..------------------ 87 25.0 69 25.0 21.0
100 to 160-----...---.-- ------- ------------- 89 25.0 70 25.0 21.0
160 to200 .------------------------------- 90 25.0 70 25.0 21.0
200 and over---------------------------- 91 25.0 70 25.0 21.0

1 )0-percent inclusion, 25-percent maximum.
I Class A gains only, 40-percent inclusion, 21-percent maximum.

TABLE 9.-Effect of the House bill, 50-40 percent inclusion, 21-percent alternative
rate provision for 1964, 1965, 1966, 1967, and longun tao liabilities

[In millions of dollars]

Calendar years

1064 1965 1966 1967 1968 and
longrun

Direct effects of reduced inclusion percentage and
lower maximum rate ..------..-----..-------- -- 230 -230 -230 -230 -230

INDUCED EFFECTS

Unlocking of capital gains from reduced inclusion
percentage and lower alternative rate...----...-------- +620 +320 +195 +150 +100

Deferral effect on gains between 0 months and 2 years. -80 -10 -10 -10 -10

Total induced effects....--------------....-----....-. -440 +310 +185 +140 +90

Total effects--- ...............................------ .... +210 +80 -45 -90 -140



200 REVENUE ACT OF 1963

EXIuIIIT 11

IRE:. ESTATE TAX SIImI:.TrE

A. INTRODUCTION

The provision of II.It. 836(3 dealing with real estate tax shelters is directed at a
weakness in existing law which has been systematically exploited by some of the
various syndicates and similar arrangements in this field. The weakness is
found in the interplay between excessive depreciation under the accelerated meth-
ods of depreciation and capital gains treatment of profits reflecting such exces-
sive prior writeoffs which are realized on relatively quick resale of real estate.

Section 220 of the bill would-
1. Treat gain on sale after December 31, 1963, of real property held 1 year or

less as ordinary income to the extent of depreciation with respect to periods after
December 31, n193.

2. In the case of real property held more than 1 year, treat gain on its disposi-
tion as ordinary income to the extent that depreciation taken with respect to the
property exceeds the depreciation deductions allowable under the straight line
method of depreciation (referred to as "additional depreciation"), subject to a
sliding scale cutoff as follows:

On property held more than 12 months but not more than 20 months, gain would
lie ordinary income to the extent of the additional depreciation for periods
after 19ti3.

On property held more than 20 full months, the percentage of gain reflecting
such additional depreciation to be treated as ordinary income would be reduced
by 1 percentage point for each month the property has been held beyond 20 full
months. After 10 years, all gain would thus be treated as capital gain.

This provision will correct the serious abuses without interfering with legiti-
mate real estate Investment and development. It will reduce the significance
of artificial tax factors which are fostering increasingly unhealthy ventures and
financial practices contrary to the best long-range interests of the real estate in-
dustry and its investors.

H. THE REAL ESTATE TAX BIELTER PROBLEM

Thie nature of the problem of real estate tax shelters and the dangers inherent
in the existing situation are summarized in a recent article in the financial press
as follows:

"At present a real estate company can buy or build a structure, quickly write
off its cost against taxable income, and distribute the untaxed income to stock-
holders; the stockholders pay no tax because the distributions are considered a
return of capital rather than dividends. The company can then sell the build-
ing to a new owner who can start the same process over again. The selling com-
pany would pay ia capital gains tax on the difference between the building's de-
preciated value at the time of sale and the sale price it received." I

Other astute and informed observers have pointed to undesirable trends de-
veloping in real estate financing. These include gross overvaluation of prop-
erties, excessive burdening of the properties with mortgage indebtedness, and
the formation of highly complex and unstable financial structures. These condi-
tions are directly traceable to systematic efforts to exploit to the utmost the pos-
sibilities of developing tax-free income from accelerated tax depreciation, fol-
lowed by resale of the written down property and realization of capital gains
reflecting past depreciation in excess of straight line depreciation.

The nature of the real estate tax shelter is epitomized in an article in the
financial press under the descriptive heading: '

"I'PROIT. IN' LOSSES

"'1[,: ESTATE IN1\ES'TOR' TURN DEPRiECIATION TAX WRITEOFFS INTO GAINS-KRAT :TER

CORP. IIO\WS A LOSS, BOOSTS PAYMENTS ON STOCK; LENOEIS SHARE IN PROIt
A MAJOR RISK : OVEIRBUILDINO"

This article begins:
'"LS:; year was a good one for the Kratter Corp., a real estate investment

company; it was able to show a net loss of $1,762,240.

1 Wall Street Journal, Jan. 30. 190.3 p. 22.
SIty Stanley W. Penn, Wall Street Journal.,July 17, 1961.
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"Kratter's directors, pleased with the 1960 performance, raised the company's
cash distribution to stockholders three times during the year. If all goes well,
Kratter will show another deficit for 1061 and it's even possible that payments
to stockholders will be increased again.

"The seeming contradictions here have a ready explanation: Kratter, and
companies like it, are able to write down the value of the properties they own so
heavily and rapidly that they can show a bookkeeping loss yet at the same time
generate a large cash flow-that is, operating income plus depreciation. Stock-
holders like it this way; so long as the companies show no earnings, their pay-
ments are considered returns of capital (Kratter does not use the word 'divi-
dends') and are not subject to income tax."

0. THE DEPRECIATION FEATURE AS A FACTOR IN TIE REAL ESTATE TAX SIIELTEI:

The role of depreciation in the tax shelter is explained in the Penn article
(cited above) as follows:

"A big attraction of the syndicates and the publicly held real estate invest-
ment companies is the depreciation feature. Under the tax laws, improved real
estate is considered to depreciate from wear and tear as years go by even if the
market value of the property is rising, as well-situated improved real estate has
been in recent years. To compensate for the depreciation, a tax deduction can be
taken 'off real estate income-although, of course, the income itself is not
affected.

"There are several methods of figuring depreciation. Under what is known
as the straight-line method, a fixed percentage is deducted from the cost of a
property every year throughout what is decided in advance to be its reasonably
useful life. Thus, if an office building, for example, has an anticipated life of
50 years, it can be depreciated at 2 percent of the original investment a year;
after 50 years, the original cost would be fully written off. If tile building cost
$2 million, the yearly depreciation would be $40,000.

"Many real estate syndicates and investment companies, however, use an
accelerated method of depreciation under which they make deductions at one
and 'a half times the straight-line rate. The accelerated rate'is applied each year
to the value remaining on the books. An office building with a reasonably use-
ful life of 50 years could be depreciated at 3 percent; in this case, the depre-
ciation for the first year would be $60,000, for the second year $58,200 (3 percent
of the depreciated value of $1,940,000), and so on. First users of properties are
allowed an even faster writeoff under accelerated depreciation; they can depre-
ciate at twice the straight-line rate, or at 4 percent in the preceding example.

"Under these accelerated methods, the writeoffs are largest in the first year
and decline thereafter. For a property held only 5 years, the choice of depreci-
ation method can make a considerable difference. On a $2 million property,
$200,000 can be depreciated in that time under the straight-line method. But
$282,531 can be written off at the 3-perceht rate and $369,254 at 4 percent."

I). RESALE AT CAPITAL GAINS RATES BEFORE PROPERTY SIIOWS TAXABLE INCOME

As further explained in the Venn article, the *rapid depreciation feature com-
bined with the availability of capital gaintreatmrent on resale "has made it attrac-
tive for many real estate investors to take the highest possible depreciation
rate on an income-producing property and then sell the property nftcr, say 6 or 7
'years when the property nears the point of Showing a tixrible In'ofit. The new
buyer then may start all over again, 'using a fast writeoff With the intention of
selling later himself. Since the fastest possible depreciation can be obtained on
a new property, it often is to the advantage of the investor to build."

E. ILLUSTRATIONS OF REAL ESTATE TAX SHELTER OPERATIONS

1. Corporate operations
Thie following excerpt from the Penn article illustrates the method of opera-

tion of a real estate corporation which uses fast depreciation writeoffs to elim-
inate taxable income:

"To see how the big writeoffs affect a real-estate company's financial state-
ment, take another look at Kratter. In the Kratter statement for 1960, .total
revenues, consisting mainly of rentals, were $9,997,043. Deductions, Including
operating expenses and interest on mortgages, came to $4,830,071, leaving an
income before depreciation of $5,160,372. However, depreciation and amortiza-
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tion for income-tax purposes amounted to $6,922,612. Deduct this from $5,160,-
372 and you have the company's net loss of $1,762,240.

"PAYMENTS TO STOCKHOLDERS

"Kratter follows a policy of paying to its shareholders practically all of its
predepreciation income; in 1960, Kratter paid $5,122,470 in nontaxable distri-
butions.

"The question arises, in view of this almost complete payout of predepreci-
ation income, how can the company reduce mortgage debt and generate funds
for new ventures? There are several ways. In April 1960, Kratter sold $23,-
486,160 of preferred stock, investing the proceeds. The company also sells its
investments when it deems it advantageous to do so. In 1960, for example, it
sold a leasehold on a property at Long Beach, Calif., for $575,000; the cost of
the property, including improvements, was $359,000. Kratter also expects from
time to time to refinance its mortgages in larger amounts, and the company
says it is able to obtain unsecured loans from commercial banks at 'relatively
low' rates of interest."

Operations of the Kratter Corp. are further explained in an earlier New York
Times article of May 31,1959, reproduced below:

"[From the New York Times, May 31, 1059]

"PROFITABLE Loss Is COMPANY'S AIM-KRATTER CONCERN COMBINES SEVEN REAL
ESTATE GROUPS AND EYEB TAX GAINS

"(By Burton Crane)

"Stationary shops carry humorous signs: 'This is a nonprofitmaking orga-
nization. We didn't plan it that way but that's how it turned out.' Kratter
Corp., which started business a month ago, seems to have been planned that way.

"It is a combination of several real estate syndicates holding properties with a
gross value estimated between $63 and $75 million. It seems to have been
organized in such a way that it will show an operating loss for the greater profit
of its stockholders. It does this by taking advantage of the accelerated depre-
ciation schedules allowed by the Federal income tax authorities.

"PROPERTIES ARE RENTED

"The real estate properties are mostly rented on a net leased basis. That is,
the tenant pays real estate taxes and upkeep expenses. The holdings include
such properties as the Kratter Building at 112 West 34th Street, running through
the block and therefore across the street from both the R. H. Macy store on 34th
Street and the Gimbel Bros. store on 35th Street. Among others are the
Pratt & Whitney plant at West Hartford, Conn.; the Western Merchandise Mart
in San Francisco, and the Lunt-Fontanne Theater, 205 West 46th Street, New
York.

"For some years Marvin Kratter has been organizing real estate syndicates in
which small investors might participate. They were designed to take advantage
of the depreciation rules and to return to their partners 10 to 15 percent a year.
The Kratter Corp. offered diversification t nd a readier market for shares to about
2,000 syndicate partners. About 84 percent of the shares of these syndicates was
turned over to the Kratter Corp. in exchange for Kratter shares. According to
the latest count, Kratter now has about 5,000 shareholders.

"HERE'S AN EXAMPLE

"For some years large real estate operators have been using the depreciation
rules for their greater profit. The following example shows how these might
work:

"A plant bought for $12 million and depreciable over 16% years would have
depreciation of 6 percent a year or $720,000 a year under the usual straight-line
method. Under the 150 percent declining balance method, depreciation in the
the first year would be $1,080,000, or 9 percent of $12 million. In the following
year it would be 9 percent of the unpaid balance, or $982,800; in the following
year $894,300, and so on.

"For the purposes of the example, it is assumed that there are mortgages of
$6 million on this property. Interest and amortization over, say, 25 years, are on
an equal-payment basis of about $350,000 a year.
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"Debt service and depreciation in the first year amount to $1,430,000 and net

Tental income, for the sake of the example, to $1,250,000. The net loss is
$180,000 a year.

"ONLY FOR BOOKKEEPING

"Depreciation, however, is only a bookkeeping item. After paying debt serv-
ice of $350,000, the syndicate has $900,000 cash remaining. Out of this it makes
a payment of $480,000-8 percent on the original equity of $6 million-to its part-
ners. This enjoys the tax-free status of a return of capital, since it is not a
distribution of profits.

"The Kratter Corp.'s prospectus-the stock issue has a prospectus but was
made without any public offering, by an exchange offer to syndicate partners-
points out that income from net leases will probably top the dwindling deprecia-
tion allowances by the end of next year. But because of tax-loss carryfor-
wards, the corporation may not be obligated to pay any Federal income taxes
until about 1964.

"Before then, the company would expect to be able to sell the original prop-
erties and start the same depreciation procedure with new properties. If a
property were sold for its original cost the corporation would have to pay a
long-term capital gains tax of 25 percent on the amount of the depreciation it
had charged off. In the example above, depreciation of the $12 million plant
over 4 years would amount to $3,861,870 and the capital gains tax to about $965,-
500, provided the property were sold for its cost price. In this example, then, the
shareholders would have received about $1,920,000 tax free and would have seen
the book value of their property reduced about half that. But a rise in the sales
price might even wipe out the book value loss.

"Kratter Corp. got underway early in March when Mr. Kratter and some close
associates bought all its 300,000 shares of class B stock for $300,000-its par
value is $1 a share-and 250,000 shares of the $10 par value class A stock for
$2,500,000. The class B stock elects two-thirds of the directors, the class A stock,
as a class, one-third. There are 2,719,950 shares authorized.

"SHARES WERE EXCHANGED

"The company then made an exchange offer for investment units in the syndi-
cates and about 2,500,000 shares are now outstanding. The class B stock is
convertible into class A stock. By March 31, 1964, in any event-and at any
time after the beginning of next year if the number of class B shares falls below
100,000-the distinction between class A and class B stocks will be wiped out.
All will have equal voting power and par value of $1 a share."

2. Individual taa shelter arrangements
Individual investments-in real estate tax shelters are described and explained

in the following excerpts from an article in the St. Louis Post-Dispatch of Novem-
ber 22, 1959, under the title:

" 'AMAZING TAX SHELTER DEALS' IN REAL ESTATE EXPLAINED TO APPRAISAL
INSTITUTE

"In these days of big tax shelter deals in real estate, amazing transactions
taking place are shown in a series of case studies presented during the annual
convention of the American Institute of Real Estate Appraisers.

"As an example of seemingly absurd but actually quite sound transactions, in
the light of income tax consideration, is the example of a wealthy investor in
an extremely high tax bracket. He paid $3,190,000 for a 23-story office building
in an eastern city on which the 'cash flow' to him for the next 19 years will be
exactly zero.

"For the first 6 years, the total of mortgage interest and depreciation actually
will exceed the net rental, resulting in no taxable income from [the] equity
investment * * *.

" 'From the seventh year, the taxable portion of the amortization payment
increases each year,' said the report, prepared by a special committee * * *

" 'Accordingly, there is a strong motivation for the investor to resell after 6
years. Resale after 6 years to avoid taxation on income earmarked for mortgage
amortization is becoming a common pattern involving many large real estate
sales.'
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"'Motivating factor in the unusual deal, the report pointed out, was 'to defer
normal income for a period of years while accumulating additional equity which
might be disposed of at a later date as a capital gain. Another incentive was a
net loss for tax purposes which might be used as an offset against the investment
income from other sources.'

"Another, nstance was of another wealthy individual in a 05-percent tax
bracket seeking more 'spendable income through equity investment' In real estate.
By investing $180,000 cash to acquire 10 stores worth $1,800,000, he will be able
to accumulate a tax loss of $459,000 within 11 years.

"'At this point the tax advantage disappears and the purchaser will likely
dispose of the property and probably realize a capital gain,' the study pointed
out

"By the end of the fourth year, this Investor will have accumulated a tax loss
of $205,688. On the basis of his 05-percent tax bracket, this Is equivalent to
returning all of the $180,000 he originally Invested In the property, is the con-
clusion * * *
"* * * One of the case studies presented at the AIRlEA convention tells of

Tree Individuals, each of whom put up $100,000 to make a downpayment on a
$,750,000 shopping center. The annual 'cash throwoff' after mortgage payments
Is estimated at $41,000, equivalent to a return of approximately 14 percent on
their equity.

'"However, they too are keeping an eye on the tax collector. 'Only $15,800 of
the $41,000 is taxable the first year, but the taxable amount will Increase as
mortgage interest and depreciation decrease,' the report concludes."

F. H1OW THE HOUSE DIILL ILL DEAL 'WITH THE REAL ESTATE TAX SHELTER
PROBLEM

The solution embodied in section 220 of H.R. 8868 deals with the basic cause
of abuse in the real estate tax shelter area: the interplay of accelerated depre-
ciation and capital gain treatment on profits reflecting excessive prior writeoffs.

The provision will not be retroactive since it will apply only to gains realized
beginning in 1964 to the extent of depreciation with respect to the period since

%o provision In section 220 is focused on the primary area of abuse: the quick
resale of real estate. The sliding-scale cutoff beginning after property has been
held 260months will gradually reduce the application of ordinary gain treatment
on longer term holdings and retain capital gain treatment in full for bona flde-
long-range holdings after 10 years.

Illustration of depreciation deduotions subject to recapture under sec. 220 (per
$100 of cost-S0-year useful life)

Amount subject to
Additional recapture assuming

depre-latlon I galq equals additional
depreciation

Bale at end of year Applicable prciattn
percentage'

S200-porooent 15-peroent 20-prcent 16percent
depreel- doprccla- deprecia- deptlca-

tion balance balance tion balance ton blance
method method . method method

....... ....................... . '8.67 ' 5.00 100 6.6 7 8.00
----- ------- 6.22 t 3.08 O98 8397 2.06.

870 4. N ft 7.31 .4 .. ..... ........... ..... ...... . 5.22 72 V. 77 8.
S...................... ..... .......... 12.51 5.05 60 7.61 '. 57

6.........................-.- ....... .--- : 18,90 0.49 ,48 . 7 8.12
7 ............................ .......... 14.97 0.84 36 s , .89 2.40.
8-....--...........-...--..- 1.6e 7.00 24 ' 8.74 1.68
9..................-.. ........ .-..... 10.26 0.08 12 1.95 .84
10 ..... -...... .. ..... ...- ...... ....- 104 'l 0. 80 t0 ....... . .....

I Additional depreciation refers, in the ease of sales during the 1st year real property Is held-to the entire
depredation allowed prior to sale, and In the eas of sales after the rel property has been held; 1 year-to
cumulative deproolatlon with pe te proorty hch s Ixss of (be ouwulatlv deprecton which
would be allowable under the . . . . . .. me

* Applicable percentage refers to the percentage of additional depreciation (or gain if smaller) whih is to-
be treated as ordinary income on disposition ot the proprt e.g., 100 percent in the case of property held
less than 21 full months, 99 percent in case of property hold 21 full months, decreasing 1 percent ior each
succeeding full month the property Is held until the percentage decreases to zero for property held 120 months.
or 10 years.
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ExmrHIIT 12

INCOME AvERBAINO

Section 221 of the House bill provides averaging of income ior taxpayers
with fluctuating income. Basically, this provision allows the averagable Income
to be taxed at the rate brackets applicable to the first one-fifth of the income.
This gives approximately the saneo .results as though the avoragable income
had been received in equal amounts in the current and prior 4 years.
BEample I

A, an unmarried individual, is an author. 1His income in the computation
year ind in the 4 base-period years is all from royalties on books he has
written.

Taxable income:
1960----------------------------------------- $2, 000
1901.---.. -------- .------..--- --------------- :4, 000
1962 .......-----------,,.. ::r .. --------. 8, 500
13------------- ---------------- ---------- 2,500
1963 ---..-,-------- .---------. - .------- --.------ ,00

Average base- iod income (1960-08.......-----------.. --- $3,000
The taxpayer I eligible for averaging sin'te.(1) his taxab income for

the current taxa)1e year ($44,000Y'eceed 188% percent of his ave ge taxable
income for the/prior 4 yeara-($4,00Q) ; an( (2) that excess amount ($40,000)
Is greater tha $8,000. Hjtax liabil ty for ie cure t year would be mputed
as follows:/ ( J .. /' \
(1) Ourren income----.....'---- =----- - ...... ,000

Less 1 % percent of average i tb d inc e- -- - - ----- 4, 00
Aver gable income.. .---- ............ -- ...... --....--- 0,000

(2) 188% percent of ver rbas iod1 iomo----.-- - . 4,000
Plus o le-fifth of veraga bl nc - --1 -  -J- --.. ---- 8,000

Tota ----------- ....... .......---.....------- - 2000
(3) Tax on above tota ($12,0)------ . .. J------.......... 8,040

Less ta on 88%pe cen f ave bgspe incomeb - $4,000) .. 740

Tax o one-fifth o averagable incom6'f------- ---------------- 2, 800

(4) Tax on a ragable income ($2,36X-- .....- -.----....... 11,
Plus tax o 0 88% percen of average b se-perod in me-..-. ---- 740

Tax llabili for computation year .----------...-------- -..- 12,240
Without the be b t of income averaging, the tax liabill of A for 1064

would be $20,130, T tus, this provision would result in ta~avings of $7,890,
or a tax reduction of 89.1 .rcent.

Example II
B, an unmarried individual, is a ranch"'eiF whose Income increases 'in 196

.due to a rise in cattle prices. All of B's income is subject to tax at ordinary
income rates.

Taxable income:
1960o----------------------- ------------.. $2,000
1961- -- ..---------.-------------------- ---. ---- 4,000
1962 -------.--------------- ---------.---.------- 8;100
1968 .----.------..--------.-------------------------- .2,500

1004-------- ----------------- ---...----------- 0
Average base-period income (1000-3) ....---------. .. $8,000

B's tax for 1964 under the income-averaging provision would be $2',20,
computed as In example I. Without the benefits of income, averaging, 1's
tax for 1964 would be $3,040. Thus, this provision results in a tax savings
of $420, or a tax reduction of 13.8 percent.

24-532-88-pt. 1--14
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Eramplo III
C, an unmarried Individual, Is an attorney, all of whoso Incomo Is earned from

the practice of law. C's Income for 1004 Increases substantially as a result of the
collection of a contingent fee from a litigation n which 0 has been working for
a period of 4 years.

Taxable incomno:
1000 ---. -------.. --.---....-----....---------------------. $12,000
101 ------------------------------------------- --- 14,000
102------------------.......... ------------------------------------- 15, 000
1903------------------------------------- ---------- 1,000

10904--........------- ---. ---..-----.. -----....-------------- 80, 000

Average base-period Income (1900-03).------. --.... -------- . 15, 000

Under the averaging provision, O's lax liability for 19(14 wolul ie $30),000.
computted as in example 1. Without the benefits of Income averaging, C's tax
liability for 1904 would be $44,400. Thus, this provision would result In a tax
savings of $5,400, or a tax reduction of 12.4 percent.

EximIlI'r 13

MULTIPLE. I NCOIPORATION

PART I. PRESENT AIUSEBS-MUI.TIPI.E INCORPORATION UASBE

Thiis exhibit presents a wide variety of examples of actual cases Involving tho
use of multiple corporations. These cases are not the result of an exhaustive
search for all such cases which may exist. Rather, they are a diversilled collec-
tion of cases reported by the various district ofllces of hle Internal ltevenue
Service to Illustrate the present tax benelts derived front multiple incorporation
by essentially large enterprises consisting of a number of separately Incorporated
units or outlets.

Tho eases presented Include both paIrent-subsldlary groups and brother-sister
groups. Parent-subsidiary cases represent groups of corporations owned 80 per-
cent or more by a common parent corporation. However, groups falling consoll-
dated tax returns are not Included. The brother-sister eases included represent
groups of corporations owned 80 percent or more by one Individual, or by a single
family.

The schedule attached describes each case in terms of the nature of the busi-
ness, administrative centralization, and ownership. T'he number of corporations
belonging to each group Is given to Indicate the degree of multiple Incorporation
involved. In addition, certain tax Informaltion is given on each case computed
under both present tax rates and the new tax rates effective for corporations In
1905 viz., a 22-percent normal tax and a 20-percnut surtax. The tax liability un-
der the new rates Is reflected both with and without theO-percent additional tax
Imposed under the House bill.

While the reported cases Indicate a greater propensity toward multiple in-
corporation it certain industries, the variety of industries indicated demon-
strates that these formations are not limited to any one Industry. The relative
degree of proliferation, however, ln large part rests on the determination of t:ho
particular group, rather than on the parlmtilar industry to which tie group
Is related. This canl bo illustrated by comparing the wide variation in corporate
conflguratlons for btluiesses competing In tie same Industry. The cases in-
clude a number of groups operating through a sizable llnumber of constituent
companies it Itho retail Industry. However, there are a number of businesses
competing In tlhe mlne Industry throughout the United States without the use
of a highly proliferated corporate organization. A fes of thse businesses have
been selected from "Moody's Industrial Manual" of 1002 for illustrative pur-
poses, as follows:

J. C. Penney Co. operates 1.080 stores as branches, merchandising wearing
apparel, dry goods, etc., li 40 States. The company also has one wholly-owned
domestic subsidiary which operates a wholesale mall order business and a
department store. In addition, the company has an Infactlve company and an
active company to engage In foreign operations.

Montgomery Ward & Co., Inc. operates 517 general merchandise stores as
branches located in 44 States and a nationwide mall order business. Company
also has five 80percent or more owned subsllarles, including two real estate
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companies, a credit company, a manufacturing company, and a retail company
operating several department stores.

The Kroger Co. opIerates 1,3. f(ood stores as branches located In 23 States
und 18 drugstores. The company has one 80-percent-or-more owned subsidiary
engaged in buying produce, etc.

The Great Atlantic & Pacllef Tea Co., Inc., operates 4,400 food stores as
branches located In 37 States. The company also owins directly three wholly
owned domestle sIul s lidiries engaged In iianiufacturing and providing warehouse
facilities, and two foreign corporations.

While I iIs alpprrent that, in a number of cases, the formation of multiple
corporations was without regard to tax considerations, oilier cases Indicate a
strong tax motivation. Th is is ndicated by the wide variation of tax savings
obtained from miulticorporate organization. In some Instances the savings are
licidentlal, while In others they are Hubstantial. Under the present tax strue-
ture, the groups shown are subject to effective tax rates ranging from a low
of :O0 percent to a high of nearly 52 percent. The percentage tax reductions
resulting from multiple surtax exemltilonis range from a low of 1.5 percent to
a high of 412 l.'rcont.

With the lower normal tax rate proposed as part of the new rate schedule,
the motivation toward multiple incorporation would be materially Increased.
Even where there is no deliberate Intent to exploit surtax exemptions, the re-
versal of the rates would nevrltheless result in an Increase In the tax advan-
tages for those large chain enterprises, resulting from tax benefits actually
designed to help small Inidpendent businesses. With the proposed rates, the
lower limit of the effective tax rate range would be reduced from 30 percent to
22 percent for certain groups. The significance of this reduction can be seen
readily by a comparison of the tax reduction resulting from multiple surtax
exemptions. In the absence of corrective measures tie proposed rate reduc-
tions would Increaso the maximum tax savings of the multicorporate groups
from 42 percent to 54 percent of the tax normally applicable In the absence of
inultilo exemptions.

The distribution of the various constituent multiple corporation companies
In the actual cases contained in this exhibit, by size of net income, is shown
below.

Number of Percent
fizo of incomo or loss constituent of total

companies

Loss........................................................................178 23.0
0 to $10.000....................... ......................................... 1.630 30.0

o0,001 to ,00........... ...................................... 1, ) 23.5
2,00 to 00 .................. .................................... 672 13.1

,0 1 to 10,00 ........................................................... 22 4.7
Over $100,000 ............................................ .................. 291 5.7

Total................................................................ 5,112 100.0

As the above table indicates, less than 24 percent of the constituent companies
have taxable Income above $25,000. The clustering of companies In the $25,000
or less Income category suggests the substantial amount of income of these groups
which is now being taxed only at the first bracket normal tax rate and which
would he taxable at the combined normal and surtax rates if the chain of
separate legal entitles were viewed as a single large enterprise. The proposed
rate reduction would Increase the tax saving for each surtax exemption from
the present $5,500 to $7,000 in 1904 and $0,1500 In 1005, If no penalties, or limita-
tions were Imposed. This Increased value of the surtax exemption, when viewed
In terms of the numbers of companies demonstrated within the sample groups,
results in substantial tax savings to these and similar groups. Not only would
this encourage further proliferation within existing multiple groups to maximize
tax savings, but other businesses which have hesitated would have sufficient
additional Incentive to tip the scale toward multiple incorporation. With this
development, the distribution for the above table would become even more heavily
populated In the $25,000 and under category. This would not only lose addi-
tional corporate revenues outside the small business sector, but also would
aggravate existing disparities In effective tax rates among larger firms depend.
ing upon their form of organization.

For these reasons, unless corrective action is taken to limit the tax value of
multiple surtax exemption to largo firms, It would be impracticable to reduce
the normal tax significantly In order to help small business.



Examples of actual multiple incorporation cases

Number of Percentage
Case Nature of bsess and Administration (management financial, corporation Taxable Rates Computed Effective romextra tore -No. ownnTaxable Rates f iComputed Effective from extra tion result-
No. ownership and al functions), etc.ncome (perent) tax tax rate rtax ex- ng from

Parent, Brother, (thousands) (thousands) (percent) emptions extra surtax
subsid- sister (thousands) exemptions

lary

Retail sale of food products
through about 50 stores.
Owned by I family.

Sale of beer, soft drink, and
food at wholesale In 1
State. Owned by 1 fam-
ily.

Fabrication and sale of fur-
nlture and fixtures. Par-
ent is publicly owned.
Subsidiaries are wholly
owned by the parent.

Own and operate apartment
buildings; corporations are
owned by 1 family.

Corporations lease transpor-
tation equipment to the
stockholders, pus furnish-
ing facilities and repair
services related thereto.
The stockholders are a
husband and wife who use
these facilities in connec-
tion with a transport busi-
ness

Eating establishments In 14
areas. 80 percent to 100
percent owned by 1 indi-
vidaL

Chain of restaurants. In
addition, catering services
are offered. Corporations
are owned by 1 individuaL

Centralized In 1 office. Each corporation
operatesgenerally4stores. Corporations
use same trade name.

Centralized In 1 office. Certain of the
companies are engaged in wholesale ac-
tivities, while others own and rent
either autos, trucks, land, or buildings
to the operating companies.

Centralized with the parent company.
Separate corporations were formed to
manufacture each product. In addi-
tion, each sales outlet was separately
Incorporated. The same officers and
directors serve all companies.

Centralized at 1 location. Each apart-
ment hose is separately incorporated.

Centralized at 1 location. Separate corpo-
rations were formed to own the leased
property. Same officers and directors
serve all corporations.

Centralized in 1 management corpora-
tion. Same officers and directors serve
all companies. Separate incorporation
to control specific geographical areas.

Centralized with 1 company. Separate
corporations were formed according to
the service rendered. In addition, each
restaurant is separately incorporated.

68

----------

12

19

14

$375

1,150

2,192

279

Present.---
New:

22 to 48....
28 to 48-..

Present.---...
New:

22 to 48....
28 to 48--.

Present----...
New:

2? to 48---.
28 to 48....

Present ---...
New:

22 to 48.--
28 to 4S_.

Present---- .
New:

22 to 48-.
28 to 4S--

Present.---...
New:

22 to48_..
28 to 4&

Present------.
New:

22 to 48.-..
28 to4S ....

46.7

41.84L 8
40.9
38.9

3?.
37. ,; I



Manufacturer and distribu- Centra
tor of textiles. In addi- man
tion, factors accounts re- Sepa
ceivable and operates a each
chain of 360 retail clothing retail
stores. Parent is publicly ness.
owned. Subsidiaries are nam
wholly owned by the
parent.

I Beauty salons located Centra
throughout the United as a
States. Parent is pub- salon
licly owned. Subsidiaries the s
are wholly owned by the locat
parent.

I Fleet of taxicabs i 1 city. Central
Parent is owned by 1 in- pan3
dividual. ates

Chain of 227 retail jewelry Centra
stores located in a number Fort
of States. Parent is con- ly in
trolled by 1 family, with tion
minority stock publicly Subs
held. Subsidiaries are nam
wholly owned by the
parent.

Finance business. Stock of Centra
parent is closely held. Sepa
Subsidiaries are wholly cond
owned by the parent. area

uses
Finance business. Parent is ..... do

publicly owned. Subsidi-
aries are wholly owned by
the parent.

SRetail furniture stores in Centr
several cities. Corpora- Eacl
tions are owned by 1 fam- usini
fly. Sam

comr
i Retail stores at several bun- Centr

dred locations. Related The
activities include feeder- sepa
type plants to produce pora
merchandise. Parent is geog
publicly owned. Subsidi- listed
aries are wholly owned by mon
the parent. arat

vide
serve
and:
usel

See footnotes at end of table, p. 216.

lized at 2 locations to segregate the
ufacturing and retail operations
rate corporations were formed for

manufacturing plant, for each
I store, and for the factoring busi-

The retail companies use the same
e followed by the city of location.

Jlzed with the parent which acts
central purchasing agency. Each
SIs separatelyincorporated and uses
ame name, followed by the city of
ion.

elized with a management com-
. Each operating company oper-
several cabs.

lzed with the paent company.
he most part, each store is separate-
corporated. In addition, a corpora-
was formed to handle purchasing.
stantiallyall companies use the same
a, followed by the city of location.

lized with the parent company.
rate corporations were formed to
uct the finance business in each
of operation. Each corporation

the same trade name.

lized with one of the companies.
h store is separately incorporated
g a variation of the same name.
e officers and directors serve all the
panies.
Plized with the parent company.
retail operations are conducted by
rate companies which were incor-
ted to operate stores according to
raphical a-ea. Each of the other
d activities are conducted by 1 or
Corporations. In addition, sep-
e corporations were formed to po-
warehousing facilities, packaging

ices, advertisingservices, and toown
rent real estate. Retail corporations
the same trade name.

405 I..................................-.............. ( )

250 ..........

191 I...---...

92 .-----....

143 1....----.

1.063

3,843

700

18,840

Present-.......

22 to 48....
28 to 48--.

Present..---..
New:

22 to 48-..
28 to 48-.

Present----..
New:

22 to 48..
28to 48..-

Present..---..
New:

22 to 48..-..
28 to 48....

Present-....---...
New:

22 to 48.-..
28 to 48....

55

40
51

370

295
344

1559

L326
1,446

274

236
259

9,162

8.299
8,471

(5)

30.2

22.0
28.0

()

34.8

27.7
32.4

40.6

34.5
37.6
39.1

33.8
37.1

48.6

44.0
45.0

35

41
30

177

209
159

433

512
393

88

93
70

629

577
566

38.9

50.6
37.0

32.4

41.5
31.6

21.7

27.8
21.4
21.5

28.8
21.3

6.4

8.2
.3



Examples of actual multiple incorporation cae-Continued

Number of Parntage
corporations Tax saving lax rcz'-

Case Nature of business and Administration (management, financial, Taxable Rates Computed Effective fromextra fion sit-No. ownership and legal functions), etc. income I (percent) tax * tax rate surtax K- Ing from
Parent, Brother, (thousands) (thousands) (percent) emptions extra surtax
subsid- sister (thousands? exemptions

ary

Retail and wholesale of mer-
chandise, such as appli-
ances and housewares.
Parent is publicly owned.
Subsidiaries are wholly
owned by parent.

Chain of repair shops. Ac-
tivities also include the
operation of several sup-
ply houses. Corporations

are owned by 1 Individual.

Miling; storage, and sale of
grain, feed, and seed;
wholesale grocery; whole-
sale drug items, and sun-
dries; oil production;
trucking; and wholesale
paper products. Brother-
sistercompanies are owned
by 1 family. Subsidiaries
a-e wholly owned by sev-
e. l brother-sister com-
p:nles.

Nh a le, installment, and
comn~rcial financing and
factoring. Other activities
include credit, health,
automobile, and life insur-
ance; the manufacture of
metal, glass, and plastic
products, and heavy ma-
chinery; and processing of
meat products throughout
the United States. Parent
is publicly owned. Sub-
sidiaries are wholly owned
by parent.

Centralized with the parent company.
Same officers serve all companies. For
the most part, each store is separately
incorporated and each corporation uses
the same trade name.

Centralized with 1 service company
which operates under a service agree-
ment with the other companies to
conduct all administrative and adver-
tising functions. In addition to the
service corporations, for the most part
each repair shop is separately incorpo-
rated and uses the same trade name.
Each supply house is separately incor-
porated. The sole stockholder is the
president of all corporations.

Administration is centralized according to
common lines of endeavor. Substan-
tially all corporations include the family
name in the corporate name. Corpora-
tions were formed for each location of
each line of products.

The parent company provides the overall
administration. The financing activity
is conducted through I or more corpora-
tions in each State using the same cor-
porate name, followed by the city or
State of location. Other corporations
were formed to conduct each of the other
business activities.

$,229

1,079

iPresent-..--
New:

22 to 48...
28 to 48..-

Present -...
New:

22 to 48
percent.

28to 48
percent.

37. ------------..........-----......

128 ..-..... --......-..._ .......-.......

$1,937

1,724
1,792

364

286

339

45.8

40.7
42.4

33.7

26.5

31.4

(5)



Finance business. Publicly
owned. Subsidiaries are
wholly owned by parent.

Chain of restaurants.
Owned by I family.

Development and lease of
real estate in connection
with apartment houses
and shopping centers.
Owned by I family.

Manufacture and retail sale
ofshoesthrough morethan
1,000 outlets located in ap-
proximately 650 cities
throughout the United
States. Parent is publicly
owned. Subsidiaries are
wholly owned by the
parent.

Finance business. The
parent company's stock is
not widelyheld. Subsidi-
aries are wholly owned by
the parent.

Distribution andsale of fue
The parent is publicly
owned. Subsidiaries are
wholly owned by the
parent.

Chainofdrugstores. Parent
is publicly owned. Sub-
sidiaries are wholly owned
by the parent.

Centralized with parent company. Sub-
stantially the same officers and directors
serve all corporations. Separate com-
panies were formed to conduct the activi-
ties in each area. For the most part all
companies use the same trade name.

Centralizedwith company. Withminor
exceptions, the same officers and direc-
tors serve all corporations. Separate
corporations were formed to conduct the
business in each area.

Centralized with 1 company. Each cor-
poration owns a property unit or com-
plex, except for several "catchall" corpo-
tions that are service organizations and
also own small miscellaneous parcels.

Centralized with the parent company.
Substantially all of the companies were
brought into the businessby 1 of the pre-
viously merged business entities. As a
result, approximately i of the retail
stores are separately incorporated. In
addition, there is a separate real estate
corporation and more than 100 leasehold
corporations. The same officers and
directors serve all the companies.

Centralized with the parent company.
Generally, each office is separately in-
corporated. Substantially all companies
use the same trade name.

Centralized with the parent company.
Substantially all companies use a varia-
tion of the parent's name. Subsidiaries
were formed according to geographical
location of the distribution area. The
parent financed the purchase of the
subsidiaries' assets through the use of
interompan, open-loan accounts be-
cause each subsidiary was formed with
a nominal amount of capital.

Centralized with the parent company.
All companies use the same trade name.
Separate incorporation is according to
geographical location so that stores in
1 area are operated by 1 incorporation.

See footnotes at end of table, p. 216.

S43

.----------

734

63

51

69

763

8,111

1,361

4,708

4,235

1,314

Present..--
New:

22 to 48
28 to 48---

Present .......
New:

22 to 48--.
28 to 48....

New:
22 to 48....
28 to 48....

Present.---
New:

22 to 48....
28 to 48.._

Present...---
New:

22 to 48--
28 to 48--

Present..---..
New:

22 to 48-
28 to 48--

35.5

28.5
33.0

4,045

3.696
3.741

552

470
512

2,310

2,096
2,134

2,099

1,911
1,939

576

504
533

49.9

45.6
46.1

40.6

34.5
37.6

(9)

49.1

44.5
45.3

49.6

45.1
45.8

43.8

38.3
40.6

167

191
145

150

177
135

133

157
119

98

295
87

102

121
91

30.7

39.5
30.0

4.0

4.9
3.7

2L 4

27.4
20.8

5.4

7.9
5.3

4.5

14.6
4.3

15.0

19.3
14.6



Examples of actual multiple incorporation cases-Continued

Number of Percentage
corporations Tax saving tax reduc-

Case Nature of busiest and 4dBmnistration (management, financial, Taxable Rates Computed Effective from extra tion result-
No. ownership and legal functions), etc. income (percent) tax tax rate surtax ex- ing from

Parent, Brother, (thousands) (thousands) (percent) emptions' extra surtax
subsid- sister (thousands) exemptions

iary

Manufacturers and retailers
of dry goods. The retail
operations are conducted
through more than 100
stores. Parent is publicly
owned. Subsidiaries are
wholly owned by the
parent.

Finance business. Parent
is closely held. Subildi-
aries are wholly owned by
the parent.

Chain of retail stores selling
gift items. In excess of 80
percent owned by I family.

Manufacture and retail sale
ofshoes. Theretailopera-
tions are conducted
through more than 400
stores located throughout
the United States. Parent
is publicly owned. Sub-
sidiaries are wholly owned
by the parent.

Personal loans through ap-
proximately 900 offices in
41 States. Parent is pub-
licly owned. Subsidiaries
are wholly owned by the
parent.

Top management decisions are centralized
with 1 company. Although 1 of the
entities did not separately incorporate
its stores prior to the merger, the new
stores established are separately incor-
porated. The constituent companies
of each group have the same officers, and
insurance coverage is provided to each
corporation through blanket policies.
All store leases are guaranteed by the
parent company. The corporate name
of each corporation is the same as the
former entity to which it was related.

Centralized with the parent company.
With minor exceptions, the same direc-
tors and officers serve all companies.
The loan activities of each area are sep-
arately incorporated. Each company
uses the same trade name.

Centralized with the parent company.
With fewexceptions each corporation op
erates a store and uses the same trade
name.

Centralized with the parent company.
While the parent company operates a
number of retail stores, other retail stores
are separately incorporated. In addi-
tion to the retail corporations, each man-
ufacturing plant is separately incorpo-
rated. The same officers and directors
serve all companies.

Centralized with the parent company.
Approximately t of the offices are op-
erated by subsidiary companies which
were formed to conduct the operations
within certaincities. All companiesuse
the same corporate name, followed by
the city of location. With minor excep-
tions, the same officers and directors
serve all the corporations.

110 .......... $4,332

852

1,185

Present------
New:

22to 48-
22 to 48 --

Present..---..
New:

22 to 48-
28 to 48-

Present.......
New: to

22 to 48-
18 to 48--

----------------

$1,982

1.760
1,834

315

259
293

$501

433
464

------------

345 1----------------I---------------

458

40.6
42.3

37.0

30.4
34.4

42.3

36.5
39.2

(3)

(3)

$265

313
239

123

144
109

109

129
98

------------

11.8

15.1
11.5

28.1

35.7
27.1

18.0

23.0
17.4

------------



Chainof foodstores. Parent
is publicly owned. Sub-
sidaries are wholly owned
by the parent.

General-merchandise stores
Parent is publicly owned.
Subsidiaries are wholly
owned by the parent.

Chain of retail shoestores.
Approximately 500 stores
are located in substantially
all States. In addition,
manufacturing facilities
produce some of the mer-
chandise for the retail
stores, as well as mer-
chandise for other distrib-
utors. Parent is publicly
owned. Subsidiaries are
wholly owned by the par-
ent.

Taxicab business. Subsid-
iaries are wholly owned
by the parent.

Finance business. Owned
by 1 family.

See footnotes at end of table, p. 216,

Centralized with the parent company
which operates most of the stores. Sub-
sidiaries were formed according to func-
tion, such as operate store concessions,
other than groceries; buying of produce;
distribute products; and to own real
estate or leases. With minor exceptions
the same officers and directors serve all
of the corporations.

Centralized with the parent company.
Departments of each store are sepa-
rately incorporated to merchandise var-
ious products. In addition, service
corporations were formed to engage in
credit in connection with installment
accounts, centralized purchasing, etc.
The same officers and directors serve all
the companies and all corporations use a
variation of the same name.

Centralized with the parent company.
For the most part, the separate corpora-
tions operate the retail stores located in
any 1 city; other corporations were
formed to operate each manufacturing
facility and each warehouse facility.
All the companies use the same name.
followed by the city of location. The
same officers and directors serve all the
corporations.

Centralized with the parent company.
While most of the corporations operate
several taxicabs each, separate corpora-
tions were formed to own real estate,
operate repair garages, and to provide
managerial services. With minor ex-
ceptions, the same officers and directors
serve all the corporations.

Each office is separately incorporated and
Search company uses the same trade name.
When more than 1 office is located in
any 1 city, a numbering system is in-
corporated in the corporate name.

38 1.--. ...--

45 1-------

1,334

2.182

Present-......
New:

22 to 48--
28 to48-.

Present.......
New:

22to 48--
28 to 48--.

251 -----------------------------

151 ----...... Present.......
New:

2 to 48 --
28 to 48--..

Present ----
New:

22 to 48-...
28 to 48...

556

478
515

928

804
859

137

101
128

35

26
33

41.7

35.
38.6

42.5

36.8
39.4

5)

30.0

22.0
28.0

31.3

23.4
29.1

132

156
119

201

237

95

112
85

18

21
15

19.2

24.6
18.7

17.8

22.S
17.4

40.9

52.8
39.9

34.0
h a



Examples of actual multiple incorporation cases-Continued

Nature of business and
ownership

Number of
corporations

Parent, Brother,
snbsid- sister

l yary

Taxable
income L

thousandss)

Rates 2
(percent)

-- T I------ -- ~---~ I I I
37 Chain of general-merchan-

die stores. Parent is
publicly owned. Subsidi-
ares are wholly owned by
thb parent.

38 -.. do----- ......--..........

Chtin of clothing stores.
Parent is publicly owned.
Subsidiaries are wholly
oined by the parent.

Chain of general-merchan-
dise stores. Parent is
publicly owned. Subsidi-
aries are wholly owned by
the parent.

Centralized with the parent company.
Separate corporations were formed for
each store, as well as several corpora-
tions to own real estate and to provide
purchasing aid warehousing services.
The same officers and directors serve all
corporations.

Centralized with service companies which
do buying, warehousing distributing
recordkeeping etc. The parent com-
pany arranges for al financing of the
entire chain, and acts as guarantor of
store leases. The operating corporations
were formed to operate generally 2 stores
each. In addition, there are a number of
real estate .corporations. The same
officers and directors serve all the corpo-
rations which use the same trade name.

Centralized with the parent company
which also guarantees the mortgages
payable and long-term leases of the sub-
sidiaries. 1 or more corporations were
formed to operate each store, depending

pon the variety of merchandise han-
S The same officers and directors

serve al the companies.
The parent company provides managerial

services while a subsidiary was formed
to perform the buying, recordkeeping,
financial, and legal fumctiois. Gen-
erally, each store is separately incorpo-
rated and several companies were formed
to own real estate and to provide ware-
housing facilities. With minor excep-
tions, the same officers and directors
serve al the corporations.

2,443

4,148

2,476

11,114

Present...--.-
New:

22 to 48
28 to 48--

Present ..-.
New:

22 to 48-..
28 to 48-

Present.--...
New:

22 to 48._
28 to 48._

Present-......
New:

22 to 48.-
28 to 48---

$1,068

928
984

1,628

1.366
1,510

822

650
775

5,491

4,994
5.073

Tsxsavng
Computed Efective fromextra

tax* tax rate surtax ex-
(thousands) (percent) emotions

(thousands)

Case
No.

Percentage
tax reduc-
tion result-
ing from

extra surtax
exemptions



Personal loans, automobile
financing, and various
types of insurance. Fi-
nance and personal loan
offices are located in 15
States. Parent Is publicly
owned. Subsidiaries are
wholly owned by the
parent.

Sale of cigarettes, food, and
related items through
vending machines. In
addition, some oftbe vend-
ing products are manu-
factured and programed
music is provided on a
contract basis. Parent is
publicly owned. Subsidi-
aries are wholly owned by
parent.

Clothing concessions in
shopping centers. Owned
by 2 related stockholders.

Food brokerage. Brother-
sister companies, which
own subsidiaries, are close-
ly owned.

Sale of paint products. Par-
ent is publicly owned.
Subsidiaries are wholly
owned by parent.
uylng and developing un-
Iproved real estate as

well as building and sell-
ing residential houses.
Owned by husband and
wife.

Sale of new and used cars in
3 locations, as well as auto
financing and insurance,
autorepairs, car and truck
rental, and real estate rent-
al. Owned by 1 indi-
vidual.

See footnotes at end of table, p. 216.

Centralized with the parent company.
Each finance andloan office isseparately
incorporated, as well as each line of
insurance. For the most part, the
finance and loan companies use the
same name, followed by the city of
location.

Centralized with the parent company.
A number of corporations were formed
for each activity principally on the basis
of geographical location.

The management functions, including
purchasing, payroll, and accounting, are
performed by a management company.
Other corporations were formed for each
retail outlet.

Centralized in 1 office. Several companies
engage in food brokerage while other
companies were formed to provide ware-
house facilities. Same officers and di-
rectors serve all companies.

Centralized with-parent company. Same
officers and directors serve al companies.
All companies use same trade name.
Each store is separately incorporated.

Centralized in management corporation.
Construction companies are separately
incorporated by geographic location.
Other corporations were formed to per-
form management or sales functions.

Books and records maintained at the 3
retail locations. Other administrative
functions are centralized. Separate
corporations exist in each location
to engage in sale of cars and trucks.
Certain locations have separate corpora.
tions to engage in body repair, financing,
auto and truck leasing, and real estate
rental.

280

7

20

----------

16

2

----.....-

10

10

I---------------------- . -----.

Present---
New:

22 to 48-.-
28 to 48.__

Present --
New:

22 to 48_..
28 to 48-...

Present.-.-
New:

22 to 48.._
28 to 48....

Present...-
New:

22 to 48-
28 to 48..

Present ...-
New:

22 to 48.
28 to 48-.--

() ------------



Examples of actual multiple incorporation cases-Continued

Number of Percentage
corporations Tax saving tax reduc-

Case at ousiness and Adm istration managerm t, financial, Taxable ates Computed Effective from extra tion result-

No. ownership and legal functions), etc. income (percent) tax tax rate surtax ex- ing from
Parent, Brother, (thousands) (thousands) (percent) emptions extra srta
subsid- sister (thousands) exemptions

iary

48 Operation of a chain of 510 Centralized with parent corporation. 56 .. - - - ------------------ () ----- ---- ---
stores in 10 States. In Substantially the same directors ;erve
addition, operations In- all companies. Retail corporatlous were
clude feeder plants to pro- formed to control certain geographic
duce many food products, areas. Other corporations were formed
Parent is publicly owned. to distribute the manufactured products
Subsidiries are wholly and to provide warehouse facilities and
owned by the parent, advertising services.

I Without regard to losses of constituent companies.
SPresent rates refer to the 30-percent normal tax and the 22-percent surtax contained

in existing law. The 22-48percent rate refers to the 22-percent normal tax and 26-percent
surta which will be applicable to all corporations not electing multiple surtax exemp-
tions beginning in 1965. The 28-48-percent rate refers to the tax applicable to members
of a controlled group electing to retain multiple exemptions. A 6-percent additional tax
applies to the 1st $25,000 of income. Therefore, the rate is 28 percent on the first $25,000
of income, and 48 percent on the excess.

3 Computation based upon applying applicable tax rates to the income of constituent
profitable companies, without regard to losses of constituent loss companies.

* In many instances, if the affilited group had operated as a single corporation or filed
a consolidated return, the tax liability would not have been increased by the full amount
of the tax savings from multiple surtax exemptions because of compensating tax ad-
vantages from the offsetting of gains and losses of constituent companies, etc.

3 See supplement.



Supplement: Examples of actual multiple-incorporation cases

Present tax rate structure New rates:

Tax Tax saving Percent of Tax liability Tax saving from extra Percentage tax redue-
Taxable income 3 liability from extra tax reduc- (computed) 4 Effective tax rate surtax exemptions tion resulting from

(thousands) (com- Effective surtax tion result- (thousands) (percent) (thousands) extra surtax exemp-
puted) tax rate exemp- ing from tions
(thou- (percent) tions extrasurtax
sands) (thou- exemp-

sands) tions 22to48 28to 48 22to48 28to48 22to48 2 to48 22to48 28to48
percent percent percent percent percent percent percent percent

$4.924 -...--..--..----...... $1,981 40.2 $574 22.5 $1,679 $1,837 34.1 37.3 $678 $520 28.8 22.1
$1,936.-----.. - -............ 581 30.0 421 42.0 426 542 22.0 28.0 497 381 53.9 41.3
$3,221......----..--- -....... 1443 44.8 227 13.6 1,272 1,335 39.5 41.4 268 205 114 13.3
$11,887...................... 5.172 43.5 1102 17.6 4.397 4,699 37.0 39.5 1,309 1 007 22.9 17.6
$14,478-..---......-- ........ 7.281 50.3 242 3.2 6,657 6,724 46.0 46.4 285 217 4.1 3.1
$33,217.....- --... -........ 17.011 51.2 257 1.5 15.634 15.705 47.1 47.3 303 231 L.9 L4
$58.067- . --------------. 29,692 51 1 497 1.6 27.278 27.415 47.0 47.2 588 451 2.1 L6
$2,730 -.................... 1,218 44.6 197 13.9 1,621 1,678 41.7 43.1 239 182 12.8 9.8
$5,919 -..-- ...----- .......-- 2.484 42.0 558 19.1 2.140 2.302 36.1 38.9 695 533 24.5 18.8
$18.143 -.- - ---. 8, 422 46 4 1,007 10.7 7.512 7,788 41.4 42.9 1,190 914 13.7 10.5
$6.852 ......- ........ 3.133 489 430 11.9 2,779 2.898 40.6 42.3 504 385 15.3 11.7
$27,531 .--. ----. ...----- 13, 675 49.7 636 4.4 12,438 12,613 45.2 45.9 751 577 57 4.4

1 Without regard to losses of constituent companies.
2 Present r-tes refer to the 30 percent normal tax and the 22 percent surtax contained

in existing law. The 22 to 48 percent rate refers to the 22 percent normal tax and 26 per-
cent surtax whicn will be applicable to all corporations not electing multiple.surtax ex-
emptions beginning in 1965. The 28 to 48 percent rate refers to the tax applicable to
members of a controlled group electing to retain multiple exemptions. A 6 percent
additional tax applies to the 1st $25,000 of income. Therefore, the rate is 28 percent on
the 1st $25,000 of income, and 48 percent on the excess.

* Computation based upon applying appicable tax rates to the income of constituent
profitable companies, without regard to losses of constituent loss companies.

SIn many instances, if the affiliated group had operated as a single corporation or filed
a consolidated return, the tax liability would not have been increased by the full amount
of the tax savings from multiple-srtax exemptions because of compensating tax advan-
tages from the offsetting of gains and losses of constituent companies, etc.



218 REVENUE ACT OF 1963

PART II. THE IOUSE BILL-ITS OPERATION AND EFFECT

Under the House bill there are essentially three alternative methods of taxa-
tion available to a controlled group of corporations. These alternatives are:
(1) The group could file a consolidated return, in which case it would be limited
to a single surtax exemption and would be subject to a 22-percent tax on the
first $25,000 of income and a 48-percent tax on the excess. The additional 2-
percent penalty tax levied under existing law has been eliminated under the bill.
(2) The group could file on a separate basis, but receive only a single surtax
exemption to be divided among the members of the group. The rate for each
corporation would be 22 percent on the income up to its portion of the surtax
exemption, and 48 percent on the excess; or (3) the group could file on a separate
basis as in (2), but could elect to retain multiple surtax exemptions. Under
such an election, each corporation pays a 28-percent tax on income on the first
$25,000 (22 percent, plus a 6 percent additional tax) and 48 percent on the excess.

Thus, for example, assume that all three members of a controlled group of
corporations each earn $40,000 in 1965. If the group elects to retain multiple
surtax exemptions, each corporation will pay a tax of $14,200 (28 percent times
$25,000, plus 48 percent times $15,000), or a total tax of $42,000. If the group
does not elect multiple exemptions and files on a separate return basis, only a
single surtax exemption is available to the group. The exemption may be ap-
portioned on a pro rata basis, or in any other manner the group deems proper.
Assuming the exemption is split up on a pro rata basis ($8,333 each), each cor-
poration will pay a tax of $17,033, or a total tax of $51,100. Presumably, the
group would elect to retain multiple surtax exemptions in this case. If, however,
each corporation earned only $5,000, the group would presumably not elect
multiple exemptions since the rate of tax would be 22 percent instead of 28
percent.

The additional tax is by no means a deterrent to the use of multiple structures.
Those who have heretofore enjoyed tax savings through multiple incorporation,
will continue to do so. However, the additional tax does serve a vital function.
It prevents a controlled group from reaping the benefits of the 22-percent tax on
the initial $25,000 of income-a rate which is designed solely for the aid of small
business. Without a safeguard, a 22-percent rate would not be possible, to the
ultimate detriment of the small business community.

Even if the additional tax is paid, multiple corporations will still receive a
substantial tax cut. The rate on the first $25,000 drops from 30 to 28 percent,
and income In excess of $25,000 is taxed at a 48-percent rate in lieu of the present
52-percent rate. However, due to the additional 6-percent tax, the tax reduction
for the proliferated multicorporate group is less relative to that of firms which
are in fact small and independently operated. An independent small business
earning less than $25,000 will receive a 26.7-percent reduction in tax liability.
On the other hand, a corporate unit in a large chain, in which each constituent
corporation earns $25,000 or less, will receive a 6.7-percent reduction. Other
similar comparisons are as follows:

Percentage reduction

Corporation, inde- Member of a con-
Income per corporation pendently owned, trolled group elect.

using 1 surtax ex- Ing to retain multi-
emption pie surtax exemp-

tions

$50000 ........................................................... 14.6 7.3
$100,000 .........- .... -......................................... 10.8 7.5
$200,000.......................................................... 0.1 7.0
$500,000 ..--------------------------........ ............................ ... 8.3 7.7

A large chain earning $1 million which is presently filing a consolidated return
would receive an 11.4 percent reduction in tax liability. The liability of a large
firm earning $1 million and operating opt of divisions will be reduced about 8
percent. Both of these figures compare favorably to the 7.7 percent reduction
which would be available to each member of a controlled group of corporations
electing to retain multiple exemptions and morning a similar amount.
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The effect of the proposed changes on controlled groups of corporations can
also be seen in this exhibit. The tax liability, tax rates, and tax savings from
multiple surtax exemption at the present are indicated in the first line on the
right-hand side of each entry. The extent to which this abuse would be magnified
by rate reduction without the additional tax is indicated in the second line.

The third line indicates the extent to which the abuse is limited as the result of
applying the 6 percent additional tax to the first $25,000 taxable income of each
constitutent corporation. While there is still a significant tax advantage avail-
able to a controlled group of corporations filing separate returns, the advantage is
significantly reduced below what it would be in the absence, of the additional
tax. Moreover, since each extra surtax exemption will be-woith $5,000 to the
group (20 percent times $25,000) in lieu of $5,500 (as under existing law), the
amount of the tax advantage available to controlled groups will be less than it
is under existing law.
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TABLE 1.-Comparison of lax liabilities, present law and House bill in 1965-
Single taxpayer, with standard deduction

Tax Tax as percent of Income
Income (wages and salaries) _ Tax cut Percent

tax cut
Present lam House bill Present law House bill

1,o000 ....................... $60 $14 $46 77 6 1
1,00....................------------------------- 160 85 65 43 10 6
2,000 ......................... 240 161 70 33 12 8

$3,000.........--------------.. ------........ .. 422 320 93 22 14 11
4,000 ........................ 620 500 120 19 16 13
5,000........................ 818 671 147 18 16 13

$6,000--..................... 1,048 866 182 17 18. 14
$7.60.......................... 1,405 1, 18 237 17 10 16
$10 Oro0........................ ---------------------- 2,096 1,742 364 17 21 17
$12,00 ................... 2,982 2.478 504 17 24 20
$15,000 ........................ 4.C02 3,334 668 17 27 22
$17, W.......-------------.. --..--------........ 5,163 4,291 812 17 29 25
$20,000 ........................ 6,412 6,350 1,062 17 32 27

Nors.-House bill tax liability refleots use of th 'nlil-num standard deduction whore applicable.

Source: OnIze of the Seoetary of the Treasury, Ofllme of Tax Analysis, Ort. 1, 1963.
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TABLE 2.-Comparlson of tax liabilities, present law and House bill in 1965-
Married couple with no dependents, with standard deduction

Tax Tax as percent of income
Income (wages and salaries) ____ Tax cut Percent ______

tax cut
Present law House bill Present law House bill

1,000..................... 0 0 0 0 0
1,600--........-------------. $30 0 $30 100 2 0

$2:000...........-........... 120 $56 64 53 6 3
$3,000..................... 300 200 100 33 10 7
$4,000......................... 480 354 126 26 12 9
$5.000 ........................ 660 501 1569 24 13 10
$6,000--------.........--..-------------. 844 658 180 22 14 11
$7,600 .----.----------------- 1,141 916 226 20 15 12
$10,000 ------..----------------. 1,636 1,342 294 18 16 13
$12,600 .--------------------- 2,278 1,886 392 17 18 15
$15,000---------------------- 2,960 2,460 600 17 20 16
$17,500 .---.------------------- 3,710 3,085 626 17 21 18
$20,000 .......----.............---- . 4,532 3,764 768 17 23 19

NoTE.-Ilous bill tax liability reflects use of the minimum standard deduction where applicable.

TABLE 3.-Comparison of tax liabilities, present law and House bill in 1965-
Married couple with 2 dependents, with standard deduction

Tax Tax as percent of income
Income (wages and salaries) . T Tax cut Percent T p n c

tax cut
Present law House bill Present law House bill

$1,000..-------------------------. 0 0 ------ ------------------ 0 0
$1,.500 ------------------------ 0 0 ------------------------ 0 0
$2,000------------------------- 0 0 ------ -.....--- 0 0
$3,000........................ $60 0 $60 100 2 0
4,000------------------------ 210 $140 100 42 0 4

$5,000..-----------.. ------------ 420 290 130 31 8 6
$6,000.------.. ....----..----- 600 450 150 26 10 8
$7,500 .------------------------ 877 686 191 22 12
$10,000 .---.----------------- 1,372 1,114 258 19 14 11
$12,500-------------........................ 1,960 1,622 344 17 16 13
$15,000.-----------.----------- 2,616 2,172 444 17 17 15
$17500 ........................ 3,350 2,785 .565 17 19 16
$20,000..--------------------- 4,124 3,428 696 17 21 17

NoTE.-House bill tax liability reflects use of the minimum standard deduction where applicable.

TABLu 4.-Comparison of tax liabilities, present law and House bill in 1965-
Married couple with 2 dependents, with typical average itemized deductions

Tax Tax as percent of income
Income (wages and salaries) __ Tax cut Percent ______...

tax cut
Present law House bill Present law House bill

$5,000---.---------------.-----.. $300 $223 $77 20 6 6
$0,000..--------------.---------- 456 343 113 25 8 0
$7,500 ------------------------ 720 576 144 20 10 8
$10,000---------------------- 1,196 994 202 17 12 10
$12,500 ------------ ..................... 1,6 1,400 264 10 13 11
$15,000 ----------------------.. - 2,213 1,805 348 16 15 12
$17,500 ........................ 2,772 2,343 429 16 16 13

0,000....................... 3,410 2,876 35 16 17 14
$25,000---------------------- 4,821 4,063 758 16 19 16
$30,000---------------------- 6,420 5,416 1,004 16 21 18

$10,000 1----------- - 10,188 8,005 1,583 16 20 22
$50,000 ..------------- 14,576 12,369 2,207 15 29 25
$75,000---..---- ------------- 24,952 21,399 3,553 14 33 29
$100,000----- --- ..................-- 36,720 31,442 5,278 14 37 31

NoTE,-House bill tax liability reflects use of the minimum standard deduction (where applicable) and
the disallowance of certain State and local excise taxes al,deductions.

!
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TABLE 5.-Present Iaw: Ta rate schedule for calendar year 1063

BCIIEDULE I. SINGLE TAXPAYERS AND MARRIED PERSONS FILING SEPARATE
RETURNS

If taxable income is- Then the tax Is-
Not over $2,000-----------..--.................. 20 percent of taxable income.

Over- But not over-
$2,000..--.-- - $4,000...........
$4,000--...------ $6,000..--.....
$6,000----...---. $8,000...........
$8,000.--..-... .. $10,000------
$10,000......... $12,000.------...
$12,000--........ $14,000 .-------.
$14,000....... $10,000----........
$16,000....... $18,000-........
$18,000.......... $20,000............
$20,000......... $22,000--........
$22,000........ $26,000........
$26,00..... $32,000-..-....
$32,000.......... $38,000........
$38,000......- $44,000........-- --
$44,000..-----. $50,000............
$50,000.----- $0,000.-..........
$60,000.-----......... $70,000............
$70,000....-------- $80,000....
$80,000-.---......... $90,000-----
$90,000----.......... $100,000............
$100,000......... $150,000----........
$150,000.--.---- $200,000...-------
$200,000 and over

Of excess over-
$400, plus 22 percent.................... $2,000
$840, plus 26 percent...-................ $4,000
$1,360, plus 30 percent-..-.......... $6,000

1,960, plus 34 percent.....-..-........ $8,000
2,640, plus 38 percent-..---...- - ..---- 10,000

,400, plus 43 percent.................. ------ 12,000
,260, plus 47 percent......-.......... 14,000

$5,200, plus 50 percent--................ $k6,000
$6,200, plus 53 percent--.....- . ------. $18,000
$7,260, plus 56 percent......----------- $20,000
$8,380, plus 9 percent.................--------- $22,000
$10,740, plus 62 percent..--.-----... -.. $26,000
$14,460, plus 65 percent-....-- ---- - $32,000
$18,360, plus 69 percent.--..-------- $38,000
$22,500, plus 72 percent..--.----.. ---- $44,000
$26,820, plus 75 percent---..-.......... $50,000

4,320, plus 78 percent.---.....----- 0,000
2,120, plus 81 percent..----.--. 70,000

,220, plus 84 percent. ,.------.. --.. $80,000
$58,620, plus 87 percent---..--------... $90,000
$67,320, plus 89 per.ent..-.........- ..- $100,000
$111,820, plus 90 percent---... ---.......... 150,000
$156,820, plus 91 percent-...--.. .----- $200,000

TABLE 6.-Present law: TaOc rate schedule for calendar year 1968

SCHEDULE II. MARRIED TAXPAYERS FILING JOINT RETURNS

If taxable income Is-
Not over $4,000.....--....................
Over- But not over-

$4,000....------- $8,000-.........
$8,000 .-------. $12,000-........
$12000.......... $16,000.........-- ..
$16,000 -------- $2 000.. .......
$20,000 .......... $24000...........
$24,000----... . $28,000 .......
$28,000 -----.......... $32,000...........
$32,00.......... $36,000-........
$6,000.......... $40,000-............
$40,000---------......... $44000 -----...........
$44,000.----..--. $52,000 .. .......
$12,000--......- $64,000...........
$64,000-----... $76,000...........
$76,000-----.... $88,000--.--..
$8,000---------- $00,000...-
$100,000--------- $120,000: .-----.
$120,000....---..... $140,000-...........
$140,000 ---- --- $160,000 ------.
$160,000......... $180,000-............
$180,000--------- $200,000.-----
$200,000-..-..--- $300,000............
$300000------- $400,000............
$400,000 and over---------.. -- ----..... .

Then the tax is-
S 20 percent of taxable income.

Of excess or-
$800,plus 22 percent............-------- $4,000
$1,680, plus 26 percent-..-. ......... $8,000
$2,720, plus 30 percent ..--..--------... $12,000
$3,920, plus 34 percent...-..--.--- $16,000
$5,280, plus 38 percent-------..--.. -- $20,000
$6,800, plus 43 percent ...........-------. $,00
$8,520 plus 47 percent ...---.. --. --... $28,00u
$10,400, plus 50 percent--.......------ . $32,000
$12,400, plus 53 percent....--........-- $36,000
$14,520, plus 56 percent...............------- $40,000
$16,760, plus 59 percent.--....... .-----. . 4,000
$21,480, plus 62 percenr................------- $52,000
$28,920, plus 65 percent....--------..-..- $,000
$36,720, plus 69 percent-----...... ----- 76000
$45,000, plus 72 percent...... ------.... $88,000
$53,640, plub '5 percent --------------- $100,000
$68,640, plus 78 percent ..---- ----.. - $120,000
$84,240, plus 81 percent-------.--------. $140, 000
$100,440, plus 84 percent ----------- $160,000
$117,240, plus 87 percent.---.----------- $180,000
$134,640, plus 89 percent--..-....----.. - ,000
$223,640, plus 90 percent ..--------.. - 0,000
$313,640, plus 91 percent....... .------ $400,000

24-532-63-pt. 1- 15
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TABLE 7.-Revenue bill of 1963: Tax rate schedule for calendar year 196'.

SCHEDULE I. SINGLE TAXPAYERS AND MARRIED PERSONS FILING SEPARATE
RETURNS

If taxable income Is-
Not over $500......................... 

Over- But not over-
$500............. $1,000.........-..
$1,000........... $1,500.........
$1,500........... $2,000...........
2,000-........... $4,000.........

$4,000.......... $6,000....-.....
$6,000--........ $8,000............
$8,000......... $10,000............
$10,000.......... $12,000...........
$12,000.......... $14,000..........
$14,00 .......... $16,000............
$16,0 .-......... $18,000.........
$18,000- .-..--.. $------- 20,000............
$20,000 ......... $22,000 ..........
$22,000 ......... $26,00............
$26,000 ........ $32,000.--........
$32,000 ........ $38,000............
38000.-........ $44,000..........

$44,000........-- . $60,000........
$50,000.......... $60,000............
$60,00..-....-.... $70,000............
$70,000---..------. $80000............
$80,000----------. $90,000 ..-......
$00,000 -------- - $100,000 --........$100,000......... $150,000.........

$150,000....-- . $200,000....-...
$200,000 and over ..........---. ..--

Then the tax is-
16 percent of taxable Income.

Of excess over-
$80, plus 16.5 percent.......-........-.. $500
$162.6, plus 17.6 percent.--.--.....- .... $1,00o
$250, plus 18 percent................... $1,500
$340, plus 20 percent-..--..-.......- .... $2,000
$740, plus 23.5 percent.................. $4,000
$1,210, plus 27 percent................. $6,000
$1,750, plus 30.6 percent ..........- $8,000
$2,360, plus 34 percent........... $10, 000
$3,040, plus 37.5 percent -....-.. - . $1?, 000

$3,790, plus 41 percent-................. $14,000
$4,610, plus 44.5 percent.--............ $16,000
$5,500, plus 47.5 percent.. -----. ..... $18,000

$,450, plus 50.5 percent.-......-...-- $20,000
$7,460, plus 53.5 percent..----------.... $22,000
9,600, plus 50 percent..-- -.....--..---- $26,000

$12,060, plus 58.5 percent---..-----.. ..- $32,000
$10,470, plus 61 percent--.....---.------ $38,000

20,130, plus 63.5 percent ...-- ..------ - $44,000
23,040, plus 66 percent--....----------- $50,000
0, 40, plus 68.5 percent..---------.......... $60, 000

$37,390, plus 71 percent................. $70,000
$44,490, plus 73.5 percent---------..------ $80,000
$51,840, plus 75 percent-----....----------- $90,000
$59,340, plus 76.5 percent.--.....---.- .. $100,000
$97,5 0, plus 76.5 percent---..-.....--- - $150,000
$135,840, plus 77 percent..........-----. $200,000

TABLE 8.-Revenue bill of 1963: Tax r 8ate schedule for calendar year 196.'

SCHEDULE II. MARRIED TAXPAYERS FILING JOINT RETURNS

If taxable income Is-
Not over $1,000.--..

Ovtr- But not orer-
$1,000-....-----....... $2,000 ............
$2,000 ----........ ------- $3,000-............
$3,000--- ..-- $4,000............
$4,000-......... $8,000............
$8,000-....-----...... $12,000-............
$12,000---.........------ $16,000........--
$16,000..-------. $20,000............
$20,000--...----- $24,000............
$24,000---------...... $28,000----........
$28,000--------- $32,000.--.....
$32,000--------- $36,000............
$36,000------... ---.. $40,000 ........
$40,000--------- $44,000.........
$44,000......--- ... $2,000............
$52,000 --------.... $64,000............
$64,000--------- $76,000............
$76,000----- $88,000...----.....-
$88,000----- $100,000-...-----
$100,000---...... $120,000........----
$120,000 ......... $140,00 .......----
$140,000----- ...... $160,000 -------
$160,000 .....----. $180,000..-------
$180,000 ----- $200,000............
$200,000--...---- $300,000..----......
$300,000----- ......... $400,000...----.....-
$400,000 and over ........................

Then the tax Is-
16 percent of taxable income.

Of excess over-
$160, plus 16.5 percent ---.....---..... . $1,000
$326, plus 17.5 percent ................. $2,000
$500, plus 18 percent...--...---.....-... $8,000
$680, plus 20 percent.-------..... ..----- $4,000
$1,480, plus 23.5 percent................ $8,000
$2,420, plus 27 percent--------... --------. $12,000
$3,500, plus 30.6 percent ...-------------- $16, 000
$4,720, plus 34 percent....--.------.---.. -- $20,000
$6,080, plus 37.5 percent.. -............ $24,000
$7,580, plus 41 percent-.............--..------- $28,000
$9,220, plus 44.5 percent..------....... $32,000
$11,000, plus 47.6 percent------------. - $36,000
$12,900, plus 60.5 percent ............. - $40,000
$14,920, plus 53.5 percent-----...-------- $44,000
$19,200, plus 56 percent.-----....---------- $52,000
$25,920, plus 58.5 percent ............... $64,000
$32,940, plus 61 percent-------- -- $70..00
$40,260, plus 63.5 percent ........... 000
$47,880, plus 66 percent---------------. $!00,000
$61,080, plus 68.5 percent.-----...--------- $120,000
$74,780, plus 71 percent------.. -----.. $140,000
$88,980, plus 73.6 percent -----------.. .. $160,000
$103,680, plus 76 percent------... -------- $180,000
$118,680, plus 76.5 percent...------------- $200,000
$195,180, plus 76.6 percent-.............. $300,000
$271,680, plus 77 percent----...---.......... $400,000
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TAILE 9.-Icrcue bill of 1983: Tax rate schedule for calendar year 1965

SCHEDULE I. SINGLE TAXPAYERS AND MARRIED PERSONS FILING
SEPARATE RETURNS

Taxable income Is- Then the tax Is-

Not over $500 ......--- -.-----.. ---------..
Over- But not over-

$500...------- $1,000-----... ..
$1,000-----..... . $1,600....
$1,500-----.......... $2,000.........---
$2,000-----.......... $4,000 ...-- ...
$4,000 ...--------- $6,000..... ..--- --
$6,000------. -- $8,000............
$8,000 ------ $10,000-...........
$10,000..------- - $12,000...........
$12,000--..-. - $14,000...........
$14,000..----- $16,000-......
$16,00..---.....-- $18,00....---......--

$20,000---------- $22,000-.....---.
$22,000..------ - $26,000-..---....
$26,000-----.... --- $32,000-...........
$32,000 --..---. $38,000 -...
$38,000---- ------ $44,000.........
$44,000-----...----- $60,000......-----..
$50,000----...----- $60,000-...........
$60,000----...---- $70,000...........-
$70,000---....------- . $80,000--...........
$80,000....------- . $90,000...........
$90,000....---------- $100,000........---
$100,000-----... --- $150,000..........
$150,000----...---- $200,000..........
$200,000 and over.----.........--- --------

23

14 percent of taxable Income.
Of excess over-

$70, plus 15 percent-...---..------ ----- $500
$145, plus 16 percent.....----------- $1,000
$225, plus 17 percent..--------.. - --... $1,500
$310, plus 19 percent................-------. $2,000
$690, plus 22 percent-.......-------. $4,000
$1,130, plus 2 percent-...--.----- $,000
$1,30, plus 28 percent-....... .-------- $8,000
$2,190, plus 32 percent ....--... .------ $10,000
$2,830, plus 36 percent--...----......... $12,000
$3,650, plus 39 percent---.... --------- $14,000
$4,330, plus 42 percent ---------------- $16,000
$5,170, plus 45 percent----------------.. $18,000
$6,070, plus 48 percent.. ..----------- $20,000
$7,030, plus 50 percent---... ---------- $22,000
$9,030, plus 63 percent..-------------- $26,000
$12,210, plus 65 percent--..---------.. $32,000
$15,510, plus 58 percent.----......----- $38,000
$18,990, plus 60 percent.--.------.----- $44,000
$22,690, plus 62 percent- ..... - ------- $50,000
$28,790, plus 64 percent..----------...- $60,000
$35,190, plus 66 percent-------.. --------- $70,000
$41,790, plus 68 percent.......--------. . $80,000
$48,590, plus 69 percent----..---------- $90,000
$55,490, plus 70 percent.....-------... $100,000
$90,490, plus 70 percent...--........--- $10,000
$125,490, plus 70 percent.---......----.. $200,000

TABLE 10.-Revenue bill of 1963: Tao rate schedule for calendar year 1965

SCHEDULE II. MARRIED TAXPAYERS FILING JOINT RETURNS

If taxable income is-
Not over $1,000...............-----..........--
Over- But not over-

$1,000..------ $2,000-.........
$2,000-.------... $3,000 -..-.....
$3,000.----.......... $4,000............
$4,000.------- $8,000-. ......r 000.--------- $12,000-...---
12,000--------- $16,000-............

$16,000--- ---- $20,000..- .....
$20,000-- $24,000............
$24,000----......... $28,000............
$28,000--..---.. $32,000..........
$32,000..-------. $30,00............
$36,000 ----- $40,000....----.......
$4,000---------- $44,000-.---. -
$44,000--------- $52,000.------.
$52,000----------$64,000.-----
$64,000--......-------- $76,000............
$76,000----......... $,000 ..........
$88,000------ $100,000............
$100,000--------- $120,000------........
$120,000--- ......... $140,000 ..---
$140,000--------- $100,000.........
$160,000 ....---.. $180,000 ............
$180,000.-----..... $200,000..-----.
$200,000 ...-...- $300,000..---......
$300,000--------- $400,000 ......-----..
$400,000 and over-..----.-- -----.. .

Then the tax is-
S 14 percent of taxable income.

Of exrcs ovr
$140, plus 16 percent-...--..--..--... . $1,000
$290, plus 16 percent...----..---- ---- $2,000
$450, plus 17 percent-......-------... . $3,000

S$620, plus 19 percent............-------------- $4,000
$1,380, plus 22 percent----...........-- - $8,000
$2,260, plus 25 percent.----.......----. . 12,000
S3,260, plus 28 percent................. $16,000
$4,380, plus 32 percent.................. $20,000

5660, plus 36 percent...-- -----.... . $24,000
,1 plus 39 percent.........----.-- 28,

$8,660, plus 42 percent-.. -............ 2,
$10,340, plus 45 percent--------................000
$12,140, plus 48 percent-.--------..... . $40,000
$14,00, plus 60 percent ................ 44,000
$18,060, plus 53 percent..--------....... $52000
$24,420, plus 65 percent-..-------....... $64000
$31,020, plus 8 percent....----.----------- $76,000
$37,980, plus 60 percent-----..----------- $88,000
$45,180, plus 62 percent.----- ..---------- $100,000
$57,680, plus 64 percent--. ------....------ $120,000
$70,380, plus 66 per.------------.---- $140,000
$83,580, plus 68 percent....---......--....... $160,000
$97 180, plus 69 percent.--------.------- $180,000
$11,980, plus 70 percent ..-..---- .. $200,000
$180,980, plus 70 percent --..-------- $300,000
$250,980, plus 70 percent---------.. ----- $400,000

I
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''ABLE 11.-Revenue bill of 1963: Individual income tax-Distribution by ad-
justed gross income classes of proposed tax changes excluding capital gains

Present Tax under
Adjusted gross Number of law tax as bill as a
income class taxable Adjusted Present Taxchange Tax under a percent percent of

(thousands of returns gross in- law tax under bill bill of adjusted adjusted
dollars) (millions) come gross In- gross in-

come come

Amounts in millions of dollars

0to$3....--....---------... 9.7 18,280 1,450 -555 895 7.9 4.9
$3 to $5-.--..... . 10.5 42,930 4,030 -1,055 2,975 9.4 6.9
$5to $10---..----- 2.9 163,050 18,300 -3,650 14,650 11.2 9.0
$10to$20 ..-.... 6.7 84,540 12,710 -2,090 10,620 15.0 12.6
$20 to $50 ....... 1.0 29,720 6,760 -1,020 5,740 22.7 19.3
$50 and over..... .2 11,800 4,170 -525 3,645 35.3 30.9

Total...... 51.0 350,320 47,420 -8,895 38,525 13.5 11.0

Percent distribution by income classes

0 to$3....----------- 19.0 5.2 3.1 6.2 2.3
$3 to $5..-------. 20.6 12.3 8.5 11.9 7.7
$5 to $10...------. 44.9 46.5 38.6 41.0 38.0
$10 to $20......... 13.1 24.1 26.8 23.5 27.6
$20 to $50...--... 2.0 8.5 14.3 11.5 14.9
$50 and over---.. .4 3.4 8.8 5.9 9.5

Total...... '000.0 100.0 100.0 100.0 100.0

NoTE.-Amounts of adjusted gross income, tax and tax changes exclude capital gains taxed at the alterna-
tive rate. Figures are rounded and will not necessarily add to totals.

TABLE 12.-Distribution of taxable income and tax by taxable income
brackets, 1963

[In millions of dollars]

Taxable income class (in
thousands of dollars)

0 to I...----...--.--. ---....
1 to 2-----------------
2 to 4-....-..-- --------.---
4 to .....-------....------...
6 to 8.....-----..--.........
8 to 10............-- ........
10 to 12....................----
12 to 14.....-- ----.........
14 to 16....--..-..---.......
16to 18...........------..--..--
18to20...................
20 to 22 -..---..--.. --.... -----
22 to 26.........-------..........
26 to 32...................-------.--.
32 to 38.................---------......
38 to 44 .....................-------
44to 50------- . ---------
50 to 60.......................
GO to 70- ---------------
70 to 80..--...........-----..........-------
80 to 90.......................
90 to 100 ...................
100 to 1.) ..50......... ..-...
150 to 200-..................
200 and over ................

Total........ ........

Taxable
income 1

76, 690
52,658
42,226
13,216
6,941
3,916
2, 541
1,866
1,436
1,109

727
617
761
740
423
265
195
213
130
96
68
46

136
58

149

207,123

Present
law tax t

15,338
10,532
9,290
3,436
2,082
1,331

966
802
675
555
385
290
449
459
275
183
140
160
101
78
57
40

121
52

136

Cumt

Taxable income

From top From bot-
bracket tom bracket

207,123
130,433
77,775
35, 49
22,333
15,392
11,476
8,935
7,069
5,633
4, 24
3,797
3,280
2,619
1,779
1,356
1,091

896
683
553
457
389
343
207
149

76,690
129,348
171,574
184,790
191,731
195,647
198,188
200,054
201,490
202,5099
203,326
203,843
204,604
205,344
205,767
206,032
206,227
206,440
206,570
206,666
206,734
20, 780
200,916
206,974
207,123

47.933 -............-............

native

Present law tax

From top From bot-
bracket tom bracket

47,933 15,338
32,595 25,870
22,063 35,160
12, 773 38,596
9,337 40, 678
7,255 42,009
5,924 42,975
4,958 43,777
4,156 44,452
3,481 45,007
2,926 45,392
2,541 45,682
2,251 46,131
1,802 46,500
1,343 46,865
1,068 47,048

885 47, 188
745 47,34S
585 47,449
484 47,527
406 47,584
349 47, 624
309 47,745
188 47,797
136 47,933

............ ............

I Excludes $2.4 billion of long-term gains subject to the alternative rate.
3 Tax before credits of $0.5 billion and alternative tax on capital gains of $1.2 billion.
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The CHAIRMAN. Thank you very much, Mr. Secretary.
Mr. Secretary, I think you will recall that before the session

began, I think in December, you and my friend, Henry Fowler, came
up to my Virginia home and explained your plan whereby you would
reduce taxes without reduction in expenditures.

I said to you then that I had been in the Senate for around 30
years and I have seen many promises made to reduce expenditures.
But practically none has been carried out. I told you that I was
conscientiously opposed to any tax reduction that is not accompanied
by a reduction in expenditures.

That was in December and the budget was submitted in January.
As I recall, there was an expenditure increase of about $4 billion
over the previous fiscal year?

Secretary DILLON. Yes, it is.
The CHAIRMAN. So I want to say this:
It seems to me, Mr. Secretary, a serious aspect of this legislation

is the fact that tremendous propaganda is being used to make people
think these tax proposals would cure all of our ills, and that the
panacea for everything is to reduce taxes on borrowed money. This
would abolish unemployment, we are told, or greatly reduce unemploy-
ment. It would stop the outflow of gold and it would do everything
else that should be done. I believe very serious thought should be
given to this departure for the first time in the history of this coun-
try. From all the information I could get, no President has ad-
vocated a deliberately planned deficit by reducing taxes and increasing
expenditures at the same time.

Am I correct in that?
Secretary DILLOn. I think that is correct. I do not think there

has been any recommendation to reduce taxes in order to stimulate
the economy, although it was seriously discussed in the spring of
1958, at the time an alternative decision was made to increase Gov-
ernment expenditures substantially, by some $6 billion.

The CHAIRMAN. President Kennedy changed himself within a few
months. He was very proud of the fact that the first budget he brought
in had a surplus of $500 million.

SNow, we have three living ex-Presidents and two comments have
been made. Former President Harry S. Truman, with his customary
frankness, said that lie opposed cutting taxes until the budget is
balanced.

Mr. Truman said "I am old-fashioned. I believe you should pay
no more than you receive."

Now,' that was from Mr. Truman. Now, you served under Presi-
dent Eisenhower. I assume that you have great confidence in him.
Am I correct?

Secretary DILLON. Yes, sir.
Senator BYRD. You were his right-arm in a great many matters,

as I well know. On October 6 he said:
The President ought to tell us exactly what he is going to do when he is

asking that taxes be reduced.
I think we ought to know more about administration expenditure plans.
Civilization-

Continued Mr. Eisenhower-
has come to a point where you might call it a pension civilization.
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And lie said a great deal more along the same lines.
What I want particularly to eml)phasize is the fact that we are in a

deficit spending period. I assume you will agree to that. The last 3
fiscal years, including the one ended last June were deficit years. We
had deficits in those 3 years of around $17 billion.

Now there is going to be another deficit in the present fiscal year.
You admit that

Secretary DILLON. Yes; there is going to be a deficit.
The CHAIRI(AN. You gave a figure once of $9.2 billion. What is

your figure now?
Secretary DILLON. It would be less than $9.2 billion, as I said earlier

in my testimony today. The original estimate submitted last January
in the budget document was $11.9 billion. However, several factors re-
quire a revised result. For one, economic conditions have improved,
and we feel revenues will be somewhat higher about a billion dollars
higher than we earlier expected. Secondly, the date of effect of the
tax bill as passed by the House of Representatives has been postponed
to the first of 1964, which reduces its impact on this fiscal year by
$900 million. Also, we felt there will be a reduction of expenditures
to around $98 billion from the $98.8 billion that was in tie budget
document. These factors produce a figure of $9.2 billion. That, by
the way, was the figure which was originally foreseen with no tax
reduction at all. So now it looks as though we can have our tax reduc-
tion with the budget deficit no larger than we had foreseen without a
tax reduction.

The CuHARMAN. There is no doubt that it would be $17 billion for
the last 3 years-what was your estimate?

Secretary DILLON. It was $16/2 billion for the past 3 years, total
deficit.

I am not prepared to make a final estimate.
The CHAIRMAN. You are speaking of fiscal year 1964, are you, which

you estimate at $9.2 billion?
Secretary DILLON. 'That is right.
The CIHAIRMAN. What do you estimate the deficit at now?
Secretary DILLON. For fiscal year 1964. That is what I said, $9.2

billion.
The CHAIRMAN. Now you have $26 billion in 4 years. What do

you estimate for 1965?
Secretary DILON. Well, the estimate for-we have had $161/2 bil-

lion in the last 3 years, 1961, 1962, and 1.963. If we have $9 billion
this year, that would be $25.5 billion and then the President has
said that lie would submit a budget for 1965 with less than the $9.2
billion that is presently foreseen this year, even though the full effect
of the tax program will be in fiscal year 1965, which will be the
year you will have the greatest effect from it.

So I would assume that it is something again in the order of $9
billion. If you want to add that on to the others, it comes to a total
of about $34.5 billion.

The CHAIrRMAN. That is $35 billion in 5 years.
Secretary DILLON. 341/2 billion. ,
The CIAIRMAN. But they are all estimates. I call attention to the

fact that you and the President estimated a surplus in his first budget
of $500 million. Then in October 1962 you found out there was to be
a deficit of over $6 billion. So these estimates do not always come out.

226



REVENUE ACT OF 1903

Now we have gotten up to 1965. That will be 5 years of deficits.
Now, what about 1966?

Secretary DILLON. We have no figure for 1966, Mr. Chairman. It
will undoubtedly be substantially smaller, because by then the full
effect of the tax reduction wil be stimuating revenues and aso a pro-
grain of holding back expenditures will substantially reduce the defi-
cit. But we do not have any figures for beyond 1965 and the 1965
figure is only that general statement, that pledge by the President
which he made this summer, that he would bring in a budget with a
deficit that was smaller than one we presently envisage for 1964.

The CHAIRMAN. If you have a deficit of $9 billio n 1965, you will
certainly have a deficit in 1966, will you not ?

Secretary DILLON. I would expect so. We have said that, with
stringent expenditure control and allowing for the growth in the
economy, the earliest possible date we foresaw for a balanced budget
from this tax bill was 1967, and that it might be 1968. It is either
1967 or 1968. We are in that area. 'As you recognize, it is hard
enough to estimate 18 months ahead.

The CHAIRMAN. But it stands to reason if you had a deficit of $9
billion one year, the next year is not likely to balance the budget.

Secretary DiiLoN. That is what I said, there will be a deficit in 1966.
The CHAIRMAN. So that will add 1 more year and then you have 1967

and so forth.
Dr. Arthur Burns, who has some standing as an economist-hlas

been quoted as saying the budget is not going to be balanced under
this plan until 1972. Do you disagree with him ?

Secretary DILLON. Yes, sir, I disagree in that particular analysis.
I have the highest regard for Arthur Burns. I think lie is one of our
outstanding economists and I think his judgments are very good, so
this disturbed me when he made this estimate. We inquired into the
assumptions he had used in making the estimate. He said he had
taken an assumption that expenditures would continue to increase
every year by the same figure and at the same rate as they increased
in the first 2 years of. this administration. He was assuming a $5
billion increase in expenditures every year. But it must be remem-
bered that during 2 base years we had a very large buildup in the
defense and space areas. There is no reason to assume that will be the
case in the coming years we are projecting. When you apply a more
normal growth in expenditures, it changes his result considerably and
brings it back to the 1967-68 area we were talking about.

The CHAIRMAN. As I see it, you have admitted to deficits in 1964,
1965, and 1966. Assume they stop then, we will have had 6 consecu-
tive years of deficits.

What I am trying to bring out is my fear of these continuing deficits.
It is bad enough if you have a deficit one year and a surplus the next
year. But to continue for a long term in deficits, which definitely will
continue for 6 years-you have admitted it would be 6 years, counting
the previous 3 years.

Secretary bILLON. Yes, Mr. Chairman. I share with you your
fear. We feel, however, that this program will stimulate our economy,
produce relatively full employment, and put us in a position to reach
balance.
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If we do not have the tax cut and continue at our present high tax
rates, we believe that there is less likelihood of reaching balance soon.

The CHAIRMAN. We all agree, I reckon, that we have had very able
men in our Government since it was established. Now, if tax reduc-
tion is the panacea of all of the Nation's ills, why is it that one Presi-
dent or some Secretary of the Treasury in the past has not looked upon
such a proposal as we have here as a panacea and recommended it
before?

Secretary DILLON. We have, of course, studied history, Mr. Chair-
man. As a matter of fact, reports of Secretary Andrew Mellon, and
also reports of the Budget Director at that time, indicate recognition
of the principle we advocate.

They were operating in a different environment, an environment
where they had budget surpluses whicl they felt were too large and
they were trying, by tax reduction, to get rid of them.

' lhe CIAIRMAN. I am not objecting to surplus.
Secretary DILLON. Their objection was every time they cut taxes,

income increased so fast that it more than made up for the tax reduction
and did lead to larger revenue than they otherwise would have had.
Therefore, it is very similar to the proposal, the thinking, that we are
advocating today. In effect, this has been the result in many of the
countries of Europe which have done very well, such as Austria and
Germany, who have had successive tax reductions.

Each tax reduction has led to greater revenues.
Of course, tax reductions cannot go on forever. When, however,

you have a tax rate structure which is too high, and you bring it down
to a more proper level, it is possible to stimulate the economy so that
you will have greater revenue with lower rates. That is what we
expect.

The CHAIRMAN. That is not the question I asked you. I asked you
if any President had deliberately planned a deficit in order to give
tax reduction.

Secretary DILLON. I do not think so.
And I do not think that President Kennedy has deliberately

planned a deficit in order to give a tax reduction, because there will
be a deficit with or without tax reduction.

The CHAIRMAN. It will be much more, will it not, if you reduce
taxes by $11 billion?

Secretary DILLON. For a temporary period, perhaps 1 or 2 years, the
deficit would be larger than otherwise. On the other hand, if, with-
out tax reduction, we have a slowdown in the economy or a recession
sometime in the next year or 18 months, the result will be a bigger
deficit than with the tax cut.

The CHAIRMAN. It is a great difference between having a small
deficit and a large deficit. You are talking about 3 successive years
very large deficits.

Secretary DILLON. Mr. Chairman, we have recent evidence of the
effect of a recession. In 1959, because of a recession, and in spite of
an administration that was strongly for economy, a budget supposed
to yield half a billion dollars surplus wound up with a $12.5 billion
deficit.

That is bigger than any we are talking about.
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The CHAIRMAN. Then you think the President has not planned a
deficit by asking for a tax reduction when we are already in a deficit
period '

Secretary DIiON. No; I believe the President has a program which
he thinks will lead the country more quickly and more surely than
any other route to a position of balanced budgets with reasonably
steady full employment.

The CHAIRMAN. You admit to a deficit of $9 billion for 2 years
after the tax reduction is effective.

Suppose this tax, this panacea that you have thought about and
nobody else has ever thought of, suppose it does not work? Some
people are saying now that your tax reduction is not enough. Would
you feel inclined, then, to have another tax reduction if this one does
not prove to be the panacea you promise ?

Secretary DILLON. No, Mr. Chairman. I would not. I would
think that with the tax reduction we have, our tax rates would be more
in line with other countries who have been able to have regular and
rapid growth. I believe our tax rates would be proper. I think
this program will work.

The CIAIIAN. Mr. Secretary, I do not think we need to compare
our Federal situation with any other country. England balances its
budget. If the British run trade deficits and gold leaves the country,
they put drastic restrictions on their citizens, even to the extent that
they cannot take any English money out of the country. You think
this bill is going to stop the flow of gold, as I understand it, and
reduce the unemployment, and so forth.

Now, I have here a table prepared by the staff of the Joint Com-
mittee on Internal Taxation, which gives an interesting picture. It
shows that individual taxpayers, with incomes of up to $3,000, get a
tax reduction of $49 by the staff's figures. That is the average. At
$3,000 to $5,000, the taxpayer gets an average reduction of $67.

From $5,000 to $10,000 income, he gets $90.
From $10,000 to $20,000 income, it is $165 a year.
From $20,000 to $50,000, it is $560 a year.
From $50,000 and over, $2,194.
The average reduction for an individual taxpayer would be $110.
Now, how is $110 a year per taxpayer going to spark any great im-

provement in the economy ? Have you allowed for the people who are
going to put whatever money they get in banks or pay off their debts?

Secretary DLLON. Yes, Mr. Chairman.
The record has been very steady. We had a $7 billion tax reduction

in 1954 which we can look to. There was no difference in spending
habits in relation to income for the population as a whole.

It is true, of course, that for an average single taxpayer, the average
workingman, the individual reduction which he will get is not large
in dollars and cents. However, in the aggrega t e, tils adds up to a
very substantial amount of disposable income tha t will be spent. This
will, in total, stimulate a very substantial additional amount of busi-
ness in manufacturing to provide the wants of these individuals.

The real benefit to this type of individual will not come solely from
the fact that his tax reduction gives him a hundred dollars more a year,
or $150 more a year or something of that nature. It will come from the
fact that the economy will be stronger, that lie will be surer of a job and
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that a number of people, many people who presently have no jobs at all,
will have new jobs. This is the real strength of this bill.

As you know, this is not a unique view. Last month, maybe less
than a month ago, the Association of Business Economists, which
represents all the leading economists who work for business com-
panies, in accordance with their regular practice met to forecast the
economy for next year. They showed in their forecasts that they be-
lieve that a tax reduction of somewhat less size than is scheduled under
this bill, to take effect on the first of the year, would increase the gross
national product by $12 billion next year. There is, thus, a general feel-
ing that a tax reduction will stimulate and strengthen the economy.

The CHAIRMAN. Let's take the $49 reduction-that is about 15 cents
a day, isn't it?

Secretary DILLON. Yes.
The CHAIRMAN. In that group, I imagine, there are a great many.

It is on the earnings of up to $3,000.
Secretary DILLON. No; the bigger number of people are in a slightly

higher area. The average wage in manufacturing falls somewhere be-
tween $5,000 and $10,000.

The CHAIRMAN. $2 a year is the average of all the taxpayers, that is
what they would get. And I am concerned about this change of policy
on the part of the administration.

Now, on January 30, 1961, the President said:
It is my current intention to advocate a program of expenditures which, includ-

ing revenues from a stimulation of the economy, will not of and by themselves
unbalance the budget.

At that time, he was a budget balancing man.
Then he said, when he presented his budget with a $500 million

surplus. He was very proud of that, and he said:
The administrative budget for 1963 shows a modest surplus of $500 million.

Under the present economic circumstances, a modest surplus of the magnitude
projected above is the best national policy, considering all of our needs and
objectives.

That was less than 2 years ago. Now, what has changed to com-
pletely reverse the position of the President

Secretary DILLON. The President has not changed at all in his
views. What happened was that the forecast of the economy on which
that budget was based unfortunately did not turn out to be true.

The rapid increases in economic activity that characterized the third
and fourth quarter of 1961 ceased abruptly on the first of the year
of 1962. We reached a plateau. Our revenues did not increase as we
had expected. Also, as a result, we continued to incur deficits. It
became apparent that some action would be needed to stimulate our
economy to remove this break which had caused recessions every time
we began to look like we were reaching full employment, ever since
the mid-1950's. It was for that reason that we developed this sub-
stantial tax program.

The CHAIRMAN. I want to quote you, Mr. Secretary, too. On Sun-
day, January 21 1962, you answered a question by Lawrence Spivak
on a "Meet the Press" television program, as to how important you
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thought it was going to be for the United States to achieve a balanced
budget in the fiscal year of 1963, which just ended. You replied:

I think it is a very important thing under the present circumstances, because
we are in a period of prosperity where our revenues are high and it is essential
under these circumstances to balance the budget.

Secretary DILLON. That is correct, only I turned out to be wrong,
because the period of prosperity we expected, and thought we were in,
leveled out. It did not increase.

The CHAIRMAN. Do we have less prosperity than we had the day
you made that statement?

Secretary DILLON. We certainly did not continue our expansion at
the rate we had been expanding every month up until the preceding
December. I made that statement in January when it was yet too
early to forsee that the economy was leveling off.

The CHAIRMAN. Is not the stock market considerably higher than
it was then ? That is an index of prosperity ?

Secretary DILLON. No, it is about the same. It may be a couple
of points higher.

The CHAIRMAN. Is that a pretty good index of the prosperity of and
the confidence of the people in the future ?

Secretary DILLON. I think that it is a reasonably good index, but
it deals with prosperity as people see it.

This is all relative. We could be a lot worse off. It is quite correct
that we have done quite well. But we have not done anywhere near
well enough. We have not made a dent in our basic problem of un-
employment. We have not succeeded in increasing profitability and
attracting business investments so as to increase business investment
at the rate that is needed for a continuing, growing, strong economy.
Something further is needed.

The CHAIRMAN. In other words, you anticipate a recession unless
the Congress enacts a tax reduction adding $11 billion to the debt?

Secretary DILLON. I, of course, cannot make a positive prediction
whether, or when, a recession will occur. But certainly, based on
evidence in the past, the length of past recoveries, unless all known
precedents are shattered, we are entering a very delicate phase of this
recovery. Because the average length of recoveries, as I have said,
since the war have been some 32 months. We are 32 months now. The
longest recovery is something like 37 months, which might give us
5 more months.

But unless there is something to break this pattern of cyclical re-
cession that has been broken in Europe by proper tax and fiscal poli-
cies, we in the United States, I am sure, are going to continue in that
pattern and have another downturn which will cost us far more in
the form of deficits than what would be caused by the enactment of
this bill.

The CHAIRMAN. Is that the opinion of the businessmen of this coun-
try, generally, do you think ?

Secretary DILLON. I think many of them feel that and I think that
is why there is such widespread support for enactment of the bill.

The CHAIRMAN. Most of them who have confided to me feel to the
contrary.
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I want to quote another gentleman who is here. He is Prof.
Stanley S. Surrey, Assistant Secretary of the Treasury. Hie made a
speech on October 25, 1962, 2 months after the President first an-
nounced that he was planning a top-to-bottom tax reduction. In that
speech he said, and I quote him directly:

The effectiveness of tax rate reductions will be lost from the short-run point
of view if they are accompanied by matching reductions in expenditures, even
assuming such expenditure reductions where possible, which they are not.

Do you agree with that?
Secretary DILLON. I do not think it is possible to have expenditure

reductions fully match a tax reduction of this type. It would require
us to reduce our expenditures from $92 to $81 billion in 1 year. This
is just not possible as a practical matter, without disrupting our de-
fense and other programs vital to the country. But I do think we can
hold down expenditures, hold them level. And it may be possible to
have some reductions.

I was very interested in a statement made just 3 or 4 days ago on
the floor of the House by the chairman of the House Committee on
Appropriations, in which he reported to the House that the first four
major appropriation bills that have been enacted in this session of
the Congress, including the Defense Department bill, totaled $339
million less than the same bills did last year. I think that is expendi-
ture control.

The CHAIRMAN. Those reductions were not on an expenditure basis,
were they ?

Secretary DILLON. No; but they were the new appropriations and
new obligations--

The CHARIuAN. That does not mean a reduction in expenditures and
supplemental appropriations have to be counted.

Secretary DILLON. It certainly does in the flow of time, because you
cannot spend anything that has not been appropriated. If the ap-
propriations stay level, the rate of expenditure is bound to level out
later.

The CHAIRMAN. That does not necessarily mean that, because you
have unexpended balances as of July 1 of $87 billion.

Secretary DILLON. Yes; I said they will level out later. Expendi-
tures follow appropriations by about 2 years, a year and a half.

The CHAIRMAN. But the money can be spent by the President with-
out any further action of Congress, the unexpended balances already
appropriated, $87 billion.

Secretary DILLON. It can be spent and the Congress has asked him
to spend it, directed him to spend it.

The CHAIRMAN. Well, it can or cannot be spent by the President as
he chooses to do it.

Now, we have a Budget Director. I want to quote him, Mr. Kermit
Gordon. He was quoted as saying to a congressional committee that
a balanced budget would lead to increased unemployment, higher
taxes, and a general economic decline. That was on January 23, 1963.

Now, who is it in the administration that thinks the budget ought
to be balanced ? The Budget Director, does not think so. Mr. Surrey
says it is going to be disastrous.

Secretary DILLON. I know the President thinks we should as soon as
we can get our economy in shape so that we can have adequate revenues
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from an adequately, fully employed economy. That is what he is
working toward and has repeated his pledges many times. That
is the basic policy.

Now, as far as these unexpended balances are concerned, there is a
very real question of the extent to which the President can choose not
to spend amounts which have been appropriated. In effect, this
would involve an item veto; in other words, the right to decide that lie
will not carry out a particular project in a particular area. any time
he so desires. He would have the power which the Congress las
specifically refused to give him, and which was covered very volumi-
nously in the debate on this bill in the House.

He does not have that authority. At least, no President has ever
felt lie has that authority.

The CHAIRMAN. Do you approve of the reductions made by the
House in the appropriations?

Secretary DILLON. In the appropriations to date?
The CAIRMrn N. Yes.
Secretary I)LLON. Well, I think the committees looked at these

bills very carefully and they decided this was adequate.
I am sure that they are responsible people.
The CnAIRIANAN. Do you agree with the President when he de-

nounced the House of Representatives, chastised them, said:
The action of the House today in drastically cutting the mutal security au-

thorization is unprecedented, unwarranted, and unwise.

Do you agree with that? You said you agreed with the President.
I wondered-

Secretary DILLON. I would like to point out that that action was
taken on the floor of the House, and involved an authorization, not
an appropriation. It was an overruling of a recommendation of a
committee which had spent months stud ing the matter, and which
had substantially reduced the President's requests. The House ac-
tion took place before the Appropriations Committees had a chance
to look at the bill. I would think it would have been more orderly
to have allowed that bill to go through as recommended by its com-
mittee and then see what happened on this side. I think this was a
totally arbitrary action.

The CHAIRMAN. You said a few minutes ago you approved of what
the House had done. Now you do not approve of it.

Secretary DILLON. This was not an appropriation.
The CHAIRMAN. You approved of the fact that the President chas-

tised the House of Representatives, which has equal responsibility
with the President. It is a very unusual thing.

Secretary DILLON. I do not think it is up to me to approve or dis-
approve of that, and I do not think I should comment on that.

The CHAIRMAN. All right.
I promised another Senator to give him a chance to ask you a few

questions.
I have just one more.
The temporary debt limitation expires November 30. What increase

are you going to ask?
Secretary DILLON. Sir?
The CHAIRMAN. What increase in the debt limitation are you going

to ask on November 30, when it expires?
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Secretary DILLON. Well, we haven't had to reach a decision on that,
although we will very soon. I would say that one way-there has
been talk originally of something like $320 billion. Obviously, that
is not necessary. However, during the period from the 1st of June
last to the 15th of June, with at that time a modest cash balance, a
minimum cash balance-it filled up later, but at that time it was a
minimum balance, we were running at about $306 billion. Now, if
we have a $9 billion deficit, $9 billion on top of $306 billion comes
to 315. So it is pretty difficult to see how we can get by. That leaves
no allowance for errors in computing. I would think something in that
general area would be right. We have not made any definite decision.

The CHAIRMAN. Would you ask for an increase in a debt limit to
cover the loss of a tax bill that had not then been passed?

Secretary DILLON. We would request, as we always do, a debt limit
which would include a certain amount of flexibility for errors in
judgment, for things that might develop. Now, if one wanted to say
so, that could be said to include the reduction in the tax bill. The
tax bill, if it becomes effective the 1st of January, would produce a
net revenue cost of $1 billion-eight, or approximately $2 billion of that
debt total.

The CHAIRMAN. In other words, you would ask for it up to Jan-
uary 1, is that it, and you would not ask for an increase in the debt
limit to take care of a tax reduction that had not at that time been
enacted by the Congress?

Secretary DILLON. I think we would ask for a debt limit-because
we do not want to make the Congress act twice again next year on the
debt limit. We would hope that that could be kept down to the one
time. We would try to ask for a debt limit that could reasonably
carry us through June 30, whether one said we would put in the 1.8
billion for the tax cut and a small, extra amount for a contingency.
Or one could look at it and say we put in a larger amount for contin-
gencies and one of the contingencies was the possibility of a tax cut.

The CHARMAN. Then you will ask for an increase in the debt limit
sufficient to take care of the loss from the tax cut?

Secretary DILLON. That is right.
The CHAIRMAN. Although the tax cut has not been enacted by Con-

gress? You will do that?
Secretary DILLON. That is the figure we would submit.
The CHAIRMAN. You have been in office since January 1961. How

many times have you asked for an increase in the debt limit?
Secretary DILLON. It is many times. This year, only once so far.

I asked for it to be continued once, so we had to have two laws. But
one of them was only a continuation.

The CHAIRMAN. How much has the debt limit been increased during
your term of office?

Secretary DILLON. It is now $309 billion. I think it was $293
billion when I first came into office.

The CHAIRMAN. How much has the actual debt been increased?
Secretary DILLON. Actual debt about $15 billion.
The CHAIRMAN. Senator Long.
Senator LONG. Mr. Secretary, I have read your statement. I think

I agree with about 90 percent of what you had to say.
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As you know, I personally tried to urge upon this administration
that we should have both a reduction in the level of interest as well as
a tax cut. I have had no success in the first part because you people
have felt that a reduction in the level of interest rates would entail
a number of other problems which you are not prepared to undertake
at this time.

Now, if I understand it, your basic argument is that without a tax
cut, we risk a recession and that with a recession, our deficit will be
much greater than anything projected here in this statement.

Secretary DILLON. That is correct.
Senator LONG. In other words, if we so led this Nation that we

have a large amount of persons and plants unemployed next year, we
will have a recession far beyond anything anticipated here and we
hope to avoid that by this tax cut.

If there were no recession, you would still hope to have a more full
en )loyment of persons and productive facilities next year.

Secretary DILLON. That is correct. I am not prophesying the exact
lime of a recession; it could be next year or the year after. But we
certainly could get one and I think we are reaching the critical stage
now where it might well come next year if we do not have the tax cut.

Senator LONG. Right.
Now, Mr. Secretary, I personally favor tax reduction that helps all

hardship cases with regard to taxpayers. So far, I think that there
has been a reluctance on the part of Congress to give tax reduction
of any substantial amount in the upper income brackets, notwith-
standing the fact that those people are paying very nearly confiscatory
taxes. Just looking at the tables here, for example, if a person actu-
ally pays taxes on $100,000 of income that he makes nowadays, he pays
$67,320 in taxes. That leaves him $32,600. If he pays taxes on
$200,000 of income, he will keep $43,180 and he will pay $156,800 in
taxes.

If he makes an additional $300,000 and pays taxes on it, he would
retain $27,000 out of that $300,000.

Now, I think that you and I know that most people who make a
lot of money, if they are able to anticipate that they are going to make
it, are going to go to a tax lawyer or a good tax accounting firm-I
could name a number of them but I shall not for fear I might ignore
somebody-and they would advise him of a number of things he could
do to keep his tax liabilities low.

For example, he could invest money in tax-exempt securities. He
could invest it in State or municipal bonds or subdivisions and agen-
cies.

He could set himself up as a private foundation and make contribu-
tions to that private foundation and deduct amounts that he put into
that.

He could set up a number of corporations with a qualified pension
and profit sharing plan on which he would pay no tax on the amount
Shat was contributed for his benefit.

He could benefit from trust income accumulated for his advantage.
-He could benefit from interest paid on indebtedness for property that

was owned for personal use.
He could engage in a number of transactions where he would have

an interest expense and where the income would be taxed only for
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half, and that half at 50 percent, which works out to an overall tax
of 25 percent for his profit, with a complete deduction for the interest
expense that might finance that capital transaction.

He could go in the oil business and drill a bunch of wells and take
the intangible drilling costs for a deduction, which oftentimes works
out to as much as 80 percent.

He would have the advantage of percentage depletion in that in-
dustry as well as a lot of others.

Now, I have discussed with you on occasion the possibility of pro-
viding an alternate method where a taxpayer could waive the benefit
of all of these proposals, all of these tax avoidance measures, as well
as a number of others, and thereby be taxed at a more reasonable rate
on a lot more income.

I would like to ask you if you believe that the Treasury could look
with favor on some such proposal along that line, to give a tax deduc-
tion at a lower rate to a person who would elect to pay taxes on
practically all of his income.

Secretary DILLON. There has always been a great deal of attraction
from the point of view of simplicity, Senator, to a tax on gross in-
come, which is more or less, I imagine, what you are talking about.
There was some discussion of this in committee, the Ways and Means
Committee, on the possibility of providing such a scheme.

The great difficulty we found there was a difficulty, if it went all
the way up and down the line, of estimating what the revenues would
be and what the actual loss of revenue would be. We do not have
all the necessary information. For instance, we do not know what the
holdings of individuals are in the form of State and local bonds carry-
ing tax-exempt interest. If they had the option of choosing a method
which would require the inclusion of that interest income, we would
increase their income. However, we do not know how much. We
were not able to make a recommendation or come to any conclusion
at that time for the House.

If there is any way in which progress can be made here, with a
minimum of revenue cost to the Government, I think it is something
that we, and I would think all tax lawyers who work with this com-
plicated code, would welcome as a first step to simplify drastically
our tax code. I believe major simplification can only be accomplished
through an optional alternative rather than through a direct abolish-
ing of all the various special privileges which are presently in the
code. I think experience has led to the conclusion that that latter
alternative is not practical. If you have an optional alternative, we
will be glad to study it carefully and report upon it fully later.

Senator LoNG. As I understand the previous statement you made
in here about this subject, you feel that to go into this field carries the
danger of a very serious miscalculation if you try to extend it all the
way up and down the entire gamut of the rate.

Because, in the middle income brackets, a miscalculation or perhaps
a loophole that you had not thought of at the time that you recom-
mended it could perhaps lead to a loss of billions of dollars.

Would you be willing to consider exploring the possibilities of try-
ing this system with regard to those who are paying in brackets of
40 percent and above?
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Secretary DILLON. Well, I think if you can find some method of
minimizing the revenue impact, we will be glad to study it. I think
it might be a worthwhile experiment, based on the fundamental idea,
which I assume to be your idea, Senator, that if the option woi'ked
in those higher brackets, it might provide a mechanism as we learned
more about how it worked, to extend it throughout the income scale so
that all taxpayers could have this alternative.

Senator LONG. Mr. Secretary, your Department has provided, me
with a number of interesting studies. For example, here are two tax-
payers with a gross income of better than $300,000. One of them paid
71 percent of his income in taxes. The other paid 4 percent. I be-
lieve I have another study here where two taxpayers, one with $1,280,-
000, almost $1.3 million, paid taxes that amounted to two-tenths of
1 percent of his gross income, while the other, with $600,000, roughly,
paid 75 percent. I would like to ask you if equity does not favor
doing something for the taxpayer who, instead of going out at the
first of the year and planning this thing, to set up a foundation and
put his taxable income into a foundation, and setting up a lot of
owner-manager corporations and buying stock with borrowed money
in growth corporations, which would increase in value subject to
eventual capital gains, that we rather try to provide an acceptable
alternative to a person so he will not feel this pressure of coming to
Congress and asking for additional special advantages, and so he will
be tempted to go aliead and make the money that lie would earn and
pay taxes on it as ordinary income?

Secretary DILLON. The average tax rate of the very high income
people, who have incomes of several hundred thousand dollars and
up, is under 50 percent. This is the result of the various measures
th.t are used to avoid the payment of excessively high tax rates, and
it is one reason for reducing the high rate from 91 percent down to
something that is more normal. People will hopefully devote their
time to their business rather than to reducing taxes.

And I would think anything in the general order of limiting the
tax rate to 50 percent at the top could be worked out without any
substantial loss in revenue. I do not think it is worth substantially
losing revenue for it at this time. But I think it probably could be
worked out that way. It might be a good example, because there has
been so much talk and so much desire among the accountants, tax
lawyers, the American Bar Association, and the tax institutes of find-
ing a method to simplify the tax code.

Senator LoNG. Did it occur to you that if we do do something of
this sot, it might reduce the pressure, hoth on you and on us, for all
sorts of rulings and changes in the law such as many I have seen here,
to provide additional special advantages to taxpayers who complain
they are being crucified by confiscatory tax rates?

Secretary DILLON. It might very likely, yes. I think it would,
Senator.

Senator LONG. Thank you very much, Mr. Chairman.
The CHAIRMAN. Mr. Secretary, I want to put into the record a

statement from the staff as to the increases in taxes on various items.
If you have any objection or criticism of it, I will be glad for you to
insert your statement in the record. They show that the increase
in taxes is something over a billion and a half, I believe.

24-532-03-pt. 1--1
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(The document referred to follows:)
OCTOBEB 14, 1963.

Hon. HARIY F. BYRD,
U.S. Senate, Washington, D.C.

DEAR SENATOR BYRD: In the briefing session of October 10, you asked for a
list of the structural changes in the bill under consideration which might in-
crease an individual's tax. These together with their estimated revenue impact
in a full year of liability are as follows:

1. Repeal of dividend credit and doubling of dividend exolusion.-The 4-percent
dividend received credit is reduced by the bill to 2 percent for 1904, and re-
pealed for subsequent years. The $50 dividend exclusion is increased to $100
(usually $200 in the case of married couples) for 1964 and subsequent years.
This is expected to increase revenues by $300 million.

2. Group term insurance.-The bill limits the employee exclusion for pre-
miums on group term insurance furnished through the employer to premiums
paid for the first $30,000 of coverage; it also provides a special deduction for
employees who are in effect part of paying someone else's insurance costs in the
case of coverage above $30,000. This is expected to increase revenues by $5
million.

3. Sick pay exclusion.-The bill restricts the sick pay exclusion, of up to $100
weekly to those who are out of work for more than 30 days (and makes the
exclusion available only for the period beyond that time). This is expected to
increase revenues by $110 million.

4. Deduction of certain State and local taxes.-The bill denies a deduction
in computing income subject to Federal tax for State and local taxes other
than property, income, and general sales taxes (the principal taxes for which
a deduction is denied are gasoline, auto license, alcoholic beverage, cigarette,
and selected excise taxes). This is expected to increase revenues by $520
million.

5. Casualty loss deduction.-The deduction for personal casualty and theft
losses is limited to the amount in excess of $100 per loss (similar to $100 deduc-
tible insurance). This is expected to increase revenues by $50 million.

6. Charitable contribution deduction.-The bill denies charitable contribu-
tion deductions for future interests in tangible personal property until the gifts
are completed except where the property is retained for the life or lives of the
donor or donors. This is expected to increase revenues by a negligible amount.

7. Bank loan insurance.-An interest deduction is denied for amounts borrowed
under a systematic plan to pay premiums on life insurance (certain exceptions
are provided). This is expected to increase revenues by $5 million.

8. Personal holding companies.-The tax treatment of personal holding com-
panies is made considerably more restrictive. For example, the percentage of
passive income which may result in a company being classified as a personal
holding company is reduced from 80 to 60 percent and amendments are made so
that the tax cannot be avoided by using rental or oil or gas or mineral royalties
(or working interests) to shelter substantial amounts of investment income, such
as dividends and interest, from the personal holding company tax. A number of
other restrictive amendments are also made. On the other hand, relief is pro-
vided for those companies which are not now personal holding companies, but
which would be under the new definitions. This is expected to increase reve-
nues by $15 million.

9. Aggregation of oil and gas properties.-For the future, oil and gas leases
or acquisitions are no longer to be aggregated in determining what constitutes a
property for purposes of computing the percentage depletion deduction. This is
expected to increase revenues by $40 million.

10. Multiple surtaw exemptions.-For corporations where there is common
control to the extent of 80 percent or more, the corporations involved generally
are limited to one $25,000 surtax exemption for the group or alternatively re-
quired to pay a special tax of 6 percent on the first $25,000 of their income. No
penalty tax is imposed where a consolidated return is filed for the group. This
is expected to increase revenues by $35 million.

11. Interest on certain deferred payments.-Where property is sold on an in-
stallment basis and either no, or very low interest is charged on the install-
ments, the bill provides that an appropriate amount of each installment is to be
treated as if it were an interest payment. This is expected to increase revenues
by a negligible amount.
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12. Reimbursed medical expenses.-The bill includes in gross income reim-
bursed medical expenses to the extent the reimbursement exceeds the actual medi-
cal expenses incurred with respect to the illness or accident. This is expected
to increase revenues by a negligible amount.

13. Stock options.-The present tax treatment of employee stock options is
further restricted, the principal additional restrictions being that (a) the stock
when acquired must be held for 3 years or more; (b) the option must not be for
a period of more than 5 years; (c) the option price must at least equal the market
price of the stock when issued; (d) stockholders' approval for the options must
be obtained; and (e) the extent to which new options may be exercised when the
old options are outstanding is restricted. Separate tax treatment is provided for
employee stock purchase plans which are available to all employees on an non-
discriminatory basis under rules which are substantially the same as under
present law. This is expected to increase revenues by a negligible amount.

14. Sale or exchange of depreciable real estate.-In the case of real estate sold
at a gain in the future, depreciation deductions, generally to the extent these
deductions exceed depreciation allowable under the "straight line" method (to
the extent of the gain), will be treated by the bill as giving rise to ordinary in-
come. However, in the case of property held more than 20 months the amount
treated as ordinary income will be reduced by 1 percent for each month of hold-
ing over 20, with the result that no amount will be treated as ordinary income
in the case of real property held more than 10 years. For the fiscal year 1965,
this provision is expected to result in a revenue gain of less than $2.5 million
but in subsequent years when the provision becomes fully effective it is antici-
pated that it will result in revenue gain of approximately $15 million.

Sincerely yours,
COLIN F. STAM,

Chief of Staff, Joint Committee on Internal Revenue Taxation.

The CAIR.AnMxN. I also want to insert in the record a statement from
t he Joint Committee as to how much the average reduction will be.

(The document referred to follows:)

Estimated average annual tax reduction per individual income taxpayer 1 under
H.R. 8363 when fully effective-By adjusted gross income class

Average annual
Adjusted gross income class: tax reduction 2

0 to $3,000------------------------------------------ $49
$3,000 to $5,000 -- -------------- ---- -- 67
$5,000 to $10,000---------------------------------- ---- - 90
$10,000 to $20,000------------------------------------ ------ 165
$20,000 to $50,000---- --- ----------------------------------- 560
$50,000 and over -------------------------------------- - 2,194

All taxpayers-- ------- ------------------------------- 110
T Joint returns counted as 2 taxpayers.

2 Including capital gains without induced effects; and before feedback.
Source: Staff of the Joint Committee on Internal Revenue Taxation, Oct. 14, 1963.

The CIAIRM:AN. If you have any criticism to make of those two
statements, the chairman will be glad to insert it in the record.

(After reviewing the table submitted by the chairman, Secretary
Dillon subsequently made the following statement:)

When Chairman Byrd was interrogating me, he submitted a table for the
record, and asked our comments on it, and it was a table which indicated the
size of the reduction per taxpayer in these various brackets.

We have looked at that calculation and we discovered that in arriving at it,
the calculation which was prepared by the committee's staff was not based per
taxpayer but took a joint return, which is one taxpayer, and counted it auto-
matically as two taxpayers, and therefore it came up with some figures that
were smaller than if you figured a husband who was working and is the tax-
payer, and happens to be married and has a wife, he is one taxpayer.
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If you take all taxpayers, the reductions are somewhat larger, and I think
that since Chairman Byrd asked me to comment on that, I would like to submit
this table for the record, which shows his table and the other table is submitted
per taxpayer. The differences are not tremendous, but they are different. I
think they ought to go in the record at the place where he asked me to make a
comment.

Senator SMATIHERS. Without objection we will make that a part
of the record.

Secretary D)ILLON. Thank you.
(The documents referred to follow :)

Estimated average annual t tax reduction per taxpayer under H.R. 8363 i when
fully effective, by adjusted gross income class

Tax reduc-
Adjusted gross Income class (in thousands of dollars) tion (joint Tax reduc-

committee tlon 2
calculation)'

0 to 3........................................................................ ----------------------------------------------------------- $49 $57
3 to 5-------------------------------------------------------------........................................................................ 67 100
5 to 10..------------------------------------------------------------.................................................................. 0 159
10 to 20..................................................................... 165 312
20 to 50-----.....-------..............----------------------------------------------....... 660 1,020
50 and over..-------..-----------------------------------------------............................................... 2,184 2,625

All taxpayers ........................................................ -110 174

1 As estimated by Joint Committee on Internal Revenue Taxation (Oct. 14, 1963) and shown in table
which treats joint returns as 2 taxpayers. Table is labeled "Estimated Average Annual Tax Reduction
Per Individual Income Taxpayer."

2 Excluding capital gains; joint returns counted as 1 taxpayer.

Source: Office of the Secretary of the Treasury, Office of Tax Analysis, Oct. 17, 1963.

The CHAIRMAN. Senator Williams?
Senator SMATHERS. I will be very happy to proceed if the Senator

from Delaware is not yet ready.
I have just a few questions.
Senator WILIA, Is. I am ready. I just thought it would be easier

if we could finish while we are at it. I did not think we had time to
finish today so if you can finish now-

Senator SMATHERS. I will be glad to finish my questioning within
the next 10 minutes.

SMr. Secretary, I think it is well to get on the record, do you favor a
balanced budget or do you not ?

Secretary DILLON. 1 certainly favor a balanced budget.
Senator SrMATHERS. Do you think the President of the United States

favors a balanced budget?
Secretary DILLON. I know he does.
Senator SMATHERS. Do you foresee any way that we will be able to

balance this budget except in the manner which you have recom-
mended, which is to have a tax-reduction bill?

Secretary DILLON. I think this is the best and surest way to do it,
because we tried hard, not only in this administration but past admin-
istrations, and the results have not been good. They have succeeded
occasionally in having a bare balance or a very small surplus and the
result then has been that we have been thrown into a substantial reces-
sion with deficits that are far larger than anything that is expected
under this bill.
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Senator SMrATHERs. Is it your observation that most of the business-
men for whom you have respect and most of the economists that you
know and for whom you have respect recommend this as the only
method, this tax reduction as at least the best method of achieving a
balanced budget?

Secretary DILLON. It certainly is. This has been a very remarkable
thing, the growth of this consensus. I think it was a rather new thing
when it was discussed first last January or February. But certainly,
the business community, as I know it, has come to substantially sup-
port this method, this way of operating to achieve our objective of a
balanced budget in the future and certainly, the great majority of
economists, both here and abroad, feel this same way.

It is very interesting that at the session of the International Mone-
tary Fund 2 weeks ago, where we had a chance to talk with finance
ministers and central bankers of Europe, who were conservative men,
it was the unanimous opinion of these gentlemen that this was the
right and conservative course to follow.

Senator SMATHERS. Now, Mr. Secretary, do you know offhand how
many years in the last 20 or 25 years that we have had deficits, un-
balanced budgets? Do you recollect?

Secretary DILLON. I do not recollect that exact figure. But we have
probably had five or six surpluses.

Senator SMATHERS. There has been reference made to Arthur Burns
as an economist. Do you recollect that in 1958, I think it was; the
chairman has pointed out that you were then a part of that admin-
istration, whether or not the Secretary of the Treasury had predicted
a $500 million surplus?

Secretary DILLON. Well, there was a prediction in the budget
message of a $500 million surplus for fiscal 1959. It was submitted
in January of 1958. The Secretary of the Treasury submitted the
revenue estimates and the Budget Director the expenditure estimates.

Senator SMATHERS. And how far off was the actual fact from the
prediction, do you recall?

Secretary DILLON. In total, it was some $13 billion off. The rev-
enues were about $61/2 billion less than expected because of the reces-
sion. The Congress and administration acted to alleviate the effect of
this recession, particularly on unemployment, by increasing expendi-
tures in 18 months by $61/2 billion. That made the total of $13 billion
deficit.

Senator SMATHERS. Would that not indicate that possibly economist
Arthur Burns' statement that there would be no balanced budget
under this proposal until 1972, that that, too, might be subject to some
error?

Secretary DILLON. Well, yes. I said I think he made an erroneous
assumption when he took the assumption of an annual $5 billion in-
crease in expenditures.

I have talked with him about it, and he frankly recognizes that if
you take a smaller increase in expenditures of, say, $22 billion on an
average, which is a figure that I take because this is what, in his final
report as Budget Director, Mr. Maurice Stans said he felt was the
annual built-in increase because of population increases and factors
of that nature. If you took that assumption, Arthur Burns readily
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recognizes that the time of balance would be much earlier than he
had prognosticated in his figures.

Senator SMATHERB. Now, Mr. Secretary, if we have a recession in
the next year or so without a tax reduction, what would you expect the
deficit to be? How high could it conceivably go?

Secretary DmLON. Well, that is a difficult question to answer. But
if we follow the antirecessionary program of 1959, and the same thing
happened as happened in 1959, where revenues fell by $6 billion and
we added $6 billion of expenditures, the deficit would be up in the area
of between $15 tad $20 billion.

Senator SMATHERS. Mr. Secretary, we have heard some complaints
about cutting taxes at a time when Government spending is high.
What is the record in this administration on spending by the Govern-
ment since it took office, with respect to nondefense spending ?

Secretary DILLON. The record with respect to nondefense spending
is very good. Our nondefense spending has actually increased less
in the 3 years 1961-64 than the nondefense spending increased in the
preceding 3-year period 1958-61. I am including in the defense cate-
gory the space budget, which has gone up very rapidly.

But excluding those two categories, all other expenditures of the
Government have increased less rapidly than they did before. One
rather notable example was brought to my attention just the other day
by the Budget Director who will be able to testify in more detail if
you want. He told me that he had just received figures on general
'Government employment to the end of August. They showed that in
regular Government employment, the total increase in the 12 months
ended last August 31 was 78 people. In other words, civilian employ-
ment has been held absolutely level.

I think that is expenditure control in action.
Senator SMATHERS. Now, it is your understanding of the Presi-

dent's position that the administration expects to hold down Govern-
ment spending wherever and whenever possible?

Secretary DILLON. Yes; the President has a very strict program on
personnel in particular, expenditure ceilings on new personnel. Let's
take the example of what has been done in the Defense Department.
Althought their appropriations have gone up, because we have bought
a tremendous amount more of defense, nevertheless they made some
very substantial savings in their methods of .- erations amounting to
billions of dollars evidenced by the reports of secretary McNamara.

Senator SMATHERS. Mr. Secretary, we h: ive heard a good deal in the

past couple of weeks about different ways 'if -ouparing the tax reduc-
tion that goes to different income levels.

The ratio of tax reduction to tax, the ratio to income after tax, and
various other methods. I find this situation a little bit confusing.
What, in your judgment, is the most accurate way or method of com-
putation to determine who gets, in fact, the savings under this tax bill ?

Secretary DILLON. Well, I think if you are talking about tax reduc-
tion, which the President has been talking about over the past year,
the way to look at it is to look at the dollar amount of tax reduction,
and what percentage there is of reduction in taxpayments.

There are, of course, ways one may look at it other than from the
viewpoint of tax reduction. Thus, there is no doubt that a man who
pays very little in taxes out of his total income will not receive a very

t
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big addition to take-home pay from tax reduction. He would not
have much addition in take-home pay if he paid no taxes at all.

On the other hand, if you are going to reduce the rate structure in
our highly progressive rate system, going up to 91 percent, it is bound
to be that anyone who actually pays a high rate like that, will get a
relatively large addition to after tax income if you reduce his tax
from 90 to 80 percent, what he has left if he were actually paying 90
percent, is twice as much. In this case it would double. Although
that is a perfectly valid computation, I do not think it is a computa-
tion that deals with tax reduction.

I think the logical computation is to show the percentage reduction
in tax, because that is what we are talking about, reduction across
the board of tax rates.

Senator SMAT'IIERs. According to your statement, that the highest
percentage of reduction actually goes to those in the lowest income
groups?

Secretary DILLON. Yes; on table 4 of my statement, it shows that
those with adjusted gross incomes of under $3,000 get an average
reduction in their tax, which is a very small tax, but they get an
average reduction of 38.3 percent, whereas those with $50,000 and over
of adjusted gross income get an average reduction of 12.6 percent.

So they get a smaller reduction in their percentage, but they get
more actual tax saving because there are fewer of them.

Senator SM3ATHERS. Now, Mr. Secretary in your statement, there
was a section that small businessmen will benefit under the pending
bill. I read the section but you had skipped over it in your presenta-
tion this morning. I would like to ask you a question with respect
to this small business section.

The four-point cut in the overall corporate tax is well and good to
help the bigger companies, but will this bill actually have much of an
impact on helping the small business in our economy?

Secretary DILLON. Yes. I think it will have a very real impact, be-
cause by reducing the normal rate from its present 30 to 22 percent in
small business-that is,.business with a $25 000 income, in that area,
will have a reduction in its taxes of nearly 27 percent, over 26 percent,
which is very substantial.

They need this very much. This has been something that all stu-
dents of the small business area have worked for and wanted and felt
was fair for a long time. And certainly, this is very heavily supported
by all the small business organizations for that reason. It will ac-
tually-their earnings are again not very big, so when you talk in
millions of dollars, it will not be anything compared to the tax reduc-
tion that the very big corporation gets with its 4 percent. But it will
about double the amount of tax reduction going to small business over
what they would get with a strictly proportional cut.

Senator SMATHERS. Mr. Secretary, in my State, I have a number
of people who are elderly and retired and have for their income only
interest and dividends. Will they be adversely affected by this bill
with its provision providing for the repeal of the dividend credit?

Secretary DILLON. I do not think any of them would be adversely
affected at all. In fact, I am sure they would not. There has been
some discussion of this, so I would like to make the point. What has
been talked about are retired individuals who have no source of income
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other than dividends, and with retirement income credits. A married
couple in this category would have to have about $200,000 in stock
holdings before becoming subject to tax at all under the House bill.
In terms of income, they would not be subject to tax liability unless
their dividend income exceeded $6,250. At the average current rate
of return on stocks, taken from Standard & Poor's average yield on
500 stocks of 3.2 percent, they would have to have stock holdings worth
$195,000.

If an elderly couple has a higher, a larger amount of stock hold-
ings, say $250,000 worth of stock, and gets $8,000 worth of income
from it they would under present law have to pay $156 of tax, pro-
vided they can claim the maximum retirement income credit, both of
them.

If they could not, they would pay more.
Under the House bill, the tax on the same dividend income of $8,000,

would go up to $281, which from $156 would be an increase of $125.
Some people have concluded from this that a few people with consid-
erable stock holdings within this area would actually pay more under
this bill. However, such a conclusion fails to take into account the cor-
porate rate reduction under the House bill.

The corporate rate reduction will increase corporation after-tax
income by 81/3 percent. Undoubtedly, corporations will pass a por-
tion of that increased profit on to their stockholders, which are the
owners of the corporation. If corporations pass through the same per-
centage of the increase that they are paying now in dividends, this
same elderly couple we have been talking about would wind up with
after-tax income of $8,720, or some $900 more than they have under
the present law, so they would be very, very much better off.

You can take a more conservative estimate of the amount that would
go through, but the after-tax income of this couple would still be
larger than it is now. So I think it is fair to say that no one would
actually be in a worse situation because of the repeal of the dividend
credit.

This only applies to those using the full retirement credit or close
to it. Those under 65 and those over 65 who do not have this credit
would pay less in any event. The problem arises because the dividend
income under present law gives a double benefit first as the dividend
credit and also retirement income for the retirement income credit.

Senator SMATHERS. Thank you, Mr. Secretary.
Now another question. Would a sick pay exclusion affect the in-

come of retired persons by excluding up to $100 of income?
Secretary DILLON. Not at all. That would remain exactly what it

is now. What the House simply did was say that you could not have
the benefit of the sick pay exclusion unless you had been absent from
work for 30 days. Anyone who is disabled or retired because of dis-
ability has obviously been away more than 30 days, so they will
continue just as they are.

Senator SMATHERS. All right, Mr. Secretary.
Now, several of us, in fact, almost everybody in the Senate, has

introduced some kind of a bill to permit older persons of limited means
to sell their residences when they reach retirement age without being
subject to a capital gains tax in the process.

Does this House bill include that provision?
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Secretary DILLON. Yes; this was not one of our original adminis-
tration recommendations, but it was put in by the Ways and Means
Committee.

We accepted the suggestion. There is a provision in the bill which
relieves people 65 years and over of a capital gains tax on houses up
to $20,000 in value. If the house is over $20,000 in value, they get
relief in the proportion of the capital gains the $20,000 bears to the
sale price of the house.

Senator SMATIHElns. The bill as passed by the House would restrict
the application of the new 5-year carryover for charitable contri-
butions made by corporations to those contributions made in the tax-
able year 1964 and subsequent years.

Would the Treasury Department be opposed to allowing the
extended carryover to apply to contributions made in prior years?

Secretary DILLON. No; and it was not thought of in the House.
But since then, we have heard that there was some interest in that.

We see no reason, if the committee wants to do that, to object to that
along the lines of the capital loss carry over provisions of the bill.
We do not think it would add any significant revenue cost.

Senator SMATHERS. Mr. Secretary, the capital gains rate provisions
of the House bill include retaining present law, 50 percent inclusion and
25 percent maximum for so-called statutory capital gains.

When you said in your statement that the capital gains rate provi-
sions of the House bill are unacceptable, does this mean that you are
now asking for a change in present law as to these statutory gains?

Secretary DILLON. No. There has been some misunderstanding
of that. I have tried to make it clear. What I actually said is that
all we are objecting to in the capital gains field is the change in the
inclusion percentage from 50 to 40 and cutoff at 21 percent rather
than 25 percent.

Senator SIMATHERS. Now, Mr. Secretary, the House bill provides
that the new restrictive rules for executive stock options will be ap-
plicable to options elected after June 11, 1963. As you know, the
language of the House.bill was first made public on September 10 of
this year. As 1 read the bill, corporations issuing options during the
past summer are obligated to abide by the new rules before they even
had copies of those rules. Is not that an unreasonable retroactive
application of the rules?

Secretary DILLON. Yes. I think it was an unintentional occurrence.
The House, when they made their decision, which was on June 11, was
under the impression that they would complete their work very rapidly
and have a draft available. As you know, the draft did not become
available until September. What happened was that many companies,
or a number of companies, tried to follow the precepts laid down in the
House bill, because they had been told what they were in general but
not having the complete text, they could not follow it exactly.

So therefore, a number of them made arrangements which are not
quite in accord with what is in the House bill. We would think that
the best way to handle this would be to give any company that issued
options after the June 11 date until January 1, 1965, to revise their
options without any cost to the employee or to themselves to conform
to the bill as it is finally enacted.
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That should give them plenty of time. We do not, on the other hand,
think it would be fair to change that June 11 date entirely. Many
companies tried to follow the spirit of the June 11 decision. A few
others may have made no such attempt. It would seem unfair to give
the benefit to those who made no attempt to follow the desires of the
House of Representatives, over those who did attempt to conform:

But with such an amendment allowing a change to bring these stock
options into accord with whatever Congress finally decides, I think
it would be all right.

Senator SMATIIERS. One last question:
In view of the fact that most economic indicators are good these

days, would you once again just state why you have the feeling of
urgency with respect to the need for the adoption of tax reduction
legislation this year, rather than possibly next February or March,
making it retroactive to January 1, 1964 ?

Secretary DiLoN. In the first place, while I am no economist and
no believer in the infallibility of economic indicators, the facts are
that the economic indicators are not good right now. A number of
those which are supposed to lead general business have leveled out
and dropped down and there is no indication of strength in them at
all. In addition, and my basic reason, is that a number of things that
have maintained the economy have run through their usual cycle. We
have had a very big increase in housing, in construction. And it is
difficult to see this carrying on and increasing any further.

We have had two very excellent automobile years. That is very
important. While I foresee another good one, it is difficult to see a
still better one giving any impetus to the economy.

We have had a very big defense program, which has increased
Government expenditures over the last few years. That has leveled
out now and there will not be the stimulus from that area.

So about the only area that one can look to, that usually comes
along in the later stages of economic upturn to give it continued life,
is renewed and substantially increased investment in plant and equip-
ment. While such investment has increased recently, it has not in-
creased sufficiently to give assurance that we can continue next year
to move ahead at the rate we have been doing this year. In this con-
nection, I think it is vital that we get a tax bill decision promptly.
This is the time of year that businessmen make their decisions for new
investments, decisions which affect next year's action.

I would again just cite the estimates of the business economists, hun-
dreds of them, who met and felt that the economy would continue a
satisfactory level of increase with a tax cut in January, slightly smaller
than the one in this bill. Although I think they were talking of a $4 to
$5 billion reduction while this is a $7 billion reduction, at the same time,
they answered that if there were no cut, they felt that the GNP would
be $12 billion lower. Effectively, we would be at an absolute plateau
in GNP for the latter part of next year, which means recession and
increasing unemployment. Our experience of 1960 would be repeated.

Senator SMATInERS. To ihat specific situation do you refer?
Secretary DILLON. This was the consensus of the National Associa-

tion of Business Economists, economists who work and advise the
banks and business interests throughout the country. It was their
combined opinion made recently in their current annual prediction.
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In effect, what they are saying is that with no tax cut, there will be
a recession next fall.

Senator SMATHERS. Thank you, Mr. Secretary, for your appearance
this morning. A number of Senators, I think, want to question you.
Will you be tree several more days this week ?

Secretary DILLON. I am at your disposal, Mr. Chairman, of course.
The CHAIRMAN. We will meet tomorrow at 10 a.m.
(Whereupon, at 12:35 p.m., the committee recessed, to resume

Wednesday, October 16, 1963, at 10 a.m.)
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WEDNESDAY, OCTOBER 16, 1963

U.S. SENATE,
COMfMlITTEE ON FINANCE,

Tashington, D.C.
The committee met pursuant to notice, at 10 a.m., in room 2221.

New Senate Office Building, Senator Harry F. Byrd (chairman)
presiding.

Present: Senators Byrd (chairman) ; Long of Louisiana; Smathers,
Anderson, Douglas, Gore, Talmadge, McCarthy, Ribicoff, Williams,
Carlson, and Bennett.

Also present: Elizabeth B. Springer, chief clerk.
The CHAIRMAN. The committee will come to order.
The Chair recognizes the Senator from Delaware, Senator Wil-

liams.
Senator WILLIA.M. Mr. Secretary, yesterday in your testimony as

I understand it, with one exception, the provision relating to capital
gains, you were endorsing the provisions of the House bill without any
changes; is that correct?

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
TREASURY--esumed

Secretary DILLON. I was not asking for any other changes, because
of the need, the overwhelming need, to have prompt action on this
tax reduction bill.

Senator WrLLIANrs. Then it is correct to say that with that one ex-
ception, you are recommending that the bill be approved without any
further modification ?

Secretary DILLON. The bill is acceptable to us without any other
modification and we recommend it be approved.

Senator WILLIAMS. Does that mean you are abandoning the pro-
visions which you initially recommended that were not adopted by the
House, the so-called reform measures which were originally a part of
the President's recommendations?

Secretary DILLON. It means that these recommendations, a great
many of them, are already in the bill. With respect to those which
were not adopted after very considerable debate and discussion, and
a showing that there was a substantial disagreement, we feel that they
are matters that would not be likely to be resolved any more rapidly
here. The delay that would be caused by trying to reconsider all of
these would be very bad for the country and for the economy.

We do not in general abandon our feeling that they were proper
recommendations at the time, and appropriate revisions to the tax
system.
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But from the point of view of the overriding necessity, as the
President has pointed out, of having a tax bill enacted at this session,
we feel that we have to take account of public opinion as shown after
extensive hearings in the other House, so we are prepared to leave
those aside. That is why we are reconinending the bill as it came
from the House. .

Senator WILLIA.MS. Are they being laid aside temporarily or per-
manently or will you be back in next year asking for the enactment
of those same recommendations?

Secretary DILLON. There has been no decision as to what would
be done next year in view of the fact that there will be a general elec-
tion next year. There is the general feeling that it would not be
possible to have as heavy a legislative schedule, so I doubt if we
would come back next year with any major tax legislation after we
got. finished with this bill.

Senator WILLrMs. Then do we understand that those controversial
provisions are going .to be carried over and brought back after the
election is out of the way?

Secretary DILLON. The bulk of them are provisions that would be
improvements in the tax system.

I think one or two of them we have changed our mind on, the 5-
percent floor in particular. I don't think we would come back with
tha; ecommendation again.

Of the rest, a few of them were left out of the bill that are very
valuable. Certainly we think that recommendations in connection
with improving tax treatment of the aged was a substantial advance,
but they were highly complex, and the House largely, because of
lack of time there, put those aside and said, "Let's take them up some
other time," and I think there might very well be a time when we
would recommend improving the tax treatment of the aged again,
because I think they deserve it.

Senator WILLIAMS. It still boils down to the point that the House
pretty much approved the provisions which were rather popular, and
they will be enacted if the administration is successful prior to the
election. After the election are we to assume that you will recon-
sider then those which were more controversial?

Secretary DILLON. I don't think that the House approved things
that were just popular. I think they took some hard decisions, and
that the decisions they did take represent a substantial advance.

After all, revenue raising reforms or structural changes in the
individual tax system will raise over $1 billion of revenue a year,
and that is far more than has been done in that way as far back as
our history goes in the income tax system.

It is probably more than all the changes put together.
Senator WILLIAM. For the record, would you list those increases

that total this billion dollars or would you rather supply that for
the record?

Secretary DILLON. They are listed clearly in my statement in table
2 of the statement, which shows the rate changes, and then right under
that it says, "Structural changes, A, revenue raising," and it lists each
one and shows how much they raise, so it is already in the record.

Table 2 is attached to my statement of yesterday.
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.- Senator WILLIAMS. Yesterday in addition to your report I am ad-
vised that the chairman put in the record a tabulation that was pre-
pared by the staff which shows about $1.4 billion increases all together.

Since that is already in the record, we will just let that go.
Secretary DILLON. Fine. -
Senator WILLIAMS. You originally asked for more favorable treat-

ment for capital gains, and:in part this was presented as I under-
stand it on the grounds that these provisions would serve as a stimu-
lant to the economy. ' . . :

Now, what has happened in this regard that causes you to think
that the economy, no longer requires stimulation in this regard ? 1
understand you now are recommending the deletion of that provision
which related to capital gains.

:Secretary DILLON. Yes, we are. We still think it would be desirable
to stimulate the economy in the capital gains area the way we ,had
originally recommended. .What we originally. recommended was a
simplification and a modification of the capital gains laws which
would make capital more mobile.

The one element which locks in capital and makes it immobile,
freezes it in now, is the fact of the present treatment of capital gains
at death, where there is no tax paid on the capital gain property that
passes at death, either by the decedent and his estate or by the person
who inherits. Therefore, when a person reaches advanced age, not a
very advanced age but when they reach an age where they can foresee
passing property on to their estate, they are very reluctant and they
often feel they can't afford to sell because they can save 25 percent of
this value by not selling.

Therefore, we had a combination program which would reduce the
rate op capital gains but would increase the holding period from 6
months to a year, which we thought was very logical, because that is
the annual accounting period, and would at the same time tax gains
at death.

The House felt that the taxation at death was not logical because
there wasn't a sale, but they equally said that while there wasn't a
sale, there was no reason to step up the basis and their first decision
almost unanimously agreed that there should be a carryover basis at
death. This would be similar to the present provision in the law for
gifts. So it is not a new idea.

Therefore, on that basis the capital gains would have been taxed at
some point. We felt that was reasonably acceptable and that it would
have provided this unlocking and this stimulus to the economy.

However, with that provision removed from the bill as it is now,
the remaining stimulus to the economy would be very minor from the
change in rates from 50 to 40 percent inclusion, and from 25 to 21
percent, and we think that minor stimulation is far outweighed by
equity considerations in the fact that there has been no change in this
situation allowing complete avoidance of capital gains at death.

So that is the reason for our recommendations.
Senator WILLIAMS. Then as I understand it, you still feel that the

House provision on capital gains would represent some minor stimula-
tion to the economy anyway ?

Secretary DILLON. It would represent a minor stimulation, I would
agree with that, but it is one that we would think would be overbal-
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anced by equity considerations. But certainly there would be more
capital transactions than there would otherwise be, and therefore
capital would flow a little more easily and it would be a minor stimula-
tion. I think it would be minor.

Senator WILLIAMS. What would the revenue effect of the House
provision be?

Secretary DILLON. A combination of the House provision-
Senator WILLIAMS. No. I mean as it was passed by the House. Not

as you recommended it, but as it was passed by the House what would
the revenue effect on the capital gains be?

Secretary DILLON. The revenue effect of that would be varied be-
cause there is the first effect of the reduction in rate which would
lead to a larger amount of selling than normal.

A number of people would take advantage of that and would sell
things that they had not sold before.

Therefore, our estimates-and these are joint estimates by ourselves
and the Joint Committee staff-are that the House bill would increase
revenues by about $210 million in the first year, and increase it by
$80 million in the second year, and thereafter there would be a loss of
revenue from the House bill, and that that loss would gradually in-
crease until it reached its long-run effect, which would be maybe in
5 years or so, and that would be a loss of $140 million a year.

So by setting aside this provision which we are recommending, we
save the Government $140 million a year permanently, but we do give
up an adidtional revenue of $210 million in the first year and $80
million in the second year.

Senator WVILLIAMs. Then do I understand that the administration
is today and will in the future be opposed to any reduction in the
capital gains treatment unless it is accompanied by a tax on unrealized
capital gains at death?

Secretary DILLON. Unless there is some change in the treatment. I
think that a carryover of basis provision can be worked out which
would be perfectly acceptable and which would justify some change
in capital gains treatment generally.

It doesn't necessarily have to be full taxation at death. As long as
there is the certainty that there will be taxation, which a carryover
basis would give, that would be satisfactory, and I think that can be
worked out, because it has worked perfectly well in the gift tax field
for many years now.

Senator WILLIAMS. Lest there be a misunderstanding about such
income being completely tax free at death, is it not true there is already
a tax based on inhertance tax rates of the full value of the security
at the time of death? :What are those rates on estate taxes under
existing law ?

Secretary DILLON. What did you say
Senator WILLIAMS. How high do those inheritance tax rates go

under existing law?
Secretary DILLON. With $10 million estates I think they reach a

height of 77 percent under existing law.
I think that it would be fair to say that while the House laid aside

this provision on the basis that it was overcomplicated, I think there
was also a feeling among many members of the House committee that
the estate tax probably needed a new look at some point, and that it
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might be more reasonable to make this sort of a change of a carryover
basis at death at the time there was a new look at estate tax.

My own feeling is that it is not necessary to wait for that. If that
needs to be done, it should be treated as a separate problem, but I
think there was a very real feeling there and I think that is one of
the reasons that this was deleted from the bill at the last minute.

Senator WILLIAMS. As I understand it, using the example that
you mentioned on the estate of $10 million, it hits the 77-percent
bracket. Now, under the administration proposal they would be
taxed at the 25-percent capital gains rate on their unrealized income
and then the 77 percent would apply on the remainder of the estate
after that tax is paid.

In other words, what you are proposing would be a double tax.
It would be a 25-percent tax and then 77 percent on the remainder
under the administration's proposal; is that correct ?

Secretary DILLON. That was the original proposal. The carry-
over basis would be a different proposal. There would be only the
77-percent tax, and whatever securities were carried over would main-
tain their original basis, increased to allow for the inheritance tax
that had been paid on the appreciation. This would be a similar pro-
vision to that existing in the gift tax area, which has worked very
well.

Senator WILLIAxrs. And yet the argument has been made-I don't
know that you made it, but I saw it appear a time or two-that under
the administration's proposal inheritance taxes would be reduced.
They would be reduced only by virtue of the fact that there would be
another tax put on prior to the computation of the normal inheritance
tax, but the net effect of the combination of the administration's pro-
posal, as I understand it, would represent a substantial increase in
every single instance, and no one would get reductions; is that correct?

Secretary DILLON. I don't think anyone made a claim-if they did
it was wrong-that there would be any reduction in estate tax, in
the total tax that is paid.

The whole point of this is to apply to accumulated gains at death,
the income tax, the capital gains income tax at some point the same
way it is applied to a realized asset.

As you know, if a man now owns a business and sells the business
for cash or for securities, or some other way, at the age of 70, for ex-
ample, he then pays the full capital gains tax on whatever profit he
has and pays a full estate tax if he dies a year later, on what is left.

If he doesn't sell it, no capital giins tax is paid by him or his heirs,
and that whole income tax area is left free.

That is what we were trying to rectify and what we believe should
be rectified.

Senator WILLIAMS. Under the administration's proposal in that
connection was there a cutoff period or was it applicable to all assets
acquired without regard to the dates of acquisition ?

Secretary DILLON. For reasons of simplification, the Hfouse pro-
posal, as it was tentatively accepted; did have a cutoff date of, I think
it was 1951, and assets acquired prior to that would not have been sub-
ject to this provision.

I think the reason for that cutoff period was that they felt that
would take care of many older people who had done their estate plan-

24-582-8--t. 1-17
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ning on the basis of no change. They felt that it would be better to
take some sort of a transitional basis. The transitional basis was ac-
complished by taking that 1951 date, which was an arbitrary date.

Senator WILLIAMS. The administration supported that date as I
understand it.

Secretary DILLON. We accepted it.
Senator WILLIAMS. That is approval. That would have the mathe-

matical effect of exempting all of those who had accumulated fortunes
by buying securities in the prior war years. They would be exempt
from this provision, but all of the young men who are trying to ac-
cumulate estates from here on would be subject to the tax, isn't that
correct?

Secretary DILLON. No.
Senator WILLIAMS. Why not? All of the large estates that have

been accumulated heretofore would all be exempt from such a provi-
sion whereas all of the estates created since 1951, and that may be
created in the future, would be taxed.

That would be the mathematics of it, would it not ?
Secretary DILLON. Not entirely, because it applied to specific se-

curities. I think with all estates there has been a great deal of change
in securities from 1951 on.

In fact, it was our estimate that about half of capital gain apprecia-
tion in securities that presently exists is in securities that were pur-
chased since 1951.

Senator WILLIAMS. If that is true that defeats your argument that
you are trying to tax those securities which normally would not be
taxed otherwise. The large fortunes that have already been accumu-
lated would be exempt.

As I understand it, you claimed that this provision was to get some
form of capital gains tax on those investments which were passed
down from generation to generation without capital gains being paid.

Secretary DLLON. That is correct.
Senator WILLIAMS. Yet those estates were acquired long before thc

1951 regime.
Secretary DILLON. Our recommendation was for no cutoff date, and

we think that that would be a more complete solution and probably a
better solution.

But the House committee thought otherwise and thought they would
simplify the matter by having a cutoff date, and we accepted it because
we thought it was a substantial improvement in the present situation,
but it wasn't everything we wanted.

But legislation is always a question of compromise between the de-
sires in the legislative and recommendations of the executive.

Senator WILLIAMS. Now I want to ask you a question in connection
with the investment credit provision.

What were the approximate benefits to American industry under
the investment credit provisions of the 1962 act?

Secretary DILLON. Reduction in tax turned out to be about $1,100
million.

Senator WILLIAS. $1.1 billion.
Now in passing that provision last year the Senate approved the so-

called Long andmdment which had the mathematical effect over a
long range of cutting that benefit in half, did it not?
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Secretary DILLON. Yes; it cut it roughly in half. Actually, I think
you can figure it out mathematically and take the allowance for inter-
est and things of that nature, it reduced it by 45 percent.

Senator WILLIAMS. Close to half.
Secretary DILLON. Yes.
Senator WILLIAMS. So, therefore, under the House bill I under-

stand with the administration's support, the Long amendment was
repealed, that has the effect of doubling the benefits of the invest-
ment credit, does it not

Secretary DILLON. It would roughly double the benefits. That is
only one of the reasons for the action that the House took, though. The
other other reason, which was very strong, is something which, as I
said yesterday, escaped us in the discussions with the Finance Com-
mittee.

We had looked on it just as simply as you do now, that this amend-
ment passed last year was merely an amendment reducing the value
at something less than half, and naturally we didn't like that but
we thought if that was all we could get that would have to be accept-
able.

But we discovered in the workings of this that it has made the
investment credit far more complex than it needs to be or should be,
because it requires double bookkeeping by practically all companies
where there is a State income tax.

Practically all States-there may be some exceptions, but the ma-
jority of the States do not have the same requirement.

So a company has to set up two sets of books, one with the value
of the asset reduced by 7 percent for depreciation purposes for the
Federal tax system, and a whole different set of books with the value
of the asset at 100 for State purposes, and it has caused all sorts of
difficulties.

It has also caused great difficulties in Government contracting,
where they have been unable to resolve under cost-plus-fixed-fee con-
tracts what the value of these assets really is. For this reason, many
industries and the public accountants have joined together and rec-
ommended strongly that this provision be repealed.

Now we did not make this suggestion. We didn't think it was
proper, after the Congress had made this decision last year, for us to
come in a few months later and say that this decision should be
changed. This thing developed in the Ways and Means Committee
as a result of testimony by many organizations, and evidence that was
developing of the difficulties of handling the credit. So, therefore,
they took this action, and we naturally wholeheartedly support it.

Senator WILLIAMS. This complication and the necessity of dual
bookkeeping as far as the States are concerned may have been a sur-
prise to the Treasury, but it was not a surprise to some of us on the
committee. I called that to the attention of the Treasury Department
at the time we passed the bill. Your State is one that is affected.

Many an industry has to run a dual bookkeeping system. At that
time the Treasury was not too concerned.

I am glad that you have recognized that there is some problem to
this.

But I am not sure it wouldn't have been a better method of correct-
ing it if you repealed it rather than to double it.
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But in approving the doubling of this provision you are doing so
retroactively, which means, does it not, that industry gets this $1.2
billion tax deduction retroactively back to beginning in 1963?

Secretary DILLON. No. What was done-
Senator WITrLLAis. Excuse me a moment.
It is retroactive, isn't it ?
Secretary DInLoN. Yes; but what was done, the House decided to

do this. They were faced with this difficult problem. If they did
not make this retroactive, it would mean that all assets that had been
acquired during this period of 18 months would still require double
bookkeeping for the life of those assets.

This seemed a burden that was unnecessary and unwise. Therefore,
the House decided to make this retroactive. They did not want a
sudden revenue impact as a result of this.

So what they did was to say that the amounts that were deducted
from the depreciation base could be added back into the depreciation
base as of the 1st of July 1963, and then depreciated as they normally
would be over the life of the property, which, over an average of all
manufacturing equipment, is 12 years.

This would only lead to a very gradual recovery of this 7 percent
that had been taken off for bookkeeping purposes.

Now it is not a handing back of $1 billion, because the companies, as
yet, haven't lost that. They had reduced their depreciable base to
$93, so, therefore, their depreciation, if you say a 10-percent rate of
depreciation, was $9.30 instead of $10; so they lost 70 cents of deduc-
tion. That is all they lost in 1 year. That is all we are talking about
adding back on.

Senator WILLIAMS. We are talking about more than 70 cents.
Secretary DILLON. Not on the retroactive part. That is relatively

small.
Senator WILLIAMS. That is right; but we are talking about 7 per-

cent on the retroactive.
Secretary DILLON. Oh, yes.
Senator WILLIAMS. And while they cannot claim a refund of this

tax which has been paid, but over the life of the machinery-
Secretary DILLON. That is right.
Senator WrLLtAM. Which has been bought, each one will get, retro-

actively, the full benefits of this $1,200 million, unless they are fools
enough not to take it.

It is there for them to take, under this bill; isn't that correct?
Secretary DILLON. They can increase their depreciation over the

life of their property by $1,200 million.
Senator WILLIAMS. $1.2 billion, and get that additional benefit

under the tax bill.
Secretary DILLON. That is an increase in the depreciation; yes.
Senator WILLIAMS. That is what I was trying to establish.
Secretary DILLON. Not a decrease in taxes.
Senator WILLIAMS. What?
Secretary DILLON. It is not a decrease in taxes. It is an increase

in depreciation.
Senator WILLIAMS. It is an increase in depreciation which reduces

the tax. Now what is the difference?
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Secretary DILLON. Fifty percent comes off the tax.
Senator WILLIAMS. Yes; but they get the tax benefit of the $1.2

billion. You are doubling the benefits, and I don't want to prolong
this, but the Treasury and the staff and all agree-you double it over
the life of the machinery; they will recover this.

Secretary DILLON. That is right.
Senator WILLIAMS. And it is recovered to the extent of $1.2 billion.
Secretary DILLION. No; not in taxes.
Senator WILLIAMS. No; but it would be a depreciable item.
Secretary DILLON. That is right. If we have a 50-percent tax rate,

and if you increase depreciation by $1 billion, you reduce taxes by only
$500 million, so here, by increasing depreciation by $1 billion roughly,
we are, over a long run, reducing taxes by $500 million.

Senator WILLIAMs. By $500 to $600 million, and doing so retro-
actively. And the bill then will mean that from this day forward
industry can depreciate 114 percent of its cost of procuring these items
of machinery.

Secretary DILLON. No.
Senator WILLIAMS. That is the mathematics of it.
Secretary DILLON. Well, they would get a 7 percent-
Senator WILLIAMS. Figuring the 50-percent tax rate, they get a

7-percent tax credit.
Secretary DILLON. Immediately ?
Senator WILLIAMS. Immediately.
Secretary DILLON. And then they depreciate?
Senator WILLIAMS. That is the equivalent of a 14-percent depreci-

ation, isn't it?
Secretary DILLON. That is right.
Senator WILLIAMS. So the mathematics of it are that under the

House bill as approved by the administration, you will allow industry
to write off 114 percent of the cost of their new machinery.

Secretary DILLON. That would be correct.
Senator WILLIAMS. Under the 1962 act, it provided that regulatory

ratemaking bodies were 'authorized to take this investment credit into
consideration when they were establishing rates.

This was to insure that the benefits of that reduction w.nt to the
consumers.

I understand that while there may have been a controversy, the
Treasury so interpreted the intent of Congress.

Now under the House bill, as I read it not only are these tax bene-
fits doubled, but also the administration has approved another change
in the policy, and these benefits under this bill will no longer be passed
through to the consumer. Now, is that correct ?

Secretary DILLON. No.
Senator WILLIAMs. Are they passed through to the consumer man-

datorily, as they were under the old law ?
Secretary DILLON. No. As we understand it, they were not passed

through to the consumer mandatorily under the old tax either. Our
understanding was that we passed a tax bill and then the matter was
left to the regulatory agencies as to how they would treat this thing
in each case.
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There were some problems which developed which were really
regulatory problems, and there was a feeling among certain industries,
particularly regulated utility industries of one kind or another, that
the regulatory agencies were not interpreting the law the way the
Congress and the conference committee had decided that it should be.
We felt that this was not a matter for us.

The Ways and Means Committee made this change, which they felt
was not a change in the original intent of the law. Maybe they are
wrong,, but their understanding is that what they have written in here
is what the original decision was in the conference committee. What
they do is they have made, here, a differentiation between those regu-
lated utility companies that Congress gave a 7-percent credit to, and
those that Congress gave a three and a half percent credit to.

The ones that they gave the 7-percent credit to are, in effect, the
railroad industry.

Senator WILLAMS. And pipelines.
Secretary Dh,rLN. And pipelines; those two.
Senator WILLIAMS. Yes.
Secretary DIu~ON. And in the case of both of those, the House felt

that the Congress, by differentiating, meant them to be treated dif-
ferently, and meant that these were not to be passed through to the
consumer.

The House so stated it in this amendment.
Now for the rest of the other items, as I understand it they will

be passed through and spread over the life of the property to three
and a half-

Senator WILLIAMS. To simplify the point though, under the exist-
ing law these ratemaking agencies in the case of the railroads and the
pipelines are interpreting the law to mean that it must be passed
through, and they are taking this into consideration when they make
the rates; and that is the reason as I understand it for the House
language.

Secretary DmIoN. I don't know what has been done by the rail-
roads, but, as I understand it, there has been no decision by any
of the ratemaking agencies on just how they were going to do this; they
have cases under consideration, and have been taking a lot of evi-
dence. I do not believe they have yet reached a decision, but certainly
there were some thoughts that they would do what you say.

Senator WILLIAMS. Sure there is a controversy. If there wasn't
there wouldn't l)e a section in this bill changing it.

Secretary DILrON. I imagine you are correct.
Senator WrLLIAMs. Now I would like to quote from page 35 of the

staff description of H.R. 8363 as passed by the House of
Representatives.

Congress Is directing Federal regulatory agencies not to flow this benefit
through to the consumer at any time either in the current year or over the useful
life of the assets involved.

Secretary DILLON. That has to do with the 7 percent.
Senator WILLIAMS. That is right.
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If this bill remains as it is passed and as it is approved by your
Department, these ratemaking agencies will not be able to force this
flow through to the consumer.

Secretary DILLON. Again, I would like to say that from the point of
view of the Treasury, we have no interest and should have no interest
in how regulatory agencies handle their own job.

This was something that the Ways and Means Committee felt was
desirable to carry out what they thought was the intent of the Con-
gress last year, and we had no reason to object to that if they felt that
was the decision of the Congress.

Senator WILIA3is. As I understand it more specifically-
Secretary DILLON. Again, it was not our recommendation.
Senator WILLIAMS. You earlier told me you were recommending

that we approve this bill as it came from the House without any
changes, and as it came from the House--

Secretary DILLON. Oh, no.
Senator WILLIAMS. The House bill specifically provides that this

cannot be passed through to the consumer except by the consent of the
taxpayer himself.

Secretary DILLON. No.
Senator WILLIA3MS. And the taxpayer as I understand it under the

House bill can elect that it be counted into the ratemaking or he can
refuse to let the ratemaking body, but the discretion is solely with
the taxpayer under these pipelines and that is who are involved.

Secretary DILLON. Yes; but I would like to make our position per-
fectly clear. I thought I had. With the exception of capital gains,
we have accepted all .the provisions in the House bill. We recom-
mend the House bill's approval for reasons of dispatch. That doesn't
mean that we will resist changes that this committee might want to
make, that could be made relatively rapidly and without too much
delay. We fully expect there will be changes. That is what this
hearing is all about. That is why we are getting these witnesses,
hundreds of witnesses from the public to testify about. That is the
purpose of it. We will not take the position that no change can be
made in this committee and that we will oppose it. That is not our
position at all. All we are saying is that, except for capital gains,
we are not recommending any changes in the bill.

Senator WILLnAMS. I appreciate that, and I am glad to get that
point clarified.

Now one other section here.
The House bill provides for the repeal of the 4-percent dividend

credit.
I understand the administration endorses that proposal: is that

correct?
Secretary DtLLON. Very strongly.
We recommended that in 1961, and it was put over at that time be-

cause the House Ways and Means Committee felt that it should be
considered at the time when individual rates were considered as a
whole. That time is now, and therefore it was approved at this time.
We strongly support it.
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Senator WILLIAMS. How do you reconcile the elimination of this
tax credit on dividends with your claim that you are trying under
this bill to encourage investment and expansion in industry ?

Secretary DILLON. Because the dividend credit never encouraged
investment and expansion in industry. The record is clear on that.
It proved to be merely a means by which high income taxpayers could
avoid or could reduce the unduly high rates which they are paying.
Now that those rates have been reduced, there is no reason why they
should have this special benefit.

Senator VILLIAMS. I noticed your testimony was along that line, but
the staff desciption of the bill shows that all those who receive dividend
income, those that are over 65, all those individuals over the age of 65
who are living on dividend income and have an income in excess of
$3,500 but below $13,000 would get an increase under this bill.

Secretary DILLON. That is not correct.
Senator WILLIAMS. I wish you would straighten that out because

the staff claims that that is true.
Secretary DILLON. That is only true if the people have full retire-

ment income credit.
Senator WILLIAMs. At 65; that is right.
Secretary DILLON. No, no; lots of people do not have full retire-

ment income credit.
Senator TILLIAMS. Those over 65 who have the full retirement in-

come credit then-
Secretary DILLON. That is true.
Senator WILLIAMS. That is true?
Secretary DILLON. For individual people, yes.
Senator WILLIAMS. That is right, they get an increase in their taxes.
Secretary DILLON. But they would not----
Senator WILLIAMS. The staff report shows that all those married

couples who were over 65 in similar circumstances that have an income
between $7,000 and $26,000 get the tax increase under this bill. Now,
is that true?

Secretary DILLON. I think that is right. I answered that at some
lengtth yesterday. I think you were absent.

Senator WILLIAMS. No, I was here.
Secretary DILLON. Well, the point is that actually, if you are a

married couple, you do not pay taxes at all if you have full retirement
income credit until you have an income of $6,250, which means that
you have about $200,000 of stock holdings. Thereafter, anywhere
above that you would pay somewhat more tax if you neglect to take
into consideration the tact of the corporate tax reduction.

Now, the corporate tax reduction will undoubtedly result in an
increase in dividend payments. It is not possible to say exactly how
much. But if the increase is proportionate to the reduction in the
tax, it would be an 8.3-percent increase, which would mean that total
dividends received by this elderly family or any of these elderly
families would increase.and that their total after tax income would
increase substantially. So I.made the statement yesterday, and I
think we can prove 'it, stand by it, that no elderly person would be
hurt or would have less after tax income. They may pay more taxes,
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but they would have more after tax income as a result of this bill, even
with repeal of the dividend credit.

Senator WILLIAMS. That is only based on your theory that as you
reduce corporate taxes, some of it would trickle down. That is this
trickle-down theory, is it not?

Secretary DILLON. No, I do not call that a trickle-down theory
at all.

Senator WILLIAMS. Under your theory any benefit they get has got
to trickle down from the corporation to the stockholders as increased
dividends. Is that not what you are saying?

Secretary DILLON. I am saying that corporations are owned by the
stockholders.

Senator WILLIAIS. Sure.
Secretary DILLON. Cor orationss pay dividends to their stockholders,

and the record shows .i1,t they have paid over the last few years a
steadily increasing peic:ntage of their earnings, and that the per-
centage is relatively constant. They now pay about 60 percent of
their earnings to their stockholders if they pay 60 percent of the ad-
ditional earnings that they get from this corporate reduction over to
the stockholders, it would represent an 8.3-percent increase in
dividends.

I am not saying that that whole amount will be paid. I am saying
it is certain that something will be paid, and I think you can ask
any corporate head and they will tell you that their earnings increase
and increase steadily, they are going to pay a share of that to their
stockholders.

I do not think it is any trickle-down theory that this will happen.
Senator WILLIArs. I understand that your theory was that these

people would have their income increased as a result of increased
earnings of corporations.

Secretary DILLON. That is right.
Senator WILLIAMS. It could be some, yes, but this is based on the

tax and the earnings as is.
As the staff explains it and as you have confirmed it, all those who

are living on income in the category you describe, who are over 65,
a single person between $3,500 and $13,000, a married couple over 65
between $7,000 and $26,000 actually will pay the Federal Government
more taxes than they are paying under existing law, and that only
those over the $13,000 and $26,000 start getting direct reductions in
taxes under the administration's bill.

That is true, is it not, that they would only get an increased income
as a result of increased dividends in the future, in the hope of some
of this corporate tax reduction trickling down?

Now, whether you use that words "trickle down" or not, I did not
invent it, it was stated earlier that you could reduce taxes on the
corporation on the basis that it trickles down. I was just crediting the
New Frontier with coining and putting into use a new theory. I am
trying to give you a little credit here for implementing this trickle-
down theory.
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Secretary DILLON. I am glad of the support from wherever I can
get it, but certainly I think it is clear that if corporation profits are
higher as they would be, dividends would be higher.

We have to look at the tax bill as a whole. We cannot take a tax
bill and take one little piece of it and say because of this little piece
everybody will pay more taxes. We have got to look at the tax bill
as a whole. The impact of the tax bill as a whole will be that all
of these people with whom you are concerned-I think it is right, we
are concerned with them too-will have more income to spend as a
result of the passage of this bill than they would have without it.

Senator WILLIAMS. Again, only on the basis that the corporations
can increase their dividends as a result of reduction in taxes.

As you have just stated, you cannot take part of this bill without
looking at the bill as a whole and, looking at the bill as a whole,
even though we reduce corporate taxes under the schedule of the
House bill, is it not true that for the next 3 to 5 years some corpora-
tions will be sending more money to the Federal Treasury as a result
of the accelerated payments than they would even under existing law
at the 52-percent rate?

Secretary DILLON. No.
Senator WILLIAMS. Their actual cash flow on certain corporations

is larger?
Secretary DILLON. No.
Under one of our original proposals it would have been, but under

the proposal as adopted by the House in the House bill, they will never
pay any more in taxes than they do under present circumstances.

Senator WILLIAMS. But it practically uses up all of these savings
in these accelerated payments of these corporations, does it not?

Secretary DILLON. As far as cash flow is concerned, that is correct.
Senator 'WILLIAMs. I am speaking of cash flow.
Secretary DILLON. That is right.
Senator WILLIAS. And so, therefore, the corporations for the first

few years of this bill in effect will not have the additional cash which
you are speaking of to pass on either to the stockholders or anyone
else because it goes to the Federal Treasury?

Secretary DILLON. They will have some additional cash because of
a change in the basis of assets previously eligible for the investment
audit, which will increase their depreciation.

Senator WILLIAMS. That is this new theory which you are advanc-
ing and hoping that some of that may trickle down.

Secretary DILLON. But in any event, to be serious, Senator, the great
bulk of corporations have very adequate cash resources at this time.
The problem of corporations is profitability, not cash flow, and all
that would happen would be that, instead of buying Government
notes or Government bills, tax anticipation bills which they use to pay
taxes 6 months hence, they would be paying the tax now. They would
have no real squeeze as far as cash is concerned.

Now there are one or two industries where there are exceptions to
this-the steel industry is the big exception where they need all the
money they can get for modernization-but I do not think that that
would have any effect on the dividend action of corporations.
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Senator WLLIAMS. I will not pursue it further. I think we have it
clear.

I merely renew my compliments to you again as the first representa-
tive of any administration that I know of that has actually tried to
put the trickle-down theory into law.

In your statement you state that the administration is supporting
H.R. 8363 and that you have chosen the free enterprise private econ-
omy course.

By implication, I understand this to indicate that the administration
is not following the alternative road of high Government spending.
Now, is that correct?

Secretary DI)LLO. That is correct; for the purpose of reaching full
employment as required by the Employment Act of 1946, as I pointed
out there are two ways, either substantial additional Government ex-
penditures, which would mean bigger deficits and a bigger Central
Government, or reduction in taxes, which would try to stimulate the
private economy so it would take up the slack. The latter is what
we are trying to do.

Senator WILLIAMS. Now what real evidence, and not just statements,
could you supply this committee to show that high Government spend-
ing has been abandoned ?

In what instances has it been reduced ?
Secretary DILLON. I think the answer is, if you want a very simple

overall answer, the figures I gave yesterday, which showed that in
all areas except defense and space, the spending in the first 3 years
of this administration has increased less rapidly than it did during
the last administration in its last 3 years. That happens to be a fact
which cannot be controverted.

Senator WLLIAMs. Facts are what we would like to have.
I notice that the spending in the last 3 years of the last administra-

tion was $71.3 billion in 1958, $80.3 billion in 1959, and $76.5 billion
in 1960.

Now in 1961, the first year of this administration, your spending was
$81.5 billion, that is an increase of $5 billion over 1960; in 1962 it was
$87.7 billion, that is an increase of $11 billion over 1960, and your
projected spending for 1964 is $98.8 billion, and that will be an in-
crease of $22 billion over 1960.

Do you have any further comment?
Secretary DILLON. Yes. I do not agree with the years you have

taken. I look on 1961 not as the first year of this administration but
as the last year of the preceding one, because that budget was recom-
mended in January of 1960. It was voted in 1960. Half of it was
fiscal 1961 which was carried through, or 7 months of it was carried
through before this administration came in. And, of course, the pat-
tern was set at that time, so the expenditures in 1961 had very little
to do with this administration.

Senator WILLIAMS. I will give you all the breaks that you are en-
titled to. I only took that last year because it was more favorable to
you. I will eliminate that one and go back 1 year, to 1957, and that
is $68.9 billion, and that gives an even more unfavorable comparison.
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In 1957 it was $68 billion, or exactly $26 billion below your current
rate of spending, and if you go back another year, you drop $2 billion
more; if you go back another year in the other adminiistrat io, you
drop $2 billion again.

Secretary DI)I,oN. You mean they were increasing $2'billion a year
as you were going along?

Senator WILLIAAMS. Yes; built not $20 billion.
Secretary DILLO)N. Well, they made a very big increase in 1959.
Senator WiraLL.rN. Increase in the deficit; yes.
Secretary DI),ox. And in spending.
Senator WILLuAMts. And in spending too, that is correct. In 1959

spending was $80 billion or $18 billion less than today. I think the
1959 rate was too high.

Secretary DILLoN. I am not sure they were. I do not. I think they
were unwise in hindsight in not at that time following the course which
we are recommending now.

Senator WILTJIAMs. They jumped spending that year almost half
as much as this administration has jumped it in this year. They were
half as unwise as maybe you are now.

Secretary D)I~,ON. No. I think if they had followed the course
of reducing taxes at that time rather than increasing expenditures
sharply, it would have been much more effective, and we would have
had a better economy and had a greater likelihood of having balanced
budgets much quicker. I think many of the people who were active at
that time now regret that they did not follow that course.

The net effect was that the increases in expenditures which were
recommended in the winter of 1958 to help that recession never ac-
tually took place then. The money did not get into the economy until
well into 1959, when we were already past the recession and going up.

So it did not work whereas with a tax reduction the effect takes place
immediately, and I think it would have helped that recession. It
would have put us in a more comfortable position for the future.

Senator WILLnTAA. Well, I-
Secretary DILLOW. But-for instance the economic adviser to the

President at that time said his one regret was that they did not do
something lik e we are recommending now at that time instead of in-
creasing expenditures.

Senator WnILLIArs. Well, I do not share that regret. I do not think
that the Government, any more than you or I as individuals, can
spend itself into prosperity.

Secretary DTION. I agree with you, Senator, but I do think if we
allow our private economy to function freely it will do a lot better
job than it has been able to do. It hlas done a fine job but it can do a
far better job and that is what we are trying to allow and I think in
that way we feel that we can follow the American tradition of private
enterprise and private initiative and that this will lead us toward a
balance in our budget faster than any other way I know.

Senator WITrTAMS. Before we leave this subject, just to get the
record straight on this spending, since you have brought up the com-
parison-and I might say I regret vory much that under the previous
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administration they saw fit to jump spending in 1959 which resulted
in that unnecessarily large deficit-I have tabulated here the spend-
ing for the 8 years of the Eisenhower administration, and it averaged
just slightly less than $72 billion per year for 8 years.

Using your projected figure for 1964 as submitted in the budget, this
administration will have spent $360.6 billion during its 4 years, or an
average of $90 billion a year.

In other words, during these 4 years spending is running at $18
billion a year higher than it did in the preceding 8 years, which ac-
counts for the deficits that were experienced.

I want to get the record straight that this administration, is not
saving money on these programs, but spending today is running, $18
billion a year higher than it did in the preceding 8 years. That is
a billion and a half a month, and breaking it down further, that is $50
million every day this administration is in office you are spending,over
and above what was spent by the preceding administration. So let's
get a comparison straight.

I regret that you have been converted to this spendthrift philosophy,
but nevertheless, those are the statistical facts, I took them from the
report which you sent to my office this year.

Secretary DiLON. I assume the figures are correct, Senator. I
would just like to 1 oint out that 72 percent of the increases in spending
between fiscal 1961 and 1963-and it happens to be, the same figure
projected into fiscal 19641 the year we are in-were due to increases in
defense, space, and interest on the public debt, so that the great bulk
of that increase is in the defense field.

There was a difference of policy. Maybe it was a mistake.
I do not thinkit was. We needed to strengthen our defenses against

the threat of the Soviet Union. All I can say is that I felt very happy
last fall that we had taken that step 2 years earlier and had tliestronger
defense that enabled us to have the good result that we had last fall
in the Cuban situation.

Senator WImIAMS. I will not debate the merits or demerits, but
nevertheless, that still leaves an increase of $5 billio: a year on the
other agencies, and there has been increased spending in every cate-
gory of this Government that I know of.

Now in 1954 we reduced taxes, which I supported at that time. We
reduced taxes by around $7 billion, if I recall correctly. But in that
same year the President reduced spending by $6 billion, that tax re-
duction was accompanied by a corresponding reduction in spending,
and it did have quite a stimulus on the economy.

I only regret that you are not here recommending a similar curtail-
ment of expenditures along with this tax reduction, and I would say
this: that if you were, I would be one of your strongest supporters
rather than feeling that we are taking a most unwise step. I just do
not see how you can possibly figure to curb the unemployment by creat-
ing this lack of confidence of business in the stability of our own
economy. I am afraid that is what you are going to do.

Do you know of a single instance in the past history of this country
where deficit spending, whether that be caused by increased spending
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or tax reduction, where deficit spending has ever relieved the unem-
ployment problem?

Secretary DILLON. I do not think that the question of actual deficits
has to do with the unemployment problem. The problem is the ques-
tion of gross demand. If there is enough demand, we will build up,
and our business will operate at capacity and that will relieve unem-
ployment. Certainly as our demand increases, unemployment de-
creases. Now the theory is that that can be done by stimulating the
private economy as we are doing here, or it can be done also by addi-
tional Government spending.

It was very clear in the House debate that we have chosen the road
of stimulating private enterprise. Let the private sector of our econ-
omy carry us through and produce these benefits.

I would like to say a word about 1954 though. In the first place, I
made a mistake yesterday when the chairman asked me if this was the
first time that a tax cut had been proposed at the time of a deficit. I
had forgotten that in 1954 of course there was a deficit and a tax cut
was recommended, which increased the deficit temporarily. I think
it was a good thing. But that is a precedent.

Now you certainly are correct that there was a reduction in expendi-
tures.

Senator WILLIAMS. That is the point.
Secretary DILLN. At that time, which I would also like to comment

on, it just so happened that we had been engaged in a war in Korea
which made very heavy defense expenditures necessary. If you will
examine reductions that were made in expenditures at that time, you
will find that practically all, if not all, were reductions in defense
costs which were made possible by the ending of the war. If we had
been in a war now and it had ended, we would be delighted to show the
same record.
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Senator WILLIAMS. Do not tell me you are thinking about another
war to cure this problem. The record shows that during the thirties
when the unemployment problem was serious an attempt was made
to cure the unemplyment problem with a longer series of deficits in
each of the 6 or 8 years, but the unemployment did not diminish. It
stayed with us, and it was not cured until World War II broke out and
the men were put in uniform.

I have gone back and assembled statistics as far back as 1900, and
I cannot find a single instance where in the years in which we have had
deficits, that the unemployment problem has not been higher each
year.

Mr. Chairman, I would like to ask that this chart be put in the
record. To be honest, I do not know whether it proves that the deficit
comes first or the unemployment comes first, but it does show that
reducing taxes and creating planned deficits has not cured the problem.

Secretary DILLON. I do not think it shows anything about reducing
taxes because we have not tried that before in this connection.

Senator WILLIAMs. That is true. This is the first time I have ever
heard of any administration recommending a tax cut financed on
borrowed money to reduce unemployment. This is the first.

Secretary DILLON. In the past they have relied on increasing Gov-
ernment expenditures and I think this is new, to reply on the private
enterprise system as we are trying to do. I think it is a good decision.

Senator WIL AMs. Mr. Chairman, I would like for this chart to
appear in the record at this point, which shows-I have credited the
receipts and expenditures to each administration since 1900 along with
the deficits, I have also included in this tabulation a record of when we
have increased or decreased taxes, along with the compilation of the
national debt.

The CHAIRMAN. Without objection, the chart will be included.
(The chart referred to follows:)
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REVENUE ACT OF 1968

Senator WILLIAMS. Yesterday you made the statement that al-
though the economy is growing, it is doing so in a cyclical fashion.

Now, does that imply that in your view we will have a recession if
this tax cut is not enacted ?

Secretary DILLON. Yes, although I do not know exactly when.
Senator WILLIAMtS. If this tax bill is enacted, does that mean that

you do not think we would have a recession and you are confident that
our problems as far as a recession is concerned would all be over?

Secretary DILLON. Not all over forever, but I think that the situ-
ation would be such that we would have every opportunity of emu-
lating and doing what has been the case in Europe for the last 7 or 8
years where their growth is cyclical too, but it never reaches the point
of recession. They just grow slightly less rapidly one year than they
do another year.

I think that there is no reason why we cannot do as well as other
advanced industrialized countries, and I think that by giving private
industry its head this way, with this sort of a tax cut, that we would,
as the President put it, probably skip a recession, and we would be in
a much stronger position. We might not have the types of recessions
that we have had since the war.

I must say that, because of social security and various legislation,
such as unemployment insurance, they have been much more moderate
than the great depressions that characterized earlier years when the
Government took no action at all. So I think we can continue on that
pattern and improve it. The way to do it is to pass this tax bill.

Senator WILLTAMS. Suppose this tax bill is enacted, and the un-
employment still persists, what steps are you going to recommend
then?

Secretary DILLON. I do not think this tax bill is the whole answer
to unemployment either. There are a substantial number of other
attacks. This is a very complicated problem, and other attacks are
presently under way, which are supported not only by the adminis-
tration, but by the Congress. These include better vocational train-
ing, and measures to give greater mobility to labor. In this last con-
nection, one of the particular things which this bill accomplishes,
through the moving expense deduction, is to help labor move from
places without jobs to places with jobs.

We will have to do a lot of that sort of work, a great deal more
than we have done in educational and training work, and reeducation
of workers for new jobs. But I think this wculd be the main effort.
The big impetus would be given by this tax bill.

Senator WILLIAMs. Then you really do not know whether you
would advocate another tax cut or increased spending if this project
does not work ?

Secretary DmILoN. No, I do not think either would be necessary.
Senator WILLIAMS. At the moment, assuming that you get this bill,

as I understand it, you are recommending this as an alternative to
increased spending in new fields; is that correct ?

Secretary DILLON. That would be the only other alternative, to try
to handle this unemployment problem.

Senator WILLIAMS.. Now, based on that answer-
Secretary DaLoN. It is an alternative we do not like.
Senator WILLIAMS. I noticed that the House today is holding hear-

ings on H.R. 7351. That is the accelerated public works bill. Now
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that bill would authorize $800 million in new funds for accelerated
public works.

What is the administration's position on that bill?
Secretary DILLON. That is not an administration bill.
Senator WILLIAMS. I understand that, but does the administration

oppose that bill or do you recommend it ?
Secretary DILLON. We do not recommend it. We have not been

asked what our position is on it. Hearings are being held in the
appropriate committee, and if they wish to find the administration
position I suppose they can.

Senator WILLIAMs. I understood that hearings were being held and
that the administration had not been asked, and I did not want you
slighted, so I am asking you now-as far as you are concerned your
position would be opposed to the enactment of that bill; is that correct ?

Secretary DILLON. At this particular moment, at this particular
time, I do not think that bill is necessary.

Senator WILITAMs. Do you know whether that coincides with the
Budget Director's views?

Secretary DILLoN. No.
Senator WrLLIAMS. Or should we ask him when he comes in?
Secretary DILLON. You can ask him if you wish.
The answer is, this is not an administration bill and there has been

no administration position on it.
Senator WILLIAMS. I appreciate that. That is the reason I was

asking for your position.
Secretary DILLON. I think he would probably say he does not know.

This just happens to be a case of a committee exercising its right as a
committee, to hold hearings, and it is holding them.

Senator WILLIAMS. In your description as to the budgetary impact
of this bill, when did you indicate that you think the budget would
be balanced, assuming the enactment of this bill?

I think you covered that yesterday.
Secretary DILLON. I said that the first time it could be, with good

fortune, in fiscal 1967, and it might be delayed until fiscal 1968. But
it is in that area when we would expect to reach budget balance.

Senator WILLIAMS. Dates have a way of connecting themselves with
election intervals. Does that mean that if this administration con-
tinues in office, there is no hope of a balanced budget should this admin-
istration be reelected ?

Secretary DILLON. No, because the last date, which I think is quite
certain, is 1968, there would be a balanced budg-e in the year ending
in June of 1968. There would presumably be also a balanced budget
underway for the fiscal year 1969, which would also he part of this
administration if it is continued in office, and it would be their respon-
sibility. So I would say there would be two or three balanced budgets
out of eight that they were responsible for.

Senator WILLIAMS. I thought that in your earlier statement you
said that an incoming administration had no responsibility for the
budget, which ended June 30 of that year because you objected to-

Secretary DILLON. That is quite right. That is just what I am
saying now. Therefore, it is the outgoing administration, which would
be this one, that would have the responsibility for the fiscal 1969
budget rather than the new adminsitration, whatever it might be, that
came in in January 1969.
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Senator WILLIAMS. Just to give each administration its own credit,
when this administration came in the budget that had been submitted,
was a balanced budget for fiscal year 1962. This was submitted by the
preceding administration, to the Congress as a balanced budget. So
we will have to charge this deficit entirely to this administration, the
first year's deficit.

Secretary DILLON. The one in 1962, I think-
Senator WILLIA.s. And 1961.
Secretary DILLON. I think we had obvious time to change. I do not

think the balanced budget that was submitted, looked at in hindsight,
was realistic. The revenue estimates turned out to be much higher
than the revenues actually collected. There would have been a deficit
anyway. But I do not think that that is anything worth arguing about,
because I think in 1962 the full responsibility rests with this adminis-
tration, fiscal 1962.

Senator WILLIAMS. Is the administration fully satisfied with the
changes which this bill makes in connection with the oil depletion or
do you recommend that we do something further?

Secretary DILLON. No, we are not fully satisfied at all. We made a
further recommendation, but after a long discussion this was turned
down. It was turned down by a very substantial vote of the House
Ways and Means Committee, 3 or 4 to 1, and so I see no possibility of
our recommendations being accepted and going in the bill, so we are
not making any suggestions that that be reopened. But we thought
it was a good suggestion at the time and we still do.

Senator WILLIAMS. Some of us are naturally born optimists.
Would you submit to this committee a draft of your recommenda-

tions so the committee could consider them in our deliberations? I
mean the draft of the language.

Secretary DILLON. We never made any language draft because, as
you .;now, the Constitution provides that tax bills originate in the
house of Representatives, and the House of Representatives in any
major income tax bill asks us not to submit language, and the language
is all drafted in the House itself by its own drafters, so we never had
any language on this.

Senator WILLIAMS. The Constitution also provides that the Senate
can consider amendments?

Secretary DILLON. Yes.
Senator WILLIAMS. And upon our request you can furnish sug-

gested language for such an amendment?
Secretary DILLON. That is correct.
Senator WILIAAMS. So will you furnish that?
Secretary DILLON. If you request that, we would be glad to furnish

language to you for whatever use you want to make of it that would
carry out the recommendations we originally made. But we want to
make it clear that we think that it would be a waste of time to get
into detailed consideration of this particular problem at this ime. We
regret that it would be a waste of time, but since it is, we are not press-
ing this. But if you ask us to do it, we will of course furnish you with
whatever you ask.

Senator LONG. I would like to ask what is the requirement that the
Treasury draft the language?

We have got a good staff here of our own and we have our own
legislative drafting service. We pay khese people and they are good.
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Why do we have to have the Treasury draft the language for us?
It is purely a policy decision.

Senator WILLIAMS. I have no objections to the Senator from Louisi-
ana drafting it if he knows what Treasury has recommended.

I have read your statement, but I just thought that if you drafted
it in the bill, it would be clearly in order. Now, whether the Treasury
or in conjunction with the staff drafts it, but rather than somebody
else trying to draft the language and say this is what the Treasury
recommends-you have on other occasions I know submitted to us
suggested language. I do not think you object to doing this, do you?

Secretary DILLON. It is extra work. What we have done is avail-
able. We could very easily, without a great deal of additional work,
we could provide for the record here the appropriate appendix, de-
tailed technical explanation to the suggestion :iuich we made to the
House which describes this thing in great detail. It is not legislative
language, but it is perfectly clear for anyone who wants to read it as
to exactly what it means, because it is a technical detailed description.

I am sure you probably have not had a chance to see that. But
that does describe in great detail exactly what is involved.

Senator WVILLIANIS. I have seen your statement. I am not an at-
torney and much of this language is as clear as mud until you analyze
its application.

Secretary DILLON. Legislative language would be less clear.
Senator VWILLIAMS. That is what I mean by asking you to draft

the legislative language. All I am asking is that you cooperate with
our staff, and whether the staff drafts it or you draft it, I am not
concerned. But I would like to see it in printed form, we would then
be able to submit it as "this is what the Secretary wants."

Secretary DILLON. If that is what your wish is and if that is the
committee's wish, we will be glad to collaborate with the staff of the
committee and see if we can put that particular recommendation into
legislative language.

Senator SMATHERS. Mr. Chairman, may I just say this: I think
the Secretary has tried to make it clear that at this time he is not
recommending any change in this particular item. I would hope the
Senator from Delaware would not thereafter try to make it appear
that because the Treasury Department submitted some language that
this per se becomes an automatic recommendation.

I think the Secretary has tried to make it very clear that we have
got a staff upon which we always rely. I agree with the chairman
completely, but what will happen is this: the Senator from Delaware
will say this is the administration position.

I understand from what the Secretary says that that is no longer
the position at the present time with respect to this particular bill.

Senator WILLIAMS. Is that true ?
Have you withdrawn your support of that provision?
Secretary DILLON. As I think Senator Smathers made the point

perfectly clear, that with respect to this particular bill we feel that it
would be a waste of time. As I said earlier, we feel that is un-
fortunate. We think it was a good suggestion, but it was fully debated
in the Ways and Means Committee. We made every effort we could
to get it adopted. We were able to persuade maybe a quarter of the
members of that committee, and three-quarters were opposed to it.
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So we realistically feel that there is no possibility of getting that
particular suggestion enacted.

In view of the great importance of passing this bill, we see no
sense in wasting a lot of time, going through waste motions, on this
subject. So we are not recommending that this be added to this
bill at this time.

Senator WILLIAMS. I was just trying to expedite the consideration
of the bill. I thought this would do it, but it may take me a little
longer to get that drafted without your cooperation. Then we will
submit it to your Department to see if that is what you recommend and
I will await your answer along with your suggested changes.

Now, what was the vote in the House on including the capital gaiis
provision

Was it not an overwhelming vote likewise?
Secretary DILON. Including the present provision?
Senator WILIAMs. The capital gains provisions of this present bill.
Secretary DIILrN. Oh, yes; but it was originally included at the

same time that other provisions regarding carryover of basis were
also included. When the carryover was left out, there was a change
in our position. The Treasury favored all the original changes. The
administration favored them. There was almost a unanimous vote in
favor of them in the Ways and Means Committee.

Senator WILLIAMS. Yet you are not reluctant to ask us to strike out
the provision of a section which was almost unanimously approved
by the House? You are not afraid of that, but you are fearful of any
tampering with the rates as it relates to the oil industry.

I wonder what is the difference. Why is one sacred and the other
is not?

Secretary DILLON. I found out last year in certain parts of the bill
before this committee that it is very easy to strike out a provision.
You make a motion to strike, and if you have enough votes that is
that. You do not need any discussion, which is what occurred with
one of the important elements of last year's bill. Therefore, we do
not think this would be any delay whatsoever, whereas to talk about
and argue the merits of including something that is not included is a
totally different thing that can result in a great deal of delay, all for
nopurpose.

Senator WILLIAMS. As I understand it, you are willing for us to
strike out of this bill one section

Secretary DILoN. We are recommending it, not merely willing.
Senator WILLIAMS. Recommending that we strike out, but you are

recommending that we conIfine our activities to strikeouts and not ad-
ditions to thisbill?

Secretary DILON. No; I made that very clear. This committee
can do whatever it wishes. All I am saying is that we are not uring
the committee to do anything else except make this one change in
the bill by striking out a section. That does not mean that there
may not be changes that this committee can make in this bill that may
bring it nearer in line with our original suggestions that we would
be very happy about. But we are npt picking and choosing between
them, and urging the committee to do any of them.

Senator WILLIAMS. Do you think the present 271/ percent deple-
tion on oil is realistic or should it be adjusted downward ?
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Secretary DILLON. We have studied that matter at some length.
We probably have not studied it enough. I do not know how to study
it enough.

The problem is that there is no way of proving that any particular
percentage of depletion is adequate or too much or inadequate. Twen-
ty-seven and a half percent is certainly very generous. That is our
view. But if you try to find a better figure, I do not know what it
is.

However, on a related point, we felt the law was working in a way
which nullified the 50-percent limitation of existing law for the deter-
mination of the depletion deduction. It was our suggestion to change
that. We were unsuccessful.

That is the one you were talking about. But we are not recom-
mending any basic change in depletion allowances which would involve
all materials that are presently covered. It would not be confined
just to oil and gas. Certainly that would delay this bill forever. We
are not making any such recommendations at this time.

Senator WILLIAMS. I do not quite understand why it would delay
it forever if we could make up our minds how we want to act on
it.

I read your recommendations in connection with this depletion
allowance and while they may not have gone quite as far as some of
us would like, at least they were a step. That is the reason that I
was asking that it be reduced to printed form, unless you have with-
drawn your support from it.

Maybe we could at least take that step. I was hoping that we could
get those recommendations in written form.

Secretary DILLON. I think it is worth noting that for the first time,
I think, since the history of the income tax, this bill does provide a
section which will increase rather than decrease taxes on the oil and
gas industry, and that was approved by the House, and I think that
is quite a step forward.

Senator WILLAMS. And that was approved by the industry, and
the assumption is we let it go.

Secretary DILLON. I hope the industry will approve it. It costs
them $40 million more in taxes, and I think they should approve it. I
think it is fair, but I do not know that they have approved it.

Senator WILLIAMS. Now before I close, I have a question which has
nothing to do with this bill, but you made a recommendation about a
month and a half or 2 months ago to tax foreign investments. What
is the status of that bill and are you going to continue your support
or request for action?

I have not heard anything on it. What is the status?
Secretary DILLON. The bill is in the Ways and Means Committee.

Public hearings have been held. Executive sessions have not yet
started. When the Senate Finance Committee finishes with their testi-
mony from me, they will start. They were ready to start this week,
but in view of the fact that the Finance Committee was working on
this bill, and should have had and did have priority, they were post-
poned for a week when they assumed that I would be free and able
to testify. Executive sessions will begin next week.

Senator WILLIAMS. When that bill gets over, will you ask us to lay
this bill aside and consider that bill ?
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Secretary DILION. No.
Senator WILLIAMS. You want us to hold that bill over here until

after this one has been disposed of ?
Secretary DILLON. I think nothing should be done to delay this bill.

That was the President's recommendation. The House therefore did
not allow it to delay its consideration of the major bill. It was able
to fit it in during a period of time when drafting was underway on
H.R. 8363, this tax reduction bill. They were able to fit in a week of
public hearings without delaying the major bill.

If there is a possibility of doing that, if it can be done without delay
on this bill, of course that would be fine. But we feel it is so important
to get this bill enacted this year that we are not asking for anything
which may upset that priority. But we would ask the very prompt
consideration of the interest equalization bill thereafter.

Senator WILLIAMS. I am not debating this point.
Secretary DILLON. Yes.
Senator WILLIAMS. I am just trying to get information.
Secretary DILLON. Yes.
Senator WILLIAMS. Because I have had several people in to see me

about this, and they are very much concerned because, as it stands now,
as I understand it, the Treasury Department has issued forms for those
buying these securities with which they must comply. You did put
an effective date presumably of July 15, is it not ?

Secretary DILLON. The date which we have recommended that the
legislation be effective is July 18, the date of the President's message.

Senator WILLIA1MS. You have forms which the Treasury Depart-
ment has submitted to the brokerage companies to have signed by
these purchasers?

Secretary DILLON. That is quite correct. Since we recommended
that date, we wanted to facilitate the observance of this by the finan-
cial community, should it become law, so it would be practical, and
we did make available such forms and they are being used and the
fiancial community is operating under this system with no problem.

Senator WILLIm, . Are they collecting the tax on this, or are they
just merely holding it as an obligation ?

Secretary DILLON. Oh, no; you cannot collect the tax.
Senator WILLIAMS, . I know but-
Secretary DILLON. Until the Congress levies it, so no tax is being

collected.
Senator VILLIAM-S. How do they carry the tax ? They will be liable

for it?
Secretary DIT,ON. The bill provides that the first tax that one is

liable for would be payable, I think, 30 days after the enactment of
the bill by the Congress.

Senator W1ILLIAMS. But it is payable on purchases made back to last
July ?

secretary DItLON. That is right.
Senator WILLnAMS. So in effect, all of the formality of putting the

law into effect has been gone through-the writing of the forms-a law
which has not been passed by either session of tile Congress is being
implemented.

I am wondering about the wisdom of such action if the bill should
not either be enacted or rejected. At least a decision should be iiade
in order that they would know where they stand. That is the com-
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plaint that I am getting, not either exactly for the bill or against the
bill, just asking that the confusion be eliminated.

Secretary DILLON. I think that is a reasonable request. The prob-
lem, as the chairman has pointed out, is that the very important bill
before this committee takes a lot of time to consider. It has, unfor-
tunately, delayed the other bill. If it had not been for this, we would
have hoped that it could have been enacted by both Houses within a
month, just as quickly as possible.

There was no other way to make a recommendation. With our
balance-of-payment situation as it was we could not have made a
recommendation for a prospective tax, or we would have had a perfect
flood of foreign borrowings in this country which would have swamped
us. So the only possible approach was to state that after today you
cannot borrow without this tax. We could not say that after a year
or 6 months from now you cannot borrow without the tax or we would
have been literally swamped. We are not very happy about the effect
of it, but we will do the best we can. That is all I can say.

Senator WILLIAMS. As I understand it, if this pending bill gets
deadlocked either in the Senate or in the Senate behind the parlia-
mentary situation, which is not under the control of this committee,
it is then your recommendation that this other bill ride in back of this
one even though it means going over until next year?

Secretary DILLON. While the interest equalization bill may have
some inconvenience for a few investors in foreign securities, it is no-
where near equivalent in importance to the mass of the American
people as the broad tax bill which you are now considering. Therefore,
you should not delay this tax reduction bill.

Senator WILLIAMS. As I said, I am not debating the merits.
Secretary DILLoN. No.
Senator WILLIAMS. Nor am I trying to put that bill on a par with

this one.
Secretary DILLON. No.
Senator WILLIAMS. In importance of consideration.
Secretary DILLON. Surely.
Senator WILLIAMs. I am questioning, though, as to the wisdom of

the Treasury projecting a date which would have been proper at the
time, but then letting the enactment of the measure drift for 6 or 8
months.

Secretary DILLON. We have not let it drift.
Senator WILLIAMS. But it has had that effect of drifting.
Secretary DILLON. It has had that effect, but we regret it as much

as you do.
Senator WILLIAMS. It has been drifting and postponed upon your

recommendation to the Ways and Means Committee that they give
this bill priority. Now you are recommending that we in turn give
this bill priority.

Secretary DILLON. That is right.
Senator WILLIAMS. I am not quarreling with your decision. I am

merely trying to set the record that this is your decision.
Secretary DILLON. That is correct.
Senator WILLIAMS. As to why this other bill is not being consid-

ered prior to this particular time and any disposition made of it.
Secretary DILLON. That is correct.
The CITAI\MAN. Senator Douglas.
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Senator DOcGLAS. Mr. Chairman, may I say that Senator Anderson
of New Mexico asked me to state he had been present for an hour and
32 minutes while the Senator from Delaware was asking questions and
was unable to ask questions as a result of the long interrogation by the
Senator from Delaware. He requested me to ask that his rights be
reserved at a future session.

Mr. Secretary, you are a very courteous and competent witness. It
is always a pleasure to welcome you here. I have here in my hand a
table which I understand was issued by your Oflice of Tax Analysis on
July 24, 1962, showing that in the year 1959 there were 5 taxpayers with
incomes over $5 million, pardon me, with adjusted gross incomes of
over $5 million, who did not pay one single cent in taxes; that there
were 10 with adjusted gross incomes between $1 and $5 million who
did not pay a single cent; there were 5 with adjusted gross incomes be-
tween $500,000 and $1 million, who did not pay a single cent.

May I ask if the table which I have in my hand is authentic and
whether these facts are correct?

Secretary DILLON. Yes. I recall those tables. There was a series
of tables.

Senator DoUGLAS. May I ask that the tables as of April 11, 1963,
marked "Table 1," "Table 1 of July 24, 1962," "Table 1-A of July 24,
1962," "Table 2 of July 24, 1962," "Table 2-A of July 24, 1962," "Table
3 of July 24, 1962," "Table 4 of July 24, 1962," and "Table 5 of July
24, 1962," be made a part of the record at this point ?

The CHAIRMAN. Without objection.
(The tables referred to follow:)

TAnL.E 1.-.pril 11. 1963: Effective tax rates based on. adjusted gross income and
amended adjusted gros income for all taxable returns, 1960

(Dollars in millions]

Excluded Tax as Tax as
Number Adjusted netlong- Amended percent of percent of

Adjusted gross Income of returns gross term adjusted Tax after adjusted amended
(thou- Income capital gross credits gross adjusted
sands) gains Income Income gross

income

Up to $5,000----...-... -- 22,751.0 $89,141 $423 $69,564 $6,274 9.1 9.0
$5,000-$10,000..........- 19, 98.0 138,455 789 139,244 15,362 11.1 11.0
$10,000-$20,000........... 4,422.0 56,128 933 57,060 8,448 15.0 14.8
$20,000-$50,000........... 764.0 21,901 1,001 22,902 4,993 22.8 21.8
$50,000-$100,000......---. 101.0 6,648 652 7,300 2,273 34.2 31.1
$100,000-$150,000......... 14.0 1, 688 283 1,971 681 40.3 34.6
$150,000-$200,000......... 4.0 760 170 920 320 42.6 34.7
$200,000-$500,000......... 5.0 1,370 451 1,821 607 44.3 33.3
$500,00-$,000,000 ....... .7 486 240 726 226 46.4 31.1
$1,000,000 and over .... .3 584 286 869 281 47. 8 32.3

Total.............48,061.0 297,151 5,226 302,377 39,464 13.3 13.0

Source: 1960 Statistics of Income.
NOTES

A. Those with Incomes of $5,000,000 and over pay half as much tax, proportionately, as those with Ho as
much Income (roughly).

B. Two-thirds of the average multimillionaire's income is taxed at the 25-percent rate-little more than
the Ist-bracket rate.
Explanation:

Total income (with all capital gains): $9,000,000.
Total capital gains ($3,100,000 Included and $3,100,000excluded on tax return): $6,200,000.

Put another way, for the average multhnlllionaire, more than $3,000,000 of income is wholly untaxed-
doesn't even appear on p. I of his tax return.

C. Average multimillionaire has not only $3,000,000 of capital gains excluded from his taxable income-
he also ihas $3,000,000 of deductions (business plus personal, presumably), so he Is taxed on only 1 of his
total luicome.
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TABLE 1.-July 24, 1962: Average itnome, excluded capital gains, and total deduc-

tions by amended gross income classes; all returns with $500,000 or more
adjusted gross income, 1959

Amended gross Income I
All

returns
$00,000- $750,000- $1,000,000- $2,000,000- $5,0,000,000
$749,999 $999,900 $1,999,999 $4,999,999 or over

Number of returns............ 1,002 190 239 401 130 37
Average amended gross in-

come--.....-........---------------. $1,574,918 $621,500 $879,607 $1,336,219 $2,932,692 $8,954,243
Average excluded capital

gains....................... $488,825 $36, 588 $213,188 $455,292 $1,033,154 $3,140,892
Average adjusted gross In-

come.-..........-----.... $1,086,093 $84,932 $666.419 $880,927 $1,899, 88 $5,813,351
Average total deductions...... $315,672 $159,379 $177,749 $198, 868 $415, 99 $2,918,595
Excluded capital gains as per-

centage of adjusted gross In-
come ................... . 45.0 6.2 82.0 51.7 54.4 54.0

Excluded capital gains as
percentage of amended gross
income....-- ........- ....... 31.0 5.9 24.2 34.1 35.2 35.1

Deductions as percentage of
amended gross income...... 20.0 25.6 20.2 14.9 14.2 32.6

Deductions as percentage of
adjusted gross income....... 20.1 27.2 26.7 22.6 21.9 50.2

Total capital gains as per-
centage of amended gross
income..---.---....-.--... 62.0 11.8 48.4 68.2 70.4 70.2

Median effective tax rate .... 27.6 63.0 28.6 23.8 24.6 23.7

I Adjusted gross income amended for each return to include, in full, capital gains and losses realized in
1959 and exclude capital loss carryover from the preceding 5 years.

I Includes 1 return with negative amended gross income and 4 returns with amended gross income be-
tween $250,0CO and $00,000 not shown In detail.

I Tax paid expressed as a percentage of amended gross income.
NOTE.-Except for the median effective tax rate shown, all percentages on the table are derived from the

aggregate dollar amounts for each income class. The result will differ from the one obtained by computing
the average of the ratios for each return.



TABLE 1-A.-July 24, 1962: Number of returns by effective tax rates based on adjusted gross income by income classes; all returns with 5
adjusted gross income of $500,000 or more, 1959

Effective tax rate (percent)
Adjusted gross Income Total ______-________

0 0.1 to 9.9 10 to 19.9 20 to 29.9 30 to 39.9 40 to 49.9 50 to 59.9 60 to 69.9 70 to 79.9 SO to 84.9

$500,000 to $749,999- ------...-------.------------... . 529 3 4 6 34 90 241 73 47 27 4
$750.000 to 99..--..--..------------------........................ 193 2 3 3 9 23 90 36 16 9 2
$1,00,000 to $1,999,999-.. ................................... 197 8 1 1 8 22 93 34 17 12 1

2,000,000 to $4,999,999.......---...-----.---.. -. ---------- 64 2 .------... ....... 4 6 ~1 9 6 5 1
$5,000,000 and over-..--------.. -----------.......-... 19 5 .--....- .------........- --.. 1 6 3 3 1 --.-

All returns-.----......-----------..---... --... ----- 1,002 20 8 10 55 142 461 155 89 54 8

TABL 2.--July 24, 1962: Percentage distribution of effective tax rates based on adjusted gross income by income classes; all returns with adjusted 0
gross income of $500,000 or more, 1959

[In percent] *

Effective tax rate (percent)

Adjusted gross income Median Total
0 0.1 to 10 to 20 to 30 to 40 to 50 to S0 to 70 to 80 to

9.9 19.9 29.9- 39.9 49.9 59.9 69.9 79.9 84.9

500,000 to $749,999 ............-------......------- 46.0 100 C.6 0.8 1.1 6.4 17.0 45.6 13.8 8.8 5.1 0.8
$750,000 to $999,999----..---.. ------..-------..----.. 47.5 100 1.0 1.6 1.6 4.7 11.9 46.6 18.7 8.3 4.6 1.0
$1,000,000 to $1,999,999---.-----.. ----------......... 48.8 100 4.0 .5 .5 4.1 11.2 47.2 17.3 8.6 6.1 .5
$2,000,000 to $4,999,999 ----------.-------------. . 47.3 100 3.1 --........ .......... 6.3 9.4 48.4 14. 1 9.4 7.8 1.5
$5,000,000 and over ..--.---...... -------........ 46.8 100 26.3 ---------------. ---------. . 5.3 31.6 15.8 15.8 5.2
Allreturns............-------.......... ------- 46.6 100 2.0 .8 1.0 5.4 14.2 46.0 15.5 8.9 5.4 .8

NOTE.-See table Al for number of cases represented.



TABLE 2-A.-July 24, 1962: Number of returns by effective tax rates based on amended gross income by income classes; c!l returns with adjusted
gross income of $500,000 or more, 1959

Effective tax rate (percent)
Amended gross income' Total

0 0.1 to 9.9 10 to 19.9 20 to 29.9 30 to 39.9 40 to 49.9 50 to 59.9 60 to 69.9 70 to 79.9 80 to 84.9

No amended gross income--_--- -- ----------------.---- - 1 1 .............. ................................. ...................... ........
$250,000 to $499,999.................-------- ..-----------------...........-------------- 4 ---------.......... ----------1 1 ..---------- 1 ..............................
$500,000 to $749,999 ------------------------------------- 190 1 3 1 17 24 32 50 35 24 3
$750,000 to $999,999.-----.. ---..---...--.....- .........--..-. 239 1 2 28 100 29 27 22 19 8 3
$1,000,000 to $1,999,999.......................................... 401 9 3 21 261 27 23 28 16 12 1
$2,000,000 to $4,999,999--.....--------- ---...... ----- 130 2 1 8 90 5 7 5 8 4 .......

5,000,000 or over.........-------- - ....-- ..-----...........----- 37 6 ---..- 1 22 -......... 2 2 3 1 ......

All returns -...................................--........... 1,002 20 10 59 491 86 91 108 81 49 7

1 Adjusted gross income amended for each return to include in full capital gains and losses realized in 1959 and exclude capital loss carryover from the preceding 5 years.

TABLE 3.-Percentage distribution of effective tax rates based on amended gross income by income classes: all returns with adjusted gross income
of $500,000 or more, 1959

fIn percent]

Effective tax rate (percent)

Amended gross income ' Median Total
0 0.1 to 10 to 20to 30to 40to 50to 60 to 70 to 80to

9.9 19.9 29.9 39.9 49.9 59.9 69.9 79.9 84.9

No amended gross income---- ------------------------- 100 100.0 - ---.--. .. ...... ... --------...-. ------.- ..... ... ---
$250,000 to $499,999...---------------------------- 32.4 100----------....... 25.0 ----- 25.0 25.0 ---------- 25.0 ----------
$500,000 to $749,999..---------------------------- 53.0 100 .5 1.5 0.5 8.9 12.6 16.9 26.4 18.4 12.7 1.6
$750,000 to $999,99--...--...--------------------.. 28.6 100 .4 .8 11.7 41.9 12.2 11.3 9.2 7.9 3.3 1.3
$1,000,000to $1,999,999 -------------------------- 23.8 10C 2.3 .8 5.3 65.1 6.7 5.7 6.9 4.0 2.9 .3
$2,000,000 to $4,999,999-....-....------- -----.. . . 24.6 100 1.5 .8 6.2 69.2 3.9 5.4 3.8 6.1 3.1 .
$5,000,000 or over -.....-----------..... .-----.. 23.7 100 16.2 ---------- 2.8 59.4 -.---. .- - 5.4 5.4 8.1 2.7 ----
All returns-----...... .------.... ---.. ---.-----. 27.6 100 2.0 .9 5.9 49.0 8.6 9.1 10.8 8.1 4.9 .7

1 Adjusted gross Income amended for each return to include In full capital gains and NOTE.-See table A2 for number of cases represented.
losses realized in 1959 and exclude capital loss carryover from the preceding 5 years.
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TABLE 4.-July 24, 1962: Median and range of effective tax rates by amended gross income classes; all returns with $500,000 or more adjusted
gross income, 1959

(In percent

Median effective tax rate--.---.------- --.. --..---..---........... 27.6 32.4 53.0 28.6 23.8
Proportion of returns with effective tax rate less than 30 percent.---.-......--- 57.8 50.0 11.4 54.8 73.5
Proportion of returns with effective tax rate of 60 percent or higher-..-..-... . 13.7 0 32.7 12.5 7.2
Number of returns-...-------..-------------------.- ------......... 1,002 4 190 239 401

I Includes 1 return with negative amended gross income not shown in detail.
2 Adjusted gross inccm.e amended for each return to include In full capital gains and ones realized in 1959 and exclude capital loss carryover from the preceding 5 years.

TABLE 5.-July 24, 1962: Median and range of effective deduction rates by amended gross income classes; all returns with $600,000 or more
adjusted gross income, 1959

[In percent]

Amended gross income 2

All returns 1
$250,000 to $500,000 to $750 000 to $1,000,000 to $2,000,000 to $5,000,000 or

$499,889 $749,999 $999,999 $1,999,999 $4,999,999 over

Median effective deduction rate ------------------------------------------ 13.9 60.2 24.4 18.7 8 6 7.6 11.6
Proportion of returns with effective deduction rate less than 20 percent --.--. 61.4 0 40.0 53.6 73.1 73.0 59.5
Proportion of returns with effective deduction rate 40 percent or higher....... 9.2 75.0 15.3 8.3 6.2 9.9 21.6
Number of returns......----.---......----.-.----.........----------... 1,002 4 190 239 401 130 37

I ncludes I return with negative amended gross income not shown in detail.
2 Adjusted gross Income amended for each return to include in full capital gains and lon.es realized in If59 and exclude capital loss carryotcr from the prccdirg 5 years.
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Senator DOUGLAS. Now Mr. Secretary, I find these figures shocking.
Here are 20 men with adjusted gross incomes of over half a million
dollars a year who paid no taxes, 5 with incomes of over $5 million
who paid no taxes. It is true, I believe, that the adjusted gross in-
come does not include deductions for intangible drilling and develop-
mental costs. Am I correct in that?

Secretary DILLON. I think so.
I would like to say about this that one of the provisions which we

recommended and which was not adopted by the House would have
rectified this situation as far as those with very high income are con-
cerned. Most of these individuals take advantage of the present
provision in the law allowing them to get a full deduction for gifts
to charity, and they give away securities equivalent to their full income
regularly every year. We felt that while this was a very good thing
probably for charity, because most of these people give them to good
charities, nevertheless, that everybody, just as a moral principle,
should pay taxes. That was left out. That is the main reason.

Senator DOUGLAS. I do want the record to be clear, however, that
adjusted gross income does not include deductions for intangible drill-
ing and developmental costs.

Secretary DILLON. That is correct.
Senator DOUGLAS. Am I also clear that this adjusted gross income

does not include interest on State and municipal bonds?
Secretary DILON. That is correct.
Senator DOUGLAS. That is, these items are income which these peo-

ple receive but which are not counted even as income and hence are
tax exempt?

Secretary DILLON. That is right.
Senator DOUGLAS. The same thing is true of intangible drilling and

developmental costs?
Secretary DILLON. That is right.
Senator DOUGLAs. Mr. Secretary, I find these figures shocking. If

you take an average wage earner, let us say, with wages of $100 a
week his sole income, or $5,200 a year, he would pay taxes on approxi-
mately $2,280 if he has a wife and two children, and with the standard
deductions he would pay taxes on $2,280, or would pay, according to
my figures, approximately $456 in taxes.

Secretary DILLON. Under the present law.
Senator DOUGLAS. Yes.
Now then, is the percentage of evasion or avoidance high among

wage earners?
Secretary DILLON. No, I do not think it is.
Senator DOUGLAS. There is a compulsory withholding tax?
Secretary DILLON. A withholding tax, yes.
Senator DOUGLAS. And as I remember it, there is only a 1- or 2-per-

cent avoidance or evasion.
Now Mr. Secretary, this is the basic unfairness in the tax structure

which has caused many of us to feel that reform is as imperative as
reduction.

When you have a situation of people with over $5 million of gross
income, well over $5 million, paying no taxes whatsoever, and the
average wage earner pays a tax of about $460, this is grossly unfair
and is a reflection upon the tax laws of the country. It may be legal,
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it probably is legal, but it certainly is an indication that there is a
need for closing what we have referred to as loopholes, but which I
think may better be described as truck holes.

Secretary DILLoN. Certainly, Senator, on these very large ones, I
think the ones who pay no taxes at all are perhaps individuals who
have this special right on charitable contributions, which we felt should
be eliminated, and recommended be eliminated. But the House, on
consideration, did not do it because of the representations from the
various universities and institutions that were getting the benefit of
this.

Senator DOUGLAS. I have analyzed the figures on your table 1 of
July 24. It appears there that the 37 individuals with total incomes
over $5 million, each had, as an average, approximately $3,140 million
of capital gains which never entered into the figure of adjusted gross
income, that is one-half of their total capital gains.

Secretary DILLON. That is the 50 percent, yes, sir.
Senator DOUGLAS. Then the capital gains included amounted to

that figure?
Secretary DILI.oN. The same amount, yes.
Senator DOUGLAs. That is right, so that on average total income,

including all capital gains, of $8,954 million, taxes were paid on only
about a third of this figure. When you consider $3,140,000 of ex-
cluded capital gains and nearly $3 million of other deductions.

I refer now to the 37 individuals with more than $5 million total
income. Now there are the big truck holes which enable the people
with these enormous incomes to completely avoid taxation. You men-
tioned charitable gifts.

Secretary DILIOXN. To completely avoid it.
Senator DOUGLAS. That is one, but what about the capital gains?
Secretary DILLOX. Capital gains, they do not completely avoid it

but they have, as I say, a rate of 25 percent.
Senator DOUGLAS. Yes.
Secretary DILLON. No higher than 25 percent.
Senator DOUGLAS. And half of all -:pital gains is completely ex-

cluded from income and the maximum capital gains rate is 25 percent,
is that not true?

Secretary DILLON. It is the total tax of 25 percent. The remainder
is taxed at 50 percent, so it is a 25 percent rate.

Senator DOUGLAS. Is it not a common device of the capital gains tax
to disguise ordinary income as capital gains?

Secretary DILLON. I think that there has been a good deal of that,
but when we looked at this for the figure, and that was studied very
carefully, we found that in value it was not as large as we had expected.
This comes in the timber industry in particular, and certain things of
that nature.

Senator DOUGLAS. Iet me pursue that a little further.
Is not the lower rate of capital gains the incentive behind the stock

option provision of corporations?
Secretary DILLON. Oh, certainly.
Senator DouGLAs. To disguise what is really an increase in income

as a capital gain, is that not true?
Secretary DILLow. Certainly it makes a capital gain that could be

an addition to income, and we think there is a lot of that in it. That
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was the reason that we recommended that stock option provisions be
repealed at the same time we made our recommendations that the top
rate go down to 65 percent, That was not done in the House because
there was a lot of testimony that pointed out that there was some ad-
vantage in getting executives to own stock in the corporation, and I
think there probably is some advantage from that point of view if they
keep their stockholdings.

So, therefore, they changed, tightened up so that people who re-
ceived this could not just. turn around and sell it in 6 months, as many
of them had done, but had to keep it for a long time.

Senator DOUGLAS. This truck hole was not closed in large part?
Secretary DILLON. In large part.
Senator DOUGLAS. Now you recommended that capital gains on

treatment of livestock be repealed. Tlat. was not done.
Secretary DILLON. That was not done, but it was not a significant

amount of dollars.
Senator DOUGLAS. You recommended that the capital gains on tim-

ber be repealed, and that was not done.
Secretary DILLON. Again, that was not done, but it. was not sig-

nificant in dollar amounts.
Senator DOUGLAS. And you recommended repeal of the capital gains

tax for the distribution of lump-sum benefits.
Secretary DILLON. That was not done. That, I think, is more im-

portant compared to the others, a more important hole.
Senator DOUGLAS. And, as I say, you recommended repeal of capi-

tal gains for stock options. This was not done?
Secretary DILLON. Yes.
Senator DOUGLAS. Although some restrictions were placed in the

bill?
Secretary DILLON. Yes.
Senator DOUGLAS. Now, the House went even further, did it not?

It extended capital gains treatment to iron ore?
Secretary DILLoN. Yes, it did that over the objection of the

Treasury.
Senator DOUGLAs. You came out of the House in a worse situation

than you went in, so far as capital gains were concerned?
Secretary DILLON. The revenue loss was $5 million on iron ore.
Senator DOUGLAS. My good friend from Delaware has referred to

the depletion allowances.
Secretary DILLON. I would like to correct myself. We did not

come out worse than we went in because we picked up $15 million on
the capital gains treatment of real estate, so that was a little better.

Senator DOUGLAS. Before I leave capital gains, to come to the
crucial point, as I understand it, you were willing to reduce the rate of
capital gains taxation if you could levy a capital gains tax upon
transfer of property at death; is that correct?

Secretary DILLON. That is correct.
Senator DOUGLAS. You offered a quid for a quo?
Secretary DILLON. That is right.
Senator borGLAS. Now they took the quid from you. What quo did

they give?
Secretary DILLOX. We did not get a quo. So that is why we are

asking that that provision be stricken.
24-532-3-pt. 1-19

285



REVENUE ACT OF 1963

Senator DOUGLAs. Now, suppose this body does not strike the pro-
vision. Would you recommend that the President veto the bill?

Secretary DILLON. Senator, I do not think I could, in good con-
science, because I think the major effects of this bill are so important,
and after all the efforts that have been put into it for reducing rates
and helping to stimulate the economy, that even though I would not
like this provision and would so indicate to the President, I do not
think that that would be such as to say that on balance the whole effort
should be returned again to the Congress with a veto.

Senator DOUGLAS. Mr. Secretary, this is a.very serious point. The
President started back in 1961 with a dual program of tax reduction
and tax reform. It is now 1963, almost 1964. There has been precious
little reform.. There was $2.5 billion of tax reductions last year for
corporations in the form of higher depreciation and the investment
credit, but very little reform.

What has progressively happened has been that the reform elements
which you propose, and I think they were rather timid, I may say,
have been progressively eliminated, and I think they have been elimi-
nated in large part because the members of the legislative bodies and
the special interests who throng these hearing halls and who call upon
Senators and Congressmen, have the impression that you are :o
anxious for a tax cut that you can throw all'these away and nothing
will happen, so that by not presenting a virile position, not having a
virile stance in favor of the tax reform, you have permitted the tax
reform features to be progressively gutted.

Now I think what you have just said is a further invitation to get
the reforms. You are, in effect, saying to the Senate, if you stand on
the House position, even though there is no reciprocity even in the field
of capital gains, the bill will not be vetoed. Is that not a real invi-
tation to the special interests that are here to push for maintenance of
the House language, knowing that they will not suffer any punishment
if this is done?

Secretary DILLON. I would hope the Finance Committee would not
succumb to any such pressure. I would like to say that this is very
difficult. We have certainly tried just as hard as we could, both last
year and this year, to get a substantial number of structural changes,
reforms that we thought were equitable,' which would raise revenue.

The net total of last year 'and this year's effort, taking what is in
the House bill, is to increase revenue through reforms of about $1.9
billion. We have looked back, did a little research, to see what had
ever been done before in the waV of tightening up 'the income tax on
this type of thing, anid the total we could find was something like $600
million altogether before, so in 2 or 3 years we have done three times
as much.

I think it is not enough; I am not satisfied, but it is a start,'and I
think we are moving in the right direction. I think it is a significant
start if we raise that. much money.

Senator DOUGLAS. Table 2 in the appendix of your statement indi-
cates that $520 million of this' is the deduction of personal taxes and
$110 million exclusion of sick pay. Those are primarily deductions
made from the incomes of lower income people rather than upper
income people.

Secretary DILLON. They apply across the board.
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Senator DoUGLAs. I would say that the reforms which you have
been able to put through, assuming they are reforms, with the ex-
ception of the elimination of the 4-percent dividend credit, have been
primarily reforms which have affected the lower income groups but
which have not hit the upper income groups.

Secretary DILLON. I would say the expense account provisions last
year were different.

Senator DouGLAs. Which?
Secretary DIULoN. The expense account provisions.
Senator DoUGLAS. I am somewhat curious as to what the lract ical

effect of that expense account has 1'een. I think it is a good deal of
much ado about nothing. ...-------

Now Mr. Secretary, anpthr big source of -Iedgtions is not only
the intangible drillingatd developmental costs which never entered
into adjusted gross income at all, but which, accordin"gto figures on
pages 317 and 318 f your testimony tifore, the IHouse amlbunted to a
total of approxi lately, according to my figues, $2.1 billion or do-
mestic concern and $500 mlfillion fo'. foreigl concerns. Iere is
$2.6 billion there. \ \

Secretary m LLOx. T'lat is imos l y-in the corporaWt'lield, of c urls.
Senator loGLAS. I 1iillersta d :it orporaons\are prim rily

owned bly tl upper income grol \
Secretary DILLON. That is qm correct.
Senator OUGLAS. bw, on e 6 of yoi r tetimo y before he

House, you state tha the tb~ e se ion allowance for r-
porations, ding 80 p recent o le busing ,.s $2.8 billion; assun. ng
that the 14 ercentis ot quij I pro tiol -yo~ not think a on-
servative est ate would be0that 'bionis educated ecause of the
depletion all dances? - ) /

Secretary I L)N. I would say thti the anount tle depetion
allowance. \ \ \ - /

Senator DouG, s. $3 billin(al n of tis, $2.b lion is de ucted in
the oil industry, oiland gas industry."

Here we have two tremendous loopholes, capital gain, and oil de-
pletionl as well as the iptangible drilling and develop mental costs for
oil. --

Is not the important thing to tf yto-remov6hese favors, and remove
them for everybody? When we remove them for everybody, then
we could lower the upper rate of taxation.

I would be ready to concede that the upper rate should come down
from 91 to possibly 60 percent, provided you sweep all these away for
everybody not merely for those who choose to do it.

Now if I may go on to certain other elements, on the oil depletion
allowance you originally asked for four rather cumbersome changes
which would have netted about $250 million.

Secretary DILLON. That was our original estimate.
Senator DOUGLAS. Yes.
Secretary DILON. But later we found we had overestimated, and

those four changes would probably actually net about $185 million.
Senator Douoas. And you came out with one of the four, three of

them being turned down. The total increase in revenue is $40 million
Secretary DLLON. Yes.
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Senttor DouoLs.\. And we have estimated that the total amount of
deduction for depletion is $3 billion, and the normal tax at 52 percent
would )be roughly $1.5 billion, so vou have reduced the special privilege
by 223 percent.

Secretary DI)i.m. It. is a small percentage.
Senator Dou'uL.s. A very small percentage.
Now you use some interesting language in referring to jumbo in-

suranlce for high income executives in your statement. As I remem-
beri, tlie jumiio was ithe term applied by Pliinneas . Barnumn to an
elephant. he bought from southeast Asia for his circlus. It was the
largest elephant. in capitivity, and the terinl "julllb)o" therefore became
synonymous with hugeness: whether iny friend from Delaware be-
lieves the elephant should be called jum bo or not, I do not know.

Senator WIL IsAMs. lHe is a very important animal and I think lie
should.

Senator D)oiu:L.\s. In any event, it is ordinarily interpreted to mean
huge size.

Now, you did not have any detailed exihibits on these alleged jumbo
insurance policies. Without'. identifying the individuals, you must
have hlad some examples to go upon. Would you produce for the
record at this point some of (lhe examples, preserving the anonymity
of the gentlemen in question by designating them as X, Y, and Z, or pos-
sibly A, B, C, I), E, F, and so on?

Secretary DIhLON. We will try to. 1 do not know how much of
that type of information we have because it is not. fully available on
tax returns. Just ats an example, we are aware of one case where an
individual had an insurance policy, a group term insurance policy,
life insurance policy that was tax free this way, of $900,000.

(Theo followill was later received for the record:)

ArmnAcATIroN or PERSONAL. IIHOLINO COMPANY PI'OPOSAI.S OF TIl IIOUSE H1il.. TO
NINE CASES

SUMMARY

The niiine examples contained herein illustrate how individuals Ihve adjusted
the sources of gross income of their closely held crorrations so 1as to avoid
having them classified as personal holding companies. Cases I, III, IV, V, VII,
VIII, and IX arranged operations so that rents of the corporations constituted
50 percent or more of their gross income. Cases II and VI arranged operations
so that 20 percent or more of the corporations' gross incolie Ccame io7011 tile
operation of a business. Case IV shows a double arrangement to avoid personal
holding company classification. In the first 2 years revli wed, capital gains from
the sale on an installment basis of tile machinery and equipment of the corlora-
tion constituted more than 20 percent of the gross income of the corporation.
However, after the installment payments were concluded in 1950, the rental
income next year constituted over 50 percent, of gross income.

The fact that 7 out of tle 10 avoidance cases (case IV being counted 1as two
cases) used rents as an avoidance device is not surprising. Capital gains from
the stle of capital assets other than securities or commodity futures represent
a source of income that is available in relatively unique circumstances. Active
business operations can be subject to many types of problems which may cause
losses. As a matter of fact, the corporation in case II reported losses from its
business operations ln both years reviewed herein. On the other hand, rental
property is available in all areas, has been used as an investment medium for
centuries, provide acceptable security for loans, and offers relatively little risk
over a short period of time if the property has a record of acceptable earning
power.
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The table on the following page summarizes the results of the nine case studies
by showing the additional personal income tax that the nine individuals would
have had to pay if they had to take into their personal income the equivalent
of the undistributed personal holding company income of their closely held
investment companies. While none of these companies were classified as per-
sonal holding companies under present law,' all would have been so classillied
under thlie House bill.

increase' in the income tax of nine individuals that would have taken place if
the personal holdinU company proposals in the House bill had been in c]jcvt in
the past years '

Taxable income Income tax Increase in income tax

Case Yeart
Present Proposal Present Proposal Amount Percent

law law

I--......----. --. --.---...........-- 19600 $40, 441 $47, 760 $13, 400 $16, 760 $3. 354 25
II..-................----------. 1960 110,9,1 181,105 54,672 113,987 59.315 108
III ----.--...............-----... 1961 113,369 208,423 48.253 113,229 64.976 135
IV................... 1960 44,395 58,161 160, 886 24,642 7,756 46
V.................... 1959 68.549 140,618 27,493 75,585 48.092 175
VI...----.........-----......- . 1960 68, 080 175.120 28.915 101,665 72,750 252
VII...-----. ---.-----.............-. 1961 24,812 42.929 6.613 14,918 8.275 125
Vill----------....-............ ----- 1900 77,183 89.180 39.997 48.502 8.525 21
IX...--..-....------------........ 1960 66.299 83,618 23,948 32,900 8. 058 37

I The examples all assume that all the corporate income classified as undistributed personal holding
comip)an y Income under the House lill would have been taxed to the stockholder in proportion to his owner-
ship of the corporation rather than to the corporation.

The table shows that the use of closely hold investment companies to avoid
personal income tax is not limited to the very rich. Three of the individuals
reported taxable incomes under present law of less than $50,000, and only two
had taxable incomes under present law of over $100,000. The amount of individ-
ual income tax avoided also is not necessarily large in aggregate terms. In
live cases it was less than $10,000. In relative terms, the tax avoided was a
nilinminiun of 21 percent of actual tax and ranged up to 250 percent.

The fact that some of the individuals in the case studies had only moderately
large incomes is not unexpected in view of the difference in the tax treatment of
dividends at tlie corporate and individual level. Since the maximum corporate
rate on dividends is 7.8 percent and the individual rate on dividends falling
in the first bracket is 16 percent, 2 every taxable individual recipient of dividends
could save tax on his dividends If lie could arrange to have them taxed only
at the corporate level. The only reason why so many dividend recipients take
their dividends directly into their own income is their wish for current income
and the corporate costs, risks, and additional capital needed to set up an invest-
ment company which does not fall within tlie concept of a personal holding
company.

Case I: Year 1960
Corporation Z was incorporated in 1959. All but 2 percent of the stock is

owned by one person. IHe obtained his stock in corporation Z in exchange for
shares of an established dividend-paying corporation. If thlie stockholder had
retained the dividend-paying stock he transferred to the corporation, his individ-
ual income tax rates on the dividends therefrom in 1960 would have been 50 and
59 percent, these being the rates on taxable income of $40,000 to $52,000 in the
case of a married person. Shortly after incorporation, the corporation purchased
a parcel of real estate through the use of borrowed funds. Rents constituted
71 percent of gross income in the first year of operation. If, as is proposed by
thlie House bill. rents had been measured as net after interest, real estate taxes,
and depreciation, they would have been negative. The corporation would then

One company was classified as a personal holding company in 1. but not nil, of the
years reviewed.

SUnder the House bill the figures for 1905 would be 7.2 percent and 14 percent,
respectively.
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have been considered a personal holding company because all of its adjusted
ordinary gross income would have come from dividends and interest.

The computed undistributed personal holding company income of corporation
Z was nearly $7,500. Adding this sum as dividend income to the owner of the
corporation would have increased the individual's income tax from about $13,500
to nearly $17,000.

Case I

Present law, 1960 Proposal, 1960

Percent Percent
Amount dlstribu- Amount distribu-

tion tion

Corporation Z:
Oross income (total) 1...-- .---..-----.. $33,174 100.0 $9,469 100.0

Personal holding company Income (total).--------.--. . 9,469 28.6 9,469 100.0

Dividends-----..................---------- - -- 9,350 28.2 9,350 98.7
Interest---..----------..- -------. -------.. 119 .4 119 1.3
Gains from securities and commodity futures....... -......-- ........ ........ ...-
Rents, under 60 percent of gross income-....--.---.... .......---------- . (1,763) ....-
Income from personal service contracts............---- .......-- - ....-------................

Nonpersonal holding company income (total).---...... 23,705 71.4 ... --
Gains from sale of other capital assets ...--.....-........... ......... -...... ....

Rents, 50 percent or more of gross income.-........ 23,705 71.4 --.....-..
Other........... .................- ..................................

Taxable Income ....----..--.....---....-----------------------..... 7.468 .......... 7,468 ..........
Corporate income tax--...----------------------------- 0 ---- 0 ..........
Dividends .....--.-------------.-------------------------- 0 --.....------ 0 .......
Undistributed personal holding company income-.......... 0 ----...... 7,468 ...--

Individual taxpayer, 98 percent owner of corporation:
Taxable income.........----------........-.--- --- ... 40,441 .......... 47, 760 ...
Individual income tax...-...-..---......--..------- . 13,406 --.....-- 16,760 ...
Increase in individual Income tax. -.......-----..----... .--------.......... 3,354 25

I For the" Proposal" column, the figure is'adjusted ordinary gross income."
2 Not included in total.
' Before dividend received deduction.

Case II: Years 1959 and 1960
Corporations X and Y were incorporated on the same date in 1959. They paid

no dividends in 1959 and 1960. They are both 100 percent owned by one person.
He obtained their stock by an exchange of shares of an established dividend-
paying corporation. If the taxpayer had retained the stock transferred to the
corporations, his marginal rates of individual income tax on the dividends from
this stock would have ranged from 50 to 69 percent in 1959 when he filed a joint
return, and from 75 to 89 percent in 1960 when he filed as a single person. In
addition to holding the stock paid in, corporations X and Y invested in several
partnerships operating varied businesses. Part of the partnership interests
were paid for with borrowed funds. The corporations' proportionate shares of
the gross receipts of the partnerships were included in the gross income of the
corporations. Since the partnership receipts constituted about 25 percent of
the gross income of the corporations, the corporations 'were not classified as
personal holding companies. Under the proposed revision of the law, the
corporations would have been classified as personal holding companies because
over 60 percent of their adjusted ordinary gross income was personal holding
company income (i.e., dividends).

If the corporations had been classified as personal holding companies and
the computed undistributed personal holding company income ($27,000 in 1959
and $74.000 in 1960) considered as having been distributed as a dividend to their
sole stockholder, the stockholder's personal income tax would have been in-
creased by about $18,000 in 1959 and $59,500 in 1960. His actual individual
income tax was about $75,500 in 1959 and $54,500 in 1960.



Case II

Corporations X and Y:
Gross income (total) : ----.----

Personal holding company in-
come (total) ----..--....

Dividends.. .--. .....
Interest....................
Gains from securities and

commodity futures.--....
Rents, under 50 percent of

gross income.....-....-
Income from personal serv-

ice contracts----.......
Nonpersonal holding com-

pany income (total)..---
Gains from sale of other

capital assets.............
Rents, 50 percent or more of

gross Income...--.---.
Other ---------------

Taxable income --.............
Corporate income tax ------.
Dividends --------- ---.--
Undistributed personal hold-

ing company income.-------

Individual taxpayer, 10 percent
owner of corporation:

Taxable income -----.. - - -
Individual income tax --.......
Increase in individual income tax.

Present law, 1959

Corporation X

Percent
distri-
bution

100.0

75.2
75.2

24.8

Amount

$20,945

15,750
15, 750

5,195

5, 95
10,720

482
0

0

Corporation Y

Percent
Amount distri-

bution

$35,058 100.0

26.250 74.9
26,250 74.9

8,808 25.1

8,808 25.1

18,176.
818 ........

0 -

0 ........

Individual-Amount

159,763
75.364

Present law, 1960

Corporation X Corporation Y

Percent Percent
Amount distri- Amount distri-

bution button

$37,462 100.0 $64.962 100.0

27,563 73.6 45,938 70.7
27,563 73.6 45,938 70.7

9,899 26.4 19,024 29.3

9,899 26.4 19,024 29.3
27,867 ........ 48,439 ........

555 ........ 1,617 .....
0 ------- 0 -.-....

0 ........---- 0 ........

Individual-Amount

110,971
54,672

----- ----- ----- ----- ----- -----

Proposal, 1959

Corporation X Corporation Y

Percent Percent
Amount distri- Amount distri-

bution bution

$20,945 100.0 $35,058 100.0

15,750 75.2 26,250 74.9
15,750 75.2 26,250 74.9

5,195 24.8 8.808 25.1

5,195 24.8 8,808 25.1
10,720 -------- 18,176 .--

482 ... 818 ---
0 -----..... 0 ...

10,103 ........ 17,126 ........

Individual

ill

Amount Percent Amount Percent

186,992 -- ..... 1---85,105 ....
93,478 ....- . .. . 113,987 - -
18,114 24 59,315 10

I For the "Proposal" columns, the figure Ix "adjusted ordinary gross income." 2 Before dividend received deduction.
2 Before dividend received deduction.

P-oposal, 1960

Corporation X Corporation Y

Pe.-cent Percent
Amount distri- Amount distri-

bution bution

$37,462 100.0 $6t. 62 100.0

27,563 73.6 45,938 70.7
27,563 73.6 45,938 70.

|,813 26.4 19,024 .

9,899 26.4 19,024 29.3

27,867 -------........ 48,439
55 -------- 1.617 .......

0 ........-------- 0
27,312 ........ 46,822 .....

Individual

I 1 - 1

I For the "Proposal" columns, the figure is "adjusted ordinary gross income."
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Case III: Years 1959, 1960, and 1961
Corporation W was incorporated in 1955. It paid no dividends in 1959, 1960,

or 1961. The corporation is entirely owned by one person. Corporation W's
income was derived entirely from dividends, capital gains, and rents Gross
rents were over 50 percent of gross income in all years, so it was not classified
as a personal holding company. Even if rents had been computed net of real
estate taxes, interest, and depreciation, corporation W would not have been
classified as a personal holding company. Rental income would still have
been over 50 percent of the adjusted ordinary gross income of the corporation
in all years. However, income from other types of personal holding company
income (in this case dividends) was more than 10 percent of the ordinary gross
income. Thus, rental income would have been considered personal holding
company income as a result of this revised test in the House bill. All of ilth
adjusted ordinary gross income of the corporation being from dividends and
rents, the corporation then would have been considered a personal holding com-
pany in 1959, 1960, and 1961.

The addition of the reconstructed, undistributed personal holding company
income ($104,500 in 1959, $83,500 in 1960, and $95,000 in 1961) as a dividend to
the stockholder's income would have increased the latter's reported personal in-
come tax from $51,000 to $118,500 in 1959, from $39,000 to $86,000 in 1960, and
from $48,500 to $113,000 in 1961.



Case III

Present law, 1959 Present law, 1960 Present law, 1961 Proposal, 1959 Proposal, 1960 Proposal, 1961

Percent Percent Percent Percent Percent Percent
Amount distribu- Amount distribu- Amount distribu- Amount distribu- Amount distribu- Amount distribu-

tion tion tion tion tlion tion

Corporation W:
Gross income (total) 1--..... .....---...--.. $356,241 100.0 $363,178 100.0 $408,798 100.0 $219,113 100.0 $210,941 100.0 $236,252 100.0

Personal holding company income (total)... 122,322 34.3 105,333 29.0 146,057 35.7 219,113 100.0 210,941 100.0 236,252 100.0

Dividends-..----------..... ----------- 105,152 29.5 75,813 20.9 89,531 21.9 105,152 48.0 75,813 35.9 89,531 37. 9
Interest---..---......-----..... ----- -..........----- -... ..------ ---- ----------- -.-..--.---- ..--- ---------- .------------- - --------
Gains from securities and commodity
futures...---.----------------- .. 17,170 4.8 29,520 8.1 56,526 13.8 -- ------------ ---- -----------

Rents, under 50 percentof gross income 2.................................................. ---- 113,961 52.0 135,128 64. 1 146,721 62.1
Income from personal service contracts.. --- ---- -- ---- -- ----------- ---- ------- -- ---------------------------------------- --------

Nonpersonal holding company income
(total)..-......------------ -------. 233,919 -65.7 257,845 71.0 262,741 64.3 ....--.---.--- ...... ------ --- ---------- ----

Gains from sale of other capital assets -...- ---- ........--- ...-- ..-- ...-- ..........--....-- .... ---- -- ---.-----. --.---------. . ------------ --
Rents, 50 percent or more of gross in-

come-..---------.... ------.---... 233,919 65.7 257,845 71.0 262,741 64.3 ..........---.-------- . -...... ---- --.--
Other---....----..........--- -----......... ---- --- ----------...................---- ---.........----------. --------- -----....-..---

Taxable income 
3 - -

.
- - - - - - - - - - - - - - -- - - - - - -

128,496 ---------- 121,715 ---------- 161,386 --------- 128,496 ---------- 121,715 ---------- 161,386 ----------
Corporate ncome tax .------------------- 11,027 ----- 16,312 ---- 23,819 ---- - 11,027 ---- --- 16,312 ------- 23,819 ---
Dividends-----------......... . ----------------..--.--. 0 ..----- . O -------..---.------. .......... 0 ----------
Undistributed personal holding company in-

come---.........-- ----- -----..................... .......----- 0 ----......... C ......... 104,392 83,263 ... .---------- 95,054
Individual taxpayer, 100 percent owner of corpo-

ration:
Taxable income --.........---------------... 121,526 .-------. 95,380 ------ 113,369 ....----. 225,918 - ---- 178,043 ------- 208,423 .--
Individual income tax--------------------- 50,927 ---------- 38,771 ------- --- 48,253 ---------- 118,596 ----- 86,191 ---------- 113,229 ----
Increase in individual income tax ...--------- ---------------------. -------------------- 67,659 133.C 47,420 122.0 64,976 135.0

I For the "Proposal" columns, the figure is "adjusted ordinary gross income."
2 Under the proposal, rents constituting any proportion of adjusted ordinary gross in-

come would be treated as personal holding company income if personal holding company

Income (other than rental income) constitutes mfre than 10 Dercent of ordinary gross
income.

a Before dividend-received deduction.
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Case IV: Years 1958, 1959, and 1960
Corporation V is owned by one person. During the years in question, the

corporation paid no dividends. Originally it operated as a manufacturing con-
cern. In 1955 it disposed of its machinery and equipment in an installment
sale, with payments running through 1993. The assets were then invested in
securities and real estate. In 1958, rents were less than 50 percent of gross
income and thus constituted personal holding company income. However, the
gain on the Installment sale of machinery and equipment was 43 percent of gross
income. The corporation thus did not fall into the category of a personal hold-
ing company. The corporation would have been considered a personal holding
company under the proposal to exclude capital gains, and to deduct real estate
taxes, depreciation, and interest from rents, in computing adjusted ordinary
gross income. Rents as recomputed would have constituted 49.6 percent of
adjusted ordinary gross income. Undistributed personal holding company in-
come of $8,000, if added to the income of the sole stockholder as a dividend, would
have increased his individual income tax from about $14,000 to $18,500.

In 1959, corporation V reported 39 percent of its gross income as gain from
the installment sale of its machinery. It would not have been classified as a
personal holding company under the proposal merely because adjusted ordinary
gross income for personal holding company purposes would be computed by
excluding capital gains, and after deducting interest, real estate taxes, and
depreciation from gross rents. Under the suggested revision, rents still would
have constituted 52.9 percent of adjusted ordinary gross income. However, divi-
dends and interest were over 40 percent of ordinary gross income. Therefore,
the rental income would have been classified as personal holding company income
under the proposed 10-percent test. Undistributed personal holding company
income would have been about $12,500. Since the stockholder's individual income
tax return for this year is not available, it is not possible to compute the addi-
tional tax that he would have had to pay if this $12,500 were considered a divi-
dend to him. However, judging by the income shown on the stockholder's 1958
and 1960 returns, he would have been taxed on the $12,500 at a rate higher than
50 percent.

In 1960, corporation V no longer had any installment gains. All income was
from dividends, interest, rents, and capital gains on securities. It was not classi-
fied as a personal holding company under the terms of the existing law, how-
ever, because 51.5 percent of the gross income was from rents. But, under the
proposed recomputation of rental income and personal holding company income,
it would have been considered a personal holding company, even though rental
income still made up 54.5 percent of adjusted ordinary gross income. Dividends
and interest again represented over 40 percent of ordinary gross income. The
addition of the undistributed personal holding company income of nearly $14,000
of corporation V as a dividend to the reported income of the stockholder would
have raised his marginal individual income tax rate from 59 to 62 percent. His
tax would have been increased from nearly $17,000 to about $24,500.



Case IV

Present law, 1958 Present, law 1959 Present law, 1960 Proposal, 1958 Proposal, 1959 Proposal, 1960

Percent Percent Percent Percent Percent Percent
Amount distribu- Amount distribu- Amount distribu- Amount distribu- Amount distribu- Amount distribu-

tion tion tion tion tion tion

Corporation V:
Gruss income (total) . ------ ------ - $42,965 100.0 $47,074 100.0 $34.986 100.0 $21,226 100.0 $24,648 100.0 $27,553 100.0

Personal holding company income (total).- 24,600 57.3 28.709 61.0 16,973 48.5 21,226 100.0 24,648 100.0 27,549 100.0

Dividends..--..-----.... --------------- 4.285 10.0 7.649 16.3 8.614 24.6 4.285 20.2 7.649 31.0 8.614 31.3
Interest----------------------------- 6,401 14.9 3,976 8.4 3.919 11.2 6,401 30.2 3,976 16.1 3,919 14.2
Gains from securities and commodity

futures...-----------------.......--. .. 414 1.0 1.084 2.3 4,440 12.7 ---------.------..---------------------- --------
Rents, under 50 percent of gross Income 2. 13,500 31.4 16.000 34.0 .-------.--.. ----.. . 10.540 49.6 13.023 52.9 15.007 5.5.
Income from personal service contracts-..- ...---.... -........................ ----........----- --------------- . --.- ----------- ------

Nonpersonal holding company income
(total).......---------....--------------. 18,364 . 42.7 18,364 39.0 18.013 51.5 ------ ----- .-----.... --------------------

Gains from sale ofother capital assets... 18,364 42.7 18,364 39.0 .------ -------------------------------------------------
Rents, 50 percent or more of gross

income--_-------- ------------- ------ ------. ----- ------ 18.000 51.5 -- ------ ----------- ----- ------- -------
Other---- ------------------------------------------------ - ------ - - 13 (1) ---------- ----- -------- ---------- 13 (3)

Taxable income ------.........----------....... 28,505 --------- 32,868 ---------- 21.13 1----- 28.505 ...- . 32.8 ------ -21.130
Corporate income tax.......------.. -----.. -- .6,625 -------- 7, 153 -------- 4.034 -..--- - 6.625 ..---- 7.153 --------- 4.034 .-..
Dividends.----------------------------------- 0 ------- 0 --------- 0 ------- 0 ---- 0 ---------- ---
Undistributed personal holding company in-

come.. .................------------------ 0 0 --------- 0 --- ----- 8,78 ..-..--- 12.674 -.---- 13,766C .---. .
Individual taxpayer, 100 percent owner of corpora-

tion:
Taxable income .-------.-- ..-------------- 39,559 ---------- () ---------- 41.395 -----...... 47.628 ------- () ------- 58.161
Individual income tax ---------------- ----- 14,225 .---------------- --- - 16.86---------- 1514 ---------------- ---------- 24642
Increase in individual income tax..--------------------------------- -------------------- 4.289 3.0 ------------------- 7.756 4.0I. s -- -- -- -- -- I5 5 1' :: : :' 7. . .. ... __- .

For the "Proposal" columns, the figure is "a ljusted ordinary gross income."
SUnder the proposal, rents constituting any proportion of adjusted ordinary gross

income would be treated as personal holding company income if personal holding com-
pany income (other than rental income) constitutes more than 10 percent of ordinary
gross income.

SNegligible.
4 Before dividend received deduction.
a Not available.
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Case V: Year 1959
Corporation U was incorporated in 1935. It paid a small cash dividend in

1959. The corporation is owned in equal parts by two persons who are officers
of a manufacturing concern. Over two-thirds of the assets of corporation U
consist of the dividend-paying stock of the manufacturing concern. The only
other income source of any significance of corporation U is real estate which is
carried in part with borrowed funds. In 1959 corporation U was not classified
as a personal holding company because 50.4 percent of its gross income was
from rents. All other income was derived from dividends and interest. Revi-
sion of the measurement of rents, as proposed, would have resulted in its reclassi-
fication as a personal holding company because only 31 percent of adjusted
ordinary gross income would have been deemed to be derived from rents.
Attribution of half of the undistributed personal holding company income of
corporation U as a dividend of $72,000 to stockholder A would have increased
the stockholder's marginal tax rate from 62 to 78 percent and his tax from $27,500
to $75,500.

Caso V

Present law, 1959 Proposal, 1959

Amount Percent dls. Amount Percent dis-
tribution tribution

Corporation U:
Gross income (total) .... .----------

Personal holding company income
(total).----................ .......... .

Dividends.........................-
Interest-............................
Gains from securities and commod-

ity futures.----------------------
Rents, under 50 percent of gross

income-.........................
Income from personal service con-
tracts........-...................

Nonpersonal holding company income
(total) ---- ------..- -----

Gains from sale of other capital
assets-............................

Rents, 50 percent or more of gross
income .. ----------------

Other --------------------------.-
Taxable Income . ------..-----
Corporate income tax-......................
Dividends ...............................-------
Undistributed personal holding company

Income .... ---------------------
-Individual taxpayer, 50 percent owner of corpo-

ration:
*' axahle income. --------------......

Individual income tax .................
Increase in Individual income tax-..........

$286,797 100.0 $207,440 100.0

142,173 49.6 207,440 100.0

136,351 47.6 136,351 65.7
5, 22 2.0 5,822 2.8

144,624

144,624

-S.---- - .----32.789 .525..............32.78600 -.----
12.600 ..............

68, 5i9 -.... ...
27,493 ------------..

50.4........ ------

50.4 ------................

65,267 31.5

189,525 .
32,786 ..-------
12,600 ..----

144,139 -............

140,618 ...--
75,585 .-------------
48,092 175.0

I For the "Proposal" column, the figure is "adjusted ordinary gross income."
S Before dividend received deduction.
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Case VI: Years 1958, 1959, 1960
Corporation T is entirely owned by one person who is an entertainer. The

corporation paid no dividends in the years in question. The corporation's
major source of income is payments for the personal service of its sole stock-
holder. This stockholder serves as president of the corporation and receives
as a salary 30 percent or less of the amount the corporation receives for his
services as an entertainer. Although the present law classifies as personal
holding company income amounts received by a corporation under a contract
to furnish personal services if some person other than the corporation has the
right to designate the person who is to perform the services, corporation T was
not classified as a personal holding company because nonpersonal holding com-
pany income was between 25 and 30 percent of gross income. Practically all of
the nonpersonal holding company income was made up of the gross receipts from
business operations not falling within the personal service contract category.
In 1 year, for instance, part of the nonpersonal holding company income was
derived from the ownership of a bowling alley.

Corporation T would have been classified as a personal holding company in
1938-60 under the proposed revision of the law because over 60 percent of its
adjusted ordinary gross income was from the type of personal service contract
falling within the concept of personal holding company income. The recon-
structed undistributed personal holding company income would have been about
$73.500 for 1958, $86,000 for 1959, and for 1960, $107,000. The addition of these
amounts as dividends to the reported income of the sole stockholder would have
increased his personal income tax in 1958 from nearly $22,000 to $70,500, from
$24,500 to $81,500 in 1959, and from $29,000 to $101,500 in 1960.



Cae VI

Present law, 1959 Present law, 1959 Present law, 1960 Proposal, 1958 Proposal, 1959 Proposal. 1960

Percent Percent Percent Percent Percent Percent
Amount distribu- Amount distribu- Amount distrlbu- Amount distribu- Amount distribu- Amount distribu-

tion tion tion tion tion tion

Corporation T:

ross income (total) -----............----------- $333,433 100.0 $390,593 100.0 $477,039 100.0 $332.683 100.0 $384950 100.0 $476.638 100.0

Personal holding company income (total)... 241,000 72.3 293,000 75.0 343,000 71.9 241.000 72.4 293.000 76.1 343.000 72.0

Dividends--......................-------- ...-- . .....---------.....- ---..----- - ----- ------------------- ---------- --------- ---------- --------- ----------
Interest......-----... .. ...------.---- ........--....... ---- - ----------- ---------- - --------------.---- -------------- W----------
Gains from securities and commodity

futures..-----.......-------- -----....- -- -- --- ....------ -------- ------------ ------------ --- ------ ------ ---------- -------
Rents, under 50 percent of gross income--..--.........-------- .......------------ ----------------------------- ------------------------------
Income from personal service contracts 3 241,000 72 3 293,000 75.0 343,000 71. 9 241,000 72.4 293. 00 . 76.1 343.000 72.0

Nonpersoaal holding company income
(total) - -- --------------------- 92,433 27.7 97,593 25.0 134,039 28.1 91.683 27.6 91,950 23.9 133.63 28.0

Gains from sale ofother capital assets-... 750 .2 5,643 1.5 401 .1 ...........------....---... .----------
Rents, 50 percent or more of gross In-
CO - ---- - ------- ------- ---------- ---------- ------ ----- ---------- ----- ----- ---------- ---------- ----------
Other----...---.. --......----... ----------................. 91683 27.5 91,950 23.5 133,638 28.0 91,683 27.6 23.9 133,638 28.0

Taxable income ---....---.. -----.--.--.--.... 142,880 ....880 --------- 172949 -------- 211,94 ------- 12 ------- 17949 .--- . 211,944 ..
Corporate income tax..-----. .-------........ . 68,595 ---------- 82,910 .-------- 104,603 .-----. 68.595 ------ 2. 910 .-----. 104.603 -...
Dividends..-------........... ---................. . ------ 0 0 0 .---- 0 -------- 0 -------- 0 .....
Undistributed personal holding company in-

come...-------... ---------.....----.......---- 0 --- - .0 ---- 0----- ---- 73,722 ----------. 5,807 --. -- 0,040 -.-
Individual taxpayer, 100 percent owner of corpora-

tion:
Taxable income...--..---... --... ---------. 52,873 --------. 58,853 ..-----. 68,080 . .------ 126,595 ---- . 144,660 .......... 175.120 ..
Individual Income tax --------..--------------- 21,781 .--------- 24,387 .-------- 28,915--- 70---500 ----- 81.287 -------.-- 101.665 .---
Increase In individual income tax ..----. ----------- ----- ---.-- ----- 48.719 224.0 56,900 233.0 72.7.50 252.0

I For the "Proposal" columns, the figure is "adjusted ordinary gross income."
:Approximate.

3 Residual figure used In order to make items add to total.
4 Before dividend received deduction.
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('ase III: Years 1960 and 1961
Corporation S is entirely owned by one individual and was a manufacturing

corporation until 1954. At that time the operating equipment was sold. and the
land and building previously used by the corporation, but rented by it from the
sole owner, were transferred to the corporation. Since that time, the corpo-
ration's income has been from dividends, interest, capital gains, and rents. It
has never paid any dividends. Corporation S was not classified as a personal
holdingg 'ormipany in 1960 and 1961 because rents were between 50 and 60 per-
cent of gross income. Under the proposal, it would have been classified us a
liprsonal holding company. Rents, after deduction of interest, real estate taxes,
and depreciation, would have been about 36 percent of adjusted ordinary gross
income. Interest and dividends would have accounted for the rest of such
income.

The owner of the corporation paid personal income tax of slightly over $6,000
in 1910. The addition of the recomputed undistributed personal holding com-
pany income of $10,500 to the stockholder's dividend income would have in-
creased his income tax to $13,500. In 1961 the stockholder's income tax would
have been raised from about $6,500 to nearly $15,000 by the addition to his
income as a dividend of the $18,000 of undistributed personal holding company
income of corporation 8.



Case VII

Corporation S:
Gross income (total) I----------------------- -...... ...............................

Personal holding company income (tot).................................)... ....

Dividends......................................
Interest .---------..................................
Gains from securities and commodity futures - ------. --. ----- .......

-Rents-under 50 percent of gross income--------------.----------.------........
Income from personal service contracts..--.......................... ...-....

Nonpersonal holding company income (total)..-----..............---...-.............

Gains from sale of other capital assets.-------... ----. -------------.-.......
Rents, 50 percent or more of gross income----- ------...........................
Other......................................... - ......................

Taxable income
2 

------------------- ..............-...-
Corporate income tax ...................................
Dividends...--- -..--- -..-- ..--- . ---- --.-..... --------.......-
Undistributed personal holding company income ..-..-....... ..... '..................

Individual taxpayer, 100 percent owner of corporation:
Taxable income...........
Individual income tax -, .... - .-.. ...- 1 - -
Increase in individual income ta -..-...... ..- . ....-- .....-.............

I For the "Proposal" columns, the figure is "adjusted ordinary grwos iInc-e "

Present law, 1960

Percent
Amount distribu-

tion

$48, 75

19.203

14 -52
4,248

29,555

28,945
610

18, 714
1,998

0

100.0

39.4

30.7
8.7

----------

Present law, 1961

Percent
Amount distribu-

tion

$57, 521

27,478

15.690
5.471
6,317

----------

100.0

47.8

27.3
9.5

11.0
..---------

Proposal, 1960

Amount

$30,985

30.375

14. 952
4,248

11. 175

Percent
distribu-

tion

100.0

98. C

48.
13.7

36.1
60.... 304_ 52. 610 2.
60.6 30.044 52.2 610 20 ----------

. . . . . . .. . ,

59.4
1.2

----------
----------

----------

30,044
----------

26.710
3,885

0

23.695 .-..-...- 24. 842
6.127 -----......- 6.43

..... ... .. . . --..........

52.2-
---------

----------
----------

610

18.714
1,998

16,716

2.0

----------

.......... 40. 411
-......-... 13 ,524 .....
--------- 7,397 121:0

Proposal, 1961

Percent
Amount distribu-

tion

$33,105

33,105

15.690
5.471

11.944

----------

26.710
3,885

i8. 087

42,929
14.918
&275 125.0

2 Before dividend received deduction.

100.0

100.0

47.4
16.5

36. 1

-- -~--
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Case I'II: Years 1958, 1959, and 1960
Corporation It was originally owned by only one individual. Over the years

he has given away 80 percent of his stock to his children. Most of the corpora-
tion's income is derived from interest, dividends, rents, and capital gains. Sub-
stantial dividends are paid each year. but the corporation always retained over
25 percent of its income in the years in question. It has not been classified as a
personal holding company because 70 to 75 percent of gross income was derived
from rents. Even under the proposed change in the method of computing rental
incoiue and gross income, the corporation would not have been considered a
personal holding company because, in all years, rents still would have been over
50 percent of the revised measure of gross income (i.e., adjusted ordinary gross
income). However, since other personal holding company income was over 10
percent of ordinary gross income, the rental income would have been classified
as personal holding company income under the proposed revision.

If corporation R had been classified as a personal holding company, its undis-
tributed personal holding company income would have been $60,000 in 1958,
$88.000 in 1959, and $60,000 in 1900. The addition of 20 percent of these sums to
the income of the major (and original) stockholder's income V a dividend would
have increased his personal income tax from $29,500 to $3,000 in 1950, from
$51,500 to $60,500 in 1959, and from $40,000 to $48,500 in 1960.

24-82-68--pt. 1- 20



Case VIII

Present law, 1958 Present law, 1950 Present law, 1960 Proposal, 1958 Proposal, 195 Proposal, 1960

Percent Percent Percent Percent Percent Percent
Amount distribu- Amount distribu- Amount distribu- Amount distribu- Amount distribu- Amount distribu-

tion tion tion t tion tion

Corporation R:
Grss income (total) I ..--............-------.. $951.967 100.0 $998,236 100.0 $1,028,699 100.0 $681,344 100.0 $719,41 100.0 $718,550 100.0

Personal holding company income (total)... 282,681 29.7 300,096 30.1 262.372 25.5 678,208 99.5 702,370 97.6 679,148 94.5

Dividends-..-.......................... 256,842 27.0 266.329 26.7 245,890 23.9 256,842 37.7 266,329 37.0 245,890 34.2
Interest-.----.......-------------.--. - 8,827 .9 16,490 1.7 898 .1 8.827 1.3 16,49 2.8 898 .1
Gains from securities and commodity

futures..---.-----. ---------------- 17,012 1.8 17,277 1.7 15,584 1.5 .--------...........---.. ----- ----------
Rents, under 0 percent ofgross income 

- - -- - - - - - - - - - - - - - - -- -  - - - - - - - - - - - - - - - - - - - - -- - - - 
412,539 60.5 419,51 58.3 432, 30 00.2

Income from personal service contracts'-.--.-- -- - ---------- - ---- -.--- ---- - --- ---------------------- -------

Nonpersonal holding company income
l).---- -. -------------- 66,286 70.3 698.140 69.9 766,327 74.5 3,136 .5 17,171 2.4 39,402 .5

Gains from sale of other capital assets-... (465) .--- - - -- ----- ---- --- -- - --- - --- ----
Bent--50 percent or more of gross in-

come.-------- - 666,619 70.0 680,969 68.2 726,925 70.7 -.............................--- ----.
Other.--- - ------------- 3.136 .3 17,171 1.7 39,402 3.8 3,136 .6 17,171 2.4 39,402 6.5

Table income ..
- --

.
-

---------- 271,549 ---..---- 308,078 ------ . 267,251 ---- - 271, 549 - 308,078 ----- 267,251
Corporate Income tax-..---.----- . ..-.-- 17,471 .------. . 32,075 .------ 20, 483 .----- . 17,471 ...- ---- 32.076 -....---- 20,483 .
Divldeds..-- -------------- -- 175,000 .....---- 175.000 -------- -175,000 --------- 175,000 .-------- 175,000 . ----- 175,000
Undistributed personal holding company

ncome ..............----------------- 0 ........---- 0 .....---- 0 ----..... ------ 66,203 ---- 87,802 ---------- , 984 ....----.....
Individual taxpayer, 20 percent owner of corporation:
- Taxable Income-------------------- ----- 65,838 ----------. 114.885 ------- 77,183 .---------- 79,079 --------- 32445 ---------- 89,180 ----

Individal income tax------ -------------- 29,544 ---------- 51,680 ---------- 39,977 ---------- 38,051 ------- 6,521 -- 1------- 4 02 ------
Increase nin dividual income tax------ ------------ ---------- -------------------- 8,50 29.0 8.841 17.0 8,52 21.0

: I For the "Proposal" columns, the figure is "adjusted ordinary gross income." pany income (other than rental income) constitutes more than 10 percent of ordinary
-* Under the proposal, rents constituting any proportion of adjusted ordinary gross gross income.

Income would be treated as personal holding company income if personal holding corn- Before dividend received deduction.
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Case IX: 'Years 1958, 1959, wnd 1960
Corporation Q is 100-percent owned by one person. In 1958 and 1900 the cor-

poration was not considered a personal holding company because rents exceeded
50 percent of gross income. However, in 1959 corporation Q was classified as a
personal holding company because an extremely large capital gain from securi-
ties constituted 68 percent of gross income. In order to avoid payment of per-
sonal holding company tax, the stockholder had the corporation pay him a large
dividend. This dividend was so large that the corporation had a dividend-paid
carryover. In spite of this carryover and the fact that some dividends also were
paid in 1968 and 19000, the corporation would still have had met undistributed
personal holding company income of $84,000 for the 3 years if it had been classi-
fied as a personal holding conjpanyin all 8 years. -
. Corporation Q would jhae been classified as a personal holding company in

1958 under the change'proposed in the House bill because ents as recomputed
would have been almost 49 percent of adjusted ordinary gross income, and
dividends and Intrest over 47 percent. The.proposed changea'would not have
affected the prvlious personal holding mpany status for 1959 q rents would
have been 39 percent of adjusted rdinary gross income. In 1960,\the corpora-
tion also would have been elhasifle as a personal holding company, on though
recomputed ,tents were.48 percent of adjustedoidinary gross inco, because
over 10 per ent of ordinary gross income w. -from divinds. \

If classic ed as a personal holding company, corporate Q would ave had
undistributed personal holding cp in'1omt of 80,000n 1958 an $17,500
In 1960. oflhe 1960 figure is ne er e divienpaid rryover f 1959.
The addition of these sums as idend4 to the\s ckholde s personal income
would haIe increased his 1958 nrl(Income tafrom $!15,500 to $ 37,500.
In 1960 tle increase vould hae ee fr i6m,- $38,000.



Case IX

I I i _____-_!- - I-- -- _ _ _I_

Corporation Q:
Gross Income (total) ---------------..........

Personal holding company income (total)...

Dividends................ .........
Interest.................................
Gains from securities and commodity

futures.. .........
Rents, under 50 percent of ross income 3.
Income from personal service contracts--

Nonpersonal holding company income
(total).----- ---.. ....... .....

-Gains from sale of other capital assets- --
Rents, 50 percent or more ofgross income.
Other....... ..... ..........

Taxable income
Corporate income tax-- -...................
Dividends... ..............................
Undistributed personal holding company

income... ...........................
Individal taxpayer. 100-percent owner of corpora-

tion:
Taxable income---............ .
Individual income tax...................
Increase in Individual income tax -----. -_-.'__"

Present law, 1958

Amount
Percent

distribu-
tion

Present law, 1959

Percent
Amount distribu-

tion

Present law, 1960

Amount

Proposal, 1958

Percent
distribu- Amount

tion

$399. 733 100.0 $1,051,536 100.0 $288,979 100.0

176.692 44.2 1,42.147 99.1 69.622 24. 1

109.814
2.197

64,681

223,041

214.368
8,673

187.368
28.322
60,000

0

27.5
.5

16.2
- -- -- - -

53.6
2.2

--------

117,637
2

716.013
208,495

9,389

11.2
(2)

68.1
19.8

69.608
14

219,357

24.1
(2)

-i - I

9.389

796.119
176,848
100,000

(13,272)

160.751
86.333

.9

----- - -

----------

211.860
7.497

45.121
1.431

12.500

0

66.299
23.948

2.6

----------
----------

23M4774

226.101

100.814
2,197

Percent
distribu-

tion

100.0

96.3

46.8
.9

-46T

67---- 3.7

---sej------ -- ----
8.673 3.7

187,368 ..........
28.322 ..........
60,000 ..........

30,245 ..........

262.656 ..........
137.286 ..........
21.657 19.0

Proposal, 1959 Propo

Percent
Amount distribu- Amount

tion

209.063 100.0 $184. 852

199.674 ij 95.5 177.355

117.637 56.3 I69608
2 (:) 14

----- 0----- -------

9.389 4.5 7,497

---------- ---------:-
9
.

3 8 9  
4.5

796.119 ..........
176.84S ..........
100,000 ..........

(13.27 2)..........

160, 751 ..........
86.333 ..........

0 0 I

l, 1960

Percent
distribu-

tion

100.0

96.0

37.7
(2)

7.497_ 4.0

45.121 - -
1.431 .........

12.500 ......

17,319 ......

83.618 ..........
32.906 ..........
8.958 37.0

SFor the "Proposal" columns, the figure is "adjusted ordinary gross income." pany income (other than rental income) constitutes more than 10 percent of the ordinary2 Negligible. 
gros income.3 

Under the proposal, rents constituting any proportion of adjusted ordinary gross 4 Before dividend received deduction.
income would be treatefl as personal holding company income if personal holding corn-

232. 411 ..........115.6'29 . . - - .

I
|f ;-------~

u

---- i- iI

I

-------- i ii-------~-- --- -~---- -- im, 090
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Senator DouOLAs. $900,000?
Secretary DIrJ)ON. $900,000.
Wo would call that jumbo.
Senator DovUmAs. Let's see now. This was a $900,000 life iInsurance

policy?
Secretary DuION. Group.
Senator )OUGLAS. Tax free?
Secretary DILLON. That is right.
Senator D)OUGMaS. I would say that was jumbo.
Now you exempt retired employees from the $30,000 group term

insurance limit, do you not?
Secretary I)Ii,,ON. That was not our recommendation. The House

did that.
Senator I)ou(G,,\s. The ouse did it, but you do not protest it?
Secret ary D)IrON. We are not asking for changes for the reasons

which I think I explained before. But we did not see any particular
logic in exempt ing employees when they retired.

Senator DI)oUrAS. May I ask, do you think that is a good tiing to
exempt, retired employees from the $30,000 ?

Secretary DI)LON. We do not see any part icular-
Senator T)oUrGA,s. If this were changed, it. would have your platonic

blessing even though not your active support ?
Secretary DIILON. That is right.
Senator DoU(,As. On this point you are neutral?
Now one of the ways in which taxes are avoided is, of course, through

the corporate shield. One sets up a shield. A corporation will re-
ceive dividends.

Let me put it this way: You set up corporation B which receives
dividends from X, Y, and Z, and then the corporation pays only 52
percent upon 15 percent of the dividends which it receives from the
corporation, or 7.8 percent. Is this not a favorite device to avoid the
payment of personal income taxes?

Secretary I)umLON. Where this is a device is in tlhe area of personal
holding companies that the Congress legislated against some years
ago, and we i ave recognized that over tihe years able and intelligent
tax lawyers have found ways to move around those rules, so that we
did propose a considerable tightening up in that area, and I am glad
to say that that was generally approved by the -ouse.

Senator DOUvoAS. Are you satisfied with the provisions on personal
holding companies?

Secretary DILLON. The provisions on personal holding companies
were as recommended by the administration with the exception that
the House added to them certain transitional devices which would
allow or facilitate someone who was caught-someone who had not
been a personal holding company but under the strict interpretation
became one, to liquidate his operation. That was something that they
put in not at our recommendation. It is highly technical what they
did there, but it was worked on by my staff at some length and when
they got through they thought it was a reasonable transitional privi-
lege which would probably encourage liquidation and thereby get us
some revenue which we might not get otherwise. And so we accepted
it, and it is acceptable to us.

305
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which'I we sulggested(.
Sei'lit)I 1 oiui\S. I would like, t Iii'iiil tils i(iuistil 911very slowly

21191 very'' cai'filCily So you ii m111 1 lil a it uonsI ied reply. It d'ii is w ill

Ar1 i t i'i I V t 1 v Isi n i ll ile i pi0lol i ol ii n gi ('lii l a've ionsght

SI fnit, would yul. So. Would foruh pivaimgi u j'oft

ict aI le roions Wit elm1 d

Seiiutoi' I-ols. l~"oliild you gi ve it iroughi out hule 11hioiit 111 vln 'iti-
juist' ? I

Mereiti )lI.I)N I thiiiik it 15 l1li11yl i lliaiiions~ of dlil-il', $50 Iliil.

hoi'i'e or 1),Iti it~x Ter i, vo ilini wie1 thu t a oiefmiy

i0,So th Arviind t~'hich Xlok ~vill' toat ciii tidl tewas elb
Me( onItDItOO0 hhc o,11( iiyWl( ~'ililt itlq'i('Si' il tiei'

'iuret it Io w X .0l 11 tli1 o fa 1( lil Willit i iof iowti

ioivgl PI01111 loll i'ifaii a, iis h i-eoivedOi Ot the lobe-
hI'ls ofC a t 1 14piionsa whc case.le opt lan ieWasa

SIeis iatiDllileo di Woolltd Welr eh if1111 it iS !1(it iiC i ;Iti'lit 11
lullIlli llil ty , dielllilbI'lt o taii~ lle le the 'Iolte lill

iiixIlel ue oviusy oli~il a tou,0liiiiit I u-1.1 ait 11011?oro
S'ci'i'et 11"1 )IIN Tfli wilid e F1ave 1 1weifle illstholdic II we ill110 gladt ol.

I(hel also ws oe oexape o 1 it aou hi lll( sado Wllould

f . eig peli'lO holing i li ilt1 es, whii W ll h glld t o fulil the l,
~jlent gn ir ilfl te UtiUO.

(Teto folloIngS unateria waU suppl-ied4 f it sT nossetWtherod)

At prest, thee aire bot 20,00 illptoylee'e rei rpoater ie shildr
lill boeae I elc o f\lll $800 avidle lausdioleft. toieedtlby tei lfoployrA
While tias y ai~~w smal wecne abou e ifi hac of 1ne peret oil te a to.

Caller fi5 empoyees coerd nder emfploye irptn lie sandwcoldi

Ifoi benhefi fro teirC emptloers wopel free1 of gl to Th t lileare

(Tistontil lwn the sme a l hose arrived tob the ieconsranei:) tyitef

Anumb'r of peciitnes ofvre er lraiiueo group-te na life nsur-anI

ancei' coverage liave coei' to tile attenitioni of the(% i-en'iulry lDepiurl Iicit. As n
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11111.1l11-1i1 lul tOf flit' t'Xtt'tt Of ''JutIiiu'1 covkhigt', there Silild het vited I lie reflect
of' t yilvil comijua iy pta IIIH. Unditer i lit' group-I ern, fir I'' imUia iti pdia of one large'
corlporti I ba, ettiiJloy''Hm mnay rtwt'lY&' lisatiritte tp i li tree ttit'? aitia m u larIy.
I1i t 1111 particultir (1114, ota'- executive Is covered for $IM)0,00O. .Mortiovt'r, t here
ilr t lllt 4,()00 iw ir oailployceem In ill' (tutlilly WiNth Ii l14iiialvIiII li txceoi (if
$30,0WX wfl (tlie ainioluni of fulmutatce rainglig till1 the wny tilt tilt,, awai' to $900,0.(X)

Mim lainrge ttorio'ionm lian'o grouap-t'rin life' Insuictt , pitii mider wichel
t'ttployeem rev(&lve plrotect ion etIial top t w~ive thir mhir104. At lvt'Ht four' 'tit
tdoyet'1V4 lIIIOQ ( 1)1110 t'~i~~~cullod 1 to V ur al~utiitut receive Insurance co~3 tveraige of
liptwtevit $10(),o( atild $400.000. Since'it great alitiilie. o1f grollj-teiii lift. Ilst-II
aice l)1nnti provide coverage for the corporate ion executives euall to Uit Icuast
I wl( 1411iti'y. It wold1 H('Pti appanrent I hit t here oi I'(- many113 corpoate exeetitlivte
jpret'lt 13' twtl vi iig hu11ge 1ittitutitit oIf tax-free tiistiritle ac ov'a'i.

Seliaol for I t,. Whenl We W~ere fighittng tite 1 9.M t ax illI, thle
'Ii'i'iiiii subm1 )11itted~( foir flit, ret'ord figure-S otti 10 indIivi dualt oil o 1 1i'ai-

ion (l('l ntion111, thiir intangile( dillin g expne 10155 11 tiflt a11l io f of01
it Xes If loy MNil I( ii t lie pei'iod of 19-13.- -7.

1i'Vii Ilwr on )(i 11 is( i ae of it im1at111 who over it period of' !) you rs hald
a totil ief oc inv(111ie of miore 1 fi11i1 $14I miiillio lOa ad ie( pa id di ri tag filit
period t tix of $80,000, or' t %vo-tChirds of I pea'eait.

C oildh you fuiiisli for't heriet'oi'(lf I ieN'1; I tell ai ogS C)I iI paI'll bl1 (lit at
foI m~ iore a'ocenit years?

Mo('i'etti.i'' ) I~IJN. I Will SO see hat (-lli Ile (llvt. I WItS hlot Ili li't' o)f
Int 1i'f ilutilir (mt a1, aind I (lut kinow~ wihet heri 0111 StIt as t I lit dita
lii) tom (lito Oi'11 atitf it in t ioie.

IBat I Nvi 1 t'' ai see wl f can hIe donle, Senat for. (The Treasaill'y
I )paa't iiieit. rep'lorted thttlt thle (litit ret(jlltt' wasI W Iot ( I Iti liblt lit this
tilt.)

Seaitori 1 ommiTA. Mt tielt) pre.5 C01iflIOe Wh'i h \VtS hieldtil tiat'
Pres~ident's nilessige, tax niessage, in .1111111 ay, Mr. HaItrvey Britzei' who
wits foinir ht'aid of the1 Office of Tax AiiiI sis, St atted tlnt bet we'en
$112 it ad $13 hil11ion annua1mlly ("eaped t iiXIlltioa; hel-ai use 110 eClil il gains
a xes Nve'e levied tit ticati.'

I )o voli I hiiaikI t hlit, iSi)Ililit ppt' m ly' corr'lect
S0C!re a' DILL~rON. I m"111ld think thlat, is probably it flii i estilitfe.
As I mnnderstinid i4, there tire ihotit $150 b~illioni woi'th o~f IaIII'eili ',td

apprheiatioll Ito\\ ()it seurities and( there priobabhly is mulich Iliore oil
real1 :nstte, anld I Chink figuring Oit (Ile lvelige liult iea' of pt'ol---

Sonlatom' 1 olua.\S. $1) to $13 billion oil caplitil I gaills 110w eseCilpC5
11mat ioul comileotcly be'ilts it is t I'll1114 f('ra't' firom 011 genetrationi to

a1not her'.
S'ert'taiy 1 Il.LN would 81a1 somiithling of that hlltlre. It llony

deltlop to lie larger its thi111 goe's of) hbeitise, oif course, m~'iat we halve
witnessedl is a perio(Idurt h pa'ics rose, rathiet'. ratpidly from
1046-47 to 1955-57, and ts lilt. 1)ropeilty begiais to pass into estattes,
this figure you lolnt ionied maily go till, 6ecaluse Ou0 1 11 cua state tax
0)1 i'eceipts are tItiw goilg ill) veary rapidly.

Sentor1)oar~s. r. etwtay, lhow' ran Members tof thle C rs
face the tnuxpatyersi, how call they facve thle Wtililh 01r small finter1(9
Whot pays Oil til Income of $5,200, pays $456 inl taxes, how Capi. we facee
hem)II w'hlel these trllilu'ltoll: holes exist. ill tile tax Strlell-iie; people

with incomes of over $5 mnillioni paying no taxes iatsioovei' w ith $12
to $13 billion of capital ga*1sCo A elyOI'aing taxittionl through

11,1lsfr lf elth Wth$3 billion o ehtollllownaaies Coinplt'
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fie, I'l-m fixu \ion ; wit ll1 $2 billloll 0f' i iti ( Ig rile d(Iri liig ail el devel-
ojimll il costs writ teit oil' vi -tilnliv ill ille fi st y-eilP ; withI stovk
0l ills; ImtS()ll Iiol( iig (ill)(111 . tle whole I'lI I l iud glullnilt
of, , we~ild Iwiv\ilege?

l'llOW (lI1 V'O Sloy it is too (0111finlieled to try to reiiiedY t hexe Illiligs?
I III1)I)C to be oneo wh'Ilo res with your idieli ol st lill ltilt I 1wle

eCoiio01iiy tIi roligh it toax redl t i ion, bilt, it seelis to I all l 1n'1 1t1ie II 11ilis-
rut 6ini ii w1O1ys tlkinig it positon lli ftl revisioi is i i portl i t bIIt

wiYeit VltI liYo o i refonis overoar( to speed taox vedlitt iou it is pei'-
niiitt iill tirotestotilkoovertlieship.

Sect et irly I)aEON. Wre hiell e't rel I. we hav'e tliowit it overbhoii'd
net1ll1ly le'('iills(o I titi wli e lhiave i(iade some lles ere il(' In)wer-e
it101i1 iISMiiIli its- we w~old like.

1I' liink if Ne had1( itad that, caipit ii gnilns ta Xit dlnth iioPtryv
basis it. would have beeit one of thle great 0(1 advotw I hn t ellelens 1 i een

lle wer'e vety liii, tittit111 (iiit't d carry.
Setnt I i )to oum . Y'o11 i'ecoitiie mill iietdu tilHouse passed (he

'll jits, tillersti 1ll1 it, will itwreltse goveiiieli til r'vlluIite5 by
oboullt $00 miiii i t year t ogetibet' with the doule exclusion .

Se('ret iily ILLON. Togethl' With tile (i011l)iC(l dIividlend~ tXCIII~ioii.
Seintor DorI)r,,%s. The total etlfect would e flhnt we would incen-lso

t'ei'tiiies Iln-v iiiioit $300 iti ion Veo
Sec-etoy IhrA.oN. That is right.
Stita1tor bou .Suppose thle Setlilte cimilatni tint S tt provisions 11(1

retitills tle 4-peretlit, divi't el credit.
olt"uld you rI'Coliiitienld it vet o ittidei those coliditiotIS?

Secr-etin ry Dii,i,(oN. 0n11. )osit jolt onl 111h11t lats heeti clear. fr-om the
stoll. If 'that 1 -11111. Jic t r lt'o~ oti were el ititit ed, tile Collgri ess
sitotlld retllillt tile i'lltie Settle acoloriig to the flow of benefits. Ill
other Nvords, tte t'te settle Should le readj ilst ed it the higher levels
li11 lit-o, til he lower lei-elS.

senate' DOUGLAS. Suppose th t ilt were 1ot. (1ie. Suppose tho at. ll
that 10ppetS-as y'oui Say, it;, is easy to pit, illtit not ioti to strike 1111(1

I think you ore correct iti tiat. r[fiat is a veT wittyan d fa very trute
lreiik. It, is easy to Chiili lte iptrovisioli tis t ii'd to Substitute

provisions.
Slppose thiat l tht, is dolte is file ten itiou of tie 4-iecellnt ,livi-
(lent ,,( i'li tit(, e i ini titionl of it ci ite nI lo il o, wouIld o

Secretary DILLTON. We would run into a very difficult situation
there, Sentitor, which I would not be prepared t anllswer right now,
because we took the position, and we have maintained it, that proper
fiscal responsibility meaont thot net loss of revenue, ouit of this bill
shouit iot be more than somewhere in the general neighborhood of
$10 bllhioni. We recommended something over $10 billion originally.

Now largely because of the change in the capital gains rate wheree
we were getting extra revenue from increased activity, the total has
gone uip to $11 bilion.

The President made it clear, and It think we did, that if that in-
creased beyond that, we would not find this fiscally responsible and
we would be faced with a very difficult decision.
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1 lhey accept tlIis bill without t m king hi ing'es in Ihe late schedt Ile,
while stri king tllis revenue 'raising measure, we woul liIhae iot only
tie problem of inequity involve(, bui also we would have I very
dliflicult fiscal anIdI revenue situation. I don't know what (tie answer
would be.

If i t weln substantially above $11 billion--I don't think thle lresi-
dent could accept it.

Seintor DouoLAS. Mr. Chairman, if I many take a minute to make
it statement, that, perhaps would be more apl'propriate on the floor.
BIhut 1 thinkil we should remember that tlie enactment of the 7-percent
investment credit lst year is going to cost $1,200 million a year, the
more liberal depreciation rate $1,300 million, or a total of $21/2 blil-
lion given primarily to corporations, and they are primarily owned
by those with incomes over $10,000 or $20,000 a year.

We should renmeber that in 9)51 t lie 4-percent dividend credit
was granted, which now costs $460 million a year, and accelerated
depreciation was pu t into effect in 1954, witi a loss of several billions
a year.

My estimates are that the tax burden of corporat ions since 195-1 are
biing d(liminished at a rate of iot far f'roin $5 billion a year, and all
thlse truck holes remain in the tax system, and they are only very
slightly reduced.

We should reniemibei r lhat while the individual income lax is pro-
gressive, and wlile the corporate tax lias a progressive element, we
should remember that there is still $101' billion of excise taxes which

lihe Federal Government collects, the burden of which primarily falls
upon t he lower income group.

And that in the field of State and local taxation tliat total receipts
lust, year were ap)roxilmat1ely $54 billion, with the property tax yield-
ing al)out $18 bi lion, State sales taxes $121/: billion, and that these are
primarily regressive in nature.

It seems to me that t ie case of tax reform is very strong. Very
frankly if this bill get any worse, it, s going to be very dilicult for
some of use to vote for it.. It is going to he very difficult for some of
us to vote for it as it is. I would hate to see the reform provisions
frldo into the background.

IThe President said in 1961 there was going to be a thoroughgoing
program in 1962; 1962 (came along and the delay-it was not your
fault, I agree, it was the fault of the House.

'There ws some reform in 1962, but there was going to be a thor-
oughgoing bill in 1963. Now 1963 comes in an(d very frankly there
isn't much reform. Mr. Williams asked you about 1964. You replied
lhat is an election year. Then 1965. Ifow long, oh Lord, how long?

That is all, Mr. Chairman.
The CHiA,\MAN. The Chair, if the committee desires, will ask the

Senate to permit us to sit this afternoon to expedite these hearings.
I would like some expression from the committee as to whether that
is advisable. I think we will have to have Mr. Dillon back tomorrow
because there are certain Senators who can't be here today, who desire
to ask questions. We may be able to finish tomorrow.

Is there a judgment of the committee to sit this afternoon?
Senator RimncoFF. Mr. Chairman, I have about three questions. I

am supposed to preside at 2, and I don't know if they can get a sub-
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stit ute. I will take about :1 or 4 minutes. I don't know if Senator
lMcC'arthy has any questions.

lihe CItAIIMAN. I think there will be ample time tomorrow be-
cause the Secretary will be the only witness tomorrow except the Soc-
reta ry of Commnerce who has a short statement.

Seiator SmA\rlxuEs. I think it would he a splendid idea if we could
meet. this afternoon, Mr. chairmann, and go forward. I know the
Secretary has other things to do.

'lhe CIIAuAIIAN. It is necessary for the Secretary to come tomorrow
because there are certain Senators who are absent.

Secretary DIu.ON. I will be glad to be here this afternoon and to-
morrow both. That is fine.

Senator SMATIIERS. Will we have Senators here this afternoon I
presume to question him?

Senator LONG. Couldn't we accommodate the Senator from Con-
necticut?

Senator ]Humcoiv. 1 don'tt think I will take 5 minutes.
The (C.iiArtAN. The Chair recognizes the Senator from Con-

nect icut.
Senator iRuicovrI. Mr. Secretary\ , it is nmy intention to try to have

added to this bill a provision allowing deduction for college expenses.
I hIanlpenl to believe that parents who are trying to send their children
to college should be given every possible assistance to do so.

I know that the 'I'reasury a nd probably you are opposed to this, and
I would lilk to ask a few quest ions for the purpose of the record at
this time before I go forward, which I intend to do. Would you please
state for the record your objections to granting deductions to parents
for the cost of college educt ion ?

Secretary D.LLO. Our real objection to that, Senator, is that. we
fell that it is an inefficient and not particularly equitable way to
handle the problem which we recognize. The lasic problem is to
enable people who have difficulty in affording an education to go to
college. A tax deduction or Ia tax credit, of course, will not help those
people. It will only help those who have enough income so that they
(cnli afford this. I would say tliat is the basic reason for which we
have felt that this is unfortu ate.

Now I think tlis has been recognized by many, because the primary
job at tlie moment is buildings. We can't accommodate more stu-
dents at college without adequate buildings. I think that bill is being
considlered ri.ht now, and I would hope very much it would pass.

I would iust like to point out as you undoubtedly know, that the
American Council on locationn, which is the senior body in this
fiel], which used to sponsor a tax credit for tuition no longer includes
such a proposal, I think for tlie same reason.

Senator RInucoFF. Frankly, I am unimpressed with what pro-
fessional organizations on education think about this.

Secretary IDILLN. You have a great deal of experience.
Senator RBrcovFF. We should give assistance to colleges, and I am

for that, and 1 believe the Senate will adopt this kind of a bill on
Monday, but what has this got to do with the other provision to do
something for the parents of children ?

HI,'ENU,'I ACT OF 1063
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Secretary DI)llr1 . We feel tha:I it is a highly costly oslprocedure ill
t11 ll ni'y people who would get such it credit. would send their chil-
dren to college anyway, nud aire doing it and don't really need it.
It night as a deduction pay 10, 15, or 20 percent of the tuition cost of
the student, which would ;not be a decisive element as to whether that
student could go to college or not go to college.

And so we have favored instead to achieve tle silne objective and
we ar11 in entire agreement on tlie objective, either a combination of
an e increase in funds available under the National Defense Education
Act for s lholarships, direct scholarships, or a guarantee program
whereby the Government would guarantee loans that. banks might
make to students that would be repayable at low interest over 10, 12,
15 years a ftler they graduate e.

senator RTUiI(CI'. With a gmraniteed loan, what would you do for
the women who want an education and then don't have an earning
capacity when they get married. Is a husband to take the wife who
is a college graduate with a mortgage on her ?

Secretary DILoN. That would be a little difficult.
Now another problem which this raises which I am sure you are

aware of is that if there is such an exemption for tuition, many colleges
have made no secret of the fact that what they will do is slmiply in-
crease-use this as a reason to increase-their tuition so as to get the
benefit, themselves, rather than have the benefit go to the student.

To that extent it. might make it harder for many low income stu-
dents to actually get their education than it would be otherwise.

Senator RmIcoriF. Tlhe colleges don't need any reason like that to
raise their tuition.

As I read the paper's and follow tle history of increases in tuition
rates, tuitions are being raised every year without this provision.

Secretary DI)rLO. That is right. 'Tliey would just be raised faster
with it.

Senator RiucorvF. Coming back to scholarship aid, scholarships are
usually given to the boys and girls of families in the lowest income
groups where the taxes paid by the parents are the smallest amount.
rhese are the students wlo are eligible for and receive scholarships.

What T nm concerned about are tile parents earning $8,000 or
$10,000 a year, because at lhat level of income they often cannot get
a scholarship, and yet there is a serious difficulty faced by these parents
in sending their youngsters to college.

Now this is where the great burden falls.
What are we going to do to encourage these people to send their

youngsters to college?
Secretary DILLOxr . That is where we hae h our proposal for a loan

program. When I say our proposal I mean the administration pro-
posal: it isn't just the Treasury, it is the Department of the Treasury
and tile administration proposal to have a broad guarantee program
of loans that could be repayable on easy terms.

Now certainly no program answers every possibility, but we recog-
nize tlhe problem lies where you say it lies, and we are trying to find
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something that would meet, it with the least cost to thie Gov(ernmeint
and the most effectiveness to the student.

We think a substantial loan program of that nature would be better
for at family with an $8,000 income, that pays very little taxes any-
way, and where the amount of credit they would get in their taxes
wolld be very infinitesimal toward tlie cost of a college education.

Senator RiIcoF'. Last year you proposed a tax credit for )business
to encourage them to make capital investments.

This year you propose a deduction for all equipment devoted to re-
search and development.

Now isn't the investment in the education of our children entitled
to as much consideration and encouragement from the tax laws as
investment in plant and equipment?

Secretary DrILON. Absolutely. It is just a quest ion of how to do this
most, effect iv ely.

Under this situation any bill that, we have seen, and there have been
a number of them, the bulk of the tax cost would go to families with
incomes of over $10,000, not to the $8,000 to $10,000 group that we are
talking about.

Senator Rimcol'. Is't that the case, Mr. Secretary, with every
deduction? Every deduction you have in the tax laws, the people
with the higher income get the larger proportion of the savings from
tie deductions and this would apply here?

Secretary DILLON. Yes. I don't mean just that. Of course, that is
true, but I mean the resulting revenue cost to the Government, the
bulk of the amount that would be deducted would be in this higher
bracket class, just because those are the people that can afford the
rest of what it takes to send their children to college, whereas the ones
between $8,000 and $10,000, this wouldn't make enough difference to
got very many of them to go. It would certainly have some effect.

We just think it is a costly and inefficient means to achieve a very
worthy end, and I just want to be very clear that there is no difference
in the aim.

Senator RIIm(coFeF. But you (lon't have any better means. You don't
have a more efficient means or a more effective means.

The President proposes giving credits and deduct ions for contribu-
tions to political campaigns.

Why isn't it just as important to give a deduction for a child's edu-
cation?

Secretary DIL)oN. We feel that the loan program that we recom-
mend-and I run no expert, I feel quite at, a loss trying to answer
questions to someone like yourself who knows so much more about
this.

Senator RIIIcoFF. You see here is why I am pressing this. I am
very sincere about this and I am going to make a hard try to do this,
because administration after administration has opposed it.
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I am not saying this about vour arguments, but the arguments have
been specious that have come from administration after administration
and Treasury official after Treasury official.

There are over 100 bills before the Congress of the United States
trying to achieve and accomplish this. Yet the pattern of no action
has been repeated over a period of years.

A tax bill comes into the H-ouse under a closed rule so no one has
an op )ortunity to put this amendment on. But we do have a problem,
and I think it is a problem that we should try to tackle. I would
rather see a loss of revenue from this type of deduction and close up
some of the loopholes such as related by the Senator from Illinois or
the Senator from Delaware, and make that money available for parents
for tax deductions.

So it isn't a quest ion of revenue, it, is a question of burden.
Now we provide for deduct ions for a family that has extraordinary

costs because of sickness.
We provide deductions for people who have casualty losses.
Now a family raises children, and then comes a 4-year period which

to lhem is an extraordinary period because they want to send their
son or daughter to college, but they face a serious financial burden in
doing this.

Now if part. of our tax laws are to alleviate some of the burdens for
the unusually heavy costs that some families have to meet, why
shouldn't we face up to the fact that college expenses are an unusually
heavy basic cost that we should try to alleviate through the tax laws?

Secretary DIIrox. It is my understanding that the Department of
Health, Education, ald Welfare, that has responsibility in the execu-
tive branch for this, feels that the loan program we recommend would
be more effective in answering the problem.

Senator RImCOFv. You see this is tle difference.
I am on this side of the table. now instead of that. side, and I am not

bound any more as a U.S. Senator by what the Budget Bureau or the
Secretary of the Treasury or the President of the United States may
think.

So, therefore, as a Senator I do not have the same restrictions as to
policy as I had as a member of the executive branch.

Now I can look at this realistically and try to accomplish things that
I would like to have accomplished in the other position.

Senator DOU(GLA. I will say this is a typical illustration of how a
man's character improves when lie moves out of the executive branch
into the legislative branch.

Senator RnICOFrF. I would agree without question.
Thank you very much.
Senator DooGLAs. Mr. Chairman, I ask unanimous consent that a

table which I have prepared which I believe to be accurate on the fate
of the administration reform proposals in the House bill be printed
at the conclusion of this morning's testimony, subject to correction by
the staff of the Secretary.
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(The table as revised by lt Treasury Departmeint follows:)

SUMMARY OF FATE OF ADMINISTRATION H'iRUCTUII.\, AND I'AX REFORMM"
P1'Ol'OSALS IN IOUSE 1il.I.

Administration reform propoeatl
Minimum standard deduction ----------------- Yes.
Child-care revision ---.......----------------.. Yes,
Revise tax treatment of the aged ($800 flat

credit) ---- N------- -------------- No.
Income averaging....---------------- Yes.
EIlmployee moving expenses------- ------..... Yee.
Broader group of charities eligible for 80 percent

personal deductiol----......--------------. . Yes.
Expensing of research and development expenses- No.
5 percent floor on itemized deductions...-------. No;

ed
Single "llior" for medical and drug deductions.... No;

\\'a
D)isllowance of mnlor casiualty-loss deductlons--- Yes.
I'nliited (lhtarltanlle deduction repeal-----------. No.
Sick-pmy repeal ------------..------------- Not

lim
sic

limit tax-free grou i-term insurance to $5,000..--- Liml
lictlll $50s) dividend exclusion ----------------- Excl
lieltn'il .I prcrent dividend credit ---.----------- Yes.
011 proposals:

I)isiallow carryover of excess deductions ----- No.
Disallow "grouping" of properties---.---.--- Yes.
"Recaipture" capital gains on sale of oil---.. No.
Restrict foreign tax credits--..----.. ---.. No.

'Personal holding companies----... .----------. . Yes.
capitall gains:

Include only 30 percent of gains rather than
5) percent-...---.---... ------------------ 40 Ip

yei
Tax unrcalivled gains at death-- .---------. . No.
Make holding period 1 year, Instead of 6

mon ths-------........ .------------------- . No.
Indefinite carryover of capital losses------. . Yes.
Repeal capital gains for livestock...-------. No;

cen
Repeal capital gains for timber..---.-----. . No: I

con
Rpeleal capital gains for lump-som benefits... No; 1

con
Repeal capital gains for stock options..-----. No;

tiol
Repeal capital gains on coal royalties-------- No;

con
Repeal capital gains on patents for n1 entors- No; 1

cen
Real estate:

End "fast depreciation"-------------------- No.
"Recapture" excess deductions.--....--..-... Limit

Travel expenses-------------------------------- No.
Borrowing to buy life insurance--------------. Yes.
Reversal of corporate normal tax and surtax rates- Yes.
Repeal of consolidated returns penalty--------- Yes.
Limit on multiple surtax exemption-----------. Limit
Limit capital gains on disposition of assets for

deferred payments.-------------------- --.... Yes.
Limit capital gains on sale of life estates.------. No.

Included in House bill

partially.

but some taxes ellimlint-
as personal deduction.
but 1 percent drug floor
ilved for those over Iti.

repealed; but excluilon
ilted to those who are
k 30 days Instead of 7.
ted to $30,000 instead.
usion doubled to $100.

percent inclusion after 2
Irs.

but ineligible for 40 per-
It inclusion.
but Ineligible for 40 per-
It inclusion.
ut ineligible for 40 per.

it inclusion.
but some other restric-
ns contained in bill.

iut ineligible for 40 per-
It inclusion.
but ineligible for 40 per-
t inclusion.

ed provision enacted.

ed provision enacted.
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Tho CHlAioi.N. T he committee hals been given permission to sit by
the Senate.

We will reconlvene at 3 o'clock. I hope all Senators will I)e p resent.
(Whereupon, at 12:35 p.m., the committee recessed to reconvene at.

3 p.m. of the same day.)

ArTEIRNOON SESSION

T'ihe, C(IAIMAN. The commit tee will come to order.
The chairman recognizes Senator Anderson.
Senator ANDERSON. Mr. Secretary, you testified that except for

cVplital gains nearly all of the provisions of this bill are acceptable to
tli Treasury Department. Does that mean that the Treasury Depart-
ment does not want us to make efforts to repeal some portions which
it Thinks are bad?

Secretary D)ILO. No. Our position is that we are not of our-
selves urging any other changes. We naturally expect, that, as a
result of thorough consideration by this committee in the hearings
and the witnesses that changes will be made to the bill, and ilmprove-
ments nacomplished. We expect that, and we will be glad to cooperate
in it. But we are not making suggestions of our own for other changes
at this time.

Senator ANDERSON. I was certain that was your position, Mr. Sec-
retary, but I wanted to get it for our record when we start to mark
it up, if we start to make a change in a section, even though it was
held sacred by the House, that does not mean that the administration
is opposed to it?

Secret lary D)uLL.ox. Oh, no.
Senator ANDE:soN. If it, follows a pattern which you follow, it is

desirable.
Secretary DILON. That is right.
Senator ANDERSON. Section 1 of the bill says:
It is the sense of Congress that the tax-
This is in your report--
It Is the sense of the Congress that the tax reduction provided by this act

through stiniulation of the economy will after a brief transitional period raise
rather thii lower revenues and that such revenue increases should first be used
to reduce the defleits in the budgets and then to reduce the public debt.

Io you see any point in having a thing of that nature in the bill?
Secretary IhLL.o. I think that the whole of section 1 is important.

What I quoted there was merely introductory language, giving the
philosophy of it.

But the second part of section 1 says that the Congress accepts the
responsibility to work toward this end, and that the President do the

Senator ANDERSON. Of course if we are working toward the end
of the reduction of the public debt, we might not be advocating the
tax cut at this time.

Secretary DI h.oN. 'Teir theory is-that is why this language was
put in-that the tax cut over a period of a few years will actually wind
lup by producing larger revenues for the treasury than if we continue

with our present overly repressive tax system which has led to numer-
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ois recessions and probably will again, \vitl accompanying great
reductions il revenues.

Senator AN\l). I:s)N. Do yoiu believe that this sort of pious declaration
tlhat money is going to he used to reduce the public debt lhas any legal
effect of any kind?

Secretary D)I.LON. No. I think there is no legal effect at all, but I do
think if one reads the debate, as I did, carefully, in the House of
Representatives, it was very clear that there was a strong moral com-
initment there, and many Members committed themselves to exercise
extreme restraint on further appropriation bills if this bill should be
enacted.

And certainly I think that tlie results we have seen this year in at-
titude of the Congress toward appropriations is in large part or in
part a reflection of the fact that they recognize that there is a pos-
sibility that there will be substantial tax reduction and to prepare for
that they are trying to hold down appropriations.

Senator ANDEiRSON. Mr. Secretary, I was in the administration when
there were many cancellations after the last World War and the public
debt was reduced down to about. $276 billion, as I remember it, from
the authorized figure way above that, and a great many people pledged
themselves to reduce the public debt. Only one man that I knew of in
public life took a contrary view and that was Jesse Jones. He said
that we cannot pay it off, we never will attempt to pay it off, we never
can pay it off, but it can gradually be reduced by the shrinking value of
thle dollar, and a portion of the debt has been paid by that fashion
but nothing else has ever been paid on it, has it ?

Secretary DILLON. No, that is true.
I think to actually contemplate paying off the debt in any substantial

quantity as compared to reducing it by relatively minor amounts is a
very tall order. I think what they are really aiming at is a balance in
our budget so it does not continue to increase as it has.

Senator ANDERSON. Personally, I do not worry about the size of the
national debt any more. I have given that up. I would hate to see
what might be regarded as a promise that the Congress is going to cut
the national debt, because I do not think the Congress ever will.

Secretary DrInoN. I do not think that most of the Members felt
that this involved the ability to make much reduction in the debt. I
think it was more aimed at achieving a balance rather than that.

Senator ANDERSON. It sounds nice though, does it not ?
Secretary DnLoN. I agree with that.
Senator ANDERSON. Now this matter of capital gains, does the

Treasury prefer to leave the capital gains alone rather than accept
what the House put in ?

Secretary DILON. Yes, we prefer that it be left alone as is, with one
exception. One of the changes suggested by the House, which is a
rather minor one, we think has equity behind it, and this was the one
dealing with the carryover of net losses which is now limited to $1,000
a year and 5 years. The House provision would make that indefinite.
That largely helps smaller people who do not have gains to offset losses
against and cannot offset a large one-time loss in 5 years. It gives them
more time.
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Senator ANDERISON. Is there not a theory in some of the countries
that capital gains could be reduced to maybe 121/2 percent of some
figure of that nature rather than increased ?

Secretary DIILON. I think that the New York Stock Exchange has
the view that that should be done, and in a number of countries there
is no taxation at all of capital gains, although I think we were about
'he first country, and maybe one of the only countries now, to tax
capital gains. But we have done it for a long time, and I think
that the tendency now is in the United Kingdom to begin to move in
that same direction for the first time.

Senator ANDEISON. Yes, but this bill raises the capital gains levy.
Secretary D)ILLON. Oh, no.
Senator ANDERSON. Well, it will have that effect.
Secretary DlLON, How?
Senator ANDESON. You wait 2 years on these things to handle

them, and you will be taking short-term profits instead of waiting for
a capital gains tax.

Secretary I)lLON. Oh1, no. I think there is a misunderstanding
there. That is one of the reasons whiy we are not very happy with
lhe bill, because in the reduction of capital gains tax they do it in a
very complex way. They do not change the present short-term treat-
mient, which is under 6 months. They do not change the treatment
between 6 months and 2 years. That remains the same as it is now.
So you have a 50-percent inclusion factor in the top rate of 25 percent
just the way it is now. Then they add on a third way of treating
capital gains after 2 years, which is a lower rale. Therefore, that
greatly complicates the tax return and the whole Ibusiness. We think
it is this additional reduction after 2 years that is unnecessary and
should be eliminated. In other words, it would leave tile law as it is
today.

Senator ANDERSON. Is the Treasury still of the opinion that the
investment credit has had a stimulating effect upon business?

Secretary DILLON. Yes, and I think that we have certainly had a
lot of unsolicited views from various business organizations saying
that this has occurred. Obviously the most noteworthy one is in the
railroad industry where they have had a tremendous increase in their
purchases of equipment, which they attribute largely to the invest-
ment credit. But we have had a number of other industries that
have written to us and said that while they had not realized how it
would work before, they now feel that it is very helpful, and urge
that we support this move that the Ways and Means Committee
started to eliminate this reduction in basis which complicates their
bookkeepin.

Senator IANDEISON. There has been some comment on the provi-
sion in this bill about authors, prizefighters, movie people, and so
forth being given more favorable treatment on their contracts. Is
there such a provision in the bill ?

Secretary DI)LON. There is a provision in this bill that I think most
tax experts have for a long time felt was equitable and fair, and which
would help-I do not know about movie people but which would help
authors, it might help certain actors. It would also be of great help
to certain farmers. rhis is an averaging provision whereby, if you
have a very good year, you can average it in effect over a 5-year period.

24-532-63-pt. 1-21
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This would certainly help an author who wrote a book and got all the
income in 1 year, although now an author can still get around tile pres-
ent situation by arranging to receive payment in installments over
a period of years, and then he is only charged as those installments
come in on his tax.

But one place where this would be very effective is in the agricul-
tural area and the truck gardening area where crops, particularly
in the South, a place like Florida, where they have many failures
and then they have a success which they make a great deal of money
out of. This will allow them to spread that over the 5-year period.

Senator ANDERSON. In that spread-out provision there was a lawsuit
brought by a football coach against the Saturday Evening Post in
which he got a judgment for $3,060,000. Would this bill save him
$750,000 roughly ?

Secretary DILLON. That certainly would be taxable if he ever col-
lects the judgment, and I would have to check with my specialists
here whether that type of income would be in. I think it would.

Senator ANDERSON. I think he would save $750,000 under this
bill if he got it.

Secretary DILroN. I think he probably would.
Senator ANDERSON. Would he need that much?
Secretary DILLON. There was a provision put in the House so

that this does not apply to profits that may accrue from wagers, so
that is eliminated.

Senator ANDERSON. The jury found he had not been wagering, I
think.

Secretary DILLON. That is right.
Senator ANDERSON. I just wonder how many such provisions there

were. If he collects this in damages it is all immediately taxable.
His tax would be very substantial. But if the provisions of this law
are effective, he saves $753,000 more than he would under the present
law.

Secretary DILLON. That sounds like a lot but it may be correct.
I would be glad to try and have our people check the figure on that.

(The following material was submitted for the record:)

AVERAGING PROVISION-EFFEOT ON JUDGMENT OF $3 MIILIoN

The following is in response to an inquiry as to potential effect of the averag-.
ing provision in II.It. 83 3 on a judgment of $3 million taxable to the recipient
thereof as ordinary income in the year of receipt. The exact tax savings
under the House bill will depend on whether the income is received in 1964
or in a subsequent year. In any event the tax reduction under the House bill
will be due principally to the reduction in rates and not to the averaging pro-
vision. The taxes due under various assumptions are listed below:

Present rates--------------------------------------- $2, 679, 000
19W0 rates:

Without averaging----------------------- ---------- 2, 335, 280
With averaging---------------- -------- ----------- 2, 244, 215

1965 rates:
Without averaging -------------------------- ------- 2,126, 980
With averaging-------------------- ------------- 2, 059, 090

The taxes have been computed on joint return rates and assuming annual
salary Income of $20.000 for all years. The above figures are only approximate
since no account has been taken of deductions, exemptions, etc.

The tax reduction under the House bill if the judgment is collected in 1964
will be approximately $435,000, of which $91,000 is attributable to the averag-.
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Ing provision. If the judgment is collected in 1965 or a subsequent year, the
total tax reduction compared to present tax rates will be approximately $020,000,
of which $68,000 is attributable to the averaging provision.

It should be noted that the averaging provision is of only limited benefit in
this situation since, when the income greatly exceeds the highest rate bracket,
spreading the income over several years results in only limited reductions in tax.

Secretary DILLON. Of course, this also does help lawyers who work
for many years on a case and finally a case comes through and they get
a fee for 4 or 5 years' work all at once. They can spread it back over
the period of time they have earned it.

Senator ANDESON. Can they not do that now?
Secretary DILLON. Only to a certain extent.
Senator ANDERSON. One lawyer did. One lawyer got a $3 million

fee.
Secretary DILLON. There are some special provisions in the law

whlich allow averaging in special cases now and those are all abolished
and this one simple provision put in instead of the special provisions
which are now in tile law.

Senator ANDERSON. Would you be disturbed if the committee tried
to fix this so that there would not be this three-quarters of a million
dollars windfall to one individual?

Secretary DILLON. No. If we can find any way-they did have
this one change which was made by the House Ways and Means Com-
mittee which we would be glad to accept, which eliminates wagering,
which we had not thought of. This probably does not come into it,
but I have just been told by my experts that there is a special averag-
ing provision in the law now wilch covers punitive amnages when
they are received as a result of violations of the antitrust law, and so
there are a whole lot of special things like that.

Senator ANDERSON. There is some effort made to tie this into col-
lusion if they did not get it under the antitrust law. I am talking
about a specific case.

Secretary DILLON. If we think specific areas ought to be excluded,
I think some language should be included to take care of that.

Senator ANDERSON. I am thinking of other situations where tile
astronauts are going to get their pay spread over a 10-year period
though the performance will be in a short period. If that is true,
why cannot everybody start figuring their pay over a long period of
time.

Secretary DILLON. I think the astronauts, as you have pointed out,
have already taken care of the situation by the nature of their con-
tracts. They get paid over a period of years and they do not need
this averaging provision.

Senator ANDERSON. They are very fortunate in that respect.
Now, Mr. Secretary, I do not intend to take further time question-

ing.. In general I hope to see a tax bill passed as quickly as possible.
I hope it will be passed before the first of the year. I fear it will not,
but I hope it will. But I do believe that it is an obligation on our part
to try to take out of this thing as many bad things as we can and try
to put into it as many good things which were left out in the House
and I am happy to have your commendation on that sort of an effort.

Secretary DILLON. Fine.
The CHAIRMAN. Senator Carlson.
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Senator CARLsON. Mr. Secretary, the hearing today brought back
memories of the 1954 Revenue Act. There are several members on
both sides of the aisle who were present as we wrote the Revenue Act
of 1954.

I could not help but think back on some of it, as we re getting
some statements th is morning about trickle down, about deficits.

I have here the Internal Revenue Code of 1954 and the report of
the Committee on Ways and Means, March 9, 1954. The situation at
that time was reversed. The present majority party was the minority
party. They wrote some minority views. It is found-

Senator ANDERSON. That is l)robably how they got to be the majority
party.

Senator (C\m.soN. Anyway, there is one or two interesting sections
in this in regard to the House bill which reported it. I do not. find
the page of it here, V-2 found in this Internal Revenue (Code under
1954, under title "Reports."

One paragraph in this minority review reads this way:
The majority party repeatedly promised during the last campaign not only to

reduce taxes, but also to bahlace the budget. In the face of a $3 billion deficit in
the current fiscal year, they have endorsed the reductions in this bill. The elpub-
lleans are in control of the administration mnd the Congress and It Is their decision
to engage ll defllit financing.

Now in view of the fact that this bill we are considering now-I
have hereI H.R. 83(3-do you think that this bill with, what is it, a
$9 billion deficit, would be more acceptable, should be more acceptable?

Secretary lI)nl.o. 'The deficit will be less. It is down to around
$9 billion now. But from what you have read, and if in the face of
that the Republicans nevertheless put through that tax cut, I would
hope and expect that I would have broad support from the Republican
Party for this tax cut.

Senator CAMuSON. We shall give some consideration to it, but I was
interested in another paragraph in this-there were the words "trickle
down," I thought we had forgotten that but it came up this morning.

In this minority view, in order to make it a little historical here:
Tax reductions indulged in by the majority in this bill show a singular

purpose to benefit a small minority of taxpayers at the expense of a substantial
revenue loss to the almost complete exclusion of the average taxpayer. The
bill exudes the trickle-down theory of the taxation of Alexander Hamilton
and, more recently, Andrew Mellon. It was this theory which contributed
greatly to the economic chaos in the 1930's.

Now I heard those words "trickle down" this morning, and it brought
back some of those memories. I thought we ought to from a historical
standpoint at least make it a matter of record.

Then 1 come to the reverse. In this year's bill, the majority party,
which was the minority party in the 1954 act, of course, is now the
minority party. They have a minority view also, and it is found in
the report here, House Report 749, and I just want to read one para-
graph to make it a matter of history:

In opposing the enactnient of this bill, the undersigned Itepublican mnen-
iher of the committee do not abandon the longstanding Republicann position
that the excessive tax burden and steeply progressive tax rates should be re-
duwedi. It 18 our position that such reductions can be made with constructive
results only when the overall fiscal policy of the Government will justify It.
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In other words, tax reduction should be accompanied by a reduction, not
an increase, In the level of Government expenditures. This was the Republican
position n 197, again in 1954, and it Is our position today.

And on that I stand, Mr. Secretary. I wanted to make this a mat-
ter of record because I thought it was historical. That is the only
reason I took the time.

Senator ])DOULAS. I thought you were going to say the first quota-
tion you read was a criticism by the Republicans of the tax bill of
this year.

The CHAIRMAN. There is a vote, final passage of the bill pending.
We will recess until 10 o'clock tomorrow morning.

(Whereupon, at 3:410 p.m., the committee recessed, to reconvene at
10 a.m., Thursday, October 17,1963.)
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THURSDAY, OCTOBER 17, 1963

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, D.C.
The committee met, pursuant to recess, at 10 a.m., in room 2221,

New Senate Office Building, Senator Harry F. Byrd (chairman)
presiding.

Present: Senators Byrd (chairman), Long of Louisiana, Anderson,
Gore, Talmadge Ribicoff, Williams, Dirksen, and Carlson.

Also present: Elizabeth B. Springer, chief'clerk.
The CilAIRnAN. The committee will come to order.
The Secretary of Commerce is unable to be here this morning, so

he has filed a statement. But lie will be glad to come back to be inter-
rogated by the committee at any time. I ask that the statement be
put in the record.

(The statement referred to follows:)

STATEMENT OF HON. LUTHER H1. HODGES, SECRETARY OF COMMERCE

Mr. Chairman, I greatly appreciate your invitation to testify on the President's
tax reduction program. I support this legislation: We need this tax cut. We
need it to quicken the pace of economic growth, to reduce the backlog of unem-
ployment and to increase the use of our industrial plants and other resources of
the country. We need this tax cut to help us reduce our balance-of-payments
deficit and keep our dollar strong in international financial markets. Finally,
we need this tax cut to liberate our private enterprise economy from the linger-
ing burden of a wartime tax system.

I could talk with this committee at great length about a number of issues in
this tax bill which are of vital concern to all of our citizens. However, because
I know you are anxious to move ahead as rapidly as possible in the considera-
tion of this measure-and because you will hear from experts on many of these
issues-I will restrict myself to some of the ways in which a lessening of our
heavy tax burden will stimulate the business sector of our economy. This tax
reduction will greatly quicken the overall rate of growth of the economy, a rate
which has been far from satisfactory. Greator vigor in economic and business
activity in turn will reduce the nagging and persistent high rate of unemploy-
ment. With rising business, consumer incomes will rise and their expenditures on
goods and services will expand along with their take-home pay. With this tax
cut our business profits will be increased, and businessmen will have a new
incentive to modernize and expand their productive facilities. This further
modernizing of our plants will mean increased efficiency at home and increased
competitiveness of our products abroad. As you know, we are now engaged in a
major effort to expand our exports, and exports will be greatly helped by lower
cost of production in our domestic firms.
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Before we look more closely at some of the ways the tax reduction will assist
business, let me review briefly current business conditions. The economy is in
an advanced phase of its fifth postwar upturn. Since the early part of 1961,
production, employment, personal income, and corporate profits have climbed
to record highs without pronounced price increases.

Gross national product in the second quarter of 1963-the latest quarter for
which we have data-was running at a seasonally adjusted annual rate of $580(
billion. This was a $27 billion increase, or 5 percent, over the second quarter of
1962. Since prices have risen 11/2 percent over the past year, the bulk of the
rise in current dollars represents an increase in physical volume terms. It
appears that a further rise in GNP took place in the summer quarter.

This means that the current upturn has now passed its 10th quarter. Our
previous expansion, 1958-60, lasted only 9 quarters, and the one before that,
1954-57, lasted 13 quarters. It seems clear that, in view of previous experience,
we should be prepared at this time to strengthen our defenses against recession
by expanding the demand for goods and services. This tax reduction will lend
that kind of support.

When we examine personal income, it is quite evident that there has been a
little slowing down in the pace of our advance this summer. During the spring,
activity rose at a very rapid pace. From March to June, for example, total
personal income increased from a seasonally adjusted annual rate of $455 to
$463 billion, or by $8 billion. From June to September, on the other hand, the
advance was only $3 to $4 billion. Where payrolls were up by $7 billion over the
spring, their rise over the third quarter has been quite small.

Business expenditures for new plant and equipment have been moving upl
since the first part of this year. For the year as a whole, outlays are scheduled
to total some $39 billion, almost $2 billion more than last year's $37.3 billion.
Fourth quarter plans reported by business in our last survey point to an expendi-
ture of $41 billion at a seasonally adjusted annual rate-8 percent above a year
ago. Favorable earnings and earnings prospects, including the benefits of the
1962-enacted investment tax credit, and the increased cash flow made possible
by last year's revision of depreciation regulations have been important factors
in the investment factors in the investment advance.

Although investment is currently at a record rate, we have been somewhat
disappointed in its performance over the past several years. It has not exhibited
the buoyancy which was evident in the earlier postwar years. The persistence
of excess capacity in a number of areas, despite the rise in output that has
occurred has been the main influence dampening the investment rise.

Rising construction outlays have made an important contribution to increased
economic activity this year. However, private residential construction outlays,
after rising strongly through the spring, have leveled off in the last few months.

This proposed tax cut will help produce increases in employment and will
substantially reduce our present high rate of unemployment. So far this year,
unemployment has averaged 4.2 million, despite rising economic activity. In the
first 9 months of this year, an average of 5.7 percent of the civilian labor force
has been unemployed.

I might point out that while our unemployment has remained at a high and
undesirable rate, employment has been increasing. In 1959, following the reces-
sion year of 1958, total civilian employment increased 1.6 million, from the 64
million employed in 1958; in 1960 the employment gain was 1.1 million. In 1962,
employment rose by 1.2 million over the recession year 1961; and this year em-
ployment will average about three-fourths of a million above last year. Yet
with these increases in employment, the unemployment problem is still severe.
Since the recession low of 1958 we have been able just about to provide jobs for
the additions to the labor force but have not been able to make any significant
dent in the high unemployment rate. Why?
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'The cause of the high unemployment rate is the relative weakness in demand
for goods and services by consumers and business. In the last 5 or 6 years, the
rate of growth in purchasing power and production has not been sufficient to
give us full employment. In the recession of 1953-54, real GNP was reduced by
3.7 percent from second quarter 1953 to the second quarter 19!54. At the same
time, unemployment increased by some 2 million, seasonally adjusted, or from a
rate of 2.( to 5.8 percent. As demands increased later in 1954 (in part due to
the tax cuts enacted by the Congress that year) production advanced, and the
unemployment rate was cut to a little more than 4 percent by mid-1955.

In the 1957-58 recession, GNP declined by 4.4 percent from the third quarter
of 1957 to the first quarter of 1958; the unemployment rate rose from an average
of 4.3 to 6.3 percent. With the increase in purchasing power, as 1958 progressed,
1he rate of unemployment declined. However, at no time since 1958 have pur-
chasing power, demand, and production risen back to their long-term trend as
projected from the period 1948-57. The average annual growth rate as meas-
ured by real GNP in this period was 3.8 percent; since 1957 the average annual
increase has been about 3 percent. The fact is that before we reached full
recovery and utilization of resources, we had another setback in the 1960-61
period.

What I am saying is that for 6 years our economy has experienced a slow rate
of economic growth due to an inadequate expansion of income and production
with the result that both human and physical resources have been underutilized.
If our economy had continued to expand at a rate of 3/2 percent per year, in
terms of real GNP, since the low unemployment years of 1955-56, we would
now ie enjoying a production rate $25 to $30 billion above the current rate; we
would have a much lower rate of unemployment and a greatly improved Gov-
ernment budget position. I believe a tax cut on personal and corporate incomes
will go a long way in closing the gap between the potential production and
employment, and our present levels.

The reduction in individual income taxes outlined in tis measure will greatly
stimulate consumer expenditures and business sales. If individual income taxes
are reduced, people would spend the bulk of the increase in their take-home pay
on Purchases of goods and services. The general conformity of total consumer
spending to personal income is shown in the accompanying chart 1 and table 1.
Consumers have tended to spend a nearly constant proportion of their after-tax
income since 1950. Since that year the ratio of consumer expenditures to the
disposable personal income-total personal income less personal tax payments-
has been confined within the range of 92 to 94 percent. This past experience
suggests that if the Congress were to reduce personal tax rates, consumer
spendable income would be expanded, and this would result in an expansion of
consumer buying.
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PERSONAL INCOME AND CONSUMER SPENDING
IN THE POSTWAR PERIOD
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TABLE 1.-Personal income and consumer spending in the po8twar period

Personal taxes Ratio of-

Disposable Personal Personal
Personal personal Personal consump- Federal consump-
incono Fed- Income saving tion ex- personal tion ex-

Total eral ditures taxes to pnses to
personal disposable
Income personal

Income

Billion dollars Percent

1947............. 101.0 21.5 19.6 170.1 4.7 165.4 10.2 97.2
1918 --.--.-----. 210.4 21.1 10.0 189.3 11.0 178.3 9.0 91.2
1949 --...---- 208.3 18.7 10.2 189.7 8.5 181.2 . 7.8 95.5
1950 ........--- 228.5 20.8 18.2 207.7 12.6 195.0 8.0 93.9
1051.--..---.... 256.7 29.2 26.3 227.5 17.7 209.8 10.2 92.2
1952..--------. 273.1 34.4 31.2 233. 7 18. 219.8 11.4 92.1
1953-..-------. . 288.3 35.8 32.4 252.5 19.8 232.6 11.2 92.1
1954-- ..-.-----. 289.8 32. 29.2 256. 9 18. 238.0 10.1 92.0
1955-....------ 310.2 35.7 31.5 274.4 17.5 256.9 10.2 93.6
1956--...-----. 332.9 40.0 35.2 292.9 23.0 26. 9 10.6 92.1
1957.------ -. . 351.4 42.6 37.3 308.8 23.6 285.2 10.6 92.3
1958------..... 360.3 42.3 36.6 317. 24.7 293.2 10.2 92.2
1059-------...... 383.9 46.8 40.4 337.1 23.6 313.5 10.5 93.0
1960....-- ---- . 401.3 51.4 44.0 349.9 21.7 328.2 11.0 93.8
961 .....------- 417.4 52.9 45.1 364.4 27.6 336.8 10.8 92.4

1962--. ....---. 442.1 57.7 49.0 384.4 29.1 355.4 11.1 92.4

Source: U.S. Dupuitllli, ur Cuiuntiici, Ofivw ul Buaihteb Ewumidu.

The tax reduction will greatly strengthen business investment incentives. For
corporations, the tax cut would amount to $2.2 billion. When this decrease is
added to the investment credit and depreciation reforms provided last year
(which together yielded almost $2.3 billion), corporate tax liabilities will have
decreased by $4.5 billion. These benefits will raise the profitability of new
corporate investment by almost 35 percent. In general, the higher the expected
net return on capital, the greater is the willingness of business firms to take
the risk associated with long-term capital accumulation. Moreover, the tax
reduction will yield an additional volume of internal funds to help finance plant
modernization and expansion of productive facilities.

I would like to stress the proposed clarification of the investment credit
adopted in 1962. The new. bill would repeal that section in the 1962 measure
requiring a businessman to reduce the book value of his property for deprecia-
tion purposes by 7 percent to reflect the investment credit. Under the new sec-
tion, a businessman can figure his depreciation of eligible property on the basis
of a full dollar-rather than 93 cents-of investment value. This change will
improve the effectiveness of the investment credit by raising the rate of profita-
bility on newly acquired capital equipment. This expansion in investment will
in turn improve the overall performance of the economy.

The strengthening of investment incentives is especially significant for small
business. It is estimated that there are 4.5 million small businesses in the
United States (representing 95 percent of all business firms). These small
businesses do two-fifths of the total business volume and employ almost 30
million people. The tax burden of small firms, with taxable income of $25,000
or less, will be cut by almost 27 percent. For these small businesses (which
typically do not have ready and easy access to the capital markets), the avail-
ability of internal funds will be expanded. Thus, they too will be able to en-
large their activities. In addition, the more than 9 million small businesses
organized as individual proprietorships will benefit from reductions in individual
income tax rates.
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The reduction in individual income tax rates, especially decreases in the high
brackets, will also provide additional incentives to take risks. The top rate
will be cut by 23 percent-from the current maximum of 91 percent to a maxi-
mum of 70 percent. The current top rates are a legacy of the wartime tax
system, and were designed to sf,:ead, equitably, the sacrifices necessary in support
of the war effort. Today, this legacy is a drag on the willingness of many
individuals to take investment risks. While the expected rate of return is ',y no
means the only motivation Inducing individuals to take risks or use their re-
sources to the utmost, it is certainly an important stimulation. The proposed
lessening of the burden imposed by the top tax brackets will encourage many
investors to undertake new ventures. This greater spirit of enterprise will bene-
fit the economy as a whole. Moreover, the present high tax rates induced too
many individuals to waste efforts in trying to avoid the tax burden.

Let us go back, and look more closely at the way an increase in demand for
goods and services resulting from a tax cut will lead to increasing business out-
lays for plant and equipment. Reduced taxes would first generate more jobs
in the production of consumer goods. Later, the expanded market and in-
creased profitability will lead to the expansion of capital goods.

However, new plant and equipment will be bought by firms only if the firms
have the necessary funds available. Profits are the principal source of funds to
finance such investment. A dozen years ago, in 1950 and 1951, corporate profits
exceeded 12 percent of GNP; since that time, they have tended to decline in
relation to GNP. Since 1956, they have fluctuated virtually between 8 and 10
percent of GNP. In fact, even in the second quarter of this year, when corporate
profits rose to a near record high rate of $50 billion (national income account
basis) they comprised only 8.6 percent of the GNP. In other words, recent in-
creases in profits even though good, have not been sufficiently large compared to
increases in GNP to bring the ratio back to that in earlier postwar years. This
deterioration in profits relative to GNP reflects, basically, both increasing cosi.
and greater competition not only among domestic producers but also foreign
producers.

Stimulation of demand resulting from the enactment of tax cuts should yield
a pattern of profits typical of early recovery periods-i.e., they should increase
quite substantially. This expectation is based on the evidence shown in chart
2 and table 2. This evidence shows clearly that profits tend to rise along with
an expansion of GNP.
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TABLE 2.- orporate profits related to gross national product in the postwar
period

(illllons of dollars, seasonally adjusted at annual rates]

GNP Corporate GNP Corporate
profits profits

1907:
1st quarter..........
2d quarter......-..
3d quarter .--.-....-..
4th quarter-...........

1948:
1st quarter-......----
2d quarter........
3d quarter....-....-
4th quarter...........

1949:
1st quarter-...-. ---
2d quarter........

4th quarter...........
1050:

1st quarter.--.........
2d quarter ............
3d quarter...... ..
4th quarter...........

1951:
1st quarter...........
2d quarter. -........
3d quarter....----....
4th quarter.....-.....

1952:
1st quarter...........
2d quarter............
3d quarter..........
4th quarter ...........

1953:
1st quarter -.........
2d quarter -...........
31 quarter-............
4th quarter....--------

1054:
1st quarter--...----
2(1 quarter..-..-...
3d quarter-----.....-..-....
4th quarter-...........

1955:
1st quarter...........
2d quarter ----.....- .

226.0
230.0
235.6
245. 1

249. 5
257.7
364.0
265.9

259.8
256. 4
258.8
257.0

265.8
274.4
293.2
304.3

317.8
326. 4
333.8
338.1

341.0
341.3
347.0
358.6

364 5
368.8
367. 1
361.0

360.0
358.0
362.0
370.8

384.3
393.0

20.2
23.8
24.5
20.0

20.6
30. 9
30.6
32.4

29.6
27.6
29.6
26.2

20.4
33. 5
39.2
40.6

40.4
41. 1
41.2
41. 1

30.1
36.6
36.0
38.0

40.5
32. 8
37.6
31.4

32.5
33.3
33.0
30.1

40.3
41.9

1955-Continued
3d quarter-............
4th quarter...........

1956:
1st quarter...........
2d quarter ............
3d quarter..........
4th quarter ...........

1957:
1st quarter-..........
2d quarter............
3d quarter ............
4th quarter...........

1958:
1st quarter-.........
2( quarter............
3d quarter...........
4th quarter -.........

1959:
1st quarter...........
2( quarter............
3d quarter............
4th quarter...........

1960:
1st quarter-..........
2(1 quarter............
3d quarter------...........
4th quarter--.........

1961:
1st quarter--.........
2(1 quarter-..........
3d quarter.......--...
4th quarter..........

1962:
1st quarter.........
2d quarter-...........
3d quarter--.........
4th quarter-..-.......

1963:
1st quarter...........
2d quarter...........

403.4
408.9

410.6
415.0
421.0
430.0

438.5
442.1
448.3
442.3

432.0
437.2
447.0
460.6

472.0
487.8
482.7
488.5

500.4
504.1
503.5
602.1

500.4
512.5
521.9
537.8

544.5
552.4
556.8
565.2

571.8
570.6

I Corporate profits are before taxes, and Include Inventory valuation adjustment. Data beginning 1962
reflect the new depreciation guidelines Issued by the Treasury Department July 11, 1962, and the Invest-
mient tax credit provided in the Revenue Act of 1962. U.S. Department of Commerce, Ofice of Business
Economics.

The proposed tax reduction will help us ease our balance-of-payments diffli-
culties. We must recognize that, for any nation, the first requirement for success
in this area is the maintenance of a growing and strongly competitive economy.
This tax will, with other tax measures already taken, have the effect of increas-
ing the incentive for U.S. industry to expedite the installation of new, more
efliclent, equipment in U.S. plants, and develop new products and production
techniques. In the area of world trade, this is exactly the road we must take
if we are to stay alead of our foreign competition, both in our home markets and
abroad.

At the same time, we can expect that any strong expansionary force in our
economy will, as usual, raise our purchases of foreign goods. This means that
to be competitive in exports, we must guard against any upward pressures on
costs and prices that would tend to raise our prices to a point where we would
dissipate the long-run gains we can achieve through enhanced productive
efficiency.

Beyond the effects on our trade, we would expect the effects of this tax bill
to help us significantly in the area of capital flows. This should come about
as we find our economy moving strongly upward, absorbing the investible funds
of Americans at home rather than abroad, and bringing in larger amounts of
foreign funds as investors abroad respond to our more promising economic out-
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look with higher returns from investment. This tax bill would be especially
effective under present circumstances when there is some evidence that returns
on investment in Europe are declining as costs rise in those countries.

We are in a testing period in our international affairs, and we must denmon-
strate that we can take the measures necessary to develop industrial efficiency,
compete strongly in all markets, and make our country the most attractive in the
world for investors. Those countries that have been able to accumulate the
reserves that are the counterpart of our deficits have been countries with
strong growth rates and incentives to industry.

As we are able to promote larger and more efficient production of competitive
goods in the United States, we can pursue much more effectively the programs
we now are urgently pushing for bringing into export markets the many firms
who have up to now been indifferent or believed they could not compete abroad.

Let me conclude my statement, Mr. Chairman, by referring to an argument I
have heard against this tax cut which is highly misleading. This argument
focuses on the transitory deficit which would be created in the Federal budget
by a tax reduction unmatched by a decrease in Government expenditures. Some
people seem to believe that if we do not reduce taxes we will not have a deficit.
Actually the exact opposite is probably true.

We already have a deficit in the Federal budget. If we do not reduce taxes,
the economy will continue its sluggish pace, and the deficit will remain with us.
Moreover, without the tax cut, business may well slide off into a recession. If
this happens, not only would output and employment drop but the existing deficit
in the Federal budget would become even larger and far exceed the temporary
increase in the deficit which this tax reduction will produce. This unpleasant
prospect is amply illustrated by the experience in fiscal 1959. The previous ad-
ministration anticipated a budget surplus of $500 million at the end of fiscal
1959. It was greatly disappointed. Instead, the Federal Government ran a
deficit of $12.4 billion-the largest peacetime deficit in our history. We all know
what hap))ened. Because of the 1958 recession, the Federal Government's reve-
nue shrank by $6.1 billion. At the same time, administrative budget expendi-
tures jumped by $6.9 billion because of the rise in unemployment compensation,
welfare payments, and public works. In addition, there were increases in trust
fund expenditures for social security and the highway program. In order to
offset some of the hardships created by the recession, these expenditures had to
be increased. During the next fiscal year, however, reflecting improved eco-
nomic conditions, the Government's revenue climbed by $10 billion and expendi-
tures decreased by almost $4 billion. The net result was a surplus of $1.2
billion-in sharp contrast to the unexpected and unavoidable deficit of over
$12 billion in the previous year.

Mr. Chairman, we should not have to learn this lesson again: A recession or
continued sluggishness in .the economy would produce a sizable deficit in the
near future even without a tax reduction. With a tax cut, however, we have
a chance to launch a new period of vigorous economic growth. We give our-
selves a better chance to create the job opportunities sorely needed to reduce our
persistent unemployment.

We can, by reducing taxes of the Federal Government, give to consumers and
businessmen a new feeling of confidence in the future instead of continually
burdening them with higher and higher taxes at Federal, State, and local levels.
We can expand consumer expenditures and further improve our living standards.
We can provide businessmen with the incentives to modernize facilities and help
make our goods more competitive in world markets. And this increased com-
petitiveness will help us solve our balance-of-payments problem.

Thank you, Mr. Chairman.

The CHAIRMAN. The Chair recognizes Senator Carlson.
Senator CAILSON. Mr. Secretary, we were unfortunately called to

the floor. I did not quite conclude yesterday. I want to ask a few
questions this morning. You seem to be quite refreshed.

When you originally recommended a 5-percent floor on itemized
deductions, the charge was made that this injured primarily the
middle income group. Now, as I understood your statement yester-
day, of course you would have changed that view. You are not rec-
,ommnending a 5-percent across the board at the present time.
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STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
TREASURY-Resumed

Secretary D)IaoN. No. We found that there was a general feeling
that it, would cause great difficulties for charitable enterprises and
reduce charitable giving and harm homebuilding and a number of
thiings of that nature that are important. We think that was probably
a misunderstanding on the part of the general public. We do not
think that it. really would have lad that ettect. But since that was
the universal behliet, we have decided that tlie approach did not appear
feasible, and we are no longer reconmliending it.

Senator (?'AIUoN. In this legislation, would not the denial of
State and local income taxes have somewhat the same effect on, I
would say the middle income group) ?

Secretary )ILLoN. The State and local tax deduction I think is a
totally different matter, and the proposed change is a very useful sim-
plification and improvement ill the tax laws as well as being a revenue
raiser. It does not, harm any industry or any occupation such as
charitable giving, charity, churches generally. It does not. harm
home-building. It harms nobody.

Under the present system we have a very mixed-up situation with
these special State taxes. In the case of State cigarette taxes, they are
deductible from Federal income tax in about half the States, and in
the other half of the States they are not deductiblle because of the dit'er-
ences in the way a particular State's law is written.

The same tilng is true regarding alcoholic beverage taxes except.
that, they are deductible in a smaller proportion, nnaybe in one-third
of tlie States, and not deductible in two-thirds. There does not seem
to 1e any justification for that.

In the case of gasoline taxes, over 95 percent of gasoline taxes are
dedicated to building and improving highways. There does not seem
to be any fundamental difference here between these taxes and the
toll (charges that are levied by various States for tile use of highways
that they have built and these toll charges are not deductible and never
have been deductible. In addition, some States do not allow the deduc-
tion of their own State gasoline taxes when they have income taxes. A
number of them do.

These are very difficult areas to figure because the average taxpayer
cannot keep adequate records to know exactly how many cigarettes
lie has bought or smoked or how many gallons of gasoline he has
bought and where. If lie buys it when lie is on a trip lie may not have
the records. Generally these are just estimated roughly. This causes
difficulty witl th Internal Revenue Service which has to audit these
things. It leads to a lot, of argument with the individual taxpayer, and
it would be a great sinlification as well as a substantial revenue
raiser to eliminate the deduction of these particular special taxes.

Naturally the effect of this comes where there are the most taxpay-
ers, and the greater number of taxpayers is in the area of $5,000 to
$10,000 or $10,000 to $20,000. But the amount is so small for any
individual taxpayer that it could not be said to be any hardship at all,
in view of the very substantial reductions that are in the same bill for
these same taxpayers.
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It has always been (lear halt to thie extent we do not recoup revenues,
we would have to increase thie rates. We could not have the same rate
re-duction. That was done in the House. Th'e rate reduction is not
a great as we originally recommended. But it was the feeling of a
bipartisan majority of the House committee that these taxes should
and could be usefully eliminated as deductions.

Our main reason, as I said earlier, for abandoning the .b-percent
floor was not simply that it had its main weight on the middle income
are.t. 1 do not thllnk it did. I think i a i h its main weight on the
upper income areas, although it did have some differences and some
impacts in thlie middle income area. ()Our main reason for abandoning
that, proposal was the general feeling that it would decrease charitable
givings,Iurt. churhes, and also hurt construction and homeowning,
which are things that are basic national policies. This we did not
want to do. I think the House provision is in quite a different cate-
gory, and we would strongly urge that it be accepted.

Senator CAL,soN. Mr. Secretary, as I understand this bill, it per-
mits the deduction of property taxes, income taxes, and general sales
taxes in State and local places, but, not taxes like the gasoline tax,
auto registration, and alcoholic beverage tax.

I have a table before me. Of the $520 million of revenue which you
would obtain or expect, to obtain from this source, according to the table
before me, $330 million of this would be from the automobile users.

Now, how can we go oout and explain to the automobile users that
there is placed an additional tax on them? They are carrying all
kinds of taxes now, in fact more than I think they should.

SecretarVy D)ILLO, . The only reason for this is i tax, the tax
we are talking about, consists of State taxes on gasoline. These State
taxes or registration fees are dedicated and used to build highways for
the personal use of the people driving on them. In our tax law we do
not allow comparable deductions. For example, we do not allow
deduct ions for the ticket you have to pay to go into a State park to use
it. But no gasoline tax is being used talit way.

We do not, as I have pointed out, allow deduct ions for the tolls that
are paid to State highway authorities for toll roads when they are
paid on a personal basis, and these taxes are identical in nature.
There seems to be no goodl reason why they should not be treated
similarly.

There is also the problem of estimation, which is very difficult. In
the other areas, property taxes, not only do they enter into the ques-
tion of home ownership iand constitute the basic source of local revenue,
but tile Government knows exactly what the taxes are. Records are
easily and readily available.

On general sales taxes, the same thing hais been practical because
tlhe Interna.l Revenue Service has been able to work out, based on
income of individuals, a series of tables which show what their general
purchases should be at various income levels, and that is what they
allow for general sales taxes, and there is not much argument about
that. But in this other area, it. is an area. where there is substantial
evasion of taxes, and it is very difficult to be sure you are accurate.

So I am sure in many cases Internal Revenue agents, in trying to
be fair, may be overfair and disallow things that under the law

24-532-03-pt. 1-22
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probably should not actually 1b disallowed. So therefore, it seems
iuih Imore clean cut to eliminate this.

Senator CA(msoN. The Stiate of Kansas, Mr. Secretary, is at the
present time collecting 0 cents a gallon tax on gasoline. 'Preseint in-
dications are that they may increase it a cent and a half at the next
legislature, because I think the State, like I not iced the FederaIl Gov-
ermuent, now, thinks they are just another easy source of revenue,
"We will just put an additional burden on the people that use the
automobilee"

In the State of Kansas the use of tis is limited for the construction
of highways.

Secretary D)rr,oW. I understand that is right.
Senator CaiLsON. Now this $320 million would he revenues of the

Federal government ; is that not true? It could he used in any way
that the Government decides to use it. It is not just for building
roads?

Secretary DILON. Oh, no. This would be general revenue. It
would arise from the elimination of deductions for these taxes.

Of course, as you know, tlie Slttes (do not allow deductions in their
income taxes for Federal gasoline axes. They do not allow deductions
for any Federal taxes of that nature. So there is no reason why this
should be allowed.

Of course, you understand, I am sure, that this does not apply
to the business use of vehicles. Any business expense that is necessary
in the ordinary course of business, which would include gasoline,
wear and tear on the car or anything else that is used would continue
to he deductible as always.

Senator CARTISON. In regard to the deductions for the gasoline tax,
you stated one of the reasons you thought this would be most helpful,
it would be a great simplification. I can conceive where it would be
most difficult to administer this if you began to make separations,
as you say you are going to do, between the use of gasoline for busi-
ness and Industry and then for general use on the highways. I could
see where you would get a great administrative problem.

Secretary Dl) T,oN. None whatsoever, Senator, becausethat difference
is already there today, and so it. is exactly carrying on the law as it is.
There would be absolutely no difference.

I think it is rather interesting. We did make some computations
that, would show what we are really talking ahout for a taxpayer who
drives an average of 15,000 miles at year on his own, based on a State
gasoline tax of 6 cents a gallon. You can increase that if one wishes
to take care of the higher taxes. In a taxable income bracket of
from zero to $4,000, the lowest bracket, the average increase in tax
for driving an American compact car would be $9.60 in a year, and
for someone who is in a slightly higher bracket, the $12,000 to $16,000
bracket, it, would be $14.40. So this in no way is a burden because
the reductions that are being given in other taxes by reducing rates
so far outweigh this, there is no comparison.

The individual automobile owner and driver, since most everybody
owns cars these days, would not be any better off because we would
simply have to increase the tax rates to got this $500 million back
some other way. So instead of paying it with one hand, hoe would
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:be paying it with the other. There is absolutely no difl'erenco, but
j ust.a sinplliiclation of the law, and1 I think a useful one.

Senator TAL,MADrnx. Will the Senator from Kansas yield at that
point for a question along the same line that the Senator is pursuing?

Senator CAuILSON. I yield.
Senator TALMADI1 O. Mr. Secretary, as I understand the bill it au-

thorizes the deduction of the personal property taxes on the car,
but does not authorize the deduction for his license fee or his tag
fee; is that correct?

Secretary DLLON. That is correct.
Senator TrAl,.lAimoi. Now\, are there any States tha t have a co(mblined

license fee and property tax or where two would be indistinguishable?
Secretary DILLON. 1 think that in those cases where they are com-

bined, we would allocate e between tlie personal property tax and the
license fee. I think Ihere are a member of them where they are valued
on tlie value of the car. In that case it is all right.

Senator TALMA,,IW. Both of them would be deduct ible then'?
Secretary DI),l,oNx. It would he deductiblee, but where they are sepa-

rail anid nlot ili(ist ilinguishable, there is ia provision to ialhloiate between
• each part.

Selator T'\,ALMADO. Do you not see a danger in this in that many
legislatures, in a desire to el t t l taxpayers as their constituents,
would probably pass similar legislation and make the whole thing
deduct ible, the license fee and the property tax?

Secretary I)lLoN. In those States where they generally tax the
ownership of cars as personal property, the taxation is somewhat
heavier than it, is where it is just a straight license fee, and if the
State wanllted to increase their revenues from that source, they might
do so.

Senator T',\rArl\cI. I thank the Senator for yielding.
Senator CAmsoN. Mr. Secretary, I raise this issue because I think

you have selected a group of taxpayers that, you thought we could
just collect $320 million from, and it is a large item, it would not be
too noticeal)le on any individual one. Of course, when you begin to
add them ul), it. just seems to me that we have placed a burden on this
grup that should not be placed on them at this time.

Is it not true that also in this bill you are limiting the deductible
on some of these casualties to $100? In other words, if I have a car
wreck and my bill is $150, all I can deduct is $50? If I have an acci-
dent, somel)o(ly bends up a fender, and the bill is $150, I cannot deduct
but $50; is that not correct?

Secretary Dm.ow. That is correct for casualty losses. It follows
the precept which the President recommended, that casualty losses
should only be considered when they are something extraordinary and
not in the ordinary course of living expenses. We had originally
recommended a percentage floor. The I-Iouse preferred a flat figure,
and that particu lar provision I think was adopted unanimously with
no opposition at all, because it seemed obvious that what we are really
trying to do is to protect an individual, a taxpayer, from a sudden and
unexpected catastrophe that comes in and overwhelms him. We are
not trying to give him a subsidy for his ordinary day-to-day expenses,
which occur every time he happens to nick another fellow's fender
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and have a paint job for $5.00. So this is the idea bhinid that, $10
floor.

Senator CA(tulsoN. That, section of course goes much further. I just
mentioned an automobile fender because we were talking about. auto-
mobils.

Secretary D).owtN. It talks about all casualties.
Senator OA,\tsoN. In other words, if you have a flood damage

through an area, and quite often these flood areas are in the very low
income sections of a. city, those people will not be permitted to deduct,
the full amount for the loss of their furniture? They would geot a
$100 item-

Secretary )raoN. 'They would have a $100 floor there. They would
be allowed to deduct, anything over $100, and if they had any substan-
tial flood damage, the damage would be over that.

Senator WI llIAMS. Will the Senator yield at that point ?
Senator CA(uLso-x. I will be happy to yield.
Senator WilIAMts. About a couple of years ago we had a similar ex-

perience in that connection over in our area where a lot of the people
back about 10 miles from t (le coast had t heir homes flooded andl most of
their damage averaged fro $100 to $30 where they flooded the living
room, damaged their furniture in one room or something. As I under-
st nd it, they would be eliminated on the first $100.

Secretary h.L,ox. The first $100: that isright.
Senator CAR.LSON. Mr. Secretary, while we are talking about tlhe

effect( on deductions for State taxes of various types, in your statement
to the commiittee you ment tioned in regard to the needs for States to get
additional taxes, additional tax sources-well, having served as the
Governor of a State I nm somewhat familiar with the demands of a
State for education, social welfare, highways, and it is a continuing
pressure. There is not any question about it.

The legislatures are confronted with that. I ask you this. You
mentioned the fact that if we reduce I le Federal tax. it would riv'e lhe
States ani opportunity to pick up additional sources of additional
revenue.

Well, would that not offset any effect of a Federal tax reduction or
whatever percent it was increased as far as improving tlie eco(nolmic
condition of the count r is concerned ?

Secretary DL,,oN. No; T do not think that is a valid argument, he-
cause T think that States will increase their revenues as they need them
to meet the obligations that fall upon the State, and may he approved
by the voters of the States. T think in many cases the St ites have to
approve hond issues or have to approve new special taxes by
referendum.

1 think those tax increases will take place in any event. What will
happen here is that by increasing tile general le vel of the American
ecolnomly, tie general prosperity of the economy of th coumitry, the
general income oh rough the country will be higher. We prepared a
statement at the request of lihe chairman of the Joint Economic Con-
mittee, the Senator from Illinois, who is a member of this committee.
to see what effect this general increase in economic activity would
have on State and local revenues. I think the figures caenmo ou(t that
with no change in the present State and local tax systems, there would
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be an increase of about, $2.9 billion ill the revenues available, divided
about. half at the Stae Stt level land half at the local level.

This would be without opening up1 new sources of income, but this
would just. be greater receipts than tile existing sources of income, be-
cause of greater economic activity.

Actually, maniy States (counted onil that. I know that in the State
of lMinnesolt, h.ie Govelrnor submitted a budget, that. was counting
on increased revenue, and in the great State of New York tlie Governor
made ia statement, recently that he was unable to balance his budget, to
do as \well as lie expected, because t he general economlly of tlie country
had not advanced enough.

Well, that. is just what we are talking about. If the economy
advanIces, m11ore revenues would come in to tlie State governments with-
out challging their present tax system.

Senator .CA.mLON. Assuming they (o not, come in, and I think it is
generally agreed that every State is going to have to increase its
taxes-f d(o not. know any tate that does not live to have increased
income because of the increased demand.

Tlie point 1 \was getting to I hope is this. If States collect an ad-
ditional billion dollars ill revenues, does that not offset i billion dol-
lar reduction that you give here ill this bill ?

Secretary I)IIION. As a general economic. matter, if the States col-
lect $1 billion more, it is 1a billion dollars extra tax burden on the
econlomly, 111(1d it does have a repressive effect. However, all I am saLy-
ing is that there is no connection between the two. The States are go-
ing to 1'raise money in any event if they need it, and if they do not
need it, they are not going to raise it.

So (c tlie extent that we pass this bill, the economy, the general tax-
load will be $11 billion less in any event, irrespective of what the
States do.

SeOnlior (CARI.sN. I can assure you that the States are going to in-
crease their tax burden.

SecretIary )IILN. Yes; I am sure of that too.
Senator 'Cam(soN. If 'I know anything about State government.
One other item that I want to dig into just a little bit. You men-

tioned it in your statement.
I think in order to introduce it I will just read your own statement,

and I quote:
Some Pi'ople have criticized tax reduction on the ground that the temporary

increase In the budgetary deficit that would flow from the enactment of II.R.
8303 would ixse an unacceptable danger of inflation. This criticism is based
1upon1 an erroneous view of the ce of inflation. Whether inflation occurs
depends on the state of the whole economy, not just the Federal budget. It can
he due either to an excess of demand on the supply or to a situation where
costs of production rise more rapidly than productivity.

For the past 5 years neither type of inflation has been present In our economy.
Wholesale prices have stayed level since 1058 and wage increases remain within
the bounds of the improvement in productivity. At present our economy is
marked not by luflationary pressures, but by unused plant capacity andt un-
employed workers.

I would ask this question: How much inflation have we had during
the past 5 years, just roughly ?

Secretary DI ,oN. I do not know how one can measure that. Meas-
ured in terms of wholesale price index, which covers all the goods and
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services we produce, we have had none whatsoever. This is the iicdex
which is relevant when we are considering our competitiveness in
world markets, exports, things like that. The price index is steady.
Measured in terms of Consumer Price Index, the index has risen in the
period from 1958 by about 7 percent, the larger part of this increase
being in the area of services where productivity cannot keep pace
with advancing wages.

Now there is a lot of questioning among experts. The Consumer
Price Index does not take full account of improvement in quality
of goods purchased and services available, and I think there is a gen-
eral feeling that that is a highly good record and would not be called
inflationary in any degree. Certainly it compares well with European
countries, many of v-hich in recent years have been having consumer'
price increases of that much every year instead of over a 5-year period.

I think it is the best record of any country in the past 5 years, any
industrial country in the world, with the possible exception of Canada,
which has an almost identical record. Their economy is operated
very similarly to ours.

Senator CAnLsoN. Admitting that we had not had great inflationary
pressures in the marketplace, although I think some retail prices have.
gone up considerably-

Secretary DnrLaN. Some have gone up, some have gone down.
Senator CARlsoON. Does it not concern you that we now seem to he

entering a period of increased prices in most commodities just across
the board.

I have here a listing and I do not want to take the entire time of
the committee.

I note the Secretary is familiar with these, but I think for the
record steel, for instance, last week increased their prices by $6.50 a
ton on steel pipe, and the average has been up about $4.50 for the
entire year.

Aluminum is up to 23 cents a pound. That is up one-half cent.
Lead is up 13/4, zinc up 1.
These are all components, that is, this is all basic in the industrial

field.
Then we get into food commodities.
Sugar is going up. Yesterday I noticed that raw sugar was 9 cents

plus on the Wall Street Board of Trade. No, that was on the cash.
market. A year ago it was 6.

Coffee is going up now 2 cents a pound, and we had some discussion
of that in the committee before when we reached the international
coffee agreement. A 1 cent increase in the price of coffee is a $35
million burden on the consumer in the United States.

Cocoa is up several cents a pound, wool is up 3 cents, furniture is
going up 4 percent, men's clothing is up about 4.

It just seems to me, Mr. Secretary, that we are right on the verge
of an across-the-board increase. So while we talk about the past, I
think we ought to look a little to the future.

Secretary DIrLON. I think that there has been some publicity about
that, and of course every industry and every price, particularly if
you take basic commodities, have special problems of their own.

For instance, sugar has nothing to do with inflation or noninflation
in the United States. It is due solely to the collapse of the sugar-
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producing industry in Cuba, and the fact that their production is
several million tons less than it had been before the Castro regime
came to power. That has led worldwide to a very sharp increase
in the price of sugar, until there is time to plant additional supplies in
other parts of the world to catch up and bring sugar production back
into a better balance.

Now some of these other things that you mention, for instance, lead
and zinc, there have been efforts through international commodity
meetings to hold down the production of these metals in other foreign
countries so that excess stocks would be used up and the price could
get back to what is considered a price at which it is possible to work
the mines. The increases in this country have been-and those are
world prices too, on lead and zinc, have ben bout 2 cents a pound,
but they have not yet been enough to open a single new lead or zinc
mine in this country. So it shows they are just returning to more
or less normal circumstances.

In other products there have been reductions too, but we get much
more publicity about the increases.

I would certainly agree that prices today, because business has been
reasonably good over a period of 32 months now, are firmer than they
were a year ago. But it does not yet show through in price indexes.

The latest price index, the wholesale price index of all commodities
by the Bureau of Labor Statistics shows that prices in August were
100.4 percent of the 1957-59 average, which is practically no change.
In 1958 they were 100.4 also. That is a little higher than the low. They
reached a low this year in the spring of 99.7 percent, but it is no
substantial increase. Actually, in August they fell as compared to

Jo I think the general estimate is that there is no reason to fear an
inflationary price push at this time, but this is something that we have
to watch. We have to watch it as far as industrial price increases are
concerned. We have to watch it as far as wage increases are concerned
so that we can maintain this price stability which is so important to
our balance of payments. We think we can do that.

Senator CARLSON. Not only the inflation in our country affects us,
it affects the consumer purchasing power, but, as you just mentioned,
the balance of payments enters into this, too.

There are some economists that contend that a 2-percent rise in
prices spread throughout the economy would wipe out all the increased
demand that the tax cut is designed to create. What is your comment
on that?

Secretary DILLON. That is a teclmical thing for economists. I do
not think that works that way at all, because if prices go higher, it
means other people, someone has to pay more, but the man on the other
side also receives more, and the economy is operating at a higher dollar
level, and certainly if it is producing more goods and services, it has
not wiped out the advance.

But I would much prefer to leave a detailed discussion of that rather
abstruse subject to the Chairman of the Council of Economic Advisers
who would be prepared to answer you fully on that subject.

Senator CALSON. I realize we have economists and economists, and
they do not always agree. They have different viewpoints.
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Recently a Swedish economist has written a book. I glanced
through it, I have not read it. It is entitled, or headed "The New
American Dilemma," and it is economic stagnation. His name is
Gunnar Myrdal.

I suppose because of my nationality I would probably have a little
more faith in him. He questions seriously the possibility of increas-
ing production through tax reduction, particularly eliminating unem-
ployment. lie rejects, and I will quote a sentence here:

The Implicit asaumptlon that an Increaae In production will mean an In-
erease In employment and a decrease In unemployment.

You have discussed that I know, but it is an interesting comment
from some people who have had some experience in a nation that seems
to have full employment.

Secretary DIa.ow. All I can say to that is that the American Federa-
tion of Labor and the CIO would probably know as much and have as
close an interest in employment as any body of men in the world and
take a totally opposite view to Mr. Myrdal. They do feel that this
tax reduction will substantially stimulate the economy and will provide
millions of extra jobs, and they have just so stated in a resolution they
passed about a week ago out in Colorado Springs, I think it was, where
they were meeting.

So as you say, economists have all sorts of ideas but. it seems to me
commonsnse that if we produce more and people are paid more for
that extra effort in producing it, there is more income in the economy,
that they will spend this and that that will make more jobs. I just do
not. eo how you can avoid that conclusion as na commonsense matter.

I think you can argue about the number of more jobs, and there
I do not have a particular opinion. I certainly do not think that this
tax cut alone will solve our entire unemployment problem, but it will
create an atmosphere in which the other efforts toward better labor
training and labor mobility, which are so important, can work better
than they do at present,

Senator CARLSON. I think everyone, of course, is concerned about
the unemployment problem, and I sincerely hope that we can accom-
plish it in some way through reduction in taxes or through some other
program. But I have grave doubts personally that it is going to do
it. In fact, we have no past history in this Nation which we could
look to and say that a tax reduction did ce tain things as far as
unemployment is concerned, have weo

Secretary DILU.o. I think that the tax redn c4.n of 1954 helped to
stimulate the economy through 1955, 1956, nWat 195. and that was the
last time at which we reached full employment. Since then we have
not had full employment. We have had this continual excess unem-
plovment, and this is a somewhat new and different situation.

But what we are trying to do is not unique at all in the world. The
British Government, which is a conservative government, adopted the
same policy and cut taxes drastically-based on the size of their econ-
omy it was a slightly larger cut than this-last spring. They made
this recommendation, and because of their system the law was enacted
much more rapidly than it could be here, and became effective in about
6 weeks to 2 months. The result, almost immediately, has been a very
sharp drop in their unemployment. This had a very direct effect on
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employment statistics there, which certainly would lend encourage-
ment and support to the argument that it would do the same thing
here.

Senator CARLSON. Of course we could get. into a discussion of that,
which I shall not do at this time, but I was interested, having attended
the parliamentary meeting in Bermuda with representatives, of the
British Parliament and several Members of our own Senate, to find
that they made some trades that brought a lot of labor to Great Britain.

For instance, they build ships for Russia in return for getting oil,
and many of those items which have nothing to do with taxes, and
one I think we have got to give some thought, to for our international
trade programs in the future.

That is all, Mr. Chairman.
The CHAIRMAN. Senator Gore.
Senator GORE. Mr. Secretary, ordinarily what many of us do here

goes virtually unnoticed, and even if noticed at the time is soon for-
gotten. Since my position with respect to the pending bill has been
under severe attack and is a matter of controversy, it will be necessary
for me to make sonm preliminary remarks and ask you a very few
questions on a matter which is of no major significance to the country
but which is, I hope you will understand, of great significance to me.

Some commentators have been referring to my sudden change
of position with respect to the basic issues involved in this bill. Since
vou were a member of the administration of former President Eisen-
Lower, perhaps you will recall that President Eisenhower recom-
mended-and I think he is entitled to great credit for recommend-
ing-the great interstate highway program that is now underway.
He recommended that it be financed by debt, by the sale of bonds.

I opposed this. And through my efforts and those of Senator
Byrd and other members on both sides of the party aisle, we put the
highway program on a pay-as-you-go basis. It is a little behind sched-
ule now, but we are soon approaching the time when, on aI pay-as-you-
go basis, the trust fund will be solvent and highway construction on
schedule. I cite this to show that I am not just suddenly seized
with some concern for fiscal responsibility.

Now I know you will understand from my record that I am not
one who thinks that it is either wise or necessary to have a balanced
budget each year. Others may feel more strongly about that than I
do. But-I woul(t like you to know that it is my view that we cannot
ignore debt.

When I came to Congress, the entire national budget for all pur-
poses was less than $10 billion. What will be the amount of the
item in the 1964 budget for payment of interest on the national debt
alone?

Secretary DIrTLON. The payment is about the same, about the same
figure as you mentioned, about $10 billion.

Senator GORE. The entire budget in the spendthrift days of the
Roosevelt New Deal when I came to Congress was less than $10 billion.
The interest on the budget which you and the President have pre-
sented for fiscal 1964 is something more than $10 billion, is it not?

Secretary DILLON. That is right.
Senator GORE. Debt service charge.
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Now, how has that interest item increased during your service as
Secretary of the Treasury?

Secretary DILLON. In the 3 years from 1961 to 1964, our estimate
showed an increase of something over $1 billion. This compares to an
increase of about $1.4 billion in the 3 years preceding that, so in the
last 6 years there has been a very substantial increase.

Senator GoRE. Now, as I examine here the Economic Report of the
President, I find that if you eliminate expenditures for national de-
fense, Veterans, and Agriculture, the interest on the national debt
equals almost half the cost of all other Government services com-
bined-highways, public health, cancer research, education, name
them all.

I cite this to illustrate that I am not suddenly concerned about
fiscal responsibility. I think it is something to which all of us who
are privileged to serve in public life must give constant heed.

I take it you agree, too, with that.
Secretary DI.LoN. Very much so.
Senator GORE. Now, Mr. Secretary, no one is more aware, than

perhaps the President and I, of the degree and intensity of my dis-
agreement with your fiscal, monetary, economic, and tax policies than
you are. You have been aware of it a long while have you not ?

Secretary DILLON. Yes, sir.
Senator GORE. So you are not suddenly surprised? You have no

sudden surprise at my position?
Secretary DILLON. No. I am well aware that for over a year you

have made your position clear that you did not feel a tax cut was
advisable in present circumstances.

Senator GORE. I am not sure you were aware of it before you be-
came Secretary of the Treasury, but with every ounce of strength I
had, I opposed your selection as Secretary of the Treasury.

Secretary DILLON. I have been informed of that.
Senator GORE. You understand there was no personal quality in

that?
Secretary DILLON. I recognize that too; yes, sir, very much.
Senator GORE. I have found you most agreeable and genteel, though

I find your philosophy utterly unacceptable. Of course, you and I
have found one or two things we could work together on. We tried
to put a stop to the use of foreign tax havens. We worked together
on that. We had partial success, though not too much. There are a
few things we have been together on.

Secretary DILLON. And also on what you mentioned earlier, putting
the highway system on a sound financial basis. That was one of the
first recommendations we made and we were successful, as you recall,
in 1961 in getting the bill passed--

Senator GORE. Wait a minute.
Secretary DILLON. That raised taxes applicable to that and put that

on a sound basis.
Senator GORE. I am not going to let you take credit for that. We

did that before you became Secretary of the Treasury.
Secretary DILoN. No, sir; no, sir,
Senator GORE. Well, we passed an additional bill I understand.
Secretary DILLoN. You did about 80 percent and we did the last
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Senator GORE. All right, I am willing to go along with you to the
extent of 20 percent.

Getting back to the question of your selection to head the Treasury,
I visited for about 21/2 hours with President-elect Kennedy when he
was still in his home in Georgetown. I undertook to persuade him
not to select you or someone of similar philosophy as Secretary of the
Treasury. Like Dr. Heller, I put up a good argument, but I did not
seem to win any decision.

I wrote the President on November 22, 1960-I am not going to
make public all my correspondence with the President, but I set down
in writing my views. I fear the letter is too long to read. It does
not contain any personal reference to you of a derogatory nature in
any way. I would like to read this one paragraph:

The appointment of such a person as Secretary of the Treasury would mean,
for instance, that glaring tax loopholes would not be closed, that fiscal policies,
monetary policies, and economic policies would not be very different from the
present administration. This would not Ue your intention, to be sure, but it
would be the likely consequences.

This was dated November 22, 1960. The only change in that para-
gra.ph I would now make is to strike out the word "likely."

On June 28 of 1962 I wrote the President as follows:
I know that there are certain interests and persons who would like to get tax

reductions now and quickly because, after this is done, their loopholes would
then be perfectly secure.

That is what they are about to get now ..ithout the closing of
loopholes.

A drastic reduction in Federal revenue would put your administration in an
economic straitjacket and deprive it of the ability except at greater deficits to
stimulate the public sector of our economy where rests, incidentally, the real
pent-up needs and demands of our economy.

Then on November 15, 1.962, after the President and I had had a
conversation on the sad occasion of the burial of Mrs. Roosevelt, he
asked me to write him a letter setting out my views. I will not read
this in full, but I would like to read part of it, not particularly for
your benefit, but for anyone who is interested and who thinks that I
have suddenly found myself in disagreement with the Dillon economic,
monetary, and tax policies.

I have come to admire your ability, Mr. Secretary. There are few
men I know who have quicker and keener minds than you have, and
I must say that I am amazed and alarmed at the extent of your success
in subverting the traditional economic liberal policies of the Demo-
cratic Party, particularly at the Washington level. I am not sure
it reaches too far out to the country, and I would suggest to you, and
to those with whom you consult and advise, the old political axiom
that when the country votes conservative, it votes Republican. I do
not know whether that would be agreeable to you or disagreeable.

Senator LONG. Mr. Chairman, I believe that before the Secretary
hears any more of a speech, and the Senator certainly has a right to
make his position clear to the record-

Senator GORE. I did not yield.
Senator LoNG. That the Secretary is entitled to answer whether or

not he has opposed loopholes.
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Senator GORE. Mr. Chairman, I did not yield to my distinguished
friend from Louisiana. I asked the privilege of making a brief pre-
liminary statement, and then the Secretary can reply to whatever
extent he likes. I do not yield for that purpose now.

Senator LoNG. I would point out th thtthe Secretary is a witness
here.

Senator GORE. I do not yield, Mr. Chairman.
I wish now to read briefly from the letter of November 15:
Sin( you inquired of my views on the advisability of a tax cut, I write them.

As I said to you in Hyde Park, I do not believe a big tax cut is advisable.
Politically a big deficit and tax reduction are incompatible. However unsophisti-
cated it may appear to your economic advisers and however erroneous it may be,
the mass of our people tend to judge this question in the simple terms of the
family budget. Moreover, a reduction in revenue will set up a howling campaign
for reduction in expenditures, and your administration will be put i n an eco-
nomic straitjacket. The ax would most likely fall heaviest on foreign aid and
on programs that may be needed to stimulate the economy, such ais public
works. These things, it seems to me, are as simple as A, B, ('.

Now with that I close insofar as setting my own record straight
before you and the committee and whoever else may be interested,
Mr. Secretary.

Please let me say again that the references I have made to you have
to do with a philosophical disagreement in principle and in no way do
I wish to be unpleasant with you personally. Now, before going into
some questions on another matter, I certainly yield-and I think the
Senator from Louisiana is entirely correct in suggesting that you have
ani opportunity to comment.

I thought, Senator Long, if I could just finish that one more refer-
ence, which was all I had to read, then I would yield.

Thank you.
Senator LosN. If you wanted to yield to me, if you would for just

a moment.
Senator GORE. Yes, I will.
Senator LONG. It seems to me it is more ,appropriate in examining

the witness to ask whether he has recommended loopholes rather than
to say, "You have not recommended closing loopholes," if the man is
a witness.

Senator GORE. I did not say he had not. I did not say he had not.
Senator LoNx. That is what I gained from the inference of the

statement.
Senator GORE. I said his appointment as Secretary of the Treasury

would mean they would not be closed.
Senator LONG. I understand that, but the Senator has yet to ask a

question. HIe has made a speech to the Secretary which puts the wit-
ness in a very bad light, and. it would seem to me if you are examining
a witness you would start out by asking him a question.

For instance, have you recommended closing loopholes?
Senator GORE. Mr. Chairman, I am sure I could benefit by a lecture

from my distinguished friend from Louisiana, but I do not feel any
particular need right, now. I started out to make a preliminary state-
ment, which I have done, and have now afforded the Secretary an op-
portunity to comment. Following that I will undertake to interrogate
him.
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Is there anything out of order in that, Mr. Chairman?
Secretary DILLON. I would only like to make two comments I think

<on your views.
I have known of your general views on economic and fiscal and tax

policies for some time.
Senator GORE. And monetary and credit.
Secretary DILLON. And monetary and credit policy and the whole

gamut of policies.
I would like to say, when talking about closing of tax loopholes,

that the record is perfectly clear that there have been recommendations
made which I have fully concurred in for very substantial loophole
closings. We have done our best to achieve that in the House of Repre-
sentatives and in the Senate. We have not been as successful as we
would like to have been. I quite agree with that, but I do not think
personally-maybe I am not modest enough-that the action of the
Ways and Means Committee and the body of the House in approving
what they did approve and in rejecting what they did reject was be-
cause of lack of effort on the part of myself or of the Treasury. It
is just that this is the opinion of tlat particular committee which con-
trols tax policies in the House and which takes into consideration
general views throughout the country, and they accepted a number

nof our recommendations and not others.
I am very glad that for the first time we were successful in getting

them to accept what I consider a very important advance, which is the
elimination of the dividend credit. That has been tried before, and
this body, the Senate has several times voted for its elimination. The
House has always rejected it. We have now got it approved by the
House and I think that is a real advance. I think that the recommen-
dation for taxation of capital gains at death is probably one of the
most important changes that could have been made in the income tax,
or that for a carryover basis which on a somewhat slower time scale
accomplishes roughly the same thing. We came very close to success
there. At the last minute the committee again decided against this.
Unfortunately, in this case this was by largely a vote that involved
both sides rather than one largely on partisan grounds.

There was a substantial majority of the Democratic members of
the committee that were in favor of maintaining that, but they were
not a majority of the committee as a whole.

The question of the best way of handling the responsibilities under
the Employment Act of 1946-which is to increase employment and
to give everyone who wants to work an opportunity to work-was
discussed in great detail and over many months within the administra-
tion.

As the President pointed out I think in either his tax message or
the budget message, there were two alternative routes. One was sub-
stantially larger expenditures and the other was to try to give that
responsibility and opportunity to the private sector of our economy.
That does not mean that there are no new programs, that nothing was
done in the public sector, but that the main emphasis is puti on the
private sector rather than the public sector. A decision was taken that
that was the proper course.
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I recognize that decision is one that you would not agree with. There
is a philosophical difference, but I may say that I think-not just
myself, but under the circumstances there was unanimous agreement
within the administratio-that that was the proper course to follow.

We have achieved a situation where we have support, outside sup-
port, not only from business interests but also from the American
Federation of Labor, as I pointed out, and also from the great majority
of economists who study these matters and who make their feelings
known. Certainly the Council of Economic Advisers is strongly in
favor of tax reduction and has been all along.

I might say that one of the times when I differed with them was last
summer when I agreed with you that a quick tax reduction, a sub-
stantial tax reduction with no effort at any reform at all, was inappro-
priate and bad policy.

Senator Goiu. That is one time we won.
Secretary DI,.oN. At that time we were together and we won. And

so the package that was proposed this spring had, I think, a substantial
amount of tax reform. We got in a number of items, we got maybe
three-quarters of what we asked for in effect, maybe a half, but we
got a substantial amount, and I would say that I willingly admit a
difference of view on giving the private sector of our economy the
opportunity now to increase gross national product, and releasing it
from the tax brake and thereby bringing us back to full employment,.
rather than trying to do it through increased public expenditures.

I think that the debate in the House was accurate on that, point.
As tile chairman of the Ways and Means Committee pointed out, he-
felt. that the tax reduction route and the spending route from tle point
of view of spending just to stimulate the economy were incompatible,.
and this was a definite choice, the choice of the tax reduction, private
enterprise, route.

That does not eliminate expenditures for needed and necessary
public works such as the bill-I do not know whether it was just
passed or is pending, but I hope it will soon pass-that will allow con-
tributions to building universities, because I think it is highly impo-
tant and necessary that those things be carried on. But I think we
are1 in general agreement and understanding of each other's policy.

Senator Gomn. Thank you.
I am going to undertake to challenge tile validity and advisability

of this philosophical base upon which your policies are recommended,
but before doing so I would like to inquire of my friend from Louisiana
if he has any further suggestions as to subjects which the Secretary
should comment upon in fairness to him.

Do you have any
Secretary DILLON. No.
Senator GORE. Before coming to the more important things, Mr.

Secretary, I feel tlh necessity of asking you if you have been engaged
with Chairman Bailey or anyone else on the Democratic committee
in an effort to send misleading information or otherwise to put the.
heat on me in Tennessee with respect to this bill?

Secretary DILruoN. I have had no contact with Chairman Bailey or-
anyone else in the Democratic National Committee on this subject,.
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and I inquired in tlhe Treasury to see if our Treasury staff has, and
they have not either.

Senator GomE. 'his is exactly what I expected you to say. If the
statistics contained in the telegram had come from the Department
of the Treasury, I would be not only surprised but shocked and
astounded.

Now, if this bill in fact practically removes Tennesseans from the
obligation of paying income taxes, then I will say I must find the
necessity of reexamining my position.

Secretary D)ILON. It certainly does not.
1 would like to make one thing clear regarding these possible figures

and where they may have originally come from. It should be made
perfectly clear.

Senator GORE. They did not come from the Treasury?
Secretary Dl)I.oN. The figures on increase in personal income in

the State of Tennessee and in every other State of the Union, figures
of that nature have been prepared in the Treasury. They were orig-
inally prepared in the Treasury as part of the necessary work in
answer to a request from the chairman of the Joint Economic Commit-
tee, the Senator from Illinois, who wrote to us last spring and asked
us to make a calculation based on some work that his staff had done
as to what the general economic impact of a $10 billion tax cut would
be, and the assumption that he asked us to take was that there would
be a $40 billion increase in gross national product.

As part of the only way that this job could be done, it was Inces-
sary to find what portion of that gross national product was in the
form of personal income, which came out to a total of $30 billion,
which is the normal relation between gross national product and per-
sonal income.

Then in order to make the calculations which we had been requested
to make, it was necessary to break that. $30 billion down as well as we
could into tlie amount of that that. would he in each and every one of
tle States, so that we could answer the request made to us as to how
much that would increase the income of tie State and therefore in-
crease its tax receipts.

This table, which I have-I wil be glad to put it in the record-is
available, although we did not supply that particular table to the
Democratic National Committee, and tley did not ask for it from us,
they may have received that one figure from that table that was in
someone else's hands.

Senator DnKIsN. Will the Senator yield for a question?
Senator Goni. Yes.
Senator DIRKIEN. HIas te telegram that you referred to been made

a part of the record ?
Senator GonE. It has.
Senator DI)KSEN. I was not aware that it had.
Senator Gom.. It has.
Will the clerk give the Senator from Illinois a copy
Secretary DImLON. That one figure could have come in that way, but

it d(id not com: m in response to any request from the Democratic Na-
tionilL Comnnii.t , either the total or the figures for Tennessee.
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Senator GORE. Let me read you the first-well, let me read:
This is the suggested press release we discussed. Please have it copied and

taken to all newspapers, radio, and TV stations. The release follows:

This is the first paragraph of the proposed release which I now
read:

It is vital to 17,496 families in ------------------ Couuty who will receive
an average personal income increase of $436 a year that the tax cut he enacted
now and made effective as of January 1. -------------.--- --- County busi-
nesspman and Democratic leader said yesterday-

Now, I would think any citizen having read the papers, heard the
radio, and watched TV on the tax bill would conclude that this
average personal income increase of $436 a year was a benefit which
he was going to receive from the passage of this bill.

I have examined statistics from the Treasury and I find that this
approximates the total individual income tax payments of the people
of Tennessee.

Secretary I)LON. I have looked at that telegram and the only
basis on which 1 can figure out how the author of it reached any such
figure was to take this figure which is also in there of national income
increase, which I think, as I recall, was $390 million for the whole
State of Tennessee, and go to the Census Bureau and find the munber
of families that there were in Tennessee at latest count and divide the
families into this.

Senator GORE. But hle did not multiply the families.
Secretary DI)mON. Maybe he did not multiply them right.
Senator GORE. You are not against that ?
Secretary DI)LON. I think that it comes out somewhere in the tele-

gram, I think it also states the total number of families in Tennessee.
It happened that in checking back I find that. that is out of the census
figures. 1 (do not know where he got county figures. I presume
maybe he got that from the Bureau of the Census too.

Senator GORE. You are not prepared to say then that the passage
of this bill is going to suddenly increase tlhe income of the average
family in Tennessee by $436 a year.

Secretary DI)LON. No, sir.
Senator Gonu. You are not supporting the Democratic National

Committee in this regard ?
Secretary DImLoN. I do not think this was the Democratic National

*Committee either, from what I have been able to understand. I think
that this was one man.

Senator GORE. Well, it may be that this one individual did it and I
will be glad to find out that that is true. I hope that is the case.

Secretary DtILroN. I understand that you said that you had had a
discussion with the chairman of the committee, and I assumed he as-
sured you it was .iot the committee's position.

Senator DIRKSEN. M. Chairman, could I ask the Senator another
question ?

Senator GORE. Yes.
Senator DIRKSEN. Since this matter was first ventilated some days

ago, has there to your knowledge been any effort by the Democratic
National Committee to repudiate this telegram?

Senator GORE. I have seen no public statement by any official of the
Democratic National Commiti.e except the gentleman who signed
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the telegram, who is I believe head of the research division. He said
that this was a part of a campaign to educate people on the tax bill.

Does that answer the Senator?
Senator DJRKSEN. Yes.
Senator GORE. Now I would like .o refer to one other statistic here.

This is again in the proposed press release which Tennesseans are
asked to release.

They know the high rate of unemployment. In 50 of our counties the unem.
ployment rate ranges from 10 to 20 percent.

Now I thought that was a little high.
I not ice later on hle refers to total unemployment in Tennessee as

57,600 people. Well, you cannot take any 50 counties in Tennessee
and have as much as 10-percent unemployment and still have only
57,600 unemployed. So this is a contradictory statistic.

Secretary DILALo. It sounds so, though the Treasury is not in the
Iunemplovment statistics business-

Senator GoIE. You do not validate this either ?
Secretary DILLO. What?
Senator GoRE. You do not validate this figure either ?
Secretary DILLON. No, I would not know anything about it.
Senator Goumt. Well, 1 called someone who did know about it. I

called Mrs. Frank Scott, commissioner of emplo, ment security in
Tennessee, yesterday. The first question I asked her was, "is there
any county in Tennessee with 20-percent unemployment?"

She gave me an emphatic "No."
Then I wanted statistics for the State as a whole, and broken down

as to county, and she said this would require some time. So Assist-
ant C(omnissioner Carl Anderson called me back late yesterday, and
gave me the following statistics:

In August 1963, unemployment was 51,700, or 3.8 percent.
Incidentally, this is the lowest rate it has been in quite a long while.

IALt me give you the previous years.
In 1961 it was 99,100, or 7,6 percent.
In 1962 it was 76,600, or 5.9 percent.
There are only seven counties with as much as 10 percent unem-

ployed, and I was advised these were small mountain counties where
coal mining has been discontinued or where strikes are underway.

In 1961 there were 16 counties with as much as 10 percent unem-
ployed.

In 1962 there were 10, in 1963 only 7.
Now perhaps you would be interested in knowing one of the reasons

why we e have made such great progress in Tennessee in solving our
unemployment problem.

State and county officials, city officials have been working at it,
and the programs of the Kennedy administration have been enor-
mously helpful. I refer particularly to the area redevelopment pro-
gram, and to the accelerated public works program. I and my staff
for the last many months have devoted intensive efforts toward secur-
ing approval of projects to build community facilities hospitals, play-
grounds, water systems, sewage disposal systems. We have secured
the approval of about a hundred APV and area redevelopment proj-
ects in Tennessee. This has materially lessened unemployment, be-
cause every time a project starts, men are put to work.

24-532-03-pt. 1-23
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Now this, Mr. Secretary, is governmental expenditure for the devel-
opment of community facilities which will add to the life and the
afluence of our people, and will be good for many, many years.

This leads to a question on the broader issue. If I may, we will
dismiss this Tennessee angle with the national committee.

Secretary DmrLN. It is perfectly agreeable with me. I did not
know whether or not you wished the list which we have, the breakdown
of this $30 billion by States, which we made last spring.

Senator GORE. I think it would be well to put it. in the record.
Secretary DILLON. I think it would be useful.
Senator GORE. As I understand it, it is an extrapolation based on

whatever growth the national economy may experience in the next
many years.

Secretary DILLON. Yes. It talks about the midsixties. It does not.
pinpoint any particular year.

Senator GORE. I think it ought to be put in the record. I think it
is a rather revealing report.

The CHAIRMAN. Without objection, the insertion will be made.
(The list referred to follows:)

Estimates of increase in personal income it the midstities attributrhile to the
tax bill

[In millions of dollars]

Distribution
of personal

State: income increase
Total----.---.- 3.. 30, 000

Alabama ----- ---------.. 830
Alaska ------ ....-----. . 30
Arizona----------- ------- 240
Arkansas -------------- 180
California---- ------ - 3, 510
Colorado .-...---------- .300
Connecticut - .--------- - 570
Delaware--------------- - 120
District of Columbia -----. 150
Florida----------- 840
Georgia ------------- 450
Hawaii --------- 120
Idaho------------ --.... 90
Illinois -------------------... 2, 040
Indiana --------------- 780
Iowa --------------------- 0
Kansas -- - ----------- 330
Kentucky----------------- 300
Louisiana -------------- 390
Maine---...------------- 120
Maryland ------------------ 630
Massachusetts ----------. 990
Michigan.-------.. ---- .. 1,320
Minnesota-------------- 540
Mississippi--...----------- 180

Distribution
of personal

State-Continued in conm in crease
Missouri- ------ - 690
Montana --------- ----- 90
Nebraska---------- 210
Nevada------------ - 90
New Hampshire ---------- 90
New Jersey------------- 1,290
New Mexico-------------- 120
New York -------------- 3. 310
North Carolina ------- 40
North Dakota------------- 90
Ohio --------------------- 1. (50
Oklahoma -------------- 300
Oregon------------------ 270
Pennsylvania-------------1,830
Rhode Island ------------- 150
South Carolina---------- 240
South Dakota ---------- 90
Tennessee --------------- 390
Texas------------------- 1,410
Utah- -------------- ---- 120
Vermont ------------.----. 60
Virginia---- ------------. 570
Washington -----..--.--- 510
West Virginia ------------ 210
Wisconsin ------------ C30
Wyoming---------, ----. - ( 0

NOTE.-It is assumed that the effect of the $11,000.000,000 tax reduction bill approved
by the House of Representatives would be comparable to the $40,000.000.000 increase in
gross national product estimated last March by the staff of the Joint Economic Committee
of Congress as the effect of a $10,000 000,000 tax reduction. On the basis of historical
relationships, such an increase in GNP would involve an increase in personal income of
approximately 8$0,000,000,000. This personal income increase was distributed among
the States on the basis of unofficial population projections for each State for 1965. weighted
by per capita personal income by States as estimated by the Department of Commerce for
1962 (the latest figures available).
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Senator (GKE. It shows the extent to which even the Treasury De-
partment has gone in trying to sell this bill.

Secretary DILLON. Oh, no. This was made at the request of the
Joint Economic Committee of the Congress. This was a study orig-
inally made by the Congress.

Senator GoRe. I appreciate your response.
Mr. Secretary, is it correct to me to assume that there are three

major ways in which the economy could be stimulated, either used
singly or in interaction. These are tax reduction, public expenditure,
and credit and monetary policy.

Secretary DI)l.oN. In general one or another works better at one
or another time. I think that under present circumstances it is ul-
doubtedly true, and I think it has generally been true in the past, the
recent past, that either expenditure policies or tax policy, fiscal policy
luis proved to be a more powerful weapon than credit policy. 1 think
credit should be available, fully available, but we have thle example
of the 1930's when you had interest rates very low, and if there is
not demand for the products, people just do not want to borrow the
money, so you have to stimulate the economy so that it gets moving.

Senator GOIE. I was only asking generally here.
Secretary DILLON. Yes.
Senator GORE. That is for the sake of our discussion, we might con-

sider that these are the three major ways in which the economy could
be stimulated.

Secretary DILLON. That is correct.
Senator GORE. Now in examining which of those or what combina-

tion of the three would be most effective, we have to determine, I think,
the character of the stimulation which our economy needs.

Secretary DILLON. That is right.
Senator GORE. YOU agree with that?
Secretary DILON. Yes.
Senator GORE. You indicated, a moment ago, that a great need, per-

haps the major need, is for a stimulation of demand. Did I correctly
understand that ?

Secretary DILLON. I think that is right. I think that is highly im-
portant, if we are going to increase our economic activity-but it is
not the only need. We have to increase incentives to invest. But
without stronger demand, those incentives won't work at all.

Senator GORE. Mr. Secretary, I am not in any way trying to ask any
tricky questions.

Secretary DILLON. No. I know that.
Senator GORE. These are straightforward.
Secretary DILLTON. I agree.
Senator GORE. Then, if the greatest single need is to stimulate de-

mand, I think we must examine, if we are going to intelligently deter-
mine the advisability of what course of action to pursue, which of
these three major methods of stimulating the economy would most
effectively stimulate demand.

Now I have cited to you an example in Tennessee. Maybe we have
gotten more than our share of area redevelopment and APW funds.
If so, I must express my gratitude to the administration, of which you
are a part. We have needed it because we are part of this Appalachian
area, where there was a great need for economic stimulation.
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Now this illustrates, it, seems to me, that by the right sort of public
expenditure you can be specific, you can direct your remedy to the
area, to the people, to the industry, to the segment of our economy
that needs stimulation. Tax reduction is a scatter-gun technique, far
more expensive, much less effective, in my view.

Now if I may just buttress my view, let me give you the amount ex-
pended for the APW and ARA programs in Tennessee. The total
Federal grant funds for all of these projects is only about $20 million.
You see, this illustrates, in a small and in an isolated way, why I say
that if we are going to try to solve the problem of unemployment, and
stimulate demand, we can do it more effectively, far more cheaply,
and then have something to show for our money, by helping to build
needed community facilities than by giving tax relief, the largest bene-
fits of which would go to those who need help least.

Now, lest I go too far without affording you the courtesy of com-
menting, I certainly yield.

Secretary DI)I.ON. Thank you, Senator. I would disagree on gen-
eral results that we receive from APW nationally. I would not dis-
agree at all on the importance of area redevelopment and such things
as accelerated public works in meeting difficult situations such as you
outlined in Tennessee, and I see no inconsistency in a broad program
of tax reduction and in specific programs that are aimed at specific
areas, such as the Appalachian area where a broad sitmulation of de-
mand will not be enough, and where special efforts are required.

On the national scale, which is what we have to look at, which is
what we are looking at in this bill, we find that we have an average un-
employment rate of 5.7 percent so far this year. This September, it
was 5.6, which is the same as it was in September a year ago.

We have had APW, with all the good it. has done in certain localities,
in effect for a year, and it hasn't been able to make a dent at all na-
tionally in the percentage of unemployed.

I think that I would go along witl the philosophy I just mentioned
earlier, but I think it is worth just reading two or three sentences from
this statement of policy by the American Federation of Labor-CIO
Executive Council on major legislative proposals, which met here in
Washington on the 8th of October. They said:

The tax bill passed by the House will, if enacted, go far to provide jobs for
those who seek them. Much of the tax reduction in the bill would go to low-
and moderate-income groups. These families would spend their tax savings
promptly on consumer goods and services. This spending in turn will provide
more jobs for those who make goods pnd provide new services, and the new job-
holders will, in turn, provide more Jobs through their own increased consump-
tion. The result will be to put the Nation back on the road to economic health.

Now I would say that we fundamentally agree with that, but
while we cannot go to the public works public spending route to
,achieve that whole job-and going on this tax course makes it clear
that we should not do that-that does not mean that every program
aimed at specific areas has to be eliminated. It just means that for
this very big job we cannot do it.

It would mean, I would say, if you were trying to get the same
stimulation by public works throughout the country, you would not
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have a $900 or $850 million accelerated public works program. You
would have to have one that is 10 or 20 times as big.

On these very large ones, they have not proved as effective. They
have had to take big projects that did not have the same labor
potential.

One of the advantages of accelerated public works was that it is
geared into the localities, as you know, and had local help, and did
put more people to work and is putting more people to work per
Government dollar than previous public works efforts have done.
So I would say that is the only comment I have to make.

I think you have to have a proper mix here. We have felt that
some major stimulus is needed, and that the best major stimulus
is tax reduction.

Senator GORE. You have said many things, Mr. Secretary, to which
I will return in a moment.

You said earlier that the major problem was stimulating demand.
You referred in a statement you read here to the amount of tax bene-
fits in the bill to various groups. You referred earlier in a general
philosophical way to the effect of this bill.

I telephoned one of the principal Democratic leaders of the House
of Representatives this morning, expressing my great concern that
the area redevelopment bill, which we lost by only three votes in the
House, be called up and be voted upon again. I also expressed my
hope that the accelerated public works program could be extended.
1 will not identify the Democratic leader, but I want to tell you
what he said to me this morning.

He said that the process of passing the tax bill over in the House
had created a political atmosphere which made it impossible to pass
the ARA or APW bill this year. Therefore, consideration of both
would be postponed until next year, to see if the climate changed
any. So you see, we don't operate in a vacuum here.

I expect to show, Mr. Secretary, I am going to try to show, that
the total of your economic, monetary, and tax policies is not stimu-
lative and expansive but restrictive and repressive.

When you take these three elements which you and I agree are
the major ways in which the economy could be stimulated, and con-
sider that they are also the three ways in which the economy can be
contracted, and bear in mind that you said to the bankers in a speech
just a few days ago that the passage of this bill would result in higher
interest rates, and the fact that the political climate created here
makes it likely that appropriations will be reduced four or five times
the amount of the tax reduction in fiscal year 1964, I think I have
come to the conclusion that your total program is not stimulative
but repressive.

I will give you an opportunity to comment on that in a minute,
but when you referred to the amount of increased income for people,
I was reminded that I had asked Mr. Stam and his staff to prepare
a table. Would you mind giving the Secretary a copy? Would you
mind distributing this to the press table and to the members of the
committee.

(The table referred to follows:)
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TABLE 1.-!ndividual income tax liability: Under present law tax rates, under H.R. 8365 tax rates, and under uniform percentage increase
in taxable income after present law tax: selected levels of taxable income, 1965, single person

Tax Taxable income after tax Reduction in tax or increase in taxable income after tax

Under uniform percentage
Under H.R. 8363 increase in taxable income

af' r tax (5.95 percent)
Taxable income

Present law H.R. 8363 Present law H.R. 8363
As percent

As percent of taxable As percent
Amount of present income after Amount of present

law tax present law law tax
tax

(1)(2) (3) (4) (5) (6) (7) (8) (9) (10)

500---..--.........------- ...-- ..----------- ..-- $100 $70 $400 $430 30 30.0 7.5 $24 24.0
$1,000--.........----.................... ..---- 200 145 800 855 55 27.5 6.9 48 24.0
$1,500--..------.............----..--------...--.... .. 300 225 1,200 1,2775 5 25.0 6.3 71 23.7
$2,000........................................----------------. 400 310 1,600 1,600 90 22.5 5.6 95 23.8
$4,000 --------------------------------------- 840 690 3,160 3.310 150 17.9 47 188 22.4
$6,000. .-..--.-----......-------------......... 1,360 1,130 .640 4870 230 16.9 5.0 276 20.3
$sooo-- ------------------------------- 1.980 1,630 6,040 6.370 330 16.8 5.6 869 18.3
$10,000..------------- --- ----- 2.640 2,190 7,360 7,810 460 17.0 6.1 438 16.6
$12,000 ------------------------------------- 3.400 2.830 8.600 9.170 570 16.8 6.6 5612 15.1
$14,000 ...-------.... ---------- ----............ 4.260 3,550 9,740 10.450 710 16.7 7.3 580 13.6
$16,000 .........---- ...............----------.. 5.200 4.330 10.800 11,670 870 16.7 8.1 643 12.4
$18,00 .---........................------------- 6,200 5.170 11.800 12.830 1,030 16.6 8.7 702 11.3
$20,000 .........................---------------. 7.260 6.070 12,740 13.930 1,190 16.4 9.3 758 10.4
$22,000-...--- ----------------- -------------- 8,380 7.030 13,620 14,970 1,350 16.1 9.9 810 9.7
$26,000 .----- ----....------------------------- 10,740 9,070 15,260 16,970 1,710 15.9 11.2 908 8.5
$32,000..-...---- ------------------------------ 14,460 12,?10 17.540 19.7900 15.6 12.8 1,044 7.2
$38,000----------------------------------- 18.360 15. l0 19,640 22,490 2,850 15.5 14.5 1,169 6.4
$44,000--------- --------------------------.. 22,500 I,990 21,500 25,010 3,510 15.6 16.3 1,279 5.7
$50,000----------------------------------- 26,820 2"2,590 23,180 27,410 4,230 15.8 18.2 1,879 5.1
$60,000 ----------------------------------- 34.320 28,790 25,680 31.210 5,530 16.1 2L5 1,528 4.5
$70,000..-----.............----------------- . 42. 120 35,190 27,880 34,810 6,930 16.5 24.9 1,659 3.9
$80,000 ---- ---- ------------------ 50.220 41,790 29,780 38,210 8.430 16.8 28.3 1,772 3.5
$90,000..----------------------------------- 58. 620 48.590 31,380 41.410 10,030 17.1 32.0 1,867 3.2
$100,000---------------------------------- 67.320 55.490 32.680 44,510 11,830 17.6 36.2 1,944 2.9
$150,000-- ------------------------------ 111,820 90.490 38,180 59.510 21.330 19.1 55.9 2,272 2.0
$20000----- ----------------------------- 156.820 125,49C 43,180 74, 510 31,330 20.0 72.6 2,569 1.6
$300,000---------------------------------- 247.820 195,490 52,180 104,510 52,330 21.1 100.3 3,105 1.3
$400,000-- ------------------------------- 338,820 265,490 61.180 134,510 73,330 21.6 119.9 3,640 1.1
$600,000- .------------------------------------ 520, 820 405,490 79.180 194,510 115.330 22.1 145.7 4,711 .9
$800,000 ---------------------------------- 696,000 545,490 104,000 254,510 150,510 21.6 144.7 6,188 .9
$1,000,000 -.-------------------------------- 870,000 685,490 130,000 314.510 184,510 21.2 141.9 7,735 .9

Source: Staff of the Joint Committee on Internal Revenue Taxation, Oct. 4, 1963.



TABLE 2.-Individual income tax liability under present law tax rates, under H.R. 8363 tax rates, and under uniform percentage increase intaxable income after present law tax; selected levels of taxable income; 1965; married couple-joint return

Tax Taxable income after tax Reduction in tax or increase in taxable income after tax

Undet uniform percentage
Under .R. 8363 increase in taxable income

Taxable income after tax (5.95 percent)
Present law 11.R. 863 Present law II.R. 8363 - ----

As percent
As percent of taxable As percent

Amount of present income after Amount of present
law tax present law law tax

tax
(1)

$1,000............
$2,000 ---------....

$4,000............... ----......-------...............
$8,000o---- ........ .-- -----------
$12,000......................... - -

$16,000-....................
$20,000----------....-.. ..... .------------ "

$24,000----- --------------
$28,000.....--........ .-------
$32,000o-o .............. . :::::--------

$36,000 -..----- ....--- ----.

$140,000--------- ------
$44,O000---------------------------------$ 2,oo ...--- --- --- .... ..-- . -- - - - ----_ _

$64,000 ..-.------
$76,000.-----..------ " .--------
$88o.000--.----------.-.-------_------
$100,000---------------------------
$ 1 2 0 , 0 0 . . . ..-- - - ------- ------ ------- ------ -
$140.00 ...------------------- --------
$160o,ooo.000. -.-------------- -----------.
$180,000---- ------ --------
$1o00000 .................... -----

29 000 .. .---- .-- - ----- . "........-- -- - -- -

$400,00--------------
$600,0--...--.......... .--------
$ 8 0 0 .0 0 0 - - - -------------- --- --- . -- - - -- - - - ----

$1,000,000 ---.--------------. -------------

(2)

$200
400
600
800

1,680
2,720
3,920
5.280
6,800
8,520

10,400
12,400
14.520
16,760
21.480
28,920
36,720
45,000
53,640
68,640
84,240

100,440
117,240
134,640
23, 640

313,640
495. 640
677,640
859,640

*(3)

$140
290
450
620

1,380
S2,260
3.2160
4,380
5,660
7,100
8,660

10,340
12,140
14,060
18,060
24,420
31,020
37,980
45,180
57,580
70,380
83.580
97.180

110,980
180,980
250,980
390,980
530,980
670,980

(4)

$800
1,(i00
2.400
3,200
6.320
9.280

12,080
14,720
17,200
19,480
21,600
23,600
25.480
27,240
30,520
35,080
39,280
43,000
46,360
51.360
55,760
59,560
62,760
65,360
76,360
86,360

104.360
122,360
140,360

Source: Staff of the Joint Committee on Internal Revenue Taxation, Oct. 4, 1903.

(5)

$8 0
1,710
2,550
3,380
6,620
9,740

12,740
15,620
18.340
20,900
23,340
25,660
27,860
29,940
33,940
39, 580
44,980
50,020
54,820
62.420
69,620
76,420
82,820
89,020

119,020
149,020
209,020
2fi9,020
329,020

(6)

$60
110
150
180
31)0
46i0
660
900

1,140
1,420
1,740
2.o0C
2.380
2. 700
3.420
4,500
5.700
7,020
8,460

11,060
13,860
16,860
20.060
23,660
42.660
62.660

104,660
146.660
188,660

(7)

30.0
27.5
25.0
22.5
17.9
16.9
16.8
17.0
16.8
16.7
16.7
16.6
16.4
16.1
15.9
15.6
15.5
15.6
15.8
16.1
16.5
16.8
17.1
17.6
19.1
20.0
21.1
21.6
21.9

(8)

7.5
6.9
6.3
5.6
4.7
5.0
5.5
6.1
6.6
7.3
8.1
8.7
9.3
9.9

11.2
12.8
14.5
16.3
18.2
21.5
24.9
28.3
32.0
36.2
55.9
72.6

100.3
119.9
134.4

1

(9)

$48
95

143
190
376
552
719
876

1,023
1,159
1.285
1,404
1,516
1,621
1,.810
2,087
2.337
2,559
2,758
3,056
3.318
3,544
3.734
3.889
4,543
5.138
6,209
7.280
8,351

(10)

24.0
23.8
23.8
23.8
22.4
20.3
18.3
16.6
15.0
13.6
12.4
11.3
10.4
9.7
8.5
7.2
6.4
5.7
5.1
4.5
3.9
3.5
3.2
2.9
2.0
1.6
1.3
1.1
1.0I1
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Senator GoRe. I have been trying to direct attention. Mr. Secretary,
to the thing which is uppermost in the minds of most taxpayers. and
that is the aftertax income. Now the workingman calls it take-home
pay. The average lawyer will call it aftertax income. The real tax
technician will call it taxable income after tax.

Now Mr. Stain, would you or someone on your staff please identify
this table. I have particular reference to column 1, column 6. and
column 8. That will give the taxable income of the taxpayer, the
amount of increase in income after taxes, in dollars, and the percentage
of increase of aftertax income.

Mr. S'r,\k. Senator, Mr. Symons, who worked to prepare this table
will 1)0 glad to explain it.

Senator GoRm. Mr. Symons, will you explaint. it, please.
Mr. SYMoNs. At the request of Senator Gore, this table was pre-

pared, which shows tlhe taxable income of the taxpayer, in this case
table 1 is a single person taxpayer. and indicates the amount of tax
reduction or increase in taxable income 'fter tax under H.R. 8363,
first in amount and then as a percentage of taxable income after tax.

Senator GoRE. Will you take an exact figure. Take the taxpayer
with $6,000 taxable income and give us the amount in dollars by which
his aftertax income will be increased.

Mr. SYMroxS. It, should be remembered that this table reflects only
the tax rate changes because it was developed at the time when the
staff was presenting to the committee, during the briefing sessions, the
analysis of tie tax rate changes under the bill as compared with pres-
ent law. It was based on taxable income, because that was the concept
which was requested.

Trh $6,000 taxable income would show a tax reduction under the
rates of the bill, the other provisions as to rates of $230 for a percent-
age of tax reduction, or the percentage of taxable income after present
law tax, 5 percent.

Senator Goun. Percentage of increase. isn't it correct to say?
Mr. SYMONS. The tax reduction which would increase the taxable

income after present law tax by 5 percent.
Senator Golm. I have been citing these figures, and some people have

found them a bit incredulous, so 1 asked that the technical staff prepare
this table, Mr. Chairman, so that there could be no queslon about its
accuracy.

Now let's go up to the $12,000 income bracket.
Mr. SYMONS. A single individual with $12,000 of taxable income

would have a tax reduction as a result of the rate changes in I-R.
8363 of $507, which when related to taxable income after tax, would
increase that taxable income in the amount of tax by 6.6 percent.

Senator GORE. Now, what about $50,000, at which most of the
Treasury statistics I have seen stop.

fMr. SYMONS. At $50,000 of taxable income, the. single person under
the tax rates of II.R. 8363 would have a tax reduction of $4,230, and
translated into the percentage increase in taxable income after tax
would show such a percentage at 18.2 percent.

Senator GoRE. Now take the $100,000, $200,000, and $300,000 and
then we will quit.

Mr. SYMONs. The $100,000 taxable income of a single individual
would enjoy a tax reduction under the tax rate of the blill of $11,830,
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which is a 17.G-percent tax cut, but a 36.2-percent increase in taxable in-
come after tax.

The $200,000 taxable income recipient would have a $31,330 re-
duction in tax, which would represent an increase in taxable income
after tax of 72.6 percent.

The $300,000 taxable income would reflect under the tax rates of
the bill a reduction of $52,330 in tax for a 100.3-percent increase in
taxable income after tax.

Senator GonE. Thank you. Mr. Secretary, would you like to ques-
tion the statf in any way?

Secretary DuILON. No, no; I have no questions. I would like to
comment if I may on a number of things that have been said.

Senator GORE. Could I make one brief comment first?
Secretary DILLON. Yes, sir.
Senator GORE. This illustrates why I have said, Mr. Secretary, that

this bill is a major attack upon tle progressive character of our in-
come tax law.

The late Cordell Hull, author of the constitutional amendment mak-
ing an income tax law possible, was an eloquent and effective advocate
of taxation according to ability to pay.

Now I just simply do not think it is fair to give a 5-percent increase
in aftertax income to the taxpayer with $6,000 and a 141-percent in-
crease, more than double, in aftertax income, to the person with $1
million taxable income. I yield for whatever observations and com-
ment or questions you may have.

Secretary DILLON. I have a number of comments. First, before
we get to the table, I would just like to comment on two items you
mentioned regarding my talk to tile bankers. One was that enactment
of this law, this tax reduction, would be likely to lead to higher in-
terest rates.

Senator GORE. I have got a note here. I wanted to take those
t things up after we finished. Do you prefer to comment now ?

Secretary D)ILLON. You quoted me, and I don't agree with the quote.
Senator' GORE. Fine.. Someone -might leave and not hear your

comment later. You are correct.
Secretary DILLON. I will be very quick on that. I made it very clear

that this would only be as a result of the stimulation of the economy,
and the fact that the economy would be moving toward full employ-
ment, and because of that, there would be greater demand for money,
and it might well be that because of that greater prosperity, the nor-
mal supply and demand in money would lead to somewhat increased
interest rates.

It is not meant to be an artificial action, a credit policy just because
this bill is passed trying to increase interest rates. I just wanted to
make that clear.

Senator GonE. Yes; you referred to it correctly. Nevertheless you
do say that higher, long-term interest rates is an expected consequence
of this bill, and to the extent that that occurs, it will be counterstimula-
tive. I am not sure that is good English, but it would counter at
least a part. of whatever effect a tax reduction might have. I want to
come to that later.

Secretary DILLON. Yes; we can come to that later. The other com-
ment was I also said that there would be reductions in expenditures
that would be four or five-
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Senator (GOi. I did not say you said that. This was my own esti-
mate.

Secretary IL,oN. Oh, four or live times the tax reduction-1 am
sorry, you did not say I said this. But your own estimate I think is
erroneous then that appropriations will be reduced by four or five
times the amount of the tax reduction in 1964, because tax reduction
in calendar 1964 is $7 billion. I don't think that there are going to be
any reductions that would be that much.

Senator GORm. I think I will have to examine that figure.
Secretary DILLON,,. Maybe you were talking about seal 1964 figures,

the first 6 months.
Senator GORE. Yes.
Secretary DI)ILLO. The tax reduction in this bill is $7 billion for

calendar 1964.
Senator Gore:. All right; we will come to that a little bit, later.
Secretary DIi.ON. Yes. Then coming to this table, my chief corn-

ment on this table-I have a number of comments-is that as Mr.
Symons has pointed out, it deals only with the rate reduction and only
with taxable income.

Therefore, it takes no account of the many and various deductions
from adjusted gross income, some of which will be reduced as the
result of actions in this bill, and which are a vital part of an individu-
al's income.

Looking only at taxable income and eliminating the personal deduc-
tions that are made, eliminates and throws out of kilter a great deal of
what is the actual situation for any one individual. I would lil:e to
make one other comment.

Senator GoRE. Could I point out something just in that respect?
Secretary DILLON. Yes.
Sentor GRE. There are two tables there. The one on top deals

with the single taxpayer. The second one-
Secretary DILLON. The married.
Senator GORE. The man and wife, filing a joint return. This takes

into consideration, as I understand it, the personal exemption for each
taxpayer and dependent.

Mr. SYMows. The taxable income represents after.
Senator GORE. After this has been deducted from gross.
Mr. SYMONS. Yes. This particular table refers to just a couple, no

dependents.
Secretary DILLON. None of these itemized deductions are in it.

When we get to the very high levels, we have made a study, a rather
quick study, but we don't think there is any individual in the country
or any case that is comparable to this million dollar figure of taxable
income that does not have any dividend income, for instance, because
you see. we are not talking about the structural reforms here.

lThe figures in the table reflect only a tax on earnings, salary, and
T don't think anyone is paid that iuch. It does not reflect what would
be the situation of tax on dividends, whicli would mean a 4-percent
credit which would come off this total.

Senator GoRE. Will you conmlent on the level of income at which
n)any of the high officials of the larse corporations have salaries from
the $200.000 to $400.000 bracket ? That is normal ilnomn. is it not?

Secretary DI.LLOm. . Yes. We found one case that would come some-
what close to your calculate ions here. It was an individual who appar-
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ent ly had wa;-es and salary of some $480,000, soncme dividends, and
some interest, but no capital gains--though such gains are the usual
thing with higher income people. His actual percentage increase in
after-tax taxable income to-it was a very high percentage-
cale to sonie 84 percent, but that compares with somewhere between
119 and 145 on this table.

He probably was married, so it would be better to take thle other
table. In tlat case, it came to something roughly comparable to your'
figure. But we found only one individual, but only up to that level.
I would also like to point out--

Senator G(on. Before you leave that one man, if you don't mind--
Secrefary DILLON. Yes.
Senator GOmE. I think it is interesting tai you have come up with

one taxpayer whose afr-ax income, whose t-t icoe, os take-home pay would he
increased by 84 percentt m- a result of this bill.

Secretary. DILLON. We don't think so. We think that the proper
way is to take not taxable income but to include the dividend credit
and in lude& the fact that it is being repealed and include all the other
things which would be tlie result of this bill, which would be his per-
centage increase in after tax adjusted gross income including; capital
gains, and that would be 50 percent, which is still higo'h but it is not 85.

Senator ('Gohm. I did not provide the example, you did.
Secretary DILLON. I know, but I used your method.
Senator GonIt. Whether it is 56 or 81--
Secretary DUI)oN. Fifty-six, T think that is right.
Senator G(RE. You see, what you are doing here is applying the

largest percentages to tihe largest amounts, and the smallest percent-
ages to tile smallest amounts. This, it seems to me, is a major attack,
I repeat, upon the progressive character of our income tax. It is a
reversal of the graduated system by which people pay according to
ability to pay.

Secretary DI)L.n,. I would disagree completely with that, Senator.
I am just coming to that. I am glad you mentioned it.

Senator GoE. Well,-Mr. Henry Ford disagrees, too.
Secretary DIL,oN. Yes. I would disagree, ad I would like to be

able to say why.
Senator Goil. Excuse me, I did not mean to interrupt.
Secretary )DILLON. Your column 7 here, the column 7 on this table,

showing the percent decreases of percent of present tax shows that
that figure is roughly a level figure, with some special benefits at the
bottom and some special benefits which we have mentioned at the
very highest levels. We felt that tax rates at the very highest levels
were too high, and simply meant that people instead of spending their
energies working to help the economy, spent their energies trying to
avoid paying taxes, in which they are very successful, because as the
figures that were read yesterday show, most of these high income tax
people pay tax at less than 50 percent on the average.

It is inherent in the fact that if you are going to reduce these very
high levels of tax, that there will be a very much larger increase in
after-tax income for those who are paying the high taxes.

Take a simple example. Our present lowest rate is 20 percent, so
therefore after-tax income of that individual is 80 percent. We take
1 percentage point off that, his tax, which is 5 percent of his tax, and
his after-tax income is increased one-eightieth, which is 1.25 percent.
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We take 1 point off the tax of a man who is paying taxes at the rate
of 90 percent, this is only 1.1 percent of his tax but now lie has a 10-
percent increase in his after-tax income because he keeps 11 percent
instead of 10 percent. So if we are not going to maintain the pres-
ent rates exactly as they are, or with no noticeable change at all, it is
inevitable that as we reduce those extremely high rates which were
put on in wartime, that they would lead to a greater percentage in-
crease in after-tax income.

We have tried to make the percentage decrease in taxes even all the
way along the line with a special extra benefit for those with incomes
of *1,500 or less taxable income, which are probably half our taxpayers
or a little more, and also a slightly greater percentage increase for
those with incomes that are very high, in order to get down to a top
figure on which we feel there is a general consensus. We first recom-
mended 65 percent, it is now 70 percent, which I think is perfectly
adequate for this purpose. That means that the Government takes
two-thirds of whatever this man earns.

We would think that if you get above that, I think the record shows
it, individual incentive is misdirected. It is directed to ways and
means not of trying to do a better job but rather to insure a better
pension or a tax-free pension or some option possibly, or anything of
that nature to get around paying these taxes.

This has been accepted. There is no opposition to these tax cuts
from the general economic profession. There is no opposition to it
from the American Federation of Labor. They see no reason why the
top rates should not be reduced to a 70-percent level.

They may have some comments on details of this bill at the bottom
level, but they have no objection to that, and even your friend and
my friend, the Senator from Illinois, said yesterday he saw no reason
why these very high rates should not be reduced, provided you close an
adequate number of loopholes, and we are trying to do that.

We have not been as successful as we would like to be in closing all
of the loopholes. You have been a stanch supporter in that effort, and
we welcome your assistance. But we have not been able to get a ma-
jority either of this body-I am speaking of the Senate as a whole-
for many of these things, or of the House, despite what efforts we have
made.

But I think the question, when you are reducing the impact of taxes,
is to look at what the taxes are. If you reduce the taxes at a level rate
across the board, which is what we have recommended, which the
President has consistently recommended, and in every statement he
has made on this subject lie has talked about across the board, top to
bottom cuts in taxes, there will be this result.

Those who are now keeping a very small percentage of their income
will naturally have that increased more than those for whom taxes are
really not a very heavy part of their economic situation. The reverse
of that is, as the chairman pointed out, the average tax saving was
only a few dollars a year to some people in the low-income brackets,
because they don't pay many taxes. We cut them 40 percent, but still
it is only $49 according to the chairman's computation.

Senator GORE. Mr. Secretary, you referred to comments yesterday
of tlie senior Senator from Illinois. I don't think I could improve on
his remarks yesterday describing the alacrity with which the Treasury

/
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had abandoned tax reform, and you are not now in fact supporting the
very recommendations which you made earlier this year.

Secretary DILLON. We are not renewing them.
Senator GORE. I beg your pardon.
Secretary DILLON. We are not renewing them.
Senator GORE. You are not renewing them ?
Secretary DILLON. We are not renewing the recommendations.
Senator GORE. Now just what do you mean by that ?
Secretary DILLON. We are not asking the committee to make these

changes. If the committee wishes to consider them and wishes to make
some of them, we would feel very happy, because the bill would be
more in line with what we think is fair.

But in view of what we consider the overriding economic necessity of
getting a bill, and in view of our efforts-which do not indicate any
alacrity in abandoning these reforms-we are not asking for these
changes. The reason that the House of Representatives took some 8
months on this bill was largely because of the effort we put in to obtain
these reforms.

There were many-in what some might call the liberal camp-who
felt that, in order to get the tax cut promptly, we should not bother
with these reforms last spring. Here is a place again where our empha-
sis was somewhat different from that of tihe Chairman of the Council
of Economic Advisers, because he was afraid that we were making too
great an effort for tax reform at this particular time.

We said no. We thought they are important and we were going to
try our best. We tried for 8 months. If we had not tried, we would
not have gotten what we have, so I think we have made a real effort.

Senator GORE. You said a few moments ago that most of the really
high income people were paying taxes at a rate less than 50 percent.

Senator Long made an eloquent speech in the Senate yesterday, in
which he said, among other things, that there were taxpayers with an-
nual income of $1 million who paid little or no taxes. The lesson I get
from what you have said, and from what Senator Long has said,
what Senator Douglas said yesterday, is that tax reform is more vital,
is more direfully needed than tax reduction. There are more efficient,
more economical ways to stimulate our economy than tax reduction.

I would like to go to the general questions, unless you wish to make
some comment on that.

Secretary DILLON. No.
Senator GORE. I think you have already expressed your views, and I

have expressed mine.
Secretary DILLON. It is just an ideological difference as to how we

can stimulate the economy.
Senator GORE. We will agree to disagree on that point.
I do want to go to this basic question of just how tax reduction is

going to stimulate demand. Now where is the pent-up demand in
our economy? Is the demand for more hotels or more school build-
ings?

Secretary DILLON. I think if we stimulate consumer demand, it will
be in all sorts of goods and services with individual consumers, and
there wil be a major increase there.

As I say, the Joint Economic Committee made their best estimate
and came up with the fact that a $10 billion cut would increase our
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gross national product, which means what we would produce, by $40
billion. And something of that sort we think would help.

That does not mean that there are not great needs in various specific
ureas. As I said in talking to Senator Ribicoff when he was ques-
tioning me yesterday, personally I think one of the greatest needs in
the country is improved educational facilities, and I strongly support
the various educational proposals that have been made.

Senator GORE. That is a demand in the public sector, isn't it?
Secretary DILLON. That particular demand can only be met in the

public sector either locally or federally, and I think there is need for
some Federal help there.

Senator GORE. So your answer is that as between hotels and schools,
there is a greater need for schools.

Secretary DmILON. At the moment, I think that the building boom
in hotels and motels is probably pretty well satisfied as to demand
there.

Senator GouRE. Would you say that we need more capacity to pro-
duce automobiles, or an improved rapid transit system in our metro-
politan areas?

Secretary DILLON. I think that we need both probably. We cer-
tainly need a better rapid transit system. When I say both, I am not
talking about the automobile industry. I don't pretend to be an
expert in that particular industry.

What I am talking about is the capacity to produce goods and serv-
ices that the country could consume. I certainly think that we do
need to operate at capacity, which means that instead of having 51/2
percent unemployment, we will reduce the unemployed figure by sev-
eral million, and get down to 4 percent unemployment. That means
that we will have to produce much more.

I don't think that we can achieve 4 percent unemployment by a
few, even though they are expensive, major public works programs,
such as the mass transit program in New York, which is vitally
needed. I come from that area, and I know how vitally needed it is.

Senator GORE. I have a whole sheet here of either/or, which is
needed. I will not belabor my point. My view is that the real pent-
up demand in our economy is in the public sector.

Now I am not sure that our need is for increased productive capac-
ity as much as it is for increased consumer demand. There seems to
be ample productive capacity for automobiles, refrigerators, radios,
television, furniture. I really don't know of an instance in which
there is a shortage of productive capacity.

Secretary DLrLON. I think, at the moment, that is correct. That is
one of the reasons there is no inflationary pressure from this bill, be-
cause, in general, we are operating below capacity, although I saw,
for instance, the other day, a statement saying that the tire industry,
or one of the gre:t companies in it, was operating at 99 percent of
capacity. So if we go slightly further in producing cars, I could
easily see where they would need increased capacity, and there may be
other instances of that nature.

But certainly the need is twofold as we see it. It is to increase
consumer demand and also to increase incentives, both to work and to
invest. And by increasing incentives to invest, we will increase
demand for capital goods which/will help to provide jobs, and an
equally important part of demand is consumer demand.
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Senator GORE. Mr. Secretary, I have trespassed beyond my rights,
as you can recognize and agree, I am sure. You and I could discuss
this for a week, and I am sure we would still differ.

Secretary DILLON. I would like to let Mr. Heller answer a lot of
these questions. He is probably more capable to answer than I.

Senator GORE. No. I have a hard time matching wits with you. I
think I have made my principal points. There are others I would
like to make, and, if I may, I will submit some questions in wr:.ing,
but I certainly don't wish to go beyond the noon hour with you.

(The questions referred to appear at the end of Senator Gore's
interrogation.)

If I may briefly conclude, I would like to say instead of using credit
and monetary policy in a stimulative way, you and Mr. Martin and
others have advocated and put into practice a tight money, high
interest rate, restrictive policy.

Instead of trying to bring about full employment, which is a na-
tional goal to which the Congress and the President have given as-
sent, by providing jobs for American citizens who, in my opinion,
are entitled to work at a decent wage, the field is reversed and now
stimulation of the public side is condemned. I think it amounts to a
repudiation of the record of Franklin D. Roosevelt, Harry Truman,
and all of the Democratic platforms of the last 30 years, including the
one in 1960.

I think this is a most unwise thing. I think it is bad for the country.
I feel deeply that it violates the traditions of the Democratic Party
to which I have been loyal for so long.

I would be willing to consider tax reduction in some respects. I
don't think I could under any circumstances support so large a re-
duction in governmental revenue as $11 billion. I guess that is a
matter of judgment as to where the safe level is.

I have but one other point I wish to make, and then, so help me, I
will quit. I have a feeling that if we are going to start repealing the
wartime levies, if we are going to seek the solution to this problem
through taxation, to the disregard of the other two principal ways,
both of which would be more feasible, more effective, and more effi-
cient, in my opinion, then I think we should provide that kind of tax
reduction which will most stimulate demand, as well as provide the
greatest social justice.

Now, I was a Member of Congress and voted for the wartime levies.
The most onerous vote I cast was to reduce the personal exemption.
The personal exemption for a taxpayer in 1940 was $800; we reduced
it to $600.

Why did we do that? It was for two reasons: One, to raise some
revenue for the war and, secondly, and equally important, to dampen
consumer demand, in order that a greater war effort could be made.

Now when the cost of living is almost 21/ times what it was in
1940, the personal exemption is still at $600. In 1940 the personal
exemption for a married couple was $2,000; it is now $1,200.

Now if we want to use taxation alone as a major instrument of solv-
ing this problem of unemployment, of stimulating demand in our
economy, it seems to me the only logical, reasonable step to take, and
one which social justice would dictate, would be to raise the personal
exemption from $600 to as high as we think can be justified in reduc-
tion of governmental revenue.
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I conclude by saying that I shall offer this as an amendment, as a
substitute for the rate cuts in this bill, whenever it reaches the floor,
and I shall make the hardest fight of which I am physically and
mentally capable, because I think if we must depend upon taxation,
and the administration seems hellbent upon it, then I think we ought
to provide the kind of tax reduction that will provide social justice
and more effectively do the job-period, finished for me. You may
comment as you like.

Secretary DILLON. I would like to comment briefly on your charac-
terization of our monetary policy, where again I find myself in dis-
agreement with you. While, for balance-of-payments reasons to pro-
tect our gold stock and to protect the value of the dollar, we have fol-
lowed a policy where we found it necessary to promote higher short-
term interest rates to prevent the outflow of dollars which could
easily go abroad and get those higher short-term rates, we have
nevertheless maintained an adequate availability of credit and ade-
quate low-interest rates in the longer term area. We have accom-
plished this in a way that many, in fact, when it was first started, I
think the majority, in the financial community, thought impossible.

The result of that is that today, after 21/ years of recovery, contrary
to the situation in previous recoveries, rates of interest on long-term
corporate bonds are similar to what they were at the bottom of the
recession.

The rates on municipal bonds are lower than they were at the bottom
of the depression, and the rates on mortgage lending are a full one-
half percent lower than they were at that time.

In fact, the problem that many savings and loan institutions are
now facing is that they have more money than they lnow what to do
with. They can't. get people to borrow it, so they want to have the
laws changed so they can go into other kinds of business and use their
money elsewhere.

So I don't think that our monetary policy has, in fact, been restric-
tive at all, because the important rates for growth are the longer term
rates, the rates that affect personal borrowing.

There has been no change in any of the bank rates. In fact, aver-
age bank lending rates, although there has been no change in the
prime rates, the average bank lending rates have gone down.

As to the other question as to where to make the tax reduction, we
have felt that there was a very real problem in the situation of the
exemptions staying the same. We agree with you about that, and we
have evolved and suggested

Senator GORE. Did I understand-
Secretary DiLLON. I said we agreed with you that something had to

be done about that, and so therefore we evolved and suggested-
Senator GORE. But not much.
Secretary DILLON. And had put into the House bill, which was

approved by the House, a minimum standard deduction which insures
that the entire amount that goes there goes to those who are really
at the bottom end and who are really suffering from lack of adequate
income.

A very substantial raise in the general level of exemption would be
very costly. I have heard the figure of an increase to as high as $1,000,
which would cost more than the entire program that we are recommend-
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ing and would in effect put a great premium and create great inequities
among the great mass of our working class people, because it would
mean that those who, for one reason or another, were able to produce
large enough families, would pay no tax at all, and those that had
one or two children would pay a substantial tax, even though they were
doing the same job, getting the same income, and having relatively the
same expenses, because certainly the expense of one additional child is
not as much at that level as a $1,000 exemption.

It also would make no change in these rates, which we feel were
confiscatory at the upper level, and it would do nothing to stimulate
investment incentives, and we think that a mixed package that has the
best possible allocation for all these various areas is the one that will
be the most effective in stimulating the economy, and that is the fairest.

I think that it is rather remarkable-I don't think this has hap-
lened before-that a package was devised, was passed by the House
which had the full support of both the labor leaders, the AFL and the
CIO, and the business community, as well as the great mas, of
economists who have studied our problems of unemployment and
growth throughout the country.

There is lots of room for difference of opinion, and no one can be
sure he is right. However, while I have no feeling that everything I
happen to believe is right, it may well not be, certainly I have drawn
some comfort from a large consensus that seems to support this type of
program.

Senator GORE. If you would permit me to violate my self-imposed
injunction, I will be very brief. You referred to the surplus of in-
vestment capital on the part of certain institutions.

Secretary DrILLON. I said the "savings and loan people."
Senator GORE. Yes. In fact, there is no shortage of investment

capital in our economy. Corporations are in an extremely liquid
position.

A manufacturer does not make an investment merely because he has
the money. If there, is a sufficient demand for his product that he
thinks he can build a new wing to his factory and make a profit, if he
does not have the money he is apt to go out and borrow it.

So we come back to this basic thing which you agree is very basic,
stimulation of demand. The type of tax reduction I suggest, though I
wou'd not support it in the magnitude of $11 billion, would have the
maximum effect on stimulation of demand.

Now, the minimum standard deduction to which you refer, that is, in
the House bill, is really but a lick and a promise at the problem.
Total tax reduction which this provision provides, is only a little over
$300 million out of the $11 billion bill. So I did want to make those
comments.

Secretary DILLON. Yes, that is correct. It all goes practically to
those who have less than $5,000 of income.

I would agree with you, Senator, that the problem of cash flow in
our corporations is not the big problem that we face today. It is the
question of profitability which rests on a combination of demand for
their product, just as you pointed out, and on the tax rates and the
amount of profit they can make in filling that demand.

Therefore, I think some tax reduction there is important. This cash
flow problem on which you and I, as well as the House, agree, led us to
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believe that there is no hardship at all on the larger corporations
in asking them to accelerate their tax payments. In effect, while their
profitability is increased their cash flow is not increased.

Senator GORE. Mr. Secretary, I hive a whole notebook full of ques-
tions here. I will not submit them all to you, but if I may submit a
few questions of a more sophisticated nature, and if you would be
willing to respond to them for the record, I would appreciate it, and
I would ask unanimous consent to insert my questions and the Secre-
tary's answers.

The CHAniMAN. Without objection.
(The questions submitted by Senator Gore and replies furnished by

Secretary Dillon follow:)

QUESTIONS SUBMITTED IN WRITING BY SENATOR GORE TO SECRETARY DILLON AND
ANSWERS OF SECRETARY DILLON SUBSEQUENTLY PREPARED IN RESPONSE

Question 1. Is this bill designed to effect long-term tax reform, insofar as the
rate structure is concerned, or is it primarily designed to counter a feared reces-
sion in 1964?

Answer. The bill is designed primarily to effect basic long-term tax reform.
Generally this reform is designed to reduce tax rates about in proportion to the
present rates, with special provisions for those in the lowest brackets, and to
make other desirable structural changes in the tax system. Another effect of the
bill is that it should serve to counter the recurrent pattern of recessions which
has plagued our economy, increased unemployment, and led to substantial under-
utilization of resources.

Question 2. In your statement to the committee, you said that delay "would
incur serious economic risks." Are these long- or short-term risks?

Answer. The possible risks involved in delay of action on the tax bill are both
long- and short-term risks. If through delay in action on the tax bill a recession
should develop in the period ahead, this would, in addition to its immediate
effects, break the pattern of economic growth that we have had over the past
21/ years. The long-term beneficial effects of the tax bill would be considerably
( played if it was first necessary to restore the economy to a pattern of expansion.

ere would be also a permanent loss associated with the income and investment
tt would be lost through a possible recession in the period ahead, and the

crease in public debt such a recession would cause.
Question 3. Taking into account the usual adjustments for this time of year,

nid the fact that the third quarter was unus ually good, are there any real indi-
tions that a recession may occur before January 1, 1964?
Answer. I would say that there is no serious threat of a recession before

January 1, 1964. Failure to enact the tax bill during this session would lead
to uncertainty regarding its eventual fate. Any general impression that the
bil1 might not be enacted would certainly reduce business confidence. Since it
is not possible to predict how long the present economic expansion can continue
on its own into 1964, it is highly important that the bill be enacted this year.

Question 4. Do you consider a deliberately created deficit an integral part of
a program for stimulating the economy by means of tax reduction?

Answer. No I do not. However, it is necessary to reduce the tax brake on our
private economy if we are to have any hope of reaching full employment. This
necessarily involves a brief transitional increase in the deficit until the stimula-
tive effects of the tax cut can have time to produce increased revenues. I would
not call this process one of a "deliberately created deficit" since a deficit presently
exists and without the corrective effect of a tax reduction there is every chance
that the course of the economy would produce a much greater deficit than either
exists today or is anticipated as a transitory deficit as we move to full employ-
ment under the tax reduction.

Question 5. On page 6 of your statement you speak of a "sustained increase"
in demand. Do the beneficial effects of this tax cut flow forever? When a bal-
anced budget is achieved in the future, will further cuts be necessary?

Answer. As I have said, we believe that with the tax cuts in the bill the econ-
omy will be able to achieve something like full employment with balanced
budgets. Much the most difficult job is to reach full employment on a noninfiation-I
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ary basis. Once that has been accomplished, as we believe it can be with en-
a(ttment of the tax bill, it should le easier to maintain full employment and bil-
anced budgets. Since we will then be operating under a more appropriate tax
system, the benefits of the tax cut will continue indefinitely. Such future
changes in tax fiscal and monetary policy as may prove desirable from time to
time should lie much less drastic in their effects in either direction than the
action that is presently required to reduce our unrealistic tax burden.

Question 6. Do you expect to see a substantial reduction in the national debt
during your lifetime,

Answer. As I indicated the other (lay, I do not see any immediate prospect for
substantial reduction in the national debt. The immediate goal of our program
is to reach a point of a susbantial budgetary balance so that increases in the
national debt will no longer be necessary. With a stable debt, the growing wealth
of our economy will make the burden of the debt easier for our citizens to
sustain.

Question 7. Iow much of the tax cut do you feel will go toward increasing
consumer ldeand, and how much toward increased investment?

Answer. This is a difficult question to answer in view of the fact that the part
of the tax reduction which will increase consumer demand will in the regular
flow of economic advance serve to produce increased investment. About 80 per-
cent of the reductions provided under the bill goes to individuals and about 20
percent goes to corporations. As I indicated in my statement, when taken in
conjunction with the 1962 action, these changes distribute the benefits of tax re-
duction between individuals and corporations in proportion to their respective
shares in the income tax.

Question 8. What increase in the GNP in 1964 will be directly attributable to
increased consumer spending brought about by this 1)il!? In 1957?

Question 9. How much investment will he induced by this bill in 1904? In
1965.

Question 10. What would the GNP likely le in 19(04 without a tax cut? With
ma tax clit?

Answer. As I have said. it is implicit in the Treasury estimates of the feedback
effects of the tax hill that the GNP will be higher by $12.5 billion in the calendar
year 1964. Assuming a continuation of the present 3- to 31-percent growth
rate in lil4 without the tax bill, the GNP should be about $600 billion, and
adding the $12 billion tax bill effect would bring it to about $012 billion in today's
prices. This difference, of course, would be much larger if a recession were to
occur in 1964 without the tax bill.

So far as 1904 is concerned I believe that most of the Increase in GNP will
lie from increased consumer spending and only a relatively small portion of the
Increase in GNP that would follow from the tax bill could be attributed to in-
creased investment. This arises from the fact that changes in investment plans
take a relatively long time to come into operation. The higher level of con-
sumption expenditure will probably induce some inventory accumulation, how-
ever.

If we compare the expected development of GNP under the tax bill with aver-
age growth during 1964 without the tax bill, the difference ii, investment would
be $1 billion or more, principally because of the fact that the investment re-
sponse is slower than the response of consumer demand. By 1965 this increase
in investment demand should exceed $8 billion. However, if one assumes that
a recession would begin sometime in 1964 in the absence of the tax bill, then the
passage of the tax bill would mean that the increased investment in 1964 and
1965 would be several billion dollars higher than these figures.

So far as 1965 is concerned I should further point out first that gross private
domestic investment excluding residential construction and inventory accumula-
ation comes to about 9 percent of the GNP. I would think that in 1965 the
increase in this category of investment induced by the tax bill would be some-
what less than 9 percent of the increase in GNP induced by the tax bill. Here
again the result is largely attributable to the fact that investment plans change
more slowly than consumer spending plans. As to consumer spending in 1965
brought about by the tax bill, we would anticipate increases in the range of $25
to $30 billion.

Question 11. To what extent have our postwar recessions been characterized
by lack of consumer purchasing power?

Answer. Postwar recessions have been characterized to some extent by a lack
of consumer purchasing power in the sense that the decline in Government
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expenditures in 1954 and the decline in investment expenditures in 1949, 1954,
1958, and 1961 meant lower purchasing power and consequently lower consumer
demand. Furthermore, the excessive tax load of recent years has held down
both consumer demand and business investment. I don't know that there is any
way to say just how much of the lack of growth is attributable to low invest-
ment and how much attributable to lack of consumer purchasing power.

Question 12. The Consumer Advisory Council in its first report, submitted
in October of this year, stated, "Since it is the low-income consumers who have
the greatest unmet needs and who are most likely to spend [a higher percentage
of] the additional money which a tax cut would permit them to retain, the major
cuts should come in the taxes of the small taxpayer."

Does this bill carry out that recommendation?
Answer. Under the House bill about 80 percent of the tax reduction goes to

consumers, and about 59 percent of the reduction in individual taxes goes to
taxpayers whose adjusted gross income is less than $10,000. Furthermore, the
reductions in the area below $10,000 are significantly higher as a percentage
of present taxes than are the reductions for taxpayers whose income exceeds
$10,000.

Question 13. Has the ostensible lag in plant and equipment expenditures in
recent years been caused by a lack of readily available investment capital?

Answer. I take it that this question in referring to "readily available invest-
ment capital" refers to the availability of cash funds to corporations to finance
investment. In this sense there clearly is no overall lack of such funds at the
present time although a few major industries such as steel and railroads have
been held back in their investment plans by a lack of readily available cash.
But, on an overall basis, I do not think that this has been the principal problem
holding back investment during recent years. At the present time it is our view
that the more important problems are those related to the prospective rate of
profit on additional investment, and the problem arising from inadequate markets.
Both of these problems are dealt with in the tax bill.

Question 14. What was the difference between corporate cash flows and plant
and equipment expenditures in 1962? 1961?

Answer. In 1961 the cash flow of nonfinancial corporations from retained
profits and depreciation reserves came to $29.6 billion. In that year the plant
and equipment expenditure of nonfinancial corporations was also $29.6 billion.
In 1962 this cash flow rose to $34.9 billion and the plant and equipment expendi-
ture rose to $32 billion. In the latter year additions to inventory also rose by
about $2 billion. I might point out that both of these years represent a relatively
depressed level of plant and equipment expenditure in view of the fact that
ordinarily business firms would invest more in plant and equipment than is
capable of being financed from their internal cash flow. That is, they would
draw on the net savings of the rest of the economy. This did not happen in
1961 and 1962 unless one takes into account the additions to inventory in those
3 years. Corporations did have to draw on external funds to finance inventory
additions.

Question 15. You relate (p. 3) plant and equipment expenditures to GNP. Are
you satisfied with our statistics on this point? Can you refine these figures
and relate plant and equipment expenditures in manufacturing to the value of
goods manufactured; plant and equipment expenditures in the service area to
that component of GNP attributable to services?

Answer. The data for this comparison are not readily available since in the
published GNP series related to the production of goods, there is included the
value added in the retailing and wholesaling of these goods. For many purposes
retailing and wholesaling are considered to be services, although it is a service
particularly attached to goods. In the available data for business expenditures
for new plant and equipment classified by industry, the expenditures related to
retailing and wholesaling are not separated from other service industries.

To put the data on a consistent basis, the following table uses an estimate of
the GNP derived from manufacturing. This is not a published series but was
constructed by adding to the national income arising from manufacturing, the
estimate of depreciation attributable to manufacturing. (This yields GNP at
factory prices; i.e., not including indirect taxes.) This estimate was combined
with the SEC-Department of Commerce figure for business expenditure on new
plant and equipment in manufacturing. The other ratio was constructed in a
similar manner using an estimate of GNP from all business other than manufac.
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turing. This "all other" component includes mining, transportation, other pub-
lic utilities, trade, service, finance, communications, and construction.

Ratio of expenditure on plant and equipment to G'P component

Manufac- Nonmanu- Manufac- Nonmanu-
turing facturing turing facturing

business business business business

1962...................... --------------------- 10.3 8.0 195...................... 11.3 8.4
1961 ....................--------------------- 10.4 7.8 1963---------------------- 11.6 8.9
1960...................... --------------------- 11.0 8.2 1952 --..-------------------... 12.2 8.3
1959---..------------------.. 9.3 8.3 1951---------------------- 11.7 8.7
1958..................... 10.1 8.2 1950..-------------------. 9.6 8.6
1957--.-----.. -.......... 13.1 9.3 1949-..-----............. 10.8 8.0
1956-..-------- ....------------- 12.7 9.4 1948---.....---....---------------- 13.1 9.0
1955---------...--......---------- 10.2 8.6 1947--------------------- 14.2 9.4

Source: Office of the Secretary of the Treasury, Office of Tax Analysis.

Question 16. It has been stated repeatedly that the large amount of taxes
collected in this country acts as a "brake" on the economy. How does the total
tax take in the United States compare with total revenues collected in other
lending industrial countries? As a percentage of GNP?

Answer. The following table shows the taxes as a percentage of GNP, for
the year 1961, for the United States and selected European countries. Since
social security systems figure very importantly in some European systems, the
table shows the percentage including and excluding social security taxes. The
table refers to all levels of government.

Taxes as percentage of GNP, United States and selected European countries, 1961

Including Excluding
social social

security security
contributions contributions

France ---------------------------------------------------- ----------------- 35 23
Germany-.............................................................. 35 25
Italy-------------------------------------------...---- -------------. 28 20
United Kingdom-------..............-------------------.....---.. --....-- 29 25
United States--.-----. ------------..........................-------.... 28 24
United States with tax cut ..---.............--------...........------- .. 26 22

The "brake" of our tax structure is not, however, solely due to its relationship
to GNP. It is essential to consider other factors-such as the level of Govern-
ment expenditures, the basic strength of investment demands apart from tax
considerations, and the relationship between increases in income and taxes-in
evaluating the tax structure. Thus, in the United States the impact of our
present personal income tax structure at all levels increases sharply as the
economy expands, and during periods of expanison our tax take grows much
more rapidly than the economy. It is this tendency for a large part of any
rise in incomes to be siphoned off in taxes that serves as a strong brake to
progress. This braking effect will be reduced by enactment of the tax bill,
because the proportion of taxes to GNP will be reduced at all levels of income,
and the tendency for taxes to rise faster than GNP will be moderated, thus
enabling restoration of full employment without implying a taxload that is
simply too large relative to expansionary forces elsewhere in the economy.

It should be sharply emphasized, however, that simple comparisons between
the fiscal structures of different countries do not tell us too much. For example,
the European countries have extensive social welfare programs, by which they
funnel through government channels many of the things we do through private
means. This accounts for the high ratio of taxes, including social security,
to GNP encountered in Germany, France, and Italy. So;ue countries employ
extensive subsidy programs. There are countless other structural differences
that should make one wary about generalizing about apparent differencies in
taxing and spending programs as between nations.
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Question 17. In contrasting United States and European economic experience
(p. 4), do you take into account-

(1) Direct government controls in Europe?
(2) The fact that European countries have been building from a near-

zero base?
(3) Artifically induced capital flows to Europe (foreign aid, etc.)?

Do any major European countries follow what we call a free market system
in the international flow of goods and capital?

Answer. In the early postwar years the rate of economic expansion In Europe
was, of course, greatly affected by the fact that these countries were reconstruct-
ing their economies from a very low base and by the fact that they were receiving
substantial amounts of assistance from North America. I think it must be
acknowledged, however, that the substantial and steady rates of growth main-
tained by Western Europe in recent years has been achieved without artificiallyy
induced" capital flows. Furthermore, the framework of direct governmental
control has been greatly relaxed in all the Western European countries, although
this process has gone further in some countries than in others. All the major
Western European countries have completely eliminated governmental restric-
tions on transfers of their currency for transactions in goods and services, and
several have removed controls over capital transactions as well. Germany, for
instance, has no direct controls over the international flow of capital. The
French Government has a fairly elaborate system of planning within the do-
mestic economy, but the German Government prides itself on the maintenance
of a free market system. Consequently, while European conditions have differed
from our own in some important respects, these differences in recent years have
not been of such a character as to indicate that the United States cannot also
achieve sustained repid growth.

Question 18. The very young consume little. Is it logical to assume that we
will experience an increase in demand because of the arrival at maturity of the
large baby crops of the middle 1940's?

Answer. The implication of this question is that there may be a marked up-
ward shift in the proportion of income people spend on consumption.

The following table shows the composition of the age labor force, including
projections through 1975. This table is designed to show two categories of the
"very young and the aged." One category includes those below 14 years; the
other, those 10 years and below.

The table shows that we already have, during the decade of 1950, experi-
enced a marked shift in the population's age composition. Yet despite this shift,
there has not occurred a sharp increase in the ratio of GNP that is consumed.
It has remained around 65 percent of GNP, which has been the proportion since
World War II. As the table further shows, the proportion of the population in
very young and very old age groups will i'emain relatively stable over the next
decade.

Age composition of the U.S. population, 1950-75

1050 1960 1965 1970 1976

Population (millions)------....---.......--..--.. 152.3 180.7 194.5 208.9 226.0
Under 14 years-....-- ........--.. ...-----------. 38.8 58.4 56.1 58.1 62.8
14 to 19 years ......--------------------------. 12.9 16.1 20.5 22.9 24.5
65 and over....................................-- .. 12.3 16.7 18.2 20.0 22.0

Percenttge composition:
Under 14 and over 65 ............................ 88.0 38.8 88.2 37.4 37.5
19 and under and over 65-...........-........-.....--- 42.0 47.7 48.7 48.3 48.4

Source: U.S. Department of Labor, "Manpower Report of the President," March 1968, table 24, p. 86.

In addition, whatever modest increase in demand may result from the small
changes indicated above is likely to be more than counterbalanced by more
rapid growth in the labor force, whth in the absence of the stimulus to be pro-
vided by the tax bill, would mean gr ater unemployment

Question. 19. If the deficits which are to be expected are financed out of true
savings, will this negate much of the expansionary effect of the tax cut?

Answer. It is not possible several years in advance to forecast exactly how the
deficit resulting from the tax cut will be financed. However, based on past
experience we believe that it will be possible to do so without negating the ex-
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Ipansioinry effect of the tax cut and, on the other extreme, without bringing
about inflationary consequences.

Quetion 2(. If the deficits are monetized, can this lead to inflation? Is there
such a thing as monetary inflation? Do you recognize the validity of the
forimuli I'T= MV+M f'?

Answer. I accept the proposition the equation implies, which is the notion
that the quantity of money (M and M) in an economic system affects peoples
behavior; and the rate at which they spend it (I' and V') also exerts an influ-
ence on prices (P) and the amount of economic activity. If the question about
the equation's validity asks whether I believe there is a strict and proportionate
line of causation between the quantity of money and the price level, which was
the proposition its early proponents accepted, I do not believe that proposition is
valid. An increase in the quantity of money can be offset by a decline in its
velocity (or the rate at which people spend). or an increase in the price level,
or an increase in output (T), or some combination of all three. The relation-
ships are complex.

More generally, the question treats the problem of inflation and its relationship
to the tax bill. The attached table is designed to bring out a few points about
the relationship between Government debt, deficits, the money supply, and infla-
tion. Whether the economy has inflation is determined by many forces other

lthin whether the Government runs a deficit; indeed these other forces can well
swamp whatever inflationary influence a Government deficit may have.

The rise in price levels the United States has experienced since World War II
can be associated with two subperiods. First, during the period between Ihe
end of the war and 1950, the suppressed demand of World War II partly worked
itself out in higher price levels. During this period, substantial budgetary and
cash surpluses occurred. The price increases occurred mainly through 1946 and
early 194S. From 1948 through the middle of 1950, prices-particularly the cost-
of-living index-stabilized : and from 1949 and through the early part of 1950,
wholesale prices actually declined. In both 1949 and 1950. Government cash
surpluses occurred.

From 1950 through 1938 prices rose due to two forces. First, the Korean war
caused rather sharp increases. Second, with the end of the Korean war a rather
gradual upward movement in prices began due to the prosperity of 1955 through
the middle of 1957 and an associated increase of the money supply. Notice
that in 1956 and 1957 the Government ran substantial budgetary and cash sur-
pluses. But there also occurred during this period a healthy increase in the
money supply, including time deposits, and a very sharp increase in private
indebtedness.

From 1958 onward, prices have remained remarkably stable. The wholesale
price index was virtually unchanged from 1958 through 1962. The mild increase
in the cost-of-living index reflects mainly the rise in service prices which in turn
mirror rising wages. In view of an inherent upward bias in the cost-of-living
index and its additional shortcoming of not reflecting the improvement of the
quality of consumer products and services, an increase of one point a year in tile
index hardly provides a symptom of inflation.

Note that during this period of 1958 to 1962 the Federal budget has exhibited
substantial administrative and cash deficits, which were induced by recessions
and the slow economic growth. Notice also that during this period private debt
has increased greatly along with more modest increases in the money supply.
The price stability of recent years reflects the slack in the economy due to unused
resources. During this entire period of 1947-62 the net Federal debt (that which
the Government owes to private individuals and groups, excluding the Federal
Reserve banks) has increased very little-only about 9 percent. The increase in
private debt on the other hand was over 270 percent, so that in 1962 Federal debt
constituted about 25 percent of the total indebtedness (excluding financial liabili-
ties) in the United States as contrasted with 52 percent in 1947.

From these data, one might make the following observations:
(1) There is no simple relationship between Federal deficits and inflation. Our

price rises have been mainly associated with war financing and the shortages of
output for the private sector that is associated with major military buildups.

(2) The increasing money supply witnessed in the last few years has not
produced inflation due to the economy's slack.

(3) There is no clear relationship between the increased money supply and
Federal deficits.

(4) The increase in the Federal debt (held by the private sector of the
economy) has been modest compared to the increases in both the GNP and total
private debt.



Selected income, price, and financial data, 1947-62

1947 --.........----------------- --------
1948..........-----------------................................
1949.----.---........---- -- --....---------
1950--.--...------------........------.
1951 .-----.... ----.. ------..-----------
1952.-------.........--------..--------.....

4953...--..------ --------------
19--- ---------........... ...................
1955-- ------ -------................................
1956..........................................1956--------------------------------1957_............................................
1958.------......---------....-----.------
1959-.......-- - -................------- --
1960.-------.........------- ---------------
1961-...........-------.--------..... -----.-
1982...--.......-------...--------- ------....
Changes:

1947-62...--------------. - -------------
1947-50 ...--..----------------- -------.
1950-58.......----..............--- ----
1958-62.......---------... -----............

Gr(oss
national
product

Billion
dollars

234.3
259.4
258.1
284.6
329.0
347.0
365.4
363.1
397.5
419.2
442. 8
444.5
482.7
503.4
518. 7
553. G6

Percent
136.3

21.5
56.5
24.5

Real gross
national
product

(1954 prices)

Billion
dollars

282.3
293.1
292. 7
318.1
341.8
353.5
369.0
363.1
392. 7
400 9
408.6
401.3
428.6
440.2
447.9
471.5

Percent
67.0
12.8
28.4
11.7

Money sup-
ply (cash,

demand, and
time de-
posits)

Billion
dollars

151.1
150.0
150.0
155.6
163.8
171. 7
176.4
183.6
188.2
191.7
196.0
209.3
212.2
216.8
231.2
248.2

Percent
64.2

3.0
34.5
18.5

Administra-
tive budget
surplus or
deficit (-)
(calendar

year)

Million
dollars

n.s.
5,241

-3,592
-432

-3,358
-5,842
-9,157
-3,683
-2 771

3,779
592

-7,088
-7,040

1,953
-6,306
-7,199

Cash surplus
or deficit (-)

(calendar
year)

Million
dollars

5,700
8,000

-1.300
500

1,200
-600

-7,200
-1. 100

-700
5,500
1,200

-7.300
-8.000

3,600
-6,800
-5,700

Wholesale Costofliving
price index

(1:57-59= 100) (1957-59= 100)

81.2
87. 9
83.5
86. 8
96. 7
94. 0
92.7
92.9
93.2
96.2
99.0

100.4
100.6
100.7
100.3
100.6

Percent
23.8

7.0
15. 7
-. 2

77.8
83.8
83.0
83.8
90.5
92.5
93.2
93.6
93.3
94.7
98.0

100.7
101.5
103.1
104. 2
105.4

Percent
35.0
7.7

20.1
4.7

Net Federal
debt I

Billion
dollars

200.0
192.2
198.9
196.7
193.4
196.9
201.0
204.3
204.3
197.8
195.6
202.3
210.7
207. 9
213.1
217.6

Percent
8.8

-4.4
2.8
7.6

Private
debt 2

Billion
dollars

179. 7
200.9
211.7
250.9
282. 2
306. 5
329.8
348. 4
402. 5
439.4
467. S
498.9
548.5
583.1
623.8
671.9

Percent
273.9

39.6
98.8
34.7

'Includes Federal debt held by private individuals and groups but not held by Federal 2 Private debt includes State and local government, corporate, and individual in-
Reserve banks which are Government instrumentalities. Excludes also Federal debt debtedness (including mortgage and consumers), but excludes liabilities of financial
held in Government trust funds. Concept of net debt represents that portion of the institutions.
Federal debt held by strictly private individuals and institutions. It is a more meaning-
ul concept than gross Federal debt if one is concerned with effects upon the behavior of Source: Office of the Secretary of the Treasury, Office of Tax Analysis.

the private sector of the economy.
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Question 21. How many jobs will be created by this bill in 1904? In 196i5?
Answer. We anticipate that the tax bill will create as many as 3 million or

more new jobs than could be expected without it as its effects work fully through
the economy. This creation of new jobs is an essential part of the goal of the
tax reduction program-stated another way, our goal is a fully employed econ-
omy, capable of absorbing both the current excessive numbers of unemployed
and creating jobs for those who will be entering the labor force in substantially
greater numbers over the years ahead.

Naturally, the effects of tax reduction on the economy generally and on em-
ployment cannot be projected with certainty. But his estimate of enlarged
job opportunities is fully consistent with the analysis of the staff of the Joint
Economic Committee of the Congress that the direct effects of a $10 billion
tax cut would add perhaps $40 billion to total national output.

In the shorter run, in 1064 and 1965 before the full effects on jobs are felt,
the impact would naturally be smaller-more on the order of up to 1 million in
1964 and 2 million in 1965. But judgments on that score are heavily dependent
upon how one assesses the prospects for a recession at some time during this
period in the absence of a tax cut. If the tax cut enables us to avoid a recession,
that alone could mean that the tax program could be responsible for as many
as 2 million jobs even in the rather short run.

Question 22. Will these jobs be created in industry or the service area?
Question 25. Will increased consumer expenditures, dollar for dollar, create

more jobs in industry or in services?
Answer. Tax reduction will generate a major increase in effective consumer

purchasing power, which will raise the level of demand for virtually every
commodity and service we can produce. Also, by encouraging risk taking and
investment in new industries and products, tax reduction will create the pos-
sibility of new patterns of consumer demand.

The commodity-producing industries have been characterized since the mid-
1950's by more limited demands, despite substantial improvement in produc-
tivity and capacity. On the other hand, overall growth in services has been
at a much steadier pace.

It is not possible to provide forecasts with precision as to the allocation of the
increased consumer demand, yet tax reduction can be expected to create the much-
needed demand for the existing and new products of the commodity industry-
particularly durable goods that typically respond promptly to overall improve-
ment in business activity. At the same time, the tax reduction program will
undoubtedly further increase the demand for services, although the impact in
many service areas may be less pronounced than in durable goods.

Questions 23 and 24. Have you taken into account the higher productivity
and loss of jobs through automation which may be brought about by increased
capital expenditures?

Do you accept the Deparmtent of Commerce figure of 200,000 jobs now being
lost annually because of automation? Are you familiar with the 2 million
figure cited by Mr. John I. Snyder, Jr., president of U.S. Industries, Inc.?

Answer. There will, of course, be higher productivity in the years ahead.
There is every reason to expect that this growth in productivity will continue
as it has in recent years, i.e., 21/2 percent a year since World War II. Some of
this has been particularly related to what is commonly called automation
and some of it is related simply to more efficient use of manpower, interindustry
shifts, etc. The principal consequence of this increase in productivity is that
we need an increase in market demand each year in order simply to maintain the
present level of employment. A 2 1 -percent annual increase in productivity
means that a given amount of GNP can be produced with 2 percent less man-
hours than was the case the year before. The fact is that in recent years de-
mand has not been increasing fast enough to provide jobs for both the growth
in the labor force and for workers displaced by increasing productivity. This
is one of the basic reasons why a tax reduction is needed at the present time.

It is something of a counsel of despair to argue that because new capital
investment is related to increased productivity that we should be concerned about
increasing investment. This was the argument raised at the beginning of the
industrial revolution. A more promising approach to these problems is to make
sure that we have an adequate increase in demand at the same time that we
have this increase in capital expenditures. In this regard I can only say that
the tax program of the administration is balanced. As you know there are
many people who argue that the tax reduction should be concentrated on business
taxation in order to increase capital investment. There are others who argue
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that it should be concentrated entirely on consumption in order to increase
this demand. As an economic matter, I think both are necessary and about in
proportions that are provided by the House bill.

Question 26. You state that this bill will enable us to "compete more ef-
fectively in international trade." Assuming that foreign countries maintain
current attitudes toward restricting imports of goods and outflow of capital,
is it likely that we can achieve a balance in our international payments within
the next 2 or 3 years, with or without this bill?

Answer. I am confident that over the next several years we will be able to
restore substantial balance to our International payments. In addition, I am
confident that this particular tax bill will make a substantial contribution fo
the restoration of that balance, particularly in the field of capital flows. Of
course, other efforts will be necessary, and other efforts are being made.

Question 27. You state (p. 6) that State and local governments "will be better
able to support badly needed public facilities and services" if this bill is passed.
Do you mean to imply that Federal payments to States and local governments
for various existing or projected programs will be reduced?

Answer. I do not, of course, mean to imply anything regarding the magnitude
of Federal payments to States and to local governments. These payments are
matters of law and they will not be reduced unless Congress sees fit to reduce
them. What I have in mind is that the present pressure on State and local
governments to find new and additional sources of revenue will be reduced by
the increase in their revenues from normal sources as the economy expands
under the impetus of the tax cut. This enlarged revenue will also enable State
and local governments to undertake much-needed projects that would otherwise
be beyond their means.

Question 28. In connection with broadening the list of recipients of the addi-
tional 10-percent deduction for contributions to charities, will this indirectly
benefit those who regularly contribute to "private" foundations? Will those who
so desire now be able to contribute 10 percent to "legitimate" charities and still
set aside 20 percent in a "private" foundation? Does this bill properly define
"private" foundations? Would you care to comment on Congressman Patman's
recent comments on the Treasury's foundations probe?

Answer. This will not indirectly benefit those who regularly contribute to pri-
vate foundations. At present there are a number of organizations, including
colleges and universities, churches, hospitals, and medical research organiza-
tions to which a 30-percent contribution limit applies. The effect of broadening
the organizations eligible for this extra 10-percent deduction is probably merely
to shift a little of the extra 10 percent giving from those organizations pres-
ently eligible to the new organizations becoming eligible. We do not antic-
ipate that there will be any noticeable increase in the total volume of giving.
Those who desire to set aside 20 percent in a private foundation do so today and
if they wish to give an extra 10 percent to public organizations they are able
to do so. We do think that the bill properly excludes private foundations from
the benefit of the extra 10-percent limitation by requiring that the recipient
organization of the charitable contribution normally receive a substantial part of
its support from the general public or from a governmental unit, such as a city
or State. As for Congressman Patman's recent comments on the Treasury's
foundations study, we have announced the members of an informal advisory
group representing a broad spectrum of those knowledgeable in foundations who
are advising us. If we are to study wisely the problems with respect to founda-
tions it is important that we have this broad representation and that we study all
sides of the picture.

The members of this advisory group are: F. Emerson Andrews, director of the
Foundation Library Center (New York City) ; Leigh Block, president, Inland
Steel-Ryerson Foundation (Chicago) ; Morris Hadley, chairman, Carnegie Corp.
of New York; Barklle M. Henry, vice president, John Hay Whitney Foundation
(New York City), and vice chairman, Carnegie Institution of Washington, D.C.:
Harry Mansfield, attorney, Ropes & Gray (Boston); Henry A. Moe, retired
president of Guggenheim Memorial Foundation (New York City) ; Robert Muel-
ler, attorney, Mueller & Criss (Austin, Tex.) ; James Patton, president, National
Farmers Union, and president, Farmers Educational Foundation (Denver) :
Harry J. Rudick, attorney, Lord, Day & Lord (New York City) ; Albert Sacks,
professor, Harvard University Law School; Jack S. Seidman. accountant, Seid-
man & Seidman (New York City) ; Walter M. Upchurch, Jr.. vice president,
Shell Companies Foundation (New Yor) City) ; David Watts, attorney, Dewey.
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nillantine, Bushby, Palmer & Wood (New York City) ; Donald Young, president,
Russell Sage Foundation (New York City). Prof. Bernard Wolfman, University
of Pennsylvania Law School, is also participating as a consultant.

Question 29. Do you support the bill's group term life insurance provision?
Would you support a reduction of the $30,000 figure in the bill to $5,000?

Answer. As I stated with respect to a number of other provisions of the
House bill that differ in some respects from our original recommendation, we
would have preferred to see them otherwise. In fact, the group term provision
of the House bill is a good one because it will curb the abuses in the group
term insurance area by taxing the cost of insurance provided in excess of $30,000.
If the committee were to set a $5,000 limit, this would be aimed not merely at
abuses but also at a broadening of the tax base for all employees. While the
$30.000 limit is very simple to administer because it applies to perhaps slightly
over 200,000 out of 43 million employees covered by group term insurance, a
limit of $5.000 would bring in many more employees. The Ways and Means
Committee felt that the possible complications involved in covering more em-
ployees were not worth the base broadening. We would have supported a
decision in accordance with our original recommendation of a $5,000 limit, but
we think that the decision to get at the abuses was a substantial advance over
present law.

Question 30. Do you support section 202(e)?
Answer. As I stated in answer to the questioning of Senator Williams, this

was not a Treasury recommendation and in fact it is not a matter of basic con-
corn to the Treasury as to how regulatory agencies handle their own job. It
was simply a matter of how the Ways and Means Committee felt the intent of
Congress last year in enacting the investment credit should be carried out.
This is one of the provisions of the House bill that we accepted and we are not
asking for any change.

Senator GORE. Thank you, Mr. Chairman. I apologize for taking
so much time. I feel so intensely about this, I would really like to
take a week.

Senator LONG. May I ask a few more questions?
The CHAIRMAN. Senator Long.
Senator LoNG. Mr. Chairman, I have imposed on this committee for

only about 10 minutes. I would like to take a few more minutes to
ask a few questions which I think, in fairness, should be put to the
Secretary.

First let me say that in my judgment the Senator from Tennessee
is one of the most valuable Members of the U.S. Senate. I am
prejudiced in that respect.

Most people who complain in Government like I do, either don't
have enough influence or the people they agree with don't have enough
influence; but I want to say that I completely agree with the Senator's
views on interest rates, and I agree with him on monetary policy. I
do not agree with the Senator on fiscal policy, particularly as it affects
this bill.

Now I want to ask you first, Mr. Secretary, how much would your
recommendation for withholding tax on interest and dividends last
year have raised your estimate?

Secretary DILLON. Our estimate, on the basis of the House bill, was
$780 million.

Senator LONG. And you got beat on that right here in this com-
mittee. Now the Senator from Tennessee supported your views and
you prevailed in the House. I think in fairness it should be said, or
I will ask you, Do you know of any additional efforts you could have
waged that you did not exert trying to get that provision last year ?

Secretary DILLON. I certainly do not. You can hear the noise from
those who worked with us.
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Senator LON. 1 know as one Senator 1 think at a time when I was
holding the deciding vote against. you on that one, and I know that
both you and every one of your assistants whom I see sitting there,
in on wa o y or the other import uned me to try to get me to vote for it,
and even the President, tried to persuade me to go with you on that
one. The chairman of this committee sitting here was really the man
who led the fight to defeat you on that. He gave you something that
might help along that line, but it wasn't your fault that you did not
get that $850 million that you thought people were evading.

Secretary DILLON. That. is right.
Senator LOGo. It was some of us on this committee.
Now last. year you were recommending something the Senator from

Tennessee was wanting, and you fought for it very hard. You got
it through the House to put some very heavy taxes on these Americans
doing business overseas. You were defeated in this committee, weren't
you? As I recall, I believe that I am the man that made the motion
that. struck most of that out. But we left you some of it, and on the
extreme tax haven cases, I think you got pretty much what you want ed.

Do you know of any lack of dliligence on your part or on the part
of those associated with you in trying to get that, including the Sen-
ator from Tennessee?

Secretary DILON. No, sir.
Senator G(Oum. I will go down there and sit by him if you want me to.
Senator Loxa. Senator Kerr used to sit here on occasions when we

were talking about favored taxpayers, and contend that the building
and loans or mutual savings banks were perhaps the most favored
taxpayers. Have you succeeded in increasing taxes on them?

Secretary DILLON. Yes, we have.
Senator LONG. And did you succeed as much as you wanted to ?
Secretary DII.oN. No.
Senator LONG. Whose fault 'was that, from your point of view ?
Secretary DILLON. Well, the Congress would not agree with us.
Senator LONG. The House turned you down part of the way and lie

Senate turned you down part of the way ?
Secretary DILLoN. Yes.
Senator ioNG. You got something.
Secretary DILLON. We got, about half of what we were asking for.
Senator LONG. You did make progress in that respect. How about

insurance companies? Have you succeeded in raising taxes on insur-
ance companies?

Secretary DIL N. Yes, we did succeed in raising them on some in-
surance companies last year.

Senator LoNo. So, as a practical matter, you have recommended in-
creasing taxes on practically all segments of the economy which you
felt had been favored, and that hlas included a very broad swath of
t he business comunnity in general, has it not?

Secretary DILLON. Yes, including the oil industry.
Senator 'LON. And I am not in agreement with you on that.
Senator GonE. You know that old story about giving a calf enough

rope.
Senator LooG, I don't want to be associated with that recommen-

dation.
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I would like to ask if you agree with tile Loig theory that unreal-
ist ic tax rates on income actually bring in less revenue tan reasonable
:'n1es?

Secretary DILLON. I think lhat is correct. That is the basic theory
of this law which is embodied in the statement in section 1 by the
House of Representatives. They feel that by reducing rates to a more
reasonable level the economy will be stimulated, and we will actually
get more revenue than we would otherwise.

Semator LTo.,,. Mr. Secretary, not only have I done this but I have
ihad other Senators say it before the committee, and I have had more

confessed to me in private, that there are many times when legislators
have voted for tax advantages favoring various groups because the
tax rates were so completely unrealistic that those people could make
:i good case that they were entitled to some sort of relief.

Now the Treasury for many years opposed H.R. 10. It almost
passed over a President's veto, or against the President's recommend-
at ion, notwithstanding administration objection to it, because many
people felt. that doctors, lawyers, and other professional people were
being crucified, particularly in comparison with others.

I put a chart in the record yesterday, a Treasury study made prior
to tlie time you assumed vour responsibility, indicating that on tax-
payers making incomes between $500,000 and $750,000, the actual
effective rate appeared to be about 53 percent.

However, on taxpayers making over $1 million, from there on up,
in all different groups including those making over $5 million, the
effectivee tax rate appeared to be around 24 percent which, to me,
even though the rate is much higher on that income, to me that in-
dicates that when you get your rate so high that it is unrealistic, peo-
ple engage in all sorts of tax avoidance arrangements.

I can testify as one person, looking at some of this, that I have been
shown how I could engage in a transaction where I could lose money;
but what I could make in a tax saving would be. so great compared
to what I would lose, that as a businessman I would either be foolish
or patriotic to go ahead and pay all that money.

Now it seems to me that one of these days we are going to have
to recognize that the law should recognize what the facts of life are,
rather than simply be self-defeating in how much income we hope

So raise in some brackets.
With regard to this chart that the Senator produced, showing how

much a person's take-home pay would be increased by a tax reduction,
as a practical matter doesn't it leave out so many factors as to be al-
most meaninllless?

Secretary DILLON. Well, we have felt that a more meaningful one
was to take adjusted gross income, which would then include all the
various changes, deductions, the itemized deductions, the change in
the dividend credit and so forth, and that is what all our tables have
been based on. We feel that only to look at the rates does not give an
adequate or a full picture.

Senator L)NG. Now furthermore, suppose you are trying to reduce
taxes, based on take-home pay. Let's take a fellow who is in a low-
ilcome bracket and paying only 2 percent of his income in taxes, to
begin with, how could you possibly reduce taxes in such a way as to
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reduce his income tax payment, even if you cut him 100 percent in
taxes compared to a man in an upper income tax bracket? A one-
fourth of 1-percent reduction on that fellow would still result in a
very substantial increase in take-home pay, if he is actually paying
87 percent of his income, would that not be correct?

Secretary DiLLON. That is right.
Senator LONG. That is why it would seem to me that while it is

useful to consider those factors, if you assume that your tax structure
is fair to begin with, and that it is on a reasonably graduated basis,
a strong case can be made that if everyone gets the same percentage in
tax reduction that it is an equitable reduction, all considered.

Although I realize that someone can argue that it should be the
other way, as far as people who are not paying any taxes at all, and
some of them are completely eliminated from the groups of taxpayers
by this bill. There would be no way that a tax cut could reach them
if you wanted to raise their take-home pay. I assume you would have
to to o subsidy for them, would you not ?

Secretary DIALLN. That would be right, because there are many
nontaxable people. Actually, all the people, the a erage man, the
average worker never pays tax on taxable income beyond the first
bracket, which is the $2,000 bracket, because if he is married, that
would cover an income up to nearly $6,000-and if he has an average
family of two children-it would cover an income up to somewhat over
$7.000.

So the special extra advantages that we have given there are very
meaningful for the great mass of the working population of this
country, and the people who pay taxes above that are a minority.

Senator LONG. Mr. Secretary, in fairness I think as one person 1
should say that if you think you are unpopular with the economists
and Government theoreticians because you haven't prevailed in more
tax reforms, you have no idea how unpopular you would be if you
had prevailed in all those.

The CHAIRMAN. Mr. Secretary, I think as long as I have been pic-
tured as the villain who had some responsibility at least for the defeat
of the withholding tax on interest and dividends, I should call to the
attention of all that two votes were had on the floor of the Senate.
On one occasion 18 votes out of 100 were cast in favor of withholding,
and on another 20 votes. So the Senate Finance Committee and the
chairman of this committee are not wholly responsible for the defeat.

It also should lbe said, I think, that a substitute plan was adopted
whereby every taxpayer was given a number, they have computer
machines, and that I understand substantial progress is being made in
inow collecting the taxes that were avoided by those who should pay
taves on dividends and interest.

I was told that only recently by the collector of internal revenue,
and I want to ask if that is not your belief also that progress is be-
ing made to eliminate this avoidance of tax on the part ofthose who
receive dividends and interest.

Secretary DuioN. Undoubtedly, Senator, progress is being made.
It is difficult to measure the exact amount because we can only wait
until we get tho statistics on that which always lag by a couple of
years.
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But great progress has been made in getting the account number
system working, and it is in effect now, and I think that part of it we
know has worked, and it is a question as to how much that will bring
in. Time will tell that. In 3 or 4 years we will see where we are.

The (HAIRM\AN. It is also true that a heavy penalty was imposed
for those who (lid not.

Secretary D)ILLON. Yes.
The (CHA.IIMAN. Ve don't want to thrash over an old story. I just

simply wanted to make that statement for the record.
Now. Mr. Secretary, we thank you very much, sir. You have been

very anxious, I believe, to give a fair statement of this bill. I want
to say that we are through with you for the present.

Secretary D)ILLON. Thank you, sir.
'The CHA(IRMAN. If we need you again, we will let you know.
Senator GORE. What about Senator Talmadge?
The CHAIRMAN. Does he desire to ask questions?
Senator GORE. He told me he would like about 10 or 15 minutes, and

I apologize for taking so long.
The CHAIRMAN. That could be done tomorrow morning, I suppose.

1 forgot the fact he told me he wanted to ask some questions.
Senator LONG. Might I suggest that the Secretary make himself

available for perhaps a half hour tomorrow, he might answer ques-
t ions by Senator Dirksen and Senator Talmadge.

Senator GORE. 1 know Senator Talmadge spoke to me and said lie
did have some questions.

The CHAIRMAN. You are right. Hie mentioned that to me.
The committee will recess until 10 o'clock tomorrow morning.
(Whereupon, at 12:55 p.m., the committee adjourned to reconvene

at 10 a.m., Friday, October 18, 1963.)
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FRIDAY, OCTOBER 18, 1963

U.S. SENATE,
COMMITTEE ON FINANCE,

IWashington, D.C.
The committee met, pursuant to recess, at 10 a.m., in room 2221,

New Senate Office Building, Senator Russell B. Long presiding.
Present: Senators Long of Louisiana, Smathers, Talmadge,

Williams, Bennett, Curtis, and Dirksen.
Also present: Elizabeth B. Springer, chief clerk.
Senator LONG. I am calling this committee hearing to order. The

chairman is necessarily absent this morning.
Mr. Secretary, we appreciate your coming back this morning to

make yourself available to Senators who had not had a chance to
interrogate you with regard to your views.

I believe that Senator Bennett would have been next. In Senator
Bennett's absence, Senator Talmadge is recogn ized.

Senator TALMADGE. Mr. Chairman.
Mr. Secretary, first I would like to compliment you, sir, on your

presentation, particularly the fact that you submitted it to the com-
mittee in advance. I took my copy home and read it in detail, and
I found it extremely helpful in trying to analyze and understand some
of these many complex changes in the law.

I found, for instance, the appendix, tables, and explanations con-
nected there were very helpful in understanding some of the more
complex provisions that would confound even a tax lawyer himself.

I wanted to ask you a few questions this morning, Mr. Secretary.
I shall not detain you long. You have been very patient. You
have been before this committee now an entire week, and I can under-
stand what a trying experience that would be.

You addressed yourself, in your initial testimony to this com-
mittee, about the necessity for keeping a tight rein on the expenditures.
Just what do you mean by "tight rein"?

STATEMENT OF HON. C. DOUGLAS DILLON, SECRETARY OF THE
TREASURY-Resumed

Secretary D)ILON. I think, Senator, "tight rein" means that the
Congress and the administration, the Executive, should lean over
backward to hold expenditures down, that they should discontinue
programs that are no longer necessary, and that they should limit
increases to the absolute minimum.

Now there have been a number of studies made of our budget by
various Budget Directors. The latest one is the one that was made
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by Mr. Maurice Stans just before he left, who was the Budget Di-
rector under the last administration. In this study they came up
with some admittedly rough figures, but the best Budget Bureau
could put together, indicating that because of natural growth in popu-
lation, expenditures were apt to grow and would grow without any
new programs and new efforts by about something like $2.5 billion
a year in normal times. This takes care of the additional number of
people that get veterans' benefits as they grow older, and the greater
cost of carrying more mail and various things of that sort that are
built into our growing economy.

We do feel, as the President has stated in his original message and
has repeated many times, that we can achieve a balanced budget,
should achieve it by an expenditure restraint which would keep our
growth in expenditures in future years to that level, if you can keep
them level for 1 year that would be fine, but thereafter they would
have to grow. If we keep the growth in expenditure to a level like
that, which is considerably less than normal expected growth in rev-
enues, the difference between the growth in revenues which would be
$5 or $6 billion a year, and the growth in expenditures of half of that
or less, would enable us, over a period of about 3 years, to reduce this
deficit of some $9 billion that we envisage with the tax plan fully in
effect in fiscal 1965, to a balance.

That is basically what we have in mind.
One other thing I would just like to mention is the key importance

here of appropriations. There has been much discussion about the
question of actual expenditures, and a lot of attention focused on the
figure of Government expenditures in a given year, particularly this
year where they are going up substantially, our estimate being around
$98 billion as compared to $92.6 billion last year. Many wonder
why that cannot be cut back substantially.

Our original estimate was $98.8 billion and it has been cut back
now to something like $98 billion. There is a very interesting dis-
cussion of these expenditures by Mr. Cannon, the chairman of the
Appropriations Committee of the House, where he pointed out that
only 45 percent of the funds that will be spent this year are funds
that will be part of the amounts that are appropriated this year.
The rest of them, 55 percent, come from the actions of the Congress
in past years or from the continuing appropriations, primarily the
appropriation for interest on the public debt.

In the cuts which are being made in this year's appropriations,
which Mr. Cannon estimated would total something near $5.4 billion
by the end of the year, only a very small part of those would affect
expenditures in this year. The rest of it would affect expenditures in
succeeding years. So I think that when one talks about expenditure
control and restraining expenditures, one wants to be realistic. One
should look at where expenditures come from which is appropria-
tions, and if we can have a good record, which I think the Congress is
making this year, of holding down appropriations so that there is no
increase, or only a very minor increase, over the level last year, we
will have achieved the objective that so many of our citizens strongly
desire, namely, that when we have a tax cut we should hold expendi-
tures. We will be doing that.
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That will not at the same time hold down the actual checks that
we are writing, which are based on appropriations that were made in
the past. In this connection, however, I think the only other comment
I would make is that the President has never felt he could take unto
himself-and I think there would be strong opposition in many parts
of the Congress if he did-the authority to take these appropriations
that have been voted and approved and not spend them in varying
amounts in various areas. If he just decided that he did not want to
do a particular public works project in a particular area for some
reason, and he just refused to do it, if he carried that out widely
throughout the country that would be in effect an item veto, which
Presidents have asked for and which I think would be a very useful
economic tool, but which Congress has very strongly resisted giving
to the President.

Presidents have felt they do have this power in the defense field,
because, as Commander in Chief, they have certain extra responsibili-
ties and extra powers, and have withheld expenditures in that area.
But once a program is voted, it is very unclear that the President has
any extensive power to just cancel that program and say: "I am not
going to spend the money."

Senator TALMADGE. I take it from your response then that you do
not envision a reduction in expenditures.

Secretary DILLON. I do not envisage an absolute reduction in ex-
penditures. I think that the regular appropriations for this year
may or may not be less than those for last year. It will be a close
thing.

Mr. Cannon reported, in his report that I referred to, on the first
four major bills which have now become law totaling some $60 odd
billion in appropriations, over two-thirds of the budget, and they
total $339 million less than was appropriated for the same agencies
last year. So if that record is continued-and he has so stated that
he thinks that this is a likelihood, and I know no one who is in a better
position to have an opinion-we may well find that we will appropri-
ate less money this year in our regular appropriations than we did last
year. But that does not mean that the total of actual expenditures
will come down, because they still have to catch up to the very large
increases in appropriations that were voted in previous years, par-
ticularly in the area of defense and space.

Senator TALMADGE. When you speak of maintaining a tight rein on
expenditures then, I take it from your reply that you mean sub-
stantially resisting new or additional programs.

Secretary IILLON. I think that is correct.
Now, in addition, the President has put into effect a very strict

program throughout the Federal Government of personnel control,
and certainly the strictest program that has been in effect that I know
of. The results of that-it started last fall, it has been carried on-
the results are showing.

For the fiscal year, the year ended June 30, 1963, on that June 30
there were only some 5,600 more employees than there were the year
before. That progress has continued. The Budget Director informed
me the other day that he had received figures for the end of August,
which showed that as of the end of this August there were only, I
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think the figure was 78 more employees on the Government payroll
than a year earlier.

Looking at the growth of the country, the necessity to have more
revenue agei ts, to have more postal carriers, that shows there have
been subtantial reductions in other areas to hold that level, and this
is an indication of a very tight control of expenditures.

Senator TALMADGE. I take it that the main thrust of your argument
for a tax reduction was to stimulate the economy, to help unemploy-
ment, and ultimately to balance the budget; is that correct?

Secretary DILLON. That is absolutely correct.
Senator TALMADGE. I do not think there is any doubt but what a tax

reduction would stimulate the economy, would aid unemployment, but
I am somewhat leery about how it is going to balance the budget.

Now what do you anticipate the level of expenditures will be in
fiscal year 1964, which will be June 30 of next year?

Secretary DmiLoN. I have stated, and I think the Budget Director,
who is here to testify and will follow me, will maybe have more com-
plete figures on that, but I stated some time ago that I felt the level
of expenditures would be in the area of $98 billion, which is some $800
million less than was in the President's budget submitted in January.

Senator TAI,,t.\u . What do you anticipate the income to be for
fiscal year 1964, assuming tie Congress passes the bill before us now
in substantially its present, form?

Secretary DInLON. In substantially its present form we have not
made a detailed further analysis of income recently, but we have ana-
lyzed, we have taken account of the fact that business this year has
done better than it did before, and because of that, revenues will be
ahead, and we have added $1 billion therefore to our original estimate.
Based on that, our estimate shows $88.8 billion as our current estimate.
I would hope, if business conditions continue successfully, we might
do slightly better than that, but that is our current estimate.

Senator Ta,.r.ADi:. That would be a deficit then of about $9.2
billion?

Secretary DILOx. Yes. That is the figure that we have used and
now expect, rather than the $11.9 billion that had been estimated in
the budget, because of a better business conditions. because of reduc-
tion in expenditures, and because of the fact that the starting date of
the tax cut is now set at January 1. It just so happens that $9.2
billion was the original estimate for the deficit for this year without
any reduction of revenues from the tax cut. So we can in effect come
out where we thought we were last January with a tax cut, and pay
nothing for the tax cut.

Senator TA.irAcGE. Then if the Congress does not pass this tax bill,
what (do you think the deficit will be June 30 next year?

-Secretary DILLON. Our estimate of the cost of the tax bill this fiscal
year is $1.8 billion, and so theoretically the deficit would be that
much less. I say theoretically because I think that the country has
built a lot of expectations of the tax cut into the business atmno'-phere
of the country, and if there were no tax cut, and the bill were defeated,
I think there would be great disappointment, rnd that would very
likely lead to a slowdown of business, which would naturally also
reduce revenues, and I think we would begin to feel some of those
effects in this fiscal year. t
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Senator TALMADGE. You think the deficit would be about $1.8 billion
less without a tax reduction?

Secretary DILLox. That is right, subject to that reservation.
Senator TALM',ADoE. Now let's move on to fiscal year 1965. I know

it is sometimes difficult to try to make projections in the future.
What would you estimate the level of expenditures in fiscal year

1965 to be?
Secretary DILLON. The budget process is still underway. I am

sure the Director of the Budget, who as I say will follow me, who has
been concerned with this over these immediate months and is working
on it right now, will be in a better position to answer that. question.
However, because of the fact that appropriations in 1963-that is last
year, fiscal 1963-were something like $101.5 billion, and if we hold
that level this year-as I was saying earlier, it would be the same-
everything would point to the fact that an expenditure level of some-
thing like $98 billion would have to increase to approach the level
that, had been actuMlly ,appropriated as a ceiling. That is just the
inevitable lag in time.

So I am sure there will be some increase in expenditures. How-
ever, the President has issued very strict orders, lie has made a public
colmmnitment that tie deficit he will estimate will not be more than the
$9.2 billion that we now estimate for this year. This is including the
fact, which we have to take into account, that the fiscal year 1965 will
be the year in which we receive the maximum impact on our re- cines
from tax reduction. The full effect of 1964 corporate reduction will
be in effect, the full 1964 rate reduction on personal incomes will be
in effect, and we also will have half of the 1965 reduction, since the
withholding rate will go down to the permanent level in fiscal year
1965. So that is the year we expect to have the greatest reduction
in revenues from the tax bill, and we do expect tlat the net, figure
of reduced revenues, because of the tax bill, will be something like $3.5
billion that year as compared with $1.8 billion which I just mentioned
for 1964.

But in spite of that increase, the President feels and has made a
pledge, a commitment, that lie will not present a budget that has an
expenditure total which leads to a deficit of more than $9.2 billion.

Senator TALMA IXi. Would you think an expenditure of something
on the order of $102 billion would be a reasonable estimate for fiscal
year 1965?

Secretary DILLox. You ask that question presumably because it was
stated widely in the press that I made such an estimate in the House
Ways and Means Committee in closed session. Actually, I never
made any such estimate. What I did was to answer some hypothetical
questions that were put to me by a member of the Ways and Means
Committee who took the $98 billion figure for this year and added to
it $1 billion, which was his own estimate, and presumably a relatively
accurate estimate of the increase in space expenditures that are due
to the appropriations that are already in the pipeline, even assuming
a fairly drastic cut in the appropriation this year. He then added
on top of that the figure that Mr. Stans had used, $21/ to $3 billion
for normal increases, which then gave him a total increase of $31/ to
$4 billion, and lie came up with $101.5 or $102 billion as a total. iHe
asked me if that was proper arithmetic and I said it was, but I tried to
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indicate that the President and the Director of tlhe Budget were going
to use every effort to hold the figure as low as possible, and that we did
not agree necessarily that in this particular first year we would have
to have an increase as large as that which Mr. Stans in the budget
study had said was the normal increase. But we were not able to make
an exact estimate.

I am certainly not able to now, and T do not think Mr. Gordon will
be either. But lie will know much more than I do about that.

I would certainly say that $102 billion would be a very outside
figure. I do not think we would go beyond that under any circum-
stances.

Senator AT.,t.inr:I. And if the tax bill is passed, what would you
estimate the revenues would be that would come in in 1965?

Secretary DILON. If our expenditures are $102 billion, the revenues
would have to be not more than $9.2 billion less than that, which would
get you down to something like $93 billion, a little under $93 billion.

Senator TALtMAnl. IDo you estimate the income in accordance with
what we spend or what the bill would be as a percentage of the gross
national product?

Secretary DI.roN . No, I will turn the thing around and do it the
other way. Then we come to a different expenditure estimate.

We estimate this year that we will have revenues of $90.6 billion
that will be reduced by $1.8 billion as a result of tlie tax bill to $88.8
billion. Let's take that $90.6 billion, which is without the tax bill.
If there is a normal increase in our growth, in other words, if we con-
tinue to grow at 3 percent, which is the average relative real growth we
have had in past years, the amount of revenue that could be expected
to be added would be $5 billion. So the figure would be $95.6 billion.

Now, that figure will be reduced in our estimate by the 1965 loss from
the tax program, which is $3.5 billion. If you take that off, you come
to a figure of about $92 billion. So I think 'that while we have made a
gain-this is just on the assumption of normal growth, we have not
made new revenue estimates in detail. When we do, it may be some-
what different, but taking this, you come to a figure of $92"billion, or
$92.1 billion, and if you add your $9.2 billion figure on that, that
would put a ceiling on expenditures of somewhere just barely over
$101 billion.

Senator TATAADOE. So the deficit then for the fiscal year 1965 if
the tax bill is passed would begin the neighborhood of $10 billion, and
if the President wanted to hold it to not less than $9.2 billion, he would
have to reduce the expenditures from $102 billion: is that correct?

Secretary DIrrON. With these revenue figures it. would have to be
less on that basis and he has made that pledge, so that I do not think
that $102 billion estimate of expenditures is any firm estimate.

I explained to you how it arose. It was in answer to a series of
questions from a member of the Ways 'and Means Committee who
built up a hypothetical possibility, and I had to say that, based on
estimates that Mr. Stans had made in the past. and the special situa-
tion in the space program, that that was an estimate that a reasonable
man could put forward.

Senator TALrAnnE. Now assuming the tax bill is not passed, what
would you estimate the deficit to be in the fiscal year 1965?
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Secretary DILLON. There I would have a difficult situation, because
I am certain then that the regular growth pattern that would lead
to a $95.6 billion revenue would not continue. It would be the most
unusual circumstances that could see that continue, because our re-
covery has been full length already, and in effect one might say we are
living on a certain amount of borrowed time, although I do not see
an immediate downturn.

But I think it is significant in that the National Association of
Business Economists, which met about 2 or 3 weeks ago, which are the
leading economists who work for big business and advise big business
on their sales prospects over the years ahead, did make an estimate.
They estimated that, in the absence of a tax cut, the gross national
product would be $12 billion less than it would be otherwise, that we
would have a practically flat economy, or no growth in national product
and with no growth at all in reyon ue'i1thet-latter part of 1964, and
that probably we would see.a'recession in the early part of 1965. So
that would mean that Out revenues, instead of growlhg $5 billion,
might not grow at all.

The last time we bld a setback, in 1960, revenues were ah t iden-
tical with the yea, before. They entdown Ithink $100 nmllion.
In that event, our deficit witihdut tax cut could well be as muh as
$10 to $12 billi( . . /-' [ i " ,- \

Senator TAL IADG. In other wor' r-1k965iiking into onsideraon
the fact that yu may have a depesi_ - \ / \

Secretary DILLON. A recession.//
Senator TA MADOE. .recessio, ie, deficit miI well be\as great i

1965 without t tax cutas'it.vou d iLh atax ctisi that correct?
Secretary ILLoN. In my ow 1 personal pp n-and this is a di

ficult thiig tcA venture cause ere are A main variables- my ow
personal opini n is that it would largerr, // I r

Senator TA 1IADOE. GtOs get to'h yea'6 nw. realize,,of
course, we are dealing in ainy imponde i miles he'e, but ndst of t is
based on impondrables. /

Secretary DILLN. That is righ. \ \ /.
Senator TALMA A And we have to get in o the re lm of specfation.
What do you anticipate the level of explinditures of Gove nment to

be in 1966 fiscal year?
Secretiiry DILLON. I ha~ve.no figure for that except miat again we

have said that defense expenditures have more o ss leveled off, that
space expenditures after another slhiimrifi6-etase which we foresee in
1965 should begin to level off, and other expenditures we would hold
to tile tightest levels possible, so that we could get the benefit of the
increased revenues from the tax cut. Certainly I would see a reduc-
tion of the deficit, a sharp reduction in 1966.

If you say you have an overall increase in expenditures of $2 to $3
billion, an increase in revenues of $6 billion, we would pick up some
$3 billion a year. I would think this would continue, and this is the
reason why I think that a deficit of around $9 billion in 1965 could be
converted into a balanced budget by 1968 at the latest by a continual
reduction of $3 billion or more in the deficit each year.

Now, if you did not have a tax cut, which is the obverse of that,
there is no doubt whatsoever that we would have a setback in our
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economy, and I do not think past history leaves any doubt whatsoever
as to what the reaction of the people and of the Congress to that would
be. It. would be a massive increase in Government expenditures com-
parable at least to the $6.5 billion in additional expenditures that were
voted in 1958 to try and handle the recession that was then present,
and I would foresee deficits of very large amounts during that period
of recession.

It would be easy to contemplate deficits in the area of $15 billion
and upward.

Senator TALTrMAiE. What would you estimate the level of expendi-
t mres tobe for fiscal year 1966 ?

Secretary Dl,oN. I have no est inate, as I said, Senator.
If you take a figure of whatever they are in 1965, whichever one you

prefer, $101 or $102 billion, something like that, and add $21/2 or $3
billion to it, that would be the normal increase.

Senator T.AL\MAiGE. About the normal order of $105 billion then.
Then what would you estimate the income to be under the tax bill at
that time?

Secretary DiMoN. At that time it would be something in the neigh-
borhood of very close to $100 billion, something like that. That would
be close.

Senator T.A\,\DOE. You wold have a deficit on the order of $5 to
$6 billion then in fiscal year 1966?

Secretary DI ,LO. That is right.
Senator TAL.MADGE. What do you estimate the deficit would be if

the Congress did not pass this tax'bill?
Secretary DILrON. As I said, there I am very certain that we would

be suffering a downturn, and it would have an effect that would be
comparable to 1959 in the cycle. We would be coming presumably out
of a recession. As a result of having taken action and increased ex-
penditures, but with less revenues, I would foresee a deficit running
anywhere from $15 to $20 billion.

Senator TALMADtE. So you think the fiscal year 1966 then is the
year when we will stop having diminishing returns on this tax bill,
and the level of expenditures will then approach the income which
would be generated by the iax bill.

Secretary DIL.ON. That is the time when I would think we would
begin to move toward balance noticeably, and that that would continue
in the next 2 or 3 years.

Senator TALMADGEt, . Do you think then as a matter of certainty that,
assuring the level of expenditures increased by 2 to 4 percentage
points annually, that the budget would be balanced in fiscal year 1968 ?
Is that your estimate ?

Secretary DuLLON. Yes, I have said that it could be balanced in 1967
with good luck-by "good luck" I mean a somewhat greater, a fortu-
nate increase in our economy, if it grew a little more rapidly. We
have tried to be relatively conservative in our estimates for that. I
think in 1968 there is no reason why it should not be balanced then.
I have always said the period 1967 and 1968.

Senator TALMADGE. Assuming the tax bill is passed, what economic
effect will its reduction in taxes have on the budgets and incomes of
municipality ies, counties, and States?
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Secretary DILLON. In the various States we were asked to make a
study by the Joint Economic Committee, which furnished us with
the assumption that a $10 billion tax cut would over a period of years,
2 or 3, stimulate our economy, our gross national product, by $40
billion. Our own figures are that this is about right. It might even
be a little larger. We might be a little more optimistic.

Senator TALMADGE. h1ow many years will it take to generate that?
Secretary DIILON. I would say about 3 or 4. We broke this

$40 billion figure down into the personal income increase in each State,
which figures we have put in the record, and through that were able
very easily to indicate how State revenues would increase and local
revenues would increase under present tax systems without the initia-
tion of new taxes. The figure came to something in the neighborhood
of $2.9 billion.

Tlat table is in the record of the Joint Economic Committee. We
would be glad to put it in the record of this committee. The difference
would be split almost equally between States and localities. The State
increase would be $1.5 billion and the increase in local revenues would
be $1.4 billion.

Senator TALMADGE. DO you have any estimate there on what it would
do to the State of Georgia's revenue ?

Secretary DILLON. Yes, sir.
The State of Georgia, the increase in State and local tax revenues,

our estimate is $42 million.
Senator TALMADGE. How much would be provided to the State and

how much to the counties and the municipalities?
Secretary DILLON. It happens that-probably because the State of

Georgia has a somewhat different system of taxation-that the figure
would work out a little differently than the average. For the State
of Georgia there would be a $29 million increase for the State, and
only a $13 million increase for the localities. So the State would
get about two-thirds rather than about half, which is the national
average.

Senator TALMADGE. -What particular year do you anticipate State
revenues would be increased $29 million, local revenues $13 million.

Secretary DILLON. This would be after this $40 million had worked
out, which would probably be in about 1967, I would say.

Senator TALMADGE. Thank you very much, Mr. Secretary. I have
no further questions.

Secretary DILLON. Can I put this in the record?
Senator SMATH:ns. If there is no objection, we will put that in the

record, the statement of income of the various States.
(The statement referred to follows:)
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Effect of a $10 billion Federal tax reduction on State and local tax revenues (based on Joint Economic Committee staff projections of increases
in gross national product)

[Amounts in millions]

Increase in State tax revenues
Increase in total Increase in local

State and local tax tax revenues
revenues Total Sales and gross Individual income License Other

State receipts

Percent Percent Percent Percent Percent Percent Percent
Amount of 1962 Amount of 962 Amount of1962 Amount of 1962 Amount of1962 Amount of 1962 Amount of1961

revenues' revenues revenues revenues revenues revenues revenues

Alabama........-..............
Alaska ------- 
Arizona......---------------
Arkansas......................
California...........----------
Colorado.--..--.............---
Connecticut-.............
Delaware.-----... ..-- .--.--....
Florida....................--------....
Georgia .--------- -...
Hawaii...--- -----------.......
Idaho ....---............-------
Illinois ------------------
Indaa.-------- --------.
Iowa ..---------------....................--
Kansas.-----------------
Kentucky ------.-------------
Louisiana..------.. -----------
Maine------------------
Maryland--...--.. ----
Massachusetts -.-.---...-.
Michigan.....---------------...
Minnesota ..--- ............

2$4

1
32
29

2

2

53

284
329

14
8

13
8

11
14

6

-- ii-
7

14

12
11
11
11

2
9
4
4
2

3
1
2
5

12
4

9
------- 7-

7
9
7
7
5
5
8

12
7

8
6
9

6
6
4
8

2

1

3
14

(C)

9
4

12

6
6"""T
4
7
7

5
4

5

. 7 - 7
'20 11

. . -- -----.--- --
" 6 13



Mississippi....................
Missouri ------------------..
Montana. .---------------
Nebraksa -----------------
Nevada v......-- ...- ..---
New Hampshire ---..... ......
New Jersey ------...........
New Mexico--------- ----- -
New York -----.-------
North Carolina ---..........--
North Dakota.. ---............
Ohio..-----...................
Oklahoma ----................
Oregon--.........-- .. --.......
Pennsylvania............-......
Rhode Island.-- --.............
South Carolina................
South Dakota.--..-...........
Tennessee--------------..............
Texas ------ --.................
Utah -------------- ---.--.
Verm ont ----------------------
Virginia --------------.--.
Washington ----. ---.---
West Virginia..-----..........
Wisconsin-------...............
Wyoming.--- --......... .......

Total.................... 2,935 1,529

6
7

11
7
8
7
8
7
9
7
6
7
6

10
6

77

867
8
8

6
8
7

I The increase in local tax revenues is based on data for 1961 which is the latest year
available.

2 Includes revenue increase resulting from deductibility of Federal Income tax liability
in the computation of the State income tax.

3 The individual income tax in Alaska and West Virginia is imposed as a percentage of
the Federal income tax. West Virginia has fixed its rates as a percentage of the present
Federal rates (1962). It is assumed that Alaska will increase its percentage so that, in
effect, the present level of rates Is maintained.

4 Included in "other" State tax revenues.

1

26

22

S12S102
7

(4)

213

11 i

13

----------

13

10
7

--------

14

4

8

5

10
1

14
5

(4)
12
3
3

10
1
1

6
7

11
8

8
----------6

7
8

7
6
7

5

7
13
9

10
6
5
5
7
9

7
4
6
7
8
6
5
6
5
4
7
6
5
7
5
8
5
8
8
3
5

2
6

1,406

a Less than $500,000.
a Uses the Federal tax base (adjusted gross income or taxable income), with modifica-

tions, in the computation of the State individual income tax. The base-broadening fea-
tures of the President's tax program may be expected to expand the State income tax base
and result in an increase in revenues of $47,000.000 for these States. This increase, which
would be in addition to the gain resulting from the $10,000,000,000 tax reduction, is not
included in the estimates presented here.

Source: Office of the Secretary of the Treasury, Office of Tax Analysis. May 7, 1963.
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Senator SMATIIERS. Senator Bennett.
Senator BENNEITT. Mr. Chairman, 1 an: sorry that I could not have

been here yesterday. I was out making a speech pointing out the
weaknesses of the tax cut proposition.

Secretary DILLON. I regret that.
Senator BENNETTr. To some businessmen. So some of the questions

I may want to raise today may have already been covered. If they
have and you can refer me approximately to your answers, that will
enablle us to shortenl this conversation a little bit.

I heard your statement when it was read on Tuesday, and the ques-
tions that I am going to ask come out of my reaction to it largely.

You make the rather common and obvious statement-let's put it
this way: You are referring to the President's recommendation and
you say:

He also recommended structural revisions that would broaden the tax base.

Some of these structural revisions were rejected, but the policy
remains.

Do you believe the tax base should be broadened at this present
time or should be restricted ?

Secretary D)iLON. I think there are two questions involved here.
We believe tlihat inequities that have crept into the tax system, some

of which may have been perfectly justified because of the very high
rates that were extant and that are extant-shlould be removed \when
we bring down the rate structure. That is one point.

The other point was that we felt that it was highly important to get
the rates, the top marginal rates in each bracket, down just as low as
possible, and we aimed originally at a level of a top rate of 65 percent,
as you know, and a bottom rate of 14 percent, on the first $1,000 of
income. We did state the main revenue adding suggestion-although
you might call it base broadening-was this 5-percent floor. That did
not work out.

It would have added about $2.3 billion to the total of the bill. We
stated at that time before the House committee that if this were not
accepted, we would then have to change our recommendation on
rates, because we could not afford to have as large a tax reduction as
would otherwise be the case.

We felt the total tax reduction should be held in the general area of
the President's recommenadtion, which totaled $10.3 billion. I think
it is very interesting that in the area of structural reforms and rate
reductions, leaving aside for a moment the capital gain rate reduction
which rather distort the picture because, in early years at, least they
have the effect of increasing revenues because of more rapid turnover,
the original recom-mendations of the President would have led to a
reduction, an ove all reduction, of $11,070 million. When we got
through with the House bill, the total reduction was $11,060 million.
So it came out almost exactly where the original recommendation
was. We made up for the base broadening suggestions that were not
accepted either by leaving out certain special reductions which we had
recommended or by changing the rate structure.

I think the rate structure is greatly improved. I would have rather
have seen it. down to a 65-percent top, but I think 70 percent is per-
fectly adequate and we are happy with that now.

Senator BENNE'rI. Act ally. have you not taken 1/2 million taxpay-
ers off the roll and does not that narrow the base?

Secretary DILr.o. Oh, I see.'
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Senator BENNE'Ir. When you talk about broadening the base, you
usually talk about getting more taxes from more people.

Secretary DILLON. I see what you mean, Senator, broadening the
base in the sense of broadening the number of people on the tax rolls.
I do not think we feel any action in that regard is necessary. In fact,
we have made a recommendation that would take some of them off.

What has happened is that over the past 20 years, by holding exemp-
tions level, and with the level of income increasing in large part be-
cause of inflation, a great number of taxpayers have been added to
the rolls, and I would say there are twice as many taxpayers at least
now on the rolls as there were 20 years ago. So therefore, a, recom-
mendation such as we made, which takes 3 percent of the very lowest
income people off the tax rolls, people some of whom are on relief, who
do not have enough to get by on, we think that is perfectly proper.

What we are talking about, in broadening the base, is obtaning
revenue from areas where we think it. should be obtained, which by
special dispensations have avoided it. A typical example is the
tightening up in tlh area of personal holding companies.

Senator BENNErT . As I read the bill and have had it explained to
me, it seems to me if there is any base broadening it is in the middle
incomes where the burden has been increased. We will come to that
a little later.

Let me move on to my second question.
You say:

Utilization of plant capacity remains well below preferred operating levels.

The McGraw-Hill study in I think July of this year says the pre-
ferred operating level is about 92 percent and that the current oper-
ating level is about 87 percent. Is that not a pretty close approxima-
t.ion of operating at. satisfactory levels, particularly in tlhe face of the
fact that the same McGraw-Hill report says 22 percent of our manu-
facturing plant capacity is obsolescent and high cost.

So it. seems to me that the economy in terms of its use of plant,
capacity is operating .at a reasonably satisfactory level. Would you
agree if these figures are accurate ?

Secretary DILON. No; not entirely. I think the figures are pre-
sumably accurate. It shows that the capacity that we are operating
at is better than it was a year ago when it was, I think, 83 or 84 per-
cent. So to that extent it is better. The preferred operating rate, 92
percent, is not maximum capacity. It is the capacity that business
likes to operate at and can operate at the cheapest because it is using
the full capacity of what they have.

That is one reason we need a tax reduction of this nature. What is
beginning to happen is that we may be getting a little bit out of
phase again. You go out of phase one way or another. In indus-
trial capacity there probably was a time 5 or 6 years ago when our
capacity was a little too ample. We have in the past year made prog-
ress, as you say, and that is satisfactory. It is good. We have made
progress toward increasing the utilization of the existing capacity.
VW o have cut unused capacity not quite in half, but very nearly. At
the same time we have made no progress whatsoever in reducing
unemployment. And so, therefore, we are going to come to a time, if
business never increases their capacity, where we would have millions
and millions of people unemployed, and business operating at full
capacity, which would be totally unsatisfactory.
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I think business capacity should begin to expand again. Expansion
will help to take care of the needs for employment. Expansion will
be stimulated by this sort of a tax reduction program, and I think that
is why the business community as a whole is so favorable to it.

Senator BENNETr. I have had some experience operating a manu-
facturing plant. You must expect that part of it will be shut down
for repairs, for renovation, for a variety oi reasons. You must real-
ize that your orders come in in a way that you cannot control, so
that there is part of your plant that is operating at capacity or
overcapacity, and there is another part of your plant that is idle.

Secretary DILUON. That is the reason, I understand, why business
on their own, all business, has answered McGraw-Hill and stated
that they feel 92 percent is their preferred operating rate, because
they know that there always has to be this other 8 percent that is
not being used.

Senator BENNEFT. That you cannot get at?
Secretary DmILLO. That you cannot get at.
Senator BFENN TTr. That Is right.
Secretary DI uON. So 92 percent is really w h e r e they want to

operate.
Senator IIENNET'. We are only 5 points off of the 92 percent, or

were in July, so that to me it does not seem reasonable to say it is the
fact that we have this tremendous underutilization of plant that is
creating the unemployment. Actually, we do not have a tremendous
underutilization of plant.

Secretary DILoN. It is underconsumtption that is creating the
unemployment.

Senator BENNE'I. We will come to that again in a minute or two.
Why do you suppose that business investment is not increasing at

a sufficient rate?
Secretary Du,LON. There are two or three reasons.
One reason has been insufficient demand for their products. An-

other reason Ihs been the profitability of investment, based on their
costs, of which taxes are one, and depreciation rates are part of that.
All of these things have not been particularly attractive in the last
few years for business investment. The combination of inadequate
demand and the not particularly attractive profitability atmosphere,
which used to be referred to as tlie profit squeeze, has been the reason
why there has been inadequate investment, inadequate from the point
of view of keeping our economy operating at a capacity which will pro-
vide employment for those who are ready and willing to work, and who
are going to increase in great numbers in the coming few years as
the young people who were born right after the war in very great
numbers begin to enter the labor force, which is happening right now,
this year, next year, and it will hit in great force in 1965 and 1966.

Senator BENNETT. I have been interested in observing that in 1950
the profit of corporations was 8 percent of gross national product.
Last year it was down to 4.7. The tax saving that would come to all
corporations would have a very minor impact when compared with
the loss in profit that has come as a result, in my opinion, of this con-
celpt that the way to solve all of our problems is to increase consump-
tion by increasing not depreciation or taxes, but by increasing labor's
.share of the total gross profit available to be divided. We have pushed
that up. We have pushed it up until now it is, as I remember, above
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70 percent of the total gross national product goes to salaries and
wages, and only 4.7 percent is left to sustain the base of investment
from which jobs must be created.

It seems to me that the administration should be concerned about
redressing that balance, more concerned about redressing that bal-
ance which could have some real effect, than it is about trying to per-
suade industry to make substantial new investments out of a tax cut.

How much is the total tax saving that would be available to corpora-
tions under this bill?

Secretary DILLON. If I may answer your earlier statement first,
Senator, my own understanding is that those figures are not correct,
and I would like the privilege to insert in the record at a later date
the figures as we see them of the increase in labor's take in costs of
production.

(The following material was supplied for the record:)

RECENT EXPERIENCE IN THE PROFIT WAGE SHARE

A careful examination of the economic data shows no evidence of a decline in
the before-tax profit share on corporate business that can be attributed to a rising
labor share.

Some changes in the share of wages to GNP have occurred but these are due
to the changing size of particular GNP components. The proportion of GNP
arising in unincorporated business, where the wage share is low, has declined.
The proportion of GNP arising in Government, where the wage share is high,
has increased.

To examine the narrow issue of the profit and wage share in corporations it is
useful to look at that part of GNP that arises from corporations. Since indirect
taxes imposed on this GNP go to neither profit nor wages it will help to subtract
these out before examining the division. (The resulting statistic that is used
as the denominator in the following ratios is referred to technically as the
corporate GNP at factor prices.)

Table 1 gives statistics on two series of profits before taxes; namely, gross
profits, i.e., before deducting depreciation and net profits, i.e., after deducting
depreciation.

TAnLE 1.-Ratios of several profit measures to the gross product of corporate
business, 1923-41, 1946-61

Gross profit; Profit; after Gross profit; Profit; after
before depreciation, before depreciation,

depreciation, before taxes depreciation, before taxes
before taxes before taxes

1923 ...-----------.. . 25.9 18.1 1941..-------------- - 30.9 23.5
1924 ................. 24.4 16.0 1946-...--------..... . 21.3 18.6
1925--...----------.. . 25.9 17.7 1947-..------......... 26.3 20.6
1926....------------. . 29.0 20.8 1918---.-------...... . 29. 5 23.4
1927-...---------...... 26.7 17.9 1919.--------........ . 29.0 22.1
1928 ..-----------.... . 27.6 18.7 1950.................. 31.3 24.6
129..........--------- 28.8 20.0 1951-.... ---......... . 30.9 24.2
1930 ...-------....... . 25.2 14.9 1952..-----------------........ 28.7 21.
1931...------...--------- 18.1 4.9 1953....--- -----.--... 27.5 19.8
1932..........-----....... 9.4 -8.5 1954.......--- ..........-- 26. 18.0
1933-----------.................------- 8.5 -9.5 1955--.......------........... 29.7 20.6
1934.....------------. . 17.0 3.7 1956.......----..--... 28.0 18.7
1935..------------------ 21.2 9.1 1957 .--- -- ...------------- 27.4 17.7
1936 .------------------ 23.9 13.6 195 ------------------- 26. 7 16. 2
1937 ..---------..... . 23.9 14.7 1959..------.. ..-----. 28.6 18.5
1938-----------------. 21.6 11.1 1960...-- --- ------.. . . 27.3 16.8
1939 ...----------... . 23.4 13.7 1961-----......----- .. 27.0 16.2
1910..---.......- ----- 28.0 19.1 1962-........ ....----- 27.6 16 1

Source: 0111co of the Secretary of the Treasury, Offico of Tax Analysis.

NOTE.-asCI on data published by U.S. Department of Commerce, Survey of Current Business. Prof-
its and the corporate GNIP relate to domestic activity only. Profit is after inventory valuation adjustment,
i.e., it excludes gains and losses duo to changing values of inventory on hand. This exclusion leaves a profit
figure related only to current business and is thus comparable to current wages. Tho depreciation used
includes .:mortizatioin d auctions pl.is deductions for accidental damage to fixed capital items charged to
current expense.
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Several points should be noted :
(1) The years 1948 to 1951 were exceptional in the sense that the profit share

rose above the levels characteristic of the 1920's. This is particularly marked
because of the abnormally low depreciation deductions in the latter period, but
even on a "before" depreciation basis the profit share was abnormally high, due
presumably to the shortage of capital from the low investment from 1930-46.

(2) The profit "after depreciation" is a somewhat arbitrary figure depending
on the peculiarities of accounting practice and tax law. Profit "before depre-
ciation" represents the gross flow of funds from which the corporation can pay
taxes and dividends and finance replacement, modernization, and expansion.

(3) On both a before and after depreciation basis the profit share since 1952
has been comparable to the level of the 1920's. The labor share has not in-
creased.

(4) Since 1950 the profit share has fallen on both bases. The post-1 9 50 drop
has been largest in the after depreciation series, due to the fact that the under-
depreciation implicit in the 1950 data has been removed by successive changes
in depreciation rules.

(5) The drop since 1950 is most easily explained by saying the 1950 share
was abnormally high, since the drop has been a return to the levels of the 1920's.

(6) The profit share tends to be higher in good years, such as 1926 and 1929.
This level was approached in 1955 and 1956, but since then years have not been
very good. The drop in 1960 can be explained this way. It was comparable
to the similar years 1958 and 1924.

[From article "Stability in the Labor Market," Federal Reserve bulletin, November 19(21

The number of workers added to the labor force since 1956 has averaged about
700,000 per year. Over this period the labor force participation rate (propor-
tion of population age 14 or over in the labor force) has been declining, in con-
trast to the rise earlier in the postwar period. The estimated participation rate
this year is 57.5 Iercent compared with 59.3 percent il 1956.

Among male teenagers and older workers participation rates have declined
much more sharply than had been anticipated. In most other age-sex groups,
increases in labor force rates have also been smaller, or reductions greater, than
lhad been projected for the period.

The slower labor force growth in recent years reflects a combination of eco-
nomic, social, and demographic forces. Higher levels of unemployment and
fewer job opportunities have been important in limiting growth of the labor
force, as is suggested by the decline in the overall participation rate. Another
factor is that demal Js for labor have been strongest in those occupations which
require extensive education, and some youths have remained in school longer
and thus delayed their entrance into the labor force. Furthermore, with the
rapid expansion and liberalization of retirement programs, many older workers
may have withdrawn from the labor force earlier than expected.

The Bureau of Labor Statistics recently revised its projections of the labor
force to take into account data from the 1960 Census of Population and changes
in trends of participation rates by age-sex groups. The labor force is now ex-
pected to increase 12.6 million in the 1960's rather than 13.5 million as estimated
earlier.

I'Because the actual 1962 level is below the new projection, an average annual
increase of 1.4 million workers over the next 3 years will be necessary if the labor
force is to reach the 78.9 million now projected for 1965. Whether it expands
this fast will depend in large part on whether the economy provides job oppor-
tunities for the growing number of potential workers.

LABOR INCOME

The rate of increase in hourly wages has continued to slow in recent years,
as the chart shows. Excess industrial capacity and heightened competition in
product markets have intensified producer attempts to minimize costs. Mean-
while. easier conditions in labor markets, especially among semi-skilled factory
workers, have tended to weaken bargaining positions of the unions. Moreover,
pressure for wage increases from rising prices has greatly diminished, and auto-
matic wage gains based on increases in consumer prices have been smaller than
in earlier years.

Total wages and( salaries in October were about 5 percent higher than a year
earlier. Such income has changed little since midyear, however, because of the
leveling off in employment and a shorter workweek In manufacturing.



REVENUE ACT OF 1963 397

M ANU FACT RI N G

Manufacturing workers on tlhe average earned ,;2.40 per hour in October. This
was slightly more than at the beginning of the year and was 2.6 percent above
October 1961. Labor contracts negotiated this year tended to provide smaller
increases than obtained in earlier contracts; in some instances, contracts did
not provide for any increase in wage rates. In addition, fewer workers have
received deferred wage increases under long-term contracts than in previous
years.

In consequence, in those industries in which contracts have been negotiated
this year-such as steel, aluminum, and lumber-wage gains have been less than
the average for all factory workers. On the other hand, in the auto, rubber, and
fabricated metals industries, where deferred wage increasese were negotiated
before 1962, increases have been above average.

During the recovery of 1961 weekly earnings rose somewhat more than hourly
earnings as the workweek lengthened and overtime and other premium payments
increased the amount of take-home pay. In recent months weekly earnings have
been relatively stable. In October they were $96.72, 2.3 percent higher than a
year earlier.

Increases in weekly earnings over the past year have been largest in fabricated
metals; machinery; transportation equipment; stone, clay, and glass; and food.
Smaller than average increases were typical in nondurable goods industries. In
primary metals average weekly earnings were smaller than last year because of
a shorter workweek and no change in wage rates.

After allowances for price changes, the average annual increase in weekly
earnings in manufacturing has been over 2 percent a year since 1960. This is a
larger gain in purchasing power than in preceding years when both wage rates
and consumer prices were rising more rapidly.

Productivity gains in manufacturing have been somewhat in excess of wage
increases. Hence, labor costs per unit of output, including an estimate for
changes in fringe benefits, declined in 1961 and 1962 and are probably no higher
now than in 1959. These changes in wages and productivity have considerably
reduced earlier pressure of labor costs on prices.

Secretary DILLON. As I understand it, labor's share has not in-
creased much at all in the last 10 years.

There has been a decrease in profits of corporations. The main
reason for that has been the substantial increase in depreciation,
which were brought about first by the reforms of 1954 and expedited
by the reforms we were able to accomplish last year. I think the
explanation is that depreciation was inadequate in those early years
and profits were not really as good as business thought they were.
Now they have adequate depreciation, and the profits that they show
are real. However, I do not think corporate profits are necessarily
adequate, and there has been a great effort on the part of the admini-
stration to hold the line and to encourage labor for its part to hold
the line on wage increases. The record shows and is clear that in the
last 2 or 3 years the increases have remained within the level of the
increases in productivity, and for the first time, certainly since the
war and maybe in our history, in a period as long as we have had of
recovery-now two and a half years, nearly 3 years of recovery-the
actual unit costs of labor going into manufacturing have decreased.

I think that helps profitability and I think that it helps us in our
ability to compete abroad. I think it shows a responsible attitude
on the part of senior labor leaders, and I do think that there is an
emphasis by the administration on the need to keep labor wage in-
creases within the general confines of productivity increases equal
to tle emphasis on keeping price increases within reasonable bounds.

24--532-- 3-pt. 1-- 2
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Senator BENNETrT. Of course, this is an intangible, but I cannot see
the equal emphasis. I think labor has been encouraged to believe that
all of the increase in productivity should go to them.

Secretary DILLON. That is not the theory at all of the guideposts
that were announced. I am not an economist, but I think that, at a
later date, the Chairman of the Council of Economic Advisers, Mr.
IHeller, will appear, and I believe he would be very glad to explain
that in detail. I know that is not his theory, and it is not the admini-
stration's theory.

Senator BENNETT. If industry is going to recover any of the share
of the gross national product that it has lost in these last 10 years,
then labor's share, which is by large the greatest share, roughly now
by the figures that I have been using 70 percent, must make some
sacrifices or must hold still for a while until the other fellow catches
up.

Secretary DILLON. What happens is that in a period of rapid in-
crease. there are increases in productivity as we move to full employ-
ment and profits traditionally in those periods increase faster than
other areas of the economy and that would lead to that sort of a-

Senator BENNETT-. Iow long las it been that profits have been in-
creased faster than other areas of the economy ?

Secretary DiLLON. They are doing it right now.
Senator BENNET'. But at a very minor rate.
For the last 10 years profits in industry have tended to move side-

ways. They have just kept at approximately an even level. They
have gone up a little in the last year or so.

Secretary DI).ox. That is right, and it is as a result of the policies
of the administration to a large extent.

Senator BENNE'TT. The other thing that concerns me in this present
situation, you are counting very heavily on acceptance of the business
co(lnmunity of this tax reduction as anl incentive. You are counting
on the fact that this will he a spur to the confidence of our business
leaders, and that therefore they will produce the kind of an atmos-
phere-

Secretary DILLON. That is what they tell me.
Senator BENNET1r. And yet you are going to ask them to wait until

1970 before their share of the tax reduction is fully realized.
Secretary D)ILrN. No. There we come to the question of cash flow.

As far as profitability is concerned, which we have just been discussing,
aind which I think I fully agree with you, is the key area; they get the
Benefit of that immediately.

We are suggesting, and there is, in this bill, an acceleration of pay-
ments to put tax payments by corporations with annual tax liabilities
of over $100,000 on a fully current basis the same way individual pay-
iments have been for some time. There have been two previous ac-
celerations which have moved corporate payments up to about halfway,
and this would complete the job. In each of those other two cases,
there was no compensating reduction in corporation taxes, and in
neit her of the cases did it have any effect on business investment.

Indeed, the last one took place right in the middle of the greatest
investment boom we have had. the 1956-57 booi. So I think this will
have very little effect.

I have admitted that there are, and it is true there are, one or two
industries which really are impIortant industries that are in need of
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cash. Te steel industry is the outstanding example. But when you
take industry as a whole, their cash position is very heavy. It has
never been as good as it is now.

A greater proportion of their expansion, of their modernization, is
being financed every year through internal resources, and that will
count inue to be the case, because they have been so much increased by
the increase in depreciation allowances and the beneficial effects of the
investment credit. As a result of these two things, 1 do not see any
problem in a further acceleration of taxes. The cash flow problem is
simply not the problem of industry as a whole.

Senator DIusExN. Will you yield ?
Senator BENNET'T. Yes.
Senator DIRKSEN. Mr. Secretary, it would certainly take more than

their internal resources and their depreciation allowances to develop
tle kind of an expansion that you foresee under this bill; is that not
correct ?

Secretary I)LroX. Oh, yes.
I would expect that they would come to the market more in the way

They used to do when funds would be relatively available, so that our
savings, instead of having to flow abroad to find investments in foreign
,onds and one thing and another of that nature, would find a haven

here and find useful work here and would help industry to expand.
Last year, the total expansion of industry was just about level with

their internal funds, and I think that with the greater expansion, of
course, they will use more. They should use more. That would be
very healthy.

Senator 3ENNETTl. Before Senator Dirksen continues that, would
not the effect of this step-up in collections be directly on cash flow,
and is it not the cash flow that you are depending on to provide the
increased investment to provide in turn the increased jobs ?

Secretary DILLON. No, we are not relying on cash flow to provide
increased investment. We are relying on increased profitability, in-
creased incentive to invest. The corporations have plenty of cash,
and have adequate access to it in the banks and in the investment
banking fraternity. If there is investment that becomes attractive
through increased incentives, increased profitability, they will have
no difficulty in raising the funds to make that investment.

Senator BENNETT. I do not quite agree with that. This may be
true for the large corporations. For the small corporat ion, his proba-
bly is the cash that is generated inside his own business. The small
corporation, the medium sized one, is not the one that buys tax antici-
pation notes. He needs all the cash he can get. And of course this
program will slow down or will accelerate as cash flow into taxes,
and will present him with some problems.

Secretary DILLON. I agree with you entirely, Senator, that the
situation of the small business is quite different, but I think, as you
are aware, there is no suggestion that tax payments of small business
be accelerated. They will get the full benefit immediately. The ac-
celeration does not take place except on that portion of tax liabilities
which is over $100,000 annually, which means that a corporation has
to have earnings of some $200,000 before it is affected in the slightest.
And then it is only affected on the portion of earnings over $200,000.

So you are getting up into fairly substantial corporations before
this will have any real effect. I think that is the reason that Congress,
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wi a ll t hey illal0(64I Ist aIccelortlt 0ol1 ill the 1)54 act, Nv'lln ColgreLs
isewiSoly 'ldcidd I tiiiiek to hnve o i1)edupl), thenl. ta111t, they set that
$100,001) floor. We loweN'o just. followed the provisions of that allt,
wijhict wits a Ver'ss emt.ill't and integral li)llt of tlle 1954 Code.

Now tho Pol illsNWoP to tis (t I it1 'Is that, we aretryin w to g~et funds
i here to IalillI1co o1 illuget. IX llli Choice. #Te o0 dlr It fll

(tlt, colrhmo-atloll taxes li have ( Ilist)we(lup, get it lot. of the fullds
balk ill it wa 11 dI "-ill t(. liiii t li ! i-I (o' ratioi10s1 , or, i f wo olj(Yt-C
to tho 8Iwedh11I), wo just will fitid Oli-sok~es ill It positions whore, we
ca 11 not ct. corP iilt t axes. Thlat, is ourl chloice. It. is eor fectly plain,
llid I tlill flii til large lusinesses, whell t hey have that. choic gix'eil
to t lwin, will saty, 'We p-e-fer to 1111%,'o 011 P taxes cut. l11 01r Iax l)llY
illetis slightly 8speeded 1p)."

S01a11061 ' NNErE le~l the~t records, is it iiot. tu1lle that thier~e will be0
so1110 of th lilrgo husiesses wvhichi, 11ndeir tils patt em, w~ill actually

110l10 dol lail's out ill taxes be fore 1970 t han would be tie case0 if
hey) ollt i atd at Il 1'esoent I-ate.

For the record, that, is not true.
Sentor1 IENNE1'l. I hlae ee011 told thant at corporate ion withl a taxable

icomol of $10 million in 1963 would have at tax liability of $5,194,500(
ill 1966 11)17, and 11)68. Their payments will be $5,1262,850. Thltt is
abhoit, $t0,0(0 increase for those 3 years.

Secretly l)ij.o-. No. I will givle you the actual rates on that if
'oli -will al me lit' 1ollilit.

Thle 11(1 1111 eff'ect onl C~orort ionls witil $10 ullillioll taxable income
un11ler tlie Hollse bill iS its follows:

ITudeor tileN I)r1eseIlt. InlN they will l)IlY iL total, tlat is before tax
reduction, before speedup, they will pay a total of $5,195,000. Under
tilt' Ihotist' bill tlley will pay, less thuthalt. Th.ey will pay tile exact
!igilres tire, ill 1964 wollll tis first starts, they pay very ite less. It
iS prcti('lully iclontall, it is $5,192,000.

In 1)15 it. goes (Iown to $5,126,000, which is q70,000 less di101 in 190.
in 16its$,1t00,wihis $50,000 less t1hit1 in 1963.

i'1i11d1 s1an11( figure continues through 1968, and(1 in .1969 it. drolps to
$5,0011000.

l1 1970 it. is tile samlue, and t1ey got f11ir complete cnsh flow benefit.
ill 19)7 1, when it llo' s to $4,794,000.

This was vOrked out with great. care, and there is no 11s0on %vlly
any corporation should pay ainy more tax ill any year than it would
ot olerwise jrny.

Senallitor BvNNFru. Ae yrou 1101. assuming that wh'uen tley estimate
tloir tax tlley atle only going to pay 76 percent of it?

Scretary'l 1)iu,oN.' I 11 amS l11fli1n that, , and tile reason I am assun-
hug talit. is that we have had now some 6 or 7 or 8 years of experience
with this spweedup ill taxes, somispeeclnJ, and that is the figure tllat
0r1)orafit.ons pay. So I can see no reason why they will change their

l)1occdl lr Ls.
Seuntor 1ENNErrr. But eventually they have to pay tle hundred

porcoi .; (10 they notI
Se' etww'v DnrIrow. They pay3' that 1.11 following year; yes.
Senator 'bENNmr. Oh, so this is at-
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Secretary D)ILX N. This is it relief provision that was written in
in 1954 which is very proper anl which we have not changed in any
way. We ae continuing it. It says that a corporation complies if it
pays 70 percent of what it should lpay under the speedup.

'They are allowed this 80 percent margin of error, and most corpora-
tions, to be sure to fit in with that, pay about 75 percent. They have
found that works. They get in no trouble with the tax authorities,
and that, is business practice today and has been for the last 5 years.
There is no reason for it to change.

We have continued the same provision. So actually for a big com-
p1any, while there is a speedup to a current basis, there is this provi-
sion-because it is dillicult to estimate what current taxes are-and
we assume for the purposes of.-the'l-Wthiiy are current if they have
paid 70 percent of the taxes'that would be currently'due.

Senator IENN~,'. Alid you cole out finally with 30' *rcent of the
taxes unpaid at tfie orfd of each calendar -year, which add ilt the next
calendar year, and, then you spin t at ota t o'into the next calendar year,
and so on out? ...7 " \ )

Secretary DLLoo. Presently cor poratibns pay taxes under thisamne
system, and wliat will eventually happen will be that they will ay
a quarter of thl6ir estimate in Aprilanotler quarter in J.ne, a quafIter
in September a quarter in 1)ec bir.j Buf\thos' fouk quarters of
estimated ta. will only have to O 0pr ent hf tAi final tax. LThn
they have th right t adjust, (,l1oe t.iey find bt what their actual
ex;pendituresand actual earning at ,.b6 , a , you well know, a big
corporation ( oes not k ow on pceber Ip yli its earnings are.

Senator BE N ET'. lat is ri Lt,
Secretary I, ILON,. They have e e right to r tli remainder each

year either on arch 15 i i whole or o n arch 15 and June 1P. /
Most of the ig corporalons presently'plit tl is excessamount,And

pat half of it on lIarch 15 and ialf of it on June 15, dc I think they
will probably con t ue to do so \ \ /

Senator B4ENNETN But inll that year iot wIichl they make foudantici-
patory payments and\tw'o payments based on their past profit, they
are going to have to pay the equivalent of 100 percent 9ftheir tax?'

Secretary DILON. Theywill pay a full tax. /
Senator BENNET. Yes. ---
Secretary I)l.oN. They always pay a ull tax.
Senator BENNErr. When you add that in, do you not get a figure

which is higher than the present rate?
Secretary DI)noN. No, sir. That is what we figured out very care-

fully.
I would be glad to give you our table. I am sure it will convince

you that they do not, because the figures are perfectly clear.
Senator BENNETr. It will be interesting.
You have got to convince our staff, because these figures came from

them. They gave me these figures, that a $10 million profit at present
rates in 1963 would be $5,194,500; you used $5,15,,000, o it is approxi-
mately the same.

In 1966, 1967, and 1968, their payments would be $5,262,850. And
taking a corporation that had a profit of $12 million, the staff .says
they would pay larger taxes in 1966,1967, and 1968.
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Secretary Dl).oN. My only question on that is, these figures that
we have given you were also worked out with your staff and they
agree with them, so there must be a different assumption, and if they
assumed at 75 percent payment-

Senator BENNErT. [hey assume a 100 percent payment.
Secretary DILLON. Nobody will pay 100 percent.
Senator BENNETT. Oh, no; but the balance remains over, and has

the impact on the second year.
Now, if you are keeping all your years separate, then you can get

along with this.
Secretary DH,LON. I do not wish to prolong the argument. Our

table is agreed to by your staff as well as by ours. It is table 2 of
exhil)it 2 attached to my written statement.

Senator BENNE'1T. We will see if we can get you together.
Now my colleague from Illinois started to ask at question. I pulled

him off. I did not think this discussion would go on so long. I will
be happy to yield.

Have I taken you to the point where your question no longer has
any current application? If I have, I am sorry.

Senator DI)KSEN. This is a live and worldshaking exchange.
Senator BENNE'rr. That is good.
In your statement you say that the proposed tax cut should give

an impetus to put an end to the pattern of recession. I would like to
read what you said:

This is not to say that unless tax reduction is enacted-and enacted soon-
recession will necessarily follow. It is only to suggest that without the thrust
that significant tax reductions can provide, there is no basis in recent experi-
ence to predict or expect that the enonomy will break out of the disappointing
pattern of recent years.

On the other hand, a substantial across-the-board reduction in taxes should
give our economy the impetus it needs to put an end to this pattern of recession.

Do you want the committee to understand that if this one tax cut is
adopted, we are not going to have any more recessions?

Secretary DIru.o. I would like the committee to understand, to
make it a little clearer, that if we adopt this tax cut, we will have
adopted a fiscal policy which will mean that, while our economy will
move up and down, recessions will not be as pronounced and as sharp
as they have been in the past. We will be able to approximate more
nearly what has happened in Europe in the last 10 years, if not do
better-I do not see why the United States cannot do as well as or bet-
ter than other countries.

The countries of Europe by fiscal policies such as we are now recom-
mending have been able to avoid recessions. They have not had one
for 10 years in Germany, in France, in Italy. As I point out later
in my written statement, while this is a new experience for the United
States, it is only what is happening in other parts of the world and
I do not see any reason why we cannot do as well as they.

Senator BENNEr.. In 1954 we had a tax cut of about $7.5 billion.
Since then we have had continued deficits. We have had $26 billion
added to our deficit. We have had a recession which produced the
greatest single year peacetime deficit.

Now why should this tax cut be any different than that?
Secretary DILLON. The reason, I think is, a very simple one. In

1954 we removed largely the excess profits taxes, excessively high
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taxes t hat were put on to restrain consuml)ption luringg the Korean war,
but we made no attempt to attack the basic wartmne tax structure
Ihat came into being during World War 11, and that we have lived
with since. It is the highest direct tax structure of any country in
tle world with the possible exception of Great Britain.

Now the other countries have found that this sort of a tax structure
removes incentives and does not allow business to move forward.
Certainly I think that in this regard the National Association of
Manufacturers, of which I remember that you were once the
presid(ent-

Senator BENNETT. I a1 never allowed to forget it.
Secretary DILLON (continuing). Have taken a position which I

think is correct, that the tax load has been too heavy, and that the
private economy, with this heavy tax load, has not been able to per-
form as it should.

I agree with them, and I think that that is the general feeling of
business, and I think that this tax reduction will put our economy
and our tax rates into a more reasonable level that I think one could
call a peacetime tax system that we could live with. I think therefore
we will do better.

Senator BENNETT. Is i t not true that in the 1954 tax law we made
a 10-percent cut in personal rates?

It was not just removing the excess profits tax ?
Secretary D),LON. Yes, but those personal rates that were cut were

very high, and they had just been put up to this--
Senator BENNE'r. They were put up for the Korean war. They

were cut back in 1954. Also as part of that package we put in the $50
exclusion in the tax credit, which this bill eliminates.

Was that not incentive to investment ?
Secretary DILAoN. Unfortunately, no. It did not work that way.
What it was and the way it worked, and it worked well in this

respect, it mitigated the severity of the 91-, 92-, and 89-percent rates.
The benefits of it flowed well over half to high-income taxpayers,

and I think it. was a way to cut high rates. The Congress apparently
at that time did not feel in a position to cut these high tax rates the
way we are recommending now so they did it in a roundabout fashion.
They put that in.

The record is perfectly clear it did not stimulate investment in
equities. Indeed corporate financial structure today shows a greater
percentage in debt than it did in 1954 when this was put in. So it
certainly had no effect that way whatsoever.

Senator BENNETT. It certainly stimulated a lot of little people
to become stockholders.

Secretary DILx>N. That was not the credit. I think one element
that did that was the $50 exclusion, and in recognition of this the
House bill has doubled to $100. But there are plenty of other reasons
for that broad increase, including a rise in mutual funds and many
plans of corporations to sell stock on attractive terms to their em-
ployees, which I think is a very good idea and which we strongly favor.

Senator BENNETr. In your colloquy with Senator Talmadge, you
repeated what I think is in your original statement, that you expect
as a result of this tax cut and the expected stimulation of business
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alnd consumption that you are going to be able to balance thie budget
in 196(7 or perhaps 1968. That is 5 years ahead.

I just want, to make the point-
Secretary DlhI,ON. This is fiscal 1964: 1968 is 1 years.
Senator lIENNEI'T. Four years ahead.
The tax cut of 1956 did not produce any level of balanced budgets,

and we have had $26 billion increase in the deficit since that one
went, in.

So I wonder if it is fair to assume that a tax cut lihas that kind of
an effect.

Secretary DILON. Certainly it has been thle Iiistory that tax cuts
from high rates do stimulat e the economy, and do stimulate revenues.

I have referred in tlhe past to the history of tlie 1920's, (the state-
ments Imade by the eminent Secretary of the Treasury Andrew Mellon
in his annual reports, where he points out very clearly and succinctly
that reductions in tax rates that are too hi.hl lead to increased rather
than decreased Government revenues, and Y would )be glad to give you
those quotations if you would like to have them.

Senator IENN'Ixr. I know they are there, and 1 think you also said
the other day that Mellon was working against surpluses.

Secretary I)LroN. That is correct, at that time.
All I am saying is that tax reduction does stimulate the economy. It

certainly is also the result-it is what lias happened in Germany, it is
what lias happened in Austria, it is what, has happened in Jaian, it
is what has happened in all of these other count ries, which I say have
(lone a better job than the United States in the last 10 years in keeping
their economy fully employed and moving ahead.

Senator lBENNEr. Of course, is it not also true that Germany and
Japan were workil * up out of the rubble? The-i had a tremendous
backlog to go through , and it is my impression that at the present time
some of the problems that we have been facing here in tlie last few
years are beginning to show up in thie economy of these foreign
countries.

Secretary DIIION. It is certainly true, Senator, I agree with you
entirely that they started from there, and that is why I take a shorter
period, say from 1955 when their economic recovery was reasonably
completed.

But even if you want to take a more modern time, take it in the
last 3 years, thl last 4 years, this year, next year, their rates of growth
are considerably higher than ours and continually so, and one of the
reasons they have done it is because they have adopted tax systems
and they have made great efforts to use tax systems that would stimu-
late the economy and allow it to operate freely.

I think it is of a good deal of interest that thle present conservative
Government in the United Kingdom, a fter careful study, adopted the
exact same policy last spring, substantially reduced their taxes, and
the result has been a very sharp stimulation in their economy, and a
very sharply reduction in unemployment, which came even quicker than
they would have expected. But it is directly traceable to this.

Senator BENNE,'rr. I still am unconvinced.
I think the European situation is completely different from our own.

They have had to generate their whole capital structure. They have
also been able to undersell us in the world markets, which has accounted
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in part for tlie terme(ldouls rate of increase of their output. They are
jus i now beginning to run1 into l)bor dillieulfies. Theielr people were
content to work at lower wages ill order to get his thing started, and
with the memory of hlie (er'rible depressions they had gone through
l)ehind them.

Let mle return again. 1 do( not believe you want the comnilttee to
think that this tax cut, if adopted, will give the economy tlie impelus
it needs to put an end to the pattern of recession.

Now that mIeans to me 11r nmore recessions. This tax cut is the
key, either in size or in pattern, iand if we do thlis there will be no
1110'e re(essiolls.

Secretary )DJx. I think lthil I would maintain (ill t statement,
but I would qualify it a little differently. I do not menn that there
will never be any more recessions or that the economy will never have
lups and downs. As it moves ahead, the private economy is bound

to do that. That is inherent in its nature.
What I do mean is that the pattern of recessions every 30-odd

months that we have had in the last few years, and the steepness of
these recessions will be changed. We will break out of that. We will
Ie able to have much longer periods of steady growth, and when our
growth does slow up), lthe slowupl will be smaller than would have been
the case before.

We have shown perfectly clearly that progress can be made in this
regard. The difference between the last 10 years and the prewar
period is staggering, and I think we (an make further improvement
now in the same way as we made that improvement between the types
of things that hap opened in the early days of th-is century and carried
right through to the thirties, and which are no longer a part of our
economic pattern because of fiscal policies which we have adopted.

Senator BENNI:'xr. Of course one of the aspects of recession is
Iiunemployment.

We are making a tax cut off tle top of the business cycle and not
at the bottom. Yet our' unemployment still continues.

How effective do you think this cut is going to be in terms of num-
bers, if you woud(I like to take a guess, in reducing our unemployment ?

Secretary D)Tr oN. I think that is very difficult.
Senator E3NNErI'. I recognize that it is.
Secretary D)ION. All I can do is to fall back, I would say, on state-

ments of people who are most concerned. The labor unions, the AFL-
CIO, as I read into the record yesterday, indicate that this tax reduic-
tion would make a great contribution to reducing the present high
levels of unemployment.

Senator BNNE'rT. In order to reduce our unemployment to 4 per-
cent, we have got to put 1.3 million men back to work before we talk
about absorbing those that are coming in every yeLr.

Secretary DILryN. Unfortunately, I think the actual fact is that
you would have to put back many more than that, because history
shows that, as the economy increases and we become more prosperous,
there is a tendency for more people to enter the labor force and seek
jobs, people who do hot even try to look for jobs now because they know
it is hopeless. T doubt that 1.3 million new jobs would bring us down
to 4-percent unemployment. I think the job is even bigger than that.

Senator BENNE'PI. But you do not want the committee to think that
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this tax cut is going to provide sulicient incentive o that that can be
done within a year or so

Secretary DIxON. Oh, no.
'This will take a period of time. It should he perfectly possible for

this to )e accomplished in maybe 3 years, something of that nature.
But I do not think that we can rest on this tax bill at, all. I am

also fully convinced, as is tlie administration, as I think the great
majority of the Congress is, that we need to do a great deal more in
trying to attack problems of structural employment directly through
vocational training programs, things of that nature which are cur-
rently underway and which I think have to be st rengthened, and which
will operate much more effectively in an economy that is operating
somewhat near full employment.

Senator BENNE .rr. Now to tur to turn another phaso of this. some-
where-and I am sorry that I did not mark it-you indicated that you
think this might be--that one of the things that must happen before
this can be accomplished is provided expenditures are restrained.

Secretary Dn,LON. That is quite correct. That is for reaching
budget balance.

Senator BENNErP,. Yes.
Secretary DILTON. Obviously if you are going to take all the extra

funds that will flow through an expanding economy and spend them,
and spend more than that, you will not have a budget balance. You
have to have expenditure restraint at the same time. That has al-
ways been part of the President's program from the beginning of his
recommendation for a tax cut.

Senator BENNETT. When you were here on Tuesday, in answer to
some questioning you indicated that it is difficult to restrain expendi-
tures because of the defense and space programs, and that these were
the chief reasons why they had leen rising. I do not know whether
somebody, wllile I was away, raised this question of increased expendi-
tures by this administration outside of defense and space.

Has that been raised?
Secretary D)I.ON. No, it has not been raised except in the first day

when I pointed out that expenditures outside of defense and space
in the first 3 years of this administration have increased less than they
did in the final 3 years of the preceding administration, and that is
based on the budget estimate for 1964. I am sure that expenditures
are going to be less than that; so that record will be even more sharply
clear.

All I was pointing out was this: I think we can restrain expendi-
tures in defense. W e are beginning to this vear. But there lhs been
this big buildup, in defense and space, anA increases in interest on
public debt, that have been responsible for something between 70 and
75 percent of the total increase in expenditures in the last 3 years.

lWe have said as part of that that tlhe rise in defense expenditures
should be in effect over, and that should level out now, and we should
not foresee so much of that.

The question of space, certainly that is going to have a big increase
this year, because last year there was appropriated for space nearly
$4 billion, and there was expended only $2.5 billion. So they are just
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catching up on the appropriation level. I think there will also be an
increase next year, because it seems apparent that the Congress this
year is also going to vote another increase in the appropriation for
space, which means next year there will be a further increase in ex-
penditures there. But after that, that program should also level out.

It should then be much easier to control overall Government ex-
penditures in the absence of some unusual international incident that
throws all calculations out.

Senator BENNEIT'. I have asked my staff to prepare a table or a
schedule showing increases in the nondefense and nonspace sectors
of Government since January 1961, and they total $5,556 million, in-
cluding $732 million for increased interest.

Agriculture, $1,558 million; Commerce, $752 million; Health, Edu-
cation, and Welfare, $671 million.

Now we are in a pattern in which we look at space and defense and
say we, well we have to increase these expenses, and they overshadow
all others. But actually, the record of this administration is that it
is increasing its expenses outside of that field at a rate which makes
them a little less than 50 percent of the total.

I would like to offer that for the record.
Secretary DI.LON. Yes.
I would like the opportunity to comment on that when we see it

and make any comments on the figures that may be in there, sub-
mitting figures from the Bureau of the Budget that may clarify some
of those figures because certainly our record does not show anything
like half the expenditures coming from nondefense and nonspace.

Senator BENNETT. I am talking about increases.
Secretary DIrLON. Just for a quick figure, from fiscal years 1962

to 1964, which includes the 3 years 1962, 1963, and 1964, defense, space,
and interest will increase something over $8 billion. All other ex-
penditures will increase about $2.5 billion.

So they have increased something less than 25 percent of the total,
not 50 percent.

(The chart referred to follows:)

Expenditures by flacal year

(in thousands]

1001 1962 1063 Change, 19 1-63

I'ercent
Nondefenso international affairs--...-----. $2,500 $2,817 $2,874 +$374 +14.9
Agrcultur............................... 5.173 5,895 6.731 +1,558 +30.1
Natural resources.......-- ...---.......-- .. 2,006 2,147 2,380 +374 +18.6
Commerce transportation ................. 2,573 2,774 3,325 +752. +25.3
IHousing and community dovelopmen..... 320 349 525 +205 +64.0
Health, Inbor, and welfare-......---------. 4.244 4, 24 4,915 +671 +15.8
Education................................. 934 1,070 1.301 +427 +45.7
General government..................... 1,709 1,875 2,041 +332 419.4
Intoret- .-................... ..... ..... 0,050 9,108 9.782 +732 +8. 0
Veterans benefits.......................... 5,414 5,403 , 545 +131 +2.4

Total........ ........................ 33,23 ............ 39.479 +5,656 +15.9

Defense .................................. 47,494 51.103 53,004 +5.510 +11.6
Space....................................... 744 1,257 2,400 +1,656 +222.5
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(After reviewing the preceding table, the following material was
supplied for the record by the Secretary of the Treasury:)

CorMMEN'I PIIEPAIIEI) BY BUREAU OF THI BUI)OIT

Several comments can be made about Senator Bennett's statistics us relatedC to
the current fiscal situation and about the difference between his figures and oth-
ers that the Treasury has previously cited to the committee.

(1) Senator Bennett's figures are based on the actual ladmlinistrative budget
expenditures for fiscal year 1961 and the estimate of expenditures for fiscal year
1963 which appeared In the budget last January. However, preliminary actual
figures for fiscal 1963 are now available and are preferable to the outdated Janu-
ary estimates. Using the actual data, tho figures showing increases for defense
and space as opposed to all other activities are as follows:

lc'rease It admin istrative budget expenditures

Fiscal 1001 to fiscal 1903,
actual

In millions Percent of
of dollars total increase

)efense and space........................................................... 7,057 03.7
All other functions.......................................................... 3,877 35.0
Interfund transactions ... ......................................... .......... 141 1.3

Total.................................................................. 11,075 100.0

It will be seen that the Increase for defense and space between 1961 and 1963
represents 64 percent of the total increase during this period, while the increase
for all other functions accounts for only 35 percent of the total rise.

If we add to defense and space, the unavoidable interest charges on the public
debt, we find that this category accounts for 72 percent of the increase in admin-
istrative budget expenditures between 1961 and 1963.

(2) As has been noted previously, the budget submitted by the President
last January provided for a reduction from 1063 to 1004 in total expenditures
for programs other than defense, space, and interest charges.

As evidence of the President's policy of applying strict tests of urgency to ex-
penditure proposals, the current estimates for fiscal year 1964 indicate that
the increase in administrative budget expenditures for defense, space, and in-
terest from fiscal 1001 to fiscal 1964 represents 74 percent of the total increase.
Over this period, expenditures for all other purposes combined will rise by $3.8
billion compared with an Increase of $5 billion over the Ipreceding 3 years.
These figures are shown in the attached table.

'Changes in administrative budget expefditures, fiscal years 1958-61 and 1961-64

(Dollar amounts in million]

Budget exj)endltures Increase (+) or decrease (-)

1968 1901 1964
actual actual current 1958-01 1961-64

estimate

Percent Percent
Defense, space, and interest.... $52,012 $57,288 $69,376 $5,276 62.0 $12,088 74.2
All other functions............. 19,023 24, 882 28,728 4,959 48.9 3,840 23.
Allowances:

Comparability y a adjust-
ment ................... .................. 200 .................... 200 1.2

Contingencies........................ 175 .................. 175 1.1
Interfund transactions (-).... -667 -854 -679 -87 -. 9 -25 -. 2

Total, administrat' ve
budget expenditures... 71,369 81,515 07,800 10,140 100.0 10,284 100.0
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Senator BENNErT'. I think these figures are the President's request
rnt her than the action of the (ongress ?

Secretary )ILLON. So are ours.
Senator BENNE'T1'. My figures show an increase of $5,556 million

since tie first of 1961, and they are divided among the various agencies.
Another tin thi tll t bothers me about this idea of restraining ex-

penses is the slory in this morning's Post which in turn is a story
written on the basis of your conversation yesterday with Mr. Gore in
part. It says-fhe heading is "Depressed Area Relief Bills Delayed.
Passage of Tax Cut by House Blamed."

An economy move engendered by the administration's tax (ult program Ip.
Iprently has stalled until next year-

underlin ing-
until next year.

A IIouse vote on two measures to relieve unemployment. 'IPie in1 s w\onu
authorize the Area Redevelopment Administration to make an added $.$1i mil-
lion In loans and grants to depressed areas and would apply $900 million for the
accelerated public works program.

Now, is this the way we are going to restrain expenses, just postpone
them until after te t ax bill is passed

Secretary DILLoN. A restraint in expenditures, in the first place,
does not necessarily mean that there will never be a new program. It
means that the overall total of expenditures will be restrained.

There may be decreases in some areas and increases in other areas.
I do not know where the reporter got that idea.

I do not for myself base my opinions as to what the Government is
going to do on newspaper stories. I find that sometimes they are ac-
curate and somet times they are not.

What I do say is that there will be the greatest restraint in recom-
mendations of the Executive, and in this bill, which I think is quite
proper, the Congress has taken a strong position that they will try and
rest rain expenditures.

I think that is just as necessary because, after all, not one plenn of
expenditures can be spent 'by the Executive that the Congress itself
has not appropriated.

Senator BENNErr'. This story that the tax bill got through the House
on a promise that the ARA bill would not be brought up1 for a vote has
been floating around ever since the tax bill passed the House.

Can you give us any assurance that the administration will see to it
that this additional $455 million for ARA will not be passed next
year?

Secretary DILLON. No; I cannot give you any assurance that it will
not be passed. It may well be the Congress will decide they want to
pass it.

What actually is going on right now is that a committee of the House
of Representatives decided that they wanted to hold hearings on this
accelerated public works bill to increase the appropriation for that.
This is not desired by the administration, has not been suggested by
the administration, but the Congress seems to think the program is
attractive, at least that committee did, and is having some hearings
on it.
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Now I do not know what Congress is going to do next year. It will
depend on the employment situation; it will depend on the general
situation.

Senator BENNE'IT. When the ARA bill was up in the Senate, the rec-
ord shows that they have only spent about 25 percent of their present
appropriation. They still have something like $150 million which
they can draw on, and now the administration proposes nearly half
a billion dollars more be made available.

It seems to me this is a symbol of this question of restraint of ex-
penditures. This is not something Congress has thought up. This is
a program of the administration and, as far as I know, has its backing.

It has certainly had its backing-
Secretary DILLoN. The area redevelopment program did, because

that was aimed at local spots of unemployment, and it was felt that
sort of program can be useful.

I do not mean to give any impression that a policy of expenditure
restraint is going to mean that there will never be any programs de-
signed to aid particularly depressed areas in this country. I do not
tlink that would be good policy.

But what I do say is that the overall total of expenditures--I am
not taking anything except the overall total of expenditures-they will
be restrained, with the cooperation of the Congress.

I may say this is probably the first year that the Congress has taken
for some time the strong position that it has taken. I think the
debate in the House made this clear, that many of the Members there
felt that by adopting this tax bill, they were committing themselves to
a policy of greater expenditure restraint, considerably greater than
they had exercised in the past.

I think that that will be the case, and I am perfectly confident that
with the passage of this bill we will have a situation where the Presi-
dent's pledge to exercise expenditure restraint will have full coopera-
t ion from the Congress and will be carried out.

Senator BENNE'I'. Now, Mr. Chairman, I would like to move on
to another area. briefly.

Do you feel that this tax cut will stimulate the economy more than
increased spending, which would have produced a deficit of the same
size without a tax cut?

Secretary DILLoN. Yes.
Mv own feeling is that a tax cut is more effective; that is the adminis-

trat ion's feeling. That is why we chose this route. We think this is
a more effective route.

We wish to give the advantage and give the opportunity to private
industry to help eliminate unemployment. We think they can do the
job if the shackles of this repressive tax system is removed from them,
and we are glad that the House of Representatives concurred, and we
hope the Senate will.

Senator BENNE'TT. By the statement regarding its effect on reces-
sions and the idea that the tax cut will be more effective as a stimulant,
what will happen if the economy is not stimulated ?

Is the administration putting itself in a "heads I win, tails you lose"
position so it can say, "Well, you did not give us enough" if the econ-
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omy is not stimulated, "and it is the fault of thie private sector for not
picking up tile ball"?

Secret ary DI LON. No; not at all.
We are giving to the private sector the chance that it has always

asked for, if I may return once more to the National Association of
Manufacturers. 'They have asked for it for many, many years. We
are confident that, with this less repressive tax system which we think
will be a fair peacetime system, the economy will operate in a more
effective manner. We can have confidence not only because this is a
general view of those who operate businesses, or who are labor leaders,
or economists throughout the country, but also because this has been
the effect in many countries abroad.

So, therefore, there is just no question but what this will be effective.
Senator BEINNETT. Because you have returned to the National As-

sociation of Manufacturers, just to get the record clear, are they
satisfied with this t ax bill in all its pattern?

Secretary I)nLON. I do not think any organization of that nature
is satisfied in all its aspects, but I think they strongly support tax
reduction now as they always have. They would probably like the
rates slightly different in this bill, but I think they feel that this goes
a long way toward what they would like.

Of course, as you well know, their program calls for a tax reduction
about twice the size of this. This is only a small first step toward
what they would like to see. We felt that their overall program,
which is spread out over a longer period of time, was one that it was
a little dangerous to take at this time. We do not think we can go that
far; so we have adopted a program that goes only about halfway
where they would like to go.

But I think that they would think this was a substantial step in
the general direction toward which they want to go, and they would
favor such a step.

Senator ]ENNEr. Of course, I assume they will have a witness be-
fore us who will point out the differences.

Secretary DILLON. He will point out all the ways this bill can be
improved, I am sure.

Senator BENNETT. That is why we have hearings.
There will be a deficit to which this tax cut will add the beginning

lease.
Do you believe that it will be possible to finance this deficit outside

the banking system ?
Secretary DILLON. So far, we have done so, and I think that we can

continue to do so to the extent that it is consistent with the develop-
ment of the economy. The choice of methods of financing the debt
have to take into account the overall needs of the economy for credit,
and we have tailored our financing efforts in that direction.

Now, what has happened is that, as of now, the commercial bank-
ing system has some $2 or $3 billion less in Government holdings today
than it had in January 1961 when we started our management of the
public debt.

Senator BENNETT. You have done that of course by increasing the
amount held by private individuals.
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Secretary DI) .I.,o. P'rivalte individuals, pension funds, savings and
loaii institutions, other inst itutions that are not commercial banks..

Senator B.Ilhxxwrr. 'o ( he extent that (the reductions generated )by
(his bill iare going to be required to hell) finance the deficit created by
tlie bill in order to maintain your present policies, the stimulation of
(he bill will be reduced; is (hat a fair statement?

Secretary DIaLLO. I think this is a question which has tobe handled
very carefully as we move along.

(Certainly at present there is an excess of savings that has not. been
able to find ready employment, so it has been very easy to finance the
Govern en bt t t t relatively long term.

'There is now some $20 billion of debt over 5 years outstanding
more th an there was when we first took over (his jobl. Certainly if (he
economy advances, there comes a great need for credit, as you pointed
out there might and as we would expect there should, then that will be
less easy to do and we will have to tailor our financing to lhe situation
at (tle time in conjunction with Federal Reserve monetary policies.

Senator BNNEs-I'. But that is one of the factors or one of the forces
that may absorb part of this tax saving, and if it does, to tle extent
(hat it does, the stimulation you are counting on will be reduced.

You say, talking about inflation:
'Whether inflation occurs depends on the state of the whole economy, Int just

(in the Federal budget. It can be due1 either to an excess of demandd over supply
or to a situation where costs of production rise more rapidly than productivity.

I think you and I will agree-well, I will put it another way. You
have made the point hat we have excess and unused lpr(oductive
facilities, so there is no excess of demand over supply , and in our
conversation earlier you indicated that you did not think that the
costs of production liad risen more rapidly than productivity.

Youi summarize in your statement:
lFor the past ." years neither type of inflation lhas been present In our economy.

In tlhe past 5 years our price level has risen 5 percent. What caused
it if neither of these things did ?

Secretary Dl)t,oN. In the first place, it depends what you mean
when you talk about price level.

'The( price level which is most indliat ive of general inflationary con-
ditions is tlie broad Bureau of Labor Statistics wholesale price level.
That has not risen. It is about 100.7 percent now of the 1957-59
a verage.

There has been an increase in the consumer index.
Senltor BElNNI e'. It is the consumer index that lhas risen 5 percent

in 5 years.
Secretary DILLox. It is a fact of our type of economy where services

have taken a much greater position in the economy than they used to
that it is inevit able that there will be some increase in consumer price
indexes unless the level of wholesale prices actually declines.

We have not had an actual decline. They have'stayed level. So
therefore, we have had a modest increase in the consumer index.

Those experts who have studied the consumer index also have com-
monly criticized it from the point of view that it does not take enough
account of the improvement, the grading up in individual items that
enter into it. It is a very difficult thing. I am not critical of the
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people who put it together. It is a very hard jobt to do. It just does
not 1do it, colmpqletely. They revise it every so often, every 10 or 15
years, and they try to take accouIt, of this sort of thing.

A certain proportion of tle 107, which I think is related to the 1957-
59 base, (he latest level of lie Consumer Price Index, undoubtedly
represents increased values andl(1 lb ler services ,that should cost more,
so that there is, I think, a general feeling that; this does not represent
inflation in any way.

Certainly it. is the best record of any consumer price index of any
of the industrialized countries in tlie last 5 or 6 years, with lie sole
exception of Canada, which has a similar record to ours.

Senator HEJNNE'r. lButl every time I(le coIns'lmer index rises 1 per-
centiage point, the Ipurchasing power of thel American people drops
$4.5 billion.

Now we are going to give them a tax cut, which will put, in thle first
year about $6 million in their pocket, and we assume this is going to
be multiplied. Yet at the present rate we are making about $4.5 billion
a year away from Ihelm.

Secretary D)IrLON. No, we are not. taking anything away from them.
''The real measure of what they get is ltie measure of physical output

and physical consumptionn. It may be the Federal Reservve Indiex of
industrial production is (lie best, index of that, or ihe deflated figure
for (tle gross nat ional product, which shows how you go ahead.

The fact is that current prices do have a minor upward bias, and
that therefore when we say our gross national product, increases by
4 1/ or 5 percent in a year, actually the amount of goods and services

physically that the people have hold of do not increase that fast. They
increase 3, 31/. or 4 percent, or whatever tlie figure may be, but about
I percent less than tiis dollar figure. But nothing is being taken
away from anybody. 'Ihey are just not getting quite as much as these
figures would i1nd icat(e Ihey are getti ng.

Senator ' BNNE'rT. Let's put it this way: In order to get as much
as they had last year, they are going to have to have $4.5 billion more
money to spend, if we continue to have a rise of 1 index point a year
as we have had over the last, 5 years?

Secretary DILON. Oh, yes.
All )ersonll income this year in lie last 12 months is up $21 billion,

so therefore they are $15 or $16 billion better off than they were last
year, which is (ptito considerable.

Senator BIWNNm'r. If they are that well off thle $6 billion then falls
into the same relative pattern as the $4. 1 billion of purchasing power
that they are losing, and this is my point.

This is one of those things that is going to offset the stimulating effect
of a tax cut.

Secretary DIlr . We are now getting into rather abstruse eco-
nomics. I do not think it will offset that, but for tie record I will
be glad to submit a brief statement as to why it will not at this point.

(The following material was supplied for the record:)

EFFECT OF INFLATION ON STIMULATION TO TII ECONOMY FROM TAX REDUCTION

I should like to make the following points. First, if there were a 1-point rise
in the consumer price index, and If this were a true measure of declining pur-
chasing power of the consumer dollar (which I do not accept for reasons cx-
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plained below) it would be a 0.93-percent increase in the cost of living. This
number is derived by dividing the index' present level of 107 into a 1-point
increase. Total consumption spending in 1962 was $355 billion. If we apply
the 0.93-percent factor to $355 billion, the "loss" would be $3.3 billion rather
than the $4.5 billion estimate he uses.

But both these estimates miss the mark. As I stated earlier, a 1-point rise
in the consumer price index should not be equated with a 0.93-percent increase
in the true cost of living. It was recognition of this point which caused the
Bureau of Labor Statistics, to drop the term "cost of living index" and call
it a consumer price index. In view of the conceptual difficulties of constructing
index numbers, such a rise can reasonably be attributed to quality improvements
which are reflected by prices. Would consumers, for example, on the whole
prefer to travel across the country in a piston aircraft of 5 years ago in prefer-
ence to a jet of today, even though the jet fare may be slightly higher than
its predecessor? Have there not occurred, during the past 5 years, substantial
improvements in the quality of medical and dental services, if only because
of better (but more costly) equipment and drugs, to say nothing of the increased
knowledge of doctors? This last point is particularly pertinent since it is the
services sector, which reflects labor earnings increases, which is responsible for
the most of the increase in the consumer price index.

The point I wish to make is not to criticize the consumer price index, but
to suggest that a slight rise in its level is not ground to assert that a "loss"
of consumer purchasing power has occurred. I think people who are knowledge-
able about the construction of the consumer price index will agree that a rise
of 1 point, or even 1% points, a year in such an index can well be taken to
reflect comparable improvement in the quality of things consumers buy.

Finally, I should like to make another point. In the Joint Economic Commit-
tee estimate of the ONP Aese of $40 billion which this tax bill will cause, it was
explicitly assumed that the consumer price index will rise by about 1 point a
year. I would maintain, however, that the assumed increase in the consumer
price index reflects the trend of quality improvement I spoke about earlier, and
hence is not a real loss. I want to add further that if an actual price level
increase should occur, the money GNP would then be even higher although the
gain in real output would be the same.

The error lies in attributing a real loss, in terms of physical goods and serv-
ices, to inflation. This is not the problem of inflation since there is no such
loss. The evil of inflation is that it redistributes real income and wealth be-
tween individuals and groups. Inflation makes some people worse off; others,
better off. And it does so in a capricious manner. We intend to maintain a
stable purchasing power of money in order to prevent such inequity. But in
recognizing such a redistribution effect of inflation, we should not treat it as
a loss from our total output of goods and services.

Senator BENNEITT. I have just one more question in tlis series, and
this again goes to the tables you have on page 12 and page 13 in your
statement.

You show a decrease in tax liability for calendar year 1964, a
projected decrease in tax liability of $7.75 billion.

Then you show that you only anticipate budget receipts will be
reduced by $2.190 billion, and then you say:

These estimated reductions in budget receipts are based on calendar year 1963
estimated income levels, and are computed before any account is taken of the
stimulating effect on the economy.

Now you have lost about $5 billion for me somewhere, and I would
be grateful if for the record you would reach out and get it.

Secretary DIuTON. That is one of the easier questions you have asked
me Senator.

The table on page 12 refers to calendar year tax liabilities, to the
calendar year 1964 beginning January 1, and ending on December 31.

The table refers to the fiscal year receipts which began last June 30
and end next June 30.
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As a simple example, there is a corporation reduction in liabilities
in 1964 of $1.320 billion, and no corresponding reduction in receipts in
the fiscal year 1964, because the funds we get from corporations in
fiscal 1964 are based upon their 1963 earnings, not their 1964 earnings.

So it is the difference between calendar and fiscal years, and also in
withholding rates. A change in withholding rates, In 1 calendar year
would only be in effect for 6 months of the fiscal year, which is the
reason that the individual rate is much less. It comes to somewhat
less than half of the total.

And, finally, on the question of revenue raising structural reforms,
all of them will take effect on January 1, but they will be effective in
the taxes which people pay on their 1964 income mostly in 1965. It
might be that someone would be smart enough to figure this out in his
estimate that he makes, his advance estimate in April of 1964, what
that effect would be. But the record of 1954 is that nobody does that.
They wait until the end of the year, and they figure out what the fact

.is. So therefore the structural provisions that show calendar liabili-
ties come in as fiscal year receipts in the following fiscal year 1965.

So that is the reason for the difference between those two figures.
It is a relatively simple concept.

Senator BENNETT. You are saying then if this schedule were ex-
tended to include the last half of the calendar year 1964 and the first
half of the fiscal year 1965, that the total, the two totals would be---

Secretary DILLON. They would be nearer together.
Senator BENNETT. Nearer in balance?
Secretary DILLON. They would be nearer in balance.
Senator BENNETT. Yes.
Secretary.DITroN. The calendar year liability of 1964 is $7.75 bil-

lion, and you go over and you see that fiscal year 1965 is $7.95 billion,
somewhat larger, but roughly in balance. The calendar year figure
here that we show for 1965 of $11 billion will largely show up in fiscal
year 1966.

Senator BENNETT. Have you worked up a chart or a schedule show-
ing your estimates of the'pattern under which this stimulating factor
will come into the picture to lead you to a final budget balance in
1967 or 1968

Secretary DILLON. No; we have not done that.
In some detail, we give the figures here which we have arrived at

for fiscal 1964 and fiscal 1965. Thereafter we have not done it in
the same detail, but have assumed that the economy will continue to
advance at normal rates, that we will not have a recession as a result
of the stimulation from this tax reduction, and that there will be
restraint on expenditures. I think it is really not of much practical
use to try and work that out in detail.

We have the Joint Economic Committee of the Congress, which
probably is as competent as anyone else in this field, which did make
a study of this and made a report that tax reduction would stimulate
gross national product by about $40 billion when actually effective.

I might give you one figure which would be of interest to you. In
tlhe area where we had to make more definite estimates, which is
for 1964 and 1965, we have assumed-and we did this early when
we were making these assumptions last spring-that if the tax bill
went into effect as the House bill provides, there would be a stimulus
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to our gross national product during 1964 of $12.5 billion. Our figures
are based on that, that the gross national product be $12.5 billion
higher with the tax cut than it would have been otherwise.

We were rather pleased and pleasantly surprised when we read in
the paper the other day the estimate reached at the annual meeting
of the National Association of Business Economists, the combined
estimate of several hundred lead ing business economists representing
all the major companies of the country. They were asked as an exer-
cise what they felt the effect of the tax cut would be, and their com-
bined judgment was that the tax cut would add $12 billion to the
gross national product in 1964. It is nearly identical with ours, and
gives us some strength and confidence in our figures.

Senator BENNETr. Mr. Chairman, I have kept the Secretary past
the witching hour of 12, and I have also monopolized the time today.
I did not think these questions would run out so long. I still have
some more.

I recognize that my colleagues have been sitting here too long.
What is the chairman's wish?
Senator LoNG. Well, I thought we would continue along here if

the Secretary had no objection, until about 1 o'clock, and then come
back about 2 o'clock. I hoped we could dispose of the Secretary's
testimony, finish with the Secretary's testimony today.

The Director of the Budget has been waiting to testify. I have been
under the impression that it would only be about a half hour of testi-
mony by the Secretary today, because I thought that most Senators
had finished their questions.

If the Senator wants to continue, I suggest lie go ahead and we will
continue to about 1 o'clock if the Secretary is willing to stay that long,
and if that would be convenient to the Secretary we could come back
about 2 o'clock.

I would hope we could conclude with the Secretary's testimony
rather than have to call him back.

Senator BENNErr. The other questions that I have are not directly
related. I can make a break.

I would be happy to yield to either of my colleagues on the left
from now until 1 o'clock and give the Secretary a little bit of a rest
that would come from fencing with another brain than mine, and then
let the others of my colleagues start at 2 o'clock and then maybe I will
either repent and ask no more questions or condense what I have and
I will come back a little after 2 o'clock.

Senator LoNG. If the Senator would like, of course lie could submit
some of those questions and permit the Secretary simply to answer
them for the record in connection with his testimony, and ask the ones
lie thinks are most pressing. Otherwise, he can ask them all.

Senator BENNyr. I certainly have not any number of questions
which would continue my questioning anything like the amount of
time I have had this morning.

If it is all right with the chairman, I would like to withdraw and
let my colleagues here take up now and I will look at my remaining
questions over the noon hour and try and either condense them or wipe
them out.

Senator CuRns. I will yield to the minority leader.
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I do not know where this idea that the questioning might end in
30 minutes arose. I have not had a chance to question yet this week.

Senator LONG. At the time we concluded yesterday, every Senator
who was present had the opportunity to ask the questions that he had
in mind. It was understood that the Senator from Utah wanted to
ask some questions, and also the Senator from Georgia wanted to
ask some questions.

We were under the impression that that would be relatively brief.
But of course the Senator is not bound by the impression of the chair-
man, who was Senator Byrd at that time, the impression that he had
about tlo matter.

I guess we will accommodate the Senators the best way we can.
Senator DIRKSEN. Mr. Chairman, I have-
Senator LoNo. No one is trying to hold anybody to any impression

we might have had. That was just an impression.
I would hope if it is agreeable with the Secretary of the Treasury

that he come back and be available to the committee for a few hours
this afternoon.

Secretary Dl)LLON. I would be glad to come.
Senator LONG. We had hoped to hear the Director of the Budget

today, and I do not believe that is going to be possible. We will have
to call him at a later date, I suppose. But at least we might conclude
with the Secretary of the Treasury's testimony. He has some other
legislation to testify on in connection with.

In addition, lie has some very important responsibilities in his own
office.

The Senator from Illinois.
Senator DIRKSEN. Mr. Chairman, some of my questions will no

doubt be redundant with questions asked by the others, but there is
an item on which you may want to furnish some information for the
record. It will relate to Treasury financing at the time this bill
becomes effective.

I notice you testified before the Ways and Means Committee that
those figures were more applicable to calendar 1962 than to 1963 and
beyond. But that I mean this: Refunding and financing and refi-
nancing requirements, what they- would be and about when those would
come.

What is running in my mind is this: That you will be in the capital
market competing with corporate enterprises for funds if the expan-
sion foreseen in this bill is going to do the job that you anticipate.

Now I cannot imagine that from internal resources they would
have funds enough for expansion, renovating obsolete plants and
equipment or building new plants, providing new equipment in some
cases, going in for automated equipment. But what is going to be
the impact in the face of a $9 billion deficit in 1964 and 1965 to do all
that financing and still be competitive with private enterprise in
the capital market ?

Secretary DiTLoN. I would be glad to furnish for the record the
amount of refundings and the schedule in those years.

We have pursued a policy of advance refundings and prerefundings
which have cleared out a great deal of the debt over the next 2 or 3
years, so we do not face heavy maturities, so to that extent our job
will be considerably simplified.
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(The following material was supplied for the record:)
The following table shows the interest-bearing public marketable securities as

of October 31, 1963, which fall due in fiscal years 1964 and 1965, excluding reg-
ular weekly Treasury bills which are now outstanding in the amount of $38.7
billion. In addition to the rollover of these weekly bills and the refinancing
of the maturities shown in the table, the volume of Treasury financing during
the remainder of fiscal years 1964 and 1965 will also include new-money bor-
rowing, parts of any issues shown in the schedule refunded into short-term
securities falling due in the period covered, and the possible advance refunding
of issues not shown in the schedule. However, the financing volume during the
period will exclude any payoffs of maturing obligations.

Schedule of interest-bearing public marketable securities maturing in fiscal
years 196/ and 1965 outstanding Oct. 31, 1963

[In millions of dollars]

Amount of maturities

Held by-

Year and month U.S. Gov-
of final maturity Description of security ernment

Total invest-
ment All

accounts other In-
and vestors

Federal
Reserve
banks

1963: November.. 8-percent certificate, Nov. 15, 1963-D---- ---------.. 4,554 3,759 795
4%-percent note, Nov. 15, 1963-C...........--- ...-- ... 3,011 362 2,650

1964:
January.....-. 3.015-percent bill Jan. 15, 1964.......----------...----------- 2,496 154 2,342
February.... 3-percent bond, Feb. 15, 1964....---- ----- 1,634 112 1,522

3-percent certificate, Feb. 15 1964-A..---.-------..-. 6,741 3,923 2,818
March-...... 3.537-percent tax anticipation bill, Mar. 23, 1964..--... 2,001 ....--...- 2,001
April ....-.... I-percent note Apr. 1, 1964-EA...-----...------- 457 .. 457

3.062-percent bill Apr. 15, 1964..---.------------- 2,501 216 2,285
May....3.... 3H-percent certiicate, May 15, 1964-B.....--....... 4,198 3,287 911

4%-percent note, May 15, 1964-A...........--------. 4,400 2,846 1,554
331-percent note, May 15, 1961-D...- -------.......... . 2,016 281 1,736

Total, fiscal year 1964.....--.......--------..-.. . 34,009 14, 940 19,071

July-......... 3.582-percent bill, July 15, 196..--......-------.... . 1,998 64 1,934
August....... 5-percent note, Aug. 15, 1961-B.----------........ . 2,316 223 2,093

358-peroont note Aug 15 164-E..........----------- 5, 01 1,739 3,279
3.575-percent bill, Aug. 31, 1964.-..............------ 1,001 27 974

September... 3.686-percent bill, Sept. 30 1964...--- --..- 1,001 15 986
October --. I-percent note, Oct. 1, 1964-EO4..-....-- .-- - -------0 ---- 490
November.. - 3-percent note, Nov. 15, 196-F..------------------- 6,98 4,149 2,249

4%-percent note, Nov. 15, 1964-C.............-- ....- 4,195 2,331 1,865
1965:

February.... 2 -percent bond, Feb. 11965-......---------.. 4,682 584 4,099
April-..3..-- -percent note, ApF. 1, 965EA. -.---.--------------.. 466 15 451
May.-4--. -percent note, May 15, 1965-A .....--- ------------. 2,113 428 1,685

Total, fiscal year 1965 ....... ................. 29, 679 9, 575 20,105

I Excluding regular weekly Treasury bills.

Source: Office of the Secretary of the Treasury, Office of Debt Analysis.

Senator DIRKSEN. And then there is one other question on which
there may be some figures.

The experience with consumer saving let us say for a 10-year period,
how much they actually do lay aside, whether it indicates a pattern
and whether, if there is a tax bill, that pattern would continue and
that consumption expenditure would not be the expectations that you
have in mind.
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Secretary DILLON. We would be glad to give you those figures.
They are readily available.

(The followirg material was supplied for the record:)
The record of consumer expenditures over the past 10 years is as follows:

Percent of Percent of
consumer ex- consumer ex-
penditures to pendlturesto

disposable disposable
Income income

(percent) (percent)

1951 .................................. 2.2 1057----------------...... - --------------....... 92.4
1952.............-----................... ------------------- 92.1 1958------------------------------ 92.2

1954.------........------------------------.............. 92. 100 0---.-------------...-----.....---------- 94.0
19....-------.......------------------------...... 93.6 1901-------------........---..........--------------- 93.0
195--.......----- ...--- .....---.... .. 92.1 1962................................. 93.2

Source: Economic Report of the President, 1963, p. 100.

We consider this as representing a very clear pattern that consumers continue
to spend about 92 to 94 percent of their disposable after-tax income. They can
be expected to continue to do so. It is of interest that the percentage of expendi-
tures rose rather than declined in 1954 and 1955, the 2 years following the
effective date of the 1954 tax reduction bill.

Secretary DILoN. The most recent indication of what might hap-
pen is the recent survey by Michigan University, which has I guess the
most widely known survey of consumer expectations, and they did ask
this question, and the great majority of the respondents said they
would spend the funds.

Senator DIRKSEN. Now in your statement you express the conviction
that this would improve our situation insofar as the gold imbalance
is concerned.

I would like to see some amplification of that, because I have some
doubts that through tax bill you are going to improve this situation.
It is rather distressing as it stands today, and unless there would be
an improvement over and above the figures I have seen, we are running
at an annual rate of about $5.2 billion outflow as I recall.

That may have been bettered somewhat, but I think there ought to
be some emphasis on exactly how this is going to affect the gold
imbalance.

Secretary DILLON. I will be glad to do that.
The basic reason that we think this is important is tnat capital flows

have assumed a much greater importance in balance of payments than
they have in the past because of the more integrated world markets.
It is vitally important to increase the attraction of investment here
in competition with investment elsewhere.

That is what we are primarily relying on, as well as the moderniza-
tion of our industry at a more rapid rate, which would help to hold
down costs.

I might say on this, which is I think a matter of interest, that there
is a unanimous view without exception among the leading financial
authorities of Europe who are very much concerned naturally with
our balance-of-payments deficit, that the single most important action
we can take is to pass this tax bill, and that was made very clear in
their various conversations when they were here at the time of the
IMF meeting.



420 REVENUE ACT OF 1963

It is contained in the rationale of the annual report of the Bank for
International Settlements, of which many governors of European cen-
tral banks are directors. They approved that report.

For that reason, we think this is highly important, but we will be
glad to give you a further and a more detailed explanation.

(The following was later received for the record:)

EFFECT OF TAX PROGRAM ON U.S. BALANCE OF PAYMENTS

The President's tax programs' and related economic policies are aimed at
achieving a rise in domestic activity characterized by a sizable expansion of in-
vestment in new machinery and equipment, greater inducements for venture capi-
tal to introduce and market new products and to utilize more efficient processes,
and a fuller utilization at home of our domestic savings potential, with mainte-
nance of the overall price stability of recent years. While it is difficult to esti-
mate these effects in specific quantitative terms, we believe the tax program,
by stimulating a more rapid rate of growth, a rising level of employment, and an
increase in disposable consumer income will thereby increase the profitability
and greatly stimulate the volume of new investment in this country. Such an
increase in the profitability of investment will constitute not only a strong mag-
net for the employment of U.S. savings, but will also tend to attract investment
capital from foreign countries. And outflows of capital investment, which have
contributed importantly to our balance of payments, should be significantly
reduced.

Capital has tended to flow to foreign countries in large volume essentially be-
cause investors see more profitable opportunities for employing their funds
abroad. At the same time, the flow of foreign capital to the United States has
remained relatively small. More buoyant condtions at home will be reflected
in higher profits and a vast increase in investment opportunities. Domestic
businesses and other investors will find more favorable opportunities for em-
ploying their funds here-and foreign investors, who are increasingly free to
place their funds abroad, will wish to take advantage of the greater opportuni-
ties ddvelopjng to invest in the United States, helping to close the gap in our capi-
tal accounts from that direction.

At the same time, firmer conditions in the domestic credit and money markets
will facilitate the task of keeping our shorter term interest rates in reasonable
equilibrium with those prevailing in the major foreign markets, and prospects
for maintaining the recent reductions in the sizable outflows of short-term capital
that have developed in recent years will be vastly improved. Thus, one im-
portant effect will be to give the monetary authorities greater freedom to deal
with such balance-of-payments contingencies as may develop without impeding
the domestic economy.

The kind of dynamic, competitive domestic economy which this tax proposal
is designed to achieve is a major prerequisite for achieving, in a manner fully
consistent with market processes, the more favorable balance on net capital flows
which can clearly play a major role in restoring equilibrium to our international
accounts. It is mainly for this reason that the stimulus from the tax program
can be a critical factor in the longer run solution to our balance-of-payments
problem as well as meeting the needs of the domestic economy.

Secretary DILrON. I would like to say about the current balance of
payments, I did mention at a somewhat earlier date that the very pre-
liminary figures for the third quarter, as you suggested, Senator, do
show an improvement, but the improvement is quite substantial, and
the rate of deficit is well under half of the figure that you mentioned
earlier for the second quarter.

Senator DIKSEN. You can supply that for the record?
Secretary DILLON. Yes, I willbe glad to.
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(The following material was submitted for the record.)

U.S. BALANCE-OF-PAYMENTS DATA

On the basis of preliminary reports from the banking system, from the De-
partment of Commerce, and from Treasury records, our balance-of-payments
accounts showed marked improvement in the third quarter compared with the
second quarter.

[Seasonally adjusted, in millions of dollars]

Absolute deficit Annual rate of deficit

3d quarter 1 2d quarter 3d quarter I 2d quarter

Overall deficit, including receipts from sales of non-
marketable, convertible, medium-term Oovernment
securities.....-..-..-..- -....---- ----------- 100 -1,110 -. 400 -4,440

Overall deficit, excluding above receipts.........--------- -250 -1,262 -1,000 -5,048
Deficit on "regular" transactions, excluding all special

Government receipts.-..-----...---.---- ---- -450 -1,281 -1,800 -5,124

I Based on preliminary data.

Senator CURTIS. Mr. Chairman, I yield to the Senator from Utah.
Senator BENNETT. We have been trying to get the batting order

lined up here.
I just have two or three more questions which are not so philosophi-

cally argumentati ye.
In your statement, referring to the elimination of the deduction on

gasoline taxes, license fees, et cetera, you say:
These will have a minor impact on the average taxpayer because the burden

is widely dispersed.

Yet you make a strong argument for the bill on the basis that it
relieves the individuals and families in the lowest income levels.

Actually, this elimination of State tax deductions is going to affect
these people at the lower income levels probably more or as much as
any item in the bill.

To use the word that our friend Senator Douglas likes to use, they
are regressive therefore.

Do you think this is a sound pattern to give it with one hand and take
it away with the other?

Secretary DILLON. No, I disagree with the fact that this is regressive
in the slightest. I do not think it has that effect.

I would like to submit for the record a table which shows how this
would take effect. This information for all of the changes is contained
in table 3 at the end of my written statement, but it may be helpful if
I submit an additional table showing that as a percent of present taxes,
the amount that would be retained is almost identical, running from
the $3,000 level right up through the top.

These expenditures are not in greater proportion of present tax for
lower income people than they are for higher income people. That
is a fallacy if people think that.

The fact of the matter is that we have a fiscal problem here where
we can reduce taxes by so much. If we do not accept this suggestion

24--532-03-pt. 1- 28
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and disallow these miscellaneous taxes, it will just simply mean that
we will have to reduce the rate cuts, by an equivalent amount. And
since today we are in an automobile economy, where practically every
family has an automobile, there will be no perceptible difference what-
soever, because it will be necessary to nmale these changes in tax rates
in the same brackets where we get these funds, unless you are suggest-
ing that we make the tax system much more steeply progressive than it
is already, and I think it is probably progressive enough.

I doubt if that is what you are suggesting.
Senator BENxNETT. You are actually increasing the progressivity at

the lowest end because you now have one rate, and after the bill passes,
if it does you will have four.

Secretary DILLON. As far as people in the first $2,000, that is
correct.

But all I am saying is that this disallowance of deductions for mis-
cellaneous taxes is not a regressive change. This would be, if there
was no tax reduction associated with it. Certainly you could say any
sales tax is that.

But when you have a tax reduction that offsets it, all we are doing
is adopting a simpler, more easily administered tax, and a fairer tax.
Many of these taxes are not deductible in one place and deductible in
another. If deductible, many people do not remember to deduct them,
even gasoline taxes. They do not keep the records.

There is an awful lot of argument and disagreeable differences be-
t ween revenue agents and taxpayers over this sort of deduction, because
there is no clear way to figure it. All that would be eliminated, and
the taxpayer would be just as well off, because the extra amount that
he would have to pay here he will get back in rate reductions.

That is all we are doing. We think it is a great simplification and
improvement.

Senator BENNETT. I think it is a simplification, but it will have an
effect on the people in the low end much greater than the people in
the middle and upper end.

Secretary DILLON. No, no. That is why I would like to introduce
this into the record, which shows that the adjusted gross income classes
from zero to $3,000, tile revenue effect of disallowing deductions for
these taxes as a percentage of present tax is seven-tenths of 1 percent.
That increases to 1.2 percent in tie $3,000 to $5,000 level, and stays
there in effect all the way up the scale. It is the same at $5,000 to
$10,000, it is a little less from $10,000 to $20,000, and at $50,000 and
over it gets back to the 1.2 percent.

So itis the same percentage of taxes.
Of course, the greatest amount of revenue comes from the area be-

tween $5,000 and $10,000, because that is where the greatest amount
of our tax revenue is now, about half of it comes out of that area. So
anything you do affects that.

Senator BENNETr. I do not want to prolong this.
I drive one automobile. I do not drive it very far. I am in the

middle-income area, and it seems to me that the impact of the gas
tax and the license tax is the same on me with my one automobile as
it is with the man who has a $1,500 or $2,000 income or a $2,500 income
who has one automobile and drives it the same number of miles I do.
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Secretary DILLON. 1 think that is correct, but I would imagine that
the reason for these figures is that you are probably not the average
taxpayer for your income level.

Probably the average one has two cars and drives a good deal more.
(Table follows:)

Change in tax liability for individuals resulting from disallowance of deduction
for certain State and local taxes

Clnige Ini Chmlge as
Adjusted gross income class in thous:ads of dollars tax in millions a percent of

of dollars present tax

0 to 3 -...... ............................................................ 10 0.7
3 to 5----...............................-- ....----........--.-.........-- ... 50 1.2
6 to 10..... ............................................................ .. 220 1. 2
10 to 20....-......------- .....-------- ...-- ..-- ..------... -.. --....-- ......-- . 130 1.0
20 to 50-..---. ----------- ------------------------- ------------------ 60 .9
50 ad over.....------------..-... ..------------------------------------------ 0 1.2

Total.-.....--.................-- ....-----........-- -....--.... 520 1.1

Source: Ofllce of the Secretary of the Treasury, Ollic of T x Analysis.

Senator BENNETT. You have got to pile a lot of cars into the garage
of a man with a $50,000 income if you are saying that his cost is the
same as the man with a $5,000 income, his percentage is.

Secretary DILLON. All we can do is take the figures off the statistics
of income, and there they are. That is what is filed, on tax returns.

Maybe these people had better lawyers and more of them file it.
Maybe those who are lower forget to file it.

Senator BENNETT. I think that is the answer, that the man whose
taxes are withheld and has the standard deduction, he does not fool
around with anything else, or lie includes this in his standard
deduction.

Secretary DIILroN. With the standard deduction, of course it does
not affect him at all.

Senator BENNET.r. That is right.
In your statement you refer to what you consider to be the weak-

nesses of the recommittal motion made by Mr. Byrnes in the House,
which raises the question that is one of the chief ones that concerns
this committee.

As we work, should we rush to pass the tax bill before January 1,
or should we take our normal pace, even if it means that the tax bill
is not passed until after we have the President's budget before us and
can see whether he really means restraint?

Is the date so very important ?
Secretary DILLOn. The date is important from the point of view of

economics. It is very important, because we are coming to a point
where there is every reason to believe that, without this stimulus, the
economy will begin to move toward a plateau or into a recession. If
you wait until later it simply means that, even though made retro-
active, the stimulus to the economy which will come when the with-
holding rate is reduced will be delayed by several months, and if you
wait until next year, it will not be able to take effect until April or
May.

Another reason is, as it has been pointed out by some businessmen,
this is the time of year that businesses customarily make their plans
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for investment, for modernization, for their programs for the coming
year. If they are left in a state of uncertainty, it is likely that their
programs will be uncertain and will be smaller. This whole matter
is cumulative. That is one of the reasons why business opinion in
particular is so strongly in favor of enactment of the tax bill this year,
rather than in postponing it.

Senator BENNETT. DO you think the thing is so delicately balanced
that the difference of a month is going to, or 60 days--

Secretary DILLON. A difference of 3 months-because Congress does
not usually start very rapidly when they come back in January, based
on past experience-I think that that will make a real difference.
Therefore, from the economic point of view, I think that is important.

Now the other question is why the committee feels that it puts so
much emphasis on what the President's budget may be. He has
stated there will be a deficit of less than he is now estimating for this
year. He is bound to that. You can count on that. Beyond that,
if his budget is too high, the Congress always has .he opportunity,
as they have done very effectively this year, to reduce appropriations.

The latest estimate of Mr. Cannon is that they are going to reduce
appropriations some $5.4 billion, so I do not see any reason for making
the American economy wait for a tax bill longer than is necessary.

I am not asking for any unusual procedures, but I think if we adopt
the usual procedures and move with relative rapidity following those
procedures, we still can pass a bill this year. If the objective is to
make the procedures drag out so long that we purposely do not have
a tax bill, so we can wait and see the President's message in January,
I think that is unnecessary.

Senator BENNETT. I have a copy of a letter written by a Member
of the Senate to the chairman. He is not here, but I assume, since
copies were sent to all other members of the committee, there would
'be no objection to reading this much of it in the record:

The underlying premise of the proponents is that the tax cut, if it is to
have the desired impact on the economy, must take effect January 1. Certainly
the relationship of the tax proposals to the current state of the economy is
the central issue in the tax debate. Delay of floor consideration beyond Janu-
ary 1 may make this central issue moot.

In other words, if we do not get it by Jnuary 1, why have it at all?
That is the implication of that phrase.
You do not agree with that, do you?
Secretary DILLON. I certainly do not.
Senator BENNETT. That is all, Mr. Chairman.
Thank you.
Senator LONG. Senator Curtis.
Senator BENNETTr. May I just thank my friend, the Secretary, for

his patience.
Secretary DILLON. I thank my friend, the Senator, for a very in-

teresting interrogation.
Senator CURTIS. Mr. Secretary, I am sorry that you had to work

so long and so many days. There are a few questions I would like to
ask.

The reason this tax bill is expected to have a wholesome effect on
our economy is that it will permit business to retain more of their
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profits and will also release to individuals a great amount of money
to spend; is that correct ?

Secretary DILLON. That is one reason.
The other reason, which I think is highly important, is it will in-

crease incentives, it will increase profitability, it will increase incen-
tives to individuals to take risks to invest, because tax rates will be
lower, and it will increase business incentives to invest for the same
reason.

Senator CnTIs. Now, quite a portion of the Government's spending
is outside the regular budget. It is from trust funds, and trust funds
are obtained by taxes placed in a separate pocket of the Government.

Do you regard trust fund taxes as having a similar effect upon
the economy as other taxes?

Secretary DILLON. Yes.
In the presentation of the budget this year, we tried to give greater

emphasis to the cash budget which includes the entire intake and outgo,
which includes the trust funds.

The chamber of commerce of the United States made a study of
budget practices last year and came out with a strong recommendation
that that was a better and more accurate presentation of the actual
situation. So we do look on that as the key figure.

Actually, of course, under that system our deficit last year was less
than the $6.2 billion that is shown. I think it is something like $4.1
billion.

Senator CURTIS. If, over a given period of time, social security taxes
increase 1 percent, it means that the burden of doing business insofar
as the employer is concerned has increased, and also from the stand-
point of the employee, that he has a lesser amount of take-home pay.

Secretary DILLON. That is correct.
Senator CURTIS. Now, do you anticipate that if the President's pro-

gram is carried out as requested and as set forth, expenditures under
trust funds will increase or decrease in the next 4 or 5 years?

Secretary DILLON. Expenditures under the trust funds are increas-
ing steadily and automatically because of social security increases,
because more people pass the age of 65 and become eligible for social
security.

Senator CURTIS. They become eligible for higher benefits?
Secretary DILLON. And for higher benefits, too.
So I think that trend in the trust funds will continue.
The highway trust fund I thinkk runs about level. That is not the

case with unemployment trust funds. It depends largely on the status
of unemployment. So I would think that might decrease if we have
good business.

Senator CURTIS. Now you recognize the fact that there is a lag be-
tween an authorization bill that Congress enacts for any program and
the actual outflow of money from the Treasury ?

Secretary DILLON. Oh, yes. That is what I have been trying to
emphasize in my comments on expenditure control, how you can have
expenditure control, which we are having now, by holding down the
appropriations, but nevertheless, because of that lag. because of what
we did in the past, the actual outflow of funds is still rising.

Senator Cu wis. So the increase in trust fund expenditures relating
to social security is not limited only to more people becoming 65 and
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living longer and having a higher wage base, but it is also affected by
additions to the program; is that not right ?

Secretary DILLON. You mean changes in social security program-
ing?

Senator CURTIs. Yes.
Secretary DILLON. From time to time Congress has changed the

social security program.
Senator CURTIS. My question was based upon the program of the

administration, which includes many, many new features. Some of
them have been enacted and some of them have not. Some of them
relate to lengthening thc period of payments to dependent children,
some of them relate to widows' benefits, to many things.

Also, the administration has not abandoned the medicare reiniest
have they?

Secretary DILLON. Oh, no. I think the administration feels that
that is a good program. It is merely a better way to finance some-
thing that has to be financed, than to try and finance it through the
approach that is presently in the law, which requires appropriations
every year, I mean the Kerr-Mills bill.

Senator CURTIS. Yes. If the President's request for medicare legis-
lation goes through, it will amount to about $1 billion the first year,
will it not?

Secretary DIL.ON. I am not aware of what the exact figure would
be. If you sry it is $1 billion, I would be glad to accept your state-
ment.

I do know that we in the Treasury have studied this. From purely
a Treasury point of view, not from the point of view of the American
Medical Association, it seems clear to us that the medicare program
that would be financed through social security, will result in less cost
to the Government and a sounder financial system for the Govern-
ment.

Now that is not the only reason to enact or not to enact it.
Senator Cirris. I am not arguing the merits of the proposal.
Secretary DILLON. Neither am I.
Senator CroTun . My point is that trust fund expenditures in the

next 4 or 5 years, if the President's program is carried out, are going
to increase substantially; is that not correct ?

Secretary DILLoN. I think they are going to increase even without
the President's program. But if the medicare program is enacted,
they will increase, and there will also be a decrease in ordinary budget
expenditures that are voted now for matching appropriations under
the Kerr-Mills Act, so there would be an offset there.

Senator CURTIS. I will not take time to go into that, but I seriously
doubt that. I seriously doubt that.

The so-called King-Anderson bill related to hospitalization for only
a limited period for everybody, including the well-to-do and the
wealthy. It did not touch the medical needs of the needy and the near
needy for prescriptions, for glasses, for things to keep them out of the
hospital and all of that, so I would be very, very surprised if it would
increase Kerr-Mills expenditures.

Now if the President's program is carried out, will expenditures for
education increase in the next 4 or 5 years?

Secretary DILLON. Yes.
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I think that there already have been bills passed in this session of
Congress allowing for an increase in scholarships for medical students
in particular where there are not enough. I think you are debating
now a bill which will allow contributions for the construction of certain
college buildings that are necessary.

Senator CuiRTIS. All of that is part of the President's program, is it
not ?

Secretary DIrox. Yes; that is part of the program.
Senator Curris. And is not also general Federal aid to education

part, of the program ?
Secretary DmLLro. Oh, yes: that is part of the program.
Senator CURTis. So if the President's program is carried through,

expenditures for education are going to greatly increase.
Secretary DILLON. Federal expenditures for education?
Senator CURTIS. Yes.
Secretary DILLON. Yes.
Senator CURTrs. Now something was said about area redevelopment.

If the President's request for legislation prevails and if this program
is carried through, isn't that program not going to cause a marked
increase in expenditures?

Secretary DILLON. There is an interrelation between the tax bill
and such programs as area redevelopment and accelerated public
works. If and when the acceleration to the economy becomes effective
that the tax bill will give, it will reduce the need for specialized laws
trying to mitigate excessive unemployment in certain areas, which
led last year to the enactment of the accelerated public works bill.

So I would certainly think that a productive economy which we will
get under the tax bill would mean that the expenditures for public
works, for area redevelopment, for things of that nature in the next
few yeais would be far less than they would be in the absence of the
enactment of the tax bill. That does not mean there would not be
any expenditures to that, but they will be far greater if we do not
enact the tax bill, because that has been the history in the past. It was
the history in 1958 and 1959. and it will be the history again.

Senator CURTIS. That is not quite my question.
If the existing requests of the administration are carried out, we

will be spending more in the next 3, 4, or 5 years for area redevelopment
than we are sending now; is that not right?

Secretary DrILroN. I would think so; yes.
Senator Cu nrs. Now if the existing requests-
Secretary DnLrO. I do not know whether it would be 3, 4, or 5

years. The next 2 or 3 years; yes.
Senator CURTIS. If existing requests and announced programs for

public works are carried out, we are going to spend more money for
public works than we are now, is that not true?

Secretary DILLON. I am not aware of that: no. I would rather defer
to the Bureau of the Budget, the Director of the Budget on that. I
do not know of any iad-.inistration program to increase expenditures
for public works.

Senator CURTIS. Now take a program such as the military retire-
ment, including the Reserves. Are we going to be spending more for
that in the future than we are now?

Secretary DI,,oN. As I understand, the bill that Congress passed
unanimously-maybe there were a few votes against it somewhere along
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the line-did increase the retirement allowance for the military, and
so, therefore, that will increase and also I think there probably are
more military people because we have had a larger Army, a larger
armed force that are now reaching retirement age. So it is natural
that those will increase, as part of the growth of our country.

Senator CURTIS. Separate and apart from the recent pay increase,
I think the facts are that the military retirement will increase several-
fold.

Secretary DILLON. I think with a larger Army, larger Armed Forces,
more of these people are reaching retirement than was the case in the
past.

Senator CURTIS. That is the situation where the reaching of the
maximum expenditures has a much longer waiting period. It is quite
a delayed reaction.

Secretary DILLON. I think that is correct.
Senator CURTIS. Because the people have to earn their retirement

before the money is allowed ?
Secretary DILLON. I think that is correct; yes, sir.
Senator CURTIS. I think you will find those expenditures running

many billion dollars more than they are currently, even disregarding
this pay act.

Now, do you anticipate that the Government will spend more for
salaries in the future than it is currently ?

Secretary DILLON. I would certainly think it would not be spending
less.

The Congress has adopted a very fair and just law for Government
employees, which provides increases on the theory that their salaries
should be kept on equality with salaries paid in industry, with a lag
of a year or two. That is not yet fully in effect; so certainly salaries
are going to increase until we reach that level, and then it will depend
on the speed at which industrial salaries increase, and since they have
been averaging maybe 21/2- or 3-percent increase over the last couple
of years, under this principle, and quite properly, Federal salaries
would also increase.

But I think every effort will be made to save personnel and to use
methods that are more efficient. As I pointed out earlier, despite 1
year's growth in population, which is substantial, we are now carry-
ing on all the civilian activities of the Government with the same
number of employees we had last year. So I think there will be a
great effort to do that, to hold down costs that way. So you have these
separate tendencies.

Senator CURTIs. There was one pay raise enacted a year or so ago
that has not gone into effect yet; is that right?

Secretary DILLON. That is right. It goes into effect on the 1st of
January.

Senator CURTIS. And there is a further request from the adminis-
tration for a pay raise; is that not right?

Secretary DILLN. There is a further request to carry out the direc-
tive of Congress, which is that Government employees should have
salaries adjusted from time to time to keep them level with industry.
And the report from the Bureau of Labor Statistics, which came after
very careful work last spring, showed that a year earlier the general
level in industry I think was something like 3 or 4 percent above even
the new levels that are going to be in effect.
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Government pay has generally stayed behind industrial pay, and
Here is a request in accordance with that law, which is part of the
law- of the land, for a 4-percent increase which would bring Govern-
ment employees up to the level of industrial employees where it was
a couple of years ago.

Senator CURTIS. Now there are about two dozen new programs that
have already been enacted out of the great number requested by the
administration. They include the Youth Conservation Corps, the
Area Redevelopment, and some of them have been mentioned here.
Take the Youth Conservation Corps.

Secretary DILLON. I did not know that had been enacted. Has it?
Senator CURTIS. I think it has.
Secretary DILLON. I do not think so.
Senator CURTIS. I may be wrong on that. It may still be in con-

ference.
I think both bodies have acted on it. But do you anticipate that if

the President's program is carried out in that regard, it will cost more
money than at present ?

Secretary DILLON. Undoubtedly there will be new programs that
will cost more money. There will be old programs that will be phased
out and savings will be made.

Senator CURTIS. Which ones are going to be phased out?
Secretary DILLON. I will refer you to the Bureau of the Budget for

that answer. I wanted the Director of the Budget who is fully pre-
pared to discuss that with the committee.

Senator CURTIS. I think one of the things which is disturbing the
country is the President's assurance that expenditures would be held
or reduced, or at least held, and there has been no withdrawal of re-
quests for new programs. There has been no request from the ad-
ministration to hold up the augmenting of those new programs already
adopted, and there has been-and I do not know that there can be-
there has been no suggestion made concerning nullifying built-in
increases that already exist in the law.

As I say, I do not know tlat it can be done. But they exist all
over.

The problem that is facing the people of the country is they are
convinced that there is a program of increased spending and tax cut-
ting advocated at the same time. Now if that is not true, then I think
they would be greatly assured if some definite statements could be
made, not in generalities, that it was going to be done. They should
be told what reqeusts for programs would be abandoned and what
present programs, whether they are providing a service or not, would
be discontinued, and of the new programs that have not gotten their
money yet, how many the President would not implement.

Secretary DILLON. That obviously has to come from year to year as
situations change.

The basic element that is a fact is, as the President has repeated
time and time again, that he will devote a substantial part of the in-
creased revenues that will flow from the stimulation of the economy
given by a tax cut to reducing the deficit, and that he will not spend
those increased revenues on new programs or old programs or any
other kind of programs unless of course the Congress decides other-
wise and overrules him. But his recommendation is, lie will not do
that.
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That does not mean, and he has also made it very clear that that
does not mean that there will be no new programs. Of course there
will be new programs, but there will also be other programs that will
be phased down and phased out. The detail of that, as I say, is not
within my particular competence. The general policy is.

The Director of the Budget is much more competent and I am sure
is perfectly prepared to answer you on that subject in greater detail.

Senator CURTIS. I know the general claim is made, but I also know
that no pressure is being applied on Congress to reduce expenditures.

I do know that there is considerable pressure applied to Congress
to increase expenditures, from the administration.

Secretary DILLON. I would like to briefly comment on that.
The day before the tax bill went through the House, the adminis-

tration used all its efforts to oppose two programs. One was a pro-
gram regarding the railroad retirement fund that, through a tech-
nical adjustment of the interest, rate paid on that fund, made an un-
necessary expenditure of $25 million this year.

The other was the veterans hospital program. The administration
had requested $12 million in this. The committee had reported $42
million. This was passed by the House by unanimous consent without
any objection from anyone. Everybody was for it. They were very
nice. They were very proper. They read into the record objections
of the administration, and then proceeded to pass these bills, and the
Senate followed suit and passed the bill on the Railroad Retirement
Act.

Senator CnRTIs. By unanimous consent?
Secretary DILLON. By voice vote, with a minor debate that took

them about 20 minutes I think.
So there are cases. The President signed this bill with great re-

luctance and so indicated when he signed it, but there were some good
factors in it.

Senator CURTIS. I am delighted to hear about that.
If they were passed by unanimous consent, the administration leader

in the House is permitted to make an objection.
Secretary DILLON. He could have, as well as the minority leader.
Senator Conums. Oh, yes.
Secretary DILLON. But he did not choose to.
Senator CuRTIs. Yes, and the President did not choose to veto.
Secretary DILLON. No. The veterans bill has not yet reached him;

has not passed the Senate.
Certainly if it does, I for one would recommend a veto. But the

other bill did rectify a situation in the railroad trust fund that was
being invested at inadequate rates and carried out a recommendation
of the Treasury to improve that, to make the fund sound. But it went
beyond that and authorized an unnecessary expenditure in the next
fiscal year of about $25 million.

Senator CUnTIS. What does money cost, about three and a third ?
Secretary DILLON. About 3.35 percent.
Senator loNG. The hour of 1 o'clock having arrived, if the Senator

has no objection, we will suspend and come back at 2 o'clock.
The Secretary I am sure needs something to sustain him.
Senator CURTIS. I was not through.
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Senator LONG. You will be recognized as soon as we come back at
2 o'clock, Senator Curtis.

We will continue as we were going at 2 o'clock.
(Whereupon, at 1:05 p.m., the committee recessed, to reconvene at

2 p.m., the same day.)
AFTERNOON SESSION

Senator SMATIIERS. The meeting will come to order.
The Chair recognizes the Senator from Nebraska.
Senator CunRTI. What is the present position of the Treasury now

in regard to any change in capital gains rates?

STATEMENT OF HON. C. DOUGLAS DILLON, SECRETARY OF THE
TREASURY-Resumed

Secretary DILLON. We have recommended that the provision in the
House bill changing capital gain rates be eliminated, and that they
be maintained just as they are now.

Senator CURTis. Your original proposal advocated changes in capi-
tal gains rates; did it not ?

Secretary DILLON. Yes; it advocated a rather broad change in
capital gains rates, a simplification which would involve the abandon-
ment of the alternative system of computing capital gains, and also
involved as an integral part of this a taxation of transfers of assets
at death.

Senator CURTIS. Now, that original proposal in reference to im-
posing a tax at death, what that amounted to was the capital gains tax
would be collected for the appreciation in value over the decedent's
base and the value at the time of his death or within 1 year.

Secretary DILLON. No; there were various provisions of spreading
out the dates of paying the tax.

Senator CURTIS. No; .I don't mean paying the tax, but you can
take the value on the date of death or 1 year later.

Secretary DILLON. I think so, yes.
Senator CURTIS. But at any rate under existing law if an asset

descends according to law or by will, a capital gains is not collected.
Secretary DILLON. No; there is no capital gains collected. The

basis of the asset is stepped up. The asset receives a new basis in the
hands of the heirs.

In our earlier discussions in the Ways and Means Committee, they
very quickly decided they did not want to tax capital gains at death,
but they did give serious consideration and did approve in principle a
system whereby there would not be a step-up in basis, but the heir
would carry over the same basis, and pay a capital gains tax whenever
lie disposes of the property.

Senator CURTIS. In other words, the present law.
Secretary DILLON. No. The present law allows a step-up in the

basis.
Senator CURTIs. The House bill-
Secretary DILLON. The House bill is just present law, but they had

in their bill up until right at the last minute a provision which would
have prohibited that step-up in basis, and provided-
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Senator CURTIS. I was referring to the bill that came over from the
House. It contains-

Secretary DILLON. It contains nothing, the present law on that; that
is right.

Senator CURTs. And you at this time are not advocating, you are
not going back to your original proposal, but rather suggesting that
the reduction in capital gains rates carried in the House bill be
deleted.

Secretary DILLON. Yes, because that seems simpler. The other one
was mo'e controversial and the House felt it required further study
and maybe should be studied in connection with the estate tax.

Senator CURTIS. Is it the plan of the Treasury to submit their orig-
inal proposal at a later date?

Secretary DILLON. There is no such plan now. I don't know what
would happen later when some other Secretary of the Treasury comes
along.

Senator CURTIs. Now on another subject, if a company finds that
under the definition of a personal holding company in this bill now
before us, that they are a personal holding company, and they discover
that of course for the first time, are they allowed to liquidate without
paying the capital gains on the appreciation of their assets?

Secretary DILLON. There are a number of special provisions that
were inserted to allow these companies to liquidate over a period of
time, and to take care of all possible hardships that were brought to
our attention and to the attention of the committee.

The basic provision is that they could liquidate and pay a capital
gains tax on liquidation on accumulated actual earnings and profits
which would be the same as if they liquidated now, but any apprecia-
tion that was unrealized, any assets they had that had gone up in
value, they would carry over that basis and not have to pay any capital
gains tax on that. They could liquidate tax free and just carry over
that basis.

Senator CURTIS. Now can any other corporation liquidate and re-
ceive those advantages ?

Secretary DILLON. No; I think that the other corporations, if they
liquidate completely, have to pay capital gains tax on the gain at-
tributable both to earnings and profits and unrealized appropriation
or can defer tax as unrealized appreciation and pay tax as a dividend
on earnings and profits.

The reason for this provision in the House law was that certain
companies had been operating perfectly openly under the law as it now
is, and would suddenly find themselves personal holding companies,
and they thought it was fair to allow them to have an opportunity to
liquidate without the penalties that would otherwise apply.

Senator CuRTnI. Was that provision put in to meet any special
cases?

Secretary DILLON. There were a number. There are a whole series
of cases that were brought to our attention that would have a problem
here. There were two or three particular ones that we-not we, that
the committee and the committee staff--talked with for a long time.

This is, I want to point out, a temporary privilege. They can only
take advantage of it for 2 years. If they then don't liquidate, then
they go back to present law as to liquidation. So it is designed to
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encourage liquidation and getting rid of this personal holding com-
pany structure.

Senator CURTIS. Now in regard to the provision in there requiring
an artificial computing of interest on installment purchases, is that
supported by the Treasury?

Secretary DILLON. Oh, yes; that was one of our original suggestions.
Senator CURTs. Do you think it will produce a significant amount

of revenue?
Secretary DILLON. I think our revenue estimate is very small, prob-

ably $2 million, something like that.
Senator CuiTis. It will cause some difficulty on the part of the tax-

payers in computing; will it not ?
Secretary DILLOX. We didn't think much. There didn't seem to

be any opposition to it. It was part of our original proposal, and we
did not notice any particular opposition to it in the House. I can't
see that it would be of any particular problem to the taxpayer.

It does not apply to small sales. It only applies to large sales. I
think there is a cutoff figure of something like $3,000.

It only applies to properties that are over that, and what it is really
designed for, there have been some very large sales, for instance of oil
properties, things of that nature, where in effect they have been pay-
able over 10 years, and there has been no interest specifically charged.
Obviously tliere should be an interest charge which would be what
you would have on a mortgage or something of that nature. This pro-
vision is to take care of that particular type of situation where the
pricA has just been increased to take care of what would be the interest,
converting it to capital gains.

Senator CURTIS. I think one of the leading cases on this in the
Sunreme Court of the United States is about 100 years old this year.
If I recall the facts correctly, an individual had a piece of property
that lie was willing to sell for $10,000. A prospective buyer said he
wanted to buy it on installments. The seller then said. "I will sell it
to vou for 10 installments of $2.000 each." That was his price, if he
had to bother with it for 10 years.
The purchaser later brought an action charging usury, and the

Supreme Court held that no part of that was interest.
I think the cases have been pretty uniform, both in Federal court

and in the State courts, that an installment sale the difference be-
tween a cash rice and an installment price was not interest.

Secretary DILLON. I think that is the present law. As I understand
it. that is the reason for this provision, to take care of that situation.

Senator CUirrs. Now, do you regard the 4 percent dividend credit
as a loophole?

Secretary DILLON. I regard the 4 percent dividend credit as a pro-
vision that was put into the law primarily to mitigate the very severe
impact of the high personal income tax rates. I think it is not justi-
fied with the decreases in these high rates that we have now suggested.
So if that is the definition of a loophole, it would be a loophole.

Senator CURIs. Do you think it was not put in there as partial re-
lief from double taxation ?

Secretary DILLoN. I think that there was certainly some talk about
that, some consideration about that. That is a very difficult problem
to determine.
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There is a lot of feeling that corporations are separate, that there
is not double taxation. Other people argue at length that there is
double taxation.

But the effect of this thing has been to reduce the taxes on stock-
holders who are largely our more foriunate citizens, and we simply
feel that with a substantial reduction? in their top rates, and the top
rates have been reduced slightly more,i as you know, than the average
reduction throughout the scale, that there is no longer reason for the
maintenance of this.

Now, one reason it was put in, it was supposed to lead to more
corporate financing by the equity route than by borrowing money.
That did not turn out to be the case. So that argument in favor of
it just did not work.

Senator CURTIs. More individuals own stock now\ than when it was
enacted.

Secretary DILLON. Oh, yes; a great many more, but the proportion
of the debt structure, the financial structure of the corporations is
higher in debt now than it was when this was enacted. There have
been a lot of small stockholders.

One reason obviously that that happened, the $50 exclusion is a
personal thing that can't be transferred automatically to a wife unless
you transfer stock to her, so I think many small stockholders trans-
ferred stock to their spouses so that they could get the full benefit of
the two $50 exclusions. That; actually increased the number.

In addition, there were a great many new plans for these mutual
investment trusts that were sold rather aggressively, and they did not
exist before, and a great many stockholders came in there.

If you look at the pattern of savings, the percentage of savings that
have gone into stocks as compared to other things, it has declined
rather than increased. More savings have gone into savings and
loans, mutual savings banks, things of that nature, than have gone into
stocks since the dividend credit was enacted.

Senator CUrrTI. Of course, the stock prices have had something to
do with that, too; isn't that true?

Secretary DILLON. With savings?
Senator CUmns. No; the number of people who are anxious to buy

stocks.
Secretary DILLON. Yes; I think also the good market led people

to be interested in the stock market rise. I think you are quite right.
I think that happened.

Of course, the bill as it has now passed the House increased the $50
exclusion to $100, which to the smallest stockholders is a substantial
benefit.

Actually we find by our analysis of stockholdings that 2 million tax-
payers who have stock will be benefited by the elimination of the
dividend credit, and this increased exclusion. In other words, the
increase in the exclusion is of more benefit to them than elimination
of the dividend credit hurts them.

Senator CURTis. Does the Treasury support the increase in the
exclusion

Secretary DILLON. Yes, we are glad to have that. We think this
would help. Although we did not originally recommend it, we sup-
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port it now. We think it would tend to help broaden the number of
people who own stock. We think that is good.

Senator CURTIS. Iow many taxpayers will be taken entirely off the
rolls by reason of the minimum standard deduction ?

Secretary DILLON. Our best estimate is about a million and a half.
That is out of the around 51 million taxpayers now on the rolls.

Senator CuiRrs. Will it increase the number of refunds from with-
holding that will have to be made?

Secretary DILON. No; I don't think it will increase the number of
refunds from withholdings at all. There are a very substantial num-
ber anyway.

It may in some cases slightly increase the amount of the refund
that will go to certain individuals, but I don't think it will increase
the number of refunds. They probably would have refunds anyway.

Senator CuirIs. Is the purpose of this minimum standard deduc-
tion to more accurately reflect what the taxpayer pays out in taxes
than in contributions, or is it intended as a tax reduction proposal ?

Secretary DILLON. It is intended as a tax reduction proposal for
those very lowest levels of our income strata. The benefits will go
entirely to taxpayers with incomes of less than $5,000.

Over half of it will go to those with less than $3,000, who are right
on the very fringes of subsistence in earnings.

Senator CunTrs. Among those people in the same income group,
those who have considerable deductions in many items, they may be
buying a home, they may be giving generously to good causes, they
will not benefit by this.

Secretary DILLON. They will still be able to take their other deduc-
tions, but some who now itemize will find the minimum standard
better.

Senator CURTIS. The person who will really be ahead in dollars is
the individual who is paying either no local taxes or buying a home,
which is usually the source of considerable interest deduction, and
who is not making contributions.

Secretary DILLON. I think that is true, but I think that the reasons
for that is that none of these people will be affected who have total
incomes of less than $3,000. These are not the types of individuals
who can afford homes, or who could afford to make much in the way
of contributions anyway.

One of the other things this does is to remove some of the discrim-
ination which exists in present law unwittingly against the single
individual, which came into effect when we passed, I think it was in
1948, the provisions for splitting income.

As a result the single individual bore a much heavier tax rate than
a married couple. Now this will be alleviated somewhat by the min-
imum standard deduction. The minimum for one individual is $300,
and it goes up $100 for each dependent, including the wife, so there is
a particular advantage for the single individual.

Senator CmoTIs. If this bill becomes law, and the predictions for its
spurring the economy become true, what industries will be likely to
expand by reason of this?

Secretary DILLON. I think all American industry will do better.
The industries that cater to consumer demand will do better. The
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industries that cater to capital goods will do better because there will
be more factories built.

The basic industries will do better because there will be more demand
for steel, aluminum, things of that nature, so I think this will be
spread broadly throughout the economy.

Senator Cu TIS. Will any of those industries in particular absorb
the particular type of unemployment that prevails at the present
time?

Secretary DILLON. Oh, I think that it will be absorbed by those
industries and also by increases, parallel increases in the service in-
dustries.

I don't think by any means it will be all absorbed, because we are
talking about reducing the 51/2-percent rate to something like 4 per-
cent, and as I think we have said before, we don't feel this bill can do
the whole job.

It can set the framework, but we will need to pursue our efforts to
improve structural unemployment, have training for displaced work-
ers, better vocational training and things of that nature.

Senator Cnuirs. What portions of this bill do you believe will be
incentives for investment?

Secretary DILorN. There are incentives for investment by business
and incentives for investment, risk taking, by individuals.

I think that reduction of the rate structure will mean that indi-
viduals will be more inclined to put a larger proportion of their assets
in risk-taking ventures rather than possibly in tax free bonds, things
of that nature.

I think that as far as business is concerned, that one element in the
bill that is most particularly directed at that is the provision which
modifies the investment credit so as to remove the present require-
ment for a reduction in basis.

The other major element is of course the reduction in the corporate
tax itself, which will mean that profitability of any investment will
be increased by something over 8 percent.

Senator Cra'rts. Do you think any of that will be offset by the
elim, nation of the 4-percent dividend credit?

Secretary DIrLON. No, I don't think that would have any effect on
that at ll.

Senator Cumris. You state that the wholesale price level had not
changed. Is that the average price ?

Secretary DIrLON. Yes, that is the wholesale price level of the Bu-
reau of Labor Statistics, which takes into account some 500 or more
different items, and it shows remarkable stability over the last 3 or 4
years, presently at 100.7 percent of the 1957-59 average, which is
exactly the same average that it happened to have in 1958.

Senator CURTIS. Now I am told that at the present time the dollar,
based upon the 1959 dollar, is worth 42.2. Is there any relation to
that and the price level?

Secretary DiLLON. Obviously yes. There was a great deal of in-
flation, a great deal of change in our price levels as a result of the
war and the postwar period, but that came to a stop. Looking back-
ward we can see when it happened. It happened in about 1958. Since
then prices have remained relatively stable.
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Senator CURTns. About 10 years ago tl' dollar was worth about
52.7, was it not?

Secretary DILLOX. If you say so. I accept your figure.
Senator CURTIS. H-ow will this bill, so far as the speedup is con-

cerned, how will it affect the small corporations?
Secretary DILLOX. I don't think it will have any effect because

the speedup only affects that portion of the tax liability of any com-
pany that is in excess of $100,000 annually, which means that a cor-
portion has to have annual earnings before taxes of some $200,000
before there can be any effect whatsoever from this provision.

Now, I think the average company makes something like 5 percent
on sales, so that means you have to have a company which is selling
something in the neighborhood of $4 million or more annual sales
before there is any effect.

That is not a particularly small company. That is a medium-sized
corporation. Thereafter the effect is minimal, until it gets to be a
much larger corporation, because the first $100,000 of tax liability is
not affected.

Senator CURTIs. That leads me to my next question. What does
the bill passed by the House do with reference to more or less common
ownership or multiple corporations?

Secretary DILLON. What the House bill did in this connection was
simply this: the House bill provides that there will be a reduction in
the normal tax rate from 30 percent to 22 percent, which helps the
small corporation very substantially, the corporation that needs money,
has to live off its own earnings, and has limited access to credit.

They get about a 27-percent reduction. The House felt that some-
thing was necessary to prevent this benefit, designed for small business,
to flow over to the large business which took the form of multiple
corporations but was really one enterprise.

Therefore the House provided that there would be a penalty tax on
any company that was made up of multiple corporations and used
multiple surtax exemptions, so that the rate on the first $25,000 for
those corporations instead of being 22 percent would be 28 percent.

There was a 6-point penalty. The net effect of that is that on those
corporations they get the same reduction in their overall taxes as a
large corporation.

The first $25,000 in taxes is reduced 62% percent, and the remainder
is reduced, their overall tax is reduced from 52 to 48, which is a
reduction of about 7.7 percent.

Senator CuRTIS. Now, for this purpose, what is considered common
ownership, what percent of the stock?

Secretary DILLON. Any company that is 80 percent owned by one
parent is included.

Also, a special provision includes corporations which are owned by
one family, one man, or a man and his wife, 80 percent. They are
also called multiple corporations.

Senator CURTIs. Does it just apply to the hereafter acquired corpo-
rations, or does this apply to-

Secretary DILLON. No; it applies to all of them, because if there
was not such a provision, there would be, in effect, a special gain or a
windfall to this type of corporation which would get a greater corpo-
ate reduction than a large corporation which happens to operate
through branches.

24-532-63-pt. 1-29
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Of course, on the other hand, the House bill also repeals the pres-
ent law which has a 2-percent penalty tax on filing a consolidated re-
turn. So that is repealed, and that favors the filing of consolidated
returns which seems to be good accounting practice, and should be
done.

Senator CUITIS. Under existing law, what is the rate of tax for
corl)orate income up to $25,000?

Secretary DILLON. 30 percent.
Senator CuL'rls. And under the bill as passed by the House, if it is

a single corporation, it would be what?
Secretary DILJ.oN. 22 percent.
Senator CURTIS. But if one family or one individual coming within

the definition here owns five corporations, each one makes, say, near
$25,000 but not over, each one of those would be taxed at 28 percent.

Secretary )ILLON. Unless they elected to have only one exemption,
the first $25,000 of income of each is taxed at 28 percent.

Senator Cunris. There are certain types of businesses where the
one common investor may expand to a new neighborhood and buy an
existing business, and this is not a result of a deliberate splitup of the
organization, lut he actually buys a new corporation. This-provision
would apply anyway, would it not ?

Secretary DI.oN. This would apply anyway, under the theory not
that lie is doing something morally wrong or even doing anything for
tax reasons, but on the basis that the 22-percent rate is designed to help
a really small business that does not have financial assets at its dis-
posal, and needs that sort of help.

If a person has the ability to own several companies, presumably he
has more financial assets, and he does not need that special benefit.

There is no implication, and that is made very clear in the House
report and the bill, that there is anything evil with having multiple
corporations. They often are necessary because they often are re-
quired by State law. If you operate in various States, you have to
have different corporations.

Senator CUnTIs. Of course, two is multiple, isn't it?
Secretary DILLON. That is right.
Senator CunTIs. If a country weekly newspaper owns one paper,

that is incorporated, and the same owner is induced to buy a paper in
an adjoining town, that second paper will pay 28 percent.

Secretary DILLON. That is right; loth papers would unless they
elected to take only one suitax exemption.

Senator CuTrs. And it may have to compete with another organiza-
t ion that is paying 22 percent.

Secretary DILLON. I wouldn't imagine so, because I would imagine
that in the instance you have cited of a newspaper, there would not be
room for two papers that were only earning that much money in one
town, at least it would be very exceptional.

Senator CURTIS. Well, I think I know of just such a case.
Secretary DILLON. There may be such a case. You will probably

almost always find particular cases, but there wouldn't be many.
Senator CURTIS. No, I think in an agricultural area that there are

a number of corporations that are successful business operations, but
by the time they pay all their ordinary expenses and salaries, their
earnings do not exceed $25,000 a year, and if they establish the second
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business, whether it is a grain elevator, a lumberyard, a newspaper,
or whatnot, that expansion from one to two, that new unit pays 6
percent more in taxes than its competitors.

Secretary DILLON. That is what the House bill provides, and we
thought that was fair. They pay less than they pay now. They still
get a tax reduction, but they would pay 6 percent more than an inde-
pendent single corporation. They would still pay a very low rate
compared to the big rate.

Senator CURTIS. Was this in the Treasury's recommendations ?
Secretary DILLON. The Treasury's recommendations-original rec-

ommendations were more stringent than this, but this is what the
House finally adopted.

Senator CURTIS. What is the Treasury's present position?
Secretary DILLON. The Treasury's original position was that we

felt there was an area of abuse in the multiple-corporation area, again
not necessarily by desire to avoid taxes, but where an unearned benefit
was being given to certain companies that operated in the multiple
form, and many of them are listed in some exhibits that we have
attached to our testimony here. They were large corporations. On
incomes of $1 million or more, instead of paying taxes near 52 percent,
they paid as low as 33 percent.

We felt that should be changed, and that there should be a more
stringent regulation so this benefit of the low tax on the first $25,000
really would go only to the small business.

Now, the House did not go along with that philosophy. However,
they did recognize that by making this reversal of rates in the corpora-
tions, which would help the small business, which everybody seemed
to favor; there would be an added windfall to this type of operation,
or an added incentive for other companies that might now operate
as branches to change to this, so therefore they put in the 6-percent
tax, which more or less continues the present situation.

In other words the multiple corporation has about the same advan-
tage as it had before, but no more. This is what the 6 percent does.

Senator CURTI. But .in changing it, they did, in effect, apply the
same increased tax on two corporations as----

Secretary DILLON. I think that probably one new approach is in-
volved. Where they were dealing with parents and subsidiaries, it
kept the situation about as it is, but they also applied it to this other
type of corporation where one individual or one family owned more
than one business, and I think that is a new approach in the law.

Senator CuTIs. It could mean that one small business would be
operating outside a competitor, and have about a 27 or a 28 percent
greater tax burden.

Secretary DILLON. The difference between 22 and 28 percent, I as-
sume, Senator; yes.

Senator CURTIS. Mr. Secretary, knowing you are busy, I have five
questions here that are written out that relate to group term insurance,
and also interest deductions when borrowing on life insurance. I
will submit them to you and you can make your answers, and that
will save time, Mr. Chairman.

That is all Ihave.
Secretary DIrLON. Fine.
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(The questions submitted by Senator Curtis and the replies fur-
nished by Secretary Dillon follow:)

QUESTIONS SUBMITTED IN WRITING BY SENATO CUTIS TO SECRETARY DII.LO AN
ANSWERS OF SECRETARY DILLON SUBSEQUENTLY PREPARED IN RESPONSE

Question No. 1. As I understand it, group term insurance was as far back as
1920, by ruling, held not to be income.

The 1920 ruling stated: "The financial benefits under these policies do not move
to the employees personally, but only to their heirs or dependents after their
deaths, and the payment of the amount of the policy is, in any case, contingent
upon the employee's continuance until death and his present employment which
may be terminated at any time, either by himself or his employer, and upon
the continued payment of the premiums by the employer. The employee has no
option to take the amount of the premiums paid for the policy covering his
life instead of the insurance. The policy has no paid-up value either to the
employer or his employee. Such insurance creates no debt on the part of the
employer, pays no debt to the employee, and discharges no legal obligation rest-
ing upon the employee. The premium paid therefore is in no sense 'gain derived'
or realized or capable of being realized by the employee in dollars and cents,
but only in the feeling of contentment that provision has been made for depend-
ents. It is paid by the employer not as compensation to the employee, but as an
investment in increased efficiency. It is therefore not income to the employee."

Why do you no longer believe that this ruling, which has been in effect since
1920, does not prese.at valid reasons for treating group term insurance protection
as not being taxable income?

Answer. The context in which the 1920 ruling was adopted is no longer valid.
In 1920, provision of group term life insurance for employees was not a wide-
spread practice and, where it was provided, the coverage was small, usually $500
or $1,000. At the present time group term life insurance is a widespread form of
employee benefit involving over 43 million employees. Moreover, the amounts
of insurance have become increasingly larger with some high-paid executives
receiving close to $1 million of protection. These factors, combined with the
present high tax rates, have operated to make group term life insurance a valu-
able economic benefit and a favored means of enabling high-income taxpayers
to avoid paying for substantial amounts of personal life insurance out of after-
tax dollars. In recognition of this, group term life insurance should be subject
to tax-at least when the amount of insurance reaches some minimum level-
as are other forms of compensation.

Congress has specifically recognized that term life insurance is an economic
benefit that should be included in the tax base. Under section 72(m) (3) of the
Internal Revenue Code, and employee must include in income the value of life
insurance (including group term life insurance) which is purchased for him
under a pension trust with either contributions of the employer or earnings of
the trust. Moreover, employees are subject to tax if their employers purchase
them individual term life insurance policies. The provision in the House bill
would remove the present inconsistency in the tax treatment of employer-pro-
vided life insurance by also subjecting group term life insurance to tax.

Question No. 2. It is my impression that the group term insurance provision
will be quite complicated for the employers to compute. Could you explain
this provision including the special deduction under it which is made available
in certain ca_.s and then tell us why the small amount of revenue you would
obtain from this justifies this additional complications?

Answer. There are various features in the House bill which will minimize any
administrative burdens on the employer. However, first let me briefly explain
the provisions in the House bill. Basically, the amount taxable to the employee
would be computed as follows: The value of his group term life insurance in
excess of $30,000, less the contributions made by the employee. A table of
uniform premiums will be provided for use in valuing the group term life in-
surance. These premiums will be on the basis of 5-year age brackets.

Group term life insurance which is provided for an employee after he retires, or
becomes permanently disabled, would be exempt from tax. If an employee
continues to work after reaching age 65, he would still be taxable with respect
to group term life insurance but the value per $1,000 of protection would be
frozen to that applicable at the 60 to 64 age bracket ($24.67).

The value of group term life insurance which is taxable to the employee
would be treated as additional compensation subject to withholding.
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Under some employer group term life insurance plans, the younger employees
actually contribute more than the cost of their insurance. This is particularly
true when the employees contribute a flat amount per $1,000 of insurance, re-
gardless of age. In such a case, the House bill grants the employee a tax deduc-
tion for the difference between the amount he pays for insurance over $30,000
and the value of the insurance over $30,000. The value, for this purpose, would
be computed under the uniform premium table.

The special deduction would involve no additional computations for the elm-
ployer. The amount of the deduction would Ib computed by the employee on
his tax return. The computation would be relatively simple-the employee
would merely determine how much he paid for the insurance over $30,000 and
then subtract from that figure the value (computed from the uniform table) of
the insurance over $30,000.

For an employee who is subject to tax on his group term life insurance, the
employer would merely compute the value of his insurane over $30,000 and
then subtract what the employee himself paid for the insurance (including
that under $30.000). The difference represents the amount on which the em-
ployer would withhold tax. The following factors tend to mitigate any admin-
istrative burdens on the employer in this respect:

(1) Few employees involved.-Because of the $30,000 exclusion, the pro-
vision would affect less than 1 percent of the employees presently receiving
group term life insurance from their employers. Thus, the special tax comnputa-
tions will need be made by an employer with respect to only a small minority of
his employees.

(2) Uniformn premium table.-A uniform premium table will be issued for use
in computing the taxable value of group term life insurance. This will relieve
Slhe employer of having to request individual premium figures from the insurance
company. The uniform premiums will not vary from year to year (subject to
periodic revision to conform to new mortality tables and other factors). Provi-
sion is made in the House bill for use of the actual premium cost under the policy.
However, since the uniform premiums do not include any loading factor, it will be
a rare case when the actual policy cost will be lower. The only case the Treas-
ury knows of where the actual cost may be lower is a group term life insurance
plan for the employees of a life insurance company.

(3) Fire year age brackcts.-The uniform premium table is based on 5-year
age brackets; that is, the premium for an employee will change only once every
5 years. This should substantially reduce the administrative work for the
employer since the valuation factor will remain constant for an employee for
a 5-year period, thereby minimizing the necessity for recomputation. Within
a 5-year period, recomputation for an employee will only be necessary if his
level of coverage changes. Presumably, the amount of coverage will change
only with a change in basic salary. In such a case, the employee's payroll
record will have to be recomputed in any event and it should not pose significant
extra problems to include group term life insurance in this recomputation.

Since group term life insurance-especially when in excess of $30,000-does
represent a valuable economic benefit to the employees involved, it would appear
that the equity of having this included in the tax base justifies the additional
administrative computations by the employer.

Question No. 3. Won't taxing group term insurance and especially the compli-
cations involved in the provision tend to discourage employers and employees
from taking out group term insurance? Do you believe that this is good for the
country? If it is a desirable policy to exempt group term insurance up to $30,000,
why is it not desirable to exempt it above this level as well?

Answer. Theoretically, any amount of group term life Insurance represents an
economic benefit to the employee and therefore additional compensation when
provided for him by his employer. However, the House Ways and Means Com-
mittee thought it desirable to continue the tax exemption for up to $30,000 of
insurance. Some people have argued that the exclusion should be in terms of
a multiple of salary; for example, insurance up to two times salary should be
exempted. Such an exemption formula would permit inordinately large amounts
of insurance to be received tax free by highly paid executives. For example, an
executive receiving an annual salary of $200,000 would, if the multiple factor
were 2, be permitted to receive up to $400.000 of tax-free insurance. The fact
that an individual has a large salary should not entitle him to a greater tax
exemption than that granted lower income employees.

The proposed tax should not discourage the provision of group term life insur-
ance for employees. First, only those receiving more than $30,000 of insurance



442 REVENUE ACT OF 1963

would be affected-presently, this represents about one-half of 1 percent of
all the employees receiving group term life insurance from their employers. Even
for those employees receiving over $30,000 of insurance, there would be little
reason to reduce their insurance to the exclusion level. This is because the maxi-
mum tax would be considerably less than what the employee would have to pay
if he bought the insurance himself. The maximum tax per $1,000 of insurance
would be $17.27 for an employee in the 70-percent tax bracket. Under a typical
group term life insurance plan adopted by one professional association, the em-
ployee, at age (i5, would pay about $33 for $1,000 of coverage.

Question No. 4. Under this bank loan insurance provision as I understand it,
an interest deduction will be denied-with certain exceptions-where the individ-
ual involved follows a systematic plan of borrowing the premiums to pay life
insurance. Doesn't this test involve subjective intent? How can you distinguish
when an individual is borrowing to pay premiums on Ils life insurance from
cases where he is borrowing for other purposes?

Answer. The provision in the House bill contains basically the same test as is
presently applied under section 204 of the Internal Revenue Code in the case of
borrowing to purchase or carry a single premium insurance policy. This test
applies a legal standard based on intent; however, observable facts are the major
basis for determining whether the proscribed intent exists. Moreover, it is
believed that the provision will, in effect, be self-enforcing in that it will deter
the active selling of minimum deposit and bank loan arangements as a tax
avoidance device. It would seem that few taxpayers will enter into such a
tax avoidance arangement knowing that it could lead to a lawsuit. Such a de-
terrent on the selling of these tax avoidance plans will go a long way toward
eliminating the abuse without the need for even actively applying the provision.

In addition, there are special, clearly objective, exceptions to insure that the
interest deduction will not be denied where tax advantage is not the primary
motive for thlf borrowing. First, since bank loan and minimum deposit plans
adopted for tax reasons generally involve borrowing to pay the premiums right
from the outset of the life insurance policy, the new provision would not apply
where four of the first seven annual premiums are paid without borrowing. Sec-
ond, the provision would not apply to any borrowing incurred because the tax-
payer incurred unexpected expenses (such as medical expenses) or because the
taxpayer encountered an unforeseen loss of income (such as a layoff from his
job). Third, the provision would not apply where the interest involved is mini-
mal-that is, less than $100. Finally, it would not apply where the borrowing
was incurred in connection with the taxpayer's trade or business, such as to
finance a new plant.

Question No. 5. As I understand it, under the bank loan insurance provision
in tie ouseu bill the denial of the interest deduction applies only if there had
been borrowings with respect to four out of the first seven premiums on a policy.
Won't this mean that those who have enough money can still avoid tax under this
provision by paying the premiums for the first 4 years and then borrowing sub-
sequent premiums?

Answer. It is true that the bank loan proposal would not apply if the taxpayer
pays at least four of the first seven annual premiums on tie policy without bor-
rowing. Although it is possible for a taxpayer to avoid the provision by paying
the first four premiums and then entering into the borrowing arrangement, it
would not seem that many taxpayers will do so knowing that the tax benefits
will he postponed 4 years. Moreover, it is alleged that bank loan and minimum
deposit insurance arrangements are sold mainly to individuals who can afford to
carry the insurance involved only because the tax benefits substantially reduce
Slie cost of the insurance. If this is true, then it would seem that such individuals
would not enter into such an arrangement if they had to pay the first four pre-
miums in full. For instance, under a typical minimum deposit plan involving
$100.000 of insurance that has come to our attention, the first four premiums
amount to a total of about $8,250 (taking into account dividends), which is about
$5.220 more than the insured would pay if he took advantage of the maximum
borrowing permitted during the first 4 years of the policy. There is considerable
doubt that an individual would be willing to invest the additional $5,220 in order
to obtain a tax advantage which is not available until the policy has been in effect
4 yea rs.

TI other words. the provision in the House bill will primarily operate as a deter-
rent to the selling and entering into of bank loan and minimum deposit insurance
arrangements as a tax avoidance device.
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Senator SMATHERS. All right. Thank you very much, Mr.
Secretary.

Apparently there are no other Senators who, at this time, wish to
question you, Mr. Secretary, and so we thank you for your testimony,
which I think has been most instructive and helpful to every one
of us. We will excuse you with thanks.

Secretary DILLON. Thank you, Mr. Chairman.
Senator SMATHERS. IS the Director of the Bureau of the Budget in

the room, by chance ?
Mr. Gordon, if you would come up, we will have a little informal

colloquy here.
(Discussion off the record.)
Senator SMATIIERS. Our next witness will be the Director of the

Budget, Mr. Kermit Gordon.
In light of the fact that so few Senators are now here, and because

of the importance of your particular testimony, would it be agreeable
to you to have your prepared statement inserted in the record at
this point and come back Monday afternoon for questioning by the
members?

Mr. GOIDON. That will be entirely agreeable, Mr. Chairman.
Senator SMATIIERS. Thank you very much.
(The statement referred to follows:)

STATEMENT OF KERMIT GORDON, DIRECTOR OF THE BUREAU OF THE BUDGET

Mr. Chairman and members of the committee, I welcome the opportunity to
appear before this committee, to assist in its consideration of the proposed
Revenue Act of 1963. Tax reduction and reform must be considered in the light
of the expenditure situation and outlook. My purpose in appearing before you
today is to discuss Federal expenditures-present and prospective-in the light
of the administration's tax proposals.

Let me begin by emphasizing what I regard as the central point in the current
interplay of tax and expenditure policy: The fiscal stimulus which the American
economy today so clearly needs could be provided, in principle, either by a
substantial increase in Federal expenditures or a substantial reduction in tax
rates. The administration has chosen the latter road-economic expansion by
means of an increase in private demand. The corollary of this decision is clear:
If we are to avoid an excessive expansion of total demand, and if we are to whittle
away and eliminate the Federal deficit as an expanding economy generates
increased tax revenues, we must restrain, sharply, the growth of Federal
expenditures. This is the premise on the basis of which we are making our
budgetary plans today.

In so doing, we are carrying out a policy which the President announced at the
time he proposed his tax reduction program last January. Jn his budget mes-
sage of January 17, the President said:

"* * * the prospect of expanding economic activity and rising Federal revenues
in the years ahead does not mean that Federal outlays should rise in proportion
to such revenue increases. As the tax cut becomes fully effective, and the econ-
omy climbs toward full employment, a substantial part of the revenue increases
must go toward eliminating the transitional deficit."

The President reaffirmed this position on August 19 in a letter to Chairman
Mills of the House Ways and Means Committee:

"* * * tax reduction must * * * be accompanied by the exercise of an even
tighter rein on Federal expenditures, limiting outlays to only those expenditures
which meet strict criteria of national need."

In the light of this clear guidance, on the basis of which we have been
formulating our budgetary policies, I would like to review the expenditure pic-
ture for fiscal years 1903, 1964, and 1965.

CURRENT BUDGET OUTLOOK
Fiscal year 1963

The fiscal 1963 administrative budget deficit was $6.2 billion, $2.6 billion below
the January estimate, and $0.2 billion less than the fiscal 1962 deficit. (Thp
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deficit in the more comprehensive cash consolidated budget was $4.1 billion, or
just half the January estimate.) One-third of the decrease in the administra-
tive budget deficit from the January estimate came from higher Federal revenue
collections, and the remainder from lower expenditures. The expenditure reduc-
tions were widespread, reflecting better than anticipated results from the policy
of substituting private for public credit, economies in operations, and program
changes.

Total expenditures for the year were $92.6 billion, a decrease of $1.7 billion
from the $94.3 billion estimated in January. The accompanying table 1 sum-
marizes the fiscal 1963 budget, showing changes between the January estimates
and the actual results for the fiscal year.

The largest single factor in the decline in expenditures developed from the
administration's active efforts to transfer to private ownership Government-held
mortgages and other financial assets; these efforts resulted in the sale of $0.8
billion more of financial assets than anticipated in January from the portfolios
of the Veterans' Administration, the Export-Import Bank, and the Housing
and Home Finance Agency. The intensified program of substituting private
for public credit follows the policy announced in the 1964 budget, and is in line
with recommendations of the Federal Credit Programs Committee in its Report
to the President last February.

Almost all other agencies spent less than had been estimated earlier. Some
general factors which led to this result included: (1) The comprehensive pro-
grami for better manpower management established by the President in the
fall of 1962, which played an important part in holding the increasee in Federal
civilian employment to 5,600 during fiscal 1963, considerably under the January
estimate; (2) the absorption of over 40 percent of the pay increases taking effect
during the fiscal year; and (3) the steadily increasing emphasis within the
administration on management improvement and cost reduction.

TAnLE 1.--Summary of administrative budget cx.,pnditures in fiscal year !96li

[In millions of dollars]

January Change
estimate Actual from

January

Budget expenditures, by agency:
Department of Defense, military functions.----.....----. 48,300 48,249 -51
Foreign assistance, military............................. 1,750 1,711 -39
Atomic Energy Commission.-. --......---... ....-.... 2,870 2,758 -112
National Aeronautics and Space Administration..--..- 2,400 2,552 +152
Interest on the public debt.... --------------------.. ............ 9,700 9,891 +191

Subtotal..--------------- ----------------............... 65,020 65,161 +141.,-

Legislative branch and the judiciary...................... 224 209 -15
Funds appropriated to the President:

Foreign assistance, economic.... -..----..-..-.... 2,100 2,034 -66
Public works acceleration.........-- .........-------- 300 62 -238
Other---..--------..-----..----------------------------........................... 209 142 -67

Department of Agriculture ..----....---- ----------------.... ....... 7,493 7,763 +270
Department of Commerce............------------------........... 745 667 -78
Department of Defense-civil.......................... 1,106 1,128 +22
Department of Health, Education, and Welfare .....-... 5,048 4,904 -144
Department of the Interior-----------------------------..... ............. 1,054 1,028 -26
Department of Justice ---..------------------------------- 317 317 .........
Department of Labor......--............................ 239 253 +14
Post Ofmce Department ................................... 802 755 -47
Department of State-......------------------------.... -- --------......... 457 405 -52
Treasury Department, other than Interest.........------ . 1,111 1,133 +22
Housing and Home Finance Agency----...--.--.--- ----- 1,008 400 -688
Veterans Administration--..--......------...... ---.. . .. 5, 32 5,173 -359
All other..-----..---.. ---..................--- - . 2,112 1,571 -541

Subtotal ......................-.. ....... . .. 29,937 27,944 -1,993Deduct interfund transactions--..-----....------..-- ....-.. 046 513 -133

Total expenditures......-.............. ............. 94,311 92,590 -1,721

Thus, the administration, in 1963, laid the groundwork for the tight budget
policies which are being carried over into the present fiscal year.
Fiscal year 196/

Normally, at this time of the year, tl1e Bureau of the Budget would revise
the January budget estimates and make firm estimates of the current year
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budget totals-estimates based on final congressional action. However, for the
fiscal year 1964, a description of the outlook at this time must of necessity be
highly tentative, because congressional action on 1964 appropriations is still
incomplete. Although we are nearly one-third of the way through the current
fiscal year, only 4 of the 12 regular appropriation bills have been enacted by the
Congress. Two others have been passed by both Houses but have not yet been
reported out of conference. In addition, substantive legislation before the
Congress could still be enacted this session with substantial effects-up or
down-on the 1964 budget totals.

For these reasons, the revised figures I am about to present for 1964 expendi-
tures must be regarded as highly conjectural. In preparing these revisions, we
have been deliberately conservative, for we do not want to raise expectations
of expenditure reduction which may not materialize. I have no doubt that
before we finish preparing the 1965 budget document, there will be a number of
changes-positive and negative-in the components of 1964 expenditures. Be-
cause we have been intentionally conservative in our estimates, I believe it is
quite possible that the 1964 expenditure total will be somewhat less than the
level we are now projecting.

It now appears that expenditures will be about $97.8 billion, a decline of $1
billion from the January estimates. The lower level of expenditures seems
likely despite some unforeseen increases, and takes into account the effects of
amendments to the 1964 budget submitted by the President, reductions already
made by the Congress, and possible further reductions, as well as other factors.
The effects on the 1964 budget of the projected wheat sale to the Soviet Union
are currently being examined but, since the detailed negotiations have not yet
begun, it is not possible to make a precise estimate of the impact on fiscal 1964
expenditures at this time.

TABLE 2.-Changes in outlook for 1964 administrative budget expenditures

[In billions of dollars]

Expenditures as estimated in January --- --------------------- 98. 8
Changes since January:

Presidential budget amendments -- ------------------- -. 2
Expected effect of congressional action on appropriations------ -1.3
Additional savings in Department of Defense, excluding those

resulting from appropriation cuts-------- ------------ -. 4
Additional sales of mortgages and other financial assets------- --. 2
Commodity Credit Corporation farm price-support program re-

estimate based in later information -------------- ---- . 4
Interest on the public debt-- ------ --- ------------ +. 5
All other, net--.----.----------------------- -- +. 2

Net change .... ------------------------- ---- -- 1.0
Current expenditure estimate -- ---------------------------- 97. 8

Since January, the President has sent to the Congress several amendments
to the 1964 budget which reduced the requests for new obligational authority
$620 million below the budget estimates. These are estimated to reduce 1964
expenditures by about $200 million.

The expenditure effect of congressional reductions in the four appropriation
bills thus far enacted and the possible effect of future congressional action is
tentatively estimated to amount to about $1.3 billion in 1964. There are several
factors which explain why expenditure reductions in 1964 will be less than) the
total cut in appropriations:

1. For these programs that have a long leadtime from the obligation to the
expenditure stage, a reduction in appropriations often does not result in a
reduction in expenditures until later fiscal years. For example, most of the
expenditure effect of appropriation reductions in foreign aid, in NASA, and
in defense procurement and research and development would occur after fiscal
1964.

2. Some reductions in appropriations will not directly affect spending at all.
For example, a $100 million reduction by the Senate for reimbursement of net
losses already realized by the Commodity Credit Corporation will have no
impact on expenditures.

3. Some reductions in appropriations represent a difference of opinion between
the Congress and the administration on the probable cost of programs which are
mandatory under the law. For example, it appears that a large part of the



446 REVENUE ACT OF 1963

$175 million reduction in the appropriation for State grants for public assistance
will be needed and will have to be restored next year.

Other changes in the expenditure outlook stem from a number of factors.
It now appears that sales of mortgages and other financial assets in fiscal year
1964 may total $200 million more than estimated in January, and budget ex-
penditures will thereby be reduced by this amount. Moreover, savings within
the Defense Department over and above the reductions in expenditures due to
appropriation action, are estimated to total an additional $400 million.

On the other hand, expenditure estimates have been increased in two areas
because of developments since January. The interest cost on the public debt
is estimated to be up by $500 million, reflecting a higher average level of short-
term interest rates. The latest information from the Department of Agriculture
on crops and related data indicate that the cost of the farm price-support pro-
gram may also be $400 million more than had been estimated in January. These
higher outlays reflect larger-than-anticipated expenditures on cotton and feed
grains, partly offset by larger commodity sales abroad.

FUTURE EXPENDITURE OUTLOOK

Fiscal year 1965 and beyond
Let me turn now to the expenditure outlook over the next few years. We are

now in the early stages of reviewing agency requests for the 1905 budget. De-
cisions on specific programs have not yet been reached, nor could they be, since
action on 1964 appropriations has been completed only recently for some agencies
and is still pending for others. Firm forecasts, therefore, cannot be presented
at this time. I can, however, make clear our intentions with respect to expendi-
ture policy, and examine some of the factors affecting the expenditure outlook
for n. :jor sectors of the budget.

As I indicated earlier, our basic policy instruction has been provided by the
President through his budget message last January and through various state-
ments since that time; namely, that as the tax cut becomes fully effective and
as the economy moves toward full employment, a substantial part of the in-
creased tax revenues should be applied toward reducing the budgetary deficit.
More specifically, the President undertook, in his letter to Chairman Mills of
August 19, to reduce the fiscal year 1905 budget deficit below the $9.2 billion
deficit foreseen for fiscal year 1964. Since the largest impact of the tax cut on
budget revenues will occur in fiscal year 1965, fulfilling this pledge will require
the strictest expenditure control. Indeed, as I shall spell out at a later point
in this statement, the sharp increase in workloads and demands on the Federal
Government-arising out of a growing economy and rising population-mean
that the policies we are adopting involve a rigorous approach to budgetary
control.

In accordance with this clear expenditure policy, stringent guidelines have
been given to the agencies to be followed in the preparation of their 1965 budget
proposals. At the President's direction, I wrote to agency heads in August to
notify them of the general policies which will guide formulation of the 1965
budget. In this letter, I said: "The proposed cut in taxes is essential to help
move the economy to full employment. As the economy responds to the stimulus
of the tax cut and approaches full employment, budget receipts will be higher
than they would have been without the cut in tax rates. However, the tax cut
will cause a temporary lag in budget revenues." I emphasized the President's
determination "to maintain a particularly tight rein on budget expenditures
during this period of curtailed revenues." In accord with this mandate, I in-
formed them that "All agency requests will receive the most critical review in
the light of the President's overall fiscal objectives and priorities, and the needs
in other agencies of the Government. It is expected that agency heads will take
a similarly critical approach in preparing their budget submissions."

My letter also called special attention to the need for carrying out the admin-
Istration's program for effective manpower management and its user charge
policy, about which I shall say more in a few minutes.

Let me now state the general principles which we are applying to guide the
budgetary process:

First. We will propose only those expenditures which meet strict criteria of
satisfying pressing national needs. The budget submitted in January for fiscal
year 1091-except for defense, space, and unavoidable interest charges-called
for lower expenditures than in the prior year. If all three budgets of this
ndministratlon-1962 through 1964-are looked at together, they illustrate the
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same point. The great bulk of the increase-actually 70 percent of it-has been
in the defense, space, and interest category.

Over the 3-year period from 1961 to 1964, budget expenditures for all other pur-
poses taken together will increase by $3.8 billion. This compares with an in-
crease of $5 billion in the same category over the preceding 3 fiscal years.

The reduction planned for 1964 was accomplished despite increases in a num-
ber of programs whose expenditures are closely related to the growth in the
Netion's economy and population. To help achieve this result, $6 billion was
pared from civilian agency budget requests before the budget document was sent
to the Congress. Since then, it has been possible to propose further reductions in
1964 requests, and we intend to continue and intensify our application of very
strict tests of urgency in formulating the 1965 and later budgets.

Second. We shall continue our efforts to identify existing Federal programs
which could, more appropriately and more effectively, be carried out by the
private sector or in which non-Federal interests could bear a larger share of
the costs. In the case of Federal credit programs, for example, we have instituted
a policy of substituting private for public credit wherever feasible.

In the last fiscal year over $1 billion of financial assets In Federal portfolios
were transferred to private holders, and we plan to increase this total in 1964.
We are now seeking to develop techniques which will allow a substantial expan-
sion of these efforts in future years. Early this year the President proposed to
the Congress that part of the direct lending program of the Farmers Home
Administration be converted to an insured basis, under which private lenders.
rather than the Federal Government, would make the loans.

These efforts to rely more heavily on private enterprise are not confined
to the area of Federal credit programs. For example, a report prepared by the
Civil Aeronautics Board, and now being reviewed, sets forth a program for
gradually reducing Federal operating subsidies to local service airlines. An
increasing percentage of our national outlays directed toward civilian use of
atomic energy is being borne by private industry, with a corresponding decrease
in Federal involvement. In planning new military hospitals, a policy was in-
stituted last year to make increasing use of community hospitals to care for
Armed Forces dependents, thus lessening the operating burden and ultimately
the capital outlays for Federal hospital facilities. The electrical transmission
grid for the Colorado storage project will be a joint Federal-private venture,
rather than the originally proposed all-Federal system, saving the Federal Gov-
ernment some $27 million in immediate costs.

All of these efforts reflect the philosophy of this administration that the
Federal Government should not undertake new expenditure programs or con-
tinue old ones if their objectives can effectively be achieved by other means.

Third. In many cases where Federal expenditures convey special benefits or
privileges to particular groups or individuals beyond those accruing to the public
at large, the beneficiaries ought to bear a fair share of the costs involved. As
a major step in carrying out this principle, the President recommended to the
Congress a series of user charges for commercial and general aviation and for
inland waterway transportation so that passengers and shippers would bear a
more equitable share of the cost of services provided by the Federal Government.
He has also recommended an increase in patent fees. On a full-year basis, these
and similar charges would reduce the Federal deficit by $250 million. We are
seeking to identify other Federal programs in which the institution or expansion
of Federal user charges would be appropriate.

Fourth. This administration has taken action in every department and agency
to insure that the objectives of Federal programs are achieved at the lowest
possible cost. These are not mere aspirations, but are backed up by solid
results.

Some of the most dramatic savings in operating costs are resulting from
Secretary of Defense McNamara's cost reduction program. This program-
now a little over a year-old resulted in savings in excess of $1 billion during
fiscal year 1063, and the Secretary estimates that further actions now planned
for this year and for 1905 will bring the ultimate savings to almost $4 billion
a year.

The cost reduction program is fully in effect today, and is reshaping pro-
curement and management practices in the Department of Defense. But the
drive for better management in the Federal Government extends far beyond
the limits of the Department of Defense. Literally scores of improvements have
been adopted throughout the Federal Government during the past few years
which have the effect of increasing efficiency and saving money. In my opinion
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a tight expenditure policy, such as we are now pursuing, provides a built-in
incentive to the agencies to cut their costs and find savings with which to finance
their increased workloads. Let me mention briefly just a few of the efforts
underway today to get the public business done more efficiently, more speedily,
and more economically.

The U.S. Government was the first user of automatic data processing equipment
and is today the largest user in the world of electronic computers. Through
the use of such equipment, for example, each employee of the Insurance Service
of the Veterans' Administration today services 1,700 policies compared with
about 350 policies in 1950. Over this period, the Veterans' Administration has
reduced the number of employees required to handle its 6 million policies from
17,000 to 3,000.

Productivity improvements in the Post Office enabled that Department to
reduce the number of its employees by 1,300 in fiscal 1963, despite an increase
of about 1.2 percent in postal volume.

The Federal Government has one of the most extensive and productive em-
ployee suggestion systems in the country. Last year, Federal agencies adopted
more than 100,000 suggestions submitted by employees. These suggestions
yielded measurable savings of nearly $65 million, for which employees received
cash awards of nearly $3 million.

We have only begun to appreciate the great contribution which improved
efficiency in Government operations can make to budgetary control. But we
have made encouraging progress, and we intend to continue and intensify our
efforts to modernize and improve Government operations, to save manpower,
to lower overhead, to try out new ideas and practices, and to shake up systems
and procedures that have long been taken for granted.

Fifth. Hand in hand with control over expenditures goes control over em-
ployment. Federal civilian employment is being held substantially below the
levels anticipated last January. In the last 12 months, Federal employment in
the executive branch increased by only 78 persons, despite a substantial increase
in workloads. At the same time, State and local employment has continued
to grow-by roughly 300,000 persons last year and in every year since 1955.

The President made clear in a statement to the Cabinet last month his deter-
mination to hold Federal employment to the lowest possible level. The Presi-
dent said, "In the present fiscal year and the next, I ask every Cabinet member
and every agency head to make certain that there is no slackening in our efforts
to improve the control and utilization of manpower. In view of last year's
achievement, the yearend employment estimates for the present fiscal year which
appear in the January budget are already obsolete. I have asked the Budget
Director to take the lead in developing new and tighter employment targets for
the end of the present fiscal year, and to set them at levels which cannot be
realized except through the introduction of further improvements in manpower
management."

We are now engaged in working out with the agencies these lower employment
targets.

Sixth. Every effort is being made to reduce the adverse effects of Government
programs on the balance of payments. Both the Agency for International Dovel
opment and the Defense Department have taken steps to reduce the dollar out-
flow of their programs. But while these two agencies account for the bulk of
oversea payments, all areas of the Fedral Government have undergone careful
scrutiny to insure the maximum possible balance-of-payments savings.

To help cut the net dollar outflow from Government operations, the President
asked the Bureau of the Budget to establish a procedure of estimates and con-
trols over international transactions. In setting up this procedure, we asked
each agency to review with special care its requirements for conducting activities
abroad and to apply tighter criteria with a view to terminating, consolidating,
or restricting those activities.

Since the initiation of this procedure (which has become known as the gold
budget) in August 1962, the Bureau of the Budget has c nducted quarterly
reviews of the agency transactions. On the basis of tie ,ct*ons taken, we now
expect the net dollar outflow from Federal activities "o decline from approxi-
mately $2.8 billion in 1962 and $2.7 billion in 1963 to $;:.4 billion in 1964. Steps
are already underway to achieve a further and even larger reduction in 19l5.
(These figures do not include special receipts of the Federal Government-
prepayments of loans, advances on military exports, and receipts from Treasury
sales of medium-term, nonmarketable securities.)

t
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To help achieve these balance-of-payments savings, the Defense Department
has increased military sales abroad, reviewed its requirements for foreign mili-
tary bases and installations, reduced foreign spending of oversea personnel,
altered its procurement policies, and launched over 60 special studies looking
toward reduced foreign spending.

AID has stepped up its efforts to insure that aid funds are spent in the United
States to the maximum possible extent.

In addition to these efforts by Defense and AID, numerous other steps have
been taken to help reduce the balance-of-payments deficit:

Several agencies (primarily the National Science Foundation and the National
Institutes of Health), which make grants for research abroad, are cutting back
such programs as rapidly as possible and encouraging local support of the pro-
grams in the countries involved.

The Treasury has instituted a system for the payment of some social security,
veterans' life insurance and civil service retirement benefits in excess local cur-
rencies-currencies which the United States owns in amounts well in excess of
its needs.

The Peace Corps is investigating steps to secure host country support of local
currency costs of its programs abroad.

The administration has requested the Congress to allow freer use of U.S.-owned
foreign currencies reserved for specific programs. If approved, this proposal
would permit such currencies, which would otherwise be held for periods up to
5 years, to be used to meet current needs.

The Budget Bureau has conducted a special review of U.S. Government offices
and missions abroad. Among the results so far achieved have been plans by the
State Department to close 13 posts and reduce strength in 3 others, plans by the
U.S. Information Agency to close or curtail 9 offices abroad, and consideration by
half a dozen other agencies of the elimination of certain oversea offices or a
reduction in their strength.

Let me now turn from these general policies to an examination of budgetary
prospects in some of the major areas of Government.

National defense expenditures have been a major element in the increase
in total expenditures in the administrative budget in recent years. Is there any
reason to expect that this rate of increase will slow down in future years? I
believe that this is.

Since 1961, we have been improving and restocking conventional arms and
equipment, training forces in their use, and vastly increasing the mobility of
our forces. For example, from the end of 1961 to the end of 1964, active duty
strength of the Army will have increased from 860,000 to 975,000: Air Force
tactical air support for the ground forces will increase from 16 to 21 wings; and
airlift capability will increase by 60 percent.

At the same time, the nuclear deterrent capability of our strategic retaliatory
forces has also been strengthened. Over this period we will increase fourfold
the number of Polaris submarines in commission. We are also providing for u
force of 950 Minuteman missiles, of which 250 are already in place.

We are reaching, in other words, a new plateau of readiness in both our
strategic and our limited war capabilities.

It is true that some components of our defense expenditures will probably
continue to rise in the next few years-for example, the military pay raise will
first be fully effective in fiscal year 1965 and there will probably also be increases
for military pensions and research and development. We expect, however, that
these increases will be balanced off in part by reductions in expenditures in other
sectors. Also, the defense cost reduction program will, as I mentioned earlier,
produce ultimate annual savings of $4 billion and yield sharply increased effec-
tiveness per dollar of outlay.

Any estimate of the trend of defense expenditures must allow for the possi-
bility that unforeseen developments-particularly changes in the temperature
of the cold war-may cause expenditures to change either upward or down-
ward. But apart from such contingencies, our review leads us to conclude that
we may look forward with some confidence to a leveling off of defense ex-
penditures.

Expenditures on space have also been rising sharply. As the President made
clear in his message of May 25, 1961, the decision to send a man to the moon
involved a commitment to a costly course of action over a period of many years.
A substantial increase is in prospect in 1965, though probably a lesser increase
than in 1964. If we continue on the path of our present program, however, there
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would appear to be a good chance that the rise in space expenditures will taper
off after 1965.

Some rise in interest payments on the public debt can be expected to occur
over the next few years as the Federal Government incurs transitional deficits
on the path to a balanced budget.
Other programs

Expenditures for all programs other than defense, space, and interest amount
to roughly 30 percent of the total. This sector covers a wide range of diverse
activities such as veterans' benefits and services, agriculture programs, medical
research, air safety, flood control, and water resource development, maintenance
of our national parks and forests, foreign assistance, and housing and com-
munity development activities. Expenditures for these programs in the future
will be affected by a large number of pluses and minuses; our purpose and re-
sponsibility is to find enough minuses to offset a large share of the pluses.

We cannot ignore the fact that there are basic forces which tend to push up
expenditures. As former President Eisenhower pointed out in his 1960 budget
message:

"* * * inescapable demands resulting from new technology and the growth
of our Nation, and new requirements resulting from the changing nature of
our society, will generate Federal expenditures in future years * * *. We
must not forget that a rapidly growing population creates virtually automatic
increases in many Federal responsibilities."

President Eisenhower's point can be illustrated by looking at what has been
happening recently to our population and our economy.

By the end of fiscal year 1964, there will be 10 million more Americans than
there were the day President Kennedy took office. In the very near future, we
shall have a $600 billion economy compared with the $500 billion economy we
had when President Kennedy took office.

The inevitable result of these pressures is to increase Government workloads.
For example, between the fiscal years 1962 and 1964:

The number of tax returns will rise 2% percent;
The volume of mail will grow 6% percent;
The number of visitors to our national parks will increase by 5% percent

and to our national forests by 23 percent;
The number of veterans or survivors receiving pensions will rise by 11

percent;
The number of meals served to schoolchildren under the school lunch

program will grow by 11 percent;
The number of passports issued will increase by 27 percent.

Estimates of future expenditures must also make allowance for new pro-
grams or expansions of existing programs to meet changing needs. A tight
budget need not be a stagnant budget. In developing our future program and
expenditure plans, we will have to continue to be responsive to the changing
problems of a growing country. Proposed new programs or expansions of exist-
ing programs will be tested against the strict criteria of need and priority we
intend to apply. At the same time, the funds needed to accommodate such new
or increased activities will have to be found in considerable part through
restrictions and savings accomplished elsewhere.

The 1965 budget will be the first prepared under my direction, and I would
not want to prejudge the results before having an opportunity to reappraise all
ongoing programs. From my experience to date, I know that cutbacks will
not be easy. But when the Federal Government is spending nearly $100 billion
a year through the administrative budget, it has a compelling responsibility to
the Nation to assure that the money is being spent where it is most needed.
We intend to make every effort to honor this responsibility.

Senator SMATHES. The meeting will stand in recess until 10 o'clock
Monday.

Thank you.
(Whereupon, at 2:50 p.m., the subcommittee was in recess, to recon.

vene at 10 a.m., Monday, October 21,1963.)


