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87t CONGRESS SENATE | ~ Rerporr
2d Session ‘ No. 2047

EXCEPTION OF CERTAIN CONSUMER FINANCE COM-
PANIES FROM PERSONAL HOLDING COMPANY TAX

SEPTEMBER 13; 1962.—Ordered to be printed _

Mr. Byrp of Virginia, from the Committee on Finance, submitted’
the following .

REPORT

together with
SUPPLEMENTAL VIEWS
{To accompany H.R, 8824]

The Commiltee on Kinance, to whom was referred the bill (H.R.
8824) to modily the application of the personal holding company tax
in the case of consumer finance companies, having considered the
same, report favorably thereon without amendment and recommend
that the bill do pass.

‘ SUMMARY OF BILL

Certain exceptions to the tax on personal holding companies are
made under existing law for companies receiving dividend, interest,
or other income from the active conduct of a trade or business, rather
than from passive investinents, Among these exceptions under pres-
ent law is one for certain lending companies engaged in the small
loan business. v

This bill modifies this exception to conform it with the laws many
States have been enacting in recent years for the regulation of con-
sumer finance business. Thus, under this bill as amended, two of
the present requirements are deleted; namely, the requirement that
interest and similar charges on most of the loans not exceed a simple
interest rate of 3 percent per month not payable in advance and on
unpaid balances, and the requirement that most of the loans be for
periods of not more than 36 months. T'he bill also modifies the re-
quirement that 80 percent of the company’s income be derived from
interest and similar charges to provide that this 80 percent may also
include lawful income reccived from an 80-percent-owned domestic
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2 BELATING TO THE PERSONAL HOLDING COMPANY TAX

subsidiary. Another modification increases from $500 to $1,500 the
maximum size of the loans, where no maximum is set by State statute,
which must account for 60 percent of the company’s gross income.
On the other hand, the bill also provides that the {ending company
must be actively engaged in the small loan (consumer finance) business.

GENERAL STATEMENT

Under present law a special tax of from 75 to 85 percent is imposed
on undistributed personal holding company income. This tax is
desi%ned to prevent the avoidance of the graduated individual income
tax by placing investment funds in a corporation and retaining the
income at the corporate level. This is what has become known as an
“incorporated pocketbook.” In %eneral terms a corporation-is a
personal holdin com{)any if five of fewer individuals own more than
50 percent of the value of the outstanding stock and if 80 percent
or more of the corporation’s income is ‘“‘personal holding company
income.” Personal holding company income in general consists of
“passive’” income, i.e., with certain exceptions includes dividends,
interest, annuities, gains from the sale of stock or securities, rents,
etc. : ‘

Present law provides, however, that the term ‘‘personal holding
company” does not include certain types of companies although they
derive their income from the sources referred to above. The excep-
tions are provided because the types of companies involved are engaged
in an active trade or business despite the nature of their income.
Thus, the exceptions include banks, life insurance companies, licensed
personal finance companies, and lending companies engaged in the
small loan business. It is ti)is latter exception with which this bill is
concerned, '

The conditions which under present law a lending company engaged
in a small loan business must meet in'order to be exempt from the
personal holding company tax are quite detailed. They must—

(1) Be authorized to engage in the small loan business under
one or more State statutes providing for the direct regulation of
such business;

(2) Derive 80 percent or more of their gross income from lawful
interest, discount, or other authorized charges;

"~ (3) Derive the 80 percent of their income, referred to above,
from loans maturing in not more than 36 months made to indi-
viduals in accordance with the provisions of applicable State law;

(4) Derive this 80 percent of their income from loans where
the interest and all other authorized charges do not exceed the
amount equal to simple interest computed at the rate of 3 per-
cent per month not payable in advance and only on unpaid
balances;

(5) Derive 60 percent of their gross income from lawful interest,
discount, other lawful authorized charges received from individ-
uals whose indebtedness to the company does not exceed the
limit prescribed by the applicable State law, or, if there is no such
limit, $500; ‘

(6) Have trade or business expense deductions (other than
compensation for personal services rendered by shareholders or
members of their family) equal to 15 percent or more of their
gross income;
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(7) Have outstanding loans with respect to any person who is
a shareholder having a 10-percent interest in the stock of the
company (including stock owned by members of the family) or
not 1n excess of $5,000.

The exception in present law for licensed personal finance companies

-(sec. 542(c)(6)) was added to the Internal Revenue Code by the
Revenue Act of 1938 to grant exemption from personal holding
company taxation for companies operating under statutes similar to
the Uniform Small Loan Act drafted by the Russell Sage Foundation.
Under this law, interest could not be payable in advance or com-
pounded and could be comf)uted only on unpaid balances.” The
exception described above for lending companies making small business
loans (sec. 542(c)(7)) was added to the code in 1950 at the request of
those who live in States. which allowed interest charges to be de-
termined by the ‘dollar add on’ or precomputed interest method.
Presently, there are 23 States which allow interest charges to be com-
puted in this manner. "

Under the precomputation method, simple interest is computed in
advance as though the contract were to be repaid according to its -
terms, the computation is added to the principal and the total is
divided into equal payments. Under the dollar-add-on method the
interest and other charges are expressed in dollars rather than per-
centages, and computed on the original amount of the loan for the full
period. This amount is then added to the net loan and the result
divided into equal payments. The requirement that the interest,
although computed on the precomputed or dollar-add-on basis must
not exceed the 3-percent-simple-interest method, described above
(No. 4), has presented serious problems in that every lender has to
measure the difference between the interest it receives under the
precomputation or dollar-add-on method and what it would be per-
mitted to receive under the 3-percent-simple-interest method. It
then must exclude any excess over the 3-percent-simple-interest
method, in determining whether the balance meets the percentage
tests for the exemption.

This bill omits this 3-percent-simple-interest requirement entirely,
on the grounds that the personal holding company tax is not intended
as a means of regulating the lending companies but rather as a tax
applicable in certain cases, to passive investments. In any event,
this is an ineffectual regulatory device since this restriction applies only
to about 10 percent of the outstanding small loans. This occurs
‘because the bulk of the small loans are made by widely held finance
compsanies, and. therefore not treated as personal holding companies
since they do-not have five or fewer stockholders owning more than
50 percent of their stock. Moreover, even the companies presently
subject to this restriction need to meet it only with respect to 80
percent of their gross income. : ;

In view of the factors outlined above, your committee believes thut
it is inappropriate to continue this 3-percent-simple-interest requiie-
ment and this bill deletes it from the restrictions imposed with respect
to these lending companies,

The bill also deletes the requirement that these lending companies
derive most of their income from loans maturing in not more than 36
months, Several States already have gone beyond this as a permissive
period for loans and it appears fikzely» that in the near future a number
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of additional States may extend maturities to more than 36 months,
Your committee agrees with the House committee that it should not
impose a requirement substantially more restrictive in nature than the
State laws regulating this type of lending company. o _

A third change made by the House bill modifies the maximum
size of a loan which may qualify under the 80-percent-income require-
ment where there is no State law governing the maximum size of a
loan. Under present law where there is no such limit under State
law,-a limitation of $500 is provided. Under the bill this limitation
is increased to $1,500. It is understood that the only State which
does not have a ceiling of its own is the State of California. When
the $500 limit provided by present law was considered, this represented
the usual ceiling among the States, The States have changed these
ceilings materially, however, with the result that today relatively few
States have a ceiling of $500 or less and even in these cases there usu-
ally is provision for supplenientary loans which exceed this' ceiling in
certain situations. The $1,500 provided by this bill, where there is
no applicable State limitation, today is substantially in conformance
with the ceilings applicable in those States providing -their own
maximums, . ) R ‘ T

A fourth modification under the bill provides that 80 percent of the
company’s gross income need not bg derived only from loans but also
may include lawful income received from a domestic subsidiary (in
which the corporation in question has at léast 80 percent of the voting
power of all clusses of stock and owns at least 80 percent of the non-
voting stock) if the subsidiaries are themselves excepted from personal
holding company tax under either this sanmie exception (par. (7)) or as
a licensed personal finance company (par. (6)), a loan or investment -
company (par. (8)), or a.finance company (par. (9)). -Your committee
agrees with the House that the mere fact that income is received from
a subsidiary’ which itself meects the saine requirements as the com-
pany in question, or similar requirements, should not result in such
a company being subjected to personal holding company tax. It will
still be nccessary, however, for the companies involved to meet
directly the 60 percent gross income requirement.

A fifth chaunge relates to the use of the term ‘‘small loan business,”
which represents the type of business in which g lending company
must be engaged in order to be removed from application of the per-
sonal holding company tax under this exception. The bill adds after
the term “small loan business’”’ the term ‘‘(consumer finance busi-
ness)”’. This is intended to make it clear that this exception is not
limited to small loans in the narrow sense, but rather is intended to
encompass consumer finance loans generally. Moreover, the refer-
ence to consumer finance business will bring this exception more
directly in accord with the terminology now used by a number of
State legislatuves which have retitled the applicable provisions govern-
ing these institutions as ‘‘consumer finance laws” as a means of
providing a more descriptive title for the type of business involved.

The provisions described above liberalize the exception provided
for lending companies engaged in the small loan or consumer finance
business. However, the House bill has also added a provision which
is restrictive in its application. It has provided that these lending
companies must not only be authorized to engage in the small loan
or consuiner finance business but also must be “actively and regularly
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engaged in” such business. This gives assurance that such companies
cannot be used indirectly as holders of passive investment income or
as “incorporated pocketbooks.” , o

Your committee believes that the changes made by this bill are
desirable because they conform the exception in existing law to changes
which have occurred in the industry since the passage by Congress of
this exception in 1950. They also will enable the smaller, closely held
companies to compete on even terms with the larger pui)licly owned
chain organizations. _

DEPARTMENTAL REPORT

The bill was amended by the House Ways and Means Committee
so as to incorporate certain changes recommended by the Treasury
Department. Thus, the Treasury Department has no objections to
the enactment of H.R. 8824 as indicated in the following report:

TREASURY DEPARTMENT,
Washington, July 23, 1962.
Hon. Harry F. Byrp, : ,
Chairman, Commattee on Finance,
U.S. Senate, Washington, D.C.

Dear MR. Cuairman: This is in reference to H.R. 8824, now
pending before your committee, to modify the application of the
personal holding company tax in the case of consumer finance com-

anies. - ; - ,

The bill would amend section 542(c)(7) of the Internal Revenue
Code of 1954. That section exempts certain lending companies from
taxation as personal holding companies.

To qualify under section 542(c)(7) the company must be (1)
authorized to engage in the small loan business under State statutes
providing for the direct regulation of such businesses; (2) 80 percent
of the gross income must be from loans; (3) made to individuals;
(4) maturing in not more than 36 months; (5) the interest, discount
and other authorized charges from which do not for any loan excee
3 percent per month not payable in advance and computed only on
unpaid balances, In addition, (6) at least 60 percent of the gross
income must be lawful interest, discount, or other authorized charges
received from individuals each of whose indebtedness did not at any
time during the taxable year exceed in principal amount the limit
rescribed for small loans by the State law (or if there is no such
imit, $500); (7) deductions under segtion 162, other than compensa-
tion for personal services rendered by shareholders, must constitute
15 percent or more of gross income; (8) loans to a person by, or for,
whom 10 percent or more ini value of the small loan companies’ out-
standing stock is held must not at any time during the taxable year
exceed $5,000. : o

The proposed bill changes qualifications (1), (2), and (6) and deletes
qualifications (4) and (5). The requirement that 80 percent of gross
income be intercst, discount, or other authorized charges from loans is
modified to require that 80 percent of gross income consist of either or
both of two categories of income; the first category consists of the type
of incqme presently required and the second ca!;é_gory consists of law-
ful income received from 80-percent-owneéd domestic subsidiaries which
are themselves excepted under paragraph (8), (8), or (9) of ;se’ctigx%i
542(c). The authorization to engage in the ismall Toan business” is
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clarified to indicate that ‘“small loan business” includes ‘‘consumer
finance business’”’ and the limit of $500 mentioned under qualification
(6) is raised to $1,500. . '

Sections 541 through 547 of the Internal Revenue Code of 1954
set forth a series of rules for the taxation of so-called personal holding
companies. The purpose of these provisions is to prevent taxpayers
from using a corporation in order to shield their investment income
from the high individual rates of taxation. Speaking generally, a
corporation 18 a personal holding company if five, or fewer, individudls
control as much as 50 percent of its stock and if 80 percent of its in-
come is ‘‘personal holding company income.” Personal holding
company income is defined in section 543 to include, among other
things, dividends and interest. Current earnings of a personal hold-
ing company which have not been distributed as dividends are subject,
in addition to the usual corporate tax, to a surtax of 75 percent of
undistributed income not in excess of $2,000 and 85 percent of the
undistributed income in excess of that amount.

Section 542(c) enumerates corporations, 80 percent or more of
whose income would normally be personal holding company income,
which have been exempted g’om taxation as personal %olding com-
panies because they are operating companies. Subsections (6)
through (9) have to do with companies in various phases of the lend-
ing business. These provisions treat similar problems and amend-
ment of any one of them can be assessed only if comparison is made
with the others. The pertinent sections for the purposes of assessing
H.R. 8824 are subsections (6), (7), and (9)(C).

Subsection (6) exempts licensed personal finance companies if 80
percent of their gross income is lawful intercst received from loans
made to individuals in accordance with State law, and if at least 60
percent. of their gross income is attributable to interest from loans
made to individuals under State simnall loan laws. The interest on
these latter loans must be “‘not payable in advance or compounded and
computed only on unpaid balances.” Finally, subsection (6) contains
certain restrictions on loans to stockholders.

Finance companies which are “actively and regularly engaged in
the business’’ are exempted from taxation as personal holding com-
panies under certain conditions prescribed by section 542(c)(9). As
far as here relevant, a finance company is exempted under section
542(c)(9)(C) if at least 80 percent of its gross income either is derived
from a finance business carried on in accordance with State law or is
not personal holding company income, and if 60 percent of gross in-
come comes {rom specified transactions, one of which is loans, secured
by personal property, to individuals in an amount greater than the
small loan limit but less than $5,000. In addition, to qualify under
subsection (9) the deductions allowable under section 162, other than
compensation to shareholders or members of a shareholder’s family,
must constitute an amount equal to at least 15 percent of gross income.
Finally, there is a restriction concerning loans to shareholders.

The complex form of section 542(c)(7) has its origins in the abtemgt
to make that section parallel the small loan laws of the States at the
time of its enactment. To some extent also the statute may have
been more tightly drawn than section 542(c)(6) as an indication of
congressional disapproval of the grecomputed and dollar-add-on
methods of interest computation. Section 542(c)(8) of the Internal
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Revenue Code of 1954 as originally added to the code by the Revenue
Act of 1938 was intended to grant exemption from personal holding
company taxation to companies which operated under statutes
similar to the uniform small loan law drafted by the Russell Sage
Foundation.! Under this statute interest could not be payable in
advance or compounded, and could be computed only on unpaid
balances. Section 542(c)(7) of the Internal ﬁevenue Code of 1954
was added to the code in 1950 at the request of those who lived in
States which allowed charges to be determined by the dollar-add-on
or precomputed interest method. Presently there are 23 States
which allow interest charges to be computed in this rnanner. ;

The Treasury De{)artme'nt is deeply concerned with the problems
presented by small loans, but believes that the limitations presently
contained in section 542(c)(7) are ineffectual regulatory instruments
in view of the changes in State law since enactment of those limitations
in 1950.

The 3-percent-per-month rule is the most important of those
prescribecip by section 542(c)(7). In the first place, this rule applies
only to those finance companies of which five or less stockholders own
at least 50 percent of the stock. - Since only 80 percent of gross income
need meet the 3-percent-per-month test even these companies can
charge above this amount on some of their loans. ~ Of course, there
is no Federal limit on interest if it is computed under section 542(c)(6).
Although it has been impossible to completely assess the effect of
section 542(c)(7), the fact that its rules apply only to part of the in-
come of part of the industry part of the time makes this tax statute
seem an inadequate regulatory instrument. Figures given to this
Department by the Federal Reserve Board and by industry repre-
sentatives indicate that the restrictions contained in section 542(c)(7)
apply- to 10 percent of outstanding small loans.? '

t has been the Department’s consistent position that taxpayers
in like situations should be subject to the same rules and rates of
taxation. The effectiveness of our self-assessing system to a large
extent depends upon each taxpayer’s willing compliance with laws
which are regarded as rational and fair. Since section 542(c)(7)
selects only a portion-of the small loan industry for regulation, and
since that portion is similar to other businesses not subject to these
rules, the Department has no objection to the removal of the 3-
percent-a-month and 36-month regulatory limitations. '
" 'The limit of $500 which applies when the State small loan law has
no limit would be amended by the bill to $1,500. We have been in-
formed that only California and Missouri would be affected by this
amendment. The remaining States have raised their maximum dollar
limitations from the original limit of $300 contained in the Russell-
Sage law. For example, Oregon allows small loans up to $1,500. The
Department has no objection to the r(}){)osed amendment,.

It is estimated that enactment of IPI . 8824 would have no signifi-
cance revenuewise,

+ Gompnia'with culstauding Tous o over 43 alon aicoiat fo o8 pafcnt of utaiandiag owns
Another 11 percent of outstanding loans have been made by companies with total outstanding loans of $5
to $26 million, The remai! 2 percent of outstanding loans come from companies whose total.outstand-
ing loans amount (o less than $5 million, Although the Department does not have gracmoﬂmmnuwth )
stock distribution of these companies, it is the Department’s estimate, concurred in by the Federal Reserve
Board and industry economists, that personal holding company stock ownersalg is found only among

00
companles with total outstandings of less than $5 million. Of these it is estimated that only one-half are
subject to the personal-holding-company provisions,
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.- Accordingly, the Department is not opposed to enactment of
H.R.8824. .

~ The Bureau of the Budget has advised the Treasury Department
that there is no objection from the standpoint of the administration’s
program to the presentation of this report. .

Sincerely yours,
StANLEY S. SURREY,
Assistant Secretary.

CHANGES IN EXISTING LAW

In compliance with subsection 4 of rule XXIX of the Standing
Rules of the Senate, changes in existing law made by the bill are shown
as follows (existing law proposed to be omitted is enclosed in black
brackets; new matter is printed in italic; existing law in which no
change is proposed is shown in roman):

SECTION 542(c) OF THE INTERNAL REVENUE CODE OF 1954

SEC. 542. DEFINITION OF PERSONAL HOLDING COMPANY.
* * * * * * . *

(¢) Exceprions.—The term ‘“personal holding company’’ as defined
in subsection (a) does not include—
(1) a corporatiou except from tax under subchapter F (sec. 501
and following);
(2) a bank as defined in section 581;
(3) a life insurance company;
(4) a surety company;
(5) a foreign personal holding company as defined in section
552 ; .
(6) a licensed personal finance company under State super-
vision, 80 percent or more of the gross income of which is lawful
interest received from loans made to individuals in accordance
with the provisions of applicable State law if at least 60 percent
of such gross income is lawful interest— ‘ _
(i) received from individuals each of whose indebtedness
to such company did not at any time during the taxable year
" exceed in principal amount of the limit prescribed for small
loans by such law (or, if there is no such limit, $500), and
(B) not payable in advance or compounded and computed
‘only on unpaid balances, and. if the loans to a person, who ic
a shareholder in such éompany during the taxable year by
or for whom 10 percent or more in value of its outstanding
stock is owned ({i)rectly or indirectly (including, in the case
of an individual, stock owned by the members of his family
as defined in section 544(&)(2)3, outstanding at any time
during such year do not exceed $5,000 in principal amount;
L(7) a lending company, not otherwise excepted by this sub-
section authorized to engage iu the small loan business under
one or more State statutes providing for the direct regulation of
such business, 80 percent or more of the gross income of which is
" lawful interest, discount or other authorized charges—
‘ [(A) received from loans maturing in not more than 36
months made to individuals in accordance with the pro-
visions of applicable State law, and
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[(B) which do not in the case of any individual loan,
exceed in the aggregate an amount equal to simple interest
at the rate of 3 }lsercent per mofith not Fa{able advance
and computed only on unpald balances, if 4t least 60 percent:
of the gross income is lawful interest, discount or other
authorized charges received from mdxvxduals sach of whose
indebtedness to such company did not at any time duting
the taxable year excesd in principal 'amount the limit pre-
scribed for small loans by such law (or, if there is no such
limit, $500), and if the deductions allowed to such company
under section 162 (relating to trade or busmess expenses),
other than for compensation for personal sérvices rendered
by shareholders (mcludlng members of the shareholder’s
family as described in section 544 (a) ) ‘constitute 15
percent or more of its gross incore, and the loans to a erson,
who is a shareholder in' suéch company durmg the taxable
year by or for whom 10, _percent or more in value, ‘of its
outstanding stock is ownéd directly of indirectly (ihcluding, -
in the ¢ase of an 1nd1v1dua1 stock owned by the members
of his family as. defined in section 544(&)(23'), outstanding
at any, time during such year do not exceed $5,000 in
principal amount;}

(7) a lending company, not otherwise excepted by this subsection,
authorized to engage in and actively and regularly engaged in the
small loan business (consumer finance busmess) under one or more
State statutes providing for the direct regulat'wns of such business,

’%)erccnt or-more of the gross income of which consists of either or
both of the jollowmg—

(A) lawful ingerest,’ discount, or other awfhorzzed charges re-

, cewe Jrom, loans made to mdzmduals ‘in’ acéordance unth the

provisions of plzcablc State law, and

(B) lawful yncome Teceived from doméstic subsidiary corpora-

" tions (of whick' stock ] ossés_cmg_ at least 80 percent of the voting

- power of all classes o st()ck and of which at least 80 percent of

. each class of 1 the nOmJoHng stock 18 owned direcily b such lendin

.,’;;company), which are themselz}es excepted under t zs paragrap

“or ‘paragraph (6), (8), or'(9) 'of this subséction,

zf at lec t 60. percent of the gross income is, lawful mterest discount,
ut rzzed ciques recewed from ioans 'madc n accordance
romswns of of ‘Such, sin /3 loan onsumer whce) laws to

@n % ?’ {L 0) whbsé’i tddnes b fluch‘ com did not
?f““ g}s ‘t, dur'mg the ia:i&wg ar ‘efcéell g ount the
ch e jor' small loan X y sk lgw’ (or, zf t ,&re as no such
lzmu; wj fﬂ “dcduct’z § allowed to’ suc (dm ny under
section 1 6'2 (‘ zatzh to ‘trdde ' or business ébp efis éﬁ) than for
compc, safion for persg nal services rendered by ‘shdpe gjdérb (includ-
ing me é ) ”, i‘ckbldﬁr §" family desém in section
544(@) )), ¢ 1‘{;‘5 }b’ ercent on hwre’b its groks’ mcomc, and
the I dns 10 ¢ ‘pe é "1 kb g shdreRolder i such éopm iahy during
the taxabl yecf »r b’i" hotly ‘10" péréent br ore! 'vh( "Wdlue of its

tf n iregtly’ r zh'di?‘éctl (drie g, in the
S #sqnp}z g Op g ”' z # 3/ g mégbdf‘”ﬁ‘w family

a? deﬁncd m ol "é’/z‘? (2) ou?sta ding ut Gy tithe during
such yjedr do not excﬁed $5 000 h prindipal emitmt) ™
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. (8) aloan or investment corporation, a substantial part of the
business of which consists of receiving funds not subject to check

- .and evidenced by installment or fully paid certificates of indebted-

-outstandin

ness or investment, and making loans and discounts, and the loans
to a person who is a shareholder in such corporation during such
taxable dyea.r by or for whom 10 percent or more in value of its

{in g stock is owned directly. or indirectly (including, in
the case of an individual, stock owned by the 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;

(9) a finance company, actively and regularly engaged in the
business of purchasing or discounting 2ccounts or notes receivable
or installment obligations, or making loans secured by any of the
foregoing or by tangible personal property, at least 80 percent of

. the gross income of which is derived from such business in accord-

ance with the provisions of applicable State law or does not con-
stitute personal holding company income as defined in section
43, if 60 percent of the gross income is derived from one or more
of t.ile following classes of transactions— ' | !
(A) purchasing or discounting accounts or notes receivable,
or-installment obligations evidenced or secured by contracts
of ¢onditional sale, chattel mortgages, or chattel lease agree-
ments, arising out of the sale of goods or services in the
course of the transferor’s trade or business;
(B) making loans, maturing in not more than 36 months,
to, and for the business purposes of, persons engaged in trade
or business, secured by— ' S

(i) accounts or notes receivable, or installment obli-
gations, described in subparagra?h A); ‘

(ii) warehouse receilﬁls, bills of lading, trust receipts,
chattel mortgages, bailments, or factor’s liens, covering
or evidencing the borrower’s inventories;

(iii) & chattel mortgage on property used in the
borrower’s trade or business;

except loans to any single borrower which for more than 90
days in the taxable year of the company exceed 15 percent
of the average funds employed by the company during such
taxable year; § . o
"'(C) making loans, in accordance with the provisions of
-applicable State law, secured by chattel mortgages on
tangible personal ,ﬁmperty the original amount of each of
which is not less than the limit referred to in, or prescribed
b{, ﬁ?ragmph 6)(A), and the aggregate principal amount
of which mei y any one borrower to the compun({ at any
time during the taxable year of the company does not
exceed $5,000; and
(D) if 30 percent or more of the gross income of the
company is derived from one or more of the classes of
transactions described,in subparagraphs (A), (B), and (C),
purchasing,- discounting, or - lendihg upon - the securtty.-of,
installment obligations of individuals where the transferor
-or borrower acquired such obligations either in transactions
of the classes described in subparagraphs (A) and (C) or as
a result of loans made by such transferor or borrower in
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accordance with the provisions of subparagraphs (A) and
(B) of paragraph (6) or of subparagra hs (A) and (B) of
paragraph (7) of this subsection, if the funds so supplied at
all times bear an agreed ratio to the unpaid balance of the
assigned installment obligations, and documents evidencing
such obligations are held by the company;
provided that the dedi'ctions allowable under section 162 (relat-
ing to trade or business expenses), other than compensation for
personal services rendered by shareholders (including members
of the shareholder’s family as described in section 544(a)(2)),
constitute 15 percent or more of the gross income, and that loans:
to & person who is a shareholder in such company during such
taxable year by or for whom 10 percent or more in value of its
outstand)irng 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;
- (10) a foreign corppration if— L
(A) its gross income from sources within the: United States
for the period specified in section 861(a)(2)(B) is less than
. 50 ﬁercent. of its total gross income from all sources, and
- (B) all'of its stock outstanding during the last half of
the taxable year is owned by nonresident alien individuals,
whether directly or indirectly through other foreign cor--
porations; - - B S S
(11) a small business investment company which is licensed
by the Small Business Administration and operating under the"
Small Business Investment Act of 1958 and which is actively”
engaged in the business of providing funds to 'small business:
concerns undér that Act. This paragraph shaell not apply if
any shareholder of the small business investment company owns-
at any time during the taxable year directly or indirectly (in-
cluding, in the.case of an individual, ownership by the members
of his family as defined in section 544(a)(2)) & 5 per centum or
more proprietary interest in a small business concern to which
funds are.provided by the investment company or 5 per centum
or more 'in the value of the outetanding stock of such concern.



SUPPLEMENTARY STATEMENT BY SENATOR PAUL
DOUGLAS

| \ .

No hearings were held on this bill either in the House or in the
Senate. It is impossible therefore to determine whether or not it is
in the public interest. I think this is poor, procedure and that there-
fore thig bill probably needs more thorough scrutinlﬁr. '

We have drifted into lpose procedures on these bills rushed through
at the end of the session. They have been going through Congress
with little examination and this has sometimes had unfortunate re-
sults. I.believe our Senate procedures should be revised to proyide
for a more thorough examination of their possible merifg and demerits.
In the meantime the Senate should in my opinion go, slowly. .
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SUPPLEMENTARY STATEMENT BY SENATOR HARRY F.
| BYRD, CHAIRMAN -

The Senate Finance Committee, in formal meeting September 10,
1962, ordered to be reported 11 bills with recommendations that they
be considered favorably by the Senate. This bill was among those
ordered to be reported at that time.

As a member of the committee, the Senator from Illinois, Mr.
Douglas, voted against committee approval of all of these bills except
}c;ne.s He voted affirmatively to report only H.R. 12529 which affected

is State. )

He voted against reporting all other bills before the committee on
that date with the statement that he was voting in the negative
because public hearings had not been held.

In his supplementary statements on these bills the Senator from
Illinois creates the impression—intentional or not—that the Finance
Committee is not giving proper and adequate attention to legislation
reported to the Senate.

With respect to all of these bills he apparently tries to leave the
inference that the committee has drifted into a loose procedure of
rushing bills through at the end of the session which he claims produces
unfortunate results.

On behalf of the majority of the Senate Finance Committee I want
to make it clear to the Senate that, in the case of the bills.ordered to
be reported by the committee on September 10, 1962:

(1) Each of the bills has been passed by the House of Repre-
sentatives;

(2) No request was made for Senate hearings on these bills
and this includes the bill for which the Senator from Illinois voted
in the affirmative;

(3) Each of the bills ordered to be reported, except H.R. 12529
in which the Senator from Illinois is interested, was formally
approved by the executive agencies having jurisdiction over their
administration; _ V

(4) The contents of each bill were fully outlined by members
of the committee staff, and discussed by members of the com-
mittee; and -

(5) When the committee voted, members had full knowledge
of the purpose and effects of the proposed legislation.

Momentous matters are referred to the Senate Committee on
Finance, including legislation with respect to taxation, tariffs and
customs, social security, veterans, and so forth, and the committee
has always been meticulous in exploring the effects of all legislation
it recommends, <

The current tax bill—H.R. 10650—now in conference is a case in

oint. More than 200 witnesses were heard on this bill, and the
egislation was under committee consideration more than 4 months,
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14 RELATING TO THE PERSONAL HOLDING COMPANY TAX

The Senator from Virginia cannot recall that the Senate has rejected
a bill recommended by the Senate Finance Committes. It suffices
to say that when the need for hearings is indicated, the committee
will hold them.

The procedure followed by the committee in consideration of. the
agenda for the meeting of September 10 involved no departure from
committee practice over the 30 years during which I have been a
member. ' .

. The committee always holds hearings when they are necessary for
the enlightenment of the membership, and the procedure of the past,
so far as the chairman is concerned, will be continued in the future,

O



