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FOREIGN INVESTMENT INCENTIVE TAX ACT OF 1960

MONDAY, JUNE 13, 1060

U.S. SeNATE,
Coymrrres oN FINANCE,
Waskm{/ton, D.0.

The committes met, pursuant to notice, at 10:10 a.m., in room 2221,
Now Senate Oflice Building, Senator Russell B, Long presldmg.

o P]rosent Senators Long, i‘renr, Talmadge, Hartke, McCarthy, and
arlson,

Also present: Elizabeth B. Springer, chief clerk.

- Senator Lona. I call the hearings to order on H.R. 5.

I wish to present for the record the text of H.R. 5 together with
the reports of the Bureau of the Budget, Secretary of Commerce,
Secgetm-y of the Treasury, Secretary of t inwnor, and the Secretary

tate.

(The material referred to follows:)

{H.R. B, 86th Cong., 24 sess.]

AN ACT To amend the Internal Revenue Code of 1954 to encourage private investment
abroad and thereby promote American industry and reduce Government expendltures
for forelgn economlc ansistance
Be it enacted by the Senate and House of Representatives of the United Statea

of America in Oongress assembled,

SECTION 1. SHORT TITLE, ETC. ’ ‘

(a) Suorr TiTLE~This Act may be cited as the “Fox‘elgn Investment Incentive
Tax Act of 1960”.

(b) AMENDMENT OF 1954 Cope—Whenever in tbls Act: an amendment or
repeal 18 expressed in terms of an amendment to, ot repeal of, & section or other
provision, the reference shall be considered to be made to a section or other
provlslon of the Internal Revenue Code of 1954,

(¢) Erreotive Dare.—Hxcept as otherwise provlded, the amendments made
by this ‘Ac¢t shall be effective with respect to taxable years beglnning after
December 31, 1960.
8EC. 2. FOREIGN Busmnss CORPORATIONS,

(8) TAX on FoREIGN BUSINESS CORPORATIONS —Part, I1I of snbchaptet N of
chapter 1 (relating to income from sources without the Uhited States) is
amended by adding at the end thereof the following Rew gubpart: |

‘

“Subpart F-—Foreign Business Cotporatnons '

- “Sec. 951. Definition of foreign business corporation, ete.
*Bec. 952. Gross, taxable. and relnvested foreign income of tore!gn business
orations.
“Bec. 953. Relnsgsted forelgn income account,
‘‘Sec. 964. Distributions, etc., from reinvested forelgn income aecount.
‘“‘Sec. 965. Foreign taxen.
“8ec. 956. Special r
“Sec. 957 Elected foreign branches of ‘banks taxed as foreign business
. corporations. ‘
1
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“8KC. 931. DEFINITION OF FOREIGN BUSINESH CORPORATION, ETC.

“(n) ForkraN BusiNess CorroRAToON DerINED-—For purposes of (his title,
tho term ‘foreign businesy corporation’ menns a domestie corporation which han
clocted the treatmont provided by this subpart and which for the taxable year
sutlsflos ench of the followlng requivements:

“(1) I derives 90 porcont or more of Ha gross Income from sources within
less doveloped countries (within the meaning of subsection (e)).

H(2) 1t derives 80 percent or more of s gross incomoe from—-

“(A) the aetive conduet of a trade or business,

() dividends from a qualilied payor corporation (as deflned in
subsection (¢)) which are out of carnings and profits of any taxable
year for which suele corporation was a qualifled pnyor corporation (or
would have been such n corporation but for the 10 percent stock own-
orship requirement of subsection (¢) (1) (A)),

*“(O) Income (other than dividends) from a qualitied payor corporn-
tion, and

(1)) compensation (other than compensation to which subparagraph
(A) or () applies)---

“(1) for the reudition, within tess developed countries, of tech-
nical, managerial, engineering, vonstruction, setentifle, or Hke serv-
fees; and

“(it) for the use of, or for the privilege of using, within less de-
veloped countriey, putents, copyrights, seeret provesses and formulas,
good will, trademavky, teade brands, franchises, and other like
properties (but this clause shall apply only to the extent that the
compensation dexertbed in this clause does not execeed 26 percent
of the corporation's gross incomo).

“(3) It derives not more than 10 percent of {ts gross income from the
sale of articles which are sold by it for ultimate uxe, consumption, or dis-
position in the United States.

“(4) It is not an Ineligible corporation (as detined in subsection (d)).

“(5) It furnishes for the taxable year, and for prior taxable years affect-
ing (or affected by) an election under this subpart, such information with
respect to such corporation as the Secretary ov his delegate has prescribed
by forms or regulations as necessary to carry out the provisions of the in-
<come tax lnws,

“(b) BLECTION,—

“(1) IN oBRNERAL~—AnN election under this subpart may be made for any
taxable year to which this subpart applies and for which (after making
the election) the taxpayer is a fovelgn business corporation. An election,
once effective, shall continue in effect for all subsequent taxable years of
of the corporation making the election up to and including—

“(A) the taxable year for which the electlon is revoked by the flling
of a notice of revoeation, or

“(B) the taxable year for which the election is terminated by rea-
son of .the fact that (1) such corporation was not a forelgn business
corporation for both such taxable year and the preceding taxable year,
or (il) such taxable year is the last taxable year of the corporation.

#(2) WHEN ELECTION MUST BE MADE, ETC.—An election under this sub-
part may be made by a corporation for any taxable year at any time dur-
ing the first month of such taxable year or at any time during the month
preceding such first month. Such election shall be made in such manner
as the Secretary or his delegate shall by regulations preseribe,

“(3) NOTICE OF REVOOATION.—A notice of revocation (with respect to any
taxable year) of an election under this subpart may be made only in such
manner, and before such time, as the Secretary or his delegate shall by regu-
lations prescribe,

“(e) QUALIFIED PAYOR CORPORATION DEFINED.—

“(1) IN GENERAL—For purposes of this subpart, a domestic or foreign
corporation shall be treated, with respect to another corporation, as a quali-
fied payor corporation for any of its taxable years (including taxable years
beginning before January 1, 1961) with respect to which—

“(A) at least 10 percent of its voting stock is owned by such other
corporation,

“(B) it satisfies the requirements described in paragraphs (1), (2),
(3), and (4) of subsection (a), and
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C(C) 1t dorlves 6O percent or more of 1ty gross fncome from sourees
within less developed countries from the active conduet of a trade or
huslness,

Iror purposes of determining the tax of the taxpayer, no corporation shall
ho treated av a qualifled payor corporatfon, with respect to the tnxpayer or
any other corporntion, unless the taxpayer furnishes such information with
respeet to sueh corporation ag the Seeretary or hik delegnte has preseribed
hyl formy or regulations as necessnry to carry out the proviglons of this
subpanrt,

(2) DIHQUALIFICATION FOR INBUFFICIENT LESR DEVELOPED COUNTRY INVERT.
MENT AND PAYROLL~-A corporation shadl not bhe a qualified pnyor corporation
for any taxable year If, on determining n pereentuge under section 934(h)
with respect to sueh corporation (whether or not sach corporation s a for-
elgn buslness corporation), such percentage exeecds 20 pereent,  For par-
poses of the preceding senfence, n corporntion shall be treated as engaged
in only onetrade or business.

“(3) OTIER BPECIAL RULER-—For purposes of determining under paragraph
(1) of this subsectlon whether o corporation i o qualifled payor cor-
poration—-

“(A) lucome trom another corporation shall be treated as from a
quallfied payor corporation If such other corporation satisfles the reguire-
lll('lllts of paragraph (1) (without regard to subparagraph (¢) thereof),
nn

*“(B) a forelgn corporation shall be treated as an ineligible corpora-
tlon if it 18 a forelgn personal holding company.

“(d) INELIOIBLE CORPORATION.—IFor purposes of subsection (n) (4), each of
the following (as determined without regard to this subpart) s an ineligible
corporation

(1) A corporation exempt from taxation under subchapter I,

*(2) A corporation organized nnder the China Trade Act, 1922,

“(3) A regulnted Investment compuny subject to tax under subchapter M.

‘(4) A personal holding company (as defined fn section 542).

(6) Allfe Insurance company (as deflned in gectfon 801),

“(6) An unincorporated business enterprise subject to tax as a corpora-
tlon under section 1361,

“(7) An eclecting small business corporation (a8 defined In section
1371 (b)).

“(e) Lkss DEVELOPED COUNTRY DEFINED; ALLOCATION oF ITEMH To SOURCER
WitTHIN or WiTliouT LEss DEvELOPED COUNTRIES.~—IT0or purposes of this subpart—

(1) I.XS8 DEVELOPED COUNTRY DKFINED,—A less developed country is any
foreign country (other than an area within the Sino-Soviet bloc) or any
possesslon of the United States with respect to which, on the first day of
the taxable year, there is in effect an Executive order by the President of
the United States designating such country or possession as an economically
loss developeéd couhtiy for, purposes of this subpart. For purposes of the
preceding sefitence, an overseas tufritory, department, province, or posses-
sion may he treated as a separate country,

“*(2) CERTAIN COUNTRIES EXCLUDED.~—~NoO designation shall be made under
paragraph (1) with respect to—

Austria Italy Sweden
Belglum Japan Switzerland
Canadn Luxembourg United Kingdom of Great
Denmark Monaco Britain and Northern
rance Netherlands Ireland
Federal Republic of Norway
Germany Portugal

“(3) Source rRULES.—Items of gross income, expenses, losses, and deduc-
tions shall be allocated to sources within or without less developed countries
under regulations prescribed by the Secretary or his delegate. Such regula-
tions shall, to the extent the Secretary or his delegate finds practicable, be
consistent wlth the principles of part I of this subchapter (relating to deter-
mination of sources of income).

“(f) DISQUALIFICATION FOR SUBSTANDARD LLABOR CONDITIONS.—

‘(1) .IN GENERAL.—F'or purposes of this subpart, a corporation referred to
in subsection (a) or (c) shall be treated as an ineligible corporation within
the meaning of subsection (d) for any taxable year during which it operates
in any less developed country under substandard labor conditions, Any
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determination that this pavagraph applies to any corporation for any taxable
ear shall be made by the Secretary of Labor,  Any such determina tion shall

w final, except that it shall be subject to review by the conrts (Including the

Tax Court of the United States) in a proveeding f(n' the recovery of income

tax or for a vredetermination of a deficlency in 1'091)0(-1; of income tax.

4(2) SURKRTANDARD LABOR CONDITIONS.-—I'or purposes of this subsection, the
term ‘substandard labor conditlong' means aggregate remuneration (includ-
ing remuneration other than inmoney) for employment which is—

“(A) below the minimum standards required under the laws of the
country concerned, or

“(B) if there are no such minimum standards—

“(1) below the average standards prevalling for other employers
in the same industry in such country or (if there nre no other employ-
ers in the same industry) for other employers in similar industrles
in such country, or

“(11) where there ave no average standards referred to in clause
(1), substantially below the standards generally prevailing in the
Industries of auch country.

“(8) DETERMINATION AND CERTIFICATION RY SECRETARY OF LAROR.—

“(A) INVESTIGATIONS.—On application of any affected domestic party
(it the Seccretary of Labor has reason to believe that the conditions
deseribed in this subparagraph exist), or on hiz own initiative, the
Secretary of Lnbor shall make an investigation to determine whether
any corporation referred to in subsgection (a) or (¢) has operated in any
less developed country under substandard labor conditions.

“(B) ATTENDANCE OF WITNESSES { PRODUCTION OF DOCUMENTS.—For the
purpose of any investigation under subparagraph (A), the provisions

of sections 0 and 10 (relating to the attendance of witnesses and the
production of books, papers, and documents) of the Federal f'rade Com-
mission Act of September 16, 1914, as amended (15 U.S.C,, secs. 49 and
50), are hereby made applicable to the jurisdiction, powers, and duties
of the Secretary of Labor or any officers designated by him.

“(C) CrRTIFICATION.—If, pursuant to any investigation under sub-
paragraph (A), the Secretary of Labor determines that a corporation
has operated in any less developed country under substandard labor
conditions during any taxable year, he shall promptly certify such deter-
mination to the Secretary of tho'l‘leasnry or his delegate.

“(D) ADMINISTRATIVE PROCEDURE ACT INAPPLICARLE—The Administra-
tive Procedure Act shall not apply with respect to investigations and

\ daterminations by the Secretary of Labor under this subsection. ’

‘ “(B) TAXABLE YEARS.AFFECTED.~—No determination shall be made by
the Seceretary of Labor with respect to any corporation for any tax ble
year unless, during such taxable year, the taxpayer has beeu notified
that an investigation under subparagraph (A) has begun, or is continu-
ing, with.respect to such corporation for such year.

“(F) 'RrouraTIONs.—The Secretary of Labor may prescribe snch regu-
lations as may be necessary to the pertot‘mmnce of his functions under
this subsection. .

“(4) CROSS REFERENCES,— .
“For provisions relating to the nuthorlty of the Secretary or his .dele ate to

require the taxpayer to furnish lm‘ormlﬂm’l. see subsection (a) %), A\‘ld the last
sentence of subsection (c¢)(1).

“SEC. 932. GROSS, TAXABLE, AND REINVESTED FOREIGN INCOME OF FOREIGN
BUSINESS CORPORATIONS,

“(a) Gross INCOME AND TAXABLE INCOME OF FOREIGN BUSINESS CORPORA-
TION.—For purposes of this title (other than section 170, relating to charitable
contributions or gifts, subchapter G of this chapter, relating to corporations
used to avoid income tax on shareholders, subpart C of this part, relntlng to
Western Hemisphere trade corporations, and section 951)—

“(l% The gross income of a foreign business corpomtlon shall be the
stum of—
“(A) the gross income from sources witliout less developed coun-
tries, and
“(B) the amount (which shall be trented as an item of income de-
rived from sources without the United States during the taxable year)
subtracted from its reinvested foreign income z\ccount for the taxable
year, as determined under section 953.-
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©*(2) The taxable incomo of a forelgn Yusiness corporation shnll be the
amount determined under ‘paragraph (1), miniug the sum of the deduc-
tions allowed by this chapter which are allocable to sources without less
developed countries, : :
(b)Y ReEINVESTED FORKIGN INCOME DEFINED
/- (1) IN GENERAL.---For purposes. of thig subpart, the term ‘reinvested
foreign Income’ means the taxable Income from sources within less de-
veloped countries. .

“(8) Neeorar RULES.——In Qetermining the reinvested foreign income for
any tuxable year-— :

“(A) No deduction shall be allowed for income, war profits, and ex-
cess rofits taxes whileh ure allocable to sources within less developed
conntries and which are paid or acerued to any forelgn country or to
nny possession’ of the United States, C

“(BB) If the net long-term capital gain from sources within less de-
veloped countries exceeds the net short-term capltal loss from such
sources, then the reinvested foreign income for such taxable year shall
be the sum of-—

“(1) the reinvested foreign fncome (computed without regard
to this subparagraph) reduced (but not below zero) by the amount
of such excess, and

“(i1) the amount ascertained by multiplying the amount of such
excess by the percentage obtained by subtracting from 100 percent
the sum of the normal and surtax rates applicable to such taxable
year, L

This subparagraph shall apply only if the amount of reinvested forelgn
income determined under this subparagraph is less than the amount de-
termined without regard to this subparagraph.

“S8EC. 953. REINVESTED FOREIGN INCOME ACCOUNT,

“(a) IN GENErAL—Each corporation making an election under this subpart
shall, for purposes of this subpart, establish and maintain a reinvested foreign
income nccount. The amount in such account as of the first day of the first tax-
able year to which the election applies shall be zero.

“(b) Avorrions 10 AccounNt—The amount added to the reinvested foreign
income account for any taxable year for which the corporation is a foreign busi-
ness corporation ghall be an amount equal to the reinvested foreign income
for such taxable year.

‘“(¢) SunTRACTIONS I'ROM ACCOUNT~—

*(1) ORVER OF BUBTRACTION.—Any amount subtracted from the rein-
vested forelgn income account of a corporation for any taxable year shall
ba treated ns made first out of the addition to such account for such year,

' to the extent thereof, and thereafter out of the most recently added amounts
which have not previously been subtracted.

“(2) AMOUNT OF BURTRACTION.—IiXcept as provided in paragraph (3), the
amount of the subtraction from the reinvested forelgn income account of
a corporation for any taxable year shall be the sum of—

“(A) the amount which is treated under thig subpart as distributed
from such account for such year, plus

“(B) whichever of the following amounts is the larger:

“(i) the amount by which the tax imposed by this chapter for
tlle l1;‘r)umble year is increased by section 952(a) (1) (B) or

oG (b), or

“(il) the ratable portion of the income, war profits, and excess
profits taxes which are allocable to sources within less developed
countries and which are paid or nccrued to foreign countries and
possessions of the United States during the taxable year of the addi-
tion out of which the subtraction is made.

If a subtraction from the reinvested foreign income account for any taxable
year is out of more than one addition to such account, subparagraph (B)
‘shall be applied separately with respect to each taxable year of addition out
of which the subtraction is made. ’

“(3) FINTIRE AMOUNT S8UBTRACTED IN CASE OF REVOCATION OR TERMINATION.——
Hxcept as provided in section 381(¢) (23), if an election under this subpart
is revoked or terminated, the entire amount in the reinvested foreign income
account shall be subtracted from the account for the last taxable year for .
which such election was in effect.
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*(4) ACCOUNT NOT 10 BE REDUCED RELOW zEro.—Amounts subtracted under
this subsection shall not reduco the reinvested forelgn income account below
PO,

“NRC., 954, MISTRIBUTIONS, ETC,, FROM REINVESTED FORRIGN INCOME ACCOUNT.

“(n) GrNERAL RuLe~—For purposes of this subpart, the amount of any dis-
tribution to sharcholders shnll be treated ns muade out of the reinvested foreign
incomo nvcount, For purposes of this subsection—

“(1) the term ‘distribution’ includes any distrlbution in redemption of
rtock or in partinl or complete Hquidation of the corporation, but does not
include any distribution made by the corporation in its stock or in rights to
acquire ita stock ; and

“(2) the nmount of any distribution shall be the falr market value of
the property distributed.

“(b) DISTRIBUTION BY REASON OF INVESTMENT AND IAYRoLL WiTnour Liss
DEVELOPED COUNTRIRS,~—

“(1) IN arNERrAL—Under regulntions prescribed by the Becretary or his
delegate, there shall be treated as distributed to shareholders for the tax-
able year, out of the reinvested foreign income account, one-half of the
amount. determined by multiplying the portion of the reinvested forelgn
income for tho taxable year which is attributable to the active conduct of
a {rade or business by the percentage determined by dividing—

“(A) the sum of (I) the adjusted basls of the taxpayer's property
without lesa developed countries, and (i1) an amount 2 times the amount
patd or accerued during the taxable year for labor and personal services
performed without less developed countries, by

“(B) the sum of (i) the adjusted basis of the taxpayer's property
wherever located, and (1) an amount 2 times the amount paid or acerued
during the taxable year for all labor and personal services.

For purposes of the preceding sentence, only renl property and tangible
personal property (other than property described in section 1221(1)), and
Iabor and personal services, which are ordinary and necessary for earrying
on the trade or business shall be taken into account. In the case of a tax-
payer engaged fn two or more separate and distinet trades or businesses,
separate computations shall be made under this subsection with respect to
each such trade or business.

“(2) PARAGRAPH (1) INAPPLICARLE WHERE PEROENTAGE I8 LESS THAN 10
PERCENT.—If the percentage determined under paragraph (1) with respect
to any trade or business for any taxable year is less than 10 percent, para-
graph (1) shall not apply to such trade or business for such taxable year.

#(¢) Horoixg OF PROHIBITED PROPERTY TREATED A8 DISTRIBUTION.—

(1) PROPERTY HELD RY FOREIGN BUSINESS CORPORATION.—If the taxpayer
holds prohibited property at any time during the taxable year, it shall be
treated as having made a distribution to shareholders out of its reinvested
foreign income account for such taxable year.

‘“(2) PROPERTY HELD BY CERTAIN OTHER CORPORATIONS.—If the taxpayer
owns (directly or through one or more other corporations) 10 percent or
more of the voting stock of another corporation, it shall be treated for pur-
poses of paragraph (1) as holding a corresponding percentage of the prop-
erty held by such other corporation which would be prohibited property if
such other corporation were a foreign business corporation.

“(3) AMOUNT OF DISTRIBUTION.—

“(A) MAXIMUM AMOUNT TO BE TAKEN INTO ACCOUNT.—Thig subsection
shall be applied, with respect to the taxpayer, at that time during its
taxable year when it results in the maximum amount of prohibited
property.

“(B) AMOUNT TAKEN INTO ACCOUNT WITH RESPECT TO PARTICULAR
PROPERTIES.—-For purposes of this subsection, the amount taken into
account with respect to any property shall be the adjusted basis of such
property, reduced by the sum of—

“(1) any liability to which such property is subject, and
“(il) the aggregate amount treated as distributions for prior
taxable years by reason of such corporation’s holding such property.
For purposes of clause (ii), a distribution for a prior taxable year
shall be treated as attributable first to the properties constituting pro-
hibited property which were held at the close of such taxable year.

“(4) PROHIBITED PROPERTY DEFINED.— ’
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“(A) IN OENERAL, For purposes of this subsection, the term ‘pro-
hibited property’ means any property other than-—

“(1) tangible or intangible property which s ordinary and neces-
gary for carrylug on.a trade or business of the taxpayer (but only
if for the taxable year or for the preceding taxable yenr 90 percent
or more of the gross income of such trande or business is derived
from sources within less developed countries),

“(11) securities of another corporation which is a qualified payor
corporation (or o corporation, at least 10 percent of the voting stock
of which is owned by the taxpayer, with respect to which an clee-
tion under this subpart is In effect) for its taxable year ending with
or within the taxpayer's taxuable year of for the immediately pre-
ceding taxable year of such other corporation,

“(111) obligntlons of forelgn governments, but only to the extent
that tho aggregute adjusted hasis of all such obligations does not
exceed 16 percent of the taxpayer's earnings and profits accumu-
Inted after December 31, 1060 (determined as of the beginning of
the taxable year),

“(iv) obligations of the United States, money, and deposits with
persons carrying on the banking business, and

*(v) any loan to which subsection (d) applfes,

(B) 8roumiTy pEFINED.—For purposes of subparagraph (A), the
term ‘security’ means any share of stock in any corporation, certlficate
of stock or {nterest in uny corporation, note, bond, debenture, or evi-
dence of indebtedness, or any evidence of an interest in or right to sub-
scribe to or purchase any of the foregoing. :

“(8) SPEOIAL RULES FOR APPLICATION OF PARAGRAPH (2).—

“(A) No ATTRIBUTION TIIROUGH A FOREIGN BUSINESS CORPORATION,—
Paragraph (2) shall not apply to—

““(1) stock held in a corporation with respect to which an election
under this subpurt is in effecr, and

“(i1) stock and other property which (but for this clause) would
be treated as held by the taxpayer solely by reason of holding stock
described in clause (1).

“(B) NO DUPLICATION IN ATTRIBUTION THROUGH ANOTHER CORPORA-
TION.—If (but for this subparagraph) any corporation would be treated
under paragraph (2) as holding prohibited property by reason of—

*“(1) stock in another corporation, and

“(1l) stock or other property held by such other corporation,

There shall be taken {nto account under such paragraph only the amount
detﬁlt'mlned with respect to clause (i) or clause (i1), whichever is the
greater,

“(C) FAIR MARKET VALUB TAKEN INTO ACCOUNT WHFRE INFORMATION
I8 NOT FURNISHED.—For purposes of this subsectfon, the amount taken
into account for any taxable year by the taxpayer with respect to any
other corporatfon deseribed in paragraph (2) shall be the fair market
value of its direct or indirect stock holdings in such corporation, unless
the taxpayer furnishes such information with respect to such corpora-
tion as the Secretary or hig delegate has prescribed by forms or regula-

y tions as necessary to carry out the provisions of this subpart.
(d) TREATMENT OF CERTAIN LOoANS,—

(1) IN GENERAL.—For purposes of this subpart, if any corporation makes
a loan to another corporation which owns (directly or through one or more
other corporations) 10 percent or more of the voting stock of the lending
Y Y ten

6 lending corporation is a forelgn business co ration
(or a corporation with respect to which an election under thiz?s(:lbpart
;ﬁ) llgesgeic:), it shall :)e tre;liedﬂa]ls lhavlng made a distribution to share-

» I an amount equal to the loan, out of its reinves -

come account for such taxable year, ! ted forelgn in

‘(B) If the borrowing corporation is a foreign business corporation,
an amount equal to the loan shall be treated, for purposes of determin-
ing reinvested forelgn income, as an item of gross income received at the
time the loan was received.
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IFor purposes of applying this paragraph, each corporatlon In a chain of
owniorship (other than the lending and the borrowlng corporntions) shall be
treated an baving vecolved, and in turn disteibuted, an amount equal to
such loun,

“(2) OUTHTANDING LOANS WHIOH IIAVE NOT WEEN TREATED A8 DINTRIDU-
TIONH~-1f any loan deseribed in pavagraph (1) remaing outstanding in any
tuxable year of the lending corporation after the taxable yenr In which made,
such loan shall be trented (for purposes of puragraph (1)) ax made in such
succeatling tanxable year in an amount equal to the amount so outstanding, but
tho amount taken into account with respect to any corporation shalt he re-
dueed by the amount trented as distributions by such corporation for prior
taxable years by reason of such loun, ,

“(3) UERTAIN OPEN ACCOUNTA AND OPHER COMMERCIAY, LOANK LXCEPTED.-—
This subsection shall not apply in the case of any loan arvising in connection
with the snle of property, If the amount of such loan outstanding at no thme
during the tanxable year excecds the amount which would be ordinary and
necessary {o carry on the trade or business of both the lending corporation
and the borrowing corporation had the snle been made between unrelated
corporations,

“(0) LIMITATION ON AMOUNT TREATED A8 Distumurep ny REABON oF Pnrotir-
BITED PROPERTY AND LoANS—The amount treated ns distrlbuted under subsections
(¢) and (@) for any taxable year shall not exceed the mmmount of a distribution to
sharcholders which (after the application of subsections (a) and (b)) would re-
duce the amount in the reinvested foreign income account to zero.

“SKEC, 955, FOREIGN TAXES,

“(a) YRAR FonrelaN TAXES TAREN INTO ACCOUNT,—

“(1) IN GeNERAL.—For purposes of this chapter (other than this sub-
part) —

“CA) any income, war profits, and excess profits taxes which are al-
locable to sources within less developed countries and which ave patd or
acerued during nny taxable year to any forelgn country or to any o8-
session of the United States by a forelgn business corporation shall not
(except as otherwise provided by this subseetion) be taken into account
for such taxable year, and

“(B) where an amount. {3 subtracted from the reinvested foreign in-
come account of any corporation, a ratable portlon of such taxes so
allocable and so pald or neerued during the taxable year of the addition
out of which the subtraction is made shall, for purposes of subpart A
and section 164, be treated as paid or accrued during the taxable year
for which the subtiraction is made,

“(2) YEAR FOR WHICH NO REINVESTED FOREIGN INCOME.—Paragraph (1) (A)
shall not apply to a foreign business corporation for any taxable year for
which no amount is added to the reinvested foreign income aceount.

“(b) ForrraN TAX CREMIT—OVERALL LiMiT To APrLY.—In the case of a cor-
poration to which an election under this subpart applies—

“(1) section 004(a) shall not apply,

“(2) the total amount of the credit in respect of taxes paid or acerued to
all countries and possessions shall not exceed the same proportion of the
tax against which such credit is taken which the taxpayer's taxable income
from sources without the United States (but not in excess of the taxpayer's
entire tn(;mble income) bears to its entire taxable income for the same taxable
year, an

*“(3) the reference in section 904 (c) to subsection (a) of section 904 shall
be treated as a reference to paragraph (2) of this subsection. :

For purposes of paragraph (2), the taxable income from sources without the
United States shall be determined by including the amount subtracted from
the reinvested foreign income account for the taxable year and, if the corpora-
tion is a foreign business corporation for the taxable year, by excluding the
items referred to in section 952(b) (relating to definition of reinvested foreign
income).

In applring section 904 (c), no amount paid or acerued for a taxable year to
which an election under this subpart applied shall (except for purposes of deter-
mining the number of taxable years which have elapsed) be deemed paid or
accrued under section 904(c) in any year for which an election under this
subpart does not apply.
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“(¢) IFonewon TAXES INOLUDKE DEEMED TAXER.— For the purposes of this sub-

part, any referenco to Income, war profits, and excess profits taxes puld’ or

acerued to any forelgn country or to any possession of the United States shall be
treated ag Including such tuxes deemed pald under seetion 002,

“BEC. $50. SPECIAL RULES,

~ () Surrax Mxemrrions.~-In the case of a corporntion to which an election
under this subpart applies, the surtax under sectlon 11(e) for the tuxable year
ahall be determined by substituting for ‘exceeds $26,000° the following: ‘ex-
ceeds $26,000 (or, if smaller, the taxable Income computed without regard to the
amount subtracted from the taxpuyer's reinvested forelgn fncome account)’.

“(b) Gross INcoME vor 'PAXABLE YEAR FOoR Wuion CorropaTioNn 18 Nor A
IforEtaN IBUBINESH CORPORATION.~-For purposes of this title (other than section
170, relating to charituble contributions or gifts, subchnpter G of this chapter,
relating to corporations used to avold Income tax on shareholders, subjart ¢
of this part, relating to Western Hemisphere trade corporatlons, and section
051), If an c‘ectlon under this subpart is in effect with respect to any corporation
for any taxable year for which such corporation ls not a forelgn business cor-
poration, the gross income of such corporation shall include (as an item of
Incomo derlved from sources without the United States during the taxable year)
the amount subtracted from its reinvested forelgn income account for the taxable
year,

“(e¢) APPLIOATION OF SEOTIONS 172 AND 1212.—

“(1) CoMPUTATION OF REINVESTED FOREIUN INCOMP.—In computing re-
invested foreign Income for any taxable year—

“(A) no net operating loss earryover or carryback, and

“(B) no capital loss carryover,

shall be allowed from a taxable year for which the corporation was not a
foreign business corporation.

“(2) LIMITATION ON YEARS TO WHICH FOREIGN SOURCE LOSSES MAY BE
OARRIED—~FXcept as provided in paragraph (8)—

‘*(A) no net operating loss carryover or carryback, and

“(B) no capital loss carryover,

which is from a taxable year for which the corporation was a foreign busi-
nesy corporation, and which is attributable to sources within less developed
countries, shall be allowed for any taxable year for which the corporation
18 not a foreign business corporation.

“(8) ADJUBTMENT IN CARKYOVERS ON REVOCATION OR TERMINATION OF ELEC-
TION.—~If an election under this subpart is revoked or terminated for any
taxable year, then—

“(A) the net operating loss carryover from any taxable year for
which the corporation was a forelgn business corporation (hereinafter
in this subparagraph referred to as ‘loss year') to taxable years suc-
ceeding the last taxable year for which the election was in effect shall
include the net operating loss carryover (reduced as provided by section
172(b) ) from the loss year from sources within less developed countries,
and

“(B) in determining the short-term ecapital loss provided by section
1212 for taxable years succeeding the last taxable year for which the
election was in effect, a rule similar to the rule provided by sub-
paragraph (A) shall be applied.

“(d) LIMITATION ON INFORMATION REQUIRED To Be FURNISHED.—No informa-
tion shall be required to be furnished with respect to any corporation under
section 951(a) (5), 951(e) (1), or 954(c) (5) (C), for any of its taxable years
beginning after December 31, 1960, unless such information fs of a character
which was required to be furnished under the forms or regulations in effect on
the first day of such taxable year.

“SEC. 957, ELECTED FOREIGN BRANCHES OF BANKS TAXED AS FOREIGN BUSINESS

CORPORATIONS. :

“(a) GENERAL RULE.—Subject to the qualifications in subsection (b). an
election may be made by a bank (as defined in section 581) which during the
taxable year operates a branch in a less developed country, permitting such
branch to be subject to taxation as a foreign business corporation for such year
and subsequent years as provided in subsection (e). Such election shall be
made in accordance with regulations prescribed by the Secretary or his delegate.
Each branch with respect to which such electing bank has made an election
under this subsection shall be an ‘elected branch’' for purposes of this section.
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) QUALIFILATIONN-The clectlon dexerlhed fn subrection () mny not bo
aade with verpoet. (o n forefirn branch wiless sueh branel - -

Yot dertves 00 porcent o more of 1ty gross income from sourees within
fean-developed countries s aud

S derives D pervent or more of s gross income from the netive cons
duel of a trade or buriness, which for purpores of (hik panragraph shall in-
elite commdreions and fntorest and all ineome and galng from lonns and
thvestimonts ordinary and necessaey for the enveying on of sueh teade or
hurinesy,

Se) CororAtE Provittons Avenioanui- - Under regutlntions presertbed by the
Seevetavy o hix detegnte, an olocted branel sl oxeept. as provided by sub-
roetion (), be conalitersd 0 corporation for purpores of {hils subiitie with rospeet
to operation, disteibutions, nud any othor puarpore; amt the eleetiug bunk shall
be consldored the sole shareholder thereof,

D) DOMRATION or useron. - The eleetion wider subsrection (1) may ho mado
for any taxable year begtuning after Decomber 81, 1062, nud shndl continue In
offoet for all subsequont yenrr unthl torminated, olther by notiee of revoention
fled by the taxpayoer, or by fatluee of the elocted braneh for (wo suecessive
taxable yones to quanlify under this secetion,

o) PMPORTMON o 'PANER-~ A elected braneh shindt be treated as a corpora-
tHon with respeet to whiiteh nn eleetion under this subpart I8 In efteet,

) COMPUTATION OF TANARLE TRCOME - In computing the taxable income of
an oleeted branech, thers shall be allowed ondy such deduetions and eredity an
are properly alloeahle to the operation of the husinead of gueh heaneh,

() PROVIRION INAPPLICAMUE--An olocted braneh shinll not be constdered a
corporation, nor shall the electing bunk he conntdered n sharcholder, for pur-
poses of subehaptor G, oxcept with vespeet to—

(1) eontributions of praperty, constituting elther pnid-in surplus or con-
teibutions to capttal: and

“(2) prt 1 thereof (relatiug to disteibutions),

) Muorvives BrANCNRs -

HE1) COMBINING BRANCUHES IN 2 OR MORE couvntiies.---1¢, at the time
of making ite fiest oleetion under this gection, n bank makes such election
with respect to branches in more than one less developed country, it mny
(for purpuses of this =ection) eleet to make one or more combinations of
such beanches and to teent ench such combination ns n sjugle elected branch,
1e, thoreafter, a branch bocomes an elected beaneh for the fivst tlme, such
branch may be combined with any other elected branch (whether separnte
or combhined),

“2) BRANCUHES IN SAME COUNTRY MUST BE COMBINED~T'or purposes of
this section, each branch in any one lesk developead country shall be treated
as included within any election made ander this section with respeet to any
other hraneh in sunch country,

“(R) TREATMEXY TO BE CONTINUED~-If n bank for any taxable year clects
to treat it branch {n any less developed country separately orv in a speeitied
combination, such treatment shall (except as provided in the last sentence
of paragraph (1)) be continued for il subsequent {axable years, unless the
Secretary or his delegate consents to o different treatment,

“(i) DIvIbENns RECRIVED OvT oF REINVESTED ForkieN INcOME Accouny.—In
the ease of an electing bank which receives a dividend from an elected branch
out of {ts reinvested foreign income account, there shnll be altowed as a dedue-
tion an amount equal to 100 pereent. of the amonnd recelved as n dividend.”

(b)Y CeErTAIN DIvIbENDS RECEIVED OuT oF REINVESTED IPOREIGN INCOME AC-
COUNT.—

(1) Section 243 (relating to dividends rveceived by corporations) is
amended by redesignating subsection (¢) as subsection (d) and by fnsert-
ing after subsection (1) the following new subsection:

“(c) DIvIpEXDS RECEIVED OUT oF REINVERTED FOREIGN INCOME ACCOUNT.—If—

“(1) a domestic corporation recelves a dividend from another corporn-
tion out of such other corporation’s refuvested foreign income account (with-
in the meaning of section 953), anad

*42)y the recipient corporation, or another domestic corporation, is in con-
trol (within the meaning of section 368(¢)) of the payor corporation,

then there shall be allowed as a deduction an amount equal to 100 percent of

the amount received as a dividend.”
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(2) Beetlton 248 (n) I8 amended by steiking out “In the ense of a corpora-
tlon (other than a smuall busiuess investment compnny operating under the
Nmall Buslnoess Investmoent Act of 1968)" and inserting In Hen thereof the
followlng : “Hxcept s provided I subxections (b) and (¢), in the ense of o
corporation”,

Su) CAruyovens.---NHeetfon 381 (e) of tho Internal Revenue Code of 1054 (re-
Intug to tems of distributor or transforor corporatlons taken Into account) s
nended by adding ot the end thereof the following now parngraph ¢

*(28) BULUEBBOR FOREIGON BURINEHH CORPORATION.-—If the acquiring cor-
poration iy a forelgn business corporation (as defined in sectton 951), thero
shall be takon Into account (1o the extent proper to earry out the purposes
of thin sectlon and subpart I of part 151 of subehapter N, and under such
regulintions as may be prescribed by the Secretary or his delegnte) the re-
Invested forelgn Income acecount, and the ey related thereto (Including
Income, war profits, nnd excess profits tnxes which are allocable to sources
within less developed countriey aud which are puld or acerued to any forelgn
country or to any powsesslon of the United States), of the distributor or
transforor corporation,”

- () PerdoNAL HowpINg CoMPANY INCOME.---Sectlon 513 (relating to personal
holding compnny Income) I8 amended by adding at the end thercof the follow-
Ing nety kubsectlon

() DivioeNny, ro, ReCeived By FOREIGN BUSINENB CORPORATIONH,—

“(1) IN GeNerAL~Subsection (a) (1) shall not apply to dividends, in-
torest, or royalties (other than mineral, oll, or gus voyaltles) recelved or
acerded by a corporation which (on applying this subsection) Iy a forelgn
buslness corporation for the tnxable yenr 1f-—

“(A) during its entire tnxuble year more than 50 percent in value
of Ity outstunding stock 18 owned by n domestic parent corporation;

“(18) suech domestie parent corporation, for its taxable year which
ends with (or within which ends) the taxable year of the forelgn busl-
ness corporat fon-— e

“(1) 18 not a personal holding compuny ; and

“(11) would not be a personnl holding company if such domestle
parent corporation ltself had derived Its proportionate share of
ench ftem of gross income derived by ench subsidiary for the tax-
able yenr of such subsidiary which ends with or within the taxable
year of the domestie parent corporation; and

“(C) the dividends, interest, and royalties referred to in subsection
() (1) are recelved or acerued by the foreign business corporation
from another corporation—

“(1) In which the foreign husiness corporation owns, directly or
indirectly, more than 50 percent in value of the outstanding stock
(or such lesser percentage as I8 the maximum pereentage which
the foreign business corporation may own under the law applicable
to it or to such other corporation), and

“(i1) which, for its taxable year which ends with or within the
taxable year of the forelgn business corporation and for ity two
preceding taxable years (or for such part thereof as it was in
existence), has derived 70 percent or more of its gross income from
sources within less developed countries (within the meaning of
seetlon 991 (e) ) and from the active conduct of a trade or business,

“(2) SPECIAL RULES FOR APPLICATION OF S8URSECTION.—

“(A) For purposes of this subsection, the term ‘foreign business
corporntion’ includes a corporation with respect to which an election
under section 931 is in effect.

“(B) For purposes of paragraph (1) (B), a corporation i3 a sub-
sldiary of the domestic parent corporation if it iz a domestic corporation
and if (at any time during the subsidiary’s taxable year referred to in
paragraph (1) (B)) the domestic parent corporation held more than
60 percent in value of its outstanding stock:; and the proportionate
share with respect to any item of gross income of such a subsidiary is
that percentage which equals the percentage of stock ownership at that
time (during the subsidiary's taxable year referred to in paragraph
(1) (B)) when such ownership by the domestic purent corporation was
the greatest.
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. () For purposes of paragraph (1) (0), if the trade or business
referred to in clauso (11) thereot is of the same or slinllar or relnted
chavncter ns tho (rade or business conducted by the domestic pavent
corporation, tho percentage ln cluuge (1) thereof shall be 26 percent
{u llen of 50 pereent.”

(0) ForkiaN Businkss CorrorATions Not INonubiure CORPORATIONS IN AF-
RILLATED Grovrs.——Section 1604(D) (reluting to definition of includible corpora-
tions for purpoxes of consolldated returns) s umended by adding at the end
thereof the following new pavagraph

“(8) A corporation with respect to which an eleetion under subpart F
of parl 111 of subehpter N (relating to forelgn business corporations) is
in effect.”

(f) TEONNICAL AMENDMENTS ——

(1) The tablo of subparts for part I of subchapter N of chapter 1 is
amended by adding at the end thereof the following :

“Subpart I, Forelgn business corporations.”
(2) Rection 801(d) 18 amended by adding at the end thercof the following

new paragraph:
“(4) For special rules relating to forelgn business corporations, see section 955.”

(3) Scetion 9003 (relnting to credit for taxes in lieu of income, ete., taxes)
is amended by striking out “For purposes of this subpart aund of section
164(H),” and inserting in lieu thereof “Ifor purposes of this subpart, sub-
part ¥, and section 164(b),".

SEC. 8. CKRTAIN TRANSFERS TO FORKIGN CORPORATIONS AND TO FOREIGN BUSI-
NESS CORPORATIONS,

(n) AMENDMENT OF SECTION 3067.—Secction 307 (relating to foreign corpora-
tions) is amended—

(1) by striking out “In determining” and inserting in lleu thereof the
following:

“(a) GENERAL RULE—In determining”; and

(2) by adding at the end thereof the following new subsections:

“(b) ExceErtioN ¥oR CERTAIN TRANSFERS T0 FoREIGN DBUBINESS CORPORA-
TIONS.—Subrectlon (a) shall not apply in the case of any exchange referred to
in snubsection (n) if such exchange ariges out of, or in connection with, a trans-
for (whether or not in liquidation) of substantially all of the properties of a
foreign corporation to n foreign business corporation (as defined in section
51(n)). In the case of such an exchange, the accumulated earnings and
profits, if any, of the foreign corporation shall be treated (except for purposes
of section H51) as having been distributed immedintely before the exchange or
lHquidation to the foreign business corporation as a dividend,

“(¢) ExcrrtioN ror CERTAIN TRANSFERS BY FOREIGN BUBINESS CORPORATIONS.—

“(1) IN @ENERAL.—Subsection (a) shall not apply in the case of any
exchange referred to in subsection (a) if such exchange arlses out of, or in
connection with, a transfer of forelgn business property by a foreign business
corporation (as defined in section H51(a)) to a foreign corporation in ex-
change for stock of such foreign corporation, if for its first taxable year
beginning after such exchange such foreign corporation—

“(A) 1s controlled (as defined In section 368 (c)) by one or more
foreign business corporations, and

“(B) is a qualified payor corporation (as defined in section 951(c))
with respect to each such corporation.

#(2) FOREIGN BUSINESS PROPERTY DEFINED.—For purposes of paragraph (1),
the term ‘foreign business property’ means any property which is trans-
ferred for use, and within 6 months after the transfer is in use, by the
transferee in the active conduct of a trade or business; except that such
term does not include—

“(A) property described in section 1221 (1),

“(B) stock in a domestic corporation, and

“(C) stock in a forelgn corporation, unless such stock is voting
stock in a qualified payor corporation as to the foreign business cor-
poration for its last 8 taxable years ending before the exchange and,
for its first taxable year beginning after the exchange (1) is a qualified
payor corporation as to the foreign corporation, and (ii) derives 50
percent or more of its gross income from sources within less developed
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countries (within the meaning of sectlon 951(e)) from the netive con-
(duct of a trade or business.
Tor purposes of thiyg paragraph, stock which qualifles as property under
gubparagraph (C) shall be deemed property used In the actlve conduct of
u trade or businesy.”
(h) AMENDMENT oF SEoTION 1402 —Scction 1492 (relating to nontaxable trans-
fors) Is amended to read as follows:
“SEC, 1492, NONTAXABLE TRANSFERS,
“'he tax fmposed by section 1491 shall not apply-—

(1) if the transferce s an organization exempt from income tax under
part I of subchapter I* of chapter 1 (other than an organization deseribed in
geetion 401(a) ) ;

“(2) 1t the stock transferred is ‘foreign business property’ as deflned
in section 307(e) (relating to certnin transfers by foreign business cor-
porations) ; or

“(3) if before the transfer it has been estnblished to the satisfaction
of the Sceretary or his delegate that such transfer is not in pursuance of a
plan having as one of its prineipnl purposes the avoldance of Federal in-
come taxes.”

(¢) TRANSFER OF INVENTORY TO FOREIGN BUBINESS CORPORATIONS AND FOREIGN
CORPORATIONS,—

(1) Part II of subchapter B of chapter 1 (relating to items specifically
included in gross income) is amended by adding at the end thereof the
following new section:

“8EC, 78. TRANSFER OF INVENTORY TO FOREIGN BUSINESS CORPORATIONS AND
FOREIGN CORPORATIONS,
“(a) GENERATL RULE—~If any person transfers property which, in his hands,
is property described in section 1221(1)—

“(1) to a corporation for which an election is in effect under subpart F
(relating to foreign business corporations) of part III of subchapter N, or

“(2) toa foreign corporation,

in exchange for stock or securities in such corporation or as a contribution to the
capital of such corporation, then such person shall be treated as having
exchanged such property for stock in such corporation having a fair market
value equal to the fair market value of the property so transferred.
‘‘(b) NONAPPLICATION OF 8rcrioN 351.—S8ection 851 shall not apply to any
transfer of property described in subsection (a).”
(2) The table of sections for such part II is amended by adding at the

end thereof the following :
“Sec, 78, Transfer of inventory to forelgn business corporations and foreign
corporations.”

(8) Subsection (d) of section 351 (relating to transfer to corporation
controlled by transferor) is amended by adding at the end thercof the

following new paragraph:
“(6) For nonapplication of this section in the case of inventory transferred to a
foreign business corporation or a forelgn corporation, see section 78(h).”

Passed the House of Representatives May 18, 1960.
Attest:
RarLru R. RoperTs, Clerk.

ExECUTIVE OFFIOE OF THE PRESIDENT,
BUREAU oF THE BUDGET,
Washington, June 18, 1960.
Hon. HArny F, Bxrp,
Chairman, Committee on Finance,
U.8. Senate, Washington, D.O,

My DeAr MR, CHAIRMAN : This 18 in reply to your request of May 20, 1960, for
a report from the Bureau of the Budget on H.R. b5, a bill to amend the Internal
Revenue Code of 1954 to encourage private investment abroad and thereby
promote American industry and reduce Government expenditures for foreign
economic assistance.

It has long been an objective of the administration to encourage more reliance
on private enterprise in forelgn economic development. This is particularly so
with respect to those countries of the free world whose economies are in the
developing stages. In his budget message this year, the President recommended

67417-—00——2
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that to provide an additional incentive to private Investment, “* * * U.8, taxa-
tion of income enrned in the less developed areas only should be deferred until
repatriated.” Those portlons of HR. § that would achieve the substance of
this recommendation are, therefore, in accord with the program of the President.

As to other portions of the bill, particularly those that would deny the tax
deferral provisions to corporations failing to meet minimum labor standards
abroad and to those corporations deriving mre than 10 percent of their gross
income from the suale of articles which are sold by it for nltimate use, consump-
tion or distribution in the United States, the Bureau of the Budget concurs with
the views expressed by the Departments of Commerce, State, and Treasury in
thelr reports to you.

Sincerely yours,
Punniy 8, Huanes,
Assigtant Dircctor for Legislative Reference.

T'1E SECRETARY OF COMMERCE,
Washington, June 14, 196G0.
Hon, Hagry . Byrn,
Chairman, Committee on Finance,
U7.8. Senate, Washington, D.C.

DeAr MR, CHAIRMAN : 'Dhis is In reply to your letter of May 20, 1960, requesting
the views of this Department with respect to H,R. &, a bill to amend the Internal
Revenue Code of 1954 to encourage private investment abroad and thereby
promote American industry and reduce Government expenditures for foreign
economie assistance,

This bill has as its purpose the encouragement of U.S. private investment in
the less developed areas. Ior a number of years this Department, togoether
with other executive agencies, has attempted to further American private in-
vestment, particularly in the less developed areas. Consideration has also been
given of the further steps appropriate for this purpose. In this connection
we have, of course, sought the views of the business community.

For some time, it has been evident that there is a very generally held view
among businessmen that the greatest incentives that the U.S. Government
could give to foreign private investment lie in the tax fleld. This view is ex-
pressed In most of the responses to the questionnaire which this Department
sent to businessmen in connection with the recently concluded study under
seetion 413(¢) of the Mutual Security Act of 1954, as amended. A summary
of these responses has been published under the title, “Reportorial Review-—
Responses to Business Questionnaire Regurding Private Investinent Abroad.”

Of course, there are differences among businessmen as to the kind of tax in-
centives which would be most fruitful. There has, however, been n graduanlly
developing consensus that the ability to reinvest earnings from foreign opera-
tions without tax consequence until such time as the earnings are repatrianted
in the United Siates would provide one of the most effective forms of tax relief
in this field. Tax deferral has, for example, been recently supported in the
January 22, 1959, report of the Committee on World Economice Practices of
the Business Advisory Council.

It is the view of this Department that since investment decisions are made
by businessmen, their opinions as to the considerations which would induce
greater investment on their part merit carveful consideration hy the Congress,

Insofar as the substance of this bill is concerned, it is the view of this De-
partment that it would be approprinte to take a prudent step in the direction
of tax relief to those investing abrond. In our view, such tax relief should
take the form of deferral of tax on income derived by foreign business cor-
porations of the type contemplated by the bill which obtain substantinlly all
of their income from investments in the less developed parts of the free world.

There are, however, two provisions of the bill which give this Department
concern. The first would deny tax deferral to corporations failing to meet
minimum labor standards of the country in which they are operating (sec,
951 (f)). The second is the provision which would deny qualification to a
corporation which derives “more than 10 percent. of its gross ineome from the
sale of articles which are sold by it for ultimate use, consumption, or distribution
in the United States” (sec. 851(a) (3)). Both of these provisions would appear
to be unsound as a matter of tax, and raise problems of foreign economic pol-
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icy. Moreover, they would appear to create great difficulties of interpretation,
administration, and enforcement.

While, therefore, this Department can, in general, support the legislation, it
would recommend the elimination of sections 951(f) and 031 (a) (3).

In view of tho full report which has been submitted to the Committee by the
Treasury Department, it Is not necessary for this Department’s report to go
into further detail,

I'he Bureau of the Budget has advised that there 1s no objection to the sub-
mission of this report to your committee.

Sincerely yours,
PHILIP A. RAY,
Under Seeretary of Commerce.

e————

DEPARTMENT OF THE INTERIOR,
OFFICE OF THE SECRETARY,
Washington, D.C'., June 7, 1960,
Hon. IIarry F. Bygb,
‘hairman, Commitice on Finance,
U.8. Senate, Washington, D.C.

DEAR SENATOR Bygrp: This Is in response to your request for a report on H.R.
5, u bill to amend the Internal Revenue Code of 1054 to encourage private invest-
ment. abroad and thereby promote Amerienn industry and reduce Government
expenditures for foreign economic assistance,

I'he bill dues not appear to relate to any matter within the jurisdiction of this
Department or {o affect any matter upon which the Department, would be in a
position to give helpful information or advice. Accordingly, this Departiment
ni’ns no lcmnment to offer with respect to the merit of the purpose or provisions
of the bill.

We greatly appreciate your bringing this matter to our attention, and welcome
the opportunity to submit recommendations on any measure where the activities
of the Department may possibly be involved, or where its experience may possibly
be of value.

Sincerely yours,
D. OTi8 BEASLEY,
Administrative Asgsistant, Scerctary of the Interior.

DEPARTMENT OF STATE,
June 10, 1960,
Hon. ITARRY F. BYRD,
Chairman, Committce on Finance,
U.S. Senate.

DEAR MR, CHAIRMAN: In response to your request of May 25, the Depart-
ment of State offers the following comments on ILR. §, the IForeign Investment
Incentive Tax Act of 1960. ‘The purpose of this bHl is to amend the Internal
Revenue Code of 1954 to encourage private investment abroad and thereby pro-
mote American industry and reduce Government expenditures for foreign eco-
nomic assistance,

The principle of tax deferral ag embodied in the bill can be a significant
inducement to U.S. private investinent to flow to the less developed countries
of the free world, thereby serving our country’s policy interest. by promoting
the economie development of those countries. The Department or State recom-
mends enactiment of the tax deferral provision in ILR. 5.

The Department strongly objects, however, to inclusion of the trade protec-
tive provision in lines 4 through 7 on page 4 of the bill, and to the labor stand-
ards provision on pages 9 through 12,

The trade protective provision prescribes that, in order for a corporation to
be eligible for the bill’s benefits, not more than 10 percent of the corporation’s
groxs income may be derived “from the sale of articles which are sold by it
for ultimate use, consumption, or disposition in the United States.” This pro-
vision runs counter to U.8. poliey in various respects, i.e.; it would put American
foreign business corporations at a disadvantage compared with certain foreign
manufacturers of the same products, who enjoy tax deferral under the laws
of their respective countrvies, without any restriction on marketing their prod-
uets in the United States; it would have an effect equivalent to a quantitative
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restriction on the import of such goods; and, since it diserlminntes against our
own entorprives abroad on the basig of the lovation of thelr markets, it would
weaken the U8, postition in insisting that Amerlean enterpriges nbrond bo treated
on n nondiseriminatory basis,  Moreover, the Departmoent is of the opinon that
the existence of the safegunrds included in the 'rade Agreements Bxtension
Act of 1981, s nmended, should remove aity need for further provisfony against
injury to Amerlean industry from increased imports.

The labor standards provision would disqualify an Amerlean corporation
from tho benefits of the bill {f It operates in any less developed country durlng
the taxable year under substandard labor conditions, Substandard conditions
aroe defined us aggregate remuneration (including fringe benetflts) which is be-
low the minimum standards required under the laws of the country concerued,
or, if there are no such mintmum standords, below average standards prevailing
for other cmiployers in the same or in similar industrles in such country, or below
the standards generally prevailing in the Industries of such country.

Serious diticulties would arise in the administration of this provision, particu-
larly in countries where no adequately defined labor standards are established
by law, and where the United States would have to determiune, first, what are
the average standards prevailing there, and second, whether the Ameriean cor-
poration in question meets those standards, 7To do this in countries where ade-
quate labor statistics do not exist would be difiicult indeed. The task would
be further complicated by the mpreciseness of the biil's definition of the factors
to be included in determining aggregate remuneration,

To the extent that enactment of this provision could be interpreted as the
use of U.8. tax law to enforce lubor standards in forelgn countries, it may well
be regarded by those countries as interference in thelr internal affnirs and as
an implication that they are not capable of enforcing their own laws. Also, the
provision could be used by irresponsible labor and political elements as n means
of harassing American employers.

Moreover, while primary responsibility for administering this provision would
rest with the Secretary of Labor, it may be anticipated that our posts nbroad
would also bear significant responsibility in this aren. In view of the serious
complexities of administration noted above, additional personnel may well be
required at our diplomatic and consular posts if this provision is enacted.

Tho Department of State urges, therefore, that the labor standards require-
meont and the trade protective provision be deleted from the bill.

The Department has been informed by the Bureau of the Budget that there is
no objection to the submission of this report.

Sincerely yours,
WirLtiaM B. MACOMBER, Jr.,
Assigstant Secretary
(For the Secretary of State).

OFFIOE OF THE SEORETARY OF THE TREASURY,
Washington, June 18, 1960.

Hon, HARRY F. BYRD,
Chairman, Committee on Finance, U.S. Senate,
2227 New Senate Office Building, Washington, D.C.

My DEAR MR. CHAIRMAN: This is in response to your request for the Depart-
ment’s views on H.R. 5, the Foreign Investment Incentive Tax Act of 1960,

Section 2(a) of the bill provides for deferral of U.S. tax in the case of a domes-
tic corporation which qualifies ag a “foreign business corporation” (FBC). In
general, FBO status is limited to corporations which derive at least 90 percent
of their income from sources within countries designated by the President as
economically less developed. It is only with respect to this income that tax
deferral is allowed under the bill in its present form. Countries which may not
be designated as less developed are specifically listed in section 951(e). Section
2(a) also containg a provision extending tax deferral to foreign branches of
domestic banks. Under this provision the bank may elect to treat its foreign
brauch or branches as a foreign business corporation. In order to provide the
Treasury with adequate time to develop the special rules needed in the case of
ll);ggch deferral, the latter election does not apply until after December 31,

N

Section 2(b) of the bill contains three additional amendments concerning the
application of tax deferral. First, section 243 of the code, relating to the divi-
dends-received deduction, is a mended to provide for a 100-percent deduction
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(lustend of the 8i-percent deduction allowed under present law) in the case of
dividendy recelved from an IP'BC by a domestle corporation which has a stock
Interest of at least 80 pereent. Where the stock interest in the FBC 14 lexd than
80 percent, the 85 percent dividends-received deduction under present law applies,
T'he purpose of this provision Ig to approximate the tax burden applicable to
forelgn subsidiaries where the domestie corporaate stockholder has substantial
control,  Sccond, the bill amends section 43 of existing law, relating to personal
holding company income, to mako it posgsible for a cosely held U.S, corporation
which 14 not otherwlise classified as a personal holding company to operate abroad
In less-developed countries through an I'BCG without liability for the personal
holding company tax, Without thls amendment, the FBC would be considered
lHable (o this tax If its income conslsted largely of dividends, interests, and other
forms of investment income. Section 2(b) of the bill also adds an amendment
of a technical nature to preserve the deferred income account in the cage of cer-
tain corporate reorganizations involving an FBC.

Section 3 of the bill ninkes three amendments which for the most part relate
to transfers to or from forelgn business corporations, The first of these is an
amendment to sectlon 367 of the code, which requires the advance approval
by the T'reasury of certain transfers involving foreign corporations. 'I'he bill
makes this requirement inapplicable in certain cases where transfers are made to
or from an I'BC. 'The second amendment makes the special excise tax provided
by section 1491, relating to transfers of stock and securities to foreign corpora-
tions, inapplicable in certain cases where the property is transferred to a for-
eign business corporation. The third amendment relates to transfers of inven-
tory to“foreign business corporations and in this case also to forelgn corporations
generally.

As reported by the Ways and Means Committee on February 10, 1860, H.R. §
provided for tax deferral on a worldwide basis, On revenue grounds as well us a
matter of tax policy, the Treasury Department opposed the bill in that form.
Before the House took final action on H.R. 5, the Ways and Means Committce
approved three modifications of the bill, These changes are reflected in the bill
;wl.w being considered by your committee and may be summarized briefly as

ollows :

(1) The operation of tax.deferral was limited to income from sources
witt;ln countries designated ‘by the President as economically underdevel-
oped.

(2) The provision dealing with the so-called grossup of foreign taxes
allowed as a credit in the cuse of a foreign business corporation receiving
dividends from its foreign subsidiaries was eliminated from the bill.

(3) A provision was added in the bill to make ineligible for tax deferral
any corporation which fails to meet the minimum labor standards of the
country in which it operates.

As you know, the administration has urged that further steps be taken to en-
courage private investment in the less-developed areas abroad. In his hudget
message this year, the President recommended as an additional incentive that
the U.8. tax on income earned in the less-developed areas should be deferred
until repatriated. Since the bill is now limited in its application to profits de-
rived in the underdeveloped countries of the free world, it is, in this respect,
in accord with the recommendation of the President. '

The so-called grossup provision removed from existing law, at least as far
as FBC's were concerned, the defect resulting from the allowance of both a de-
duction and a credit for foreign taxes In respect of dividends received from a
foreign subsidinary. While deletion of this provision from the bill tends to equal-
ize the tax rate situation as between the forelgn business corporation and the
directly owned foreign subsidiary, it leaves unaffected the discrimination which
exists between operations abroad tbrough a branch of a domestic corporation
not qualified as a foreign business corporation and the foreign subsidiary form of
operation. Nevertheless, the Department has no objection to the elimination of
the grossup provision from the bill, in view of the fact that the Ways and Means
Committee in connection with H.R. 10859 and its companfon bill, H.R. 10860,
now has under consideration legislation in this area which would apply across
the board to all taxpayers involved. :

The addition to the bill of the .provision which denfes tax deferral to any cor-
poration failing to meet the minimum labor standards of the country in which
it operates appears undesirable from the standpoint of sound tax administra-
tion. While sympathetic to the concept of international fair labor standards,



18 FOREIGN INVESTMENT INCENTIVE TAX ACT OF 19060

the T'reansury believes that the adoption of a provision which would disqualify a
corporation for any year in which it operates in a less-developed country under
substandard labor conditions is out of plnce in a tax meunsure and may lead to
ltigation of diMcult, complex, labor standard fssues before tribunals which are
not equipped to handle such problems. It is clear, for example, that the Treas-
ury Department itself cannot administer such a limitation, For this renson, the
xIn‘mlemlment places primary responsibility in this area with the Department of
abor.

We would ke to call your attention to another provision in ILR. § which
the Department has opposed ns being dlfficult, if not impossible, to admninister
effectively. This provision appears in section 961 (a) (3) and requires that no
forelgn business corporation will qualify for tax deferral if it derives “more than
10 percent of its gross income from the sule of artlcles which are sold by it
for ultimate use, consumption, or disposition in the United States.” This lan-
guage is vague and susceptible to varlous {nterpretations. It involves the De-
partment in difficult tracing problems and could lead to a considerable volume
of litigation,

During the course of the consideration of ILR. § your commlittee, it is an-
ticipated that further study will be given to the labor standard and import pro-
visions as well as to certain technical problems which exist in the amended bill.
In this connection, the Treasury Department will be happy to cooperate with the
commniittee and its staff.

While the estimates are exceedingly difficult v make, it is estimated that en-
actment of H.R. § limited to underdeveloped conutries will involve a revenue
loss ranging from $30 to $40 million annually.

The Bureau of the Budgef has advised the Treasury Department that there is
no objection to the presentation of this report.

Sincerely yours,
JAY W. GLASMANN,
Assistant to the Seeretary,

Senator Lowa. There will be other Senators arriving at these hear-
ings as we go alon% . ) .

Since Senator Javits has another meeting he has to attend I will
call Senator Javits to speak on this bill. 'We are pleased to have you

here, Senator Javits.

STATEMENT OF HON. JACOB K. JAVITS, U.S. SENATOR FROM THE
STATE OF NEW YORK

Senator Javirs. Thank you very much, Mr. Chairman. My pur-
gose in afl{)pem'ing today is twofold. Tirst, it is to appear in behalf of
“H.R. 5 offered by the colleague of the chairman. I know of few bills
as important to the foreign policy of the United States in the ulti-
mate as this one. Second, Mr, Chairman, it is to emphasize and sup-
port certain suggestions—I emphasize that word “suggestions,” be-
cause I want to do nothing to bedevil H.R. 5—in my own bill, S, 3251.
I have introduced this bill to carry out some of the major recom-
mendations in the report by Ralph I. Straus, special consultant to
the Under Secretary of State for Economic Affairs in April 1959 en-
titled “Expanding Private Investment for Free World Economic
Growth,” a report available to this committee and prepared pursuant
to an amendment of the Mutual Security Act which I offered.

Now, Mr, Chairman, as to H.R. 5, T think it is absolutely essential
to the foreign policy of this country for this reason: We are not
doing enough, notwithstanding the enormous burden we are carry-
ing and the enormous job we are doing, we are not yet doing enough
in the less developed areas both from the point of view of bilateral
arrangements for the United States and from the point of view of
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international arrangements, even including those in the new Inter-
national Development Association when tll;ut is fully authorized, to
keep up with the responsibility which we have in those areas,

ow, Mr, Chairman, I note that both of my distinguished col-
leagues on the dais at the moment are members of the Foreign Rela-
tions Committee. We all know from hard experience that the theory
that economic well-being is the only thing that will keep the people in
the free world has been proven many times to have not 100 percent
validity, but we do know that a people which is under privation, a
people which is lagging mamriuﬁ)y in means of communication, in
decent standards of living, and health and sanitation and more mod-
ern menns of communication is a far more susceptible people. We
have infinitely more chance for freedom with a people which is mak-
ing material progress. This time and experience have certainly
demonstrated. So, Mr. Chairman, when we find that progress is
inadequate, as it is in many areas of the world because of the nbsence
of enough capital investment, we certainly ought to do everything we
humanely may in order to facilitate the adequacy of capital invest-
mont, and the big unused area in a very substantial way is the area
of private investment from the United States,

Aside from all of the other reasons of international balances of
payments, of the stimulation of our economy, of the certitude that we
will have to take more imports with industries adversely affected by
imports and the enormous problem in that regard which can be
helped by exports—we are all familiar with those enormous prob-
lems—one thing is very clear. That is that private investment repre-
sents the most satisfactory, the most potentially great source of addi-
l;iontll,(li investment capital for the less-developed areas of the free
world.

Now, Mr. Chairman, I speak to this matter with, I must say, real
experience. Not too many times can we say that as Senators, but T
was chairman of the Foreign Iiconomic Subcommittee of the Foreign
Affairs Committee of the House during the last 2 years that I was
there, 1952 to 1954, and I conducted a series of hearings on this very
subject myself as chairman. It was crystal clear to me that what
would most stimulate oversea private investment, what we wanted
most, was private tax treatment. This was the fundamental principle
considered. I would hope very much that the committee staff will
review the record of the hearings which were conducted by my sub-
committee, and I am confident you will find that borne out as well as
by the report.

Now, it is my judgment that with intelligent tax handling we can
triple the rate of private investment in productive industries in
underdeveloped areas of the free world moving from this country at
its present rate of $500 million per annum to at least a billion and a
half dollars per annum, and I think H.R. 5, Mr. Chairman, can go &
very lon% way to doing this.

Now, Mr. Chairman, I would like to give the committee just one
figure which I think might be interesting. From 1950 to 1958 $10
billion flowed back into the United States as earnings on private
oversea investment, which is a net gain of $7 billion over the direct
outflow during the same period.
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To show how stable these earnings are from the point of view of
American investment, in 1958, when U.S. exports slumped by $3
billion, our earnings on private oversen investments held steady at
$2.2 billion. Tt was the one thing that was helpful to a very serious
situation wo then found in onr international balance of puyments,
Tho best estimate that T have had is that it enabled us to keop it from
slipping yet $1.1 billion further than the $3.8 billion it did slip in
that very serious year for us, bocauso of the fact that wo had this back-
stolz of ovorsea private investment, .

Now, so much for the Boggs bill and Representative Boggs who is
one of our eloquent. Congressmen is here and I am sure will testify to
the details of that.

T would like to spend 2 minutes on what I hope this committeo
would consider as suggestion from the Stranss report, selective sugges-
tion. T have not by uny means tried to recommend all, beeause I know
it is just impossible to do a big job on this thing now.  As T say, first
and foremost T hope the committee will report out ILR. 5.

But as a suggestion to be considered by the committee for buttressing
HR. 5,1 malke fivst this suggestion: Wo have a cross-investment pro-
vision in my bill, which allows the investmont of earnings from de-
veloped countries in underdeveloped countries.

Now the Boggs bill pretty much confines the whole operation, in
other words, reinvestment of earnings to the underdeveloped coun-
tries group, whereas wo propose to broaden the right to reinvest earn-
ings from developed areas into less developed areas.

That will add, wo estimate, about $700 million a year to the potential
in oversea private investment in earnings from developed areas which
can move into investments in less developed areas. I strongly recom-
mend that the committee look that over carvefully, if the committee is
of a mind to add anything to H.R. 5, and again T repeat, the most
important thing is to get started in this field.

Another thing would be to extend the tax deferral benefits of the
Boges bill to branches of insurance companies as well as banks,

Now the Boggs bill provides for banks but does not provide for
insurance companies. I mention that because a number of major
insurance companies are interesting themselves in the foreign private
investment field.

T have personally talked with the president of one of our very
largest. insurance companies—a great mutual company——which has a
company policy of looking into that field very carvefully and it cer-
tainly might be advantageous to add them to the eligibles as well as
banks.

Another suggestion which I make is to consider treatment for
capital losses in thesa foreign business corporations, which are the
type of corporation which will get special tax treatment under the
Boggs bill, like the treatment which we are extending in the Small
Business Act to encourage small business investment. That is to allow
those losses to be passed along to the stockholders and taken by them
as losses,

Again this is to improve the likelihood of investment in high risk
areas because that is after all where we want this investment to go.
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A third suggestion is to allow tax deferral for services and property
oxchanged for stock in one of these foreign business corporations
which again qualifies for special tax treatment.

Finally, to grant authority to the President to enter into foreign
tax agreoments involving reciprocal tax credits and these tax deferrals.

Now, Mr. Chairman, of alf of the suggestions which I have made,
the most important is the cross-investment iden, permitting earnings
from developed areas to move into investments in less developed arens
and yet be protected by the tax deferral features of the bill.

I close, Mv. Chairman, by again repeating the criticnl and important
thing to American foreign policy—and 1 think it is more fortuitous
that & number of the members of this committee are members of the
Foreign Relations Committee—is to pass the Boggfs bill, if humanl
possible, at this session of the Congress. The other suggestions,
think, will improve it, but. I believe they need to be considered by the
committee in the light of its view that it does or does not wish to
mr}plify the Boggs approach any further at this session,

 thank you, Mr. Chairman,

Senator Lona. Thank you very much, Senator Javits.

Do you have any questions?

Senator CarrsoN. No, but I think I should say we a{:preciate the
testimony of the distinguished Senator from New York., Ie has a
great background in this field and therefore I believe the testimony
is very helpful to us.

Senator Javirs, Thank you. May I put this statement in the
record ?

Senator Lona., Yes.

(The statement referred (o follows:)

STATEMENT OF SENATOR JAcon K. Javits (ReruBLICAN, NEW YORK), oN HR. §
AND JAVITS AMENDMENTS

Mr. Chairman, T am appearing here today in support of my substitute for H.R.
6, which I introduced on June 2, and which incorporates substantially all the
changes I proposed in 8. 3251 which I introduced on March 22, 1960, which was
algo referred to this committee, ) .

First, I strongly support the provisions of H.R. 5, and the economic and
political philosophy on which it is based. My bill as'a substitute is in no way
in derogation of H.R. 5: it nakes certain additions which are intended further
to implement the bill’s basle purposes.

Our objective should be to triple the current level of United States new
direct foreign private investment in productive industries in underdeveloped
areas of the free world from $500 million annually to at least $1.5 billion yearly.
I believe that the Senate should proceed promptly to implement and thus
strengthen H.R. 5, so that every practicable incentive will be provided to such
U.8. private investment. We must stimulate a tremendous expansion of U.S.
private investment in these very areas to provide the additional capital neces--
sary to help the economies of newly developing countries grow so they can
satisfy the unsatisfied demand for improved lving standards by more than 1
billion people. The needed capital is not being adequately supplied now by
private investment plus bilateral and international economie aid and technical
assistance. Also, if the Congress is to look forward to a time when it might
safely phase out some economic aid from the Federal Government to these
areas, it must take the necessary first step now.

Measures to expand direct U.S. private oversea investment should be classi-
fied as long-range insurance against any prolonged defleit in our balance-of-
payments picture. From 1950 to 1958, $16 billion flowed back into the United
States as earnings on private oversea investment-—a net gain of $7 billion over
the direct outflow during the same period. In 1958 when U.S. exports slumped
by $3 billlon, our earnings on private oversea investment held remarkably
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steady at $2.2 billlon and alone kept our unusually large balance-of-payments
deficit from dipping an additional $1.1 billion.

Private U.8. iuvestors can ndvance U.S. foreign policy through stimulating
the growth of the private sector of their economies in the newly developing
countries, which must be strengthened if free political and economic institu-
tions are to survive. This legisintion is designed to project the best elements
in U.S. private enterprise into the less developed areas introducing their peoples
to the competitive energy, initiative, inventiveness, technology, managerial skill
and credit that we have to offer in-such abundance, while these investments aid
Jin t:]le growth of new mass production and consumption in areas eager for U.S.
"goods

The Boggs bill as it was introduced was truly a pioneer piece of legislation.

My substitute incorporates a number of important recommendations made
in the Straus report—the report of Ralph I. Straus, special consultant to the
Under Secretary of State for Economie Affairs on “Expanding Private Invest-
ment for Free World Economic Growth,” issued in April 1959, This report was
the result of an amendment to the Mutual Security Act offered by me in 1958.
The report urged the creation of foreign business corporations along the lines
contained in the Boggs bill, in addition to a number of other basic provisions.
The most important of these additional provisions which my substitute in-
corporates is the so-called cross-investment provision; it permits the investment
of earnings on U.S. private forelgn investments from the more highly developed
nations in the eligible underdeveloped countries with the benefits of tax deferral.

As passed by the Housc of Representatives, H.R. 5 supports the establish-
ment of foreign business corporations in less developed nations and provides
for a system of tax deferrals on their profits so long as the income is reinvested
. in the same kind of underdeveloped areas in the free world. The Boggs' pro-
posal can be measurably strengthened at this point, in my opinion, if a cross-
investment provision is included whereby the payment of taxes on profits from
all oversea investments is deferred so long as these same earnings are rein-
vested in less developed areas. I estimate that this section—a key part of the
substitute bill offered June 2—could make available a potential $700 million a
year additional in new investment capital for Africa, south and southeast Asia,
the Middle East and Latin America.

The other significant additions which my substitute bill would offer, sup-
plementing the provisjons of H.R. 5, including the following:

(1) Extending the tax deferral benefits to branches of insurance com-
panies as well as banks; the House version excluded insurance companies
which have long been regarded as a most important source of capital
investment.

(2) Permitting writeoffs on capital losses of FBC's and their subsidiaries
in less developed nations, similar to the provision in the Small Business
Act, and allowing losses in such areas to be passed along to stockholders and -
taken by them ; both would increase the amount of investment in admittedly
“high risk” areas.of the-free world.-where internal uphegvals, are not:
unkonown,

Proposal (2) would do much to remove a major fear of U.S, private investors
that a political upheaval may hand them a total loss on investments in a less-
developed area. This amendment should encourage them to take that risk more
often, knowing that it can be written off against earnings on successful invest-
ments, thereby encouraging dollar inflow into potentially valuable enterprises
which will help in the development of these areas and actually contribute to
political stability.

; (3) l?}l}lgwlng tax deferral for services and property exchanged for stock
n an

This provision has the psychological benefit of aligning U.S. business in close
partnership with local enterprise in a less-developed foreign country and is an
investment which involves no capital outflow from the United States, but none-
tllxetless does yield a dollar return, again brightening our balance of payments
plcture,

(4) Granting authority to the President to enter into foreign tax agree-
ments involving reciprocal tax credits and tax deferrals.

I have incorporated in my substitute bill the provision adopted during House
consideration of H.R. 5, not origindlly inc¢luded in 8. 3261, my own bill, which
would bar- deferral benefits to any corporation which operates plants in these
underdeveloped areas with substandard conditions for its labor force. By all
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means, the Senate should preserve the Boggs bill requirement that the U.S,
Secretary of Labor may investigate and determine whether or mnot workers
employed at such plants are being paid less than the minimum standard required
by law—or where such minimum standards do not legally exist, whether the pay
is below the standard enjoyed by average workers in a locally owned plant
in the same line of work, or in a closely related fleld.

As the Straus report made very plain, expanding U.S. private investment is
-clearly one of the prime national objectives of U.8, foreign policy for these dollars
represent the “seed capital” which can lead to the growth of stable economles
based on the private enterprise system, Our national objective would be seriously
impaired if we failed to provide adequate safeguards in this legislation against
the possible exploitation of the local labor force in the less developed areas—
through payment of low wages or by tolerating unsafe, substandard working
conditions, :

It is my hope that the Senate Finance Committee, recognizing the complex
nature of the legislation before it in H.R. §, will view with favor the provisions
of my substitute bill as another step forward in this important effort to expand
the efforts of the private economy in implementing our foreign policy for
peace.

(At the direction of the Chair the following report from the Depart-
ment of the Ixxtezig;mﬁﬁ'nentiné?ﬁ"th mendment proposed by Sen-
ator Javits, wag.ficorporated in the recor
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Senator\Lone. I call ti;éws"ﬁi')nsor of this bill, @ongressman Boggs,
who sponsoded H.R. 5, and who very ably xépresents the Second
District of Louisiana. '

Congressman Bo We are ver py to h u here today;
please proceed to exp aﬁ?ﬁ?‘s’b‘lﬁfﬁyﬁ)ﬁr own fashi !

STATEMERT OF HON. HALE BOGGS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF LOUISIANA

Mr. Bogas. I am very happy to be here with the chairman, Senator
Long, who very ably rapresents the whole State of Louisiana.

Mr. Chairman, and members of the committee, the bill before the
committee this morning is the result of a good many years of intensive
study of a ¥roblem which most people in the legislative and executive

branches of the Government have been aware of since the very incep-
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tion of our policy. Since the war era when the United States, whether
we liked it or not, became the leader of the free world.

. We have had all sorts of expressions over these years over substi-
tuting the private sector of the economy for the public sector, we have
had expressions of trade, not aid. 'We have attempted in any number
of ways to reduce the government-to-government programs, such as
the foreign aid program and others, and to use this weapon which has
been so magnificent in developing our own economy.

That is private enterprise meeting some of these problems elsewhere

on earth.

I(jﬁ:e so many other things, I backed into this matter, We were
creating some subcommittees on the Ways and Means Committee
several years ago, and I offered a resolution to set up a subcommittee
dealing with the Internal Revenue Service.

That resolution was adopted and my distinguished colleague from
Virginia, Mr. Harrison, a member of our committee, offered a resolu-
tion creating a subcommittee to deal with foreign-trade policy. That,
too, was adopted, and then we created one or two others,

Well, as fate would have it, I ended up as chairman of the Sub-
committee on Forei%n Trade Policy.

And this isreally how HLR. § came to be, '

I felt that having the chairmanship of such an important sub-
committee, Mr. Chairman, that I had better start doing something.

SoI called a hearing in ’\Vaslﬁngton in the latter part of 1958, sent
out notices to business groups and labor and agriculture groups,
throughout our country. They came in and they made recommenda-
tions on the general proposition of how do you increase the participa-
tion of American business in the problems that we face abroad.

I found these recommendations quite intereésting, but I still wasn’t
satisfied with these hearings, and we decided we would go out and
have a logk. , : S Co o

So the subcommittee first went to Latin America.. It was my feel-
ing that ‘if we were to' take a real look gt this thing, the first ﬂlac.e
we ought to know about were the countries in our own hemisphere.

So we spent about a month, which of course is not a lot of time,’
looking at a problem of this magnitude, but we spent about a month
in the principal countries in Latin Americp. Then we came back
and tried to digest what we had learned, and I had some other pre-
liminary meetings in Washington andon the 1st day of last year,
the 1st day of this session, the 86th Congress; I introduced this bill.

This bill was designed to meet these fundamental problems. In the
course of our trip to South Aitiérica, My, Chaitniali, I sdW some things
that to me were quite inspiring.” No:i'l, the 'notion that Americah'
of exploitation, or to

busigess abroad todpy. is there for the purpo:
put it another Wway, to: njalgefd ’_fasi,r Buék "an_sti“n,, f(hgt,;"ggtawdjf,‘just
181’t 80, Rt AR TR ARSI SR SIS B ot

This may have been true a long time ago, I don’t know. Butk,as
o matter of fact, the ‘whole capitalist systém, for' thdt matter, has
suffered & tremendous metamorphosis in t ‘e'labé‘huﬁdred efirs, and if
we applied the standards that were appliéd in ouf domegtic economy,
say. at'the turn of thé century, we 'Wwould not recognize our system.

There might even be some validity in some of thesq,'rldlcnlous claims

made by Mr. Khrushchev about capitalism, - "
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What I discovered was that our people, workin abroad, by and
large, were dedicated people, and I am sure, Mr. Chairman, that you
and your associates have discovered the same thing. )

In addition to that, T found that a lot of these old shibboleths that
make the rounds, just are not so. For instance, the one that invest-
ment means export of American jobs, this is one you hear quite fre-

uently, Mr. Chairman, I would like to compliment you, I read the
gebate n full conducted in the Senate a few days ago on H.R. 608,
and I felt that your participation in that debate, if I may say so, was
very brilliant, particularly on that llm)Oint' We had a witness before
our committee who described this t ing as plowing the back 40 and
rather than the export of any jobs, this is something that we don’t
have, and let me give you an example.

Take Brazil, to export automobiles to Brazil is a very difficult
proposition, :

Brazil has tariff walls, export quotas, import duties, that are fan-
tastically high. I would hope that these would be reduced and I
would say and we have attempted in every way possible to say to
these nations, “Now, look, if you expect some type of liberal trade
treatment from the United States of America, you must give liberal
trade treatment in return therefor.__

But nevertheless theg-coine back and the point out their great
dificulties in obtaiping dollars, the problems sttrrounding the export
of coffee and so off, and they try to justify these Toagtastic tariff bar-
riers and impoft restrictions that have, so that,\Mr, Chairman,

the idea thay/we would hgve thid automebjle market Yader existing
j a viin and fyuitless hope, 3o that when
ds a plant ghere, he is reall

conditions 4 just in ma
Mr. Kaise y\pot taking

any jobs ited Stat Quite the\contrary
10 i8 giy e imports into Brazil
from tl , equipment
requiref] dition\ to that, Heing on
the scehe he is eneral
illustration to negoti rtain pafts that
may be
hat
To giye . opens a/store in
Peru, in\Lima, 1e to have
visited ¢ t did not
exist. It \wasn’t there. is market
was to go there. ‘ uld‘do’it by sénding out a
Sears’ catalog, t icable,

8o here is anbperation no y Peruvians are

) j irfirticles, which
sold to the Peruviatbegnomy, that would nop.be’sold gtherwise. . The
jobs they have would not be-created otheriwise and. . for for-
eign aid or deveeﬂ)ment loan participation, export-i bank loans,
would be increased, not decreased. ) bt s a
This enterprise p- s t?‘xes to the Governient of Peru, It provides
employment to the y .ople of Peru. In every sense of the word it is a
good 'thing, and in addition to that from the philosophical point of
view, it shows the American enterprise system in operation. ,
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What the Communists like to do is picture us as being a vast,
wealthy, greedy nation, unconcerned about the poor people of this
earth. Here we sit, say the Commies, rolling in wealth and affluence
and abundance, completely totally unconcerned about anybody else on
earth. So all of a sudden in Peru someone walks into a nice clean
store exhibiting merchandise made .in Peru, with everybody in the
store being a Peruvian sellinf the merchandise, and here is American
enterprise on exhibit. It is then, however, very diflicult indeed for the
Communist propaganda, which, incidentally, has been quite rampant
in Peru, to have much effect.

I could go on with these examples.

I would say one other thing, Mr. Chairman. That as our Ameri-
cans become engaged in business operations in these nations, regard-
less of where they may be, they become interested in the problems that
confront these nations. ’1‘hey become much better ambassadors really
than our oflicial representation,

This is not said with any reflection upon the official representatives
at all, because I am certain that most of these people, all of them for
that matter, are completely dedicated people.

But these business people begin to have a stake in the economy of
the host. countries, I remember the last Mr, Steele, who was presi-
dent of the Pepsi Cola Co., telling me about the operation of Pepsi
Cola in Egypt. We were talking about the rise of Colonel Nasser-
and the spread of Nasserism throughout the Middle Fast, and I said
“How do you function with all 0# this political instability and this
conflict between the East and the West?” He said, “Well, the fellow
who has a Peqsi Cola dealership, overnight became a disciple of free
onterprise, and the people who work for him become disciples of free
enterprise and the Communist has a tremendously difficult time trying
to convert this fellow to something that they say will give him a better
way of life,”

cite that again as an illustration of what this proposed legislation
seeks to do.

Woell, one other thing then on the export of jobs problem which
was discussed in ‘the debate on H.R. 10087. If you will take a look
at the studies that have been conducted, and they are very intensive
studies, the places that have the most American investments are the
places that buy the most from the United States. This is an inter-
esting thing, but it almost invarigbly follows, It means that where
you have an economy that is developed it is better able to acquire the
products of industry. -

Mr. Chairman, you remember in your own lifetime the difference in
the economy of our own State of Louisiana. We today are tre-
mendous customers. Twenty years ago, or thirty years ago when we.
lived on a very subsistence margin we were anything but customers.

Well, now, 1n a sense this describes the world today. The areas.
that }ngwe money buy things. Those that don’t have money don’t buy
anything.
ow, %et me demonstrate that to you very graphically, Here is a
table in the hearings before the Ways and Means Committee, which
shows the per capita income of nine countries compared to the capital

urchases of Uf g é'oods in 1957i and here it follows, Canada, Great

ritain, France, Germany, Italy, Jepan, Egypt, India, Pakistan,.
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Canada, which has the largest U.S. investment buys the most from the
United States by a tremendously large margin, you see.

Senator Loxa. That table will be incorporated in the record. I
think we can also incorporate by reference these hearings. If your
committee can make it available, we will save a little printing costs.

('The table referred to follows:)

Per capita income of 9 countrics compared to per capita purchascs of U.S.
goods, 1957

Purchases
Income from the

United

States
$1,436 $231.0
958 21.0
846 13.0
742 18,0
404 14.0
254 13.0
108 1.5
61 11
52 1.3

Source: “Tarlffsand Trade,” May 25,1950, Published by the U.8. Councll of the Internatlonal Chambher
of Commerce. All figures converted at ofliclal exchango rates.

Mr. Bogas. I won’t bore the committee by going on with this, but
the point is that this argument that anyone seeks to export jobs from
the {I nited States, it is just not so.

Now in your reply, in your debate on the Senate floor, you made
reference to the fact that these were problems involving tariff con-
sideration, quota consideration, and not matters which fit into the
investment of American capital abroad.

In addition to that this legislation is limited to the so-called under-
developed countries, so that the argument about Western Ilurope does
not apply.

I personally would like to see the recommendation of Senator
Javits put into effect. Whether or not they can be done, I am not
prepared to say. :

Mr, Chairman, what this bill seeks to do is just one thing, and that
is as best we can do put the American doing business abroad under
the American flag on somewhat the same plane that we put the
American doing business abroad under a foreign flag.

This is & strange thiniin our law. If I go to Panama, let us say,
and organize a foreign base corporation, I can operate all over the
world- with subsidiary corvporations from that Panamanian corpora-
tion, and until and if I repatriate these funds to the United States,
I incur no tax liability under U.S. taxJaws.

. Buit, on the other Knnd if I want to operate under the flag of the
Unite&‘States as a branch of a U.S. corporation, and if I have the
identical corporate setup, except for the Papér organization in Pan-
ama, then I am subject to the regular 52-percent tax regardless of
when these funds-were repatriated. | . .

" Now, in addition to that, ]pructica]ly every trading nation on.earth,
led originally by the British, has established what, for lack of a bet-
ter name, they call an overseas trading corporation. ‘



28 FOREIGN INVESTMENT INCENTIVE TAX ACT OF 1060

So that the American businessman, No. 1, finds himself in a com-
pletely inequitable position insofar as his fellow American business-
man is concerned who organizes a foreign subsidiary, and, of course,
from the competitive point. of view of the foreigner, with the other
nation who has given this tax deferral, he is in an even worse situa-
tion.

One can’t change from a branch operation to a foreign subsidiary
operation without incurring the liability of the exchange of corpo-
rate form. So that a company which went in early in Fatin Amer-
ica, the Singer Sewing Machine Co., let. us say, comes to my mind,
is therefore placed in a very bad competitive situation insofar as the
company which comes in, let us sny, today, and sets up this type of
foreign subsidiary.

So from the point of view of all the equities in the thing, what
we hope to do under ILR. 5 is to set. up what is called a foreign busi-
ness corporation, which is surrounded by all kinds of safeguards—
for instance, none of the manufactured items or proposed items,
whatever they may be, manufaciured abrond can bo sent back to the
United States, if they exceed 10 percent of production. This, of
course, does not npply in the case of a foreign subsidiary. It can
establish o plant in 'Tokyo or Hong Kong or wherever it may be, and
if it is convenient, and if the domestic market is such, it can reexport
back to the United States. Under this proposal the American for-
eign business corporation cannot.

f’l‘lm business community was polled on these proposals in & number
of ways.

Before the hearings in the Ways and Means Committee we sent out
& questionnaire to 5,000 organizations in the United States. Almost
without exception they came back favoring ILR. 5. I think we had
something lillm 300 requests to testify before the Ways and Means
Committee. We cut that down to a very small number. None of
the witnesses before the Ways and Means Committee appeared in
opposition to this legislation.

fr. Strackbein, who represents some of the so-called protectionist
Froups, stated some questions in his mind with respect to House Resol-
ution 5 but he did not oppose the legislation.

The American Farm Bureau, the other farm organizations, the
AFL-CIO, the U.S. Chamber of Commerce, the Manufacturers Asso-
ciation, the organizations interested in fostering trade with other
areas of the world, all over our country, have appeared in favor of
this proposed legislation,

This legislation, Mr. Chairman, is a very modest approach to a
very difficult problem, I forgot to mention one other thing. The
Commerce Department also conducted a series of inquiries on this
thing, and the answers that came back were very interesting. They
apPear in the hearings. Again the reé)ly was overwhelming that tax
deferral was a device that was needed for the encouragement of
American enterprise in the free world.

Senator Javits made reference to a study by Mr. Straus—which
came about through his amendment to the mutual security program
which said that we should give greater emphasis to the private sector
and Mr. Straus was appointed chairman of that committes. Tax
deferral was one of the essential recommendations of that study.
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In addition to that, the Commerce Department under & very prom-
inent %roup of business people, made a similar study and they came
up with similar recommendations.

This bill has been limited exclusively to the so-called underdevel-
oped nations on earth. It, at most, is a very modest and minimal
approach to a very difficult problem. Its adoption, I think, would
be the signal to the responsible business community that the Govern-
ment does believe that the private sector, that private enterprise should
have a part in the maturing American economy. For us to fail to
enact it would be just the opposite signal and I would hope, Mr.
Chairman, that the Senate committee, this great Senate Committee
on Finance, would give favorable consideration to this legislation.

Senator Lona. Thank you, Congressman Boggs. Let me ask you
this: How do you go about separating the less-developed countries
that would be eligible for this type investment from those that are
more maturely developed ¢

Mr. Bocas, Well, it is specifically set out in the legislation, the
countries are named. Roughly speaking the developed areas are all
of Western Europe, Canada, and Japan. The rest of the world, again
roughly speaking, are defined as the underdeveloped areas. he
Soviet bloc, of course, is specifically excluded.

Senator Lona. And you would permit 10 percent of manufactured
goods to be shipped back to this country, .

T would assume they would be subject to all the restrictions,

Mr. Boaas. Tariffs, quotas, absolute quotas, or whatever other limi-
tations we might have.

Senator LoNa. My reaction toward other nations indust'rializinﬁ
and becoming competitive is that we should not be afraid. We shoul
want that to happen and when it happens we should not be afraid
to go ahead and give additional protection to our domestic industries
if they need it. At present some of our industries have no com-
petition and need no protection from a foreign competitor but when
the }?ay comes that they do need it, we ought to be willing to give it
to them,

I would just be curious to know your reaction to that.

Mr. Bogas. I think that is a liberal trade policy, what you just
said. People, in my judgment, get confused in their thinking when—
nobody believes in free trade per se. Liberal trade on the other hand,
as I see it, means ability to adjust to changing conditions in the
world. Now this means that you must have the proper machinery,
you must be willing to face up to problems, and the notion that an
industrialized nation takes away your markets, I don’t subscribe to
at all, just as you said a minute ago, Mr. Chairman.

As a matter of fact, in a sense you build up markets that way.
You see what is happening in Europe today is that the mass produc-
tion economy which we discovered in our country first is now finding
its way to Europe, and the Common Market which has been estab-
lished in Europe is becoming one of the great trading regions on earth
and you had two things happening, you had the competition to get
irito the export market that Eiirope provides and it becomes greater
because there is more demand for things and also to get behind what-
ever protective devices Europe establishes so they won’t have so
many imports.

57417—60——3
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Well, I don’t know whether I have answered your questions or
not,

Senator Lona. Thank you very much, Congressman Boggs.

Senator Carlson?

Senator Carrson. Congressman, I appreciate very much your
statement. here this morning. 1 wonder 11l your study does not. mdi-
cato or prove that American business has real competition in, for
instance, South America, as o result of the salesmanship, and the
liberal loan policies of, well, let’s suy Gormany ¢

Mur, Boaas. Surely.

Senator Cartson. And probably the Soviet Union. Do you not
feel that it is essentinl we do something like this if we are to keep
our place in this field?

Mr. Boaas. No question about it, Senator, This is the other side
of the coin, you see. Unless wo do something along these lines, the
competition that has developed to American business, particularly
in Latin America is going to be quite devastating.

You mentioned something that I didn’t talk about in my original
statomont, and this is these credit guarantees, all through Latin
America, Germany, England, and others, will give their own firm
o gunrantes against any loss that may oceur as the result of a bad
risk and they will provide for very long terms and ensy payment.
Our people have to compete against. that sort of proposition.

Senator Canrtson. Congressman, I just wish to state that Kansas,
for instance, manufactures and 1'0('111(%\9 and sells a large number
of light-type aireraft, particularly the Beech Aiveraft, Cessna Air-
crnft, and they have u very large market in South America and I
have visited with these people and have discussed with them on many
oceasions and I find discussing their problems as well as the prob-
loms of others who are trying to sell in that country we do have real
compotition at lenst from the liberal loan policies that you just men-
tioned and T appreciate your statement.

Mr, Boaas. No question about that.

Senator Carrson. Yes, sir,

Senator Lona. Senator Hartke?

Senator Harrke. T would like to congratulate you on the fine state-
ment and the leadership you have given us, Congressman,

T think it again demonstrates the fine work you have been doing not
only in this field but other ficlds on which I have had occasion to be
on your sidoe in the Senate. T would like to ask you a question about.
the Treasury position in which they stated or estimated, although they
say it is oxceedingly difficult to make an estimato that this will cause
o revenue loss ranging from $30 million to $40 million annually.

In your opinion, do you feel that this typo of legislation warrants a
loss of that revenue?

Mr. Booas. Well, I don’t think there is any question about it. In a
senso that is misleading, No. 1T have just seen this letter, it is appar-
ontly dated today.

Senator Harrkr, Yes.

Mr. Boaas. Mr, Glasmann in the letter says that it is difficult to make
an estimate, and it is very, very difficult to make an estimate.
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Senator Harrxe, Well, assuming his statement is true, do you feel
that by development in these underdeveloped countries of markets
we would, in the long run, be able to reduce substantially the foreign
aid contributions that we mako to theso countrics.

Mr. Boaas, Well, Senator, {his would really—this is only a drop in
tho bucket, assuming that this figure is accurate,

Senator ITarrke. That is right.

Mr. Bodas. Tho recommendations for foreign aid this year run
something slightly undor $5 billion, and $30 million as to $5 billion is
almost zero to $5 billion.

Tn addition to that, it is my considered judgment that this program
will produce revenue for the United States rather than lose it.

The incident. that Senator Carlson gave here n momont ago is a
good one. If we lose all theso markets, then this investment. income
that Senator Javits was talking about, will be lost, to the United States.
You heard the figure that he gave as to the amount of income comin
back to the United States ag the result of our investments abrond.
'This is all taxed; if it. comes in corporatewise at 52 percent, if it comes
in individually, up to the effective rate of whatever it is, 87 percent,
doepending on the bracket. that you are in, so that the amount of money
involved in the other way, the reverse way, in my judgment, 1s
tremendous,

Not. only that, we are not talking about. a tax loss, we are talking
about tax deferral.  When this money comes back to the United States,
it, too, will pay the going rate, whatever if is.

Senator Tlarrxe, Doesn’t the general principle, Congressman, of
this bill, which was pnssed by the ITouse Ways and Means Com-
mittes or the ono introduced by you in its original conception, really
m‘l_«rr‘v]g)ut}l.lm recommendation of the President. in regard to this typoe
of policy?

I\l'h'. Boaus, 1t most. certainly does. The President has talked
nbout. this for years and mentioned it specifieally in his message to
Congress in Januavy,

Senntor Hawrke. And he recommended specifically that additional
il_l(‘i!llléi\'(\,s be given similar to what, this bill attempts to do, isn’t. that
right

g-M r. Boaas, T would say that. this bill is minimum,.

Senator Harrke, A minimum approach to what he recommended.

Mr. Boaas. Right.

Senntor Iaweke, That’s vight, -

And it is designed for economically less developed countries.
Tsn’t, that right ?

Mr. Boaas. By specific language.

Senator Harrke. Yes. In regard to that, the TTouse Ways and
Means Cominitteo in their report carried separate views of one Demo-
crat and some Republicans which I think in summary could be said
to im‘)ly, ot lenst, that this is a good idea but let’s not do it now,
isn’t that right? ,

Mr. Boaas. That is right. Or that we don’t go far enough.

Senator Harrre. Or that you don’t go far enough.

Do you feel we have to make a start some place?

Mr. Boaas. Well, if we don’t make & start before long, we will ba

out of a lot of these markets in my opinion, Senator.
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Senator Harrxe. There is some contention by some people, and I
think with honest feeling, that it should not be done in this session
of Congress, that additional study should be given. Would you care
to express an opinion upon that?

Mr. Bocas. eVell, from my own point of view, I have never studied
anything or has any committee studied anything as thoroughly as
this, Not only the subcommittee but the full committee. e had
extensive hearings in the House. Then we have met in executive
session on this bill on two occasions. On one occasion we spent 2 weeks
in executive session, writing this bill.

So this is not a piece of legislation that has not been very thor-
oughly considered. It has. I am sorry that it did not come to the
Senate before it did, but it has been well considered.

Senator Harrke. In the long run, isn’t this designed to cut down
on the foreign aid and the amount of grants specifically to be given
to the underdeveloped nations of the world ?

Mr. Boaas. Well, the whole objective of the bill, Senator, is that.
After all what is involved in the world today, we are in a conflict
with communism, What is communism? Communism is a govern-
ment program, government industry, government operations. This
bill seeks to say “Well, now, our secret weapon is the private enter-
prise system and if the whole thrust of our operation abroad is to be
government to government, then we, too, in a sense are doing the
same thing that the Communists are doing.

Senator Harrke. Isn’t it true if we have these investments in these
countries that the mutuality of interest between the two countries
will give us a closer tie than all the gifts and grants that we can give?

Mr, Boaas. There is no question about that being so.

I get back to home base. Look at the situation between us and
Canada. We couldn’t have a better situation, and to give you the
converse of it, when you get into a conflict involving these trade mat-
ters, then they reflect themselves in the international scene. The best
example that comes to my mind is our other neighbor to the south,
Mexico which is also a very fine friend and a good customer. We got
into an argument with them about shrimp and the way you could
take shrimp so we end up in an international conference in Geneva
and Mexico becomes the weapon by which we lose our whole argument.

Senator Long and I are trying to work out an agreement with
Mexico on shrimp.

Senator Harrke. I have no further questions.

Senator Lona. Before you conclude, Congressman Boggs, I must
say that I was very favorably impressed by one of the Sears Roebuck
operations that I saw., Irefer to the one I saw in Brazil. A popular
item to be purchased in Brazil is a ladies’ purse. It can be purchased
cheaper there than in the United States. Curiously though, you can
buy a purse cheaper in a Sears store than at the plant which manu-
factures it. The reason is that at the plant the system of haggling
over the price still exists. The natives start with one price and one
attempts to bargain with them until the price is lowered. The time

nt ngglin on prices winde up costing them somethm% Perhaps
they don’t realize it, but'that is a waste of manpower—all that hag-
gling-—compardd to a one-price system where the basis for the pur-
chases is volume sales. :So I will.say our people, particularly Sears,
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Roebuck will teach the Brazilians how to do business, and also how
to work on a small margin with the volume sale which makes it pos-
sible to the rank and file of people to participate in all the fruits of
free enterprise.

Now, if we can break down some of those ancient practices that
retard economic development and the welfare of the masses under
the capitalistic systems of other countries it seems to me we are
making much more of a major contribution, more than by this give-
away stuff which half the time does not wind up with the other people.

Mr, Boaes. Mr. Chairman, you stated that eloquently. I had for-
gotten about the fact when you normally went into a store everywhere
else in the world, you haggle about everything. There was no set price.
You spent all day coming to an arrangement on what you would pay
for a lady’s purse, let me say and I think if we can encourage this
thing, you see, in Latin America and in the Middle East and in the
Far East, we have the Communists beat. But we are not going to beat
them simply by a foreign aid program.

Senator LoNa. Why do you think that this simple change in the
tax laws, would stimulate any substantial amount of investment recog-
nizing that these companies can set up foreign subsidiaries under the
present law.

Mr. Boags. Well, I think No. 1, that this would have a tremendous
psychological effect. It gives official recognition to the fact that the
American business community is a coagent, so to speak, with the Gov-
ernment in this battle. No. 2, it permits these companies to move
about with the American flag, and this means a great deal.

No. 3, in the case of some companies, which are frozen into this
position now which is a very bad competitive situation, they can get
out, of that freeze and operate as a foreign business corporation.

Senator Lona, Senator Frear, any questions?

Senator Frear. Thank you Senator. I am sorry I didn’t get here
for the testimony, however, I have talked with the ongressman from
Louisiana, and know that he gave something I should have heard. My
questions, I believe, would be rather limited in scope and they might
be quite elementary so I think I will forgo those and read what you
had to say this morning, and probably get a better enlightenment.

Mr. Bogas. You flatter me, sir. .

Senator Carrson. Congressman, I just happened to notice in your
House Report 1282 by the committee on H.R. 5, it contains a statement
that this is expected to result in a revenue loss of about $85 million in
the year beginning in 1961.

r. Boaos. Yes. , ‘ o

Senator CarrsoN. We have a letter to the Treasury which is dated
June 13 which said the loss would be $30 to $40 million; what change
has taken place since thereport? - .

Mr. Boags. Well, the bill as originally reported was not limited to
the underdeveloped countries, and we later reported a comniittee
amendment so limiting the bill. That is the difference.

Senator CarLsoN. Thank you.

Senator LonNe. Just one point about that revenue loss: Isn’t this
true, that we are proposing first one way and another, through foreign
aid to start a housing program in Latin America, and with Public Law
480 money to start one economic development program after another
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-and with Export-Import Bank money to make loans to foreign com-
panies all of which would greatly exceed any revenue loss in this bill?

Mr. Bogas. No question about 1t.

Senator Lona. In the long run wouldn’t this program help you to
:make money ¢

Mr. Boaas. I don’t see how we could help miss making money and
a lot of money.

Senator Lona. It seems if it is worth making the investment at all
the American businessman has to anticipate that the money would
come back to this country and he would ultimately wind up paying
taxes on it when the money ultimately came back in.

Mr. Boaas. Yes, well, you know there has been this discussion about
the deficit in the balance of payments. The only plus in the balance
of payment has been the return from investment abroad. The deficit
in the balance of payments is accounted for by No. 1, the foreign aid

rogram; No. 2, our military exepnditures abroad ; and No. 3, tourism.
But our two pluses are exports and return from investment abroad, so
if you remove investiment abroad, we would have a deficit in the balance
of payments which would be phenomenal. There wouldn’t be any gold
left in Fort Knox, believe me.

Senator Frear. There isn’t much left there now.

Senator Harrke, Mr. Chairman, I would like, with the consent of
the chairman, and Congressman Boggs, if I could, to read just a short
portion from the President’s budget message of 1961, fiscal year 1961
concerning private investment in which he says:

The United States is trying to encourage more rellance on private enterprise
1n foreign economic development. During the past year, the Department of State
and the Business Advisory Council of the Department of Commerce have both
completed special studies in ways to increase the role of private investment and
Jmanagement abroad.

Tax treaties are now being renegotinted in many countries, more trade missions
are being sent abroad. Several of the less-developed countries are opening busi-

ness information offices in this country. As a result of these various activities,
more private investment in theé less-developed areas should be forthcoming.

Then he makes this statement:

To provide an additional incentive, U.S. taxation of income earned in the less-
developed areas only should be deferred until repatriated.
. I think this is very significant, and I think it just bears out the in-
tent of what you are trying to do.
Mr. Boaas. Thank you very much.
Senator Long. Any further questions?
Thank you very much, Congressman Bog%s.
" The next witness is Arthur Wood. Ishehere?
Mr. Woop. Yes, sir.
Senator Loa. Will you please be seated, Mr. Wood. Weare happy
to have you here today. .
- Mr. Woop. Thank you, Mr. Chairman.
Senator Lona. This is Arthur M. Wood, vice president, Sears,
Roebuck.
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STATEMENT OF ARTHUR M. W0OD, VICE PRESIDENT,
SEARS, ROEBUCK & C0., CHICAGO, ILL.

Mr. Woop. Mr. Chairman, I would like to introduce Mr. Robert R.
Jorgenson who is manager of the Sears, Roebuck tax department.

My name is Arthur M, Wood, and 1 am vice president, secretary,
and comptroller of Sears, Roebuck & Co. of Chicago.

I appreciate the opportunity to appear here today and to testify
in support of H.R. 5, the Foreign Investment Incentive Tax Act. We
at Sears feel that the best kind of foreign aid this country can pro-
vide to countries in Latin America is to encourage the use of private
capital in producing modern business methods which create jobs and
raise living standards. I propose to explain how the provisions of
H.R. 5 would encourage expanded business activities by Sears, Roe-
buck & Co. in our Latin American subsidiaries. I will first briefly
describe Sears’ Latin American operations and then offer a few com-
ments on the bill.

Sears, Roebuck & Co. has been in business in Latin America since
1942 when it opened its first store in Havana, Cuba. The Havana
store was largely experimental.

After World War II, we entered Latin America in earnest, starting
with a store in Mexico City. Now we have 49 stores and 8 sales offices
in 6 Latin American countries—Brazil, Colombia, Cuba, Mexico
Peru, and Venezuela. These stores represent a present investment of
approximately $53 million, practically all of it provided by Sears.

Before Sears entered Latin America, the retail business there was

enerally small and backward. The goods carried no selling prices.

uality was not guaranteed, and variety waslimited. Sales personnel
were inefficient and unschooled. Business volume, as a result, was
small, for only the higher income groups could afford quality clothing
and home furnishings.

‘When Sears entered Latin America, we brought along the American
methods of retail selling. In our stores, l)rices are clearly marked on
all the goods and the price indicated is what the customer pays, not a
cent more.

The merchandise is 1aid out attractively on open counters where the
customer can see and touch it for himself. Kvery item sold is accu-
rately and fully described and, above all, its quality is guaranteed.
This pleases the ordinary shopper who is now able to calculate how
gn_xch he can afford to spend and exactly what value his money will

ring.

Ségars’ example has had a substantial impact upon other Latin Amer-
ican retailers; they learned that the customers liked what they found
in Sears’ stores and they are now copying Sears’ methods,

When we first opened in Latin Kmerlcn, we imported practically
everything we sold. The quantity and quality of locally produced
goods was not large enough nor good enough to satisfy our policy of
providing goods of gi:mmnteed quality at a fair price.

" Weset out to work with local manufacturers, We started with cot-
tage producers to find someone who owned a machine or two. We
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loaned him enough money to buy more machines and hire more work-
ers, and gave him enough orders to assure him a steady flow of work
and Sears & steady flow of 1s. Toinsure quality, Sears sent around
technicians to check and advise.

They helped the local manufacturer on plant layout, manufacturing
methods and equipment, and Erovided advice on financing, With this
help and firm orders from Sears, these manufacturers have become
efficient, low-cost suppliers.

In n fow instances gem's has found it necessary to go into the supply
end of retailing itself in order to insure n steady supply for its retail
stores. But generally, Sears relies upon others to make what it needs.

For example, in Mexico we do business with a total of about 2,700
independent Mexican suppliers, many of whom Sears put into business,
In recent years we have purchased from local Latin American sources
roughly 75 percent of the merchandise we sell there.

Due to these developiments, 90,000 persons are now employed in Latin
American factories making Sears’ merchandise. New skills have been
brought to these factory workers. This, of course, has had an effect
upon Latin American industry that goes beyond the suppliers with
whom Sears deals.

It has stimulated expansion by other retailers, and has encouraged
groduct development fr competing manufacturers, We think we

ave generated good will and increased respect for United States and
its business methods in these six countries of Latin America.

Now a bit about our company there. In each country we are organ-
ized as a corporation under local law. These corporations bear the
name of the country as Sears, Roebuck de Mexico, or Sears, Roebuck
del Peru. Of the 9,000 persons employed directly in our Latin Amer-
ican stores, 8,000 are nationals with only the top supervision from the
United States. We are now training nationals to take over many
of the jobs. They fill just about every executive job. This is of
immensurable importance psychologically as it means that for a
olm,n%'e the Latins, who have historically been thought of as “ineffi-
cient” and “unbusinesslike,” have proven to be every bit as compe-
tent and reliable as their counterparts here.

Our companies émy good wages and provide a wide variety of
benefits such as paid vacations and holidays, sickness allowance, lunch-
eons at cost, and a discount on purchases. In some countries where it
is feasible, there is also a profit-sharing plan—three of these com-
panies, to be exnct——

Senator I.ona. What are those?

Mr. Woop. Those are in Venezuela, Mexico, and Cuba, It is prac-
tically unheard of in those countries to share the profits with the

emé)lo ees, . . .

ach corporation has a public relations program which encour-
ages employees to participate in civiec works for the public good and
company time is provided for these activities.

There is financial support for education and for local health pro-
grams. We have been told that the public 1ma§e of Sears in Latin
America is good. 'We believe that this type of “foreign aid” is sound.
By demonstrating what profit-motivated free enterprise can do, Sears
encourages more local businessmen to embrace this system,
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HOW IR, 5 WOULD HELP S8EARS OPERATIONS ABROAD

Senator Lona. Can you give me some idea as to how your prices
relate to your cost of doing business? In other words, what is your
markup on g net basis?

Mr. Woop. Well, without giving away any business secrets, Mr.
Chairman, I think we could say that our markup there on cost is sub-
stantinlly the same as it is in this country.

In other words, while we have introduced low-cost methods of
manufacturing, and mass production, although on a much smaller
scale than here, we probably—at the outset—were able to underprice
competition, without any question.

Senator Lone. I believe I read somewhere, perhaps in the National
City Bank of New York Newsletter, that the mar up in Sears was
somewhere between 3 and 5 percent on a net basis. :

Mr. Woopn. Well, on cost, of course, your initial markup is consid-
erably more than that.

Senator Lona. But after you pay your taxes and so forth ?

Mr. Woon. We earned last year approximately 6 percent on sales
after local taxes, not after U.S. taxes.

Senator Lona. That is not after your U.S. taxes? After U.S. taxes
you are making half that then ? :

Mr. Woop. No,sir. Actually we are making about 4.5 percent after
U.S. taxes because as you know the taxes in these countries have been
increasing, and while those taxes are less than U.S. taxes, they are
approaching in many countries the rate that we have here, so that the
additional U.S. tax on the profits we bring in reduces our profit on
sales to around b percent.

Senator Lone. Well, the reason I raise this is because one Senator
who traveled abroad told me he came across a plant operated in a for-
eign country by a foreigner, which had been made possible by our
investments and our aid. The working people there were doing no
better than they had been before working somewhere else, yet the
profit was fantastic. The Senator asked, “Why don’t you raise wages
or cut your labor in on some of the benefits from all of this?” and the
response of the local businessman was “Why should 1#’ He thought
the Senator was foolish to even suggest it, but actually when groups
such as Yours bring the competitive element in, the local merchant is
more or less compelled to follow that concept, is he not?

Mr. Woop. That is correct, and we feel in all these countries, we
have helped to raise the standard of living by makinf,r f,oods available,
clothing, household furnishings, the necessities of life to a much
broader percentage of the market and by providing jobs we have in-
creased the payrolls and we get some of this back in purchases as does
our competition. Now, a brief word on how H.R. 5 would help Sears
in its structure and in its operations abroad.

Under present law there is a lack of flexibility in the use of retained
earnings which follows from our form of subsidiary organization,

. We are not now able to use profits generated in one country to pro-
vide for expansion or working capital in another Latin American
subsidiary, unless we transfer the funds through our parent company,
paying the U.S. tax in the process.
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For example, our Venezuelan subsidiary has ninestores, The profits
enrned by it can be used to tinance additional outlets there. However,
if we want to use the profits of Venezuela to open a store in Peru, under
our structure we would have to declare & dividend from Venczuela, to
the Sears Co. here, pay U.S. tax on the dividend, and transmit what
is left to Peru. During this period of expansion in Latin America
when substantial sums are needed for reinvestment, wo are pmmlized
by our corporate structure, .

On the other hundz a corporation now starting out can form a holding
company in some “tax haven” country. It can then, without any
appreciablé tax burden, transfer the earnings generated by a subsidiary
in one foreign country to another subsidiary which can more effectively
use these resources within a different foreign country.

Woe tried to alleviate this inequity under existing law. In 1957 we
attempted to organize a foreign holding company for what we con-
sidored sound business reasons. We desired to transfer to the holding
company the stock of our Latin American subsidiaries. Such a com-
pany would have permitted us to use the earnings of one subsidiary
to meet the need of another subsidiary. It would also have offered
us flexibility in the event of changes necessitated by local political or
economic instability.

To establish sucﬁ' a corporation, it was either necessary to obtain
o ruling from the Treasury Department that a principal purpose was
not the avoidance of U.S. tax, or else pay a substantial tax because
of o simple reorganization. After some negotiation, the Treasury
held that the possible deferral of U.S. tax was the equivalent of
avoidance and they refused to grant a favorable ruling.

Under H.R. 5, companies with existing subsidiaries abroad such
as ourselves would bo allowed to form g holding company for owner-
ship of the stock of their foreign subsidiaries and to accomplish
this by a tax-free exchange. '

Furthermore, such u%?oldin company could be a domestic cor-
poration, organized in one of t%le States of the United States.

Senator Frear. You might consider Delaware. [Laughter.]

Mr. Woon. Thank you, sir. This would end the unhappy situation
of American businessmen resorting to tax haven countries, foreign
flags, to achieve a result that our own Government should make avail-
able for them.

In our opinion, enactment of H.R. 5 will not result in loss of revenue
to the Government. for longer than a very short term, and ultimately
it will stimulate the flow of larger dividends subject to U.S. tax.

Our investment in Latin America was made to l[‘)roduce profits and
dividends for the stockholders of Sears, Roebuck & Co.  They ex-
pect the parent company to bring in dividends from our Latin Ameri-
can operation and to date the total of such dividends amounts to more
than $14 million. In the long run, H.R. 5 will not result in a re-
duction in the amount of dividends taxable in the United States.
It will, on the other hand, enable us to build a larger and sounder
base for the creation of dividend-producing assets in those countries.
Accordinglly, we urie that this committee report favorably on H.R. 5.

Senator Lowa. This bill will be looked upon as taking the place of
foreigm aid in the long run, won’t it -

Mr. Woop. Yes, sir.
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Senator Lona. So, in the long run, it is a case of where we can help
.ourselves and the other fellow at the same time ? :

Mr. Woob. Ithink that is so, definitely.

" Senator Lona. Thank you very much.

Senator Frear? . :

Senator Frear. Mr. Wood, in your stores in these six countries, I
believe I read that you were now getting from local manufacturers
approximately 90 percent of your sales. »

" Mr. Woop. It varies from one country to another, Senator.. The
overall average up-until this year has been around 75 percent of all
merchandise sold was procured locally. ’ '

Now, that percentage has increased due to the changes. in Cuba.
We are now forced to procure practically all of our merchandise in
that country due to the new import restrictions.

. Segnut.or Frear. Are your operations restricted in Cuba by the
way ,

Mr. Woon. We are continuing to operate in Cuba. Our sales have
declined considerably. The major reason is that we are a little short
of merchandise. Because the flow of merchandise from this country
to Cuba has been drastically reduced because of the high-import duties
that were recently imposed, on foreign goods. ‘

Senator Frear. Now, of this other than material that is manufac-
tured localliy, from what country or countries are imports made to
su&lr)lly you

here do you get your supplies from Venezuela, for instance that
you don’t manufacture there?

Mr. Woon. Well, the great majority of the merchandise comes
from the United States. We do import some items, a very small
percentage from Europe. But the big portion of that 25 percent
comes from this country. .

Senator Frrar. On items that are generally made in this country
for your stores in this country, do you import like objects or goods?

r. Woop. Would you state that again ?

Senator Frear. Let’s just say shoes, that is an item ; shoes are made
in this country.

Mr, Woop. Yes. - _ o

Senator Frear. And for the shoes that are sold in this country do
you import them or are they of domestic manufacture?

Mr. Woop., Well, the shoes sold in the United States are 90 per-
cent U.S. made. In Latin America the soft lines, including shoes,
are manufactured locally ; that is one thing that the Latin Americans
do very well, the manufacture of garments, textile items, and, while
some shoes are imported, the great majority are manufactured focally.
. Senator Frear. Well, these questions may sound perhaps unreason-
able to you, but do you have stores in J. apan?y g

Mr. Woop. No, sir. : ~
.. Senator Frear. Do you import soft goods from Japan and for sale
in this country ¢ Co .
- Mr. Woop. Our imports of soft goods from Japan are de minimis.
The principal import from Japan is in manufactured items such- as
.cameras, and some sewing machine heads, but our imports of clothing
items are relatively minor. -In fact they are very minor. We have
mass production in this country of most all the clothing items and we -
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havo wondorful relationships with a great many manufacturers, most
of them in the southern part of the country.

Senator Frear, Now, if these manufacturers that you have helped
to establish and have established. under your auspices in South Amer-
ican countries, can make more than your stores will sell in the respec-
tive countries, would you give some consideration to importing those

yods for sale in your domestic stores, that is, in the stores in the
%}nited States? . '

Mr. Woop. Well, actually, the cost of manufacturing those goods
and then shipping them to this country, plus the routine and the pro-
cedures of importing, in some cases against duties or import restric-
tions, would prevent thut, and I can tell you that we have not im-
})orted from any of these Latin American countties goods for resule

1ere, '

Senntor Frear, Well, of course——- :

Mr. Woon. Furthermore we don’t control those companies and of
course they do sell u substantial portion of their output to other local
distributors. : T K

Senator Frear. Yes, I think I understood that. I mean these small
mfmlmfnct.um's you don’t take n hundred percent of the supply of all
of them, : ST ‘

Mr. Woon. That is correct. o o

Senator Frear. I have been quite favorable toward this Western
Hemisphere position that we have had, and I am wondering if the
condition did develop where through your emphasis and other Amer-
ican companies that went into Latin Amevica and developed processes
for cortain types of—manufacture of certain types of whatever may
be sold, whether it be clothing or shoes or horse collars, I guess, that
wo migilt give some preference to the import in this country for West-
-orn Hemisphere manufacture over European ot Asiatic. That is lend-
ing up to something, and I don’t want to have you answer it unless you
care to. I mean if you have any views on it, why it is nll right but
I am not trying to put you, your com}mny or you 1n & position where-
by (fvou might at a later date say, well, I said that before a committee
and I suppose we will have to live up to it. s

Mr. Woopn. Well, I think you have given me a pass on that question.

Senator Frear. You are going to take it. ' ,

Mr. Woon. Yes, I think I would like to take it. ‘

Senator Frear, Well, I gathered from what you have said, all of
your operations in Latin America have been satisfactory with the
possible exception of Cuba where conditions certainly have not been
under your control ¢ ' '

Mr. Woop. Well, I would like to say in response to that, we have
had some serious problems arising in four countries of Latin America,
due to the currency situation. In other words, it hasn’t all been ‘an
easy matter to operate over these 15 years in Latin America, Of
course, the devaluation problem is one which we feel is a good argu-
ment for the passage of this bill. o

In Brazil, for example, we paid 5 cents for the first cruzeiro of our
investment there, and the cruzeiro today is worth one-half of 1 cent.
‘Over an 11-year period we haye had substantial profits earned there
because we have been accepted and our sales have been snbstantial.
‘But in terms of U.S. dollars we are just sbout: where we started in
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1048. So that those problems have caused us headaches. We feel
that this bill, which would permit us to set up a domestic holding
company to take profits from a country such as Venezueln, nse those
profits to reinforce our working capital in Brazil, will really enable
us to do a better job, give us flexibility, which we don’t have under
our present sotup,

Senator I'rzar. Have you had difficulty in bringing any earnings
from Brazil back? Is that in your agreement with the country that
you infend {o return earnings or part capital?

Mr. Woon. No, sir, we have been able to buy U.S, dollarg for, T
think the past 6 or 7 years, but of course the cost of the U.S. dollars
in terms of cruzeiros has heen more and more painful but we do bring
buck dividends, We brought back a small dividend from Brazil in
ench of the Inst 2 years.

Senntor Frear, But your investment in Brazil regardless of the
fluctuntion of the cruzeirvo, and its value, you have practieally a
constant value so that someday you may reap the henefit of the pain
that you have had in the lnst few years,

Mr, Woon, That is correct. Our real estate, our stores, our fixed
assels are certainly apprecinting in terms of loeal currency.

Senator I'rear, Thank you, I didn’t mean to take up so much time.

Senator TLona, Senator McCarthy ?

Senator McCarrry. Mr, Chairman, T have two questions, on the
matter of dividends, Would you have brought them back if you had
H.R. 5 lnst year and the year before? Would you have transferred
that money from one South American country to another?

Mr. Woon. Well, that brings up the question of our policy on paying
a portion of our profits wherever we earn them through dividends to
the stockholders of Sears, Roebuck & Co. We have followed the
practice of paying out 50 percent or slightly more than 50 percent
of our earnings to our public stockholders.

_ We now have the policy of attempting to bring back some such
percentage from Latin America. Accordingly, to be more responsive
to your question, Senator, I would say we would have brought back
a portion of our Brazilian profits through this holding company that
we propose to set up, and taken the aggregate of profits of all of our
Latin American subsidiaries which came through in the form of divi-
dends to the holding company we would have measured our particular
needs for working capital in any country and then having satisfied
those, declared the balance in dividends to the parent company.

We always are asked at stockholders’ meetings. “What are we
stockholders reaping from our investment in Latin America?"” and we
want to be able to say “so many dollars of dividends have come up to
the parent company. , o, ,

Senator McCarrry, The second question is the Republican members
in the Ways and Means Committee in their separate views raised the
question—they said that the passage of H.R. 5 to the extent that it
might be used, might increase the pressures to transfer production
effort from the United States or some other country. You indicated
that Sears, Roebuck had encouraged productive efforts and had un-
derwritten or financed such production in various countries. Do you
think their fearshaye any foundation? .~ ., . . .~ 7
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My, Woon, T don’t think that those fours ave real insofur ug selting
up prml\lul fon oversens for domestic use is concerned.

That is Senrs, Roobuek's picture, We have helped manufacturers
ostablish thomselves overseas in Latin Amoerien in ovdor to provido
production for domestio consumption, 1 don’t. feal that that should
cause Amoervican manufaeturers any concern.  In the first. place they
haven't had a veal market there.  Secondly, 1 think that the more
important. need at this duy is to develop industry in these countries
to make them move econonienlly sel f-sufliciont.

Now, if this bill were to nssist the croation of oversen manufactur-
ing coneerns which would ship their goods ek to this country, there
wonld perhaps be more reason for concern, but. as deafted, the hill
would tllisqnnlif.\- n corporation from ity provisions if more than 10
pereent. of goods mmm}\u'(nml oversens wore shipped baek into thig
country,

Samntor MeCareny, That. is ally Me. Chairman, "Thank you, sir,

Senator Loxa, Senator Havtko!

Senator Hawrkw, 1 owant to thank you for o fine stademont, M,
Wood.  Your business by its very nuture is the type of business which
depends on consumer buying, is that rvight?

Mr, Woon, Yes,

Senator Warreke, And if there is no consumer buying in a country,
you ean't wmake a profit or ean't. continue in business. 1 thought. it
was very signhifieant when you said we had no veal muarket in these
countries at the present time for many of these consumers’ goods under
present cireumsianees,

My, Woon, Welly 1 think 1 should qualify that by suying that there
ave, as Congressman Boggs indieated, restrictions in muny of these
countries of Tatin Ameviea on imports from abrond.  They have
an infant textilo industry as 1 indiented and they ave now gelting
into hard Tines manufactuve ; and for yenrs there have been restrictions
on the imports of goods from American factories, and that was what.
I intended to indicate when 1 snid that the market is vestrictod fov
American manufacturers.

Senator Tanrke, Yes, Ianderstand that,

It is your contention, ns T understand it, that you bolieve by increas-
ing these markets in these foreign countries that you will raise this
standard of living and thereby make them not alone more self-suf-
ficient. but better neighbors and morve apt to want our way of life;
isthat right.sir?

Mr. Woon. Youstated it very well, Senator,

Senator Harrke., And plus all that you think Sears, Roebuck might
make a little profit along with it?

Mr. Woon, We shouldu’t be there if we didn’t have that desire,

Senator Harrkr, Do you believe that this is a complete answer,
however, to the problems we have with these countries?

Mr. Woon. No. Ithink itcertainly isnot,

Senator HHArTKE. Just a step in the right divection ¢

Mr. Woon, Itisastep inthe right dirvection.

Senator Hartke. Of an overall program.

Mr. Woon. Yes, sir. : : , - :

Senator IarTke. In your ;{)inion, does this bill provide incentive.
for corporations in the United States to move into foreigm markots?
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Mr. Woon, Well, T think that it cortainly helps a group of Amori-
can management. in making a decision as to whether they will move.

I think Amerienn business is looking abrond today. They are will-
ing to risk n cortnin amount, of enpital overseas, This bill permits
them to be more flexible with that capital and, therefore, 1 think it
dovs provide an incentive for more Amevican entorprise oversens.

Senntor Hawrke, And thore is more risk oversens due to the in-
stnbility of the government and the currency and the like, isn’t there?

Mr. Woon, Definitely,

Senator Hanrkn, How do you answaer this frequently brought out
statement that legislation of this type exports jobs‘é

Mzr. Woon., Well, I just don’t think it does export jobs, Senntor. If
this woere nn incontive to American manufacturers to go overseas and
oliminnto o plant. in this country, becnuse labor rates were lower over-
seas, with the intention of bringing back those goods, I think perhaps
those eritics would have u point.

But. this bill definitely inhibits that type of activity.

Sonator Hanrke, Those are all the questions I have, Mr, Chairman,

Senator Lona. Actunlly, insofar as our trade policy is concerned
the renson that we are ont-—were off balance on the balance of pay-
monts hay to do with our foreign aid and military expenditures
abrond, doosn’t, it.{

M. Woon. T heliove that. is correet.

Senator Lona. In other words, if you take those two out of the pic-
ture, our balanco of trade and our dollar payments would be ex-
tromely favorable,

Mr. Woon, No question about that.

Senator Lona, Now with regard to the countries that you are doing
business with, your operation of exporting American items to those
countries is nlmost entively one insofar ns trade is concerned, is it not?
I'n othor words there ig very little that you ship back in. Your ship
practically nothing back this way in terms of goods.

Mr. Woon. Largely we have exported our dollar investment and
know-how,

Soenator Lona. Yes.

Mr. Woon. Tt is almost entively a local operation; and, of course,
we are in the distributing business. Insofar as we can help local manu-
fucturers, I think the effect on American manufacturers 1s minimal,

Senator Lona. Well, the effect of your company going to Latin
Americn has been to tremendously inerense the amount of sales of
Amoerican manufacturers in those countries, is it not

Mvr. Woon. 1thinkitis.

Senutor Lona. And the only reason it has not incrensed more—the
primo reason it has not increased it more—is they won’t give you the
licm%sos to bring American goods in because they are short on dol-
ars

Mr. Woon. Yes, that is correct.

Senator Lona. Thank you very much, Mr. Wood.

T have beon requested to call Mr. Walter Slowinski of Chicago next,
rorhaps because he will be required to be out of town later on and not
o available to us,
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STATEMENT OF WALTER SLOWINSKI, OF OHIOAGO

Mr. Stowinski, Mr. Chairmun, Sonntor IHartke, this is by no
monns o request for precedoence in the order, 1t way just that 1 was
roquestod to make n proliminnry stutoment. on some of the technieal
facots of LLR. b and my statement. will take only 10 minutes,

1 am pleased to appose bofors this commitiee (o testify on LR, 8§
in the capnoity of anadjunet professor of law at the Georgotown Uni-
versity Law Clonter where T teach o gradunto seminar ealled Tax
Problems of U8, Corpovations Aln‘omﬁ

The snme course is tanght by mo on alternnte senesters at the Uni-
varsity of Virginia Law School in Clhnrlottesyille, Vaoo 'The majority
of my time, however, is devotod to the practice of foreign teade and
corporate taxation as a pavtner in the lnw fivm of Buker, MeKenzio &
Higlhtower of Chicago, .l‘|l.

&s Mu, Bogges noted earvlier this morning, 1R, § has boen ondorsed
by the Departments of State, 'T'rensury, and Commeres and sueh non-
governmontal, but. cortninly ropresentative groups as the chambor of
commeres of the United States, the &\l”r‘f}l(), the National Asso-
cintion of Manufueturers, and the Ifarm Burenu Fodertion,

Frrom the vecord before the Committee on Ways and Means, prob-
ably no piece of legislation in recent. history has beon so widely sup-
ported in the business community us ILR. 5.

Senantor, 1 think, in the area of 300 corporations expressed support.
of ILR. & and their peopls wore willing to testify before the { nys
:;n‘d Means Committee, A shortage of time limited those heavings to
Jdays,

For this veason, this bill is corvectly deseribed, I boliove, by one of
the Mambors on the Flouse floor as & “praction step to enlist. American
private capital in the job of develo )ine; undordeveloped countries.”

For the first time in our history, i’l‘]». B will incorporate into our
Intornal Revenue Code a concopt of U.S, tax deforral on foreign source
incomo of a U.S. corporation wntil that income is brought home as n
distribution,

The sueccessfal exporience of the United Kingdom over the past 3
years in this samo area of oversea trado corporations is a propoer an-
alogy. If our Congress adopts this snme foresighted approach, wo
may look forward to an extension and expunsion of this legislation in
future years because of its success in achieving our national objectives.

A few words on the legislative history of ILR. b and the principle
of tax deferral,

The principle has been bofore this committee before. You will re-
call that in 1954 the same concept of tax deferral on foreign income
earned by branches of U.S. corporations actively engaged in trade or
business was before this committee in FL.R. 8300, of the then proposed
Internal Revenue Code of 1954, '

It had been incorporated in sections 951 to 9568 of the 1954 code,
and it had been passed at that time by the House of Representatives.

At that time, in the Senate Finance Committee’s report, it was stated
that your committee would like to omit this proposal with the thought
that exploration of the matter in conference with the House would
make it possible to adopt a satisfactory provision,
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Some time was running out. on the second session of the 83d Con-
gross, howovoer, and in the conference report it. was ngreod that this
pm;'isi(m would be omitted and be postponed for n more thorough
study.

That kind of a thorough study, Mr, Chairman, began in the Foveign
Trade Policy Subcommittes ol the Ways and Means Commities in
Decamboer 1958, ns Mr, Boggs deseribed it this movning,

e, ny the chairmun of the Foreign ‘Trade Policy Subcommittos,
held publie honvings for 6 duys,  Bused on the testimony of exports
from tho univorsities, the business community, logislators, and others
concorned with foreign trade, there was evolved L1LR, b, sponsored by
Ropresontative Boges and introduced on Jununry 7, 1969,

further Iwm‘iumaﬁsforu the Ways and Moans Committee were hold
on LR, b, on July 7, 8, und 0, 1069, and at. those hearings the Depart-
monty of State and Conumerce strongly endorsed this legislation,

They had beers the recont. recipients of the foreign trade and invest-
ment. gtudies known informally s the Strauss and Boeschenstein
raports,

;l‘his committes will veenll that the Straug mlpm't, was propared
pursuant to the suthority of the Congress under the Mutual Security
Acty and tho Boeschonstein roport. was prepared at the vequest. of the
Prosidont. of the United States. Both of these roports endorsed the
principle of tax doforral,

Now a8 to the seopo of ILR. b, ,

Although, ns presently passed by the Tlouse, it is a modest bill in
torms of what it seoks to wecomphsh; nevertholess, it does offer, for
the first time, the following possibilities, if onncted ; '

1. A US, corporntion will be able to operate abroad under the
American {lag in less doveloped countries and be granted the benefit
of 118, tax deferral by our (Rovernment.

(Lt willy of course, pay foreign taxes in the countrvies in which it
engages in business, and in certain underdeveloped countries such as
India and Pakistan the tux rate exceeds our own,  When this income
is roturned to the United States for distribution to the American
stockholders, it becomes subject to the full impact of the 52 percent
corporate rato applicable to all mrpombions.}

2, This tax do}m‘rul in ILR. 5 is to be elective and nonexclusive,
In other words, a U8, corporation would be able to form a so-called
foreign business corporation (FBC) us a subsidiary for a specific
project. in a less developed country or countries, and yet develop or
maintain its separate corporate structure for operations in the more
developed countries of the world. : .

3. The legislation is drafted to permit a U.S. corporation to make
available its oxpertise in the form of technical, managerial, engineer-
ing, construction, scientific, and like sevvices to its i‘B for use in
loss developed countries. - : A

4. One of the principal advantages of the bill lies in the encoura
ment it gives to small- and medium-sized companies to put their skills
to work abroad by creating foreign business corporations which ecan
derive up to 25 percent from licensing royalties in less developed
countries. , , o L

5. The bill.contains a liberalizing provision to make it possible for
small, closely held U.S. corporations to form foreign: business cor-

67417—60——4
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porations to engage in active business abroad without the possible
threat of the U.S. personal holding company tax.

6. Undor section 8 of FLR. b it would be possible, without the
nocessity of obtaining a favorable section 367 rlhing in advance from
the Commissioner of Internal Revenue, to transfer certain property
from a foreign corporation to an I'BC, and likewise to transfer certain
foreign business property from an I'BC to its foreign subsidinry.
"This would mut} expedite foreign operations in which an FBC 1s
ongaged. This ehmination of the need to obtain prior approval on
oach transaction from the Commissioner of Internal Revenue can
bo of considorable advantage to the small- and medium-sized com-
mnies,

: The need for deferring the tax on foreign earnings of U.S. corpora-
tions has been advocated by past and present administrations,

H.R. 5 enjoys the support of the Treasury Department whose
technicians have worked closely with the stait og the Joint Committee
on Internal Revenue Taxation to prepare the bill before you.

HLR. b is supported by major organizations representing both labor
and management.

H.R. 5§ 18 & modest bill by many standards, but it is a great first
step in the drive to achieve tax equality for the U.S. corporations
which are now engaged in deadly competition with foreign corpora-
tions on foreign soil.  The adoption of this bill, we believe, will give
our private investment an opportunity to compete on more equal terms
in the less developed countries in the world.

Senator Iona. Thank you for your statement, Mr. Slowinski, I
just want to ask you one question that occurs to me. In your capacity,
1ave you giivon any thought to whether we might be able to put some
of this Public Law 480 currency to work in helping to develop, on a
loan basis, or any other basis, some of these foreign countries from
an economic point of view—that is, by loans either to American
businessmen or business concerns in those countries $

Mr. Srowinskr. Mr. Chairman, I would certainly like to talk about
Public Law 480 funds because we have been familiar with them over
the last fow years especially——

Senator Lone. We have billions of dollars of it lying around all
over the world.

Mr. Srowinskr. Since the adoption of the Cooley amendment, how-
evor, 286 percont, as you know, was made available for private U.S.
corporations as foans for them to do business abroad. The Export-
Import Bank has authority for screening all of these applications
for loans. Many of our corporations have been the beneficiaries of
loans, but it just so happens that in the countries in which we have
the greatest use for these Public Law 480 funds, there is the greatest
shortage of them for private investment.

I mean that in Mexico, for example, all of the pesos in the Public
Law 480 funds have been spoken for. We must also tell you, however,
that in Brazil Public Law 480 funds a year or two ago were made
available in a substantial amount for a great purpose, for the Amer-
ican graded schools in Siio Paulo and in Rio. Both of those schools
are run on private funds. U.S. corporate employees who work in
S#o Paulo and Rio support their own schools. They are U.S. citizens,
but they provide all of the money for their schools. - Your Publi¢
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T.aw 480 funds were given in two instances to extend the school build-
ings because in Siio Paulo, for instance, it was going to go from an
onrollment of 5563 students to more than a thousand in the next 2 or
3 years,

yPublic Law 480 funds, Senator, require the lendee to be a U.S.
citizen or a U.S, cm?)oml.ioum' they require the lendee to be a foreign
corporation in which the U.S. corporation owns at. least 25 percent of
the stock. In some instances our U.S. corll)omtion doesn’t own 20
percent of the stock, but. would cortainly like the Public Law 480 funds
to put them at. work abroad.,

Senutor LoNa. Well, the thought oceurs to me that in line with what
the provious witness for Sears was testifying about, loans could be
mado to some of these foreign concerns which would like to produce
things that could be sold. Thus they could make a loan to a firm
which had a contract. to sell most of the output. of the business if the
business could be established in that country. That would contribute
to the economic dovelopment of the country. I just wondered what
your thoughts were on 1t.?

Mr. Srowinski, Our thoughts would be, Senator, that we asked for
a liberalization of the loaning ’n'ovisions under which the Ex-Im Bank
now administers the funds. They are restrictive in many instances.
Movre extensive Public Law 480 louns would be very helpful to private
investors in the underdeveloped countries.

Senator Lona. 1f louns could be made to foreign-owned businesses.
Do you think that they should be made by Iix-Im or do you think
there should be some different agency set up to handle them ?

Mr. Srowinskr, 1 think it should stay with the Jix-Im Bank pres-
ently because they have the administrative background and the
experience.

Senator Lona. Senator McCarthy ?

Senator McCarriry, This bill is limited to underdeveloped coun-
tries. In your opinion should it be extended to all countries?

Mr. Srowinsk1. Yes, sir.

Senator McCarriry. As an economist what would be your position,
what is the justification for this limitation?

Mr. Srowinskr. The justification for this limitation as proposed by
the Treasury Department is that they would rather have this money
go directly to investment in less-developed countries, than not, for
example, being first made in a develoged country of the world and
then used in aﬁess developed with tax deferral, you see, overshadow-
m% the entire transaction.

enator McCarruy. Couldn’t they accomplish that purpose by per-
mitting the transfer from developed countries to less-developed coun-
tries and you give the same tax concession to a corporation operating
in a developed country ¢

Mur, Srowinskr. Yes, sir.

Senator McCarrry. What is your position and your opinion of the
Treasury position if that change were made? .Their argument is
principally one of revenue, the loss of revenue? :

Mr, Srowinskr. Yes; our position is really that you are suggestin
the ultimate solution to the problem. But in view of the lateness o
the hour in this Congress and the possible opposition of the Treasury
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Department if the bill does not remain as it is, and the possibility
of a veto, the improvement would be a disservice to the bill rather
than a help.

Senator McCarrny, We know there will be a deferment of pay-
ment of the taxes following the passage of the bill. In your opinion
how long would that deferral, how long would it carry before you
begin to collect? 'T'his is a postponement. We alwuys know there is
some leakage, when there is a postponement, you don’t get it all back,
but. we do get. most of it back in this program,

You think most of the $85 million will be deferred in the bill as
drafted. What, in your opinion, would be the time lag before wo
would begin to collect?

Mr, Srowinski, Senator, 1 am not prepared to answer, except to
tell you that it has been the experiencoe of some corporations doing
business outside the United States for as little as § years finding that
the capital investment, they intended to undertnke has then been com-

loted, and that further prolit was on its way back to the U.S, share-
oldor as a dividend.

This is cortainly true in some Canadian situations where the com-
pany has done business in Canada for 5 years, and has constructed
wll the facilities necessary in Canada.

Senator McCarruy. Thank you,

Sonator Loxa. Senator Iartke?

Senator 1lakrke. Let me ask you, assuming that it didn’t even find
its way back, wouldn’t this renlly be o positive approach to helping
undm‘dm'eloped countries, and in the long run, should this not mate-
rially benefit these countries, and the world, and would not the United
States as & general overall proposition be in the position of helping
theso people to raise their standard of living, to pull themselves out
moro or less by their own bootstraps?

Mr. Srowinskr. Congressman Boggs this morning mentioned Bra-
zil and the automotive industry. It is interesting to drive from Sao
Paolo, 8,400,000 people, to Santos, 1,000,000 people, some 40 miles
away. On both sides of a big four-lane higlll)wny are new modern
plants built by Volkswagen, Alfa Romeo (which makes trucks) Mer-
cedes Benz, Fiat. All of these companies are in competition with
Willys in building cars in Brazil. We bring U.S. technology to build
the automotive industry in Brazil along with the other companies.

If we can achieve the national objective of building these countries
with this private investment, you are right in saying we have been
benefited.

Senator Lona. And every one of those companies has & tax advan-
tage over the American companies, too, does it not.?

Ir. Sowinsk1. Yes, sir. :
Senator Long. Pardon me, Senator Hartke, I interrupted you.
Senator HArTKE. I haveno further questions,
- Senator Long. Thank you very much.

Mr. Fred W. Pesl, U.g. Council of the International Chamber of

Commerce. _
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STATEMENT OF FRED W. PEEL, U.8. COUNCIL OF INTERNATIONAL
CHAMBER OF COMMERCE ' '

. Mr, Prer. My, Chairman and members of the committee, I am ap-
renring today on behalf of the U.S. Council of the International
Chamber of Commerce. The U.S. Council is an organization com-
{)osod of the American members of the International Chamber of
Jommerce. It is nationwide in scope and its members include:busi-
ness firms in virtually every field of enterprise. ’ -

"The principal concern of the U.S. Council is the international trade
and private foreign investment of the United States. Consequently
we appreciate having'this opportunity to exptress to the cominittee the
position of the U.S, Council on H.R. 5. - .

Senator Lona. Before you continue, Mr, Peel, for the information
of the new members of the committes, T think they would like to know

that you are a former member of the Finance Committee staff. 1 be-
lieve you left about the same time that I came on the committee. ' T
hope that there is no connection betweéen the two events. You were
a member of the staff of the Joint Committee on Internal Revenue
and. Taxation, as well, . ° ' -

Now will you please go ahead, Mr. Peel,

Mr. Prer. Thank you, L ‘

The U.S. Council endorses HL.R. 5 and ‘recommends that it be re-
orted favorably to the Senate. H.R. 5 would permit deferral of the
etermination and payment, of 1.S. income tax by qualified American

corporations as lohg as their income remains invested abroad. This

is'asound principle.. '

Its adoption would be of sighificant help in the expansion of private
American business and investment abroad—thus furthering our, for-
eigr}xl olicy objéctives and the economic well-being of our Nation as
awhole.

Expansion of American business abroad assists the economic growth
of friendly nittions in an unique manner, which Government assistance
cannot duplicate. Private firms going into the less-developed coun-
tries not only bring capital, they also bring managerial and technical
skills. By increasing domestic demand for lpcal products they en-
courage a whole train of additional economic development,

American firms abroad demonstrate to the peoples of other coun-
tries the vitality and responsibility of modern private enterprise. Fur-
thermore, foreign operations by American business directly strengthen
the ties of friendship and mutual interest which unite the peoples of
the free world. ‘

The ex&mcnsion of American business abroad helps our domestic
economy because it helps the economic expansion of other countries
and thus makes these countries better markets for our exports. There
is a direct connection between overseas investment by American firms
and increased exports. The business growth of our grms abroad adds
to U.S. export markets by making our foreign customers more pros-
perous. is is clearly demonstrated by the fact that the big foreign
markets today for American products are in the industrialized,

:‘i
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oconomica]l]y developed nations—rather than in the less developod
countries where people do not have the means to buy the output of
American industry in signfiennt quantities,

While endorsing LR, 5 the {.S. Council urges this committee to
reinstate the definition of eligible “foregn business corporations”
which was contained in the bill when it was first reported by the Ways
and Means Committee.

In its present form the effectiveness of the bill has been greatly
impairved by restrictions placed on the operntions of eligible foreign
business corporations,

These provide that most of the gross income of a qualifying corpo-
ration must be from within less developed countries and most of its
investment and payroll must be in less developed countries.

This committoe should recognize how drastically these limitations
reduce the scope of the original deferral proposal. Firms engaged in
business in both developed and underdeveloped countries will fre-
quently not find it feasible to incur the additional expense and loss of
efficioncy involved in setting up a separate, duplicating corporate
oxggnization to cover only the less developed countries,

urthermore, by limiting the income from developed foreign coun-
tries which is eligible for deferral the principal source of funds for
investment in the less developed countries has been cut off—thus
losing sight of the basic objective of the legislation.

The U.S. Council has severa! other suggestions to strengthen the
deferral provisions of the bill :

1. The limitation on the percentage of eligible gross income in the
form of compensation for the use o% patents, copyrights, etc., should
be stricken from the bill. The scope of this limitation is obscure,
sinco it does not apply where the royalties are received in the course
of the active conduct of a trade or business, If the limitation remains
in the bill it is certain to result in a number of difficult interpretative
problems,

There is n danger that it might be construed to apply to subsidiaries
that are granted nonexclusive licenses for patents owned by their
parent corporations and whose personnel is composed of engineers
and technicians who render technical services to foreign licensees as
well as engaging in sales activities.

There are some foreign countries which do not encourage invest-
ment. by other than nationals, and it is a common practice for U.S.
companies ov their subsidiaries to enter into license agreements for
the manufacture of their products in these countries. Japan has been
an example of this in the past. The 25 percent limitation on royalty
income might be interpreted as preventing such license agreements.

There are other countries which are not parties to the International
Convention for the Protection of Industrial Properties, and it ma
not be advisable for a U.S. company to register its patents in such
countries. It has been the practice of some companies to enter into
license agreements with producers in these countries in order that
their products might be manufactured there and their U.S. patents
will still be protected. Here again the 25 percent limitation on roy-
alities might prevent a foreign business corporation from entering
into such license agreements,
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2. The bill containg a complex investment payroll formula which
is superimposed on the regular statutory rules as to the source of
income. 'The offect. of this formula is to treat part of the foreign
income of a foreign business corporation as though it had been dis-
tributed to the shureholders. In some cases application of the formula
would mnke a corporation ineligible under the bill. It is recom-
mended that the investment payroll formula be deleted. The objec-
tives of the bill can be adequately protected by providing that the
foreign income on which tax is deferred (determined under the ordi-
nary source rules) must be actually invested in an eligible foreign
country. If the investment-puyroll formula is retained it should
at least be modified by excluding compensation to supervisory and
executive personnel from the payroll computation.

3. The limitation on imports into the 'Flnited States of products of
a foreign business corporation should be made less stringent. As the
bill is now written, if a foreign business corporation should derive
more than 10 percent of its gross income from sales for use in the
United States it loses its eligibility entirely. It would be better to
make that portion ol the income which is derived from the sales for
use in the United States ineligible for deferral without disturbing the
deferral of the corporation’s other income.

4. The provisions of the bill which treat certain types of income as
constructively distributed by a foreign business corporation (so as to
make such income currently taxable) should be corrected to avoid the
offect of a double tax in a year in which there is also an actual dis-
tribution, ‘

It would be fairer to establish a conclusive presumption that income
actually distributed during the year as a dividend by a foreign busi-
ness corporation, or treated as a constructive distribution because of
a loan to its parent corporation or because of a purchase of prohibited
properiy, is distributed first from that portion of the foreign business
corporation’s income which is ineligible for deferral by reason of ap-
plication of the investment-payroll formula.

5. A foreign business corporation which also qualifies as a Western
Hemisphere trade corporation should be allowed a proportionate
share of its 14 percentage point tax differentin! contemporaneously
with each distrigution from its reinvested income account. As the
bill is riow written the Western Hemisphere trade corporation benefit
is in effect postponed until three-quarters of the corporation’s income
has been distributed and subjected to tax at the full corporate rate.

The tax deferral provisions contained in H.R. 5 do not by any
means represent the complete foreign tax program which is necessary
to encourage international trade and provide a more adequate flow of
private investment abroad. Such a program should also include the
following : »

1. Application of the 14-percentage-point tax differential to incom
earned in all foreign countries, directly or through subsidiaries, as
active business income or as compensation for technical services;

2. Deferral of tax on foreign branch income of all types of U.S.
corporations;

3. An election between the “per country” and the “overall” limi-
tations on the foreign tax credit (a proposal on which this committee
has recently taken favorable action).
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4. An aggressive program to negotinte bilateral investment treaties
with those foreign countries that sincerely desire to attract private
funds from the United States to aid in their economic development;

b. Liberalization of the fprovisions of section 867 of the Intorna
Rovenue Code of 1054 to facilitate the tax-free transfer of business
assets to foreign subsidiaries; and

6. Involuntary conversion trentment of fire insurahce proceeds re-
ceived from the insurance of assets of foreign subsidiaries and rein-
vested in the foreign subsidiaries.

In conclusion, although mindful of the limited time available to
the committes before adjournment, the U.S. Cowicil commends H.R.
5 to the committeo and urges favorable action on it in this Congress.

Senator Lona. Thank you for your statement, Mr, Peel.

You have some good suggestions but the only thought that ocours
to me is that it is very doubtful that we can pass H.R. 8 in this session
at all, and if we undertake to go into these various suggestions, man
of \\lr}\ich might appear to improve the bill we might not have any bill
at all, '

'That is one of the problems facing this committee.

Mr. Prer. We do not recommend that the committee defer action
on the bill merely in order to act on these suggestions.

Senator LonNa. Thank you so much, Mr, Peel.

Senator McCarthy ¢ ‘

Senator MoCarriiy, Mr. Peel, page 6 {(;u say if the investment of
vayroll formula was retained it should be at least modified, and so

orth, personnel from your payroll computation, what is your reason
- for that mlg%'estion? '
* Why should that payroll be treated differently from the ordinary
payroll of a corporation $ ‘

{r. Pepr. Because what we are thinking about there is the effect,
in the operation of the formula, of the top echelon executives in the
home office and the home office overhead expense. By the very nature
of their operations, those people can only operate in the United States,
and I think——

Senator McCarrry. There would, it would be a very small percent-
age of the total payroll, would it not§

Mpr. Prer, I think in most cases, it would. ' ..

Senator McCarruy. It seems to me a rather unusual suggestion to
make by way of establishing the precedent of this kind, % can see
where you might object to including payrolls together, but you are
suggesting that supervisory and executive personnei payroll be
excluded, 1t is rather difficult for me to understand why you want it
excluded. .

Mr. Peer. It is my understanding of the investment payroll test as
a whole that it is to make certain that the company claimirg the bene-
fits of the bill is actually engaged in business in the forei%n. country.
As I say, we oppose the investment-payroll test as a whole, but includ-
ing it and acqeﬁting its purﬁo_se, still think that there are certain
personnel which may, by their very nature, never be transferred
abroad, and it would not be the objective of this committee to have the
companies transfer abroad, and those are home office executives; and

- it is with that in mind that we made that suggestion.
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Senator McCarrry. I have a question or two more but I will yield
to Senator Hartke. :

Senator Harrke. I have no questions.

Senator Lona. Then go ahead, Senator McCarthy. :

Senator McCarruy, The next question I have isif this bill is passed
of course you will extend certain privileges to foreign business cor-
porations. ) Lo

You suggest the same privileges be extended to all corporations
doing business overseas; is that not your testimony ¢

Mr, Peen. Are you referring to the paragraph 2 on page 8 of my
prepared statement? .

enator McCarruy, That is right.- _

Mr, Peen. That refers to the deferral of branch income without the
necesgity of creating a separate corporate entity. The bill would do
that as it now stands in the case of one tﬁ)e of ccrporation; that is
the banks. I suggest that grinciple should be extended to all corpo-
rationsthat have branches abroad. B

Senator McCarray. That should be extended to all corporations.

Mr. PeeL. I should emphasize that we of course do not expect that
these comprehensive points which iafﬁear in my prepared statement
could possibly be incorporated in H.R. 5 in time for action by this
Congress, but it was just that we felt it only fair to the committee to
present our comprehensive program, so you will appreciate that H.R.
b is not the ultimate answer to every question in this area.

Senator McCarray, Thatisall. -

Senator Lona. Thank you, Mr, Peel.

Mr, Joseph B. Brady, National Foreign Trade Council.

STATEMENT OF JOSEPH B. BRADY, NATIONAL FOREIGN TRADE
: COUNCIL '

Mr. Brapy. Mr. Chairman and members of the committee, my name
is Joseph B. Brady, and I am secretary of the National Foreign Trade
Council’s committee on taxation. The council was organized in 1914
to promote and protect American foreign trade and business. It com-
prises in its membership, manufacturers, merchants, exporters, im-
porters, rail, sea, and air transportation companies, bankers, insurance
underwriters, and others interested in the promotion and expansion of
the Nation’s foreign commerce.

I have a prepared statement, Mr. Chairman, which in the interest
of time, I will summaize and request that the complete copy be in-
cluded in the record. : .
Senator Lona. That will be done. - S
_Mr. Brapy. The National Foreign Trade Council endorses the QII"ih;ll-
cls)les and objectives of H.R. 5 and urges its enactment into law. is
bill,-we believe, proposes changes in U.S. tax laws, which, if enacted,
would assist American firms engaged in foreign trade and business. -

As background, for a number of years, the National Foreign Trade
Council has urged and still believes, that the proper standard for the-
taxation of business income from foreign sources is that of terri--
!;orialit;(’l, that is, the taxation of income. only in the country where it
isearned. : . . . «
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The National Foreign Trade Couneil has also urged that ponding
thoe ndoption of this principle, the United States should—

(a,) tax buriness income from foreign sourees at u rato 14 points
lowor than the rate ordinarily applieable to income from domestio
gouICes

(b) Dofor U.S. tax until the income is distributed in the United
States ,

(#) Allow an election between the country and the overall
limitations on foreign tax credit

(#) Conelude tax conventiong with additional foreign éoun-
triesy and

« (te) In general, npply a liberal policy with respect to nll napeets

of taxation which influence United States onterprises oporating
An the foreign fleld, and refrain from reducing incontives for
.S, foreign trude and business.

Provisions concerning deferral of U8, taxation are included in the
bill ILR, 5§ as passed by the House of Representatives and, are on-
dorsed by the Nutional Foreign Trade Couneil.

_ Attention is invited to one of the amendments ndopted by tho
Touse,. "This amendment provides that a corporntion would not bo
Migible as a foreign business erporation, if the Seeretury of Tabor
found that it was engaged in production outside of the United States
undor unfair laborstandard conditions,

It is believed that the standurds contnined in the bill are vaguo,
diflienlt to ascertnin, and unrealistie.  ‘I'he provision is a departure
from past practice and seems to pose potentinlly serious ndministrn-
tive probloms,  'The opinion has been expressed on many ocensions
that mvariably American compunies operating abroad pay wages that
are at least as high and in many eases higher, than those commonly
paid in the industry in the country.

Fanactment. of this measure might cause some short-torm redue-
tions in vevenue.  Any such reductions should be evaluated on the
basis of supporting data available to inspeetion and analysis by Con-
gress and the interested publie.  The Couneil recommends, howevor,
that these veductions shonld be balanced agninst the anticipated in-
centive effect in stimulating American foreign trade and business,
It believes that the stimulation of American foreign trade and busi-
ness will enlarge the aggregate of overseas earnings which form the
long-term tax base and limit demands upon publie funds for foreign
economic assistance.

Foreign trade and business is a substantial and increasingly impor-
tant part of the U.S. economic structure. The position of the United
States in the world economy makes it an inescapable economic and
political fact that ULS. foreign trade and business must be maintained
and expanded.

Taxation is recognized as an important factor affecting American
foreign trade and ﬁlusinesm and it can be the determining factor in
many cases in deciding whether or not an operation will be entered
into.  On the municipal and State level in the United States, it has
been repeatedly found that a favorable tax climate will attract new
business and fhat, on the other hand, excessive taxation can drive
business away. On the international level many foreign countries,
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rocoghizing the tax factor, encourngoe industrinl investment through
the moedium of tnx rate reductions and other tax incentives,

Income from foreign trade and business is initinlly subjeet to tax
nbrond, and Amerienn compnnies engngeed in foreign trade und busi-
ness must compete with nationnls oi4~ the countries in which they are
oporating, and with nationals of third countries, both of whose tax
ratos may bo lower than that in the United States,

Encourngoment and assistance to Ameriean foreign trade and busi-
nesy should be n major congideration in any tax regime affecting
foreign trado and investmont,

T'he proposals in ILR. b, if adopted, would improve the present. tax
structure and should stimulate American foreign business, 1t would
tond to place our enterprised in a position to better compete with the
enterprises of other countries which have enconrnged and aided their
foreign trade and investment, through tax incentives.

The National Foreign I'rade Council emphasizes that any changes
in the taxation of income from foreign sources should be considered
from the long-term point of view. 11 is believed that. the removal of
obstacles to foreign trade and business will enlarge the aggregate of
foreign onrnings ultimately subject to 1.8, taxation. ’

In conclusion, the busic position of the National Foreign Trade
Couneil is that business income from gources outside the (Tnited States
should be exempted from 1.8, corporate income tax.

Secondly, TLR. 5, at least, in the form as passed by the House of
Representatives, should be enacted into lnw,

Some consideration should bo given to deleting the limiting amend-,
ments adopted by the Iouse, particularly the amendments limiting the
doferral to incomo earned in the underdeveloped countries and, sec-
ondly, the amendment that if the Secretary of Labor finds that a cor-
poration’s ndherence to lubor standards in the foreign country does not.
meot the labor standards in the foreign countries, deferral is pro-
hibited.

Wo urgoe the passago of this legislation at this time in the belief that
oxperienco after its enactment will demonstrate that the effective-
ness of the incentives offered will outweigh any temporary loss of
rovenue.

Thank you.

Senator LoNag. Senator McCarthy ?

Senator McCarrny. Ihave no questions.

Senator Lona. Thank you very much, Mr. Brady.

(Mr., Brady’s prepared statement follows:)

STATEMENT IN BEHALF oF NATIONAL FoREIGoN Trape CouNcir, INo., RE Foreion
INVESTMENT INCENTIVE TAX Act oF 1060

(Presented by Jogeph B, Brady, Secretary, NFTC Tax Committee)

Mr. Chairman and members of the committee, my name is Joseph B, Brady.
I am secretary of the National Foreign Trade Council’s Committee on Taxation.
The council, organized in 1914 to promote and protect American forelgn trade and
business, comprises in its membership manufacturers, merchants, exporters, and
importers; rall, sea, and air transportation interests; bankers, insurance under-
writers, and others interested in the promotion and expansion of the Nation's
foreign commerce.
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For a number of years the National Forelgn T'rade Coungll has urged and still
belloves that the proper standard for the taxation of business income from forelgn
soureces 18 that of territorlality, Le, the taxation of income only in the country
where it 18 enrned, The NFT'O also has urged that peniding the adoption of this
principle the United States should—

() 'Tax business income from foreign sources at a rate 14 points lower
than the rate ordinarlly applicable to Income from domestic sources ;

(b) Defer U.B. tax untll the income 18 distributed in the United States;

(o) Allow an etection between the per-country and the overall Hmitations
on forelgn tax credit;

(¢2) Oonclude tax conventlons with additional foreign countries ; and

(¢) Ingeneral, apply a Hberal policy with resx‘)‘ect to all aspects of taxation
which influence U 8. enterprises operating in the foreign field, and refrain
from reducing incentives for U.8, foreign trade and business,

Provisions concerning deferral of U.B, taxation have been included in the
Foreign Investment Incentive Tax Act of 1860 (LR, §, 86th Cong.).

Attention is Invited in particular to one amendment, which amendment pro-
vides that a corporation would not be eligible as a forelgn business corpora-
tion if the Secretary of Labor found that it was engaged in production outside
of the United States under unfair labor standard conditions. It is belleved
that the standards contalned in the bill are vague, difficult to ascertain, and
unrealistic. Tho provision is a departure from past practice and seoms to pose
potentinlly serfous administrative problems. The opinion has been expressed
on many occastons that invarviably American companies operating abroad pay
wages that are at least as high, in many cases higher, as those commonly paid
in the Industry and the country.

The Natlonal Forelgn Trade Council endorses the principles and objectives
of H.R. §, and urges its enactment into law. 'This bill proposes changes in U.8.
tax law, which if enacted, would assist American firms engaged in foreign
trade and business.

Enactment of this measure might cause short-term reductions in revenue.
Any such reductions should be evaluated on the basis of supporting data avail-
able to inspection and analysis by the Congress and the interested public. The
council recommends, however, that these reductions should be balanced against
the anticipated incentive effect in in stimulating American foreign trade and busi-
ness. It believes that the stimulation in American foreign trade and business
will enlarge the aggregate of oversen earnings which form the long-term tax
base, and limit demands upon public funds for foreign economic assistance,

Tax measures—Appropriate encouragement to U.8. foreign trade and business

Foreign trade and business is a substantial and increasingly important part of’
the U.S. economic structure. The position of the United States in the world
economy makes it an inescapable economic and political fact that U.8. foreign
trade and business must be maintained and expanded.

Taxation is recognized as an important factor affecting American foreign
trade and business and it can be the determining factor in many cases in de-
ciding whether or not an operntion will be entered into. On the municipal
and State level in the United States it has been repeatedly found that a favor-
able tax climate will attract new businesy and that on the other hand excessive
taxation can drive business away. On the international level, many foreign
countries, recognizing the tax tactor, encourage industrial investment through
the medium of tax rate reductions and other tax incentives. The 1959’ U.S.
Department of Commerce Reportorial Review-Responses To Business Ques-
tionnaire Regarding Private Investment Abroad, states that '“67 percent of
the total * * * replies * * * cite tax incentives as an inducement to greater
participation by private individuals and corporations in foreign economic ac-
tivities.” Practically every one of the dozen or so official studies of foreign
studies of foreign trade that have been made since World War 1I have recog-
niged the importance of the tax factor in foreign investment, and mu_uy have
recommended important changes in the U.S. tax structure. -

There is no historical or legal reason why all corporate income from foreign
sources must be taxed at least at the U.S. rate. Income from foreign trade and
business is initially subject to tax abroad and American companies engaged
in foreign trade and business must compete with nationals of the countries
in which they are operating and with nationals of third countries, both of
whose tax rates may be lower than that in the United States. Officials of foreign
countries in which U.8. companis have investments have complained about
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tho U.8. practico of superimposing its tax on income earned in the forelgn coun-
try. Iincouragement and assistance to Amerlcan forelgn trado and business
should be a major consideration Iin any tax regime affecting foreign trade and
investment,

The proposals in ILR, 6 if adopted would lmprove the present tax structure,
and should stimulate American forelgn business. Another reason for the
adoption of HLR. § is that it would tend to place our enterprises in a position
to better compote with the enterprises of other countries who have encouraged
and alded thelr forelgn trade and investment through tax incentives. In this
contiection, we invite your attention to a memorandum on this subject entitled,
“P'ax Incentives I'or FKorelgn Investments Granted By Other Countries,” by
Mitchell B. Carroll, special counsel, NK'TCO Tax Committee, which was included
in the report of tho hearings hefore the Subcommittee on Foreign Trade Policy
of the Committee on Ways and Means held December 1 to §, 1958, inclusive, on
Privatoe Forelgn Investment, page 361 at page 355.

Long-term effcct of tao incentives

he National Foreign Trade Council emphasizes that any changes in the taxa-
tlon of income from foreign sources should be considered from a long-term point
of view. It belleves that the removal of obstacles to foreign trade and business
will enlarge the aggregate of foreign earnings ultimately subject to U.S.
taxation,

Oonclusion

(1) The basle position of the Natlonal Koreign Trade Councll is that busi-
ness income from sourccs outside the United States should be exempted from
U.8. corporate income tax.

(2) H.R. 5 as passed by the House of Representatives should be enacted into
law. Consideration should be given to deleting the liiniting amendments adopted
by the House, particularly the amendments—

(1) Limiting deferrals to income earned in the underdeveloped countries,

and
(2) The amendment that if the Secretary of Labor finds it is not adhering
to labor standards in the foreign country that deferral is prohibited.

We urge the passage of legislation at this time in the belief that experience
after its enactment will demonstrate that the effectiveness of the incentives
offered will outwelgh any tempotrary loss of revenue. i ‘

Senator Lone. Mr. Williath Patty of the First National City Bank
of New York, accompanied by James W. Riddell.

" 'Do you believe you can summarize your statement, Mr. Patty?

Mr. Parry. Icanread itinabout 10 minutes, o

Senator Lona. Fine, will you please do that, sir.

STATEMENT OF WILLIAM PATTY, FIRST NATIONAL CITY BANK
OF NEW YORK; ACCOMPANIED BY JAMES W, RIDDELL

Mr. Parry. My name is William A, Patty. I am a member of the
firm of Shearman & Sterling’ & Wright, counsel for the First National
Bank of New York. I am accompanied by Mr. James W. Riddell of
Dawson, Griffin, Pickens & Riddell, associated with us in this matter.

I wouid‘like? to thank you %:antlemen for this opportunity to appear
and present the views of the bank in support'of H.R. 5. - )
 The First National City Bank of New York is one of the most active
of the U.S. banks'doing business abroad. It'has some 83 branches in
the phincipal commercial deiiters of 28 countries throughout the world,
B)l/ far the grehter proportion of its operations abroad are in the so-
called less-developed ‘countries. Its operations.in, developing and
financing world trade date from 1897 and in’ i914'1vith the 6pening of
its office in Buenos Aires, it was the first American nationaﬁ)elx)‘an to
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cstublish an oversen branch, s foreign parsonnel, numbering ap-
yroximately 7,000 nve netive in community nftnivs and ave well known
}m- their construetive contreibutions to the economies of the countries
in which they sorve,

Senntor Lona. Can you tall me how many Ameriean parsonnel you
have serving abrond t

Mre, Parey, 7,000 P’mosorry, our total \)ummmol i 7,000, n vory
high pereentnge of it is foreign. 1T ean't tell you procisely.

Senator Lona, You don't. know how many are Ameviean citizons,
U8, citizons?

Me, Pavey, T ean't tell you precisely, nt 1 think it is o velutively
small pereentage,

In heavings on TLR. b in July of 1959, bofore the Committes on
Ways and Means, wo stated  that. one of the surest. defonses agninst
the further spread of communism would boe the strengthening of the
cconomies of our friends and allies abrond, particularly the less do-
veloped conntriey, through the inerense of ULS, privato investmont, and
trade within theie borders, Politienl developments sinco those heay-
ings have only served to aecentuate the need for modernizing this and
avery other economie, as woll as military weapon in our arsennd,

Tt is our belief that TLR. D will bo an important. foreo in this divee-
tion, enconreaging business that. has been vreluetant. (o risk tha com-
plexitias and uncertaintios of foreign incorporation to expand their
activities abroad, with vesulting benefit to the economies of the lesser
developed areas, and thus ultinmately to our own.  Furthermore, the
companies now operating under chartors granted by (ax haven coun-
tries will be able to come homo and thus gain the support of the 1.8,
diplomatic serviee, the protection of US, treaties and the important
economie advantages of investmont. guarantees, as well as the dignity
and prestige of a charter under the U.S: flag.

Under HLR, b the illogieal and diserindnatory deninl of tax deforral
to established oversen buginesses, which cannot tnke advantage of
these principles without severe tax penalties, will be removed for
businesses in the less developed aveas, 1t will extend to .S, tax-
payers operating in the less developed countries the same tax treatmont.
that other leading commereial countries extend to their nationals oper-
ating abroad.

We thus heartily support TLR, 5.

In addition, it has been our experienee that the expansion of foreign
investment and trade has been materinlly aided by the activities of
the U.S. banking community abroad in making available adequato
and modern banking facilities. We beliove it is important, thorefore,
that. measures to encourage the expansion of U.S. business in tho less
doeveloped countries should apply erﬁunlly to banking. In fact, becauso
the banks are particularly vulnerable to the drastic effects of currency
depreciation in some of the most critical of these areas, that it is of
special importance that the deferral principles of TLR. 5 apply to the
activities of U1.S. banks abroad. Some foreign branches of }g banks
are actually being taxed today at rates far in oxcess of the 52 percont
applicabla to other types of business because of the severe depreciation
in the value of the local currencies.
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In ordor to manke the deforral provisions of LR, b applieable to
the banking community, n spocinl provigion was ineluded by the Com-
mittee on Ways and Monng and the Houso of Reprosentatives.  This
i seetion 967 of the defereal provisions of the bill, and T would like
10 uso the badance of the time allotted to mo to explein why this seetion
in nocessary and its ofl'eets,

Historienlly bunks operate nbrond lnvgely through branches, Thus
of the 80-odd foreign operations of the Iiest National City Bank of
Now York, only 8 ave in corporate form. ‘Thoere nve n number of rea-
sony Tor this, hut one of the primary reasons is the fuet that, forsign
dopositors expoect and roly nupon the seenrity of the entive cupital funds
of the bunk in the United States, and this enpital strongth eannot.
ordinmrity bo translnted into subsidinries,  Operation through sab-
sidinries may also limit the nmonnt of evedit that enn be extended in
0 partientar ensey nnd thus impnir the ndequney of the serviees nviil-
able,  ULS, banking nbrond, therefore, unlike most. other businesses has
followed the branelh form, and in the absence of section 957, 111,
6 would not be available to o lnrge segmont, of ULS, banking oversens,

Seetion 967 would permit. ULS, bunks to aleet to report for income
tux purposes with respeet to n foreign braneh as if such braneh were
a foreign business corporntion. "The enrnings of thae elected branch
would thus be subjeet. only to the foreign (nx until withdrawn from
the foreign business,  When no longer needed for expansion of the
foreign husiness, it would hecome subjoct. to ULS, tux just as it now
s, Thus provision will thus mnke it possible for n foreign branch
of a ULS, bank to compete on an equal footing with loeal banking cor-
wrations,  For exumple, in one country whore incorporation of our
‘wmmh woutld not. e practicable, the income tax vate applicablo to the
bank’s corpornte competitors on a comparable volume of business is
21 porcent compared with the b2 percent overall rate applicable to the
branch,

Section 967 does not involve rdically new tax concepts,  Annlogous
procadures are now provided in secetion 1361 of the Internal Revenue
Coda pormitting certnin proprietorships and partnerships to elect. to
be taxed as corporations.  In fact, section 057 is o simpler provision
than section 1361, for many of the complexities ereated by the multi-
plicity of individual owners in the case of o antnm'ship do not exist
m the ease of a branch, which is in effect wholly owned. Nor does
the section create any undue administrative burdens, for the acconnts
of foreign branches of ULS, banks are requived to be so||ml'uk‘|v main-
tained on an arm’s length bnsis under rules prescribed by the Federal
banking nuthorities and are subject to their supervision and control.
Thus for all practical purposes it. may be snid that a foreign branch
of an American bank 18 a separate tax entity.

Section 9567 follows closely form of section 1361, Subsection (n)

rants an eloction to any bunk as defined in section 581, under condi-
tions to be imposed by vegulations, to lmve its branches which qualify
taxed ns foreign business corporntions. T'he election procedure pro-
vided is similar to that applicable to TLR. 5 generally, and to con-
solidated returns, a pl'()(!c(}lll‘l\ that has proved most satisfactory from
an administrative standpoint,  Presumably the election wonld be made
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nt the same time and as o part of the election required under section
951(b). Iinch hranch or combination of branches for which an elec-
tion is madoe is reforred to as an “elected branch.”

To qualify for election, subsection (b) provides that a branch
must meet the same tests imposed upon any domestic corporation
seoking foreign business corporation trentment. Subsection (c) pro-
vides generally that an elected branch is to be treated as a corporation
for tho purposes of the income tax. For simplicity the more compli-
cated provisions of subchapter O relating to liquidations and reor-
ganizations have been made inapplicable. i

Subsection (d) relates to the earliest offective date of the election,
and to its termination. It provides that the earliest taxable year to
which the branch bank provision will be applicable is the calendar
year beginning January 1, 1963. This is 2 years later than the gen-
oral effective date of FLR. 5. This delay was thought necessary by
the Treasury Department to allow time for the preparation of regula-
tions. Since proposed regulations have been promulgated under sec-
tion 1861, the counterpart of section 957, which could ensili' be
adapted to section 957, it is hoped that this postponement will be
eliminated, or at least that the provision will be amended to provide
for the advancement of its effective date in the event of the earlier
¥1'01n\11gnti0n of regulations, The banks will, of course, cooperate

ully with the Treasury in this regard and as a matter of fact we
have prepared a preliminary draft of such regulations.

. Subsection (ef) provides that an elected branch shall be treated for
income tax purposes as a foreign business corporation. Subsection
(f) provides for proper allocation of deductions and credits to the
branch in the computation of its taxable income. Subsection (h)
provides for the combination of branches in two or more countries
as a single elected branch, Subsection (i) provides for the same
dividend received deduction in the case of an elected branch as is pro-
vided by section 2(b) of the bill for the foreign business corporation.

In summary, the effect of section 957 is thus simply to put the
foreign branch of a bank on a tax parity, Eenerally speaking, with
a wholly owned subsidiary corporation. The section recognizes the
fact that banks do not have the same freedom of choice in the methods
of carrying on business abroad as other types of business, and extends
the benefits of the tax deferral principles of HL.R. 5 to their foreign
branches.

Thank you.

Senator Lona. Thank you. Senator McCarthy, do you have some
questions? )

Senator McCarruy. Is this position you take supported by the
other banks?

Mr. Parry. I believe I can say it is, When this provision was first
suggested the Treasury Department asked that the foreign banking
community cooperate in its efforts then on this provision, and although
I believe there will be statements for the record submitted by the
other banks, I can say that the statements I have made here are in
accord with their wishes. :

Senator MoCartaY. So far as you know, there are none of them
who have objected to it.

Mr. Patry. That iscorrect.
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Senator McCarrny, So far as banks involved in domestic business,
they are not at all involved in this?

Mr. Parry. Notatall.

Senator McCarrhy. Thatisall.

Senator LonNa. You referred to tax haven countries, could you name
the principal tax haven countries to the best of your knowledget

Panams is one of them, isn’t it ¢

Mr. Parry. Panama is one. I think Nassau is becoming one.

Senator Lona. What other country ¢

Mr. Parry. There are a great many, Liberia, Lichtenstein, To
some extent, Switzerland. ell, Cannda could be referred to as a
tax haven country, the United kingdom. These are all countries
which permit their nationals and other nationals to have an incorpora-
tion within their borders and operate in international trade without
the imposition of the very high normal tax rates that apply to opera-
tions within their borders,

Senator Lona. Now, in most instances when American concerns set
up a foreign corporation or a foreign subsidiary in the tax haven
country, is that foreign country in position to seize any substantial
portion of their assets?

Mr. Parry. I think that by and large the assets are often held out-
gide the country, but I think that under the operation of international
law, it would be uncertain as to what might happen in the event of
difficulty there,

Senator Lona., For example, in Panama right now, we see a fair
amount of anti-Americanism being stirred up for the local advantage
of certain politicians who seek to get themselves elected.

Now, if that anti-Americanism over the Canal Zone issue reaches
too high a pitch, and a group goes in that wants to exploit anti-U.S.
feeling, it is possible that the position of American companies which
have foreign subsidiaries domiciled at Panama could be injured very
seriously or prejudiced.

Mr. Parry. I don’t think this could happen in Panama but it could
happen in some of the tax-haven countries, and this is the reason why
many taxpayers would like to come home to the U.S. flag.

Senator Lona. And from your point of view, it makes better sense
to give them treatment in line with that which foreign nations give
their companies, and have them under the U.S. ﬂag and have them
to do directly aboveboard what they are able to do by use of foreign
subsidinries,

Mr. Parry. I think it is an anomaly that U.S. citizens are going
abroad to demonstrate their business acumen and their know-how,
and doing it under a charter of some other country.

Senator McCarrry. Mr. Chairman, conld I ‘ask a question? Has
there been any trend in banking going to subsidiaries rather than
continuing the branch banking practice or has there been a develop-
ment in the past years?

Mr. Parry. As you see we have only three incorporations out of
over 80 overseas operations. And I think this is a normal situation.

Senator McCarrny. Does the fact that there is general unrest par-
ticularly in South America today have any effect upon the type of
business organization that might be used either subsidiary or branch
or some other form of business operation ¢

57417—60—5
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The advantago to be under the Amoeriean flng is a much gronfor ad-
vantuge when you have world unrest, is it not.¢

My, Parey, Of courso, that. is trae, and when we opernte ns a branch
wo are under the US, flag, but. wo ave denied some of the deferral
opportunities, and the opportunity to accumulate ndditional eapitul
to uso there that we could if wo could incorporate,

Sonator MeCarruy. The price you have been paying is too high,
do you think?

Mr. Parry, Well, wo have had vory serious devaluntion losses all
through Latin Amoriea, Wa have, in effeet, hoen l)uying alnorafo in
excoss of 82 percent at a time when we arve actually losing vory sub-
stantial sums through the deprecintion of currencies,

1t has been a costly exporience,

Sonator McCanrny, \\’hut has been the trend in other busginess,
nonbhanking business ¢

My, Parey, As between corporation and bhranch, T think that there
avo veally velatively fow other (ypes of business that use the branch
npmwmch.

Senator MeCarruy. That is all, Me, Chairman,

Senator Loxa. T haven’t heard much other testimony with regard
to this point, and not. enough to even know it wag in the billy but you
say that this bill would make it possible to put a foreign branch of u
U8, bank to compete on an equal footing with a loeal banking com-
mny, and you mention a situation where the loeal bank pays, local
anks of the country pay a tax of 21 pereent. and you ave paying b2
pereent.

Now, would this make it possible for you to pay taxes at 21 poreent
in that country ¢

Mr. Parey. Yes,

Senator Lona. What country would that be to be specific?

Mr. Parey. I boliove this particular one happeus to be Colombia.

You see at. the present. time wo pay 21 percent. loeally and then the
balance of 52 percent has to be made up fmcuusn all of our income of
the branch is Joomed earned by the U.S. corporation.

If wo ean separately incorporate we would pay the same tax as the
local corporation or as, let's say an Inglish or Dutch corporation in-
corporated there,

Senator Loxa. This bill would let you do that?

My, Pavey. That’s right,

Semator Loxa. Now, when you brought the money back to this
country

Mr. Parry, Then the full 52 percent U.S. tax would be paid at the
time of its withdrawal from the foreign business,

Senator Loxe. In other words, when the money comes back to this
country you would pay the difference between the 21 percent you had
paid and the 52 percent.?

Let me ask you this:

So that is again a tax deferral but as long as the money is kept in a
foreign country you do not owe the difference between the two.

Mr. Parry. And used in a foreign business.

Senator Loxa. Yes. Thank you very much.

Mr. Richard Munsche, Coea Cola Export Corp.
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STATEMENT OF RICHARD MUNSCHE, COCA-COLA EXPORT CORP.

Mr, Munscnur, Thank you, Mr, Chairman, T am Richard €. Mun-
sche, asgislant seeretary of the Coca-Coln ixport Corp., and 1 wish
to thank the commities for the privilege of appearing here today.

Tho purpose of this statement is to express our support for ILR. 5
and to suggest. o minor modification of the hill \\'hl(t}l would in our
opinion enuble its objectives (o he achieved more fully.

The Coca-Cola Iixport, Corp, is o wholly owned subsidiary of the
Coen-Coln Co. Tt was formed in 1930 under the laws of the State of
Dolunware and is engaged in the manufacture and distribution of the
conconlrute, syrup, and beverago “Cocn-Coln” and other soft drinks
outside tha United States, Canada, and the Caribbesn area,

Its prineipal oflice is in New York City. 1t operates abroud through
about 25 branches and n nnmber of foreign subsidinries.

It is our considered opinion that ILK. 5 should be enacted into law
for the following principal rensons:

(1) 1t permits the use of a domestic corporation to earry on foreign
operations with approximately the same U.S. tax treatment as a for-
oign corporation Lo the extent income iy derived from the less devel-
opud countries.

(2) Uso of a domestic corporation makes available the henefits of
21 U.S. {ax treaties with foreign countries, These benefits are not
available to foreign subsidiaries of 11.S, coml‘nulios.

(3) .\ foreign business corporation would he able to operate in any
foreign country through a branch or o loeal subsidinry, whichever its
business and foveign tax interests indieate is the more m‘vzmmgemxs.

(4) If the bill were enncted it would not be necessary to complicate
the administeation of o worldwide business by the injection of the laws
of n foreign base country such as Panama, Venezueln, or Liberia to
obtain deferment of the U.S, tax until profits were returned to the
domestic economy,

IHowever, wo wish to point out that the manner in which the bene-
fits of the bill were limited to income from sources within the less de-
veloped countries fails to aecomplish fully the purpose intended.

The first requirement for the qualification of a foreign business
corporation as set. forth in the original bill was that the domestie cor-
poration must derive 90 percent or more of its gross income from
sources without the United States,

An amendment offered on the floor of the ITouse by direction of the
Committee on Ways and Means substituted the requirement that:

(1) Ninety percent of or more of gross income be derived from sources within
the less developed countries,

The effect. of this amendment is that an international business would
require at least two corporations, one to operate as a foreign business
corporation in the less developed countries, the other in the more
developed foreign countries. .

In our opinion it is much more practical to employ a single cor-
poration as the vehicle for a worldwide business for the following
reasons:

(1) Ordinarily the entire foreign business of a U.S. company is
managed and operated as a unit. Management would be facilitated
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by use of u single corporation for all avens, whether they ure deemod
to be “duvolnpuﬁ“ ornot.

(2) DProblems of overhead alloeations between the developed and
the less developed countries would bo greatly simplified by uso of
singlo corporation,

3) Some employees of companies with an international business
necessneily have duties affecting both the developed and less developed
countries,  Separate companies would lead to complications in sotting
snlavies panyablo by ench company, and would result in difflcultics un-
dor retivement, profit-sharing, group lifo insurance, and similar em-
ployeo benefit plans,

(4) Changes in classiffeation of a foreign country as developed or
underdeveloped could require oceasionnl or frequont. reorganizations
unless income from buth the developed and the undeveloped countrios
could bo received by the sume corporation. It might }m moentioned
that. reorganizations of ULS, compunies involving {én'oign oporations
are vastly more complicated than reorganizations involving only
domestic operations,

(d) Most important. of all from the standpoint of carrying out. the
objectives of the billy tax-paid profits from the developed countries
could not. readily be channeled into investiments in the less developod
countries.  Ior example, the former profits—profits from the moro
developed countries--would have to be distributed as dividends to the
U8, pavent. company and then invested by the latter in the foreign
business corporation operating in the less developed countries,

Senator Jlm'its today has stressed the importance of permitting
srofits from the developed countries to low unimpeded into the under-
(lo.\*olnpud countries, The amendment we proposed would accomplish
this.

1t is suggested that there ave two possible solutions, Iirst, the
goographical restrietions could be eliminated by reinstating the origi-
nal requirement. that 90 percent of gross income be from sources
outside the United States, and by permitting deferment on all income
from sources outside the United States. Income from sources within
the developed countries is ordinarily subject to a high rate of tax
(United Kingdom, over 51 percent; Irance, 50 pereent; Ilolland,
47 percent; Germany, usually over 52 percent). There would be,
therefore, relatively Iittle loss of U.S. tax revenue (after deducting the
foreign tax credits) in permitting deferment with respect to the more
developed countries.

If, however, it. is still desired to limit the deferment benefit to in-
come from sources within the less developed countries, it is possible to
achieve this objective through use of a single foreign business corpora-
tion by a few simple amendments as follows:

First, instead of the single requirement that 90 percent or more of
gross income be from sources within the less developed countries, the
provision could be changed to require that only 10 percent or perimps
20 percent of gross income be derived from sources within the less
developed countries, and in addition thereto, that 90 percent of gross
income should be from sources outside the United States. ,

The deferment of tax would still apply only to income from sources
within the less developed countries. Income from sources within the
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United States and the more developed countries would be subject cur-
rently to tax at ordinary rates,

Second, under the House bill all dividends paid to a U.S. 1']mr.enl.
company by a foreign business corporation out. of reinvested foreign
business income account. nre eligible for the 100 percent dividends re-
coived deduction, This trentment is premised on the requirement that,
substantially a11—00 percent—of the gross income of the foreign busi-
ness corporntion ba }'mm sources in the less developed areas,

1f only & minor portion of the income of u foreign business corpo-
ration need be from sources within the less «luvolopod countries, as
suggested, it would be reasonnble to consider each dividend paid to a
U.S. corporate stockholder as heing paid proportionately out of enrn-
ings from sources within (i) the United States and the developed
countriesand (ii) the less developed countries,

Dividends received out of earnings of the foreign business corpo-
ration from sources within the United States and the developed coun-
tries would receive the usual 85 percent dividends received deduction
and the purent company would usually pay the intercorporate divi-
dend tax of 7.8 percent—15 percent of 52 percent,

Dividends received by the U.S. parent company out of earnings of
the foreign business corporation from sources in the less developed
countries would be taxed to the foreign business corporation at the full
U1.S. corporation income tax rate, usually 62 percent, less credit for
foreign income taxes, 1f for example the average foreign income taxes
paid by the foreign business corporation on its income from sources in
the less developed countries were 10 percent, the foreign business cor-
poration would pay U.8. tax of 42 percent, that is 52 percent. less 10
pereent,

Third. A number of minor conforming amendments would also be
required, as shown on a schedule attached to the prepared statement,
which we ask to be made a part of the record of these hearings.

(The document referred to follows:)

ATTACHMENT 10 $SPATEMENT OF RICHARD (!, M UNHCHE, ASSISTANT SECRETARY, THB
Cooa-Cora Exrort Cone,

BUGHESTHD AMENDMENTS TO H.R, 6

(To put into effect alternative proposal (b) per attached statement)

(1) Strike out proposed section 951(a) (1) and insert “(1) It derives 90 per-
cent or more of its gross income from sources without the United States and
10 percent or more of its gross income from sources within less developed coun-
tries (within the meaning of section (e))".

(2) Strike out “within less developed countries” in proposed section 951(a)
(2) (D) (1) and insert “without. the United States”.

. (8) Btrike out “within less developed countries” in proposed section 951(a)
(2) (D) (ii) and insert “without the United States”.

. (4) Strike out “within less developed countries” in proposed section 951(c)
(1) (C) anad insert “without the United States".

(B) Strike out “Within Less Developed Countries” in proposed section 931 (c)
(2) and insert “Forelgn”.

(8) Amend the first sentence of 954(n) to read as follows: “For purposes of
_this subpart, the amount of any distribution to shareholders shall be treated as
made out of reinvested foreign Income in the proportion which the earnings and
profits from sources within less developed countries for the taxable yenr out
of which the distribution was made bears to the total earnings and profits from
all sources for such taxable year.”
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(7) Strike out *“without less developed countries” in propoged seetion 954 (b)
and insert “within the Untted Btates”,

(8) Btrike out ‘within lesas doveloped countrles” in sectlon 94 (¢) (4) (A) and
Ingert “without tho United States”,

To summarize, wo support the bill on the ground that it would elim-
inate in part the diserimination in the prosout lnw in fuvor of foreign
corporations ovor domestic companies operating outside the United
States,

The lnudable purpose of encouraging U.S, investment; in the loss-de.
voloped countries can bo augmented without logs of rovenue This ean
be done by requiring that at lonst 90 percont of gross income be devived
from sources outsido the United Stutes and only 10 porcent of gross
income bo dovived from souvces in the less-developed countries,
Thauk you very much, .

Senator Lona, Thank you.

Senator McCarriry. L have no questions,

Senator Lona, Thank you; that is all,

1 believe it would be bettor to hear the remaining two witnesses, Mr.
Elliott Hnynes and Mr, Shorwood Selliman, about 2: 30 this afternoon.

1 boliove wo could do better justice to you if we took n recess now
and camo back at 2: 30,

{(Whercupon, at 12:65 pan.,, the hearing was recessed, to recon-
vene at 2 :30 pan. of the same day.)

AFTERNOON SESSION

Senator Lona. T am going to call these hearings to order. There
will be some of the other Senators along before wo conclude.

Mr. Elliott. Haynes, editor of Business International. Do you
have a prepared statement, Mr, Haynes? ,

STATEMENT OF ELLIOTT HAYNES, EDITOR, BUSINESS
INTERNATIONAL

My, ITav~es, I do, Senator, and I apologize for the fact that it
was not mimeographed over the weekend. Apparently I was the onl
delinquent who did not find & mimeograph machine over the weekend,
but I will with your permission file a mlmeogmqhed statement later.,

Senator Loxna. All right, anyone else who would like to supplement
their statement, is invited to do so. ‘

We may find it necessary to conduct additional hearings on this
bill; but unless there is some request or insistence along this line, I
hope we can conclude these hearings today and anyone who wants
to supplement his statement, can file it and we will put it in the record.

Mr. Hay~es. I am Elliott Haynes, editor of Business International.
Business International reports and interprets to U.S. business execu-
tives the events and trends throughout the world they must know
about and understand to conduct their international business properly
and efficiently. -

To do this we have 70 correspondents in the major commercial cen-
ters of the free world, a Washington editor, area editors and research-
ers in New York and offices in Chicago and San Francisco. C o
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- Wao also publish resonrch studies in the field of international trade
and investment, Iinully we provide congultntion on o continuing
Yasis to 76 major U.S, corporations with extensive operations abroad,
A list of theso clients will appear in my statement that T will file.

OfF course, nothing L sy today should be interpreted as repre-
sonting the views of any individunl subscriber or client. .

Mvr. Chairman, before I begin my prepared statement, I would like
to make brief reference to n question I helieve Senntor Mc(}urthK
asked in reference to how soon the postponed taxes would come bae
to this country, I beliove that b years is o fairly ﬁmxl nverago figure,
becniige many companies T know about, (]fer%lm y have investment
plans which end within that period and then plan to bring back
all their earnings.

But it renlly would not be a $40 million annual loss, ag the T'reasury
suggests, oven before that 6-year period was up, because, immediately,
the investments stimulated by TLR. § would fn-ing back royalty in-
cmmi;]incmuse some exports, and all of that income of course would be
taxable.

Finally, at the end of 5 years it would not be $40 million that came
back, but u grent deal more than that because of the increased earn-
ings the interim investments would create. 1t might even be in the
neighborhood of $80 million return if we assume $40 million as the
right figure.

am here to testify on behalf of ILIR. 5, and I would like to com-

rliment the chairman on his action in granting time so promptly for

earings on this bill in the midst of the committes’s work on other
important pieces of legislation.

The significance ot" ILR. 5 far transcends the modest amount of
taxation loss it would provide, which helps to explain the remark-
able backing it enjoys in every major sector of American life,

Given the pressure of work of this committee, these hearings will
allow only a few U.S. corporations to appear and explain their sup-
port of ILR. 5, Therefore, I would like to call attention to the truly
extraordinary list of companies that supported this legislation con-
tained in the record of the hearings before the House Committee on
Ways and Means. It is one of the most impressive lists of firms in
support of a proposed law that I have ever seen,

enator Lona. Will you place that in the record if you want to.

Mr. Haynes. Iwill. Thank you very much.

(Thelist referred to follows:)

ACCO Products, Inc, Riverside Drive, Ogdensburg, N.Y.—G. Donald Murray,
vice president and export manager.

Airkem, Inc,, 241 East 44th Street, New York, N.Y.—Albert R. Perry, Jr., secre-
tary and director, international division.

Akron Brass Manufacturing Co., In¢c,, Wooster, Ohio—J. E. Fishelson, president.

"Alled Asbestos & Rubber Co. (export) Ire., 300 Fifth Avenue, New York, N.Y.—

Kenneth Baer, vice president.

‘Alleti-Bradley Co., 155 East 44th Street, New York, N.Y.—D. W. A. Pleasanton,

- export manager. ’ '

B, D. Allmendinger, Inc, 10 Bridge Street, New York, N.Y.—Edwin M. All-

* mendinger, manager. )

Bernhard Altmann Corp., 111 Fifth Avenue, New York, N.Y.—C. Altmann.

American Beverage & Supply Corp., 1423 Naomi Street, Indianapolis, Ind.—
Preston G. Woolf, president. .
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Amertean Levant Machinery Gorp,, 90 West. 48d Htroot, Now York, N.Y.——-David
Loving president. cand gonornd counsel ),

Awmeriean Marvtettn Co, 101 Bast, Ontarlo Ntreet, Chteago, Hi--Robort M. Onrne,
ninnngaer, forelgn operatlone,

Amteriean Baper & Palp Co, Ine, 800 Fourth Avenus, Now York, N.Y.—A,
Uretuney, president,

Armeo Intornntionnt Corp, Middlstown, Olito - A, R, Bdwaeds, proatdont,

Atlan Aabestos Co,, North Waleyn, Pac- WL L Jobuston, getiornd mpnnger,

Retuhold A Auerbael, e, 41 Novth Recomd Nireet, aston, Pa.--- Relnhold A,
Auerbieh, prestdent,

Avery Adhesive Produets, Ine, Monvovin, Oalif, - 100 Lohbranes, forelgn oporn-
tous manager,

L DIndusteles, Ine, 848 Haeels Avenue, Providence, - -0 R Bhoosmidth,
OXport mnnnger.

Barnet-Reof Asaovinton, ne, 440 Park Avenue, Now York, N.Y.---Arthur Reof,
oxeentive viee prosident.

Cm‘\wmn Machine Co,, Franklin Rond, Dover, NuJ—-Mdgae Jadwin, vieo prosi-
dent,

Centeal Paint. & Vachivh Works, Ine, &9 Prospeet Htrveet, Brooklyn, N.Y.---T1.
Franels Caxe, presidont,

Ceotnnese Corp of Amerlen, 180 Mudison Avenue, New York, N.Y.—1. 8. Apsoy,
goheral attorney,

Chicago Bridge & Tron Coy, 1305 Weast. 1006th Streot, Ohleago, 1--Horace B.
Horton, chnfrmnn,

el & Qousott Co,, Midland Pavk, Ridgewomt, NJ-—Donald O, Brondwell, export
matager,

Otto Berna Co, Ine, 280 Lyell Avenue, Rocheater, N.Y--Willlnm Mondoltk,
comptrolier,

Bodine Corp, 317 Mountatn Grove, Beidgeport, Comne---A, V. Bodine, prostdent,

Reandtjen & Kluge, Inge, G063 Gatttor Streot, 8t Paul, Min,

Buckmun Laboratovies, Ine, 12008 North MeLean Boulovard, Momphiy, Donn,--
O, UL Tacher, treasuver,

Buftington’s, tne, ¥ Swlbury Street, Worceater, Masy.---Maurleo tavan, export
maniger,

Buendy Corp, Norwalk, Conn—-8, M. Loomis, vieo prostdent, Gnance.

Baatrteo Foods Co,, 120 South LaSalle Street, Chicago, 1H--\Walter L. DIlger,
viee prostdent.

The Bovden Cao,, 330 Madizon Avenusy, New York, N.JY.- - ldwin 8. Patlence,
controtlew,

Barnstond S & Ktervilinor Co, Forest Hilty, Boston, Mass-~Noriman Meoyer,
advertising manager,

The Black & Decker Mg, Co, Fast Ponngylvauin Avenne, Towson, Md.-—J. 1.
Hardosty, vice president and treasaver,

Davey Compressor Co, 600 Franklin Avenue, Rent, Ohlo--J, T, Myors, vice
prestdent and treasurer,

John B, Stetson Co, Fitth and Montgomery, Phlladelphin, Pa—~Qoorge Witehell,
assistant vice prestdent.

Foremost Dairleg, Ine, 2008 Collego Street, Jackronville, Fla-—1B. J. Onmpbell,
vice prestdent and comptroller,

Chicago Phrmacal Co, 58547 North Ravenswood Avenue, Chicago, 1il--A, J.
Vargas, divector of international operations,

Cities Service Co, 60 Wall Street, New York, N.Y~-Qeorge H. I, Jr, vice
president.

W. A, Cleary Corp, New Brunawick, N.J—Q. W. Batenwan, treasurer (I°0O
Rox T49),

The Coleman Co., Ine, 230 North St. Frauncls Avenug, Wichita, Kang.—I. F.
Ranowets, corporation connsgel and assistant secvetary.

The Dahlberg Co,, Golden Valley, Minneapolls, Minn.—K. 11 Dahlberg, president.

DDan River International Corp., 1407 Broadway, New York, N.Y.—HN. T\ Martin,
secretary.

Day's Tailor-D Clothing, Ine, 2002 South A Street, Tacoma 1, Wash.—Johu
Slikas, treasurer.

Diameond Garduer Corp., 122 East 424 Street, Now York, N.Y.—E, T, Garduner, Jr,,
vice president. '

Dorr-Oliver, Inc., Barry Place, Stamford, Conn.—Arvthur Terry JIr., consultant,
international operations.
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Buyulpment. Intornntionnl, Ine, Akvron, Ohio- -3, Millot, export. manager.

Faeo Infernnilonnd, 1220 1, (‘\llu.lun Avenno, Now York, NJY.lad P Hewitt, vies
predident.,

I'he Fatorbrook Pen (o, Delnware Avenue and Cooper Btreeof, Canuden, Nk
Philp 1. Neotl, execative vieo proatdent,

l"mlm‘ul».\lnuul»Hnwvl- Hearings, tne, HHOGE Bhoemnkor Avenue, Dotroit, Mich,~--
N MacAethare, vieo president, flunnee.,

Ieantc HL leor Qorp,, 1 and Nomervitlo, Philadelphlia, Pa---W. 1, Dlomer,
vieo presldent.

"Tha Fluor Corp, Lid, 2600 South Atlantle Boulevard, Tas Angelos, Onlif.---J, H,
Muor, president,

Fram Corp, 105 Pawtuckot Avenae, Providonee, 111, 1, Belling, presldent,

Formiit Co,, 400 Houth Peorin Mireet, Chicago, 1HL---Ifeank J, Cullinne, tronsuror,

onoral Dyestuf? Co,, B30 Hndson Htveol, Now York, NY.--, J. Nalssor, oxport
mnunger.

The ldden Co,, 800 Unlon Gommerce Bullding, Clevelnmd, Ohlo---R. W, Horner,
secretnry s H. L, Sinughtor, vico president ; John Waooskens, vico prosident ) L. D,
(olden, attorioy,

Gledlor Procoss Bygulpmont (division of Chometron), Commonwenlth Bullding,
Louluville, Ky--1% J, Beek, manager, oversmr operations,

Grant Lnkeos Carbon Corps, 012 Nouth Flower Stroot, Los Angoles, Calit,—D, I,
Murlott, vice presldont.,

Halliburton Ol Well Comonting (o, Box 1431, Duncan, Okln-—(1, I, McEnroe,
Lronsurer,

e Havekhaw Ohemtenl Co., 1040 ast 07th Htreet, Cloveland, Ohlo.--C , 8,
Parke, prosidont,

Honuingsen Brow, Ine., 847 Madison Avenue, New York, N.Y.--Roy Nevans,
axport mannger,

Honeymead Products Co,, Excelstor, Minn—1), . Andreus, chajrimun,

Huntington Lahoratories, Ince., Huntington, Ind.—-J. 1. Brenn, president,

1'he lululm':;ul Export Co., Inc, 44 Whitehall Street, New York, N.X,—F. Luria,
presldoent.

Industrinl FPHlter & Pamp Manufacturing Co., Forelgn Sales Divislon, 6900 Ogden
Avenue, Obleago, 1L—J, I, Hlevers, pr«ultluut.

Tnsular Lumber 0., 1406 Locust Street, Phlladelphla, Pa~—H. 8. Thompson,
prosldent.,

Intorcontinentnl Fgquipment Co., Ine, 120 Brondway, Now York, NY.—R. M.
Duybots, presidont,

Internntionnl Business Assoclutos, 545 Fifth Avenue, New York, N.Y.

Internntionnl Products Corp,, 20 Broadway, New York, N X.—Thomas J. Lenle
han, vico president ; Snmuel Nakasian, executive vice president,

W, I Iverson & Co, Ine, 11 Broadway, New York, N.Y.-—-W. I, lverson,
president,

Jackson & Morveland Intornationanl, Ine., 000 Park Squure Bullding, Boston,
Masn, -0, 8, Beay, prestdent.

Joan- U‘hlumlrn Porson, 6560 Iifth Avenue, Now York, N.Y.~-Jean-Cluudo Porson,
prostden

Jo AL Jones Constructlon Co., 200 Wost Fourth S8treet, Charlotte, N.C.—Edwin L,
Jones, president.,

Kitlashun Bxport Divislon (‘The Akwell Corp.), 90 Wall Streot, New York,
N.X~Mathew Q. Mlzzn, secrotary-treasnrer.

Koohring Bxport I)Ivlslon. 8026 West Concordin Avenue, Milwaukee, Wis,~—
R. J. Ceve [not legible], sales manager,

Koohving Co, 1701 West, Wiscousin, Milwnukee, Wis,—-0, R. Mertz, vice prest-
doeut, llmnw(y

Kretzer Construction Go, Ine., 32-16 Lawrence Street, Flushing, N.Y.-—Frederick
W. Kretzer, vico prosldoul

Lakostdo I.uborumrlm Ine, 1707 Fast North Avenue, Milwaukee, Wis.—Gerald
< Qoelzer, treasurer,

Lawla Diesel Engine Co., 02 West Carolinn Avenue, Memphis, Tenn.-~Frank N.
Lowls, executive vice president,

Lindor Internationnl Corp., 9 East 45th Street, New York, N.Y.—-Lazare Gelin,
president.

Llon I\Innufnclmlng Co,, 2040 West Belmont, Chl(ugo. 111,—M, Jenkins, ansixtant
-to president,

Loghll gyntl(;ulmtlmml Corp., Gainsborough Building, San Francisco, Calif.—Rich-
ar( ule
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M(;(‘I‘\'uw-n‘\l\ Intornational, 880 Wost 42a Btroot, New York, N.Y.--Walter 3L

nmml,

Muivo Co, Ine, 20 Novth 'Phivd Btroot, Minnenpolly, Min, - 1, A, Watson,
pronfdent,

LD Mugnun & Anrocinton, Ine,, 188 Weat Rundolph Riveot, Ohilengo, -~ D,
Mugnun, proaittont,

Muanning, Maxwoll & Moore, Tue, Rivatford, Conne=John A, Flynn, contvoller,

Mavimon-Hovelngton Qo, Ine, Hli Woat. Warhtugton Btreot, ludlanapolls, tnd,--
M Ranwameyor, proahdont,

Mm‘al\ﬁw ::h\l.munm, Ine, 70 UVine Bireel, Now York, N.Xe- 1 A, Mayews, vico
proxident,

Mumu‘m\ & FProoman, 70 Pine Btreel, New York, N.Y.Richard P, Momsen,
Mt

Moton Pleture Aswocintion of Amorlen, Ine, 28 Wont 44th Biroot, New York,
N.Ye==Renneth Giaek, viee preatdent,

National Casket. o, Ine, 00 Masmnchunottn Avenue, Boston, Masnes10, Q.
MeReo, prostdent,

National Onts Quo,, Qodar Raplds, Town,- Jumes Coopor, president,

Nouert, Wilton & Assoctuton, Ine, 82 Went Randolph 8tveot, Ohleago, 1-<Hann
Nouert, proatdoent,

Now York & Houdurar Rosarto Mintug Qo,, 120 Brondway, Now York, N.Y.-.
Robort M, Rotnlugey, proatdent,

O'Brion Machinory oy, 1840 Novrth Dolmnwinre Avenue, Phitndelphin, Parank
L. O'Beion, Jr, provtdent,

Marold T Oramy, Ine, & Woat 40th 8treot, Now York, N.Ye-Havold T. Ovam,
proafdont ; Qitbort Jonaa, vice prestdent,

A n, I‘omo‘t & Co, JOO Ohuarelt Streot, Now York, NYe--Jd0 G PMlanagan, vico
prostdont.

Ponnanit Qhewmtenla Corp,, Intornationnl Divinton, 8 Ponn Contor Plana, 'hiln-
delphin, Pa~-Willam 1. Partteld, controller, )

The Dittaton Co, 230 Park Avenue, Now York, N.Y.= 0, J. Routh, vice prosident.

Plough, Ine, 3022 Jackzon Avenue, Mewphiy, font-Harvey B0 Bolmson, exeeu-
tive viee prostdent,

Torter Intevintional Co,, 1025 Connecetient Avenue NW,, Washington, D~
Paunt R, Portor, prestdent,

Prossed Rteel Tank Co, Weat Allls Rintlon, Milwaukee, Wis,-—-Norman Frits,
attorney,

Rotable {pring & Wire Morma Qo, 3107 Falton Road, Oleveland, Ohlo.~- 1LY,
MeBvldpe, preshdent,

Ronueit Home DProduets Co, 1724 Chestont 8treot, LPhilndolphla, Paq~-Oflico
manggoer,

Rhvem Mannfavtuving Co., 437 Madizson Avenue, Now York, N.Y.~-Marto Capelli,
vice prosident, internnttonal division,

Retehwld Chemienls, Ine, 8208 North Broadway, White Plains, N.Y.—¥red A,
Jollew, vice president,

Rice Barton Corp, 63 Tainter Street, Worcester, Mass—A, J. Gavdner, vico
prosidont,

R‘L‘k\\'(\\l Rugincering Co, 183500 South Western Avonue, Blue Island, 1~
AL T Rudiy, prestdent,

Vincent 't Rolon, 8 Klbert Street, Ramsey, N.J.

A. M. Romero Corp, 880 Fifth Avenane, New York, N.Y.—-A, M. Romoro,
prosfdent.

Rust-Olvam Corp,, 2428 Qakton Stroet, Rvanston, IL—Robort A, Forgnsson,
proesident,

St. Regis Paper Co, 150 East 424 Street, New York, N.Y.—J. W, Cowels,
troasurer,

L. D. Seymour & Co., Inc, 120 Wall Street, New York, N.Y.—I'aul I, Monath,
exveutive vice president. '

Sheraton Corp, of Amerlea, 470 Atlantic Avenue, Boston, Mass.—Keoenneth B.
Nowton,

Simplex Time Recorder Co, 26 South Lincoln 8treet, Garduer, Mass—T. A,
Robinson, export manager.

Simplex Valve & Meter Co., 7 Orange Street, Lancaster, Pa.—Thomas P, Browne,
vice president.

Smith, Kirkpatrick & Co.,"Inc., 47 Beaver Street, New York, N.Y.—-Carlton A,
Hohloch, treasurer.
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Holem Machine Co., O84 Iaco Htreet, Rockford, Hl-—Poetor A, Solem, prosident.

Hundetenmd Internntlonnt Corp, 1L Htrcot, Rockford, IHL-- O 10 Mayfold,
vieo presldent,

Nwoeeney Tdthogeaph  Co,, Ine, 868 Orown Mtreot, Brooklyn, N.Y~-John A,
Wilkonw, vice prealdont,

Poxneo, Tue, Hh ant 420 Street, Now York, N.Y.-=M. J. Epley, Jr, vico
president,

Phe Phow Nhovel Co, 1874 Bast 28th KL, Loratn, Ohlo-—§, H, Battin, export
MRNIRO,

Thomun Mlectronles, Ine, 118 Ninth Steeet, Pansate, NoJe--Ivan J. Psnior, man-

ngor, oxport wulow,

Thor Power ool Co, 260 Went 6Tth Htreot, Now York, N. Y1, R, Wyler, vico
prosldont, diroctor of oxports,

Tifeo Inter Amoriea Corp,, 1080 Wost (ray, Post Office Box 18801, Houston,
Tox. Lowls Low, prosldent.,

Topttight Corp, York, 1'n~10, W, Huber, presidont.

Tow Motor Gorp, 1220 1ant 162d Ntreot, Qloveland, Ohlo-<Galen Miller, execu-
thve viee prestdent,

Pranscont inentnl Gommodition, Ine, 408 Lexington Avenne, Now York, N. Y.
L Arvdltl, presldent,

Tung-Hol Mootele, Ine, 08 Blghth Avonue, Newark, N.J.--0. ¥ Rork, manager,
luternnttonnl diviston,

I'ylor Rofeigeration tntornattonnl O, A, 1816 Lake Htreet, Niles, Mich.-J. It
Alvarez, ndmbndstrative prestdont.

United Morchnnin & Manufacturing Co, 1407 Brondway, New York, N.Y.~
Martin J, Schwab, treasurer.

Vortl-Det, Ine, Box 428, Midlawd, Mich.-~aul W, Leke, vico president, forolgn
operations,

“’lll‘lu"l"& Rwnnoy Go,, BT01 Carnegle Avenue, Cleveland, Oblo--L. M. Cole, vice
proesident,

Tennn World Alrlines, 880 Madison Avenue, Now York, N.X.~J. Woodward
Thomnn, vico prestdont,

Sulltm:.' Ine, 4711 West. Novth Avonue, Chleago, Hl--Theodore Van Zelst,
preatdent,

The Soven-Up Co,, 188 Delmar Boutovard, 8t. Louls, Mo.—~Howard 15, Ridgway,
vico presldont,

Waoeo ll."rmlu(-tu Co,, 20 North Wacker Drive, Chlcago, 1IL.--I8, L. Delbel, vice
presldont,

Wor(mmlmm Corp,, Hurrison, N.J.—8. &, Willlams, vice president, international
opoerations,

I'he Wurliteor Co, North Tonawanda, N.Y.—~R. ¢, Rutzen, export sales mansger.

The World I'rade Center in New Eugland, Inc., 470 Atlantic Avenue, Boston,
Many~~Oarl 1, Christopherson, manager, international department.

'.l‘hto Wilcolator Co,, 1001 Newark Avenue, Elizabeth, N.J.—R. C. Miles, assistant
reasuror,

Henry Wols Manufacturing Oo., Inc, 941 Oak Street, Elkhart, Ind.—~Keator
McOublbln, presldent.

Stulnl-‘hi(islmr. Ine, 172 Kast 127th Street, New York, N.XY.—William J. Elbert,
controller,

Slgnal OIt & Gas Co, 811 West Tth Street, Los Angeles, Calif.—J. H. Marahall,
vico president.

Securlty-Columblan Banknote Co., 600 South Ashland Avenue, Chicago, Il
Fred R Esty, president,

Ilowanrd, Well, Laboulsse, Friedrichs & Co., 222 Carondelet Street, New Orleans,
La.~-G, 8helby Friedrichs, partner,

Westrex Corp,, 111 Iighth Avenue, New York, N.Y.~Roland A. Colistra,
comptroller.

Bendix Avlation Corp., 80 Rockefeller Plaza, New York, N.Y.—Vice president,
Charles Tillinghast.

Ho{_lryk;\ gorrou. vice presldent, ACF Industrles, Inc, 750 Third Avenue, New

ork, N.Y,

Mr. Norman B, Johnson, vice president, Admiral International Corp., 3800 Cort-
land Street, Chicago, 111,

Mr. K. M, Davison, asslstant treasurer, Aeroquip Corp., Jackson, Mich.

Mr, O, R. Maclnues, export manager, Air-Shields Inc,, Hatboro, Pa,
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Loon 18, tHekman, Ve, oxecutive vlee prestdent, Aluminum Co, of Atnerien,
WO Ateon ullding, Plttebugh, Ua,

Mr, Bleonest (L, Hessg, divector, intevnntionnt divigton, Awerlean Cyntnmid Go,,
20 Rockefoller Plian, Now York, N.Y,

Mr. Davey Onufrock, divector of intevnntionnt operations, Amoviean Grootings
Corp, 1300 Weat t8th Biveet, Cleveland, Ohlo,

eank NXo White, viee prestdent, Amevlenn Maehlne & Foundry Co, 200 Madieon
Avenue, Now York, N.Y.

M. Weston Thoms, esecutive viee prestdent, Ameclean Motal Climny, Ine,
01 Broadivay, New York, N Y.

M John K Miller, divector, foretgn divistons, MAmertenn Radintor & Standavd
Ranttavy Corp,, 40 West A0t ]ereot, New Yok, NLY,

Mre, Werner Amtmnnn, pmlnmn Ammanun & Whiltney Cmmnllhm Mnuhwmu. i
Bighth Avenue, Now Yok, NV, :

Mre. Robeet 1, !lnnwtl. general manager, intecnntionnl |llvl-alnn. Aty puwnm-
Co, Wilimington, Dy,

My Havold D, Naldeauw, divector, infernntionat division, Avon Produets, toe,
10 Rockefellor Plazn, Now York, N.Y.

My, Benfnmin ‘1% Weight, naslatant soevetary, Bndgor Manufacturing Co., 308
‘Thivd ‘-\(N‘N Cnwmbrtdge, Maxs,

My, B M. llngm\w oxport. manager, Baker Oil "Mool tue,, Post Oftleo Box 2274,
Toerminnl Annex, Lox Angeles, Callf,

Mr, A, B, Kight, vice president, Berg-Warhoer Internntionnl Corp, 86 Houth
Wabash Avenue, Chieago, 111

Brown & Wikaimson, Tobaceeo Corp,, 1000 Wext HilL Streoet, Loulsville, Ky,

Lo Donoghue, vice prestdent, thwance, Brunswioks International, ¢, A, 023
Routh Wabageh Avenune, Chdeago, T

R. Iarvey Whidden, vice prestdent, marketing diviston, Bulova Wateh o,
ne, Bulova Pavk, Plushing, N.Y.

Avthur 1L Philllps, socvetary and general connsel, Godfrey L. Cabot, Ine, 77
Frankliin Streot, Boston, Muoss,

J. R, Strasshurger, treasuver, Chain Rolt (o, Milwaukee, Wis,

W, R Schivimer, vieo prostdent, Chuk Bquipuoent. Co, Buchanan, Mlich.

Jozeph Klein, viee president, Clary Corp,, Ran Gabelel, Calif.

Dr, Sendd J. Begun, divector of mavketing, Clovite Corp., 17000 8, Clalr Avenue,
Cleveland, Ohto,

R. . Munsche, assiztant secvetary, the Coca-Cola Export Corp., 615 Madizon
Avenue, New York, N.Y.

P. O Foote, president, Cuttor-Hanuner Internationnl, O, A, 270 North 12(h
Street, Milwaunkee, Wis. .

WL AL Criekly, controller, Dlamond Alkatt Co,, 99 Park Avenuune, New York, N.Y,

Rafael Ovdories, vice president. Dumns Milner Corp, Post Oftico Box 10027,
Northside Statton, Jackson, Misx,

Jovoph Kattan, vice president, Kmerson Radio Export Corp,, 14th and Coles
Rveety, Jersey City, NI,

A W, Rlwoad, president, FMC International, Post Ofiice Box 1178, San Jose, Cnlif.

Maurice E. Ash, president, FWD Corp,, Clintonville, Wis.

Qlitord M. Andrews, vice president, foreign opevations, Ferro Corp,, 41080 Hast
S8th Street, Cleveland, Ohio,

The First National City Bank of New York, 63 Walt Street, New York, N.Y.

(‘h}:\lrk\s Schwarzler, manager, international operations, the Foxbore €o,, Foxbhoro,

ECS
J. r}c.yl!u\ick, president, Gahagan Dredgiug Corp, % Brond Street, Now York,

H. C. Borghetty, general manager, international, General Aniline & ¥Film Corp,,
435 Hudson Street, Now York, N.Y.

R. P. Winchell, manager, foreign operations, Liguid Carbonie Division, 135 South
LaSalle Street, Chicago, 1N,

Joseph Andreoli, vice president, the General ‘I'ive & Rubber Co., Akron, Ohio.

C. F. O'Nedl. vice president, the General Tire & Rubber Co.,, Akron, Ohio. :

Wi G‘al’&i‘l‘lipﬁg treasurer, the Glidden Co., 800 Union Commerce Building, Cleve-
and. o.

K. A. Lawder, treasurer, W. R. Grace & Co., 7 Hanover Square, New York, N.Y.

A. H. Weiss, tax manager. Harnischfeger Corp., 4400 West Natlonal Avenue,
Milwaukee, Wis.

Jacque Jones, president. Huber-Wareo Co., Marion, Ohto,
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Indastrlal Nucloonien Corp, 1208 Cherapenke Avenun, Columbus, Obto,

Jo N0 Maxwoell, assistont comptrolter, Internationnl Paper Co., 220 Knst 424
Nireot, Now York, N.Y,

N. Harley Jones, president, 10, 1, Jones Corp., PItso1d, Mass,

Clind 1%, Colioun, vice prestdent, Knlsor Industrles Corp,, 1025 1 Htreet NW,,
Wakhington, D.C

D. R Bennn, anslutant vice prestdent, Khaborly-Clark Corp., Neennh, Wiy,

Mins Ann Repke, export. manager, Kirsch Co., Bturgls, Mich,

08 .ll. Varga, vice preatdent, Koppers Co,, Ine, 836 Portor Bullding, Pittsburgh,

n.

10, M, Bverhined, vico prostdent, Tabby-Owens-Ford Ulass Co., 608 Madison Ave-
nue, ‘toledo, Ohlo,

I'ho Lubrizol Corp,, Box 8057, Bucetld Station, Glevelnnd, Ohlo,

U, 1, Breer, vieo prostdent, MeCulloch Corp., 6101 West Contury Boulevard, Los
Angeles, (alif,

. 0. Kleln, prestdont, Mercntor Corp,, 607 Washington Street, Post Office Box 142,
Reading, I'a,

Ohay, 13, Meoch, vice preskdent, Tnternntionnl Division, Minneapolis-Honeywoll
Regulator Co,, 2708 Pourth Avenue Nouth, Minneapolls, Minn,

M. I Patterson, vice prestdent, Minnesotn Minlng & Manufacturing Co., 900
Bush Avenue, 8t Paul, Miun,

Robert Blake, prestdent, Minute Mald Internationnl, 420 Lexington Avenue, Now
York, N.Y.

Boernnrd 1°, Combemale, president, Monmouth-Loe Corp, 730 Bifth Avenue, New
York, N.Y,

Bernard Mellitz, vico prestdent. nnd general counsel, Moog Industrles, Inc, 6505
Wells Avenue, 8t, Lowls, Mo,

Paul K. Rupert, manager, forelgn mavket development, Moore Business Forms,
Ine, 210 Post Street, 8an Frauelseo, Onlif.

N. I Mead, vieo prestdent, Morningstar-Palsley Ine, 630 West H2d Street, New
York, N.Y.

Walter K. Davies, coordinator of foreign operations, Neptune Meoter Co, 630
Rifth Avénue, New York, N.Y,

8, ‘1Vi Whltoth., president, Ollver Internationnl 8.A,, 444 Weat. Madlson Street,
Ohlengo, 11,

John 1. Gushman, vice president, Owens-1inols Glass Co,, Post Office Box 1085,
Toledo, Ohlo,

Lewla A, Curtls, prestdent, Package Machinery Co, 340 Chestnut Street, Kast
Longmendow, Masy,

Willlam A, Ward, Forelgn Divistion, Palm Beach Co., Knoxvlille, Tenn.,

John A, Bouvier, Jr,, chalrman and presldent, the Pantex Manufacturing Corp,,
(21 Roosevelt Avenue, Central Falls, L1,

H. A, Schaefer, admintstrative vice prestdent, Pepsi-Cola International Ltd., 8
West b7th Street, New York, N.Y,

A. B. Sparboe, vice president, the Plllsbury Co,, Minneapolis, Minn,

1. P, Wilmsen, vice president and treasurer, Portable Electrle Tools, Inc., 320
Weat 884 Street, Chicago, 111,

A. A, Lodigensky, mnnaging director, exports, . K. Porter, 300 Park Avenue,
New York, N.Y.

A.nl".' MeDiarmid, treasurer, Ranco Ine, 001 West Fifth Avenue, Columbus,

ito,

Stanloy Applegate, director, International Division, Red Star Yenst & Products
Co., 221 Eant Buffalo Street, Milwaukee, Wis, ’

Ernest F. Rollman, secretary-treasurer, Ro-Search, Inc., Waynesvijle, N.C.

R. J. Mason, Jr., sccretary-trensurer, Sealed Power Corp., 2001 S8anford Street,
Muskegon, Mich,

Charles A. Meyer, vice president, Sears, Roebuck & Co., 925 South Homan Ave-
nue, Chicago, 111,

John D. 8heaffer, vice prosident, W. A. Sheaffer Pen Co., 301 Avenue H. Fort
Madison, Iowa.

ng'fld Gregg, Jr., vice president, Internationnl Division, Shulton, Ine., Clifton,

A. B. West, assistant treasurer, the Singer Manufacturing Co., 140 Broadway.
New York, N.Y.

C. C. Crittenden, president, Signode Steel Strappiug Overseas Co.. 2610 North
Western Avenue, Chleago, I,
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Basil Manousso, manager, International Division, Sinclair & Valentine Co., 611
Waest 129th Street, New York, N.Y.

W. A. Mihelich, export manager, Skil Corp., 6038 Blston Avenue, Chicago, Ill.

Rdgar W, Smith, Lake Road, R.K\D, 1, Morristown, N.J,

John J, Gilbert, treasurer, Smith Kline & French Overseas Co., 1680 Spring
Garden Street, Philadelphia, Pa,

Louls B, Harder, president, South American Gold & Platinum Co., 535 Fifth
Avenue, New York, N.Y,

W. M. Adams, president, Sprague International, Ltd., North Adams, Mass.

A.IO. Kr{wkluuer, president, Sparkler Manufacturing Co., Luke Street, Munde-
ein, IN,

James A, Bowles, assistant treasurer, Spencer Chemical Co.,, 610 Dwight Build-
ing, Kansas City, Mo.

Roger “I’l Barton, export manager, Stephens-Adamson Manufacturing Co., Au-
rora, Il

B. Q. Strasenburgh, vice president, R. J. Strasenburgh, Iost Office Box 1710,
Rochester, N.Y.

N. N. Babeock, treasurer, Talon, Inc.,, Meadvllle, Pa.
il’ Garrigan, manager, Intemntlonnl Division, Textile Machine Works, Read-
ng, Pa.

Beéﬁ:;{d K\?z‘x,rney, president, The Torsion Balance Co.,, 86 Monhegan Street,

on, N.J.

G. P. Andrews, nssistant secretary-ascistant treasurer, Turco Products, Inc.,
0135 South Central Avenue, Los Angeles, Callf,

G.‘L. Shuman, vice president, sales and secretary, Twin Dise Clutch Co., Racine,
Wis.

Robert 8. Wright, president, International Division, U.S. Industries, 260 Park
Avenue, New York, N.Y.

J. M. A. van der Horst, president, Van der Horst Corp., Post Office Box 557,
Olean, N.Y,

Merrill Zinser, vice president, finunce, Varian Assoclates, 017 Hanson Way,
Palo Alto, Calif.

Hans D. Winzer, manager, foreign operations, Warner Electric Brake & Glutch

_ Co., Belolt, Wis,

Robert M. M!tohell vice president, Whirlpool Corp., St. Joseph, Mich.

Charles P. Williams, executive vice president, Willinms Bros. Co., National Bank
of Tulsa Building, Tulsa, Okla,

J. S. Schastey, treasurer, American Chicle Co., 30-30 Thomson Avenue, Long
Island City, N.Y.

SUPPLEMENTAL LIST

Allied Artists Pictures Corp., 560 Broadway, New York, N,Y.—Norton V.
Ritchey, vice president.

Bell & Howell Co., 7100 McCormick Road, Chicago, IIl.—E. L. Schimmel.

Cargill, Inc.,, 200 Grain Exchange, Minneapolis 15, Minn.—H. Terry Morrison,
executive vice president.

The Dayton Rubber Co., 6 East 30th Street, New York, N.X.—Mr. Rosenburg,
manager of International Division.

ITamilton Watch Co., Lancaster, Pa.—Richard J. Blakinger, secretary and gen-
eral counsel.

Hawaiian Pineapple Co., Honolulu, Hawaii—J. B, McConnell, vice pre%ldent-
treasurer.

Jones & Lamson Machine Co., Springfield, Vt—H. A. Finch, mnnager of man-
ufacturing.

Langner & Co 3318 West Cary Street, Richmond, Va.—William R. Langner,
director.

Tempco International, Inc., Post Office Box 131, Bedford, Ohio, vice president.

Magnus Chemical Co., Garwood. N.J.—J. D. Holmes, vice president.

Mclean Industries, Inc ., Mobile, Ala.—vice president and treasurer.

Pfizer International, Inc., 800 Second Avenue, New York, N.Y.—C. R. ‘Smith,
treasurer.

Square D Co., 425 County Avenue, Secaucus, N.J.—8. T. Colman, éxport manager.

Stauffer Chemlcal Co,, 380 Madison Avenue, New York, N.Y ——Peter 8. Bedrosia.
manager, tuxes.

The Yale & Towne Manufacturing Co,, 405 Lexington Avenue, New York, N.Y.—

- ‘William H. Mathers, vice president and secretary.
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My, ITaynes. Quite naturally all the major business associations
also favor ILR. 5. Representatives of the National Foreign T'rade
Council and the U.S. Council of the International Chamber of Com-
merce have already appeared today, and I understand that the Na-
tional Association of Manufacturers is filing a statement.

Support for ILR. 5 is by no means limited to business. Organized
labor endorses the principles embodied in this carefully shaped piece
of legislation, I would refer you, Mr. Chairman, to a letter read to
the I-{iouse of Representatives ﬁy Congressman Boggs signed by Mr.
Andrew Biemiller, director of the legislative department of AFIL-—
CIO. That letter endorses the deferral of U.S. tax on foreign in-
como when such income arises from and is reinvested in underdevel-
oped countries, which is, of course, what FL.R. 5 would provide.

As it has emerged from the House of RRepresentatives after elabo-
rate study and a number of major modifications, the bill has the sup-
port of the Treasury Department and the administration. Intro-
duced in the House by a member of the Democratic Party, it em-
bodies the recommendation of our Republican President in his latest
budget message, which was read to us today, favoring deferral of
U.S. taxation on this income.

Mr. Chairman, such unanimity in support of a bill is solid evidence
of the value of that bill to the entire Nation.

H.R. 5 would benefit, every man, woman, and child in the United
States. By encouraging U.S. exports, licensing direct private invest-
ment in and to developing countries through deferral of U.S, taxation
of income earned and reinvested in such countries, HLR. 5 would help
unshackle U.S. industry to meet the Soviet economic offensive.

I am sure, Mr, Chairman, that I could say little that would add to
the knowledge of this committee concerning the gravity of that. offen-
sive, The long-term, low-interest credits offered to selective under-
developed countries by Moscow and Peiping, the seductive Soviet
barter agreements, the politically trained goth technicians flooding
into these lands, the massive program of indoctrination being given
in Red China and Russin to men and women coming from these Iands
for training, and in case of Red China coming especially from Latin
America, the occasional flooding of underdeveloped countries by the
Communists of imitations of Western goods at subsidized cut prices,
to knock out Western firms and advance Communist political goals.

I am equally certain, Mr. Chairman, that I could add little to this
committee’s understanding of U.S. private direct investment as the
key instrumentality in our campaign to meet this offensive. As neces-
sary as is our program of aid in alleviating starvation abroad, build-
ing roads, dams, and other basic economic requirements, it is a pro-

ram that the Soviets can match. The Soviets can also build and ave

uilding manufacturing plants in these countries, but in this realm
we have a clear advantage. When the Soviets build a plant the host
country must pay for it. When a U.S. corporation builds a plant,
the capital is supplied and the risk is borne by the U.S. firm. The
Soviet plant is built for the host government and the Soviet purpose
in builging it is to advance socialism and eventually communism.
The U.S. plant embodies and advances the concepts of freedom.
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Theso fuatsy, Mre, Chaivman, are woll known to this committee, What,
i porhaps less known is the impetus TLR, & would give to divect
V.S, Investiments in theso doveloping count vies,

Not to bo ignoved i3 the impact in both the freo and Communiat
world meraly of passage of the bill, Tt would stand ns o clonr mes-
ange, both of the determination of the United States to ndvanee eco-
nomiv growth and living standards abroad, and of our convietion
that the ceonomio interests of frecmen overywhoro are best sorved by
oapitalism,

LR, & would spur private U.S, investment. in doveloping countries
in n more immedinte fashion,  No Ameriean company had suflisiont
funds with which to meot all its investmont. requirements and op-
portunitivs, It must, therefore, rato these investmont demands no-
conding to thair probable contribution to the compuny’s ovorall growth
and protitability,

In these torms, developing countries usually come at the end of the
list sinco the markets they offer are poor and production costs high.

Whan, however, a LS, company ean tako the enrned incomo in ono
of these countries and veinvest it in others without pnyment of 1.8,
tax, that means the chanees ave good that it will do go.  And this is
preaisely what TLR, b provides, It is truoe that U.S. companios onn
t,z\\t' the snme beunetits tm‘m‘ through the use of foreign base compunios,
out: this requives a great. deal more sophistication and eapital than the
majority of U, companies possess,  Ixisting foreign operations can-
not, as the representative from Seavs, Roebuck has pointed out today,
bo transforred to foreign base companies without prohibitive U.S.
tax,

Mr, Chairman, 2 weeks ago, Business Intornational published the
fact that the littlo Himalayan nation of Nepal, sturdily rvesisting the
enaronchment. of the Communist. Chinese monolith on its border, is
actmally offering to guarantee profits to foreign private investors
willing to contribute to Nepal’s strength and developmont. ‘The
Nepalese (fovernment has vecognized, as does 1LR, 5, that private in-
vestment vequires an inducement to entor weak markots o¥ low pur-
chasing power,

Mr, Chairman, how can wae fail to take the modest. stop in the same
direction vepresonted by H.R. 5, and thereby give support. to nations
oager to attract private enterprise and grow strong m the path of
freedom ¢

U.S. private investment in these countries will not hurt U.S. ex-
ports  Generally speaking, underdeveloped countries are in no posi-
tion to buy much from the United States, to begin with: Industrial
goods that they do buy—machinery and equipment, in the main—
cannot by and large be produced in'these countries and will continue
to be imported by them.

H.R. § would, in fact, increase U.S. exports of materials and com-
ponents and of capital goods. Gradually it would help expand U.S.
exports of all types of products, since industrializing countries always
become better customers of the United States,

A dramatic example of the fact that U.S. firms do not give up
exports in favor of foreign investments, but rather invest abroad
instead of losing sales altogether, is the case of Willys-Overland and
Studebaker-Packard in Argentina. Last year Studebaker-Packard
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oxporied one automobile and reveral hundred trucks to Argenting,
In the snme yenr, Willys-Overland manufactured more than 20,000
vohicles in Argontinn,

Mvr, Chairman, the only saerifico to the Nation enlled for by ILR. b
fs the postponemoent. of a fow million dollars per yoar in Fedornl tax.

Fivon herve, TLR, 6 will henefit. every UM, eitizon, heenuse in the
ond the US, Treasury will colloet more rovenus from corporntions
spurred to grentor investment, by the bill, - And thers is no possible
wiy for the sharsholdors of these corporations to benefit, throngh
dividonds, from 1LR, 6 except. ns the U.S, ‘Treasury benefits,

T will montion in passing only one eriticism of ILR. 5. Tacked
on ut the lnst minute was an amendment, velnting to the wages paid
abrond by U.S, subsidinries, By enlling on such firms to abide by
the wagoe lnws whore they opoerate, or to pry at least the average going
wige, this amendmont, suggests that. U.S, companies nctually pay less,
and noad the whiplash of U.S, legislation to do better,

The record is plnin that U.S, subsidiaries abrond nlmost always
pry more than the going avernge rate, lot alone the legal minimum
mfo, Onoe big U.S, imﬁmt,viul coneern, with n Japanese plant, Mr.
Chairman, keeps check on avernge wages in Japun in its own and
wlliod industries in that country, and tries to keep 6 porcent shead,
and this, I submit, isa typical example,

Kooping this nmendment in 'll.li. b would, Mr, Chalrman, accom-
‘;lish nothing oxcull)t to give American companies, indeed the United
States itselfy n totally unwarranted reputation the world over of being
unserupulous and, indeed unlawful, exploiters of Inbor.

To summarize, the {n-inci sles and objectives of this urgent piece of
logislation are warmly ondorsed by the President and his admin-
istration, including the UL.S, Treasury, by tho AFL-CIO, by an extra-
ordinary nrrany of 1.8, corporations, and by the major husiness asso-
cintions, Tt hng enrned this support beenuse, while stimulating 1.5,
oxports, it would unshackle U.S, industry to overcome the Communist
trade offensive and promote the concept, of freedom in vast areas of
the world,

ILR. 5 would help to achieve these profoundly important goals at
the cost merely of postponing collection of n modest amount of taxes
on income earned in (i(-.vo.loping countries themselves. But at the
simme time it would prepare the ground for larger U.S. tax revenues
ater,

Mvr. Chairman, it is my conviction that this bill is the very least
that should be provided as an encourngement to the key instrument
in our Nation’s foreign economic policy—direct investment by U.S.
companies in productive enterprises abroad.

Again, I compliment the chairman on these hearings and thank him
for the opportunity of appearing before this committee.

Senator Lona. Thank you very much, Mr, Haynes.

(Mr. Haynes subsequently submitted the following prepared state-
ment for the record :)

STATEMENT OF ELL1orT HAYNES, EpITOR, BUSINESS INTERNATIONAL, NEY YOBK, N.¥.

Mr, Chairman, members of the Senate Finance Committee, my name is
Elliott Haynes. I am editor of the weekly publication, Business International, of
New York. Business International reports and interprets to U.S. business execu-

- 57417—00—86
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tives the events and trends throughout the world they must know about and un-
derstand to conduet thelr Internationnl business properly and efiiclently. ‘I'o do
this we have 70 correspondents in the prineipal commerclal centers of the free
world, area editors, and researvchers in New York, a Washington editor, and
ofttces In Ohleago and San Franeclico. Weo also publish research studies in the
field of internntional trade and Investment. Finally, we rrovlde continuous
consultation and research to 70 major U.N, corporations with extensive oper-
ations abroad, A list of these clients {s appended to thly statement, Of course,
nothing I sny today should be interpreted as representing the views of any
individual subseriber or vlient,

I am here to testify on behnlf of ILR. 5. I waunt to compliiment the chatrman
on his action in granting time so promptly for hearings on this bill in the midst
of this committee’s work on other fmportant. pleces of leglslation, The signifl-
cance of LI, B far trangeends the modest deferrnl of U.H. taxation of forelgn
income it would provide, which helps to explain the remarkable support and
backing it enjoys in every mnjor sector of American lfe,

Given the pressure of work of this committee, these hearings will allow only
a few U.8, corporations to appear and cxplain their support for ILR. 5. Thore-
fore, Mr, Chalrman, I would like to call attention to the truly extraordinery list
of companies that supported this legislation contained in the record of the
hearings before the House Commlttee on Ways and Means. This is one of the
most impressive lists of firms I have ever seen in support of n proposed law ,

Quite naturally, all the major business associntions also favor H.IX. 5. Rep-
resentatives of the Natlonal Yorelgn Trade Councll and the U.8. Councll of the
International Chamber of Commerce have already appenred toduy, and I under-
stand that the National Assoclation of Manufacturers is filing a statement,

Support for ILR. § is by no means limited to business, Organized labor endorses
the principles embodied in this carefully shaped plece of legislation, I would
refer yow, Mr, Chairman, to the letter read to the House of Representntives by
Congressman Hale Boggs signed by Mr, Andrew Biemtller, director of the legiu-
lative department of the AFIL~CIO. That letter endorses deferral of U.S. tax
on foregin income when such income arises from and is reinvested in under-
developed countries—whleh is, of course, what H.R. § would provide,

As it has emerged from the House of Representatives, after elaborate study
and & number of major modifications, the bill has the support of the Treasury
Department and the administration. Introduced in the House by a member of
the Democratic Party, it embodies the recommendation of our Republican Presi-
dent, in his latest budget message, that private, direct investment In developing
countries by U.S. corporations be given tangible encouragement through deferral
of U.8, taxation,

Mr. Chairman, such unanimity in support of a bill is solid evidence of the
value of that bill to the entire Nation. H.R. 5 would beneflt every man, woman,
and child in the United States.

By encouraging U.S. exports, licensing and direct, private investment in and
to developing countries, through deferral of U.S. taxation of income earned and
reinvested in such countries, H.R. 6 would help unshackle U.8. industry to meet
the Soviet economic offensive. I am sure, Mr, Chairman, that 1 could say little
that would add to the knowledge of this committee concerning the gravity of
this offensive, the long-terim low-interest credits offered to selected underdevel-
oped countries by Moscow and Peiping, the Soviets' seductive barter agreements,
the politically trained Soviet technicians flooding into these lands, the massive
program of indoctrination being given in Red China and Russia to men and
women coming from these lands for training (in the case of Red China, coming
especially from FLatin America), the occasional flooding of underdeveloped
countries by the Communists of imitations of Western goods at subsidized, cut
prices to knock out Western firms and advance Communist political goals.

I am equally certain, Mr. Chairman, that I could add little to this cornmittee’s
understanding of U.S. private, direct investment as the key instrumentality in
ounr campaign to meet this offensive. As necessary as is our program of aid in
alleviating starvation abroad, building roads, dams, and other basic economic
requirements, it is a program that the Soviets can match. The Soviets can also
build, and are building, manufacturing plants in these countries, but in this
realm we have a clear advantage. When the Soviets build a plant, the host
country must pay for it. When a U.S. corporation builds a plant, the capital
is supplied and the risk borne by the U.S. firm, The Soviet plant is built for the
host government, and the Soviet purpose is to advance socialism—and eventually
communism ; the U.S. plant embodies and advances the concepts of freedom.
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These facts, Mr. Chairman, are well-known to this committee, What Is
porhaps less known is tho hnpetus ILIG 6 would give to direct U.8. investments
in these developing countrles, Not to be {gnored s the impact in both the free
and Communist worlds merely of pussage of the bill, It would stand as a clear
messago both of thoe determination of the United States to advance economie
growth and lving standards abroad, and of our convietlon that the economic
intorests of freo men everywhere are best served by capitalism,

ILR. B would spur private U.B. investment In developing countrles in a more
fnnediato fashlon, No Amerlean company has sufficfent funds with which to
meet all its Investment requirements and opportunities, 1t must, therefore, rate
these fnvestiment demands according to thelr probable contribution to the com-
pany's overnll growth and profitability. In these terms, developing countries
usually come nt the end of the Hst, since the markets they offer are poor find
production costs high, When, however, a U.8. company can tike the income
earned in one of these countries and relnvest it in another without payment
of U.S. tax, the chances are good that it will do so. And this {4 precisely what
H.R. 5 provides. It is true, Mr. Chairman, that U.8. companies can get the
snime beneflts today through the use of foreign base companies, but this requires
a great deal more sophistication and capital than the majority of U.8. corpora-
tlons possess. And existing foreign operations eannot, as the representative
from Seurs has pointed out, be transferred to foreign base companies without
prohibitive U.8, tax, )

Two wecks ngo Business International published the fact that the little
Himalayan nation of Nepal, sturdily reslsting the encroachments of the Com-
munist Chinose monolith on its horder, 1s uctually offering to guurantee profits
to forelgn private investors willing to contribute to the country’s strength and
development. The Nepalese Government has recognized, as does H.R. 5, that
private investment requires an inducement to enter weak markets. Mr, Chafr-
man, how can we fall to take the modest step in the same direction represented
by H.R. 5, and thereby glive support to nations eager to attract private enterprise
and grow strong In the path of freedoin?

U.S. private investment in these countries will not hurt U.8. exports. Gen-
erally speaking, underdeveloped countries are in no position to buy much from
the U.8. to begin with. Industrial goods that they do buy—machinery and
equipment in the main—cannot, by and large, be produced in these countries
and will continue to be imported by them. ILR. 5 would, in fact, increase U.S.
exports—of materirls and components, and of capital goods. Cradually it
would help expand U.S, exports of all types of products, since industrializing
countrles always become better customers of the United States, A dramatie
example of the fact that U.S, firms do not give up exports in favor of foreign
investment, but rather invest instead of losing sales altogether, is the case of
Willys Overland and Studebaker-Packard in Argentina. Last year Studebaker-
Packard exported one automobile—I repeat, one automobile—and several hun-
dred trucks to Argentina; in the same year, Willys Overland manufactured
more than 20,000 vehicles in the country.

Mr, Chairman, the only sacrifice to the Nation called for by H.R, 5 i3 the post-
ponement of a few million dollars a year in Federal tax. Even here, H.R. §
will benefit every U.8. citizen because, in the end, the U.8. Treasury will collect
more revenue from corporations spurred to greater investment by the bill, There
is no possible way for the shareholders of these corporations to benefit, through
dividends, from H.R. § except as the U.S. Treasucy benefits,

I would mention in passing only one criticism of H.R. 5. Tacked on at the
last minute was an amendment relating to the wages paid by U.S. subsidiaries
abroad. By calling on such firms to abide by the wage laws where they operate,
or to pay at least the average going wage, this amendment suggests that U.S.
companies actually pay less, and need the whiplash of U.S. legislation to do
better. The record is plain that U.8. subsidiaries abroad almost always pay
more than the going, average wage rate. One big U.8. industrial concern with
a Japanese plant, for example, keeps check on average wages in Japan in its
own and allled industries and tries to keep 6 percent ahead. Keeping this
amendment in H.R. 5 would, Mr, Chairman, accomplish nothing except to give
American companies and the United Statés itself a totally unwarranted reputa-
;:i%l(l, the world over of being unscrupulous and indeed unlawful exploiters of
abor. : -

" To summarize, the principles and objectives of this urgent piece of legisla-
tion are warmly endorsed by the President and his administration, including
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the VLR, Treasury; by the ARL-GIO G by an oxtraordinney aveny of UM, cor-
porations; nnd by the major business assoclntions, 1L han enrned this support.
beentng, while stimulnting U.N, exports, It would unshackle UK, industry to
ovoreomo they Communint. teade offonslve and promote the concepts of freedom
fn vast aveas of the world, LR B wounld holp to aehlove these profoundly -
portant gonla at the cost merely of postpontug coltoetion of n motlost, nmmount of
taxen on incomo earned n dovelopiog countrlos thompelvon, bud. ot the same time
wounld propave tho ground for lavgor UN, tax tovornoes lator,

My Chatvman, {1t s my conviction that, thin LI 18 the very loaat that. ghonld
Lo provided an an enconvagoment, to the key Instrament tn our Natlow’s torelgn
evonomte policy---diveet Invoatont by N, compantoy in produetive vontuves
abrodd,  Agaly, T complitnent tho chaleman on these heavings and thank him
for tha opportunity of appearing beforo this committon,

QLIKNTH OF DDUAINRSH INTERNATIONAL HXROUTIVE SERVIOKH
(As of Januury 1, 1100)

Abbott Laboratories Intornational
Aluminum Company ot Amerlea
American Qyanamid Co.

Aweriean Machiroe and Foundey Qo.

Awmerican Motors Corp,

Ampex Corp.

Bank of Ameriea

Bondix Avintion Corp,
Rorg-\Warner International
Briztol-Myera luternational
Catttornin Packing Corp.

The Champton Paper & Fibre OCo,
The Chase Manhattan Bank
Clark Equipment International
Clevite Covp,

The Coea Cola Export Corp.
Conbustion Kngineering, Inc,
Controlr Company of America
Cutter Labuoratories

John Deere, C. A,

Dow Chemieal Co.

Dresser Industries, Inc.

E. L. du Pont de Nemours & Co.
Esvo Kxport Corp.

Kverest & Jennings, Inc,

Food Machinery & Chemical Corp.
Ford laternational

Foremost Dairies, Ine.

Friden, Inc.

W.R.Fuller & Co.

Geuneral Aniline & Film Corp.
General Foods Corp.

H. J. Heing Co.
Hevwlett-Packard Co.
International General Electric Co.
International B. F. Goodrich Co,
International Harvester Co.
International Milling Co.

lm&\.rluu lonal  Minevals & Choemical
Corp.

Johns-Manville International Qoryp,

Koppors Co,, Ine,

Kraft Ioods Qo.

1B LAy International Corp,

Lockhoed Alrovatt International

MeOulloch Gorp,

Morek, 8harp & Dohmao Internntionat

Minnesota Mintng & Manufacturing Qo.

Motovoln, Ine,

North Ameriean Aviation, Ine,

Oln-Mathieson Chemlenl Gorp.

Otis Blevator Co,

Owens-Tinofs

arke-Davis & Co,

The Procter & Gamble Co,

Radio Corporation of America

Ray-0-Vac Co.

Remington Rand International

Nchering Corp.

Sears, Roebuck & Co,

Singer Manufacturing Co.

A, O. Smith Qorp.

Standard Oll Co. (Now Jeorsey)

Sunbeam Corp.

The Timken Roller Bearing Co.

U.S. Industries, Inc,

United States Steel Export Qo.

The Upjohn Co.

Varian Associates

Vick Chemieal Co.

Warner-Lambert International

Westinghouse Air Brake International

Waestinghouse Electric International

Willys-Overland Export Corp, :

The Yale & Towne Manufacturing Co.

Senator Lowe. The concluding witness for today’s hearing is
Mr. Sherwood Silliman, Vick Chemical Co. - ' C

STATEMENT OF SE::2W00D E. SILLIMAN, SECRETARY OF VICK
 CHEMICAL C0. SR

Mr. SnenraN. Mr. Chairman, thank yoni.for the opportunity. to

apggar. I have a short statement..
n

ator Loxa. Yes. Proceed, sir.
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My, Suvitan, My name is Shorwood 12, Silliman, secrotary of
Viek Chemienl Co. Phe Viek Chemienl Co, is 0 medinm-sized corporn-
tion ongagoed principally in the drug and chomical buginoss, T1 hos
ity oxeontivo officos at 192 Kl 42d St., New York, N.Y., with plants
in North Caroling, Penunsylvania, Now J orsoy, New York, Connecticat,
Ohio nnd Mibsonrt, 1t does business in 117 countries of the world,

Wo have boen intorested in supporting TLR. b as an aid to doing
business abrond, which is indeed n complex operation,  Wherever
possible, wa would profer to manufacture in the United States and ex+
sort for the renkon exporience shows that heenuse of efficient, American
whor and procesos, wo cun munufacture chenpor in the United States
Ghan we enn nbroad. . . :

Towover, because of tariffs, nationnl attitudes, exchunge control,
and other complesities, wo find move and more we have either to
mamifacture or package onr products nbrowd, ,

Sl’msiding now is Senator Byrd, chairmapn of the commitiee.)

The Citamman. T am sorry T was late and was unable to be here this
morning, A , .

Mr. Sugasman, I was pointing out. why the Vick Chemienl Co,
would profor to manufacture in’ the United Staten, becauss we have
tho benefit of very eflicient lnhor here much more efficient than in for-
oign countries and our modern processes, hut. we find that because of
tariffs, national attitudes, oxchange control, and other complexities,
that, more and more we have to either manufacture or pickage our
productsabroad, , . . :

Onco we decide to go into a foreign country, there arises the prob-
lem of how do we operate there?

Do we do it through a branch of a 1.8, eorporation, or form a sub-
sidiary under the laws of the foreign country ?

Under the present law, a branch of a U.S. corporation is not,
fensible becanse its earnings ure subject. to 118, tax vg the profits are
enrned,  In many countries the U.S, tax rate is higher than the
foreign rate. . - :

ILR. 5 would enable us to use a ULS. corporation in less developed
couptries, the samo way as we use foreign subsidiaries,

-, At this time, Vick is considering doing business on its own in Indo-
nesin and Pakistan. Asthe U,S, Jaw now exists, we will probably have
to create two separate subsdiaries under the laws of each country.
With H.R. 5 enacted, we would simply qualify a U.8. foreign business
corporation. . : ; : '
'a are optimistic. We do not helieve less developed countries will
always be less developed. Under H.R. 5 we ¢ould leave our accumu-
lated profits to help in the development of the country. This is the
Ameri¢an way, of busness and government aiding to develop a country.
Wao believe the bill will help to meet the communistic threat in these
countries, . . - . ,
. Lenll your attention to the report and recommendations prepared
by Ralph 1. Straus, as special consultant to the Under Secretary of
State for Economic Affairs, dated April 1959, appearing in the revort
of hearings before the Committee on Ways and Means on H.R. 5,
page 247,
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Mur, Steaus summarizes what ILR, 6§ will do for companles like
Viok by saying:

A forelgn bustness corporntion would, we belleve, stimulnte fovelgin tnvestmeont
by UR, fitms by permitting oligible compatiter {o defer thelr UM tux on income
aeeumlated abrond, provided such income 18 relnvested abrond, In addition
the proposed FRO would enable compantes operiting abrond to integrate the
natingement of thelr forelgn netivities, to declie without regard to lax conse-
dueneen wWhether to operate nbromd through 1 U.B, brntiel or through a forelgn
subsidiney, and to transfer thele foreign enriings from one counntry to another
without tax Hability,

We have no hesttution in snyinq thig bill will not serve to increaso

imports into the United Stutes.  The TTouse hus written n protective

clause to prevent this, However, oven without this clause, and I

know that the Trensury recommends that this partienlnr eluuss be

deleted in theiv statemoent. filed with this committee, becauso it would

bo hard to ndminister, I think with that elauso not eliminated it is not
ing to be used by Ameriean corporations to relmport into the United
tates,

Wao are convineed that this remedial fenture of the bill will only be
used by American companies to further their business in tho less-
doveloped eountries,  Whorever we do business throughout tho world,
we employ lahor above the going rate and seok to develop bettor stand-
ards of living for the eustomers who buy our medivines.

W urge the ennctment. of 1LR. 5 at this session. A number of wit-
nesses this morning, ineluding the statement of the 'I'rensury Depart-
ment, have urged remedinl nmendments, I know the commiittee will

ive consideration to these and seek to improve the bill.  However,
the important thing is to get the legislation passed, It scems to me
that no further extensive study is needed,  All the facts are in the rec-
ord of the Ways and Means Committeo and in the very splendid Straus
report.
thank you very much for your attention,

The Cnaryman, Thank you vory much,

My, Sintaawan. If you have any questions, as the concluding witness
I'would be very happy to answer them.,

Senator Loxa. T would like to ask to be put into the record a wiro
from tho executive vica president of the New Orleans Chambor of
Comniercs and some other communications that our staff has here.

The Cuamman. Does the Treasury approve the bill ¢

Mr. Siaaman. The Treasury, yes, they have sent o statomeont that
arrived this morning in which they approved it and suggest two
amendments to delete two provisions,

Tho Treasury approved, once it was limited to underdeveloped
countries.  As the bill originally came out of the House Ways and
Means Committes you could take your cumulated earnings, in Gor-
many, for example, and reinvest those earnings in Indin, But the
Treasury suggested, and very strongly recommended that it be limited
to less developed countries and that is the way the bill now appears
and as it passed the House,

The CirarmaN. Thank you, Mr, Silliman.
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(‘'I'he document. reforred to follows:)

NEw ORLEANS, LA, June 13, 1960.
Mg, BrizAnpri B, SPRINGER,
Uhief Olerk, Nenate Finance Committee,
New Bonate Ofice Building, Washington, D,0.:

Plense Include in the records of today's scheduled Finance Committee hearing
that the chamber of commerce of the Now Orleans aren strongly urges passage of
ILIG 6 because it {8 a much needed stimulant to U8, trade aboard,

W. K. R1aas, Jr.,
EBeeeative Vice Prestdent, Chiumbder of Commerce of the New Orleans Area.

l'I’lm Cuamman. This being the last witness the committee will
adjourn, ) .

(By direction of the chairman, the following is made a part of the
record :)

NEW ORLEANS, LA, Junc 10, 1960.

Mrs. Brizaserit B, SpriNoEen,
Chief Olerk, Senatc Finanoe Oonunittco,
New Renate Ofice Building, Washington, D.O.!

Internationnl Trade Mart of New Orleans wishes to go on record as endorsing
H.R. 6. Our 14 years of experience in the fleld of promoting international trade
have convinced us that incentives to forelgn investinents for U.8, investors are
esgentinl, Buch capltal investments by our people overseas immeasurably
strengthens the free world in its economic struggle with our opponents, We
strongly urge the committee to favorably report H.R. b.

Wintiam Q. ZET2MANN,
Prostdent, International Trade Mart,

‘

[Wesatern Unfon telegram—Night letter, June 10, 1060]

Mrs. Briraserit B, SPRINGER,
Ohie! Clork, Senate Finance OUommittoe, 227 Now Benate Ofice Building,
Washington, D.O.:

T have just learned that your committee will connider H.R. b, the Boggs bill,
on Monday, Juno 13, Much as I would like to present my views in persgon on
the importance of this bill to American Industry 1 regret that it 1s impossible for
me to be present on this date. I am therefore taking the iberty of sending
a’m coples of my written comments made in support of the bill to the Honorable

{lbur Mtlls, chairman of the House Coinmittee on Ways and Means, dated
July 16, 1069, Although changes have been made in the bill since then I still
support it belleving that though by no means as satisfactory now as in the earlier
version it is still a step in the right direction which should be taken, I have
Just returned from Hurope and am more than ever conviniced that it is vital
to the safety and economy of the United States that our Government support by
all possible means the efforts of American industry to compete with foreign
fndustry and to roverse the trend whereby American industry is rapldly losing
out to foreign competition.

Respectfully yours,
WiLLiam M. Apams,
Prestdent, Sprague International, Itd.

SPRAGUE INTERNATIONAL, LrD,,
North Adams, Mass., July 15, 1959,
Hon. WiLnur D. Mmis,
Chairman, tho Committee on Ways and Means, the House of Representatives,
Washington, D.C.

DrgAr Mr. Mirs: I regret my inability to attend your public hearings on
Representative Boggs' bill HL.R. 5 but hope that the following comments may be
included and made part of the hearings on this bill,

My parent company, the Sprague Blectric Co., 18 one of the leading manu-
tacturers of capacitors and other basic electronic components. We are large
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suppliers o the radio nud '1'V induatry, to the Government, and (o the cleetronie
industry.

In the pursult of oversen business, wo have heen foreed to develop manu-
faeturing nmt snles facilitles nbrond as our diveet export business heeame more
und more squeezed by foretgn regulntions and foretgn competttion,  Our orgnnt-
gation for foreign snles ineluder a Westorn Hemisphore corporation, n world (rado
compnny hased in Barope, and two oversea factorios,

1 have persontlly divected those affaivs for ovor 10 yenrs and claim, therefore,
to have some familiarvity with wmany of the problems which beget the Amerlean
bustnessmnn trylug to do business nbroad.

1 wholly support TLR, 6, the so-called Bogga bill, and urge prompl ennetiment
in fHx ontivety for the followiug reasons

1. 1'he present tnx situation fuvors Inrge corporations to the detehment of smalt
bustness,  Ihix g o beeause, undor present conditions, firmg with Invge finanelal
and personnel regources enn avall themeelves of go-ealled tax sanetwry denls,
wherens killer companies ennnot,

2, 'Phe move Amertean enterprises there are profitably engaged in forelgn busi-
neky, the more suecessful will be our struggte against the Communist industeial
offonsive,  Ihin offeusive, It suecesstul, will be Just ns devastating to the Unlted
Ntates in ita final result as war ftself,

3. Ry hmproving the business elimiate for both small and big bushiess, more
UL flema will be willing to venture abroad.

4, Profitg, under thin b, ean be made with less capital invéstment abroad
and quickor than at home, Thiz will result in less eapital diverted anbrond,
move profite made trom it and, congequently, move tax receipts for the Treasury.
1f we go on as at prexent, those compantes that ean will Invest in protit sanctuary
subsfdinrvies; and profite will be held out of the United States for long perlods,
As fewer compantes will be engaged n foreign business, lesy tax money will bo
generated, :

The "Mreasury estlmates of It tax losges nrve Incorrect.  Actually, they may
very well gain, oxpeclnlly when hidden profits are unearvthed as provided for
under TLR, 6, :

0. 'Mhe Treaxury's fden of tmiting the bil's provisiong to underdeveloped
countries i unrealistie. A country mny be developed in one aren and undei-
devoloped in another, 'There s no yardstick of any valwe whereby the degree
of development can he pinpointed,  Indin may be undeveloped In some respeets
and very much developed in others,  Burthermorve, it the prineiple 18 nceepted
that it is 0 good thiug for the United States to have a stvong and prosperous
foreign trade, then why it it to the least profitable arens?

8. Forelgn teade, including oversea factorles, does not compete with domestie
husiness or reduce employent,  On tho contrary, the more flourishing a com-
pany's forelgn business, the more domestic business will be generated.  Caplial is
relensed for local development, ftems that could not be exported find new marketa
through the fnerensed fndustrintizntion of forelgn markets, People abroad get
more prosperous and buy more. ‘Pake the Nuropean Common Market-—As thiy
area hecomes move industrinlized and more prosperons, they won't bhegin to be
able to satisfy tholr internal needs from thelr own rezources buf will have to
buy outside, 'The greater part America has in this industelal surge, the greator
praportion of 1,8 -made goods will come in to {11l the vold.

7. 1 belleve the Treasury is wrong in eliminating nany company with over 60
percont of itg business diveet export.  The figure 1z too low to be realistic and
should be ralsed to 78 poreent,  Thix would cut out the basieally domestie ex-
porter who never has and never will develop a fovelgn bustness and, at the
same time, would permit n company who Is trying to develop an international
business to follow the usurl way of developing exports fivst,

8. Ou the controversinl question of what {8 forelgn income, the Treasury tnkes
the pesition that, if 1 go to Brazil, for example, and sell some goods to a manu-
facturer and aveange that the goods shall remnin my property until they enter
Brazil, title has passed outside the Unkted States, and this is foreign income. 1€,
on the other hand, my manufacturing customers comes to New York apd sends mo
an order for similar merchandize and I detiver same to il and he earrvles tt back
to Brazil in his statevoom, thix is not forelgn trade beeause he got title to the
goods fn the United States. ‘

It both these trananctions ave not foreign trade, tlion what ave they? Some-
thing must he done once and for all to declde this mntter for the 'Mreasury rather
then permitting it by intorpretntion to make the lnws to sult {tgelf and hereby
circumvent the intent of Congress,
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I recommend that the destination of a transaction determine its nature. If
I prepare documents and ship goods to a forelgn country, that should be a forelgn
snle, irrespective of who has title and where.

0. 1LR, b proposes that Wertern Hemigsphere corporations e no longer limited
to trading in the Western Hemisphere but be allowed to trade anywhere in the
world. 1'he Senate Finance Committee, in commenting on section 100 of the
1042 Revenue Act, stated !

“Amerlcan corporntions trading in forelgn countries within the Westorn Hem-
fsphere are placed at a considerable disndvantage with foreign corporations
under the tax rates provided by the bill, ‘1'o alleviate this competitive inequality,
the committee bill relleves such corporations from the surtax lHability.”

I'resumably, Congress directed its remedinl measures to the Western Hemi-
sphere hecause foreign competition was most severe there at that time, What-
ever the conditions were then, there {8 no question but that now, competition
from foreign sources In equally serious in all markets, ‘T'herefore, there i8 no
loglieal reason to restrict a Weatern Hemisphere corporation’s activities to the
Western Hemisphere only,

On the tax ndvantage, admittedly there {8 one; but it 18 not at great as at
first appenrs,

The Western Hemisphere corporation pays 38 percent annually (there 18 no
tax deferral privilege). Next, when a dividend {8 paid to the parent, it pays
a 062 percent tux on 10 percent of the dividend, In practice, this generally works
out. to an approximate tax saving of 7 percent when the whole transaction is
complete, or roughly 435 percent tax pald against the present 62 porcent domestic
tax,

H.R, §, though by no means perfeet, goes far to remove many of the inequities
which 8o sgertously impair the American businessman in his efforts to gnin a
reasonable share of foreign mirkets,

I'he ennctment of this bill will provide a sorely needed stimulus to a situa-
tion which is already critienl and rapidly getting worse. .

Very truly yours,
WiILLIAM M. ApAMs, President.

D —]

StatEMeENT IN Surrorr or ILR. § oN BEUALF OF THR NATIONAL ABSUCIATION
0F MANUFACTURES

The competition confronted by Amerlean business in world markets is intense
and increasing. ‘his competition comes both from the revived and dywamie
economnics of the free world, and from the Soviet Unlon,

In meeting this competition, Americnn business is handicapped by tax provi-
slong relating to income enrned abrond which ave less realistic and less flexible
than those of most of its competitors. This is especlally true n areas of tax
deferral of unrepatrinted foreign source income, where the mobility of capitat
movement from one country to another ig inhibited. Under preseut cirqum-
stances, deferral and mobility can be achieved for new foreign ventures by the
establishment of forelgn base corporations In one of the nutions of the world
whose corporate and tax laws make this feasible. '1'his road is not open to many
old and established foreign operatlons.

ILR. b6 has the merit of introdueing tho principle of deferral of U.S. tax on
forelgn earnings of old and new ventures, regardless of the form of local enter-
prigo by which it 18 enrned, until such enrnings are brought home. This would be
accomplished by establishing the U.S. counterpart of the foreign base company.
Wao heartily support the introduction of this principle in law,

It freely avallable for all forelgn business operations, the principle would add
greatly to the effectiveness of Amerienn business in world markets, 1t is unfor-
tunate In our view that the avallability of tax deferral through U.S, base corpora-
tlons under H.R. 6 {8 Himited to operations in xocalled underdeveloped countries.

This mitation, morea¥er, s componnded by provisions of the hill which would
provent the tax-free trahsfer of earnings from developed countriea to operations
in underdeveloped countries. 'The opportnnity to make such transfers would
obviously serve U.S. foreign policy in that the contribution of Amerfean business
to cconomic expunsion in the wnderdeveloped countries wonld be encotraged.

Nevertheless, we bellevo that thé principle of deferral of tax on forelgn sourco
income by the base company form {8 8o fmportant that it shonld be enacted into law

‘even {f the area limitations referred to are not eliminated.
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We do howoever (ake the strongest oxeeption to subseetion (£) of section 3 of
1L B entitted “Disquatiiention for Nubstandnred Labor Gondltions,”

Thin provision s oftensive in tts implication that Amerienn bustnesses operat-
ing abrond might engago i Wnbor practives so undesirable ns to necessitato
poltolng by the U8, dovernment,  Whoerever Amerlienn husiness govs abrond, its
tondeney In to lmprove working conditiong, hut. never (o worsen them.  ‘Uhe pro-
virton I8 impotitie because, in limpiying o sltuntion which does not exist, it gratul-
tonsly puts ammunition in the hands of our country's enemles and erities of our
froe entorprise systom,

Furthermore, the Preasuey Department, i lottor signed by Mre, Jay W, Glas-
mann, Assistant (o the Necretary of the Preasiry, ad addressed to (he Honorablo
Harry B Byed, chdeman of the Commbttee on Ifinanee, stated that the proviston :

et ppbears undesitable teom thae standpoint of sound tax ndministeation,”
and “* * o (he Mreasuey belfeves that the adoption of u provision which would
dizquality a corporation for any yeur b which ft operates In a less developed
country under substandard nbor conditions i out of place in a tax mensure nnd
may lend to Htgation of ditientt, complex, lnhor standard issues before t(rtbunals
which are not. equipped to handle sich problems, 1t is clear, for example, that
the Mreasiey Depavtment Hsolf cannot. ndminister such n lmdtation. 1or this
reason, he wmendwment. places primaey vespousibitily in this avea with the
Depurtent of Imbor,”

Wo endorse thig viow of the 1'reasury Departiient, but add our viow that any
admininteative procosding to fmplement the proviston inovitably would involve
charges whieh, thongh not proved, would sitaply provide more grist for the
propaguiddn il of the deteactors around the world of the Ameriean free enter-
prige aystom,

With the elhmination of subaection (£) of seetlon 2, wo belleve that ILR, §
wounld be a step forward towanrd weetine foreign competition more effectively, nnd
on this hasis urge ity favorable constderation by this committee and the United
States Sonate,

Rospeetfully submitted,

DoNALb I QLEABON,
Chairman, Subconmmitica on Tavation of Fareign Source Income, T'ara-
tion Commitice, National Association of Manufacturers.

SAN FRANOIRCO, CALIF, J Hine 13, 1960,
SENATE COMMITTRR ON I'INANCE,
Senate Ofice Building, Washington, D.C.:

We observe from the Congrossional Record that you are holding hearings
begluning today on ILR, §, tho proposed Forelgn Investment ''nx Act intro-
dueced by Represeutative Boggs, It appears to us that this legislation is desir-
able and shonld provide n atimulug for forelgn investment on a businesslike basis
and without any unfavorable impact on our domestic economy. We bellove this
to be true as to industry as well as banking.

BANK OF AMERICA,
NATIONAL TRUST AND SAVINGS ASSOOIATION,
ROLAND PIRROTTS,

AUTOMOBILE MANUFACTURRRE ASSOOTATION, INO,,
Washington, D.O., June 13, 1960,
Hon, HARrY F. Ryrp,
Chairman, Scnate Finanoe Committee,
U.S. Senate, Washington, D.C.

DiAR Mg, CiwameMAN : This statetent is belng submitted in connection with
the hearings being conducted by your committeo on ILR. 5, the Forelgn Invest-
ment Incentive Act of 1040, )

The Automobile Manufacturers Assoclation recommends that the Internal
Revenue Code of 1954 be amended to encourage American private investment
abroad and thereby promote American industry and reduce Government expendi-
tures for forelgn economic assistance.

It is recommended that this result be effected by the enactment of leglslation
conforming to the basic principles underlying H.R. 5.
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Although there aro severnl limitations contalned in H.R. § which will restrict
1ts effectiveness, we urge that favorable nctlon be tuken,
Sincerely yours,
IIARLAN V, HADLEY,
Sceorctary, Committee on T'uxation,

Mavminery & Avutep Propuors INSTITUTE,
Washington, D.0., June 14, 1960,
Hon, ITauny I Bynun,
Qhatrman, Senate Finanovo Committee,
U.8. Nenate, Washington, D.C.

DEAR Mi. Cuamman: We appreciate this opportunlty to present to the Com-
mittee on Finance our views on ILR. 6, the proposed foreign Investment incentive
tax bill intvodueed by Representative Boggs and pussed by the House of Repre-
sentatives on May 18,

The proposd legisiation 18 of deéep Interest to {he capltal goods and allied
produet industries which are represented by the Machinery & Allled Products
Institute and its afilinte, the Counetl for Technologlenl Adviinecinent, Many of
tho companies in these industries have long been and are now Increasingly
involved 1u forelgn business operations.  Others not active in the foreign field
in tho past nre now planning an entry into the fleld,

1t 18 approprlate, first, that we examine the basle objectives which seem to
motivate the Congress in mltlntmf legislation in this field.

1, xtenstve testinony tnken by the Committeo on Ways and Means over a
period of time has developed the fact that the state of the law in connection with
the treatment of forelgn source income {8 dizorganized, confusing, and wholly
unintegrated, Under the present law corporations are required to do indirectly
through the utilization of a forelgn base corpotation what they should be able
to do directly, assuniing us wo do the leglthnaey of the forelgn base corporation
approach. In other words, through a new provision in the U.8. tax law an
Amerlean corporation wishing to set up & separate corporation for the purpose
of carrying on Its forelgn operations should be able to do 8o and have that new
entity fly the Amerlcan flag in hoth a status and tax sense. Presumably with
this in mind, the forelgh business corporation (FBO) tax deferral concept has
been made the cornerstono of the proposed leglslation. We comment at length
later concerning the stultifying effect on this concept of the amendmnents sub-
requently added to the bill.  Kven as originally drafted, however, the tax deferral
concept Is a streamlining effort which does not reflect a radteal innovation and
should have limited revonue impact in view of the present use of foreign base
‘corporations, '

2. In additlon to the commendable purpose of attempting to bring some order
to the prekently confused state of the law with respect to tho taxation of forelgn
source fncome, the Congress by adopting the FBC tax deferral concept would
espouse the much moro fundamental objective of promoting “the economic wel-
fare of the free world by encouraging the utilization of private Amerlcan invest-
ment abroad for the purpose of dltainishing tho increasing drain upon the
Amorican taxpayer in providing for forelgn economic assistance out of tax
revenues.” 'This I8 really o twofold objective. The bill is grounded in the clear
policy of encouraging private investmoent nbroad. At the same time it is thonght
that the utilizatlon of private Amerlean investment might be a parallel or, to
somo extent, n substitute offort for Government-sponsored foreign ald programs,

These objectives would seem to make constiderable sense, Unfortunately, the
bill as passed by tho House includes certain restrictive amondments, including
thoroe sponsored by the Ways and Meaus Committee on the floor of the House,
which in our judgment will make it impossible for the objectives just stated to
lf)o“r(mllzod to any substantinl extent. These restrictions would provide as
ollows :

1. In order to qualify as a forelgn business corporation and be eligible for tax
deferral on its reinvested foreign source income a domestic corporation would be
required to derive the bulk of its income from underdeveloped countries.

2. The House bill, although not expressly excluding deferral on export income,
would substantiilly prevent the deferrnl of taxes on income derived from export
operations based in the United States. This result stems from the provision that
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¥BO Income reinvested abroad, to the extent that it 1s nttributable to physleal
assets located and personal services performed in the United States, I1s deemed
to constitute a taxable distribution of earnings.

3. There would be a limitatlon on deferral to no more than 25 percent of an
FRO's patent and copyright royalty income.

Effeot of rostlrwtlvo Housoe amendaments on basio objeotives of FBO taw deferral
proposa

Much material has been presented to the Ways and Menns Committee, both
in hearings on private foreign investment by its Forelgn T'rade Pollcy Subcom-
mittee in December 19568 and in hearings by the full committee on H.R. § in
July 10560, tending to show that the primary source of funds for increasing private
foreign investment lies in the enrnings of exlsting oversea business and invest-
wment,  Postponement of American taxes on such earnings, so long as they are
reluvested abrond, incereases the avallable source of such investment funds by the
amount of the postponed tax and the pool of funds multiplles. In addition, there
is tho actual (but difficult to measure) effect of the psychological spur to in-
crease oversea business activity which would result from the deferral provision.

1t seems clear to us that the importance of such deferral possibilities as an
incentive to increase private Amerlcan foreign investment has been disregarded
by the Treaswry in its emphasis on cutting down possible immediate revenue
losses. This emphasis on short-run tax revenue considerntions obviously has
been accorded prime Importance by the administration in its position on the FBC
deferral proposal, the recommendations of the Straus ad Boeschenstein reports,
as well as the preponderance of the expert testhuony adduced by the House Ways
and Means Committee to the contrary notwithstanding. We feel that the Treus-
ury attitude has unduly influenced the action by both the Iouse Ways and
Means Committee and the full House on the bill, The House-pussed version of
H.R. & would permit a company to qualify as an FBC only it it were operating
in an underdeveloped country. Consequently, the only “tax deferred” funds that
would be available for new investment in underdeveloped countries would be
from the earnings from existing investments in such underdeveloped arens, But
it is the current lack of profitability of investment in such underdeveloped areas
that has helped to give rise to the desirability of tax deferral on all foreign
investment as an incentive to new or increased investment in those foreign coun-
tries most needing such investment., An incentive to reinvest funds, when such
funds do not exist or are inadequate for such purposes, is obviously meaningless.
However, this {8 precisely the approach of the current version of H.R. 5.

Moreover, the bill now contains what appears to be an administratively un-
workable attempt to restrict deferral on export income by deeming FBC income
reinvested abroad, to the extent that it is attributable to physical assets located
and personal services performed in the United States, to constitute a taxable
distribution of earnings, This provision ignores the history of the foreign
operations of most American companies—the growth from purely export activities
to the building of plant and facilitles abroad. Frequently export income forms
the source of the “brick and mortar” investment which follows, Here again, by
a narrow-viewed attempt to reduce anticipated revenue losses, the incentive for
tapping another large potential source for foreign investment funds has been
largely blunted. The same may be said for the limitation on deferral to no more
than 25 percent of an FBC's patent and copyright royalty income.

It may be reasonably argued that any new concept or new approach must
contain some reasonable administrative restrictions in order to prevent abuses
and to hold the new tax provisions on target. We are not oblivious to the
revenue loss cousiderations advanced by the Treasury. On the other haud, if
the Congress sets out to accomplish certain legitimate legislative objectives,
those which we have stated above, and then allows those objectives to
be riddled, indeed negated, by administrative impediments to, and extreme
restrictions on, a device tailored to attain those objectives, it might just as well
not legislate at all. This, in our judgment, is very nearly the posture of the
Congress at the present time. . . )

. It is unnecessary for us to develop more fully our argument with respect
to the restrictions just referred to, because we have made ouy views very clear
in previous statements on the subject of the Boggs bill. The most complete
expression of our views on this subject was our statement presented to the
Ways and Means Committee on June 7, 1959, a copy of which is attached, We
quote below from our previous comments on &he limitation as to underdeveloped
areas and then deal briefly with the export income restriction.
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Limitation to underdeveloped areas

“Wo are wholly sympathetic with the administration’s desire to increase U.B,
private investment in less developed areas. Given this objective, will the
Treasury’s proposals for amendment serve this end? We think thelr adoption
would be disastrous.

“Tho FBO tax deferral device was niever intended as incentive for U.S, busl-
nexss to operate in any partlcular aren or areas of the world; rather, it iy the
recognition of a customary method by which companies conduct their foreign
operations and through which they may accumulate earnings on a tax deferral
basia for relnvestment abroad.

“The ‘unitary’ concept {8 indispensable to the proposal. Companies of all
slzes are finding it increasingly desirable—indeed necessary—to conduct all
forelgn operations within a single organizational structure. Whether this be
a forelgn base corporation situsted in Switzerland or a subsidiary located in
this country will depend in Inrge part upon our tax laws. The central point
is that all operations—export, forelgn licensing, and foreign manufacturing—
must be considered as parts of a worldwide marketing operation. To destroy
the unitary concept, to restrict a foreign business corpucation to doing business
in the less developed countries, Is to negate the proposal now before the com-
mittee and to make it virtually usecless except for those relatively few com-
punlesldeullng in commodities and raw material existing primarily in such
countries.

“I'o distinguish between ‘developed’ and ‘less developed’ countries would mean
creation of a foreign business corporation éempowered to do business in Bolivia
perhaps, but not in Argentina ; in Colombia, but not in Venezuela ; in India, but
not in South Africa. Are Spain, Turkey, and Greece ‘developed’ or ‘less de-
veloped’? Italy is an Industrinlized nation but what about southern Italy?
It scems to us that adoption of the ‘less developed’ area limitation would create
an administrative hornet’s nest,

“I‘rom the standpoint of practical tax saving one must consider several fac-
tors. First of all, most of the industrianlized countries now huve tax rates
comparable to those of the United States so that tax deferral and reinvestment
of pretax earnings In such areas would be niinimal. As for the lesser developed
areas, the fact of low taxes is of little consequence inasmuch as profits earned
there—at least In the early years of an investment—can be expected to be so
small as to provide little, if anything, for further investment there or in other
lesser developed areas. 'The fact is that funds for private investment abroad—
in any aren—must come inevitubly from income in the form of license fees
and export earnings.

“Finally, and Irrespective of tax reform, private investment will flow only
into those areas abroad which provide a favorable investment climate and a
natural market for the product or business operation involved. The FBC tax
deferral device can do no more than provide an incentive to facilitate and to
quicken what must ultimately be a normal commercial pattern of development.

“In view of these comumercial facts of life, it is altogether unrealistic to
suppose that a U.S. corporation now operating a very practical—if artificially
located—foreign base corporation would abandon it in favor of a statutory for-
eign business corporation subject to the less developed area restriction.

“We agree completely with the Straus report when it says:

‘““\WWe believe that there should be no geographical limitation on the foreign
activities and sources of income of an FBC because the diplomatic problems
and domestie pressures involved in choosing particular countries or areas would
make a general system of legislative or administrative selection very difficult.
Moreover, since the FBC involves tax deferral rather than tax reduction, it is
appropriate for investmment both in developed and underdeveloped countries.’”

Haport income versus investment income

As previously indicated, we feel that the realities of conducting foreign opera-
tions make it unwise to place a limitation on export income to which the tax
deferral privilege should be granted. We have previously pointed out that
income from foreign business operations tukes a great variety of forms, At-
tempting to distinguish one from another only introduces a new pattern of
inequity and imposes new deterrents to the objectives being sought. For ex-
ample, there 1s no clear und definable line of demarcation, at least in the capital
goods industries, between foreign income attributable directly to foreign invest-
ment and income accruing from the sale of engineering know-how on the sale-
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of items exported from thoe United States or from a third country. The fact is
that muny manufacturing companies are undergoing a virtually continuous tran-
gition from purely export sales (o forvelgn manufacturlng operations, We feol
that the attempt to lmit deferral with vespect to export Income by requiring
in oftect that nearvly all of the FBCG'w facllities be loenied oversens, Is both
unwlize and mlmlmslrutlvcly unworkable. 1t should be abandoned.

We urge the committve to go further, The digtinetlon between export incomo
and other types of foreign source Income should be abolished through adoption
of the destinatlon test with respect to determining the sourco of income. Our
reasoning on this point is developed in considornble detail In our July 1059 state-
ment. Note particularly pages 10-14.

In brief, we belleve tlmt an export restriction makes no sense, that it is not
consistent with the objectives of the b, and that the Government'’s interest
is amply protected by the requirement that in order to quality for tax deferral
the FI3C’s income must be reinvested abroud,

Oonclugion

In summary, it i8 our feeling that the objectives of tho proposed legislation
are sound and well concelved. Gradually, as the legisintion has evolved in the
Congress, meat-axe restrietions have been imposed, partly as a result of con-
fusion with respect. to ‘the realitles of commercinl operations in the internntional
field, partly as a result of an abortive effort to concentrate the beneflt in the
underdeveloped areas, and primavily as a result of legitimate legislutive objec-
1;1\%\9 being neutralized or destroyed by Treasury concern over the revenue

mpact.

In its watered-down form the bill might accomplish something, but the extent
to which its broad objectives would be achieved would be quite limited. In-
deed, if passage of this bill in its present form would result in Congress treat-
ing the legislative area of taxation of foreign source income as closed to genuine
reform, it might be better to defer action in the fleld. The real answer, how-
ever, is to pass the Boggs bill now without the emasculating amendments dis-
cussed in this letter and reviewed in more detail in our earlier statement to the
Ways and Means Committee.

If we can be of service in any way please call on us.

Respectfully,
CHARLES W. STEWART,
President.

STATEMENT OF THE MACHINERY AND ALLIED PrRODUCTS INSTITUTE AND COUNOIL FOR
TECHNOLOGICAL ADVANCEMENT RE THE FUREIGN INVESTMENT INCENTIVE TAX
B

Presented by Charles W, Stewart, President

Mr. Chairman, we appreciate this opportunity to present the views of the Ma-
chinery and Allied Products Institute on the proposed Foreign Investment In-
centive Tax Act (H.R. 5) as introduced by Congressman Boggs.

As you know, the Machinery and Allled Products Institute and its affiliate, the
Council for Technologicul Advancement, represents the capital goods and allied
product manufacturing industries of the United States. Many of the companies
in these industries have long been—and are now, increasingly—involved in for-
eign business operations. Moreover, because of the wealth producing potential
of their products and its effect on the standard of living, the capital goods in-
dustries occupy a special position with respect to political and economic objec-
tives sought to be realized by the legislation here proposed.

At the outset we should like to commend this committee and other commit-
tees of the Congress which are currently giving important attention to the area
of international trade policy in the broad sense. The subject is both cruecial and
complex. Unfortunately, it is difficult, perhaps even dangerous, to consider one
aspect of it without giving attention to other ramifications of international trade
policy. Such overall integrated study and action is difficult to obtain because
of the fragmented approach to the problem which follows from organization of
the executive agencies of the Government and the natural tendency in Congress
to deal with single parts of it at a time—tax, credit facilities, international
price and productivity comparisons, etc.

Overall examination of this strategically important fleld of international trade
and the position of U.S. industry in world markets not only from the standpoint
of political and diplomatic considerations but also, as we shall stress here, from
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the standpoint of commercial realities {8 highly deslrable and would be in the
publle interest. The hearings by this committee’s Subcommittee on Foreign
Trade Poliey and tho Boeschonstein and Straus reports are important steps in
this direction, Necdless to say, hmplementation, ns well as gtudy, should be on
an overall basls so far ns possible,

Turning now particularly to the tax questions heforo this. committee, the
vory extensive experience of capitnl goods manufacturers in foreign trade has
glven riso to n deep concern on the part of the institute with the lack of con-
sistoney and logle in the provisions of the Revenue Code relating to the taxun-
tion of business income from foreign grources, This Iack of consistency is no-
where better fllustrated than by the differing tax treatment given various kinds
of foreign income according to thoe form in which they are received by the
Amerlcan taxpayer. Weo are therofore especinlly grateful for the opportunity
of testifylng on legislation which glves promise not only of accomplishing cer-
tain fmportant national objectives but promises at the same time to take a
l(i)ng step toward the introduction of order and logic into foreign income taxa-
tion, ‘

We thing it obvious that the forelgn investment incentive tax bill cannot
be considered without relating it to the frnmework of the political, economie,
aud fiscal factors necessarily involved in the proposal of such legislation. Ac-
cordingly, we propose to advert briefly to certain of the broader questions
here involved before taking up any direct review of the bill itself,

GENERAL BACKGROUND

Tho stated purpose of the bill is “to encourage private investment abroad
and thereby promote American industry and reduce Government expenditures
for forelgn economic assistance.” Given thig general objective let up consider
for a moment what its enactment would mean in terms of national foreign
policy, the Amerlcan position in world trade, and {ts effect on the public
revenue, :

Forcign polioy implications.—There i8 growing evidence that the Soviet
Union has launched a massive and continually expanding economic offensive in
the cold war, having as its primary purpose the political domination through
economic dependence and subjugation of so-called neutral and uncommitted
nations. The United States has for some years sought to contain this threat
by massive grants-in-ald to so-called lesser developed countries with a view
to assisting such nations in the realization of their aspirations for economic
improvement. Both the administration and the Congress have recognized the
desirability for political and economic reasons of transferring some share of
the responsibility for achievement of these ends to private industry. It is, as
we lla)t:l\lm already seen, an express purpose of the foreign investment incentive
tax .

It becomes proper to inquire them: First, if this is a desirable objective, and,
second, if the bill now under consideration will, in fact, tend toward the realiza-
tion of that goal. We think it a wholly desirable objective, and we believe
that—in the long run—enactment of the bill’s main provision will be of ma-
terial assistance in reducing the-foreign aid burden.

Economio considerations,—Foremost among the economic problems which
bear on the committee's consideration of this bill is the present position of
U.8. manufacturers and exporters in world markets, a position which is stead-
ily worsening. Already other governments by one means or another are directly
or indirectly encouraging foreign trade activity by their own citizens. For
example, the United Kingdom recently adopted the Overseas Trade Corpora-
tion Act—not greatly dissimilar from H.R. 5—~and Canada has for some years
employed a similar statutory incentive to foreign trade activity. In addition,
we understand that a number of foreign governments have sought to encour-
age export sales and foreign investment by government guarantees of foreign
investment, by export credit insurance, by underwriting lenient and long-term
credits on export sales, by direct subsidy in the form of certain tax reductions,

e . w A

Again it becomes proper to inquire whether the bill's stated purpose of en-
couraging- private investment abroad and thus promoting American industry
is a proper objective and if the proposed legislation as now drafted will in fact
work toward that end. This question we also answer in the affirmative but
with the strong recommandation that proceeds of all export sales be included
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within that forelgn source income to which the tax deferral incentive be ex-
tended for reasons which we shall develop in detall later.

The fiscal problom.—Certalnly, it would be irresponsible for the Congress
to enact legislation which would in the long run serlously impair the public
revenue, particularly at a time of rising and unbalanced Federal budgets.
Inasmuch as the Secretary of the Treasury in his letter to the committee com-
menting on ILR. § has dealt at length with the flscal problem, we shall not
repeat it here except to ncknowledge its serlousness and to suggest preliminarily
that the Treasury Department has in our view overstressed temporary revenue
losses without giving due welght to two important countervailing factors—
the distinct possibility of increased revenues in the future from enlarging for-
elgn business activity and the alternative possibility of falling revenues as a
result of lessened business activity abroad in the absence of incentives intended,
at the least, to place American business on a par with foreign competitors,

Let us examine the flscal question in a more specific way. The Secretary
of the Treasury estimates the revenue loss from the deferral approach embodied
in the proposed legislation to be annually in the range of $300 to $500 million,
Relatively speaking, as comnpared with the $3 to $4 billion contemplated for
appropriation under mutual security and as compared with many domestic
programs with varying objectives, the flscal impact is not major in character.
Moreover, the Treasury’'s estimates are cast in such language as to, create a
misconception that what is in fact a deferral would become annually a loss.
Finally, referring to our discussion of basic policy, what needs to be done here
fs to evaluate the importance of the objectives of the proposed legislation, deter-
mine how vital this bill is to our national and international position—economie,
political, and commercial-—and then in that light review the fiscal impact. We
are constrained to observe that the price that would be paid for thig program
would be well worth the investment.

Against this foreshortened backdrop of political, economic, and fiscal con-
siderations we should like further summarily to review the main provisions of
the bill, the Treasury position as set out in Secretary Anderson’s letter of
May 6, 1959, to the chairman of this committee, and the institute's approach
to the problem.

The foreaign investment incentive tao bill (H.R. 5)

Just what would HL.R. 6 accomplish? First, it would authorize—subject to
certain limitations—creation of a foreign business corporation through which an
American firm might conduct its foreign operations, deferriug payment of U.8.
income taxes on a major portion of the income from such operations until such
income is distributed to shareholders. By amendment of the Internal
Revenue Code, H.R. § would permit U.S. corporations to make certain tax-free
transfers among foreign subsidiaries without advance approval. It would ex-
tend the general 14-point corporate tax rate reduction now available to Western
Hemisphere trade corporations to similar business activities carried on any-
where outside the United States.

In addition, H.R. § would permit a U.S. taxpayer to select the overall rather
than the per-country limitation in computing the amount of foreign taxes which
may be credited against his U.S. tax liability ; it would authorize an American
corporation to take credit on its U.S. tax bill for taxes “spared” by a foreign
government in an attempt to attract private investment from other countries;
and, it would provide for nonrecognition for corporate tax purposes of gain real-
fzed on the involuntary conversion of property owned by a foreign subsidiary,

But what of the effect on the public revenue? What has the Treasury to say
of the proposal?

The Treasury’s position.—Although partially anesthetized by a limited adop-
tion of the principle of tax deferral, the Treasury's crude surgery emasculates
the bill. Without commenting further on the Treasury position—which rests
solely and finally on potential revenue loss—what specifically would the Treas-
ury’s suggestions do to the foreign investment incentive tax bill?

Secretary Anderson’s letter of May 6 approves in principle creation of a
foreign business corporation and deferral of tax on its income but with the
proviso that such authority be granted only to such corporations “which obtain
substantially all of their income from investments in the less-developed areas
of the world,” and with the further suggestion that income from exports to
such areas might qualify for tax deferral if such income is reinvested in lesser
developed countries. It is to be noted that no standard for the determination
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of what constitutes a “less-developed area” appears in Secretary Anderson’s
letter of comment,

Barring an amendment which would restrict tax-free transfers of business
property to situations in which the transfer {8 from a foreign corporation to a
foreign business corporation or from a forcign business corporation to one or
more of its foreign subsidiarles, the Treasury opposes section 3 of the bill,
Moreover, the Treasury volces unqualified opposition to extension worldwide:
of the 14-point rate reduction presently authorized for Income of Westermn
Hemisphere trade corporations. In the absence of restrictive amendments the-
Treasury opposes authorization of a cholce for taxpayers between the present.
per-country limitation on foreign tax credit and an overall limitation, Subject.
to “Implementation on a selective basis” the Treasury favors the principle of tax
“gparing.,” And, subject to further study, it would approve amendment of the
Internal Revenue Code to authorize noarecognition of gains for tax purposes
(t)ln involuntary conversions of property belonging to foreign business corpora-

ons.

Having thus reviewed the main provisions of H.R. § and the Treasury’s
comments thereon we should like, finally, in order to place our testimony in
proper perspective to review the Institute’s general approach to the proposed
legislation before the committee,

Tho institute’'s approach

Member companies of the Machinery and Alled Products Institute have had
long, varied, and extensive experience in forelgn business operations. And as we
have already noted the capital goods and allied industrial equipment which they
produce, are the indispensable building blocks in the industrialization of less-
developed areas.

Over a period of many years—and with increasing frequency in recent years—
we have seen American manufacturers resort to the device of conducting all
foreign operations through a subsidiarv located in a “tax haven” abroad, a
“foreign base corporation,” with U.8. tax on the subsidiary’s income deferred
until such income is remitted to the parent corporation. Hence, the deferral of
tax on certain income from foreign sources is presently being accomplished, al-
though its achievement often results in costly and inefficlent administration and
the availability of the device—by reason of present tax consequences of the
transfer of existing assets—Iis limited in part to those companies currently
establishing new foreign investments. Indeed, many companies which have
ploneered in privaté investment abroad find themselves *‘locked in"-—reluctant
or unable to avail themselves of the more favorable organizational structure
of competitors. . .

‘We have noted other problems, Income from foreign branches, revenues from
foreign licensing of patents and trademarks, the.proceeds of management and
technical assistance contracts, income from the sale of products manufactured by
contract abroad, and income from export sales sre not accorded the same tax
treatment available to income of foreign subsidiaries. Again, to avail itself
of tax deferral on a forelgn base corporation’s income, the parent U.S.. corpora-
tion must base much of the operational control of the subsidiary in a foreign
country ; the result is to bar the use of such a device to many smaller American
corporations possessed of limited financial.and managerial resources.

The forelgn base corporation has, however, had one significant advantage
that is wholly unrelated to tax advantage. Its use permits the centralized ad-
ministration of all of a corporation’s foreign operations.

Having in mind the realities of the present situation—as so briefly outlined
above—the institute has long sought tax reform which would permit an equality
of tax treatment as among all forms of foreign source income, and which would
make possible the retention of the practical operating advantages of forelgn base
corporations without -the inconvenience and lneﬂiciency attaehlng to their
present use.

On two occasions the institute has advanced specific recommendntions for tax
reform in this area—in its testimony before the committee’s hearing on January
10, 1958, in connection with a study of general tax reform and before the hear-
11163; conducted by the Subcommittee on Foreign Trade Policy on December 3,

Having in mind these past expresslons of institute views on the subject, we
have summarized below our recommendations with reference to H.R. 5 and the
taxation of foreign source income generally. In the conviction that our con-
tribution to the committee’s study would be mest useful in those areas to which

57417—60——7
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the institute has devoted major and long-continued study we offer no comment
on section 4 of the bill, which would extend the tax rate reduction available Lo
Western Hemisphere trade corporations to similar business activities anywhere
outside the United States, we have made only limited suggestions on tax “spar-
ing,” and we have not commented definitely on section 7 of the bill which pro-
vides for the nonrecognition for tax purposes of gain realized by the involuntary
conversion of property owned by a foreign subsidiary.

SUMMARY OF INSTITUTE RECOMMENDATIONS

Our tax laws should be amended to—

1. Authorize creation of a special class of domestic corporation through
which U.S. business firms could conduct all of thelr foreign operations.

2. Permit deferral of U.S. income tax on all foreign busines: income until
1t is distributed or made available for domestic use,

3. Provide for a practical definition of foreign income to include dividends,
branch earnings, interest, royalties, technical and management service fees,
and earnings accruing from export sales.

4. Make section 867 of the Internal Revenue Code specifically inapplicable
to the transfer of assets by the parent company or a foreign subsidiary to the
new foreign business corporation,

5. Permit the use of a “destination test” in determining the source of
export income under the Western Hemisphere trade corporation provisions
of the 1954 code.

6. Grant an election to the taxpayer to use either the “per country” or
“overall” limitation in the computation of the foreign tax credit.

Beyond these specific recommendations the institute suggests that further
intensive study be undertaken by the Congress on means of improving certain of
the more technical aspects of our tax structure as it applies to international
operations and investment. Such studies should, in our judgment, include con-
sideration of—

1. Expanding the definition of foreign taxes which qualify for the foreign
tax credit.

2. Provision for a more nearly equitable treatment of capital losses on certain
foreign investments.

31(;rhe special problems created by runaway inflation in certain areas of the
wor

4. Granting deferral of taxes on that portion of domestic income used to guar-
antee loans for new foreign investment, particularly in the lesser developed
areas of the world.

6. The use of tax “sparing” or alternative means of giving greater effect to
foreign tax inducements to private investment especially in lesser developed
areas.

THE FOREIGN INVESTMENT INCENTIVE TAX BILL SPECIFIO COMMENTS

Our discussion of thoge sectlons of H.R. § on which the institute offers com-
ments appears below.

The foreign dusiness corporation (sec. 2 of H.R. 5)

We endorse section 2 of the bill insofar as it authorizes creation of a foreign
business corporation and the deferral of U.S. taxes on income of such a corpora-
tion. However, we have a number of reservations concerning those provisions
which define income qualifying for tax deferral and we question the soundness
of the Treasury's recommendations with reference to the gross foreign source
income limitation. In addition-—and more importantly—we doubt the wisdom
or the equity of the bill’s treatment of export income and we are most strongly
opposed to the less-developed area limitation recommended by the Treasury.
After considering briefly the first two of these objections we expect to deal at
somewhat more length with the latter two.

Under the provisions of H.R. 5, income derived from the “active conduct of a
trade or business” would include royalties and other payments received in con-
nection with the use of patents, trademarks, and copyrights, as well as compen-
sation received for providing technical, managerial, engineering, construction,
sclentific, or like services. We suggest that this provision of the bill be amended
to make clear that a foreign business corporation would be permitted under the
act to include within income qualifying for tax deferral interest on loans to
foreign concerns or subsldiaries
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Our second observation relates to the Treasury suggestion that the section 2
limitation on a foreign business corporation gross foreign source Income be in-
creased from 90 percent to 93 percent, thus equating this condition precedent
as to percentage of total inconie from forelgn sources with that now obtaining
under the Western Hemisphere Trade Act. Treasury acknowledges, however,
that the lowering of the percentage as provided for by ILR. 5 is usually justl-
fled on grounds that such reduction {s necessary to avoid disqualification upon
receipt of major items of nonrecurring income,

The position of the Treasury is based upon the present bill's “escape-clause”
proviso which calls for termination of foreign business corporation status only
after fallure to meet source-of-income requirements for 2 successive years. It
is important to point out, we think, that the 03-percent-source-of-income re-
quirement for Western Ilemisphere trade corporations is determined under
present law over a 3-year rather than a 2-year period; hence, adoption of
the 7Treasury’s recommendation would not in fact establish an equivalent
source-of-income test and may constitute a serious obstacle to the ready use of
a foreign business corporation, We recommend that the 90-percent rule be
retained.

The “lcss- (lcvcloncd" arca limitation—As now drafted, H.R. 5 would permit
deferral of U.S. taxes on most items of income received by a foreign business
corporation until such income is distributed to the corporation’s sharcholders.
The ‘I'reasury’s support of the foreign business corporation-tax deferral con-
cept is Hmited to the less-developed regions of the free world, including Latin
America, Asla, the Middle East, and Africa. Adoption of the Twa%urys recom-
mendation would make the Boggs bill a statutory ‘dead letter. At one stroke
the act would be made administratively unworkable; it would insure that rela-
tively few companies would avail themselves of the incentives remaining; it
would accomplish none of the act’s great purposes; and curiously, it would,
while preserving the incentive, remove the means by which increased private
investment might be channeled to those very areas where even the Treasury
concedes it would be a desirable thing.

Acknowledging that estimates are exceedingly difficult to make, the Treasury
speaks of a current revenue loss ranging from $300 million to $300 million an-
nually. We are by no means unsympathetic with the Treasury’s concern over
the possible impairment of the public revenue. JBut we submit that the Treas-
ury’s point of view is, in our judgment, shortsighted and completely oblivious
to commercial reality.

We are not in a position to comment on the accuracy of Treasury estimates
of short-run revenue losses, although we are reasonably certain that they are
not undestimates.! It should be reemphasized, however, that the bill proposes
only tax deferral, not reduction. Moreover, the short-run view, upon which
the Treasury posltlon rests finally, gives no consideration whatever to possible
increases in: future revenue by reason of:increasing and increasingly profitable
foreign business activity. Again, it ignores the steadily worsening position of
American business in world markets—a position in part attributable to tax ad-
vantages comparable to those provided by the Boggs bill and now available to
foreign competitors. The point,. briefly, is this—failure to adopt legislation
placing American forelgn traders on a parity with competitors abroad may re-
sult in a not inconsiderable reduction of the corporate tax base itself.

We are wholly sympathetic with the administration’s desire to increase U.S.
prlvate investment in less-developed areas. Given this objective, will the Treas-
ury’s proposals for amendment serve this end? We think thelr adoption would
be disastrous.

The foreign business corporation-tax deferral device was never intended as
incentive for U.S. business to operate in any particular area or areas of the
world ; rather, it is the recognition of a customary method by which companies
conduct their foreign operations'and through which they may accumulate earn-
ings on a tax deferral basis for reinvestment abroad.

Tho “unitary” concept- is indispensable to thé proposal. Companfies of all
sizes are finding it increasingly desirable—indeed necessary-—to conduct all
foreign operations within a single organizational structure. Whether this be
a foreign base corporation situated in Switzerland or a subsidiary located in
thls country wlll depend in large part upon our tax laws. The central .point is

1 Incidentally, in the interest of a complete record we think it would be desfrable to ask
the Treasury to supply detall on these estimates : method of computation, sample, ete.



96 FOREIGN INVESTMENT INCENTIVE TAX ACT OF 1000

that all oporations—export, forelgn licensing and forolgn manufacturing—must
bo consldored as parts of a worldwide marketing operation, To destroy the
unitary concept, to restriet a foreign business corporation to dolng business in
the less-developed countrles, 18 to negate the proposal now bofore the committeo
and to make it virtually useless excopt for those rolatively few compunies
dealing in commodities and raw materlal extuting primarlly In such countries,

o distinguish between “doveloped” and “less developed” countrles would
mean creation of a foreign business cor}mmu(m empowered to do business in
Bolivin perhaps, but not in Argentina; in Colombin, but not in Venezuela ; in
India, but not in South Afriea, Are Spain, Turkey, and Greece “developed” or
“logs developed”?  Italy 1s an industeintzed natton but what about southern
Italy? It scoms to us that adoption of the “less developed” aran lmitation
would erceate an administrative hornet's nest. )

From the standpoint of practical tax saving one must conslder severgl factors,
First of all, most. of tho Industrialized countrics now have tax rates comparable
to those of the United States so that tax deferrnl and reinvestment of protax
anrnings in such areas wounld be mintmal,  As for the lesser developed nreas,
the fact of low taxes I8 of 1ittle consequence inasmuch as profits earned there—at
least in the early years of an investmment—cean be expected to be so small as to
provide little, if anything, for further investment there or in other lesser
doveloped areas. Tho fact ts that funds for private investment. abroad-—In
any area—must come juevitably from income in the form of llcense fees and
export earnings,

Finally, and irrespective of tax reformn, private investment will flow only
into those areas abrond which provide a favorable Investment climate and a
natural market for the product or business operation involved, The forelgn
business corporation-tax deferral devica can do no more than provide an in-
centive to facilitate nnd to quicken what must ultimately be a normal commercial
pattern of development,

In view of these comwmercinl facts of life, it is altogether unrealistic to sup-
poso that a U.8. corporation now operating a very practical—if arvtificlally
located—foreign base corporation would abandon it in favor of a statutory
foreign business corporation subject to tho less developed area restriction,

Wae agreo completely with the Straus report when it says:

“We believe that there should be no geographical limitation on the foreign
activities and sources of income of an FBU because the diplomatle problems
and domestic pressures involved in choosing particular countries or arens would
make a general system of legislativg or administrative selection very difficult.
Moreover, since the FBO involves tax deferral rather than tax reduction, it is
appropriate for investment both in developed and underdeveloped countries”*

Treatment of export income

Although we support generally the objectives and the main provisions of H.R.
5, we are convinced that it has one serious weakness. As we'read the bill, only
that portion of export income considered as income from sources without the
United States under Treasury regulations would so qualify. Under present reg-
ulations of the Treasury the source of income depends, generally speaking, upon
where title to the goods exported passed to the foreign buyer. Hence, export
income would not qualify for tax deferral unless the American exporter had
been able to assure passage of title outside the United States. :

The Treasury is opposed to granting tax deferral benefits to purely trading
activities which do not involve substantial investinents in lesser developed arens.
Thus, after conceding that export income might be permitted deferral if rein-
vested abroad, the Treasury suggests that desirability of a study respecting
whether or not a ceiling should be placed upon the amount of export income which
might qualify for tax deferral if reinvested in a lesser developed country.

Moreover, the Treasury raises the possibility of adopting the alternative of
relating the amount of export income received by a company to its ability to
qualify as a foreign business corporation: Reference is mhde to the Straus
report which suggests that the foreign business corporation-tax deferral pro-
vision might be limited to companies which do not earn more than 50 percent of
their gross income from export sales.

*Ralph 1. Straus, “Expanding Private investment t6% Frée World Economic Giowth,” a
mcgal report prepared at the request of the Department of State, Washington, D.C,, April
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Wo must respectfully disagree with the Treasury suggestlon—and with the
Straus report—that It would be wise to place a Hmlitation on export income to
which the tax deferral privilege should be granted, Our reasons, outlined in
gome detall below, are based upon the renlitles of conducting forelgn operations,

Raport and Ueensing income versug investment income.—Income from foreign
business operntions takes a great varlety of forms, Therefove, any tax pro-
posal—or, Indeed, administrative actlon—which secks to distinguish one form
from another on the basls of ity original character or its effects on relnvestment
abwrond can only Introduce a new pattern of inequity and Impose new deterrents
to the objectives here sought to be attalned.

A rather conslderable experienco with forelgn operations of capital goods
and allled equipment manufacturers convinees us there 18 no clear and definable
Ime of demarcation—nat lenst in these industries—between forelgn Income at-
tributable directly to foreign Investment in branches or manufacturing sub-
sldiarien and income accruing from agreements for the sale of engineering
know-how or the sales of items exported from the United States or from a third
country. The fact ts that many manufacturing companles aro undergoiug a vir-
tually continuous transition from purely export sales to forelgn manufacturing
operations, The rate nnd stage of transition will vary from company to com-
pany, product to product, and country to country,

Iiven long-established forelgn investora in highly Industrianlized areas capable
of supporting manufacture of the broadest line of industrial equipment fre-
quently supplement forelgn production with components of U.8, origin plus the
export for resale of certnin types of equipment which cannot feaslbly or eco-
homieally be manufactured abroad. Indeed, if the United States continues to
maintain its superjority in the technology of mass production and advanced de-
slgn and development, it {8 reasonable to expect that certain products nzay always
be move economically manufactured in this country.

What constitutes manufacturing may range from complete production to as-
sembly or fleld erection. Liven In the case of manufacturing subsidinries, more-
over the income of the Amerlean parent will frequently not be derived entirely
in the form of dividends, Additional fees for technfcal and management serv-
ices, research and development, and the licensing of patents and trademarks may
all be involved, together with whatever income arises from export sales made
by the oversea operation.

This commingling, this admixture of income from a great varlety of foreign
sources is today a commonplace among capital goods manufacturers doing busi-
ness nbroad, We have described this pattern only to emphasize our conviction
that narrow and rigld application of source tests is unsound and does not carry
out the announced objectives of the bill; if the income s from foreign trade trans-
actions disposition of the income should be the real deferral test, not source.

The role of exporta in forcign business operations.—Past legislative proposals
in this area have sought with great nicety to distinguish between foreign in-
vestment income qualifying for speclal tax treatment and other income from
foreign trade which did not qualify because of an insufficient forelgn invest-
ment. Such proposals have customarily excluded income from licensing and
export operations. Presumably, these distinctions were based upon the premise
that only certain forms of tangible investment in bricks and wmortar and equip-
ment should he encouraged and thus qualify for special tax treatment. Also
these distinctions reflect some concern as to abuse of foreign business corpora-
tions by international speculators, (Such problems ean be denlt with by
special regulatory provisions as distinguished from broad “meat-ax" exclusions.)

Such distinctions ignore an important fact of modern foreign trading—in very
many situatlons it {8 the technieal know-how, the management technigues or
American equipment which is more urgently needed than the dollar investment in
the economic development of the country. Moreover, these artificial distinc-
tions--both legislative and administrative—have created a situation that is al-
together impractical and unworkable for American manufacturers,

Let us keep our objectives clearly in mind. The Boggs bill's recital of purpose
proposes an amendment to the Internal Revenue Code “to encourage private in-
vestment abroad and thereby promote American industry and reduce Government
expenditures for foreign economic assistance.”

The central purpose is the encouragement of private investment abroad. In.
asmuch as the total of such private investment represents the sum of thousands
of individual business judgments, it seems to us proper to examine this problem
through the eyes of a typlcal capital goods manufacturing company and to con-
slder the effect of export income on that company’s judgment.
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Suppose our hypethetienl manutaetarer inow neomfditight hn the teansttion
from purely export operntions to oversen mpnnfaetnee e one form or nnother,
Tmmedinte taxntion on the neome feom cortnin of s export sntes muy ho
avolded theough the doviee of o forelgn bage covporation ) thun this income -
with UM tanation deforved 8o long ar 10 I8 not disteibuted to the Amerlenn
pavent I8 fmnedintely nd whobly avatlnble for celuvestiment abrond.  Tncomo
trom other oxport slex by rorsott of customer vequiveiments ov forelgn legnl
problems which demand passage of title within the Unlied States  does not
quality an foreigh sonvee income,  IE I8 hmmediately subjeeted to the fall rigor
of the corpornte Income tax and the sum avallable for relnvestment. abrond
has been veduced by the appiieable Amerlean tax,  As woe have alrendy fAven,
export tnecome s an fntegeal and indispensble ok in the ehaln of clveum-
atanee by which the company expeets eventundly to eatnblivh forelgn mann.
taeturing oporations,  What greater hncentive to tneveared privato investment
can be offered than the opportunity to defer taxex on all export incomoe?

We vepeat that export operntions, the Heensing of patents and trademarks
and the proviston of teehnleal, managerinl, and selentife seeviees  nt least 1y n
manufacturing company-—are xo integeated into a company's overnll internn-
tlonnd operations that it s diftenlt to distingulsh between the several phnses;
woroover, any legislative netion - oither to encourage or disconrage-—-which
atteets one necessavily affeets all, Undoubtedly, the greatest. virtue of tho
foreign business corporation appronch 8 {ts ereation of a veliele throngh which
n company nay conduet alt of its forelgn operations as a world corporatlon.-
and, today, anything less does not square with the commerelnl faets of life.
Any tax rveform approach which faila to recognize thin might, in our judgment,
be worse than no action at atl,

Admitting the truth of our statements concorning the role of export income
fun a company’s forelgn operations, o eritle might st inquive properly If our
suggestion tor making all export income eligible for tax deferral would not be
untaivly advantageous to the company whose foreign operatlons are purely
oxport and which has o plang and no intentions of inveating diveetly in any
forelgn countey,  An exaninntion of ILR, § provides the answer to the question,
The proposed legisintion—wixely, we think—1mits tax defereal, for all prace-
tical purposes, to income of a forelgn business corporation which ix reinvested
abroad.  Assuming no actunl or prospective needs for forelgn investment, there
ix no reason to postpoue taxes on export income except as the exporter may
choose to accunlate forelgn earnings through the FRC doviee on the ehance
of future corporate tax rate reductions.  And Congress has long slnee covered
thiz bet with legislation governing unreasonable accumulations of corporate
carniugs.  In sumy, the deforral of taxes—and the postponement of revenie—
will vary in direct proportion to the amount of foreign rource income employed
in oversen fuvestment and expansion of international operations.

The smaller dusinoss.—Any discussion of tax incentives to increased private
investment abroad cannot fail to consider the situntion of the smaller corporn-
tion. Frequently, such a company has no experience and no foothold in foreign
trade except by direct export of its products, Moreover, it may lack either the
financial or managerial resources to avail itself of a forelgn base corporation,
To maintain its world market position—in the face of rising forelgn com; ti-
tion—it must resort to licensing agreements with forelgn manufacturers or to
partinl or complete production abroad.

For the typical smaller manufacturers, much, if not all, of the fundg necessary
to maintenance of itz world market position by Investiment abroad must come
from export and licensing income. In a somewhat lesser degree this is true
of all capital goods manufacturers—even those with substantinl preexisting
foreign inveatment.

Thug, we suggest that a foreign business corporation-tax deferral approach
which includes export and licensing income would be of the greatest benefit to
the smaller manufacturer in maintaining a reasonably competitive world market
position. With all, or a major part, of such income excluded this really im-
portant advantage to the smaller firm would he largely destroyed.

The qualification of caxport income for tax deferral—As we have already seen,
present Treasury regulations distinguish for tax purposes between varying types
of export income—thus, income from export sales where title to goods passes
outside the United States qualifies for special tax treatment under the Western
Hemisphere trade corporation provisions of the code; where title passes within
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the Undted Statos tho WIFPC tax privilego I8 denfed. The dintinetion I wholly
nrtitielnl,

(von froodom of choleo n UK, exportor may he expected normally to arrange
WK tormn of wnle In saeh o way an to lnsnre parsage of title abroad,  Howoever,
n numbor of factord mny intervene to proevent this,  For exnmple, manufacturory
of henvy equipment feequently find that the customer desires to take titlo In the
Unlted Statos In ordor to faellitate the pnyment of insurance premjums, shipping
CoNtY, oley, In b own curreney,  Phiero are numerous other commereinl, finanelal,
e legal conslderntionn which, on occasion, will necessitate the passage of title
to equiipment In the Untted Hintes even thosgh consummntlon of the sale has been
praceded by a wholo range of netivities abrond--in developing the snle, in engl-
neoring ovaluntion and customor service,  Chuy, the result as detormined by
Trensury regalations u nrgely fortultous and, (n many cases, wholly beyond thoe
control of the exporter involved,

Differing tux consequonees on otherwise stimdlar snles are not only artifielnl
but Iequitable and the nequity 4 especeinlly disadvantageous to the smaller
business,

Tho present rule, In sum, Ix lnrgely a legnlistic determination depending wholly
upon form and disregarding sebstance,  1'he most. workable test, of course,
would appear (o bo the ultlinate destination of tho export—not the point at
which title passes,

1for these rensons wo repent two recommendations for legislative action which
appenr in our ourter sunnuniry of fnstitnte recommendations:

1. LR, 0 should be nmended clearly to Inelude export Income within the
purview of the tax deferral privilege by establishing n destination-of-shipment
tent to be used In dotermining whether or not export Income s derlved from
forelgn sourcen ; nnd

2, Congress should ennet HLR, 7011, Introduced by Mr. Curtls, to ainend the
Western Hemlsphero trade corporation provisions of the code by introducing the
destination-of-shiipment. teat,

Tho taa-free tranafer of forctyn business property (sco. 8 of H.R, 6)

Before proceeding to any divect discusston of section 8 of ILR. 5 a brief re-
view of the background to this proposnl is In order. .

Tax law has long permitted nonrecognition of gains resulting from transfers
or exchanges of property In connection with corporate reorganizations, How-
ever, section 867 of the code stipulates that a transfer or exchange of property
involving a foreign corporation shall not he affordend such favorable tax treatment
unless the taxpayer has obtained, prior to the transfer, an advance ruling from
the Internal Revenue Service indicating its satlsfactlion that the exchange is
not, "In pursuance of a plan having ag one of Ity principnl purposes the avoldance
of Pederal taxen.”

With few exceptions, the Treasury has not interpreted section 367 that foreign
enrnings, which have never been subject to U.8. taxes, cannot be transferred
either to the U.N, parent or to another forelgn subsldiary for further investment
abroad without payment of income or capital gains tax at the time of transfer.
Moreover, this interpretation is followed even though the U.S, company s simply
transferring ownership in one forefgn subsidiary to another foreign subsidiary.
As a result, foreign business organization has become frozen into an flloglieal
and tax-dictated structure composed of subsidiaries, foreign base corporations,
and foreign branches organized at different times and in response to differing
conditions.

The present tax sltuation under section 867 is particularly burdensome for
companies which ploneered in American private oversea investment and now
have long-established foreign operations. Moreover, its existence contradicts the
main premise underlying past administration recommendations for encourage-
ment of private foreign investment,

The administration of section 367 {8 subject to still another serious eriticism.
Most of the Revenue Service rulings under this section remain unpublished ; as
a result the taxpayer seeking guldance has little or no informattfon upon which
to proceed short of taking the time and expense of applying for an individual
ruling. And the Revenue Service, we understand, is currently faced with a back-
log of applications for section 867 rulings.

Section 3 of the Boggs bill would attempt to remedy this situation by permitting
tax-free transfers generally of capital stock or other assets among subsidiary
corporntions engaged in foreign business operations, This provision is, of course,
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a necessary paet of the overall reform intendod by LR, B--1ts language is de.
slgned to allow the reorgunizntion of oversen actlvities wo ns to permit an
Amertean corporation to nvndl dteolf of the tax doferral possibilittes and the
ovgantzationnl ndvantages of the forelgn business corporation,  Specllenlly
rectton 8 wonld permit teansfor, without vecognition of gailn for tux purposes,
of forelgn business property which (1) was proviously used dirvectly or indlvectly
i the active conduet of o trade or business at least 10 percent of the gross in-
come of which wax derlved from gourcea without the United States; and (2) 18
sindlarly used, within ¢ months after the transfer, either directly ov Indirectly
by the transfevee,

In ita comments, on ILR, § the Treasury suggests that tax-free transfer author.
fred by gection 3 bo Hmited to pormit such transfers only when the transfoer
{8 from a forelgh corporation to a foreign business corporation or from a forelgn
bhusiness corporation to one or more of tts substdinrles.

Ialling ndoptivn of the llmtting amendments which it suggests, the 'rensury
har indleatod g opposition to geetion 8 of the bill on the general grounds that
the geetion’s present. language would provide greater incentives for subsidiaries
fncorporated abroad than for “foreign business corporattons” incorporated in the
United States.

Wao strongly support gection 8 of the Boggs bill and we regard its adoption
in substantially its present form ns an indispensable part of the incentive to
promote forelgn investment which the bill's proponents seek. 'I'he foreign bust-
nesa corporation tax defereal package {s of no value whatever to a company
denfed its use by the present section 3067 of the code and the 1'reasury’s admints-
teation of that section,  Treasury recommendations in this regard—atthough
thelr ultimate effeet s somewhnt lese than perfectly clenr—strike us as too
narrow in concept and might load to still another exnmple of good law hamstrung
by nigrling administeation.  Ifor example, it 18 by no means ctear from Treasury
recommendations that thelr adoption would permit tax-free transfers of property
divectly from a U.S. parent to a foreign business corporation,

Other provisions of the Boggs bill

Our comments on other provistons of FLR, § appear below,

Overall versus per ocountry limitatton on foreign taw oredit.—The Treasury’s
objections to the main provisions of H.R. § rest solely and finally on current loss
of revenne, And on this ground it opposes the bill's substitution of an “overall”
for the present “per country” limitation on the allowance of credit for foreign
taxex patd by an Amerlean company,

We concede the problems involved to which the Treasury’s statement ndverts
and—as we sald at the outset-—we are wholly mindful of the revenue problem
posed by the legisintfon proposed now hefore the committee. Nevertheless, adop-
tion of a unitary cencept of forelgn business management—a concept which is
‘um and parcel of the foreign business corporation here proposed—would seem

ogically to require treatment of foreign tax credits on the same global basis.
At the very least we urge that the matter be given further study.

Tax “sparing.”—We note with intevest the Treasury’s general approval of the
principle of tax “sparing.” This Is an aspect of the general problem of foreign
source income taxation to which the institute has not given major attention.
However, we should ke to renew our suggestion of December 3, 1008, before the
FForeign Trade Subconmmittee that this area deserves further and comprehensive
review having in mind the general purposes of the forelgn investment incentive
tax bhill,

Nonrccognition of gain on inroluntary losses (sco. 7 of IR, §) —Subject to
the promuigation of administrative regulations designed to prevent any possible
abuse, we endorse section 7 of the bill which provides for nonrecognition of gnin
for tax purposes on involuntary conversions of a foreign subsidiary’s property,
Recognizing the Treasury’s desire to avold encouragement of the use of forelgn
corporations and forelgn holding companies it seems to ug elementary equity
to extend to foreign traders generally the same tax advantage in involuntary
conversion situntions now available to a dowmestic corporation,

This concludes our comments on the foreign Investment incentive tax bill.
We are grateful for this opportunity of presenting the Institute's views and wo
should like once again to express our apprecintion for the committee’s having
taken time from an nlready overburdened schedule to hold hearings on this most
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important plece of proposed logislation, If the institute, its staff, or the foreign
oxperience of its mombors can be of any further asslstance to the committee
we should welcome the opportunity to help in any way.
Respecttully submitted.
Onanrres W, STEWART,
. Prosident, Machinery and Allied Produots Institute;
Ohairman, Council for Technological Advanoement.

STATEMENT oF ANbDREW J, Biesinier, DiRecror oF LeeisLaTioN, AFI~CIO

The AFIL.-CIO supports 1LR, 6 in its present form becnuse It encourages the
proper channeling of U.4. Investmment abroad. 1n the judgment of the AF1-CIO,
at this time encourngement or tax incentives for U.H. investment overseas should
bo restreieted exclusively to the less developed arens and Hmited to operations
In those countries which ablde by falr lubor standards.

The AI'L-CLO made known its objections to the broad provisions in ILR. §, as
orlginnlly reported by tho House Ways and Means Committee. In the original
bill, HLR, § provided merely for the establishment of a foreign business corpora-
tion with tax deferral until tho corporation’s earnings were returned to the
United States, In that form, therefore, ILR. § would have been applicable to
any U.S. corporation which deefded to operate through a foreign business cor-
poration anywhere In the world,

The amendments to H.R, 6 which were added after it was originally reported
are cssentinl to the proper channeling of foreign investment., These include
restricting the tax deferral to those foreign business corporations which operate
in the less developed countries, further limiting the deferral to those corpora-
tions whose operations in the less developed countries abide by the falr labor
standards of the particular country and, finally, preventing tax deferral from
applylug to any foreign business corporation in an underdeveloped country if the
g(t)rpomtlon ecarns more than 10 percent of its income from sules in the United

ntes.

The latter provision fs particularly Important. American industry and Amer-
fean workers are constantly confronted with problems caused by the establish-
ment of corporations and manufacturing plants overseas to make products
fdentical to those produced in the United States for export back to the United
Statew. Our support for encouraging foreign investment is not to be interpreted
a8 a desire to ignore or add to those problems. Ior this reason, the provision in
ILR. 6 which denies tax deferral to the foreign business corporation which
recelves more than 10 percent of its earnings from sales in the United States
is necessary, This provision is designed to reach the problem of producing
mostly for the U.8. market.

It would, in fact, bo appropriate for the S8enate Flnance Committee to extend
this principle to other types of American business, such as the foreign subsidiary
operating overscas. A provision could deny tax deferral te any forelgn subsid-
fary which recelves more than 10 percent of its income from the sale of products
in the Unlted States, particularly where the product is identical to the one the
parent company dees or did produce in the United States.

ENCOURAGEMENT OF INVESTMENT OVERBEAS

The reason for the opposition to unrestricted encouragement of investment
oversens Is that thero are already large-scale Amerlcan investments in many
highly developed nationa of the world, and such direction of capital needs no
further encouragement. Weo do not belleve that American companies need
recelve any further tax incentive to invest in countries in the Common Market
nrelll or in the Outer Seven ‘countries or any other Western industrialized
nations.

The problem at present is that Ameriean capital is already flowing in too great

quantities into such developed countries and in too small guantities to those
less-developed countries most in need of Amerlican capital.
‘It would be partlcularly inappropriate; therefore, to extend the Western
Hemisphere Preference Clause to companies operating In other parts of the
world. The AFI~CIO, in fact, questions the advisability of even retaining the
‘Western Hemisphere preference clause in our present laws.
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Bat Amervlean eapital ean play an baportant rolo i jome losssdovolopd areas
aud ghiould be dlvected toward thom,  Faethor tas fucontives ace needod to soud
Amertenn lnvestionts towned thoke nreas, M the same thae, farther fneentives
nre teded (o see o 1 that Meelenn Investmoents e the lesa-developed countrion
holp to promete vinbte oconomtbes by fosteving faly bor stivndneds appropreiate
for thoxe nntlons, Sueh incentives would ald, sathor than binder, rome inevens
tng probleomy of terde wmong the vavlous antlons  In additton, the Incentive
shonld not e to fuvest e the natlons tor the puepose of cnustug hnvoe In the
VLN market,

For these rensony, wo support 1LRC D fn Ue prerent foem, 'Phis BIT with Hix
prexont imttationn and veatvietions on the neentives granted to fnvestors o
forelgn nations fneludes ahout weomuch enconeagement as I appropeiate ot thix
patticnine thme for inveatiment ovevsens,

Weoe urge the Senate Fluance Commbttes, 16 they declde to veport out LI B,
to votain those impovtant Hmitations and vosteletions on tax neentives, ieenuse
thoy ave neeesaney for the proper chivimeling of' levextiment. Al these provisfons
ave ossontinl: Reatvleting tax tncentives (o those compunfer fnvesting I less.
Aovelopad conntrios witl enconrnge the divection of eapital to the places where
it In moat nosled, Llmttinge tax defereal oven in thoxe arean (o those cotpuinles
whtelt do net recotve moee than 10 percent of thelr neome ferom sles o the
Datted Rtatew oncouvages beunefletnl rther than hnemtal nvestment. n thoxe
untions,  Requiving fovelgn bustness corporations to ablde by tho fabe labor
standavds provigtons of the countetes in whileh they tnvest wiit help enconrnge
the healthy dovolopment off other cconomioy,  Any devintion from these provl-
glona wonld mevely encourage Investinent in those developed nations which
do not have ax great noed for Ameriean eapital,  Incentives for nueh Investment
nre unnecessaey and anwlse,

Wo thorefore support ILR. § ns passed by the Houxe of Reprexentatives with-
ont change.

STATRMENT BY Cuap 1% Cannoun, Vicr PREsieNT, KARER INDURTRIES CORe,,
oN LR,

Mr. Chatvman, my name s Chad 17, Cathoun, of Washington, D.C. T am vico
prasident of Kalser lndusteios Corp, and s afllated compantes, fneluding
Henvy J. Kalser Co,, Willys Motory, Ine, Kaisor Almminum & Chemleal Corp,,
and Kaiser Steel Corp,

The Kaiser companies welcome this opportuntty to express our views concern-
fng the subjeet matter of ILR, . We ave particutarly plensed to discuss this
logislation because the Katser companies, ltke numerous other Amerlean private
DLusiness enterprisesyy, have a vital stake in the future of the free world.

Tuday, the Kaiser compantes ave investing capital, techuieal skillg, and know-
how on every continent and particularly tn the less developed countries, We
are working with loeal private businessmen in several countries of South Amer-
fea (principally Brazil and Argentina), and in the Middle East; and we have
projects underway in India, Ghana, and Australla,

We are quite sensitive to what we belleve the basie fact of internntional life
in the era of the 1060's: That the less developed countries of the world will
fusist on emancipating themselves from poverty by development of an indus-
trial base within their own territories.  We must make a superhuman effort
to accomplish this and encourage them to accomplish it within the frame of
reference of a democratic, free-onterprise soclety instead of through a Com-
munist dictatorship. This can be greatly helped i€ Amerlcan private investment
is given encouragement and incentive to run the great risk of tuvestment in these
less developed areas and to relnvest in the future current profits earned there.

Qur businesa experience in the past few years in our work in the less de-
veloped areas has made us aware of not only the risk in foreign investments,
but also that these risks are often compounded by our own tax laws, and their
interaction with the tax laws of the other countries. We belleve that many
other American firms have had these same experiences. More Important, we
could probably undertake many more projects in the less developed areas in the
future if we could anticipate the opportunity of reinvesting in less developed
areas, future profits from such areas without having first to pay U.S. income
tax on those profits.
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1for there renxons wo warmly endorse the preinelples of JLI 8, We feol thix
b canrelen ont Inn practien] way the tundwinentul objectives of TN, natlonnl
polley withe vespect. to the cconomle doeveloptent of the less developed nreas of
the free workl, Basleadly, we undestimd these objeetlves (o be;

I T'o encovrage the mobilzation of UH, privite enterprise capitanl (o eet
the chullenge presented to the Undted Btates, ns the leader of the free worlid, by
the vising requirements for enpltal, cquipment, tochnteanl skilis, and Indue trial
know-how in the less devetopad nations,

2 o sthimalate the Introduction of Amerlenn fndustelnl know-how and technd-
enl Nk o to chnbnel the International movement. of axaets and gomls, so
thet privato entorpelse wny bheing it competence to bear in the greas when the
nowd and the compotltion from onr gdyersiries nro the grontest,

8. 1o complement tho governmentnl effort to develop the less doveloped coun-
trles by adding thereto the unlque quatities which the private business develop-
ment. offort can and should offer in weeting the needs of the “roevolution of ris-
Ing oxpoctatlons,”

Wo bolfove I and support theso objectives,  Wo aro firmly convineed that the
resourees of private business enterprivke ean and must. increastogly be applied
e numdnting the ovderly economie growth of other nantions, 'Ihe ndvantages which
LN, private business Invostmoent abroad offers in furtheranco of our natfonal
polley objectiver nre thorouglily set forth In tho seport of Ralph [ 8traus, spe-
cint connultant to the Under Sceretary of State for Feonowle Afales, entitled
sExpanding Peivate Tuvestiment. for Free World Economle Growth,'

We do not intend here to vestato these advantages,  But we would emphasize
one pofnt. ‘hils Nation has velled primarily on privato enterpriske and Individual
inltative to achlove cconotnle growth, At the snme time we have preserved
and enhanead the fundamental 1ﬁunll,v of the human betng,  ‘The expertence that
Amorienn buslnons has gatherad in thin process and the example which {ts sue-
cend nffords to others now choosing methmda to Industrialize should play an -
poriant. role In the steugglo for the freo world,

Permit mo to clte o fow brief examples of the ways private investment can
aNnlst In free world economle growth from the experlence which 1 am most
famltnr with, that of the Kalser companies.  Many other private U.N. business
enterprises have stmilar experiences to offer. I have chosen India beeause 1t is
a key country in the battle,

Willys Motors I8 in partnership with almost 10,000 private Investors in India
fu doveloping a nntive automotive industry, Willyx has confributed capital,
cquipment, know-how, and technienl skills,  Yet, this 1y an Indian company,
organlzed and primarvily owned by Indian investors, with Willys participating as
a minority stockholder. This company, Mahindra & Mahindra, Lta., 1s today
produeing In Indla “Jeeps” and other automotive equipment particularly adapted
to the needs of the country.

Similarly, Kalser Aluminum & Chemienl Corp., 18 Investing substantially in
the establishment of an indigenons Indinn Integrated primary aluminum indus-
try. Indin has bauxite, electric power, and other Ingredients necessary to
produce primary aluminum.  Yet Indla has not been able to satisty its expand-
Ing requirements for this metal from Its own sources of supply nor has it been
able to lmport its total requirements because of a forelgn exchange shortage.
Kalger Atuminum is investing capital, know-how, and technical services {n an
Indian privately owned company, Hindustan Aluminum Corp., Ltd., and will
reeelve a minorlty stock Interest In return, Kalser engineers will handle the
design and construction supervision, The majority interest and the active man-
agement of this enterprise will be provided by the citizens of Indla.

Wae have also participated as englneers and constructors in the expansion of
the privately owned Indian steel industry and have Invested In a new cement
company to be organized in the State of Mysore in southern India. A portion
of these new investments will be made out of earnings on our earller invest-
ments in Indfa.

Our experience in India fllustrates one way through which private U.S. enter-
prise may assist the peoples of many countries in establishing a firin foundation
for economie growth, utllizing the basic economic systems which distinguish
the Western World. We strongly believe free world economie growth particu-
larly in the newly developing countries Is essentinl in combuating the spread of
Soviet imperialism in these arcas.
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Wa are confldent we can do far more under the provisions of this act than
we have already heen able to do,  We feel that other Ameriean companies
would also be able to do far more,

Any mechantsm for encouraging Amerlean private enterprise to asgume in-
crensing responsibility in the achlevement of our nattonnl objectives must be
accommotinted to the fact that U8, private bustness must of {ts nature recognize
the tmportance of the profit motive. 'This 18 the keystone in our cconomle sys-
tem, Private capltal, know-how, and technfeal gkills eannot long exist unless
they aroe Invested on this basls, This prineiple applles with equnl force to
private fnvestinent in the United States and to private investment in the newly
developing countries of the free world,

Like many other U8, industrinl firms, our experlence has been that the ability
to invest Amerlean eapitnl, teehnlques, skills, and know-how In other countrles
s serlousty restricted by cortain U.S, tax requivements, U.S, buslness fro-
quently recelves atock or securitios in returhi for Anvesting in the forelgn busl-
ness cquipment, know-how, and technleal services. The paper profit on this
stock must be included in U8, taxable Income and a ensh tax pald thereon even
though no cagh return has been recelved from the Investment, It can rveadily
be seen that the payment of taxex on paper profits under these clrenmstances,
before there is any eash or actual gain reatized, not only discournges U.8. private
Investment in forefgn countrles, but can actunlly encournge the Nquidation of
suech investments ng have been made in order to pay the tax. Provisions of
H.R. § which would permit a foreign business corporation to defer the U.S, tax
on such paper profits would be a great assiatance,

We have also found that when earnings. do commence from foreign invest-
ments, we frequently would wish to relnvest them in other productive activities
in the same or a different forelgn country. This process of relnvestmoent of
forelgn earnings should be an important source of capital to the economies of
the newly developing countries.  Yet, under existing law if such earnings arve
reinvested, an Amerlean fncome tax thereon must be paid, even though the earn-
ings are not brought back to the United States. Because of this deterrent, the
ability to reinvest forelgn earnings under these clreumstances ts serlously cur-
tit\ll;\l and an important source of capital to the newly developing countrles is
denied.

RBased upon the experience of the Kalser companies, we believe that foreign
business corporations should be permitted to defer tax on a substantinl percent-
age of the income that the foreign business corporation has derlved from ex-
ports, This type of income in our experience is closely ollied to investment in-
come and the relationship of the two types in a single investment program
for a given country is very close. For example, a U.S. firm might begin its
relationship with a foreign customer by exporting finished products. Later
the U.S. exporter may wish to invest in a new foreign plant to be owned jointly
with the customer on an arrangement where some of the components are manu-
factured abroad and some are manufactured in the United States and exported
to the foreign plant for assembly, together with locally made parts, into the
final product. The Kaiser companies have had this very experience several
times, If the U.S. exporter could defer U.S. tax on the profits from these ex-
ports by reinvesting them in the less developed areas, a powerful new incentive
would ibe created for building up the industrial basis of the less developed
countries,

It is essential to emphasize that H.R. § does not contemplate exemption of
these profits from tax, but merely a deferral of such tax until the profits are
brought back to the United States.

Furthermore, if our businesses are not encouraged to make such investments
to enable these countries to meet their needs locally instead of by imports, some-
one else will. We believe that whatever objections may apply to the deferment
of export income where sales are made to modern industrial countries have been
overcome by the limitation of H.R. § to the less developed countries.

The enactment of H.R. 5 is a key step in furtherance of our own national
policies. The multitudes on every continent who have not attained an economic
standard that provides something more than the bare necessities to maintain
life are determined to attain economic growth. Inevitably, they will turn to the
political and economic system that appears best able to provide the means.

In determining the direction of their choice, American private enterprise has
done much, With a little encouragement it can do much more. H.R. § will
provide this encouragement,
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There may well be additional provisions for encouragement of foreign invest-
ment which we have advocated in the past and which would further the objectives
of 1LR. 5. The bill as it passed the House is the product of careful study and
thought. 1t may be that experlence In practice will show needs for improvement
or extension, but this experlence will become available only if we make a start
by enncting H.R. 6. ‘I'he purposes of the bill are clear and good. We strongly
urge its favorable consideration,

CuAp F. CALHOUN,
Vico President, Xatser Industrics Oorp,

Tup F1reT NATIONAL BANK oF BoOSTON,
Boston, Muss., June 8, 1960.
Hon, HAury I*. Bynp,
Chatrman, Fiwance Uommittec,
U.S. Senate, Washington, D.C.

Dear SenaTor Byrp: As you know, the House of Representatives recently
pussed H.R, 5, the I'oreign Investment Incentive Act, introduced by Congressman
Hale Boggs of Loulsiana., We understand that this bill 18 now pending before
your committee,

The Frst National Bank of Boston urges you to support this blil,

Briefly stated, ILLR, 6 would amend the Internal Revenue Code of 1054 to
provlde for the establishment of a new class of domestic corporations to be known
as forelgn business corporations, which must derive substantially all of thefr
income from business activities In ‘“‘underdeveloped countries.” The foreign
source income of foreign business corporations would not be subject to U.S.
taxation so long as it is reinvested in the taxpayers’ foreign trade or business.
As soon, however, as the foreign source income is distributed to shareholders
or used within the United States, that income will be subject to United States
taxation at normal rates.

As a national bank with a number of branches abroad actively serving Amer-
ican business, we wish to take this opportunity to express our wholehearted sup-
port of the bill and of its underlying philosophy of encouraging the expansion
of private investment in other countries and thereby promoting the continued
growth of American industry.

We also belleve that H.R. b should be enacted because it would make it possible
for all segments of American business more effectively to meet foreign export
competitors and to combat the current Communist trade offensive in foreign
countries. The bill would also make it possible for small businesses to compete
in the foreign field on an equal footing with their larger competitors and would,
in addition, reduce the need for increased expenditures by the Government of
American taxpayers’ money for foreign economic assistance programs, We
write you this letter in furtherance of a telephone call made to you by Harold G.
Brown of Winchester, Va., at the request of my associate, John Richardson.

Yours very truly,

Lroyp D. BRACE,

Ohairman of the Board.

STATEMENT OF INTERNATIONAL HOUSE OF NEw QRLEANS, LA., FAavoriNng H.R. b

International House of New Orleans strongly recommends the passage of H.R.
5. International House is a private nonprofit organization maintained by almost
2,600 businessmen, concentrated mainly in the Mississippi Valley. Our aim and
purpose is to help briug about a higher level of international trade and thereby
further the development of international peace and understanding. We strongly
support H.R. § as we have supported other farsighted Federal legislation cal-
culated to permit the United States to play an important role in world trade.

International House and Time-Life sponsored a highly successful Inter-Ameri-
ican Investment Conference in 1955. An outgrowth of this conference has been
the close association between International House and investor groups, both
large and small, and both American and foreign. We have thus held an advan-
tageous position from which to observe why overseas investments are made and
why potential investment transactions often do not materialize.
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Many foretgn buslnessmen doeteet what they conslder to be a lavge gap hetween
our oitertos In tavor of the cconomie kolldurity of the free world and our day-to-
day actions in the cconomie fleld,  Riveely doen n day paax when the press sorv-
feen are not careying oversens the sumuary of yob nuother publie address in
which the underdoveloped natlons of the world arve rominded of the deshrabiitty
and the supertority of the free enterprlse sestem.  Amerfenn tourlsts and busl-
nessmen oversens enthusinstically eredit the velatively high Investment rate in
the Unlted States as playing an hmportant vole in the growth of the economy.

No buninessiin oversena would take fssuo with theso statements-—-ay they
apply to the United Sates,  But with vegard to thelr own respeetive countrles
they mny have strong doubts that sufilelent private Investinents will ever ho
fortheoming to Insure the establishment of a durnablo free entorprise cconomy,
Cortainly the flow of Anterlean investment funds into many countries has hoen
but a fraction of what one would normally have expected from the Invgest teading
;\‘ntlon h\‘ the world and the acknowledged political and economie lender of the

ree world, '

The vearons for the comparatively modest flow of Amertean {nvestment funady
oversens are diveetly volated to the prospects for a rensonable profit on oversens
operations, o the extent that politieal instability, forelgn exchange fluctnations
and other uncertalnties exert influence tn n given foreign aren, the prospects for
profit must bo higher to swing the balance in favor of making an aflivmative tnvest-
ment deciston, '

Rvery potential forelgn investiment must compete against attractive Investment
opportunities which still exist in abundance In our own ¢ountry. This s purtie-
ularly true of the small- and medium-sized fnvestor, the man who {8 serlously
considering making only one or two investments overseas rather than establishing
a worldwide marketing operation,

The United States has a basically free enterprise econoiny which means that
business decistons are in the hands of {ndividuals and corporations who are
motivated by prospects of making profits. It we agree with these facts and If wo
agree that it is in the best interests of the United States and the free world to
spur foreign investments, then the question which must be posed consists of
the following: What can and should the U.8. Government do to make foreign
investment prospects for its citizrens at least as equally as attractive as invest-
ments in the United States?

We belleve that ILR. § represents a constructive step in nssisting American
free enterprise to display the leadership incumbent upon the Nation which today
leads the free world, The enactment of HLR. 8 will not unleash a flood of
investments overseas, but it wili, in our opinlon, help bring about a sizable
number of investments which have been deferred indefinitely due to the profit
uncertainties and the ndministrative difficulties involved, More important the
passage of this legislation will create a new climate, in which there will exlst
a new stitnulant for investors who have heretofore shied away from the for-
eilgn l}eld entively, to reconsider their decisions and to take decisive steps to go
abroad. - .

H.R. § would, in our opinion, postpone the collection of certain taxes and
would, by providirz the incentive for new investments, create entirely new tax
revenue, ILet us face the facts. What is sorely needed today s not yet an-
other noble declaration of free entérprise principles but a positive and mean-
ingful mandate for U.S. private enterprise to carry out its important role in
developing the world economy and in ralsing world living standards. If Amer-
ican free enterprise is not permitted to do the job, the task of reinforcing the
economies of the free world will fall to either the U.8, Government or to the
Communist bloc operating through native subversive groups. In such a contest,
the outcome might very well go against us. We respectfully submit that in
recommending the passage of H.R. § this committee will be taking a declsive
step in marshaling the support of one of this country’s most important assets,
free enterprise, in bolstering the free world.
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Wimeroor, Conp,,
St Joseph, Mich, June 1), 1060,
Roe ILI 6.
Ton, Haury 1%, Bynn,
Chatrman, Finance Committes, U.N. Senale,
Washington, D.0.

My Drar Ma, CuammMan: Whirlpool Corp. has supported ILR, § since its u-
ception In 1080,  We continue (o support. the prineiples embodied In this highly
shgnificant. leglslative proposal which s now hefore your commlttee,

We venture to suggest that HLG 6 omerits the support of your committee for
at least these three rearons

(1) This leglslation will equalize the lethal oversea competition between
Amerlean corporations and foreign corporations who now enjoy the advantages
of tax deferral on the Income which they earn from thelr foreign business,

(2) In tho struggle with the Soviet Unlon for the allegiance of the developing
Iands, Amerlenn eapltalinm has infinftely more to offer the people of the world's
poor Innds than the impoerialism of the ULN.SI When private U8, enterprise
builds a plant overseas, establishes a new licensing arrangement, or creates a
distributorship for Amerlean produets, it ereates diseiples for UK. capitalism.
By the same token, a steel miil or cement. factory buflt by the U.8.8.R. becomes
a part of the Soviet argenal for the conquest of the underdeveloped world.

(8) 1t has been a cardinal policy of the United States under Demoeratic and
Republican administrations to assist the underdeveloped lands, We do this
now largely through the annual foreign aid appropriations. The President
and hig administration (as well as many Members of the Congress) have urged
that private industry assume a larger role in channeling investment funds
into the underdeveloped lands, If HLR. § 18 enacted into law, it will facilitate
this endeavor, This legislation can, therefore, serve to diminish the drain on
taxpayers' dollars by providing for a greater utllizatlon of stockholders’ dollars,

It I8 our earnest hope that you and your colleagues will see fit to report H.R. 5
out of committee promptly.,

IFavorable action by the Senate on ILR. § before adjournment will dramatize
for the Communist world and the free world that the Congress of the United
States regards oversea Investment by U.8. business as a paramount instrument
of American forelgn economle policy.

It will be appreclated if this letter might be incorporated in the record of
tho hearlngs held before your committee on June 13, 1960.

With hest wishes and kindest regards.

Very sincerely yours,
Perer R, Nenesmkis, Jr,

W. R. Grace & Co.,
New York, N.X., June 16, 1960.
Hon., HArrYy F. ByRb,
Chairman, Senate Finance Commiitee,
Senate Office Building, Washington, D.C.

DeAR SpNATOR BYRD: There is presently before your committee for, consid-
eration H.R. 5, Foreign Investment Incentive Act of 1960. As a company with
oextensive operations abroad and one which is constantly considering new ven-
tures as well as adding to its investments in existing businesses in various areas
of the free world, W. R. Grace & Co., presented its position in support of this
legislation at the public hearings before the Committee on Ways and Means
of the House of Representatives held on July 7, 8, and 9, 1959. There is set
forth on pages 163 through 171 of the record of these hearings the statement
of the writer on behalf of W. R. Grace & Co. before the House Committee on
Ways and Means. A copy of this statement in support of H.R. § is filed with the
Finance Committee.

Sincerely yours,
K. A. LAWDER.

(Whereupon, at 2:55 p.n., the hearing was recessed to reconvene at
the call of the Chair.)
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TUESDAY, AUGUST 23, 1960

U.S. SeENATE,
CommiTreE ON FINANOCE, :
' ‘ Washington, D.C. .
The committee met, pursuant to notice, at 10:20 a.m., in room 2221,
New Senate Office Building, Senator Robert S. Kerr presiding.
Present: Senators Kerr, Frear, Anderson, Gore, McCarthy, Wil-
liams, Carlson, Bennett, and Curtis. . ) o :
Also present: G. N. Buffington, attorney, international tax staff,
Treasury Department; Evelyn R. Thompson of the committee staff,
_Senator Kerg. We have two witnesses to appear before us on H.R.
5, Senator Gore and Mr. Biemiller. We will first hear Senator Gore.
Senator Gore. I am going to insert mine in the record, and I talked
to the AFL~CIO and they are likewise going to do that if that is
satisfactory. L A
. Senator Kerr. I would say if that is desirable, Senator, we are
willing. 'We would be delighted to hear him or have his statement:
printed in the record, as he-wishes. : o
Senator Gore. I think I could persuade him on the floor if it ever
reaches a vote.
Senator Kerr. The statement of Senator Gore will be inserted in
the record. '
(The document referred to follows:)

STATEMENT OF SENATOR ALBERT GORE, OF TENNESSER

Mr. Chairman, Y appreciate very much the opportunity of appearing before
the committee this morning to discuss the bill H.R. 5, the so-called Boggs bill.
The very brief hearing which was held on June 13 did not, in my opinion, allow
for sufficlent discussion of this bill. Y was absent because of other pressing
business in the Foreign Relatlons Committee, and regret that I was unable to
?etgﬂg;e testimony of Senator Javits, Congressman Boggs, and others who'
es .

H.R. 5 started out as an effort to deal constructively and comprehensively
with the problem of taxation of income earned abroad by American business
enterprises. Somewhere along the way it got pretty well hashed up. It now
amounts to very little, as a practical matter, except insofar as it establishes yet
another loophole in the tax laws, a loophole which, I am sure, would receive
active agsistance in its growth within a very few years.

This bill attempts to deal with a problem piecemeal. It is always difficult to
deal with a problem pieceméal. As a total solution to the foreign income tax
problem, the foreign business corporation might be acceptable if its implementa-
tion were accompanied by other appropriate changes in our tax laws. . It does.
represent some sort of compromise betwéen those who feel that income earned
abroad should be fully taxed and those who feel that income earned abroad
should not be subjected to any U.8. tax whatsoever. In fact, it is from this
latter group that this bill, in its present form, draws most of its support.

; . S 109
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Now, this bill must be examined in the light of existing law, none of which
is proposed to be changed, When examined in this light, this bill appears for
Just what it 1s, merely one more loophole in a tax structure which alrendy has
more holes in it than a minor league infield.

Cousider some of the ways In which fncome earned abrord s niready escaping
at least part of the U.8, tax.

, A The1Western Homisphere hudd fornoration.—~sSome have sald thas this pro-
vislon of lnw has come aboltt somleWhat by hdcldent. B ‘that as’ 't way, it
{8 usunlly extremely difficult to take away a privilege once it has been exerclsed.

In 142, tho reventte bill for that year, after it had passed the House, was
amended in the Senate Finance Committee to glve a tax advantage to certain
U.8. corporutions dolng bushiess fn the \Wdatdrn Hewmtsphere,

Several witnesses enme before the Finance Committee and testified to the effect
that the high warthme tax rites would put them out of business in Latin Ameriea,
According to experts in this fleld, the muin beneficiaries of this requested glft
were a mining company in Bolivia, a telephone company in Argenting, and a
railway compiihy {h Central Ameriea,

. These .companies have continued to enjoy their favored: tax position, along
with other.companles which have been able to qualify. Qualification haw,
in fact, been imade ensier by changes accomplished in ‘the 1954 code.

2, Foreigi taw deduction plua credlt for subsidiaties—1ilere 18 another pro-
vision of law which has come about, I am cotivinced, because of poor drafting,
vather than by design, : oL L

Section 002(c) (1) of the Internnl Revenue Code of 1064 states:

“The term ‘accumulated profits,’ when used in this sectlon in reference to
a foroign corporation, means thie amount of its gains, profits, or Income In excess
of the income, war profits, and excess profits taxes imposéd on or with respect
to Buch profits or income;”. . :

As a result of this wording, the foreign tax is credited against the earnings
of the company, less the amount of the foreign tax paid.

Let me ilustrate mathematically what this means. Suppose a foreign sub-
sidiary earns $100 and pays a foreign income tax on those earnings in the amount
of -$20. Let us suppose, further, that the entire $80 is thus paid in dividends
to the parent corporation. This parent corporation, then gets a credit for $16
tax against the U.S. tax. Assuming a §2-percent tax rate for this company, then,
lt(ﬁnds up paying a U.S. tax of $25.60 on the $80 received from its forelgn sub-
sidiary.

Now, if the income subject to tax had been computed properly, as it i8 in
the case of a branch rather than a subsidiary, the U.S. tax would have been $32.

The law was drafted in this way in 1018 and, although no justification exists,
all efforts to change the law have been resisted. 'in effect, the U.8. company, in the
g‘ase of a foreign subsidiary, gets both a deduction and a credit for its foreign

xes, ' '

3. Choice of per country or overall limitation.—Earlier during this sesslon, the
House passed the bill, H.R, 10087, as did the Senate with soine amendments. To
date there has been no actfon on this measure by the conference committee,

4. Tax sparing treatics.—There is pending now before the Foreign Relations
Committee a tax treaty with India which proposes to give American companies
a foreign tax credit for taxes which they do not pay.

In reading over the testimony of varlous witnesses before the House Ways
and Means Committee and the Senate Finance .Committee, I find & common
thread of thought running through most of the testimony. That thread is the
feeling expressed in various ways that income earned abroad should not be taxed
by the United States at all. The apecific reasons that are advanced for this
bill, however, are not quite so extreme. I find three main:arguments. .

(1) The provisions of this bill will replace foreign aid. This argument has
been pushed to somewhat ridiculous extremes. Assuming that.this bill resulted
in a tremendous expansion in foreign Investment, would such investinent build
up the publi¢ sector of the host-country? In most of the underdeveloped areas
we find a situation which calls for a vast improvement in transportation, com-
munications, education, and public administration. These can, by no stretch
of the imagination, be supplied or be much improved by American private:
investment. . . R o -

I have heard many people {ilustrate this s}{gumen_t -referring. to the butldup
of the United States in the 19th céntury by British, and other European, capital.
People who advance this argument overlook two very important points. First,
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a great deal of this capital wap brought over or. accompanied by ‘mmigrants
who came here to stay. Becond, most of the capltal otherwise made pvallable
went into transportation and cornmunications, particularly ratlroad constr¥uction,
Todny transportation, particularly in most foreign countrics, is a purt of the
public rather than the private sector of the economy. o

(2) It has been sald that this bill will increase Amerlean Investment abroad,
I am not sure thig I8 true, Investment goes where the best proflt 1s to be made,
An American enterprise looking for suitable forelgn ventures will not go to
India to make $1 tax free if it can go to Germuny snd earn $3 on the same
Investment on which it will pay a 60-percent tux. Furthermore, the question
remalng to be answered by this bill, will the type of investment nceeded go to the
areas where it Is needed ?

(8) It has heen sald that businessmen make good ambassadors, This is per-
haps true, Ilowever, we have In the past had a good bit of difficulty in our
forelgn relations due to business activity abroad. More recently there have heen
reports of difficulties in Geneva and other eitles toward which businessmen are
flocking because of thelr tax haven characteristics. Reports of friction be-
tween Amerlean businessmen and their families and the Indigenous population
over housing and other matters have become more prominent.

There are a great many items in this bill which have been guestioned by vari-
ous individuals and groups and, in my opinion, these ftems have not been glven
sufliclent study, certainly not by the Finance Committee.

(1) The 10-percent restriction. As you know, the bill provides that the tax
advantnges accruing under it shall not be available to foreign companies which
ship back into the United States more than 10 percent of thelr production. I
am not prepared to say at the present time whether this restriction Is good or
bad. I do say that we must not unduly encourage investment in foreign manu-
facturing companies which will ship goods back into the United States to com-
pete in our own markets, but if this 10-percent restriction is proper in principle,
then it should be applied to all foreign subsidiaries alrendy getting the tax
concessions being offered by this bill.

(2) The bill provides for a beginning toward worldwide fair labor standards.
The State Department feels this provision may prove harmful. Here again, I am
not prepared at this time to say what should be done in this regard. It does
appear to me that this provision will be difficult to enforce, but if it should be
enforced, it should be enforced with respect to all U.8.-owned foreign operations
and not just those companies set up under the provisions of this bill,

(8) This bill goes to great lengths to accommodate banks but it specifically
excludes life insurance companies from it8 provisions., Just why this should be,
I do not know, The Ways and Means Committee report states that there are
some difficulties in the life insurance field and that it will take some time to
work these problems out. I am not sure that we need to be in such a hurry
;ha:ha great many problems connected with this legislation cannot be studied

urther,

(4) This bill provides for furnishing certain information to the Treasury
Department. Here again, we certainly are in need of information concerning
the activities of American interests abroad. The information section in this bill
is rather incomplete. I was successful in getting two amendments adopted in
this area to the bill, H.R, 10087, when it was before the Senate, but this bill
has not yet been acted on by the conference committee. Objections have been
expressed to requiring these foreign operators to make reports.

I would ask those who support this bill whether the meager reporting re-
quirements set up in this bill are in there because the supporters of this measure
presuppose that tax avoldance is the principal purpose for the existence of the
forelgn corporation, as has been charged.

(6) Some have objected to the gross-up provisfons for foreign business cor-
porations contained in this bill. Here again, if we are to recognize the gross-up
principle and if we are enacting this legislation to give branch operations the
same tax advantages now enjoyed by subsidiarles, should we not apply the
gross-up principle to all subsidlaries? I offered an amendment earlier this
year to accomplish such a purpose but it was defeated on the floor of the Senate.

This bill will benefit one or two large banks and a few compaunies which wish
to take advantage of its provisions for reorganization without taxation. Ian my
view, the bill will nat further to any appreciable degree the public inteteat.

‘What 18 nceded, Mr. Chairman, is a thoroughgoing revision of our foreign
tax laws. I see no emergency which requires the passage of this particular bill
at this time.
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' Senator Kewr, Mt, Biemiller? Do youl have his stutement?

Senator Gore. No; it is on the way up here. I ask unanimous
consent that it be inserted in the record.

Senator Krrr, It will be inserted in the record and made & part of
the record.

('The document referred to follows:)

STATEMENT OF ANDRRW J, BIEMILLER, DIREUTOR OF LxEoIsrATiON, AFL-0OIO, oN
HR. 6

In the judgment of the AFI~CIO, any tax incentives for U.S. investment
oversens at this time should be restricted exclusively (1) to the less-developed
areas and (2) to operations in those countrles which abide by fair labor stand-
ards. The AFL-CIO supports ILR. § in its present form because it encourages
such proper channeling of U.S. Investments abroad.

As it stood originally, ILR. § provided merely for a tax deferral for a foreign
business corporation, until the corporation’s earnings were returned to the
United States. ‘This provision, therefore, would have been applicable to any
U.8. corporation, which operates through a forelgn business corporation any-
where in the world. It would have encouraged an improper chanueling of for-
elgn investment.

Amendments to LR, 5, which were added after it was originally reported,
however, include a restriction of the tax deferral to those foreign business cor-
porations which operate in less-developed countries, a further restriction of
the tax deferral to those corporations whiose operations in the less-developed
countries abide by the falr labor standards of the particular country, and a
final restriction which prevents tax deferral from applying to any foreign busi-
1ness corporation in a less-developed country if the corporation earns more than
10 percent of its income from sales in the United States.

The latter restriction is of special importance, since American industry and
Amdrican workers are constantly confronted by problems causéd by the estab-
lishment of corporations and planty overseas to make products identical or
closely similar to those produced in the United States for eéxport back to the
United States. '
© AFI~CIO support for encourmilng foreign investment is not to be inter-
greted as a desire to ignore or add to these problems of competition in the United

tates from products produced by oversed establishments of U.8. corporations,
The AFL-CIO, therefore, views the provision in ILR. § which denies tax deferral
to the foreign business corporation which receives more than 10 percent of its
income from sales in the United States as essential.

In fact, it would be appropriate for this commntittee to extend this prineiple
to other types of American business, as well, such as the foreign subsidiary
operating overseas. ) . . .

AFL-CIO opposition to unrestricted encouragement of investment overseas
18 based on the fact that American investments in many highly developed
nations of the world are already great. There is no need for further encourage-
ment or tax incentives for such investments, ’ .

It is our conviction that American firms do not need further tax incentives
to invest in countrles in the Common Market aren, the Outer Seven countries,
or other highly industrialized nations. The countries that aré .most in need
of American capital are the less-developed nations, to which the flow of Ameri-
can investment has been in too small quantities, ,

" It would be particularly inappropriate, therefore, to extend the Western
Hemisphere preference clause to companies operating in other parts of the
world. The AFL-CIO, in fact, questions the advisability of even retaining the
Western Hemisphere preference clause in our present laws.

" American investment can be of great importance in some less-developed areas,
Further tax incentives are approprinte to encourage Amerlcan investment in
those areas. At the same time, incéntives are needed to seé to it that' Amerlean
investments in the less-developed countries help té promote viable economies
by fostering fair labor standards appropriate for thos¢ nations. In addition,
the incentives should not be to encourage investment in those natlons for the
purpose of shipping the firm’s output back to the Uiilted States.and creating or
adding to problems at home. . - . )
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-. For these reasons, the AFL~CIO supports HR. 5 in its present form. This
bill, with its present limitations und restrictions on the incentives granted to
investors in forelgn nations, fncludes about as much encouragement as is appro-
priate at this time for investment overseas.

We urge this committee, if it decldes to report our HL.R. b, to retain the bill's
fmportant lmitations and restrictlons on tax incentives, because they are neces-
sary for the propor chamneling of investment. Restricting tax Incentives to
those companies investing In less-developed countries will encourage the flow
of capital to those dveas where it Is most needed. Limiting tax deferral for
investments in those bteas to those companies which do not receive more than
10 percent of thelr income from sales to the United States encourages beneficial
rather than harmful Investments. Requiring foreign business corporations to
abide by the fair labor standards provisions of the countries in which they
invest will help encourage the healthy development of other economies.

" The concept of denying the privilege of tax deferral to foreign business cor-
porations which receiva more than 10 percent of their income from the sale
of products in the United States should.be extended to all types of .operations
through which a U.S8. company may operate overseas. . ; . .

nder present 1aw, if a U.S. corporation operates overseas through a domestic
subsidiary or branch,:it is subject to the regular 52-percent corporate tax rate,
whether it retaing its earnings in the United States or reinvests them overseas.
If the U.S. corporation.creates a.forelgn subsidiary, that subsidlary’s income is
deferred from taxes until such income is reiurned to the United States. H.R. 5,
in its present form, would extend the privilege of tax deferral to a forelgn
business corporation, with the important provigo that the corporation shall be
denied this privilege if it recelves more than 10 percent of its total gross revenue
from the sale of its products in the United States, - .

Regardless of how a corporation operates oversens—whether as a domestic
subsidiary, a fareign subsidiary, or a foreign business corporatfon—if it re-
turns products for sale to the United States which it produces now or formerly
produced in the United States, and receives mor¢ -than 10 pdrcont of its income
from tie sale of such items.in the United States, such a company should not
be eligible for tax deferral and should be subject to the regular U.S. corporate
tax rate. New legislation should.be considered to extend the 10-percent limita-
tion to all American corporations operating overseas.

Senator Kerr. Are there any questions or statements by any mem-
bers of the committee? ' L

Senator Gore. I would like to have the staff request the Treasury
to give us a letter, eithier expressing approval or disapproval, support
or oppositionto the bill, and to identify the beneficiaries. _

They estimate that it will produce possibly, be a loss of possibly
$50 million a year to the Treasury, and I would like to know who is to
be the beneficiary of this tax reduction,

Senator Kerr. Do we have a statement in the record from the
Treasury ¢ : L ‘ ‘ ' :

- Ts there a representative from the Treasury here? :

The Treasury has given the committee its statement on this ques-
tion; hasit? }

Mr. Burringron. We have reported on the bill to the Finance
Committee, and there is a revenue, figure of from $30 to $40 million
ayear in the report. a o . : ‘

Senator AnpersoN. How do you stand on it? Are you for or
against it ? '

Mr. Buyrineron. The report did not, I believe, object to the
enactment. b . :

. Senator. AnprrsoN. That was not the question. Are you for it or
against it ? S

- M. BurriNgTON. I think the Treasury Department would not
object to itsenactment, VTN ‘ o

[ (R ' '
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: - Senator AnpersoN. I know. I understood that one, but are you for
it or ngainst it ? . .

Mr. BurringToN. I think the Treasury Department is for it.

However, I can’t speak for the Department, as I am not a policy-
making official. .

Senator Gorn. The letter of your boss didn’t say so. You say you
think so. Will you bring a letter to the committee defining definite-
1y whether the Treasury sup%orts or opposes this bill ¢

Mr, BurrFineron. I will ask them to do that.

Senator Curtis. Mr. Chairman?

Senator Kerr. The Senator from Nebraska. . .

Senator Curtis. I am the least qualified person in Washington to
speak for the Bureau or the Department, but my experience has been
when_they say they do not obiect to legislation that they favor it.
In other words, if I have a bil %endin , and they say they have no
objection to it, T rather rejoice. It is when they send In two or three
pages of objections, sometimes they are good and sometimes I dis-
agree with them. So I think the answer we have got is probably the
usual and customaiv Frocedure in legislation.

Senator Gore. Well, Senator Curtis——

Senator Curris. I am not going to question any other Senator if
they ask questions of the Treasury Department,. .

S):'mator Gore. I want to point out that the letter to the chairman
of the committee from the Assistant Secretary of the Treasury does
not say that the Treasury does not object.

Senator Curtrs. I see. Then I think you are very right in ascer-
taining what the position is.

Senator Gore. Here are more than three full pages and he never
gets around to saying that he does object.

Senator Kerr. I believe if he will refer to the next to the last para-
graph it reads:

We would like to call your attention to another provision of H.R. 5 which
tl&e gegil;tnlent has opposed as being difficult, if not impossible, to administer
efeculy .

And then outlines what it is.
The last paragraph it is stated :

During the course of consideration of H.R. 5 by your committee, it is antici-
pated that further study will be given to the labor standard and import pro-
visions as well as to certain technical problems which exist in the amended
bill. In this connection, the Treasury Department will be happy to cooperate
with the committee and its staff.

Would you advise your Department that members of the committee
would appreciate & communication from them giving the committee
the specific recommendations of the Treasury at this time as to the en-
actment, amendment or not enacting of the bill

Mr, BurringToN. Yes, sir.

OFFICE OF THE SECRETARY OF THE TREASURY,
Washington, August 26, 1960.
Hon. HArrY F. Byro,

Chairman, Committee on Finance, U.8. Senate, 2887 New Senate Oplce
Building, Washington, D.O.

My DEAR MR. CHAIRMAN : During the course of the public hearings held before
the Committee on Finance on H.R. § on August 23, 1060, Senator Gore asked for
?1 clarification of the Treasury Department’s position on H.R. § as it passed the

ouse.
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As you know, H.R. b as originally introduced would have permitted a domestic
corporation qualifying as a “foreign business corporation’’ under the bill to post-
pone payment of its U.S. tax on income derived from abroad until such time as
the earnings are “distributed.” In the interests of flscal soundness, the Treasury
Department opposed enactment of this legislation which would have provided
tax benefits to encourage foreign investment throughout the world, including the
more industrialized countries. The Department recommended instead that H.R,
5 should be limited in its application to profits derived from the underdeveloped
countries of the free world, As the bill passed the House the operation of tax
deferral was limited in accordance with the recommendation of the administra-
tion to income from sources within countries designated by the President as
economically underdeveloped.

In my letter to you of June 13 with respect to H.R. 5, I pointed out that the
administration has urged that further steps be taken to encourage private invest-
ment in the less developed areas abroad. I also called attention to the fact that
the President in his budget message this year recommended that the U.S, tax on
income earned in less developed areas should be deferred until repatriated.
Accordingly, the provisions of H.R. § which limit the deferral privilege to profits
derived in the underdeveloped countries of the free world are in accord with the
recommendation of the President,

In my letter of June 13, I also indicated the Department's concern about the
gerious administrative problems that might well be created by the labor standards
and import restrictions included in the bill. The Department has urged that these
provisions (secs, 951(f) and 951(a) (8) ) be deleted from the bill, It is my under-
standing that the Finance Committee has tentatively agreed to the removal from
the bill of the provision which makes ineligible for tax deferral a corporation
wmchtefaus to meet the minimum labor standards of the country in which it
operates. . '

With the removal of this provision, then, although objecting to the provision
dealing with imports, the Department would nevertheless support H.R. § if it
should be approved without further change by the Senate Finance Committee.

Senator Gore also asked for information concerning taxpayers who might be
expected to utilize the provisions of H.R. 5. The bill requires investment abroad
in the form of an active trade or business and does not extend tax deferral to port-
follo investments. The bill also contains a limitation upon the amount of export
income which may qualify for tax deferral. Thus, the benefits of the bill would,
in general, be limited to taxpayers who have or contemplate investments in the
less developed countries through domestic corporations which meet the many
requirements of the bill. Because of the risks involved and the capital needed,
taxpayers having direct investments in these less developed areas tend to be the
larger U.S. corporations. While the law does not permit the Department to make
public financial data concerning named corporations, we could, if requested, supply
such information to the Finance Committee in executive session.

Sincerely yours,
(Signed) JAY W. GLASMANN,

) Assistant to the Secretary.
Senator Kerr. Any further questions?

" Senator Gore. And identification, insofar as the Treasury can give
it, of the principal beneficiaries of the tax reduction which is estimated
on the last page of the letter at from $30 to $40 million annually.

Senator Kerr. To the extent that that information would be appro-
priate in connection with the responsibilities of the Treasury.

Are there further questions? ~

Senator ANpERsoN. I was going to say in answer to what Senator
Curtis said a while aﬁo that I asked for a few reports, and I read him
this language from the first one that is handed me:

The Treasury Department in the report being made to your committee on this
bill shows that the arguments made in favor of the proposed legislation are not
valid, and points out that the enactment of the bill would discriminate against

some manufacturers. The Bureau of the Budget concurs in the views contained
in the Treasury report and opposes the enactment of 8, 2344,



116  FQREIGN INVESTMENT INCENTIVE TAX ACT OF 1960

. That is specific. . L L e

Senator Currs. I was merely commentm% to.the point if they state
in a report that if they have no objections to legislation that my obser-
vation hys been that that is pretty good news, that they are for'it,

Senator ANberson..Could we have a comment 'from.the qurésent-;
ative of the Treasury who spoke a minute ago? This is the letter of
June 13,1960. Nowhere in it does the Treasury say it has no objection
tothe bill. By what authority do you tostifg? :

. Mr. Burringron. I think that is another bill; isn’t it? )
Senator Anperson. H.R. 5 is the bill I am talking about, this letter

gf June 13,1960. This is written by Jay W. Glasmann, assistant to the
ecretary. ' .
Senator Kerr, What bill though did—
Senator Anberson. H.R. 5. : .
Senator Kerr. I thought the reference the Senator made there—he
made some reference to the Senate bill. L
..Senator Anperson. I read some language—that the language of the
Treasury Department doesn’t say it opposes it or favors it, if it favors
it. But I understood the Treasury report to read “perhaps,” it is
uncertain, ’ :
. You have testified the Treasury has no object.ion to the bill. |
Senator Kerr. He said he thought the Treasury had no objection.
Senator ANpERSON. Mr. Reporter, you read back what he said. May
T have your name, please, for the record ¢ :

Mz, Burringron. G. N. Buffington, -

Senator. ANpERsoN. Did you say the Treasury had no objection$

Mr. Burringron, First, T said the report, as I recall our report to
the Finance Committee, did not take a position on the bill, did not say
that the Treasury favored the bill, S A
" T can’t sny anything different from what was contained in the re-
port. I might repeat that I am not a policy official for the Depart-
ment. Iam attending these hearings as an observer. B
. Senator Anperson. Could we go back and see when he was asked.
what the position of Treasury was and read me what he said. I-may
have misunderstood. - ;

(The question was read by the reporter, as requested.) * -

Senator Anperson. In view of the letter from the Treasury De-
partment what is your basis that the Treasuryis forit?. . A
N Senator Kerr. It may be, Senator, in the bottom paragraph of page

. As you know, the administration had urged that-further steps be taken to
encourage private investment in the less developed areas abroad.- In his budget
message this year, the President recommended, as an additional incentive that
the U.8. tax on Income earned in the less developed areas should be deferred:
until repatriated. Since the bill is now limited in its application to profits
derived in the underdeveloped countries of the free world, it is, in this respect,
ip mecord with the recomnendation of the President. o ’ '

Senator ANpErsoN. In this respect. Then it goes on for.ahother
page and a half to say in other respects it is not so hot. What are we to
conolude? e e - . N

Mr. Burrineron. I base my thought that the Treastry wéuld not
dpposeit on, first aur report to the g\gé and Meéans Cdm:&tt‘de,.whicli
stated that we would not object to if, and also on a recollection of
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Mr. Glasmann’s testimony before the Ways and Means Committee on
the “gross-up” bill and his response to Mr. Bog%s who asked a question
concerning the Treasury position on this bill 1f the amendments were
made by the Ways and Means Committee, and as I recall it, Mr. Glas-
mann’s response was the bill was in satisfactory form to the Depart-
ment.

Senator ANpersoN. Now this letter is written after the Ways and
Means Committee acted. If Mr. Glasmann thought it was in satisfac-
ti)ry gorm, there was nothing to prevent him from saying so, was
there

Mr. Burrinaron. No,sir,

Senator ANperson. Thank you.

Senator Gore, Well, here is a letter I find in the hearings held on
the bill by this committee, from Mr. William Macomber, JT., Assist-
ant Secretary of State, in which he recommends major changes in the
bill before its enactment,

. So at least the State Department does not favor it in its present
orm,

Mr. Burrinaron. I believe they object to one feature of the bill.

Senator Kerr. I don’t believe this witness represents the State
Department,

enator Gore. I don’t believe he does. That was addressed to the
chairman.

Mr. Burrineron. X think the State Department’s objection is to
one feature of the bill, the import limitation.

Senator Kerr. Arethere further questions, or statements ?

ClIf' not, the committee will stand in recess subject to the call of the
hair,

(Whereupon, at 10:35 a.m. the hearing was recessed, subject to the
call of the Chair.)

X



