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Mr. LONG of Louisiana, from the Committee on Finance, submitted
the following

REPORT

together with

SUPPLEMENTAL VIEWS

[To accompany H.R. 12752]

The Committee on Finance, to which was referred the bill (H.R.
12752) to provide for graduated withholding of income tax from wages,
to require declarations of estimated tax with respect to self-employ-
ment income, to accelerate current payments of estimated income tax
by corporations, to postpone certain excise tax rate reductions, and
for other purposes, having considered the same, reports favorably
thereon with amendments and recommends that the bill as amended
do pass.

I. SUMMARY

Your committee has reported H.R. 12752, the tax adjustment bill
of 1966, with four substantive amendments in addition to other
technical amendments. Your committee's amendments will increase
slightly the revenue to be obtained under this bill.
H.R. 12752 is designed to contribute revenues to aid in financing

the increased cost of Government associated with operations in
Vietnam. It is designed to help finance these costs in a manner which
will avoid the creation of serious inflationary pressures.
Two of the amendments made by your committee relate to matters

in the House version of the bill and two deal with separate measures
not included in the House bill. One of the provisions relating to
material in the House bill concerns the withholding allowances pro-
vided in connection with graduated withholding and is discussed
below with the discussion of that provision. The second amendment
relates to a House measure which deals with the floor stocks tax of I
percent on dealers' inventories of.passenger cars (provided in connec-
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tiol) with the 1 percentt age point restored to the manufacturer's excise
tax rate oln passenger auttoiobiles). Your committee's amnendmlent
deletes this floor stocks tax.
One of the two provisions added to the bill by your committee

requires tie l)epartment of Agriculture to send. to farmers copies of
information returns they send to the Internal Revenue Service with
respect to payments of over $600( a year. The second new provision
added by an amnendmnentt made by your committee denies any deduc-
tion for amounts paid for advertising in a convention program of a
political party, or in any other publication if any part of the proceeds
inires to a political party or candidate. Deduction is also denied for
payments for admission to dinners or programs if any part of the pro-
ceeds inlures to a political party or candidate. In addition, deduction
is denied for payments for admission to an inaugural ball or a similar
event.
The provisions of tile bill, which are based upon recommendations

made by the President with certain important modifications, are
grouped under two headings. Most important from a revenue stand-
point are the provisions which affect the procedures for collecting tax,
but which do not affect tax liabilities. They include graduated
withholding on wage income, strengthening the payment requirements
for declarations, the acceleration of corporate estimated tax pay-
mnents, and quarterly payments of estimated self-employment social
security tax. 'The remaining provisions superimpose a 2-year mora-
torilum on rate reductions scheduled under existing law for the excise
taxes on passenger automobiles and telephone service. When this
moratorium ends, these tax rates will immediately fall to the levels
which would otherwise have been applicable under present law'at that
time, and will thereafter continue to be reduced as scheduled under
existing law.

Revenue elfect.--It is anticipated that these provisions will increase
administrative budget revenues in the fiscal year 1966 by $1.1 billion
and the revenues in the fiscal year 1967 by $4.8 billion relative to the
levels that woulld be achieved under existing law. The temporary
effects of the change in the timing of-taxpayments will be responsible
for. almost all of the $1.1 billion of the added administrative budget
revenues in the fiscal year 1966 and $3.4 billion of the increase in
revenues in the fiscal year 1967. The quarterly payment of estimated
self-employment tax will increase trust fund receipts, which are re-
flected in the consolidated cash budget but not in the administrative
budget, by $200 million in the fiscal year 1967. The moratorium on
excise tax reduction will retain $35 million in revenue which would
otherwise be foregone in the fiscal year 1966 and $1.2 billion in revenue
which would otherwise be foregone in the fiscal year 1967.

The promions.--(1) Graduated withholdin.- For wages paid after
April 30, 1966) the bill replaces the present withholding tax rate with a
series of six graduated rates ranging from 14 to 30 percent which
are groliped in a system that takes account of the minimum standard
'deduction or deductions of 10 percent of wages and of the taxpayer's
marital status as well as the statutory tax rates which apply to the
first $12,000 of taxable income for single persons and $24,000 of
taxable income for married persons. The 30-percent rate also will
apply to all higher levels of taxable income.
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Included in the bill is a provision, not. a part of the President's
recommendations, which is designed, to reduce overwithholding.
This provision, beginning in 1967, will permit taxpayers whose
itemized deductions as a percentage of their wages are in excess of
certain limiits to claim withholdingiillowances. These allowances will
have the effect of additional withholding exemptions. Withholding
allowances will be, based on the excess of estimated itei.fized deductions
(which cannot exceed the deductions itemized in the previous year)
over a prescribed amount of estimated wage income (which cannot be
less than the wage income received in the previous year). The
prescribed amount under the House bill would be a composite of 12
percent of the first $7,500 of estimated wages plus 17 percent of
estimated wages in excess of $7,500. Under your committee's bill the
prescribed amount is to be a composite of 10 percent of the first $7,500
of estimated wages plus 17 percent of estimated wages in excess of
$7,500. Under the House bill, beginning in 1967, withholding al-
lowances could be claimed with respect to each full $700 of itemized
deductions above the prescribed percentage amounts, except that the,
first allowance could be claimed if this excess amount equaled $350
or more. Under your committee's amendments withholding allow-
iances may be claimed only with respect to full units of $700 of itemized
deductions above the prescribed percentage limitation, whether it is
the first or a subsequent withholding allowance which is involved.
Under both versions of the bill the Internal Revenue Service is au-
thorized, and expected, to compile a table which will help' taxpayers
to determine the number of withholding allowances they may claim.

(2) Quarterly payments of estimated self-employment tax.-Effective
for taxable years beginning after December 31, 1966, self-employed
persons will be required to file declarations with respect to the total
of their estimated income tax and self-employment tax and to make
quarterly payments based on this declaration. The rules which now
apply with regard to the requirement for filing a declaration of esti-
mated income tax and the rules which govern the assessment of
penalties for the underpayment of estimated tax will henceforth apply
to the combined amount of estimated income tax and estimated self-
employment tax.

(3) Underpayment of estimated tax by indikiduals.-Under existing
law, a penalty may be incurred by a taxpayer when the total of the
amounts withheld from his wages and the amounts paid through
quarterly payments of estimated tax are equal to less than 70 percent
of the tax shown on his return. Effective for taxable years beginning
after December 31, 1966, the present 70 percent provision is raised to
80 percent.

(4) Acceleration of corporation, income tax payments:-The schedule
bringing corporation payments of estimated income tax liabilities
above $100,000 to a current basis will be accelerated so that the
current payments basis will be reached in 1967 instead of 1970 as
scheduled under present law. Calendar year corporations will pay
12 percent of their estimated tax liabilities in April and June 1966,
instead of the presently scheduled 9 percent. In 1967 and in fol-
lowing years, they will pay 25 percent of estimated tax liabilities on
each payment date.

(5) Excise tax on passenger automobiles.-The excise tax rate on
passenger automobiles effective on the day after enactment of the
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bill will revert to 7 percent (the rate before January 1, 1966) from
(i percent, and there will be a moratorium through IMarch 31, 1968,
on further tax rate reducttions scheduled under present law. At, tihe
expiration of the nIoratorilllm, the excise tax on passenger automobiles
will fall to 2 percent, as presently sch(edllled for 196(, and then to 1
percent as prIesently scheduled for 1969. Under your committee's
amendments no floor stocks tax is to be imposed on tlhe inventories of
dealers and distributors.

(6) £Excise tax on. telephone service.--The excise tax rate on telephone
service will revert to 10 percent (the rate before January 1, 1966),
from 3 percent, on general tand toll telephone and teletypewriter
exchange services. It, will be in effect through Marchi 31, 1968, when
it will decline to 1 percent and will be repealed on January 1, 1969, as
scheduled under present law. Nonprofit hospitals will b)e exempt
from the tax on telephone services. These provisions will be effectivewith respect to bills rendered on or after the first day of the first
month whicll begins more than 15 days after the effective (late of this
bill.

(7) Indirect political contributions.--No deduction from income is
to be allowed to an individual or a business for advertising, admissions
to diinners, programs, or any similar events, if any part of the niet
proceeds inures to the benefitt of a political party or political candi-
(date. In addition, no (ledluction is to b)e allowed for payments for
admissions to inaugural balls, etc., identified with a political party or
a political candidate. 'IThe provision is to be applicable to taxable
years beginning after December 31, 1965, but only with respect to
amounts paid after the date of enactment of the bill.

(8) Information returns supplied to farmers..-The Department of
Agriculture will be required to supply farmers with copies of informa-
tion returns which now are sent to tihe Internal Revenue Service with
respect to all payments of $600 or more made in any 1 year to an
individual. 'Phe statements may be made through the national
office of the Department of Agriculture, any of its State or local
offices, or any of its agencies. The provision will be effective for re-
reports sent out after the date of enactment of the bill.

II. REVENUE EFFECTS
As indicated in table 1, the bill is expected to increase fiscal year

1966 administrative budget receipts by $1,130 million and fiscal year
1967 receipts by $4,800 million. This latter figure is about the same,
as that recommended by the President. In addition, consolidated
cash budget receipts willbe further increased by $200 million in the
fiscal year 1967. This increase differs from the recommendation of
the President only in that the $200 million under his recommendation
was spread over tlie fiscal years 1966 and 1967.
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TAnBE 1.-Estimated revenue increase under H.R. 1S762 as reported by the Senate
Committee on Finance, for the fiscal years 1966 and 1967

(In millions of dollars]

Fiscal year Fiscal yearI166 1 1967

Excises:
Communications ---- ..---- ...-- --..---. ...,---- -....... ........---- 785
Automobiles-......-----....-...........- 35 420

Total exciess........-------..--...--,- ...............- 35 1,205
Corporate speed-up ...-..... ............ .... 1,000 3, 200
OrdluHtted withholding --..--.....-----.---...-----. --- .--..--. .... 96 245
IlncroaLse in declaration requirement under Individual Income tax front 70 to
80 percent....-....----...------... ......------.. 150

Total, administrative budget------------------- 1,130 4,800
Seol-employmenlt tax, social security, quarterly payments (goes into a trust
fund)....-..-.---.----- ... .-------..-.-- 200

Total, cash budget ....-----...-...-...-----------.---.--.---. 1,130 5,000

''he largest single source of additional revenue provided by the bill
is attributable to advancing the payment dates for corporate tax.
This is expected to increase revenues in the fiscal year 1966 by $1
billion and revenues in fiscal year 1967 by $3.2 billion. The excise
reduction moratorium with respect to the taxes on automobiles and
communications represents the second major revenue source under
the bill. It is estimated that this will raise revenues by $35 million
ill the fiscal year 1966 and by $1,205 million in the fiscal year 1967.
The provisions with respect to graduated withholding and the increase
iu the declaration requirement under the individual income tax from
70 to 80 percent of actual tax liability are expected to increase revenues
by $395 million in the fiscal year 1967. The provision with respect
to graduated withholding is expected to increase revenues in the fiscal
year 1966 by $95 million.
Table 2 shows the revenue impact of the graduated withholding

system and the declaration requirement change approved by your
committee. Only the six-rate graduated withholding system has an
impact in the fiscal year 1966. As previously indicated, this is ex-
pected to increase revenues in that year by $95 million. In the
fiscal year 1967 a six-rate graduated withholding system with no
allowances for excess itemized deductions would increase revenues
by $400 million. If two-thirds of those eligible decrease overwith-
holding due to itemized deductions under the version of the provision
approved by your committee, this gain will be reduced by $155 million
in the fiscal year 1967, resulting in a net gain from graduated with-
holding of $245 million in the fiscal year 1967. However, the provision
in raising the declaration requirement from 70 to 80 percent effective
for the fiscal year 1967 is expected to increase revenues by $150
million. As a result these actions, taken together, give rise to an
estimated revenue gain of $395 million for the fiscal year 1967, or
about the same as that recommended by the President. In the fiscal
year 1968 the decrease in overwithholdig attributable to allowances
for itemized deductions will result in a loss of $230 million. This
fiscal year 1968 loss of $230 million is a loss over and above any which
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Table: Table 1.--Estimated revenue increase under H.R. 12752 as reported by the Senate Committee on Finance, for the fiscal years 1966 and 1967
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w\\o1l be incurred tinder thle IPresident's recommendations. IHowever,
Ilhere is ia net gain of $65 millionn in that year arising from extending
the oexise tax rates for passenger car's and communications services
lntil April 1, 1968, which also would not be realized under the

President's recommendations.

T.\BIL. 2.-.Itrvenne effect of provisions of If.R. 12762 as reported by the Senate
('ommlittee on Finance, relating to graduated withholding and declarations of
estimated tax

(In millions of dollars]

Change in receipts
E ltective Full year __

Provisions date effect
Fiscal year Fiscal year Fiscal year19W6 1967 1iS

'-rate graduated withholding ........ May 1, 196 +1,240 +95 +400 -. .-....-
Extra wil hhohling allowatnc for exceec.
deductions' ... ...... Jan. 1,194?7 -935 .----.-- -165 -230

Inerearc requirement for estliialtd tax
from 70 to 80 percent ................. Jan. 1, 1967 +300...--.. .+1560........

Total for Indlvlduali...........-.........-.... +005 +95 +39-s -230

I As.uiIIe 3 utilltatlon by eligible taxpayers.

III. REASONS FOR THE BILL

1. Fiscal and economic impact
T'he tax adjustment bill of 1966 will help provide the additional

revenues which your committee is advised will be required by the
conflict in Vietntim. This ill is designed to help finance the addi-
tional expenditures required for this purpose without generating
serious inflationary pressures in the domestic economy. The addi-
tional revenues will be derived f'roin two general types of provisions.
The first consists of improvements in tax collection procedures which,
without affecting tax liabilities, involve a temporary increase in the
amount of revenues by making payments more current. The rermain-
ing provisions restore excise rates in effect on December 31, 1965, and
impose a 2-year moratorium on presently scheduled reductions in the
excise taxes on passenger automobiles and telephone service.
Were it not for special Vietnam costs, your committee has been

informed the increase in Federal revenue attributable to the growth
of thle economy-growth largely in response to the tax reductions
enacted in recent years--.would be sufficient not only to meet the
regular requirements of Federal operations but also to provide a sur-
plus. The President's budget message indicates that special Vietnamt
expenses will account for an estimated $10.5 billion of administrative
budget expenditures for the fiscs year 1967. These expenses account
for $5.8 billion of tile $6.4 billion increase in expenditures in thle fiscal
year 1967 over those for the fiscal year 1966. It is estimated that
revenues would increase by $7.3 billion between the 2 fiscal years if no
change were made in exisEting tax laws, an amount that would be
sufficient to produce a substantial budget surplus were it not for the
extraordinary defense requirements. It will be recalled that when the
Senate was considering the Revenue Act of 1964--which provided a
reduction of $11.5 billion, tihe largest reduction ever provided-the
then Secretary of the Treasury )ouglas Dillon indicated that despite
this reduction, it might be possible to balance the budget in the fiscal
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Table: Table 2.--Revenue effect of provisions of H.R. 12752 as reported by the Senate Committee on Finance, relating to graduated withholding and declarations of estimated tax
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year 1967. It should be noted that this objective of a balanced budget
in the fiscal year 1967 would be obtained were it not for the extra-
ordinary defense expenditures arising from the conflict in Vietnam.
'Tilm's, were it not for the special Vietnam expenses of $10.5 billion,
there would be no need at this time for the 2-year excise tax reduction
imoratoritum or for an advancement of the corporate tax payments at
a more rapid rate then originally planned.
As a result of these extraordinary defense requirements, this bill

provides additional temporary revenues designed to improve the
budgetary outlook for both the fiscal years 1966 and 1967 as indicated
in table 3.

Its provisions will increase revenues over present law yields in the
current fiscal year by an estimated $1.1 billion on an administrative
budget basis and by $4.8 billion in the following fiscal year. As a

result, the deficit in the administration's budget expected for fiscal
1966 without the bill will be reduced from $7.6 to $6.5 billion, and will
fall sharply to $1.7 billion in fiscal 1967. Viewed from the basis of the
consolidated cash budget, the results of the bill will be eve-.n.umf(sig-
nificant. The anticipated consolidated cash budget deficit for the
fiscal year 1966 is expected to be $7.0 billion. In the fiscal year 1967,
this deficit will be eliminated and a small surplus achieved as a conse-
quence of the $5.0 billion that will be added to cash receipts by this
bill in that year. Moreover, the bill will increase fiscal 1966 cash re-
ceipts by $1.1 billion.

'I'he modifications in collection procedures enacted in this bill-that
is, graduated withholding, tighter declaration requirements, quarterly
self-employment tax payments, and faster corporate income tax pay-
ments-will have a significant effect on revenues even though they will
not. increase tax liabilities, These changes in timing will result in the
collection of some revenues in fiscal 1966 and fiscal 1967 which would
otherwise not, be collected until the following years. Once the transi-
tionl to the new collection procedures is completed, however, tax pay-
nents by individuals and corporations during each fiscal year will
(al)art. from the effect of growth in the economy) be no greater than
under present law.
TAIBLE 3.-Comparison of administrative budget receipts and expenditures with and

without H.R. 12752 as reported by the Senate Committee on Pinance, fiscal years
1966 and 1967

(In billions of dollars]

--I.~~ _Change
Fiscal year Fiscal year fiscal year

1966 1967 1967 over
fiscal year

1966

Expenditures..-............... 106.4 112.8 +.4Receipts withoutbill-........-.......... 98.8 106.2 +7. 3
Deficit without bill .-............... .......... ... 7.6 6.7 -.9

Increase In receipts under bill .--------....--.-...-.--.---- ..- +1. 1 +4.8 +3. 7
Total receipts (including those under this bill)--11...-------0 0 111.0 +11.0

Deficit after taking account of revenues under this bill_ 6. 6 1.9 -4.0

NoTE.-Figures are based on President's budget message and therefore totals include estimated effects o
proposed legislation other than H.R 12752. Figures are rounded and will not necessarily add to totals.
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Table: Table 3.--Comparison of administrative budget receipts and expenditures with and without H.R. 12752 as reported by the Senate Committee on Finance, fiscal years 1966 and 1967
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It is expected that the increased tax collections that result from this
bill will have a moderating influence on the expenditures of individuals
and business firms. This influence will tend to offset the expansionary
effects of increased defense expenditures. Such a policy is appro-
priate in view of the near capacity levels of output and employment
at which the economy is now operating. In the absence of the mod-
erating influence of increased tax collections, the total of private
demand and Goverinment requirements would threaten to exceed the
present capacity of the Nation's productive resources, and in that
manner constitute a threat to price stability.

l'he Nation has enjoyed 5 years of uninterrupted economic ex-
pansion, the longer, period of peacetime expansion in U.S. business
cycle T0fnals.--In 1961, at the start of the expansion, civilian labor
force unemployment reached 7 percent and 22 percent of manufactur-
ing capacity remained idle. The Revenue Acts of 1962 and 1964
and the Excise Tax Reduction Act of 1965 were in large part di-
rected at the removal of restraints to growth in the private sector
of the economy arising from tax rates that were too high. Largely
as a result of these measures, the rate of unemployment fell to 4
percent of the labor force in Janutiry 1966, and the capacity utiliza-
tion indlex in manufacturing rose to 91 percent in the fourth quarter
of 1965.
Today the gap between potential and actual output has thus been

greatly narrowed. This is suggested by the recent behavior of the
consumer and wholesale prices indexes. After 4 years of virtual
stability, the index of wholesale prices increased 2 percent from 1964
to 1965. The percentage increases in the Consumer Price Index from-
1960 to 1964 averaged 1.2 percent a year. In 1965 the percentage
increase was 1.7 percent and would have been 1.9 or 2 percent but
for the effect of excise tax reductions enacted in the Excise Tax
Reduction Act of 1965.
Evidence of the approach to the full use of our capacity is also

indicated in statistics on capacity utilization rates in various industries.
In December 1965, several important industries were operating at or
above their preferred operating rates and the overall utilization index
was only 1 point below the average preferred operating rate.
As pointed out to your committee by the Secretary of the Treasury,

the various provisions of the bill will have a restraining influence on
demands on available capacity. Following the enactment of this
bill, the amounts withheld from individual wages will increase by $1.24
billion at annual rates under the six-rate graduated withholding
system. While these increased collections \of $1.24 billion will be
reflected in reduced amounts of tax due when final returns are filed
in the spring of 1967 and, to a limited extent, in increased tax refunds,
they will tend to reduce consumer purchases during the remaining
portion of 1966 and during the early months of 1967.
The fiscal effect of more accurate withholding will be reinforced by

the requirement that taxpayers pay at least 80 percent of their liability
for the year through withholding, payments of estimated tax, or both,
to avoid penalties for underpayments of estimated tax. This, too,
will tend to lessen consumer spending during this period of extraordi-
nary military expenditures. Presently only 70 percent of the final
liability need be paid to avoid the application of penalties. (As under
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present law, however, penalties will not be imposed where payments
equal the prior year's tax or are based on the prior year's income, or
certain other conditions are met.)
The postponement of some corporate investment expenditures, as

will occur as a result of the acceleration of corporate tax payments for
the larger corporations, will be favorable to continued economic
stability. Current levels of corporate investment in new plant and
equipment are high. Outlays for business fixed investment rose by
11.5 percent in 1964 and by 15.4 percent in 1965 as compared with an
average annual rate of increase of 7.5 percent in 1962 and 1963.
Present announced plans indicate that investment will again increase
at a rapid rate in the first half of 1966. Mild restraint, therefore, may
well promote better balance between the rate of growth of output and
investment in expanded capacity. It will also support our effort to
reduce the deficit in our balance of payments to manageable levels.
A source of strength in the balance-of-payments outlook in recent
years has been the comparative stability in the prices of U.S. goods as
compared to rising prices of the goods of other nations.
2. Correlating withholding with tax liabilities
Apart from their beneficial budgetary and economic effects, im-

proved collection techniques will mean important benefits to taxpayers.
Under graduated withholding, amounts withheld will more nearly
approximate final liabilities. In particular, fewer taxpayers will have
substantial amounts of tax to pay when they file their final returll for
the year. Last year for many taxpayers the fact that such bills
remained to be paid in the spring of 1965 caused a measure of financial
hardship and considerable resentment which tended to blunt the very
substantial benefits provided by the Revenue Act of 1964. Unless
graduated withholding is enacted, this experience is likely to be
repeated in future years. Another result of the graduated withholding
is that fewer employees will have overwithholding. Thus, this is a
desirable improvement in collection procedures wholly apart from
the temporary revenue increase.
The bill incorporates a special withholding allowance which

provides relief for those taxpayers who itemize deductions and
would otherwise find that withholding resulted in substantial unwanted
overpayment of tax. This feature will also promote more accurate
withholding as is shown subsequently in table 4 in this report.
S. Change in corporate payments merely an advance in timing
The proposal regarding corporate tax payments accomplishes by

1967 what would otherwise be accomplished by 1970. The Revenue
Act of 1964 provided that corporations were to estimate and pay
currently that portion of their tax liability expected to exceed $100,000,
but the transition to current payment was scheduled over a periodwhich was to end in 1970. This bill simply achieves that transition by
1967. Instead of paying 9 percent of their estimated liabilities in
excess of $100,000 m April and June of 1966, calendar-year corpora-
tions will be required to pay 12 percent. In the final two quarters ot
1966, these corporations will pay the same percentage, 25 percent, of
these estimated liabilities as they are required to pay under present
law. In 1967, these corporations will be required to pay in each
quarter amounts equal to 25 percent of their estimated liabilities in

S. Rept. 1010, 0---2-2
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excess of $100,000. Under existing law, they would pay installments
of 14 percent of this estimated liability ill April and June 1967 and
installmients of 25 percentt in September and December 1967. Tables 9
and 10, presented subsequently in this report, show the schedules of
payments under present law and under the bill.
4. Self-elmployment social security tax placed on current basis

This bill makes provision, for the first time, for the declaration and
quarterly payment of estimated social security tax liabilities with
respect to self-employment income. This bill places self-employed
persons on tile same current payment basis for social security tax
purposes as they are on now for income tax purposes, and does so
with a ninimuml degree of added complication. The declaration
and estimated tax payment system now in effect is simply broadened
to include estimated self-employment social security tax.
5. Two-year moratoriumfor auto and telephone excise reductions
The excise tax rate reductions scheduled under present law for

1966 and later years in the case of telephone service and passenger
autoinobiles are not rescinded by this bill. They are merely post-
poned for 2 years. This bill makes explicit provision for reduction
on April 1, 1968, of these rates to the levels which would prevail
under existing law, emphasizing the fact that the moratorium on rate
reduction, while necessary in view of current budgetary and economic
conditions, is not intended to cancel the eventual reductions of the
1965 act.. Thls, tile bill in this respect differs to a significant degree
from the proposals of the administration: the administration would
have postpone(l the auto an(l telel)hone excise tax reductions for 2
years--not only t lie reductions o(ccrring in the next 2 years, but also
tile re(luctions ccurring after that tinle. The bill, on thle other hand,
merely provides a moratorium for the re(luctions which would under
)resent law (c(,cur ill the next 2 years. Under the bill, the rates will
fall at the end of tile 2-year period to the rates scheduled to be in effect
at that time iiunder present law, and subsequent reductions tinder
present law lire not further, postponed.
The excises on telephone service and passenger automobiles are

selected for a number of reasons in addition to the fact that they yield
substantial revenues. They are currently in effect, so that a mora-
torium on rate reduction is a much simpler matter administratively
for business firms and the Government (since the payment and col-
lection machinery is still in effect) than the reinstitution of excises
previously repealed. Tlhe fact that these excises were not repealed
outright by thle Excise Tax Reduction Act of 1965 but were scheduled
for gradual reduction also is indicative of the order of priorities in
excise tax reduction established by the Congress in 1965. Moreover,
the burden of these taxes is widely dispersed over the population,
and, therefore, a disproportionate burden will not be imposed on a
narrow segment of the population as a result of the moratorium.

IV. GENERAL EXPLANATION
1. Graduated withholding (sec. 101 of the bill and sec. 3402 of the code)

1Present law.-Under present law, employers withhold Federal
income tax from wages and salaries at the rate of 14 percent after
recognizing the withholding exemptions claimed by an employee for
himself, his wife and any dependents. The 14-percent rate is equiv-
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alent to the average of the four tax rates which apply to the initial
$2,000 of taxable income ($4,000 for married couples), reduced to
reflect the 10-percent standard deduction. To further reflect the
standard deduction, the value of exemptions is increased from $600
to) $667 for withholding purposes.
Employees claim withholding exemptions by filing withholding

exemption certificates with their employers. These certificates remain
in force until superseded by the submission of later ones. The num-
ber of exemptions claimed may be less than, but cannot exceed, the
number of allowable exemptions. If the employer agrees, the
employee may arrange to have extra amounts withheld from his wages.

T'he present 14-percent withholding rate went into effect on Mlarch
5, 1964, implementing the rate reductions enacted in the Revenue
Act of 1964. It superseded the withholding rate of 18 percent which
had been in effect since 1954. The latter was equivalent to the 29-
percent tax rate on the first $2,000 of taxable income ($4,000 for
married couples) reduced to reflect the 10-percent standard deduc-
tion.

General explanation of provision.--Under the present withholding
system, taxpayers, including those who derive all their income from
wages subject to withholding, often find that the amount of tax
withheld from their wages differs substantially from their income tax
liability for the year. As a result, if the present system were continued,
an estimated 12.5 million tax returns would show a tax liability for
the year 1966 significantly in excess of the amount of tax' withheld.
At the same time, an estimated 39.8 million taxpayers, 20 million of
then with incomes of $5,000 or less, would have tax liabilities sig-
nificantly less than the amounts withheld front them. Those tax-
payers who are underwithheld, in the sense that withholding falls
short of their tax liability, must make payments when they file their
final return for the year. When such payments are unexpected, as
they were for many taxpayers in 1965, they can cause resentment and,
at times, financial hardship. While taxpayers who are overwithheld
receive a tax refund when they file their final returns, for some, par-
ticularly those whose refund is large relative to their income, it can be
a hardship to wait for such a refund.

In the past the single-rate withholding structure resulted both in
substantial underwithholding and overwithholding. However, the
problem has become worse. With respect to underwithholding, the
steady rise in individual and family incomes has lifted many taxpayers
into income brackets where the present withholding rate falls substan-
tially short of their effective rate of tax. Moreover, important struc-
tural provisions enacted in the Revenue Act of 1964 are not reflected
in the present system.

Formerly, the first taxable income bracket covered the initial $2,000
of taxable income for single persons and the initial $4,000 of taxable
income for married couples. In 1964 this range of taxable income
was divided into four smaller brackets. To preserve the relationship
between the withholding rate and taxable income that existed in the
past, Congress adopted a withholding rate that reflected the average
of the first four statutory rates rather than the lowest such tax
rate. The Revenue Act of 1964 also introduced the minimum
standard deduction. This provision permits taxpayers with incomes
which are low in relation to the size of their family to deduct an amount

11
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which exceeds 10 percent of their adjusted gross income even though
they do not itemize deductions. The present withholding system,
however, still takes into account only the 10-percent standard deduc-
tion.
As a result of the structural changes enacted in 1964, the present

14-percent withholding rate overwithholds on persons whose taxable
income is less than $2,000 if single or $4,000 if married. This is true
even though such persons claim only the standard or minimum stand-
ard deduction, derive all their income from wages subject to with-
holding, are steadily employed during the year, and experience no
increase hi exemptions during the year.
At the same time, persons with incomes above these limits are

likely to experience underwithholding, since they are subject to
income tax rates well in excess of 14 percent, ' hus, of the 63.1
million tax returns expected to be filed in 1966 upon which wages and
salaries will be listed and with respect to which no declaration pay-
mnents will be made, only 10.8 million returns would tax withholding
which come within $10 of the actual liability under the present with-
holding system ()f the remaining 52.3 million returns, 39.8 million
would show overwithholding and 12.5 million underwithholding.
The withholding system proposed in the bill will insure that for

most wage earners amounts withheld will more closely approximate
the final tax liability. The proposed system reflects fully the gradu-
ated rates in the income tax rate scale for taxable incomes up to
$12,000 for single persons and $24,000 for married couples. Even
for returns with higher taxable incomes which show wage income,
graduated withholding will be far more accurate than the existing
system. Moreover, these returns number only an estimated 600,000.
The proposed system also reflects the minimum standard deduc-

tion. l'his fact, taken in conjunction with the graduated rates and
the withholding allowances, will reduce the amount of overwithholding
from those with low and middle incomes, as is shown in table 4. It is
estimated, for example, that on returns listing income of $5,000 or
less, tile total amount of overwithholding will decline by $605 million.
This will be sufficient to reduce the number of returns in this group
on which overwithholding exceeds $10 from 20.0 to 12.9 million and
to increase the number of returns on which withheld tax comes to
within $10 of the final liability from 8.4 to 15.4 million. On returns
with incomes of $5,000 but less than $10,000, overwithholding will be
reduced by $455 million, largely as a result of the provision for with-
holding allowances described below.
The bill includes a special relief provision which persons with sub-

stantial itemized deductions may elect and which further improves
the accuracy of the withholding system. This feature, which was
not included in the President's recommendations, permits taxpayers
to claim withholding allowances with their employer, which will have
the same effect as withholding exemptions, when their estimated
itemized deductions exceed a specified amount of their estimated
wage and salary income.
The special relief provision is included in recognition of the fact

that taxpayers with substantial itemized deductions are likely to be
overwithheld under both the existing withholding rate and the pro-
posed rates. Overwitrhholding occurs because most of those who
itemize have deductions which, in total, exceed the allowance for
deductions which is built into both the existing withholding system

12
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and the system provided in this bill. In both cases, the allowance for
deductions built into the withholding rates, apart from the allowance
for the minimum standard deduction, is equal to 10 percent of wage
and salary income. In 1962, for example, itemized deductions were
equal on the average to 19.6 percent of the adjusted gross incomes
listed on the 26.5 million returns upon which the standard deduction
was not employed. Under the 14 percent withholding system, the
resulting overwithholding arising from the use of these itemized
deductions is estimated to account for 44 percent of the overwith-
holding at 1966 income levels.
Under the graduated withholding rates, the importance of itemized

deductions as a cause of overwithholding would increase substantially
in the absence of the special relief provision. It is estimated that
under the graduated withholding under the bill but without any
withholding allowances overwithholding due to itemized deductions
would increase to $3.7 billion at 1966 income levels and would comprise
59 percent of the expected amount of overwithholding. Moreover,
if voluntary adjustments are disregarded as a source of overwith-
holding, the percentage of involuntary overwithholding attributable
to itemized deductions in this case would approximate 70 percent.
The special provision is not intended for the use of all taxpayers

with wage income who itemize their deductions, but is designed for the
relief of those persons for whom overwithholding might otherwise be-
come a burden. Therefore, when estimated wages are $7,500 or less,
the withholding allowances provi(ledl by your committee's amendments
are based on the amount of itemized deductions estimated to exceed
10 percent of wage and salary income and, when estimated wage
income exceeds $7,500, they are based on the sum of $750 (10 percent
of $7,500) and 17 percent of wage and salary income in excess of
$7,500. For wage income above $7,500 withholding allowances are
not based on the excess of estimated itemized deldctions over 10
percent of estimated wage and salary income in recognition of the fact
that many taxpayers receive some income that is not subject to
withholding and that the average amount of such income is greater
at high-income levels than at low-income levels. The method of
computing withholding allowances minimizes the possibility that a
taxpayer who receives dividends, interest or other nonwage sources
of income will inadvertently overcompensate for his itemized deduc-
tions and have a bill due at the end of the year which he would not
otherwise have incurred. It also reduces the effect of overestimates
of deductions, or underestimates of income, leading to underwith-
holding.
Table 4 indicates the effect of the graduated withholding provision

of the bill and contrasts that effect with the present system and the
6-rate system recommended by the President.

13
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T.ABIL,, 4.-Effect of graduated withholding provisions of H.R. 127562 as reported
by the Senate Committee on Finance

Change resulting from-.
Present __ Oradu-

14 percent atedwith. 6-rate Extra Coom- with-
holding systemrn $700 ill- bined holding

lowanee 2 total

All returns:
A. Number of returns millionss):

1. OverwIthholdllng ................... 39.8 -0,3 -0.8 -7.1 32. 7
2. 'nderwlthholdlng.................. 12.6 -3.5 +0. 7 -.8 7
3. Breakeven 3 ................ . 10.8 +9.8 +0. 1 +9. 9 20. 7

4. Tot ............................... 63.1 .. .... .... ............... 63.1
B. Amount millionss of dollars):

1. Overwithholdlng ............... 6, 130 +50( -s80-800 , 330
2. Underwithholding.................... 2, 7) -1,190 +86 -1,105 1,695
3, Total withholding. 36, 440 +1,240 -9315 +305 36,745l'neder $5,000 lndjlted gross Income:

A. Numla,!r of returns (11illions):
1. Overwithholding .............. ... 20. -7.0 -0,1 -7.1 12.9
2. Underwithholding ...................-0 (') +0. 1 +0.1 3,13, Breakevena................. 70 () +7,0 1.4
4. Total ...... ........... 31 4.................... .......... 31.

T, Amount (millions of dollars):
1. Overwitllholdlug ..................... 2,130 -tOO -105 -005 1,625

'2. Underwithholllng........ 340 (4) +5 +6 345

3. Total withholding.................. 5,72 -0- -110 -610 5,110.5,000 to $10),000 adjusted groAs ilcomoe:
A. Nuimtlr ofreturns (nilllons):

1. Overwithholdling ..................... 1, 0 -1.4 -0 5 -1,9 13.1
2. tlnderwithholdng .................... 7 -1.2 +0. 4 -0.8 4.
3. lreakeven .......................... 2.0 +2. 6 +. 1 +2, 7 4. 7

4. Total ............ .................. 22.7 .......... ........ ..... ....... 22. 7
B. Amount (millions of dollars):

1. Overwithholillng ..................... 3, (00 -20 -435 -45. 2,545
2. Ilndrwlthholdlllg.............. 760 -250 +30 -220 540

3, Total withholding... ..... . 17,140 +230 -406 -235 16,905
.$10.(000 and over adjusted gross Income:

A. Ntnilwr of returns (mllllons):
1. Overwithholding.................... 4.8 +2. 1 -0.2 +1. ! 6.7
2. Ulnderwitlihollng . ............ 3.8 2.3 +0.2 -2. 1 1.7
3. re keve .......... ............. 4 +0.2 (') +0,2 0

4. Tot l .......................... ..... 9.0 ..... ................. .... .... 9 (
H., A mount (millions of dollars):

1. Overwithholding .................... 1.000 +570 -310 +260 1,210
2. Ullderwilhholdlng ............... . 1.00 -940 +0) -sxo) 711

3. Total wItlhholding ................... 13,5' O +1, 610 -360 +1,160 14. 730

I Illsed on taxable muid liontailxale returns with no ( (ieclaration payments.
: ASssumeis 3 utillztlon hy lgllKleIersons.
I lrreakeven (lelned i w%%ithiln $10 of the tax liability.
4 Negligible.
N'oT:.--1tiase on ('alenhdar year 1060 levels of Income. Tlhe torms "overwtllhholding,''" and "und(lerith.

IIold(lig," In this taldle minewts it, di(tllference lwtween twtualt tax IliabIllltes (I),Hsll' on all types of Income,
deductions, etc.) id(I the ImIount of tax withheld froumi wIges and salaries.

Sourcx,: Olle01 of tlie kcretarty of tie 'rrtesury, ()11cc of Tax Analysis.

IEXsiafnatio() of (/radul(te(1 /tholi/ntl rates.--The bill subst itutes six
gra(luated ralt(s for t lie I)(e.sellt witll(holdillg rate adl(t incorporates
features (Iesigne(l to ret'flect thl(e inimlUll stan(lard (leductiol, More-
over, it, permlits e pll)ylVee.s who wotld otilerwise be o( erwithheld to
make adjustillelnts if th il' itelIlized deductions exceed specified
aImounts.

'1'11e gralduatted rates, wilichl range fronl 14 perc'eIt to 30 percent,
are ilnclu(ted in two separate rate schedli lles, one for single persons and
leads of holuselolds, and tle otiler, with wider brackets to take account

9.869604064

Table: Table 4.--Effect of graduated withholding provisions of H.R. 127521 as reported by the Senate Committee on Finance
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,f statutory income splitting, for married persons and surviving
spouses.
The minimum standard deduction is taken into account by raising

the value of the exemption to $700 for withholding purposes and by
establishing an initial band of wage income after exemptions, equal to
$200 on an annual basis, from which no tax will be withheld. This is
consistent with the provisions regarding the minimum standard deduc-
tion which provide a deduction equal to a basic $200 amount for a
single person, a head-of-household, or a married couple, and an addi-
tional $100 amount for each exemption claimed. The rate schedule
reflects an allowance for deductions of approximately 10 percent of
wage and salary income at wage levels where the minimum standard
ded auction is not used.
The withholding rate schedules for single persons and married per-

sons as applied to an annual basis are as follows:
SINGLE PERSON

If the amount of wage. reduced by $700 times the
number of exemptions is: The amount of income tax to be withheld is:

Not over $200-.----------.---0.
Over $200 but not over $700------ 14% of wages in excess of $200.
Over $700 but not over $1,200---- $70 plus 15% of wages in excess of $700.
Over $1,200 but not over $4,400--. $145 plus 17% of wages in excess of $1,200.
Over $4,400 but not over $8,800.. $689 plus 20% of wages in excess of $4,400.
Over $8,800 but not over $11,000-. $1,569 plus 25% of wages in excess of $8,800.
Over $11,000----------------- $2,119 plus 30% of wages in excess of $11,000,

MARRIED PERSON

If the amount of wagei reduced by $700 times the
number of exemptions is: The amount of income tax to be withheld is:

Not over $200...--- --- 0.
Over $200 but not over $1,200.- - 14% of wages in excess of $200.
Over $1,200 but not over $4,400.-- $140 plus 15% of wages in excess of $1,200.
Over $4,400 but not over $8,800.-- $620 plus 17% of wages in excess of $4,400.
Over $8,800 but not over $17,700__ $1,368 plus 20% of wages in excess of $8,800.
Over $17,700 but not over $22,000.. $3,148 plus 25% of wages in excess of $17,700.
Over $22,000 ----------------- $4,223 plus 30% of wages in excess of $22,000.
As under present law, employers will be permitted to compute with-

holding by means of either wage-bracket tables or by means of a per-
centage method. Wage-bracket tables for the various payroll periods
now recognized, as set forth in the bill, will be distributed by the
Internal Revenue Service. Instructions for applying the percentage
method will also be supplied.
With regard to any irregular supplemental wage payment, such as

a bonus, employers will be permitted either to compute withholding
by treating the payment as if it were part of the current or preced-
ing regular wage payment or by applying a flat percentage rate to the
supplemental wage payment without making any allowance for exenp-
tions. It is expected that the regulations will provide for a flat rate
of around 20 percent.

For the purpose of graduated withholding, married persons will be
required to file new withholding exemption certificates wit>i their
employers if they wish to have the tax withheld from them based on
the rates applicable to malTied couples. A person wNho is married to
a nonresident alien, or a person legally separated from his spouse un-
der a decree of divorce or separate maintenance, will be considered
single for withholding purposes. A "surviving spouse"-i.e., a person

9.869604064
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whose spouse died during one of the two immediately preceding
taxtalle years--tand( also a person whose spouse died during tle
taxable year, will be considered married for withholding purposes
unless tle deceased spouse was either a nonresident alien or was

legally separated from the taxpayer under a decree of divorce or

sepltrate maintenancee at the time of his death.l
Emllployers are required to compute withholding on the basis of

the rates applicable to single persons if an employee fails to submit a
new w\ithlllll(lding exemption certificate.

li"ithholding allowances for persons with substantial itemized de-
dluctionls.--Tle House bill establishes a procedure whereby tax-
)ayers with relatively large itemized deductions may claim with-
holdlinlg allowances in addition to the regular withholding exemptions.
Eachl of these allowances will have the same effect on withholding
froin wages and salaries as a chlimed exemption; that is, it will exempt
$7()( from withhllolding oi an annual basis.

T'I'xl)ayers whlo wish to utilize this procedure will be required to
estillate their wage and salary income and the amount of their
itemized deductions. The amount of estimated wage and salary
incoIlme for this purpose, however, miry not be less than the amount
shoNwn oni the return for theJIrevious year, while the estimated amount
of itemized deductions may not exceed the amount of such deductions
claimed o(i thle tax return filed for the previous year. Where a stand-
ar(1 deduction was used in thle prior year the deduction for that year
is taken as 10 )percent of his wages for that year, or $1,000, whichever
is the lower.

Under theli ouse bill for those withI estimated wage or salary incomes
of $7,500 or less, tile nutll)ber of withholding allowances would be
based01n the aniommtt b)y which estimated itemized deductions exceed
12 )ercellt of e timated wage and salary income. For those with
higher estimated wages, the all'owViances wotild be based onl the excess
over thle total of $900 (12 percent of $7,500) plus 17 percent of esti-
llated wage and salary income in excess of $7,500. One allowance
cold) be cliimed Iiunder the Ilotuse-passed bill with respect to each full
$700 of such excess, excel)t that the first. withholding allowance could
be claimed when the excess reached $350 or more. This would
mean, for example, thatit taxpayer with an estimated wage income
of $7,000 for the year would under the Hotuse-passed bill be permitted
to claim one withholding allowance if his itemized deductions exceed
12 percent of his estimatted wages ($840) plus $350 or, in other words,
if his itemized deductions equal $1,190.

Your committee has modified this House-passed provision slightly.
It has reduced the percentage by which an individual's itemized
deductions must exceed his estimated wage income from 12 percent
of the first $7,500 to 10 percent of the first $7,500 (but made no change
in the 17 j)er('ent) requirement, with respect to estimated wage and
salary income in excess of $7,500). It has also removed the provision
in t he lHouse bill which permitted an individual to obtain his first
wit hholding allowance where the itemized deductions in excess of the
l)ercelntage requiri'e ets equal or exceed $350, but not $700. Thus,
yout1r committee'ss a(ttion provides that in order to obtain any with-
holding allowance--either tlie first or a subsequent allowance-the
tiaxpjtiyer must Ihave itemized deductions of a full $700 in excess of the
percentage minimum requirement for each such allowance claimed.
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Your committee removed this provision because its attention was
directed to the fact that the allowance in numerous cases led to under-
withholding of income tax. This is illustrated in a number of exam-
ples show in table 6. This table, shown subsequently in this report,
indicates in specific cases the tax liability and withholding under
present law and House bill and your committee's action for persons
with itemized deductions of various sizes. Your committee believed
that underwithholding in such cases was especially unfortunate be-
cause the individuals involved in such cases would not expect to be
underwithheld. Your committee recognized nevertheless that the
House action was taken in order to minimize overwithholding par-
ticularly for those with wage incomes below $10,000 and was in accord
with the desire to reduce overwithholding in this area. For that
reason, although your committee removed the privilege of an indi-
vidual to claim a withholding allowance for his itemized deductions
where those over the percentage requirement do not equal a full $700,
it nevertheless provided relief from overwithholding for individuals in
these income brackets by reducing the minimum percentage require-
ment from 12 to 10 percent with respect to the first $7,500 of wage or
salary income. This reduction minimizes overwithholding for these
income levels to the full extent possible without resulting in under-
withholding in an appreciable number of cases. It will also have the
effect of reducing some overwithholding in other income levels as
well.
The House bill provided that tlie Secretary of tile-Treasury or his

delegate could, by regulations, provide in certain cases that some or
all of the withholding allowances were not to be available. The
authority to disallow the withholding allowances was designed to
provide for those cases where the employee's income was sufficiently
high that the 30 percent top withholding rate would not result in
withholding of the full tax liability. In such cases, the withholding
allowances might merely increase the underwithholding. Your
committee has accepted the House. provision but made a technical
change designed to make it clear that the wage levels where the with-
holding rate does not generally collect the full tax liabilities could be
determined on an approximate basis. This recognizes the fact that
due to the different deduction and exemption status of individuals and
also due to variations in the extent of underwithholding which will
result from the 30-percent rate for varying sizes of incomes, it is not
possible to compensate precisely for this underwithholding by dis-
allowance of withholding allowances. Therefore, at these income
levels an approximation must be used. This is made clear in your
committee's amendment.

Claims for withholding allowances under both the House bill and
your committee's anlendments will be filed by employees with their
employers on withholding exemption certificates or similar forms.
The employer will then withhold tax on ttle basis of the total of the
claimed exemptions and withholding allowances. For a calendar
year taxpayer, claims for withholding allowances will remain in effect
during th e' period in the calendar year which remains after the clUim
is filed and, unless a claim for the next year is filed, for the first 4
months of that year. Withholding allowances must be claimed anew
each year. After May 1 of each year, employers will be required to
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disregard withholding allowances claimed on withholding exemption
certificates filed in a prior calendar year. The fact that withholding
allowances must be disregarded when a new claim is not filed will not
affect the number of exemptions for dependents, etc., to be taken
into account. TI.e employer will contiine to compute withholding
on tlle.basis of the number of these exemptions shown on the last
witlilholding exellption certificate filed by the employee.

''lie Secretary of the Treasury or his delegate is authorized to design
ready reference tables, to be supplied employers for the guidance of
their employees, wIich will simplify the determination of the number
of witlhhloldig allowances to wilich an emplloyee is entitled and it is
the collllmittee's understanding that this will be done. When these
tables are provided, tiley are to )b tlhe exclusive method for deter-
miningl the ilitlber of withllholding allowances. These tables are to
be )bsed on reasonable wage anltitditemlzed deduction brackets and may
increased or decrease t le number of w:itlllolding allowances computed
under (lie 10 and 17 )erc(enit otherwise allowable to the oxte)nt such
departure results ii withlioldling which mIore closely equals tlle tax
liability w\itll respect to tile wage or salary income (not taking into
account other in'colme).'I'o facilitate tlie above l)rocedure, the bill increases tlie number of
datesoiX which employers will be required to recognize changes in the
nimbl)er of exemitptiols and withhollding allowances claimedd lby em-
l)loyees.. In addition to tlie existing Jlanlry 1 andl July 1 status
determ)in ation dates upl)on which suchl changes must now be recognized,
the bill atd(ls thle fiurtier (iates of May 1 and October 1. As un(ler
existing law,employers will b)e peirmlitte(l to give effect to amen(led
'itlhholdling ex(,iiemptiion certificates prior to (lie given dates if they

wishl to (1, so.
Tle bill also provides that for married corpiles the com)pu tationi as

to whether they are entitled to withholding allowances must be made
on at joilit )basis unless tiley filed sepl)arate returns for tlie prior year and
expect to file septarale returnss for the crrientt year. Married co)pl)es
nmay divide the exeimptioins and withhllolding allowances to which
they are jointly entitled if both receive %wages subl)ject to wsithlioldiiig.
Furtlerniore, thle bill requires that employees who work sim,,ulta,,ne-
ously for two or more employers mauy claim withholding allowances
with o<nly ollne of these employers.

T''e bIll also provides a civil penalty of $50 to be imposed when a
taxpayer lists wage at(l salhiry incomlie of less than the amount received
in thie previous year or if lo lists itemize(d deductions in excess of the
amount claimed in the previous year. Thle civil p)eJllt (1does not
up)l)ly, however, if tlie misstatement (oes not result in reduced with-
holding or the tax liability doess not exceed the amount withheld plus
thle payments of estimatte(l tax.

Present law (sec. 7205) already provides that where an individual
who is required to supply information to his employer under the
withholding (ax provisions willfully supplies false or fraudulent infor-
mnation or willfully fails to splply iiforimation he is to be fined not more
than $500 or imprisoned for not more than 1 year or both. This
presently applies to withholding tax exemptions and, under the bill,
is extended to withholding allowances si(ice for purposes of the internal
revenue laws these allowances are treated as withioldillg exemptions.
It should bte note, however, that this criminal penalty applies only
in the case of "willful violations,'' and in practice it is applied only

18



TAX ADJUSTMENT ACT OF 1966

where the omission or failure results in a substantial amount of
underwithholding.

Effective date.-Withholding under the new graduated rates is to
apply with respect to remuneration paid after April 30, 1966. The
special relief procedures for persons with substantial itemized deduc-
tions will apply in years beginning after December 31, 1966. It
was thought that this latter provision should not apply before 1967
because time was needed to acquaint taxpayers with the basic 6-rate
graduated withholding system. Moreover, since the graduated system
is not in effect for the first 4 months of 1966, any overwithholding
attributable to these rates is not expected to be serious in 1966.

revenue effect.-It is estimated that the proposals relating to
graduated withholding will increase the amount of tax withheld by
$1,240 million at ainlual rates during the calendar year 1966. When
the procedures for claiming withholding allowances become effective,
this amount will be reduced, if two-thirds of those eligible avail-them-
selves of the procedure, to $305 million. As a result of the increase in
amounts withheld, there will be a temporary increase in Federal tax
collections of $95 million in budget receipts in the fiscal year 1966 and
an increalseof $245 million in budget receipts for the fiscal year 1967.
A decrease in present revenues of $230. million is expected in the
fiscal year 1 968, tile year in which the withholding allowance system
becomes fully effectivee.

iefect of ge'aduated withholding at different income levels.-Table
5 compares the average amount of overwithholding and under-
withl)(olding under present law and under the graduated withholding
system for all rettllrns, for those with adjusted gross income under
$5,000, for those with income between $5,000 and $10,000, and for
those with such income over $10,000. As is indicated in this table,
H.R. 12752 lllakes a substantial reduction in underwithholding,
decreasing this ill tile average case from $151 to $79. In addition, tlhe
bill, although primarily conl(ernetd with underwithholding, also sub-
sttantially decreases overwithhol(ing as well. Tills is attributable
both to'the provision for the minimum standard deduction in the
lower brackets and also to the provision for a withholding allowance
for those with substantial overwithholding. It should be noted that
in the average case overwithholding is decreased in all three of the
major income categories us well as on an overall basis.

Tables 6-A through 6-( show thle tax liability for single persons,
marrie(l couples Nwith no depen(lents, and married couples with two
(lependents for various wage income levels. Tills tax liability is shown
for varying asslmled levels of stalndird (or minimum standard) or
itellizedl deductions. T'he assulpll)tions shown are for a 10-percent
de(lll(ction, a 15-percent deduclition, a 20-percent deduction, a 2231-
percent (le(ltction, a 25-percent deduction, a 27%h-percent deduction,
and a 30-percent deduction. Withl tlhe tax livability in each of these
cases, there is shown tile amount withheld at the 14-percent flat rate
of existing law, tile graduated withholding passed l)y the Hotuse of
Representatives and the amiend(lent lrovid(led by your committee's
bill. The special withholding allowance for those with silbstan tial
itemizeddeductionss begins to decrease overwithhohling above tile
15-percent level.1 Thus thle impact of this allowance is shown only

Althoiughl Itemized (deductions are taken Into itcoount on the first $7,o500 of Income were they exee,(l 10
ITrceent, this nevertheless does not result hi thle availability of ia special withholding allowance below the
15-percent level because this allowance is available only when the , la a full $700 above the 10 percent,
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on tables 6-C through 6-G.- For these tables the effect of the with-
holding allowance is taken into account in the amount of withholding
under the graduated withholding system. These tables show both
the change in withholding from present law and the overwithholding
or underwithholding under present law, under the graduated with-
holding system passed by the House of Representatives and as
amended by your committee.

TABLE 5.-Comparison of average amounts of underwlithholding and overwithholding.
under present law and as approved by the Senate Finance Committee

I'resont 14 percent Graduated withholding includ-
withholding Ing withholding allowances

Returns t Amount Average Returns Amount Average

All returns: AMlllons Aflllon8 Mitlions Millione
Overwithlholdllng-........... .... 46.2 $6, 130 $136 43.0 $6, 33( $124
Ullderwlthholdng ......... 17.9 2, 700 161 20.1 1,595 79

Under $6,000 adjusted gross Incoloe:
OverwlthholdlngK......... ...... 24,2 2,130 88 20.6 1, 626 74
Underwtliholdlng ................... 7.2 340 47 10 8 346 32

$6,000 to $10,000 adjutsted gross income:
Overwithholdlng................ . 16. 0 3,000 188 16. 4 2, 54 166
Underwithholdlng-................. .6.7 760 113 7.3 40O 74

$10,000 anl over ndlusted gross income:
Overwithholdng ................... 6.0 1,000 200 7.0 1,200 180
UnderwIthholdlg -.................... 4.0 1,600 400 2.0 710 366

I Returns from the $10 tolerance breakeven class have been assigned equally to overwithholding and
underwithholdlng.

9.869604064

Table: Table 5.--Comparison of average amounts of underwithholding and overwithholding under present law and as approved by the Senate Finance Committee
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TABLE 6-A.-Underwithholding and overwithholding under present law, under
H.R. 1S75* as passed by the House of Representatives, and under the Finance
Committee amendment; selected taxpayers with deductions the greater of the minimum
standard deduction or 10 percent of wage income

Amount of withholding Overwithholding (+) or
underwithholding (-)

-Wage income Tax liability
House blU House hill

Present and coin- Present and coin-
14 percent mittoe 14 percent inlttee

amendment amendment

SINGLE INDIVIDUAL

$1.000..-.------------------- $10 $47 $14 +$31 -$2
$2,000 -.-------....---------... 163 187 162 -+24 -1
$3,000.--.---...---.---..-- -- 329 327 332 -2
$6,000-.----------------- 071 607 672 -64
$7,500..- ..--..-...-.--....-.. 1,168 057 1,169 -211
$10,000._-.----------------- 1,742 1,307 1,694 -436 -48
$12,00.-.----.2---.--...-.-.--.2,398 1,667 2,369 -741 -39
$16,00X)-..--..------......-- 3,174 2, 007 3,109 -1,147 -45
$20,000--.--------.----------- 4,918 2,707 4,609 -2,211 -309
$26,000-..---------..-..-- 6,.982 3,407 , 100 -3, 676 -878
$36,000 ..... ............11,627 4,807 9,109 -6,820 -2,518

MARRIED COUPLE, NO DEPENDENTS

$2,000..--$------------.--.$8 $93 $56 +$35 -$2
$3,.000.--.-----..-... -.---- 204 233 200 +29 -4
$6,000..-.----.-- ---------- 601 513 500 +12 -1
$7,600.--------...-.-- 914 863 909 -6
$10,000.--..-------.-.-- 1,342 1,213 1,334 - -129 -8
$12,500-.---.-.-----.-----..- 1,831 1, 663 1, 828 -268 -3
$16,000------.--------- --- 2,335 1,913 2, 328 -422 "-7
$20,000.- --------.---- 3,484 2,613 3,373 -871 -111
$25,000.--------..------------... 4,790 3313 4,703 -1,483 -93
$35,000 ---------- 7, 997 4 713 7, 703 -3,284 -294

MARRIED COUPLE, 2 DEPENDENTS

$3,000----..----------- - $4 $4 0 +$42 -$4
$l,000.w-----29-------------.-290 326 $290 +36 0
$7,6o........................... 086 676 (171 -10 +6
$10,000 ..- .. ........---. 1,114 1,026 1, 000 -88 -18
$12,500..------------------...-- 1,567 1,370 1,648 -191 -19
$16,000.-.--. .-.------2, 062 1,726 2, 048 -336 -14
420,000 -------: ----------------- 3,160 2,426 3, 048 -734 -112
$26,000-.. ... ..--.-. 4,412 3,126 4,283 -1,286 -129
$35,000-...... .......... 7, 529 4, 626 7, 283 -3, 003 -246

9.869604064

Table: Table 6-A.--Underwithholding and overwithholding under present law, under H.R. 12752 as passed by the House of Representatives, and under the Finance Committee amendment; selected taxpayers with deductions the greater of the minimum standard deduction or 10 percent of wage income
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TABLE 6-B.-Underwithholding and overwithItolding under present law, under
H.R. 1S765 as passed by the House of Representatives, and under the Finance
Committee amendment; selected taxpayers with deductions the greater of the minimum
standard deduction or 15 percent of wage income

Amount of withholding Overwithholdlng (+) or
underwlthholding (-)

Wage income Tax liability
Iolise bill . House bill

Present and corn Present and com-
14 percent llttee 14 percent mnittee

amendment amendment

SINGLE INDIVIDUAL

$1,000......................... $16 $47 $14 +$31 -2
$2,( )......... .............. 187 162 +26 +1:8,000........... -........... 302 327 332 +2 30

.000......................... 624 07 672 -7 48
7 X) .... .............., 967 1, 169 -123 -8911,0o(0X............ .......... 1,605 1,307 1,694 -28 89
$12,6) .....-........... .... 2,1 8 1,667 2 359 -M41 +161

6l5.(K)..... ..88....4............. 2 2, (007 3,1(9 -877 -226
21),000....... ...... ..... . 4,49 2, 707 4,609 -1,791 -111
$26,00 ..................... 6,382 3, 407 6,109 -2, 97 -273
$36,000 ..................... . 10,700 4,807 9,109 -6,893 -1, 691

MARRIED COUPLES, NO DEPENDENTS

2,000........................... 93 $66 +$36 -$2
$3,0 ............. ....... 192 20 - +8
$5,00 .............. .....4......468 613 6()0 +6 42

1,0w0. ,.. ...-...... ..... . ,1, 247 1,213 1,334 -34+7
12,W0 .......................... \.694 1, 1,31 828 -131 134

$16,() ...................... ,161 1 913 2,328 -248 167
$20, .................... 3,210 2, 613 3,373 -697 +163
$2 .......................... 439 3,313 4,703 -1, 307

,000......................... 7, 314 4, 713 7, 703 -2, 001 +389

MARRIEI) COUPLE, 2 I)EPEN)ENTS

$3,o000o .... ...4..........$4 $46 0 +$42 -$4
$6,,X) ........... .......--.268 326 $290 68 22
$7 )........ (116 67 671 0 -65
$1,000.... .......- ............ 1,19 1,( 1,096 +7+77$12,M)1..31.........5-....-....41,430 1,37 1, 48 -4 -18
$16,000....... ........ ........ 1,89 1,720 2,048 -171 -161
$20,000.......... ....... 2, 910 2, 420 3, 048 -484 -138
$26,000 .......................... , 3,126 4, 283 -932 +226
$36,000. ............. ....... .6,86 4, 626 7, 283 -2,340 +417

9.869604064

Table: Table 6-B.--Underwithholding and overwithholding under present law, under H.R. 12752 as passed by the House of Representatives, and under the Finance Committee amendment; selected taxpayers with deductions the greater of the minimum standard deduction or 15 percent of wage income
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TABLE 6-C.--Underwithholding and overwithholding under present law, under H.R.

12756 as passed by the House of Representatives, and under the Finance Committee
amendment; selected taxpayers with deductions the greater of the minimum standard
deduction or 20 percent of wage income

Amount of withholding Overwithholding (+) or
underwithholding (-)

Tax Under H.R. 12752 Under H.R. 12762
Wage Income liability

Present 14 Present 14
percent Corn- percent Corn-

House mlttee House mittee
bill 1 amend- bill amend-

ment ment I

SINOLE INDIVIDUAL

$1,000--........... $1 $47 $14 $14 +$31 -$2 -$2
$2,000.....------ 145 187 162 162 +42 +17 +17
5,000...........-76 007 5663 672 +31 --23$7,600-.....-... 998 9657 1,029 1029 -41 +31 31

$10,000-...... 1,480 1,307 1,529 1,529 -173 +49 49
$12, 600 ..--.....-- 2,022 1,667 2,149 2,149 -36 +127 +127
15,000........... 38 2,007 2,899 2,899 -631 I+261 261

$20,000........... 4,096 2,707 4,399 4,399 -1,389 +303
25,000............ 800 3,407 5899 ,89 -2,393 +99 +99

$35,000........... 9,772 4,807 9,109 9,109 -4,966 »-G63 *-663

MARRIED COUPLE, NO DEPENI)ENTS

$2,000o............ $66 93 $0 $(6 +$37 0 0
3000......... 170 233 200 200 63 +$30 +$30
$5,000............ 418 513 395 500 -23 82
7,600 ............. 772 863 790 790 +91 +18 18
10,00 --......... 1,12 1213 1,215 121 1 +63 +63
$12,00... ........ 1,1563 1,688 1,688 +7 132 +132
1,00)........... 1,996 1,913 2,188 2,188 -83 192 +192

$20,000...----.- 2,960 2,613 3,198 3,198 -347"-238 +238
$25,000........... 4,044 3,313 4,493 4,493 -731 449 +449
$35,000........... 0,068 4,713 7,283 7,283 -1,966 + 16 6156

MARRIED) COUPLE, 2 ])EPENDENTS

$3,000;.... ... . 0 $40 0 0 +$40 0 0
$5,00o)....... $230 326 $186 $290 +96 -$46 +$60
$7,500.....- 6552 6706 50 50 +124 +8 +8
$10,000........--... 924 1,026 977 977 +102 +53 +63
12,500....... 1,304 1,3701 1,408 1,408 +72 ±104 +104
15,000.......... 173 1,726 1,908 1,908 -6 1717
$(20,000- ----- 2,660 2,420 2,908 2,908 -234' 248 +248
$2,000...-- 3,708 3,12 4,098 4,008 -682 390 90

35,000........... 6,236 4,526 0,803 ,83 -1,710 27 +627

1 With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the first
$7,600 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated
Itemized deductions, except that a single additional allowance is allowed where the itemized deductions
above the floor equal or exceed $350 rather than $700.

With an extra $700 exemption for withholding purposes for each $700 by which 10 percent of the first
$7,00) of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated
itemized deductions.

3 Allowance does not increase underwithholding because of limitation provided' by the bill.

9.869604064

Table: Table 6-C.--Underwithholding and overwithholding under present law, under H.R. 12752 as passed by the House of Representatives, and under the Finance Committee amendment; selected taxpayers with deductions the greater of the minimum standard deduction or 20 percent of wage income
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TABIB 6-l).-Undertithholding and overwithholding under present law, under
I1.R. 12752 as passed by the Hlouse of I'epresertatives, and under the Finance
Corm ittee amendmenin; selectedtaxpayers with deducl ions Ihe greater ofthe minimum
-standard deduction or 22f6 percent of wage income

Amount of withholding Overwithholding (+) or
underwithholding (-)

Tax Under I.R., 12752 Under 1I.lR. 12752
Wage income liability

Present 14 Corn- Present 14 Com-
IHlrcont loiieso nitteeo percent Hoeuse nilttee

bill I aumend- bill amend-
ment 2 mIolt 2

SINOLE INI)IVIDUAL

$1,000......0$16 $47 $14 $14 +$31 -$2 -$2
$2,000 ....---- 138 187 162 162 {-49 +24 +24
$3,000-..--...-- 2 327 332 332 +64 +09 +69
$5,000...-....-- 552 607 6553 072 +55 +1 +120
$7,500-.... 957 957 1, 029 1,029 0 +72 +72
$10,000..-----1,418 1,307 1, 629 1,529 -111 +111 +111
$12,50(0.------ 1, 935 1, 57 2 149 2. 149 -278 +214 +214
$15,000--.... 2,518 2, 007 2,899 2,899 -511 +381 +381
$20,000...-.. 3,901 2,707 4,189 4. 189 -1,194 +288 +288
$25,000...----. 5, 519 3, 407 58689 i, 689 -2,112 +170 +170
$35,OQ-...... 9, 308 4, 8u7 9, 109 9,109 -4, 601 s -19 s -199

MARRIED COUPLE, NO 1)EPENDENTS

$2,000-......- $49 $93 $56 $56 +$44 +$7 +$7
$3,000...- ---- 159 233 200 200 +74 +41 +41
$5,000 ....------ 398 613 395 500 -115 -3 +102
$7,500(-.....-- 736 803 790 790 +127 +54 +54
$10,000 ..--. 1, 104 1,213 1,211,216 +109 +111 +111
$12,600 .--- 1,487 1,53 1,88 1, (6 +76 +201 +201
$16,000-...-- 1,914 1,913 2,188 2.188 -1 +274 +274
$20,000 ..---.--- 2,835 2, 613 3, 048 3, 048 -222 +213 +213
$25,000o ----.. 3,869 3,313 4, 283 4,283 -556 +414 +414
$35,000... .-- 6, 353 4, 713 7, 073 7, 073 -1,640 +720 +720

MARRIED COUPLE, 2 DEPENDENTS

$3,000....-- 0 $46 0 0 +$46 0 0
$5,000......-- $211 326 $185 $290 +115 -$26 +$79
$7,500...---- - 620 676 60 560 +156 +40 +40
$10,000o...-- ---- 876 1,026 977 977 +150 +101 +101
$12,600-------- 1, 245 1, 376 1,408 1,408 +131 +163 +163
$15,000 ..-------. 1,650 1,726 1,908 1,908 +76 +258 +258
$20,000.-.--- 2, 35 2,426 2, 768 2, 768 -109 +233 -233
$25,000 .--.. 3,533 3,126 3, 923 3,923 -407 +390 +390
$35,000...------ 5,921 4, 526 6, 663 6, 653 -1,395 +732 +732

t
I With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the firs

$7,500 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated
Itemizedd deductions except that a single additional allowance is allowed where the itemized deductions
above the floor equli or exceed $350 rather than $700.
i ' With an extra $700 exemption for withholding purposes for each $700 by which 10 percent of the first
$7,500 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated
temized deductions.

' Allowance does not increase underwithholding because of limitation provided by the bill.

9.869604064

Table: Table 6-D.--Underwithholding and overwithholding under present law, under H.R. 12752 as passed by the House of Representatives, and under the Finance Committee amendment; selected taxpayers with deductions the greater of the minimum standard deduction or 22? percent of wage income
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TABLE 6-E.-Underwithholding and overwithholding under present law, un4er

H.R. 12752 as passed by the House of Representatives, and under the Finance Corn-
mlittee amendment; selected taxpayers with deductions the greater of the minimum
standard deduction or 25 percent of wage income

Amount of withholding Overwithholdlng (+) or
underwithholding (-)

Tax Under H.R. 12752 - Under II.R. 12752
Wage income liability _____

Present 14 Cor- Present 14 Corn-
percent House .Inittee percent Iouse ilittee

bill amend- bill 1 amend-
ment 2 ment 2

SINGLE INDIVIDUAL

$1,000...------- $16 $47 $14 $14 +$31 -$2 -$2
$2,000 .------ 130 ;87 162 162 +67 +32 +32
$3,000 ...-------- 250 327 213 332 +77 -37 +82
$5,000.....----- 6528 607 55333 +79 +25 +25
$7,500..-... 916 957 1,029 1,029 +41 +113 +113
$10,000.------ 1,355 1,307 1,529 1,529 -48 +174 +174
$12,500-...-- 1,847 1,657 2,149 1,969 -190 +302 +122
$15,000...- - 2,398 2,007 2,689 2,689 -391 +291 +291
$20,000...-.- 3,706 2,707 4,189 3,979 -999 +483 +73
$25,000 ...b--.---5,238 3,407 6,479 6,479 -1,831 +241 +241
$35,000 ------- 8,855 4,807 8,899 8,899 -4,048 a+44 +44

MARRIED COUPLE, NO DEPENDENTS

$2,000..---- .-- $42 $93 $56 $56 +$51 +$14 +$14
$3,000-... 148 233 98 200 +86 -60 +52
$5,000 .... 378 613 395 395 +135 +17 +17
$7,500 -------. 701 863 790 790 +162 +89 +89
$10,000-...--.- 1,057 1,213 1,216 1,215 +156 +168 +158
$12,500.--. - 1,418 1,663 1,688 1,648 +146 +270 +130
$15,000-....-- 18311,913 2,048 2,048 +82 +217 +217
$20,000...----- 2, 710 2,613 3,048 2,908 -97 +338 +198
$25,000...-- 3, 694 3,313 4,098 4,098 -381 +404 +404
$35,000 .----.-- 6,038 4,713 6,863 6;863 -1,325 +825 +825

MARRIED COUPLE, 2 DEPENDENTS

$3,000 ...------- $46 0 0 -$46 0 0
$5,000. ---.---- $192 326 $185 $18 +134 -$7 -$7
$7,500-... 488 676 660 660 +188 +72 +72
$10,000 ------ 829 1,026 977 977 +197 +148 +148
$12,600..- - - 1,185 1,376 1,408 1,283 +191 +223 +98
$15,000.---- . 1,567 1,726 1,768 1,768 +169 +201 +201
$20,000 ------ 2,410 2,426 2,768 2,628 +16 +358 +218
$26,000----- 3368 3,126 3,748 3,748 -232 +390 +390
$36,000 ----- 612 4, 26 6,443 6,443 -1,08 +831 +831

1 With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the first
$7,600 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated
itemized deductions, except that a single additional allowance is allowed where the itemized deductions
above the floor equal or exceed $350 rather than $700.

* With an extra $700 exemption for withholding purposes for each $700 by which 10 percent of the first
$7,600 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated
itemized deductions.

a Allowance does not result in underwithholding because of limitation provided by the bill.

9.869604064

Table: Table 6-E.--Underwithholding and overwithholding under present law, under H.R. 12752 as passed by the House of Representatives, and under the Finance Committee amendment; selected taxpayers with deductions the greater of the minimum standard deduction or 25 percent of wage income
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TABLF 6-F.---Underwithholding and overwithholding under present law, under
H.Ri. 12762 as passed by the House of Representatives, and under the Finance
Committee amendment; selected taxpayers with deductions the greater of the minimum
standard deduction or 27>i percent of wage income

Amount of withholding Overwithholding (+) or
underwithholding (-)

Tax Under II.R. 12752 Under II.R. 12762
Wage Income liability

Present 14 Corn- Present 14 Com-
percent House mittoe percent House mittee

bill amen(- bill amend-
rmeto ment

SINGLE INDIVIDUAL

$1,000 .----.--. $16 $47 $14 $14 +$31 -$2 -$2
$2,000 ..-.- 122 187 162 162 +65 +40 +40
$3,000 --- 238 327 213 332 +89 -25 +94
$5,000-..- 605 607 553 653 +102 +48 +48
$7500 ....... 874 957 1,029 1, 029 +83 +155 +155
$ 00 ......... 1,21307 1,389 1,389 +15 +97 +97
$12,500-------. 1, 7 1,657 1,969 1,969 -103 +209 +209
$15,000 ..---. . 2, 278 2, 007 2,689 2,479 -271 +411 +201
$20,000 .-------- 3, 514 2, 707 3,979 3,979 -807 +465 +465
$25,000--.. 4, 970 3, 407 5,269 5,269 -1,563 +299 +299
$35,000------8,418 4, 807 8,479 8,479 -3,611 +61 8 +61

MARRIED COUPLE, NO DEPENDENTS

$2,000 ..-.------- $35 $93 $56 $56 +$5 + $21 +$21
$3,000-..- 136 233 98 200 +97 -38 +64
$5,000 ..-.. 358 513 395 395 +155 +37 +37
$7,5600 ..-- 665 863 790 790 +198 +125 +125
$10,000 ....... 1,010 1,213 1,096 1,096 +203 +86 +86
$12,500.-- ...--- 1,354 1,53 1, 48 1, 648 +209 +194 +194
$15,000-. ...- 1, 748 1,913 2,048 1,908 +165 +300 +160
$20,000 ------ 2,585 2,613 2,908 2,908 +28 +323 +323
$25,000 ...- .... 3, 519 3,313 3,923 3, 923 -206 +404+4
$35,00(0-,5,723 4, 713 6,653 6,443 -1,010 +930 +720

MARRIED COUPLE, 2 DEPENDENTS

$3,000 . 0 $46 0 0 +$46 0 0
$5,000 . ..---- $174 326 $185 $185 +152 +$11 +$11
7,50 ..-- 456 676 560 50 +220 +104 +104

$10,000........... 782 1,026 88 888+244 +76 +76
$12,500.--..- 1 1126 1,376 1,283 1,283 +260 +157 +157
$15,000-.. 1,484 1,726 1, 768 1,628 +242 +284 +144
$20,000-........- 2,285 2,426 2,628 -2,628 +141 +343 +34
$25,000 ..- 3,191 3, 126 3, 73 3,573 -65 +382 +382
$35,000....-- 5,332 4, 526 6,233 6, 023 -806 +901 +8)I

With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the firsl
$7,600 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated
itemized deductions except that a single additional allowance is allowed where the Itemized deductions
above the floor equal or exceed $350 rather than $700.

'With an extra $700 exemption for withholding purposes for each $700 by which 10 percent of the first
$7,500 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated
itemized deductions.

* Allowance does not result In underwithholding because of limitation provided by the bill.

9.869604064

Table: Table 6-F.--Underwithholding and overwithholding under present law, under H.R. 12752 as passed by the House of Representatives, and under the Finance Committee amendment; selected taxpayers with deductions the greater of the minimum standard deduction or 27? percent of wage income
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TABLE 6-G.-Underwithholding and overwithholding under present law, under
H.R. 12762 as passed by the House of Representatives, and under the Finance
Committee amendment; selected taxpayers with deductions the greater of the minimum
standard deduction or 30 percent of wage income

Amount of withholding Overwithholding (+) or
underwithholding (-)

Tax Under II.R. 12752 Under n.R. 12752
Wage income liability

Present 14 Present 14
percent Corn- percent Corn-

House mittee House mittee
bill 1 amend- bill I amend-

ment 2 ment

SINGLE INDIVIDUAL

$1,000.-....- $14 $47 $14 $14 +$33 0 0
$2,000.------ - 115 187\ 56 162 +72 -$59 +$47
$3,000-. 225 327 213 332 +102 -12 +107
$5,000.-------- 481 607 65 33 +126 +72 +72
$7,600 .------- 833 957 1,029 889 +124 +196 +56
$10,000-..---- 1,230 1,307 1,389 1,389 +77 +159 +159
$12,500 - ....---- 1,672 1,657 1,969 1794 -15297 +122
$15,000--- ..-- . 2,162 2,007 2,479 2,479 -155 +317 +317
$20,000- ......- 3,334 2,707 3,769 3,769 --627 +435 +435
$25,000.. --- 4 7P8 3, 407 6,059 5, 059 -1, 301 +351 +351
$35,000 ...------ 7, 980 4,807 8,069 8,059 -3,173 +79 +79

MARRIED COUPLE, NO DEPENDENTS

$2,000.--,--- $28 $93 0 $56 +$66 -$28 +$28
$3,000..-..--- 126 233 $98 200 +107 -28 +74
$5,000.--- 338 513 395 395 +175 +57 +57
$7,600..-.- ---- 630 863 790 671 +233 +160 +41
$10,000- 962 1,213 1096 1,096 +'251 +134 +134
$12,500------- 1,294 1,563 1,548 1,408 +269 +254 +114
$16,000 ----. 1,1,660 1,913 1,908 1,908 +247 242 +242
$20,000.- - 2,460 2,613 2,768 2,768 +153 +308 +308
$26,000 --- 3,344 3,313 3,748 3,748 -31 +404 +404
$35,000- --- 65,436 4,713 6,233 6,233 -723 +797

MARRIED COUPLE, 2 DEPENDENTS

$3,000...- 0 $46 0 0 +$4 0 0
$5,000 -..----- $166 326 $185 $185 +171 +$30 +$30
$7,500 .... . '426 676 560 455 +250 13 +29
$10,000.--- .-.-- 734 1, 026 868 858 +292 4124 +124
$12,500- -- 1,061,376 1,283 1,164 +310 217 +98
$16,000 ..--1, 402 1,726 1,628 6282 +324 +226 +226
$20,000...W---.. 22,172 2,426 2,488 2,488 +264 +316 +316
$26,000C --- 3,035 3,126 3,398 3,398 +91 +363 +363
$35,000 --- 5052 4, 26 5, 813 5,813 -526 +761 +761

I With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the first
$7,600 of estimated wages plus 17 percent of the.remainder of estimated wages is exceeded by estimated
itemized deductions except that a single additional allowance is allowed where the itemized deductions
above the floor equal or exceed $350 rather than $700.

2 With an extra $700 exemption for withholding purposes for each $700 by which 10 percent of the first
$7,500 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated
Itemized deductions.

I Allowance does not result in underwithholding because of limitation provided by the bill.

2. Payments of estimated social security and hospital insurance taxes by
self-employed persons (sec. 102 of the bill and sec. 6015 of the code)

Present law.-Under existing law, self-employed pers ns are re-
quired to pay their social security tax and their tax for the hospitalinsurance program w ien they file their final income tax return for a
given year. However, they may voluntarily pay this tax quarterly
with their estimated income tax payments.

9.869604064

Table: Table 6-G.--Underwithholding and overwithholding under present law, under H.R. 12752 as passed by the House of Representatives, and under the Finance Committee amendment; selected taxpayers with deductions the greater of the minimum standard deduction or 30 percent of wage income
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Tlle tax, now based on tlhe initial $6,600 of net earnings from self-
eml)loynent, is imposed on self-ellplloyed individuals who have net
eairnlings from self-emplloyment which total $400 or more. When
an individual also hts covered wage income, this is subtracted from
the $6,600 ImaxiIIllllU earnings base, and the self-employment tax is
computed on the lesser of this amount or net earnings from self-
empl()oyment. A taxpayer who llrs $400 of net self-employment
income must file a final return and pay self-employment tax even if
he is not required to file an income tax return.

General erf)planation.--- 'ebill places self-employed Ipersons on
tlhe siaine c(llrrent p)laynellt Ibasis with respect to tle playmlent of their
self-enlillov!(lenlt .tax tli ttley are Inow o()r for ilnc()meItalxl)l'l)rses.
It (Idols so byreq)lirini qllluarterly payments of estimated self-enmploy-
mlent tax. It will place self-emrpl)oyed persons on molre nearlytile
salie, aylllelts basissfor social security prilll)oses as tliat of employed
p)ersolls, whose social security tax is withheld from their wages by
eml lovers.

'T'lie adoption of current payment for self-employment tax is ac-
coml)lished with a minimum of difficulty for the self-employed tax-
payers who currently file declarations of estimated income tax,
since the payment of estimated self-employment tax will be integrated
with the payment of estimated income tax. For the estimated I mil-
lion self-employed persons who do not now file declarations of esti-
mated income tax but who will be required to file such declarations as
a result of this bill,,tlle advantages of current payment will outweigh
tihe added compliance requirements.

'Tl'e payments of the self-employment tax will, as a result of this
bill, le received on a quarterly basis instead of generally on an annual
basis as under present law. It is understood that the amounts re-
eiived on a quarterly basis will be estimated and paid over from the
general fund to the OASI, DI, and HI trust funds on a current basis.

Tables 7 and S show the maximum dollar amount of self-employment
tax and tax liability since 1951.

TABLE 7.--Maximum dollar amount of self-employment tax for individuals,
1951 to 1987

Maximum Maximum
Year net earnings Tax rate tax

base i perperson

Percent1951-53.......--......................... .. . .. $3, 00 2.26 $81.00
19,54--.-................J......-..... 3, 600363.0 108.0019M-5 ................................ ................ 4,200 3.0 126.001957-68-4....20...0.......................... 4 200 3.376 141.7619W59.-.....48.......................--- . .... .......... 4,800 3. 7 180.00
196061..-..-.......--..-.. ..................... 4,800 4. 216.0019162 ... ..... . ......................................... 4, 800 4. 7 225.60
1W13-65.. . ..... .........-..... ..-..-................ 4,800 5.4 25.20
1966.. ......... ... .......... . ............ ............ ....... 6, 600 2 6. 16 405.90
1967-68-...--.. -..---..................4.......6, 600 6.40 422.40
1960-72...-..................................... 6,600 7.10 468.60
1973-76 -......- ..- ....--- .... ................. .. ....... 6, 600 7.66 498. 30
1976-79 -....- .... ... ......... ..-- ........-. 6, 600 7. 60 01.60
190186-.....- .....-.... .............. ............... 6, 600 7. 70 08. 20
f197+ .. ........-...........................- 6, 600 7.80 514.80

The minimum net earnings subject to the self-employilent rate has heen $400 since 1951,2 Includes OA8DI (social security) tax rates and HI (hospital tnsuranc.) tax rate of 1966 and all following
years.
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TABLE 8.-Self-employment tax liability, 1951 to 1966

Self-employment tax

Number of
Year income tax Amount of

returns re- self-employ- Average tax
porting self- rent tax per return I
employment

tax

MWllUiow Mitllions
1951t..-.-.-.-........ .-- .-..- . ..-.. -..-. 4.1 $211.3 $51.80
1952.....---.-. -----------------....: 4.1 217.5 53.60
1953...-...-----.-.-. --...----.-.---. . 4.2 226. 6 53.70
1954..---...--------.----- ...--...--- 4.2 301.6 71.60
19.5 ....----------------....-----.................... 6. 6 463.2 69.70
9.......- .....-.......................................... 7.4 33. 1 72.60
1957....--------.--..----.... . ----- -...-.-------- 7.0 581.2 83.10
1958 ------ ........-....-.....- .... . 7.0 589.2 84.00
1959-....-.-- .......-.....-............-..--- 7.0 701.5 99.70
19i0..-.....--............................................. 6.9 833.5 121.00
19W1..-.......-- -- . .------------ ... 6.7 840.1 124.60
1 ... ....... ................................................. 6.7 887.2 132.90
1963 ..-----...........5........... 6. 6 1,002.2 154. 60
1964 preliminaryy) . ........ .......----- -----...... . 6.3 1,009.0 160.00
1065 (estimated) .---- --- ...--.--------.. -------------- . 6, 2 1,0 0.0 169.00
196W (estimate) ---..........------- ---- ----------- 6.3 1, 00.0 238.00

I Average computed from unrounded figures.
* Includes doctors of medicine newly covered by the Social Security Amendments Act of 1965.

Explanation of provision.-Under the bill, a self-employed person
generally will be required to file a declaration of estimated tax when-
ever the combined total of his estimated income tax liability and his
estimated social security and hospital insurance tax liability exceeds
$40. Payments of estimated tax will be made as at present with the
exception that the amount paid will include both the estimated income
tax and the estimated self-employment tax. That is, for calendar-
year taxpayers the declaration will have to be filed by April 15 and
quarterly payments will be required on April 15; June 15, and Septem-
ber 15 of the current year and on January 15 of the succeeding year.

Persons whose gross income derived from farming and fishing
activities will be at least two-thirds of their estimated gross income
from all sources will not be required to make quarterly payments of
estimated self-employment tax. This treatment conforms to the
present provisions for the payment of estimated income tax for farmers
and fishermen. Further in conformity with present law regarding
estimated income tax, such persons will have until January 15 of the
year following the taxable year to file a declaration of estimated tax,
and need not file a declaration at all if they choose to file their final
tax return by February 15.
A penalty for underpayment of estimated tax will be imposed when

amounts paid by the quarterly payment dates are less than the
amunits that would be due on those dates if the estimated tax for the
year equaled 80 percent of the combined liability for income and self-
employment taxes. The penalty is computed with respect to each
inst lllnent separately. However, even if the above 80-percent rule is
not nmet, no penalty is imposed with respect to an installment if the
estimated tax paid to date equals the amount that would be required
to be paid if the estimated tax were the least of the following:

(1) The sum of the income tax and the self-employment tax
shown on the return for the prior year;

9.869604064
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(2) The sum of the income tax and the self-employment tax
that would be due on the prior year's income under current
rates and current exemptions;

(3) Atl amount e(qual to 8O percent (66/3 percent for farmers
a11nd fishllermell) of thle cormbined)il income antd self-employment
taxes due coil)pute(d )by ainnualizinig the taxable income received
in themlnoiths ill the yeal' prior to the month a particular install-
lrment is (due. Self-etlmlo)lyment. income for this purpose is only
the 1amrount received to date with the Imaxiillum o(f $6,(00 reldiced
)'by employee social security wage income placed on an annualized
basis; or

(4) An antiont equal to 90 percent or mIiore of the combined
tax l)ayable on tile income actImlly received from tihe beginning
of tie 'year lul) to the month in which tlie installment in (due.

I/'fecftive (late.-This provision is effective for taxable years beginning
after I)ecember 31, 1966.

/lerenue effect. --Thlis provision is expected to ill(relase fiscal year
1967 t rlst flumid revenues, whlich ar(e n(ot reflected iln the a(lniinist ri tive
budget, by $20(0 million. It will liave no effect on revenues in the
fiscal year 1(966.
3. Un derpaml, entjntof installments of estimated income tax by individuals

(sec. 103 of the bill and sec. 6654 of thle code)
l'resent lraw. -- older existing lav the penalty for nd(lerpaylment of

estimated tax is restricted to the difference between the amount of
tax paid through witlhhloldi ng, quarterly installments of estirlated tax,
or both, and 70 percent5 of the inall liability for tlie taxable year.
Tllis pel)(lty is cominputed on a quarterly basis. Even if this rille is
not imet, I however, no penalty is imposed if one of four exceptions
apply. O(ne of those exceptions l)rovides that tile penalty will not
be iimp)osed( if a (quarterly playiment equals thle amount which would be
d(ue if tlie, estimated tax were 70 percent of thle tax dltie on the an-
nualized amiiounlit of taxable income received in the months pIrior to
the imonthi tlie (quarterly estimated tax paymIient is due.
The pelnalty iii)pose(l is a charge equal to 6 percent. per year on the

allomlllt of underpayml(ent. lThe penalty is not a deductible expense
for tiax purposes.

Exid.llmaton. of provi.sios.---The bill increases tile proportion of thle
final liability Whiche is to be p)aid currently to avoid ia penalty from
70 to SO per.eniit. This amendment restores the pre-1954 requirement.
It is consistent with tlie other provisions of tile bill since it more
nearly requires current p)ayilent of tax. It insures that taxpayers
whio receive (moist of their income from sources not. subject to with-
holding will be required to pay a larger share of their tax liability
currently just as wage earners will be required to (do through graduated
withholding.

Thlie bill also modifies thle one alternative exception to tile penalty
which contains a 70 percent test. This is the afnnuahized income test
described above where the 70 percent requirement is raised to 80
percent, to conform to thle principal amendment.

Effective date.-This provision will apply with respect to taxable
years which begin after December 31, 1966.

Revenue effect.-It is estimated that thle larger estimated taxpay-
ments require(l under this rule will result in it temporary increase in
tax collections that will add $150 million to revenues in fiscal year 1967.
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4. Acceleration of payment of estimated tax by corporations (sec. 104
of the bill and sec. 6154 of the code)

Present law.-Corporations with an estimated tax liability in
excess of $100,000 presently are required to Imake partial payments
during the current tax year of their estimated tax in excess of $100,000.
Under the provisions of the Revenue Act of 1964, corporations are
in the midst of a transition from a system of two partial payments
of currently estimated tax to a system of four payments nmlde by
calendar year corporations on April 15, June 15, September 15, and
December 15.

Under the present schedule, corporations using the calendar year
file an initial declaration and pay 9 percent of their estimated i966
tax liability in excess of $100,000 on April 15 of this year. On Jine
15 they pay an additional 9 percent of the estimated liability, and
they pay installments of 25 l)ercent each on September 15 and Decem-
ber 15. The renmining 32 percent of the estimated tax, as well as tile
initial $100,000 of tax liability, \is paid in equally installments on
5Marcll 15 and June 15, 1967.
In 1967, tle April and June estimated tax payments are each

scheduled to be 14 percent of the estimated tax liability above
$100,000. The payment schedule under present law is summarized
in table 9.

TABLE 9.-Payment schedule for calendar year corporations under present law
showing percentage of estimated tax to be paid I

CCurrent taxable year Following year
Calendar year

Apr. 15 June 15 Sept. 15 I )ec. 15 Ma.. 15 June 15

l -................................... 9 25 25 i 16
1W96i7---.---...--.---.- *-- ------ --- 14 14 25 25 11 11
l S;X...--.--- ....--------....-- ------ ... 1 19 25 25 6 6(

197
.......... . .................2. 2. 25 25 3 3

1971 and subsequentyers-................ 25 25 25 25.

I Tax in excess 6f $100,000.

General ertpanatioTl.---'lhis I)ill accelerates the transition to full
current payment of corporate tax liablilitesi il exess of $1 00,000. The
trialsition is completed in 1967 under' tills bill, instead of 1970 as
provided under existing law.

Corporate tax liabilities remain unchanged by the provisions of
this bill.
The bill completes a process which began in 1950. Prior to 1950,

corporationswere permitted to pay their tax liability for tile current
year in four quarterly installments in the succeeding year. The
leveniue Acts of 1950, 1954, and 1964 contained provisions which
,LTaduaIlly required corporations to accelerate the payment of their
liabilities to the yoar in which tieyx accrued, just as individuals
have done since 1943. The Revetnue Act of 1964 required corporations
to pay that portion of their tax liability which exceeds $100,000 in
four equal installments, which for calendar-year corporations are
April 15, June 15, September 15, and December 15 of the year in
which the liability occurs. It also provided a 7-year period during
which the transition to this collection procedure would be completed.
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Yollr committee's bill, in effect, merely reduces the length of the
transitioll period to 4 years.
Under the bill, 12 percent, rather than 9 percent, of the tax in

excess of $100()000 is to be payable by a calendar-year corporation in
April and Julne 1966, and in 1967 and thereafter 25 percent is to be
payable on each of these two dates. Table 10 shows the schedule of
payment dates provided under the bill for a calendar-year corporation
for 1966 1and suil)sequent years.
TAnLE 10.--Paytment schedule fr calendar-year corporations under bill showing

percentage of estimated tax to be paid l

Current taxable year Following yearCalendar year

Apr. 16 June 15 Sept. 16 Dec. 16 Mar. 16 June 16

1966 ............. . 12 12 25 25 13 13
1967... .2.... 26 26 226...
1968 and sublselquent yeurs2....... 2 2 25

I 'I'a In excess of $lW),00X.

The bill does not impose a hardship on corporations. The majority
of corporations, those with small- and medium-sized incomes, are
excluded( from the provision because their tax liability is less than
$100,000. It is estimated that only 16,000 corporations will be
affected by this acceleration. There corporations are generally the
largest 1an1 possess considerable financial resources.

(Corporations affected by this provision will not be put on a fully
current basis with respect to their total taxpayments, since only the
estimated taxes in excess of $100,000 are affected. Furthermore, the
various provisions in existing law that limit the imposition of penalties
when estimated payments fall short of actual liabilities are not changed.

Accelerating the corporate taxpayments schedule to complete the
transition to the current payments basis in 1967 will produce larger
payments in 1966 and 1967 than would be made under present law.
It. also means that the talxpayments in 1968, 1969, and 1970 will be
lower than those scheduled under present law. These effects of the
bill on taxpayments are desirable in view of current fiscal policy
considerations.

Ilncrelased corporate taxpayments in 1966 and 1967 will introduce
fiscal restraint into the economy during the critical months when the
buildup of defense expenditures for Vietnam is greatest. The tax
receipts will reduce the budgetary deficit and will reduce the cash
flow available to corporations.
The reduction in corporate taxpayments in the years 1968 through

1970 l>elow the levels under present law will come when it is hoped
the pressures of Federal Government requirements upon the econ-
opiy's prod(lutive capacity will have eased off. The corporations
affected by this provlsionl then will be in a position to increase their
investment expenditllres and thereby offset the leveling of Federal
Governlmentt defense expenditures.
At the present tine, investment in industrial plant and equipment

is )roceeding at record levels. A slowdown in the expected increase
in investment spending, therefore, will moderate the demand for
productive resources that no longer are in excess supply.. Some re-
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straint on increased investment spending under these circumstances
appears appropriate. A similar moderation in dividend payments
would be reflected in expenditures on consumer goods and would have
the same salutary economic effect.

Acceleration of tax payments is preferable to an increase in the
corporation income tax rate. Without any further acceleration of tax
payments, an increase of 4 or 5 percentage points in the corporation
income tax rate probably would be needed to yield the same revenue
increase in fiscal year 1967 as the acceleration schedule in this bill.
The acceleration of corporate tax payments will moderate the

increase in private investment expenditures and restrain inflationary
pressures while permitting employment to continue to expand.
The large tax increases necessary to yield as much increased tax re-
ceipts as the acceleration of payments might cause sizable reductions
of investment expenditures thereby impairing the expansion in
economic activity and productive capacity vital to continued stable
economic growth.

Effective date.-The revised schedule for corporation tax payments
is to apply to taxable years beginning after December 31, 1965.

Revenle effect.-Administrative budget receipts will be increased
by $1 billion in fiscal year 1966 and by $3.2 billion in 1967 as a result
of enactment of this provision.
5. The excise tax on passenger automobiles (sec. 201 of the bill and

sec. 4061 of the code)
Present law.-Prior to the passage of the Excise Tax Reduction Act

of 1965, a tax of 10 percent was imposed on the manufacturer's price
for .passenger automobiles. The rate was reduced to 7 percent for
the period June 22, to December 31, 1965. On January 1, 1966,
the tax rate was reduced to 6 percent, and it is scheduled to fall to 4
percent on January 1, 1967, and to 2 percent on January 1, 1968.
On January 1, 1969, the tax will be reduced to a permanent level of
1 percent. Refunds will be paid to dealers with respect to automobiles
held in inventory on any date on which the tax rate is reduced.
Explanation of provisions.-The bill restores the excise tax rate

on passenger automobiles to the 7-percent rate applicable last Decem-
ber. The restoration of the 7-percent rate is for a 2-year period
beginning the day after the date of enactment and ending on March
31, 1968. The excise tax rate on automobiles then is to become
2 percent, as scheduled inder present law for 1968 and 1 percent
on January 1, 1969. Thus there is a moratorium on these tax reduc-
tions scheduled under present law for a 2-year period. At the end
of that time, however, the rate will revert to the level which would
have been in effect in the absence of the moratorium.
The House bill would have imposed a tax of 1 percent of the manu-

facturers (or imported's) price upon all new automobiles held in stock
by dealers or distributors on the day the 7-percent tax rate becomes
effective. Your committee has not retained this provision and, there-
fore, the bill as amended by it will not provide for a floor stock tax
payable by the dealers.
The decision not to impose the floor stock tax was taken by your

committee because dealers pointed out to the committee the many
problems which they would have with respect to this tax. They
would have difficulty, for example, in gaining customers' acceptance
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to the inclusion of this tax in the retail price of cars since this amount
would not he included in the sticker attached to the new cars reflecting
the intended retail price. They also would have difficulty in deter-
mining the exact antount of this tax at the time they sold the cars
out of their inventory in the case of sales occurring either on the date
of the tax increase, or shortly thereafter. For these reasons your
committee concluded that it was appropriate to delete the floor stock
tax from the Houtse bill. This will decrease revenues otherwise ob-
tained from the House hill by $25 million in the fiscal year 1966.
With regard to the reductions scheduled for 1968 and 1969, tax

refunds will be made for inventory on hand. These refunds will be
paid to dealers and distributors by manufacturers, and the latter
will receive reimbursement from the Government.

Effective date.---T'he tax rate is to be restored to 7 percent effective
with respect to sales by manufacturers, producers, and importers be-
ginning with the day after the date of enactment. ,

Revenue effect.-This provision will increase revenues by $35 million
in the fiscal year 1966 and by $420 million in the fiscal year 1967.
6. The excise tax on telephone service (sec. 202 of the bill and sec. 4251

of the code)
Present law.-Under the law in effect prior to January 1, 1966, a

10-percent tax was levied on amounts paid for general and toll tele-
phone and teletypewriter exchange service. This rate was lowered to
3 percent, effective as of January 1, 1966, under the provisions of the
Excise Tax Reduction Act of 1965. As presently scheduled, the tax
rate will fall to 2 percent on January 1, 1967, to 1 percent on January
1, 1968, and will be repealed on January 1, 1969.
Explanation of protnsion.-The bill restores the 10-percent excise

tax rate on telephone service, including teletypewriter service, and
postpones further reduction in the tax rate until April 1, 1968. On
that date, the tax rate will fall to the 1-percent rate scheduled under
present law to be effective in 1968. Then (as under present law) the
tax is repealed on January 1, 1969.
The taxes on communications service which were repealed as of

January 1, 1966, are not affected by this bill. Thus, private com-
munications systems, telegraph service, and wire and equipment
service will remain exempt from the excise tax.

Exemption for hospitals.-The bill provides an exemption from the
excise tax for telephone services furnished to nonprofit hospitals
exempt, from income tax. This is to accord such hospitals the same
treatment accorded Government hospitals under present law.

Effective (late.-The 10-percent rate on telephone and teletypewriter
service is to become effective with respect to bills rendered on or after
the first day of the first month which begins more than 15 days after
the effective date of this legislation. The exemption for nonprofit
hospitals is to go into effect at the same time.

Ievenue eflect.--This provision will increase revenues by $785
million in the fiscal year 1967.
7. Disallowancewof deduction for certain indirect contributions to political

parties-A provision added by your committee (sec. 301 of the bill
and sec. 276 of the code)

In some cases it has been held that advertising in a convention
program of a political party or in other political publications is
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deductible where the intent of the advertising was to sell the product
advertised rather than being designed primarily as a political con-
tribution. In the case of payments for admissions to dinners or
programs held for the purpose of raising funds for a political party or
candidate, it appears unlikely that a deduction is available under
present law even though the expense is incurred by a business
(although deductions in some cases may be available for the fair
market value of the dinner or the program). In addition, it is probable
that under present law amounts paid for admission to an inaugural
ball, gala, or similar event are in most cases not deductible.
Your committee believes that the tax treatment of advertising in a

political publication, payments for admission to a political fund raising
dinner or program, and admissions to inaugural balls, etc., should be
clarified. Moreover, since direct political contributions are not deduct-
ible under present law to individuals.not engaged in business, your
committee believes that it is undesirable to permit a business to take a
trade or business expense deduction with respect to any of these
amounts which usually in practice represent ways of making indirect
political contributions or costs of participating in political activities.
For the reasons indicated above, your committee has.added a section

to the Internal Revenue Code to insure that no deduction is to be
allowed for advertising in a convention program of a political party
or in any other publication if any part of the net proceeds of the
publication directly or indirectly inures (or is intended to inure) to the
use of a political party or to a political candidate. Similarly no de-
duction is to be allowed for payments made for admissons to any
dinner or program if any part of t ie net proceeds of the dinner or
program directly or indirectly inures (or is intended to inure) to the
use of a political party or political candidate. In addition, no deduc-
tion is to be allowed for payments for admissions to inaugural balls,
inaugural galas, inaugural parades, inaugural concerts, or similar
events identified with a political party or political candidate.
A political party for purposes of this provision is defined in the same

manner as elsewhere in the code with respect to debts owed to political
parties (sec. 271). A political party for this purpose includes not only
a political party itself, but also any committee of a political party, as
well as any committee, association, or organization which accepts
contributions or makes expenditures to influence elections of individ-
uals seeking election to public office, whether or not they are elected.
In addition, your committee has added language specifically to cover
contributions to organizations set up to influence the selection of can-
didates through primaries, conventions, or otherwise, for election to
public office. A political candidate for this purpose includes not only
candidates for elective public office but also those who are seeking a
nomination through a primary, local convention, or meeting of a

political party. Amounts paid to an individual may be treated as
inuring to the benefit of a political candidate only if such amounts may
be used for the purpose of furthering his candidacy for elective public
office. Thus, no proceeds received by a political candidate are treated
as injuring to his benefit for. these purposes if they are received in the
ordinary course of a trade or business other than that of holding elec-
tive public office.
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This provision is to apply for taxable years beginning after Decem-
ber 31, 1965, l)ut only with respect to amounts paid after the date of
enactment of this bill.
8. Information. retirn.s to be supplied by Department of Agriculture-A

provision added by your committee (sec. 302 of the bill and sec.
6041(e) of the code)

ITlder present law persons engaged in a trade or business and making
payments in the course of that trade or business to another person of
certain specified types of income are required to supply information
returns to the Internal Revenue Service with respect-to all payments
made in any year to an individual of $600 or more. These information
returns must also be supplied the Internal Revenue Service in the case
of such payments made by the United States (or officers or employees
of the United States). This includes payments by the Department of
Agriculture with respect to Commodity Credit Corporation transac-
tions, soil bank payments, etc.
iAlthough these statements with respect to payments of more than

$600 a year must be supplied by the Department of Agriculture to
the Internal Revenue Service, there is no requirement that copies of
such statements must be furnished to the farmers receiving the pay-
ments. Such statements under present law are required to be
furnished to the recipients of the payments in the case of interest and
dividend-payments of $10 or more a year.
Your committee believes that farmers should have the same infor-

mation with respect to the payments which are reported to the Gov-
ernment in their case as is true under present law in the case of the
recipients of dividend and interest payments.

our committee's bill for the reasons indicated above requires the
Department of Agriculture, in the case of payments made under
programs it administers, to supply the farmers with copies of anystatements which under present law the Department of Agriculture
must send to the Internal Revenue Service. These statements must
be sent to the farmers by January 31, of the next year. The provision
added by your committee also provides that these statements may be
sent out as the Secretary of Agriculture may designate through the
national office of the Department of Agriculture, any State office, or
through local offices of the Department of Agriculture or any of its
agencies.

This provision is to be effective with respect to reports sent to the
Internal Revenue Service after the date of enactment of this bill.

V. TECHNICAL EXPLANATION OF THE BILL
TITLE I-ADJUSTMENT OF CERTIAN COLLECTION PROCEDURES

SECTION 101. INCOME TAX COLLECTED AT SOURCE

In general, section 101 of the bill amends section 3402 of the code
(relating to income tax collected at source) to provide for new wage
withholding rates which are graduated and take into account the
minimum standard deduction and to provide new wage bracket
withholding tables based upon the new rates. In addition, such sec-
ti(,n provides for withholding allowances, under certain circumstances,in tile case of an employee who has a large amount of itemized deduc-
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tions. Subsections (a), (b), (c), (d), (f), and (g) of section 101 of the
bill as passed by the House have been approved by your committee
without change.
Your committee has made changes in subsection (e) of section i01

of the bill which affect the procedures whereby taxpayers with rela-
tively large itemized deductions in relation to their wages may claim
withholding allowances in addition to the regular withholding exemp-
tions. The changes made by your committee in respect of these
withholding allowances are described below.
For the technical explanation of section 101 of the bill (other than

the amendments made by your committee), see page 33 of the report
of the Committee on Ways and Means on the bill.

Withholding allowances for itemized deductions.-Section 101(e) of
the bill (as passed by the House) amends section 3402 of the code to
provide that an employee shall be entitled to claim a withholding
exemption for each withholding allowance to which he is entitled under
section 3402(m) (added by the bill) and which is not claimed on a

withholding exemption certificate in effect for his spouse. Under
section 3402(m) as added by the bill as passed by the House, the num-
ber of withholding allowances to which an employee is entitled with
respect to a payment of wages is equal to the number obtained by
dividing by $700 the excess of-

(1) the employee's estimated itemized deductions, over,
(2) an amount equal to the sum of 12 percent of the first

$7,500 of his estimated wages and 17 percent of the remainder
of his estimated wages.

Such subsection also provided that fractional numbers are disregarded
for purposes of determining the number of withholding allowances to
which an employee is entitled under this new subsection; except that
if the number obtained by applying the above formula is equal to
one-half or more but less than one, the employee is entitled to one
withholding allowance. Your committee has changed the formula
for determining the number of withholding allowances to which an
employee is entitled to provide that fractional numbers shall be
disregarded in all cases; but that the percentage to be applied to the
first $7,500 of estimated wages is 10 (rather than 12) percent.
New section 3402(m) (2) (A) provides a definition of the term

"estimated itemized deductions." Under the definition included in
the bill as passed by the House, an employee's estimated itemized
deductions could not be greater than the amount of the deductions
(other than the deductions referred to in sees. 141 and 151 and other
than the deductions required to be taken into account in determining
adjusted gross income under sec. 62) shown on his Federal income
tax return for the taxable year preceding the estimation year. Your
committee has changed this provision to provide that if the employee
did not show such deductions on his return for the such preceding
taxable year (that is, if he took the standard deduction), the amount
of his estimated itemized deductions shall not exceed an amount
equal to the lesser of $1,000 or 10 percent of the wages shown on such
return.
New section 3402(m)(2)(C) defines the term "estimation year."

Under this definition, as included in the bill as passed by the House,
in the case of payments of wages on or after January 1 and before
May 1 of any calendar year the term "estimation year" means the
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preceding calendar year (or, if the employee has filed a Federal income
tax return for the preceding calendar year and has in effect a with-
holding allowance under the new sec. 3402(m) based on using the cur-
rent-calendar year as the estimation year, such current calendar
year is the estimation year). Your committee has made a technical
change in this part of the definition to provide that the current calendar
year shall be the "estimation year" with respect to any withholding
allowances claimed on a withholding exemption certificate filed after
the employee has filed his Federal income tax return for the preceding
calendar year.
New section 3402(m)(3)(D), as included in the bill as passed by the

House, provided that the Secretary of the Treasury or his delegate
may by regulations provide that one or more of the withholding
allowances to which an employee would, but for this provision, be
entitled shall be denied because such employee's estimated wages are
above the level at which the amounts deducted and withheld are
generally sufficient to offset the liability for Federal income tax with
respect to the wages from which such amounts are deducted and
withheld. Your committee has made a technical amendment to this
provision to make clear that the relationship between withholding
and tax liability may be determined by taking into account a reason-
able allowance for deductions and exemptions.

Section 3402(m)(3), as included in the bill as passed by the House,
provided in subparagraph (E) that the Secretary of the Treasury or
Ilis delegate may prescribe tables pursuant to which employees shall
determine the number of allowances to which they are entiled under
the new section 3402(m). This provision further provided that the
tables could be based on reasonable wage and itemized deduction
brackets. Your committee has revised this provision (and included
it in a new par. (4) of sec. 3402(m)) to make clear that such tables
shall be consistent with the provisions of new section 3402 (m) (1) and (3)
and to provide that such tables may, at the discretion of the Secre-
tary of the Treasury or his delegate, increase or decrease the number
of withholding allowances to which employees in the various wage
and itemized deduction brackets would, but for this provision, be
entitled, to the end that, to the extent practicable, amounts deducted
and withheld (1) generally do not exceed the liability for Federal
income tax with respect to the wages from which such amounts are
deducted and withheld, and (2) generally are sufficient to offset such
liability for tax. Thte new paragraph (4) also makes it clear that, if
such tables are prescribed, the number of withholding allowances to
which an employee is entitled under section 3402(m) will be deter-
mined under such tables in lieu of the computation prescribed by
section 3402(m)(1) (relating to the general rule).

Section 101(e)(4) of the bill, as passed by the House, provides for
a new civil penalty in new section 6682 of the code (relating to false
information with respect to withholding allowances based on itemized
deductions). The penalty applied if any individual in claiming a
withholding allowance under new section 3402(f)(1)(F) of the code
stated (1) that the wages on his income tax return for any taxable
year were less than the wages actually shown, or (2) that the itemized
deductions on his income tax return for any taxable year were greater
than the deductions actually shown. Your committee has clarified
this provision to provide that the penalty will apply if any individual
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in claiming such a withholding allowance states (1) as the amount of
the wages shown on his income tax return for any taxable year, an
amount less than the wages actually shown, or (2) as the amount of
the itemized deductions shown on his income tax return for any taxable
year, an amount greater than the itemized deductions actually shown...
In addition your committee has made a technical amendment to
make it clear that an employee will be subject to only one $50 penalty
even though he misstates both the amount of his itemized deductions
and wages.

SECTION 102. ESTIMATED TAX IN CASE OF INDIVIDUALS

This section has been approved by your committee except for a
technical change which amends subsection (b)(1) of section 6211
(relating to definition of a deficiency) to take account, in the computa-
tion of a deficiency, of the inclusion of self-employment tax in the
estimated tax. For the technical explanation of this section of the
bill see page 40 of the report of the Committee on Ways and Means on
the bill.

SECTION 103. UNDERPAYMENT OF INSTALLMENTS OF ESTIMATED INCOME
TAX IN CASE OF INDIVIDUALS

This section has been approved by your committee without change.
For the technical explanation of this section of the bill see page 45 of
the report of the Committee on Ways and Means on the bill.

SECTION 104; INSTALLMENT PAYMENTS OF ESTIMATED INCOME TAX BY
CORPORATIONS

This section has been approved by your committee without change.
For the technical explanation of this section of the bill see page 45 of
the report of the Committee on Ways and Means on the bill.

TITLE II-POSTPONEMENT OF CERTAIN EXCISE TAX RATE
REDUCTIONS

SECTION 201. PASSENGER AUTOMOBILES

Section 201 of the bill, as passed by the House, has been approved
by your committee with two modifications. For the technical
explanation of this section of the bill (other han tthe amendments
made by your committee), see the report of the Committee on Ways
and Means starting at page 46.
Your committee has deleted subsections (b) and (c)(2) of section

201 of the bill, as passed by the House, which related to the amend-
ment of section 4226 of the code (relating to floor stocks taxes) to
impose a floor stocks tax of 1 percent on each passenger automobile '
which was subject to tax under section 4061(a)(2) and which was
held by a dealer, has not been used, and is intended for sale on the
day after the bill is enacted.

I Includes trailers (other than house trailers) suitable for use with passenger automobiles.
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SECTION 202. COMMUNICATION SERVICES

This section has been approved by your committee without change.
For tlhe technical explanation of this section of the bill, see page 47
of the report of the Committee on Ways and Means on the bill.

TITLE III-MISCELLANEOUS PROVISIONS

SECTION 301. DISALLOWANCE OF DEDUCTION FOR CER'IAIN INDIRECT
CONTRIBUTIONS TO POLITICAL PARTIES

Section 301 of the hill, which is a new section added to the bill as
passed by the House, relates to the disallowance of ldeductiols for
certain indirect contributions to political parties.

(a) Disallowance of deduction.-Subsection (a) of section :301 of the
bill amends part IX of subchapter B of chapter 1 (relating to itenls not
deductible) of the Internal Revenue Code of 1954 by inserting a new
section 276.

SECTION 276. CEIRTAIN INDIRECT CONTRIBUTIONS TO POLITICAL
PARTIES

Subsection (a) (1) of section 276 provides, in part, that no deduction
will be allowed for any amount paid or incurred for advertising in a
convention program of a political party (as defined in subsec. (b) (1)
of sec. 276). This rule applies whether the convention program is
published by a political party or by any other person, entity, or
organization and whether the advertising revenues therefrom are
received by or payable to a political party or any other person, entity,
or organization. Thus, for example, no deduction is allowed for
advertising in the program of a convention of a political party even
if the program is published by a corporation engaged in the business of
publishing such programs for profit and that corporation retains all
the proceeds of such program and even if there is no showing that the
corporation paid for such ight.

Subsection (a)(1) of section 276 also provides that no deduction will
be allowed for amounts paid or incurred for advertising in any other
publication, if any part of the proceeds thereof directly or indirectly
inures (or are intended to inure) to or for the use of a political party or
political candidate. (Subsec. (b) (2) describes the circumstances under
which proceeds shall be treated as inuring to or for the use of a political
candidate.) Thus, no deduction is allowed for such advertising ex-
pense even if the publication is published at a loss (that is, the proceeds
derived from the publication are insufficient to meet the expenses
attributable thereto) if, had there been a profit, any part of the pro-
ceeds would have inured to or for the use of a political party or a politi-
cal candidate. A deduction will not be allowed where the proceeds,
or any part thereof, indirectly inure to or for the use of a political party
or a political candidate. For example, if a local host committee agrees
to make a payment to a political party or a political candidate for the
purpose of bringing a political convention to a certain locale, and in
consideration therefor secures the right to publish a book or pamphlet
in connection with such convention and to retain the advertising
revenues derived therefrom, amounts paid or incurred for advertising
in such publication are not deductible. However, this is not intended
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to change the rule of present law as to the treatment of direct contri-
-butions of persons engaged in a trade or business in-a locality to a com-
mittee organized for the purpose of bringing a political convention to
such locality, if such contributions are made with a reasonable ex-
pectation of a financial return commensurate with the amount of the
contribution. (See Rev. Rul. 55-265, C. B. 1955-1, 22.)

If any part of the proceeds of a publication (whether or not pub-
lished in connection with a political convention) inures to a political
party or a political candidate, deductions for advertising in such
publication will not be allowed regardless of the purposes for which
such proceeds are utilized or expended by such party or candidate.
Thus, for example, no deduction will be allowed for advertising in a
publication, the proceeds of which are used by a political party for
purposes other than those directly related to the election of a candi-
date to a public office (such as permanent office rent, salaries of
permanent employees, and voter registration or education programs).
Subsection (a)(2) of section 276 provides that no deduction will be

allowed for any amount paid or incurred for admission to any dinner
or program, if any part of the proceeds of such, dinner or program
directly or indirectly inures (or is intended to inure) to or for the
use of a political party or a political candidate. Amounts paid for
admission to a dinner or program include all charges, whether direct
or indirect, for attendance and participation at such dinner or pro-
gram. (A similar rule applies for admissions to which subsec. (a)(3)
is applicable.) Thus, for example, any separate charge for food or
drink at such dinner or program is an amount paid for admission.
The term "dinner or program" includes, but is not limited to, such
events as galas, dances, theatrical or film presentations, cocktail
parties, picnics, and sporting events. As in the case of advertising
expenses described in subsection (a)(1), the provisions of subsection
(a) (2) apply regardless of whether the dinner or program operated at
a profit or a loss, and without regard to the purposes for which such
proceeds are utilized or expended by such a party or candidate.

Subsection (a) (3) of section 276 provides that no deduction will be
allowed for any amount paid or incurred for admission to an inaugural
ball, gala, parade, or concert, or to any similar event if such event is
identified with a political party or political candidate. No deduction
is allowed for admission to such inaugural events regardless of the
sponsorship thereof or the disposition of the proceeds and regardless
of whether the inaugural celebrated is of a Federal, State, or local
official. Thus, for example, the cost of attending an inaugural b ill
sponsored by a nonpartisan or bipartisan committee or organization
is not deductible even if the proceeds are used only to defray the
expenses of such ball or similar event. The term "similar event" as
used in subsection (a)(3) includes, but is not limited to, such events
as dances, theatrical or film presentations, cocktail parties, and
sporting events.

Subsection (b)(1) of section 276 defines the term "political party"
as used in section 276, to mean a political party as commonly under-
stood; a National, State, or local committee of a political party; or a
committee, association, or organization, whether incorporated or not,
which directly or indirectly accepts contributions or makes expendi-
tures for the purpose of influencing or attempting to influence the
selection, nomination, or election of any individual to any elective



TAX ADJUSTMENT ACT 0O 1006

public office, or thle election of presidential and vice presidential
electors, whether or not such individual or electors are selected, nonli-
nated, or elected. Thus, for? purposes of section 276, a political party
includes a commlnittee or other group which seeks to promote the
nomination of an individual for an elective public office in a primary
election, or in any convention, meeting, or caucus of a political party.
A committee or other group, is considered to be a political party, if,
although it does not itself expend any funds, it turns funds over to
another person or organization, which does expend funds for such
)urpose.
Subsection (b)(2) describes the circumstances under which proceeds

derived from advertising in publications, or from a dinner or program,are considered as inuring to or for the use of a political candidate.
Such proceeds are deemed to inure to or for the use of such a candidate
only if they may be used directly or indirectly for the purpose of fur-
thering his candidacy for selection, nomination, or election to any
elective public office, and if such proceeds are not received by the
candidate in the ordinary course of his trtde or business, other than
the trade or business of holding a public office. Thus, for example, if
a newspaper publisher is a candidate for public office, advertising in
his regularly-pllblished commercial newspaper is not affected by this
section merely because such publisher uses the profits from his news-
paper to further his campaign.

(a) Subsection (c) of section 276 provides a cross-reference to section
274 (relating to disallowance of certain entertainment, etc., expenses).
The provisions of section 276 are in addition to, and not in substitu-
lion for, the rules provided in section 274. !

(b) clericall amelndment.-.Subsection (b) of section 301 of the bill
makes a clerical amendment to add to tile table of sections of part IX
of subclhapter B of chapter 1, a reference to section 276.

(c) Effective date.-Unlder subsection (c) of section 301 of the bill,
the amendments made bs subsections (a) and (b) of section 301 of the
bill will apply to taxable years beginning after December 31, 1965,
but only with respect to aimoints paid or incurred after the date of
enactment of the bill.

SECTION 802. INFORMATION RETURNS MADE BY DEPARTMENT OF
AGRICULTURE

Section 302 of the bill. which is a new section added to the bill as
passed by the House relates to information returns furnished by the

Department of Agriculture witll respect to paymnelnt under programs
administered by that Departmentt.

(a) Filing by Secretary of Algricultlre or designees.--Subsection (a)
of section 302 of the bill almends section 6041 of the code (relating to
information at source) by adding a new subsection (e). Paragraph
(1) of the new subsection (e) provides that information returns which
are required under section 6041(a) with respect to payments under
programs administered by the Department of Agriculture are to be
rendered by tile Secretary of Agriculture or by one or more officers or
employees of the Department of Agriculture designated by the Secre-
tary of Agriculture to make such returns on his behalf. Under existing
section 6041, such returns are required to be rendered by the officers
or employees having information as to the payments and required to
do so under regulations.
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Paragraph (2) of the new subsection (e) provides that the Secretary
of Agriculture, or the officer or employee of the Department of
Agriculture designated by him to render any information return to
which the new subsection (e)(l) applies, shall furnish to each person
whose name is set forth in such return a written statement showing
the aggregate amount of payments to the person as shown on such
return. This statement is to be furnished to the person onl or beforeJiniiary 31 of the year following the calendar year for which the return
was nmade.

(b) effective date.-Subsection (b) of section 302 of the bill pro-
vides that the provisions of the new subsection (e) of the section
6041 shall apply with respect to information returns made after the
dtte of the enactment of the bill.

VI. CHANGES IN EXISTING LAW
In the opinion of the committee, it is necessary, in order to expedite

the business of the Senate, to dispense with the requirements of sub-
section 4 of rule XXIX of the Standing Rules of the Senate (relating
to the showing of changes in existing law made by the bill, as reported).
VII. SUPPLEMENTAL VIEWS OF SENATOR ALBERT GORE

This bill, H.R. 12752, is designed to help finance the increasing costs
of Government during the next 2 years. By raising additional revenue
it will decrease the budget deficit and lessen the amount by which the
public debt would otherwise be increased. Some assistance in conl-
trolling a nascent inflation should be provided.
Although several provisions of the bill are meritorious, it is poorly

designed in certain' respects and in all likelihood will prove quite
inadequate. Some reenforcement of fiscal policy ought to be provided
now, by raising more revenue than this bill will provide, and by placing
tie increased revenue burden where it will do the mIost to dampen
demand in areas where such demand most clearly threatens price
stability.

Oddly, the two most important provisions of the bill, from a revenue
standpoint, represent in one instance a speedup of a schedule already
adopted by the Congress-for getting corporation tax payments iore
nearly current-and in tihe other a complete reversal of a previously
adopted congressional schedule for ridding the consumer of two onerous
excises. I support the previously established congressional policy in
both instances, to place corporation taxes on a current basis, anld to
eliminate excise taxes. I oppose the proposed reversal of congressional
policy with respect to excises.

Since more revenue is needed, and since an increase in excise taxes
is regressive in nature, Congress should raIise more revenue and do so
in it more equitable ma1lnner. Suspenlsion of the investment tax credit
as a substitute for the proposed excise tax increases would serve botli
purposes. This would have the additional advantage of selectively

dampening demand in an area which seriously threatens to create
inflationary pressures.

Suspension of the investment credit, together with a modification
of the use of existing carryovers, will produce as much revenue as
would the reimposition of the excise taxes on automobiles and on
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telephone service. Suspension of the credit would add $80 million
to revenues in the current fiscal year, while raising excises to their
pre-January level would produce only an additional $65 million. In
fiscal 1967, it, is estimated that $1.2 billion would be raised by either
procedure, while in fiscal 1968 the investment credit suspension would
a(ld $1.9 billion and the excises only $1.5 billion.
So long as the revenues are this close, then, the choice would hinge

on the overall economic effects, as well as on equity considerations.
The present outlook for expenditures on fixed investment clearly

raises thle threat of inflationary pressures in that sector of the econ-
omny. Fixed investment in 1965 was 10.3 percent of gross national
pro(luct, about the same as it was (Hllring the investment boon of
1956 and 1957. 'The rate of investillent at that time could not be
sustained and neither can the (cllrrent rate.

In 1965, investment in plant andl equipment increased 15.4 percent
over 1964. Recent surveys show an expecte(l increase in 1966 of 15
percent or more over 1965, and surveys taken at thiis time of year
generally ilnderestimate final expenditures. Extending these projec-
tions into 1966, we will have by the end of this calendar year a fixed
invest meant expenditure amollunting to some I 1 percent of gross national
product. This is well above the noninflationary level of 10 percent
for a full employment economy.

Ob)viously, in the interest of orderly growth and to avoid inflation-
ary pressures in an important sector of the economy, expenditures
for fixed investment should be slowed. Expenditures should not be
halted, but marginal projects should be postponed. Suspension of
the credlit will not halt projects clearly warranted by demand. It
would remove this element of artificial stimultion in our economy.
The Finance Committee report on the 1962 Revenue Act, when tlie

investment credit was instituted, gave three specific reasons for the
credit:

1. The investment credit would "stimulate investment * * * by
redlcilng the net cost of acquiring depreciable assets, which in turn
increases the rate of return after taxes arising from their acquisition."

2. 'The investment credit "by increasing the flow of cash available
for investment, will stimulate investment."

3. The investment credit "can be expected to stimulate investments
through a reduction in the "payoff" period for investment in a particular
asset."
The same arguinents-in reverse-could noi, be used to justify

suspending the investment credit.
Given current conditions, the artificial stimulation to expenditures

for fixed investment should be cut off. The investment credit should
be suspended until such time as conditions warrant a return to
stimulation.

Another fact which is particularly pertinent today is that production
of equipment for fixed investment competes with production of hard
goods for defense purposes. This is particularly true with respect to
highly skilled manpower, in which there is already a shortage. Con-
tinued artificial stimulation of plant and equipment expenditures can
only result in bidding up the price of scarce materials, facilities, and
manpower needed for defense production, thus setting off a ripple of
inflation which might well become a powerful wave carrying all before
it.
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Looking at restraints already at work through-Government action,
olle is struck by tile tight money policy enforced by the Federal Re-
serve Board. However one may view this monetary policy fiscal
policy must work with and not against it. In this instance, the sus-
pension of the investment credit will reenforce the tight money policy
of thie Federal Reserve Board. Oi( the other hand, a tax policy which
works counter to it, will but give an excuse to the money managers to
tigllten the screws even' harder, thus giving rise to further undesirable
distortions which we have witnessed in the past when monetary policy
was misguided.

Little need le said here to support the substitution of this credit
suspension for the increase in excises on tautonmobiles and telephone
service from the standlpoilnt of equity. 'The excises bear directly on the
consumer and is recognized as a regressive tax. Furthermore, the
excise tax increases in this bill affect only one commodity and one
service. It is difficult to justify singling them ouit, particularly when
they are virtual necessities. Suspension of the investment credit will
work no hardship on any particular group and its effects will be spread
broadly, particularly across the corporate sector.

Responsible economists are now expressing concern about the pos-
sibility of inflation. It is felt by imaniy that substantial tax increases
are needed, and now. In the absence of a general tax increase now,
selective tax changes in areas where both economic and equity objec-
tives can be furthered would certainly be in order. Suspension of tile
investment credit is surely one of the most obvious places to begin.
VIII. SUPPLEMENTAL VIEWS OF SENATOR VANCE HARTKE

ON H.R. 12752

Only a few months ago tle Treasury Department told us that cuts
in excise taxes were desirable for a vibrant economy. Administration
spokesmen assured us at that time that the war in Vietnam could best
be financed by an expanding and virile economy.
A scant few weeks ago the Treasury Department informed us that

certain excise tax cuts, which had already gone into effect, had to be
reinstated to finance an escalated war in southeast Asia. Yet, when
questioned by the Finance Committee members, the Secretary of the
treasuryy was unable to tell us what the total needs were for financing
tihe war in the coming months, even though there are strong indica-
tions t this will be a long and costly war.

If excise tax cuts were a good idea last summer, they are a good
idea now.

It is not fiscally responsible to ask the Congress to reinstate excise
taxes providing only $1.2 billion when the war, at present, is costing
$10 billion a year. We should not attempt piecemeal, one-shot, stop-
gap solutions designed only to raise revenue in a hurry, when what we
need is a sound, logical plan to finance this war. Because of this
rushed approach, the reimposition of excise taxes, which are admittedly
regressive, ask needless selective sacrifices of the American people.

Therefore, I am opposed to the reimposition of excise taxes on tele-
phone service and automobiles.

0
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