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INTEREST EQUALIZATION TAX EXTENSION ACT
OF 1967

SIADAY, JULY 14, 1967

U.S. SENATE,
CoMmirEE oN FINANCE,

Washington, D.C.
The committee metpursuant to notice, at 10:10 a.m., in room 2221,

New Senate Office Building, Senator Russell B. Long (chairman)
presiding.

Present: Senators Long, Smathers, Talmadge, and Williams.
The C ,M AN. The hearing will come to order. %,
This hearing was called to enable interested parties to inform the

committee with respect to the proposal to extend the interest equali-
zation tax and to increase its rate. The President has recommended that
this be done, and that he be empowered to vary the rates of tax in
such a way as to best achieve the balance-of-payments objective of the
United States.

The House bill continues the tax for 2 additional years until July
31, 1969. It also temporarily increases the tax on foreign stock pur-
chases from 15 percent to 22 percent and makes corresponding in-
creases in the rates applicable to foreign debt obligations. Finally, it
authorizes the President to vary the tax rates between these ranges
by Executive order.

Since the bill passed the House earlier this year, the Treasury
Department has detected instances in which foreign securities have
been sold to U.S. persons in avoidance of the interest equalization tax
through the use of false certificates of prior American ownership.
Since detecting this avoidance, the Treasury Department has been de-
vising procedures to deal with it.

(A summary and the bill, H.R. 6098, follow:)

SumMAzY or H.R. 609K, IztTmsT Qumjx&noN TAx B@xTENsxoN AcT OF 1967,
PwAmm By THU OMmMir STArr

Prcaent Law.-The Interest equalization tax is imposed on purchases of
foreign stocks and debt obligations by U.S. persons (i.e., U.S. citizens and resi-
dents, domestic corporations, and domestic parxnorships). In the case of stock
the tax Is 15 percent of the vahwx of the stock; in the case of debt obligations
(including bank loans) it ranges upwards from 1.05 percent If the maturity is
between one and one-and-a-quarter years to 15 percent if the maturity Is 28%.
years or longer.

There are exemptions for purchases by U.S. persons of stock and debt obliga-
tions held by other U.S persons. Also thmre are exemptions for lees- developed
country securities, and for securities acquired In connection with U.S. imports
of raw material and U.S, exports. Finally, there are exemptions for certain new
issues of Canadian and Japanese securities marketed In this country.

This tax, which was enacted In 1964 (but effective as of July 19, 19M), to
deter the outflow of U.S. capital and thereby help the U.S. balance of payments,
is scheduled to terminate as of July 31,1987.

Extenmion of Tax.-H.I,. 6096 continues the interest equalization tax for two
additional years, until July 31, 1989.

Incrcae in Rate.-The bill also Increases the interest equalization tax rates
by about 50 percent for the period beginning January 26, 1967 (when the Presi-
dent's message was received) and ending 29 days after the date of enactment of
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the b0l. Instead ot ran between L05 percent for debt obligations with ma-
tm-ul mot I year a" 15 percent If the tIs 28 yeau or longer, the rates
during ths Interval wouid range between 1.58 perent and 225 percent depend-
ing on the maturity. In the cme of stock the rate would be Incread from 15
peromt ot the value of the stock to 22.5 percent ot amh value.

At the end of thin period the original ratm would again apply.
REowtve Authoriy to Vary Ratu.-H.. O F delegates to the Predent

authority to vary the interest equallmtion tax mtes by increasing them up to
50 per above the print rates-and by lowering them back down to the levels
of preKt law-if he determines that such choane ae necery "to limit the
total acquis on by United Isue p nsa ock oreg lumrs and debt
o I of foreign obllgors within a range consistt with toe balance of
paymets objectives of the United tata" Thi authority (effective 80 days
after enactmet of the bilk) would be exerdse by Executive Order. In the cae
of stock the tax rate could be varied between 15 poroet and 22.5 percent. For
debt obligations the tax rates could be varied between 1.05 percent and 1.58
percent If the maturity I 1 year and betwom 15 percent and 22.5 percent If the
maturity is 2, yvar or locer.

PorWds Real Property S0m.--Tbe bill provde an exemption from the in-
terea equaliution tax whe foreign debt obigatons are acquired by a U.S.
person In conection w*Aih the sale ot foreign real property which he held on
July 1A 1908 (Devt nations acquired in connection with a sale of tangible
property held for personal use are already exempt from the tax.) This new ex-
emption wodld apply only to debt obliga to acquired on or after the date of
e nof the bill

R4eist Aes.-The bill provides an exemption from the interest equalia-
tion tax for foreign stock or debt obligations acquired by resident allen during
the first 90 days he 1s a mdent of this conty. (Resident aliens are U.S. per-
sons for purposes of the tax.) Under the provision In the bill securities acquired
tax-free during this 904day period could not be reold to a U.S. person without
payment of the tax. This exemption applied to acquisitions after July 18, 1963.

0bt#itute osraM.-The bill permits foreign deft obgatons to be acquired
taxr-free in connetion with the sale by a U.& pesn of foreign ores and minerals
under a contract which substitutes for an orIginal contract existing on July 1&
190& (The acqulstlon would be tax-free under existin law if the sale occurred
under the oftil contract) Tbis provision applier only to acquisitions on or
after the date ot enactment at the bill.

Pe"mItie.-HIL. 6093 relaxes the penalty for failure to timely file notices of
acquisitions of new Canadian issues during the period July 18, 19M3 through
October 9, 1965. These securities are tax free under Executive Order but failure
to file a timely notice in effect cancels the exemption and thereby imposes a
100-percent penalty. Since October 9, 195, the penalty for failure to timely file
the required notice is 5 percent of the exemption for each 80 days delay, up to a
maximum of 25 percent.

The House bill makes this same lower penalty applicable for the period
before October 10, 1965. In addition, State and local governments which acquired
these securities in the past, but failed to file the required notices, are given 80
days after the date o enactment to file such notice and makes the penalty
Inapplicable. #

U.S. Demre.-At present a U.S. dealer who acquires foreign &bt obligations
and sells them to another U.S. dealer may obtain credit or refund of the interest
equalintion tax if the second dealer resells them to a foreigner on the same day
or the next business day. The bill increases the period the second dealer may hold
the debt obligations from 1 day to 30 days, effective January 26,1967.

Lexdhn or Fissfe Bstem.-Under the bill, a U.S. corporation engaged
abroad in the business of making personal-type loans with maturities up to 4
years, may elect to be treated as a foreign corporation and thus not be subject
to the Interest equalization tax with respect to such loan& Presumably, these
loans are made in foreign currency derived from foreign sources and do not
affect the U.S. balance of payments. The election would apply as of January 26,
1967.

FPnamcog of Bport Tranoctlos.--Under the bill, a U.S. corporation engaged
in the business o making loans to foreigners to finance the purchase of property
or services from the U.S. may elect to be treated as a foreign corporation and
thus not subject to the Interest equalization *tax with respect to such loans if
the money It uses In making Its loans is acquired solely from the sale of its own
debt obligations to foreigners. An election must be made within 80 days after the
date of enactment of the bill and would be effective from the date It Is made.
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9orn CONGRESS R6 9
nsmmH' R. 6098

IN THE SENATE OF THE UNITED STATES

Mmwzc 16,1967 •

Read twice and referred to the Committee on Finance

AN ACT
To provide an extension of the interest equalization tax, and

for other purposes.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 SECTION L SHORT TITLE, ETC.

4 (a) SHORT TITLE.-This Act may be cited as the "Ii-

5 terest Equalization Tax Extension Act of 1967".

6 (b) AMMNDMENT OF 1954 CoD.-Except as other-

7 wise expressly provided, whenever in this Act an amend-
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2

1 ment is expressed in terms of an amendment to a section or

2 other provision, the reference is to a section or other provi-
3 sion of the Intirna'Revenue Codeof 1964.

4 SEC. 2. EXTENSION OF INTEREST EQUALIZATION TAX.

5 Section 4911 (d) is amended by striking out "July 31.,

6 1967" and inserting in lieu thereof "July 31, 1969".

7 SEC. & iMPOSITION OF TAX.

8 (a) AMOUNT OF Tx.-Section 4911 (b) is amended

9 to read as follows:

10 "(b) AMOUNT oF TAx.-

11 "(1) RATES OF TA.-Except as provided in para-

12 graphs (2) and (3)-

13 "(A) SrOCK.-The tax imposed by subsection

14 (a) on the acquisition of stock shall be equal to 15

15 percent of the actual value of the stock

16 o"(B) DEBT OBLIATioNs.-The tax imposed

17 by subsection (a) on the acquisition of a debt obli-

18 gation shall be. equal to a percentage of the actual
e19 value of the debt obligation measured by the period
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remaining to its maturity and determined under

2 column I- (A) of the following table:

"I 1U

The tax, a percent-
"If the period remaining to maturity Is- age of actual value,

in-

(A) (B)

At least 1 year, but less than 1 Y years ---------- 1.05 1.58
At least 14 years, but less than 1j- years ------ 1.30 1.95
At least 1, years, but less than 14 years 1.50 2.25
At least 1 Y4 years, but les than 24 years. 1.85 2. 78
At least 24 years, but less than 2%4 years ------ 2. 30 3.45
At least 2% years, but leas than 3Y2 years ------ 2. 75 4. 13
At least 3h years, but less than 43J- years ----- 3. 55 5.33
At least 4h years, but less than 53 years ------ 4. 35 6. 53
At least 5, years, but less than 61- years ------ 5. 10 7.65
At least 6,j years, but less than 7j.'4 years ------ 5. 80 8.70
At least 7h years, but less than 8 years- 6.50 9.75
At least 8, years, but less than 9 years 7. 10 10. 65
At least9 / years, but less than 10 years 7.70 11.55
Atleast 0lryears, but less than 2 --years-.... 8.30 12.45
At least 11, years, but less than 132 years ..-- 9. 10 13. 65
At least 13. years, but less than 16 j years...- 10. 30 15. 45
At least 16h years, but less than 18,4 years.... 11.35 17.03
At least 18h years, but less than 21, years .... 12. 25 18. 38
At least 214 years, but less than 23h years ..- 13. 05 19. 58
At least 23, years, but less than 26q years ..-- 13. 75 20.63
At least 26A years, but less than 28j-M years ....- 14.35 21.53
28 years or more -------------------- - 15.00 22.50

3 "' (2) MODFIOATION OF TAX RATES BY EXECU-

4 TME ORDERL-

5 "(A) IN GENERAL.-If the President of the

United States determines that the rates of tax im-
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4

posed by paragraph (1), or provided in any prior

2 Executive order issued pursuant to this paragraph,

3 are lower or higher than the rates of tax necessary to

4 limit the total acquisitions by United States persons

5 of stock. of foreign issuers and debt obligations of for-

6 eign obligors within a range consistent with the

7 balance-of-payments objectives of the United States,

8 he may by Executive order (effective as provided

9 in subparagraph (C) (ii)) increase or decrease

10 such rates of tax.

II "(B) MAXIMUM AND mINIMUM RATEs.-No

12 change in the rates of tax which is prescribed in an

13 Executive order issued under subparagraph (A)

14 shall (i) cause the rate applicable to the acquisi-

15 tion of stock to be higher than 22.5 percent or lower

16 than 15 percent, or (ii) cause the rates applicable

17 to debt obligations to be higher than the rates set

18 forth in column H (B) of the table in paragraph

19 (1) (B) of this subsection or lower dtm the rates

20 set forth in column II (A) of such table.

21 "(C) .APPLICATION OF EXECUTIVE ORDERS.-

22 "(i) Each increase and each decrease in

23 the rates of tax which is prescribed in an Execu-

24 tive order issued under subparagraph (A) shall

25 provide for the same proportionate increase or
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1 decrease in each rate of tax, except that any

2 such rate may be rounded to the nearest 0.01

3 percent.

4 "(ii) Any Executive order issued under

5 subparagraph (A) shall apply with respect to

6 acquisitions made after the date on which such

7 order is issued (or, if later, after the 29th day

8 following the date of the enactment of this para-

9 graph); except that in the case of any such

10 order which increases the rates of tax (as in

11 effect without regard to such order), to the

12 extent specified in such order, rules similar to

13 the rules prescribed by paragraphs (2), (3),

14 and (4) of section 3 (c) of the Interest Equali-

15 zation Tax Extension Act of 1967 shall apply.

16 "(3) RATES DURING INTERIM PERIOD.-In the

17 case of acquisitions of stock and. debt obligations made

18 after January 25, 1967, and before the thirtieth day

19 after the date of the enactment of this paragraph, the

20 tax imposed by subsection (a) sh&)) be 22.5 percent

21 in the case of acquisition of stock, 'wd shall be deter-

22 mined under column fl (B) (rather than column II

23 (A)) of the table in paragraph (1) (B) in the case

24 of acquisition of a debt obligation.

2.,5 "(4) REGULATIoNS.-The Secretary or his d,.lo-
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1 gate may prescribe such regulations (not inconsistent

2 with the provisions of this section. or of any Executive

3 order issued and in effect under this section) as may be

4 necessary to carry out the provisions of this section."

5 (b) APPLICATION OF EXBCUTIVB ORDER 11198,

6 ETC.-I

7 (1) The table in section 4931 (c) (relating to debt

8 obligations with maturity from 1 to 3 years) is amended

9 to read as follows:

The tax, as a per.
"If the period remaining centage of ac.

to maturity is: tual value, is:
"At least 1 year, but less than 11/ years ------------- 1.58 percent
At least 1% years, but less than 1 years ---------- 1. 95 percent
At least 11/ years, but less than 13 years ---------- 2. 26 percent
At least 1% years, but less than 2 years ---------- 2. 78 percent
At least 2/ years, but less than W4 years ----------- 8.45 percent
At least 28 years, but less than 3 years ------------ 4. 13 percent."

10 (2) Section 3 (e) (1) (A) of the Interest Equali-

11 zation Tax Extension Act of 1965 is amended to read

12 as follows:

13 "(A) by striking out subsection (c) (as

14 amended by the Interest Equalization 7ax Exten-

15 sion Act of 1967) and redesignating subsections

16 (d) and (e) as'subsections (c) and (d), respec-

17 tively;".

18 (c) EFFEoTm DATE .&NI) SPECIAL RUIE.-

19 (1) GENERAL RUL.-The amendments made by

20 subsection (a) shall apply only with respect to acquisi-
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1 tions of stock or debt obligations made after January 25,

2 1967. The amendment made by paragraph (1) of

3 subsection (b) shall apply only with respect to acquisi-

4 tions of debt obligations made after January 25, 1967,

5 and before February 21, 1967 (the date on which the

6 amendments made by section 3 (e) (1) of the Interest

7 Equalization Tax Extension Act of 1965 became effec-

8 tive).

9 (2) PBUXIBTINO COMMITMENTS.-Such amend-

10 ments shall not apply to an acquisition-

11 (A) made pursuant to an obligation to acquire

12 which on January 25, 1967-

13 (i) was unconditional, or

14 (ii) was subject only to conditions con-

15 trained in a formal contract under which partial

16 performance had occurred; or

17 (B) as to which on or before January 25,

18 1967, the acquiring United States person (or, in a

19 case where 2 or more United States persons are

20 making acquisitions as part of a single transaction,

21 a majority in interest of such persons) had taken

-22 every action to signify approval of the acquisition

23 under the procedures ordinarily employed by such

person (or persons) in similar transactions and had
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1 sent or deposited for delivery to the foreign person

2 from whom the acquisition wea made written evi-

3 dence of such approval in the form of a commitment

4 letter, memorandum of terms, draft purchase con-

5 tract, or other document setting forth, Gr referring

6 to a document sent by the foreign person from whom

7 the acquisition was made which set forth, the priuci-

8 pal terms of such acquisition, subject only to the

9 execution of formal documents evidencing the ac-

10 quisition and to customary closing conditions.

11 (3) PUBLIC oF=Nl Gs.--Such amendments shall

12 not apply to an acquisition made on or before March 27,

13 1967, if-

14 (A) a registration statement (within the

15 meaning of the Securities Act of 1933) was in

16 effect with respect to the stock or debt obligation

17 acquired at the time of its acquisition;

18 (B) the registration statement was first filed

19 with the Securities and Exchange Coimission on

20 January 25, 1967, or within 90 days before that

date; and

22 (C) no amendment was filed with the Securi-

23 ties and Exchange Commission after January 25,

24 1967, and before the acquisition which had the ef-

25 fect of increasing the number of shares of stock or
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1 the aggregate face amount of the debt obligations

2 covered by the registration statement.

3 (4) OPTIONS, FORECIUsB, AND CONVER-

4 sIoNs.--Such amendments shall not apply to an acquisi-

5 tion-

6 (A) of stock pursuant to the exercise of an

7 option or similar right (or a right to convert a debt

8 obligation into stock), if such option or right was

9 held on January 25, 1967, by the person making

10 the acquisition or by a decedent from whom such

11 person acquired the right to exercise such option

12 or right by bequest or inheritance or by reason of

13 such decedent's death, or

14 (B) of stock or debt obligations as a result of a

15 foreclosure by a creditor pursuant to the terms of an

16 instrument held by such creditor on January 25,

17 1967.

18 (d) Rzums.-If, by reason of the enactment of this

19 Act, a person incurs additional liability for interest equaliza-

20 tion tax with respect to acquisitions of stock or debt obliga-

21 tions made after January 25, 1967, for which a return has

22 been filed under section 6011 (d) (1) of the Internal Reve-

23 nue Code of 1954 before the date of the enactment of this

24 Act, such person shall make an amended return showing
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1 such additional liability. If liability for interest equalization

2 tax with respect to such acquisitions is initially created by

3 reason of the enactment of this section, the person incurring

4 such liability shall make a return. The returns required to be

5 made by this paragraph shall be filed on or before the last

6 day of the month following the close of the calendar quarter

7 in which the date of the enactment of this Act occurs or at

8 such later time as the Secretary or his delegate may prescribe.

9 SEC. 4. OTHER AMENDMENTS.

10 (a) EXCLUSION OF ACQUISITIONS ARISING OUT OF

11 SALES OF CERTAIN FOREIGN REAL PROPERTY.-

12 (1) Section 4914 (b) (14), is amended to read as

13 follows:

14 "(14) FOREIGN PROPERTY.-Of debt obligations

15 arising out of the sale of-

16 "(A) tangible property located outside the

17 United States which was held by the person acquir-

18 ing such obligation for his personal ,use, or

19 "(B) real property (other than property to

20 which subparagraph (A) applies) located outside

21 the United States and owned, on July 18, 1963, by

22 the person acquiring such obligation."

23 (2) The amendment made by paragraph (1) shall
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1 apply only with respect to acquisitions made on or after

2 the date of the enactment of this Act.

3 (b) EXCLUSION OF CERTAIN ACQUISITIONS BY RESI-

4 DENTS NOT CITIZENS.-

5 (1) Section 4914 (b) is amended by adding at the

6 end thereof the following new paragraph:

7 "(15) CERTAIN ACQUISITIONS BY RESIDENTS NOT

8 CITIZENS.-Of stock or debt obligations by an individual

9 who is a resident but not a citizen of the United States,

10 during the 90-day period beginning on the date such

11 individual first became a resident of the United States."

12 (2) Section 4914 (j) (2) is amended by adding at

13 the end thereof the following new sentence: "For pur-

14 poses of this chapter, if, after February 27, 1967, a

15 United Statesperson sells or otherwise disposes of stock

16 or a debt obligation to the acquisition of which subsec-

17 tion (b) (15) applied, such person shall not, with

18 respect to that stock or debt obligation, be considered

19 a United States person."

20 (3) The amendment made by paragraph (1) shall

21 apply with respect to acquisitions made after July 18,

22 1963.

13
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1 (c) CERTAIN SALES OF OrM o MINMAI BY

2 UNITED STATES PERSONS.--

3 (1) Section 4914 (c) (5) is amended by adding at

4 the end thereof (after and below. subparagraph (B))

5 the following new sentence:

6 "For purposes of clause (iii) of subparagraph (A)

7 (and for purposes of determining whether a debt obliga-

8 tion arises out of a loan described in subparagraph (B)

9 in a case where the ores, minerals, or derivatives in-

10 volved are obtained under a contract described in such

11 clause), a contract shall be deemed to have been entered

12 into on or before July 18, 1963, if it is entered into after

13 such date and before January 26, 1967, and is a substi-

14 tute for a contract, which has been canceled or termi-

15 nated, between the same parties which was entered into

16 on or before July 18, 1963; except that the total amount

17 of the acquisitions excluded by this paragraph on the

18 basis of a contract entered into after July, 18, 1963,

19 which is deemed by this sentence to have been entered

20 into on or before such date shall not exceed the total

21 amount of the acquisitions which could have been ex-

22 cluded by this paragraph on the basis of the earlier con-

23 tract for which such contract was substituted."

24 (2) The amendment made by paragraph (1) shall

14
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1 apply with respect to acquisition made on or after the

2 date of the enactment of this Act.

3 (d) INmwATnOx L MorNuxy STABITY EXCLU-

4 sION.-

5 (1) Section 4917 (d) is amended by striking out

6 "after the date of the enactment of the Interest Equal-

7 ization Tax Extension Act of 1965".

8 (2) The amendment made by paragraph (1) shall

9 apply with respect to acquisitions made after July 18,

10 1963.

11 (3) If, with respect to an acquisition after July 18,

12 1963, and before the date of enactment of this Act, by

13 a State or political subdivision, or by any agency or

14 instrumentality thereof, of stock or a debt obligation

15 which is all or part of an original or new issue to which

16 an Executive order issued under section 4917 (a) is

17 applicable (other than an Executive order which is

18 applicable to a limited aggregate amount of such issues),

19 the notice of acquisition required by section 4917 (a) is

20 filed on or before the 60th day after the date of enact-

21 ment of this Act, such notice shall be considered as filed

22 on or before the last day specified in the regulations

23 prescribed by the Secretary or his delegate under sec-

24 tion 4917 (a).

15
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2
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20

21

22

23

24

14.

(4) No interest shall be paid with respect to ay

credit or refund aHowed or made by reason of the appli-

cation of this subseton.

(e) irELI oF D3 m OIoATIoNs BY UNIjD

STATES Dwaxa .-

(1) Sections 4919 (a) (2) (A) (ii), and 4919

(a) (2) (B) (ii) are each amended by striking out "on

the same or the next business day" and inserting in lieu

thereof "within 30 days after the day of purchase".

(2) Section 4919 (b) (3) is amended-

(A) by striking out in subparagraph (A) (ii)
"on the day of purchase or the next business day"

and inserting in lieu thereof "within 30 days after

the day of purchase";

(B) by striking out in the sentence following

subparagraph (A) (ii) "on. the day on which it

was purchased or the next business day" and insert-

ing in lieu thereof "within 30 days after the day of

purchase"; 
4

(C) by striking out "or" at the end of sub-

paragraph (B) (i);

(D) by striking out "or debt obligation" in

subparagraph (B) (ii) and by adding "or" at the

end of such subparagraph;

16
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I (E) by adding alter subparagraph (B) (ii)

2 the following:

3 "(iii) purchased a debt obligation which

4 he resold within 30 days after the day of pur-

5 chase to a person other than a United States

6 person,"; and

7 (F) by striking out in the matter following

8 subparagraph (B) (iii) (as added by subparagraph

9 (E) of this paragraph) "on the day of purchase

10 or the next business day" and by inserting before

11 the period at the end of subparagraph (B) the fol-

12 lowing: "on the day of purchase or the next bus-

13 iness day in the case of stock, or within 30 days

14 after the day of purchase in the case of a debt ob-

15 ligation".

16 (8) The amendments made by this subsection shall

17 apply only with respect to an acquisition by a dealer of

18 a debt obligation which is resold by such dealer to an-

19 other dealer .(whether such acquisition by the former

20, dealer occurs before or after such resale) after January

21 25, 1967.

22 (f) -Fowoi L ro LA" Pnwxo Busnusm .-

23 (1) SectiQn 4920(a) (3) is amended by striking

24 out the period at the end of subparagraph (B) and in-
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1 erting in lieu thereof "; or", and by adding after sub-

2 paragraph (B) the following new subparagraph:

3 "(C) a domestic corporation which together

4 with its subsidiaries (if any)-

5 "(i) is primarily engaged in the lending

6 or finance business through offices located out-

7 side the United States, and

8 "(ii) holds itself out, in the course of such

9 business outside the United States, as lending

10 money to the public generally,

11 and which elects to be treated as a foreign issuer or

12 obligor for purposes of this chapter. The election

13 under the preceding sentence shall be made on or

14 before the 60th day after the date of the enactment

15 of this subpargraph or the 60t day after the or-

16 ganization of the corporation, whichever is later,

17 under regulations prescribed by the Secretary or his

18 delegate. Any such election shall be effective as of
I

19 January 26, 1967, or the date of the organization

20 of the corporation, whichever is later, and shall re-

21 main in effect until revoked. If, at the close of any

22 succeeding calendar quarter, the corporation ceases
23 . to'meet the requirement of clause (i) orclause (ii),

2the election shall thereupon (with respect to quar-

25 ters after such calendar quarter) be deemed revoked.

18
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1 When an election is revoked no further election may

2 be made."

(2) Section 4920 (a) is further amended by insert-

4 big after paragraph (3) the following new paragraph:

5 "(3A) For purposes of paragraph (3) (C)-

6 "(A) the term 'lending or finance business'

7 has the meaning given it by section 542 (d) (1);

8 except that for such purposes the term '60 months'

9 appearing in subparagraph (B) (i) of such section

10 shall be deemed to read '48 months', arid the sub-

11 sequent portion -_f such subparagraph (B) (i) shall

12 be disregarded;

13 "(B) a corporation shall be considered a 'sub-

14 sidiary' of another corporation only if stock pos-

15 sessing at least 50 percent of the voting power of

16 all classes of its stock is directly or indirectly owned

17 by such other corporation and the two corporations

18 are affiliated with each other; and

19 "(C) a corporation primarily engaged in lend-

20 ing money to one or more other corporations each

21 of which is affiliated with it and satisfies the require-

22 ments of clauses (i) and (ii) of paragraph (3) (C)

23 shall itself be deemed to satisfy such requirements.

24 For purposes of this paragraph, two corporations are

25 'affiliated' with each other if they are members (or
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1 would be members if they were both domestic corpora-

2 tions) of the same affiliated group (within the meaning

3 of section 1504)."

4 (3) Section 4920(a) (4) (C) is amended by

5 striking out 'paragraph (3) (B)" and inserting in lieu

6 thereof "subparagraph (B) or (C) of paragraph (3) ".

7 (g) CERTAIN EXPORT-RELATED TRANSACTIONS.-

8 (1) Section 4920 (a) (3) is amended by striking

9 out "or" at the end of subparagraph (B) and the period

10 at the end of subparagraph (C) (as added by subsec-

11 tion (f) (1 ) of this section), by inserting in lieu of such

12 period "; or", and by adding after subparagraph (C)

13 the following new subparagraph:

14 "(D) a domestic corporation if-

15 "(i) substantially all of the business of

16 such corporation consists of the acquisition from

17 foreign obligors of debt obligations, arising out

18 of loans made to such obligors, all of the pro-

19 ceeds of which are to be used by such obligors

20 to pay part or all of the purchase price in sales

21 to such obligors of tangible property or property

22 described in section 4914 (c) (3) (A) or serv-

23 ices (or any combination thereof) by one or

24 more includible corporations in an affiliated
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1 group, as defined in section 1504, of which such

2 corporation is a member,

3 "(ii) at least 15 percent of the purchase

4 price of each such sale is attributable to the sale

5 of property manufactured, produced, grown, or

6 extracted in the United States by one or more

7 such includible corporations, or to the perform-

s ance of services by one or more such includible

9 corporations, or to both,

10 "(iii) such corporation establishes that such

11 debt obligations are acquired solely out of the

12 proceeds of the sale by such corporation (or

13 by a domestic corporation described in section

14 4912 (b) (3) which owns all of the stock of

15 such corporation) of debt obligations of such

16 corporation (or such other domestic corpora-

17 tion) to persons other than United States per-

18 sons (including such a sale in a transaction

19 described in section 4919 (a) ( 1 ) ),

20 1"(iv) the actual value and period remain-

21 ing to maturity of the debt obligations acquired

22 by such corporation do not exceed at any time

2.3 the actual value and period remaining to matu-

24 rity of the debt obligations the proceeds of the
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1 sale of which are established, in accordance with

2 clause (iii), to have been used to make, such

3 acquisitions,

4 "(v) such corporation does not acquire

5 any stock or debt obligations of foreign issuers

6 or obligors (other than debt obligations de-

7 scribed in clause (i)) which would have been

8 subject to the tax imposed by section 4911 had

9 such corporation not elected to be treated as a

10 foreign issuer or obligor under clause (vii),

11 "(vi) such corporation maintains, in a

12 manner satisfactory to the Secretary or his dele-

13 gate, such records and accounts as may be

14 necessary to establish that the requirements of

15 the foregoing clauses have been met, and

16 "(vii) such corporation elects to be treated

17 as a foreign issuer or obligor for purposes of

18 this chapter.

19 The election under clause (vii) shall be made on

20 or before the 60th day after the date of the enact-

21 ment of this subparagraph or the 60th day after the

22 organization of the corporation, whichever is later,

23 under regulations prescribed by the Secretary or his

24 delegate. Any such election shall be effective as of

25 the date thereof and shall remain in effect until

22
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1 revoked. If, at any time, the corporation ceases to

2 meet any requirement of clause (i), (ii), (ii),

3 (iv), (V), or (vi), the election shall thereupon be

4 deemed revoked. When an election is revoked, no

5 further election may be made. If an election is re-

6 evoked, the corporation shall incur liability at the

7 time of such revocation for the tax imposed by

8 section 4911 with respect to all debt obligations

9 described in clause (i) (and all stock and debt

10 obligations described in clause (v)) which were

11 acquired by it during the period for which the elec-

12 tion was in effect and which are held by it at the

13 time of such revocation; and the amount of such tax

14 shall be equal to the amount of tax for which the

15 corporation would be liable under such section if it

16 had acquired such stock or debt obligations im-

17 mediately after such revocation. For purposes of

18 sections 4912 and 4915, a corporation which has

19 made an election under clause (vii) shall, during

20 the period for which such election is in effect, be

21 treated, with respect to acquisitions from such cor-

22 portion, as a foreign corporation which is not

23 formed or availed of for the principal purpose

24 described in section 4915 (c) (1) ."

25 (2) Section 4920 (a) (4) (C) (as amended by sub-

23
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1 section (f) (3) of this section) is amended by striking out

2 "subparagraph (B) or (C) of paragraph (3)" and by

3 inserting in lieu thereof "subparagraph (B), (C), or (D)

4 of paragraph (3)".

Passed the House of Representatives March 15, 1967.

AtteA: W. PAT JENNINGS,

Clerk.
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The CHAIXAN. This morning we are pleased to have as our first
witness the Honorable Frederick D. Deming, Under Secretary of the
Treasury for Monetary Affairs.

Mr. Secretary, we are glad to have you with us today. I hope you will
put this tax avoidance situation in perspective for us and indicate
whether you can deal with it under existing law or whether an amend-
ment to the law will be required.

You may proceed.

STATEMENT OF HON. FREDERICK L DEMING, UNDER SECRETARY
OF THE TREASURY, ACCOMPANIED BY HON. STANLEY S. SURREY,
ASSISTANT SECRETARY, AND HON. WINTHROP KNOWLTON,
ASSISTANT SECRETARY FOR INTERNATIONAL AFFAIRS, DE
PARTXENT OF THE TREASURY

Mr. DI rNG. Mr. Chairman and members of the committee, I am
here today ,o request your approval for the President's recommenda-
tions regarding the interest equalization tax. These recommendations
have been, to a large extent, incorporated in H.R. 6098 as passed by
the House of Representatives. The bill, if amended in accordance with
the remainingrecommendation, would-

As in the present H.R. 6098, extend the interest equalization tax
from its current expiration date of July 31, 1967, to July 31, 1969;

Revise the tax rates applicable to foreign borrowing in the
United States to range between *the equivalent of zero and 2 per-
cent per annum, andgive the President discretionary authority
to vary the effective annual interest cost to foreign borrowers
within this range-the current statutory rate is fixed& at 1 percent,
and the range of discretionary authority in the present H.R.
6098 runs from 1 to t percent; and

As in the present H.R. 6098, set the tax rate equivalent to 11/2
percent per annum for the period January 26, 1967, through the
29th day after enactment of the legislation. On thc 30th day after
enactment, the tax rate would revert to the current statutory rate
of 1 percent unless the President exercised his authority with
respect to the schedule of rates.

The prime and immediate reason necessitating extension and revi-
sion of the interest equalization tax is the U.S. balance-of-payments
problem. The U.S. trade position is improving. The trade surplus in
the first 5 months of 1967 is running at an annual rate of $4.4 billion as
against $3.7 billion for the full year 1966 and $2.9 billion, annual rate,
in the fourth quarter of last year. Unfortunately, the foreign exchange
costs of our military presence abroad have been rising, reflecting pri-
marily the Vietnam war. In such a situation we have no recourse but to
continue to moderate the flow of our capital exports. The IET helps
us to do this.

When we appeared before the House Ways and Means Committee
on February 15, 1967, we were able to report that interest rates both
here and abroad had declined. _A month earlier, Secretary Fowler
lhad met with several of his European colleagues at Chequers, in Eng-
land. They agreed that the prevailing high level of interest rates was

25
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a barrier to the pursuit of their respective nationsd economic policies;
they further the desirability of working toward a enerl
reduction of these highrates. Their efforts met with success. ut by
Febr the spread between rates here and abroad had widened even
though* there re absolute declines in rates in both areas That
prompted us to stress the fact that rate spreads could both widen and
narrow and that future interest rate developments in the United States
and in Europe could not be predicted with any precision. Thus we
believed it would be well to have some flexibuiity in the IET rates so as
to protect against both types of development..
'Since mid-April we have seen one of the most rapid rises in long-
term rates in our history. Rates on long-term Treasury bonds jumped
from about 4.60 percent in mid-April to more than 5 percent by late
June, while iates on high grade new corporate utility bond issues rose
from about 5.57 percent to 6.11 percent in late Junie Recently there
have been equally dramatic increases in short-term rates -in the 30
days between June 5 and July 5 the yield on T ry bills jumped
from 3.87 to 4.29 percent. In the last few days, a steadier atmosphere
has prevailed in the markets but the rate changes of recent weeks and
months are striking.

The rate differential between the United States and Europe now
is narrower than it was 3 months ago. But there are some indications
that even with slower European growth in prospect rates in Europe
may be ready to move up and again widen the differential.

The differential, however, could also widen if interest rates in the
United States recede from their current levels which at the long end
of the market are almost as high as in the summer of 196& It is our
hope that such a development will occur. We also hope that rates in
Europewill go down rather than up, but we obviously cannot be certain
that this will take place.

What is clear is that the general movement of interest rates in the
United States and in Europe since the IET was proposed in 1963 has
led to a widening of the differential. In 1963, th spnd between the
average yields on outstanding U.S. Treasury and West European gov-
ernment bonds was only 86 basis points. Table l shows those differ-
ences. Since then, the differential has widened-it reached 150 basis
points in February 1967. Today, despite a relatively larger rise in U.S.
rates than those abroad in recent weeks, the spread still exceeds 100
basis points, as compared with 86 in 1963. - -

The importance attached to the spread between yields on Govern-
ment bonds reflects the fact that the governments of countries
now subject to the IET were borrowing here at a seasonally adjusted
annual rate of over $200 million just prior to announcement of the
tax in mid-1963. Securities of thee potential borrowers compete for
available investment funds with U.S. Government and high-grade
U .S . c(,-porate issues. " ' ' ': ' .

AnotYer important differential is that between the yields on new
issues of foreign bonds, government and corporate, and the yields
on new issues of U.S. corporate boids. A rough measure of this'dif-
ferential is obtained from a comparison of the average of the yields
on new dollar bond issues in international markets by countries sub-
ject to the IET and on new U.S. Aa-rated corporate bond issues in
the U.S. market.
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TA IL I.-Comparion of yields on U.S. and various foreign government losg4rm
bonds

Ramt per amm; momty avrspw

Yield Fndp dilertil over U.S Trsry bond
I - yild a at--

Wester Euroe
Betel,... .......
M&M-----:-------
France........---
Germany......----
F e.............

1 = ---------
unho Ko .....

Jun Sept..- February Mal June Sp.- Febrvwy Ma
19OU bulKM 1967 196 ~ 1963 beriNG 1967 J 967

4.A 615 5.95 5.7 0M 1.36 1.48 1.11

4.00 5.64 5.86 5.86 0 1.05 1.41 1.10
6.54 8.05 .24 7.95 2.54 3.26 3.77 3.19
5.09 5.45 5.58 15.71 1.09 .66 1.11 .95
6.03 Ll1 7.40 16.90 2.03 3.32 2.93 2.14
5.06 5.90 5.55 '562 1.06 1.11 1.08 .86
4.12 6.45 5.89 5.1 .12 1.66 1.4 1.05
4.66 4.45 4.41 4.38 .66 -. 34 -. 06 -. 38
4.52 5.85 5.37 5.26 .52 1.06 .90 .50
&IS 4.25 474 4.67 -. 85 -. 54 .27 -. 09
5.44 7.12 6.40 6.51 1.44 2.33 1.93 1.75

...... 5.25 5.25 5.25 05 46 78 4
U.S. Tremury bonds... 4.00 4.79 4.74 4.76 5I

Source: International Finncia Statist IMF.

Table I shows that yields on new U.S. corporate bonds reached
a eak in September 1966. By the end of 1966, they had declined to
a evel close to that of year-end 1965. While the yields in interna-
tional markets on foreign dollar issues, subject to the IET, peaked
at about the same time us comparable U.S. issues, they did not decline
as quickly. As a result, the rate differential widened substantially and
in March 1967 stood at 120 basis points. Since then, the rates have
converged until they were separated by about 50 basis points in
June-a differential that may grow again if rates in Europe stiffen.
The magnitude and swiftness of these recent swings in the differen-
tial also emphasize the need for flexible authority to vary the rate
of tax.

TABLE IJ.-omparisons of average yields on new issues of long-term bonds in U.S.
and international markets

IPercent per annuml

Yield on new
dollar bond Ibses Yield on mew
In interational U.S. AaMred Difference
markets by for- co (1)-(2)
elnls I sssee

subfect to I ET
(1) (2)

June 1963 ................................................ (1 4.32 (3)
e r 1966 ......................................... 7.17 6.14 1.03

19 .................. --....................... 6.82 5.98 .64
March 1967 .................... 6. 75 5.55 1.20
My 1967 .................................... 6. 42 5.90 .52
J-e17............................... &... 6.55 6.06 .9

'Foregn m s subject to the lET Include fore p gowernments, govemmentowned a.. trpris es, and Private
WI onrt TV:
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The above comments compared average yields here and abroad.
The differentials between yields on particular U.S. and foreign securi-
ties of similar type and quality would in some cases show even wide
differentials than the average yields quoted above.

In the case of long-term bank loans, it is difficult to ascertain actual
interest rate differentials between here and abroad, partly because
of lack of information about banks' policies regarding maintenance
of minimum balances by foreign as compared with domestic customer&
Overdraft loan rates in a number of European countries, however,
have been ranging from 1 to 2 percent higher than the U.S. prime
rate-and this differential probably also exists for longer term bank
loans.

Furthermore, it is of interest to note that between February 10,
1965, and May 31, 1967, with the 1-percent rate of IET tax, private
firms and Government agencies in developed countries drew down an
estimated $290 million of long-term funds, gross, under U.S. bank com-
mitments made during that period. Their willingness to use funds on
which the IET had to be paid suggests that there was an interest rate
inducement for foreigners to borrow from U.S. banks. It also sug-
gests that the IET is a mechanism to moderate the demands on our
market, not to abolish these borrowings.

The interest equalization tax, as you will recall, was proposed in
July 1963. At that time, the U.S. balance of payments was continuing
to show substantial deficits as it had during previous years and the
dollar was weak in the foreign exchange markets. A rapid accelera-
tion in the outflow of private capital from the United States was
making this situation even worse; for the first half of that year port-
folio and long-term bank investments abroad reached an annual rate
of $2.4 billion compared with an average of $0.9 billion for the period
-1960-1962. At midyear the outflow of funds threatened to continue,
if not increase.

When, on July 18, 1963, President Kennedy proposed the interest
equalization tax, this alarming outflow of capital was promptly halted.
Careful consideration of the capital outflow problem at that time led
to the judgment that the IET was a more desirable and appropriate
corrective measure for the United States than an imposition of direct
capital controls or an increase in the domestic levels of interest rates.
That remains our judgment today. Advantages of the IET over
alternative policies are-

It operates through the free market price mechanism;
It does not interfere with domestic economic programs of full

employment and growth; and
It is in accordance with the U.S. long-term objective of en-

couraging the development of a more effective European capital
market.

The IET was not designed to halt completely the outflow of port-
folio capital from the United States, but rather to return the rate of
outflow to a more normal level and, in view of the failure of countries
in balance-of-payments surplus--principally continental European
countries-to reduce the size of their surpluses, to restrain the outflow
of portfolio capital to these countries.
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In discussing the success of the IET in helping the balance of pay-
ments, let me first note the effects of the tax on new foreign security
issues marketed in the United States. New issues subject to the tax
began to fall off almost immediately after its proposal in July 1963 and
remained at a minimum level after the legislation was passed in Sep-
tember 1964. (See table III.)

TABLZ III.-New iests of foreign securities purchased by U.S. residents, by area,
1962-1966

in millions of dollars]

1963
1967,

1962 1964 1965 1966 1st
1st 2d quarter'

half I half t

Total now issues.................. 1,076 999 251 1,063 1,206 1,210 33W

lET countries:
West Euroem ............................... 195 219 - 53 20 80 15 ........
Ja IL..................................... 101 107 57 ........ 52 4 ........
Others ......................................- 60 17 ...... ...........................

Subtotal .............................. 356 343 110 20 132 19 .....
Of whk--

1. Subject to I ET .................................... 80 9 .
2. ExemIptfrom l .............. ........ ........ 110 52 10 ......Reason:

(a) Commitments made prior to
July 18, 1963 .............................. (110) .......................

(b) U.S. exports related . .................. (9)......... - ........
) Japanese option ................... ........ ........ (52)... ........

(d) r Ote........................... ........ (11) ........ 4(0).

Other countries:
Canada ........................... 457 608 85 700 709 3922 256
WainAmericaI-.......................102 13 23 206 37 69 34

Other countries... .................. .77 35 33 131 149 120 24
International Institutions ................. 84................4 179 80 16

Sublictal.......-- ..- --------------- .. 720 j 656 141 j1,043 1074 1,191 32

'Not seasonally adjusted.
Australia, New Zealand, South Africa.

'Issel had maturity less than 3 years, which was lowest maturity to which tax had applied prior to Feb. 11, 1965.
Issue by United Ingcom subsidiary of Canadian firm.

'Before deducting $162,000,000 of Canadian Government purchases from U.S. residents of outstanding Canadian and
other foreign securities In accordance with Canada's agreement not to let Its foreign exchange reserves rise as a result of
borrowing in the United States.

includes Latin American Development Bank issue of $145,000,000 In 1964.

All of the issues marketed during the second half of 1963-$110
million-had been arranged before the tax was proposed and were
exempt from the tax.

The two issues marketed in 1964 totaled $0 inillion in value and
were also exempt from the tax under various provisions of the law.

In 1965, U.S. residents purchased $80 million of taxable new securi-
ties. All of these reflected a special situation of United Kingdom firms
borrowing in the United States in order to finance direct investment
expenditures here.

In 1966, there were only $9 million of taxable issues.
In the first quarter of 1967, there were no new issues subject to

IET.
The results with respect to trading in outstanding issues of foreign

securities have been equally beneficial to the U.S. balance of payments.
(See tables IV and V.) From the middle of 1963 through 1966, U.S.

81-495 0-67-3
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residents were net Falers of foreign securities-bonds and sock-
at an average rt. e of $200 million. By contrast, in the 31 years pre-
ceding announcement of the IET in July of 1963, U.S. residents were
net purchasers of outstanding foreign stocks and bonds at an average
annual rate of $275 million. The shift from net purchases to net sales
had a favorable effect of almost $500 million in our balance of pay-
ments. In the first quarter of this year there were net purchases by
American residents of $6 million of outstanding foreign issues

Tamz IV-Net trmaoesuao lin owtaing foreign eecsities by U.S. resi-
dents, 1960-66 (S million; miss gn ioae net purchases by U.S. reskresJ8
and no sign before a f$tgu Ledimtee net eake by U.S. residents)

U.S. treawtions
"k reatdeus of

Ol Cosmtriu
1900 ---------------------------------------------------------- 809
1961 ---------------------------- -------------------- 887
196 ----------------------------------------------------------- 96
1968 lot half annual rate ---------------------------------------- 8a

Average annual rate 1960-June 1968 --------------------------- 74

1963 2d half annual rate ------------------------------------------ 24
1964 ---------------------------------------------------------- 196
1965 ---------------------------------------------------------- 226
1966 ----------------------------------------------------- 2

Average annual rate July 1968------------------------------ 238

1967 1st quarter annual rate --------------------------------------- 24
Source: Survey of Current Bustnes, Department of Commerce.

TAB3LZ V.-U.S. transaction. in new and outstanding foreign bonds and stock
1959-67

[in millions of dollars

New Imm (not purchases by Net transactions in outstanding
Ame lcans(-)) kisses (net purcthsm byPe riod Awrdcm -)

Total Stocks' Bonds . Total Stocks Bonds

lo- ....................................... -625 -1 -422 -140 -194 +54
1960------------------------------------- -555 -13 -542 -30B -82 -227
1961 ....................................... -523 -36 -487 -387 -324 -63
1962 ....----------------- - - 1,076 -74 -1, 002 -96 -25 -71
1963, total-----------------... . -1,250 -53 -1,197 - +113 -162

haf ................................ -999 -32 -968 -151 -3 -148
2d hIf ................................. -251 -21 -229 +102 +116 -14

1964, total ............................. -1,063 -4 -1,059 +193 +210 -17
1965, total ................................. -1,206 -4 -1,202 +226 +297 -71

I ................... -302 -3 -299 +49 +106 -59
II---------------------------- 32----------- -29 +30 +768 +5911 ..................................... -3n .......... -3211 +-1" 76 +54

Ill .................................... -304 -1 -303 +53 +67 -14
IV ..................................... -271 ......... -271 - +46 -52

1966,,total ------------------------------- -1,225 -46 -1,179 +323 +253 +70

...................................... -466 -34 -432 -9 +2 -11
I ..................................... - -305 -4 -299 +122 +75 +47

Ill .................................... -- 241 -6 -235 +155 +96 +5
IVS .................................... - 213 ------------ 213 +55 +80 -25

1967:1- ................................... -332 ......... -332 -6 +34 -40

I Excluding direct ivestment transectin
Prelhmary.

Nots.-Detall my not add to totals because of rounding.

]
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The not sales of foreign securities by Americans since mid-196
have been slhnoe entirely in foreign stocl& During most of this
period there continued to be small net purchases of foreign outstand-
ing bonds, although in greMly reduced-mounts s ompaied with the
period before the middle of i963. The same situation prvailed in the
first, quarter of this year. Americans continued to liquidate foreign
stocks in an amount of $34 million while purchasing foreign bonds
in a net amount of $40 million.

The effect of the IET on U.S. capital outflows in the form of bank
loans is equally impressive. Long-term commercial bank loan commit-
ments, shown in table VI, have fallen markedly for countries subject
to rET-by more than 50 percent. This compare favorably with a
small reduction in commitments to non-IET countries.
TABLE VI.-Long-term U.S. commercial bank loan commitments to foreign countries,

by area, 1964-67

Ia ileau of dollara

1967 9It

Total ,I F 1 90 6 7,1

Feb. 1b Dec31

Total, countries .................... 2,27 1,6U5 7 1,117 m 156
lET countries .......................... 1,2 1,014 574 434 2 37

Won Eump -..................... ...... 718 396 234 162 101 25
O a .................................. .52 617 339 27 106 12

Of IET countris total:
S bjot to Il ET .......................................... i 138 a

from I ET ......................................... 245 67 29

. exort fianc in- 1....................................196 67 29awmatrial exraction ............. 47......................7.......

Other countries............................. 91 871 1" 683 690 121

'Date whoa I ET made anppicable to Iong-term U.S. commercial bank loans.
'Includes Ireland and PoRual fr Iay 5,1965.

Includes Australia, New Zealand, SoutArla; also Bahamas and Bermuda from May 5, 1965; also Iran, Libya, and
Saudi Arabi from Jun 11, 1966. Excludes CsqdA4 beginning Sepg 12Z 1966.

' To extent of amounts actually disbursed.
NOTE.-Daeail may not add to totals because of rouiding.

Since 1963, our effort to improve the balance of payments has been
reinforced by the addition of the voluntary cooperation program as
well as other measures. Under that program, as you know guidelines
have ben suggested both for direct investment abroad by business
firms and also for foreign lending by banks and by other financial in-
stitutions. The function of the IET in this overall policy is critical,
and the relationship of the tax to other parts of the program is
of great importance. For example, the IET deters some potential bor-
rowers in developed countries from even applying for long-term loans
at U.S. banks or other financial institutions and, by reducing the
pressure of foreign demand on these institutions, it has thereby made
it easier for them to observe the guidelines. In addition, the tax has
deterred foreign borrowing from U.S. persons not covered by the
voluntary cooperation program.
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Thus, the interest equalization tax and the voluntary cooperation
program have worked in tandem and have complemented each other as
measures for correcting the balance-of-payments deficit. The same
factors which led the administration to strengthen and extend the
voluntary cooperation program last December indicate that a similar
need now exists for strengthening and extending the interest equaliza-
tion tax. Failure to extend the interest equalization tax would have
adverse balance-of-payments consequences and would place undue
strain on other elements of the administration's economic program.

To summarize at this point:
Pressures on the U.S. balance-of-payments position are likely to

continue into the future..,
Present interest rates are too high and it is our hope that they

will recede to a level more in keeping with the healthy operation of
our economy.

It is not possible to predict precisely future changes in the interest
rate differential between the United States and abroad; the differ-
ential may narrow or it may widen, and, as we have seen in recent
months, the change may occur with lightning speed. If it widens, we
would face the threat of additional capital outflows.

In view of these pressing needs and uncertainties, we recommend,
as H.R. 6098 presently provides, that the interest equalization tax
be extended for 2 years beyond its current expiration date of July
31,1967.

The IET must be adequate to its task, and it is for this reason
that we have requested that the tax rates be revised so that they may
be fixed within a range of zero to approximately 2 percent per annum
equivalent extra cost to foreign borrowers. The tax rates under exist-
ing law and under the proposed amendment are shown in table VII.

TABLE VI.-Intaeret equalization tax rates

Rates of tax Rates of tax
under existing un proposed

law amendmen
(percent) (percent)

It the =od remaining to maturity is:
At st I year, but less than 13 years ------------------------------------ - 1.05 0 to 2.10
At least 1 years, but less than I years ----------------------------------- 1.30 Oto 2.60
At least 1 years, but less than I years ................................... 1.50 0 to 3.00
At lWed I years, butless than 2 years --------....... . ,.------------------- 1.85 0to 3.70
At east 2 years, bt les than 2 years ----------------------------------- 2.30 0te 4.60
At least 5{/ years, but less than 3 years ------------------------------------ 2.75 0 to 5.50
At West 3j years, butless than 4 years ---------------------------------- 3.55 0to 7.10
At least4J years, but less than 5 years ----------------------------------- 4.35 Oto 7.70
At lest 5 1 yearS, but les than years ---------------------------------- 5.10 0to 10.20
At east 6 years, but les than 7 years ----------------------------------- 5.80 0 to 11.60
At least 7 years, but less than 8 years ----------------------------------- 6.50 0 to 13. 00
At t 8 years, but less than 9 years ----------------------------------- 7.10 0 to 14.20
At least 9 ears, but less than 10 years ---------------------------------- 7.70 0 to 15.40
At est 10 years, butless than 11 years --------------------------------- 8.30 0 to 16.60
At least 11 years, but less than 13 years --............................. 9.10 0 to 1.20
At lest 13 tars, butless than 116 years --------------------------------- 10.30 0 to 20.60
At least 16 years, but less tan 18 years -------------------------------- - 11.35 0 to 22.70
At least 18 years, but less than 21 years . ..----------------------------- 12.25 0 to 2450
At least 21 years, it less than 23 years ................................ 13.05 0 to 26.10
At least 23 years, but less than 264 years ................................. 13.75 0 to 27.50
At least26 years, but l then 214yars --------------------------------- 14.35 0to 2&70
2n y rs or MOM ........................................................ 15.0 0 O 30.00
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H.R. 6098, as passed by the House, would establish an effective range
of rates from I to 1 percent i er annum. But this nge is not broad

enough to make the IET effective under the potential economic situa-
tions which may occur following enacment of the legislation. To fore-
stall any possible policy conflict between our balance-of-payments
goals and the needs of our domestic economy, I strongly urge you to
approve the request for rates that would involve a range from zero
to 2 percent per annum. The Presidential discretionary authority pro-
vided in the House bill could then be exercised to vary the rates so
that the annual cost of the tax to the foreign borrower might vary
between zero and 1 percent..

Given the facts-
That we want to restrain capital outflows without prohibiting

them;
That considerable uncertainty exists concerning how the dif-

ferential between interest rates between here and abroad will move
in theperiod ahead; and

That we want to phase out the restraining effect of the IET
on capital outflows as our balance-of-payments position permits,

we believe the range I have indicated is full waranted.
The provision for flexible Presidential authority, within the range

finally determined upon, is included in H.R. 6098 and is supported by
five major factors:

(1) The JET was not designed as a source of revenue but as a
regulatory measure. The Congres is not being asked to set a precedent
for discretionary Presidentia tax authority.

(2) The problem with which the JET is designed to cope is really
a problem involving capital flows, not tax matters in the usual sense.
The tax, therefore, should be flexible enough to enable the President
to respond to changes in international capital flows brought about by
changes in foreign monetary policies.

(3) The tax is concerned with an international as contested with
a domestic situation and hence must respond to the wide variety of
factors outside the United States that can affect its impact.

(4) If the interest equalization tax had been intended either as a
revenue measure or as an absolute deterrent to the purchase of foreign
securities, it would have been possible to establish an appropriate tax
rate (either low or high) and never deviate from this rate. In fact,
the IET is designed to reduce the rate of capital outflow from the
United States to a level consistent with current balance-of-payments
requirements. As these economic conditions change, the tax rate must
be susceptible to some adjustment..

(5) Congress. in passing the original IET and in subsequent amend-
ments, has recognized the need for delegating flexible authority to the
President.

You. gave the President authority to reclassify as "developed"
countries which were originally designated as "less developed."

You gave the President authority to exempt "developed" countries
from the tax in certain exceptional cases.

You granted authority to the President to extend its provisions to
bank loans.
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You gave the President authority to exempt from the tax dollar
loans by foreign branches of U.S. banks.

Careful consideration has been given by the President to the dis-
cretionary provisions of the law, and his use of this authority has re-
sulted in substantial gains for the balance of payments. In the light of
the need to guard against the contingency of an adverse international
rate differential, the present request adds one reasonable, but limited,
form of flexibility to enable this tax to achieve its regulatory objec-
tives more efficiently. I can assure you that the discretionary authority
will be used to set the rate at a level appropriate to current economic
conditions.

The United States normally earns a current account surplus. A part
of this surplus is used for defraying balance-of-payments drains re-
sulting from the exercise of our global political and military responsi-
bilities; a further part is used-and quite properly should be used-
for the export of capital. Within this framework, good balance-of-
payments adjustment policy requires flexible means for restraining
capital flows in order that neither overall balance-of-payments deficits
nor surpluses should become chronic. To achieve this goal and to max-
imize the usefulness of the interest equalization tax, it is important
that the flexible authority be applicable within the full zero to 2 per-
cent range.

Use of such authority would not, of course, be linked mechanically
to changes in relative interest rates here and abroad; it would also be
based on the development of our balance-of-payments situation. We
would not anticipate using such authority to change the IET rate
every month or even with every minor change in the monetary indica-
tors. The frequency of its use would depend on events for which no
regular time pattern is foreseeable.

Finally such authority also insures that when it becomes desirable
to lower the tax, gradual and flexible action can be taken without fear
that speculative or anticipatory pressures would develop. Investors
would be quick to realize that development of such- pressures would be
met by an immediate reinstitution of the higher rate. In contrast, fail-
ure to grant Presidential authority to adjust the rate would necessitate
its being set at a level which, under certain economic conditions, would
be arbitrarily high.

Let me now turn to two matters which we think warrant legislative
action. The first involves the definition of a less developed country
shipping corporation. Residents of industrial countries have been form-
ing corporations in less developed countries to engage in the operation
of ships registered under the laws of a less developed country. While
such ships are engaged in foreign commerce, they have no particular
connection, other than registration, to any less developed country. Yet,
under the existing exemption, such corporations have been raising
funds in the United States free of the tax. It is therefore, proposed
that in addition to the existing requirements, a foreign corporation
may qualify as a less developed country shipping corporation only if
80 percent or more of each class of its stock is owned by residents of less
developed countries, U.S. persons, or both.

The second matter involves the export exemption applicable where
an agency or wholly owned instrumentality of the United States, such

R3%
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as the Export-Import Bank, insures or guarantees the payment of a
foreign debt obligation. Under current law, the exemption is applicable
only if the debt obligation is issued by the foreign importer. In a num-
ber of cases, however, the debt obligation may be issued by a company
affiliated with the importer, the importer's bank or a semipublic credit
institution. Where a U.S. Government agency or instrumentality is
involved, the export nature of the transaction can be relied upon be-
cause of its participa~on. Therefore, the requirement that the importer
and the issuer of the debt obligation be the same person seems unneces-
sary. An amendment to this effect is therefore proposed.

Before concluding my remarks, I would like to invite your atten-
tion to an important and beneficial consequence of the interest equali-
zation tax. The growth of the European capital market has been a
priority goal of U.S. policy for many years. There has been gen-
ers l recognition that this market could not be developed to handle all
of Europe's needs overnight. But, by restraining foreign access to
capital and money markets in the United States, the IET in conjunc-
tion with the voluntary cooperation program for corporations and
financial institutions has operated as one of the primary causes of an
important and exciting change in the size and structure of the Euro-
pean market.

The growth of the international capital market-shown in table
VIII-has been striking. In 1962, the volume of new international
bond issues sold in European markets was $360 million. The flotation
of such issues accelerated during the second half of 1963 and, in 1964
reached a level of $991 million. In 1966 the amount of new flotations
was $1,286 million, an increase of more than 200 percent over the most
recent pre-IET year. And, in the first quarter of this year, new inter-
national issues were at an annual rate of $1.8 billion. I am happy to say
that the U.S. investment banking houses have shared in this develop-
ment by heading many of the underwriting syndicates. /

TABLE VIII.-New international bond issues floated in Europe I I
lin millions of dollars)

1967,
Borrower 1962 1963 1964 1965 1966 1st

quarter

Western Europe ............................. 190 362 662 660 686 271
Japan ...................................... 25 64 209 25 ....................
Other Developed --------------------------- 54 90 42 83 40 45

Total, developed countries .............. 269 56 913 768 726 316
All other countries ........................ 14 14 41 24 34 20International institutions ..................... 63 4 37 83 36 8

Tot. l ................................ s 346"e-- 991 875 796 344
U.S. subs idiaries ........................... 14 ------------------- 306 8490 117

Grand btal------------------------ 360 534 991 1,181 1,286 461

1 IncludinL issues denominatsd in foreign currencies as well as in dollars; also including portion of foreign issues made
in New York and sd to foreign'Domestie based as well as foreign bued.

IExcluds $127,000,00 exchange of convertible debentures for stock by a U.S. corporation to obtain major interest in a
foreign enterprise.
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One of the particularly attractive, features of a well-developed
European capital market is illustrated by the increased use of this
market by affiliates of U.S. corporations in the financing of their in-
vestment needs. Although there were no sales of new long-tem
securities abroad for the financing affiliates of U.S. companies during
1963 or 1964, by 1966 the amount of such issues had reached the level
of $490 million.

There are other welcome developments The Common Market coun-
tries are giving a great deal of consideration to capital market prob-
lems and some reforms are being instituted. The Organization for
Economic Cooperation and Development is actively working to stimu-
late improvements. Some liberalization of international capital move-
ments ias taken place--for example, the recent French measures
reducing some of their remaining restrictions on capital flows.

Unfortunately, progress in this area is not always easily achieved,
and there have also been some setbacks. The disparity between the
capital export capacity of the U.S. market and that of capital markets
abroad remains too wide to permit us to remove the IET now. One
indication of the problem that would be faced is suggested by the 8-
to 9-percent interest rates which for some time prevailed in Germany,
and by the fact that even with the substantial-and welcome-decline
of recent months, the yield on German public authority bonds has only
recently fallen below 7 percent.

Another indication of the problem is the inability of national
markets in Europe to satisfy even their own nationals. The list of
borrowers in international bond markets in recent months has included
major companies from Italy, Germany, and France. Borrowings by
such firms, along with frequent borrowings by Scandinavians and a
few others, have led to an increase in international bond issues by
Western Europeans from less than $300 million in 1962 to over $70)
million last year. Some-perhaps many-of these borrowers would
forsake the international bond market in Europe and return to New
York if the disincentive of the IET were removed.

These are compelling reasons for the extension and reinforcement
of the interest equalization tax along the lines we have proposed. In
this new form the interest equalization tax will continue to make a vital
contribution to the current U.S. balance-of-payments program. In
addition, it will serve as an adaptable policy instrument for dealing
with likely changes in the world economic situations and changes in
the international payments position of the United States.

Our payments position still requires corrective measures. I, there-
fore, earnestly request prompt action on the foregoing recommen-
dations.

I have a supplementary statement of recommendations for tighten-
ing certain provisions of the tax so as to meet a problem of evasion
that has become significant in recent months.

Thank you, Mr. Chairman.
I would like now to discuss with you the interest, equalization tax

evasion problem.
As you know, the IET does not apply to purchases of foreign

securities by Americans from American sellers. We have found that
tax evaders are selling foreign securities in the United States with
false representation as to American ownership.

36
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The evidence does not indicate widespread individual noncom-
pliance with IET laws but rather that a limited number of un-
scrupulous persons have operated to evade the IET. Indications are
that the fraud became sizable toward the end of 1966, perhaps stepping
up in the first part of 1967, and probably substantially -cut back by
the end of last month as a result of our investigations. The Internal
Revenue Service investigations of evasions over the past 6 months
have identified, on a projected annual basis, illegal security trans-
actions in the order of $100 to $150 million, an annual rate. If left
unchecked, the amounts involved in evasions could go considerably
higher. We are concerned by any evasion and I want to describe in
some detail both the manner in which evasion has been taking place
and our proposals for stopping it.

Senator WILLAMS. Just to get it straight, the statement you just
made is in support of the bill as passed by the House, is that correct?

Mr. DEMING. No, Senator; it is in support of the bill passed by the
House with three amendments that are suggested, for the less
developed shipping corporation and dealings with a foreign importer
but more importantly with a change in the range of flexibility from
zero to 2 percent.

Senator WITIiAws. Are those the amendments that you are going to
discuss in the supplementary statement?

Mr. Dr.ING. No.
Senator WILLIAMS. What are you going to discuss in that?
Mr. DEMING. Amendments that will deal with this problem of

evasion that has received some publicity.
Senator WILLIAMS. Are we discussing two bills here?
Mr. DEMING. No, sir.
Senator WILLIAMS. Are you going to rewrite this bill or suggest

a rewriting of the bill?
Mr. DEMING. suggestingg additional amendments in this bill to deal

with the evasion problem.
Senator WILLIAMs. Are those amendments in written form before

us at this time?
Mr. DErIN. Yes. sir. I have a supplemental statement here which

is attached, recommended amendment to the IET Extension Act of
1967.

Senator WILLums. Have they been drafted so that they can be put
in the record at this point?

Mr. SuRREY. They are in the form of a detailed explanation attached
to Mr. Deming's supplementary statement where they are fully
explained.

Senator WILLIAMS. When will the amendments be drafted in a form
iii which they can be made available?

Mr. SUaaEY. 'When the committee desires to take them up in execu-
tive session.

Senator WILIAMS. I insist that they be ready before that so we can
jut. them in the record and so industry can look at them and then we
can let them testify. If we are going to hold hearings on i new bill it
ought to be available. Surely, you have had time to draft these. I know
you approach this ofttimes that it is sacrilegious to suggest an amend-
ment to a House bill, but I see you have converted to the idea that
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they can be improved upon. I would like to ask you, When can you
get these amendments printed, and would you be available to come
back and answer questions in public or testify to them, if necessary?

Mr. Sviumi. Certainly, Senator. I do think when you come to Mr.
Deming's statement you will see how detailed the explanation is. It is
in such detailed form that I think people will be fully aware of the
nature of the amendments and be able to comment on them.

Senator WILLIAMS. I still think the amendments should be drafted.
Mr. SURREY. We will try to have them up next week.
Senator WILLIAMS. If not next week we will postpone action to give

you the time you need.
Mr. SumaEY. They will be ready next week. I think when you come

to Secretary Demings supplementary statement you will see the na-
tureof the detail that is available there.

Senator WILLIAMS. All right, you can proceed, then.
The CHAIMAN. I would think that the Secretary could talk about

aziything. That does not mean we ought to vote on it until we see what
it looks like.

Senator WILLiAmS. I have no objections to his talking about it. But
I do have objections to going into an executive session on a whole new
bill that has not been available either to members of the committee, the
Treasury Department or anyone else. If these issues which have been
raised here are important enough to be considered by the committee,
they are important enough to have a solution in advance.

Mr. DFMiNO. We can have them by Monday, Senator.
Senator WnIAms. Fine.
The CHAIRMAN.'I would suggest they be made available as soon as

the are drafted.
Senator WLLIAMS. And made a part of the record Monday.
The CHAIRMAN. You can release the draft or we could. W e would

hope that the draft of these amendments should be available to indus-
try witnesses before they testify on Monday. If that is possible we
would like to do that, otherwise we will do the best we can.

Senator WILLIAMS. Maybe we could postpone Monday's hearings
until Tuesday. I think all parties concerned have a right to know what
we are testifying on.

The CHAIRMAN. I suggest we play it by ear and see where we stand.
I think it is impossible to predict how long drafting sessions take on
these very complicated measures.

Mr. Suway. I think when you come to Mr. Deming's statement you
will see the wealth of detail that is available there.

Senator SMATHERS. I would like to go ahead and hear what he has
to say and we will know a little bit better what we are talking about,
and how much more detail we want.

Senator WILXIAMs. I want to hear the statement, but what gives me
concern, is that any proposal that is so complicated, it takes 3 months
to draft, is too complicated for me to understand in I hour's executive
session.

Mr. DEmNo. It hasn't taken 3 months to draft it. We have been
doing an investigation and proceeding as rapidly as we could, seeing
what the problem was and what the operation entails and I don't think
it will take us that much longer to draft it, to draft the amendments.

The CHAIRMAN. You may proceed.
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Mr. DEMIKG. Since the law went into effect, the Internal Revenue
Service has conducted an educational campaign about its requirements,
primarily for the benefit of security brokers. Delinquency checks were
initiated to determine whether the tax was being paid on taxable pur-
chases. Reports of alleged fraud lent transactions have been investi-
gated. A special grand jury established in the southern judicial district
of New York has returned indictments against six individuals and one
corporation. The cases are awaiting trial for IET offenses and are
scheduled for hearings in September.

Although considerable publicit has resulted from these legal ac-
tions, they have not achieved the degree of deterrence hoped for at the
time of the establishment of the grand jury. This spring, the Securities
and Exchange Commission provided the Internal Revenue Service
with information obtained from a study of foreign securities trading
which indicated that IET violations were taking place, possibly on a
substantial scale.

For example, there appeared to be a large volume of transactions in
which foreign-owned stocks were channeled through foreign broker-
dealers into the United States as if they were American-owned foreign
stocks. In many cases, the certificate of American ownership, which
was arranged to accompany the stock, was signed by an American citi-
zen of unsubstantial means, residing outside of this country. These
certificates were false. In some cases, documentation was arranged to
make the American signing the certificates appear as the bona fide
owner and seller of the stock. In some other cases, the American simply
signed a certificate of American ownership in blank in exchange for a
"fee" which sometimes amounted to $10 per certificate.

The foreign broker-dealer would generally sell the foreign stocks.
accompanied by the false certificates, to a small American over-the-
counter broker-dealer. Typically, this dealer, in turn, would then re-
sell the stock in the United States to larger broker-dealers speciali*
in foreign securities, confirming to them that the stock was American
owned. In the case of over-the-counter trading, a written confirmation
received from a member of the National Association of Security
Dealers, an association covering almost all American broker-dealers,is accepted as conclusive proof of prior American ownership, unless the
confirmation is qualified, or unless the person making the acquisition
has actual knowledge that the confirmation is false in any material
respect. The largest broker-dealers presumably rely on this "clean
confirmation" procedure, as it is called. In some cases, involving sub-
stantial volumes of stock, the foreign broker-dealers would sell di-
rectly to large American broker-dealers, some of whom are members
of the major national securities exchanges.

These transactions appear to have been concentrated in foreign
stocks with special appeal. The prices of these stocks abroad are gen-
erally several points or more below the price of the same shares when
they are sold by one American to another on a tax-free basis. This
spread of several points furnishes the profit resulting from these
tax-evading transactions.

I come now to the possible solutions. At one end of the range of
alternatives would be application of ?he interest equalization tax to
transactions in fo-eign stocks between Americans. as well as to the
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purchase of such stocks by itn American from a foreigner. To take this
action would mean penalizing almny legitimate transactions which do
not hurt our balance of payments, in order to catch those fraudulent
transactions which do hurt our balance of payments. This does not
seem an appropriate solution.

At the other end of the range of alternatives would be an amend-
ment of the IET law to exempt from the tax the purchase of out-
standing foreign stocks from foreigners. This was suggested when the
IET was first considered. The suggestion was discarded at that time,
and I think properly so. The reasons are as follows:

Failure to tax outstanding equities at the same rate as new issues
would lead to their substitution for the new issues as a means of rais-
ing capital in t~e United States. No one can distinguish new shares
of stock from old once they are issued, and a sizable potential would
be opened for the movement of American funds to Europe through
secondary distribution of unissued stock, or stock assembled for sale
from a group of foreign stockholders.

These techniques are well known. It would not be much of a prob-
lem for a potential European borrower to exchange new stock for
outstanding blocs of foreign stock in his own stockholder's hand and
then offer the latter to American customers as a means of raising
funds tax free in the United States. American-owned foreign com-
panies could be formed to do the same thing.

On the demand side, American investors have in the past and may
again, in the absence of a tax on purchases of outstanding foreign
stocks, become heavy buyers of such stocks with consequent adverse
effect on our balance of payments. We simply cannot afford a weaken-
ing of this important J eg'slation during this period of substantial
balance-of-payments deficits.

Instead of either of the extreme solutions mentioned above, we are
proposing one aimed, essentially, at eliminating the possibility of tax-
free transactions among Americans in foreign securities based on false
American certificates of ownership.

The Treasury recommends the establishment, effective Saturday,
July 15, 1967, of a new system with respect to transactions between
American buyers and sellers of foreign securities. The new system is
designed to prevent evasion of the interest equalization tax.

In the past, sellers of foreign securities to American buyers could
exempt the purchaser from payment of the interest equalization tax by
assertion, on their part, of T.. citizenship and ownership of the secu-
rities in question. Proof of American ownership was evidenced by an
American ownership certificate signed by the seller.

Under the new system, the seller must, in addition to establishing his
U.S. citizenshi and ownership, establish that he obtained the secu-
rities "validly.'

The seller can satisfy this requirement in the following manner:
(1) He can obtain a "validation" from an eligible broker-dealer.
(2) He can obtain a "validation" from an eligible bank.
(3) He can obtain a "validation" from the Internal Revenue Service.
The effect of the new requirements is to replace a system under

which certificates of American ownership signed by any U.S. person
exempted the buyer from payment of the tax with a new system under
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which certificates issued by a limited number of institutions and the
Internal Revenue Service are required to provide the buyer with this
exemption.

To inms compliance at the "eligible" broker-dealer and bank level
new reporting and recordkeeping requirements are being eqtab'ished,
involving segregation of transactions in foreign securities from trans-
actions in domestic securities.

To effect the transfer to the new system, the list of eligible broker-
dealers will initially encompass all members of the New York Stock
Exchange, the American Stock Exchange, and those members of the
National Association of Security Dealers with net worth of over
$750,000 or who engaged in 300 or more transactions in foreign securi-
ties either during the week beginning July 2, 1967, or the week begin-
ning July 9, 1967. The list of these firms will be set forth in the Federal
Register and in attachment A.

The list of eligible banks will initially encompass Federal Reserve
member banks classified as Reserve city banks.

Additional firms and banks will be added to these lists on appro-
priate indications that they will meet the reporting and recordkeeping
requirements.

eligible broker-dealers and banks may validate foreign securities
held in their custody for American owners as of July 14, 1967. The
Internal Revenue Service will establish by Monday, July 17, 1967,
validation procedures with respect, to other foreign securities.

The new procedures, described in detail in attachment A, have been
prepared in consultation with industry experts in order to minimize
technical problems when trading commences on the basis of these
new rules on July 17, 1967. In addition, we are making special efforts
to disseminate information on the new procedures as quickly and
broadly as possible; material is being distributed to the financial com-
inunity at this moment, giving all the necessary information.

I urge upon this committee the necessary legislative action on the
amendments which will make these new procedures effective so that
this evasion ends.

(The attachment to the statement follows:)

ATTACHMENr A

RECOMMENDED AMENDMENTS TO THE PROPOSED INTEREST EQUALIZATION TAx
ExTE.SroN AcT OF 1967

EXEMPTION FOR PRIOR AMERICAN OWNERSHIP; DUE DATE OF INTEREST EQUALIZATION
TAX

On July 14, 1967 the Treasury Department reconunended that the Senate act
favorably on H.R. 0098. 90th Congress, 1st Session (the proposed Interest
Equalization Tax Extension Act of 1967) as passed by the House of Representa-
tives but with amendments, effective with respect to acquisitions of stock or
debt obligations made after July 14, 1967, which would:

(a) Replace the exemption for prior American ownership with an exemption
fo. "prior American ownership and compliance". The new exemption would
apply to the acquisition of stock or a debt obligatlon of a foreign is.suer or
obllr if It is established that the person from whom such stock or debt
obligation was acquired (the "seller") (1) was a United States person through-
out the period of his ownership or continuously since July 18, 1963, (if) had
not acquired such stock or debt obligation under an exemption which made him
ineligible to sell such stock or debt obligation as a United States person. and



42 INTEREST EQUALIZATION TAX EXTENSION ACT OF 1967

(III) bad compiled with his interest equalization tax obligations with respect to
such stock or debt obligation (Le., the seller acquired such stock or debt
obligation in an acquisition which was not subject to the interest equalization
tax or the seller paid the tax).

(b) Provide that if stock of a foreign issuer or a debt obligation of a foreign
issuer or obligor was acquired by a United States person in a transaction subject
to the Interest equalization tax, the United States person is required to file an
Interest Equalization Transaction Tax Return accompanied by proper payment
prior to any disposition of the stock or debt obligation if the acquisition had not
been reported on the appropriate Interest Equalization Quarterly Tax Return ac-
companied by proper payment.

(c) Specify the manner, described below, under which the exemption for prior
American ownership and compliance can be established.

(d) Amend the provisions with respect to "regular market" trading on certain
national securities exchanges and "clean comparison" trading in the over-the-
counter market set forth in section 4918 of the Internal Revenue Code so that
they are applicable only to those members and member organizations of national
securities exchanges or national securities associations registered with the Securi-
ties and Exchange Commission, which have agreed to comply, and do comply,
with the amended statutory provisions and with the documentation, record-keep-
ing and reporting requirements established by the Secretary or his delegate (re-
ferred to in this Notice as "Participating Firms"). During the period beginning
July 15, 1967 and until a notice or notices to the contrary are published by the
Internal Revenue Service, it will be presumed that (i) all members or member
organizations of the New York Stock Exchange, (ii) all members and member
organizations of the American Stock Exchange, and (iii) those members or mem-
ber organizations of the National Association of Securities Dealers, Inc., which
either reported a net capital (as defined in Rule 15c3-1 under the Securities
Exchange Act of 1934) of $750,000 in the latest financial statement filed with the
Securities and Exchange Commission on Form X-17A-5 prior to July 13, 1967,
or which have affected 300 or more transactions in foreign securities during either
the week commencing July 2 or commencing July 9, 1967 (which members or
member organizations of the National Association of Securities Dealers, Inc..
are listed below) have agreed to comply, and are complying, with such amended
statutory provisions and with the documentation, record-keeping and reporting
requirements and shall be Participating Firms.
Participating Firms As Of July 15, 1967

The Participating Firms as of July 15,1967, are as follows:
All members and member organizations of the New York Stock Exchange.
All members and member organizations of the American Stock Exchange.
The following members and member organizations of the National Association

of Securities Dealers, Inc., not members or member organizations of the New
York Stock Exchange or the American Stock Exchange:
1. A. E. Ames Co., Inc., New York New York
2. Allen & Co., New York, New York
3. Allison-Williams Company, Minneapolis, Minn.
4. B. C. Ziegler & Co., West Bend, Wisc.
5. Bankers Securities Corp., Philadelphia, ra.
(L Barrow, Leary & Co., :-"treveport, La.
7. Calvin, Bullock Ltd., New York, New York
8. Carl Marks & 0o., Inc., New York, New York
9. Cartwright, Valieau & Company, Chicago, Ill.

10. Childress & Co., Jacksonville, Fla.
11. City Securities Corp., Indianapolis, Ind.
12. Collett & Co., Inc., Indianapolis, Ind.
13. Cumberland Securities Corp., Nashville, Tenn.
14. Dayton Bond Corp., Dayton, Ohio
15. Dempsey & Co., Chicago, Ill.
16. Distributors Group, Inc., New York. New York
17. Donald B. Litchard, Boston, Mass.
18. Dreyfus Corp., New York, New York
19. E. L. Villareal Co., Inc., Little Rock, Ark.
20. E. M. Warburg & Co., Inc., New York, New York
21. FAton & Howard, Inc., Boston, Mass.
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22. Equitable Securities Corp., Nashville, Tenn.
23. Excelsior Option Corp., Boston, Mass.
24. F. Eberstadt & Co., New York, New York
25. F. I. duPoct, A. C. Allyn, Inc., New York, New York
26. First Boston Corp., New York, New York
27. First Investors Corlx of New York, New York, New York
2& First Southwest Co., Dallas, Tex.
29. Glover & MacGregor Inc., Pittsburgh, Pa.
30. Gordon B. Hanlon & Co., Boston, Mass.
31. Gross & Co., Los Angeles, Calif.
32. H. S. Kipnis & Co., Chicago, Ill.
33. Halsey, Stuart & Co., Inc., Chicago, IlL
34. Hamilton Management Corp., Denver, Colo.
35. Henry Spiegel, New York, New York
36. Hettleman & Co., New York, New York
37. Hlckey & Co., Chicago, Ill.
38. ilrsch & Co., Inc., New York, New York
39. IDS Securities Corp., Minneapolis, Minn.
40. Insurance Securities Inc., Corp., Houston, Tex.
41. J. C. Bradford & Co., Inc. Nashville, Tenn.
42. J. S. Strauss & Co., San Francisco, Calif.
43. John Nuveen & Co., Inc., Chicago, Ill.
44. John W. Clarke & Co., Chicago, Ill.
45. Kalman & Co., Inc., St. Paul, Minn.
46. Kenower, MacArthur & Co., Detroit, Mich.
47. Loomis, Sayles & Co., Inc., Boston, Mass.
48. M. A. Schapiro & Co., New York, New York
49. National Securities & Research Corp., New York, New York
50. National Variable Annuity Co. Fla., Jacksonville, Fla.
51. Parsons & Co., Inc., Cleveland, Ohio
52. Paul Revere Variable Annuity Ins. Co., Worcester, Mass.
53. Pflueger & Baerwald, San Francisco, Calif.
54. R. S. Dickson & Co., Inc., Charlotte, N.C.
55. Richard W. Clark Corp., New York, New York
56. Second District Securities Co., Inc., New York, New York
57. Stephens, Inc., Little Rock, Ark.
58. Stern Brothers & Co., Kansas City, Mo.
59. Stetson Securities Corp., Fairfield, Conn.
60. Stone & Youngberg, San Francisco, Calif.
61. Stryker & Brown, New York, New York
62. The Crosby Corp., Boston, Mass.
63. Thomas, Haab & Botts, New York, New York
64. Thomas McDonald & Co., Chicago, Ill.
65. Poster, Singer & Co., New York, New York
66. Vance, Sanders & Co., Inc., Boston, Mass.
67. Waddell & Reed, Inc., Kansas City, Mo.
68. Weedon & Co., San Francisco, Calif.
69. Wellington Management Co., Philadelphia, Pa.
70. Wheeler, Munger & Co., Los Angeles, Calif.
71. White Weld & Co., New York, New York
72. William C. McDonnell, New York, New York
73. William E. Pollack & Co., Inc., New York, New York
74. Wood Struthers & Co., Inc., New York, New York
Changes in List of Participating Firms

Any other member or member organization of a national securities exchange
or a national securities association registered with the Securities and Exchange
Commission may become a Participating Firm if It files with the Commissioner
of Internal Revenue, Washington, D.C.. 20224 (Attention: CP) a letter signed
by the member, a partner or an officer (I) requesting designation as a Participat-
ing Firm, (it) agreeing to comply with the documentation, record-keeping and
reporting requirements established by the Internal Revenue Service (whether
established prior or subsequent to the date of the letter), (I") agreeing that its
books and records no matter where located may be examined by any employee
of the Internal Revenue Service, and (v) If the letter is filed with the Commis-
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saoner of Internal Revenue on or after August 15, 1967 stating that such docu-
mentation, record-keeping and reporting requirement procedures are operational.
The Internal Revenue Service will from time to time publish the names of those
members or member organizations which have become Participating Firms sub-
sequent to July 15,1967.

Any member or member organization which became a Participating Firm prior
to August 15, 1967 shall cease to be a Participating Firm unless on or before
August 15, 1967 it files with the Commissioner of Internal Revenue a letter signed
by the member, a partner, or an officer setting forth each of the items (I) to (iv),
inclusive, of the preceding paragraph. A Participating Firm may terminate its
status as such by filing a request with tne Commissioner of Internal Revenue.
In addition, if the Commissioner of Internal Revenue has reasonable cause to
believe that a Participating Firm is not complying with such statutory provisions,
or with the documentation, record-keeping and reporting requirements, or any
part thereof, he may cause the removal of puch firm from the list of Participating
Firms.

The effective date on which a member or member organization shall become or
cease to be a Participating Firm shall _be the date specified in a notice issued by
the Internal Revenue Service, which date shall not be prior to the date following
the date on which the notice was made available to financial publications and
wire services.
Establishment of E:emption for Prior American Ownership and Compliance

The Treasury recommended that the amendments to H.R. 609s authorize the
following procedures, effective July 15, 1967, for the establishment of the exemp-
tion for prior American ownership and compliance:

1. If a United States person acquiring stock of a foreign issuer or a debt obliga-
tion of a foreign obligator directly from or through a Participating Firm receives
in good faith from the Participating Firm an "IET Clean Confirmation" (meeting
the requirements described below) applicable to the particular stock or debt
obligation acquired, the exemption for prior American ownership and compliance
shall be deemed to have been established.

2. If a United States person acquiring stock of a foreign issuer or a debt obli-
gation of a foreign obligor receives In good faith copies 1 and 2 of a Validation
Certificate issued by the Internal Revenue Service to the seller or to himself ap-
plicab*e to -the particular stock or debt obligation acquired and, In the case where
the Validation Certificate was Issued to the seller, completes and files copy 2
of the certificate with the Internal Revenue Service, the exemption for prior
American ownership and compliance shall be deemed to have been established.

3. If a United States person acquiring stock of a foreign issuer or a debt obliga-
tion of a foreign obligor establishes that -there is reasonable cause for an in-
ability to establish prior American ownershp and compliance in accordance
with one of the foregoing, prior American ownership and compliance may be
established by other evidence which satisfies the Internal Revenue Service that
the person from whom such acquisition was made was a complying United
States person not ineligible to sell as a United States person.
Sales Effected by Participating Firms

The Treasury further recommended that the amendments'to H. R. 6096 pro-
vide that Partcipating Firms are required to sell stock of a foreign issuer or
a debt obligation of a foreign obligor as stock or a debt obligation not exempt
from the interest equalization tax by reason of the exemption for prior American
ownership and compliance except In the following cases:

1. The Participating Firm (1) held in its custody at tha close of business on
July 14. 1967 for the account of the seller the stock or debt obligation being sold,
(ii) has in its possession and relies In good faith on a certificate of American
ownership with respect to the stock or debt obligation being sold, or a blanket
certificate of American ownership with respect to such account, and (i1) in-
cluded the stock or debt obligation in the Tiansition Inventory of the Participat-
ing Firm duly filed with the Internal Revenue Service as hereinafter provided.

2. The Participating Firm purchased on or after July 15, 1967 for, or sold to, the
seller the stock or debt obligation being sold if the exemption for prior American
ownership and compliance applied to the seller's acquisition and if the Participat-
ing Firm continuously held in its custody such stock or debt obligation or received
from the seller the identical stock certificates or evidence of indebtedness which
it had previously delivered to the seller in respect of the purchase.

:"0*
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. The Participating Firm received the stock or debt obligation being sold from

another Participating Firm or from a Participating Custodian with a Transfer of
Custody Certificate meeting the requrements described below.

4. The Participating Firm has received from the seller copies 1 and 2 of a
. Validation Certificate issued by the Internal Revenue Service applicable to the
stock or debt obligation being sold and on the date of the sale or the next busi-
ness day completes and files copy 2 of the certificate with the Internal Revenue
Service.

5. The Participating Firm withholds the amount of Interest Equalization Tax
which would be Imposed had the seller purchased in a taxable acquisition the
stock or debt obligation being sold on the day of the sale. Information on with-
holding procedures will be published shortly.

IET Clean Confirmation
A Participating Firm is authorized to issue an "IET Clean Cnfirmation" to a

customer with respect to stock or a debt obligation of a foreign issuer or obligor
in the following circumstances:

1. In a case where the Participating Firm purchased the stock or debt obligation
as broker for the customer from or through another Participating Firm in the
regular market (in the case of a purchase on a national securities exchange
referred to in Section 4918(c) of the Internal Revenue Code) or received a clean
comparison from another Participating Firm under the procedures referred to
in Section 4918(d) of the Internal Revenue Code.

2. It sold the stock or debt obligation as dealer to the customer and it was a
complying United States person not ineligible to sell as a United States person.

Each IET Clean Confirmation shall state the date of acquisition, the number
of shares or the face amount of obligations purchased, the description of the
stock or debt obligations, the price paid and the name of the broker representing
the seller and the market on or through vhich the purchase was effected. Only
an original document may constitute an IET Clean Confirmation and each copy
or duplicate shall be marked as such. All other confirmations issued by Par-
ticipating Firms with respect to stock or debt obligations of foreign Issuers or
obligors shall be clearly and indelibly marked so as to be distinguishable from
IET Clean Confirmations.
I8suance of Validation Certificates

Validation Certificates will be issued by all District Directors of Internal Rev-
enue commencing Monday, July 17, 1967, upon proof that the United States per-
son on whose behalf the Validation Certificate is requested has complied with
his interest equalization tax obligations with respect to the securities to be
covered by the Validation Certificate. The Internal Revenue Service will shortly
announce the procedures for obtaining Validation Certificates. Each District Di-
rector will reissue Validation Certificates In different demoninations upon
request.
Tran~ tion Inventory

The Transition Inventory shall be filed with the Commissioner of Internal
Revenue no later than August 15, 1967. Each Participating Firm and each Par-
ticipating Custodian filing a Tiansition Inventory (Participating Custodians are
described below) shall list those stocks and debt obligations of foreign Issuers
and obligors held at the close of business July 14, 1967, and shall indicate those
held for the accounts of United States persons and those held for the accounts
of other persons.

Partieipating Custodians
During the period beginning July 15, 1967 and until a notice or notices to the

contrary are published by the Internal Revenue Service, the Participating Cus-
todians are the Federal Reserve Member Banks which are classified as reserve
city banks.

A bank or trust company insured by the Federal Deposit Insurance Corpora-
tion may become a Participating Custodian if It files with the Commissioner of
Internal Revenue, Washington, D.C. 20224 (Attention: CP) a letter signed by
an officer (i) requesting designation as a Participating Custodian, (if) agreeing to
comply with the documentation, record-keeping and reporting requirements es-
tablished by the Internal Revenue Service (whether established prior or sub-
sequent to the date of the letter), (ii1) agreeing that Its books and records no
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matter where located may be examined by any employee of the Internal Revenue
Service, and (1v) if the letter is filed with the Commissioner of Internal Revenue
on or after August 15, 1967 stating that such documentation, record-keeping and
recording requirement procudures are operational. The Internal Revenue Serv-
ice will from time to time publish the names of those members or member organ-
izations which have become Participating Custodians subsequent to July 15, 1967.

Any bank or trust company which became a Participating Custodian prior
to August 15, 2967 shall cease to be a Participating Custodian unless on or be-
fore August 15, 1967 it fies with the Commissoner of Internal Revenue a letter
signed by an officer setting forth each of the items (I) to (iv), inclusive, of the
preceding paragraph. A Participating Custodian may terminate Its status as
such by flUng a request with the Commissioner of Internal Revenue. In addi-
tion, if the Commissioner of Internal Revenue has reasonable cause to believe
that a Participating Custodian is not complying with the statutory provisions
related to the interest equalization tax applicable to it, or with the documen-
tation, record-keeping and reporting requirements, or any part thereof, he may
cause the removal of such firm from the list of Participating Custodians.

The effective date on which a bank or trust company shall become or cease
to be a Participating Custodian shall be the date specified in a notice issued by
the Internal Revenue Service, which date shall not be prior to the date following
the date on which the notice was made available to financial publications and
wire services.

Tranofer of Custody Certifctes
Transfer of Custody Certificates shall be issued only by Participating Firms

and Partiepating Custodians and only in connection with a transfer from the
account of a customer of a Participating Firm or Participating Custodian to
the account of the &. .. e customer with a different Participating Firm or Par-
ticipating Custodian in the following circumstances:

1. The Participating Firm or Participating Custodian held in its custody on
July 14, 1967 for the account of the customer the stock or debt obligation re-
ferred to in the Transfer of Custody Certificate and acquired and holds in good
faith a certificate of American ownership with respect to such stock or debt
obligation or a blanket certificate of American ownership with respect to such
account, if it included such stock or debt obligaton in the Transition Inventory
duly filed by it with the Commissioner of Internal Revenue.

2. The Participating Firm or Participating Custodian received the stock or
debt obligation referred to in a Transfer of Custody Certificate from another
Participating Firm or Participating Custodian accompanied by a Transfer of
Custody Certificate.

3. The Participating Firm purchased for the customer the stock or debt obli-
gation referred to in the Transfer of Custody Certificate and in connection with
the purchase either received (i) a Validation Certificate issued by the Internal
Revenue Service, or (ii) was authorized to issue an IET Clean Confirmation
and in either case continuously held in its custody the stock or debt obligation
so purchased or received back from the purchaser the identical securities or
evidence or indebtedness previously delivered to the purchaser.

Record Keeping Requireme*ts
The record-keeping requirements for Participating Firms are, until further

notice, identical to the record-keeping requirements for broker-dealers issued
pursuant to the Securities Exchange Act of 1934 with the following required
modifications:

1. Records of original entry (in most cases the purchase and sale blotter) shall
be prepared and maintained separately for all purchases and sales of stock and
debt obligations of foreign issuers and obligors. All entries shall clearly designate
those transactions which involved foreign-owned securities. All entries reflecting
a purchase of securities, the acquisition of which is exempt from the tax under
the exemption for prior American ownership and compliance, shall clearly desig-
nate the documentation received establishing such exemption. All entries reflect-
ing a sale of securities regular way on a national securities exchange referred to
in Section 4918(c) of the Internal Revenue Code or under the clean comparison
procedure established by Section 4918(d) of the Code shall clearly designate the
documentation authorizing such sale.

2. The securities record or ledger reflecting separately for each stock or
debt obligation of a foreign Issuer or obligor all "long" or "short" positions
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(including such securities in safekeeping) carried by such firm or custodian
for its account or for the account of customers (commonly known as stock record
sheets) shall be prepared and maintained apart from those prepared and
maintained for all other securities. All entries in such record or ledger, and in
each customer's account, shall clearly designate those of such securities with
respect to which the firm or custodian can issue a Transfer of Custody
Certificate without obtaining further documentation.

3. The ledger account itemizing separately the accounts of such firm or
custodian reflecting all purchases, sales, receipts, and deliveries of stock or debt
obligations of a foreign issuer or obligor for the firm's own investment and
trading accounts shall be prepared and maintained apart from those prepared
and maintained for all other securities. All entries shall clearly designate those
transactions % which involve securities on which the firm or custodian can issue
a Transfer of Custody Certificate.

Appropriate files for each of said dealer-owned foreign securities shall be
maintained, in readily accessible form, to hold all relevant information and
evidence to substantiate tax free nature of the acquisitions pursuant to which
such securities were acquired or, if acquired in a taxable transaction, the
retained copies of the tax returns filed with respect to such acquisitions.

4. Separate files shall be maintained for all interest equalization tax reports
filed with the Internal Revenue Service (both for information and tax paying
purposes) including copies of all documents filed with the Internal Revenue
Service and summaries and supporting schedules. In addition, such files shall
contain substantiation of the Transition Inventory filed witL the Commissioner
of Internal Revenue.
Certain Debt Obigation.

The foregoing procedures would not apply to those debt obligations of foreign
obligors which are neither convertible nor listed or traded in domestic or
foreign markets. In such cases, the exemption for prior American ownership
and compliance will, until other procedures are announced, be established if
the United States person acquiring the obligation receives in good faith a letter
from the seller certifying to the exemption together with a copy thereof and
files the copy with the Internal Revenue Service.

The CHAIRMAN. You are aware, are you not, Mr. Secretary, that we
do have the power to tax retroactively if we want to do so. I am not
saying we should nor am I saying we should not. But with regard to
corrupt or illegal transactions, we have a right to go back and tax
them if we want to.

Mr. DEMING. Correct. These are not, Senator, a question of apply-
ing a tax retroactively where it wasn't supposed to be paid anyway.
These are fraudulent transactions where the evader was subject to
tax, he just evaded the tax.

Senator WILLIAMS. What you need is a little more vigorous enforce-
ment of the existing law.

Mr. D MING. It is a procedure wnd enforcement problem rather
than a tax matter it: elf.

As I said, attachment A, which is quite detailed, runs 21 pages and
exteilds my general statement into specifics. I don't know whether
you want me to run through all this or not. But the detail is con-
tained in the attached.

The CHAIRMAN. I do not think we will ask you to go into that
right nov, Mr. Secretary. The members of the committee can read
it and it will be made available to all persons who are here and it
will be in the record and we can study this and those who vant to
testify, interested witnesses can study it. I suggest we do that. We
will study this over the weekend.

Does that conclude your statement, Mr. Secretary?
Mr. DEMING. Yes, sir; it concludes my statement.

47
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The CHAiR3MA. Let me ask you first about these evasion matters.
What is the penalty for evading the tax?

Mr. Dzm o. May I ask Mr. Surrey to answer that?
Mr. Suimy. There are a number of various penalties that apply.

There isn't any single penalty. For example, there is a penalty for will-
ful attempt in any manner to evade or to defeat any tax. That is
$10,000 fine or 5 years in prison. This is a criminal penalty and turns
on all the facs.

The CHAMMAN. With regard to some of these people in connection
with this, do you have any difficulty reaching them-these irrespon-
sible persons outside of the United States?

Mr. Summy. That is correct. Irresponsible people who have been
signing false certificates who are outside the jurisdiction of the United
States could not be reached by the United States. You can be a person
residing in Bermuda, signing false certificates and the United States
could not directly reach you unless you returned to the United States.

The CHA MAN. Do we not have some procedures to reach those

Mr. SURRy. There is no extradition for these violations. They con-
stitute violations of tax laws and our various extradition treaties do
not permit extradition in these cases.

The CHAMMAN. I am surprised to find that to be the case.
Senator WmuAMs. Can you cancel their passports?
Mr. SuRREy. You might-I am not sure about that.
The CHARMAN. One thing we can do if we cannot get cooperation

from the Bahamas-we can take away their sugar quota.
Mr. SuPmy. These people can be in any country of the world. They

can be in any place.
Senator Wu.Auxs. You say you are not sure about whether we can

cancel the passport. Will you have that checked and put the answer
in the record for us?

Mr. Summy. Yes.
(The Department of the Treasury subsequently supplied the follaiv-

ing information:)
TREASURY DEPARTMENT,

Washington, D. C., July 17, 1967.
Hon. RussEL B. LoNG,
Chairman. Committee on Finance, u.$. Senate, Washington, D.C.

DzAR M. CHAMMAN: At the Senate Finance Committee hearing on July 14.
Senator Williams inquired about the possibility of revoking passports as a ready
solution to the problem of Americans abroad signing false certificates of prior
ownership of foreign stocks.

After looking into this problem we find that the regulations pertaining to the
revocation or restriction of passports are In the Code of Federal Regulations (22
CFR 51.70 and 51.71). Section 51.71(c) covering violations abroad of the laws of
the United States by Americans is the only provision which appears applicable
as a basis to revoke the passport of an American for signing false certificates of
prior ownership. Under the provisions of sections 51.80 through 51.105 of Title '22.
CFR. however, a passport holder is provided a formal hearing and review of pro-
posed adverse actions under Sections 51.70 and 51.71 before any decision can be
made denying, restricting, revoking or Invalidating a passport. These regulations
preclude summary restriction or revocation of a passport.

We are checking further with the State Department about actual procedures to
revoke the passports of Americans abroad who are involved in signing false cer-
tificates. However, as I suggested last Friday, the American abroad who signs
such a certificate is not the key person in the scheme and therefore, the revoking
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of his or her passport would not be an effective immediate solution to the prob-
lem. While there are exceptions, I note that while outside the United States in
most countries in North, South, and Centrml America, American citizens are not
required to bear valid United States passports.

Sincerely yours,
STAxLff S. SUmRy.

Mr. SuRumm. These people can be in any country in the world.
The CHARMLAN. They can be in Tangier, for example, or Monaco, or

Switzerland?
Mr. SuRREY. Anywhere in the world.
Senator WILLIUMS. But they do reed an American passport and it.

has to be validated here in Washington. We do not have to do that if
we do not want to.

Mr. SUREY. He could be a foreigner claiming to be an American
and we would have no hold in that particular case.

Senator WILLAMS. Have there been examples of that?
Mr. SURREY. We don't know, Senator, who all these people are.
Senator WILLIAMS. I am speaking of the cases that you have dis-

covered.
Mr. SURREY. Yes; I am informed there are some.
Senator WILLAS. How many foreigners were involved and how

many of our citizens were involved that you know of?
Mr. SURREY. I carnot give you a definitive answer to how many are

involved. To know how many are involved would require a check of all
the certificates that have been filed.

Senator Wium.rs. I did not ask that-of those that you have dis-
covered.

Mr. SuRREY. I think the majority are Americans.
Senator WILL IMS. The ones that you have discovered-you must

know how many there are discovered. You can give us that exact.
Mr. SuRmy. Of a certain group of transactions txatfiriied, there was

one dual, one foreign, and 28 United States. But that ratio doesn't have
to hold at any given time. If, for example, it was announced that. the
United States was going to enforce this measure by withdrawing pass-
ports, I am pretty sure that the ratio would change.

Senator WILLIAMS. I am not asking about the prospective. What I
was wondering was the experience over the 2 or 3 years in which this
has been in effect of those that you have found to have violated, what
were their nationalities?

Mr. SURREY. One foreign, one dual, 28 United States.
Senator WILLIAMiS. Those are the only ones that you determined were

violators? Those are the only ones?
Mr. StRR. These are the only ones that showed up in the investiga-

tion of 15 or 16 brokerage houses in the New York area.
Senator WILLIAMS. I heard a rumor that there was a yotuig lady in

one of the islands that signed about $2 million worth of these certifi-
cates. What was her natic.mality? 'Was there anything to that rumor?

Mr. SURREY. Yes.
Senator WILLIAMS. It is correct ?
Mr. S-RREy. Yes.
Senator WVILLIAMS. How long has the I)epartment known about

that?
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. Mr. Su=zr. As Secretary Deming said, the Securities and Exchange
Commission notified the Service that it believed that its investigations
indicated there could be substantial violations. This was in Apil this
year.

Senator Wnwauxs Could you furnish the committee a copy of that
notification f

Mr. Sumr . It may have been oral. I will check. As soon as that
notification was given, the Internal Revenue Service commenced ar-
rangements, using the knowledge of the SEC and at that time assigned
an added group of Internal Revenue agents in New York to inveti-
gate a number of brokeage houses. The investigation was designed to
do two things. It was designed to see whether the violations were sub-
stantial. In other words, was there an amount of violation such that
remedies need te taken by statute? Secondly, what was the nature of
the violations? IHow did they occur? Was their nature such that they
could be handled under existing law ? Both things were necessary to
put us in the position to make recommendations to this committee. As
Secretary Deming said, the violations were substantial, would readily
grow if unchecked, and could not be deterred under existing proce-
(lures.

Senator WIWAMs. When was this reported to you, in April of this
year?

Mr. Srummy. No; this investigation has been going on continuously
since the latter part of April through May and June.

Senator Wijw ms. When did the report, come back to you that you
did not have authority under existing law?

Mr. Sumuy. I will try to pinpoint the date. My instructions from the
very beginning were to find out about the violations and, while work-
ing on tis, alo to prepare a plan of action for this committee. We
have had this done in tandem. I don't think there has been a day,
Senator, when this has not been moving along. We have been working
day and night and in the last week or two with people from the indus-
try. We have examined several methods of enforcement, we have had
them checked through. Some methods looked productive but turned
out to be not productive. Remember, you have a double game here; you
have to see if the suggested procedure will work, can feasibly be
handled. You then have to turn around to see if there are holes in it and
if there areyou have to start over again. We have been doing that.

Senator WLLIAILs. Your investigation was rather thorough and far
reaching, as I understand it; is that correct

Mr. Sumr. In New York I think the investigation was certainly
adequate in the time available to establish two things. One, that the
violations were substantial and would increase if unchecked and
secondly that they could not be checked under existing procedures.

I would say they were thoroughgoing for those two purposes.
Senator WIIJAMS. DO you think your investigation developed ms

much information of abuse of this law as was disclosed in the W- 11
Street Journal, or do you think their investigation was a little mr)e
productive than yours

Mr. Sumr. The Wall Street Journal called this matter to our atten-
tion a considerable time after our investigation had been started I
think that-and this is a judgment, Senator--as Secretary Deming
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said-Ahat the violations are not in the magnitude set forth in the Wall
Street Journal. Our best 'udgment is that the balance of payments loss
would run on an aiinual ' from $100 million to $150 million. That
is our best judgmentt based on our investigations that have been held in
the New York area to date. We have not checked other areas of the
country.

Senator WuLUAMS. What concerns me and some others is the fact
that we did not get the picture of any concern on the part of the Treas-
ury Department until after these articles were published and it is only
since then7-you mentioned yourself that you have been working day
and night in the last couple of weeks--and now we are coming up wit
a series of new amendments. As I understand it, when you testified
over in the House you were perfectly agreeable to simple extension of
this program and we now find that you knew about this and had been
notified about it prior to the House action.

Mr. SumY. Ko, Senator. We testified in the House in February ofthisyear. '"-- 4nt
Senator WnIAs. At une you did no nothing about this?
Mr. Summn. That i ht, Senator.
Senator WIIA . Am I correct at that time you not do--you

did not know tanyabuses und l

Senator W s. ifican~t abuses that would cor-

Mr. S . We d not at t t w that thi violation were
of the pro portion mdi ves ation./f wp had, ovuy
we would ye made recommI w

The C Nxmi. I have o ueion r, and then I w let
Seristo iams thel w ~le further uestion.
Sento Wi'liant a gg dt ove t ha the lght

to revwk these les rts wt. . go outside this couitry
and c tthis ud. Pv f the vilRais- only of the m
tude you s ggest, ra t weeiV_50 d1i billion dol arsas suggests{ by the I St alhat isstlalo ftx
evasion.y \i~hithsr I

Now, wh should we not ve to evoke th ople's passports
and any else we kn w, and als( clntes to
better coope with us in ci nsY

Mr. Sumi"m e indicate one thing, Mr. Chasirma hese people
that are signing th &se certificates are not the incipals in the
tmnsadions. They are ns in it much more e orate me. They
are the le who, if you gi $ down a q certifi-
cates. rhey are merely the pawns in an elaborate schen schemes
that go farbeyon them and therefore they are not really the keys in
this. The people who are operating these schemes might. be found any-
'Where in the world. These people who are signing the false certificates
are not getting thefprofits from this and are not the principal movers.

The C A MAN. You also have recourse against the American deal-
ers, do you not I

Mr. SUmmy. That question can perhaps be answered this way: The
American dealers are not, we believe, the principals in this, either.
The principals in this
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Senator WLIAMs. Did you answer that question yes or no?
Mr. SuRREry. The answer is if an American dealer has actual knowl-

edge of a criminal violation he can be prosecuted. The willfulness and
the criminality of these transactions turn on actual knowledge. But,
when you look at these schemes, the operations do not, as far as we
know, originate with American dealers.

Senator WMLIAMS. In a good game of chess one of the first actions
is to eliminate the pawns of the opponent and you usually get to theking.Mr. SuRaEy. And that is what we are doing in the recommendations

before you. We are making it impossible for pawns of this nature to
be available and for the scheme to operate in the fashion in which it
does. We cannot correct it without these recommendations.

The CHAU MN. Senator Smathers?
Senator SMArxrHaS. Thank you, Mr. Chairman.
I just wanted to ask one or two questions.
First, I would like to state, however, that there are unfortunately

people in the United States and throughout the world who in time
devise ways and means to get around every law. That is why we con-
tinually have to change the law. I do not know at any time we have
ever written a law that has been perfect. And this is another illustra-
tion, that those who do want in effect to cheat the Government finally
devise some way to do it. I congratulate the Treasury and the Wall
Street Journal on uncovering this, and the Treasury on the recom-
mendations they have made. In seeking to find a solution to the
problem I think you have done very well.

May I ask you this question? In your investigation what proportion
of the people who are involved were either Canadian, located in
Canada, or had some connection with the Canadian Government?

Mr. Summy. Could I give you an example of how one of these
transactions could work and answer your question in that way, Sena-
tor Smathers?

Senator SMATHERS. Surely.
Mr. SuRmmy. Suppose I want to make some money out of these

transactions. I can anybody in the world. Suppose I set up a Ber-
muda or Bahamas trust or some organization of that nature. It looks
like a reputable organization. I can have an office in Canada. I can
have a line of credit in a bank-a Canadian bank or any bank. I look
like a responsible businessman. I can open up an account with a foreign
broker and I will look like a responsible man.

Senator SMATHERS. You are talking about yourself as an American
citizen?

Mr. Sumumy. No; I may be an American, I may be a foreigner.
I have an account opened in the name of a Bermuda or Bahamas

trust with a foreign broker. That looks like a reputable account
because I have a line of credit with a reputable bank. I ask the foreign
broker to sell some securities for me, which are foreign securities-to
sell those securities on the American market P nd I present to this
foreign broker a certificate of American ownership that has been
signed by somebody, for whom I claim to be acting as an agent, who
states that he is an American whose signature has been guaranteed
by an American bank somewhere. The Canadian broker or any other
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foreign broker will transmit those securities to a U.S. broker. The
securitie;, will come into the United States, a clerk will look at them,
the clerk will see the securities are accompanied by a certificate of
American ownership. The clerk will sell those securities on the Ameri-
can market, because any firm can sell securities on the American
market, on the exchange, or over the counter, as American-owned
if it has in its file a certificate of American ownership, unless it has
actual knowledge that that certificate is false.

Now, this is the nature of the transaction. It can have a variety of
forms. It can be engaged in by Americans or by foreigners. It can be
engaged in by the Canadian brokers or brokers of other countries.

Senator SMATHERS. What I am driving at is this, Mr. Secretary.
Apparently under our present law the Canadian new issues are not
taxed.

Mr. SRE-. They are not taxable, sir.
Senator SMATHIES. The Canadian Government is a big Govern-

ment as distinguished from the Bahamian Government or Bermuda
Government. I assume they have in Canada what is equivalent to our
SEC, although I do not know. But it seems to me that if a substantial
P ortion of these violations came through the Canadian brokerage
louse or the operation had some Canadian color about it, that the
threat of depriving Canadian new issues from that exemption which
they now have in the United States would be sufficient to get the
Canadian Government to cooperate with you in the elimination of this
practice.

Now, if you look at the Bahamian Government, which as we know is
small and I am sure they do not have anything equivalent to the
Securities and Exchange Commission down there, they do not have
the machinery-I do not want to cast any reflection on them-but I
doubt if they even at this point have the sophisticated manpower to
know exactly what is happening with respect to this type of transac-
tion there, and I suspect that that is very much true in Bermuda. I do
not know how you would get at them, but it seems to me it would be
very easy to get the total cooperation of the Canadian Government,
and it was my-I gathered from reading the Wall Street Journal
articles that much of this actually had Canadian coloration.

Mr. SuRREY. We assume that the Canadian Government would co-
operate. But let me indicate the position of the Canadian broker.
All the Canadian broker may know is that an organization or a per-
son who forms an organization wants to open an account with it and
asks it to sell some securities.

Now, they in many cases may just be in the position of our brokers.
The difficulty has been that the exemption system based on a certificate
of American ownership has broken down and you consequently need
something more substantial than that. While I mentioned a Bermuda
firm, the firm can be set up in any country. In other words, all you have
to be is somebody who says, "I would like to sell foreign-owned securi-
ties and I have a certificate of American ownership signed by the owner
for which I am acting."

Senator SHATHERS. Is there at any time any responsibility on the
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brokerage firm to find out something about those people who want to
sell through them?

Mr. SuRmr. If they have actual knowledge that this certificate is
false they are responsible, but you have to remember that many of
these transactions are dealt with by clerks. It may be that some of
these firms have such knowledge, and only time will tell this for sure.
The certificate comes in, signed by a person indicating that the securi-
ties are American owned. The certificates have been guaranteed by a
bank in some part of this country or by an overseas branch. Some-
one takes those people into a bank who is known to the bank and says,
"I want to introduce to you Mr. So and So who is an American citi-
zen." The bank just validates the certificate, or a quantity of certif-
icates without further questions. This may operate all over the world.
The fault lies, as Mr. Deming said, in the fact that the certificate of
American ownership is not enough and that the present recordkeep-
ing is not enough so that we have to add to this. Under the Treasury
proposal you have to state how you acquired the stock which you are
selling and prove that yol paid the tax or acquired this stock in a
transaction which was exempt. We have to restrict the number of
people who can certify to this fact.

Senator SMATHERS. One other question. If we should adopt this law
as recommended by you, at that point would you notify all the coun-
tries of the world, Tangier, Bermuda, Canada, Bahamas, Panama,
wherever they are, to this effect and then at that point is it possible that
you could get the cooperation front their governments where their
governments could be helpful to us in the stoppage of this particular
practice?

Mr. Summxr. If it became necessary. But I think under the recom-
mendations we are making to you this kind of activity could not exist.

For example, it wouldn't do any good any more under our recom-
mendations for a foreign broker to submit to an American broker the
foreign stock with the certificate of American ownership. The Ameri-
can broker viould have to say, "I am sorry, this is no longer adequate, I
need proof that your seller got this in a transaction on which he paid
the tax, or was exempt."

The only way that proof can be given is through one of the par-
ticipating firms on our list which is keeping special records or through
the Internal Revenue Service. That is the tightening up that we think
is necessary.

Senator SMATHERS. I have no further questions.
The CHAMMAN. Mr. TalmadgeI
Senator TALMADGE. Mr. Secretary, I refer to page 8 of your second

statement dealing with violations of the existing law. On page 8, the
second paragraph, you state, "Eligible broker-dealers and banks may
validate foreign securities held in their custody for American owners
as of July 14, 1967." That is today. I presume most stocks are in
brokers' offices, but how would he vacate a certificate in a deposit box
or trunkI

Mr. SummyEl. If I had a stock certificate in my deposit box or in
my trunk at home-that was your question; is that right?

Senator TALMADGE. Yes, sir.
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Mr. SviiRR. I can take the documents I have with respect to the
acquisition of the stock, if I want to sell the stock as American owned,
to an Internal Revenue office on Monday of next week. I will show to
the Internal Revenue Service the necessary proof to establish that I
am entitled to :ell that stock as American-owned and that I received it
validly in the sense that I either paid the tax or acquired it in a trans-
action not subject to the tax (for example, I have held it continuously
since July 18, 1963). That is one alternative that I can use.

The other alternative that I can use, if I bought that stock from a
participating broker is to go down to that broker and say, "I want to
sell that stock." The participating broker can then sell for me if his
records will show that he bought it for me before July 19, 1963, or
as American owned. Therefore, I have two ways in which I can validly
sell.

Now, most Americans--and this is just a statement of how most
people handle it-most people will have the securities which they own
today, July 14, 1967, either in the custody of their brokers or in the
custody of their banks. The banks and brokers if they file the
transition inventory we are requesting, can, upon instructions of the
owner, sell the securities as American owned without further vali-
dation. This will cover the great range of American-held-foreign
securities held today. But for those who do not hold them in that
fashion, the two routes that I have indicated to you would be available
on Monday morning.

Senator TALMADGE. Suppose he does not act on Monday morning?
Mr. SuREY. He dosen't have to act on Monday morning, only when

he desires to sell. If I don't desire to sell my stock, nothing changes. I
keep it right in my trunk.

Senator TALMADGE. In the first part of the second testimony, table 3.
I understand Canada is exempt administratively under the terms of the
act on new issues; is that correct?

Mr. DSiMING. That is correct; on new issues.
Senator TALMADG.. I notice that the new issues have been going up

substantially. In 1962 it was $457 million and in the first half of 1963
it was $608 million and the second half of 1963 it was $85 million and
in 1964, $700 million, in 1965 $709 million and in 1966, $922 million and
in the first quarter of 1967, $256 million.

Why should they enjoy the privilege that other nations do not enjoy?
Mr. DENG. Senator, let me sa Tr. Knowlton has been dealing with

the Canadians on this matter and can speak more specifically to it.
We have an arrangement with the Canadians which I think effec-

tively protects us against abuse of this exemption. If you will notice the
footnote on the 1966 figure of $922 million you will see that that figure
is before deducting $162 million of Canadian Government purchases
from U.S. residents of outstanding foreign securities held in this
country.

Senator TALMADGE. I saw that. But that still leaves almost $800 mil-
lion there whereas the whole of Western Europe for 1966 is only $15
million.

Mr. DzMING. That is right, a little over $700 million-about the
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same level in the previous year. Our arrangement with the Cana-
dian Government runs in terms of their reserves and the Canadian Gov-
ernment arranges its transactions so that the total amount of their re-
serves do not change as the result of Canadian borrowings on our
markets.

In other words, the arrangement we have assures us that we don't
have a net balance-of-payments drain as the result of these transactions
and borrowing in our market.

Broadly speaking, the Canadians run a current account deficit. In
other words, we sIl .them more goods than we buy from them. They
run a surplus with most of the rest of the world on current account and
the difference between that is made up pretty much by borrowing in our
markets. If the Canadians permitted their reserves to increase as a
result of borrowing in our markets this would be a net balance-of-pay-
ments drain on us. But we have worked out various arrangements with
the Canadians, the most significant one of which they have agreed not
to have their reserves increase as a result of these borrowings. In a sense
what this means is that no matter what the figure is of Canadian bor-
rowings in the United States, the net impact on our balance of pay-
ments is zero simply because of the way they manage their reserves.

Mr. Knowlton may want to speak on that.
Senator TAL.M1ADGE. On the other developed countries they also have

a surplus.
Mr. DEMING. Senator, I think the Canadian situation is a very spe-

cial situation. The outflow of funds to the developed countries, par-
ticularly those in Western Europe is different-these are countries
which had surpluses in general. Those surpluses should have been re-
turned in the form of opening up their capital markets to the export
of capital. Basically, the countries of Western Europe have been in
surplus with the whole world, the world as a whole outside of them-
selves. Good international adjustment policy would call for that sur-
plus to be reduced, partly by the export of capital. We have tried to
arrange it so that they wouldn't increase their surplus by borrowing in
our markets.

Senator TALMADGE. Thank you.
The CHAIRMAN. Well, let me ask you about this matter generally.
In view of this rapid increase in interest rates, does that not give

you cause for a second thought about the desirability of what we did
when we restored the investment credit this year?

Mr. DEMING. I don't think it raises that question particularly. The
rapid run up in interest rates that has taken place, particularly in the
last 3 months I think is a reflection of several factors, but the increase
in investments in plant and equipment I would say has been a rela-
tively small part of that borrowing increase.

Corporations in general have remembered what happened to them
in 1966 when they got pinched in the very severe credit squeeze at that
time. To meet their financial requirements they ran down some of their
liquidity and have been attempting to restore their liquidity by bor-
rowing primarily in the capital markets and have been borrowing to
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repay some of the bank loans that they did make in 1966 and I think
that there is a fairly substantial amount of what you might call an-
ticipatory borrowing as a result of a feeling that things could get

ghter as the economy expands. They are in a sense inventorying
money, if you want to put it that way. All of these factors have been
more important, I think, than the increase in plant investment ex-
penditures which as you know from the surveys and forecasts that
have been made, don't show anything like the big change in 1967 as
took place in 1966. Consequently I would doubt that the restoration of
the investment credit is having a major impact on the demand for
either bank or capital credit.

The CHAIRMAN. It seems to me that we would do well to take a
look at it and see to what extent that may be the case. It certainly
suggests that we might have made a mistake in restoring this invest-
inent tax credit so soon. It may have been a strong factor, if not the
major factor in pushing these interest rates on up.

With regard to this idea of this interest equalization tax generally,
is this not pretty much a recognition of the fact that each nation can
and in many respects must assume the responsibility for both the pur-
chasing power of the currency and the rent that people have to pay
on money in the country-a recognition that we cannot very well rely
on some international board to determine what level of interest rates
this Nation's economy requires in order to stay prosperous and sound?
Is that not about the size of it?

Mr. DEMING. Yes, Senator. The interest equalization tax is a device
which, while providing for a market determination as to whether bor-
rowers come in or don't, tends to insulate the domestic interest rate
structure from heavy demands from abroad. Now, it could have gone
three ways beginning with the outflow of capital which was acting ad-
versely on our balance-of-payments account. You could have estab-
lished, as my statement indicates, capital issues controls in which every-
body that wanted to sell a security could come in and get permission.
Many countries use this sort of technique. It seemed to us that it was
inadvisable. It was more interference than was warranted. You could
have let interest rates run up to a level that would be equivalent to levels
elsewhere and in that case there would have been no in-entive. Given
the state of the American economy where we wanted to foster growth,
this seemed not a good economic description and it would have led to
much higher interest rates in this country.

The third way of doing this was to attempt to drive a wedge in be-
tween the domestic rate structure and foreign rates, and this is the
approach taken by the equalization tax.

On the record as Senator Talmadge was noting there, it had a pro-
nounoed effect. Obviously no one knows how much borrowing would
have taken place without the interest equalization tax, but if you just
look and see what happened to the countries that were not subject to
the tax-the less developed countries and, Canada-their borrowings
did increase in this country, and if you applied that same percentage
increase to what the developed world was borrowing in 1963, before
the imposition of the tax, you could get an estimate for the borrow-
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ing in our capital markets which might be as much as $500 million,
million, $700 million.

In 1966 new security issues of developed countries were $19 million
of which half was subject to the tax. So that I think it has had a pro-
nounced effect.

The CHAMMAN. It seems to me what we have had to do here is to
recognize that we have a responsibility to our own people and to our
own economy, our own economy domestically which in the last analy-
sis must come first.

Now, we have been told for a number of years that we had to have
high interest rates because if we did not have high interest rates our
gold would flow out.

The answer to that is fairly clear. When the gold flow becomes a
real problem there are a number of things you can do about it and one
of them is that insofar as there is an interest rate differential you can
tax that differential until it no longer exists. That is the answer we
are pursuing here is it not?

Mr. DwEiNG. That is correct.
The CHAIMAzN. We seek to keep these equal. With regard to this

flexible authority you are asking for here, just how do you propose to
handle it ? Do you propose to change it by one-eighth of a point or one-
tenth of a point, or do you plan to change it by going from a half point
or a quarter of a point or by smaller fractions?

Mr. DEmING. Mr. Chairman, I don't think I can answer that ex-
plicitly because I don't know what is going to happen.

The CHAIRMAN. If you do not know what you are asking for, it is
sort of hard to expect to get it.

Mr. DEMINo.Let me elaborate what I am saying here. The interest
rate differential at the present time is effectively 1Y2 percent. That
seems to be an interest rate differential that protects us because you
can see there has been absolutely no borrowing subject to the tax in
1967 in the first quarter.

Now, presently, the spread, given the information that we have,
is something over 1 percent but less than 11/2 percent between us and
the foreign markets.

Given this sort of situation I expect we wouldn't be likely to move
the 1 1/2-percent rate. We wouldn't. try to move it down to 1.37 or 1.26
or some such thing like that. It is much more likely we would be moving
this in quarter points than eighth points, because I think eighths are
trying to tune this too finely. Quarters would be quite logical and if
the spread widened fairly suddenly or narrowed fairly suddenly we
might move as much as a half point down. All I was trying to say in
my answer to you at first is that I couldn't say explicitly that you do
allof them in halves. You would do probably halves or quarters and
it is highly unlikely that one would do eighths.

The CHA=MAN. Let me see if I understand how you would seek to
administer this.

Do I understand that you would do this on a country-by-country
basis?
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Mr. DFnUo. No.
The CHAIRMAN. So generally you are looking at Western Europe,

then?
Mr. DEMING. Western Europe and the list of developed countries

we have.
The CHAIMN. Japan?
Mr. DEMINGO. That is right.
The CHAIRMAN. So let us assume that you are looking at what ap-

pears to be an inadequate rate of 1 percent. I take it that you would
rather not move in eighths. You think maybe one and a quarter may
do it so you would go to one and a quarter. Would you just watch to
see what happened?

Mr. DEMINO. You would watch two things, Mr. Chairman. One
thing that you would keep current on is the spread between rates
abroad and the rates here.

The second thing that you would watch, and it would be a perfectly
sensitive indicator, whether there were many securities being brought
in. If you thought that a 1-percent rate washolding and you got some
evidence that borrowers were coming in to borrow at any significant
volume, you would move it. You would move it in the way any financial
institution would move it to attempt to choke this off. My judgment
would be that a quarter in most instances would be adequate to do
this, but you might move it a half and if you had a change between
zero and 2 percent you might move it even more than a half. But the
twin indicator would be the rate spread which has given you a sort
of feel of what would be happening, and the concrete evidence as
people began to come in.

The CHAIRMAN. My understanding was that for a while a 1-percent
interest equalization tax was holding the situation in hand, even
though the differential was 2 percent.

Mr. DEMING. There was a 2-percent differential between some coun-
tries and the United States. But that differential didn't apply to all
countries, and in some countries you could borrow in other markets.
This is what has been happening in Western Europe. So that it isn't
necessary, I think, to try to tune this precisely between the United
States and each of the other countries, because the markets are much
more flexible than that. You try to tune it to the average borrowing dif-
ferential which is what we have tried to illustrate in these tables.

The CHAIRMA.N. My impression was that there is something of a
principle here-someone taught me in physics that starting friction is
greater than sliding friction so once a thing starts moving it moves
more easily and does not require as much effort to move it faster. Once
the inertia has been overcome people start using it and then they will
take advantage of the American market much more readily than they
would than when they felt they were all thumbs and did not know how.
to do it. Once they got accustomed to it they would advise their clients
to use it, it would seem to me.

Mr. DEMING. That is correct.
The CHAIRMAN. So I should think that this is no longer the impedi-
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nient. it once was, that people would go ahead and seek the money in
this market if they thought they were justified in doing so.

You would then, I assume, try to keep the top pretty much within
the differential and you think it should not exceed 2 percent. You do
not think you will need more than 2 percent?

Mr. DEMING. I don't, think we will need more than 2 percent, sir.
The CIIAIRMAN'. Do I understand from your statement here, then,

that. your understanding is that the differential is now less than 2 per-
cent between the interest rates in Western Europe and the interest rates
that we are paying here?

Mr. DEMING. On the average, Mr. Chairman, the differential, which
I think is shown perhaps best in table 1, where you get a comparison
of yields between the United States and other countries. The dif-
ferential for Western Europe, as of May, which is the last time we can
do this particular statistic is about 1.1 percent.

Senator WILLIAMS. It is lss than that right now.
Mr. DEMING. It is :till over 1, we think, Senator. These tables here

are arranged in composites as you know and require some statistical
work. Given the information that we have currently on rates in Europe
and rates here, that differential might be a shade less than 1.1 percent,
but I think it is still over 1. It has been wider as you can see. As of
February it was 11/2 percent.

The CHAIRMAN. I notice now that you had differentials as high as
2.33 in the United Kingdom and as high as 3.32 in Germany and 3.77 in
Denmark. In some of those countries it has been well above the 2 per-
cent.

Mr. DEMING That is right, Mr. Chairman. With respect to individ-
ual countries, it has been about that-their going rates on Government
securities and our rat6 on Government securities here indicates that
differential. But even though the rates in those countries at that point
in time were high, we haven't had them borrowing in this country for
I think two basic reasons. It was not necessarily the Government's
policies to be borrowing in that point of time so they may not have had
any need to borrow.

Secondly, there were other places, including the international mar-
kets here, where they could get a better rate than in their own country,
and with an interest equalization tax, not a more favorable rate than
they could get in the United States.

The CHAIRMAN. What is your present Treasury bold yield for long-
term and short-term bonds?

Mr. FDmNG. Our present yields on Treasury bonds, Senator-I have
a table here which I just developed.

The ChAIPA.N. Just give me something on long term.
Mr. DEMING. On long-term bonds, approximately 434 percent and

on short-term issues at the present time, the 3-month Treasury bills are
in the neighborhood of 41/4 percent.

Senator WILLIAMS. Long-term bonds are up as high as 5 percent, too,
are they not?

Mr. DE iNO. Some of them are. But I was talking about these things



INTEREST EQUALIZATION TAX EXTENSION ACT OF 1967 61

in general. The closing yield on these rates and on yields of the longest
area we have is 4.53. They have ranged for some issues of 1974, a yield
of 5.13, but the average I think is roughly 43/ for the lonig term.

The CHAIRMAN. Ifwe get these rates back down, and it seems to me
we have a duty to certainly try to do it, might we not need then a higher
rate of tax for interest equalization purposes than you describe here?

Mr. DFMING. Senator, it is possible, 1? think, for the differential to
be greater than 2 percent. I do not think it is very likely. So far we have
been able to hold this with a rate that is 11/2 percent and we have held
this for a period of time from 1963 up until the spring of this year
w-ithl a 1- percent differential and you can seethe results from the table.
So I doubt that we would need to go beyond the 2 percent rate. We
picked the range from zero to 2. We think this would be an effective
rate.

The CHAIRMAN. Would you mind implementing just for the record
what your trade surplus figures include and what it does not include?
For example, costs, insurance, and freight and various adjustments.
These are items we have considered regarding statistical differences
between the fo.b. and the c.i.f. basis.

Also, just to make it clear, show just how much this disposal of
agricultural commodities and things of that sort affect our trade bal-
ance so we can know just exactly what we are talking about.

Mr. DEmiNG. All right. I can give you those figures.
(The information follows:)
U.S. trade data are presented on what is called a "Census" basis and a

"balance-of-payments" basis, reflecting somewhat different concepts of exports
and imports and some differences in the way various components are reported.
Generally, both sets of data refer to shipments. These two bases are clearly
spelled out in the footnotes to Table 4 from the article on the first quarter
balance of payments in the June, 1967 Survey of Current Business. A copy of
Table 4 is attached.

Exports on the "balance-of-payments" basis, excluding military grant ship-
ments, are broken down between (a) those financed and (b) those not financed
by government grants and capital outflows. The estimate for (a) is based on
financing data which may, of course, differ from actual shipments in a particular
period.

The estimated amount of exports financed by U;.S. Government grants and
capital outflows in 1966 was $3,012, million. One component of this amount
represents P. L. 480 commodities. This amounted to $1,170 million in 1966, ex-
cluding $130 million for which the government used the equivalent in local
currencies to meet U.S. Government expenditures abroad. Another component of
the $3,012 million is an estimated $1,335 million of AID-financed commodities.
The balance consists almost entirely of Export-Import Bank financed items.
These latter involve sales for the most part arranged by the private community
and on terms competitive with the other hard loan, export financing agencies
in the world.

F.O.B. VERSUS C.I.F. VALUATION OF IMPORTS

The regularly published import statistics for the most part reflect values at
principal markets in the foreign country of origin (i.e., an f.o.b. basis) as pro-
vided in the Tariff Act.

Because of the interest expressed in c.i.f. data, the Bureau of the Census
now is publishing estimates on this basis. See "Special Announcement" (at-
tached) from the May, 1967 FT 990. These calculations are based on a six
aionths' sample, which indicated that the difference between c.i.f. and f.o.b.

81-495 0-67-5
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import values, Lis a preliminary estimate, is &9 percent. Census is continuing
to work on c.i.f. valuation of imports.

On the "Census" basis, U.S. imports in 1966 are estimated at $27.82 billion
c.i.f. as compared with $25.55 billion f.o.b.

Since 1832, U.S. trade data have been published on an f.o.b. basis, as required
by law, for Customs purposes. Considerations favoring the f.o.b. as against the
c.l.f. valuation method are:

The U.S. use of f.o.b. values--that is, values exclusive of any international
shipping or insurance charges-is recognized as the preferred method both
by the experts of the IMF and by the U.S. Review Committee for Balance of
Payments Statistics. The IMF states that: " * * * f.o.b. * * Is preferable.
It is essential for a classification of transactions by countries. In many cases the
transportation and insurance of imports involve separate transactions, and the
parties concerned are often not residents of the country from which goods are
purchased. A further advantage in recording imports on an f.o.b. basis is hat
it permits a check on the accuracy of trade figures by a bilateral comparison of
countries' trade data." The Review Committee states that: "The preferred
balance-of-payments practice is to distinguish the value of the goods from the
transportation and related costs of international shipment. Accordingly, pro-
cedure is to value goods at the border of the exporting country and to include
transportation and related shipping costs incuired up to that point."

Showing our imports on a c.i.f. basis involves distortion of our international
trade account, even if exports were also shown on the same basis. (The dis-
tortion of our trade picture would be even worse If imports only (and not
exports) were shown on a c.l.f. basis.) Part of U.S. imports is carried in
American bottoms so that addition of the total cost of insurance and freight
to the value of Imports overstates the foreign exchange cost of insurance and
freight which is the relevant figure for balance-of-payments purposes. (Like-
wise, some of our exports are carried on foreign bottoms and do not involve
U.S. receipts.)

Even if only the part of freight and insurance involving foreign exchange costs
were included in the c.i.f. values, those values would still not reflect all foreign
exchange receipts and payments associated with imports and exports. For
example, foreign ships have sizeable port expenditures In the U.S. in connection
with bringing in imports or carrying out exports. The same is true for U.S.
ships in foreign ports.

To measure changes in our price competitiveness In world commodity trade, we
need to appraise changes in other factors affecting our trade, such as the changing
commodity composition of world demand for particular lines of U.S. imports or
exports. Such appraisal is obscured if the import and export data are also affected
by changes in freight and insurance costs, which is the case with c.i.f. data.

Valuing imports on a c.l.f. basis raises certain technical problems. For example,
a number of commodity items often are shown on one import document. To deter-
mine c.i.f. values of each item would require a pro-rating of the freight and
insurance cost.

It should be noted that freight payments to foreigners and receipts of freight
earnings from foreigners in connection with our imports and exports are shown
in our balance of payments under the "transportation" items. Therefore, receipts
and expenditures associated with our merchandise trade are fully reflected in
our balance of payments. This reporting procedure has clear advantages. As noted
above, the economic forces which affect the U.S. competitive positon on com-
modity account may well differ from the forces which affect our competitive posi-
tion in international shipping. The same is true for international insurance
services which are reported in our balance of payments under "other private
services."
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ESTIMATED C.I.F. VALUES FOR U.S. IMPORTS

Estimated values for U.S. imports on a c.i.f. (cost, insurance, and freight)
basis for current periods are shown in the table below.

The regularly published import statistics reflect values as reported on import
entries for tariff purposes. The valuation provisions of the Tariff Act of 1930, as
amended, (Section 402 and 402a) are somewhat complex, but for most imports the
value at the principal markets in the foreign country is required to be reported on
import entries.

Users of U.S. data have expressed an interest In additional information which
would supply U.S. import values on a c.i.f. basis. In an attempt to meet this need.
the Bureau of the Census, in cooperation with the Tariff Commission and the
Bureau of Customs, initiated a study of a representative sample of individual
U.S. import shipments. The study relates c.i.f. values determined (or, in some
cases, estimated) for these sample transactions to the value reported in Census
statistics for the same transaction& Results of the first segment of this study
based on the first half of 1966 and released at the end of that year, indicate that
the c.l.f. port of entry values for the sample shipments averaged 8.9 percent higher
than their values as reported in U.S. foreign trade statistics.

For purposes of the study, c.l.f. value was defined as the cost of the commodi-
ties at the port of exportation plus insurance and freight to the U.S. Customs
port of entry. (This is not always the first U.S. port of arrival.) Though the
values reported in the import statistics are sometimes referred to as "f.o.b. port
of export values," the Tariff Act valuation provisions are such that other value
bases are also used.

The study is continuing, and later findings may nmodify the results in sonie
respects, particularly where the relationship between c.i.f. and the statistical
values for different types of commodities is concerned. It is believed, however,
that the a% rage relationship established in the completed part of the study can
be used without further delay as an adjustment factor to derive useful estimates
of the total c.i.f. value of current U.S. imports and comparative values for the
recent past. Therefore, beginning with this issue, information will appear
periodically in this space showing estimated c.i.f. totals for U.S. general imports,
derived by applying the 8.9 percent adjustment factor to the regularly compiled
import totals.

Estimated c.i.f. valuc8 compared with published values for U.,15. general im-
ports-Qartcrly 1966 and 1967 and monthly 1968

fIn millions of dollars

Estimated Value as
Period cost, insur- published in

ance, and U.S. import
freight statistics

1966:
1st quarter ............................................................... 6,418. 1 5,893.6
2d quarter ----------------------------------------------- 6, 897.9 6,334.2
3d quarter ---------------------------------------------------------------- 7, 129. 3 6, 546.4
4th quarter .............................................................. 7,379.3 6, 776.2

1967:
1st quarter ................................................................ 7,210.5 6,612.2

January ............................................................. 2,.463. 1 2,261.8
February ............................................................. 2, 181.8 2,003. 5
March ................................................................ 2,565.6 2,355.9

April .................................................................... 2,277.2 2,091.1
May ................................................. 2,420.2 2,222.4



TABLE 4.-U.S. merchandise trade

[In millions of dollars

Merchandise exports, adjusted (table 1. line 3) ....................................................---Plus merchandise exports, other than military grant shipments excluded from line I but Included in census data 'jLes merchandise exports Included in line 1 but excluded from census data 2 d-- - - - .Les miscellaneous and special adjustments to census data incorporated in line 1, net -------------------------
Equals: Merchandise exports, census basis. including reexports, excluding military grant shipments .....Plus m ilitary grant shipments recorded in census data ...............- ..
Equals: Merchandise exports, census basis, including reexports and military grant shipments .......Agricultural goods...... -......Agiutua oos----------------------------- *------------------------------------------Nonagricultural goods ....... --------------------------------------------Excluding military grant shipments.........................................--- .....

Merchandise imports, adjusted (table 1, line 15) ...... .Plus merchandise imports excluded from line 1 but in-cen-sus" aaJ-a .-.-.. . . . ........................Less merchandise imports included in line 11 but excluded from census data --------------------------------Less miscellaneous and special adjustments to census data incorporated in line 11, net .................
Equals: Merchandise imports, census basis (general imports) ..........................................

Foods feeds, and beverages ............. . ...
Coffee, cocoa, and sugar " . ......................................................
Other ...........---- ..................................................................Industria l su p lies and m ateria ls.-- - - - - - - - - - ---------- * - --- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -Fuelandlubrcans -------------------------------------------- ---------------------------
Fuel and ubricants................................... .....
Building materials (except metals).......... -- . . ....--------.--- ----- ..............--------
Iron and steel products ----------- ------Other metals and metal ores (except uranium)...................................
Other ...... " ...................................................

1960

19,489
268
127

4
19,626

949
20,575
4,83215,743

14,794

14,732
482
126
70

15,018
3,286
1,657
1,629
7,834

541
507

1,667
3,539

1961

19,954
387
149

2

20.190
810

21,000
5,024

15,976
15,166

14,510
394
125
65

14,714
3,331
1,581
1,750
7,670
1,727
538
421

1,.64
3,420

1962 1963 1964 1965 1966

20,604 22,071 25,297 26,244 29,168531 512 472 662 440111 145 218 122 18251 11 -139 84 30
20,973 22,427 25,690 26,700 29,396727 920 818 778 940
21,700 23,347 26,508 27,478 30,3365, 034 5,584 6,347 6,343 7, 02816:666 17,763 20,161 21.135 23,308
15,939 16,843 19,343 20,357 22,368

16,187 16,992 18,621 21,472 25,510384 341 248 188 220150 157 176 2 245
31 38 9 92 -65

16,3)0 17,138 18,684 '21,366 25,550
3,573 3753 3,914 3,946 4.4991,621 1,701 786 1,625 1,6911,952 2,052 128 2,321 2, 8088,501 8,8am 9,500 10,963 12,0921,906 1,931 2,015 2,212 2,247616 661 707 725 789537 692 825 1,272 1,3121,754 1,773 2,001 2,424 2,9103,688 3,751 3,952 4,330 4.834



Capital goods (except automotive) . ......
Machinery and miscellaneous transport equipment ...................................
Civilian aircraft, complete...............................................

Automotive vehicles and parts (including engines)-...............- ...........--
Passenger cars, new and used ..............................................
Trucks, buses, and special vehicles ....------------- -------- -------- -------- -------- --------
Autom otive parts and accessories (including engines) ........................................ .Consumer goods (nonfood), except autos and parts ........................................
Consumer durables, manufactured ..........................................................
Consumer nondurables, manufactured .................................... ....- -. ..........
Gem stones, nursery stock, etc., ,.,m anufactured ............ ............. .......................

All other, not elsewhere classified (uranium, military aircraft, low value shiprients, U.S. goods returned, etc.)..

Balance on merchandise trade, adjusted (line I less line 11) ............................
Memorandum items:

Merchandise exports, adjusted, excluding those financed by U.S. Government grants and capital outflows
(line I less A.28 of table 5) 7 ----------------

Balance on merchandise trade, adjusted, excluding exports financed by U.S. Government grants and capital
outflows (linb 37 less line A28 o. table 5) 7 ---------------------------------------------------------

566
540

2
628
544
29
55

1,901
971
714
216
803

4,757

17,591

2,859

696
576
74

378
317
13
48

1,889
1,000

644
245
750

5,444

17,745

3,235

763
685
40

515
433
17
65

Z,276
1,216

811
249762

4,417 5,079

828

803

580
46723
90

2,389
1,266

843
280

18,271

2,084
19,350

2,358

1,048
1,028

2757
593
23

1412,694
1.379

991
324
771

6,676

22,496

3,875 2,014__________________________________________________________________ ' I

1,474
1.372

67
921
670

44
207

3,305
1,732
1,192

381
849

4,772

23,486
2, 014

I Consists mainly of exports of military equipment under Defense Department sales contractswith foreign governments to the extent that such exports are included in the census data. Also in-cludes exports of domestically owned goods into storage abroad (e.g., U.S. grain stored in Canada);exrrts to the Panama Canal Zone; and exports of exposed motion picture film for rental rather than
2 Includes exports of domestically owned goods out of storage abroad (e.g. U.S. grain sold from

storage in Canada); exports of electrical energy; exports of nonmonetary gold, and silver and netsales of gold by U.9. private residents to the U.S. monetary gold stock; personal remittance in kind(gift parcels sent through the mail); and transfers, financed under nonmilitary aid programs, of goods
to recipient countries from Defense Department stocks located abroad.

3 Includes valuation adjustments for goods considered to be underpriced or overpriced in censusdata; timing adjustments for goods recorded in the census data in one period but known to have beenshipped in another period; and coverage adjustment-, for special situations in which shipments are
omitted from the census data.

4 Consists mainly of Defense Department and other imports which duplicate in whole or in partpurchases (e.g., of nuclear materials) included in table 1, line 16 (Military expenditures). Also in-

cludes imports of domestically owned goods returned from storage abroad (e.g., grain from storage inCanada); imports from the Panama Canal Zone; and foreign charges for repair of U.S. vessels.1 Irtcludes imports of electrical energy; and imports of noe'pnonetary gold and silver, and net pur-chases of gold by U.S. private residents from the U.S. monetary gold stock.4 Reflects revisions made by the Bureau of the Census to correct for distortions in the monthlyimport totals originally reported for July to December 1965. These distortions were caused by largeirregularities in the monthly flow of documents transmitted by Customs to the Census Bureau afterthe close-out date for processing a given month's statistics. The accompanying commodity detail,lines 16-36, Incorporate the Census Bureau's revisions and, In addition, the special adjustments repre-
sented in line 4.

7 The entries in this line reflect only an approximate measure of merchandise exports not financedby Government grants and capital outhows si,-e C-nvernment financing of exports may not coincidewith actual shipments.
Source: U.S. Department of Commerce, Office of Business Economics.

'-3

2p

2,151
1,939

153
1,896
1,244

174
478 M

3,912 0
2,108 tri
1,349

455 "41,000

3,658

26.156

646
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The CHAIRMAN. I have heard so many different arguments about
the trade surplus that while we discuss it I would like to know what
we are including and what we are not including, what adjustments
were made and what adjustments were not made.

I do not believe I have any further questions at this time.
Senator Williams?
Senator WIWLAMS. Mr. Secretary, you have just indicated that

you could not picture a situation developing in the future where
the 2 percent would not be adequate to take care of the differentials.
Is that based upon a feeling that the interest rates worldwide may
decline or that we in this country can keep up with them as you are
doing at this time?

Mr. DmrING. Based partly on experience and examination of the
record, based on, as I say in the statement, on the hope that we can
see a decline in interest rates in this country that would be accompanied
by a decline in interest rates abroad.

Senator WILLIAMS. We hope that-and perhaps this question is a
little facetious-you do not picture a situation where our interest rates
here keep rising to the point where other countries would need ani
interest equalization to keep us from raiding?

Mr. DEMIN(. No, sir; I do not think we do.
Senator WILUAMS. Mr. Surrey, I was very much interested in

this case, this hypothetical case that you outlined to Senator Smathers
as to how the present law could be avoided.

My question is, using that case, is it or is it not a violation of the
law for any individual to have exactly followed the steps that you have
outlined ? Is there anything under existing law which would make that
a violation if the Treasury Department found that to be the case?

Mr. Surmny. It would be a violation of existing law on the part of
the person who signed the false certificate of American ownership.

There would be a violation of law on the part of the person who,
knowing the certificate was false, worked andmaneuvered the whole
plan. Both of those people may well be outside the jurisdiction of the
United States. There would be a violation of law on the part of any
American brokerage firm who knowingly participated in the arrange-
ment.

Senator WLiAMS. And have there been any examples called to
your attention other than the hypothetical case where this practice
was actually being done?

Mr. SURREY. The pattern that I mave described to you is a pattern
that has been disclosed in our investigations in New York.

Senator WILLIAMS. I gathered as much.
Were there any indictments under those cases that you outlined or

any effort to get any indictments?
Mr. SuRiY. There were indictments i~i New York in 1966 in cruder

types of cases.
There is a grand jury currently sitting in New York that is investi-

gating the interest equalization tox.
Senator WILLIAMS. I am aware of that.
Mr. Suxmmy. The material that we have has been obtained only in

the last 2 months. The disposition of that material to the Department
of Justice and to the grand jury will be in the course of ordinary
procedures, and I cannot say what the grand jury will do.
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Senator WILLIAMS. I understand that. I am not talking about the
cases which may have been cruder. I am speaking of the cases outlined
by you. I understand that there have been as yet no indictments under
those cases.

Mr. SuRnxy. Not under these cases yet, because the facts only devel-
oped in the last couple of months.

Senator WILLIAMS. As the bill was passed by the House, did it
change the existing law in any manner that would correct or tighten
up upon the situation which you have outlined to Senator Smathers?

Mr. Summy. No, sir.
Senator WILL Ams. Do the amendments which you recommend to

this committee tighten. up the existing law?
Mr. S UREY. Yes, sir; the amendments which Secretary Deming out-

lined would tighten up existing law.
Senator WILLIAMS. Since those amendments tightened it up we as-

sume it is your opinion that existing law does not adequately provide
the peiialties and methods to deal with it; is that correct?

'Mr. SuRsRY. Correct.
Senator WILLIAMS. So if the existing law does not provide it and

does not have it, how can you seek an indictment on something that is
not, a violation of the law?

Mr. SURlREY. Let me answer in this way.
Senator WILLuAS. If you have a 1.,w what is the meaning?
Mr. SURREY. Present law is inadequate in that the only indictments

possible are cases in which we can prove actual knowledge on the part
of persons within our jurisdiction. You prove actual knowledge by
circumstantial evidence or by other evidence. It may be conceivably
that in some of these cases it can be proved. But that is not an adequate
method of policing these transactions.

Senator WLIms. The reason I ask that question is: I think we
should be well aware of the fact as to what extent the existing law can
deal with them and if it needs to be changed, we should consider such
changes. But I thought we should also make it clear as we consider
the changes or tightening up that we also recognize the extent to which
existing law can deal with it, otherwise you would in effect be giving
exemption retroactively on all those heretofore if we proceeded as the
Treasury Departinent and Congress, on the premise that we have no
law. That is what I wanted to get clear.

Mr. SuREr. We do not desire to condone or give amnesty to any
violations of existing law that can be proven.

Senator WILIA ms. Then those investigations under existing law
will be conducted even though nothing may be done in this bill now
before us, is that correct? You would proceed under existing law to
the extent that you can even though nothing may be done further?

Mr. SuRREY. We would proceed under existing law with respect to
the cases that could be developed under existing law. But in our judg-
ment proceeding through the criminal law is not adequate to enforce
the interest equalization tax in the light of what has been uncovered in
the last few months.

Senator WILLIAMS. When did the TreAsury Department get con-
cerned that the law was not adequate and when did you first approach
either the committee in the House or the Senate Finance Committee,
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alerting us to your concern and the inadequacy of the law and ask for
changes?

Mr. Summy. From the very start the Treasury and Internal Revenue
Service have been concerned with respect to violations of this law.
When there came to our attention the cruder methods of violation,
early in the history of the interest equalization tax, the Internal
Revenue Service and Department of Justice cooperated to investigate
the matters and the U.S. attorney acted and indictments were secured.
The Internal Revenue Service has b.,en briefing the entire securities
industry as to their obligations. It has held a number of briefing sem-
inars in that respect. It .has audited the brokerage houses to see that
they were filing their returns.

In April of this year, personnel of the Securities and Exchange
Commission informally advised us that there may be substantial
violations. It appear that these substantial violations may have
started late in 1966 and began to accelerate in the early spring, when
the Securities and Exchange Commission beran to suspect something.
I think a good deal of credit is due to the SEC and to their investiga-
tors for this. They advised us in April that there certainly seemed to
be something amiss in this whole area and that the methods of viola-
tion were rather sophisticated. That was in April 1967. Immediately
the Internal Revenue Service people commenced discussions with the
SEC and among themselves as to how best to investigate this matter
and get on top of it. Continuously since then processes have been
operating, and a number of revenue agents were detailed to this activ-
ity and have been investigating brokerage firms in New York. When
it became apparent in the course of May and early June that there
were substantial violations, that the criminal laws of the United
States would be an inadequate method of enforcement, that the se-
curities firms under their procedures and present recordkeeping would
not be able to contain this, it was necessary to devise recommendations
for this committee. The question was how to formulate the recom-
mendations and we have recently been spending our time formulating
the recommendations for this committee.

Senator WILALs. And it was in April that the Securities and
Exchange Commission called this to your attention?

Mr. Summy. Middle or late April.
Senator WILLAMs. And at that time it was the opinion of the

Treasury Department that you had adequate law to deal with that
situation which they called to your attention?

Mr. SuRmmY. Oh, no.
Senator WmwLIAMS. You thought then-
Mr. Sumry. No, no. When the Securities and Exchange Commis-

sion came to us with this information we said, "Let us find out what is
happening."

Senator WMLLAMS. You did not know what the law was?
Mr. Suam y. We knew what the law was then. You have to dis-

tin guish between what the law is
Senator WILuAMS. What I am trying to get at, Mr. Surrey, it was

called to your attention in April. At what point did you determine
that you did not have the law to deal with this situation?

Mr. Summy. I would say sometime in the month of May and early
June when the Internal Revenue Service reported to us the degree of
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violations. If this had been infrequent, here and there, on a casual
basis, it is one thing. But when the Internal Revenue Service reported
to us the degree of violation and secondly the mechanics of the viola-tion it became apparent that the criminal law (under which penalties
apply, if one willfully evaded the U.S. laws) would not be adequate to
hiandle this.

Senator WLuAMS. And it was your intention to present this to the
committee and we called the hearings off and postponed them until
you could getyour recommendations ready I am wondering-what I
am trying to determine is, and perhaps this question is em barrasing
both to the Congress and to the Treasury Department-how much of
this excitement was generated after it was exposed in the press, this
widescale avoidance and how much before? That is the point that
disturbs me.

Mr. SumEY. It is an understable question. As I understand it, the
Wall Street Journal article was on June 30.

Senator WILLIAMS. Yes.
Mr. SumY. By that time it was already fully clear that something

had to be done. I do think, I might say, that the result of our investiga-
tions had some salutary effect and there was a dropping off of activity.

If nothing is done, that activity will start to commence again and
for that reason our recommendations were made to this committee to
be effective tomorrow.

Senator WILLIAMS. On page 6 of the supplementary statement you
state:

The Treasury recommends the establishment, effective Saturday, July 15, 1967,
of a new system with respect to transactions between American buyers and sellers
of foreign securities. The new system Is designed to prevent evasion of the inter-
est equalization tax.

Now, these are steps being taken under the existing law.
Mr. SURREY. No, sir.
Senator WILLIAMS. Under which law ?
Mr. SURREY. The steps being taken-the only way we think we can

protect the interest of the United States-these steps are being taken
pursuant to recommendations to your committee that the amendments
to the law be enacted by the Congress effective July 15, and we are hope-
ful-

Senator WILLIAmS. This is a recommendation for a new law to take
effect July 15?

Mr. S uRREY. Amendments.
Senator WILLLAMS. To be part of this bill before us?
Mr. SURREY. Yes; to take effect July 15.
Senator WILLIAMS. Then you are correcting a loophole in the law

proceeding on the premise that under existing law you do not have
a method to deal with that particular situation.

Mr. SURREY. Correct.
Senator WIlLIAMS. Do you have a copy of the amendments prepared

which will carry that out?
Mr. SuREY. We have available, attached to Secretary Deming's

statement as attachment A, a 20-page description of the procedures to
be followed.

Senator WILLAMS. I see that.
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Mr. Sumy. You asked me earlier-
Senator WILLjAMS. If the description of the amendment to correct

this is 20 pages, that is why I want to look at the amendment-
Mr. Summy. Essentially the amendment, Senator, will put in statu-

tor languagee the descriptive material in attachment A.
Senator WmLAMS. It will not be as long as the description of it?
Mr. SuRREY. No, it won't be because several pages of this are taken

up with a list of the names of firms and the like.
Senator WmLAmS. As I understand it you will submit the amend-

ments?
Mr. SUmmY. A good deal of it under our recommendation would

be in regulatory material regarding the nature of record keeping
and details which I don't think would be appropriate for the statute,
but details which have to be made available to the industry tomorrow.

Senator WiLuTAMs. But I understand that the Department will sub-
mit these memorandums to the committee Monday?

Mr. SumPir. Let me put it this way. Our staff is working today,
tonight, Saturday, Saturday night, Sunday and Sunday night and
we hope to have this done for you on Monday morning.

Senator WLLIAMS. I hate to see you work for so long, but after 2
years it may be a good idea.

Mr. Suiwy. We do want to move it ahead as rapidly as possible.
Senator WILLIAMS. If necessary we could have another day of hear-

ings. You would not mind coming back to have another day of hear-
ings after we get your proposals?

Mr. SURREY. Yes, that would be satisfactory. But may I just suggest,
Senator, based on my knowledge of what is helpful for witnesses and
the like, the attached material which we have here really fully deline-
ates the scope of the amendments. I realize people do want to look
at the statutory language.

Senator WLLAMS. I appreciate that. My concern was to help the
witnesses and partly it was my interest in having this available so
that our own staff can relate it to the existing law and give us their
anal sis as well as the Department's analysis as to what effect it
would have on the changes that would be made. That was the reason
I suggested that.

Mr. SuRREY. We will be glad to answer any questions with respect
to this matter.

Senator WILLIAMS. We mentioned earlier the young) ady in one of
the islands who was acting as one of these pawns, shall we say. Maybe
she was the queen-maybe she proceeded beyond the pawn stage.

Mr. SumRxY. Only the pawn stage, Senator.
Senator WILLIAMS. Would you outline that case-just outline to us

that specific case, the extent of her transactions that were done, how
much. how she operated, as well as the amount, dollar amounts in-
volved and when this was going on?

Just give us a complete report because I understand that you have
it there.

Mr. Sumy. Yes, sir. I think I would simply repeat what I said
to Senator Smathers. What I described to Senator Smathers is a de-
scription of cases disclosed in our investigation, that a group of
people
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Senator WImLIAms. Excuse me. I understood that from Senator
Smathers. It was very clear. I happen to be mayb3 a little more thick-
headed than some. I can understand a specific case and I would like to
follow that case through with transactions on such and such a time, so
many millions of dollars here and there.

Mr. Summ-r. I don't have the particular dates of the transactions,
but the nature of the transactions.

Senator WuJxTs. All right.
Mr. Suuzy. The nature of the transactions would be-say Mr.

Jones is desirous of making some money by violation of the interest
equalization tax.

Senator Wui w. Use Miss Jones because she did do it. This is the
case I would like to follow.

Mr. Summy. Mr. Smith is interested in making some money by vio-
lating the interest equalization tax. Mr. Smith is a foreigner. Mr.
Smith establishes aeBahamas trust. He also establishes a. Bermuda
trust. The Bermuda and the Bahamas trusts have offices in Canada.
The Bermuda trust and the Bahamas trust open an account with a
Canadian broker.

Senator WILLIAMS. May I interrupt at this moment? In this partic-
ular case the young lady was involved. Did she establish these trusts?

Mr. Suxmr. No.
Senator Wixu~us. You are referring to this case?
Mr. SuRREY. I don't know about this young lady- -
Senator Wnum. I am interested in this young lady. I do not want

to get it confused with other cases.
The CHIRMAN. Can we have the lady's name while we are at it?
Mr. SuRiuiy. I don't want to give the names at this particular time.
Senator WILIMS. Mr. Surrey, in order to understand-
Mr. Sumay. Let me go on.
Senator WmuAMs. Do not go beyond this case. We are just inter-

ested in this case. I want this case alone.
The CHQAnMAN. If this happens to be one of the cruder cases which

you put before the grand jury I do not know why you cannot go ahesd
and tell us about that.

Mr. Svum-r. I would not like to give actual names, Senator.
Mr. Smith in my example is operating the Bahamas trust and he

desires to sell securities, foreign securities. He can buy these foreign
securities through a New York broker or a Canadian broker acting
through a New York broker.

Senator WIT-IAMs. And he did buy them.
Mr. SumEy. Yes. Now he has foreign securities. To sell these for-

eign securities as American owned, he needs a certificate of American
ownership. He can pick up his certificate of American ownership from
your Miss Jones who is somebody in the Bahamas who is willing to sign
the certificates for $10 or whatever fee I e gives her. He then has the
certificate of American ownership. Mr. Smith, thru the Bahamas
trust, sells the stocks, with the certificate, through a New York broker,
perhaps doing so through a Canadian broker. The industry, and the
New York broker, believes under industry practices it is entitled to
rely on the foreign broker. The New York broker accepts the certifi-
cate of American ownership, sells the stock on the New York Stock
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Exchange, and it is bought as an American-owned foreign industry.
At no time has it actually been owned by an American.

Now this person signing the certificates down there as you can see,
is, as I said to you, a pawn. The principal in the transaction is the
person who set up the Bermuda trusts. The Bermuda trust is camou-
flage, essentially.It looks like a reputable front. It has a line of credit
in a bank.

Senator WILLIAMS. Is this case being presented to the grand jury?
Mr. Summy. Let me say information along those lines is in the pos-

session of the Internal Revenue Service.
Senator WILLIAMS. Js this not one of the cases that you figured you

did not have ade uate law to handle?
Mr. Sum .This hasn't been presented to the grand jury. This

was obtained only in the last 2 months. Maybe less than that, maybe
a month.

Senator WiLLAMS. How much money was involved in this young
lady's case?

Mr. SuRREY. The money involved-let me indicate that I have given
you one transaction. There are many of this nature, and they have
some variations. The money involved would run about-one partic-
ular person with respect to her certificates-$10 million in value of
securities in 6 months.

Senator WILLIAMS. That is one particular transaction?
Mr. SuPRYi. A series of transactions utilizing that certificate of

American ownership, using certificates of American ownership signed
by that person. About $10 million in securities in 6 months.

,Senator Wnu.u.xs. What other cases did she handle? Is that the
only one in which she was the go-between on?

Mr. SuRREY. These are a series of transactions.
Let me indicate that these may not all go to the same brokerage

house in the United States.
Senator WILLIAMS. I understand that.
Mr. SURREY. This is a pattern that exists.
Senator WILLIAMS. I am just trying to pin down your description

of Miss Jones' transactions.
Mr. SuRmmY. Please don't call them Miss Jones transactions. The

real thing-we don't know who the principal is behind this.
Senator WILLAMS. I know you do not. Maybe we will find him.
I will tell you, I do no want to press ths--I have' tremendous re-

spect for you and I just believe you can give us a better explanation
of that transaction.

Mr. SumEy. I am trying to give you the best explanation I can, but
I want to indicate, and I want to make sure that there is no misunder-
stiading that this person in Bermuda is not the principal.

Senator WILLIAMS. I do not think anybody will get much under-
standing from reading this record. I would like to have one transaction
followed through for our committee files here.

Mr. Summy. This is the one I just gave you.
Senator WLIAMS. If a case like you just described was served on

a grand jury they would almost indict you for incomletence-I have
served on a grand jury. Maybe you want to furnish it in the executive
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session. But I would like to have that transaction in detail. I have
reason to think that I am very much interested in that transaction be-
yond this bill.

Mr. Sumin'. You mean you want particular dates? You want de-
tails and so forth?

Senator WnILLAMS. It would help us and maybe we can help you.
Mr. Sux uy. We can give you that in executive session.
Senator WILLAMS. You Will furnish us with the names, dates, and

amounts?
Mr. SuRREY. We can give it to you in executive session. I am not

sure we can give to you the person who is behind this.
Senator WrLLuAMS. You can leave the name of the person off and

give it to us.
M'r. Suuiy. We are not sure we know it.
The CHAnMANI. Just to interrupt, to get it straight, if I understand

what the witness is testifying here, you are saying that this is a trans-
action that occur- d outside the United States where you are not
privileged to send the FBI or Internal Revenue Service and call upon
those people and subpena them and demand that they give information
about their tax business. By the time you get to the Bahamas you are
pretty much limited as to what you can do.

You might obtain voluntary information, but you certainly cannot
call them and subpena people to come and testify. The person, that
Miss Jones, let us say, who signed this certificate, is an American
citizen, but she did not own those stocks.

Mr. SURREY. Owned no stocks at all, probably.
The CHAIRMAN. So far as you are concerned, that person violated

the law, but that is not the person making the big money. That person
is making a small fee for helping somebody else violate the law.

Mr. SURREY. That is right.
The CHAIRMAN. While that person is the violator, that is not the

person making the real money out of it.
Senator WILLIArs. That is very clear, and I will understand it thor-

oughly when you furnish th6 details of it so that I can examine it. 1
understand that you will because I feel you recognize you cannot go to
Bermuda and maybe subpena a witness, and all that. But I think you
will agree that you do not. have to. You have that information in your
files now.

You may not know all the principals back of it, but you do have a
lot of the information, their associations with those in this country,
and you have much of that information, and that is what I want, the
names-to the extent that you have them.

Mr. SURREY. We have sufficient information that this can go on
continuously, and we do not have the resources to stop it.

Senator Wiiujf s. i think perhaps you are correct, and that is the
reason I am asking for it before we act on this bill, because I do not
think-.perhaps the rest of the committee can-but I know I cannot
cooperate on plugging the loophole unless you see in plain language
how it is operating, and that is what I want to see.

I have the understanding that you have that information, so there
should be no objection to furnishing it.
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As you say, if you do not have the existing laws to handle it, then you
are not violating anybody's trust if you give us all that information in
a public session, for that matter, so we can all see it.

Mr. Sunamy. What I have described to you is the essence of the
transaction. I am simply not giving you the particular securities, and
particular dates. I haven't given you, also, the particular firms through
which the securities were sold.

Senator WiuAxs. I will be frank with you, I am a little bit sur-
pised that all of this could go on, a transaction such as that, without
eing a violation of some of the existing laws. Maybe it is not. That is

what I want to know.
Mr. SuRREY. LA me put it this way. If the New York brokerage

house which is dealing in this has actual knowledge of this scheme,
there could be a violation of the laws of the United States.
Senator Wuu.Axs. Do you think anyone would handle, as the

principal for a transaction in this country some deal like that without
having some suspicion that there may be something wrong? Do you
think that you or I, as a broker, would do that without. having
suspicion aroused concerning the matter in which this particular
case was handled I

And if not, how did the Securities and Exchange Commission ever
get suspicious of it I

Mr. Suiwn. There are two different things. One is, is this going on,
and I think the Securities and Exchange Commission acted on a
hunch-:.nd I give them credit, full credit-on the good hunch that
there seemed to be an unusual volume, of transactions, or that there
may be something wrong.

Now, remember, American firms are getting in, daily, stock to which
are attached certificates of American ownership. They can get in today
a cei'tificete of American ownership signed by John Williams--and
right next to it, coming in, can be a certificate of American owner-
ship signed by Mary Jones. Next to it, comes in a certificate of
American ownership Signed by Stanley Surrey. These can come in and
the clerks look to see if this is a certificate of American ownership for-
warded by a broker.

Senator Wxua~ms. That same thing is true in the transfer of securi-
ties as they are sold or purchased daily. But as those certificates come
in with these various signatures on them-speaking of securities-
there is also a certification on the part of a bank or broker guaranteeing
that signature, and in this instance I understand there is no guaran-
tee; is tat correct?

Mr. Sum y. There does not have to be a signature guaranteeing
the certificates.

Senator WLLAMS. Under the existing law, there just has to be a
si.[natum Ia n mrcn n w
Mr. SumEY. That is right. It says, "I am an American and I own

this stock."
Senator Wnuus. That is a reflection on both the Congress and

the Department for ever having such a lousy bill to start with.
Mr. Suiwrz. I think the banks---
Senator WmLxAxs. You can go ovcr to the East Side of the city

and get somebody to sign with the signature, and nobody goes behind
it. I am amazed that it took 2 years to find that out.
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Mr. SURREY. I was unclear on that. The bank is required to guar-
antee the signature, but not guarantee the fact of ownership.

Senator Wiux& But they guarantee the signature and the re-
sponsibility of the signature.

Mr. SuRRuix. Just the signature. That is very easily accomplished.
Senator WmL xs. Could you have this particular case available

for us Monday?
Mr. Summ-r. In executive session?
Senator WnuxAms. If it has to be in executive session. Frankly, I

do not see too much of an executive privilege of something where
there is no violation of a law.

Mr. Summuz. Senator, I don't want to say today to what extent
there is a violation of the law. That depends on the knowledge of the
people involved. I don't want to be in any position to prejudge any
particular case.

Senator WILLIAMS. You will furnish it to us, then? When can you
furnish it to us?

Mr. SuRREY. You want an executive session or a public session?
Senator WILLIAMS. I personally do not see why it cannot be public.

It must be executive session, I will not quarrel. The point that I do
make is, I want time to examine it before we go into executive session
to act on this bill. I just do not want it thrown on me 5 minutes before
we move in, and say, "Let us plug it." If it took 2 years to discover
it and it hts taken all this time to find a remedy for it, it is going to
take me more than 15 minutes to examine it. I am not trying to delay
action. I want at least a day before we act on this bill in executive

session.
Mr. SRuaY. I think we can certainly give you, Monday morning, a

detailed description of the transaction. Now, I will have to check and
see-I am not sure you want the name of the particular firms in the
United States.

Senator WnWAMs. Yes, I do. We want that.
Mr. SuRREY. Let me check and see if we have authority to furnish it

in public.
Senator WLLIAMS. I can follow these transactions a lot clearer

without getting lost if I know where I am going and where I have
been. I always get lost in these hypothetical deals.

Mr. SUR-EY. My only point, SEnator, is that these are matters that
arise in the course of Internal Revenue investigations. There are rules
of disclosure involved.

Senator WrLLnAMS. That is true. We are going to wiretap anything.
Mr. SuRREY. There are rules of disclosure that are involved.
Senator WLMs. I think you are allowed to give it to us in execu-

tive session.
Mr. SuRaRY. If the chairman of the committee asks for it, we can

giwC it co you in executive session.
Senator WILLAms. All I am speaking of is, I wait time to see it.
Mr. SumRY. I would like to give you, Monday morning, a descrip-

tion of the mechanics of this along the lines that I have given you.
I would like to omit the particular names and give that to you in
executive session.

Senator Williams. That will be fine. Just leave "Mr. X" and so forth.
The Ciwiii.N. Let me ask you this: I do not want to hold this
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hearing up forever talking about some particular case. My impression
is that we are going to have to do something about the evasion here
anyway. Why cannot you give us a memorandum setting forth under
any assumed names you want, to what persons this has happened, and
then if you want, you can give us in executive session in the hypothet-
ical case you have given her, that Miss Smith is Miss Dolores Glunk,
and Miss Jones here is Miss So-and-So, and the New York brokerage
firm is so-and-so, and the Bermuda trust is so-and-so. So a person can
look at the hypothetical case and you can provide us the key to it, so
anyone who wants to know the name of the person, we can get the name
of the person, and maybe even a picture of them. It is still not going
to make any difference. If you want to close this loophole, we still have
to close it.

Mr. SuRaiY. We will make that available.
Senator WrLLuAMS. That is all I am trying to get from you. If you

can ust say, Miss A in Bermuda dealt with trust Y and trust X, and so
forth and broker B and identify them and then be ready in executive
session to identify A, B, C, D. We may not need it.

At least follow the transaction through in specific details as to the
form. You can certainly say so many shares of this, and the amount
of money and tax avoidance, and the transaction amounted to x dollars,
and item by item, and break it down with the names of the participants,
and call it A, B, C, D. But hold it to exact dollars and cents in factual
case&

Mr. SuRREY. I will do that. I will say it is what I described today.
Senator WILLAMS Maybe others do not need that, but I do.
Mr. SumRY. I will be glad to do it. We will fill in the dollar amomits

and the names of the stocks.
Senator WnziAxs. That will be fine. The hour is getting late.
The CHAMAN. If I might just interject. I would suggest Mr.

Surrey, that for the benefit of the committee, for those of us not present
as well as those present, that you just give us a memorandum outlining
this, which as far as you are concerned can be supplied for the record,
and another confidential memorandum. This committee is competent,
more competent than most committees, to evaluate it. Point out pre-
cisely who the people are and all the details that you think Senator
Williams would like. You know his flair for detail. When you have all
the blanks filled in, I think all of us can look at it and we will see what
you are talking about and Senator Williams will perhaps be satisfied
with that.

Otherwise, he can ask you some more questions in executive session.
Mr. SURREY. Please understand there is no disposition on our part

to hold any information back.
(The following was subsequently supplied for the record:)

INTMuEST EQuALimATION TAx: DEscRumoN OF THE MECHANICS OF AN ACTUAL TAX

AVOIDANCE SCHEME

P3ELUMINA Y ACTiVrITE

The principals, on the basis of our present Information, form a Bahamian
corporation with a Bahamian "mail drop" and with its main offices located in
Canada. They recruit an American citizen residing in Bermuda to sign, for a fee,
certificates of American ownership, form 3625. In order to obtain the requisite
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bank confirmation for the Aignature, a nominal account is set up in the American
citizen's name at a convenient location (e.g., at an international airport in the
United States). The bank guarantees the authenticity of the American citizen's
signature on form 3625 which is signed in blank. The blank signed certificates
are then forwarded to the Canadian office of the Bahamian company.

The Bahamian company, representing itself as a financial consulting* firm
buying and selling stock for Its customers, open accounts with J., a Canadian
brokerage house, and with C., an American over-the-counter brokerage firm which
is a member of the National Association of Securities Dealers, Inc.

One of the customers for whom the Bahamian corporation is allegedly acting
is the American citizen whose signature has been obtained on the forms 3625.

AN ACTUAL TRANSACTION

On the basis of our present information, an actual transaction, which is
typical of many, appears to be as follows: On February 1, 1967, the Bahamian
corporation placed an order to buy for its account 3,500 shares, foreign-owned,
of a foreign corporation, W.D.L., with the Canadian brokerage firm J. The
purchase was made, at an average price of $10.40 a share with a total cost of
$36,400, from B., a United States brokerage firm. At the same time the Bahamian
corporation placed an order to sell for its account 3,500 shares of W.D.L., Amer-
ican-owned, with the United States brokerage firm C. The sale was made on the
same day at a net price of $10.76 per share with a total sale price of $37,645.30.
The profit realized on this trade was $1,245.30 after commissions. (In other
transactions the "arbitrage" profit was substantially higher.) The interest
equalization tax due on this transaction was $8,470.19. On the day of the sale
the Bahamian corporation completed the signed certificate of American owner-
ship with the required information and then mailed this certificate to C. together
with a letter confirming the sale. C. sold the 3,500 shares, American-owned, to
D, a New York brokerage firm (or other U.S. brokerage firms) and issued a
clean confirmation under the NASD rules, based on the certificate of American
ownership provided by the Bahamian corporation.

The actual route of the stock certificate (and the related American Depository
Receipt) is circuitous, partially as a matter of convenience and partially in
order to clothe the transaction with a certain degree of substance. The essential
transaction is not, however, affected by the manner in which the foreign secu-
rities are obtained by B., transferred to J.. and sold into the American market
by C.

AMOUVNTS IENVOLVED

The scheme described above resulted in sales on the basis of certificates of
American ownership signed by the same American citizen through C. of $7,617,-
925 during the period from January 1, 1967 through June 29, 1967. Similar trans-
actions were entered into during this period by the same principals relying on
certificates of American ownership signed by the same American citizen utilizing
a Bermudian corporation and introducing these securities into this country
through different brokers. Such schemes resulted in total sales of at least
$1.654,325 during the first three months of 1967.

Senator WILLIAMS. One other question. Under H.R. 6098 as it was
passed in the House, and I understand endorsed by the Department,
it relaxes the penalty for failure to file timely notices of acquisition
of new Canadian issues during the period of July 18, 1963, through
October 9, 1965. It continues and says that these Securities are tax
free under Executive order, but failure to file a timely notice in effect
cancels the exemption and therefore imposes a 100-percent penalty.

Since October 9, 1965, the penalty for failure to timely file the re-
quired notice is 5 percent of the exemption for each 3 days' delay up
to a maximum of 25 percent.

Just what changes are you making in those penalties in that situa-
tion in order for it to be made retroactive?

Mr. SEREY. Are we recommending that.?

81-495 0 7-----6
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Senator WILiAMS. H.R. 6098.
Mr. Summy. There is one provision to relieve State and local go'-

ornments, to relieve them from the requirements of filing that notice.
One of the States did overlook that notice and the House committee
decided to relieve them from the obligation.

The House provision made it possible for people to avail them.
selves of the lower penalties on a retroactive basis. Those two pro-
visions are in the House bill.

Senator WILAMS. This may be fully justified. I have no basis to
say otherwise. But it has been my experience that a retroactive re-
dluction of penalties is always for a specific purpose or purposes.

Would you furnish to the committee, the exact cases that would be
affected by any retroactive relaxation of the penalties of the existing
law, with the names and the amounts involved and the circumstances
surrounding it? They may be fully justified. I do not question it.

t I wart to know exactly who, amounts, and what is involved in
that particular p,'ovision.

Mr. SumiF'r. Yes, sir; I will. Some of the witnesses involved testified
before the Wavs and Means Committee.

Senator WILIAMS. You will furnish that.
(The Departmtmt of the Treasury subsequently supplied the follow-

ing information:)
TKAsUBY DEPARTMENT,

Washington, D.C., July 19, 1967.
Hon. RusSe.LL B. LONG,
Chairman, Committee on Finance,
U.S. Seiate. Washington, D.C.

DE&R Ma. CHAM RAN: At the hearing on H.R. 6098 on Friday, July 14,1967, Sen-
ator Williams requested information with respect to the cases which would be af-
fected by the provisions of the bill amending Section 4917 (d) of the Internal Rev-
enue Code.

Section 4917(d) provides for a reduction In the exemption tiat would other-
wise be applicable under Section 4917 in cases in which the acquiring person did
not file the required notice of acquisition on time.

The interest equalization tax as originally enacted provided for a 100 percent
reduction in exemption for late filing and pursuant thereto approximately 109
taxpayers were required to and did pay approximately $86,000. Information avail-
able as of February, 1967 indicates that some 605 additional taxpayers filed late
notices and that some of the tax liability with respect thereto has not been paid
and the cases are still pending..

The la-gett cases which are still pending involve primarily institutional in-
vestors who acquired Canadian sc-uritiec after February 10,'1965 at which time
the maximum reduction in exemption was 25 percent. These cases involve such in-
vestors as banks, insurance companies, and educational institutions and involve
liability under present law ranging from $176,000 to $30,000. The House bill.
if enacted, would reduce the liability in the above range approximately to $44,000
and $3,000 respectively.

While the reasons for the late filing vary, it appears from available information
that in most of the cases and particularly those involving the institutional in-
vestors, the failure to file was the result of clerical error and oversight.

Sincerely yours,
STANLEY 8. SURREY.

The CHAR-AN. Mr. Secretary and Mr. Surrey, the longer I serve
on this committee the more sympathy I acquire for the tax collector
and those who have similar responsibilities. I am convinced that yours
is one of the most thanks jobs that I know of in Government and
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yet one of the most necessary. On occasion, I have been at business
ineetings where the collector of Internal Revenue was introduced and
roundly booed by all present, and I resented it bitterly until! I dis-
covered that was standard procedure before the more sophisticated
business clubs in America, and it was taken by both Democrats and
Republicans without regard to party label and affiliation, and it has
just seemed to be part of the job, andthe people take it in good spirit.

It seemed very unfair to me that a respected person could do that
job and do it well and without any more sympathy and encouragement
than one gets ia that job. You do, if I do say, a magnificent job. Your
predecessors have always done a very fine job under Republican as
well as under Democratic administration.

I believe I do understand some of your problems, because you try
to draft a tax law to meet a problem. This law was not designed as a
revenue law. It was designed to prevent the ot.tflow of American
capital. You did not want it to be necessary to provide any unnecessary
redtape, all of which is subject to criticism. Like every other tax law
we draft, it is subject to study by the best minds in the business, people
who go to work to try to find out and get a way around it, or to do
business so it does not affect them. And you have corrupt people work-
ing to try to find ways to violate the laws in ways you cannot. have
recourse to them.

I can understand how you have a real problem in this area with
people outside this Nation beyond the reach of law enforcement offi-
cials who may have the sympathy of the governments where they are
operating because there is no real sympa y in Bermuda or Canada,
or any of these foreign countries, in this interest equalization tax, isthere.?

Mr. D.EMxNG. No, sir.
The CHARamAN€. They do not like it. They are opposed to it. You have

a real difficult job in approaching this law and I compliment you as
you have succeeded in this task.

Thank you very much.
Senator WiLLLms. I would like to join the chairman, that when we

passed this interest equalization tax, both the Treasury and the com-
inittee were moving into a new field and were bound to make mistakes.
It did not take too long to discover them. Once having discovered
them, I think we have tie responsibility, both the Treasury and the
committee, to sit down and try to understand just what the problem
is and then make sure this time that we do not make that mistake again.

That is the reason I say, we have to have a clear picture of exactly
what can and has been done under the existing law to the extent that
the existing law can deal with it. To the extent that it d, es not deal
with it, we cannot intelligently approach a solution to plug a loophole
unless we both understand what that loophole is.

That is the reason that I am asking these questions, and that is the
reason that I am asking that the Treasury amendments, whatever rec-
ommendations you have, be submitted to us in written form far enough
in advance so that we can examine them, not just examples, examine
your recommended changes and examine, and consult with our staffs,
so that when we move in executive session to write up this bill, at least
we will think we have a fair understanding of what we are doing.
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I appreciate, and thank you in advance for the cooperation I am
sure you are going to give us.

Thank you.
(The Department of th3 Treasury subsequently supplied the

following:)

AMENDMENTS TO H.R. 609 (INTI ST EQUALIZATION ACT or' 1967) TO EFFECT
RECOMMENDATIONS OF THE TREASURY DEPARTMENT WITH RESPECT TO COM-
PLIANCE PROCEDURES

SEC. 5. COMPLIANCE PROCEDURES.
(a) Section 4918 is amended to read as follows:
"(a) GENERAL RuLL-ThM tax imposed by section 4911 shall not apply to an

acquisition of stock of a foreign issuer or a debt obligation of a foreign obligor
if it is established in the manner provided in this section that-

"(1) the person from whom such stock or debt obIgation was acquired was
a United States person throughout the period of his ownership or con-
tinuously since July iS, 1963, and was not ineligible, under the provisions of
this chapter, to dispose of such stock or debt obligation as a United States
person; and

"(2) such person-
"(A) had paid the tax imposed by section 4911 with respect to the

acquisition of such stock or debt obligation by such person; or
"(B) acquired such stock or debt obligation without liability for pay-

ment of such tax by reason of an exemption or exclusion from tax
provided in this chapter.

"(b) ESTABLISHING ExEMPTION FOR PRoR AMERICA OWNERSHIP AND COM-
PLIANCE.-

"(1) Co NcLUSIVE PR OF.-For purposes of the exemption for prior Ameri-
can ownership and compliance provided in subsection (a)-

"(A) a validation certificate issued by, and filed in accordance with
the requirements prescriL.vd by, the Secretary or his delegate evidencing
that the person from whom stock of a foreign issuer or debt obligation
of a foreign obligor was acquired was a person described in subsection
(a) ; or

"(B) a written confirmation (referred to as an IET clean confirma-
tion) received by the person acquiring such stock or a debt obligation
from a participating firm acting as a broker in effecting the acquisition
(or acting as a dealer) which contains no reference to liability for the
tax imposed by section 4911

shall be conclusive proof that such exemption applies with respect to the
acquisition of the stock or debt obligation described in such certificate or con-
firmation, if the person making the acquisition relies in good faith on the
validity of such certificate or confirmation.

"(2) OTHIER PRooF.-If the person makIng an acquisition of stock or a debt
obligation shows reasonable cause for his inability to establish su(h
exemption under paragraph (1) he may furnish other evidence to establish
to the aatisfaction of the Secretary or his delegate that such exemption is
applicable to such acquisition.

"(C) PARTICIPATING F IRM.-
"(1) DENITION.-A participating firm is a member or memoer organiza-

tion of a national securities exchange or association registered with the
Securities and Exchange Commission which satisfies the eligiblity require-
ments set forth in paragr&ph (2).

"(2) ELIOIRILITY REQUIREMENTS.-
"(A) IN GENERAL--Subject to the provisions of subparagraph (B), a

member or member organization of a national securities exchange or
association registered with the Securities and Exchange Commission
shall qualify as a participating firm if such member or member organiza-
tion notifies the Secretary or his delegate after August 14, 1967, that he
(or it)-

"(I) agrees to comply with the provisions of this chapter and
with the documentation, recordkeeping, reporting, and auditing re-
quirements prescribed by the Secretary or his delegate to implement
such provisions; and
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"(ii) is complying with such provisions and requirements on the

date of s :cL notification.
"(B) PABTILIPATING FIRMs DURING INTERIM PEIOD.-During the period

commencing July 15, 1967, and ending on August 14, 1967, the following
are deemed to be participating firms which satisfy the eligibility require-
ments of subparagraph (A) :

"(1) all members ahd member organizations of the New York
stock exchange;

"(ii) all members and member organizations of the American
stock exchange; and

"(iii) members or member organizations of the National Asso-
ciation of Securities Dealers, Incorporated, which reported net capi-
tal (as defined in rule 15c 3-1 under the Securities Exchange Act
of 1934) of $750 900 in the latest financial statement filed with the
Securities and Exchange Commission on Form X-17A--5 prior to
July 13, 1967, or which effected at least 300 transactions with rc-
spect to the sale or acquisition of stock of foreign issuers or debt
obligations of foreign obligors during the week commencing on July
July 2, 1967, or on July 9,1967.

"(C) TzIMI.*?ATxON OF STATUS.-The status of a member or member
organization of a national securities exchange or association registered
with the Securities and Exchange Commission qualifying as a partici-
pating firm shall be terminated, If-

"(I) such member or member organization qualifies as a partici-
pating firm during the interim period described in subparagraph
(B) and does not submit to the Secretary or his delegate, on or be-
fore August 15, 1967, the formal notification described in subpara-
graph (A);

"(ii) s-,ot member or member organization files a written request
with the Secretary, or his delegate to terminate such status; or

"(iii) the Secretary or his delegate has reasonable cause to be-
lieve a participating firm is failing to abide by all the terms of the
agreement which it has made (or is deemed to have made) with re-
spect to compliance with the statutory provisions and procedural
requirements described in subparagraph (A), and notifies the par-
ticipating firm of such noncompliance.

Any termination of the status of a participating firm in accordance with
this subparagraph sha!l be effective as of the date specified in a notice
to such participating firm issued by the Secretary or his delegate subse-
quent to the date on which information regarding the termination of
such status was made available to appropriate news media.

For purposes of this paragraph, an associate member of the INew York Stock
Exchange, American Stock E.change, or a national securities association
registered with the Securities md Exchange Commisscon shall be deemed a
member of such exchange or a. iciation.

"(d) ISSUANCE OF IET CLE.N CONFIRMATION BY PARTICIPATING FIRM.-A partici-
pating firm may issue an IET clean confirmation (described in subsection (b)
(2)) in connection with an acquisition of stock of a foreign issuer or a debt ob-
ligation of a foreign obligor by a United States person, if the participating
firm-

"(1) acted as a broker in effecting such acquisition and received from a
participating firm acting as broker for the seller (or acting as a dealer) a
written comparison or broker-dealer confirmation which contained no refer-
ence to liability for the tax imposed by section 4911;

"(2) acted as a broker in effecting both the sale and acquisition of such
stock or debt obligation and would have been entitled to issue a written coni-
larison or broker-dealer confirmation under paragraph (e) if the acquisi-
tion had been effected by another broker; or

"(3) sold such stock or debt obligation as a dealer and was entitled to
the exemption for prior American ownership and compliance provided in
subsection (a) with respect to its acquisition of such stock or debt obli-
gation as a United States person.

Any IET clean confirmation issued under thi, subsection shall be clearly dis-
tinguishable from any other confirmation is~aed with respect to an acquisition
of stock of a foreign issuer or a debt obligation of a foreign obligor by a par-
ticipating firm.
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"(e) SATES EnEcm BY PAWRICIPATING FIaMS IN CoNIN'ruT1oN WITH ExzMpr
AcQUISITIONs.-A participating firm effecting the sale of stock of a foreign
issuer or a debt obligation of a foreign obligor may issue a written comparison
or broker-dealer confirmation to the particliAting firm effecting the acquisition
of such stock or debt obligation by a United States person, which indicates the
exemption for prior American ownership and compliance provided in sub-
section (a) applies to such acquisition, only if the participating firm effecting
the sale has in its possession a statement executed by the person making the
sale (under penalty of perjury) that such person is a United States person
within the meaning of section 4920(a) (4), upon which such participating firm
relies in good faith-

"(1) (A) carried in its records (on a trade date basis) for the account of
the seller at the close of business on July 14, 1967, such stock or debt
obligation;

"(B) has in Its possession a properly executed certificate of American
ownership with respect to such stock or debt obligation or a properly exe-
cuted blanket certificate of American ownership with respect to such ac-
count (and relies in good faith on the validity of such certificate or blanket
(crtificate) ; and

"(C) Includad such stock or debt obligation in the transition inventory
referred to in subsection (g) filed by such participating firm with the
Secretary or his delegate in accordance with the provisions of such sub-
section;

"(2) after July 14, 1967-
*'(A) as a dealer sold such stock or debt obligation to the seler, or

acting as broker effected the acquisition of such stock or debt obligation
by the seller, if the exemption for prior American ownership and com-
pliance provided in subsection (a) applied to such acquisition; and

"(B) continuously carried in its records on a trade date basis for
the account of the seller such stock or debt obligation;

"(3) (A) sold such stock or debt obligation to the seller, as a dealer or
acting as a broker effected the acquisition of such stock or debt obligation by
the seller, if the participating firm has in its possession a properly executed
certificate of American ownership with respect to such stock or debt obliga-
tion or a properly executed blanket certificate of American ownership with
respect to such account (and relies In good faith on the validity of such
certificate or blanket certificate) or the exemption for prior American owner-
ship and compliance provided in subsection (a) applied to such acquisition:
and

"(B) after July 14, 1967. received from the seller the identical stock
certificates or evidences of indebtedness which it had previously delivered
to the seller with respect to such acquisition by the seller;

"(4) receives possession of such stock or debt obligation from another
participating firm or from a participating custodian, together with a Transfer
of Custody Certificate, as provided in subsection (h) ;

"(5) receives from the seller stock which was registered with a partici-
pating custodian which acted as transfer agent in registering such stock
prior to July 18, 1963; ,

"(6) receives from the seller a validation certificate issued by the Secre-
tary or his delegate certifying that the seller is a person described in sub-
section (a) and files such certificate with the Secretary or his delegate in
accordance with the requirements imposed by the Secretary or his delegate:
or

"(7) withholds from the proceeds of such sale (with the consent of the
seller) an amount equal to the tax which would have been imposed under
section 4911 on the acquisition of such stock or debt obligation by the pur-
chaser if such acquisition were not exempted from such tax under this
section.

The money withheld under paragraph (7) is to be treated as the collection of tax
imposed uuder section 4911 on the acquisition of such stock or debt obligation by
the seller aad is to be paid over to the Secretary or his delegate or released to the
seller at such time and in such manner as provided in regulations prescribed by
the Secretary or his delegate.

"(f) PARMcIPATM.G CUsToMAN.-
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"(1) DEFiNITIO.-A participating custodian is a bank or trust company

insured by the Federal Deposit Insurance Corporation which satisfies the
eligibility requirements set forth In paragraph (2).

"(2) ELuoiBxLrrT BZQUIMENTB.-
"(A). OENRALr.-SubJect to the provisions of subparagraph (B), a

bank or trust company insured by the Federal Deposit Insurance Cor-
poration may become a participating custodian if such bank or trust
company notifies the Secretary or his delegate after August 14, 1967,
that I -

"(I) agrees to comply with the provisions of this chapter and
the documentation, recordkeeping, reporting, and auditing require-
ment prescribed by the Secretary or his delegate to implement
such provisions, and

"(It) is complying with such provisions and requirements on
the date of such notification.

"(B) PASTIUIPATINO CUSTODIANS DURING INTERIM PERIO.-During the
period commencing July 15, 1967, and ending on August 14, 1967, Fed-
eral Reserve member banks which are classified as reserve city banks
are deemed to be participating custodians which safety the eligibility
requirements of subparagraph (A).

"(C) TERMINATION OF STATUS.-The status of a bank or trust cm-
pany insured by the Federal Deposit Insurance Corporation as a par-
ticipating custodian shall be terminated, if-

"(i) such bank or trust company qualifies as a participating
firm during the interim period described in subparagraph (B) and
does not submit to the Secretary or his delegate, on or before
August 15, 1967, the formal notification described In subpara-
graph (A) ;

"(i) such bank or trust company files a written request with
the Secretary or his delegate to terminate such status; or

'(iii) the Secretary or his delegate has reasonable cause to
believe a participating custodian is failing to abide by all the terms
of the agreement which it has made (or is deemed to have made)
with respect to compliance with the statutory provisions and pro-
cedural requirements described in subparagraph (A), and notifies
the participating custodian of such noncompliance.

Any termination of the status of a participating custodian in accord-
ance with this subparagraph shall be effective as of the date spec-
fled in a notice to such participating custodian issued by the Secretary
or his delegate subsequent to the date on which information regard-
ing the termination of such status was made available to news media.

-(g) FILING OF TRANSrIION LN8TNTORY.-A participating firm and participating
custodian shall, on or before August 13, 1967, file an inventory (designated as a
transition inventory) with the Secretary or his delegate which shall include all
stock of foreign issuers and debt obligations of foreign obligors carried in its
records (on a trade date basis) by such participating firm or participating
custodian as of the close of business oun July 14, 1967, together with such in-
formation as may be required by the Secretary or his delegate.

"(h) TRANSF OF CUSTODY CEJTFICATE.-
"(1) NATURE OF CERTIFCATE.-A certificate designated as a Transfer

1)f Custody Certificate) may be issued in accordance with paragraph (2)
by a participating firm or participating custodian in connection with a
physical transfer of stock of foreign issuers or debt obligation of foreign
obligors which are carried in its records for the account of a United States
person to another participating firm or participating custodian for the
account of the same United States person.

"(2) AUTHORIZED TRANSFERS OF cUsToDY.-A participating firm or par-
ticipating custodian shall issue a Transfer of Custody Certificate only if-

"(A) such participating firm or participating custodian-
"(I) carried in Its records (on a trade date basis) at the close

of business on July 14, 1967, for the account of a United States
person the stock or debt obligation described in the Transfer of
Custody Certificate;

"(ii) has in its possession a properly executed certificate of
American ownership with respect to such stock or debt obligation
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or a properly executed blanket certificate of American ownership
with respect to such account (and relies in good faith on the
validity of such certificate or blanket certificate) ; and

"(ill) includes such stock or debt obligation in the transition
inventory referred to in subsection (g) filed by such participating
firm with the Secretary or his delegate in accordance with the pro-
visions of such subsection;

"(B) such participating firm or participating custodian received the
stock or debt obligation described in the Transfer of Custody Certificate
from another participating firm or participating custodian accompanied
by a Transfer of Custody Certificate with respect to such Stock or
debt obligation; or

"(C) such participating firm-
"(I) effected as broken (or dealer) the acquisition of the stock

or debt obligation described in the Transfer of Custody Certificete,
and the exemption for prior American ownership and compliance
provided in subsection (a) applied to such acquisition; and

"(ii) continuously carried in its records for the account of the
person who acquired such stock or debt obligation, or received from
such person, the identical stock certificates or evidences of indebted-
ness which it had previously delivered to such person In connection
ith such acquisition.

"(I) CzETAix Dma-r OBLIGATIONS ARISINo OUT OF LoANS To AssuRE RAW MA-
TERIALS Souacrs.-Under regulations prescribed by the Secretary or his delegate.
subsection (a) shall not apply to the acquisition by a United States person of
any debt obligation to which section 4914(d) applied where the acquisition of
the debt obligation by such person is made with an intent to sell, or to offer to
sell, any part of such debt obligation to United States persons The preceding
sentence shall not apply if the tax imposed by section 4911 has applied to any
prior acquisition of ouch debt obligation."

(b) INTERIM Pnoonuus.-The Secretary or his delegate may establish such
procedures and require the filing of such information and the maintenance of
such records as may be necessary or desirable in order to permit an orderly
transition In respect to market procedures for a period not in excess of 15 days
following the effective date of this section pursuant to which participating firm.
and participating custodians may issue IET clean confirmations, clean com-
parisons, broker-dealer clean confirmation, and Transfer of Custody Certificates
without satisfying the specific procedural requirements for establishing the
exemption for prior American ownership and compliance as provided in section
(a) hereof.

(c) EILTCTIVE DATE.-The amendments made by this section shall apply to
acquisitions of stock of foreign issuers or debt obligations of foreign obligors
made after July 14, 1967.
SEC. 6. RETURN TO REQUIREMENTS.

(a) Section 6011(d) (1) (relating to Interest equalization tax returns, etc.) is
amended to read as follows:

"(1) Iiv GvsNmAL.-
"(A) Every person shall make a return for each calendar quarter

during which he incurs liability for the tax imposed by section 4911, or
would so incur liability but for the provisions of section 4918. The re-
turn shall, in addition to such other information as the Secretary or his
delegate may by regulations require, include a list of all acquisitions
made by such person during the calendar quarter for which exemption
is claimed under section 4918 accompanied by a copy of any transactions
tax returns filed during such quarter as provided in subparagraph (B).
No return or accompanying evidence shall be required under this para-
graph, in connection with any acquisition with respect to which-

"(I) an IET clean confirmation is obtained in accordance with
the provisions of section 4918 (b),

"(11) a validation certificate described in section 4918(b) is ob-
tained, and such certificate was filed in accordance with the require-
ments prescribed by the Secretary or his delegate, or

"(iII) a validation certificate was obta-ined by the acquiring per-
son after such acquisition, providing such acquisition was exempt
from tax imposed by section 4911:
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nor shall any such acquisition be requirk-d to be listed in any return
made under this paragraph.

"(B) Every person who Incurs liability !or the tax imposed by sec-
tion 4911 shall, if he disposes of the stock or debt obligation with
respect to which such liability was Incurred prior to the filing of the
return required by subparagraph (A), make a return of such tax."

(b) Section 6076 is amended to read as follows:

"SECTION 6076. TIME FOR FILING RETURNS WITH RESPECT TO THE
INTEREST EQUALIZATION TAX.

-(a) Each return made under section 6011(d),(1) (A) shall be filed on or
before the last day of the first month following the period for which it is made.

"(b) Each return made under section 6011(d) (1) (B) shall be filed before the
date of disposition of the stock or debt obligation with res,*ct to which such
return is made."

(c) Section 6315 (relating to payment of estimated tax) i, amended to read
as follows:

"SECTION 6315. PAYMENTS OF ESTIMATED INCOME TAX AND IiNTER-
EST EQUALIZATION TAX.

"(a) Payment of the estimated income tax, or any installmeLt thereof, shall
be considered payment on account of the income taxes impos-0 by subtitle A
for the taxable year.

"(b) Payment by a participating firm (as defined in section 491S (c)) which
withheld such tax pursuant to section 4918 (e) (6) shall be x'nsidered pay-
wient on account of the tax liability imposed by section 4911."

(d) Section 6681 is amended by adding at the end thereof ;-he following
subsection:

"(f) FALSE APPLICATION FOR VALIDATION CFE&TICATE.-Any person who know-
ingly supplies information which contains a misstatement of a material fact in
connection with application for a validation certificate, described in actionn 4918.
and obtains and transfers or uses a validation certificate pursuant tc, such appli-
cation for the purpose of establishing exemption for prior AmericatL ownership
and compliance under section 4918 (a), shall be liable to a penalty equal to 125
lPer nt of an amount equal to the tax which would have been imlosed by sec-
tion 4911 If such stock or debt obligation described in such certificate had been
acquired by a person required t,, pay such tax."

(e) EFFECTIVE DATE.-The amendments made by this section shall be effective
as of July 15, 1967.

The CHAIRMAN. Thank you, gentlemen.
The next witness will be Mr. Ralph E. Purvis, of Bremerton, Wash.
You may proceed, Mr. Purvis.

STATEMENT OF RALPH E. PURVIS, BREMERTON, WASH.

Mr. PURVIS. Mr. Chairman, members of the committee, my name is
Rdph E. Purvis. I reside at Star Route 1, Box 221, Bremerton, Wasih.
I don't plan to read 1my statement. I thought I could explain it much
better and make a few oral statements wifch will describe my p)roblei.

I am glad. Mr. Chairman, that both you and the Secretary, As-
sistant Secretary, recognize that this bill Nas a regulatory bill and
not a tax-raising measure because my proposal is to get some taxes
back which I pay under the retroactive feature and that is important,
that it was not an income-source bill, a regulatory bill.

Therefore, there should be no hesitancy in making it possible for
me and others similarly situated to get back taxes )aid, if it is con-
sidered fair.

Now, then, this bill was first proposed by President Kennedy on
.July 18, 1963. It languished in Congress for many reasons until Se)-
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tember 2, 1964, when it was finally enacted. It contained a retroactive
clause making the tax retroactive back to July 18, 1963. Nowhere
in the act is there any distinction between purchases made prior to
the time the law was enacted with capital which was exploited after
July 18, 1963, or capital which was outside the country prior to
July 18, 1963.

My proposal has to do, and is limited in scope, only to those of
us who had capital out of the country prior to July 18, 1963, with
which we made purchases prior to September 2, 1964.

In other words, my proposal has nothing to do with any transac-
tions after the bill wasenacted in September 1964.
i On page 4 of my statement I have given you a list of nine persons
in my area of Washington State whom I know who aie faced with
similar problems to mine, and it gives the amounts of retroactive
taxes paid, and totals $39,000 for the nine people-about $39,000.

In each of those-they are all in the same category-and I can
best explain it by giving you examples.

In my case, for many years prior to July 18, 1963, I had an invest-
ment and trading account in Canada on stocks. What was I to do
after this law was first announced as being desired in July of 1963?
I did not know whether it would ever be passed. I didn't know what
the rate of tax would be; I didn't know which countries would be
exempt. So what was I to do as a prudent man, with my account?
Was I just to step aside and do nothing until such time as the law
was actually passed? Or was I free to manage my account as a pru-
dent man? I chose to do that.

But the important thing is I did not export al,, capital. I used
the capital and credit available on my securities that were outside
the country before July 1963, and made these purchases prior to
September 2, 1964.

The CHAIRMAN. Let me ask you this: Did you have any knowledgA
of the Treasury-proposed draft at that time. or what the Treasury was
proposing during that period? 0

Mr. Puavis. I knew what I had read in the newspapers. I knew it
was to be retroactive. Nowhere that I could read was there any state-
nient that a distinction would be made where capital was already out-
side the country where it was used to make purchases before the law
was enacted.

Senator SMATHERS. How long had you been trading in this account
outside the country prior to July 18,1963 ?

Mr. P uvis. At least 10 years.
Senator SMATHERS. And you can establish that from your records,

that you had been operating, in fact, this trading business outside of
the country prior to the time that it was announced that the tax would
be put on?

Mr. Puavis. That is right.
Now, I can give you a couple examples that really clarify this

that are on my list.
Dr. Marshall on the list is a Seattle pathologist. He. came to this

country several years ago from Australia. He had some securities in
Australia which he let his broker handle-gave him discretion. Dur-
ing this retroactive period-and these were held by him many, many
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years before July 18,1963---during this retroactive period of 14 months
and before there was a law on the books, his broker switched to stock
B in Australia, and he paid this tax of eight-hundred-and-some-odd
dollars. He didn't export any capital after July 18, 1963; yet he was
taxed.

Mr. Vallat--Eugene Vallat-is a man who for many years, prob-
ably 15 at least, before 1963 owned and operated a smallsawmill in
a remote section of British Columbia and Canada. He reached the
point where he wanted to retire and come back to the State of Wash-
ington, a U.S. citizen. So he sold his little mill in this period, before
there was a law enacted, within the 14-month period. With the pro-
ceeds of some of the money from that sale he acquired some Canadian
stocks and he paid a tax of $1,800 on that portion of the proceeds that
he used to make those purchases.

Now, he had them in a remote area of Canada, where he didn't even
read American newspapers and this occurred to him. The other travesty
of the situation is, as a U.S. citizen, he made a gain on the sale of his
mill and he had to pay a capital gains tax rate on that and that portion
which lie used of the proceeds to buy these stocks, and on this lie had
to pay another 51 percent. Yet lie had never exported any capital. The
mill was in Canada for many years before July 18,1963.

Those are examples that make it clear.
I was too late on the Extension Act of 1965 to propose this amend-

ment. But I came back here and saw my friend, Senator Magnuson,
and to see what lie could do. When I first told him what had happened
to me, told him how this impact affected me and these others, his re-
marks to me were, "Why, Congress wouldn't do a thing like that."

And then I showed him that they did. I paid the tax and we all
voluntarily paid the tax. They didn't have to come after us. Senator
.lagnuson said, "That is not right; I will do everything I can to help
you." 1-

The extension bill had already come out of this committee, so Sena-
tor Magnuson proposed an amendment in 1965 and on receiving as-
surances from Senator Smathers and Senator Williams-that this
committee would give serious consideration to it, he withdrew his
amendment.

This is the first opportunity since then that this committee has had
the opportunity to give the consideration which it assured Senator
Ma gnuson 2 years ago.

The Treasury has opposed this on several grounds, and I have ef-
fectively refuted every one of their arguments in my written state-
ment which I won't render here unless you gentlemen are interested in
hearing it, in addition to what I have stated.

Senator SKA'Mas. Did you take this up before the Ways and
Means Committee?

Mr. Puivis. Yes, I took it up in February with the Ways and Means
Committee.

Senator SMATHERS. What happened?
Mr. PuRvis. They didn't see fit to adopt my amendment; no, sir.
Senator SHATI S. What seemed to be their principal objection to

your amendment?
Mr. PURvIs. I don't know. In talking to many of the individual mem-

bers before the meeting, I was practically assured that everybody I
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talked to said, "You are absolutely right," and I thought sure they
would pass it.
Senator SMATHERS. Do you have any knowledge how many people

are involved outside of these that you have named hereI
Mr. PURvis. No, sir.
Now, on January 10, 1967, President Johnson made a speech on the

state of the Union. I listened to him on television and he said this, and
I quote: "Where there have been mistakes we will try very hard to
correct them."

When I listened to him, I believed him, and I made a resolution on my
part then that I would.come back here and appear before both com-
inittees, if necessary, and do whatever was necessary to bring it to the
attention of the Government, not only the legislative branch, but the
executive branch, that there had been a mistake. And this is a mistake
which has very seriously harmed the people on my list and probably
many others whom I don't even know about.

Unfortunately, the Treasury Department to this date does not
recognize this; at least, they did not before the House Ways and
Means Committee--did recognize this as a mistake.

I am a small town, country lawyer; I practice law in my State,
anrd I have been practicing law for over 30 years. I have been a mem-
ber of the Washington State House of Representatives and Washing-
ton State Senate. I feel that as a lawyer, as a legislator, that I am right
and that this is a mistake which President Johnson had in mind.

I do hope that as a result of this hearing, the Treasury will recognize
it, and if they do not I am hopeful this committee will recogmze it
and adopt my amendment.

The CHAIRMAN. I suggest our staff should study this and see if we
can work out an amendment that will try to do equity to you, and
to people who are similarly situated.

As you point out in your statement, Mr. Purvis, I think it is clear
that you were not exporting capital.

Mr. Pu-Rvis. I am sure in my own mind that no committee of Con-
gress intended this result.

The CHAIMMAN. We will have to have the advice of our staff. As a
former legislator yourself, ,ou understand the problem when we
try to do equity to one group, it raises a problem with other people who
might have parallel problems where they would like to be considered,
also. We will try to do the best. we can for you on tis matter.

Mr. Pumas. Thank you.
(The prepared statement of Mr. Purvis follows:)

STATEMENT OF RALPH E. Pmavis ON H.R. 6008

My name is Ralph E. Purvis. I reside at Star Route 1, Box 221, Bremerton,
Washington. I am a member of the bar of Washington State and represent myself
as an individual Investor.

I propose that a new subsection be added which would exempt from taxation
purchases made during the Initial retroactive period from July 18, 1963, to
September 2, 1964, but only in those instances where no capital was exported.

My proposal can be summarized under four main headings:
(1) Legislative history.
(2) Tax impact on acquisitions made within retroactive period.
(3) Suggested new subsection.
(4) Argument.
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(1) LEGISLATIVE HISTORY

The existing law was first proposed by President Kennedy on July 18, 1963,
but did not become law until September 2, 1964. The tax on the purchase of
foreign securities was made retroactive to July 18, 1963, and applies to all pur-
chases subsequent to that date. With regard to purchases within the retroactive
period of thirteen months the act makes no distinction between purchases
financed with capital already located outside the U.S. prior to July 18, 1963,
and purchases made with capital exported from the U.S. between July 18, 1963,
and September 2, 1964. The ostensible purpose of the act, as expressed by the
President when first suggested, and the act itself, was to prevent any further
outflow of dollars after July 18, 1963.

The impact of the retroactive feature with Impact to instances of purchases
wade within that period, and with funds located outside the U.S. prior to the
effective date, was never discussed or considered by any committee of Congress
until presented by me to the House Ways & Means Committe in early 1967.

My proposed amendment was not adopted by that Committee, largely because
of opposition from the Treasury Department. However, that Committee did
grant relief for persons in a very similar factual situation, which is incorporated
in Section 4914 (b) (14) (B) on page 29 of the Committee Report. This subsection,
which was added on the initiative of the Committee itself, exempts from the tax
certain acquisitions made with funds derived from the sale of real property
owned and located outside the U.S. on or before July 18, 1963.

Senator Warren G. Magnuson introduced a floor amendment in the 89th
Congress which would have provided the relief which I now propose. Senator
Magnuson was persuaded to withdraw the amendment upon receiving assurances
that the Senate Committee on Finance would give serious considerations to this
matter if and when it was presented to the Committee.

(See Congressional Records for August 24 and Augst 30, I965, pages 21538-
21542 and 22193 for the 89th Congress)

This hearing is the first opportunity afforded the Committee on Finance for
that serious consideration of Senator Magnuson's floor amendment providing
for the same relief as the new subsection which I now propose.

12) TAX IMPACT ON ACQUISITIONS MADE WITHIN RETROACTIVE PERIOD, NAMELY:
JULY 18, 1063 TO SEPTEMBER, 1964

During the retroactive period many persons like myself, who had funds
invested in foreign securities prior to July 18, 1963, continued to manage those
Investments by making sales and purchases, not knowing whether the uct
would ever actually be enacted, what countries would be exempted, and what rates
of tax would apply if it ultimately d'd become law. Since there was no actual
prohibition of trading in foreign securities, and no tax actually enacted, as I
say, many persons consummated purchase transactions prior to enactment and
with funds located outside the U.S. prior to July 18, 1963.

Some persons in this category, like myself, no doubt assumed the act would not
apply in those Instances where no capital was exported after July 18, 1963. Not
until shortly after the act became law did they realize these transactions were
taxable not only in those instances where capital was exported, but also in those
instances where capital was not exported. I fit the latter category.

For many years prior to July 18, 1963, I had funds in Canada and funds in-
vested in Canadian securities, and had actively traded in listed stocks on Ca-
nadian exchanges. I was, of course, aware of President Kennedy's request that
Congress enact this tax retroactively, but assumed it would not apply to my funds
located outside the U.S. prior to July 18, 1963, which I might use to make pur-
chases at any time ;before there was actually a tax law enacted. As a consequence,
I continued to manage my investment portfolio in Canadian securities during
the retroactive period, and made some purchases during that period, but with
funds located outside the U.S. prior to July 18, 19,3. In other words, I did not
export any capital, yet incurred tax liability.

The following is a list of persons in Washington State who have paid retro-
active taxes In the amounts indicated opposite the name of each. In all of these
instances the purchases of foreign securities were made between July 18, 1963,
and September 2, 1964, and the purchase price was paid with funds or credits
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located outside the U.S. prior to July 18, 1963. No capital was exported within
the period In order for these persons to consummate the purchases:

Ralph E. Purvis, Star Rt. 1, Box 221, Bremerton ----------------- $14, 737. 12
Arthur Ward, 6535 18th Ave., N.E., Seattle ---------------------- 11,461.00
Dr. C. E. Marshall, 1221 Minor, Seattle -------------------------- 833.97
Eugene Vallat, Box 1010, Port Angeles --------------------------- 1,825.06
John Harkoff, Box 709, Lynden -------------------------------- 7,135.01
Marianne Harkoff, Box 709, Lynden ------------------------------- 299.94
Helen Sue Harkoff, Bcx 709, Lynden ------------------------------ 299.94
Martin H. Jensen, Lynden ------------------------------------ 1,454.04
Elrling Crabtree, Lynden ---------------------------------------- 876.00

Adoption of my proposed new subsection would enable myself and other per-
sons in the same very ihnited category to obtain refunds of such taxes paid.

The following Is the text aind language of the new subsection which I propose:
'That (a) section 4914 of the Internal Revenue Cere of 1964 (relating to

exclusion for certain acquisitions) is amended by adding at the end thereof
the following new subsection:

"'(k) CFTAIN AoQuimITo.Ns BEFORE SEPrEm ma 2, 1964.-The tax imposed by
section 4911 shall not apply to an acquisition made before September 2, 1964,
by a United States person of stock or a debt obligation if such acquisition was
made--

"'(1) with foreign currency held by such person on July 18, 1963,
"'(2) from funds held by such person on July 18, 1963, which were on

deposit outside the United States with persons carrying on the banking
business,

"'(3) from the proceeds of the disposition of stock of foreign issuers,
or debt obligations of foreign obligors, held by such person on July 18, 1963,

"'(4) from the proceeds of the disposition of stock of foreign Issuers,
or debt obligations of foreign obligors, acquired by such person after July 18,
193, In an acquisition to which paragraph (3) applied, or

"'(5) from credit obtained in a foreign country.'"

(4) ARGUMENT

Enactment of the new subsection would correct a most unfair tax impact
not anticipated when the act was first enacted, and not seriously considered
since enacts.Lent. It is my opinion that the tax Is probably unconstitutional, as
a violation of the fifth amendment, with respect to the retroactive feature as
applied to the factual situations to which the new subsection is limited in its
scope. However, neither myself, nor other persons in my same category, should
have to spend time and money in the courts to correct this obvious mistake in
the law.

In President Johnson's recent State of the Union Message to Oongress on
January 10, 1967, he said:

"Where there have been mistakes, we will try very hard to correct them."
I submit that I have demonstrated a very serious mistake as a result of which

many persons like myself have been trapped into a tax liability which neither
Congress nor the Executive Department ever intended. Having demonstrated
the mistake, I have suggested the appropriate correction, and I urge that this
Committee include my proposed new subsection in H.R. 6096.

The Ways & Means Committee ill the amendment as set forth in Section 4914
(b) (14) (B) has granted the exact relief which I-seek, but limits the exemption
to persons who owned real property in foreign countries on or before July 18.
1963, and thereafter used the proceeds of sale of such real property for the
acquisition of foreign securities. This relief should be expanded to meet the
situation of myself, where I owned foreign personal property, such as cash and
securities, on or before July 18, 1963. and used those assets to make purchase,,
of foreign securities prior to passage of the act on September 2. 1964. There iS
no reason why the owner of foreign real property should be exempted unless.
persons like myself are also exempted-we are all in the same factual category.
and all are entitled to have this relief by way of exemption from the tax.
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The Treasury Department has opposed my proposal, and the following is in
answer to Treasury objections.

The argument is made that President Kennedy's request in his Message of
July 18, 19(0, was givn wide publicity as to the scope and retroactive feature
of the bill. I submit that our democratic process has reached a sorry state of
affairs if the entire public is thereby presumed to know the law during a period
of thirteen months by reading newspaper accounts of the progress of a bill such
as this through Congress. Perhaps one can argue that people in the financial
community should be cognizant of all the provisions, but surely one cannot say
the same with respect to small and unsophisticated investors.

Also, I do not ever recall any publicity which stated specifically that the act
would apply to purchases made before enactment with funds located outside the
U.S. prior to July 19, 1963.

Treasury also advances the argument that failure to apply the tax to acquisi-
tions described in the new subsection would have resulted in the creation of a
--security dollar" which would have impaired world confidence in the dollar. This
result might have occurred if the exemption I propose applied to all purchases
made with funds previously located outside the U.S. irrespeetive of the date of
purchase. But my proposal limits the exemption to purchases made prior to
Septemberr 2, 1964, atid therefore could not have had ary such effect. Also in

this connection, there is not presently any danger--that danger, if it existed.
is not now present. Treasury's mission was accomplished when the act was
enacted on September 2, 1964. Adoption of my proposed new subsection at this
time would have no monetary impact, but would remedy a wrong to persons
like myself who were trampled in the legislative process to protect the dollar.
Treasury argues that the adoption of my proposal would have the effect of re-
warding speculators who made purchases within the retroactive period, and
penalizing those who refrained from so doing, based partially upon the premise
that any such foreign security purchases would have a greater value if sold to
theirr Americans after passage of the act. This argument is fallacious. In the
iirt place, it does not recognize that my proposal is limited to purchases made
with funds located outside the U.S. before July 18, 1963-any such persons did
not speculate to the extent of exporting capital.

A careful examination of the daily market on Canadian securities indicates
that generally there is no premium in price when one American buys Canadian
stocks from another American as contrasted with purchases from non-Americans.
In theory, an American would be expected to pay another American fifteen per-
cent more for a Canadian stock than he would pay in buying from a non-Amer-
ican. Experience has demonstiated that this special market is very thin, and
the theoretical premium is nonexistent. Even now, since the proposal has been
made to increase the tax to thirty percent, American ownership sales of Canadian
stocks are approximately the same price as shares traded without the American
ownership certificate.

Treasury suggests that the purpose of the act was not only to prevent the
further outflow of dollars, but also to cause a repatriation of funds already lo-
cated in foreign lands. I submit that there certainly was no publicity with re-
spect to any such intent, and I doubt if Congress had any such intention in pass-
ing the act. In any event, persons like myself should not be penalized, regard-
less of the intent of Congress or the Treasary.

In conclusion, by adopting my proposal, Congress would recognize that a mis-
take was made, thereby correcting the unjust tax impact in the special and very
limited situations to which my proposal is applicable.

The CHAIRMAN. Mr. Paul C. Cohen.

STATEMENT OF PAUL C. COHEN, STEIN ROE & FARNHAM

Mr. COHEN. I am Paul C. Cohen, partner of Stein Roe & Farnham,
;u investment counsel firm of Chicago and New York. As specialists
in handling investment portfolios, we ha-e clients that include in-
dividuals, pension funds, profit-sharing plans, and charitable orga-
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nizations. We also manage three no-load mutual funds with a total
of about 17,500 shareholders. I am president of the Stein Roe & Farn-
ham International Fund, which is invested in international securities.

I appreciate the opportunity to submit this statement to the
committee.

At the outset, let me say that I share a concern over our balance-of-
payments problem, and I recognize the potential risk which has
prompted the request for additional regulatory authority ini the period
of uncertainty immediately ahead.

On the other hand, there is equally a risk that our eagerness to re-
solve the problem might cause us to adopt control devices that are too
extensive and unnecessarily rigid.

My testimony proposes a modest amendment that would not in any
way reduce the effectiveness of H.R. 6098. On the contrary, it would
permit the rate of tax to be tailored more closely to specific needs. In
doing so, it should help avoid making ihe tax too" inflexible and
sweeping a policy instrument.

As passed by the House, H.R. 6098 requires the President, if he in-
creases or decreases the tax on any one type of security, to apply the
same proportionate increase or decrease to all types--new bonds, out-
standing bonds, new stocks, and outstanding stocks. This is required
by subsection (2) (C), beginning on line 21 on page 4.

It seems clear to me that such rigidity is neither necessary nor de-
sirable. The regulatory action that is needed or appropriate for one
type of security may not be at all needed or desirable for another, since
their nature and their balance of payments experience are really quite
different. It would seem to be much more logical and appropriate to
allow separate regulatory tax changes tailored to meet the different
situations.

Accordingly, I suggest amending the bill to permit the President
to adjust the tax separately for stocks and bonds, and within each
group, separately between new issues and outstanding securities. Such
an amendment would still permit the flexible range of rates presently
authorized by the House bill-that is 15 percent to 22.5 percent for
stocks-or whatever range of rates is finally established by the Con-
gress. However, it would not inflexibly require a change of rates for
all types of securities because of the need to change the rate for one
tyf~t me digress from my prepared statement to say that, in essence,

what we are proposing is for the Treasury, acting for the President,
to have all of the authority for which they are now asking, but not to
be obligated to use that authority where the data, the situation, et
cetera, does not require that they do so.

In short, if interest rate differential rates widen-
Senator SMATHERS. Did you make this presentation to the House

Ways and Means Committee?
Mr. COHEN. I was not able to at that time.
Senator SMATHErS. Did somebody else make that argument?
Mr. CoHEN. Not to my knowledge.
In returning to my prepared statement let me urge that there is a
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particular need for distinguishing between bonds and outstanding
stocks.

As you know, there is a concern at present that the interest rate
differential between United States and foreign capital markets may
widen. This is the principal reason for the proposed authority in H.R.
6098 to increase the interest equalization tax. In his presentation to-
day Mr. Deming dwelled oil this at some length.

It is true, of course, that interest rate differences can and do affect
the flow of funds in transactions involving bonds and other interest-
bearing securities. Therefore, if given flexible authority, the President
may wiish to increase the tax on bonds, to offset a possible widening dif-
ference in interest rates.

But this by no means would indicate a need to increase the tax on
outstanding stocks. The flow of funds in transactions involving out-
standing stocks is governed by different considerations-in particular,
comparative capital gain potential, which in turn is related to the out-
look for corporate earnings and dividend gTowth, profit stability,
financial strength, et cetera-and bears no direct relationship to
changes in interest rates.

Moreover, as the attached table shows (the final page in the state-
ment), the flow of funds on outstanding stocks has been strikingly
different from the trend with respect to bonds. While there has been a
pronounced net capital outflow on bonds, transactions involving out-
standing stocks have provided a net inflow averaging $165 million a
year for the past 5 years and ranging between $250 million and $350
million in 1965-1966. The inflow began more than a year before the
interest equalization tax was even proposed in 1963. Outstanding stocks
have not caused a problem since then, and there is no evidence that they
will be a problem in the future.

Hence, all the evidence suggests that the present 15 percent tax on
purchases of outstanding foreign stocks has been more than adequate,
and that an increase in that rate would be unnecessary and inequitable.
The President should not be required by law needlessly to increase the
tax on outstanding stocks, just because it may become necessary to in-
crease the tax on bonds, or .to increase the tax on bonds if it should
become necessary to increase them on stocks.

Stocks should not be entrapped in actions designed for bonds, or vice
versa. The legislation should permit changes in the rate on either stocks
or bonds in accordance with real needs, without arbitrarily binding
different securities in the same rigid mold.

It seems very likely that any Executive order pertaining to bonds
would make the same proportionate change for outstanding bonds as
for new bond issues. This Niould have the same effective impact on
annual interest costs for all bonds whatever their maturity. If condi-
tions required, the amendment would also permit an iI cree in the
tax on new stock issues to avoid any possibility of diversion of new
financing from bonds to new stock issues. The possibility of such a
diversion, of course, does not apply to outstanding ste,ks.

While the amendment I propose would provide flexibility to in-
crease th e tax on outstanding stocks, no such increase is likely to be
needed under foreseeable conditions. In this connection, I want to

93



94 INTEREST EQUALIZATION TAX EXTENSION ACT OF 1967

point out that the institutional investor in foreign stocks is also sub-
ject to another very rigorous restraint-namely, the Federal Reserve
Board's balance-of-payments guidelines for nonbank financial institu-
tions. Under those guidelines, financial institutions are limited to an
increase of under 4 percent a year in their total foreign portfolio in-
vestments, and may not increase their investments in Western Europe
at all.

That same combination of tax and guideline limits needlessly harms
the U.S. institutional investor who holds foreign stocks. When, con-
sistent with the Federal Reserve guidelines, he wishes simply to switch
one holding into another as investment conditions warrant, he must
pay the interest equalization tax regardless of the fact that no net out-
flow of funds from the United States is involved. In its present form,
H.R. 6098 would very likely increase this tax burden in the course of
meeting a problem which really involves only bonds. The amendment
I suggest would avoid imposing this needless added burden.

In conclusion, I would like to emphasize that our proposed amend-
ment would be in keeping with a basic U.S. policy, often affirmed by
both the administration and the Congress. This policy supports a flow
of goods, capital, and services that is as free from arbitrary restraint as
is practicable.

When restrictions become necessary upon occasion, in the national
interest, they should be limited to the necessary object and confined
to the appropriate degree.

1 am confident the amendment would permit a more effective ap-
plication of this fundamental principle without in any way limiting
our ability to safeguard the balance of payments.

Thank you for tb privilege of making this statement to the com-
mittee.

(The table referred to follows:)

U.S. transactions in foreign stocks and bonds--Balance of U.S. net purchases (-)
or net sales (+)
lin millions of dollars

1962 1963 1964 1965 1966

Stocks:
New issues ---------------------------- -74 -53 -4 -4 1-46
Outstanding issues (net) .................. -26 +1413 +210 +297 +253

Total stocks (net) ..................... - -100 +60 +206 -, 293 +207

Bonds:
New issues ----------------------------- -1,002 -1,197 -1,05 -1,202 -1,164
Outstanding issues (net) ----------------- -70 -163 -16 -71 +70

Total ------------------------------- -1,072 -1,360 -1,075 --1,273 -1,094
Less redemptions ----------------------- +203 +195 +193 +222 +40

Total bonds (net) 3 ..................... -869 -1,165 -882 -1,051 -689

I Consists largely of issues exempt from the lET including $34,000,000 Canadian, and approximately $8,000,000 under-
developed countries. No European securities were involved.

2 Foreign bond redemptions for 1966 include about $150,000,000 of a special character, in the form of advance amorti-
zations ofCanadian Government issues.

3 Total net purchases of foreign bonds correspond to Commerce Department data. Treasury Department data are generally
higher, the difference usually being $60,000,000 to $70,000,000 it amounting to several hundred million in 1965 and 1966.
The difference arises because some bonds issued in this country by foreign subsidiaries (mostly Canadian) of U.S. corpora-
tions are treated as direct investment by Commerce but as bond or portfolio investment by the Treasury.
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Senator SMATItERS. All right, sir; thank you very much, Mr. Cohen.
I understand that you have a table with respect to the tax evasion

described by the Secretary.
Mr. COHEN. Let me say first, that when the New York Times and

the Wall Street Journal articles were published last week I was on my
way back from the Middle East and had had no opportunity, really, to
get very much involved or to improve my understanding of the tax
evasion situation. It is one in which we have had no traffic in our opera-
tions. I decry these efforts at evasion, and I am most intereElted in what
needs to be done to modify, correct, and eliminate them.

In thinking about. the problem, however, sir, I-we at the firm-asked
ourselves, ",rWhat must be involved here?" We don't. have the benefit
of statistics. What I have is something much simpler, which I think
provides some pers )ective. We thought perhaps we might add some
light to it. I think tie people who are scheduled to testify Monday are
better qualified with this than I, since my business is making investment
judgments rather than being involved in brokerage transactions.

It seems to us there is unlikely to be evasion or efforts at evasion of
the tax on any foreign securities were the foreign securities being
bought, and sold in the United States at. prices not significantly dif-
ferent than overseas. If you can buy them in the United States at
approximately tho same price from other Americans without paying
a tax, what interest would there be on the part of anyone to evade the
law, and involve themselves in an illegality when they are unable to
sell the security in the United States at a higher price? With that in
mind, before coming to Washington this week I compared the prices
of a group of foreign securities in their own local market with the prices
of the same securities in the U.S. market. Here is a list of them.

The stocks in this list aren't selected for any other purpose than to get
some feeling for the situation of stocks that represent, by and large,
the bulk of American holdings of foreign securities.

I have listed them here by country and company [indicating].
Column 2 reports the foreign price in U.S. dollars in their local

markets-the local markets of eacih of the securities as of the close of
business last Friday, July 7.

The third column, which I have called the U.S. price, is the midpoint
of the bid-ask range in the United States reported in the Wall Street
Journal, and in the New York Times, at the close of the same day.

The fourth column measures the premium that you would have to
pay in the U.S. market without an interest equalization tax, of course.
What one sees as one goes down the page, is that-in comparatively
few-in no more than one or two cases on the page would there lave
been any incentive on the part of the culprit to do the kind of thing
we have heard about this morning. Indeed, there is only one stock here
where the premium is of sufficient size that would perhaps prompt
some encouragement to any attempted evasion.

I should suggest, sir, that these statistics in the table are subject
to some qualification since foreig-n securities frequently do not, trade on
a given day in the United States; and so the prices reported do not
necessarily reflect. a transaction, but the bid-,ask range established by
the broker who maintains the principal market for the security in the
United States.

(The table referred to follows:)
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Foreign stock prices in their local market. and in
July 7 1967

the United States, as of the close

Foreign price U.S. price Premium in
Country and issue (in U.S. (midpoint of the U.S.

dollars) bid-ask range) m rket
(peient)

Australia: Broken Hill ------------------------------------------ 11.10 11.13 .............
Canada:

Massey F ~son -------------------------------------------- 20. 80 20. 87 ---------
Falconbridp Nickel ........................................ 79.68 83.50 4.8

Franc.: Pechiney .............................................. 37.31 39.00 4.5Germasy
A ............................................ 42.00 42.25 .............
BASF .................................... i 45.93 46.00 .............
Deutsche Lufthansa...... ............................ 27.00 26.75 ..............
Fart. Bayer ................................... 31.13 31.25 ..............
Siemens ................................................... 47.00 47.00 ............

Fiat ....................................................... 4.50 4.38 ............
Olivetti, Pfd ...................................... 5...........

Japan:
Kansas Electri ................................... 21 ..........
Hitachi .................................................... 20.13 20.50 1.8

Netherlands:
Hoo vens ................................................ 22.25 23.00 3.4
KLM ..................................................... 103.00 104.25 1.2
N. V. Phiip s .. ................................... 25..........
Royal Dutch ........... ................. . 34.85 35.50 1.9
Unilever, N. V ..................................... 25.05 25. 00 .............

United Kingdom:
Beecham ................................................ 5.50 5.62 ..............
Rank Organisation .......................................... 6.13 7.87 28.4
Unilever, Ltd .............................. 19.04 18.87 .............

Mr. COHEN I also have not included in the table some other stocks
which I discovered since coming to Washington have apparently fig-
u red in the evasion.

Senator SMATHERS. Could you supply for the committee as soon as
you can the information with respect to Sony and Roan Selection and
African Gold stock?

Mr. CoH EN. Certainly, Sony and Roan Selection and African Gold
stocks.

Senator SMATHERS. We would be interested in seeing what the pre-
mium was in the United States.

Mr. COHEN. I did not think in terms of gold stocks until I got to
Washington and heard from the Treasury people that gold stocks were
apparently involved. I will be happly to supply similar statistics.

The approach is really simple as taking last Saturday's New York
Times and last Saturday's London Financial Timgs to compare the
prices.

Senator SMATHERS. All right.
(Mr. Cohen subsequently supplied the following information:)

As of close July 7. 1967
Premium in

Company the U.S.
Forin price U.S. price market

(In U.S. (Mid point of (percent)
R S d rs) bid-ask range)

Roan Selection Trust -------------------------------------------- 10.08 9.75 ............
Sony ......................................................... 23.77 29.25 23.0
African gold stocs:Do Beers Consolidated Mines -------------------------------. 40. 32 45. 50 12. 8Pres. Brand Gold Mining ................................... i 13.80 14.07 1.9

Pres. Steyn Gold Mines ................................... 3.15 3.63 15.2
Western Dee Levels ........................................ 10.29 12.50 21.5Western Holdng ................ .......................... oli19.50 22. 25 ,3

fin
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Mr. COHE ,. These data suggest to us that the l)roblem of evasion
is probably not a broad one, and that it involves essentially the "hot
stock," the fast buck stock kind of thing.

With regard to methods of meeting or treating that problem, we
are remote, really, from the day-to-day operation of the market. We
manage funds, we advise clients, and we use the regular brokers to buy
and sell stocks on behalf of these clients.

I would urge something, however, in this regard: establishment of
the interest equalization tax, and the voluntary controls which fol-
lowed under the Federal Reserve Board's aegis have bad the effect of
creating some psychological blocks to the purchase of foreign securi-
ties already long held by Americans. They have been an inhibition to
the underlying value of securities held by Americans of foreign stocks.
I would hope that in seeking to counter evasion, we do not "over kill"
and introduce rigidities so severe as to depress unnecessarily the value.
of foreign securities presently held by U.S. citizens.

Since I have only this morning heard Secretary Deming's remarks
on the subject, and seen a preliminary Treasury statement on recom-
mended enforcement procedures, I do not feel qualified at the moment
to comment on the evasion recommendations in detail. I would be
pleased to do so after reviewing them, should the committee desire.

enator SMATHERS. All right, sir.
Thank you very much, Mr. Cohen. We appreciate your testimony,and the meeting will stand in recess until 10 o'clock Monday morning.

(Whereupon, at 1:15 p.m., the committee recessed, to reconvene on
Monday, July 17, 1967, at 10 a.m.)
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MONDAY, JULY 17, 1967

U.S. SENATE,
COMMIrrEE ON FINANCE,

Washington, D.C.
The committee met, pursuant to notice, at 10 a.m., in room 2221, New

Senate Office Building, Senator Russell B. Long (chairman), pre-
siding.

Present: Senators Long, McCarthy, Hartke, Harris, Williams,
Carlson, Bennett, and Morton.

The CHAIRMAN. This morning we will conclude the hearings on the
bill to extend the interest equalization tax. On Friday of last week the
Under Secretary of the Treasury renewed the recommendations he
made to the Ways and Means Committee of the House that the tax
rate should be doubled from 15 to 30 percent, and that the President
should be authorized to vary these rates between zero and 30 percent.

He also described for the committee a situation involving the evasion
of the interest equalization tax through the use of false certificates of
prior American ownership, and he recommended that Congress impose
more stringent recordkeeping rules on securities brokers and dealers
to enable the Treasury Department to combat the tax evasion.

The committee hopes that witnesses from the securities industry
who are appearing this morning will address themselves to these
recommendations so that we might have them in perspective when we
take them up in executive session.

Our first witness is scheduled to be Mr. Henri L. Froy, chairman
of the foreign committee of the National Association of Securities
Dealers.

Mr. Froy, we are pleased to have you, and you may proceed with
your statement.

STATEMENT OF HENRI L. FROY, CHAIRMAN, FOREIGN COMMIT-
TEE, NATIONAL ASSOCIATION OF SECURITIES DEALERS INC.,
ACCOMPANIED BY FRANK 3. WILSON, ASSOCIATE GENERAL
COUNSEL, NATIONAL ASSOCIATION OF SECURITIES DEALERS,
INC.

Mr. lFROY. Thank you. Good morning, Senator.
Mr. Chairman, I am Henri L. Froy, chairman of the foreign con-

mnittee of the National Association of Securities Dealers, Inc., and a
general partner in Abraham & Co., a member of the New York Stock



100 INTEREST EQUALIZATION TAX EXTENSION ACT OF 1967

Exchange and broker in domestic and foreign securities. I am accom-
panied today by Frank J. Wilson, associate general counsel of the
association.

I have testified before this committee several times in the past on
this association's behalf and I feel certain the respective members of
the committee are aware of the background, nature, purpose, and
function of the association. Suffice it to say, therefore, that the asso -
ciation is nationwide in scope and is composed of approximately 3,059
member broker-dealers actively engaged in the investment banking
and securities business and has registaned with it approximately 90,575
securities salesmen. The association ;s organized and registered with
the Securities and Exchange Commission as a national securities
association pursuant to the provisions of section 15A of the Securities
Exchange Act of 1934, andhas the responsibility under that act of
enforcing upon its members just and equitable principles of trade
for the protection of the public. It is the means by which the principle
of self-regulation has been effectuated in the over-the-counter securities
market. Virtually all foreign securities transactions are executed by
its members.

In February, I testified before the Committee on Ways and Means
of the House of Representatives and at that time noted that ever
since an interest equalization tax was first proposed by the late Presi-
dent John F. Kennedy, the association has expressed its opposition
thereto. That opposition has been expressed to the respective com-
mittees of the House and the Senate every time the matter has been
before them and, while the members of the association and the
foreign committee are in complete agreement with the Government's
efforts to curb the continuing balance-of-payments deficit, we must
again reiterate our opposition to the tax because we do not believe
it is a proper way to attack the problem.

We have previously pointed to the problems inherent in the job of
enforcing this so-called tax which, as this committee knows, was pro-
posed as a deterrent and not as a revenue producing agent. Recent
articles in the press dramatized and, in my opinion, have given cre-
dence to that concern. Those articles reported that simple schemes,
almost worldwide in scope have been invented to circumvent this levy.
These schemes are apparently perpetrated by paying U.S. persons
abroad, and at home, for their signature which is then affixed to a
Certificate of American Ownership for delivery in the U.S. market.
The securities are thereafter sold at a premium, but below the total

Srice had the tax been paid. In view of the provisions of the existing
law. the broker-dealer who received the security with an American
ownership certificate attached can rely upon the certificate as being
conclusive proof of prior American ownership of tLe security unless
he has actual knowledge to the contrary. The buyer does not, there-
fore, pay the tax and the purpose of its imposition is defeated by
increasing rather than decreasing the outflow of funds.

The association became gradually aware several months ago of pos-
sible wrongdoing of the type I have just described. It is not the type
(if thing which one immediately discovers, because of the nature of
the evasion. The awareness of its existence arises over a period of
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time as a result of occurrences which one suspects while conducting
his business. It becomes manifistly clear, though, when one learns
that a small dealer or dealers, who had previously done little if any
business in foreign securities, suddenly have unlimited amounts of a
given foreign security or of several different foreign securities, Ameri-
can owned. The association is not, of course, in a position to police
It scheme as grandiose as this one appears to be and the action it can
take is rather limited because of the nature of the law and the language
of our rules. As a result of action of the Foreign Committee. however,
this association in Morch sent, over the signature of its president, Mr.
Robert W. Haack, a notice to all of its 3,659 members warning them
of the possible criminal consequences of such actions. This notice is
attached hereto as appendix A and I should be appreciative if it is
made part of the record herein. Also, information which had come
to us during the course of our investigations was referred to the In-
ternal Revenue Service pursuant to a previous informal agreement
between the Service and the association. I cannot say that all broker-
dealers have lived up to their responsibility by not consummating trans-
actions which had all sorts of "red flags' flying to warn them of pos-
sible wrongdoing, but I can assure you that the National Association
of Securities Dealers has and will continue to live up to its responsibil-
ities and will take whatever action it can wider the law and its rules.

The association is on record as opposing the concept of an interest
equalization tax. We also oppose the increase in the maximum tax to
22/2percent a provided for in H.R. 6098, now before this com-ittee,
and the extension of the tax for 2 more years. We, therefore, urge the
bill's rejection.

Recognizing the strong possibility of passage, however, the asso-
ciation expressed its desire to the Treasury Department and the In-
ternal Revenue Service to cooperate in every way possible with them
i) attempting to stop this evasion of tax and if possible to close the
loopholes in the law which give rise to it. I reiterate that offer at this
time and I also hope that if a situation arises whereby the expertise
of the members of my committee (all of whom are experts in the field
of foreign securities) can be utilized, they will be called upon for
assistance. They are willing to give it. We did in fact participate in
meetings last week, but regret that none of our advice was taken.

At this point, I think I should state that my committee had agreed,
notwithstanding our strong opposition to the tax itself, to go on record
that we will support any reasonable proposals outlined by the Under
Secretary of the Treasury on Friday, July 14, 1967, in trying to plug
these loopholes. I have, however, the gravest doubts that t6e addi-
tional bookkeeping, controls, and reporting procedures suggested by
him would achieve the desired result. The whole tax concept looks to
the world as a type of uncontrollable foreign exchange control.

Since studying the contents of Mr. Deming's statement, we feel,
however, we would fail in our duties to the United States, to the
A\merican investor and to the members of this association, if we did
not take issue with the statement by the Under Secretary of the Treas-
ury and I quote:

The United States trade position is Improving *

101
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but in view of the cost of the Vietnam war-
we have no recourse but to continue to moderate the flow oA* our capital exports.
The T.E.T. helps us to do this.

The Under Secretary tries to make a strong case for the need for
the I.E.T. on account of discrepancies &f interest rates. I will leave
the answer to this statement to the chairman of the I.B.A. Foreign
Committee. He is more qualified to answer this. It is not quite clear to
us what the Under Secretary means in his statement that the effect
of the I.E.T. on the outflow of U.S. capital in the form of bank loans
is impressive. If all these favorable factors apply, what need is there
for continuation of I.E.T. ?

We further learn:
The Interest Equalization Tax and the Voluntary Cooperation Program have

worked in tandem and have complimented each other as measures for correcting
the balance-of-payments deficit. * * * Failure to extend the Interest Equaliza-
tion Tax would have adverse balance of payments consequences and would place
undue strain on other elements of the administration's economic program.

May we ask at this point, where the interest equalization tax on out-
standing equities has assisted the United States in the balance-of-pay-
ments deficit? We agree with the views of the Under Secretary of the
Treasury that the tax is not a revenue producing measure nor an abso-
lute deterrent for the purchase of foreign securities. It is neither one
nor the other as can be demonstrated. We are further told that the
existing presidential discretionary provisions of the I.E.T. law have
resulted in substantial gains for the balance-of-payments position. Is
it in view of these gains that the I.E.T. rate needs an upward change?

There are other means of controlling the inflow of outstanding secu-
rities less troublesome and more effective than the hurriedly prepared
recommendations of the Treasury.

In my presentation to the Ways and Means Committee, I pointed
out that a differentiation between the treatment under the I.E.T. law
of outstanding equities and debt securities would be justified. The name
given the impost-interest equalization tax-itself implies such a
differentiation since interest can never be attributed to equities.

We urge this committee to take cognizance of our request for a dif-
ferentiation between equity and debt securities. At the very least, the
Treasury Department should be requested to justify its failure to sup-
port a differentiation in spite of our urging. The bill calls for amend-
ment of section 4911 of the Internal Revenue Code to provide the
President with the authority to vary the amount of tax between 15
and 221/2 percent, such authority commencing 30 days after the enact-
ment of the act. Notwithstanding our comments before the House
Ways and Means Committee giving limited support ta the proposed
Presidential discretion, the members of my committee clearly feel
that s uch a flexibility would create, here as well as abroad, a new and
dangerous indicator as to our monthly balance-of-payments fluctuation.
Should however, this committee feel that such flexibility would serve
a useful purpose, I submit that the discretion to be given to the Presi-
dent should permit him to raise or lower the rates of tax individually
by category and downwards to zero. As presently written, any change
in rate must be proportionate as to each rate of tax; that is, it must
apply to the rate imposed on the stock category as well as the sliding
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scale rate on the debt obligations and commercial bank loan categories
and the discretion is limited to between 15 and 22 percent. House
Report No. 68, accompanying H.R. 6098, on page 15 states the same
percentage increase or decrease would have to apply to all categories.
We in the securities business do not feel such is wise because we believe
a valid case can be made now for the reduction or complete elimination
of the tax on equity securities. We, therefore, urge this committee to
amend the bill to give the President authority to vary the rate by cate-
gory down to zero.

As securities dealers, we naturally are concerned with the effect of
the proposed increase in the tax on our market-making ability as well
as on our businesses. We are also concerned about the image of the
United States in the marketplaces abroad and especially in the eyes of

- foreign investors and institutions.
The U.S. securities industry and American broker-dealers have

done a fabulous selling job in placing American securities with foreign
investors. Their research and know-how have been so successful that
there are now no foreign stock exchanges which function on a par
with those of this country. The result of this marketing effort has cre-
ated a considerable commission income in the form of foreign currency
which has become a permanent asset in our balance-of-payments pic-
ture. In fact, the U.S. securities markets have become a model, but more
importantly, a haven for foreign capitalists. The Foreign Investors
Tax Act signed by the President on November 13, 1966, in addition to
the recommendations of the Fowler report issued April 27, 1964, have
helped us in our task.

The inactivity of foreign stock exchanges and the many economic
problems which foreign investors have, resulted in a completely nega-
tive approach by the U.S. persons to those markets.

Foreigners look up to the United States for their economic exam le
and freedom of trade. They are extremely disturbed by this so-calIed
tax and they believe it is basically a levy on foreign exchange or a levy
on the import of securities rather than a tax. This is especially so in
the case of outstanding equity securities since, in respect to them,
there is, as I said before, no interest to equalize. Should this committee
against our advice and taking fully into consideration our balance-of-
payments problem still decide in its wisdom not to reject this levy,
we shall urge the President-if lie is given the authority by Congress-
to reduce the tax on equity securities to zero. If he is given this discre-
tion, he would also be in a position to order a change upward promptly
if such was found necessary thus diluting the possibility that the cimi-
nation of the tax would adversely affect our balance of payments for
any length of time. The securities industry would certainly be in a
considerably improved position in placing American securities abroad
if this threatening levy on foreign equity securities were eliminated.

In conclusion, I would like to reemphasize the opposition of the
Foreign Committee of the National Association of Securities Dealers
to the interest equalization tax and especially to increasing the tax
since the need for that action has in no way been demonstrated and we
do not believe it. can be demonstrated. Indeed, we feel the tax should
be allowed to expire on July 31, 1967, which will occur if this com-
mittee takes no action.
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In any event, whether the rates are increased or left the same the
President should be given discretion, clearly spelled out in the bill to
vary rates of tax as to one or the other of the categories, individually.

Also, in the event the Congress desires to continue to tax, the asso-
ciation pledges its cooperation with the Treasury Department and
the Internal Revenue Service to stop the evasion scheme which we
understand has been running rampant. Again, I offer the services of
the association and the Foreign Committee toward accomplishing that
goal.

In addition, Mr. Chairman, the association would also like to request
that the committee hold the record open so that it can submit a sup-
plemental statement specifically directed toward that section of the
Treasury's proposal designed to prevent a continuance of the tax
evasion problem. Thank you.

(An attachment referred to, plus the supplemental statement,
follows:)

NATIONAL ASSOCIATION OF SECURITIES DIEALERs, INc.

IMPORTANT NOTICE TO NASD FOREIGN SECURITIES DEALERS

Re improprieties in foreign securities transactions.
The aociation's Foreign Committee strongly urges members of the Associa-

tion to use special caution when transacting business involving foreign securitlec
with banks, brokers or private clients located or residing outside of the United
States. To fully protect yourselves, it may sometimes be advisable to attempt to
trace the history of the security in question prior to trading and prior to intro-
ducing the security into the United States. By doing so, all suspicion of wrong-
doing on your plrt can be relieved if subsequent events reveal wrongdoing by
others. It should be remembered that violations can be criminal in nature and if
the situation Is such that you knew or should have known of improper activity
on the part of others, or that a "Certificate of American Ownership" was fraud-
ulently executed, and you continued to participate with the wrongdoer, you
possibly could be charged criminally. An example of a situation where you might
want to investigate further would be a case in which a United States person seems
to have an unlimited amount of many foreign securities.

Members should also be aware that a "signature guarantee" guarantees the sig-
nature of the signer only and in no way guarantees the validity of a "Certificate
of American Ownership." In this connection, members should be aware of their
responsibilities under the Interest Equalization Tax Act and regulations pro-
mulgated pursuant thereto. Rule 147.5-1 of the referred to regulations requires
members to "maintain records sufficient to identify the United States owner for
whom the stock or debt obligations were held and to establish the status of such
owner as a United States person eligible to execute a certificate of American
ownership for purposed of section 4918(a)." Thus, you are required to have as
part of your records proof of the status of a signer of a "certificate" as a United
States person.

The Administration has proposed to extend the Interest Equalizat .on Tax Act,
due to expire July 31, 1967, to July 31. 1969. It now appears that the maximum
rate of tax will be increased from 15% to 22 %, and that the President of the
United States will be given discretion to make certain changes i% that rate within
specified limitations if he determines such changes will be cons!stent with the bal-
ance of payments objectives of the United States. In view of the expected con-
tinuation of the Irterest Equalization Tax Ac't, it is appropriate to again empha-
size that members use the prudent businessman's approach in transactions in-
volving foreign securities.

The Foreign Committee wishes, therefore, to take this opportunity to advise
you to familiarize yourself fully with the requirements of the above-mentioned
Act. Previous notices have drawn members' attention to this measure and its
Implications end the Committee reiterates them -at this time

Very truly yours,
ROBERT W. HAACK. President.
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SUPPLEMENTAL STATEMENT OF HENja L. FnoY

The Senate Finance Committee at Its hearing on H.R. 6098 on Monday. July 17,
1967, granted permission to the Association to submit a supplemental statement
concerning the proposals made by The Honorable Frederick L. Deming, Under
Secretary of the Treasury, on Friday, July 14, 1967, to curtail the tax evasion
problem which has recently been encountered in connection with the interest
equalization tax.

The Treasury Department's proposals prescribe, generally, that existing pro-
cedures requiring proof of American ownership be changed to a system requiring
proof of American owenrship and compliance. To implement this plan 1)rovisions
are made for the validation of American owned foreign securities. Validations
can be made by an eligible broker-dealer, an eligible bank and the Internal
Revenue Service. To assist in compliance at the broker/dealer and bank levels,
new documentation, record keeping and reporting requirements are provided for.
These require, in addition to the issuance of validation documents, the segrega-
tion of transactions in foreign securities from those in domestic securities on the
books of original entry and the maintenance of files containing substantiation of
American ownership of affecLed securities and of the Transition Investory to
be filed with the Service, among other things.

The underlying purpose of the new procedure is, of course, to insure, to
the extent possible, that the interest equalization tax will be paid in the case
of every transaction to which it applies.

Notwithstanding that the members of the Association and its Foreign Com-
ittee are opposed to the concept of an interest equalization tax, as well as

the extension of the tax for another two years, we firmly believe that since it is
law it should be strictly ordered to by all who are affected by it. We also believe
that all broker/dealer members of the Association have a duty, both as Americans
and members of the securities industry, to insure payment of the tax in appro-
priate cases and that they should not consummate transactions where they
suspect wrongdoing.

We just as firmly believe, however, that the )rocedures which have been
established by the Treasury Department, and which are now in fact operational
to some extent (amid much confusion), will not prevent the evasion. And if the
rate of tax is increased, the difficulty of enforcement will be increased in direct
proportion to the amount of the increase because the margin of profit -to the
tax evader Is greater.

In addition to what we consider to be the difficulty of enforcement. there is
the additional, and yet undeterminable, burden and expense imposed upon our
members by the new bookkeeping, record keeping and reporting requirements.
These new regulations will impose a difficult task upon the affected members of
the industry. When this is coupled with the fact that, in my opinion, evasion
will be only a little more difficult than it was before, I think good reasons
are shown why serious consideration should be given-as;suming extension
of the tax--to a new and more effective method of policing.

Illustrative, though not exclusive of the problems which many firms face,
is the requirement to segregate domestic and foreign transactions. Many firms
have never done this before. Many of those same firms are automated. Con-
siderable computer programming will be required at considerable expense to
the firm.

The factor which gave rise to evasion of the interest equalization tax in
the past has been fraudulent certificates. Though it will be a little more difficult
now, the possibility for the continued existence of fraudulent certificates will
still be present. The only difference is that the mechanics of the scheme will
have to be changed a little.

It seems to me that the evasion can better be met. and virtually eliminated.
by the establishment of a "pool" of the existing outstanding foreign securities.
Additions to the "pool" could be made only by a receipt from the Internal
Revenue Service for the tax paid on those securities. Initial qualification for
the "pool" would have to be made on the basis of proof of American ownership.
of course.

The so-called "pool" could be established, for example, by depositing or
registering all outstanding American owned foreign securities with an in-
dependent corporate entity established for that purpose. in a cooperative effort
by the securities industry, with appropriate receipts issued and safekeeping
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provided for. Any security properly registered or deposited could be sold without
payment of the tax o;- additional documentation. If not deposited or registered,
the tax would have to be paid. If a central depository or recording agent as
suggested was used, policing for tax compliance as well as trading in foreign
securities would be uncomplicated with little chance of evasion. The corporate
entity could even be retained in normal times as an aid to the industry. The
"pool" could also take other forms, anyone of which, once established, would
be far more effective than the Treasury Department's new system. Also.
establishing such a system Vould be no more difficult or complex than establish-
ing the Treasury's system. Moreover, the confusion which is in existence in the
marketplace this week as a result of the new proposals would have been
eliminated.

This proposal relating to a "pool" has been suggested to and rejected by the
Treasury Department. I offered my help in establishing it and I also offer it to
this Committee if it believes the suggestion has merit.

Thank you very much for permitting the filing of this supplemental statement.

Senator MoC& rriiY (presiding). Thank you very much, Mr. Froy.
I am sorry I did not hear the major part of your testimony but it

appears that you have been opposed to the extension of the interest
equalization tax for other reasons in addition to the rather widespread
evidence of evasion and of bootlegging of these securities exists.

Aside from the question of evasion of the tax and bootlegging that
is now going on, would you consider the interest equalization tax effec-
tive for the determined purposes for which it was developed ?

Mr. FRoy. Not as far as equities arc concerned, sir, because I feel
that there has been a continued selling of foreign securities, and the
only attraction to bring securities in was the wording of this tax which
makes it more attractive for people to bootleg, as you called it, than
to import securities on a legal-in a legal way, and the Treasury has
suggested actually in their new bookkeeping procedure the identical
scheme, as they have suggested before, which will again open many
ways for bootlegging these securities, and there are much simpler
ways of settling this problem than the one the Treasury is adopting via.
the tax measure.

Senator MCCARTHY. Are you prepared today, Mr. Froy, to suggest
what you think we ought. to do in order to bring about a redre in
the balance-of-payments situation?

Mr. FROY. Well, I feel direct investments are probably a much more
costly way to our balance of payments than these indirect invest-
ments by equities which are producing income immediately they are
made, whereas indirect investments may in some cases only bring
profits in after many, many years: and, furtheriore, they are always
very, very difficult to liquidate, whereas ours can be liquidated within
24 hours and are practically under the control of the Government.

Senator MCArny. You mean investments such as some of the
major automobile industries have made, for example?

Mr. FRoY. Yes, and it may create more opposition in those countries
to our activities than the buying of equity securities.

Senator McC.uRniy. You have asked us to keep the record open so
that you can testify with reference to the controls that the adminis-
t rationproposes, as well as other related matters.

Mr. PRo. Yes, we would like that sir, if that is possible.
Senator McC.uirmi. If there is no objection to that., we will keep the

record open.
Mr. FRor. Thank you very much.
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Senator MCCArHY. The staff advises me that we probably will have
an executive session on this by Wednesday, so it might be well for
you to get your comments in by them.

Mr. FRoy. Very good, sir.
Senator McCART Y. There are other members who wish to ask

questions, Senator Carlson?
Senator CARLSON. Mr. Froy, I notice, of course, that. you are opposed

to this, and have continually opposed the interest equalization tax;
is that correct?

Mr. FR y. That is right.
Senator CAxLsOf. As I follow your statement here-and I read it

with great interest-you point out that there are many ways to
circumvent this levy.

Mr. FRoY. Yes, sir.
Senator CAmSoN. How general do you think that is being done.e

You are in this field.
Mr. F~oY. A t present or in the future?
Senator CARLoN. Well, the present.
Mr. FRoY. I think that the figures mentioned by the Under Secre-

tary of the Treasury are very low.
Senator CARLSON. Well, that is the mason I raise this question. You

state they were low. I think they are very low, too, based on informa-
tion I have here, and I am going to put it in the record, Mr. Chairman.
This is an article from Business Week issue of July 15, 1967, entitled
"Foreign Stocks Yield a Fast Buck." That is the headline of the sub-
ject matter. It is an article that I shall not read into the record, but
there are some interesting comments and statements in this. It men-
tions that there have been indictments, is that correct, in some of these
cases?

Mr. FROY. Yes.
Senator CAoiRLN. Well, for the record I just want to read some-

what the extensiveness of these circumventions that you mention,
and I think you are pointing a finger at something we really ought
to look at:

But government officials presented enough information to a New York grand
jury last year to win two indictments for evasion of the tax, and the grand
jury is still sitting.

I shall read the cases:
The first indictment-against Stone. Ackerman & Co., an over-the-counter

brokerage house in New York, and two of its officials---charges $3.5-million in
shares were traded, with $522,160 in taxes evaded, and profits of "more than
$100,000" for the defendants.

The second indictment last November charged four individuals-Henry Scharf
of Weston, Conn.; William Binder of Detroit; Max Blauner of Yonkers, N.Y.;
and Edward Samuels of Huntington. N.Y.-with establishing trading accounts
in false names at various brokerage houses in the U.S. and Canada to trade
in foreign securities. They allegedly traded more than $50-million worth for a
profit of "more than $500,000," and evadad interest equalization taxes of $7-
million. All principals have denied their guilt.

I realize these are indictments, but evidently there must be some
fire there where there is this much smoke.

Are you familiar with some of these circumstances?
Mr. FROY. Well, our counsel is, and we naturally have heard some

of this, and, as I said in our statement, we have an informal agree-
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meant with the Service where if in any of our investigations we come
across any of those situations we certainly draw their attention to it.

Senator CARLSON. I want to commend you for a statement that is
part of the record in which you have advised the folks of the dangers
of this.

Mr. FROY. Yes. But the way this law has been worded, I think our
legal chances, I understand, are very difficult unless you can prove
that they were aware of the situation, which, I think, is very difficult
to prove, and will certainly not be improved by the presently new
proposals before you from the Treasury.

Senator CARLsON. Is -it not reasonable if we increase the tax that
there will be more chance to circumvent it?

Mr. FROY. It doubles the profits.
Senator CARLSON'. That is right. I agree with you fully. I wanted

to call this to the attention of the committee and make it a matter of
record. Thank you, Mr. Chairman.

(The article referred to follows:)
[From Business Week, July 15, 1967]

FOREIGN STOCKS YIELD A FAST BUCK

UNDER-THE-COUNTER TRADERS HAVE CONCOCTED A DEAL THAT ENABLE 4 THEM TO
DUCK THE 15 PERCENT TAX ON U.S. PURCHASES OF FOREIGN SECURITIES, NOW
LEGISLATION IS BEING SOUGHT TO CRIMP THE CAPE

The Treasury has been taken for a ride by fast-buck artists who have discovered
sure-fire profits in buying foreign stocks abroad and selling them In the U.S.

The profits are based on evading the 15% excise tax required by U.S law
But the Administration is trying to get Congress to write legislation to put an end
to the game.

The scheme is simplicity itself, and it has netted an unknown number of partici.
pants millions in profit& Up to now the tax collectors have found It hard to lay
a glove on anyone who has profited from the ploy.
Spelling it out

This week, Treasury and IRS officials were to explain for the first time what's
going on and who seems to be Involved, and to ask new authority for halting the
gravy train. The officials were to appear at a Senate Finance Committee hear.
ing-along with officials of the National Assn. of Securities Dealers and the New
York and American stock exchanges.

The committee Is considering amendments that would extend the interest
equalization law for two years beyond the present July 31 expiration date. The
extension, already passed by the House, also would give the Ilmsident authority
to raise the equalization tax on stock from the present 15% tO 22.5% if need be--
which would have the effect of making shady dealings even rore profitable than
they have been.
The Mafia.

Treasury officials imply the whole problem has been vastly overstated, but a
House subcommittee investigating organized crime is taking a look at the caper
on the suspicion that the Mafia may be involved.

The law. which became effective in July. 1963. was designed to help the U.S.
balance of payments by lowering the profitability of lending money or buying
stocks abroad. To restrain stock purchases. the price is made higher (and the
effective dividend rate lower) by imposing the 15% tax on the first U.S. citizen to
buy a stock from a foreign owner. Since there is ao payments outflow when a
U.S. citizen buys a foreign stock from another American, such transfers are not
subject to the 15% levy. Stocks already owned by Americans, then, tend to bring
a higher price in the U.S.

The first U.S. purchaser-whether he lives in the U.S. or abroad-fills out and
signs a Treasury form called a certificate of American ownership. For subsequent
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U.S. buyers of the stock, such a certificate, properly filled out, is prima facie
evidence that the tax need not be paid. They needn't check the certificate's au-
thenticity ; legally they're home free.
Attraction

The price differential between American-held and foreign-held securities has
been the big lure for the sharpies. What they do, according to Washington
sources, is pay perhaps $25 or $50 to a U.S. citizen-perhaps a student or work-
man down on his luck in Nassau or Montreal-for his signature on the certificate.
The signer Is liable for the tax, but Internal Revenue agents find it hard to
collect. He lives abroad and if he can be found, he's usually penniless anyway.

Once the certificate has been signed, the shares can be sold at the higher U.S.
prices. Eventually, they get mixed in with similar securities that came to the
U.S. through legitimate channels and become hard to trace.
The deal

The links in the chain are described as working something like this: A New
York brokerage house-one of the eight or 10 that specialize in foreign stocks--
has a legitimate buyer for 10,000 shares of, say, theoretical El Dorado Enter-
prises, Ltd., which owns a South African gold mine. (The stock could Ie Britain's
Rank, Inc., or Royal Dutch Shell of the Netherlands, or Volkswagen of Germany.)

The New York firm phones a London broker to find a seller; the customer has
said the stock has to have a certificate of American ownership. The New York
firm isn't interested in paying the tax. A clerk in the London firm sells this
information to a contact.

The contact buys the shares at the European price-although not the exact
number of shares he knows the New York house is seeking. He gets an American
to sign the certificate for a small fee.

A couple of days later, the New York house gets a call from a small brokerage
firm in, say, Chicago. The Chicago man says he would like to find a buyer for
9,600 shares of El Dorado Enterprises-does the New York man by any chance
have a buyer? The stock has a certificate of American ownership, and it's avail-
able at a favorable price. The Chicago firm accepts at face ve'ue the certificate of
ownership.
su8picion

The New York broker may wonder for a moment how this Chicago outfit is all
of a sudden offering a large block of a foreign stock. However, it's certificated.
Ie shrugs his shoulders, and the deal is closed.

The Chicago broker, if he's investigated, shows he got the stock from a foreign
source-perhaps in Canada or the Bahamas--who offered it with the certificate

"Actually, it looks like all these outfits are willing links in the chain," says
one federal official. "Everyone can gay they had no reason to believe the certifi-
cate wasn't a legitimate one."

Upsurge
Treasury officials suggest that the upsurge in such traffic is fairly recent but

-ay they don't know the volume involved. They have obviously been Jolted by
recent publicity. During the tax extension hearings last February such violations
and evasions weren't even discussed. Little was done until news stories publi-
c.zed the illicit trade.

But government officials presented enough information to a New York grand
jury last year to win two indictments for evasion of the tax, and the grand
jury is stir! sitting.

The indictments reveal the easy pickings for those that want to declare
themselves in.
Case in point

The first indictment-against Stone, Ackerman & Co., an over-the-counter
brokerage house in New York, and two of its officials---charges $3.5-million in
shares were traded, with $522,160 in taxes evaded, and profits ct "more than
$100,000" for the defendants.

The second indictment last November charged four individuals--Henry Scharf
of Weston, Conn.; William Binder of Detroit; Max Blauner of Yonkers, N.Y.;
and Edward Samuels of Huntington, N.Y.-with establishing trading accounts

81-495 O-67-8
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in false names at various brokerage houses in the U.S. and Canada to trade in
foreign securities. They allegedly traded more than $50-million worth for a
profit of "more than $500,000," and evaded interest equalization taxes of $7-mil-
lion. All principals have denied their guilt.

Some sources--including Canadian brokers-suggest that the way out of the
whole mesa is to drop the tax entirely. As one Canadian said: "It's a U.S.
problem. They put the damn tax on In the first place. If there's a loophole, It's
their fault and they can fix it up. It's none of Canada's concern."

However, the word has gone out that the tax is not going to be dropped. The
rules are going to be changed so that perhaps the loophole will be closed without
opening any new ones.

Senator MCCARTHY. Mr. Froy, can I ask one more additional ques-
tion? Do you propose an interest equalization tax be used on the direct
investment or would you think it would be better if we simply were
to forbid some of these and deny companies the right to transport
capital in such large amouxits or are you against that, too?

Mr. FROY. No;I would not be against that, too. But the question
here is that certain firms with foreign interests feel that pricewise
they may not be able -to compete abroad any more because of wage
structures or tax situations, that they would have to be there.

But I also believe that there are quite a few firms which have al-
ready prepared for investments they may need in 1, 2, 3, or 4 years
from now, and this ic certainly reflected somewhere in our balance of
payments as an outflow even if the funds are still intact abroad.

Senator McCAmrriY. Senator Williams?
Senator WILLIAMS. Mr. Froy, are you familiar with the latest recom-

mendations of the Treasury Department for a modification of the exist-ill ]aw?

QFr.Foy. Yes, sir.
Senator WILLIAMS. I mean the ones that they were making Friday?
Mr. FRoY. Yes, sir.
Senator WILLIAMS. Do you think that that will correct the possibili-

ties of abuse?
Mr. FRoy. No, sir.
Senator WILLIAMS. Would you be willing to furnish us a hypo-

thetical case of how there would still be loopholes and how this law
could stiil be evaded, and if you did not want to do it now, if you
would furnish it for the record, I think it would be helpful to us.

Mr. FROY. Well, to begin with, the TreasurD has agreed that certi-
fication from the IRS is acceptable. Nobody ii. the industry has the
names of people or the signature list of people vho Ire authorized to
sign on behalf of the IRS.

Second, a lot of rich Americans who live abroad and pay honestly
their taxes here, no provisions have been made how they can prove
ownership of their foreign securities while they ar) living abroad.

You have to make arrangements with the consular service, and you
will suddenly have a very large amount of people who are allowed to
certify or validate the certificates where none of us in the industry is
in a position to control if these people exist, if their signatures exist,
and the work involved for the country to collect this tax or for the
industry to adhere to it is just an im ossible task to face. There are
other means, sir, than this which would be very much more effective.
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Senator WILLIAMS. You are submitting your recommendations for
other means?

Mr. FROY. Well, I have submitted them to the Treasury already, and
I would glady repeat them for your benefit.

I think if we have to control foreign securities there is only one way,
and that is to create a pool of foreign securities where every foreign
security must be registered in a name, a uniform name, a corporation
which could be created for that purpose, and the only additions to this
pool must be a tax receipt from the IRS for the tax paid, if you want
to continue this tax. Any other way of having securities floating
around would always create loopholes like the ones you have just ha
and then even security traders become bootleggers.

Senator WILLIAMS. Thank you.
Senator MCCArrHY. It is kind of a sophisticated smuggling really,

is it not?
Mr. FRoY. Well, it is very sophisticated, and it is very easy.
Senator McCARTHY. Easy, too.
Mr. FORY. Yes; and if, as long as these loopholes exist, the honest

firms are out of business and the others have taken over.
Senator MCCARTHY. You indicated that one of the mVasures of the

extent to which this practice is growing occurs when you see a small,
relatively incompetent, firm suddenly begin to fill up with a volume
of business in this general area.

Mr. FROY. Yes, except there are sometimes small firms that are terri-
bly honest, too. Capital requirement is not necessarily a sign of
honesty.

Senator MCCARTHY. The size of the buildup may be an indication
anyway. There is a disposition to corrupt, a lot of other firms as this
becomes known and accepted.

Mr. FROY. The question arises have these small firms invented this
business or not. This is the question which is really difficult to decide.
I have my doubts because if these small firms would have a large
placing capacity they would not be small firms.

Senator MCCARTHY. Any other questions?
Senator Morton?
Senator MORTON. x ou are commenting on the fact that the proposed

increase in the tax would enlarge the temptation for these bootlegging
or smuggling operations.

Mr. FRoy. Yes, sir.
Senator MoRroN. This is true, is it not, in almost anything? For

instance, today we read that there is a great deal of bootlegging in
cigarettes into New York from North Carolina where there is no State
sales tax into New York where it has gone up substantially in the last
few years. So this applies in commodities and it applies in securities.

Mr. FROY. It is identical.
Senator MORTON. One takes a risk when one violates a law of this

kind, and if the opportunity for profit is enhanced more people might
be tempted to assume that risk.

Mr. FRoY. It sure does.
Senator MORTON. The same prevails, the same apprehension , dis-

turbs you?
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Mr. FRoy. Very much so.
Senator MORTON. In increasing this tax?
Mr. FROY. Very much so.
Senator Moirro.. That is all.
Senator HARMiS. Mr. Chairman?
Senator MCCARTHY. Senator Harris.
Senator HAmus. Mr. Froy, I am sorry I did not get to hear all of

your testimony. I ,hiderstand you are opposed to the tax altogether.
Did you speak to the, provision in the bill recommended which allows
the President, at his discretion, to alter the rate? Did you speak to
that?

Mr. FROY. I did, sir. I will repeat that we would only create another
indicator who would reflect the well being or the sickness of our bal-
ance of payments on a monthly basis instead of now on a 2-year basis.

Senator HLRRIS. So, in addition to opposition to extension and in-
crease in the tax, you also are against the discretionary power which is
provided in this bill?

Mr. FROY. For the reasons I just gave.
Senator HARMS. Thank you.
Mr. FROY. But if the discretion isgiven we certainly would like it

changed in such a way that the President has authority to put it down
to zero by categories.

Senator HARMS. And not limit it on the lower end as this bill does?
Mr. FROY. That is right.
Senator HARRiS. That is all I have, Mr. Chairman.
Senator MCCARTHY. The chairman wants to announce that we have

received from the Treasury the new language with reference to the
enforcement provisions, and if the committee is agreeable we will have
a new bill printed with this proposed language included in the text
of the bill so that we can see it ali together.

Senator WILLIAMS. I think it would be a good idea to print a new
bill.

Mr. FRoY. We received it this morning at 2:45. I managed to read
it through and to incorporate a little bit of it.

Senator MCCARTHY. They said they would have it for you.
Senator MoRmN. Have it introduced as a clean bill.
Senator MCCARMY. Yes; we'll print a cleaa bill.
Senator WILLAMS. I think that bill ought to be available to all of

industry.
,(The committee print of the clean bill referred to follows:)
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[COMMITTEE PRINT]
,trVy 18 ,1967

NOTE: This committee print contains the amendments to H.R. 6098
recommended by the Treasury Department for consideration by the
Committee. Matter proposed to be stricken is printed in linetype or
enclosed in brackets and matter proposed to be inserted is printed
in italic.

90"rH CONGRESS
lr SU.ioN H. R. 6098

IN THE SENATE OF THE UNITED STATES

M&crH 16,1967

Read twice and referred to the Committee on Finance

AN ACT
To provide an extension of the interest equaLzation tax, and

for other "purposes.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 SECTION 1. SHORT TITLE, ETC.

4 (a) SHORT TiTL.-This Act may be cited as the "In-

5 terest Equalization Tax Extension Act of 1967".
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2

1 (b) AYBNDMENT OF 1954 CoDB.-Except as other-

2 wise expressly provided, whenever in this Act an amend-

3 ment is expressed in terms of an amendment to a section or

4 other provision, tho reference is to a section or other provi-

5 sion of the Internal Revenue Code of 1954.

6 SEC. 2. EXTENSION OF INTEREST EQUALIZATION TAX.

7 Section 4911 (d) is amended by striking out "July 31,

8 1967" and inserting in lieu thereof "July 31, 1969".

9 SEC. & IMPOSITION OF TAX.

10 (a) AMOUNT OF TAx.-Section 4911 (b) is amended

11 to read as follows:

12 "(b) AMOUNT OF TAX.-

13 "(1) RATES OF TAX.-Except as provided in para-

14 graphs (2) and (3)-

15 ".(A) STOc.-The tax imposed by subsection

16 (a) on the acquisition of stock shall be equal to 15

17 percent of the actual value of the stock.

18 "(B) DEBT OBLIGATIONS.-The tax imposed
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3

I by subsection (a) on the acquisition of a debt obli-

2 gation shall be equal to a percentage of the actual

3 value of the debt obligation measured by the period

4 remaining to its maturity and determined under

5 column II (A) of the following table:

"I UI

The tax, as a percent-
"If the period remaining to maturity is-- age of actual value,in-

(A) (B)

At least 1 year, but less than 1 years ---------- 1.05 1.58
At least 1 years, but less than 1 years- 1.30 1.95
At least 1 years, but less than 1 34 years 1. 50 2.25
At least 14 years, but less than 24 years ------ 1.85 2.78
At least 24 years, but less than 24 years ------ 2. 30 3.45
At least 24 years, but less than 3, years ------ 2.75 4.13
At least 3% years, but less than 4% years- . 3.55 5.33
At least 4 years, but less than 5% years_ 4. 35 6. 53
At least 5 years, but less than 63 years ------ 5. 10 7. 65
At least 6 years, but less than 7 j years. 5. 80 8.70
At least 7 years, but less than 8, years ...... 6. 50 9. 75
At least 8% years, but less than 9% years------ 7. 10 10.65
At least 9,y years, but lees than 101years 7.70 11.55
At least 10 years, but less than 11 years .... 8.30 12.45
At least 11i years, but less than 133/ years..- 9. 10 13.65
At least 13,4 years, but less than 16 j years.--- 10.30 15.45
At least 163 years, but less than 182 years.... 11.35 17. 03
At least 184 years, but less than 214 years .... 12. 25 18. 38
At least 21% years, but less than 23 3 years.... 13.05 19.58
At least 23 years, but less than 26Y years--- 13. 75 20. 63
At least 26 years, but lees than 28h years .. - - 14.35 21.53
28A years or more ..------------------------- 15.00 22.50
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" H

The tax, as a per-
if the period remaining to maturity is- centage of actual

value, is-

(A) (B) (C)

At least I year, but less than IK years ----------- 1.06 1.58 2. 10
At least 1K1/ years, btt l(88 than 1 I years --------- 1.30 1.95 2.60
At least 1 /,j years, but less than I Y4 years --------- 1.50 2.25 3.00
At least 134 years, but less than 2.. years --------- 1.85 2. 78 3.70
At least 2 1 years, but less than 23% years --------- 2.30 3. 45 4. 60
At least 23J years, but less than 3J years --------- .75 4.13 5. 50
At least 3/ years, but less than 4Y2 years --------- 3. 5 5.33 7. 10
At least 4jj years, but less than 51 years --------- 4.35 6. 53 8. 70
At least 5 years, but less than 61,.2 years --------- 5.10 7. 65 10. 20
At least 6,k' years, but less than 7 1 years-....... 80 8. 70 11. 60

At least 7 . years, but less than 81/2 years --------- 6. 0 9. 75 13. 00
At least 812 years, but less than 912 years ---------- 7. 10.65 14.20
At least 9112 years, but less than 10 1. years ---------- 7.70 11.55 15. 40
At least 10 , years, but less than 11 2' years --------- 8.30 . 45 16. 60
At least 11 Y years, but less than 13 years --------- 9. 13. 65 18. 20
Atleast lS years, butless than 161 years -------- 10.0 15.45 20.60
At least 16 1r years, but less than 181i years -------- 11.35 17. 03 0. 70
At least 18 J years, but less than 2l years -------- 12.2 18.38 204.50
At least 21 V years, but less than 23 years -------- 13.05 19. 58 26. 10
At least 23 years, but less than 26 2 years -------- 13.. 50. 63 27. 50
At least 26) ' years, but less than 281 i years --------. 1435 153 28. 70
2811 years or more - -------------------------15. 2. 50 30. 00

1 "(2) MODIFICATION OF TAX RATES BY EXECU-

2 TIVE ORDER.-

3 "(A) IN GENERAL.-If the President of the

4 United States determines tWa the rates of tax im-

5 posed by paragraph (1), or provided in any prior

6 Executive order issued pursuant to this paragraph,

7 are lower or higher than the rates of tax necessary to

8 limit the total acquisitions by United States persons

9 of stock of foreign issuers and debt obligations of for-

10 eign obligors within a range consistent with the

11 balance-of-payments objectives of the United States,
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1 he may by Executive order (effective as provided

2 in subparagraph (C) (ii)) increase or decrease

3 such rates of tax.
4 (B......)

7 AA1 *- eftits4 f1 t-e ft iettle to 4w

9 thet4ft 4.-b perseeit*+ or -(4 eatise e rttes aipitnJ-Le

10 to dt4 81Aiix t-0 be ,

10 IMHO $4fttft the fae 4

11 for-tt it* eehmmij of{~) 4W~h tobk ift pttfirtF4

12 of)E~~ d~- stbt1*tit fo inwtkf 4 w* te ntte*s

13 9 eforti e :* .......m of qs4 t t ... ........

14 "(B) . .XI .U.. R. TE.-No increase in the

15 rates of tax which is /)rescribcdI in an Executive

16 order issued under- subparagr-aph (A) shall-

17 "(i) cause the rate applicable to the acqui-

18 sit ion of stock to be higqher than 30 percent, or

19 "(ii) cause the rates applicable to the

acquisition of debt obliatons to be higher than
1 the rates set forth in column 11(c) of the table

22in paragraph (1) (B) of this sbsection.
23

"(0) APPLICATION OF EXECUTIVE ORDERS.-
4 "(i) Each increase Rnd each decrease in
5 the rates of tax which is prescribed in an Execu-
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6

1 tive order issued under subparagraph (A) shall

provide for the same proportionate increase or

3 decrease in each rate of tax, except that any

4 such rate may be rounded to the nearest 0.01

5 percent.

6 "(ii) Any Executive order issued under

7 subparagraph (A) shall apply with respect to

8 acquisitions made after the date on which such

9 order is issued (or, if later, after the 29th day

10 following the date of th6 enactment of this para-

11 graph) ; except that in the case of any such

12 order which increases the rates of tax (as in

13 effect without regard to such order), to the

14 extent specified in such order, rules similar to

15 the rles prescribed by paragraphs (2), (3),

16 and (4) of section 3 (c) of the Interest Equali-

17 zation Tax Extension Act of 1967 shall apply.

18 "(iii) If, by reason of an Executive order

19 imued under subparagrap, (A), the rates of

20 tar in effect on the date of an acquisition

21 described in paragraphs (2), (3), or (4) of

22 section 3(c) of the Interest Equalization Tax

23 Extension 4ct of 1967 are lower than the rates

24 of tax in effect on January 25, 1967, the

25 applicable rate of tax presc-ribed in such Execu-

26 tive order shall apply to such acquisition.
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1 "(3) RATES DURING INTERIM PERIOD.-In the

2 case of acquisitions of stock and debt obligations made

3 after January 25, 1967, and before the thirtieth day

4 after the date of the enactment of this paragraph, the

5 tax imposed by subsection (a) shall be 22.5 percent

6 in the case of acquisition of stock, and shall be deter-

7 mined under column 11 (B) gh the ef4*mit 14

8 - of the table in paragraph (1) (B) in the case

9 of acquisition of a debt obligation.

10 "(4) REOULATIONS.-The Secretary or his dele-

11 gate may prescribe such regulations (not inconsistent

12 with the provisions of this section or 'f any Executive

13 order issued and in effect under this section) as may lie

14 necessary to carry out the provisions of this section."

15 (b) APPLICATION OF EXECUTIVE ORDER 11198,

16 ETc.-

17 (1) The table in section 4931 (c) (relating to debt

18 obligations with maturity from 1 to 3 years) is amended

19 to read as follows:

The tax, as a per.
"If the period remaining centage of ac-

to maturity is: tual value, is:
"At least 1 year, but less than 11/4 years ------------ 1.58 percent
At least 1 years, but less than 1 years ---------- 1.95 percent
At least 1% years, but less than 1/ years ---------- 2. 25 percent
At least 1% years, but less than 214 years ---------- 2.78 percent
At least 2 years, but less than 2% years ---------- 8.45 percent
At least 2% years, but less than 3 years ------------ 4. 13 percent."

20 (2) Section 3 (e) (1) (A) of the Interest Equali-
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8

1 zation Tax Extension Act of 1965 is amended to read

2 as follows:

3 "(A) by striking out subsection (c) (as

4 amended by the Interest Equalization Tax Exten-

5 sion Act of 1967) and redesignating subsections

6 (d) and (e) as subsections (c) and (d), respec-

7 tively;".

8 (c) EFFECTIVE DATE AND SPECIAL RULES.-

9 (1) GENERAL RULE.-The amendments made by

10 subsection (a) shall apply only with respect to acquisi-

11 tions of stock or debt obligations made after January 25,

12 1967. The amendment made by paragraph (1) of

13 subsection (b) shall apply only with respect to acquisi-

14 tions of debt obligations made after January 25, 1967,

15 and before February 21, 1967 (the date on which the

16 amendments made by section 3 (e) (1) of the .Interest

17 Equalization Tax Extension Act of 1965 became effec-

18 tive).

19 (2) PREEXISTING COMMITMENT.-Such amend-

20 ments shall not apply to an acquisition-

21 (A) made pursuant to an obligation to acquire

22 which on January 25, 1967-

23 (i) was unconditional, or

24 (iUi) was subject only to conditions con-
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1 tained in a formal contract under which partial

2 performance hqd occurred; or

3 (B) as to which on or before January 25,

4 1967, the acquiring United States person (or, in a

5 case where 2 or more United States persons are

6 making acquisitions as part of a single transaction,

7 a majority in interest of such persons) had taken

8 every action to signify approval of the acquisition

9 under the procedures ordinarily employed by such

10 person (or persons) in similar transactions and had

11 sent or deposited for delivery to the foreign person

12 from whom the acquisition was made written ev4.

13 denoe of such approval in the form of a commitment

14 letter, memorandum of terms, draft purchase con-

15 tract, or other document setting forth, or referring

16 to a document sent by the foreign person from whom

17 the acquisition was made which set forth, the princi-

18 pal terms of such acquisition, subject only to the

19' execution of formal documents evidencing the ac-

20 quisition and to customary closing conditions.

21 (3) PUBLIC OFFERINGS.-Such amendments shall

22 not apply to an acquisition made on or before March 27,

23 1967, if-
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1 (A) a registration statement (within the

2 meaning of the Securities Act of 1933) was in

3 effect with respect to the stock or debt obligation

4 acquired at the time of its acquisition;

5 (B) the registration statement was first filed

6 with the Securities and Exchange Commission on

7 January 25, 1967, or within 90 days before that

8 date; and

9 (C) no amendment was filed with the Securi-

10 ties and Exchange Commission after January 25,

11 1967, and before the acquisition which had the ef-

12 fect of increasing the number of shares of stock or

13 the aggregate face amount of the debt obligations

14 covered by the registration statement.

15 (4) OPTIONS, FORECLOSUREs, AND CONVER-

16 SION.-Such amendments shall not apply to an acquisi-

17 tiop--

18 (A) of stock pursuant to the exercise of an

19 option or similar right (or a right to convert a debt

20 obligation into stock), if such option or right was

21 held on January 25, 1967, by the person making

22 the acquisition or by a decedent from whom such

23 person acquired the right to exercise such option



INTEREST EQUALIZATION TAX EXTENSION ACT OF 1967 123

11

1 or right by bequest or inheritance or by reason of

2 such decedent's death, or

3 (B) of stock or debt obligations as a result of a

4 foreclosure by a creditor pursuant to the terms of an

5 instrument held by .uch w-editor on January 25,

6 1967.

7 (d) R'rwu-s.-If, by reason of the enactment of this

8 Act, a person incurs additional liability for interest equaliza-

9 ion tax with respect to acquisitions of stock or debt obliga-

10 tions made after January 25, 1967, for which a return has

11 been filed under section 6011 (d) (1) of the Internal Reve-

12 nue Code of 1954 before the date of the enactment of this

13 Ace, such person shall make an amended return showing

14 such additional liability. If liability for interest equalization

15 tax with respect to such acquisitions is initially created by

16 reason of the enactment of this section, the person incurring

17 such liability shall make a return. The returns required to be

18 made by this paragraph shall be filed on or before the last

19 day of the month following the close of the calendar quarter

20 in which the date of the enactment of this Act occurs or at

21 such later time as the Secretary or his delegate may prescribe.

22 SEC. 4. COMPLIANCE PROCEDURES.

23 (a) EXEMPTION FOR PRIOR AMERICAN OWNERS IIP
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1 AND COMPLIANCE.-Section 4918 is amended to ;'ead as

2 follows:

3 "SEC. 4918. EXEMPTION FOR PRIOR AMERICAN OWNER-

4 SHIP AND COMPLIANCE.

5 "(a) GENERAL RULE.-The tax imposed by section

6 4911 shall not apple y to an acquisition of stock of a foreign

7 issuer or a debt obligation of a foreign obligor if it is

8 established in the manner provided in this section that-

9 "(1) the person front whom such stock or debt

10 obligation was acquired was a United States person

11 throughout the period of his ownership or continuously

12 since July 18, 1963, and was not ineligible, under the

13 provisions of this chapter, to dispose of such stock or

14 debt obligation, as a United States person; and

15 "(2) such person-

16 "(A) had paid the tax imposed by section 4911

17 with respect to the acquisition of such stock or debt

18 obligation by such person; or

19 "(B) acquired such stock or debt -bligation

20 without liability for payment of such taa by reason

21 of an e.remption, or exclusion from tar provided

22 in this chapter.

23 "(b) ESTABLISHING EXEMPTION FOR PRIOR AMERI-

24 CAN OWNERSHIP AND COMPLIANCE.-

25 "(1) CONCLU;SIVE PROOF.-For purposes of the
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1 exemption for prior American ownership and compli-

2 ance provided in ttubsertion (a)-

3 "(A) a valuation cer#fiicate issued by, and

4 filed in accordance wilh the requirements prescribed

5 by the Secretary or his delegate evidencing that the

6 person from whom stockk of a foreign issuer or debt

7 obligat;m of a foreign obligor waq acquired was a

8 person described in subsection (a); or

9 "(B) a written confirmation (referred to as

10 an IET clean confirmation) received by the person

11 acquiring such stock : or a debt obligation from a par-

12 tioipating firm acting as a broker in effecting the

13 acquisition (or acting as a dealer) which contains

14 no reference to liability for the tax imposed by sec-

15 tion 4911

16 shall be conclusive proof that such exemption applies

17 with respect to the acquisition of the stock or debt obliga-

18 tion described in such certificate or confirmation, if the

19 person making the acquisition relies in good faith on the

20 validity of such certificate or confirmation.

21 "(2) OTHER PROOF.-If the person making an

22'- acquisition of stock or a debt obligation shows reasonable

23 cause for his inability to establish. such exemption under

24 paragraph (1) he may furnish other evidence to establish

81-495 0--67- 9
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1 to the satisfaction of the Secretary or his delegate that

2 such exemption is applicable to such acquisition.

3 "(c) PARTCIPATIvo FIR.-

4 "(1) DEFINITION.--A participating firm is a mem-

5 ber or member organization of a national securities

6 exchange or association registered with the Securities and

7 Exchange Commission which satisfies the eligibility re-

8 quirements set forth in paragraph (2).

9 "(2) ELIGIBILITY REQUIREMENTS.-

'tO "(A) IN GRNERAL.-Subject to the provisions

11 of subparagraphs (B) and (C)(i), a member or

12 member organization of a national securities ex-

13 change or aociation registered with the Securities

14 and Exchange Commission shall qalify as a par-

15 ticipating firm if such member or member organiza-

16 tion notifies the Secretary or his delegate that it-

17 "(i) agrees to comply with the provisions of

18 this chapter and with the documentation, record-

.19 keeping, reporting, and auditing requirements

20 prescribed n the Secretary or his delegate to

2:1 implement such provisions; and

22 "(ii) if, such notification is made after

:.13 August 14, 1967, is complying with such pro-

24 visions and requirements on the date of such

25 notification.
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1 "(B) PARTICIPATING FIRMS DURING IN-

2 TERIM PERIOD.-During the period commencing

3 July 15, 1967, and ending on August 14, 1967,

4 the following are deemed to be participating firms

5 which satisfy the eligibility requirements of subpara-

6. graph (A) :

7 "(i) all members and member organizations

8 of the New York Stock Exchange;

9 "(ii) all members and member organizations

10 of the American Stock Exchange; and

11 "(iii) members or member organizations of

12 the National Association of &.curities Dealers,

13 Inc., which reported net capital (as defined in

14 rule 15c 3-1 under the Securities Exchange Act

15 of 1934) of $750,000 in the latest financial

16 statement filed with the Securities and Exchange

17 Commission on form X-17A-5 prior to July

18 13, 1967, or which effected at least 300 transac-

19 tions with respect to the sale or acquisition of

20 stock of foreign issuers or debt obligations of for-

21 eign obligors during the week commencing on

22 July 2, 1967, or on July 9, 1967.

9 1"(C) TERMINATION OF STATUS.-The status

24 of a member or member organization 'of a national
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1 securities exchange or association registered wuth the

2 Seurities and Exclamge Commison qualifying os

3 a participating firm shall be terminated if-

4 "(i) such member or member organization

5 qualifies as a participating firm during the m-

6 terim period described in subparagraph (11)

7 and does not submit to the Secretary or his del,-

8 gate, on or before August 15, 1967, the noti'-

9 cation described in subparagraph (A); .

10 "(ii) such member or member organizatiA

11 files a written request with the Secretary or AMs

12 delegate to terminate such status; or

13 "(iii) the Secretary or his delegate has rea-

14 sonable cause to believe a participating firm is

15 failing to abide by all the terms of the agreo-

16 mert which it has made (or is deemed to have

17 made) with respect to compliance with the statu.-

18 tory provision and procedural requirements

19 described in subparagraph (A), and notifies

20 the participating firm of such noncompliance.

21 Any termination of the status of a participating firm

22 in accordance with Ihis subparagraph shall be effec-

23 tive as of the date specified in a notice to such par-

24 tiipating firm issued by the Secretary or his del,,-

25 gate subsequent to the date on which information
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1 regarding the termination of such status was made

2 available to appropriate news media.

3 For purposes of this paragraph, an associate member

4 of the New York Stock Exchange, American Stock Ex-

5 change or a national securities association registered with

6 the Securities and Exchange Commission shall be deemed

7 a member of such exchange or assocation.

8 "(d) ISSUANCE OF lET CLEAN CONFIRMATION BY

9 PARTICIPATING FIR.-A participating firm may issue an

10 lET clean confirmation (described in subsection (b)(2))

11 in connection with an acquisition of stock of a foreign issuer

12 or a debt obligation of a foreign obligor by a United States

13 person, if the participating firm-

14 "(1) acted as a broker in effecting such acquisition

15 and received from a participating firm acting as broker

16 for the seller (or acting as a dealer) a written com-

17 parison or broker-dealer confirmation which contained

18 no reference to liability for the tax imposed by section

19 4911;

20 "(2) acted as a broker in effecting both the sale and

21 acquisition of such stock or debt obligation and would

22. have been entitled to isue a written comparison or

23 broker-dealer confirmation under paragraph (e) if the

24 acquisition had been effected by another broker; or
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1 "(3) sold-such stock or debt obligation as a dealer

2 and was entitled to the exemption. for prior American

( 3 ownership and compliance provided in subsection (a)

4 with respect to its acquisition of such stock or debt obliga-

5 tion as a United States person.

6 Any IET clean confirmation issued under this subsection

7 ,hall be clearly distinguishable from any other conffirmation

8 i&ued with respect to an acquisition of stock of a foreign

9 issuer or a debt obligation of a foreign obligor &y a partki..

10 paling firm.

11 "(e) SALES EFFECTED BY PARTICIPATING FIRMS IN

12 CONNECTION WITH EXEMPT ACQUISITIONS.-A participat-

13 ing firm effecting the sale of stock of a foreign issuer or a

14 debt obligation of a foreign obgyor may issne a written com-

15 parson or broker-dealer confirmation to the participating

16 firm effecting the acquisition of such stock or debt obligation

17 by a United States person, which indicates the exemption for

18 prior American ownership and compliance provided in sub-

19 section (a) applies to such acquisition, only if the participat-

20 ing fl) in effecting the sale has in its possession a statement

21 executed by the person making the sale (under penalty of

22 perjury) that such person is a United States person within

23 the meaning of section 4920(a) (4), upon which such par-

24 ticipating firm relies in good faith; and

25 44(.) (A) carried in its records (on a trade-date
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1 basis) for the account of the seller at the close of business

2 on July 14, 1967, such stock or debt obligation;

3 "(B) has in its possession a properly executed cer-

4 tificate of American ownership with respect to such stock

5 or debt obligation or a properly executed blanket cer-

6 tificate of American ownership with respect to such ac-

7 count (and relies in good faith on the validity of such

8 certificate or blanket certificate); and

9 "(C) included such stock or debt obligation in the

10 transition inventory referred to in subsection (g) filed

11 by such participating firm with the Secretary or his dele-

12 gate in accordance with the provisions of such sub-

13 section;

14 "(2) after July 14, 1967-

15 "(A) as a dealer sold such stock or debt obli-

16 nation to the seller, or acting as broker effected the

17 acquisition of such stock or debt obligation by the

18 seller, if the exemption for prior American ow-ner-

19 ship and compliance provided in subsection (a) ap-

20 plied to such acquisition; and

21 "(B) continuously carried in its records on a

22 trade-date basis for the account of the seller such

23 stock or debt obligation;

24 "(3) (A) sold such stock or debt obligation to the
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1 sellet, as a dealer or acting as a broker effected the

2 acquisition of such stock or debt obligation by the seller,

.3 if the participating firm has in its possession a properly

4 executed certificate of American ownership with respect

5 to such stock or debt obligation or a properly executed

6 blanket certificate of American ownership with respect to

7 such account (and relies in good faith on the validity of

8 such certificate or blanket certificate) or the exemption

9 for prior American ownership and compliance ;)rorided

10 in subsection (a) applied to such acquisition; and

11 "(B) after July 14, 1967, received from the seller

12 the identical stock certificates or evidences of in&btedness

13 which it had previously delivered to the seller with respect

14 to such acquisition by the seller;

15 "(4) receives possession of such, stock or debt obli-

16 gation from another participating firm or from a par-

17 ticipating custodian, together with a Transfer of Custody

18 Certificaie, as provided in subsection (h); .

19 "(5) receive fr6m the seller stock which was regis-

2(1 tered with a participating custodian which acted as trans-

21 fer agnt in registering such stock prior to July 18,1963;

:'22 "(6)receives rcni the seller a validation cert'flcate

23 issued by the Secretary or his delegate certifying thlt tMe

24 seller is a person described in subsection (a) and files

25 such certificate with the Secretary or his delegate in
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1 cccordance with the requiremcn.tj iwrnd by the Secre-

2 tary or his delegate; or

3 "(7) wiih.obls from the proceeds of such sale (with

4 the consent of the seller) an arnaon$ equal to the tax whids

5 would have been imposed under section 4911 on the

6 acquisition of such stock or debt obligation by the pur.-

7 chaser if such acquisition were not exempted from such

8 tax under this section.

9 The money withheld under paragraph (7) is to be treated as

10 the collection of tax imposed under section 4911 on the acqui-

11 sition of such stock or debt obligation by the seller and is to

12 be paid over to the Secretary or his delegate or released to

13 the seller at such time and in stsch manner as provided in

14 regulations prescribed by the Secretary or his delegate.

15 "(f) PARTICIPATING CUSTODIAN.-

16 "(1) DEFNT.v.-A participating custodian is a

17 bank or trust company insured by the Federal Deposit

18 Insurance Corporation which satisfies the eligibility re.

19 quirements set forth in paragraph (2).

20 "(2) ELIGIBILITY REQUIREMENTS.-

21 "(A) IN GENERI1L.-Subject to the provisions

22 of subparagraphs (B) and (C) (i), a bank or trust

23 company insured by the Federal Deposit Insurance

24 Corporation may become a participating custodian if
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1 such bank or trust company notifies the Secretary or

2 his delegate that it-

( 3 "(i) agrees to comply with the prorlSions of

4 this chapter and the documentation, record-

5 keeping, reporting, and auditing rcquirmciets

6 prescribed by the Secretary or his delegate to

7 implement such provisions, and

8 "(ii) if such notification is inade aft(,r

9 August 14, 1967, is complying with such pro-

10 visions and requirements on the date of such

11 notification.

12 " B) P.IRTICI.ITING ('USTODI.INS DURING

13 INTERIM PERIOD.-1)uring the period commencing

14 July 15, 1967, and ending on A.: gust 14, 1967,

15 Federal Reserve member bankks which arc classified

16 as reserve city banks are deemed to be participating

17 custodians which satisfy the eligibility requir(.ients

18 of subparagraph (A).

19 "(') TERMINATION OF ST.,TU.-The status

20 of a bank or trust company insured by the Federal

21 Deposit Insurance Corporation as a participating

22 custodian shall be terminated, if-

23 "(i) such bank or trust company qualifies

24 as a participating firm during the interim period

25 described in subparagraph (B) and does not
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1 submit to the Secretary or his delegate, an or

2 before August 15, 1967, the formal notification

3 described in subparagraph (A);

4 "(ii) such bank or trust company files a

5 written request with the Secretary! or his dele-

6 gate to terminate such status; or

7 "(iii) the Secretary or his delegate has

8 reasonable cause to believe a participating cus-

9 todian is failing to abide by all the terms of the

10 agreement which it has made (or is deemed to

11 have made) with respect to compliance with the

12 statutory provisions and procedural require-

13 nzents described in subparagraph (A), and noti-

14 fies the participating custodian of such noncom-

15 pliance.

16 Any termination of the status of a participating cus-

17 todian in accordance with this subparagraph shall

18 be effective as of the date specified in a notice to such

19 participating custodian issued by the Secretary or

20 his delegate subsequent to the date on which informa-

21 tion regarding the termination of such status was

22 made available to news media.

23 "(g) FILING OF TR.INSTION IVF'.V'oRY.-.A /lrtic-

24 ipating firm and participating custodian shall, on or before

25 August 15, 1967, file an inventory (designated as a transi-
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1 tion inventory) with the Secretary or his delegate uhich shall

2 include all sock of foreign issuers and debt obligations of

3 foreign oblige. -s carried in its records (on a trade date basis)

4 by such participating firm or participating custodian as of

5 the dose of business on July 14, 1967, together with such

6 information as may be required by the Secretary or his

7 delegate.

8 "(h) TRANSFER OF CUSTODY CRRTIFI.I TE.-

9 "(1) NATURE OF CERTIFICATE.-A certificate

10 (designated as a transfer of custody certificate) may

11 be issued in accordance with paragraph (2) by a par-

12 ticipating firm or participating custodian in connection

13 with a physical transfer of stock of foreign issuers or

14 debt obligations of foreign obligors which are carried in

15 its records for the account of a United States person to

16 another participating firm or participating custodian for

17 the account of the same United States person.

18 "(2) AtTHORIZED TRANSFERS OF CUSTOD.-A

19 participating firm or participating custodian shall issue

620 a transfer of custody certificate only if-

21 "(A) such participating firm or participating

3"'(i) carried in ils reconts (on a trade date

.4 basis) at the close of business on July 14, 1957,

25 for the account of a United States person the
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1 stock or debt obligation described in the transfer

2 of custody certificate;

3 "(ii) has in its posseion a properly exe-

4 cuted certificate of American ownership with

5 respect to such stock or debt obligation or a

6 properly executed blanket certificate of American

7 ownership with respect to such account (and

8 rdies in good faith on the validity of such

9 certificate or blanket certificate); and

10 "(iii) includes such stock or debt obliga-

11 tion in the transition inventory referred to in

12 subsection (g) filed by such participating firm

13 with the Secretary or his delegate in accordance

14 with the provisons of such subsection;

15 "(B) such participating firm or participating

16 custodian received the stock or debt obligation de-

17 scribed in the transfer of custody certificate from

18 another participating firm or participating custodian

19 accompanied by a transfer of custody certificate

20 with respect to such stock or debt obligation; or

21 "(C) such participating firm-

22 "(i) effcted as broker (or dealer) the

23 acquisition of the stowk or debt obligation de-

24 scribed in the transfer of custody certificate,

41

A''WAMW,
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1 and the exemption for prior American owner-

2 ship and compliance provided in subsection (a)

3 applied to such acquisition; and

4 "(ii) continuously carried in its records

5 for the account of the person who acquired such

6 stock or debt obligation, or received from such

7 person, the identical stock certificates or evi-

8 dences of indebtedness which it had previously

9 delivered to such person in connection with such

10 acquisition.

11 "(i) CERTAIN )EBi' OBLIGATIONS ARISING 01T OF

12 LOANS To ASSURE R..tW MATERIAL SOURCES.-Under

13 regulations prescribed by the Secretary or his delegate, subsec-

14 tion (a) shall not apply to the acquisition by a United States

15 person of any debt obligation to which section 4914(d) ap-

16 plied where the acquisition of the debt obligation by such

17 person is made with an intent to sell, or to offer to sell, any

18 part of such debt obligation to United States persons. The

19 preceding sentence shall not apply if the tax imposed by sec-

20 tion 4911 has applied to any prior acquisition of such debt

21 obligation."

22 (b) RETURN REQUIREMENT.-Section 6011 (d) (1) is

23 amended to read as follows:

24 "(1) IN GENERAL.-

25 "(A) Every person shall make a return for

I I W a
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1 each calendar quarter during which he incurs lia-

2 bility for the tax imposed by section 4911, or would

3 so incur liability but for the provisions of section

4 4918. The return shall, in addition !o such other

5 information as the Secretary or his delegate may by

6 regulations require, include a list of a7l acquisitions

7 made by such person during the calendar quarter for

8 which exemption is claimed under section 4918 ac-

9 companied by a copy of any transactions tax returns

10 filed during such quarter as provided in subpara-

11 graph (B). No return or accompanying evidence

12 shall be required under this paragraph, in connec-

13 tion with any acquisition with respect to which-

14 "(i) an JET clean confirmation is ob-

15 tained in accordance with the provisions of sec-

16 tion 4918(b),

17 "(ii) a validation certificate described in

18 section 4918(b) is obtained, and such certificate

19 was filed in accordance with the requirements

20 prescribed by the Secretary or his delegate, or

21 "(iii) a validation certificate was obtained

22 by the acquiring. person after such acquisition,

23 providing such acquisition was exempt from tax

24 imposed by section 4911;

-~
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1 nor shall any such acquisition be required to be

2 listed in any return made under this paragraph.

3 "(B) Every person who incurs liability for the

4 tax imposed by section 4911 shall, if he disposes of

5 the stock or debt obligation with respect to which

6 such liability was incurred prior to the filing of the

7 return required by subparagraph (A), make a re-

8 turn of such tax."

9 (c) TIME FOR FiLINt RETUR.V.--The text of section

10 6076 is amended to read as follows:

11 "(a) Each return made under section 6011(d)(1)(A)

12 shall be filed on or before the h,.,t day of the first mouth fol-

13 lowing the periW for which it is made.

14 "(b) Each return made under section 6011 (d) (1) (B)

15 shall be filed before the date of dispoitioaz of the stock or debt

16 obligation with respect to which such return is made."

17 (d) PAYMENT OF VITHHELD T.Ix.-Scction 6315 is

18 amended to read as follows:

19 "SEC. 6315. PAYMENTS OF ESTIMATED INCOME TAX AND

20 INTEREST EQUALIZATION TAX.

21 "(a) Payment of the estimated income tax, or any install-

22 ment thereof, shall be considered payment on account of the

23 income taxes imposed by subtitle A for the taxable year.

24 "(b) Payment by a participating firm (as defined in

25 section 4918(c)) which withheld such tax pursuant to sec-

Wp-*" '" IN
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1 tion 4918(e) (6) shall bekconsidered payment on account of

2 the tax liability impose by section 4911."

3 (e) PENALTY FOR FALSE APPLICATIONS.-Section

6681 is amended by adding at the end thereof the following

subsection:

6 "(f) FALSE APPLICATION FOR VALIDATION CERTIFI-

7 caTE.-Any person who knowingly supplies information

8 which contains a miotalement of a material fact in oonnec-

l' tion with application for a validation certificate, described

_tO in section 4918, and obtains and twnsfers or uses a valida-

1 tion certificate pursuant to such application for the purpose

12 of establishing exemption for prior American ownership and

13 compliance under section 4918(a), shall be liable to a pn-

1,4 ally equal to 125 percent of an amount equal to the tax which

15 would have been imposed by section 4911 if- such stock or

16 debt obligation described in svch certificate had been acquired

17 by a person required to pay such tax."

18 (f) CLERICAL AMEN'DMEN.-The table of sections for

19 subchapter A of chapter 41 is amended by striking out the

20 item relating to section 1918 and inserting in lieu thereof

21 the following:

"Sec. 4.918. Exemption for prior American ownership and
compliance."

22 (g) EFFECTIVE DATE.-The amendments made by this

23 section (other than by subsection (e)) shall apply with re-
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1 Spect to acquisitions of stock and debt obligations made after

July 14, 1967. The amendment made by subsection (e) shall

take effect on July 15, 1967.

4 (h) INTERIM PROCEDURE.-The Secretary of the

5 Treasury or his delegate may establish such procedures and

6 require the filing of such information and the maintenance

7 of such records as may be necessary in order to permit an

8 orderly transition in respect to market procedures for a

9 period not in excess of 15 days following the effective date of

10 this section pursuant to which participating firms and par-

11 ticipating custodians may issue lET clean confirmations,

12 clean comparisons, broker-dealer clean confirmation, and

13 Transfer of Custody Certificates withou, satisfying the

14 specific procedural requirements provided in section 4918 of

15 the Internal Revenue Code of 1954 as amended by subsee-

16 tion (a) of this section.

17 SEC. -4- 5. OTHER AMENDMENTS.

18 (a) EXCLUSION OF ACQUISITIONS ARIIN OUT OF

19 SALM OF CERTAIN FOREIGN REAL PROPERTY.-

20 (1) Section 4914 (b) (14) is amended to read as

21 follows:

22 "(14) FOREIGN PROPERTY.-Of debt obligations

23 arising out of the sale of--

24 "(A) tangible property located outside the
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1 United States which was held by the person acquir-

2 ing such obligation for his personal use, or

3 " (B) real property (other than property to

4: which subparagraph (A) applies) located outside

5 the United States and owned, on July 18, 1963, by

6 the person acquiring such obligation."

7 (2) The amendment made by paragraph (1) shall

8 apply only with respect to acquisitions made on or after

9 the date of the enactment of this Act.

10 (b) EXCLUSION OF CERTAIN ACQUISITIONS BY RESI-

11 DENTS NOT CITIZENS.-

12 (1) Section 4914 (b) is amended by adding at the

13 end thereof the following new paragraph:

14 "(15) CERTAIN ACQUISITIONS BY RESIDENTS NOT

15 CITIZENS.-Of stock or debt obligations by an individual

1,:) who is a resident but not a citizen of the United States,

17 during the 90-day period beginning on the date such

18 individual first became a resident of the United States."

19 (2) Section 4914 (j) (2) is amended by adding at

20 the end thereof the following new sentence: "For pur-

21 poses of this chapter, if, after February 27, 1967, a

22 United States person sells or otherwise disposes of stock

23 or a debt obligation to the acquisition of which subsee-

24 tion (b) (15) applied, such person shall not, with
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1 respect to that stock or debt obligation, be considered

2 a United States person."

3 (3) The amendment made by paragraph (1) siul

4 apply with respect to acquisitions uade after July 18,

5 1963.

6 (c) EXPORT CREDIT, ETC., TRANSACTIONS.-SCC-

7 tion 4914(c)(1) is amended to read as follows:

8 "(1) IN GENER.4L.-The tax imposed by sectim

9 4911 shall not apply to the acquisition from a foreign

10 obligor of a debt obligation arising out of the sale of

11 tangible personal property or services (or both) by any

12 United States person, if-

13 "(A) payment of such debt obligation (or of

14 any related debt obligation arising out of such sale)

15 is guaranteed or insured, in whole o- in part, by

16 an agency or wholly owned instrumentality of the

17 United Stales; or

18 "(B) such sale is made to such foreign obligor

19 and the United States person acquiring such debt

20 obligation makes the sale in the ordinary course

21 of his trade or business and not less than 85 percent

22 of the purchase price is attributable to the sale

23 of property manufactured, produced, grown, 'or

24 extracted in the United States, or to the performance

25 of services by such United States person (or by

A K 4 B 1I F ri I
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I. one or miore includible cotporhtions in tin affiliated

.2 . group, a* defined -in section '1504, of which such

,3,. , person is a number), or to both. ,

4 the term 'services', as used in this paragraph and para-

51 graph (2), ehali not b , conste'ued'io include functions

-86 , performed as an* underwriter."' , 'i , :

7 +e (d.) CERAImN SALES OF ORES OR MI!NERALS BY

8 UNITED STATES PERSONS.-

9 (1) Section 4914 (c) (5) is amended by aNgat

10 the end thereof sfter and below stibtAtgaraph (B))

11 the following dew sentence:

12 "For purposes of clause (ili) 'of, ubparagraph (A)

13 .' (and for purposes of dete.rmin'ig whether a debt oblig*-

14 tion arises out of a loan dAesribed , subparagraph (B)

15 in a case where the ores, mineralt,l & -derivatives [A-

16 ., volved are obtained under a ch i't described in such

17 clause), a contract shall be deemed.tW htv been entered

118. into onor before July 18 1963i if itis entered into after

19. such date and -before Januat) 26, '1967; and is a substi-

20. ' tute for a oontract, which has been oanoeled or termi-

21 ., nated, between the same parties which was entered ilto

22 on or before July 18, 1963; exoept that the total amount

23 ' of the aquisitions excluded, by this' p*~r'graph on the

24, basis of a contract entered into after 'July' 18, 1963,

25, which, is deemed by this sentence to have been entered
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1 into on or before such date shall not exce-d the total

2 amount of the acquisitions which could have been ei.-

3 eluded by this paragraph on the basis of the earlier coa-

4 tract for which such contract was substituted."

5 (2) The amendment made by paragraph (1) sHll

6 apply with respect to acquisitions made on or after the

7 date of the enactment of this Act.

8 (e) LESS DEVELOPED COUNTRY SHIPPING COM-

9 PANIES.-Section 4916(c) is amended-

10 (1) by redesignating subparagraph (B) of para-

11 graph (1) as subparagraph (C);

12 (2) by striking out subparagraph (A) of para-

1 graph (1) and inaerting in lieu thereof the following:

14 "(A) meets the requirements of section 955

15 (W(1);

16 "(B) (i) meets the requirements of section 955

17 (c)(2), and

18 "(ii) on each day of such applicable periods, is

19 owned (as determined under section 958(a)), to

20 the extent of at least 80 percent of ea- k class of its

21 stock, by United States persons or residents of one or

22 more less developed countries; or";

M1 (3) by striking out the last sentence of paragraph

4 (1) and inserting in lieu thereof the following: "A for-

25 eign partnership, as defined in section 7701 (a) (2) and
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1 (5), the assets, gross income, and ownership of which,

2 for the applicable periods set forth in paragraph (3),

3 satisfy the requirements of subparagraph (A), (B),

4 or (C) of the first sentence of this paragraph, shall be

5 treated as a less developed country corporation for pur-

6 poses of this section.";

7 (4) by striking out "subparagqraphs (A) and (B)"

8 in paragraph (2) (A) and inserting in lieu thereof "sub-

9 paragraphs (A), (B), and (C)"; and

10 (5) by striking out "subparagraph (B)" in para-

11 graph (2) (C) and inserting in lieu thereof "subpara-

12 graph (C)".

13 -(4)- (f) INTERNATIONAL MONETARY STABILITY Ex-

14 CLUSION.-

15 (1) Section 4917 (d) is unended by striking out

16 "after the date of the enactment of the Interest Equal-

17 ization Tax Extension Act of 1965".

18 (2) The amendment made by paragraph (1) shall

19 apply with respect to acquisitions made after July 18,

20 1963.

21 (3) If, with respect to an acquisition after July 18,

22 1963, and before the date of enactment of this Act, by

23 a State or political subdivision, or Ly any agency or

24 instrumentality thereof, of stock or a debt obligation

25 which is all or part of an original or nev issue to which
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I tan Executive order issued under section. 4917 (a) us

0 ,. aplicable (other than an Executive order which is

W,' .kpplicble to a limited aggregate amount of such issues),

4 the notice of acquisition required by section 4917 (a) 'is

-5-, filed on or before the 60th day after the date of enact-

6 ment of this Act, such notice shall be considered as filed

on or before the last day specified in the regulations

8 prescribed by the Secretary or his delegate under see-

9 tion 4917 (a).

10.- , '(4) No interest shall be paid with respect to any

1 . credit or refund allowed or made by reason of the appli-

12 cation of this subsection.

V: ++e (g) RE8ALES OF DEBT OBLIGATIONS BY UNITED

14 STATES DEALEBS.-

1 (1) Sections 4919(a) (2) (A)(U) and 4919

.6. '(a) (2) (B) (ii) tare each amended by striking out "on

17 the same or the next business day" and inserting in lieu

18 -thereof "within 30 days after the &y Qf purchase".

19 .. , (2) Section4919(b) (3) is amended-,

20 (A) by striking out in subparagraph (A) (ii)

"on the day of purchase or the next business day"

and inserting in lieu thereof."within 80 days after

.23, the day of purchase";

(B) by striking out in the sentence following

subparagraph (A) (ii),"on the day on which it
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1 . was purchsd or the, next busjuesa day,,,aad inse-

.2 ing in lieu thereof "within 80 day s..after, the day Of

3 purchase";.

4 (C) by striking out "or" at, tbA end of si4u-

5. pazrgraph (1) ( ) .,

6 (D) by striking out "or debt oblq j"p

7 subparagraph (B) (ii) and,by, ading "or" at t1ie
8. , eAdof suchsub ,;. .

9 .) by adding after sub , (B) (ii)

10 the. following:

. .p& a t t obligatio whiqh

12e resqid within, 9{~Ay aftqt-- day

1. or Chae ,ono r, naeU ie

15 (F y at- il43o tp)matter follow,

10., b., ( #iB) ibdd by subparagr,PI

17 :. , (;,is p)p. d, , of p", aq
18 or the bue , d

S .e, , . rin before
19 th~ period at e- ot psgap, (.J') the fal

2., 10 j On the. day of p 4 next bu

21 iness day i tc or ,i~iJ days
22 *a tehe day f hasin th owaebob

23

24 (3),The asuendmbns pad lby:hsubsection shll

20,, ply. ,d th re"pe to ,an. Ay a dealer
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1 a debt obligation which is resold by such dealer to an-

2 other dealer (whether such acquisition by the former

3 dealer occmrs before or after such reale) after January

4 25, 1967.

5 -- (A) FbREIGN LNDIING AND FINANCE Busi-

6 M M.--

7 (1) Section 4920(a) (3) is amended by striking

8 out the period at the eand of subparagraph (B) and in-

9 serti in lieu thereof or", and by adding after sub-

10 panaph (B) the following new subparagraph:
.I 0" (0) a domestic corporation which together

12 with its subsidiaries (if any) -

13 "(i) isprimarily engaged in the lending

14 or finance business through offices locte out-

15" side the United States, and

16 "(ii) holds itself out, in the course of such

17 business outside the United State, as lending

18 money to the public generally,

19' and which elects to be treated #A a foreign issuer or

20 - obligor for purposes of this chapter.' ,The election

21 under the pre&eing sentene shal be made on or

22 before the 60th day after the date of the enactment

23 of this subparagraph or the 601h day after the or-

24 ganisationr of the corporation, .whichever is later,

5 under regulations prescribed by the Secretary or his
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1 delegate. Any such election shall be effective as of

2 January 26, 1967, or the date of the organization

3 of the corporation, whichever is later, and shall re-

4 main in effect until revoked. If, at the close of any

5 succeeding calendar quarter, the corporation ceases

6 to meet the requirement of clause (i) or clause (ii),

7 the election shall thereupon (with respect to quar-

8 ters after such calendar quarter) be deemed revoked.

9 When an election is revoked no further election may

10 be made."

11 (2) Section 4920 (a) is further amended by insert-

12 ing after paragraph (3) the following new paragraph:

13 "(3A) For purposes of paragraph (3) (C)-

14 "(A) the term 'lending or finance business'

15 has the meaning given it by section 542 (d) (1);

16 except that for such purposes the term '60 months'

17 appearing in subparagraph (B) (i) of such section

18 ' shall be' deemed to read '48 months', and the sub-

19 sequent portion of such subparagraph (B) (i) shall

20 be disregarded;

21 "(B) a corporation shall be considered a 'sub-

22 sidiary' of another corporation only if stock po-

23 sensing at least 50 percent of the voting power of

24 all class of its stock is directly or indirectly owned
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.14 -by such other corporation and. the two corporation

2,. ae affiliated with each other; and

3, 1 ."(C). a corporation primaily engaged in lend-

ing money to. one or more other corporations each

5 of which is affiliated with it aM satisfies the require-

mqntsof clases (i),and (ii) of pwugrph (3) (C)

-*. shall'itself be domed, to satisfy such requirements.

.0 ...,For purposes of this, p.pamzgra two corporations are

.., .',f'ailiated', with. eah,.other. if they are members (or

10 would be members if they- were bAth 4mestic corpont

11 tions) of the same affiliated group (within the meaning

:1. .o section 1504)

13 " (8) Setioa 4920.(s) (4) (C) is amended by

14 striking out paragraphh (3) ('B)" and inserting in lieu

thereof "asubpargaph (B} or (C) of paagraph (3)".

16, 4 Nis. CBWPAIN ExpouqT-REL4Th TR&NSACTIONS.Y-+

17 '.,. (1) Seotion 4020 (&) '(3) is amended by striking

18 out "or" &4,the end of suhparagmph. (A), had the period

: ,aVthe, end .d .. subparagrph, (C) .(as added by subsev

20 tion -(--(h) (1) of this sectie), by.:iserting in lieu of

21, "h period 'It, or", and ..by adding after subpemgraph

22, (0) the following new .ibpamp.

g3. .,-,. "(D) a -domestic corporation- if-

i,,. ,. , '(i)':.substantialyial. of! the business cf

25 such corporation consists of the acquisition from
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1 ,,:foreign obligors of debt obligations, arising out

2 :of loans uade tos ch.chligdrs, all of the pro-

3 'coeds of which are to- bused by such oblige*

4 to pa at or all of the puzhase price in saq

5 to such obligors of tangible property or property

, ,..de9seibed in section 4914 (e)! (3) (A) or sei*-

.7 ibee (or any, ooibinationt-31wreof) by one Br

8 more includible corporatiois in an affiliatti

9 ,group, as defined in section 1504, of which sugi

10 corporation is & memb,:; ; 01

11 "(ii) at least 15 percent of the purchai

12 price of 'ach such sale is attributable to the sWt6

13 of property. fu d , pmduced, grown, '4

14 extracted ih the United States by one or more

1t5, . such ineludible corporationss, or to the perfornb-

16 anoce of services by one or'more such includile

17 ourporatfiin, or-to-both, .

,(ii) such corporation establishes that su

1.9 ,!debt obligations are .acquired. solely out of th;

proceeds. of the .,saliby suck corporation (1'

21 by a doniestic corporation described in section

22 4912(b) (8). which owm-iA of the stock t

23 u corporation) of debt obligations of suw4

24 corporation" (or sich 'other domestic corpolt

25 tion) to persons other'tha" United States pe9
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1 sons (including such a sale in a transaction

2 dmribed in section 4919 (a) (1)),

3 ", " (iv) the atua value and period remsn-

4 ing to maturity of the debt obligations acquired

5 by " oorporatio do not exceed at any time

6 -the sotual value and period remainng to matu-

rity of the debt obligations the proceeds of the

8 sale of which are established, in accordance with

3 clause (i), to have been used to make such

10 acquiitions,

, "(v) such corporation does not acquire

12 , ay stock or debt obligations of foreign issuers

13 or, obligors (other than- debt obligations d-

14 scribed in cam (i)) which would have been

I5 ,subject to the tai imposed by section 4911 had

16" such corporation not elected to be treated as a

17 foreign issuer or obliger under clause (vii), -"

18. '."(vi) Ich corporation maintains, in 'a

19 manmn da tory to the Secretary or his dele-

20, gate, such record and. aoounts as may be

21 - mcesary to establish that the requirements of

22, Ae orging laums have.,been met, and LS'

23, . "(vii) such oorporation elects to be treated

24 -a aforei isuer,or obligor for purposes f

2.., di chapter. , .
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1 :. The election under oam (vii) sall be made on

2 rr or bore tho.6Oth day after the date of the enact-

3 ,. ment of this subparagraph, qr the 60th day after the

4 organizaLion of the corporation, whichever is later,

5 under regulations prescribed by the Secretary or his

6 delegate. Any such election sha be effective as of

7 the date thereof and shall remain in effect until

.8 revoked. If, at any time, the corporation cees to

9 meet any requirement of claue (i), (ii), (iii),

10 (iv), (v), or (vi), the election shall thereupon be

11 deemed revoked. When an election is revoked, no

12. further election may be made. If an election is re-

13 yoked, the corporation shall incur liability at the

14 time of such revocation for the tax imposed by

15 section 4911 with respect to all debt obligations

16 described in clause (i) (and all stock and debt

17 obligations described in clause (v)) which were

18 acquired by it during the period for which the elec-

19 tion was in effect and which are held by it at the

20 time of such revocation; and the amount of such tax

21 shall be equal to the amount of tax for which the

22 corporation would be liable under such section if it

23 had acquired such stock or debt obligations im-

24 mediately after such revocation. For purposes of

25 sections 4912 and 4915, a corporation which has
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,1.'1 n~asde an election under clause (vii) shall, during

the period -for which such election is in effect, be

.*"atedo with respect to aoquitions from such cor-

..4 oration, 's a foreign corporation which is not

5 formed" or availed of .for the principal purpose

described in section 4915 (c) (1)."'

7' . *(2)tSection 4920(a) (4) (C (aaamended by sub-

s. section. :(f).(A) (3), of this section)' 'is aan(nded by strikitig

,Piiout effibpiat g mpb (B) or (C) of pwgrph (3)" id bty

10 inserting in lieu thereof .".subpangraph (B), (C), or (D)

Al .;Pf.0A'arph!(&) 49

."Passed the J9ouse oI Repreeentatives March 15, 1967.

Att: W. PAT JENNINGS,
Clerk..
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Mr. Fwoy. It went to the American Stock Exchange and the New
York Stock Exchange at 9 o'clock this morning. But I have the greatest
doubt if anybody can read it and act upon it by the opening of the
stock exchange.

(The letter of July 17, 1967, from Mr. Surrey to the chairman, to-
gther with the attachments follow:) JUrY 17, 1967.

Hon. RussuTL B. LoNo,
Chairmen, Commttee o Finanoe,
U.S. Senate, Washington, D.C.

Dzx MaL CnAumw: Attached hereto is a draft of the statutory language
designed as an Amendment to the Internal Revenue Code for the purpose of ef-
fectuating the interest equalization tax recommendations submitted to the Se-
ate Finance Committee by Under Secretary Frederick TA Deming on Friday, July
14, 1967, with respect to proof of prior American ownership and compliance.

(Clerk's note. The document referred to appears at pp. A.)
Since announcement of these procedures on July 14, 1967, and as a result of dis-

cussions with representatives of the securities industry and others, we have
made certain minor clarifying amendments to our recommendations which are
reflected in the attached letter to the New York Stock Exchange.

Since we recommend that the new compliance procedures be effective as of
July 15, 1967, In order to facilitate orderly market procedures during the transi-
tion, we have also agreed with representatives of the securities industry with
respect to certain procedures for handling transactions during the week of July
17. In substance these procedures will permit members of the New York a4
American Stock Exchanges and participating members of the National Associa-
tion of Securities Dealers, Inc., to verify the availability of the exemption for
prior American ownership and compliance with respect to transactions not ex-
ceeding $50,000 per customer during such week and only with respect to persons
who have been customers and with certain other safeguards, Including reporting
requirements. These procedures are set forth in another letter to the New York
Stock Exchange which I also enclose.

As was requested by Senator Williams, we are enclosing copies of a descrip-
tion of an actual Interest equalization tax avoidance transaction effectuated under
present law.

(Clerk's note. The document referred to appears at pp. 7&)
Sincerely yours,

STANLZY S. SUINEY,
AseestaIS Secretary.

TIAsu3Y DzrrMzNr,
Waeington, D.C., July 16,1967.

Mr. Ronzzr 3L Bxsaop,
New York Stock Exclange,
New York, N.Y.

DAI Mx. BIsHoP: In confirmation of the telephone conversation between
Mr. Robert T.'Cole of the Treasury staff and you concerning Attachment A
to the Supplementary Statement of Under Secretary Frederick L Deming on
H.R. 0098 before the Senate Finance Committee on July 14, 1967, this will
confirm that the Treasury Department will recommend to Congress that, to
the extent reflected In H.B. 6098, the changes In the operation of the interest
equalization tax set forth in Attachment A incorporate the modifications marked
in the attached pages 10, 11, 12, 13, 14, 16 and 17 thereof.

This will authorize you to distribute copies of Attachment A so modified to
your member organizations and others.

Sincerely yours, SwirZY S. SrzaY,

Aa#eitat Secretary.

81-495 0-77-11
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(Pao 10)
W.35 F3TW BY PaTIJPATJNG FIRMS

The Treasury further recommended that the amendments to H.R. 0098 pro-
vide that Participating Firms are required to sell stock of a foreign Issuer
or a debt obligation of a foreign obligor as stock or a debt obligation not exempt
from the interest equalization tax by reason of the exemption for prior Amer-
lcan ownership and compliance except In the following cases:

1. The Participating Firm (i) at the cloee of business on July 14, 1967
(trade date) carried in its records for the account of the seller the stock or
debt obligation being sold, (Hi) has In its possession and relies in good faith
on a certificate of American ownership with respect to the stock or debt obliga-
tion being sold, or a blanket certificate of American ownership with respect to
ouch account, and (iii) included the stock or debt obligation in the Transition
Inventory of the Participating Firm duly filed on or before the due date
(whether it occurs prior to or subsequent to the sale) with the Internal Rev-
enue Service as hereinafter provided.

(Page 11)
2. The Participating Firm purchased on or after July 15, 1967 for, or sold to,

the seller the stock ox debt ligationn being sold If the exemption for prior Ameri-
can ownership and compliance applied to the seller's acquisition and if the Par-
ticipating Firm continuously carried In its records for the account of the seller
such stock or debt obligation.

3. The Participating Firm purchased for, or sold to, the seller the stock or
debt obligation being sold if the exemption for prior American ownership or the
exemption for prior American ownership and compliance applied to the acquisi-
tion and if the Participating Firm on or after July 15, 1967, received from the
seller the identical stock certificates or evidence of Indebtedness which it had
previously delivered to the seller in respect of the purchase.

4. The Participating Firm received the stock or debt obligation being sold
from another Participating Firm or from a Participating Custodian with a Trans-
fer of Custody Certificate meeting the requirements described below.

5. The Participating Firm has received from the seller copies 1 and 2 of a
Validation Certificate issued by the Internal Revenue Service applicable to the
stock or debt obligation being sold and on or before the business day following
the delivery of the security by the seller or the day of the sale, whichever is
later, completes and files copy 2 of the certificate with the Internal Revenue
Service.

(Page 12)
6. If the sale involves stock, the Participating Firm received from the seller

proof that the seller Is a United States person (until otherwise announced a Cer-
tificate of American ownership with respect to the stock being sold is acceptable
proof) and the stock certificate is registered in the name of the seller by a United
States transfer agent which is a bank or trust company and dated prior to July
19,1963. 1 "

7. The Participating Firm withholds the amount of Interest Equalization Tax
which would be imposed had the seller purchased in a taxable acquisition the
stock or debt obligation being uld o& L"I day of the sale. fiformation on with-
holding procedures will be published shortly.

,IT CLEAN ONFIRMATION

A Participating Firm Is authorized to Issue an "IET Clean Confirmation" to a
cutomer with respect to stock or a debt obligation of a foreign Issuer or obligor
In the following circumstances: *1 . I I? ' ',

1. In a case where the Participating Firm purchased the stock or debt obli-
gation as broker for the customer from or through another Participating Firm in
the regular market (in the case of a purchase on a national Peeurities exchange
referred to in Section'4918(c) of the Internal Revenue Coxle) or received a
clean comparison or confirmation from another Participating Firm under the
procedures referred to in Section 4918(d) of the Internal Ucrenue Code.

11imel mallnL Is treated as timely filing if in accordance wth section 7502 of the
Internal venue Code.



INTzRZST EQUALIZATION TAX EXTENSION ACT OF 1967 159

2. It sold the stock or debt obligation as dealer to the customer and it was a
complying United States person not ineligible to sell as a United States person.

(Page 13)
Each JET Clean Confirmation shall state the date of acquisition, the number

of shares or the face amount of obligations purchased, the description of the
stock or debt obligations the price paid and the market on or through which the
purchase was effected. Only an original document may constitute an IET Clean
Confirmation and each copy or duplicate shall be marked as such. All other con-
firmations issued by Participating Firms with respect to stock or debt obligations
of foreign Issuers or obligors shall be clearly and marked in Ink, by typewriter or
by business machine so am to be distinguishable from JET Clean Confirmations.

ISSUANCE OF VALIDATrON CUIFrMOAT=

Validation Certificates will be issued by all District Directors of Internal
Revenue commencing Monday, July 17, 1967, upon proof that the United States
person on whose behalf the Validation Certificate is requested has complied with
his interest equalization tax obligations with respect to the securities to be cov-
ered by the Validation Certificate. The Internal Revenue Service will shortly
announce the procedures for obtaining Validation Certificates. Each District
Director will reissue Validation Certificates in different denominations upon
request.

(Page 14)
TRITemoSN XNVEZ ToSY

The Transition Inventory shall be filed with the Commissioner of Internal
Revenue no later than August 15, 1967. Each Participating ]rm and each Par-
ticipating Custodian filing a Transition Inventory (Participating Custodians are
described below) shall list those stocks and debt obligations of foreign Issuers
and obligors carried on Its records at the close of business July 14, 1967 (trade
date) and shall show (1) the aggregate amount of each such security carried for
the accounts of United States persons, (iI) the aggregate amount of each such
security carried for the accounts of other persons, and (I1) the aggregate
amount of each such security not In the physical custody of the Participating
Firm or Participating Ckutodian.

PASTICWPATING CUBTODURS

During the period beginning July 15, 196T and until a notice or notices to the
contrary are published by the Internal Revenue Service, the Participating Cu8-
todians are the Federal Reserve Member Banks which are classified as reserve
city banks.

A bank or trust company insured by the Federal Deposit Insurance Corpora-
tion may become a Participating Custodian If it files with the Commissioner of
Internal Revenue, Washington, D.C. 2024 (Attention: CP) a letter signed by an
officer (1) requesting designation as a Participating

(Page 16)
equalization tax applicable to it, or with the documentation, record-keeping and
reporting requirements, or any part thereof, he may cause the removal of such
firm from the Ht of Participating Custodians.

The effective date on which a bank or trust company shall become or cease
to be a Participating Custodian shall be the date specified in a notice issued by
the Internal Revenue Service, which date shall not be prior to the date follow-
ing the date on which the Dotice was made available to financial publications
and wire services.

ThAISM OF CUSTODY CW=rCATZ

Transfer ot Custody Certificates shall be Issued only by Participating Firms
and Participating Custodians and only in connection with a transfer from the
account of a customer of a Participating Firm or Participating Custodian to
the account of the same customer with a different Participating Firm or Par-
ticipating Custodlan in the following circumstances:
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1. The Participating Firms or Participating Custodian on July 14, 1967 (trade
date) carried in it records for the account of the customer the stock or debt
obligation referred to in the Transfer of Custody Certificate and acquired and
holds In good faith a certificate of American ownership with respect to

(Page 17)
such stock or debt obligation or blanket certificate of American ownership with
respect to such account, if it included such stock or debt obligation In the Transi.
tlm Inventory duly fied om or before the due date (whether it occurs prior to or
subsequent to the sale) by it with the Oommssoner of Internal Revenue.

2. The Participating Firm or Participating Custodian received a like amount
of the stock or debt obligation referred to in a Transfer of Custody Certificate
from another Participating Firm or Participating Custodian accompanied by a
Transfer of Custody Certifate.

& The Participating Firm purchased for the transferor the stock or debt obli-
gation referred to In the Transfer of Custody Certificate and In connection with
the purchase either received (1) a Validation Certificate issued by the Internal
Revenue Service, or (1H) was authorized to Issue an IET Clean Confirmation and
in either case continuously carried for the account of the Transferor the stock
or debt obligation so purchased or received back fromn the purchaser the identical
securities or evidence of Indebtedness previously delivered to the purchaser.

Nzw YORK STocx ExcHANGE,
New York, N.Y., July 17,1967.

U.S. T Asuzr DEPARTMENT,
Weehdton, D.C.

GimTMiw: Since the announcement by the Treasury Department last Friday
of Its proposals to replace the exemption for Drior American ownership which
is part of the Interest Equalization Tax with an exemption for prior American
ownership and compliance effective July 15, 1967, the New York Stock Exchange
Staff has been studying the procedures proposed in Attachment A of the supple-
mentary statement to the announcement.

We believe that the changes which have been made by the Trasury Depart-
ment in Attachment A over the weekend upon our recommendation will assist
materially in making the proposals concerning exemptions more practicable of
operation. We will proceed immediately with representatives of our member or-
ganizations to examine the record keeping proposals and to work out with
Teasury officials modifications Intended to assure effective compliance within the
framework of practicality. We will also consider carefully whether it may be
neesary to recommend addition of a specific provision that a Participating
Firm may accept an order from or deal with another Participating Firm without
special documentation except to Indicate transfers subject to the Interest Equal-
ization Tax

In order to permit orderly abd lawful markets to continue while Participating
Firms become familiar with the new procedures, we deem it essential that a spe-
cial procedure be established for omnibus validation of trades through the cur-
rent calendar week as has been tentatively agreed upon by & embers of our and
your staff in a draft of a letter of reply by the Treasury Department to this
request This procedure must be effective by the opening of trading this morning.

In the event that the Treasury Department agrees to the tentative plan, the
staff of the Exchange will recommend to the Board of Governors of the Exchange
at a special meeting at 9.00 a.m. this morning that the Board adopt resolutions
requiring member organizations to comply with the proposed procedures with
respect to any sale of relevant securities in the regular market on this Exchange
and to open trading In such issues this morning in the normal course.

It Is our present opinion that continued cooperation between the Exchange and
the Treasury Department will permit the new procedures to be reasonably oper-
ating by the time the special procedure terminates, and we Nill continue to de-
vote o'r effort toward that end.

Our sincere efforts to cooperate with the Treasury Department, o1' course, do
not diminish the equally sincere basic belief which will be expressed to a com-
mittee of Congress by our representatives today in opposition to the continuance
of the Interest Equalization Tax.

Sincerely yours,
RonmT M. BisHoe.
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,NZw ox STOCX EXCHANIfE,

New York, N.Y.' I

DzAl S s: This will acknowledge receipt of your letter of today concerning
the proposal of the Treasury Department to replace the exemption for prior
American ownership under the interest equalization tax with an exemption for
prior American ownership and compliance, effective July 15, 1967. The proposal
was published In the Federal Register of that date.

Based on your letter and discussions we have had with others, this will advise
you that the Treasury will recommend to Congress that the legislation embodying
these proposals permit the validation procedure, described below, for sales
effected prior, to the close of business July 21, 1967.

Under this procedure, on sales of stock of a foreign issuer or a debt obligation
of a foreign obligor made by a Participating Firm (as defined in the proposal)
prior to the close of business on July 21, 1967 there will be deemed to have been
issued a Validation Certificate with respect to such securities if in a letter, filed
in duplicate, with tht District Director on or before August 2, 1967 the Partici-
pating Firm certifies that: (1) to the best of its knowledge and belief the seller
for whom it sold such foreign securities was a resident of the United States at
the time of the sale and the Participating Firm had reason to believe that the
seller had been a resident of the United States for the preceding 18 months,
(i) to the best of its knowledge and belief the seller is the beneficial owner of
such securities, (li) that during the calendar week ending July 21, 1967 the
Participating Firm had not sold (or by selling such securities did not sell)
securities in an amount in excess of $50,000 for the seller which were subject to
the interest equalization tax and which could not be sold regular way on a
national securities exchange or under the clean confirmation procedures over-
the-counter pursuant to sections 4918(c) and (d) of the Internal Revenue Code
without a Validation Certificate, and (iv) the seller had had previous brokerage
relations as a customer with the Participating Firm.

With respect to each stock of a foreign issuer or debt obligation of a foreign
obligor sold pursuant to the foregoing paragraph, the letter shall indicate the
name and address of the seller, the Social Security number of the seller, the num-
ber of shares or face amount of the security of the debt obligation, the name of
the issuer or obligor, the class of stock or description of the debt obligation, the
total amount for which the stock or debt obligation was sold and the settlement
date. The letter must be signed by a partner or officer of the Participating Firm.

During the calendar week ended July 21, 1967 a Participting Firm may accept
an order from or deal with another Participating Firm or a United States bank
or trust company (excluding a United States branch or agency of a foreign bank)
in any amount without special documentation, except to Indicate transfers subject
to the interest equalization tax.

Sincerely yours,
STANLEY S. SURREY,

Assistant Secretary.

Senator McCARTmy. Mr. Robert F. Seebeck, former chairman of the
Foreign Investment Committee of the Investment Bankers Associa-tion of America.

Do you have counsel with you?

STATEMENT OF ROBERT F. gBECK, FORMER CHAIRMAN, FOR-
EIGI INV MEANT COMMITTEE IMVSTXENT BANKERS ASSO-
CIATION OF AMERICA

Mr. SEmwECK. No, sir.
I am Robert F. Seebeck, a vice president and director of Smith,

Barney & Co., Inc. Until approximately I month ago, I was chairman
of the Foreign Investment Committee of the Investment Bankers
Association of America, when a change of my responsibilities within
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my firm caused me to pass this position to Stephen Kellen president
of the firm of Arnhold & S. Bleichroeder, Inc. of New York. Mr.
Kellen planned to be present but a resched'Iling of hearings prevented
him from being here. Also Mr.' Stevenson, our special counsel, had
prior commitments to be in Europe.

I have adapted this statement somewhat from the one before you,
and I request that it be included in the record. I can give the reporter
this copy. It varies only somewhat.

Senator McCurruy. Thaik you.
Mr. SFriBECK. At the outset, I should like to reiterate our associa-

tion's previously expressed opposition in principle to the interest
equalization tax which we view as a fnrm of control that impairs the
position of the dollar and the longstanding U.S. espousal of the prin-
ciple of freedom of capital movements. Representatives of the IBA
testified at the initial hearings in 1983 when the tax was first proposed
and again in 1964 when it was first enacted. I would like to repeat for
the record our belief that much better answers can and must be found
which deal more directly with the fundamentals of the balance-of-pay-
ments deficit.

The investment banking industry is not unaware of the basic causes
of this deficit which have resulted in such strains on the dollar. We
are not unaware, for example, of the difficulties inherent in seeking to
decrease the deficit through reduced military expenditures abroad,
through a larger trade surplus, through reduced allocations of foreign
aid with increased amounts of such aid tied to exports, and through
attempts to reduce the net exchange loss, now nearing $2 billion an-
nually, resulting from greater expenditures by American tourists
abroad than by foreign tourists in the United States. Finally, we are
not unaware of the economic and political considerations involved in
monetary and budgetary policy which bear on the important subject
of the competitive international position of the United States.

With these longer term considerations in mind, our first recommen-
dation is that the proposed extension of the interest equalization tax
be limited to 1 additional year or until July 1, 1988. We are of the
opinion that sufficient changes may occur within the next year that it
will be in the national interest to review a question of this" magnitude
at that time. Though it seems unlikely right now, the military phase
of the Vietnam conflict could be reduced or could terminate; our
trade surplus could increase: the administration's attempt to induce
Americans to "see America first" may result in less American spend-
ing for travel to other countries; foreign aid outlays not restricted to
exports may be further reduced: support of their own foreign mili-
tary establishments at home by foreign creditor countries should in-
crease in the.years ahead. Not the least important reason for seeking
only a 1-year extension is that this measure was adopted as a tempo-
rary expedient A 2-year renewal would mean that the tax had existed
for 6 years hardly a temporary period. For these many reasons, we
therefore believe that a review of the interest equalization tax is not
only warranted, but imperative sooner than 2 years from now.

Our second recommendation relates to the proposed increase in the
tax on foreign equity securities from 15 to 22Y2 or 30 percent as re-
cently mentioned on Friday. The Treasury Department figures, which
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we have aeen and which were referred to by Under Secretary Deming
in his remarks to you last Friday, indicate that Americans for the
fourth year in a row were net sellers of foreign equities in 1966; that
is, they were not purchasers of foreign equities on balance, but rather
the reverse.

This obviously means there was a dollar inflow on foreign equity
portfolio account. We do not believe that increasing the levy on the
purchase of foreign equities will significantly increase this "disin-vestment."

The administration is presently attempting, and properly so we
think, to induce more Europeans to become interested in the American
equity market. To the extent that this drive is successful, it will stimu-
late an inflow of dollars-a positive approach to the deficit problem-
and one which we therefore enthusiastically applaud and are support-
ing by our own efforts. A substantial increase in the tax is certainly
not likely to attract more foreign buying. European reaction to the
current proposal is understandably anguished, particularly in light
of the recommendations, for example, of a meeting earlier this year
sponsored by the Atlantic Institute and the Busines and Industry
Advisory Conmittee to the OECD attended by representatives of 10
Western European nations, Japan, Canada, and the United States.
Among the recommendations made by this group after their delibera-
tion were the following:

(IX.) To assure the most effective use of available resources, measures should
be taken[ahning at the complete liberalization of international capital flow .. .

(X.) The ue of restrictions on international capital movements to correct
economic disturbances originating in areas other than capital markets should
be avoided as such practices result in fragmented national capital markets.'

We believe it is neither wise nor desirable to turn a deaf ear to the
adverse points of view that are being expressed from abroad about this
legislation. The implications of H.R. 6098 are giving concern to many
of these people--they wonder whether, in terms of finance, the dollar
is truly a fully convertible currency. The question was raised in an edi-
torial earlier this year in the London Times, a copy which is appended
to this report. We believe adequate evidence exists to support the con-
tention that a 15-percent rate has been sufficient to implement the LET
as it was passed. We do not feel that doubling or increasing the rate by
50 percent will be an additional deterrent, and question the purpose
that would be served by so doing.

In light of the testimony onlast Friday by Under Secretary of the
Treasury Deming, I would like to depart very briefly from the text of
my statement which was mailed to each member of this committee.
These remarks are obviously for inclusion in the record.

In brief, your committee is being asked to consider an increase in,
and extension of, the interest equalization tax. By its very designation,
interest equalization, it should simply not have anything to do with
equity securities. As I will point out later, we in the industry believe
the administration's concern about the dollar outflow was prompted
originally by the aggregate amount of foreign borrowings through the
sale of debt securities. The Under Secretary has satisfactorily shown

Atlantic Institute, B.I.A.C., "Recommendations, Capital Markets Conference, Cannes,"Jan. 22, 1967.
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that these figures were in fact large when the tax was first proposed
and have in fact declined substantially during the time the tax has been
in exist e. His later remarks concerning the growth of the interna-
tional capital market reier solely to the increased ability of the Euro-
pean market to handle a large volume of debt securities, international
bond issues. But we have been told that Americans have been net sellers
of foreign equity securities for the past 4 years. If the "tax" has con-
tributed to this state of affairs, what reason is thete to believe that a
larger tax would be more effective?

The point I am trying to make is that wholly different considera-
tions govern whether an investment manager or an individual in-
vester will place his funds in a debt or equity security. He will gen-
erally invest the funds going into debt obligations of similar uality
and safety in the one paying the higher return. When considering
equity investments, he amost invariably will seek capital appreciation
or growth. If the growth potential of an equity security were sufficintly
attractive, there is no real reason wh the investor would not accept a
30-percent handicap, for example, ifhe felt the security in question
offered the possibility of doubling over a given period. This has been
proved in the past by British investoib wh, des pite a premium of 20
percent or more on "investment dollars," have still been importa :t pur-
chasers of U.S. equity securities. ' I

Looking at the question from the point of view, of the issuer, on the
other hand, there are several reasons why debt capital would be more
desirable than equity capital, and this has been the case as the figures
you have heard point out. In the first place, the treatment of interest
charges in many countries has a tax advantage to the borrower much
as is true here in the United States. Thus the real cost of money is less
than the apparent rate which is indicated by the coupon on the issue.
Perhaps more importantly, the issuer who chooses to sell a new equity
security must consider the effects of dilution on the company's earn-
ings, as these earnings are spread over a larger number of outstanding
shares. Both considerations would tend to favor his selling a debt
oblig-tion. Thus, as we have said, we are more sympathetic to the
Treasury's concern about the prospective dollar outflow through de ;t
issues than we are by way of new equity offerings or the trading in
outstanding equities.

Our original recommendation was that the least disruptive approach
would be to extend the present 15-percent tax ' foreign equities pur-
chased from foreigners for only I year, at whit. .ime we would have
asked a review with this committee of the then current picture. How-
ever, as Mr. Froy just told you we are aware that members of the
NASD Foreign Committee have been working closely with the Treas-
ury in order to evolve an effective way of dealing with outstanding
equity securities. We believe the NASI to be competent to deal satis-
factorily with this problem and support in principle their recom-
mendations.
I I would like to turn now to what we believe is a wholly different
question, and that is the tax as it affects debt financing , which may
have been the original, and was certainly the principal, intent of the
interest equalization tax.

At the time the administration requested the tax be doubled retro-
active to January 25, 1967, it was apparently concerned that anticipa-
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tory borrowing would occur in this market prior to the passage of
legislation extending the IET which had been due to expire in July
of this year. For a variety of reasons, not the least important of which
is the fact that interest rates in the United States have returned to a
very high level historically after a substantial decline early in the
year, such borrowing has, in fact, not taken place nor wouldit have
done so even without the request publicly for an increase in the IET.

As a matter of fact, relative stability in the foreign dollar market
has permitted a 3ubstantial amount of financing to take place in
Europe, at quite attractive rates until a very recent reversal in the
long-term market.

As we mentioned in our appearance before the House Ways and
Means Committee in testimony about this bill on February 16, 1967,
the decline in rates for high-grade domestic borrowers from mid-
January until about March was not transmitted to the same extent
either to companies with lower credit standings or the securities of
foreign issuers. We said in that statement:

* 0 * sufficient improvement In rates here in the U.S. for foreign bonds over
rates abroad has not manifested Itself, nor, for a variety of reasons, is it likely
to do so In the foreseeable future; second, the Guidelines for Institutional
investors, combined with both a sympathetic psychological, or If you will,
"patriotic" reluctance to lend to foreigners and appealing rates on domestic
financing, have tended to limit Interest in such foreign loans here.

This statement is still true today. On the other hand, strength in
the market abroad permitted the foreign subsidiaries of some Ameri-
can companies to borrow at long term with interest rates of 6 percent
or less, the lowest such coupons since February of 1966. A continuing
strong demand for long-term capital both here and abroad to date
has ca used interest rates in both markets to rise once again, essentially
preserving the relative spread in rates that have existed. The U.S.
market has, therefore, not become any more appealing in the recent
past to prospective foreign borrowers. The availability of funds is
what governs the investment decisions of investors, both individual
and institutional. The continuing heavy demand for funds over the
next several months on the part of domestic corporate and municipal
borrowers is likely to preclude foreign obligors from obtaining signifi.
cant amounts of capital in the U.S. market.

While we understand the administration's rationale in seeking to
extend this tax, we suggest that the tax on debt obligations be con-
tinued at existing rates until July 31, 1968. We do, however, subscribe
to the Treasury's proposal that a desirable element of flexibility be
added by giving the President the right to vary the rate applicable to
debt securities in such a way that the differential could be as little as
zero or as much as 1 or even 2 percent, if conditions warranted.
It is our hope, of course, that the administration will react as promptly
in reducing the tax when appropriate as it will in raising the levy
when such a deterrent seems advisable.

In order to further increase the Secretary of the Treasury's ability
to permit the U.S. capital market to function in as normal a manner
as possible within the limits determined by him to be compatible with
the U.S. balance-of-payments position, we advance again a sugestion
made before the Ways and Means Committee of the House of Repre-
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sentatives in July of 1964 by the then Chairman of Ihe Foreign Invet-
ment Committee of the IBA regarding the enactment of the interest
equalization tax. It was stated that, for man.y years* there had been
a history of interest oa the part of Europeans in buying dollar bonds
of foreman obligors even when these issues were registered under the
Securities Act of 1933 and originally offered only in the United States
(pre-IET days). Such interest still exists, of course. The IBA Coin-
imittee's proposal is that any debt or equity issue of a foreign issuer
or obligor acquired by a U.S. underwriter would be exempt from the
inte'rest-equaition tax if it can be shown that not more than 25 per-
cent f the principal amount of debt obligations or of the shares of
stock of the aggrea issue had been sold to U.S. persons. The Secre-

* tary of the Treasury would have the authority, in his discretion, to
increase or decrease the specified percentage applicable to all issues

* from time to time, in accordance with the 'reasury's view of the U.S.
balance-of-payments position. If an amount in excess of this specified
percentage were sold to U.S. persons, this provision could be imple-
mented by requiring that an interest equalization tax equal to 150
percent of that normally due be paid on the excess amount. In order
to avoid a possible "flowback" to the United States of securities sold
to foreigners, the ~ezmption would apply only to the initial distribu-
tion or placement and not to the security itself; that is, a subsequent
resale to a U.S. person by a foreign purchaser would be subject to the
tax. If the number of issues contemplated on this basis became too
large, the percentage which must be sold abroad could be increased
up to 100 percent. Such an arrangement has the essential elements of
flexibility and ease of supervision, and would give the U.S. investment
banking industry a chance to participate more actively in interna-
tional dollar financing.

In 1964 we also proposed the exemption from the tax of new issnes
of securities the proceeds of which are used to pay U.S. persons for
goods or servies&The financing of the purchase of U.S. goods or surv-
ices does not adversely affect our balance of payments. On the con-
trary, it is an effective means of carrying out the administration's
objective of stimulating experts and reversing the 3-year downward
trend in our merchandise trade surplus. We then proposed, in order
to give assurances to the Treasury that the proceeds of a particular
foreign issue for which exemption was claimed would, in fact, be used
for purchases from U.S. persons, that the proceeds be escrowed with
a bank subject to withdrawal onJy in order to make payment to U.S.
persons for goods and services. We believe that the proceeds of a
foreign bond purchase should be escrowed with a bank subject to
withdrawal only in order to make payment to U.S. persons for goods
and services. We believe that the proceeds of a bond issue for a foreign
borrower ould readily be escrowed with a U.S. commercial bank and
released against documents evidencing shipment of U.S. goods abroad.
and they qualify for exemption from the IET on the grounds of
financing U.S. export& We Win recommend that such an exemption
be considered and would be pleased to work with the Treasury and the
staff of the committee in developing effective administrative pro-
cedures in this area.

In the interest of saving the valuable time of this committee as
requested of me by Mr. Tom Vail, I will not read certain technical
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recommendations we have made for liberalizing this legislation. This
does not mean that we feel any less strongly about these proposals,
and I rwpetfuly request that this committee study these s4ggestions
which are contained in my written statement.

In summary, we urge again that your committee think of this legisla-
tion not as a substitute for the admittedly more difficult yet decidedly
basic policy questions which adversely afect the balance of pa,
and to give careful consideration as to reactions the proposed legsla-
tion is engendering abroad. Europeans aie asuming tt the situation
in the United States is more critical than it may really be. It is a serious
matter when the judgment is made by responsible Europeans that the
dollar is no longer a fully convertible currency. U.S. prestige declines
when defensive measures of this type are unduly prolonged or made
more drastic than our conditions warrant. It is our committee's view
that the Congress .hould think more in positive terms of stimulating
a dollar inflow through such measures as the Foreign Investors Tax
Act (which we believe could have gone even further in eliminating
taxes on foreign holders of U.S. securities) rather than in perpetuating
existing controls or creating new ones We in the industry are desirous
of resting to the U.S. capital market its proper role as the financial
capital of the free world. The worldwide demand for funds for proj-
ects which are truly sound and forward looking is enormous; it is
impossible to conceive of these projects proceeding without drawing on
the huge pool of American capital We must strive to free our market,
and other markets, of controls-not extend them. Thank you, gentle-
men.

Senator McC4nruy. Thank you very much, Mr. Seebeck., Am I
right in concluding you are not oppoe to the extension of the act if
thee modifications you suggest are adopted I

Mr. Smzwx. We believe that the tax has some effectiveness in the
area of debt security, as I pointed out. We feel it is a wholly different
question to put a levy on equity securities.

Senator McCAwHy. You would like to have it eliminated on all
equity securities?

Mr. SmzmC. Yes, sir.
Senator McCAmrnr. I thought your testimony was that it did not

have any bearing really on debt securities. In one case you say you
are against it because it should not be levied. In the other case you say
there is no need for it

Mr. Smzncx We are against the tax in principle as a control.
Senator MOCArr.On all things
Mr. Szmucz. On all securities. But we accept the problems of the

administration and the present balance-of-payments problems which
we think warrant our support of the tax as a short-term measure to
help control this are in debt e

Senator McCArrHy. I thought you said that it did not really have
any bearing on debt securities or was that only on short term f On long
term you mud you felt it had no effect?

.Mr. Simccx. In long-term debt we think the situation has beenimrvdby th tax.
senator McCarryr. It has been effective?

Mr. SzmzvBm,. Yes.
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• Senator McCurrur. I se I thought you said it had not.
'Senator Williams.
.Senator WLLIAMS. Do you think them has been much abuse under

existing law? *,* -
Mr. rmiIcx. Sir, it is difficult for me to sa. I have been swam of

the abuse referred to most recently, only since I iead it in the press, so
it is very difficult for me to comment. I have not ben aware of it prior
to reading about it in the s. ...

Senator WILLIAMs. You had not heard of the abuse prior to reading
it in the pressor you did not know anything aVr -It it, is that correct V

Mr. SmUX. Pardop me?.
Senator Wnxium. Did I understand you to ay you did not know

about the abuse or had not heard anything about this until reading
about it in the press?

Mr. Szzmcx. Correct.
Senator WmLums. Apparently the Treasury did not know too much

about it either..
Mr. SZE cK. I cannot speak for them, but apparently not, sir.
Senator WtLums. Did you have any indication from the Treasury

Department in.your daily discussions with them in connection with
this bil or revisions that they knew about it before it was revealed
in the press?

Mr. Szmz .No, air; we did not.
Senator Wia-xs. Thank you.
Senator McC~urruy. Senator Bennett.
Senator BzNzrrr. No questions.
Senator McCAmmY. Senator Hartke.
Senator HAwnm I have no questions.
Senator McCAirrur. You include in your text, which you asked us

to put in the record, a photostatic copy of an editorial from the Lon-
don nes. Tr.,s

Mr. SJmECx. Yes, sir.
Senator MOCAIrrHY. Do you think there is serious danger that the

Europeans would retaliate especially if the interest equalzaion tax
would increased

Mr. Szwx. I think there is a chance there that this may happen,
Sir. It is very difficult to say whether this is in the heat of what people's
reactions are at any given time or whether this will actually be the
case. I do not know. 

I

Senator MoCk ,y. You think the position of the dollar-in the
European money market and the questions raised in that editorial
are close enough to being in position of balance where this increase
might move it or do you think this is a kind of standard threat of
retaliation that one might expect from the London Times?

Mr. SrEBECK. We think this is quite obviously control which indi-cates weakness of the dollar because essentially a premium has to be
paid to use the dollar to buy these securities.

Senator MCARTwr. You do not think the dollar is that weak?
Mr. SKEBrCK. I hope not.
Senator MCCARTHY. I have no more questions. Thank you very

much. We will include all that you have requested in your statement
in the record.

(Attachments to Mr. Seebeck's statement follow:)
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SiWPM rTA S TAI MZT or RUm JP. 8CU K, FOAM= OuAUMA, Fowze
Ixv3SrMTM CoMuTYnm INrVraTMtn~T BAxEm AssocrATzio or AxwaoA

The Foreign Investment Committee of the Investmt Bankers Asoation
Pgs the following amendments and additions to HR. M8 introduced in

the Senate on March 16, 1967.
A. Propot4 Amendments to H.L 6098..

1. PaeS, aS 6, Substitute "July 31, 1968" for "July 31, 1909."
2. Page 4, line 1. Insert "sub-paragraph (B) of" before "paragraph (1)."
& Page 4, lie 5. Delete "stock of foreign Issuers and".
4. Page 5, Une 17. Delete "stock and".
5. Paoe 5, lines W and S1. Delete "shall be 22.5% In the cae of acquisition

of stock, and".
B. 8uggeeted amendments in Interest Equalizaion Ta- Act as presently ineffect:

1. Etemption, for issues 75% or more of which are sold abroad.
* (a) Add as a new paragraph (4) to Section 4919(a) the following:

"(4) CWtaln Other Trmnsactton-s
are acquired by an underwriter In connection with a public offering
or private placement by a foreign Issuer or obligor provided that
not more than 25% of the total number of shares of stock or total
principal amount of debt obligations sold are sold (including sales
by other underwriters) to United States persons. The Secretary
or his delegate may from time to time by regulaton Increase or
decrease such percentage that may be sold to United States persons,
provided that any decrease In the percentW theretofore in effect
shall not be effective until 80 days after notice of such dree
is published in -he Federal Register. If more than the prescribed
percentage then In effect is sold to United Statee persons the
provisions of this paragraphl (4) shall nevertheless be satisfied
If a tax equal to 150% of the tax imposed by section 4911 is paid
on the amount of sales to United States persons In excess of suei
prescribed percentage. Any tax so paid shall be deemed to be a
tax paid under section 4911."

(b) At the end of the first sentence of Section 4919(b) (1) following
the words, "United States person." add:
"or the provisions of subsection (a) (4) have been satisfied."

(c) In line 2 of Section 4919(b) (2) following the words "under
subsection (a) (1)" add the following:
"or subsection (a)(4)"

(d) In line 5 of Section 4919(b) (2) following the words "foreign
person" add:
"or as to the satisfaction of the provisions of subsection (a) (4)"

(e) In line 9 of Section 4919(b) (2) following the word "person"
add:
"or the nrovlsions of subsection (a) (4) were satisfied."

2. Ermption for Export Transactions.
(a) Amend Sections 4914(c) (1), 4914(c) (4) and 4914(c) (6) to make

them applicable to stock of foreign Issuers as well as debt obligations
of foreign obigors.-(b) Amend Section 4914( ) to delete references to paragraph (1) (B),
(2), (4) and (6) of subsection 4914(c).

3. Reemption for trading foreign debt securities.
(a) Page 15. Delete lines 16-21 and substitute the following:

'The amendments made by this subsection shall apply with respect to
acquisito. made after July 18, 1963."

[From the London Times, June 27, 1967J

A Smous Emn or Poucy

The decision of the United States Government to double the Interest equalza-
tion tax is a serious error of policy; It does not create a critical situation In the
short term but in the longer term It can only do harm. The Increase in the tax
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on American purchases of foreign stOeks Is from 15 to 80 per cent; this puts
the Amulcan Investor In British stocks at an even greated disadvantage than
the British Investor in American stocks, who at present has to pay only a 22
per cent premium. In effect a 30 per cent tax Is an absolute prohibition on the
American purchase of foreign securites.

The simplest reflections show what a disadvantage to the world economy this
Is. In the first place It cuts off the rest of the world from the world's largest
capital market, based on the world's most productive economy. It robs Wall

* Street of half its constructive International function. It forces finance out of the
_ dollar market, which can be regulated and assisted, and Into the Euro-dollar

market, which Is open to uncontrolled fluctuatioe.
The decision also reduces the convertibility of the dollar, reversing still further

the progress towards, general convertibility made under the International Mone-
ttry Fund in the 10. In. terms of finance the dollar is no longer a fully con-
vertible currency. This is serious enough for any major currency, but for the
dollar is quite unjustifiable. The dollar is the great reserve currency of the
world; whatever the advantages of the dollar-exchange, system, world reserves
cannot continue to depend indefinitely on a currency of limited and progressively
reduced convertibility..
Almost Inevitably, if Congress approves this misconceived tax Increase, the

European powers will be forced to retaUate. If Muropean companies are not to
be allowed to borrow In America (except by and for their American subsidiaries),
why should American companies be allow to borrow in Europe? Indeed the form
of this tax increase shows positively callous disregard of the known views and
Interests of the European powers, Under the old tax European companies issuing
stock in order to rame dollars suffered a capital surcharge of 15 per cent, but
direct Investment by American companies abroad went free, though subject to
voluntary restraint. Under the new tax European companies pay 30 per cent;
American companies still go free.

Discrimination might even be acceptable if the United States were Investing
a surplus, but In fact the United States is suffering from a deficit which will be
larger this year than latx On these terms Europe really is being asked to finance
the American takeover of European lndpstry, while being deprived of normal
access to the American capital market

Yet retaliaUo would carry a stage farther the division of the world economy
into compartmeatu, a procm In which the British Government and the Eupean
Economic OCmmunity have both played their part. In the 1920s and 19ON
tariffs were the weapon usd t6 cut up world trade, and the result was a great
trade slump. Now It to the flow of money-the flow of Investment--which Is
being damme ; the cow msw are bound to be serious. '

This is not to may that s Imedlate situation is alarming; It is not. There is
no immediate shortage of money In EunWe and with the cut In the United
States prime rate and the British Bank rete there Is no reason to fear t,'at money
will become dearer. te 8 percent tax decision is a major move In the wrong
direction, and will In the end reduce confidence and therefom reduce world
liquidity, but it Is not a move which poses an immediate threat to stability.

It doe, however, force one to look again carefully at the dollar exchange
standard Itselt If present trends were allowed to continue 0en there might be
no workable alternative but to accept M. Rueff's Ideas and re-create world
liquidity on, the basis of a higher gold price. That would in the end be the
natural consequence of a failure of the dollar, or the management of the dollar,
to support the present load. President Johnson's Oouncil of Economic Advisers
Itself produced a scheme for a new international currency last night.

The whole future of the dolar Is, however, directly dependent on the future
of the war In Vietnam Last December President Johnson stated that the cost
of the Vietnam war to the Utited States balance of payments was running
at more than $1,000m. a year. The figure is certainly still rising. If the war
Is ended this year, then the outlook for the American balance of payments
would become very favourable; next year and aUl might still be well; but the
United States cannot indefinitely maintain this vast war expenditure and the
dollar exchange system at the same time. The cost of Vietnam enforces defensive
financial measures which are themselves precisely calculated to make interna-
tional opinion turn against the dollar standard.

Senator MoCARuy. Mr. Calvin.
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STATUTE OP DONALD L CALVIN, VICE PRESIDENT, NEW YORK
STOCK EXCHANGE ACXONPANED BY STAN WEST, DIRECTOR
OF R EACH, AND SAN B. LYONS, WASHITON CONSULTANT

Mr. CALVTN. My name is Donald L. Calvin. I am a vice president of
the New York Stock Exchange, 11 Wall Street, New York, N.Y.

1 have with me Mr. Stan-West, director of research of the New
York Stock Exchange, and I am expecting another gentleman to
accompany me, with your permission, Mr. Sam Lyons, Washington
consultant to the exchange, who is coming up to the table now.

With your permission, Mr. Chairman, what I would propose doing
in the interest of time, and so that we could answer any questions
that the members of the committee might have, is to summarize Mr.
Funston's statement which we submitted to the committee last Friday,
and then offer that statement for the record. As I summarize it, I
will point out the portions that. are being deleted, if that is satisfactory.

Senator MCCARYrr. No objection. You may proceed.
Mr. CALvIN. The New York Stock Exchange and its member or-

ganizations have diligently cooerated with the Federal Government
in its efforts to allevmte our Nation's balance-of-payments problem.
The exchange recognizes that, despite the efforts of both the business
community and Government our balance-of-payments situation re-
mains serious. It pledges continued cooperation in the effort to achieve
a solution to this pressing national problem. We believe, however, thatajustamts can be made in the proposed Interest Equalization 'lx Ex-
tension Act without diluting its impact on our balance of payments.
Therefore, the New York Stock Exchange urges the following-I
might say at, this point I will summarize our points, and not go into
detail in each of them:

(1) All outstanding stocks of foreign companies should be exempt
from the interest equalization tax: Europeans have been liquidating
their holdings of stocks of U.S. companies since the imposition of the
lET. This has occurred despite the far better stock market perform-
ance here than in Europe. The tax on outstanding stocks of foreign
companies has not achieved the objective of improving our balance of
payments. The opposite result has occurred. Moreover, elimination of
this tax would solve the existing enforcement problems involved in
trying to collect the tax on the purchau of outstanding foreign stocks
from foreigners.

(2) The tax on new issues of foreign stocks should not be increased.
The existing tax rate has been an effective barrier to sales of new issues
of foreign stocks here. It will continue to be so. A rate increase would
have no practical value, but could further undermine foreign interest
in American securities.

(3) If extended, the tax extension should be limited to no more
than 1 year. An extension of 1 ear would be more in keeping with the
original congreional intent tat the tax be a temporary one, subject
to frequent review. A 1-year extension would permit an early review
and assessment of the exemption for outstanding foreign stock& A
]onger extension would reduce the pressures for, and postpone the
achievement of, long-term solutions to the balance-of-payments
problem.
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". (4) Discretionary authority to make rate changes in the IET should
be questioned. Such authority introduces a new ent of uncertainty
m world capital markets. Its enactment at this tine is particularly in-
opportune, because it may inhibit the growing spirit of cooperation in
international financial matters. More fundamentally, the issue of oon-
gressional delegation of the authority to change tax rates is so basic, it

rves separate study.
I would like to comment on each of these four points in detail.
Senator MCCAWMY. All right.
Mr. CALvIN. No. I, exemption of outstanding equities. The ex-

change proposes the §.emption of outstanding equities-previously
issue stocks of foreign companies-for four reasons.

First, the exchange's basic belief is that the most satisfactory way
to close the gap between U.S. capital outflows and foreign capital in-
flows is not to restrict investment abroad, but to stimulate foreign in-
vestment in the United States. This was the situation in international
securities markets prior to the interest equalization tax., +

Second, capital investment abroad generates the return of even more
funds to the United States over the long run. That this is fact, not
theory, is demonstrated by the data for 1 66. The approximately $3.9
billion outflow of private investments in 1966 was more than offset
by private investment income of some $5.6 billion returned to the
United States.
Third, the tax on U.S. residents purchasing outstanding foreign

stocks from foreigners is difficult to enforce. The proposed increase
in the IET would increase the already difficult enforcement problem.
On the other hand, the rescission of the tax on outstanding foreign
stocks would all but eliminate the enforcement problem.

Fourth, based on the available data, an exemption for outstanding
foreign equity securities would not adversely affect our balance of pay-
ments and, indeed, may result in an improvement. The exemption is
necessary if the securities industry is to mount a successful effort to
sell American securities abroad. This stems from the the fact that the
very foundation of our international securities market is reciprocity
between American and foreign brokers. If one side of this two-way
market is blocked, it inevitably has repercussions on the other side.
The exchange believes that the Government can take an importaa' step
toward free capital markets by exemption outstanding equities from
the interest equalization tax, and that this step can plty a positive role
in the overall balance-of-payments picture.

The International Federation of Stock Exchanges, which is the
spokesman for a major segment of the world financial community,
issued a resolution last week-this resolution is included in full in ex-
hibit 1, and is summarized in our statement at the top of page 4, so
I shall not read it now. It says, in effect, that the Federation rnegrds
the United States as the outstanding financial center of the world, and
if the U.S. authorities, you gentlemen, think it necessary to prolong
this tax, that proposals of exemption be made for all outstanding
stocks of foreign companies. Again, that resolution is in full in ex-
hibit i.

lam now skipping down to after the quote on page 4.
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The record of the recent past justifies this view. Between 1950 and
1963, in each year except oie (1958), foreigners held more U.S. stocks
than they did the year before. Americans also increased their holdings
of foreign stocks in 12 of these 14 years. A two-way equities market
existed. he net effect of these transactions, exclusive of 1958, which
was a special case, as explained in the footnote at the bottom of page
4, was favorable to our balance of payments and, overall, repre-
sented a plus of $544 million for the United States.

In each of the 3 full years since the passage of the interest equal-
ization tax-1964--66--foreigners have liquidated holdings of U.S.
stocks and Americans have liquidated holdings of foreign stocks. The
result of these transactions has been adverse to our balance of pay-
ments to the extent of $376 million. The chart which appears at the
top of page 5 shows our favorable balance of payments in all years
when it was favorable up until the time of the tax, and it shows our
balance of payments in equity transactions as being unfavorable since
the imposition of the interest equalization tax.

The U.S. Department of Commerce reached a similar conclusion
in an article entitled "Foreign Investments in the United States," an
excerpt of which is attached (see exhibit III). Thus, the evidence
would indicate that as far as oultstanding equities are concerned, the
attempt to control American purchase of foreign stocks and yet en-
courage foreign purchase of U.S. stocks has not been successful.

The variations in the experience of nations covered by the tax,
primarily Europe, and those which are exempt, further supports the
case for exemption of outstanding equities. Paradoxically, since 1963,
countries exempt from the tax have produced a favorable effect on
the balance of payments, while stock transactions from those which
are fully subject to the tax now contribute to our deficits-rather
than surpluses as formerly.

Then there is the chart on page 6 which demonstrates this state-
ment.

Since the IET's impact is aimed primarily at Europe, an examina-
tion of transactions in American stocks by Europeans is particularly
germane. Overall, Europeans, including the British, took back over
$1.5 billion by selling their American stocks in the past 3 years. The
reason for that outflow is clear when one understands the reciprocal
business arrangements existing in the international securities market.
In many situations, the foreign broker receives no direct compensa-
tion for transactions in American securities. As an accommodation
to his customer, he acts as an intermediary between the customer and
an American broker, at times even absorbing administrative costs.
In return, he expects his American contact to give him orders for
foreign securities. Without such orders, the foreign broker has little
incentive to recommend American securities.

Although the unfavorable balance of a ments on equities since
1963 has been due in large part to British Treasury liquidations of

American stocks by the United Kingdom, this has not accounted for
the entire adverse balanc There is i the appendix, exhibit V, a dis-
cussion of the impact of these liquidations.

Europeans, excluding the British, have also been hquidating Amer-

81-495 0-67- 12
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can holdings, despite stock market conditions which favor investment
in Amrican equities Over the,8-year period 1964-46, American
equities have generally outperformed Euroan equities. (Our price
decline last year was in line with the trend in most European mar-
ket&) While American stock prices were experiencing strong gains,
European markets generally were down, as chart 3, at the bottom of

p , show& I
Despite the relatively favorable American stock price situation,

Europe excluding the Uited Kingdom, liquidated $432 million worth
of U.S. stock holdings from 1964 to 1966. In the 3 full years prior to
tho lET, 1960 to 1962, those same countries increased their U.S. stock
holding by $682 million. This is demonstrated in exhibit VI in the
app x.

By contrasL with Europe, the major target of the interest equaliza-
tion tax, holdings of U.S. stocks in foreign nations outside of Europe
rose $485 million over the 1964-46 period. Canada accounted for about
70 percent of that gain.

One major objection to an exemption for outstanding equities has
been that it might be used to circumvent the interest equalization tax
by selling new equity issues abroad and then reselling them here. This
can be guarded against by designating a period after which outstanding
equities would be exempt from the tax.

These, in our opinion, axe compelling reasons why this committee
should exempt all outstanding stocks from the IET. A special situation
in which the reasons for exemption am especially compelling-not only
for outstanding stocks, but for all foreign securities-arises when
Americans currently holding taxable foreign securities wish to switch
to other taxable foreign securities. Those investors already have funds
out of the county, they cannot reinvest abroad without subjecting
themselves to the IET. In truth, their trading does not figure into the
balance of payments at all.

I skip now from the bottom of page 8 to the first paragraph at the
top of page 9.

An exemption for outstanding foreign equities would only partially
rectify the situation just described. Therefo, the exchange suggests
that investment in foreign securities be exempt from the lET if the
funds invested are the proceeds from sales of American-owned foreign
stocks and bonds. This would help stimulate the two-way market in
securities without impairing the balance of payments: It would help
encourage foreign securities dealers to sell American securities and
foster the Treasury Department's objective of stimulating sales of
American securities abroad.

(2) Retention of present rate on new equities: The exchange sees
little justification for further increasing the interest equalization tax
on new stock issues. At the present 15-percent rate, the tax has been an
effective barrier against the sale of new stock issues.

I would then skip from that paragraph through to point 3.
One-year extension of the interest equalization tax: The IET was

introduced as a temporary measure to help alleviate pressing balance-
of-payments problems. In keeping with that approach, the law should
be frequently reviewed. This would be in ,keeping with the law's
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transitory nature and would permit its expiration as soon as practica-
ble. Frequent review would provide continuing incentive to achieve
permanent solutions to our balance-of-payments problem.

I would then skip down to page 12 and point 4 discretionary au-
thority. The exchange questions the advisability of the delegation of
broad discretionary authority to the administration to change LET
rates. Under such an option, rate increases could be instantaneous. A
sudden shift in the interest equalization tax rate would have an im-
mediate impact on capital costs. The possibility of such a quick move
by the United States would create uncertainty in world capital mar-
kets. It could discourage further moves to achieve international co-
ordination and deescalation of interest rates

In addition to international considerations, the exchange has doubts
about the advisability of granting discretionary authority on more
traditional grounds. Be it interest equalization or any other tax di-
rectly affecting investments, investors need to know the rules under
which they operate. Uncertainty about tax rates greatly complicates
investment decisions. A flexible tax rate could introduce a new element
of speculation in foreign securities dealings and, thus, be an unsettling
influence in both international and domestic securities markets
I skip the next paragraph in the formal text, and imesume:
Should a situation serious enough to warrant tax adjustment in the

lET develop over the coming months, Congress has demonstrated the
ability to act swiftly when required.

In conclusion, the exchange's position on the interest equalization
tax is rooted in its longstanding adherence to the principles of free
trade and free capital markets. It also reflects the belief that expedients
such as the interest equalization tax could do permanent damage to
this country's standing as the financial capital of the world.

That belief underlies the exchange's position that the tax be reviewed
frequently and eliminated as soon as practicable. Accordingly, the
exchange is opposed to a lengthy, 2-year extension. It strongly rec-
ommends the exemption of all outstanding stocks. This action would,
in our opinion, improve the Nation's balance-of-payments position. It
also would provide the basis for a viable two-way market in securities
transactions, would stimulate sales of U.S. securities abroad, and
would keep open securities trade channels for the day when our capi-
tal market is once again completely free. The exchange also points out
that the 15-percent tax on stocks has been fully adequate to its task.
An increase would have little practical effect but could run the risk
of stimulating protectionist attitudes abroad.

The exchan fears that shortsighted actions at this time may re-
verse the growing international interest in lowering barriers to trade
and capital flows. It would be ironic if the United States itself were
to take another step that could injure free world markets, which
this country has worked so long to nurture.

I then offer, Mr. Chairman, this entire statement of Mr. Funston,
president of the New York Stock Exchange, for the record.

Senator McCArTH y Without objection it will be included in the
record.

(The statement of Mr. Funston referred to follows:)
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SUMMARY

The New York Stock Exchange and its member organizations have diligently
cooperated with the Federal Government in its efforts to alleviate our ha.
tio-,'s balance-of-payments problem. The Exchange recognizes that, despite the
efforts of both the business community and Government, our balance-of-pay-
ments situation remains serious. It pledges continued cooperation in the effort
to achieve a solution to this priig national problem. We believe, however, that
adjustments can be made in the proposed Interest Equalization Tax Extension
Act without diluting Its Impact on our balance of payments. Therefore, the New
York Stock Exchange urges the following:

(1) Aa outetamwn stock of foreign companies should bs ex-empt from the
interest equalization tax.-Europeans have been liquidating their holdings of
stocks of U.S. companies since the imposition of the IET. This has occurred
despite the far better stock market perforriane here than in Europe. The
tax on outstanding stocks of foreign companies has not achieved the objective
of improving our balance of payments. Tho opposite result has occu&ed. More-
over, elimination of this tax would solve the existing enforxvment problems
involved in trying to collect the tax on the purchase of outstanding foreign
stocks from foreigners.

(2) 'The to on new issues of foreign stocks should not be increamed.-The
existing tax rate has been an effective barrier to sales of new issues of foreign
stocks here. It will continue to be so. A rate increase would have no practical
value, but could further undermine foreign interest In American securities.

(3) If extcwded, the tax cztensioR should be limited to no more than one
eor.-An extension of one year would be more in keeping with the original

congressional intent that the Tax be a temporary one, subject to frequent review.
A ore-year extension would permit an early review and assesment of the ex-
emption for outstading foreign stocks. A longer extension would reduce the
pressures for, and postpone the achievement of, long-term solutions to the balance-
of-payments problem. - .

. (4) D~eifon"r authority to awke rate oh"e.es in, the lET should be quos-
tiose-.-8uch authority introduces a new element of uncertainty It world capi-
tal markets. Its enactment at this time 11 particularly inopportune, because it
may inhibit the growing spirit of cooperation in international finsncial matters.
More fundamentally, the issue of Congressional delegation of the authority to
change tax rates is so basic, It deserves separate study.

NYSK PROPOSALS RE U.S. 0 098

(1) Beemptio. of outstandinp equitie..-The Exchange proposes the exemp-
tion of outstanding equities-previously issued stocks of foreign companies-
for four reasons.

First, the Exchange's basic belief i that the most satisfactory way to close
the gap between U.S. capital outflows and foreign capital inflows Is not to restrict
investment abroad, but to stimulate foreign investment in the U.S. This was
the situation in international securities markets prior to thnterest Equaliza-
tion Tax.Second, capital investment abroad generates the return of even more finds
to the U.8. over the long run. That this is fact, not theory. is demonstrated by
the data for 1906. The approximately $3.9 billion outflow of private investments
in 1966 was more than offset by private investment income of some $&6 billion
returned to the U.S.

Third, the tax on U.S. residents purchasing outstanding foreign stocks from
foreigners Is difficult to enforce. The proposed rise In the IET would increase
the already difficult enforcement problem. On the other hand, the rescission of the
tax on outstanding foreign stocks would all but eliminate the enforcement
problem. I I .... . .

Fourth, based on the available data, an exemption for outstanding foreign
equity securities would not adversely affect our balance of payments and,' indeed,
may result in an improvement. The exemption is necessary if the securities in-
dustry is to mount a successful effort to sell American securities abroad. This
stems from the fact that the very foundation of our international securities mar-
ket Is reciprocity between American and foreign brokers. If one side of this two-
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way market is blocked. it inevitably has repercussions on the other side. The Ex.
change believes that the Government can take an important step toward free
capital markets by exsnptng outsanding equities from the Interest Equansa.
tion Tax, and that this step can play a positive role in the over-al balance-of.
payments picture. -,
The Internationaa Federation t Stock Exchanges, which Is the spokesman

for a major segment of the world financial community, issued a riolution last
week (see Appeadix, Exhibit I) stating, in part, tha: 'this uterest Equalisa.
ton Tax is injuring the efforts made by the free world financial community
to further free international capital and securities movement, because it impedes
acquiring of foreign equity securities by U.S. citizens and provokes sales of
stocks of foreign company from the U.S.A. to foreigners, as has been clearly
shown y the available fiures ;", and "if U.& authorities think it necessary to
prolong the Tax, exemption be made for all outstanding stocks of foreign com.
panles;" [The Federation] "Is hoping that U.S. authorities will decide in ac.
cordance to thi suggwtion,. which would be in conformity with the U.S. tradi-
tions of furthering free international capital flows and with the position of the
U.S.A. as the outstanding financial centre of the world."

The record of the rednt past justices this view. Between 1960 and 193, in
each year except one (1958) foreigners held more U. stocks than they did
the year before. Americans also increased their holdings of foreign stockm
in 12 of these 14 years. A two-way equities mnriet existed. The net effect of thee
transactions, exclusive of 198, which was a special case,* was favorable to our
balance of payments and over-all represented a plus of $544 million for the United
States.

In each of the three full years since the passage of the Interest Equalisation
Tax-1964-66--foreigners have liquidated holdings ot U.S. stocks and Americans
have liquidated foreign stocks. The result of these transactions has been ad-
verv. to our balance of payments to the extent of $376 million (see Chart 1 which
follows, and Appendix, Exhibit II).

Chart I

, BALANCE OF PAYMENTS IN STOCK TRANSACTIONS
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Source: Treasury Suletin

The U.S. Department of Commerce reached a similar conclusion In an article
entitled "Foreign Investments In the United States," an excerpt of which is at-
tached (see Appendix, Exhibit III). Thus, the evidence would indicate that
as far as outstanding equities are concerned, the attempt to control American

$Temporary capital restrictions were in e&'ect in all West Europe countries except Switz-
erland In 19.
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purchase o foreign smks and yet mmuvp t ltn puzehase ot U.AL dtk
has not ben successIL

The variations in the experience of ationse covered by the Tax, primarily ]u-
rope, and those which are exempt, further supports the ease for exemption of
outstanding equities. ParadoxcaHy, since 1963, countries exempt from the Tax
have produced a favorable effet on the balance of payments, while stock trans.
actions from thnse which aft fully subject to the Tax now contribute to our
dedteis-rather than surpluses formerly (se Obart 2 which follows ad Ago-
pendir, Exhibit IV).

Chart 2
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Since the IMrs impact Is aimed primarily at Europe, an examination of trans-
actions in American stocks by Europeans is particularly germane. Over-alL Evro-
peans, including the British, took back over $1.5 billion by selling their American
stocks in the past three years. The reason for that outflow !s clear when one
understands the reciprocal business arrangements existing In the International
securities market. In many situations, the foreign broker receives no direct com-
pensation for transactions in American securities. As an accommodation to his
customer, he acts an Intermediary between the customer and an American broker,
at times even absorbing administrative costs. In return, he expects his American
contact to give him orders for foreign securities. Without such orders, the for-
e'gn broker has little incentive to recommend American secure.

Although the unfavorable balance of payments on equities since 1963 has been
due In large part to British Treasury liquidations of American stocks by the
United Kingdom, this has not accounted for the entire adverse balance. (See
Appendix, Exhibit V, for a discussion of the impact of these liquidations)

Europeans, excluding the British, have also been liquidating American hold-
ings, despite stock market conditions which favor investment In American
equities.- Over the thzee-year period 1904-1906. American equities have generally
outperformed Eur'pean equities. (Our price decline last year was In line with
the trend In most European markets.) While American stock prices were experi-
encing strong gains, European markets generally were down, as Chart 3 shows.

Despite the relatively favorable American stock price situation, Europe, ex-
cluding the United Kingdom, liquidaed $432 million worth of United States
stock holdings from 19M4 to 1966. In the three full years prior to the IET, 1960
to 1962, these same countries incre"ee their United States stock holdings by
$632 million (see Appendix, Exhibit VI).

By contrast with Europe, the major target of the Interest Equalization Tax,
holdings of United States stocks In foreign nations outside of Europe rose $43

lET NATONSt NON-BET NATIONS
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million over the 1964-1966 period. Canada acco'inted for about 70% of that gain.
One major objection to an exemption for outstanding equities has been that

it might be used to circumvent the Interest Equalization Tax by selling new
equity issues abroad and then reselling them here. This can be guarded against
by designating a period after which outstanding equities would be exempt from
the tax.

These, in our opinion, are compelling reasons why this Committee should
exempt all outstanding stocks from the IET. A special situation in which the
reasons for exemption are especially compelling, not only for outstanding stocks,
but for all foreign securities arises when Americans currently holding taxable
foreign securities wish to switch to other taxable foreign securities. Though
these investors already have funds out of the country, they cannot reinvest abroad
without subjecting themselves to the ET. In truth, their trading does not figure
into the balance of payments at all. As a result, many Americans who wish to
maintain holdings abroad are locked-in to their existing foreign holdings. This
places a special hardship on Investment companies and other institutions which,
as a matter of investment policy, hold a certain proportion of their assets in
foreign securities. Elimination of the lock-in would also work to the benefit of
our balance of payments. That is because many investors now locked-in may,
after liquidation, decide to switch only part of their holdings and repatriate
the rest

An exemption for outstanding foreign equities would only partially rectify
the situation just described. Therefore, the Exchange suggests that Investment
in foreign securities be exempt from the IET If the funds invested are the
proceeds from sales of American-owned foreign stocks and bonds. This would help
stimulate the two-way market in securities without impairing the balance of
payments. It would help encourage foreign securities dealers to sell American
securities and tooter the Treasury Department's objective of stimulating sales
of Am, -aican securities abroad.

(2) Atemti of prewet rste on mew eqvitie.-The Exchange sees little
Justification for further increasing the Interest Equalization Tax on new stock
issues. At the present 15% rate, the tax has been an effective barrier against the
sale of new stock issues The impact of the lET on stock is relatively unaffected
by the shifts in money market conditions to which prices of debt issues are tied.

In terms of its effects, the Interest Equalization Tax on bonds and on stocks
Is really two different taxes., Unlike debt issues, equities are not primarily
interest-sensitive. The stock purchaser typically looks for prospective capital
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appreciation. Thus, In relation to equitim the Tax is not an "lnterest-equallser,"
but Is more like a protective tariff.

1te 15% tax on equities has fulces ly blocked legal foreign equity sales to
date, and there Is so reason to beli"* a basic shift In the equity investment
situation Is in the ofng. Therefore, a tax increase, regardless of sie. would have
no practical value in rSdeeing equity sales. On the contrary, a higher tax would
tmlaakte a evasion. It may also serve to restrain further moves to free

foreign capital markets.
Even more serious, a tax increase eould be misread abroad, further under-

mining confidence n the dollar and, thus, be self-defeating. One very recent
example of the extremely strong feeling against the IET in governmental and
financial circles abroad is the action taken by the International Federation of
Stock Exchanges, which is the spokemsn for a major segment of the world
financial community. The Fmdemtlon last week adopted a resolutlob expressing
disappointment In the proposal to prolong the INT for two years and urging an
exemption for outtning stocks of foreign companies, If extension ot the Tax
is necesry.

(8) One-year eate*ios of tke dnereet equalization tar.--The lET was intro-
duted as & temporary measure to help alleviate pressing belance-of-payments
problems. In keeping with that approach, the laW should be frequently reviewed.
This would be In keeping with the law's transitory nature and would permit Its
expiration as soon as practicable. Frequent review would provide continuing in-
centive to achieve permanent solutions to our balance-of-payments problem.

An extension limited to one year Is particularly appropriate at this time be-
cause of possible developments over the next year which conceivably could obviate
the need for the Interest Equalization Tax, or at least permit adjustments
Potentially favorable developments are a continuation of the tremendous expan.
dion In international bond Issues In Europe; the success of efforts to achieve
international coordination of interest rate policies; recovery of 4Oe merchandise
trade surplus to prig19f leyels - and the early results of the Kennedy Round
tariff cuts. Thus, the Exchange keeis ft would be appropriate to review the Tax
again In 19f, rather than waiting two year..

It In the Exchange's understanding that the voluntary program on the balance
of payments and the IET are supposed to complement each other. This impres-
sion Is confirmed by the reasons for the IET as expressed by the House Ways
and Means Committee in its report of March 6, 1967. Among these reasons is
that "the tax assures participants In the voluntary program that they are not
being asked to assume a disproportionately large share of the burden of eliminat-
Ing payments deficit by reaching Investors who are not under the voluntary
program- 0

This statement would Imply that if conditions should warrant the voluntary
program "to be moderated or eliminated prior to July 81, 1960," they should
also permit moderation or elimination of the IET. Yet, the rationale for a two-
year extension Is based on a completely contrary view. As expressed by Under
Skretary of the Treasury Deming In his statement before the House Ways and
Means Committee, the rationale is as follows: "If conditions permit the voluntary
cooperation program to be moderated or eliminated prior to July 81, 1969, the
Interest equalization tax may again have to assume the full bulen of restraining
excessive capital outflows. It must be adequate for that tasL" A two-year ex-
tension on this basis would be a rejection of the principle that all types of In-
vestors should share the burden of reducing the capital outflow.

(4) Dirt/onr autkority.-The Exchange questions the advisability of the
delegation of broad discretionary authority to the administration to change IET
tax rates. Under such an option, rate Increases could be instantaneous. A sudden
shift In the Interest Equalization Tax rate would have an immediate impact on
capital costs. The possibility of such a quick move by the United Stas would
create uncertainty In world capital markets. It could discourage further moves to
achieve international coordination and de-escalation of interest rates.

In addition to International consideration, the Exchange has doubts :,bout the
advisability of granting discretionary authority on more traditional pounds. Be
It Interest iSqualisation or any other tax directly affecting Investments, Investors
need to know the rules under which they operate. Uncertainty about .*x rates
greatly complicates investment decisions. A flexible tax rate could Introduce a
new element of speculation in foreign securities dealings and, thus, be an un-
settling influence in both International and domestic securities markets.
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no Would aso point out that the pending proposal represents a de-
par ohl~ Executive-Legulatlve prerogatives. The issue of djscre-

tlonma authority Is so Important that It warrants a separate, intensive study by
Congram This isse should not be posed of solely on the bass of a possible
need for rapid tax adjustment.

Should a situation serious enough to warrant tax adjustment In the lET develop
over the coming months, Congrs has demonstrated the ability to act swiftly
when required.

OONCLUBION

The Exchange's position on the Interest Equalization Tax Is rooted in its long-
standing adherence to the principles of free trade and free capital markets. It
also reflects the belief that expedients such as the Interest Equslisation Tax could
do permanent damage to thIs country's standing as the financial capital of the
world.

That belief underlies the Exchange's position that the tax be reviewed fre-
quently and eliminated as soon as practicable. Accordingly, the Exchange Is
opposed to a leagthy, two-year extension. It strongly recommends the exemption
of all outstanding stocks. This action would, in our opinion, improve the na-
tion's balance-of-payents position. It also would provide the basis for a viable
two-way market in securities transactions, would stimulate sales of United States
securities abroad, and would keep open securities trade channels for the day
when our capital market is once again completely free. The Exchange also points
out that the 15% tax on stocks has been fully adequate to its task. An increase
would have little practical effect but could run the risk of stimulating protoc-
tionist attitudes abroad.

The Exchange fears that short-sighted actions at this time may reverse the
growing international interest in lowering barriers to trade and capital flows. It
would be ironic if the United States Itself were to take another step that could
injure free world markets, which this country has worked so long to nurture.

Exanu= I

RESOLUION Or THE IsTUmATiOsAL F'fD)ZATION OF STOCK EXCHANGES CoIM'N-
rwo THIc AMmuCAN "INT=m? EquAL&tTION TAX"

The International Federation of Stock Exchanges, speaking on behalf of the
Stock Exchanges of Austria, Belgium, Denmark, France, Germany, Italy, Luxem-
bourg, the Netherlands, South Afria, Spain, Switserland and the United States
of America :

1. is disappointed by the U.S. Government proposal to prolong the "In-
terest Equalization Tax" for another two years and to increase its tariffs;

I does not want to enter upon the question whether a taxation of this
kind be neceeary with a view to American balance of payments policy be-
cause this question cannot be Judged by the Federation;

& neverthelem would like to state that this Interest Equallzation Tax
is lnJurLag the efforts made by the free world financial community to further
free interational capital and securities movement, because it impedes ac-
quiring of foreign equity securities by U.S. citizens and provokes ales of
stocks of foreign companies from the U.S.A. to foreigners, as has been clearly
shown by the available figures;

4. points out that, on the other hand, the practical experiences and the
figures demonstrate that since the Tax has come Into force substantial sales
of U.8. securities by foreigners to the U.S.A. have taken place equally;

5. thinks It most a"kely that these latter sales for an important part found
their grounds In the decreasing confidence of foreign investors caused by the
Interest Equalization Tax;

6. reminds that, so far as such sales outweigh those of stocks of foreign
companies from the U.S.A. to foreigners in this respect the ultimate in-
fluence of the Tax on the U.S. balance of payments should be considered
as unfavourable;
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7. mgsts that, if U.S. authorities thtnk it neeessary to prolong the Tax,
exemption be made for all outstanding stoci of foreign companies;

& is hoping that U.S. authorities will decide in accordance to this suggest
tion which would be in conformity with the U.S. traditions of furthering
free International capital flows and with the position of the U.S.A., as the
outsfandi finandalcentreofthewo"d.

Exaiurr 1I.-Baance of parnenit in stock rarsaaions,
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ExXIET II1

[from sarvey of Current Bulm Septemb 19, p. 381

Fo~aax I.YU sUT ZN T UaNIT SIa~m
Tl e pr.nc.p... feature of forein li....men. .n t.e Un.ed S.a.e. 2M ne 1965

(other than changes in liquid dolIlar holdings) has beent a continued net qi~-
.o. of U. . orporate stok, mr', than offset In the first half of 1966 by large

additions to foreign holdings of dx~posts in U.S. banks with maturities of over
1 year and by purchases of various types of corporate and U.S. Governmentagenc bonds. Flows of . .. ta conneted with foreign direct Investment in the

United States have been erratic and relatively snailNet ales of corporate stocks ros to nearly $05. billion In 1965 and were

over $0.1 billion in the first half of 196 The.. represent metwi the reductio ofIschrwdi of tVe U oc K ngdomt 0INbovimeusc,bu a inae be s recorded

for other Europeat countries. In contrast, Canadians have ben net purchasers
of U.S. equity securities, and in the second quarter of this year raised their netacquisitions to nearly $100 million.

For moat of the peruo fro 193 to Bth eric9 me.h oi ",966, the U.S.

market for corporate sto€s weas stronger tAB. mot foreign mursets, trut itfailed to attra t foreign investors. This contrasts with a persistent Inflow for
investment in these securities averaging $150 million per yea in the 1951--82
period. It seems likely that the intensive demand in Europe for Invelet
funds has diverted this flow into European debt instruments or the Eur-dollar

marketIn e96 and th frst ha of var, puhyse of U.s. bonds by f.rgoners were

abantial, but tis reflected rather special fircumstancect In 1965, net pur-
chases of U.S. corporate bonds by European countries (other than the United
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Kingdom, which was liquidating bonds acquired in 1964) amounted to about
$150 million. However, that total includes purchases by foreigners of nearly
$200 million of debentures and bonds issued by the newly organized U.S.
ilrnancin affiliates of direct-investment companies, so that foreigners were appar-
ently selling other U.S. corporate bonds. Some of the sales of U.S. equity securi-
ties by Europeans in 1965 mentioned above may also have been for the purpose
of investing In these new issues. In the first half of 1966, European countries
(other than the United Kingdom) purchased a net amount of $405 million of
U.S. bonds. Since these purchases Included about $475 million of securities
issued by the special financing affiliates, there was evidently a continuing liquida-
tion of other U.S. corporate bonds. Purchases of $187 million of U.S. bonds by
international institutions in the first half were largely U.S. agency Issues.

Another new development In 1965, which continued into 1966, was the acquisi-
tion by foreigners of long-term (over 1 year) certificates of deposit or other
obligations of U.S. boonm These acquisitions amounted to a net 9f $280 million
in 1985 and about $0 million In the first half of 1966 (excluding any United
Kingdom transactions).

ExmNxT I.-Eff d of #.k trasciou o, as U.S. balaace of paymxst by geo-
graphic area, 1960-66
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Cau de.............................................. 1I8 135 573
Ijtina e ............................................. -16 8 50
R st of w ld ................................................... 4 -56 84

Countries exm M from IET ....................................... 37 3 1 0
STomutr I .................................................. 42 15 -I,14

i Noemampt cves are EUope, Japam, Soo& Africa, and Autmalia.
Souiw: U.S Tresary Dulledt.

EXH Ir V

IMPACT or BRITIsH Tr&suiY SALus or AMmucAiN SzcuxTIe oxl ToTAL Birms
LQumATIoxs

The impact of liquidations of American securities by the British Treasury on
total British liquidations of U.S. stock Is indeterminable from the data available
to us. However, these data do not support the position that the British Government
liquidation of American stocks has obscured an accumulation of American stocks
by private British reidents.

All told, from the time the British Treasury started liquidating its portfolio In
the early 1960's (a precise date Is not available) through 1965, It sold $884
million of securities, including bonds as well as stocks.

In the two years 1964 and 1965 combined, liquidations of American stocks held
in Great Britain totaled $575 million. From the size of this iquidation, it would
have to be assumed that most of the British Treasury sales of stock during the
1960's took place in the tv7o years 1964 and 1965 If one Is to conclude that
British residents were accumulating stock.
: Furthermore, the downward trend in British gross purchases of American
stocks aince 1963 does not seem to sport the thesis that British nationals have
been accumulatlng American stocks. Since 1963, British gross purchases of
American stock have been almost halved. The totals for recent years were as
follows: 196&--$741 mitUlon; 1984--$88 million; 1965-4&7 million; 1966-4885
million.
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EwsrrT VI.-Ne EuAFpsan lranedios in U.S. egsy aucities 196-62,190,

I6104--*

lost a Ear*i ................................................. j 31 4
Ti Euu ................................................. 196 1,531

SoU: U.3. Tr o ub ,

Senator MCCAMTHY. Senator Williams.
Senator WILLA.MS. Mr. Calvin to what extent have we been handi-

capped in this law either through loopholes or the abuse of the law,
the exasion? Do you think it has been rather widespread?

Mr. CALVIN. No, I do not think it has been that widespread, Senator
Williams.

Senator WIUuAMS. I noticed that you say the exchange points out
that the 15 percent tax has been fully adequate. Do you think the
existing law, as it is written, is adequate to do the job, if it is going to
be extended I

Mr. CA 'jx. Well, if you are talking about the
Senator WiLLIAs. The potential loopholes in it.
Mr. Ctvi;. The loopholes at the present time-I think the aitua-

tion that has developed, as Mr. Surrey testified on Friday, indicate that
the law has not been adequate to the task of having people comply with
the interest equalization tax.

Senator WILIAx&s Did thi3 abuse or possibility of abuse become-
was it called to the attention of the exchange or were you people aware
of it prior to it being exposed-

Mr. CALVI. Yes, we were.
Senator WnLAm&. When did the exchange first become aware that

the existing law was not adequate to deal or cope with this problem?
Mr. CALvw. Well-
Senator WILAMs. I mean approximately when I
Mr. CALvIx (continuing). My problem in answering is that we did

not view it from the standpoint as to whether the law was adequate or
not.

Senator WiLuxs I understand.
Mr. CALviw. We became aware that there may hafe been problems

under existing law a number of months ago. From what I have been
told, this would have been back some time in probably May of this year.
It may have been also earlier than that, but this is te date that I have
heard. ..

Senator Wnxw& To your knowledge was the Treasury Depart-
ment aware of it at that time or doing anything about it?

Mr. CALVIN. Well, what we have done is--I would assume and I
would have to assume this, that they were aware of it. I go back beyond
that, and I would say I remember participating in a meeting going
back a number of years ago, which involved at that, time a possible
evasion problem under the tax. This was, I think, the case that led to
the indictments that have been discussed here from time to time.
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We, the exchange, I think, have been not only diligent in this area,
but we have triedto be as cooperative as possible with the Treaury
and the Internal Revenue Service, and we have offered to them, as we
always do in these matters, our full cooperation.

Senator Wnjmxs. I was not sugesting criticism of the exchange.
After all, it is not your duty to enforce the law.

Mr. CALvIxN. No, I realize that.
Senator Wxw1xs. I am just trying to establish when the potential

loopholes were discovered by the Treasury and whether or not they
were loopholes or just a weakness in the law.

I think we would both agree any law which is put on the books which
cannot be enforced or which is not enforced is worse than no law
at all. , ,

Mr. CALvin. Well, we would add something further to that, Senator.
We think, and this is the whole point of our statement, that the objec-
tive here is to improve our balance of payments.

The interest equalization tax on outstanding foreign securities has
not done that, and it has created an enforcement problem, as was dis-
cussed on Friday. A nd, as I am sure you well know, this is not a tax
measure, but a regulatory measure. And it has not succeeded in that
area, in our opinion.

Senator Wxua&s. Have you reviewed the recommendations of the
Thasury as they were submitted here this morning, their amend-
ments--are you familiar with thoseI

Mr. CALVIN. With the amendments, or their attachment AI
Senator Wni.LAMs. The amendments. They have sent down a recom-

mendation for, I think it was, about 16 pages of amendments to the
House bill which supposedly will close potential loopholes. Are you
familiar with those recommendations I -

Mr. CALviw. Yes, we are familiar with those recommendations.
May I tell you what has been happening since Friday on this, for

your interest
Senator W.,.Aum. Yes.
Mr. CAvm. Friday, we had a messenger present in this room to re-

ceive a copy of Mr. eming's statement, so that he immediately could
hand-carry it back to New York, so that our people could review this,
knowing it would become effective soon. And, as you know, it was pro-
posed to become effective this morning.

This messenger arrived in New York at 12:30 on Friday, and since
that time our top staff people and our counsel have been at the New
York Stock Exchange almost continually-that is, Friday, Saturday,
and all day yesterday, until late last night and early this morning.

We have discussed with the Treasury staff those changes in proce-
dures which they have mutually worked out, changes in those proce-
dures to make the system workable-or more workable, at the least.
So we are well aware of what has been going on.

In addition to that, our board, the Boardef Governors of New York
Stock Exchange, had a special meeting this morning at 9 o'clock, to
consider whether it was at all possible to commence trading in the
foreign issues on the New York Stock- Exchange. They have decided
by tlephone, I am told, as a result of ch-nges that were made and as
a result of the changes that the Treasury will be suggesting, I under-
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stan, mkin certain suggestions for the balance of this week, so we
could open trading in those issues this morning, and that has been done
byour Office. t"~

Senator WiLLiAms. Do I understand you to say that there have been
changes in the recommendations which we havd received this morning
as compared with the recommendations that they made in the room
here last Friday?

Mr. CALVIN. I have not seen the recommendations that you are talk-
ing about this morning. What I am saying is that there have been
changes that have been made, to my knowledge, in the recommenda-
tions that were made on Friday.

Senator WIWAms. That is what I mean. The Treasury has changed
its mind or changed its recommendations somewhat since Friday,
since they testified Friday, is that correct I

Mr. CALvIN. On the procedures, on attachment A.
Senator WILLIAMS. Would their changes be of substance to affect

the tax liability in certain circumstances?
Mr. CALVIN.'They are not that type of change. They are changes so

that these new procedures can be more effectve.
Senator WLLIAMS. They are procedures only?
Mr. CALVIN. It is procedures only.
Senator W a&xs. Now, if these recommendations of the Treasury

are accepted, do you think that they would effectively close any poten-
tial loopholes in this law or can you still use potential evasion or
avoidance-I won't call it evasion. Do you think there is a way that
they could still get around this law? i

Ur. CALvmn. That is difficult for me to answer for a number of rea-
sons. First of all, I would think that if the incentive is great enough,
from a dollars and cents standpoint, people can exercise great
inge.Laity. This would still be a difficult law to enforce.

I cannot say that these procedures will stop all possible evasion.
What we do say--and what we feel strongly, and we have told this to
the Treasury recently, and again in this statement this morning--is
that we think the thing to be done is to exempt outstanding equities.
This will eliminate the enforcement problem and, at the same time,
will accomplish the result that is intended, and that is to improve our
balance-of-payments position. . X

Senator Wu"Ams. Well, if we passed the law and then exempted
equities, all you would have left is the debt, is that not'correct?

Mr. CALVIN. We would have the debt obligations and the new issues.
Senator WIWIAMB And the new issues.
Mr. CALvjN. And there has not been, to our knowledge any evasion

problem in them areas.
Senator Wiuuxs. In the absence of the Senate approving that

exemption which you are recommending, asking that they decided
to proceed along the lines that the Treasury is recommending, do you
think that the law would be enforceable in its present form as it is
preentl.before us in the last revision or do you think there would

ill be this potential or large-scale avoidance on the part of those who
seek such loopholes in the law I

Mr. CALviN. I would have to say that in my opinion the potential
would still exist, particularly if you are going to double the tax rate.
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So r.Wux & I was going to ask that again. The increase in
the rate would make that more attractive.

Mr. CAzv-n. The incentive would be greater, from a dollars and
cents staidpoint.

Senator Wn . And it would be your thought that even the
latter recommendations of the Treasury Department would still leave
this possibility where this avoidance could continue; is that correct?

Mr. CALviw. I would have to say so, in my opinion, sir.
Senator W Ji&L, Would you or could you furnish us a hypothe-

tical case of how it could be avoided even though under these new reg-
ulations or would you care to do that?

Mr. CALviw. I do not think I can do that, because I am giving you
this opinion-, ihat it can be avoided, just based upon the facts of the
situation.

Here is a tax that is not intended to be a revenue- roducing meas-
ure. It is intended to help our balance of payments. ou are dealing
with foreigners who are outside the jurisdiction of the United States.
You are dealing with a possibility of a substantial increase in the dol-
lar incentive if there is an increase in the rates. And I am talking
about these general factors, not any specific scheme that I or n.voe
else can see, but just the fact that the general climate or situation is
such that evasion would be possible, and enforcement would still be
difficult.

We at the New York Stock Exchange, however, have told the Treas-
ury and IRS we are wi to do whatever we can, everything that
we can, to help deal with this problem axid to turn over all information
we have-what has happened in the past, and anything that develops
in the future,

Senator WHu.UMa Yes. No further quPations.
Senator McCArnIy. Stiawor Bennett.
Senator BzNwmr. No questions.
Senator McCA xrw. Mr. Calvin, these five or six grand jury indict-

ments that have been issued, do any of them involve firms that are
in the stock exchange or are they all over the counter? Have the indict-
ments reached the stock exchange at all?

Mr. CAu m. In those cases involving the indictments, as I recall,
they do not involve members of the New York Stock Exchange.

I would also like to say, in responding to your question, that in the
current -ases being discussed, and information that we have concern-ing these matters, that they do not involve member organizations of
the New York Stock Exchange, and they do not involve New York
Stock Exchang1e-listed issues, or issues listed on any other stock ex-
change. These are over-the-counter securities, and the only way that
members of the New York Stock Exchange have become involved is
just through their regular commerce in securities.

In the case of over-the-counter securities, our members in most cases
are the primary market makers in those over-the-counter securities.

Because of that, most transactions will ultimately flow through our
member firms. Ad from the inquiries and investigations that we have
made, and from the information we have received from the Treasury,
there is no indicaLtion at all that member firms of the New York Stock
Exchange have e en involved or have participated in these schemes,
and definitely not knowingly.
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Senator McCA=UY. Regarding these transactions that you had no
knowledge of, at what point would the stock exchange be involved l
You are not involved in the conspiracy but involved in the marketing
or resale process, whatever might take place. At what point might
these securities reach the ktok exchange I I

Mr. CALVIN. Well, first, the only securities that are traded on the
New York Stock Exchange are those that are listed there.

Now, from the information we have, and we have told this to Treas-
ury, to our knowledge there is no involvement at all in NYSE-listed
issues. The stocks that have been involved here have been over-ths-
counter securiti.z that are not listed on any stock exchange. Thee may
have been sorne. isolated transactions in our issues, but we are not aware
that this was the involvement, the thing involved here.

Senator McCAirry. The Wall Street Journal story on the 30th of
June describes the process of how the foreign stock is purchased
abroad and then sold to a small securities firm which must be a mem-
ber. of the National Association of Securities Dealers; that is right, is
it not I

Mr. CALvix. That is true.
Senator McCArTHy. Then this stock is sold in the open market.

What is that open market I Is that just the regular over-the-counterI
Mr. CALvix. You see, here you are talking about an over-the-coun-

ter security.
Senator McCAmm Y. Would it have to be an over the counterI Why

could it not be a security that might be traded on the exchange I Why
is it that none of these securities happen to be involved here I

Mr. CALVL. Well, first of all there are only 18 foreign stocks that
are listed on the New York Stock Exchange.

Senator MCCARTHY. It was just an accdent that they are not?
Mr. CALVIN. No. But these are high-quality securities. You are talk-

ing about KLM, Royal Dutch. These are, I think you could say, the
top foreign securities in the world.

Senator MCCAWrHY. Yes.
Mr. CALVIN. Now, these people, of course--and it is just like any-

thing else-the controls that they exercise, the procedures that they
follow, go beyond what is the ordinary case in a security that does
not have that type of market., and a company that does not have that
stature.

Senator McCARniY. Yes. But what I mean is, is it incident to the
nature of the security itself I

Mr. CALvin. In addition to that, it is also incident to the nature of
the market.

Senator MoCArrHy. Yes, but not formal in any way. It is a condi-
tion of the market or a condition of the security that keeps it from
beirr involved in this bootlegging or smuggling process?

CALVIN. Yes.
Senator MoCAwruy. It might be theoretically possible'that stocks

could go through this process and also be handled on the exchange f
Mr. CALVIN. Yes, it is psble. , , ;
Senator MCArrny. There is no formal obstacle for this.':
You suggest an exemption for old securities. Would it not be pos-

sible for new issues to become old after one transaction ? They do after
one transaction, don't they f
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Mr. CALviN. Wel, they become outstanding, you mean I
Senator MoCAwmy. Yes. They are then outstanding and they

would be old.
Mr. CALvn. This is something that we think could be solved by

definition of "outstanding."
Senator MoCA y. YOu think so I
Mr. Citvix. Yes, sir.
Senator MoCArnr. The first issue might be sold and the new

issue might be sold overseas and then it would become an old issue.
You think that could be handled by regulation I

Mr. CALvir. There are a number of ways we feel this could be
handled, so that you could have an exemption for an outstan
foreign equity security which would not open up new issue being
made abroad, and then sold in the United States to the detriment of
our balance of payments.

Senator McC rri. What is your overall view of the interest equali-
zation tax; do you think it has done more harm or good or done so
little good that it would be better to get rid of it ?

Mr. CALvr. No; in our statement here-the statement of the New
York Stock Exchange, Mr. Funston's statement--we are not opo

the exteion of the interest equalization tax. There is no doubt that
the tax has aided our balance of payments.

What we are suggesting, by this proposed exemption for outstand-
ing foreign equity securities is that we feel that this is a way that the
tax can be-the impact of the tax can be-improved. That is to say,
that we can improve our balance of payments. So we are not advocating
repeal of the tax at this time. We are not opposing the tax at this time.
We are making these four comments that I have read to you this
morning.

Senator McCArmy. Is that in the spirit of going along with the
administration, the public image of the exchange, or does it reflect
your basic economic judgmentI

Mr. CALVIN. I would say a combination of both.
Senator McCary. I thought I read some propaganda in your

statement about how much confidence you had in the Congress' ability
to react quickly when called upon to do so. Do you really have that
confidence, especially in view of the time it took us to work on the
investment tax credit this year?

Mr. CALvin. But there have been other examples, where the initial
Mttes of that-

nator McCArHy. Give me a couple of good examples.
Mr. CALvrw. They have stood out.
Senator McCAiRHY. I was further impre,sza-o you think Con-

gres. ought to ask for changes in the rediscount rate also instead of
leaving that up to the discretion -f thb Federal Reserve Board?

Mr. CALvIn. That is something I am not competent to comment
on.

Senator McCAirrHY. That has an effect on capital. Your confidence
in the Congress does not go that far?

Mr. CALVIN. I have confidence in the Congress-
Senator McCAirnE. To act quickly on all issues?
Senator BnxTrr. Like the current railroad strike.

8i-495 O-67-i8
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Senator McCAirrirT. Like the present railroad strike',
At this point I want to include in the record the Treasury Depart-

ment's letter with reference to the modifications of it, Attacment A
which you have already described. - . .

Senator WIWAmS. Mr. Chairman, I do not believe the Wall Street
Journal articles and the Journal of Commerce article have'been put
yet in the record, and if notI ask that they be put in the record.

Senator McCArrwY. Without objection. ' "'
-(The articles referred to follow :)-

[IFrom the Wall Street JounaL June 50, I1I

* "Socx-TAx DoDoE"-U.8. FWAIs MANY SKIRT 15% LATY oN PURCHss o
Fomuor SzGUZTnM--S Bam INvoLvZ MAY TOnAL $1 BUZuON A YiaB; CaM-
zNAX. Swg PwR o sY Pcni&-Coxma Bom, Oxm-Row Bums

(By Lee SiH>eman and Norman C. Miller, staff reporters of the Wall Street
Journal)

An intensive Government investigation is turning up strong evidence that a
tax on purchases of foreign evldene by Americans is being evaded on a gigantic--
and still growing-scale.

The scheme is complex. It involves dummy accounts In Canada and England,
skid-row derellcts, college boys and probably the Mafia. Government officials now
suspect the evasion has been going on ever sice the 15% tax was enacted In
September 194 to slow the flow of dollars out of the U.S., and they say that It
now involves annual stock purchases totaling $250 million to $1 billion.

Thns, the Government Is being gypped out of about $40 million to $150 million
In taxes a year, amuwing the purchasers would have bought the stock legally
had the illegal opportu, la not existed. In addition, international rings of crooks
are taking se "'.1z cut "m $15 million to $60 million a year.

Top offlciaLs of the Tteasury Department and the Internal Revenue Service
have known that the tax was being evaded to some extent from the very start.
But for reasons that can best be described as bureaucratic bumbling, Washington
officialdom has unn reetly been Ignorant of the s of the fraud.

IS WALL STuRS INVOLVE?

Officials still don't know for sure who Is masterminding the operation, though
Canaia appears to be the main center for the illegal activity. 0ue nvestlgator
says the scheme Is so complex it rivals "a medieval cathedral In magnificence of
size and design." And it Is said that some Wall Street securities concerns aren't
nec rily innocent dupes. It's believed that some traders for big-name firms are
at least condoning-if not fostering-the practice, though they remain within the
letter of the law themselves.

The tax itself is simple. The law merely provides that if an American buys a
foreign security from a foreigner, he must pay a 15% levy to the Government to
deter the outflow of dollars caused by his transaction. If be buys the same foreign-
company shares from an American, though, he needn't pay the tax-becaue the
dollars involve in the tr. asaction theoretically don't leave the country.

The question, though, is how can the Government tell if a seller of the foreign
shares Is an American or a foreigner. The Treasury, after conferring with the
securities indus-ies, decided that foreign stocks sold by an American had to be
accompanied by a 'certificate of American ownership," signed and attested to by
the seller.

HOW THZ SCHEME WORKS

And that's where the crooks come in. They obtain the blank afdavit forms
(which are readily available at most of the 60 IRS offices) and then solicit sig-
natures from drunks, derelicts and anyone else needing the $10 to $35 that the
crooks are willing to pay.

Then they buy the foreign stock abroad--,where it sells cheaper than It does in
the U.S. because of the tax-and attach the affidavits. The crooks then sell these
shares, at, say, an 8% to 10% markup, to small securities firms In the United
States. These firms, which must be members of the National Association of Secu-
ritles Dealers in order for the scheme to work, then sell the stock in the open
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market in the U.S. at a price equivalent to the gcing price in the U.S. Their profit
is the difference between the slightly cut rate they paid the crooks for the stock
and the U.S. market prie %

The securities firus apparently have no trouble reselling the shares to other
brokers specializing In foreign stocks. The law provides that only the first Amer-
ican securities firm buying American-owned foreign securities must receive the
affidavit. A subsequent purcha-, 0 - securities fim, doesn't need the affidavit
so long as the seling firm Is a member of we A&', which regulates over-tbe-
counter trading.

EII THU 310 NAM8

Here is where the big-name securities houses enter the picture. Many traders
know which little houses have hot supplies of what stocks, so they can--and,
apparently, often do-Just phone these little houses and place their orders at
the market price or, perhaps, Just a shade below It.

Why would a big trader order from a small, unethical house? The answer:
Because he Is assured of a supply for which he and his firm don't have to bother
with the documentation. He receives the stock on a "clean confirmation" basis.

The affidavits are kept on file by the little securities firms that buy the stock
from the crooks. When and if the Government audits these firms, it checks the
names on the slips to see if these people paid the tax, which to known formally
as the interest equalization tax. The person signing the slip-not the brokerage--
is responsible for paying the tax. The U.S., however, has a slim chance of collect-
Ing millions of dollars from derelicts. Or from the college boys who signed phony
papers while on vacation in Nassau not so long ago. Or from the $4,0a-year
American milkman in Oanada whi regularly sells his signature.

It would seem that even the little securities firms are within the letter of the
law. But that isn't necessarily so. Some of these firms are knowingly buying the
stock with the phony affidavits, and they thus are as vulnerable as the suppliers
of the affidavits.

They may be more vulnerable, in fact. Even if investigators finally penetrate
the mase of screens protecting the masterminds, it Is doubtful they will be able
to prosecute them. Members of the ring aren't violating the laws of Ctnnda or
other countries where they flnd Americans willing to sign.

Moreover, foreign authorities have little reason to sympathize with the U.S.
The interest equalization tax Is %'h'ely despised by other governments because
it has almost choked off their access to new capital In the big New York money
market.

"We find ourselves In a very difficult position," says John B. Doran, a commis-
sioner of the Qr.bec Securities Commission. 'There are known undesirables In
this scheme, and we don't like that. But we might be criticized (by fellow Canadian
politicians) if we showed concern for the enforcement of another country's law."
Nonetheless, Canadian authorities and stock exchange officials say they have
brought informal pressure on their brokers to turn down suspicious business.

A KEY MAN VANISHES

The whole thing leaves U.S. authorities In a muddle. About all they can do is
periodically audit the files of mnall securities firms suspected of cheating. If
they find an Inordinate number of "affidavits," they can Investigate further.
That's what is happening increasingly, and they are turning their findings over
to a Federal grand Jury in New York.

But so far there lave been only two indictment& Last December four men were
indicted for evading more than $7 million of taxes In foreign stock-but the key
figure In that indictment has vanished. In February 1968, an indictment was
handed up against Stone, Ackerman & Co., a New York over-the-counter firm,
charging the invasion of $2,160 of taxes. The firm and two cited officials deny
the charges.

There ar maneuverings on the selling side that are Just as complex as those
on the buying side. The Canadians or others who sell the stock to the small U.S.
securities firms get their own supplies through dummy accounts In various na-
tions. These dummy accounts, which are used to conceal the Identity of the
real buyer, purchase the shares on various markets throughout the world.

Vast sums of money are required to finance these purchases. Since the crim-
inals behind these dummy accounts understandably prefer not to deal with
baLks, they frequently turn to loan shark& Although the Identity of the loan
sharks isn't known, It is amwmed they have Mafia tie.
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# LOST I1 T3 R3AUCZA - : " I

Ironically, top officials of the Treasury and Internal Revenue Service believed
for some time that tb& interest equilisatlon tax was working smoothly precisely
because they were not collecting much revenue. In more than three years, only
$54 million in taxes was paid by Americans buying foreign securities from for-
elgnere, and offidals tended to regard this low total as evidence that they bad
succeeded in discouraging purchases.

j The warnings sent repeatedly to Washington by investigator in the field ap-
parently were lost in bureaucratic pigeonholes For one thing, IR3 officials,
many o whom don't understand the intricacies of the stock market, simply didn't
grasp the potential for profiteering by evasion.

At the Treasury, officials were concerned with the balance of payments, and
the tax seemed to be working for their purposes. So they ignored warnings signs.
Workers at the Securities and Exchange Commission posemed the stock market
savvy--but they lacked direct Jurisdiction over tax problems.

Now that the dimensions of the evasion scheme finally have caught the atten-
ton of top-level officials, their underlings are struggling into action in all but-
desperate attempts to avoid taking the rap.

,- THE OI'POOM ZTVICT

Ironically, the tax law so far has had just the opposite effect on stocks of what
was intended. It has actually worsened the U.&. deficit in the balance of pay-
menta "when the tax was first enacted, the price of many foreign-owned stocks
fell 15%t/ below the price of the same stocks held by Americans, reflecting the
new tax.

But as the crooks began to flood the U.S. market with foreign stocks bought at
the discounted foreign price but intended for sale at the higher U.S. price, the
U.S. price of these stocks began to fall. too. In effect, the price differential became
whatever the crooked suppliers thought the traffic would bear. At the moment, it
generally is 8% to 10%.

This lower price, coupled with a general decline in stock prices abroad, has
made some foreign stocks look like bargains to US. Investors, so they have been
turning increasingly to them--dedlng their money outside the U.S. and hurting
the balance of payments. Federal officials who keep track of the balance of pay-
mets--which is the difference between the amount of money the U.S. spends,
lends and gives away abroad and the amount it takes in from foreigners-have
been bewildered by the international securities figures.

After three quarters In which Americans had been net sellers of foreign
securities, in this year's first quarter they become net buyers. Of course, it is
impossible to say to what extent this change has been prompted by the tax-
evading scheme.

ADDING TO THE PIORLAM

Government officials have unwittingly prompted an increase in the evasion in
recent months. The House has passed an Administration-sponsored bill that
would increase the tax to 22 % from 15% and the Senate has been expected to
approve the increase routinely. Under the House bill, the rise would be retro-
active to Jan. 25.

The differential between the U.S. and the foreign prices of some stocks has
widened in recent months on the assumption the bill will be passed. This has al-
lowed the illegal suppliers to increase their markup--and take more money out of
the U.S.

(From the Wall Street Journal. July 3, 19671

CoNonss SEMs LIKELY To CHANGE TAx LAw O. FMoN STOCK PURCAM BY
A CANS

(By a Wall Street Journal Staff Reporter)

WAsHrnOTo.--Oongress seems almost certain to change the law imposing a
tax on foreign stock purchases by Americans as part of the Government's attempt
to halt massive and increasing evasion of the 15% levy.

The evasion scheme, disclosed last Friday, Is believed by Government investi-
gators to Involve annual stock purchases totaling $2 million to $1 billion
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InternatIonal rins of criminals that control the sc ar pocketing $15 million
to $ 0 million a year, authorities believe, and the tax loss to the Government is
even higser.

Treasury officials refuse to confirm that the fraud has reached the dimensions
described by other Government sources. But they concede that evasion of the
so-called interest-equalization tax is substantial, and ay its very hkely that the
Administration will ask Oongress t9 change the law in an effort to reduce tax-
evasion opportmuies

The Administration's recommendations probably will be announced at Senate
Finance CommIttee hearings tentatively slated to start next week. Meantime,
an intensive backstage debate about the nature of the recommendations is In
progreaL

DIfTgENT OPTIONS

Treasury officials appear determined to continue the tax on all purchases of
foreign securities by Americans from foreigners because they consider It an
important element of the Administration's overall program to slow a flow of
dollars from the U.S. However, officials of the Internal Revenue Service hint they
think It would be best to drop the tax altogether as it applies to outstanding
shares of foreign companies, retaining It only for new issues of foreign stock and
debt obligations IRS officials indicate it may be almost impossible to enforce the
tax on outstanding foreign-company stock regardless of what changes are made
in the law.

Basically, the opportunity for illegal profiteering by tax evasion arises because
shares of many foreign stocks have cost less in markets in other countries than
they have in thae U.S. since the enactment of the 15% interest-equalization levy
in September 1184 In complex transactions, criminals operating through dummy
accounts in the U.S. and other countries buy cheaper shares on foreign markets
and then sell them in the U.S., accompanied by false "certificates of American
ownership," at higher prices than the stocks command here without such
certificates.

Selling the stocks with such certificates exempts the legitimate purchaser
here from payment of the 15% tax. The presumption of the law is that the person
selling a foreign stock with such a certificate has paid the tax when he acquired
the stock. But the crooks have found it easy to manufacture false certificates
of American ownership and evade the tax. Their profit in such a deal is the
difference between the lower price the stock sells for in foreign markets and
the price they get In the U.S.

HBAD SCHZME TO STOP

U.S. authorities sy that under current law they are almost helpless to stop
the evasion scheme. The criminals are operating from other countries where they
aren't breaking the law. Their operations in this country apparently haven't
been curtailed by an intensive U.S. Government Investigation of the scheme
during the past few weeks,

"The stakes are high and the offenders haven't been scared off by any means,"
states Donald Bacon, an assistant IRS commissioner. Government officials say
that tighter controls must be placed over certificates of American ownership
of foreign stocks in order to curb evasion. As It stands now, there Isn't any
effective way to tell whether the Americans signing these certificates actually
have owned the stock and paid the tax on It. There had been some talk within
the Government of changing the law so that banks and brokers would be required
to countersign the certificates as a guarantee that individuals actually have
owned the stock.

But t's questionable whether these proposals will be recommended to Con-
gress. Such changes, one official remarks, would be sure to provoke strong protest
from the banking and securities industry.

A Treasury official says the Administration will work closely with the securi-
ties industry in developing legislative recommendations.

SECUREIS INDUSTRY VUIW

Judging by their past positions, representatives o the securities industry
are likely to urge that the tax be dropped completely for outstanding shares of
foreign companies. This view is supported, for different reasons, by some Gov-
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ermient Ofical& Tey fear that even with changes in the law, crooks would find
new ways to de the tax. . I.. 1 .. ..

Congress approved the tax in the first place only after a great deal of am.
planning and It's possible that It might go along with proposals to exempt out-
standing foregn-cOmpany stocL The Initial reaction of one member o the tax-
writing House Ways and Means Committee to news of the fraud, was that the
entire levy might have to be dropped.

The 16% interest-equalisation tax is due to expire on July 81 but tb House
already has approved an Administration bill that would extend the ax and

A rease ft to =% retroactive to Jan. 256 It's that lxglststan that tMe Senate
Finance Committee will have before it when It opens hearings next week.

Tbe tax also applies to foreign debt obligations sold to Americans; there has
been little or no known evasion of the levy on those securities.

IFrom the Joua ot common, July 5, 19411

TAx Cm=r LooPHoLE PLUG SOUGHT

WASsEwrrorN, JULY 4.-A grim Teasury Department will ask Congress on
Thursday of next week to close a major loophole in the interest equalization
tax and unless all signs are misleading, will push hard also to get a Justice De-
partment crackdown on IIT avoidance that has already occurred.

When it does It will face a battle with the securities industry which is arguing
that the part of securhies trading where a new upeurgence of avoidance has
occurred, in outstanding securities as distinguished from new issues, should be
exempted from the tax on the ground that the levy is unworkable In this sector.

ThZABUIT DT5.GRs

The Treasury dlugrees-very firmly. "M is lsn't going to be like prohibition,"
says one department aide.

On the other hand, the avoiders of the tax, emcted to prevent a balance of
payments drain by reducing lending to foreigners by making the purchase of
foreign securities more expensive, have been very S f at It. This gives
rise to industry claims that the tax has been avoided so widely as to have broken
down. New York reports have put avoidance at $250 million to $1 billion.

Treasury sources snort that these figures are "grossly exaggerated." But in
fact neither It nor its tax-gathering arm, the Internal Revenue Service, are well
enough versed in the market to be sure. They have just started a crash self-edu-
cation program with the help of the Securities and Exchange Commission.

As of now, the department hopes to have ready by July 13 Its proposed
amendments to close the loophole and Treasury Undersecretary Frederick
Deming will present them at that time to the Senate Finance Committee.

On the following day the industry will get its chance to testify. The Fi-
nance Committee is considering a bill to ameed the existing legislation
to extend its IET for two years and to empower President Johnson to vary
its effective rate from the existing I per cent to 1% per cent.

DOUBL INCKNTVE

Though it isn't clear for certain, it appears that when on Jan. 25 the
President asked for power to vary the rate between zero and 2 per cent ef-
fective that date and put investors on notice the rate would be levied at 2
per cent from Jan. 25 until enactment the problem of avoidance began to
worsen. By raising the tax cost from the previous 1 per cent to 2 per cent,
the administration doubled the incentive to avoid or crimitally evade payment.

There had been sporadic reports of avoidance schemes from New York ever
since the lET was first enacted back in 1964, resulting In a couple of Indict-
ments. But by February of this year the situation was such that IRS agents
started an intensive investigation. That probe has been rushed to completion
so that the fruits of It could be embodied In new amendments . .. It Is Ie-
lieved to have been the digging of IRS agents which led to recent publication
of the matter.
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The avoidance or evasion scheme usuaBly requires some kind ot connivance
by a securities dealer.' Consequntly, Capitol Hill oberverb were speculating
over the holiday that the Treasury's proposals for closing the IET loop-
hole would hinge In some way on obtaining the assistance of brokerage houses
In policing the working of the securities tax law.

Mr. CALvnI. May I clarify one statement I made# I said earlier
that member organizations of the New York Stock Exchange were
not involved in the tax evasion schemes. They have been involved to
the extent that some of those transactions have flowed through these
firms. By that I mean, as I am sure you understand, that they have
not been knowingly involved, but they have not been a knowing party
or a principal in these transactions.

Senator McCw-rHr. Thank you very much. We will keep the record
open until Wednesday of this week. This is the end of the formal
hearing.

(Whereupon, at 11:40 am., the committee adjourned)
,B direction of the Chairman the following are made a part of therecord:)

BAiNtKs' AssocIATio Yon FowmoN Tz m
New York, N.,Y., May 25, 1967.

Hon. RusauL, B. Logo,
U.S. ese,
Washington, D.C.

Ds" Sia: Enclosed Is a copy of the poLicy statement adopted by this Asocia-
tion at Its annual meeting on April 26, 1967. Also enclosed Is a copy of a letter
of the First National Bank of Minneapolis which describes in some detail the
concern of many banks throughout the United States about the effect that the
governmental restrictions have on their ability to finance foreign operations,
including exports of American goods and services.

The Association recommends this policy statement to your attention and I
am at your entire disposal if you would like to discuss any of the points raised
In greater detaiL

Respectfu yours,
Am H. VoNI KICMPm, Preedeut.

STATEMENT OF THE BANKERS' ASSOCIATION FOR FOREIGN TRADE

STATEMZINT OF PaINCIPIUS AND REoOMMENDATIONS ADOPTED AT THE ANNUAL
MzwiNo, PALM Spiwmos, CLLaIwEEA, An 26,1967

The members of the Bankers' Association for Foreign Trade at their annual
meeting on April 26, 1967 hereby resolve to express themselves in favor of the
following principles and policies and recommend them to the Directors and O-
cers of the Association for careful consideration and implementations during the
coming year.

G0'KANMrKTAL RESTRCTIONS

We express our grave concern about the continuing trend towards restrictions
on International Capital Movements, in particular as they relate to the foreign
lending operations of commercial banks in the United States. These restrictions
are now beginning to impair the growth of international banking in the United
States and the role of the United States as the leading financial center of the
world. They are reducing the benefits of these operations to the U.S. balance of
payments and the national interest. We believe that this problem must be faced by
the United States Treasury and the Federal Reserve Board In the immediate
future if we want to prevent the United States from gradually sliding Into an in-
creasingly complex network of restrictions. Omoe the e restr*tUons have bees
permitted to take root they wiU t/4e the oewtse foroe of Mternationi bankig
that have hltoriaUlly created import ant lateig eouwc of fore"income
to the economics of ovurtles wth large jmWl omtera.

We stress in this connection that bank loans to foreigners create a dependable
and early reflow of funds to the United States because they are made typically to
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borrowers of the highest credit worthiness and are subject to rapid and regular
amortization. Nevertheless, foreign bank loans have been burdened with a dis.-
proportionately heavy share of the U.S. balance of payments effort. The point has
now arrived where continued and increased restrictions on bank loans--going
beyond measures insuring merely against an uncontrolled growth in their vol-
ume--result In a net los to the U.S. balance of payments. We urge careful consid-
eration of these factors and we request our Omeers and Directors to seek coopera-
tion with the U.S. Treasury and the Federal Reserve Board in working out solu-
tions that make possible maximum continued growth of international banking
without detriment to the national Interest. t

There are, In particular, two types of restrictions on foreign lending on which
we would like to comment, as follows:
Voluntary Retrvknt Pt'ogram

We shall continue our full co-operation with the Federal Reserve Board's
-Voluntary Restraint Program on foreign loans and investments. We regret-
for psychological as much as for practical reasons--the tightening of this pro-
gram last December which had an uneven and arbitrary effect on the position
of Individual banks and which occurred at a time when actual conditions did not
clearly require such tightening. We urge that the administration ot these regu-
lations be flexible and subject to continuous review-in co-operation with the
banking industry-in the spirit that this is an emergency program Justified only
when It Is clearly required by the U.S. balance of payments position.

The usefulness to our balance of payments of EXPORT FINANCING, involv-
ing both the developed and developing countries, has been emphasized by the
National Export Expansion Council and by all sectors of the government and has
Justified an unprecedented volume of loans to DEVELOPED countries by the
Export-Import Bank during the past year.
Recjnmesdtio

From the above paragraph, It is clearly logical and equitable to give the com-
mercial banks full opportunity to participate in this effort by permitting them to
exclude their export loans from the restrictions of the Voluntary Credit Re-
straint Program. The present inclusion of these loans within the Guidelines is
impairing the expansion of export financing and promotion, in particular by the
smaller banks throughout the country. We are encouraged to make this strong
recommendation by the conviction that this step would be an Important part of
an effective balance of payments effort of the United States In the area of ex-
port promotion, the services of the commercial banks are essential and they are
co-operating extensively. If the Guidelines continue to discourage them from
participation the entire national effort will be impaired.
Interest Eqgudaatio,. Ta

We reiterate the Resolution passed at our meeting last year in which we
recognize the utility of the Interest Equaisatlon Tax as a temporary expedient
for balance of payments reasons. This tax imposes serious restrictions, which
arn sometimes artificial and arbitrary, on the normal business of commercial
banks We again urge that the tax should be retained no longer than Is abso-
lutely necessary to assist the balance of payments objectives of the United
States. If the President receives the power under H.R. 3813 to reduce the rate
of the tax by Executive Order, we urge that this be done to the maximum possible
and as soon as the balance of payments situation warrants such reduction.

DALAKCX OF PAYMENTS AND INTERNATIONAL LIQUIDITY

We reiterate the Resolution at our Convention last year that we advocate
financial policies in the United States which assure confidence in the value of
our money and which will restore exchange equilibrium so as to avoid the
disruption of international trade and finance caused by exchange restrictions
or devaluations. WUh reapect to lerittonal Liquidity, we trongly support
the effort of the U.S. Governent to study, evaluate, and p.tt into effect me.unre
looking towards the sound en/argement of iternatioal means of payment.

E'OULIGN INVZOTORS TAX ACT

We welcome the action of the Congress and the Administration, through the
Foreign Investors Tax Act, which makes the foreign branches of American
banks more competitive with foreign banks by classifying interest paid by such
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branches as foreign source income and by exempting from Interest Equalization
Tax certain loans made by them. At the same time we believe that the Impoaition
by this Act of federal inheritance and income taxes on foreign-owned deposits
in the United States is untimely and undesirable and should be reversed. The
Imposition of these taxes will drive foreign deposits out of the United States
to the disadvantage of the U.S. balance of payments and will damage the com-
petitive position of American banks, particularly the many which have no foreign
branches. At the same time these taxes should have little if any success In
achieving the purposes for which they were created, i.e., to attract foreign invest-
ment to the United States and to create equity in taxation of residents and v'on-
residents. The reports by congressional committees on the delayed effective date
of these new taxes express a desire for further review. We urge that this review
be commenced promptly and be carried out with full consideration of the balance
of payments effect of these taxes. We request the Officers and Directors of our
Association to participate actively In this review.

REGULATION "M"

We believe that the amended provisions of Regulation "M" of the Federal
Reserve Board will be helpful to American banks in broadening their operations
abroad. The development of new and flexible methods and channels of operations
is one of the importeLt aspects of international banking at this time where
there are continuous changes in the traditional ways of doing business and where
the opportunities for developing new forms of international business are partic-
ularly bright

EXPORT-IMPOiT BANK OF WASHINGTON

We welcome the various improvements in the Export-Import Bank's program
of guarantees for export financing that were announced at our Meeting last
year and have since been put Into effect. We request our Officers and Directors
to continue and deepen their contacts with Eximbank's Directors and Staff
and, in particular, urge that they emphasize the importance of policies that permit
the maximum participation of commercial banks in export financing, In recog-
nition of the Important role of the banks in developing U.S. exports. Despite
the fact that the return of greater monetary ease restores the capacity of com-
mercial banks for export lending, additional refinements In the Export-Import
Bank's program as to procedures, Interest rate ceilings, and the rediscount facility
will be required. We request our Officers and Directors to co-operate with the
Export-Import Bank and other Washington agencies in studies aiming at a
privately financed exports finance corporation to tap the resources of the private
capital market for Jet aircraft and other capital goods exports.

ACCEPTANCE FINANCING

We ask our Officers to continue our study of Bani[ers' acceptances and their
role in the financing of domestic and international trade, in co-operation with
the Federal Reserve Bank of New York which has been asked by the Federal
Reserve Board to undertake a study similar to our own.

REGULATION OF FOEIIGN BANKING IN THE UNITED STATES

A number of Bills are pending In Congress, including one sponsored by Senator
Javits in 1966, that address themselves to the Regulation of Foreign Banking in
the United States. These Bills could affect individual members of our Association
in different ways and we do not take any position on this legislation at present.
Foreign banking activities In the United States have had for many years a strong
and beneficial effect on the development of international financial skills In the
United States and are a welcome addition to the activities of the American
banks. We hope that this situation will continue and that It will be paralleled by
maximum opportunities for the operation of U.S. banks in the countries whose
banks operate In the United States. In devising new legislation, the greatest care
should be taken to assure that traditional systems of banking supervision in the
United States should not be violated for the mere purpose of systematizing the
regulation of foreign bank activities. We hope that any new legislation that
may be passed will be administered in a spirit of liberality and with the fore-
bearance expected of a nation with our role of leadership In the International
financial community.
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DOVMNNATON N ITMA'"0WAL TZADS

-We welftme the proposd ektahment of the National Committee on Inter-
national Trade Documentation or other similar national group which will con-
cemr Itself with the serious problem ot the volume and ceuplexity of the various
forms of doenuentation required by all organizations and entities involved in
the domestic and International movement of trade.

ImzawAioNAL VADS

,We we~corne the recent agreement between the Departments of State and Comn-
merce aiming at an upgrading of the services available to U.S. business at our
embassies abroad.

R, T-WXe- TRAD5

We support any action that would facilitate EAST-WEST TRADE within the
framework of our national security and economic self-interest, favoring those
nations which by their course of conduct evidence a desire to Improve their rela.
tons with us. We continue to support the principles of the Export Control Act
which embargoes shipments ot goods or technology to unfriendly countries if
these Items make a significant contribution to their military or economic potential
and are detrimental to our national security and welfare. We feel that the actions
taken by the Export-Import Bank last year in providing short and medium term
guarantees for export loans to Eastern Europfn countries will be useful in
developing trade with these areas. We oppose any restrictions on such guarantees,
provided they cover trade based on the above principles.

WOGON AID

We recognize that (e of the most pressing problems of our times is the rela-
tionship between economically advanced and prosperous nations and those which
are in the process of development. Nations that enjoy abundance cannot ignore
the plight of many unfortunate people living in poverty, and hunger and we
adowledge the grave need of those people for assistance. We commend the
gemnirous spirit which has motivated our government in extending aid to the
developing countries in the past and applaud its encouragement of the private
sector to make mutually beneficial investments and loans in these areas to in-
crease production. However, we have grave doubts about the effectiveness of
many aspects of our aid program and we question whether our assistance has
always reached the people who were in the greatest reed of it. We urge that it
sh.mld be a condition of our aid programs that recipient nations make every pos-
sible effort to help themselves and create the basic economic and social conditions
without which our aid will not result in lasting benefits. By combining in our aid-
giving effort moral principles with a reasonable amount of self-interest, the effect
of our assistance and Its benefits to the recipients and to ourselves, can be many
times the amount contributed by us. We recognize and applaud the spiritual
values which exist in many less affluent countries and urge that, In our aid effort,
we take special care that these values be preserved and honored.

Wnu.taM F. RAY, 'Preident,
Bankers Association for Foreign Trade.

FsT NATIONAL BANK OF MINIlEAPOLIS.
MiMeapolis, Mien., April 19, 1967.

Mr. ALrm VoN KLmxUPzm,
Choarmea, Resolutions Conun4stee, BGalkere' Aesooition for Foreign Trade, Pak%

Sprins, Caf.
Da Fm : We would like to add our whole-hearted support to the resolutions

being proposed for the BAFT meeting April 26, 1967. We are particularly pleased
to see a strong resolution showing concern about the restrictions on foreign
lending under the Voluntary Restraint Progran Perhaps if I outlined to you
our situation hmre in Minneapolis, our feelings will be more easily understood.

First, as I am sure you know, international trade, and the financing that
accompanies it, has historically moved through East Coast faculties, principally
New York. Recently, however, many interior banks such as ourselves have
grown large enough to handle international business on a direct basis and are
anxious to do sm Not only does It strengthen their position with their domestic
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cbut it can be a woorce of prodt. Also, the banks provide badly needed
local service and advice for manufacturers who want to export but are not lag
enough to switch their export activities to a coastal city. The exporting helps
local companies expand their markets and In turn foreign deposits and invest-
ments are often attracted to the region. Together It helps build stronger and
more active business communities In the interior of our country.

Although we have had an active international department for many years,
it was in 1964 that our general management undertook in earnest to expand
credit facilities for international transaction. Shortly, In fact almost immedi-
ately after thia, the President's Voiuntary Program was announced and, in efet,
almost stopped us before we began.

Our base under the guide lines now amounts to approximately $4,000,000.
This represents lea than 1% of our bank's total loan portfolio during the last
year, and a substantial part of It is tied up In operating balances in accounts
we maintain oversee& When you consider the size of most overseas loans, this
leaves us very little room to do any so-called foreign lending. Compared to a
conservative estimate o the annual volume of regional goods and services moving
into foreign trade (approximately $900,000,000) our allotment together with
the other banks in the Ninth Reserve District Is hardly significant.

Although the guide lines have been a strong limiting factor, we have expanded
our inteaeonal activities However, outside of the Export-Import Bank and
FCIA, our loans have had to be almost entirely limited to advances made to
domestic customers to help them carry foreign export paper thomnelves. Nat-
urally, this curtails their own borrowing ability with us for other p-jpow'-.
The larger companies don't like this and in most Inmtances preer to leave their
lines with us unencumbered for more volatile domestic needs. In these cam
they either refuse to sell on extended terms or send the International financing
to one of the New York or West Coast banks where they have unused lines.

I am sure that you understand this since we have talked about it at length
and better still you and others In New York have helped us place financing
or arrange loans through your main office or overseas branches.

Of course, we do arange financing through Exim or PCIA. Although both
institutions have been very helpful to us, recourse to their programs is not
always easy or succe ul. Also, the guarantee fees and pImnlum do raise the
effective rate. As for direct lending to our foreign banking correspondents (to
support their trade activity in this area), It has been practially Impossible.

Despltt, the restrictions we have and, I am sure, will continue to provide
excellent local service for handling collections, letters of credit, and foreign
excbnge. However, this is Just the gravy of international trade and we cannot
sot a full table without the necessary loan and deposit relationships which are
after all the meat and potatoes of this business. A loan portfolio and resulting
deposit activity are the real source of bank income and profits. Without the
ability to expand in this area, no inland bank can attract or pay adequate staff
to provide good international services.

If the Voluntary Program must remain, we would like to see modifications that
would give the interior banks a chance to substantially Increase our participation
in foreign financing. This allowance might be based on a percentage of foreign
trade in a region or it might be based on the bank's total assets. It Is true that
the present allowance based on past activity is a Just and fair one and rewards
best those who have struggled longest. However, It is one that frustrates the
growth and development of good banking facilities in the areas where exports and
international trade are Just beginning to become important.

Our senior management firmly believes that this is a vital growth area for both
ourselves and our customers, and we are willing to devote a substantial part of
our time and capital to Its development. In this respet I am sure there are many
other banks throughout the interior who feel the same.

Pred, I am sorry to have written so much but you did say you wanted to know
my feelings and there they are.

With kind regard.
Wn.Um F. OGDi, Jr.

MONTWhr4 P.Q., CANADA,
July 5, 1967.

Drha o S.ATO: I am an American citizen and teach at McGill University. In
accordance with New York State law, I vote from my mother's address at 907
5th Ave., New York City.
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I am writing about the Interest Equaliation Ta and would like to meke the
following points:

1) An Increase to 22%% would be ruinous. I bought Unileyer N.Y. and Plillps
N.V. in 1963, and I am sure that one reason they have gone down is the 15%
tal.

2) Both Canada and Quebec have a surtax on American dividend imome (and
a dividend credit on Canadian income.) Thus, It seems that I have to pay extra
taxes either way, and it Is hard to build up savings.

3) Since I am investing Oanadian and not American dollars, I feel that one
should be permitted to invest 20% of his income (foreign earned) in stocks of
the country where he works. Important

With many thanks for your kind attention.
MzoU. WOLOOM

ULw Oc LU,, TooMEy & Kmr,
Washkpgtr, D.C., July 12, 1967.

Hoc. RusaLL B. LonG,
CkaOma, Comm4ttee os Fiace, U. 9. kretite, Waehtngt^o, D.C.

Dais ML CHQ axn : The following statement is submitted for the considera-
tion of the Committee on Finance in connection with the hearings on H.R. 6096,
the Interest Equalization Tax Extension Act of 1967.

We suggest that I 4015(a) (1) of the Internal Revenue Code be amended so
as to permit the tax-free acquisition by a domestic or foreign financing subsidiary
of wholesale and retail paper arising out of the sales of products manufactured
or assembled by an affliated domestic or foreign company.

1. BACKOOUND

American businesses operating abroad increasingly encounter the need to
provide sales financing to the wholesale and retail customers of their foreign
manufacturing, assembly and sales subsidiaries. Absent the availability of
favorable financing terms, the foreign operating subsidiaries cannot compete
effectively in foreign markets. Although American investments in foreign manu-
facturing, assembly, and sales subsidiaries are exempt from the Interest Equal-
ization Tax ("JET"), investments in foreign financing subsidiaries which finance
the sales of products manufactured or assembled by affiliated foreign companies
run a substantial risk of Incurring JET at a prohibitive 15 percent rate. This is
an unreasomble and illogical result which the enactment of the suggested amend-
ment would alleviate.

2. EX1TnNG STATUOTSY F"MZWOu

The basic problem is presented by the undue restrictiveness of 1 4915(a) (1) of
the Internal Revenue Code, the so-called "direct Investment" provision, which
provides an exclusion from IET for acquisitions "of stock or a debt obligation of
a [10% or more owned] foreign corporation, or of a debt obligation from [such]
foreign corportion which received such obligation in the ordinary course of its
trade or business as a result of the sale or rental of products manufactured or
assembled by it." [Emphasis added.] Under this provision, a domestic corporation
can acquire wholesale and retail paper from a iireign subsidiary free of tax only
if such subsidiary itself manufactures or assembles the product sold. Likewise,
if a foreign financing subsidiary acquires commercial paper arising from sales of
products of affiliated companies JET applies as the result of the "formed or
availed of" tax avoidance exception of I 4915(c) (1) of the Code.

S. ILLUSTLATIVE EXAMPLE

Unfortunately, modern day business activities abroad cannot be easily com-
partmentalized. Not every foreign Pffillate manufactures or assembles a complete
line of products. The following facts represent a typical pattern of integrated
foreign operations: Let us assime that A Is the U.S. parent, which has foreign
subsidiaries B, C, and D, located in England, France and Germany respectively.
B manufactures or assembles light tractors and agricultural implements and
accessories; C manufactures or assembles heavy tractors and other types of
implements. In addition to selling its own products, B also sells those manu-
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fractured by C. C sells its own products and those manufactured by B. D does not
manufacture or assemble, but sells only products manufactured by B and C.
Under existing law, A. the U.S. parent can acquire debt obligations from B arising
from sales of B's products, but acquisitions of debt obligations from B arising
from sales of C's products are subject to tax. If C sells its own products, no lET
results if A finances such sales; on the other hand, A's financing of C's sales of
B's products results in IET. Of course, under present law, A cannot finance any
sales of D without tax.

Since A does not come within the direct investment exclusion with respect
to paper arising from sales of products nanufactured by related entities, A
cannot organize a forv4gn financing mbsidiary to accomplish the same purpose
without incurring tax since the "formed or availed of" tax avoidance exception
of 1 4915(c)(1) of the Code would apply. This is an illogical result which we
believe was not considered when the ET was first enacted.

4. REASONS F01 LTANATION OF PROPOSE AMENDMENT

It Is clear that in the illustration just given A could invest in stock or debt
obligations of subsidiaries, B, C, and D without incurring tax, even though
such funds were utilized by these foreign manufacturing, assembly, and sales
subsidiaries to "self-finance" their sales and a" leverage for additional bor-
rowings from foreign banks for sales financing purposes. This result is clearly
supported by legislature history which states that If the foreign subsidiary
"actively engages In the conduct of a business other than a securities business
and acquires debt obligations as an Incident o such business, it is not consid-
ered to be availed of for the proscribed purpose." H. Rep. No. 1046, 88th Cong.,
1st Ses. 5243 (196).

If, then, A can invest tax free In B, C, and D in order to finance their sales,
logically A should be permitted to invest in X, a foreign financing subsidiary,
the principal purpose of which is to finance the sales o B, C and D. There is
no Justihfcaton for disparate treatment and the purely business motivated
formation of a centralized financing subsidiary would make a positive contri-
bution to the balance of payments position because of the increased borrow-
Ing power and greater proflability resulting from the concentration. of manage-
ment expertise and decreased borrowing costs.

The effect of the proposed amendment is to permit acquisitions by a domestic
corporation of wholesale and retail obligations arising out of the sale by an
80% or more owned foreign subsidiary of products manufactured or assembled
by the same foreign subsidiary or by other 80% or more owned foreign sub-
sidiaries to come within the direct investment exclusion of 14915(a) (1) of the
Code. By permitting such acquisitions by a domestic corporation, it will auto-
matically follow that similar acquisitions by a foreign sales financing subsidiary
will not give rise to IET consequences.

5. PROPOSE AMENDMENT

We accordingly propose that I 4915(a) (1) of the Internal Revenue Code be
amended to read as follows (w.w matter in itlalcs) :

(a) In General.-(1) Excluded Aoqutiuions: Except as provided in sub-
sections (c) and (d) of this section, the tax imposed by section 4911 shall
not apply to the acquisition by a United States person (A) of stock or a debt
obligation of a foreign corporation, or of a debt obligation from a foreign
corporation which received such obligation in the ordinary course of Its
trade of business as a result of the sale or rental products manufactured
or assembled by it (or by one or more includible corporations in an af-
fflaeted group-.-4 determined under sectIo 48 (c) (3) (C) except tha4 clause
() of suck section shall not apply-of which such acquiring oorporatio s Ia
a member) or of the performance of services by It if immediately after the
acquisition such person (or one or more Includible corporations in an af-
filiated group, as defined in section 1504, of which such person Is a mem-
ber) owns (directly or indirectly) 10 percent or more of the total combined
voting power of all classes of stock of such foreign corporation. or (B) of
stock or a debt obligation of a foreign partnership if immediately after the
acquisition such person owns (drecly or Indirectly) 10 percent or more of
the profits interest In such foreign partnership. For purposes of the pre-
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ceding senten stoc* owned (diretly or indirectly) by or for a foreign
corporation shall be considered as being owned proportionatey by Its share.
holders, and stock owned (directly or indirectly) by or for a foreign partner.
ship shall be consdered as being owned proportionately by its partners.

4. cz"UusON.

We submit that foreign sbidiaries which finance the salis of amUated com-
panies abroad are essential to continuing ompetitivene of Americsn Industry
in the International market. Investments in such financing subsidiaries comply
with the substantial ownership, Tnagement participation and long-rang profit
motivation factors on which the direct investment provision Is founded. To di&
tinguish between sales financing Rctivities on the one hand, and manufacturing.
assembly and sales operations on4the other, is unreasonable and Illogical. Sales
financing of mllated couipanies' products should certainly be entitled to the
same benefits of the direct investment provision.

For these rpaxons we repeetfully urge the amendment of 14915 (a) (1) of the
Internal Revenue Code in the manner indicated above.

l sLM, Toomrz, & KwT,

By TOMAis ].- JviXs.-

JULY 8, 1967.

Subject: Hearings on proposed extension of interest equalization tax law.
COMMITTEE ON FINAXCE
U.N. seme,
W"hWgo, D.O.
(Attention: Mr. Tom Vail Chief counsel).

DAz Ma. VAIL: Thank you for sending me your Press Release of July rd.
As I am unable to come to Washington at the time of these bearings, I am send-

ing you enclosed my written statement for consideration by your Committee
and your record.

I hope that the situation dfecrlbed wili flud fair consideration at long last.
I would be grateful if you would have a copy o the printed record of the hear-

ings mailed to me
Sintely yours,

Gu RxmnAM r.

STATEMENT or Giowa RarWHzmr, Nrw YoMK N.Y.

uNJveST A "CATiON or nrmnST EQUALISATIOII TAX LAW

Summary:
(1) The loose wording of the law makes It applicable to funds which

never were U.S. funds.
(2) Definition: my own case.
(8) Refusal by the Ways and Means Committee of the House of Repiesen-

tatives to consider remedial action. Reference to cases that have no bearing
on the matter. 1"

(4) A simple and practical method to administer the nemoesary exemption.
(5) Protection of long-term nonspeculative foreign investments has al-

ways and everywhere been regarded as of prime interest for a country.

WXPLANATION OF SUM~KUY

(1) The stated purpose of this law ia the restraint of the outflow of U.S.
funds. According to a communication from the Ways & Means Committee, House
of Representatives, the law hai, furthermore, the implied purpose to cause the
return of these funds to the U.S.

The law is so loosely and vaguely worded that iti full force applies also to
funds of U.S. persons which were never U.S. funds, This causes intolerable
hardship to the owners of such funds and, over the long term, damage to the
U.S. balance of payments.

(2) While stationed with the U.S. Army in England during World War II,
I married. My wife, British-born and of British nationality, owned some British
securities and, since the war, has come into possession of some further securities
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by nheritane. All dividends and capital gains derived from these British invest-
ments sluc our return to the U.S. In 1946 have been duly reported in our income
Tax rteturna. ar from sending dollars to England for Investment, most of the
dividend income and some capital has been brought from England to this coun-
try in theme years.

The enactment of the above law has meant severe hardship: it has resulted
in a virtual embargo on any securities sales and re-investments as required from
time to time by prudent foresight; and in tax payment at the rate of 15 percent
on those few re-nvestments that had to be made.

(8) I have drawn the attention of the Ways and Means Committee of the
House of Representatives to this ludicrous consequence of the loose wording
of the law, but have found no willinSness to understand or to redress this
situation.

I was referred to "hardship" cases submitted to and denied by the Committee
which were clearly connected with funds taken out of the U.S. at one time or
another. And, when first submitting the matter In 1965 through my Congeman,
I was referred to "the dleulty of administering such an exemption."

(4) There is no dimculty in administering cases of this kind. If the wording
of the law cannot be rewritten to exclude entirely funds of this kind from its
application, then there is the following simple and practical way for effective
administration of the necessary exemption:

All acquisitions of foreign stock by a U.S. person remain subject to report-
ing on the Interest Equalization Tax Returns.

Acquisitions made with proceeds of foreign stock or- with foreign funds
in the possession of the tax payer before first enactment of this law, or
inherited by him since that date from a foreign person, are to be reported
under a separate heading for non-taxable acquisitions.

Reporting on signed tax return forms will preclude evasions and loopholes
and will enable Internal Revenue to request the taxpayer at any time to prove
these criteria.

(5) Long-term, non-speculative foreign investments of private citizens have
always been regarded its thbA most reproductive and valuable assets of a country.
It is utterly Incomprehensible why thi3 law takes a position diametrically
opposed to this old-established principle and, in addition, leads to injustice.

NZw Yoax, N.Y., Apil 3, 1967.
Subject: Extension of the Interest Equalization Tax Law.
Hon. Russ= B. LoNG,
Chairman, Pinance Committee, U.S. Senate, Waslington, D.C.

Dua Su aTmo LNoG: I am sending you enclosed certain correspondence with
the Committee on Ways and Means of the House of Representatives.

The Issue involved is stated in my letter of February 13th, 1967, to chairmann
Mils.

The Law, as it is now worded, encompasses cases such as mine wbich have
nothing whatever to do with the stated purpose of the Law: restraint of the
outflow of U.S. funds and the return of such funds to the U.S.

The application of this Law to cases such as mine, caused by its all too broad
and general wording, represents hardship and injustice. The Ways ard Means
Committee has, so far, evaded the very clear issue (see their letter of March
18th and my reply of March Slst).

I hereby lodge respectfully a strong appeal to your Committee for the required
action before enacting the pending extension of this Law.

Sincerely yours,
Gzooz RzinIHArT.

Nzw Yoax, N.Y., March 31, 1967.
Subject: Interest Equalization Tax Law.
ColifxT ON WaYs AND MEANS,
House of Reres~ ivese,
Wathi.gton, D.C.
(Attention: Mr. Leo H. Irwin, Chief Counsel).

Drax Sra: This is to acknowledge receipt of your letter of March 13th In reply
to the letters of February 18th and March 8rd addressed by me to the Chairman
of your Committee.
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Your letter implies refusal of my request that this Iaw be now properly
worded so as not to extend to matters entirely unrelated to its stated purpose.
You refer me in this connection to cases that are irrelevant to the issue sub-
mitted to you, to wit:

Objections raised by taxpayers in connection with certain investments of
U.S. funds in Canadian securities; or that

The tax might cause funds located outside the U.S. to be returned, which
would be favorable to the balance of payments problem and, therefore, in
accordance with the underlying purpose of this law.

Your above references evade the clear issue of funds that were not derived
from U.S. funds nor ever located in the U.S. It is preposterous to'speak of a
"return" of funds which have never been here, not to speak of the forcible com-
pulsion referred to above but never stated by the legislature.

I must therefore repeat my request that this Law before Its extension be so
amended that It does not extend to foreign re-investment of the proceeds of
foreign securities owned by taxpayers before the original enactment of this Law.

I am sending copies of this correspondence to the Senate's Finance Committee
for Its own deliberations and for consideration with your Committee before
enactment of the pending extension of this Law.

Sincerely yours,
Gzoiwz REiNHART.

Nzw Yosx, N.Y., Febrlary 13,1967.
Subject: Interest Equalization Tax.
Hon. Wnsus MaT .
Chairman, Ways omd Means CJommittee,
U.S. House of Reprewientveis, Washigto^, D.C.

Dr CoNowmsAN Min-T: Once more I go on record with a strong objection
to a certain consequence of this Law, which has nothing whatever to do with
Its purpose. I respectfully request that, before its imminent extension by the
Congress, provision be made to remedy the Injubtice and hardship resulting
from the present wording of the Law.

The clear purpose of the Law is to restrain the outflow of U.S. funds.
My case concerns the applicatioL of the full force of this Law to securities

for the acquisition of which no U.S. funds were ever required or used. In plain
English, these securities are not "U.S. funds".

While stationed with the U.S. Army in England during World War II, I.
married. My wife, British-born and of British nationality, owned some Brftish
securities and, since the war, has come into possession of some further securi-
ties by inheritance. All dividends and capital gains derived from these British
investments since our return to the U.S. In 1946 have been duly reported in our
Income Tax returns. Far from sending dollars to England for Iinestment, most
of the dividend income and some capital has been brought from England to this
country in these years.

The enactment of the above Law has meant severe hardship: It has resulted
in a virtual embargo on any securities sales and re-investments as required from
time to time by prudent foresight; and in tax payments at the rate of 15%
on those few re-investments that had to be made.

When the Law was enacted I referred the Treasury Department and Mr. J. V.
Lindsay, then Congressman of this District, to this unjust extension of the pur-
pose of the Law, due only to its wording. Both replied in a sympathetic but nega-
tive vein (see copies enclosed).

The problem is purely administrative. I am convinced that the required exemp-
tion could be administered in a very simple and foolproof way as far as the pur-
pose and full enforcement of the Law are concerned. As I see it, nothing could
be simpler than to make these foreign-securities purchases subject to quarterly
reports on signed and sworn Internal Revenue forms. It would be the duty of
the taxpayer to prove to the authorities, any time they might demand it, that
be possessed the foreign funds used for these purchases prior to a certain key
date or that he inherited them since.

Several major exemptions of the Law have been made for large-scale dollar
investments abroad by various economic and financial interests. Why, then, re
fuse the above exemption which, but for the present wording of the Law, would
be unnecessary? It is a gross injustice to apply it to matters entirely unconnected
with its purpose, thereby causing hardship to taxpayers never associated with
dollar investments abroad.

Respectfully yours,
Gzow z RiNHADT.
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CoMMIrm ON WAYS AND MEANS,
Housz or REFREs=TAvE5,

Washkigton, D.C., March 13,1967.
Mr. GiLomE RUnHAWrT,
New York, N.Y.

DLza ML RiuNHAzvr: Chairman Mills has requested me to respond to your
letter dated March 3, 1967, In which you have expressed the opinion that the
interest equalization tax should not be applicable under the facts related in
your earlier letter of February 13, 1967.

Your letter of February 13, 1967, was referred to the Committee on Ways and
Means for consideration during the hearings held on February 15 and 16, 1967.
I am enclosing a copy of those hearings and call your attention to pages 197
to 203. These pages contain a presentation to the Committee of the problem
of purchasing foreign security investments with funds already outside the
United States on September 2, 1964.

The suggested amendments in this area were not adopted by the Committee.
In the hearings before the Ways and Means Committee on the Interept Equali-
zation Tax Extension Act of 1965 on June 22, 1965, your problem came up
very briefly during Secretary of the Treasury Fowler's testimony. Assistant
Secretary of the Treasury Surrey stated that the Treasury Depatment meant
the tax to apply under circumstances similar to yours, and Secretary Fowler
stated that the applicability of the tax to such a situation might cause the
funds located outside the United States to be returned. Such return, of course,
would be favorable to the balance of payments problem and, therefore, in ac-
cordance with the underlying purpose of the interest equalization tax

Sincerely yours,
Lao H. lwni,

Chief Cowmel.

CONGRESS OF THE UNITED STATES,
Housz or RPRESLNTATIVEs,

Washington, D.C., February 9, 1965.
Mr. Gcoxoz REIN HA.Rm,
175 East Seventy Ninth Street,
New York, New York 10021

Da" MR. REiNHABIYT: I was distressed to read your letter describing the ef-
fect of the Interest Equalization Tax. I strongly opposed many sections of the
Revenue Act of 1962-including the equalization tax-as ill-conceived and poorly
executed. I hope you will take the time to read the enclosed statement made
when the bill was under conservation.

But now that the bill has passed you are. as far as I know, without a remedy.
An amendment to the act to exempt people in your situation has little chance
of passage; such a proposal was made when the bill was first under considera-
tion, and was rejected-partly because of the difficulty of administering such
an exemption, but largely because it would imbue United States funds abroad
with two different effective values: some subject to tax, and some not.

Because of this dual-value argument, I can offer you little hope--only sym-
pathy. I'm sorry not to be able to be of more assistance, but hope you will un-
derstand.

Best wishes.
Sincerely,

JOHN V. LINDSAY.

U.S. T ReSURY DIEPATMENT,
SINTanAL REvENU Smvcm

Washingtou, D.tI., November 16, 1964.Mrs. ROSAMOND RiUNHARDT,,

New York, N.Y.
Dx.& MRs. RiaNHbAT : Tnis is in reply to your letter of November 2, 1964, re-

questing information with respect to the application of the interest equalization
tax to Investments made with foreign funds.

Section 4911 of the Internal Revenue Code of 1954 imposes the interest equali-
zation tax on acquisitions of stock or debt obligations of foreign issuers or obli-
gors. The Interest Equalization Tax Act provides several exemptions and exclu-
sions, none of which would seem to be applicable to the acquisitions which you

81-495 O-67- 14
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describe. The source of the funds used in making the acquisitions Is not the basis
for any exemption or exclusion. Also, the fact that the acquisition will not aid
to our balance of payments deficit Is not the basis for any exemption or exclusion.

In acting upon the Interest Equalization Tax Act, Congress did not provide
any mechanism for differentiating between foreign funds, which never have beea
within the United States, and United States' funds. While not unmindful of your

- problem, we must stay within the meaning of the language enacted by Congress
- in handling each acquisition.

We hope this information will be helpful to you.
Very truly yours,

L. H. SCHWEICH.AMT.
Chief, Oorporatka Tax Bramoh.

STATEMET Or Romr H. BsoME, SENIOR VICE PMIDENT AND GmRL COUNSEL

OF BANKERS TRUST Co., NEw YORK, N.Y.

SUMMARY

I would like to propose to the ommittee a technical amendment of the Interest
Equalization Tax by adding a new paragraph (4) to section 4915(c) of the In-
ternal Revenue Code to make it clear that foreign lnv&tAents made with foreign
source assets by foreign subsidiaries will not impose Interest Equalization Tax
liability upon the United States parents of such subsidiaries. In other words,
when a foreign subsidiary of a United States corporation sells its bonds or other
securities overseas and uses the proceeds to Pcquire investments abroad, the pro-
posed amendment would make it clear that such acquisitions do not subject the
United States parent to Interest Equalization Tax liability.

STATEMENT

The Interest Equalization Tax, as you know, is designed to aid our balance of
payments position by restraining the demand on our capital market. The Com-
mittee on Ways and Means of the House of Representatives in its original report
on this bill (House Report No. 1040, 88th Cong. 2nd Sess., at p. 8) stated:

The tax is a part of the broader attack on the balance-of-payments
problem * * it is anticipated that as the capital markets in other indus-
trialized countries abroad become more efficient and are freed from controls,
they will supply a larger share of the world's capital requirements.

In 1965, waftn the Congress last extended the Act, it provided for several
exclusions to the otherwise broad scove of the tax on the grounds that the
transactions involve use of foreign source assets nd did not, therefore, adversely
affect our balance of payments. These include: (1) the exemption for certain
foreign branch acquisitions on the ground that such transactions are carried
out with foreign currency deposits of the foreign depositor (see H. Report No.
602, 89th Cong., 1st Sess, at p. 17) ; (2) the exemption for certain loans made
by foreign branches of United States financing companies on the grounds that
they could be expected to be financed out of foreign funds ibidd, p. 28) ; and
(3) the inclusion of deposits of foreign banks with foreign branches of United
States banks in the permissble loan basis of such branches, beause the com-
mittee could see "no reason for excluding deposits of foreign banks from such
a branch's permissible loan basis since these also represent foreign currency
deposits and are no mere likely to have an adverse effect on our balance of
payments than the branch's other foreign currency deposits" ibidd. at p. 22).

Similarly, the present bill (H.R. 098) as passed by the House of Representa-
tives provides that a United States financing subsidiary 9f a domestic manu-
facturing concern which borrows money overseas and uses that money to fi-
nance its parent's sales abroad may elect to be exempt from the tax, because
'The funds used to make these loans will come from foreign sources .. . (and)
will not have an adverse effect on our balance of payments." (Cong. Record,
March 15, 1967, at p. H2741).

As pointed out, the Tax is part of a broader attack on the balance of pay-
ments problem. That broader attack includes the Voluntary Restraint Program
admin.ered in respect of banks by the Board of Governors of the Federal
Reserve System and with respect of other business corporations by the Depart-
ment of Commerce.

Since the extension of !th Tax in 1965, several United States corporations,
including at lest two banks, have arranged for the sale of long-term debt issues
of subsidiary corporations in the European capital markets to foreign investors.
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These Issues were sold with the understanding that the proceeds could be used
for foreign investments and loans outside of the balance of payments guidelines
because the transactions would not have an adverse effect on the United States
balance of payments.

If these subsidiaries are foreign corporations, they may freely utilize the
dollars obtained abroad without incurring any Interest Equalization Tax lia-
bility, since foreign corporations are not subject to the Tax. This is as it should
be, since there Is no adverse effect upon the United States balance of payments
position. In fact, the United States position is benefited in that the obtaining
of dollars abroad for use in the foreign operations of American corporations
tends to reduce the drain of United States source dollars. Moreover, the bor-
rowing of dollars by a foreign subsidiary of a United States corporation has
the indirect benefit of placing such dollars under the control of the United States
parent. The issuance of debt of a subsidiary of a prominent United States cor-
poration appeals to European investors who might otherwise put their dollars
to other uses.

The ultimate repayment of these dollar debts will not, under ordinary circum-
stances, have an adverse effect upon the United States balance of payments since
repayments will be made from the foreign subsidiary's pool of Eurodollars which
was obtained abroad and not from the United States. In addition, the issues are
long-term and will be largely repaid out of foreign earnings generated with the
borrowed funds. The earnings should, in fact, ultimately benefit our balance
of payments position.

The only Interest Equalization Tax problem arises when the United States
makes a capital investment in the foreign subsidiary. Such an investment (at
the rate of one-fifth of the sum borrowed) has been required by the Internal
Revenue Service in order for it to issue a ruling for income tax purpose thgit
the foreign subsidiary will be recognized as a separate entity and that interest
paid on Its indebtedness will be foreign source income to the holders of the debt,
and therefor not subject to United States withholding tax requirements.

In addition, an investment in a foreign subsidiary by a United States parent
is ordinarily exempt from the Interest Equalization Tax under the direct invest-
ment exclusion in Section 4915(a). However, this exclusion is not available if
the foreign subsidiary is formed or availed of for the piiepal purpose of ac-
quiring stock or debt obligations which would be subject to Interest Equalization
tax if acquired by the United States parent. It would seem that a relatively
minor investment by the United States parent for the purpose of making feasi-
ble the borrowing of substantially larger sums abroad by the foreign subsidiary
In order to avoid a drain on the United States balance of payments should not
be considered to violate the principal purpose proscription. This is particularly
so in view of the recent interpretation by the Supreme Court in Malat v. Riddell,
383 U.S. 569(1966) of the term "primarily" as meaning "of first importance" or"principally." In other words, these terms have all been equated and would
appear to exclude any minor purpose which might exist. Technically, however,
the principal purpose provision in Section 4915(c) is susceptible of construction
by the Internal Revenue Service in a manner which would subject the United
States parent's investment in the foreign subsidiary to Interest Equalization Tax
if the foreign subsidiary, in turn, makes any investment which would be taxable
if such investment were made by the United States parent. And this is so even
though such investment Is made with foreign source assets and not with assets
obtained from the United States parent. Because it is not clear that the principal
purpose provision will not be violated, the free use of such foreign source dollars
Is presently restrained without any benefit to the United States balance of
payments position.

As I have indicated, we are proposing a solution to this problem in the form
of a technical amendment to Section 4915(c) which would make clear that the
use of funds obtained from foreign sources by a foreign subsidiary will not
result in the imposition of the Interest Equalization Tax upon assets contrib-
uted to the capital of the foreign subsidiary by a United States parent. I am
submitting to the committee a draft form of such an amendment, more to
make clear to the committee precisely what is being proposed than to urge the
adoption of the specific language of the draft.

This proposed amendment would not create any new exemption. All it does
is say that when a foreign corporation (or partnership) acquires foreign securi-
ties with foreign source funds such as Eurodollars this shall not result in the
imposition of Interest Equalization Tax upon the capital investment by the
United States parent in the foreign corporation (or partnership). The language
of this proposed amendment follows the form of existng Section 4915(c) (2).
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In order to avoid any problems of identification of amet In applying the
proposed amendment it requires that the foreign subsidiaries segregate on their
books their foreign source assets, Such segregation is intended to include in-
come and gains from the investment and reinvestment of the segregated funds,
It is contemplated that although the amendment will be retroactive in applica-
tion, the segregation requirement will be prospective only, commencing when
regulations governing segregation are promulgated by the Treasury Department;
that is, the regulations should contain provisions for the segregation of assets
already owned when the regulations are issued. The proposed amendment is
stated in negative terms and is not intended to make any affirmative change in
the interpretation of the principal purpose provisions of Section 4915(c) in the
cases of taxpayers who do not choose to comply with the segregation of funds
requirement, but only to provide a "clear channel" for those who do. In other
words, the proposed amendment is not intended, by negative inference, to im-
pose Interest Equalization Tax in any case in which the tax would not be ap-
plicable under present law, which requires no segregation, but merely an absence
of the proecribed principal purpose. Nor does the proposed amendment affect the
Interest Equalization Tax iabilties of United States persons using Eurodollars
or other foreign source assets, since it applies only to activities by foreign
corporations in which a United States person makes or has made a direct
investment.

I might say in closing that the effects of the proposed amendment will pri-
marily be of assistance to financial type institutions since these are the ones
most likely to utilize the assets of their foreign subsidiaries In acquiring for-
eign stock or debt. At present, I know of two such subsidiaries of American
banks, including one of Bankers Trust Company, which I represent. However,
other banks are interested and I think would be encouraged to use this method
of implementing their international operations if the proposed amendment is
enacted. As previously noted, this would be to the interest of the United States
since it will facilitate the use, in such international operations, of Eurodollars
rather than United States source dollars.

Because the principal application of the proposed amendment would be to fi.
nancial institutions, it may be that the committee would wish to restrict its am-
plication to such institutions rather than to make it as broadly applicable as Is
suggested In the draft which I have submitted.

I wish to thank the committee for this opportunity to present our suggestion,
and also to offer to the committee and its staff any further assistance which I
may be able to furnish in connection with the amendment which I have proposed.

DAr BnIL PiOVIDING ExCLUSION Or FOREIGN INVESTMENTS BY FOREIGN
SUBSWDaxy WrTH FoazoN Soua Assrrs F Oi ImposInG Poesxn IN-
TWST EquALzaTxo TAx LLBInLTY UPoN U.S. PA=NT

Be it enacted by the Senate and House of Representatives of the United State.
of America in Congress assembled,

That subsection (c) of section 4915 of the Internal Revenue Code of 1954 Is
amended by Inserting after paragraph (8) the following new paragraph:

"(4) AoQUxSMONS WITH rowow souMsC AsszTS.-For purposes of this sub-
section, the acquisition by a United 'States person of stock or debt obligations
of a foreign corporation or foreign partnership which acquires stock or debt
obligations of foreign issuers or obligors with assets obtained after July 17, 1963
from persons not United States persons in exchange for stock or debt obligations
of such foreign corporation or foreign partnership or with the proceeds of in-
vestment of such assets shall not, by reason of such acquisitions by the foreign
corporation or foreign partnership, be considered an acquisition by the United
States person of an interest in stock or debt obligations of foreign Issuers or obli-
tors. Such assets and the proceeds of investment thereof shall be segregated on
the books of the foreign corporation or foreign partnership in accordance with
such regulations as the Secretary or his delegate may prescribe."

STATEMENT BY THE As8OCIuTION or STOCK EXCHANGE FIRMS ON THE
INTza=ST EQUALIZATION TAx ExTzxsON Acr or 1967 (H.R. 609)

1. in urrION

The Association of Stock Exchange Firms was founded in 1913, and as of this
date represents over 500 members and member firms of the New York Stock Ex-
change. This statement I& made pursuant to an announcement by Senator Russell
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B. Long, Chairman of the Committee on Finance, dated July 3, 1967, to the effect
that the Committee will hold Hearings beginning July 13th on H.R. 0098, the
Interest Equalization Tax Extension Act of 1967 and, in compliance with the
Committee's request to file written statements for inclusion in the printed record
of the Hearings in Heu of a personal appearance, to conserve the time of the
Committee.

The statement embodies the views of the Association with respect to the In-
terest Equalization Tax Extension Act and the United States Balance of Inter-
national Payments w hich it purports to strengthen.

At the outset, the Association wishes to state that it is deeply concerned about
the continuous deficits in our Balance of International Payments, and that it
welcomes equitable and effective measures which will contribute to the attainment
of equilibrium at the earliest possible moment commensurate with our Nat4on's
political and economic objectives. In reviewing our Balance of International Pay-
ments for the period during which the Interest Equalization Tax has been in
effect and for several years preceding its enactment, the Association questions
If at this state economic measures of the kind under consideration accomplish
equilibrium in our monetary inflow and outflow without either a change in our
political objectives or a quick and successful attainment thereof. The Association
does not believe that the Interest Equalization Tax contributes materially to a
solution of our Balance of Payments problems; nor that an extension of the Act
for a period of two years and in Increase in the tax rate will bring us any closer
to the aim of equilibrium.

2. THE U.S. BALANCE OF INTERNATIONAL PAYMENTS

A. Appended to this statement, as Schedule I, Is a table representing the U.S.
Balance of International Payments for the years 190 through 1966. As indicated
by a footnote, the 1966 figures are not final, but are a revwd estimate.

The following breakdown and analysis of the 1966 figures into categories in
which we enjoyed a surplus and in which we suffered a deficit, evidences the
over-riding influence which the Nation's political objectives have on our Balance
of International Payments:

Breakdown £nto categories and anlys* of aurpiuee and defce in 1966
b.alanoe of Payments

[Miilons of dolla]

SURPLUS
Trade ---------------------------------------------- +3058
Other services and transfers (exclusive of direct investment income) "7 +1, 188
Direct investment ---------------------------------------------- +615
Bank claims (short and long) ------------------------------------ +261
Foreign securities, outstanding issues and redemptions' ------------ +679
Foreign capital ------------------------------------------ +Z 27

Total surplus -------------------------------------- +8, 608
01 DEFXIIT

Travel ------------------------ ----------------------- 1,794
Military ----------------------------------------------------- 2, 700
Government grants and capital ------------------------------- 3, 433
Nonbank claims (short and long) ------------------------ ---- 383
Foreign securities, new issues I  ------------------------------ 1,105
Errors and omissions --------------------------------------- 589

Total deficit .. ----------------------- ---------------- 10,004

Deficit categories ...----------- ------------------- ,004
Surplus categories ----------------------------------------- 8608

Overall deficit -------------------------------------- 1,96

1 As compared with schedule I attached to this statement, the cat ry "Foreign Securi-
ties" has been split up In this table because such splitup Is materia:and helpful for thepurpoe.Pu; e overall deficit of $1,396 in not exactly the same as In schedule I. See footnote on

schedule I.



210 INTEREST EQUALIZATION TAX EXTENSION ACT OF 1967

B. MILITARY 1XPENDIrTU3S AND GOVIKME"T AGENTS AND CAPITAL

Let us first isolate the two categories which in 1966 accounted for a deficit
of over $6.1 billion out of a total of over $10 billion, and about which not much
can be done short of major political decisions which are outside the scope of
this written testimony. Theoe are the Military Expenditures and the Government
Grants and Capital. For the period 1960 through 1968, the net combined outflow
of capital was as follows: I ..

in minimum o do"h

1960 1961 1962 1963 1964, 1965 1966

Milbvy ependibjrm...........2,)750 2574 1,957 1,932 1,859 1,723 2,700
Gurmaot grants and capital "2,72 2,700 2,619 3,542 3,325 3,492 3,433

Total ...................... 1--5,477 -5,274 1,576 -5,474 -5,141 -5,215 -8,133

Clearly, in these two categories--but primarily due to the Military Expenditures
-we suffered a deterioration in 1966 of $918 million as compared to 1965! The
above table also demonstrates the burden which Is placed upon those in the
Executive Branch of our Government-notably the Treasury and the Department
of Commerce-charged with the task of reversing the trend of our Payments
Balance from a deficit to equilibrium! The principal areas of outflow are of a
military and/or political nature over which they have no authority. In the final
analysis these expenditures are the ultimate responsibility of the Congress in
voting or denying the funds. The Treasury and the Department of Commerce
become involved after the fact. Much has been done already In an attempt to be-
come aware of an adverse trend at the earliest possible moment; perhaps the
period of time elapsing can be shortened further, but the fact remains that these
Departments can never be alerted before things happen.

C. TRADE SURPLUS

The next item we would like to subject to closer scrutiny is our Trade Surplus
which did not only decline sharply in the last three years, but rendered in 1966
the smallest surplus since before 1960! The sharp Improvement which our terms
of trade exhibited between 1962, 1963, and 1964, can perhaps be explained by
pointing to the relative cost stability which the U.S. enjoyed in those years when
our principal industrial competitors in Western Europe and in the Far East
experienced a series of wage increases. However, the severe decline which our
trade surplus suffered in 1965 and in 1966 cannot be explained so easily. The
severity of this deterioration Is best demonstrated in the following table in which
the surplus for each of the years 1960 through 1965 is compared with the surplus
for the year 1966:

1960 1961 1962 1963 1964 1965 1966

Trade surplus ........... 4,757 5444 4,1 ',79 6,676 4,772 3,658
In 1966....................3658 3,6 56 58 ' 3,5 3,658

To ................. 1,099 1,786 759 1,421 3,0181 1,114 1 ....

As compared with the surplus in 1964, the deterioration In 1966 amounted to

over $3 billion; as compared with 1965, It amounted to $1.1 billion.

D. TRAVEL

A category showing an increasing deficit is the Travel Sector. Admittedly,
the increase from year to year has been relatively small, and amounted only
to $51 million in 1966 over 1965. At the same time, one cannot Ignore the fact
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that the deficit In this sector has Increased slowly but surely, from $1,256 million
in 1960 to $1,794 million in 198! Here the Administration has clearly indicated
that it seeks improvement in a constructive rather than In a restrictive manner;
by promoting foreign travel to and in the U.S. rather than by restricting resi-
dents of the U.S. in their travel abroad. How effective these promotional steps
will be remains to be seen. The Balance of Payments figures in Schedule I
attached to this statement indicate that over the years 1960 through 1968, in
terms of international monetary effect:

Percent
(1) foreign travel to and in the United States has increased by ---------- 64
(i) U.S. travel abroad has increased by -------------------------- 52
(lit) The deficit In this sector has increased by --------------------- 43

The question arises if we will ever catch up. The steps taken and to be taken
will have some effect, but the best that can probably be expected Is that the
deficit in this sector will increase at a slower pace than would be the case with-
out steps to promote foreign travel to and in the U.S.

IL SOME MM-WAY CONCLUSIONS

In the preceding paragraphs we have briefly:
(i) broken down the Balance of Payments in an effort to determine which

are the principal areas of surplus and of deficit, and
(ii) reviewed some of the principal areas of surplus and of deficit, and

we have reached the conclusion that in the most important areas;
(a) the deficit in 1966 as compared to 1984 increased by $918 million in

the categories of Military Expenditures and Government Grants and Capital,
and

(b) the surplus in 1966 as compared to 1965 decreased by $1,114 million in
the Trade category.

If we Just take these two items and for a moment disregard the smaller set-
backs suffered in 1968, we see a deterioration of over 2 billion dollars. Notwith-
standing these sad results, our over-all 1966 Balance of Payments deficit is
practically unchanged from 1965-when it was around $1,350 million--and for
all practical purposes at Its lowest level since 1960! What then are the areas
where our Payments Balance has improved so substantially that the increased
inflow of capital at least prevented a further deterioration?

F. CURSORY REVIEW OF OTHER CATEGORe

A glance at Schedule I attached to this statement, indicates that:
(a) Other services and transfers (exclusive of Direct Investment in-

come) increased steadily from a surplus of $226 million in 1960 to a surplus
of $1,188 million in 19666 The increase in 1906 over 1965 amounted to $194
million.

(b) Direct Investment has not rendered in recent years the surplus one
would have expected. Although slightly up in 1966 over 1965, it nevertheless
contributed a surplus of only about half as much as during the period 1961
through 1964. This is not due to reduced investment income (inflow) which-
although in 1966 only $17 million more than in 1965-nevertheless shows a
steady rise from $2,355 million in 1960 to $3,978 million in 1968. If the surplus
in 1965 and 1966 was nevertheless disappointing, it is due to the even sharper
rise in capital outflow, I.e. direct investment by U.S. companies overseas
which increased from $1,674 million in 1960 to $3,363 million in 196. Thus, it
appears that while such U.S. corporate investments overseas increased by
200% between 1960 and 1988, the income from such Investments during that
same period increased only by 168%. IncideLtally, it should be noted that
this category of Direct Investment is exempt from the Interest Equalization
Tax, but is subject to the voluntary guidelines promulgated by the Federal
Reserve Board.

(c) Batk Claim. (short and long) and Non-Bank Claims (short and long)
show an erratic pattern during the 1900-1966 period with both categories
showing considerable improvement from 1964 to 1966. In 1966, Bank Claims
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show further improvement but Non-Bank Claims reversed themselves from
an inflow of $45 million in 1965 to an outflow of $38 million in 196M The
Association does not feel competent to comment on these two categories.

(d) Foreigo SeourU are segrjated into two subcategories:
(I) new issues, and
(11) outstanding securities and redemptions--which must be dealt withsep*atel:

(I) New Ia#ues (by foreigners in the U.S.) created an outflow of
capital of $555 and $523 million in 1960 and 1961 respectively. In 1962,
this deficit increased to $1,076 million and became the focal point upon
which the introduction in July 1968 and subsequent enactment of the
Interest Equalization Tax was presumably based. Between 1962 and the
end of 1966, the deficit moved rather narrowly between $1,076 million
and $1,250 million with a deficit of $1,105 million in 1966 (approximately
$100 million less than in 1965).

If the deficit on account of new issues held steady between 1962 and
the end of 1968, it is due to two facts; I) it did not grow any larger
because the Interest Equalization Tax in its application to debt securi-
ties probably prevented it from growing larger; ii) the deficit did not
become smaller during this period because of the many exemptions in
the I. I. T. such as exemptions for Canadian issues, for less developed
countries, and for issues of international institutions of which the U.S.
is a member.

(ii) Out*a~dg 8eoi~49W Redemptimo created a deficit of
$108 million in 1960 and $239 million in 1982. The trend actually turned
around in the course of 1962 from a deficit into a surplus. However, it is
doubtful that a complete breakdown by quarters was available when
the I. M. T. was--appsrmtly rather hurriedly-introduced in the middle
of 196& Because the Administration was probably not cognizant of a
reversal or what later appeared to be a reversal of the trend from a
deficit to a surplus, it would appear that the category Outatadinsg
Seo ritiea was incorporated into the ILT. as an afterthought. We say
"as an afterthought" because even the title "Interest Equalization Tax"
indicates that it was meant to apply to debt securities and not equities.
Equities do not pay interest and, in our country, foreign equities are not
really purchased for income but for capital appreciation. Hence, there is
nothing to "equalize". It U3 the general impression that at a time when a
reversal from a deficit to a surplus was not yet foreseen, the fear that the
deficit in this category might also sharply increase prompted the Ad-
ministration to include it in the Interest Equalization Tax Act

History now proves overwhelmingly that this fear was unfounded.
As against an outflow of $108 million in 1960 and $289 million in 1961,
this sub-category showed the following surpluses in subsequent years:

1962 -------------------------------------------- $107
1963 ------------------------------------------------- +146
1964 - ------------------------------------- +86
1965 ------------------------------------------- +448
1966 ----------------------------- ----------- +67P
This surplus--or inflow of foreign capital into the U.S.-resulted from
U.S. holders of foreign outstanding securities selling their holdings
abroad to foreigners who pay us for their purchases. It does not mean
that Americans have not bought foreign securities in these years. Rather,
it means that Americans have sold in the aggregate more foreign securi-
ties than they have bought, and increasingly so from year to year after
1961, resulting In a steadily increasing surplus which in 1966 amounted
to an all-time high of $679 million.

(e) Fore gO apital
Although the preceding paragraph affords an Ideal bridge over which to

cross into the merits of the proposed Interest Equalizatin Tax Extension
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Act, for the sake of completeness we would wish to subject one more cate-
gory of the Balance of Payments to closer scrutiny, and that Is the category
of Foreign CapitaL This category produced the outstanding gain o! the year
1968, I.e. from a deficit of $8 million in 1965, it produced a surplus of $2,207
million in 1966! A breakdown into sub-categories proves that:

(i) foreign purchases of U.S. securities, other than Treasury securi-
ties, reversed themselves from a deficit of $443 million in 1965 to a sur-
plus of $881 million in 1966-an Improvement of $1,324 million! (Less
favorable economic and corporate developments abroad, primarily in
Western Europe, and sharply improved economic and corporate develop-
ments In the U.S. and stock prices which moved from a depressed level
In May 1968 to an all-time or near all-time high in the U.S., created an
atmosphere in which foreign investors sharply Increased their ownership
of U.S. stocks), and

(it) long-term deposits and Certificates of Deposit s-b-category In-
creased Its surplus from $204 rmill'on in 1965 to $979 million In 1966.
(Higher interest rates in the U.S. offered by U.S. banks to attract for-
eign capital to the TJ.S., which had to cope with an unprecedented
demand for long-term capital, created a sharply Increased inflow of
foreign long-term capital).

8. THE INTEREST EQUALIZATION TAX EXTENSION ACT

The purpose of briefly analyzing, in the preceding chapters, the principal
categories of the Balance of Payments, is to demonstrate that its continuous
deficit is largely due to non-economic considerations and that the economic
components of our payments balance are largely positive and make an ever-
increasing contribution towards equilibrium. Nevertheless, the Association
feels that some of the 1966 contributions toward equilibrium in our Balance
of Payments may not recur In subsequent years. The large inflow of Foreign
Capital was to some extent coincidental, e.g., poor equity markets abroad and ex-
cellent equity markets in the U.S. Also, high interest rates in the U.S. which
attracted long-term foreign capital was another contributory factor which may
or may not present itself in 1967. It certainly is not a factor on which we can count
indefinitely from year to year. Fortunately, however, it appears that our Terms
of Trade have improved sharply during the first half of 1967. If this improve-
ment continues during the second half, the surplus in 1967 in our Trade Balance
may increase by more than $1 billion and reduce our over-all deficit to manageable
proportions... if we don't suffer reverses in other categories.

It appears to the Association that the entire legislative effort to attain equili-
brium in our Balance of Payments is restrictively directed toward the one area
which has shown such substantial improvement, namely-the private capital
sector of the Balance of Payments in a manner which is demonstrably inimical
to the best interests of the U.S.

A. Bank Loans.-We shall leave it to representatives of the banking industry
to express an opinion with respect to the effect of the tax on bank loans. While
banks in recent years have gradually lengthened the maturity of some of their
loans to industry, bank loans are basically short term, and It is our guess that
most of them mature within one year and are, therefore, exempt from the I.E.T.

B. Direct Investment.-A category which Is specifically exempt from the In-
terest Dqualization Tax--and continues to be so exempt under the proposed
legislation-is the so-called "direct invesment" category, i.e., investments of a
size of 10% or more of the voting stock of R foreign corporation. An individual
or a corporation resident in the U.S. may acquire from a non-U.S. person 10% or
more of the voting stock of a foreign corporation and enjoy a statutory exemp-
tion from the tax. The 10% does not even have to be acquired during any one
quarter in respect of which a return has to be filed; it can be acquired gradually
over a 12-month period, and the exemption is still effective. On the other hand,
the small investor has to pay a 15%--or perhaps a 22 % tax If this legisla-
tion is enacted-if he buys from a non-U.S. person 100 or 500 or 1000 shares of
that same foreign corporation!

We question if this is equitable and If it is not a violation of the Constitution
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that a purchase of 100 or 1000 shares by a small or medium-size investor Is sub-
Ject to a tax from which the purchaser of one or five million shares is exeml*
While there may be some reasons to Justify it, It appears to discriminate against
the small and medium-size investor.

Another question which arises s whether or not this exemption promos the
acquisition-by large investors and corporations--of controlling Interests in
foreign companies to the detriment of our terms of trade. Could It not be that
sucih acquisitions are at least one reason why our 1966 exports have Increased
by only approximately 10% as compared to 1965. whereas our imports have in
creased by approximately 18%? These acquisitions may well enable U.S. com-
panies to manufacture abroad, at lower wage scales, what heretofore was made
In and exported from the U.S. Conversely, these acquisitions may also enable
U.S. companies to manufacture abroad, under the same advantageous condi-
tions, products and parts.therefor which they then import to the U.S. A typical
example is the automobile industry in Europe in which our own U.S. automobile
industry has taken a very substantial interest. Is our own export of the smaller
automobile made in the U.S. not subject to severe competition from the European
companies In which U.S. manufacturers have acquired a controlling Interest?
Don't we have that competition from Imports in our own country? It is this not
fostered by the exemption accorded "direct Investment" under the I.E.T.? Ad-
mittedly, the guidelines promulgated by the Federal Reserve Board restrict
that kind of investment except when the funds are raised abroad and where such
investments are made from earnings generated and reinvested abroad instead
of repatriated.

This leads us to the question as to whether a larger amount of income from
direct foreign investments would be repatriated to the U.S. if some tax ad-
vantages were granted for repatriation of earnings generated aboard. There
Is reason to believe that only part of these foreign earnings are repatriated an'
that, consequently, our Balance of International Payments is not enjoying ts
much of the benefits as It should in this area.

Enough about the discriminatory and balance of payments aspects of this
exemption. Most of the weight of the bnrden of the I.E.T. falls on two different
sub-categories of the Private Capital Export Sector, e.g., New Issues and Out-
standing Securities and Redemptions.

C. New Isuee.-In that connection, we point out that the Treasury Depart-
ment release of January 25, 1967, announcing the proposed legislation, Is not
clear when It states:

"In order to avoid accelerated purchases by U.S. residents, of foreign
debt obligations or foreign eoulties prior to legislative enactment, the
bill sent to the Congress would make a 2 percent per annum rate effective
tomorrow, January 26, 1967."

In this sentence, as in the entire release, the impression is created that the
legislation Increases the effective rate of foreign debt obligations or foreign
equities from I to 2 percent. As a matter of fact. the effect of the tax rate on
foreign equities was never 1%; it was a fiat 15% and the legislation passed
by the House increases the effective rate from 15% to 22%%. We would
like to clarify the issues at stake. The proposed legislation has three primary
objectives as we see them:

(1) to extend expiration date of the Act for a two-year period from July
31, 1967 to July 81, 1969;

(i) to increase the rate at which the tax is levied.
(a) for equity securities from 15% to 22%% and
(b) for debt securities from 15% to 22%-which has the effect

of reducing the yield on foreign debt securities by 116% (whereas
at a 1.5% tax rate the yield was reduced only by 1%) ; and

(Iii) to grant to the President authority to vary the rate.
We see some logic in a variable tax rate with respect to new Issue& The request

to grant that authority to the President demonstrates at once a weakness of the
current law. The current tax rate is progressive from L05 percent on debt securi-
ties with a maturity of 11A years to a tax rate of 15% on debt securities with a
maturity of 284 years and longer, and hag the effect of reduefu the yield oi
#sch debt oblipatiow is each ca4egory by papromtely 1%. But what would
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happen if foreign debt obligations are available to yield a rate of return more
than 1% above the rate of return otalnsble in the U.S.? The I.E.T. would have
lost Its effectiveness because under such circumstances residents of the U.S
would again be tempted to invest in foreign debt obligations. Not that it is a crime
to seek the higher yield of comparable quality debt securities, but it would be
detrimental to our Balance of Payments. It Is conceivable that interest rates
in the United States depreciate faster than interest rates in Western Europe.
This could result In a spread between the two markets of more than 1%. How-
ever, we have not yet reached the point that an increase is needed, and there
is no Indication that we will need It In the foreseeable future. Rather than change
the rate by statute, we propose that it be retained at Its current level, hut, that
the President be given authority to vary the rate, upwards and downwards, de-
pending on the needs and the circumstances. In this way we will not rock the
boat unnecessarily, and can hope that an increase will never be required.

We do not believe that the I.E.T. Is desirable. With its introduction, we have
created a novel device which other nations can and have used since. When
Germany suffered from an excessive Inflow of foreign investment capital buying
high-yielding internal German Jonds, the German Government was quick to
introduce legislation levying a 25% tax on Interest accruing to non-resident
holders of German internal bonds, thus reducing their attraction to foreigners.
When the United Kingdom found the pressure on its balance of payments be-
coming nearly unbearable, it instituted a temporary 15% tax on non-essential
imports, to which it added a small tax credit on exports. What we can do, others
can do as well. Now, after a post-war period of 15 years during which barriers
to international trade and finance were gradually reduced, we were the first to
create new obstacles to international trade with the introduction of the I.E.T.

Does the creation of such barriers in the Private Capital Export Sector
strengthen the monetary position of the U.S. Dollar? We fear that it does the
opposite-particularly the proposal to Increase the Interest Equalization Tax
rate which is apt to be Interpreted by the rest of the world as a signal that our
monetary position has worsened!

D. Ou4standing Securities and Redemption.-The other area which bears the
burden of the tax is the sub-category outstanding securities and redemptions,
In this area we can see no logic in a proposal to increase the tax rate. Schedule
I, appended hereto, demonstrates that there has been no outflow of capital from
the United States on account of this sub-category after 1961. Beginning with
1962. there has been a steadily increasing inflow of capitaL We have no break-
down between U.S. purchases and U.S. sales of outstanding foreign securities, but
the Balance of International Payments demonstrates that U.S. sale of foreign
securities to foreigners have exceeded U.S. purchases of foreign securities from
foreigners by:

[In millions of dollars]
1962 ----------------------------------------------------- 107
1963 ----------------------------------------------------- 146
1964 --------------------------------------------------
1965 48-----------------------------------------------------
1966 ----------------------------------------------------- 79

A limited amount of redemptions of debt securities may be included, but those
in the securities industry who are involved in the international end of it know
that redemptions can only be a small part of the totaL They know from their
own experience that the U.S. has been a continuous seller of foreign securities.
The fact that the U.S. has not been a buyer-but a seller--of foreign securities,
is to be attributed to a variety of circumstances, e.g.:

(I) by and large, foreign economic growth slowed down after 1961 at a
time when U.S. economic growth accelerated and investment in U.S. equities
held out greater promise for capital appreciation and increased dividends.
(Stock market developments here and abroad give generous evidence that
in nearly every instance the sale of foreign holdings and re-investment of
the proceeds In U.S. equities proved advantageous).

(i) the 15% tax rate, increasing the cost of a purchase by 15% of the
purchase price, has been prohibitive in most situations.
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I We fail to comprehend how, under those conditions, an increase in the tax rate
can benefit our balance of payments. Since the tax is levied on purchases abroad
only, and not on sales, and since the U.S. has been a seller on balance, we can.
not app that increasing the tax rate would have the effect of either reducing the
pulcnues or accelerating the sales. If U.S. sales of foreign outstanding securi.
ties have any tendency of abating, it is because there just are not that many
foreign securities holdings left to be sold. From 1962 through 1966, sales of for-
eign portfolio securities have exceeded purchases by $1,774 million. Since this
figure represents only the excess over purchases, and since there must have been
some purchases, actual sales must have been substantially in excess of $1,774
million. What we have seen happening in these 5 years is not only a reduction
in U.S. investment purchases of foreign securities, but a large liquidation.

To raise the tax rate under these circumstances serves no purpose other than
to antagonize foreign nations and to rub salt in the wounds which are in the
process of healing at a time when we want them to buy our U.S. securities in in-
creasing volume. The U.S. Treasury Department, in consultation with members
of the financial community, is presently stimulating methods which will promote
increased investment by foreigners in the securities of U.S. issuers. We believe
that this is a constructive approach with which this Association gladly asso-
ciates itself. Indeed, we believe that the United States economy, through the
medium of our stock markets, affords an ideal opportunity for participation by
foreign investors. The Interest Equalization Tax, by imposing a tax on the pur-
chase of foreign. securities by residents of the U.S., creates an atmosphere which
deters the success of our efforts to persuade foreigners to buy more U.8. securl-
ties. The members of the Committee will understand how difficult it is and how
it undermines our approach in trying to sell American securities abroad when
U.S. legislation makes It prohibitive for Americans to buy foreign securities. This
argument against the I.E.T. has been used when it was originally introduced in
1963 and 1964. While the statistics show that foreigners have increased their
purchases of U.S. securities in 1966 very substantially over prior years' figures,
that does not mean that our Inability to reciprocate from time to time has not
affected foreign purchases of U.S. securities. They might have been larger had
we been able to reciprocate. The fact that foreign purchases of U.S. securities in-
creased in 1966, is no guarantee that foreigners will continue to increase their
purchases of U.S. securities in every following year.

Fundamentally we are opposed to any prohibitive tariff, but we also realize
that the present trend, wherein the United States Is a large seller on balance of
foreign securities, may some day be reversed. If our stock markets continue to
appreciate and foreign markets continue their current listless trend, it is con-
ceivable that sophisticated U.S. Investors would show a renewed interest in in-
vesting In certain selected foreign securities with price/earnings ratios substan-
tially below those prevailing in our markets. If the Committee fears this pos-
sibility and is therefore disinclined to abolish the tax on outstanding equities at
this time, as we recommend, we propose that it maintain the current tax rate
of 15%.

. Extension of the Act. This leaves the proposal to extend the effective period
of the Act 2 years beyond the date of its present expiration. The International
Balance of Payments i.t a peculiar animal; small changes in economic and poli-
tical conditions here and abroad can create substantial changes. All of us from
time to time are encouraged by certain symptoms which tend to create the im-
pression that a settlement of the Viet Nam conflict Is not inconceivable. It could
certainly happen within a two-year period. Wages rates in other highly devel-
oped industrial countries may rise faster in the coming 12-month period than
in the U.S. If we are forced to create obstacles to the free international flow of
capital, let us demonstrate at the same time that these are Indeed temporary
measures, scheduled to expire at the earliest possible moment. Let us demon-
strate that the Interest Equalization Tax is as objectionable to us as it is to
many foreign nations and nationals, and let us demonstrate that we have con-
fidence in our ability to adjust our unfavorable balance of international pay-
ments trend. A period of 2 years without the need to review our balance of pay-
ments to see if any progress has been made-and perhaps reach the conclusion
that other measures than those in existence now are called for-is too long.
We propose that the extension be limited to one year only.
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SCHZDULI I.-U.S. balance of payments, 1960-66

Iln mlliou of doilasj

1961 1962ji wj16 1965 1966I - I I I_ I I
Trade ......................... I

reports................

Travel (including fares) .........

Receipts ....................
Payments ..................

Ohservices and transfs (ex-
luding direct investment in-come) .................. ....

Military (excluding commercial
transactions) ..................

Receipb, DOD basis) .........
Payments DOD basis).

(Net, O basis).

Government grants and capital .....

Outflows ....................
(Dollar outflow) ........Debt repayments .........

U.S. Go*emnt nonlquld
liabilties ..................

Direct Investment ...............
Capital outflows ..........
Investment income.......

Bank claims (short and long) ......
Nonbank claims (short and ons)...
ForelnsecrlUes

Outstandin issues and
redemptions ...............

Foreign capital ..................

Purchases of U.S. securities
(other than Treasury
securttie).

Ln-term deposits and CO's...
Other ....................

Errors and omissions ..............
liquidity balance ................

Ofal settlements balance .......

4,757 j 5,464 4,417 J 5,071 6,676 1 '4,772 1

19,489 19,954 _20'604 22'071 25 297 11 26,244 12s.6-14,7321 -14,510 I 16.187 16I,.2 -1621 I-21,472 1-25,510
-1.256 -1,247 -1,469 -1,65 -1,601 -1,743 -1,794

* 981 995 991 1, 052 1,245 1,377 1,605
-2,237 -2,242 -2,460 -2,705 -Z -3,120 -3.3"

5 503 802 749 953 994 1, 188

'-2,740 '-2,560 '-1,940 '-1,970 1-1,850 '-1,780 ' -2,700

(322) (536 1,1353) 1,1227) (1,207) (1,331) (1,331)
J:3:089) -3,04) (-310) 462 (-2872) -(2,905) (-3, 709)

2 767 -2468 (-1.753) (-1.734) (-1,665) (-1,574) (-2,378)

-2,7351-2,704 '-2.633 '-3,501 1-3,333 '-3,437 ' -3,433
-3,405 -4,054 -4,293 -4,551 -4,263 -4,277 -4,623

(-1 126) (-1,146) (-1,044) (-814) (-685) (-708) (-749)
610 1,250 '1,250 '960 '690 1830 '190

160 1'100 '410 '90 '240 '10 - -.......
681 I 6 1,396 1,158 1,254 615

-1,674 1-1,599 -1,654M -1,:976 1-2,416 -3371 - 3,363
2,355 2,768 3,050 3,134 j 3,670 3,961 3,978

-1,150 -1,261 -451 -1,535 -2,464 94 '261
-398 -558 -351 15 966 345 -383

-555 -523 -1,076 -1,250 -1,063 -1,206 -1,105

-108 -239 107 146 386 448 679
340 622 157 303 222 -3 2,207

282 324
6 -5

52 303
-941 -1,0

-3,881 -2,370
-3,402 -1,347

134 282 -84 -443 881
5 62 237 204 '979

18 -41 69 236 347

-1,159 -32 -1,011 1 -429 -+24§
-2203 -2670 -2,798 1 -1337 I '1,367

2,706 -2,044 1-1,546 j-,0 '+244

'Revised estimates. Detail does not add to total.
Source: Department of Commerce, Survey of Current Buness, June 1966 and March 1967. Deprtmen of Defense

estimate, Jan. 14, 1967.

McCIuRz & T rra ,
Washington, D.C., JuWy 10, 1967.

In re Statement submitted for the Record of the Hearings in the Senate Finance
Committee on the Interest Equalization Tax

Senator Russei E. LoNG,
ChaOiran, Senate Finance Committee,
Wc.hingto^, D.C.

DuAz SEIVATOs LONG: I represent the estate of Mrs. Leonora B. Hopkins and
desire to call to your attention what I believe to be an unintentional omission
in H.R. 6098, the Interest Equalization Tax Bill, which was recently passed
by the House of Representatives.

Mrs. Hopkins died on March 4, 1964, owning certain real estate In the Bahamas.
Her estate intends to sell this property to an alien, and under the terms of
sale, to take a long-term first mortgage payable In United States dollars. I
submit that such a transaction l not intended 'to be covered by the Interest
Equalization 1nx, as It would be modified by H.R. 8OOB8 but due to a technical
omission such sale would be subject to the tax. T1is iso since Section 4 of
H.R. 6098, which deals with real estate, would not cover the sale because that

217
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provision would apply In our ease only to Mrs. Hopkins herself, who unfor-
tunately, is dead, and not to her estate or to her heirs. In other words, it was
Mrs Hopkins rather than her estate of her heirs who owned the property on
July 18, 1963, which is the effective date of the Interest Equalization Tax and
the critic-l date under H.1 609& It would seem inconceivable that It would
be the Intention of the framers of H.R. 60M8 to penalize a person for having
died on or after July 18, 196&.

It Is respectfully requested that H.& 6008 be amended so as to provide that
the real estate must be owned by the taxpayer on July 18, 1963, or in the event
of death, by her heirs, beneficiaries, or estate.

Thank you very much for your consideration in this matter.
Sincerely yours,

WILLIAM P. MOCLUlL

THE F iST BOSTON CORP.,
New York, N.Y., March 21, 1967.

Mr. Wn.L K EOA fD, Jr.,
Senate Pnance Committee,
New Senate Offlce Building,
Waehington, D.C.

DEAa M. LsO iaN: Thank you very much for spending so much time with me
on Friday, March 10, to discuss the amendments to the Interest Equalization
Tax. As stated to you on that occasion, we wish to engage your support for a
technical change In the Tax as it applies to certain dealers who trade the debt
obligations of foreign issuers. The need for such an amendment becomes greater
as the rate of the Interest Equalization Tax Is increased.

As you know, Section 4919 of the present Act permits a United States dealer
to purchase bonds from a non-United States person and to be entitled to a credit
or refund of Interest Equalization Tax due upon their acquisition, if, within
90 days after the acquisition, the dealer resells the bonds to a non-United States
person or to a United States dealer who, within one day thereafter, resells to a
non-United States person. At the time of the original enactment of the Interest
Eqlualization Tax, the purpose of these provisions was stated in the Reports of
the House Committee on Ways and Means and the Senate Finance Committee
as being to assist in maintaining effective international capital market facilities
and to exempt from the Tax transactions which do not adversely effect the bal.
ance of payments position of the United States. By and large, the 90-day period
has been found to be sufficient to permit a United States dealer to find a non-
United States buyer for an originally foreign owned bond. However, it has been
our experience and that of some of our competitors that where we have bought
from other United States dealers and lave thus been required either to resell
the bond within one day or to assume the burden of the Interest E. talization
Tax, we have not often been able to contact our foreign clients and to secure
an agreement from them to purchase our bonds within the necessary one-day
period. In this case, we have been required to assume the burden of the Interest
E4quallzation Tax, even though we have been able to place the bonds in foreign
hands before the expiration of the 90-day period for which the dealer from whom
we purchased could have held the bond without being subject to the Interest
Equalization Tax.

H.R. 6098, the bill introduced in the House of Representatives by Mr. Mills
on February 27, 1967 to extend the Interest Equalization Tax, provides for
amendinir Section 4,19 of the Interest F, ualization Tnx Act Po that a United
States dealer purchasing originally foreign owned foreign bonds from another
United States dealer and retaining them for a period not exceeding 30 days
will be exempt from the Tax. We wish to enlist your support for the retention
of such amendments in the version of the bill which will be introduced in the
Senate.

If this amendment is adopted, our operatiors and those of our competitors in
the major capital markets of the foreign developed countries will be made both
simpler and more flexible and we will be in a better position to withstand com-
petition of foreign financial institutions as well as to retain our place in the
market through the period that the Interest Equalization Tax remains effective.

Since the reasons making the above amendment to the 'Lax Act desirable have
existed since its original enactment and a number of firms, including our own,
hcve been in our view unfairly penalized by the present one-day resale Provi-
sion, we further suggest that the above mentioned amendments be made retro-
active to February 10. 195. I hou. that you will are that the proposed amend-
ment and the request for retroactive treatment will be of substantial value to
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United States securities dealers without being detrimental to the purposes of
the Interest Equalization Tax and that they will receive the support of you and
your colleagues.

Very truly yours, A,AsrHUR It TATroa, VkeoP/ sident.

INTERNATIONAL F]CN3RATION ow STOCK F)XCHANGEm,
Paris, Proane, July 6,1967.

Hon. RuSSELL B. LoNe,
ChairmX r Committee on Finance,
U.S. Se ate, Waekington, D.C.

DwAs SENAToR Lowe: I have the honour to submit to your kind attention the
resolution concerning the Interest Equalization Tax, the text of which is en-
closed.

Very truly yours,
AuGusT Rm,

President.
Louis DzwNqzy,

Secretary GeneraL

RzsoLUTION OF THE INTERNATIONAL 1FED RATION or STOCK EXCHANGES CONCERNING
THz AMmuCAN "IxTEaErT EQuALIzATxoN Tax"

The International Federation of Stock Exchanges, speaking on behalf of the
Stock Exchanges of Austria, Belgium, Denmark, France, Germany, Italy, Luxem-
bourg, the Netherlands, South Africa, Spain, Switzerland and the United States
of America:

1. Is disappointed by the U.S. Government proposal to prolong the "Inter-
est Equalivation, Tax" for another two years and to increase its tariffs;

2. Does not want to enter upon the question whether a taxation of this
kind be necessary with a view to American balance of payments policy
because this question cannot be Judged by the Federation;

3. Nevertheless, would like to state that this Interest Equalization Tax
is injuring the efforts made by the free world financial community to further
free international capital and securities movement, because It impedes ac-
quiring of foreign equity securities by U.S. citizens and provokes sWes of
stocks of foreign companies from the U.S.A. to foreigners, as has been clemrly
shown by the available figures;

4. Points out that, on the other hand, the practical experiences and the
figures demonstrate that the Tax has come into force substantial sales of U.S.
securities by foreigners to the U.S.A. have taken place equally;
5. Thinks It most likely that these latter sales for an important part

found their grounds in the decreasing confidence of foreign investors caused
by the Interest Equalization Tax;
6. Reminds that, so far as such sales outweigh those of stocks of foreign

companies from U.S.A. to foreigners, in this respect the ultimate Influence
of the Tax on the U.S. balance of payments should be considered as unfavour-
able;

7. Suggests that, If U.S. authorities think It neccesary to prolong the Tax,
exemption be made for all outstanding stocks of foreign companies;

& Is hoping that U.S. authorities will decide In accordance to this mg-
gestion which would be in conformity with the U.S. traditions of furthering
free international capital flows and with the position of the U.S.A. as the
outstanding financial centre of the world.

FAZMn ODAz, N.Y., JMly 14, 1967.
SEATE FINANCE OOMMX.MI,
U.S. Senate,
We hingion, D.C.

GENTLEMEN: In view of the fact that the outlook for the United States balance
of payments is not good, to say the least, I most earnestly and strongly urge that
the United States Interest Equalization Tax Law should be applied equally to
all countries without exceptions and without exemptions.

Respectfully submitted.
fldur.B. Fuo~s.
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ON TUN FNOMD

I am the pioneer Inventor of push button wireless tuning (p. 765, March 1918
Electrical Ruperimenter), Inventor of the method for controlling multiple func-
tions in space-time relationship by means of a single press-button or equivalent
(Pat. No. 1,967,816), inventor of the pulse-time switching basic concept (Claim 4,
Pat. No. 1,967,817). The automatic automobiles in the year 2007 operated by an
eletromagnetic field through Induction from an underground cable, predicted in
the book '"Rssian Science In the 21st Century" published by McGraw-Hill, was
invented by me In 1917 (p. 398, Oct. 1917 Electrical Experimenter), and the predic-
tion in the same book of knifeless surgery Is already described in my biography
in VoL 5, Who's Who in Commerce & Industry, published in 1946, which also
documents my basic concept for protection from nuclear explosions that was
sc ssfuly tested by the U.S. Army in 1955. Furthermore, tte basic unifying law
of the symmetry In nature, as well as the derivation of our alpha-numerical system

* from phases of a circle, and the bilateral symmetrical relationship between the
sine waveform and the origin of algebra are proved in my essey "God's Circle"
(Reg. No. A 93605 Library of Congress). There are many more of my master-
pieces.

, Another basic factor influencing our scientific and technological aspirations is
the newly attained knowledge that casts doubt on the validity of established con-
cepts. For example, the law of the conservation of mess and energy is not con-
clusive In view of momentum and entropy which are conserved only under certain
conditions. and at persiseuce of waveforms wherein particles thereof are always
changing and in which mass and energy disappear or come into existence. These
phenomena are important in filtering out and storing anti-matter particles and in
anti-gravitational devices.

RAUar BuxcKmz FucHs.

As can be noted In my biography In Vol. 5, Who's Who In Commerce and In-
dustry (1946), I am the inventor of the basic concept of "Ionized particles in
gaseouscolloldal suspension" (smoke) as protection against the effects of atomic
explosions. Nine years later in 1965, the U.S. Army verified the successful applica-
tion of my basic concept in the news releases "Smoke Insulation Tested In A-
Blast" in the March 12, 1955 N.Y. World-Telegram and "Nevada Atom Blast
Tests Smog As Shield Against Nuclear Heat" in the March 13, 1955 New York
Times; also "Smoke Proposed As Atomic Shield" In the April 9, 1950 New York
Times.

The basic unifying law of the symmetry in nature is explained very simply in
my essay "God's Circle", Registration No. A9365 Library of Congres, where-
in it is disclosed that all living forms in the Universe develop symmetrically from
a nucleus on a zeroline of force in geometro-dynamic space-time progression and
that our alphabetical and numerical symbols are interchangeable descriptive
angular segments of a circle or ro in geometro-dynamic space-time progression
as illustrated on p. 4 and 5 of my essay. My "lTrendletter" on p. 12-14 of the
June-July 1961 issue of Industrial Researeh magazine notes the relation to the
development of energy at the backward flow of time.

HADY B. Fuos.

STbOocK & SmoocK & LAvAf,
New York, N.Y., Julu 1, 1976.

Hon. RusszL B. LoN G,
Ch orma,, pSexate Committee on Finance,
New Senate Offlce Building,
Waukingto D.C.

DzrA Si: In connection with the hearings on H.R. 6098, the proposed Interest
Equalization Tax Extension Act of 1967, we respectfully submit for considera-
tion a suggested addition to the Act, drafted to resolve certain doubts about the
intent of the Congress which have arisen in the administration of Section
4912(b) (2) (B) of the Internal Revenue Code. The suggested addition Is set
forth below. The need therefor, we believe, is demonstrated by the following
facts and circumstances and the researchers of the Treasury Department, the
Internal Revenue Service and ourselves in connection therewith: " -

Our client, Loeb, Rhoades & Co. (hereinafter referred to as "Loeb, Rhoades")
is a limited partnership engaged In all phases of the securities business. Its
principal office is located at 42 Wall Street, New York, N.Y. It is a member of the
New York Stock Exchange, the American Stock Exchange and other leading
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exchanges In the United States, and acts as a dealer, broker, underwriter, and in-
vestment banker in domestic and foreign securities all over the world.

For apoximately 80 years, Loeb, Rhoades has had a branch ofce in London,
now located at 11 Copthall Court, London, E.C. 2. The principal function of the
London at all times has beea to generate commission and like business for New
York. Orders are taken from banks, brokers, institutional and individual in-
vestors in the United Kingdom and on the Continent and thereafter forwarded
to New York. These orders ara for the purchase and sale of United States
securities In the United States markets, as well as for transactions involving
commodities, mutual funds and underwriting. In this fashion the London office
is in each year responsible for the investment in United States securities of
millions of dollars of fuads belonging to non-United States persons. These
activities of the London office have produced very substantial commission busi-
ness for the New York head office, which commissions are paid in dollars by the
foreign customer.

In addition to the producing of commission business for New York, the
Londen office has for some years dealt in foreign securities. Prior to July 1968
this aspect of the activities of the London office was highly profitable. The profits
from such dealings in foreign securities not only were sufficient to pay all of the
expenses of operating the London office but in addition enabled annually the re-
mittance, in dollars, by London to New York of substantial amounts which had
been earned in London.

In order that the London office could continue to operate as a dealer in foreign
securities, which operations had theretofore proven so profitable and by the same
token so productive of dollar income for the United States, Loeb, Rhoades follow-
ing the enactment of the Interest Equalization Tax in September 1964, duly filed
with the District Director, Manhattan, New York, its election pursuant to Section
4920(a) (5) with regard to the London office. By reason of this election and the
applicable provisions of the statute, the London office is not, for the purposes of
the Interest Eqaulization Tax, regarded as a domestic partnership but as a
foreign partnership (Section 4920(a) (5) (E)). As a foreign entity, the London
office could deal in foreign securities without any Interest Equalization Tax
consequence.

However, contrary to expectations the operations in London following the
making of the election have not been sufficiently profitable. here are several
reasons for this development. When the Interest Equalization Tax was first
proposed in 1968 there was no dednitive knowledge of the provisions of the
statute but It .had been announced that the tax would be effective as regards
transactions occurring even before the enactment date. Accordingly, since profit
margins are small, the London office perforce stopped dealing in foreign securities.
When the statute as ultimately enacted became known in the Fall of 1964 and the
election hereinabove referred to was filed, the London office could resume. How-
ever, it Is difficult fully to resume operations as a dealer in securities once the
dealer has withdrawn from the market. In addition, prevailing market conditions
and new regulations (introduced by a successor Government) in London resulted
in further impediments to profitable operations. Thus, commencing with the
year 1964 the London office has not been able to pay its expenses from Income
generated by its activities In London. The deficit has been met by borrowings
from London banks. These borrowings have incurred unnecessary and material
costs since interest rates payable by Loeb, Rhoades are generally substantially in
excess of those payable u;,on borrowings by Loeb, Rhoades New York, a result
surely not consistent with the purposes of the Interest Equalization Tax.

The expenses in London, including the staff there maintained, have not been
necessitated by the activities as a dealer in foreign securities. In fact, these ac-
tivities in foreign securities are and have been conducted entirely by the real-
deut partner In charge of the London office. He has not needed or required as-
sistance of any consequence. The expenses in London have existed because the
London office solicits orders for securities transactions in the United States
markets. Significantly, the principal employees in London are registered repre-
sentatives, duly licensed by the New York Stock Exchange and the Securities
& Exchange Commission of the United States to solicit and take orders for
United States markets.

When the problem arose, consideration was given to whether Loeb, Rhoades
could meet the London deficit by remittance from New York. Loeb, Rhoades
was advised that unless the remittance was permitted by the statute, it would
be subject to an Interest Equalization Tax of 15% pursuant to Section

81-495 0--67- 15
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4912(b) (2)(B). A study was thereupon undertaken to determine if circum-
stances were present which under the statute justified payments to London.

Upon analysis, it appeared that the relationship between Loeb, Rhoades New
York and Loeb, Rhoades London was analogous to that existing between a do-
mestic entity and an affiliated forcing entity. Loeb, Rhoades New York is a
United States person, and by reason of the provisions of the Interest Equaliza.

' tion Tax (Section 4920(a) (5) (E)) the London branch is deemed to distinct
* foreing entity affiliated with the United States entity. It was also apparent

that pursuant to other relevant provisions of the Internal Revenue Code, the
commission income from accounts for which the London office is responsible
could be deemed earned in part in London. In fact, if the London office were
an unaffiliated foreign entity, Loeb, Rhoades New York would find it necessary
to remit such part to London. The amount of such commission income was readily
identifiable from records which were and had been regularly maintained (long

, before the Interest Equalization Tax).
Where there is an item of income and two affiliated entities each contributed

to the earning thereof, the Treasury in Its regulations under Section 482 of the
Internal Revenue Code provides bases for allocating the Income between them.

* A most acceptable basis is where the allocation can be fixed according to the
sharing in like circumstances which is customarily accepted at arms length by
unaffiliated entities.

Loeb, Rhoades New York handles orders for the purchase and sale of securities
taken by unrelated correspondent brokerage firms. The commission earnings are
shared. The minimum paid correspondents has been 65% of the commissions,
Loeb, Rhoades retaining 35%. It therefore seemed appropriate to credit and
remit to the London office based on the Treasury's own regulations under Section
482, 65% of the dollar commission business generated through the London office.

In December, 1965, a request was submitted to the Internal Revenue Service
for ruling that the transfer or applicable by Loeb, Rhoades New York to or for
Its London branch office of amounts not exceeding 65% of the United States
commission income for which the London office was responsible, was not a
transfer described in Section 4912(b) (2) (B) and therefore not subject to the
Interest Equalization Tax. Discussions with the ruling section of the Internal
Revenue Service then took place in which a full and sympathetic understand-
ing of the problem and of the propriety of the requested ruling was evidenced
by the Service. Following (we understand) unofficial concurrence by a repre-
sentative of the Chief Counsel's office (Internal Revenue Service) In the con-
templated favorable response, conferences were held to resolve possible policy
questions with the representatives of the Treasury Department and the Federal
Reserve Bank in New York (the latter at the suggestion of the Treasury rep-
resentative).

In the course of the discussions with the Treasury, its representative did
suggest that our proposal be limited so that regardless of the amount which
might be represented by the 6b%, the remittance or application by New York
should be limited to the amount by which London income was exceeded by
London expenses1 as well as by a formula designed to attribute to the commis-
sion business generated by London a part of the London expenses. In January
1966, the ruling request was modified accordingly. Thereupon, we were advised
that neither the Treasury nor the Federal Reserve Bank had any objection to
favorable action on our ruling request as modified.

Approximately one month later we were Informed that Chief Counsel was
now of the opinion that under Section 4912(b) (2) (B) the ruling even as
limited cold not issue. It was apparently their opinion that no matter the justi-
fication, the statutory provision was completely rigid and did rot permit appli-
cation of the allocation methods and analysis approved under Section 482.

Further discussions then followed to determine if modifications in form if
not !n substance of the ruling request could overcome the objections of Chief
Counsel. After initial encouragement, Chief Counsel reverted to its former posi-
tion. We are now advised that under the circumstances, the ruling section,
though favorably disposed according to prior conversations, will rule unfavorably.

It Is our understanding that the Treasury is of the opinion that our position is
not contrary to the national interest or the purposes of the Interest Equalization
Tax It has been recognized that the Loeb, Rhoades London office should by all
means be encouraged to continue to produce orders for United States securities

I When the ruling reque~'t was first Pubmitted, the total of the borrowings in London for
the described purpose was not overly large. These borrowings now aggregate considerably
more, and this limitation which was then practical. may no longer be such.
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and dollar commission income. It has also been recognized that the profits
earned in London even if not now sufficient to meet London expenses do help
with the balance of payments to the extent that London expenses are paid
therefrom rather than from New York, and that there could be no reason to
eliminate such profits by forcing a revocation of the election.

Based upon the foregoing, we respectfully propose that the following provi-
sion be added to Section 4912(b) (2) (B) : "; provided however than any such
transfer or application which is no greater than an amount properly deemed
the net income received in the United States of a branch office described In
section 4920(a) (5) (which net income shall be determined in accordance with
rules to be prescribed by the Secretary or his Delegate) shall not be a transfer
or application within the meaning of this subparagraph B of this Section
4912(B)."

If the suggestion is adopted, Section 4912(b) (2) (B) will henceforth read as
follows:

(B) Transfers to foreign branches.-If a domestic corporation or partner-
ship transfers money or other property (including, in the case of a transfer
to a branch office described in section 4920(a) (5A), a transfer made for con-
sideration) to, or applies money or other property for the benefit of, a branch
office of such corporation or partnership with respect to which there is in
effect an election under paragraph (5) or (5A) of section 4920(a), or if
funds are borrowed by such branch office from a bank (as defined In section
581), other than from a branch of such a bank located outside the United
States lending such funds in the ordinary course of its business, such domestic
corporation or partnership shall be deemed to have acquired stock of a for-
eign corporation or partnership In an amount equal to the actual value of the
money or property transferred or applied, or the funds borrowed; provided
however that any such transfer or application which Is no greater than an
amount properly deemed the net income received in the United States of a
branch office described in Section 4920(a) (5) (which net income shall be
determined in accordance with rules to be prescribed by the Secretary or his
Delegate) shall not be a transfer or application within the meaning of this
subparagraph B of this Section 4912(b).

The suggested amendment makes it clear beyond doubt that the Internal Reve-
nue Service is authorized to apply the thinking and rules developed by it under
Section 482 and should therefore permit favorable Internal Revenue Service rul-
ing in appropriate circumstances. No attempt is made to fix a statutory formula;
in like fashion, no attempt was made in Section 482. The Internal Revenue Serv-
ice is authorized to prescribe appropriate rules so that evasion of the tax or
remittances not in accordance with Congressional intent or the purposes of the
Interest Equalization Tax, can be precluded. We further believe that the sug-
gested amendment is in accordance with the intent of the Congress in enacting
Section 4920(a) (5) and that the Congress did not Intend by enacting Section
4912(b) (2) (B) that an appropriate part of income received in the United States,
which part was earned abroad by the branch office, could not be remitted to that
office.'

*Pertinent legislative history may be found in the Senate Finance Committee Revcrt
(S. Rep. No. 1267, 88th Cong., 2d Seas., U.S. Code Cong. and Adm. News 3478-3542 (1964))
and in the Report of the Conference Committee (Conf. Rep. No. 1816, 88th Cong., 2d Sees.,
U.S. Code Cong. and Adm. News 3542-57 (1964)). It is made clear that if an election is
filed, then for the purposes of the Interest Equalization Tax the foreign branch becomes a
foreign entity. There are examples In the Senate Finance Committee Report concerned with
situations where a payment is made by the United States office for the benefit of the
foreign branch (S. Rep. No. 1267, op. cit. supra 3509). It seems apparent that if the
amounts involved belonged to the foreign branch because they had been there earned, their
transfer would not be subject to the Interest Equalization Tax. Such a transfer constitutes
payment of an amount due an affiliated foreign entity and therefore not subject to the tax;
nowhere In the statute are payments of obligations made taxable. Moreover, the interpreta-
tion taken by Chief Counsel can, as here, effectively frustrate the election specifically pro-
vided in Section 4920(a) (5) and could not therefore have been intended by Congress.

Further indicia of Congressional intent may be found in the amendment made in 1965
to Section 4912(b) (2) (B). Congress had at the same time added to Section 4920(a) (5) a
new and comparable election applicable to certain finance corporations. The newly-added
election Is Section 4920(a) (SA). An amendment was therefore required to Section 4912(b)
(2) (B) so that transfers to branch offices as to which the new election was filed would

be subject to the tax. However, Congress went further and added to Section 4912(b) (2) (B)
the parenthetical pre-Asion quoted above. By reason thereof, as regards entities as to which
an election under Section 4920(a) (5A) is apDlicable, there Is an additional transfer made
expressly subject to tne tar, namely, "a transfer made for consideration." No such statutory
language specifically taxing transfers for consideration (such as services) was added at any
time as regards elections under Section 4920(a) (5)-the election appicable to the Loeb,
Rhoades London office.
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We further respectfuly request that the within letter and the suggestion therein
set forth be included in the printed hearings in connection with the Interest
Equalization Tax Extension Act of 1987.

Respectfully submitted.
S, oocK & SmoocK & LAvA.

By BwAw 1L2. BaaiLs.

BRITISH AssTS TRUST LTD.,
Edinburgh, July 12, 1967.

Senator RusszLL B. LONG,
U.S. Senate,
Wahington, D.C.

DEAR SENATOR: I have today submitted to Mr. Tom Vail, your Chief Counsel,
a brief statement for the Committee on the effect of the Interest Equalisation Tax
on portfolio investment. I am not familiar with the formal procedure but have
produced a very short statement which I hope may be of some value to the
Committee in their deliberations.

I am extremely grateful to you personally for the interest which you have taken
in this matter and the help which you have given me and I hope very much to
renew our acquaintance on some future occasion. If you ever come to Scotland, I
hope very much yon will come and see us.

With best regards.
Sincerely yours,

JAMzs GAMMELL

JULY 12, 1967.
Mr. ToM VAIL,
Chief Counsel, Committee on Finance,
U.S. Senate, New Senate Office Building,
Washington, D.C.

SiR: At the request of Senator Russell Long, I have the honour to submit to
the Committee on Finance of the United States Senate a written statement re-
garding the operation of the Interest Equalisatlon Tax as It affects foreign
investment trusts.

I have the honour to be, Sir, your obedient servant,
JAMES G. S. GAMMELL, Manager.

JULY 12, 1967.

SUMMARY OF BIUBMISSION BY BRITISH ASSETS TRUST LIMITED, 9 CHARLOTE
SQUARE, EDINBURGH

1. General: The purpose of the Act is to Improve the United States balance of
payments.

2. Historical: United Kingdom investment trusts hold American investments
in excess of $2 billion, built up over a period of a hundred years, to the mutual
benefit of both cc untries.

3. Dollar Loan~s: British Assets Trust Ltd. in 1963 borrowed $10,000,000 for 18
years at 5%. The proceeds of which were invested wholly within the United
States and a further $10,000,000 is kept as additional security.

4. Effects of Ihe Loan on the balance of payments:
(a) On cal:ital account-nil.
(b) On income account-a small inflow.
(c) The h,)lding of additional security for the loan removes a potential

threat to the balance of payments.
5. oncluso: Dollar loans encourage portfolio investment in tha United States

by United Kingd3m trusts to the benefit of both countries without damage to
the balance of payments of either.

6, Submission: It Is submitted that loans by United States banks and insurance
companies to foreign investment trusts for the purpose of portfolio investment
within the United States be exempted from the Interest Equallsation Tax.
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JULY 12, 1967.

STATEMENT TO THE COMMITrTE ON FINANCE OF THE U.S. SENATE

INITIT EQUAUATION TAX AOT

1. General: The purpose of the Act is to improve the United States balance of
payments. This statement sets out to show that to the extent that the Act applies
to loans made to foreign investment companies for the purpose of portfolio invest-
ment within the United States, the effect of the Act is the opposite to that
intended.

2. Historicaa: For a hundred years investment trusts in the United Kingdom
and particularly in Scotland have been investing money in the United States
and over this period have built up a combined portfolio of American investments
exceeding $2 billion in value. Many of the earliest trusts were formed as mortgage
companies for the specific purpose of lending money for the opening up of new
land In the United States and in this way contributed greatly to the development
of the country during the latter part of the 19th century. The development and
management of these large portfolios of Investment has been mutually beneficial
to the United Stater and the United Kingdom over a long period and it is only in
recent years that new regulations in both countries have impeded the free flow
of funds to the detriment of both.

3. Dolar Loans: In the summer of 1963, shortly before the proposal for an
Interest Equallsation Tax Act, two Scottish investment trusts negotiated long
term loans from the New York Life Insurance Company. The loan obtained by
British Assets Trust Limited, 9 Charlotte Square, Edinburgh, was of $10 million
for 18 years at 5% and the !o tn agreement provided that the whole of the pro-
ceeds of the loan should be invested in United States stocks and, further, that
during the 4Zurrency of the loan British Assets should keep with a bank In New
York United States stocks and securities to a value equal to twice the nominal
value of the loan.

4. 5ffeots of the loan on the balance of payment:
(a) On capital account the effect has been nil as the money never left

the United States and has been wholly Invested in United States securities.
It is possible that is not the way the figures show up in government statistics
but It is in real terms what has happened.

(b) On income account the dividends received from the stocks purchased
have not yet been sufficient to cover the Interest payable on the loan. There
has, therefore, been a small net inflow of foreign exchange to cover the
interest payments,

(c) As the loan agreement provided for 200% cover for the loan $10
million worth of securities which could previously have been sold at any
time and the proceeds withdrawn from the United States are now held in
New York its additional cover for the loan and are, therefore, effectively
sterilized as a threat to the balance of payments.

5. Conclusion.:
(a) $2 billion worth of United States stocks are held by United Kingdom

trusts.
(b) Beca use of the difficulties created by governments in recent years there

has been some selling of these stocks during the last three years and repatria-
tion of the proceeds to the United Kingdom.

(c) This process is likely to continue to the detriment of the United States
balance of payments s but could be mitigated to the extent that dollar loans
for porfolJo investment within the United States were exempted from
the Interest; Equlization Tax because every million dollars borrowed effec-
tively sterilizes a further $1 million to provide the customary margin of
security.

(b) Dollar loans would encourage portfolio investment in the United
States by United Kingdom trusts to the benefit of both countries.

(e) The direct effect of such loans on the United States balance of pay-
ments is likely to be marginally favourable.

6. Submission: It is respectfully submitted that, with the introduction of
suitable safeguards, loans by United States banks and insurance companies to
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bona fide foreign investment trusts for the purpose of portfolio investment
within the territorial United States be exempted from the Interest Equilization
Tax.

STATEMENT OF THE NEW YORK CLER NG HousE AssoIATIoNq SuBMi ) BY
* PAuL I. Fnr(ou, ExwuouvE VICw PUMEnT

The New York Clearing House Association Is a non-profit association of ten
of the major commercial banks located in New York City which, in addition to
performing check clearing services and similar functions, acts in matters of
mutual concern for its members.

1. One of the amendments proposed in H.R. 6096 would authorize the President,
by Executive order to increase by as much as 50% the rates of the interest
equilization tax, including the rates applicable to loans and other debt obligations
acquired by banks. He would be authorized to vary the rates of tax between a
high of 150% of the present rates down to a low equal to the present rates,
all to be consistent with the balance of payments objectives of the United States.

Under proposed Section 4911(b) (2) (C) (ii), the President would be author-
" sized, in any Executive order increasing the rates of tax, to specify whether and

to what extent the increased rates would apply to an acquisition subsequently
made where an unconditional obligation or similar commitment to make the
acquisition existed on the date when the Executive order was issued. The

II implication that the President could fail, deliberately or inadvertently, to ex-
elude from the increased rates acquisitions made pursuant to such commitments
could have a substantial adverse effect on the business of banks and other
financial institutions which frequently and in the normal course of business
enter Into commitments that legally obligate them to make loans at some time
in the future.

It is believed ihat the uncertainties created by the risk of such action would
be altogether out of proportion with any presently foreseeable abuses or un-
favorable balance of payments effects that might be corrected by such action.
If any real need arose to apply rate increases to commitments existing at the
time, this could, of course, be accomplished by appropriate legislation.

Accordingly, it is recommended that lines 11 and 12 of page 5 of H.R. 6098 be
amended by deleting the words: ", to the extent specified in such order,".

2. While The New York Clearing House Association and its member banks
recognize that the continuance of the Interest Equalization Tax may reasonably
be considered necessary in view of the current condition of the United States
balance of payments, and make no comment with respect to the proposed increase
in the rates of tax, the Congress and the President are urged to recognize that
the tax imposes serious restrictions, which are sometimes artificial or arbitrary,
on normal business transactions, especially foreign trade. The tax should not,
therefore, be retained any longer than is absolutely necessary to assist the
balance of payments objectives of the United States. In order to permit prompt
action, at such time as the continuation of the tax is no longer necessary for
balance of payments purposes, H.R. 0098 should provide that the President's
authority to decrease the rates of tax includes the authority to reduce all rates
to zero, and the President should be directed to exercise this authority imme-
diately upon determining that the tax is no longer necessary for balance of
payments purposes.

The Bank of New York; The Chase Manhattan Bank (N.A.); First
National City Bank; Chemical Bank New York Trust Company;
Morgan Guaranty Trust Company of N.Y.; Manufacturers Han-
over Trust Company; Irving Trust Company; Bankers Trust Com-
pany; Marine Midland Grace Trust Company of N.Y.; United
States Trust Company of New York.

WroxxN & DANA,
New Haven, Conn., July 14, 1967.

Senator RusszLL B. Lowo,
Senate Finance Committee,
Washington, D.C.

Dz&u SENATOR LoNG: Your attention is Invited to a problem arising under the
provisions of the Interest Equalization Tax which may be solved in part by
H.R. 6098 which was passed by the House of Representatives on March 15, 1967
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and which is nbw before the Senate Finance Committee. We respectfully ask
your Committee to consider an amendment to this Bill which would extend to
certain exempt organizations the tax relief offered by the Bill to states and
other political subdivisions.

Under Section 4917 of the Internal Revenue Code and Executive Order 11804,
the Interest Equalization Tax does not apply to the acquisition by a United
States person of original issuance Canadian stock provided a Notice of Acquisi-
tion (form 3779) is file on or before the last day of the month following the
month In which such acquisition occurs. Regulation Section 14.4-1(c) (2). Under
Section 4917(d), added by the Interest Equalization Tax Extension Act of 1985,
the exclusion is reduced, If form 3779 is not filed within the time required, by
5 percent for each 30-day period or fraction thereof during which failure to file
continues, except that in no event will the exclusion be reduced by more than
25 percent This is a most severe penalty applied generally across the board to
all United States persons, including exempt organizations unaccustomed to
filing returns of Income, regardless whether such failure was inadvertent or
even due to reasonable cause. It is believed that no other provision of the Reve-
nue Laws imposes so severe a sanction for inadvertent failure to file an informa-
tion return. Even civil penalties imposed for failure to file returns of Income., for
taxes due, are generally Imposed only where there is a wilful neglect or where
reasonable cause cannot be shown.

Section 4(d) (3) of H.R. 098 would (quite properly we believe) extend to
states or political subdivisions or their agencies or instrumentalities (including
pension funds) a 60-day grace period following enactment of the Bill within
which they might file notices covering past Canadian acquisitions for which
the required notice may not have been filed and thereby escape penalty. This
opportunity has been afforded because the prior failures to file were "Inadver-
tent" and such agencies "are not accustomed to have to concern themselves with
Federal Tax matters". (Cong. Rec. H. 2740, March 15, 1967.) It would seem
most appropriate to afford the same opportunity to educational institutions
similarly situated.

As you are aware educational institutions that maintain a regular faculty and
curriculum-that Is schools and universities-are, like the Instrumentalies of
states and local political subdivisions, exempt from the requirement to file In-
come tax or information returns Section 6033(a) (2). One instance has come to
our attention where such an institution has Inadvertently failed to file the re-
quired form 3779 covering a past Canadian acquisition. On behalf of this institu-
tion, and any others similarly situated, we submit that there seems no reason
to discriminate between public and private exempt organizations with respect
to information requirements under the Interest Equalization Tax.

Accordingly, we hope very much that your Committee will amend Section
4(d) (3) of the Bill to provide that organizations described in Section 603.3
(a) (2) may also have the opportunity to file a Noti of Acquisition with respect
to past Canadian acquisitions on or before the sixtieth day after the date of the
enactment of the Act.

Respectfully,
CHARLES N. SCHENCK III.

NATIONAL FOREIGN TRAD COUNCIL, INC.-SUoGESTED AMENDMENTS TO THE
TNTraMT EQUALIZATION TAx ErTENs'or ACT OF 1987, SUBMITTED BY ROBERT
T. SCOTT, Diw'roR, TAx-LGAL DrvIsIoN

SUMMARY-NATIONAL FOREIGN TRADE COUNCIL PROPOSED AMENDMENTS TO THE IN-
TEREST EQUALIZATION TAX EXTENSION ACT OF 1967 (H.R. 6098) RELATING TO
FOREIGN FINANCING TRANSACTIONS

Under the Interest Equalization Tax Extension Act of 1967 as passed by the
House of Representatives, a number of finance arrangements to facilitate the
sale of goods by American or American owned companies would be subject
to tax. This would be the case even though no U.S. source funds were Involved In
the transaction.

To prevent the Interest Equalization Tax from applying to such transactions,
the National Foreign Trade Council is proposing several amendments to the
House bill. These amendments would not be contrary to the intended purpose
of the bill i.e. Improvement of the U.S. balance of payments position. The amend-
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ments, through facilitating the use of foreign funds to finance the sale of goods
produced by American owned companies, would tend to reduce the need for U.S.
financing. Therefore, these amendments would contribute favorably toward the
U.S. balance of payments position.

Briefly, the proposed amendments together with their intended purposes may
be summarized as follows:

AMZNDMFWT

1. Exempt foreign debt obligations ac-
qfilred with foreign source funds by

, domestic corporations.
2. Exempt acquisitions with foreign

funds by a domestic corporation of stock
or debt obligations of a foreign subsid-
lary or affiliate where the subsidiary
or affiliate is primarily engaged in

* financing sales of products of U.S.
owned companies through the use of
foreign source funds.

3. Exclude from bill (1) any require-
ment that borrowings by a domestic
corporation be subject to restrictions
1 such as a required matching of maturity
dates of borrowings and loans and (2)
imposition on borrowings of a minimum
term to maturity of one year.

InTZKDID PURM85

To facilitate the financing with for-
eign funds of goods sold abroad by U.S.
owned companies.

To facilitate the financing with for-
eign funds of goods sold abroad by U.S.
owned companies.

To permit use by domestic corpora-
tions of established financing methods
which involve only foreign source funds

I. PROOSIM AMZIrDMENTS TO H.L 6098 MLATING TO FINAZWING THROUGH A
DOMUTIC 0OIPOL&TION

Problem and proposed solution
In certain Instances it would be preferable for U.S. corporations to finance

overseas sales of products manufactured or assembled either at home or abroad
through a domestic corporation (operating either in the U.S. or abroad through
a foreign branch) rather than through a foreign subsidiary. However, under
present law, as well as under the proposed amendments, the interest equaliza-
tion tax would apply to acquisitions of debt obligations of foreign obligors by a
U.S. financing corporation, even though tbe transaction was financed entirely
with funds obtained abroad.

To solve this problem the Council urges that the Interest Equalization Tax
Extension Act of 1967 (H.R. 6098), be amended to provide specific exemption for
the creation and/or operation of U.S. corporations located at home or abroad
and operating with funds obtained abroad to acquire debt obligations arising
from the sale of products produced or assembled at home and abroad. Such ex-
emption should apply equally to products produced by affiliated or unaffiliated
corporations.
Beewfctial effect of proposed solution

The suggested amendment will not only provide equity and flexibility but will
otherwise benefit both government and industry. Since the foreign sales are fi-
nanced by way of foreign currency or "Euro-dollars" obtained and repaid abroad
there can be no adverse effect on our balance of payments position. Moreover,
operating abroad through a domestic corporation like operating through a for-
eigri subsidiary would favorably affect the U.S. balance of payments first, by way
of the remittance to the United States of the earnings from such lending activi-
ties and, second, by improving the sales revenues and earnings of the foreign
marufacturing subsidiaries of U.S. corporations, which are, In turn, reflected in
dividend remittances to the United States.

However, financing through a foreign subsidiary often requires an Initial capi-
talization of such subsidiaries with U.S. sourced dollars to the detriment of our
balance of payments. Moreover, It is not uncommon for foreign law to require
compulsory capital increases as, for example, under Mexican law. Other coun-
tries, such as Germany, may require an increase in capitalization of a German
corporation depending upon the ratio of borrowings to capital. The use of a for-
eign branch of a domestic corporation usually eliminates this possible additional
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outward flow of dollars that would otherwise occur when operations are con-
ducted through a foreign financing subsi4lary.

Under present conditions the essential flexibility of choice between operating
through a domestic corporation, as described above, or through a foreign sub-
sidiary Is lacking. Although the interest equalization tax as a practical matter
requires the use of foreign subsidiaries for foreign flancing, this Is not always
sound from a business point of view. Use of a local subsidiary frequently pre-
sents difficult organizational and operational problems not engendered by the
use of a branch. A foreign subsidiary may result in a greater measure of local
governmental control than that encountered in a branch operation. For ex-
ample, under Italian law an Italian financing subsidiary is subject to a local
board of auditors. Operation through a subsidiary rather than a branch often
requires greater disclosurqs to the foreign country and preparation of more
burdensome and detailed financial statements and report& Subsidiary operation
often requires compliance with formalities such as that of maintaining a resident
director in the foreign country and requiring that board of directors and
other operating committee meetings be held in the foreign country.

Present law and House paused amendment ixadequate
The present Interest equalization tax and the House passed amendments

thereto will not provide equity and flexibility required by a number of taxpayers
whose methods of financing their ordinary trade or business operations do
not cause the slightest drain on our balance of payment&

In this regard, the overseas branch financing sanctioned by proposed section
4020(a) (3) (D), as added by section 4(g) of HR. 6098, will not be available
where the products, the purchase of which would be financed by a foreign branch
of a cjInestic corporation, are wholly produced or manufactured abroad. Nor will
proposed section 4920(a) (3) (D) permit a branch to finance the sale of products
manufactured by a non-afliated corporation.

The acquisitions of debt obligations of a foreign obligor repayable other than
In U.S. currency made by a commercial bank In the ordinary course of its banking
business through overseas branches are excluded from the interest equalization
tax. A corresponding exemption for the acquisition of debt obligations of foreign
obligors is proposed to be given to certain corporations operating lending and
finance businesses abroad through foreign branches under proposed section
4920(a) (8) (C), added by section 4(f) of H.R. 6098. Finally, by virtue of
Executive Order 11328, February 20, 1967, "Euro-dollar" loans may now be
made by foreign branches of U.S. commercial banks.

Under section 4920(a) (5A) certain debt obligations acquired by a foreign
branch office of a domestic corporation In connection with the financing of
sales of goods manufactured by a foreign affliate at home or abroad may not
be subject to the Interest equalization tax. However, under subparagraph (C)
of section 4920(a) (5A) this relief is limited to those foreign branch offices
which were in exsteAce for a period of not less than 12 months before February
10, 1965.

The exemptions which are provided for business oriented transactions are
certainly appropriate. Foreign currency and "Euro-dollar" loans by overseas
branches of U.S. banks of finance companies have no adverse effect upon the
balance of payments Also, acquisitions by a U.S. corporation of debt obliga-
tions of foreign cbligors with funds obtained abroad to finance the manufacturing
and sales activities of foreign affiliates have no adverse effect on the balance
of payments. However, under both present law and H.R 6098 these obligations
are and will continue to be taxable.

In our opinion, the business of financing the manufacturing and sales activities
of foreign afflhiat,-a of U.S. corporations through a domestic corporation operating
with funds derived from sources outside the U.S. should receive the same equi-
table treatment as do the other financing arrangements set forth above. All of
such arrangements make a positive contribution to our balance of payments.
All of such arrangements are commercially oriented and are not motivated by
interest rate differentials existing between different capital market&

Suggested amendneWts
Accordingly, the Council suggests that H.R. 6098 be amended to specifically

provide an exemption for the acquisition of debt obligations by domestic corpora-
tions as described above operating with fands obtained abroad where the proceeds
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of the loan are used to finance the sale of products produced or assembled at
home or abroad. This exemption should exclude from the interest equalization
tax those debt obligations received in the financing of products produced or
assembled by corporations either related or unrelated to such financing corpo-
rations.

The desired effect could be achieved, at least for the financing by a domestic
* corporation, as described above, of sales of products manufactured by members

of an affiliated group (as defined in section 48(c) (3) (C)) by amending proposed
* section 4920(a) (3) (D), as added by section 4(g) of H.R. 6096 as follows:

Clause (4)
Clause (1) of proposed section 4920(a) (3) (D) should be expanded so as to

apply to a domestic corporation primarily engaged in the trade or business
, of acquiring:

(1) from foreign 9bligors debt obligations arising out of:
(a) sales by related or unrelated persons (such as franchised dealers) of

personal property produced, manufactured, assembled or extracted at home or
abroad by one or more includable corporations in an affiliated group as deter-
mined under section 48(c) (3) (C).

* (b) sales of personal property received as part or all of the consideration in
sales of personal property described in (a) above.

(c) sales of personal property received as part or all of the consideration in
sales of personal property described in (b) above.

(d) capital loans made to dealers described in (a) above. For this purpose,
capital loans made to dealers would include amounts borrowed by a dealer to
flnance plant, equipment and other capital Items.

(e) sales described in clause (I) and (li) of proposed section 4920(a) (3) (D)
as added by section 4(g) of H.R. 6008.

(2) stock and debt obligations of a foreign subsidiary qualifying under sec-
tion 4915(a). For this purpose, acquisitions of stock or debt obligations by a
domestic finance corporation from a foreign finance subsidiary (of which 30
percent or more of the stock is directly or indirectly owned by the domestic fi-
nance corporation) should be deemed to qualify under section 4015(a) and
correspondingly, section 4915(c) should )e inapplicable thereto.

(3) debt obligations or stock in any combination of the activities in (1) and
(2) above.

For this purpose, a domestic corporation shall be treated as primarily engaged
in a trade or business described above if at least 90 percent of the face amount
of the debt obligations and/or stock acquired by such corporation during a tax-
able year consists of debt obligations and/or stock described in (1) through
(8) above.

Consideration should also be given to extending the relief suggested above to
the acquisition of debt obligations of foreign obligors with funds obtained abroad
by a foreign branch of a domestic corporation which engages not only in financing
but also manufacturing and/or selling activity.

Clause (4)
Clause (lii) of proposed section 4920(a) (3) (D) should be expanded to provide

that the debt obligations acquired by the domestic finance corporation may he
acquired out of the proceeds of loans from a corporation which is affiliated with
such finance corporation within the meaning of section 48(c) (3) (C).

The above provision would be designed to provide additional borrowing leverage
for the domestic financing corporation. Under this rule a foreign manufacturing
affiliate with substantial investment in plant and equipment in a foreign country
could borrow foreign funds from non U.S. persons upon the strength of such
foreign Aased assets. These foreign borrowings could then be loaned to the fi-
nancing corporation. This would eliminate the need of capital contributions to
the financing corporation as would be required if the financing corporation bor-
rowed funds directly from a non affiliated foreign lender. When such capital
contributions are required they are frequently made with U.S. funds.

In any event, clause (i1) should be expanded to recognize and permit the
domestic finance company to carry the ordinary trade accounts payable which
result from day to day business operations. These trade accounts payable arise
during the short term period from delivery of products by the manufacturer to
the dealer to date of payment by the finance company to the manufacturer.
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Clause (v
Clause (iv) of proposed section 4920(a) (8) (D) would require comu ex and

difficult tracing of funds and matching of maturity dates which, as a practical
matter, might be impossible to accomplish. Further, from a business standpoint
it is often impractical to borrow funds with maturity dates which coincide with
maturity dates of debt obligations acquired in the financing business. The (oun-
cil therefore suggests that the language of clause (iv) be deleted and replaced
with the words: "the debt obligations acquired during the period in which the
interest equalization tax is in effect must continue to be financed solely with
funds obtained abroad throughout the term remaining to maturity of such debt
obligations".

Any decision regarding restrictions that might be imposed on borrowings by a
domestic finance company should be viewed in the light of normal commercial
borrowing practices abroad. For instance in connection with procedures employed
in foreign financing operations it is common for a U.S. financing corporation
operating abroad to obtain funds abroad through the so-called "overdraft system".
Under this procedure a line of credit is established with a local foreign bank.
Funds are simultaneously borrowed and loaned by such U.S. financing corporation
by drawing a check against this line of credit. As loans are repaid to the finance
company, the collections are deposited and credited to the line of credit. Thus
borrowings under an overdraft system do not mature on a fixed date but are
repaid to the bank as the collections are received by the finance company.
Nonetheless, such overdrafts are contractually subject to "call" provisions and
other conditions for repayment which vary from bank to bank and country
to country. For example, under one particular arrangement, a Netherlands
bank has the right to "call" the overdraft for collection at any time, and the
amount called is repayable thereafter in six equal monthly installments. As
another specfic example, an overdraft contract with a bank in Germany covers a
two year period but can be canceled and repaid by the borrower subject to thirty
days notice to the bank. Generally similar arrangements are available with
numerous other banks abroad.

As a practical matter, where an overdraft system is used bank "calls" are
seldom made. The finance company borrows and lends simultaneously by issu-
ance of a check. The borrowings are oustanding, in effect, for the period the
loan is made by the finance company since collections are deposited to the ac-
count daily by the finance company.

It is thus evident that where an overdraft system is used it would be diffictrlt
to state with any precision the period of maturity of the borrowing. Accord-
ingly, any requirement for matching of maturity dates of borrowings with
maturity dates of financing loans such as presently contemplated in clause (iv)
of proposed section 4920(a) (3) (D), or even if limited to matching or matur-
ities of one year or less, should exempt funds borrowed under an overdraft
system. Moreover, any rule requiring a period ef at least one year to maturity
for each borrowing would be unworkable. Assuming a constant level of opera-
tions, excess funds would develop in an overdraft system as profits are realized.
These excess funds would be available for immediate remittance to the U.S.

II. PROPOZD AMENDMENT TO H.R. 6098 RELATING TO FINANCING THROUGH A
FOREIGN SUBSIDIARY

AS indicated above, when considering the form or organization to use in a new
foreign financing operation it may at times be determined appropriate or re-
quired to utilize a foreign subsidiary in order to finance overseas sales of pro-
ducts manufactured or assembled either at home or abroad by related corpora-
tions. Here too, the financing operation has no adverse effect upon the balance
of payments where the foreign subsid],ry finances such foreign sales with
foreign currency or "Euro-dollars" obtained abroad and repaid abroad. Rather,
as set forth at page 2, suprm, these activities also have a salutory effect upon the
balance of payments.

Under these circumstances, if the foreign subsidiary is capitalized with foreign
funds or "Euro-dollars" obtained abroad there are lIkewise no adverse balance
of payments consequences. T.1e sme would be true of mandatory capital in-
creases required by foreign law which are made with funds obtained abroad.



232 INTEREST EQUALIZATION TAX EXTENSION ACT OF 1967

Suggested amendment
Accordingly, the Council suggests that H.R. 606 be amended to spectfically

provide an exclusion for the acquisition of stock of a foreign subsidiary which
is a member of an affiliated group, as defined in section 1504, without regard to
section 1504(b) (3), which is cap':alized with funds obtained abroad where it
can be established that such subsidiary will be engaged in financing the sales
of products produced or assembled at home or abroad through the use of funds
borrowed and repaid abroad.

In such case the exclusion provided for in Section 4915(a) (1) should apply.
and correspondingly, Section 4915(c) should not be applicable.

j ' W. PROPOSED AMENDMENTS TO H.L 6098 RELATING TO rNANCING or u.s. EXPO

U.S. corporations have been urged by the Commerce and Treasury Depart-
-. ments to increase their exports in order to help the balance of payments and

some of them have organized affiliated companies to finance export shipments.
Under Section 4914(j) (1) (A) (ii), a domestic manufacturing company which
sells to a customer abroad and receives a promissory note maturing in more

a than a year can discount the note with a commercial bank without giving rise
to any liability for interest equalization tax. However, liability may be incur-
red if the note is transferred to an affiliated corporation in a transfer that might
not qualify under section 4914 (j) (1) (A) (iiI).

In order to meet the requirements of subdivision (iii) if the obligation is
transferred, it must be shown that the extension of credit by the domestic manu-
facturing company and the acquisition of the debt obligation related thereto
were reasonably necessary to accomplish the sale or lease of property or serv-
ices out of which the debt obligation arose. In addition, the acquiring company
would have to show that the terms of the debt obligations are not unreasonable
in the light of credit practices in the business In which the manufacturing com-
pany is engaged. These requirements impose severe administrative burdens when
applied to U.S. manufacturers making sales and arranging financing on a high
volume basis.

Accordingly, in order to facilitate the expansion of U.S. exports, the Council
urges that a domestic manufacturing corporation not be subject to these require-
ments when it transfers an obligation to a member of the same affiliated group.
This would place the financing affiliate in the same position as a commercial
bank.
/uggested Amendment

it is recommended that the language is Section 4914(1) (1) (A) (ii) (which
removes from the loss of exports-credit exclusion the transfer of an export-credit
debt obligation to a commercial bank In the ordinary course of its commercial
banking business) be broadened by adding to subdivision (H) the following.

"or to a corporation which would be includible in an affiliated group as de-
fined in section 1504 (without regard to section 1504(b) (3)) of which
the transferor with respect to such debt obligation is a member."

Members of the Council will be pleased to assist you in any way possible with
regard to the foregoing.

STATEMENT OF THE CHAMBER OF COMMERCE OF THE UNITED STATES

The Ohamber of Commerce of the United States wishes to express its continued
opposition to an interest equalization tax and, more specifically, to H.R. 6006, the
proposed Interest Equalization Act of 1967.

SUMMARY OF THE POSrTION' OF THE CHAMBER OF COMMERCE

The Chamber Is deeply concerned with the proposal to extend the Interest
equalization tax, repeatedly said to be a temporary measure, f6- still another
two-year period. The tax contravenes established national policies and does not
advance our long-term balance of payment goals.

If, however, the Senate is committed to extension of the interest equalization
tax, the amendment to H.R. 6098 introduced by Senator Ribicoff to assure equal-
ity of treatment for all taxpayers similarly situated should be adopted. Under
this amendment all taxpayers would be permitted to file notices with respect
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to Canadian securities acquired after Jaly 18, 19J3, and before the date of enact-
ment of H.R. 6008 for sixty days following paspage of the Act without losing any
part of the exemption for original or new issues of Canadian stock or debt obliga-
tions. The bill, as passed by the House, provides this urgently-needed relief only
for State or local governmental units or agencies.

OPPOSITION TO AN INTEREST EQUAMIATION TAX

Our national policy has been to promote an international community through
the freer flow and exchange of goods and investment. This policy has perhaps
been exemplified most recently by the significant tariff reductions growing out of
the recently concluded Kennedy Round of the GATT. The imposition of an inter-
est equalization tax, the effect of which is to control certain types of investment
abroad, is Inconsistent with these goals.

It has been repeatedly demonstrated that tMe tax is effective, if at all, only as
an Interim stopgap measure and in the long run will aggravate the balance of
payments deficit. However, this "temporary" tax has already been in effect for
four years.

Our long-range balance of payments goal is to increase United States earnings
abroad. Impeding the movement of capital and goods works counter to this goal.
Any remedial steps should be oriented to expansion rather than restriction of
world trade and investment, since United States investment abroad has the long-
range effect of bringing home more dollars than are invested initially and generat-
ing United States exports in a near equal proportion. The interest equalization
tax, which restricts trade and investment, works directly against long-run balance
of payments goals.

The Chamber does, however, recognized that the United States balance of
payments position does need strengthening. The extension, now for a second
time, of a temporary measure which has proved impossible to administer and
enforce, is no solution to the problem. The Chamber has been studying the bal-
ance of payments and a copy of the report of the National Chamber's Special
Advisory Panel on Balance of Payments, approved by the Board of Directors,
is enclosed.

PSOPOS AMENDMENT TO H.L 6098

If Congress is committed to extend the Interest equalization tax for two more
years, It should at the very least assure that all taxpayers similarly situated
received equality of treatment.

Under present law the President is authorized to exempt original or new issues
of sto,,k or debt obligations of a foreign country from Interest equalization tax
where he determines that imposition of the tax would imperil or threaten to
Imperil international monetary stability. The President has exercised his au-
thority to exempt from taA acquisitions of new or original issues of Canadian
stock or debt obligations.

Under the original law, the exclusion from interest equalization tax was lost
entirely for failure to file a timely notice for acquisitions after July 18, 1963. In
1965, when the tax was extended for two more years, Congress realized that many
taxpayers had been trapped by this provision and had forfeited their exemptions
merely because of failure to file a notice form. Thus, the law covering Canadian
stock or debt obligations acquired after October 9, 1965, now provides for a loss
of five percent of the exclusion for each 30-day period, or portion thereof, during
which the notice is delinquent, with a maximum loss of twenty-five percent of
the exclusion.

H.R. 6098, as reported by the House, would extend the limited 25 percent
penalty to acquisitions made prior to enactment of the 1965 relief provisions,
but after the date of enactment of the original act. In addition, an amendment
to the bill added on the floor of the House provides further relief for state or
local governmental units. An exemption from all penalties is provided in the case
of "a State or political subdivision, or by any agency or instrumentality there-
of," for acquisitions made between July 19, 1963 and the date of passage of H.R.
6098, provided notice is filed within sixty days after the enactment of H.R.
609&

The Ribicoff amendment would extend the relief provision for state or local
governmental units and agencies to any United States person making an acqui-
sition between July 18, 1963, and the date of enactment of H.R. 0098, if notice
is filed within sixty days after the enactment of the Act.
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If Congress rotes to extend the interest equalization tax, the Chamber urges
immediate page of these relief provisions. Congress itself recognized the
severity of a 100 percent penalty when it passed the 1965 Act. The unfairness
of a 100 percent penalty for some taxpayers and a 25 percent penalty for others,
depending on when the acquisition was made, is obvious.

The Chamber also urges adoption of the amendment introduced by Senator Ribi.
coff. Much confusion has existed with respect to the obligations under the law of a

* taxpayer acquiring original or new issues of Canadian securities. While many
* taxpayers were aware that original or new issues of Canadian securities were

exempt from interest equalization tax, fewer taxpayers realized that the exemp-
tion was conditioned upon the filing of a notice form.

It has come to the attention of the Chamber that its members, even those whose
experience In making investments matches that of the States, overlooked the no-
tice requirements and as a result lost all or part of the exemption Congress meant
to accord to purchasers of Canadian securities. It is appropriate to accord these
investors the same relief as provided in the bill for the States.

If the broader relief provision is adopted, it will encourage taxpayers who have
invested in new or original issues of Canadian securities without reporting their

* acquisitions to come forward and file notices. By giving this incentive to investors
to give notice of acquisitions which have not previously been reported, the
Treasury will have more accurate information as to the amount being invested in
original or new issues of Canadian securities.

CHAMBER OF COMMERCE OF TEE UNITED STAT1= REPORT AND Ro oMuENDATIoNs OF
SPEcIAL ADVISORY PANEL OiN BALAN(YE or PAYMENTS

L INTRODUCTXON

While the Balance of Payments situation of the United States is a matter for
concern, it is no occasion for alarm. The international financial position of the
United States is strong, and the proper posture for the United States is one of
confidence and strength.

In appraising tliis problem and devising courses of action, particular effort must
be made to avoid ad hoc measures which would result in undesirable restraints
or controls, particularly on the free flow of trade and capital. Rather. the situation
should be viewed, not in the perspective of the next year or two alone, but with a
view to the longer term. It is recognized that in the short term the impact of our
commitments in Southeast Asia upon the U.S. Balance of Payments will be adverse
and that as & result the steady progress made toward reducing the deficit may be
temporarily reversed. It is in the circumstances difficult to evaluate the size of the
problem, and it accordingly appears important to avoid any types of restrictive
measures that could become entrenched in the system and have undesirable
longer-term implications. For the immediate period ahead, therefore, the United
States should be prepared to accept and live with this larger deficit.

In its international and economic relations the United States should be
committed to increasing the scope of international cooperation within the con-
text of the International Monetary Fund, the World Bank and the General
Agreement on Tariffs and Trade. Such increasing cooperation should extend
also tc the international monetary and economic arrangements which have
developed in recent years, such as the system of currency swaps among the
central banks of the industrial countries, consultation within the auspies of
the Organization for Economic Cooperation and Development, and the like.

Finally, particular attention must be drawn to the range of responsibilities
which have come to the United States in Its role as international banker. This
is a role which the United States neither can nor should seek to escape; it has
great advantages to the country and the world. It entails, however, the responsi-
bility of so conducting our affairs as to command trust and rejpect in the inter-
national monetary sphere without compromising other U.S. national objectives.
As long as the United States serves as world banker there will be a tendency
f,'r the United States payments balance to show a deficit to the extent that
official and non-official foreigners wish to add to their dollar holdings.

It is a matter for concern that in their efforts to restrain excesses ariins
from high levels of business activity, authorities in the Unitfd States and
ftrope have placed undue reliance upon monetary policies and Insufficient
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reliance on fiscal policies; consequently, in some parts of the world interest
rates are rising to levels that may prejudice maximum capital formation and
impair productive and efficient market behavior.

H. BECOMMENDATIONS

It is recommended:
1. That to avoid further de'.rioration In the United States Balance of Pay-

ments, and indeed to reduce existing imbalance, it is imperative that reliance be
placed on fiscal rather than monetary measures to the extent that further action
is required to offset overheating of the U.S. economy, which has markedly stim-
ulated the growth of merchandise imports and has had adverse effects upon U.S.
exports;

2. That government and business continue to promote the private export of
United States commodities and services abroad;

3. That regulations on direct foreign investment should not be changed from
voluntary to mandatory controls and that no tax should be imposed on American
direct investment abroad, in clear recognition that the continued flow of United
States investment abroad is among the most promising and important sources of.
current-account income in the American balance of payments;

4. That the existing cooperation with other national economic and monetary
authorities be continued and furthered, both bilaterally and multilaterally.

5. That there be no increase in the present dollar price of gold.

STATEMENT &E PwPosEn AMENDMurNT-SUBMIT] BY BEITISH-AMEZICAF OnL Co.

Shareholders of Company X, a foreign corporation, other than Company Y,
an American corporation, have requested thlit Company X seek an amendment
to section 4920(b) of the Internal Revenue Code of 1954, so as to exempt all
Company X's common stock from the interest equalization tax. Acquisitions of
Company X stock by Company Y have been exempt from the interest equalization
tax for all periods for which the tax was effective since Company Y owned more
than 10% of Company X's stock. Therefore, Company Y, but not the other share-
holders of Company X, qualified for an exemption from this tax.

In general, the section of the interest equalization tax which the Company X
shareholders wish to have amended, section 4920(b), provides that a foreign
corporation shall not be considered to be a foreign issuer (and therefore exempt)
with respect to any class of stock if as of the corporation's latest record date
before July 19, 1963, more than 65% of such class of stock was held of record
by United States persons. This section limits the definition of a "class of stock"
to "all shares of stock of a corporation issued and outstanding as of the cor-
poration's latest record date before July 19, 1963, which are identical with re-
spect to the rights and interests such shares represent in the control, profits, and
assets of the corporation."

As of the latest record date prior to July 19, 1963, Company X had outstanding
300X common shares, which was the only class of stock outstanding on that
date. Company Y owned 200X of the outstanding shares or approximately 70%
of the total outstanding common shares. Also as of that date, 115X of the shares
owned by Company Y were denominated "restricted common shares" The re-
stricted shares were identical in all respects to the common shares except for
restrictions as to the payment of dividends. However, the arrangement tem-
porarily restricting payment of dividends was entered into in 1956, seven years
prior to the interest equalization tax.

The restricted common shares were issued to Company Y on the purchase by
Coinliany X from Company Y of all the issued and outstanding shares of Com-
pany Z. The shares were issued with restrictions solely for the protection of exist-
Ing shareholders. In fact, had it not been for the concern for existing share-
holders, other than Company Y, no restriction whaloever would have been
Imposed.

Pursant to the agreement entered Into in 19W the restriction on the dividends
ceaed to apply on February 12, 1965, and the restricted common sharv# amumed
the rights and interests of the other common shares on March 8, 1968. Thus, prior
to the original expiration dtea of the Interest equalization tax, the restricted as-
pects of the 115X common shares owned solely by Company Y teased to exist and
oil the issued and outstanding shares of Company X became Identical with realet
to the rights and interest such shares represent In the control, profit, and
sast ot the corpomtiou.
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The Internal Revenue Service has indicated they would probably take the post-
tion that the restricted shares were not "identical" within the meaning of
section 4920(b) (2) of the Code, and therefore the restrictedd shim" constituted
a separate class of stock. Consequently, the 65% requirement of section 4920(b)
could not be satisfied with respect to the shareholders other than Company Y.
The anomaly of this result is that Company Y, who was already exempt under

* section 4915, was entitled to an additional exemption under this provision
* (section 4920(b)) while the other common shareholders (who the restriction

provisions sought to protect) were considered by the Internal Revenue Service
* not entitled to relief.

It may be that during the period some of the Company Y-owned stock was
restricted there was some reason to deny an exemption, however, since pursuant
to a pre-interest equalization tax arrangement the restrictions were automatically
removed prior to the original expiration date of the Interest Equalization Tax Act
and all of the Issued and outstanding stock of Company X became identical In all
respects, there appears to be no reason to deny the exemption at this time. More-
over, it should be noted that the original statutory test upon which section 4920(b)

* was originally based, a specific degree of American involvement, is now satisfied
by the effectuation of a pre-interest equalization tax arrangement.

It should be emphasized that the arrangement implementing the differentiation
between the common shares was entered into before the Interest equalization tax;
under that arrangement the differentiation aspects were scheduled to end during
the period of the original Interest Equalization Tax Act; and the actual period
during which the differentiation aspects were in effect ended prior to the original
Interest Equalization Tax Act. Additionally, when the resUtiction was lifted
from the Company Y-owned shares on March 8, 1965, the previously issued
common shares plus those previously restricted became identical and indistin-
guiahable.

It is our understanding that the Internal Revenue Service would at the
present time treat the previously restricted shares as a separate class of stock
for purposes of section 4920(b). Therefore, at this time, the issued and out-
standing Conpany X common stock, which maets the definition of a single
"class of stock" (as defined in section 4920(b) (2)), which is publicly traded,
and which is tdentical with respect to the rights and interests such shares repre-
sent in the control, profits, and assets of a corporation, will not be treated as
Identical for purposes of the Interest Equalization Tax. Since these common
shares of Company X stock are all now identical, the problem of separating the
previously restricted shares from the previously non-restricted shares, or the
exempt from the non-exempt, would seem to constitute a problem similar to and
of parallel magnitude to that for which section 4920 was originally designed,
namely, to eliminate the administrative burden which would be imposed on
brokers if certificates of American ownership were required with respect to
classes of stock which were substantially (65%) United States-owned.

It is our view that section 4920(b) should be amended to exempt all outstand-
ing common stock of Company X primarily because the differentiation between
the restricted and non-restricted shares was implemented by an arrangement
entered into prior to the original interest equalization tax, the arrangement was
scheduled to end during the original Interest Equalization Tax Act, and the
actual period during which the differentiation aspects were in effect ended during
the original Interest Equalization Tax. Secondly, the present situation of having
outstanding one class of identical common stock which is considered to be two
classes of stock (one exempt and one non-exempt) by the Internal Revenue
Service could create a very confusing problem.

CHRYSLER CORP.,
Detroit, Mich., July 18, 1967.

Subject: H.R. 6008; a bill to provide an extension of the interest equalization
tax, and for other purposes.

Hon. RusszLL B. LONG,
chairman n of the Seate Committee on Finance,
Senate Ofce Builing, Waehington, D.C.

MY DzA SufdIAv& Lotto: Chrysler Corporation respectfully requests your sup-
port for an amendment to subject Bill. This requested amendment would not
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have any adverse effect on the U.S. balance of payments, however, it would in-
crease both the short-range and long-range inflow of funds to the United States
and it has the support of the Treasury Department.

THE PROBLEM

Credit is becoming an increasingly important factor in the competition for
sales of products outside the United States. In order for U.S. businesses to main-
tain or Improve their competitive positions outside the U.S., it is necessary that
all steps possible be taken which will maintain and/or increase the efficiency
and effectiveness of U.S. businesses in overseas markets. Under present tax law,
a U.S. business would incur the interest equalization tax on U.S. funds used
outside the United States to conduct a finance business. Furthermore, such tax
would also apply to foreign transactions of a captive domestic finance company
which finances with funds acquired abroad the sale of products which are
manufactured, assembled, produced or extracted by the U.S. parent corporation
or a domestic or foreign affiliated corporation. Obviously, U.S. businesses should
be permitted to use funds acquired outside the U.S. In the conduct of a foreign
finance business without being subjected to the Interest equalization tax.

THE PROPOSAL

Chrysler Oorl ration has discussed this problem with the Treasury Depart-
ment and Senate Finance Committee Staff who have, pursuant to requests by
Chrysler Corporation and other taxpayers, developed amendments to subsection
(g) of section 4 of H.R. 609 which would, provided certain conditions and
restrictions are met, permit U.S businesses to establish domestic and/or foreign
captive finance subsidiaries to borrow funds outside the U.S. for use outside
the U.S. in the conduct of a business to (directly or through related domestic
or foreign finance companies) finance the sale of products manufactured, as-
sembled, produced or extracted by the U.S. parent or an affiliated corporation,
without Incurring any interest equalization tax either on the capital investment
In such finance subsidiaries (provided certain restrictions are met) or the ac-
quisition of stock or debt obligations obtained in pursuance of its finance
business

Your consideration of the above requested amendment would be greatly
appreciated. As we have state(I, the Treasury Department supports this amend-
ment and has worked with your Committee's staff in drafting appropriate lan-
guage to solve this problem. If you wish us to elaborate wit. respect to any
part of this request, we would be happy to comply with your request.

Very truly yours,
EwARD A. SzoL&, Tax Affairs.

APPENDIX

PROPOSED AMENDMENTS TO SUBSECTION (g) OF SEcTION 4 OF H.R. 6008

Subsection (g) of section 4 of H.R 6098 should be amended to permit-
1. The use of either a domestic or foreign super captive finance sub-

sidiary and domestic and foreign captive sub-sub or affiliated finance com-
panies. We understand that the exclusion for foreign finance subsidiaries
may require amendment to section 4915 (c).

2. The acquisition of debt obligations arising out of (I) the sale of products
which are produced, manufactured, assembled or extracted by members of a
group of related corporations (determined under the 10% stock ownership
requirement In section 4915(a)); (ii) the resale of trade-in products re-
ceived as part payment of the sale of products referred to in (I) and trade-ins
on trade-ins; (ill) the sale of intangible property described in section
4914(c) (3) (A) or services, if at least 15% of each sale represents U.S.
content; (iv) capital loans to related or unrelated distributors and dealers;
(v) loans to corporations qualifying under section 4915(a) ; and (vi) any
combination of (I) through (v), provided at least 90% of the debt obligation
in dollar volume arises from such acquisitions.

& Domestic and foreign finance subsidiaries to borrow funds from foreign
affiliated corporations which have obtained such funds through foreign
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borrowings, where the U.S. parent, pursuant to regulations to be issued,
advises the Commissioner in advance of such borrowing. (This Is to enable
businesses to borrow on manufacturing facilities owned by foreign affiliates
which would reloan such funds to affiliated finance corporations.)

4. An equity investment in a captive finance subsidiary, provided that an
amount equal to such equity investment is at all times invested by such
finance subsidiary in certain excluded acquisitions (e.g., stock or debt ob!iga-
tions ot a less developed country corporation, etc.) as determined by the
Treasury Department and the Senate Finance Committee Staff in their draft
legislation.

SuMMAsr or ST &,n'-(biq-- mcncuT Gr.NzIAw Luz Issujazcz CoMPwY

Extension of Time for FWrg Notice8 of Aoqltlon of Origimil or Nei Isaue8
of Canadila Securities

Section 4(d) of H.IL 6008 should be amended to permit any United States per-
son acquiring an original or new issue of a Canadian stock or debt obligation
after July 18, 1963, to the date of enactment of H.R. 6098, to file a notice of
acquisition within 60 days following passage of the Act and have the notice
deemed to be timely filed. Sen. Amendment 227, to H.. 6008, proposed by Sen-
ator Ribleoff, provides this needed relief. It is therefore recommended and urged
that the Riblcoff Amendment be adopted.

OoNrN'rWUT GxNmAiL IFE INoURANcE CO.,
Hartford, Conn., July 18, 1967.

Hon. Russu=., B. LoNo,
Chairman, Committee on Finance, U.S. Senate, Washington, D.C.

DtaSINATOR LoNo: We are writing you on behalf of our affiliate, Aetna
Insurance Company of Hartford, to call your attention to a harsh and, we be-
lieve, unfair situation under the Interest Fqualizaticn Tax Act. While H.R
6008, the pending bill to extend the Act for two more years, contains several relief
provisions for taxpayers failing to file timely notices In connection with the
acquisition of original or new issues of Canadian securities, these provisions do
not go far enough. However, Senator Ribicoff has proposed an amendment (Sen.
Amdt. No. 227) which would provide the further relief needed. We urge that
you give this amendment your careful consideration and support.

Under Section 4917 of the Internal Revenue Code of 1964, the President is au-
thorized to exempt from interest equalization tax original or new issues of stock
or debt obligations of a foreign country if he determines that imposition of the
tax would imperil or threaten to imperil international monetary stability. The
President has exercised his authority to exempt from tax acquisitions of new or
original issues of Canadian stock or debt obligations.

Under the original law, failure to file a timely notice of acquisition resulted in
a coniplete loss of the exclusion, i.e., a 100 percent penalty. The Interest Equali-
zation Tax Extension Act of 1965 moderated this very harsh provision and pro-
!:ded for a charge of 5 percent of what the tax would otherwise be for each 30-
day period, or portion thereof, during which the notice was delinquent, with a
maximum charge of 25 percent of the tax. However, this amendment apples only
to acquisitions made after October 9, 1965, and acquisitions prior to that date
remain subject to the 100 percent penalty.

Section 4(d) of H.R. 6098, as originally proposed, would extend the 1965 relief
provision to all acquisitions after July 18, 1963. The Ways and Means Committee,
In its report on the bill,* gave two reasons for the relief provision: (1) the
penalty of complete loss of exclusion was thought to be an unnecessarily severe
provision; and (2) It was thought that the amount of the penalty for late filings
should not depend on whether the acquisition was made before or after October 9,
1965.

Although the relief proposed in Section 4(d) of the bill is badly needed, It does
not go far enough. It Is now abundantly clear that the notice requirement of
Section 4917, was, in practice, a hidden snare for taxpayers, Numerous cases
exist where investors fell into the trap and lost either all or a portion of the

*H.R. Rep. No. 68, 90th Cong., 1st Sees. 19 (March 6, 1967).
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exemption, depending on when the acqulustlon was made and the oversight
discovered.

The uncertainty which has existed with respect to the taxpayer's obliga-
tions under the law arose because of the retroactive application of the tax, the
numerous amendments made to the law, and the often-asserted 'Umporary"
nature of the tax. The complex exclusion and exemption rules were not fully
understood even by most people with special training In taxes.

In our case, as we would suppose to be the case of most institutional investors,
matters ialating to lutereot equalization tax could not be handled, as a practical
matter, by accountants or lawyers with tax experience. The keeping of records
and filing of notices of acquisition were necessarily handled by investment pper-
sonnel, who normally handle only the details of purchase and sale of securities
Failure to file a notice of acquisition was virtually always the result of an Inad-
vertent clerical error.

Once the filing requirement has been overlooked, It is mot unlikely that tha
error will ever come to light iu the normal course of business. The error Is usually
not difrovered until the Revenue Service conducts an audit.

The difficuky faced by taxpayers In trying to assure administratively that
filing requirements were met Is Illustrated by the facts of the Connecticut Gen-
eral case. An affiliate of Connecticut General, Aetna Insurance Company, failed
to file notices of acquisttion covering three Canadian debt acquisitions between
February 26, 1965, and June 17, 1965. One of these three issues and a portion
of one of the other two involved maturities of less than three years and, thus, were
not even covered by the interest equalization tax law until the Extersion Act was
passed In October, 1966, several months after the acquisitions. In all three cases
the filing requirement was overlooked, and the failure to file was not discovered
until a recent Revenue Servipe audit. The Company now appears to be subject to
a substantial penalty.

The House of Representatives, in addition to reducing the maximum penalty
from 100 percent to 25 percent, did take a second step toward providing the relief
needed. A floor amendment to H.R. 6008 provides an exemption from all penaltlep
for late filing of notice of acquisitions made after July 18, 1963, to the date of
enactment of H.R. 6098 by "a State or political subdivision or by any agency or
Instrumentality thereof," if notice Is filed within sixty days after the enactment of
the Act.

The further amendment proposed by Senator Ribicoff would extend the relief
provision for state or local governmental units, agencies or instrumentalities to
any United States person making an acquisition after July 18, 1963, to the date
of enactment of H.R. 6008, if notice Is filed within sixty days following passage
of the Act. Relief Is urgently needed and since any investor could reasonably
have the same problem as the states, It-is appropriate to extend the relief pro-
visions to all investors.

Under the Riblcoff amendment, however, if notice is not filed within sixty
days following enactment of the Act, the person required to file will then lose
5 percent of the exclusion for failure to file on time. An additional 5 percent of the
exclusion will be lost for each 30-day period in which notice is not filed, up to a
maximum loss of 25 percent of the exclusion.

No interest will be paid with respect to any credit or refund allowed or made
by reason of the application of this amendment.

We respectfully urge that the Committee endorse and support these relief pro-
visions, Including the Ribicoff amendment (Sen. Amdt. No. 227), In order to
remedy a grossly Inequitable situation. Where taxpayers attempt, in good faith,
to comply with a complex tax law, they deserve reasonable treatment.

Respectfully submitted.
B. M. ANDERON,

Vice President and Consel.

STATEMENT SUBMrr= BY ROmE M. Canlm, ATTORNEY-APpLcCATIoN OF INTEREST
EQUALIZATIOMN TAX TO SALE BY U.S. PmEoN or FouaoN OwNzD RzA ESTATE

A. BACKGROUND

The Interest Equalization Tax (IET) imposes a tax on acquisitions of foreign
securities and debt obligations. IRC 1 4911. The tax is an excise tax, and sup-
posedly aids this country's balance-of-payments position by restraining the
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demand on our capital market from other induptriallmed countries. The law is
temporary and due to expire July 31,1967. Indications are that it will be extended,
with an added possibility that the rate of tax will be increased.

& UNUITr DW (X)GEQUrEXC CAN tEsULT UINI 1rLLOWno CXDUMSTAN0ZS

A U.S. trust owns real estate In a developed foreign country that it acquired in
1964 from a U.S. individual who had owned the real estate since 196L A pros-
pective purchaser who will be a "foreign obligor" under the factual situation
deperibed herein is interested in buying and wants to pay one-third down in U.S.
dollars and the balance in U.S. dollars over a period of 30 years at 6%%, the
obligation to be evidenced by a promissory note and secured by a mortgage. The
prospective purchaser is not interested in tlnancing locally because of the high
rate of interest.

Query: If the sale is made, will the obligation of the foreign obligor as evi-
denced by the promissory note constitute a "debt obligation" within the meaning
of IRC 1 4920(a) (1)? The answer is apparently "yes" which is believed to be

* an unintended consequence. Under IRC 14911(b), the present tax on such a
debt obligation will be 15% which Imposes too heavy a burden to make the sale
advisable.

C. BW ANALYSTI8

The definition of "debt obligation" in IRC I 4920(a) (1) Is so broad that the
obligation considered herein is probably included. Also, Rev. Rul. 6&-268 IRB
1906-36, 15 provides that unless , a specific statutory exemption or exclusion is
applicable, the tax applies. There appear to be no exemptions or exclusions.

It is clear the factual situation presented above that the sale will repatriate
U.S. capital and, in addition, generate foreign-source income in the form of in-
terest flowing in this direction. The net effect will be to assist in the U.S. balance-
of-payments problem, and exclusion from the tax is therefore desirable. Com-
parable exclusions are provided in IRC §4914(b) (10): Acquisit,!ons of debt
obligations on sale or liquidation of wholly owned foreign subsidiaries or sale
of foreign branches and (1) Acquisition of debt obligation in sale of tangible
property held for personal use.

D. RECOMMENDATION

If lET is extended, a provision be added to IRC 1 4914 to exclude application
to debt obligations acquired in the sale of foreign real estate. The following lan-
guage is suggested:

"IRC 1 4914(b) EXCLuDED AcQuxsrross.-The tax imposed by section 4911
shall not apply to the acquisition-

(14) CTANoGBLrJ FoRmoiN PROPERTY HELD FOR PERSONAL UsE].--O.f debt
obligations arising out of the sale of.-

(A) * * * * "
(B) real property (other than property to which subparagraph (A)

applies) located outside of the United States and owned on July 18.
1963, by the person aquiring such obligation or acquired by such person
from a person who was a United States person throughout the period
of his ownership or continuously since July 18, 1963, or who had ac-
quired it from such a person."

AMERICAN STOCK EXCHANGE.

New York, N.Y., July 17, 1967.
Re Interest Equalization Tax Extension Act of 1967 (H.R. O08).
Hon. RussEu. B. LONG,
Chairn'n, Committee on Finance,
U.S. Senate, Washington, D.C.

DrAR SENATOR LONo: In order that the comments of the American Stock Ex-
change may be Incorporated into the record of your Committee, we are sub-
mitting our views on the bill to extend and modify the Interest Equalization Tax.



INTEREST EQUALIZATION TAX EXTENSION ACT OF 1907 241

In this connection the Exchange has not had an opportunity to consider fully the
amendments to the bill proposed by the Treasury Department on Friday, July 14,
1967. The American Stock Exchange provides markets for more issues of foreign
securities than any other stock exchange in the U.S. and, consequently, is seri-
ously affected by the Interest Equalization Tax and by the Dew Treasury pro-
posals. It is, therefore, unfortunate that we have been allowed so little time
to analyze those proposals and prepare our comments.

We feel that the new procedures proposed by the Treasury Department are
extremely complex and impose complicated record-keeping and validation re-
quirements onerous to both investors and the securities industry. The problem of
evasion alleged to give rise to the need for such procedures arises from the ap-
plication of the tax to transactions in outstanding equity shares. The Interest
Equalization Tax creates a price differential betweeen foreign markets for
foreign securities and domestic markets for the same securitieft As Under Secre-
tary of the Treasury Deming stated In his Supplementary Statement before the
Oommittee on July 14, 1967, "this spread of several points furnishes the profit re-
sulting from these tax-evading transactions."

Elimination of the tax on transactions in outstanding equity shares would
eliminate the price differential giving rise to the problem and thereby obviate
the enforcement problem described by the Treasury Department. At the same
time, limiting the tax to new or original offerings of securities in this country
does not mean that foreign Issuers would be able to disguise new offerings as
trades in outstanding shares. Stocks not already in the U.S. are introduced into
the U.S. markets in amounts significant for balance of payments purposes ordi-
narily under circumstances which would give rise to tax as new or original issues.
Foreign issuers of securities listed on the national stock exchanges require ex-
change approval to issue additional shares so that as to such issues there is an
adequate basis for assuring that original offerings are not camouflaged as out-
standing shares. If an issue not subject to this control by the national stock
exchanges were originally sold outside the U.S. with a view towards resale in
the U.S. as outstanding shares, in most cases the resale would require registra-
tion under the Securities Act of 1933 as a public offering. The introduction of new
foreign securities into either the exchange or over-the-counters markets in the
U.S. is a one-time matter, and the tax would be collected with relative ease at
the time of introduction.

Elimination of the tax on outstanding shares would also obviate a number of
other administrative burdens for investors and the securities industry. Applica-
tion of the tax to outstanding shares results in a need to maintain two markets
for a single stock issue: one for shares selling subject to the tax and another for
shares selling free of the tax. The maintenance of these distinct markets is con-
fusing to Investors and creates an administrative burden for exchanges and
others in the securities industry. Elimination of the tax on outstanding shares
would clear away this confusion and burden.

While the Treasury Department contends that the application of the Interest
Equalization Tax to outstanding shares has had a favorable effect on the U.S.
balance of payments during the period of its imposition, this result is far from
clear. Data presented to the Committee indicate that during the period since
the passage of the Interest Equalization Tax, foreigners have been net sellers of
U.S. equity securities. It is reasonable to infer that the Interest Equalization Tax
has dibcouraged foreign investment in U.S. securities as well as U.S. purchases
of foreign securities, and removal of the tax could stimulate sufficient foreign
investment in 'U.S. securities to offset any possible increase in U.S. purchases of
foreign securities. Accordingly, it does not necessarily follow that-repeal of the
tax as applied to transactions in outstanding equity shares will result in an ad-
verse effect on the U. S. balance of payments.

An especial anomaly arises under Section 4917, which provides an exemption
for new or original issues of a corporation or government unit in countries where
the President has found that such an exemption serves the interests of interna-
tional monetary stability. Executive Order No.' 11175 makes the exemption ap-
plicable to new or original issues of Canadian and certain Japanese securities.
Yet, acquisitions of these same securities after the initial issuance are subject
to tax. We submit that, at the least, securities which qualify for exemplon under
this section on initial sale should also be afforded an exemption as to subsequent
transactions.
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We recognize that the problems giving rise to the imposition of the Interest
Equalization Tax still exist. Nonetheless, the tax should be regarded as a tern.
porary measure and the problem of dollar outflow through investment in foreign
securities a temporary problem. Accordingly, if the tax is to be extended we
suggest it be extended for only one year to assure that the balance of payments
situation is reviewed by the Congress on a timely basis and that any alternatives
to the tax which might be proposed are given prompt consideration.

We oppose, however, the proposal to increase the present rates of tax appli.
cable to acquisitions of equity securities. The increase is apparently intended to
assure that Anancing by foreigners is discouraged even where United States in-
terest rates hre as much as two points below the rates in foreign capital and
money markets. This rationale c rtainly does not justify increasing the tax on
acquisitions of outstanding equity shares, for relative interest rates do not in-
influence such transactions. Taxing acquisitions of equity securities from foreign-
ers at as much as 30% rate constitute a penalty on foreign holders who are
forced to liquidate investments in nany foreign equity securities having their
principal markets in this country.

We appreciate the opportunity to present our views to the Committee.
Sincerely,

RALPH S. SAUL.

Nsw YORK, N.Y., July 18, 1967.
Tom VAIL,
Senate Pinance Committee, New Senate Offce Building,
Washington, D.C.:

In order to facilitate participation by persons other than U.S. persons in
financing of exports of goods manufactured or produced in the United States an
amendment to the Interest Equalization Tax is respectfully requested. It is the
current practice of U.S. exporters to sell certain debt obligations which have
been acquired from foreign persons in the export of goods manufactured in the
United States. Since it is often necessary for the U.S. manufacturer or producer
to sell the debt obligation at a discount or to guarantee that the rate of interest
paid on the debt obligation will be equal to or a stated percentage above the
prime rate applicable to similar debc obligations the U.S. manufacturer often
requires a right to repurchase the debt obligation if such undertakings should
become too costly. Since such debt obligation cannot be repurchased from a
foreign person without incurring the interest equalization tax a U.S. manu-
facturer will not presently sell this type of debt obligation to a foreign person
if this restriction were removed. It is believed that foreign capital would be
attracted to this type of financing. This type of financing would have a favor-
able effect on the U.S. balance of payments. It is therefo, e respectfully requested
that section 4914(c) be amended as follows:

1. By redesignating paragraph (7) as paragraph (8).
2. By adding after paragraph (6) the following new paragraph: "(7) re-

acquisition of export debt obligation where an exclusion provided by paragraph
(1), (2), or (6) of this subsection has applied with respect to the acquisition of
a (ebt obligation by a United States person, and such debt obligation is sub-
sequently transferred by such United States person to a person other than a
United States person, the tax imposed by section 4911 shall not apply to the sub-
sequent acquisition by such United States person of such debt obligation from
such person other than a United States person."

HILL SAMUEL & Co., LTD.,
By PE= KIRWAN-TAYLOs, Director.

STATEMENT FILED BY JUSTIN 1. MARTIN, SEArLE, WASH., ON BEHALF OF JUSTIN

MARTIN & 0o., CERTIFIED PUBLIC AOCOUNTANTS OF SEATTLE, WASH.

I am Justin M. Martin, a Certified Public Accountant and a partner in the
firm of Justin Martin & Co., Certified Public Accountants, with offices at 923
White-Henry-Stuart Building, -,eattle, Washington. Justin Martin & Co. repre-
sents several medium sized corporate and individual clients who are engaged
principally In the forest products industry in western United States and Canada.
In connection with their activities in Canada, Justin Martin & Co. has been
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engaged frequently to prepare interest equalization tax returns, notices of
acquisition of original or new Canadian stock or debt obligations and certificates
of American ownership, and to consult with and advise these clients on matters
relating to the interest equalization tax. I am submitting this statement to urge
that Section 4917(d) of the Internal Revenue Code (relating to the exclusion for
original or new issues where required for international monetary stability) be
amended to provide for the omission of penalties in the case of late filing of
certain notices of acquisition where it is shown that such failure is due to reason-
able cause and not to willful neglect.

In the enactment of the Interest Equalization Tax Extension Act of 1965, the
Senate Finance Committee moderated what in effect had b3eeu a 100% penalty
under prior law for failure to file a timely notice of acquisition where the
acquisition was eligible for the international monetary stability exclusion. In
lieu of, in effect, imposing the 100% penalty the 1965 act provided on acquisitions
after the enactment date thereof a charge of 5% of what the tax would be for
each 30 day period or any portion thereof during which the notice is delinquent,
up to a maximum of 25% of the tax. H.R. 6098 amends Section 4917(d) further
by providing that these reduced penalties shall apply with respect to acquisitions
made after July 18, 1963, and not limited to those made "after the date of the
enactment of the Interest Equalization Tax Extension Act of 1965".

In spite of the relief resulting from these reduced graduated penalties I believe,
based upon my experience, that such penalties may be unreasonable, unjust and
punitive in circumstances which because of death, illness or other reason, the
failure to file such notices of acquisition on time has been beyond the control of
the taxpayer.

Section 6651 of the Internal Revenue Code imposes graduated penalties corre-
sponding to those under Section 4917(d) upon failure to file tax returns, includ-
ing income tax, gift tax and estate tax returns unless it is shown that such
failure is due to reasonable cause and not due to neglect. Since Section 4917(d)
relates to the late filing of certain notices of acquisition with respect to trans-
actions which are excluded or exempt from interest equalization tax, I can see
no distinction nor Justification for imposing penalties for late filing when under
the same conditions the late filing of income tax, gift tax and estate tax returns
may be excused from penalties.

In order to be equitable, I believe that H.R. 6098 should be amended to provide
for the omission of penalties upon a showing that failure to file on time is due
to reasonable cause, effective with respect to acquisitions made after July 18,
1963.


