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REVENUE ACT OF 1962

TUESDAY, APRIL 24, 1962

U.S. SENATE,
CoMMITTER ON FINANCE,
Washington, D.C.

T e e

The committee met, pursuant to recess, at 10 a.m., in room 2221,
New Senate Office Building, Senator Harry F. Byrd (chairman)

presiding.

Present: Senators Byrd, Kerr, Smathers, Douglas, Talmadge, .

McCarthy, Williams, and Curtis.

Also present: Elizabeth B. Springer, committee clerk; and Colin F,
Fo

Stam and L. N. Woodward of t
Revenue Taxation.
The CuairmaN. The committee will come to order.

Joint Committee on Internal .

The first witness is Mr. Randolph W. Thrower of the American

Bar Association.

Senator Tarmapee. Mr. Chairman, may I say Mr, Thrower is a

constituent of mine and friend, and it is a pleasure indeed to welcome --

him to this commniittee.
Mr. Tarower. Thank you, Senator.
The CrammAN. You may proceed, sir.

STATEMENT OF RANDOLPH W. THROWER, CHAIRMAN, SECTION
OF TAXATION, AMERICAN BAR ASSOCIATION; ACCOMPANIED BY
RICHARD H. APPERT, CHAIRMAN, COMMITTEE ON TAXATION OF
FOREIGN INCOME, AMERICAN BAR ASSOCIATION, AND ARTHUR

B. WILLIS, CHAIRMAN, SPECIAL COMMITTEE ON EXTENSION OF

WITHHOLDING ON DIVIDENDS AND INTEREST

Mr. Tarower. May name is Randolph W. Thrower; my address is
1500 First Natiohal Bank Building, Atlanta, Ga. I am appearing
here on behalf of the American Bar Association in my capacity as
chairman of the section on taxation of that association.

With your permission I would like to have here with me two of the
committee chairmen of the section. On my right is Richard H, Appert
of the firm of White & Case of New York City, who is the chairman
of olir committee on taxation of foreign income, and on my left is Mr.
Arthur B. Willis of the firin of Willis, MacCracken & Butler of Los
Angeles, Calif., who is chairman of our section’s special committee
on extension of withholding on dividends and interest. |

Each has directed an intensive study of certain portions of the bill
under consideration and can be of assistance in answering questions

in these areas.

2247



2248 REVENUE ACT OF 1062

By way of preface, I should explain that as to the greater part of
the bill before you we have not undertaken to arrive at ang categorical
position for or against any particular segment of the bill but have felt
that greater assistance might be rendered to your committee by pro-
viding as much information as possible not only on technical drafting
problems but also on the practical application of these provisions.

Our general authority from the American Bar on the bill is to pro-
vide technical advice and assistance. When the bill was before the
Ways and Means Committee we submitted detailed memorandums
and held extended conferences with the staff of the joint committee
on most of the sections of the bill. We are today submitting addi-
tional memorandums to your committee on certain sections of H.R.
10650 as passed by the House. :

With that introduction I will now cover briefly some of the more
consequential of the positionis we have taken.

WITHHOLDING

As to withholding, in the spring of 1961 our special committee on
extension of withholding taxes initiated an exhaustive study of the
proposals for withholding on-dividends and interest and for a system
of taxgayer account numbers for purposes of automatic data process-
in% which system is often referred to as ADP.

ur committee’s report, which was formally adopted by the sec-
tion of taxation and the house of delegates of the ABA, and has been
submitted to your committee, gave an enthusiastic endorsement to
ADP but expressed grave misgivings about the desirability at that
time of introducing an involved and intricite system of withholding
on dividends and interest.

I miﬁht say that the study of that committee has been continued
throughout the past year. Our misgivings have not been dispelled
but in some respects have %»rown.

We do not minimize the importance of closing the gap on the under-
reporting of income but, rather than a progmm to close the gap on
dividends and a portion of interest such as is being proposed, we would

refer to see a major coordindted effort using automatic data process-
m%vd}iyected at the entire gap of $20 to $26 billion, -
ile we do not categorically oppose withholding on dividends and
interest, we would favor it if, and only if, all other reasonable
measures, which we are suﬁgesting, have been tried and have failed
and this should be found to be the only way to close the gap on interest
and dividends within a reasonable time.

We feel, however, that the following combination of measures will
have a-sifgniﬁcant impact on underreporting in this area and should be
given a fair trial before withholding is instituted :

First. The use by the Internal Revenue Service of automatic.data
processing, with the taxpayer account number system. The delay of
the House bill for a full year and the acceleration of the automatic

- data processing prograth makes this factor more significant than it

was when the committee first reached this conclusion.

Although autoratic data processing should be a very effective en-
forcement tool permitting the collection of unreported dividends and
interest at less cost to the Service, perhaps an even greater contribution
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to be made by automatic data processing in this area will be through
increasing the degree of voluntary compliance by many taxpayers
]m"ﬁe and small in the reporting of dividends and interest. '

he second factor is the program of better taxpayer education in-
spired by the Service and participated in by the payers of dividends
and interest, and by many other groups, including the American Bar
Association,

Third. The proposed reduction of the information return require-
ments on interest from $600 to a level of around $100, which is sug-
gested in our report.

It seems apparent to us that the foregoing measures would go far
to close the gap on the underreporting of dividends and interest, Cer-
tainly this would seem true as to aﬁ but the very small amoutts of
dividends and interest.

The complaint may be made, however, that tax on the very small
ayments cannot be collected despite taxpayer education and strict en-
orcement using automatic processing. This leads to the conclusion

that the merit of this whole intricate process depends to a large extent
upon its J'ustiﬁcation as a means of withholding on the small interest
and dividend accounts. But it is the small withholdings from mil-
lions of small accounts that, in our opinion, will create the greatest
confusion and the greatest cost, both to the Government and to the
ayor. We are very much alarmed at the tproblems which will arise
rom the witliholding of close to $5 billion from several hundred mil-
lion payment items each year with no receipt or report to the payee
and no accounting to the Government of the amount witliheld from
anly% partictlar taxpayer. : ‘
efufids and credits will necessarily be made largely on faith. The
system is one that will produce a staggering number of errors in re-
turns and claims and will invite many frauds,

Furthermore, the redtape involved in claiming exemptions or filing
claims for refund will cause many people of low income through ig-
norance or frustration to ighore the whole thing, thus converting
withholding into a gross receipts tax of 20 percent. If these with-
holding procedures should be enacted by Congress and if there arises
the confusion which we fear, we are concerned that the failire of the
program would be prejudicial to the ptiblic good will on which our
self-assessment system depends for success and, through being asso-
ciated with the automatic data processing program, might also seri-
ously handicap the public acceptance of that program.

TRAVEL AND BENTERTAINMENT EXPENSEH

We are filing with you a report prepared by our special committee
on travel and entertaifiment expense, headed by Mark H. Jolinson of
the firm of Rabkin & Johnson, New York City. That committee was
appointed early last fall. Our report is dated Jatuary 24, 1962, and
it antediites, of course, the report by the Ways and Means ,omm'it‘tee,
biit as gdu will note it indicates approval of much of the substance
of the bill Passed by the House, and it probably initiated some sug-
gestions which were mcorpora’ted in that bill, ' _ ‘

We are also filing additional written comments on the bill as passed
by the House. There are only a few remarks which I will add.
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IMirst, we have favored the elimination or restriction of the so-called
Cohan rule under which taxpayers have supported partial deduc-
tions with the most general kind of testimony. 'The present draft and
report, however, swings too far in the other direction in denying the
efficacy of oral testimony which is specific, clear, reasonable, and un-
impeached. Establishing arbitrary rules of evidence often leads to
unnecessary controversy and unintended hardships, and we would like
to see this aspect corrected.

Second, to require that expenses of entertainment be “directly re-
Iated to the active conduct of the taxpayer’s trade or business” is not
objectionable insofar as this implements the basic rule that such ex-
penses must be essentially for business purposes rather than essentially
personal expenses with only a minor business aspect. T'o this extent,
we think writing this into the code as is proposed in the legislation
will have a very salutary effect, but we raise the question, does the
House bill and House committee report, read together, go beyond this,
and if they do go beyond this, how far beyond this do they go?

What, for example, is the purpose for a number of the exceptions
under section 274?(1), particularly the exception for entertainment

“under circumstances “conducive to a business discussion®?

For example, must a taxpayer entertaining customers or prospects
at a supper club show a closer relationship to his business than his
competitor entertaining similar prospects and customers at a down-
town luncheon club?

Is there a difference in the test of deductibility or merely a different
inference of fact affecting the rules of evidence? Is it intended that
one who provides the entertainment at the luncheon club will have a
more liberal rule than exists under the present law. We think the act,
as amplified by the report, is ambigtious in this respect.

Furthermore, the House presumably does not propose to disallow
entertainment for business goodwill, where the business interest is clear
and dominant, since it rejected this provision of the discussion draft.
We think this particular point is ambiguous under the bill and should
be clarified. .

Moreover, the bill apparently is not intended to confine the deduc-
tions for business entertainment, recreation or amusement of custom-
ers or prospects ta those occasions where business is discussed, but
this is not clear, and we fear that unless these points are clarified a
great deal of controversy and uncertainty will be spawned, and this
will increase rather than decrease the difficulties of administering this
particular portion of the Internal Revenue Code. In view of all the
attention given to this subliect it would be disappointing for it to be left
in this State. We would like to add we think this subjfcct deserves the
continued attention of this committee, and we would like to see it re-
viewed from time to time to ascertain whether or not the provisions as
adopted and as enforced are adequately meeting the problems that all
of us recognize in this area.

FOREIGN INCOME

As to foreign income, the proposals for the taxation of foreign in-
come constititte in total a very ambitious program. The statutory
language in these provisions itself consumes approximately half of the
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total bill and some of the important segments of this present bill were
1;ot fin. dthe discussion draft of 1961 but apparently were only recently
drafted. - .

Moreover, the amount of available information on the nature,.
volume and economic significance of the foreign transactions touche
by the House bill is now admittedly limited and incomplete. Under
these circumstances, we would recommend that the Congress move
cautiously in this area on the theory that it would be better at first to
fall a little short than to go much too far. ,

.Our principal concern, that is as to the specific provisions, specific
sections in the foreign income area, have been directed toward the

rovision of section 13, changing the rules as to the taxation of the
income of foreign corporations.

We seriously question whether this section should be enacted before
the Treasury has had a chance to correct abuses under existing law,
especially if implemented by some of the proposed sections on foreign
income other than section 13, with the assistance of the new informa-
tion provisions under which it is receiving detailed information as to
foreign operations for the first time this year.

We feel that there are serious constitutional problems involyed in:
the proposed approach, particularly to the extent that it would tax
undistributed income of foreign corporations to stockholders who, in
fact, do not have effective control of the income, and may in fact never
receive that income.

Moreover, constitutional questions aside, it seems patently unfair
and unjust to tax anyone on income which he has not received and
which is not within his control. : ,

Our committee has found many instances of what it considers tech-
nical defects in the bill and we would suggest, at the least, a very care-
ful screening to correct these defects before passage. - This is not to
criticize the draftsmen of the House bill but, as you gentlemen know,
with respect to any new tax legislation that is extensive and compli-
cated it 1s always extremely difficult to eliminate the “bugs.”

We hope that the memorandum ]prepared by our committee on-tax-
ation of foreign income will be helpfiil in this regard. I should add
that representatives of this committee, as well as of our other commit-’
tees, concerhed with other sections of the bill, would certainly be very
happy to confer with the menders of the staft of the Joint Committee,
on Internal Revenue Taxation if that should seem desirable.

APPEARANCES WITH RESPECT. TO LEGISLATION

. We are pleased to see witliin the bill a provision for the deduction
of business expenses legitimitely inctirred in making presentations
before legislative bodies, e |
In 1058, one of my predecessors, Lee I, Park of the firm of Hamel,
Morgan, Park & Saunders of Washinigton, D.C., testified before the
Ways and Means Conimittee in support of an American Bar Associa-
tion recommendation to thiseffect, . .~
_ Our recommendation was confined to expenses incurred in connec-
tion with appeardnces before, or submisgion of statements to, commit-

tees of Congress or of afiy State or local legislativebody. . =~ = ' -
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Such presentations, on the one hand, are often essential to the eco-
nomic livelihood of a business, and, on the other hand, they provide
information that is often valuable to the legislators in making their
decisions. Where the presentation is for the benefit of the business,
and is not personal, we see no policy that would be served by disallow-
ing the deduction of such legitimate business expenses.

ntertainment expenses and the expense of public campaigns would
not ll)e iélcludible and thus these areas of possible abuse would not be
involved.

The provisions of the House bill, I do need to point out, expand
somewhat upon the American Bar Association recommendation but
are not inconsistent with its basic premises. The American Bar pro-
posal is limited to presentations to committees of Congress or local
bodies having legislative powers, while the House bill also covers pre-
sentations to individual legislators and presentations to or by organi-
zations'of which the taxpayer is a member. ,

In closing I would like to summarize the memorandums which we
have today submitted to your commites, which are replete with techni-
cal suggestions, and to request that they be included in the record of

_these hearings. )

The CxairMan. Without objection.

Senator Kerr. Mr. Chairman, may I ask a question?

Does that mean they will be printed in the hearings or included in
the files and filed with the hearings? e

The CHAIRMAN. It has been customary—are they very extensive in
length, Mr. Thrower ¢

enator Kerr. There they are, beginning with that book.
The Cuamrman. Could you reduce that part of it, that is put a
art of it in the record ami' file the rest? I see you have a pamphlet
1ere with a good many pages in it.

Mr., Turower. Well, the particular pamphlet there is on the subject
of the proposed withholding with respect to dividends and interest. I
would say that I think it does contain material that will be of consider-
able interest, of considerable pertinent intérest. I don’t want to im-
pose on you. :

The CuA1rMAN. I will ask the staff to go over it and we will insert
all that we think is essential to your statement at the end of your testi-
mony. ‘

Mr. Turower. Thank you, sir.

These are:
(1) Report on extension of withholdihg taxes, approved by the

House of Delegates of the American Bar Association on August 9,
1961, supplemented by comments recently prepared on the provisiohs
of section 19 of H.R. 10650. o | o
(2) Report of the special comriittee on travel and entertainment ex-
penses, dated January 24, 1962, suppleitiented by coriiments recently
prepared on the provisions of section 4 of H.R, 10650.
. (8) Comments assembled }?r olr committée ‘on’ taxation of foreign
income on the provisions of H.R. 10650 dealing with taxation of for-
eign income ; namely, sections 8, 6,7, 9, 11, 12, 18, 15,716, 20, and 21.
"(4) Comments assembled by our committee on depreciation and
amortization on the provisions of sections 2 and 14, ' .
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(5‘) Comments assembled by our committee on general income tax
problems on the provisions of section 8. ) _
(6) Comments assembled by our committee on estate and gift taxes
on the provisions of section 18,

Finally, let me emphasize that the memorandums entitled “Com-
ments” are merely collections of opinions of individual members and
do not represent committee action and certainly not action of the sec-
tion of taxation and the American Bar Association.

(The material referred to appears following Mr. Thrower’s testi-
mony.) ‘

The Cuamman. I want to commend you and congratulate you on
making a very clear analysis, especially of withhol in%r. :

As I understand it, you think that the withholding of tax on divi-
dends and interest should await the operation of the automatic data

rocessing in an effort to collect an amount estimated at $20 to $25

illion, which is a gap allegedly.

I want to ask this question :%‘he Internal Revenue and the Treasury
state they now collect 92 percent of dividends. Is it your belief that
this withholding system will collect more than 92 percent in view
of the errors which you think will occur in the refunding? As stated
on top of page 5, of your prepared statement— o

This system is one that will produce a staggering number of errors in returns
and c¢laims and will invite many frauds. :

I was wondering if your investigation had gone to the point that
you could say with any certainty that a larger percent of dividends
would be collected by the withholding than' is now being collected ¢

Mr. THrowER. Senator, may I refer that question to Mr. Willis
here, who, as I stated, is the chairman of our special committee in this
field, and while I could undertake to answer it, I think he has the
figures much better at hand than I would have, '

he Cramman. Of course, we should take into consideration the
cost of making these refunds; the cost of withholding on the part of
the individual companies, and the expense of the Government in
checking on this complicated system they have. ,

Mr. WiLuis. Senator, we attempted to compare the relative efficien-
cies and relative costs as to the Treasury Department of the two con-
cepts: (1) of the automatic data processing without withholding, and
( 2§'the with‘hﬁl‘dinf imﬁlem’ente by the autométic data processing.

r. Caplin stated in his’speech before the Section on Taxation of
the New York State Bar Association that use of automstic data proc-
essing would require lowerin%‘the interest floor on report‘ing‘ to $10
and thi$ would add approximatély 160 million form 1099’s to the
amounts they have to process which would bring up to a total of 250
million the form 1009’s that would be processed.” Mr. Caplin said
this'would cost the Governmént $5.5 million a year. - -

- This figures out to a cost of $2.25 for (})rocessmf 100 form 1099’s
and sirice there would be an increase of 150 million forms there would’
be an increase in cost of $3,300,000 in the processing if the reporting
requirement were reduced to $10. | o
* This doeg ot take into accoitht the savings possible in doing what
we were told by Mr. Smith, Assistant Commissioner of Internal Reve-
ntie, i8 Already being done on Wwages and is being contemplated on divi-
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dends and interest, This is obtaining magnetic tapes from the divi-
dends payors and interest, which wotild be processed in lieu of form
1099, into the Treasury Department’s ADP system.

If this can be expanded in the form that the Service contemplates,
it will save most of the cost of processing and will assure greater
accuracy. Using magnetic tape provided by payors, the information
gft;es from one machine to anotger without intervention of human
effort. ’

I am confident the information made available to us because of
{ime, the increase in inptit, would not have this $5.56 million in cost of
input because so much would be done with magnetic tape with the
intervention of practically no human in between.

The Cramraan. Your investigation hasn’t gone far enough to say
whether or not, considering the cost and all other items relating
thereto, that the net return to the Government. would be more than
92 percent which is the collection now on dividends? I am not
speaking of interest. but of dividends.

Mr. WiLLis. I am confident it will be more than 92 percent, I am
confident it will be ' more than 92 percent. either with withholding sup-
plemented by ADP or ADP without withholding.

‘The CrAIRMAN. But you haven’t got any figure.

Mr. WiLLis. I think it is impossible to get that.

May I point out something, though, that comes up in connection with
the efficiency of ADP and the relative costs.

One of the points made by the Treasury Department and Internal
Revenue Service is that with ADP without withholdihg it would be
possible to collect approximately one-fourth of the estimated tax pay-
able on the present unreported amount of dividend and interest
income, :

With withholding, implemented by ADP they estimate it will be
possible to collect about 75 percent. . |

Further, the Treasury estimates that the costs of ADP without
withholding, because of the enforcement, the followup would be very
tremendous, something like $21.3 million. ,

We met with representatives of the Treasury Department; the In-
ternal Revenue Service, and the joint committee in December 1960,
when our committee was trying to obtain background information
with respect to the problem of withholding. = | L

We were told at that time that the ADP machinery that the Treas-
ury Department had ordered was completely capable of matching
the information returns with the individual income tax returns and
then printing automatically a letter that would go.otit to the taxpayer
saying, in effect : . , _

DEAR ‘MR, JoNES: You reported $135 in dividends. - Information returns that
we have Indicate that you received $250, If this is correct you owe addjtional
tax of $35.10 plus interest compiited to such and such a date of $1.35. ' If you
are in agreement with the figures that we have, please send your check for this
amouht; including interest, along with the énclosed prépunched card,

Now, in"the great fifitiiber of cases it ig probable whére there has
been an omission that there will be no need for cotrespondence. . The
taxpayer upon receipt of this prifitéd commiiniciition”from tlie. mp-
chine itself will agiee with the deficiericy, eticlose his check,.and thiis
close the matter and ot be reqitived to have an audit, as sich.
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Now, no one can guess in what number of cases this will be done
automatically with virtually no human being involved in it, every-
thing being done by machine. N . b C

It would seem reasonable to expect, since we already are well ac-
T}minted with the process of paying bills along with prepunched cards,
that the great proportion of the deficiencies resulting from. under-
statements of dividends and interest will be paid without the neces-
sity of an actual audit. I would contemplate this letter would state at
the time it went out that— % : : '.‘
This letter does not constitute an audit of your return and your retutn may be
subject to audit later on, : : : : ‘

We were further informed that the machine has the capability of
being set to any degree of difference that the Internal Revenuie Service
determines. - ‘

For example, the Service might determine that a differential of
less than $25 was not worth going after. So the machine would only
print out letters where there was & difference between the amount re-

orted and the total shown on the information returns of more than
25 or that could be set at whatever figure the Service determined from
experience was a}‘l))pgopriate. '
ow, the feasibility of this seems to be pretty well buttressed by
an article by Mr. Stanley Surrey, assistant to the Secretary of the
Treasury, appearing in the current issue of the Tax Law Review for
January 1962, issue. ‘

Mr. Surrey is talking about billing procedure and not matching
information returns with tax returns and then sending out a bill, but
I believe what he says there would be equally applicable.

With your permission—— ’

The CuAIRMAN. Let me ask you another question.

Mr, WirLis. Yes, sir. ' 7 .
The Cuammman. Let us assume that the automatic data processing

becomes operative, which it will in time. I am an enthusiast of the
numbering system. I had the’ rivilege of hiandling the bill on the
floor of the Senate. I was authorized then by the Treasury to s&
f‘hat' this bill would bring in additional taxes to the extent of $5 bil-
ion a year. ' ' ’

Now, assuming that the automatic data processing is in operation
a year from now, wouldn’t that be much more effective in collecting
taxes at less expense than the withholdifig'plant ' -

Mr. WitLs. Senator ‘Byrd, after a careful analysis we think it
would be much more efficient.. There would be fewer complications.
There wotild be a collection of close to the total amount. - * ¢ " =

The CuatrMAN. There wotild'be much less hardship on individuals
with small incones. ~-Allegedly they will get refunds every quarter.

Mr. Wiees. This is'correct, if they file'¢laims, ~ - '

The CuAmrMAN. It is my opinion that ig going tobe im‘?oss“iblé’t‘o do
in an effective manner, because the in¢orne fluctudtes in different quar-
ters. At the end of the year the entire yeaf*must be checked to deter-
mine whether the réefurids were excessive, ~ -~ = -~ ¢
" Mr. Wius, T uiiderstand; thotigh, that can be'done ort a spot check

as1s, R - R . C.on "‘ N ‘;""“ L . -
-'The ' CrammaN, When do you think this numberirg system could
getinto operation®- -~ - . om0
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Mr. WiLLis. Well, the numbering system will be in operation Jan-
uary 1, 1963, under the legislation. I understand that the latest word
from Mr. Caplin is that the automatic data processing will be in full
operation throughout the United States as of January 1, 1965,

The CrarMaN. But it is your opinion, as I understand it, that the
numbering system would be more effective in collecting a larger
amount of taxes and likewise imposing less hardship than the with-
holding plan? :

 Mr. Wiris, Senator Byrd, we will have the numbering system
either way, and they also plan under withholding to use the automatic
data processing to check u

- The CuarmMaN. Our objective, though, is to collect the taxes. That
is the only justification for withholding. What I want to know is
your opinion as to whether the numbering system will be more effec-
tive than the withholding plan.

Mr. WiwLis, I believe it will be more effective, less bothersome to
the payees, the payors, and the U.S. Government, the Internal Revenue
Service; yes, sir.

The Cramman. I think our Government owes a responsibility to
the millions of taxpayers to make the collection of such taxes as
simple as can be done, bearing in mind always that we should make
everyone pay their share of taxes. -

What I am trying to get clear in my mind is whether the plan for
automatic data processing, even if it is deferred for a year from now;
wouldn’t it be a much fairer operation than the withholding plan,
whether it is connected with the numbering plan or not.

Mr. Tarower. Senator, let me summarize our position with respect
to that : We are quite enthusiastic about the automatic data processing
system. We believe that with proper enforcement it can do the job.
We think it should be given a trial.

'We would not favor the introduction of a withholding system unless
and until it is found that automatic data processimi'l has not been
sn;cf]e:.ssful. We think it will be successful in closing the largest part
of this gap. . ' »

., The CuammMAN. You think there would be a good deal of fraud
in these refunds. The Chair has the same belief about it because,
as you say, it must be practically determined largely on faith.

Mr. Turower. A combination of fraud and error.

The CramrMaN. That will produce a lot of complications.

Now the interest, of course, is another matter. It is my belief that
there is considerably more evasion in payment of taxes on interest than
there ison dividends, . - . . . - :

Mr, WiLris. The statistics show that, Senator,  ~ 4

The Cuamman. All dividends are reported to the Internal Revenue
Department by every corporation that pays a dividend. The Internal
Revenue Service has that data to go on now. If we would enact a'law
rquiring that all interest shquld be reported likewise, such as the
interest on bank deposits or buildings and loans, and so forth, I should
thifik that would be helpful in, collecting the taxes on interest.

Mr. Turowsr. I think it could be done by regulation. -

The Cuamyan, If this numbering plan works as they claim it
will, it certainly ought to be able to consolidate the incothe from both
interest and dividends received by a given individual, thervby deter-
mining whether any dividends or interest income is being-ommitted.
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Have you given any thought to the fact of putting a severe penalty
on those who fail to report dividends and interest? ,
Mr. WiLLis, We have given consideration to that. We feel .it
¥robably would be inappropriate to try to do it at this time. As
urther information is developed, if there is not a substantial im-
provement in compliance because of the fear cf automatic data process-
mg which we feel will follow, then consideration at that time might
be given to penalizing the negligent taxpayer.

f course, we already have in the law a §-percent nngg&nce penalty
provision. At any time it was felt there was a nmegligently prepared
return there could be a 5-percent -penalty under the law.

The Cuamrman. Now, the complications of withholding the tax
on interest are considerably greater than on dividends, is that right?

Mr., WiLLs. Yes, sir.

-But we feel these problems of unreported interest are going to be
solved over a period of time. We developed information in our com-
mittee that the commercial banks could report down. to $150 of in-
tc}iilresg1 pgyments and only pick up 15 percent of the total accounts that
they had.

nfortunately, the statistics they had did not break at the $100
mark which is the figure that we happen to have used in our report.
But we believe it would be possible, starting next year, to reduce the
interest reporting level to somewhere between $100 and $150, and
thereafter to reduce it over a period of years as the banks and other
interest {myers get into the electronic machinery era as the dividend
payors already have done.

The CuAIRMAN. You approve of these withholding exemptions in
the House bill. :

Doesn’t that complicate the plan very much ¢

Mr. Wrruis. I think that it does. When we get into an area of
having exemptions and refunds, and then have some interest subject
to withholding and some not subject to withholding, we have many
complications. : . ‘ ~ '

One of the complications that disturbs me a great deal is a com-
plication on the return to be prepared by the individual.

Take the case of the simplest individual tax return form. This is
form 1040A, the card form, which you can use if you don’t have more
more than $10,000 of income and:not more than $200 from sources
other than wages subject to withholding., o

For 1959 there were 915,000, out of some 18 million returns, report- -
ing “other ihcome.” Presumably most of that was dividend and in-
‘terest income. N SRR

I have great admiration for the ingenuity of the forms:division of
the Service but I frankly'don’t see how it ‘would be possible to con:
tinue to use the card form in a situation where you have these various
combinations of interest subject to withholding, interest not subject
to withholding, exemptions, refunds; grossing up and all of that. I
think that everybody who has any amount ‘o% dividends and interest
will be required to report on form 1040 and no matter howdiligently
the form experts work in simplifying form 1040 and instructions, it
lsq‘oin tobe quite complicated.. -~ . - i 0

he CuatrMaN., One more question : What is the opinion of the bar
association on the investment tax-credit$.: N

82190 0—62—pt, 6—2
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Mr. Turower. Senator, we have not undertaken to take a categor-
ical position either for or against the credit, we have supplied com-
ments which go to the technical provisions. We did give considera-
tion to it. Of course, we found the views divided among those that
I spoke to. There were a good many among those that I spoke to who
opposed it but their reasons for opposing it were so varied and some
we]re«conditional, so we felt that the opinions would not be of great
value. o

The CuairmaN. As I read your statement, the strongest disap-
proval that you have given any part of this bill is the withholding,
and that is because of its complications and the difficulty of operating
under it, is that a fact ¢

Mr. Turower. We have been authorized by the American Bar As-
sociation, after considerable study, to take the position that we have
in‘djcialted here on withholding, so that. we have taken a stronger
position. :

I might indicate, Senator, with respect to the investment credit,
as a matter of general principle, there are some. aspects of that which
concern us to the extent it introduces into the Internal Revenue Code
any nonrevenue provisions.

We believe that the acceptance of the Internal Revenue Code by the
public generally depends-upon its maintaining a kind of objectivity
or inte%]riti.

We think that is lost to some extent as nonrevenue provisions are
introduced.

People take great issue with the way in which Congress might spend
money. While people dislike paying taxes, they don’t take issue to
the same extent with the way that taxes are being raised.

If political and social provisions that are of a nonrevenue nature
are introduced into the code, then we bring the code into a controversial

‘area where at any one time you may have a great number of the pop-
ulace opposed, and thus we think it would lose its aspect of objectivity
and integrity, and that would, of course, be adverse to the iriterests of
the Service, to the Treasury, and to the Government. .

As an abstract proposition of long-range significance, we think this
priticiple is quite important. We have felt within our own section a
great many pressures, more pressures than in the past, to go to the
code for an answer to every problem. We have had great pressures
to approve credit for higher education, great pressure to approve
credit for fallout shelters. L :

I noticed the other day the recommendatioh to provide credit for
campaign contributions. : '

This is 'a credit to stimulate investment. Each of the objectives
may be excellent, but we feel that each of these steps is a step-in the
wrong direction so far as the maintenance of the integrity of the
Internal Revenue Code. D BRRITI

I certainly would-not want to defend every provision that is now
in the code. We think this could stand substantial modification but
we think this is a step in the wrong direction. . - ST

The Cuairman.:. Do you regard this tax credit.as a subsidy? . .

Senator Kerr. What was the question? - EO T SR
- :The Cuamman. The question is whether  the witness regards the
investment tax credit as a subsidy ; in other words, whether he regards
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it as a_stimulation, a bonus, so to speak, for a business to do a certain

thing in order to receive the credit. -
r. THrowER. I think I would; yes. )
As T understand it, it is a reimbursement to certain taxpayers for

certain costs of equipment that they incur, and in that sense I think
it is a subsidy. .

The CuairMAN. It only applies to certain taxpayers. It is not
universal like most of the taxes. To that extent, it would seem to
me to be a departure from, just as you have stated, the fundamental
principles of taxation on income for the purpose of operating the
(Rovernment. .

In other words, it is another “gimmick” in an already very compli-
cated tax system. Isn’t that right?

Mr. Tarower. What I intended to say, I would hesitate to call it
a “gimmick,” though I have heard that term used frequently.

The Cuairaan. Would you prefer a subsidy or wouldy you prefer
a“gimmick”? [Laughter.] ‘ , :

Senator Kerr. Do you mean as a designation of what this isor as a
recipient ? ‘ L :

The CuairmaN. Those of us who call it a subsidry have been severely
chastised by those who deny it is a subsidy.” Well, it is either a sitb-
sidy or it is a bonus. It gives a special tax reduction to a taxpayer
who does a specific thing. o o

Mr, TraroweR. It does seem to us to be a kind of appropriation that
is written into the tax bill and not a revenue measure, as with the other
credits that I spoke of. . - .

The CuairMAN. To show the fallacy of the investment tax credits
proposal it is retroactive to Januiary 1 and thereby gives tax relief
amounting to about $600 to $700 million to those companies that
couldn’t have been influenced by the tax credit because they started
their modernization perhaps the 1st of January. = They had no infor-
mation then that this tax credit would be adopted by Congress and,
therefore, it was not an incentive. It would be a windfall, wouldn’t
it, to those concerns that would receive it, covering expenditures that
were made prior to the passage of this bill? 'T understand it amounts
to about $600 or $700 million; is that your understanding ¥ '

Mr. Turower, I think that taxpayers have been encoiraged to go
ahead and make their investment and not wait on the bill to the extent
thit they were led by that to make theirinvestment—+——o . = -

The CrareMan: There isstill a Congress left in thiscountry.

Mr. Turower, Thatisright. ~ -~ - i .. = .

The Cuairman, I don’t believe the busihessmen are going to take
a statement made by the admitiistration in powétfwl‘am’ﬁbtvre‘férring
to the present administration, but ahy of tliem—that they recotiitien
a certain thing and then a-businessman goes dhead on:the assumption
that it is certain to-be énaéted. - =~ " . . oo '

Mr. Tarower. That is true, Senator. They were likéiise encour-
a;fx:% lgglt.l year to make the ihvéstment and iiot. wait' for the passage
0O ébill, - oG, T [T A L ' . ! F

~'The Catrstan. The’ investineiit eredits as recommenided’ last year
were very tritich more extensive tha utider'thigbill, "+ -~ . -~ -
‘Mr. THrower, Thatisv¥ight. =L L0 770 e e
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The CuA1rMAN. They included the buildings, and to be logical about
it if you give an investment credit at all, it should include buildings,
tl:eqiz&{se many industries cannot modernize unless they put up new

uildings. . .

So this is just the beginning of this sgl)ecial treatment and this $1,400
million is a reduction 1n taxes which falls heavily on all the taxpayers.
It may be necessary to increase other tax brackets if we ever are to
balance the budget again. I am not certain we are going to balance
it. But if we ever balance the budget again and give relief to this
group of taxpayers, then we will have to increase taxes on other tax-
payers to make up that loss; is that correct ¢

r. THROWER. Senator, if this were an ap;iropriation bill we would
not presume to be here testifying on it; that is, if what you had
referred to as a subsidy were given by direct appropriations, we would
not consider ourselves specially prepared to testify upon it.

The CrarMAN. But I understood you to say a few moments ago,
you consider this in the nature of an appropriation: -

" Mr. THrower. That is correct. ‘ C

And we would as a matter of principle think indirect appropria-
tions of things of this sort should not be in the internal revenue bill.

The CuairmMaN, We also must remember that all of these things
of this character in the nature of a subsidy, whether it is actually a
subsidy or not, whatever it may be, grow and grow. ;

I have been here 29 years and I have seen them start little and they

t bigger and big{;er and bigger and they are never repealed. It may

thought possible—sometimes that if a corporation receives a sub-
sidy that then they can increase wages and not increase the price of
the product they sell. : ' :

That might be possible some day.

Senator Kerr?

. ,Selr:agor Kerr. I am quite interested in the discussion you have
just had. ‘ '

The CuairmaN. I didn’t want to offend you by calling it a subsidy,
but I thought it was a good point tostart from anyway.

[

Senator Kerr. The great chairman of this committee could not
possibly offend me. I have respect and affection for him: and-admi-
ration, and I am so aware of his-great integrity that there would be
no &ossibihty of offense. . o oo

rtainly men can disagree either as to what something is or what
the significance of it is without-thereby oﬂ'ende’ each other. -

The CuairmaN, I haven’t been offended at all. -

Senator Kerr. Nor have I. _ .

The Cuamrman. Let’s shake hands, - [Laughter] . . ..

Senator Kerr. I thought the significance was the question, and I
didn’t know whether you answered it or acquiesced in an answer, or
" either, askinﬁf a tax reduction to certain taxpayers who do-certain
things is a subsidy.. ¥ - . o .

I understood you to say that you interpreted it as an appropriation.
Now, we are talking about tax credit in this bill, and I am sure that you
are as familiar w?ﬁ) it and understand it as well as.any witness who
has appeared before this committee in these .l.leann%:;. ey,

T would like for you to just tell the committee. whether you regard
it as a-tax reduction or as.a subsidy or as a gimmick or an appropria-
tion or as a lawyer how you ifiterpret it? . ,
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Mr. Turower. Senator, I would interpret it as a tax credit that is
dependent. upon conditions which are not taken into account in ¢om-
puting gross income or deductions, therefore, as a credit not related
to the computation of taxable income,

Senator Kerr. You say it is not related to taxable income?

Mr. Turower. Not related—as I understand the credit, it does not
enter into the computation of taxable income.

Senator Kerr. That is correct.

Mr. Tarower. It does not reduce the basis of the property which
is acquired.

Senator Kerr, That is correct.

Mr. THrowER. And, therefore, it is a non-income-tax item or a non-
income item. It is simply a provision for the credit or reduction of
the taxes that would otherwise be due.

Senator Kerr. The credit against or reduction of taxes.

Mr. Tarower. Taxes otherwise due; yes.

Senator Kerr. Then would it be a correct statement to say that it
does provide a tax reduction for any taxpayer in the United States
who complies with it or whose actions conform to the specifications
written into it ¢

Mr. THROWER. Yes.

Senator Kerr. Not the slightest question about that, is there?

Mr. Turower. I would think not; no.

Senator Kerr. It is universal in application in that it is applicable
to any taxpayer who performs in accordance with the requirements
hset forth in it in order for that taxpayer to receive that reduction in

is taxes, : ‘

The CaatrMaN. Will the Senator yield at that point?

Senator Kerr. Yes. ‘

The Cuarman. If there is a loss on the part of the corporation that
makes rtg:iat investment to modernize then there is nothing, they can’t
get a credit.

So it is not uniform entirely.

Mr. TaHroweRr. What the genator says is, of course, correct.

Senator Kerr. It might not be an implemented credit but it would
still be a credit, wouldn’t it ¢ S

Mr. Tarower. The credit is only against tax that is otherwise due.
If the enterprise for which the purchase is made is unsuccessful, and
there are losses and the carryover is not made available, then the credit
would not be obtainable by— » .

Senator Kerr, Would not be implemented. If it were a subsidy
it would be implemented, wouldn’t it ? , :

Mr, Tarower. If it were a-direct payment without regard to these
other conditions, it would. : o

Senator Kerr, If it amounted to a subsidy the corporation doing it
would F’“ some benefit from it, wouldn’t it, if it were a subsidy?

‘Mr. Turower. If it were a direct subsidﬁr, that is right., '

Senator Kerr. Therefore, instead of the question by the Senator
from Virginia producing an answer to prove that it is:not a tax re-
duction, in the judgment of the Senator from Oklahdma, the ques-
tion and the answer prove that it is not a subsidy because if it were
-a subsidy the taxpayer would receive it. )

- As I understand the difference between a subsidy and a tax reduc-
‘tion, on the one hand, a subsidy is spmething received. A tax reduc-
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tion, on the other hand, is a reduction of the amount of taxes that a
taxpayer owes, '

Would you disagree with that? |

Mr. Trrower., Well, that, Senator, seems to me to get in a certain
conflict here of semantics,

Senator Kerr. Identify the conflict in semantics.

Mr. Tarower. Well, the conflict——

Senator Krrr. I speak to you with a great amount of respect for
your ability or you couldn’t have given the lucid statement your pre-
sented here, nor would you be in the position you occupy in- the
American Bar Association,

Mr. Tarower, Well, this certainly is a very new and novel provi-
sion within our particular code.

Senator Kerr. When we put a provision——

Mr. THrower. The terminology that might be applied to it——

Senator Kerr. When we put a provision in the code permitting a
reduction of taxable income by charitable contributions that was an
innovation, wasn’t it ?

Mr. Turower. That was allowed as a deduction against income,
whether rightly or wrongly——

Senator Kerr. Isay that was an innovation, wasn’t it?

Mr. Tarower. That was an innovation, yes, at the point that it had
never been done before. '

Senator Kerr. It didn’t apply to anybody who didn’t do it, did it?

Mr. Turower. That is correct. '

Senator Kerr. Is that correct?

Mr. Turower. That would be correct ; yes.

Senator Kerr. But it did apply to everybody who did do it if they
had taxable income ? '

Mr. Tarower. That is right.

Senator Kerr. Not only right, but correct.

Mr. Turower. Corvect.

Senator Kerr, Exemptions for dependent children doesn’t apply
to everybody, does it? ~

Mr. Turower. Noj it does not. : :

Senator Kerr. It rarely applies to single persons, does itf -

Mr, Turower., Rarely.

Sendtor Kerr. Unless under the laws of the State there is an off-
spring which has either been willingly acknowledged or unwillingly
established. [Laughter.] L '

Yet it is regarded as a universal application, isn’t it, or-a law of
universal application as nearly so as one couldbe. -~~~

Mr. Tarower. It is applicable to all who meet the conditions of
the provisions; yes. ‘ o .
" l?enat,or gmm.» Well, that is true of the tax credit provision in this

ill, isn’t it? - . | : ' ' o

Mr. Trrowsr. It is applicable to all who meet the conditions of the
provisions ; yes. o ‘ ’ - AU

Senator Kerr. Just as true as.the exemption for dependents, just
as applicable? o . e, S

r. THrOowER. In thesensethatIsdid;yes. o

Senator Kerr. Well, on the basis that in either case the law or-the
benefit applies to anyone whose situation meets the réquirements of
the law for the benefit to accrue? o R
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Mr. Turower. Well, yes.

Senator Kerr. Is that correct?

Mr. THrower. Ithink that it isevident ; yes,

Senator Kerr. I think it is evident. Do you think it is correct?

Mr. Tarower. Ithink it is evident and correct ; yes.

Senator Kerr. You are not only an expert lawyer but an adroit
witness. Now, you were spenking about business expenses. That is
not universal in application if universal in application would mean

that it applied to every taxpayer, is it ?
Mr. Turower. Every taxpayer does not have expenses of that

nature; no.

Senator Kerr. But any taxpayer who does, gets the benefit of that
provision under the law ; 1s that correct ?

Mr. Turower. That is correct; yes. Either the benefit or subject
to the limitations.

Senator Kerr. I understand. Well, this is subject to limitation.

So that the proposed legislation before us or that part of it that
provides for a tax credit is just as universal in application as any of
the other provisions in the code that we have discussed, isn’t it?

Senator Kerr. Well, they all apply to a taxpayer who meets the
requirements. :

r. Tarower. They all apply to taxpayers who meet the require-
ments. -
Senator Kerr. And neither applies to any taxpayer who does not.

Mr. Turower. That is true. Iéome are more limited than others.

Senator Kerr. I understand.

Mr. Tarower.. The only point I made, undertook to make, was that
within the Internal Revenue Code most of the provisions are related
to the computation of income or matters related to the computation of
income. This is a provision which does not enter into the computation
of income,

Senator Kerr, Well, when we reduced certain excise taxes from 20
gpé'%%nt t?o 10 pércent, tfxey didn’t enter into the computation of income,

id they

Mr. Trarower., Well, that, I think is a—a direct excise tax would
not be within the scope of what I was discussing.

Senator Kerr. But I am now bringing it into the discussion.

Mr. Turower. Well, this is a credit agninst income tax.

Senator Kerr. I say, the reduction of an excise tax from 20 percent
to 10'percent is not dependent upoh the income of the taxpayer nor is
it a part of the income tax code, isit?

: r. THrowER. It is not within the income tax provisions of the
code; no. |

Senator Kerr. Of the code. Yet it wasa tax reduction.

Mr. Turower. It was a reduction of the excise tax; yes.

Senator Kerr. Would you call that a tax reduction

Mr. Trrower. That would be a tax reduction within that area; yes.

Senator Kerr. Well, was it a tax reduction?.

Mr. THroweR, Yes, definitely.

- Senator Kerr. Will the proposed tax credit in this law, if enacted,
be a tax reduction§ ' , | : :
__ Mr. Tarower, Not in the ’;eneral sense that we have commonily in
the past thought of tax reduction. : - ,
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Senator Kerr. You mean not similar to other——

Mr. THrowER. Not in a——

Sex;ator KErr. You mean it will be dissimilar to other tax reduc-
tions

Mr. Turower. That is right.

Senator Kerr. But will it be a tax reduction ¢

Mr. Tarower. It will be a reduction of the obligation of the tax-
payer who gets the benefit of it and to that extent it will be a tax reduc-
tion.

Senator Kerr, Well, that is almost an affirmative answer [laughter]
and I appreciate it.

Now, you were talking about the withholding provision of the law.
At this point, did the chairman have a definition he wanted to put in
therecord? I seethe dictionary there.

The CuairMAN. There is something I would like to put into the

record.
We have been talking about reductions on earned income. This is

entirely income,

Senator Kerr. I was not talking about reduction in earned income.

The CHARMAN. You cited a number of things. Take dependent
children and all that.

Senator Kerr, I did,

The Cuamrman. This is not an exemption; it is a tax credit.

Senator Kerr. It is a reduction, Mr. Chairman, of taxable income.

The CramMAN. Iknow it is.

Senator Kerr. They get the reduction whether it is against earned
income or investments.

The CHaIRMAN. No; you take it off your tax. That is entirely dif-
ferent from making a deduction from your earned income. Here is
the definition of subsidy in the dictionary:

Pecuniary aid directly granted by Government to an individual or commercial
enterprise deemed productive of public benefit.

When go'u take a tax credit after estimating what your tax is, it is
entirely different from a tax reduction, because a tax reduction should
be taken off of the earned income before yoiir tax is determined; isn’t

that correct?
Mr. Turower. Well, within the income tax field, that would be

correct; yes.
The Cuarrman. T think the dictionary here, with all due consid- -

eration to my very learned and distingttished friend——
Senator Kerr. I read the same provision into the record the other

day.

q‘he Onarrman, Well, nobody questioned it at that time.

Senator Kerr. T am not questioning it now. ,

The Cuamman. Here it is and I think it applies to this case:
“pecuniary aid directly granted by Government to an individual or
comirnercial enterprise deemed productive of public benefit.”

Now, the basis of investment credit is that it is for public benefit
because these industries will be indiiced to moderhize, and that is al-
leged to be for pitblic benefit. But I will compromise with my dis-
tingiished friend and let’s call it a g%\ft [laughtex;i'l ; that is what it is.

enator Kerr, But you see, Mr. Chairman, and, of cotirse, we will
carry this on——
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The CuamrMaN. If you want to read the definition of a gift we can
locate it in this dictionar,{. . e

Senator Kerr. We will carry this on, I am sure, after this is over
with, The Senator from Oklahoma does not regard this as 4 grant
or a8 a gift, because a grant or a gift is something which the receiver
obtains by acceptance, and that is all the receiver hasto do.

The CHAIRMAN. Except this— Lo

Senator Kerr. No; in order to get this investment credit they have
to do certain things. . ~

If you mahos a grant to me, all I have to do is to accept it.

The CnamrmaN. Let me change it now and make it a bonus, if you
don’t like the word “gift” or “subsidy.”

Senutor Kerr. I like the word “gift.” I even like gifts, either as a
giver or a givee. It is just a matter of inte%rﬁtation of the signifi-
cance of the law, of the language in a bill. ere the taxpayer has
to do certain things in order to receive a credit the Senator from Okla-
homa does not regard the credit as a grant or a gift or a subsidy but
as a reduction in the tax owed by the taxpayer and with reference to
which he is able to rediice his taxes by that amount by reason of having
Ferfm'med in accordance with the requirement in the law to entitle

1im to receive that reduction in his tax liability to his Government.

The Senator from Oklahoma had to make his living at one period
in his life practicing law, and although he may not have learned much,
he learned that much.

The CuairMan. I regard the Senator from Oklahoma as the best
cross-examiner I have ever known and I hope he will never get me on
the witness stand. ELaughter.]

Senator Kerr, Let’s go to withholding, Mr, Witness.

Are );ou familiar with the way regulated investment companies
operate

Mr. Turower. May I refer that to Mr. Willis?

Mr. WirLis. Not specifically. I have some knowledge of it. .

Senator Kerr. Well, I am going to try to outline what I think is the
method of their operation and I do not do so critically, I have sat
on this committee and helped write the law under which they operate,
and I think it is a reasonable law and a just law, but I want to talk
to you aboiut it and ask you a question or two. :

ou are aware of the fact that a regulated investnl{(mt company that

asses its earnihgs on through to its owners or. sfloc liolders or sha.\;e-

iolders or participants, has no tax liability to the Government with
reference to those earnings. :

Mr. Wicis. That isright. s - '

Senator Kerr. You are familiar with that$

Mr. WiiLis. Yeés, sir. ) ‘

Senator Kerr. Are you famillar with the fact that in many cases
and maybe most of them, and in my judgment all of them where they
are able to do so, they have a contract with the participant or the
owner or the beneficiary whereby those earnings are deposited into a
depository, ordinarily a bank, in a fund, which, when so deposited
under the terms of the agreement between the participant and the
company, are deemed to have been distyibuted to the participant?

r. WiLLs, Yes, sir, I am acquainted withthat. . =

Senator Kerr. But with refererice to which the participant has no
right to withidraw? - ’ ' ‘ ’
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Mr: Wirnis. Correct, :

Senator Kerr. So that they are retained there and under that agree-
ment the investment company reinvests it ?

Mr. WuLis. That is correct, sir,

Senator Kenr. For the account of its shareholders and that then each
shareholder gets his participation in the asset acquired by the reinvesi-
ment of that distribution.

Mr. WiLris. Correct, sir.

Senator Kerr. What percentage of those shareholders do you think
included in their tax returns the amount of money thus distributed
hy the investment company by depositing it into a reinvestment fund
with reference to which the equitable or actual beneficiary never actu-
ally receives it until he either withdraws his entire account or at a
certain date he begins to receive a certain amount a month or other-
wise terminates his arrangement with the investment company {

Mr. WiLLis. Senator Kerr, I think a very high percent included it
for the reason that the investment fund has to get out a notice at the
end-of the year to tell the total amount of the distribution, the amount
subject to ordinary income tax and the amount of capital gain, Thus
the shareholders receive a specific notice as to the amounts they have
received during the year.

While it is only surmise, I would surmise that most of the recipients
of those notices have reported the correct amounts in their tax returns.

Senator Kerr. You think most of them do?

Mr. Wiris. Yes, sir, I do.

Senator Kenr. Are you familiar with the fact that a very large
gercent of savings accounts, both in savings banks and commercial

anks, are handled in such a way that periodically the bank credits
the savings account of the depositor with the interest earned and that
the depositor is notified of it or aware of it only by reason of the fact
that when he receiv2s his statement at such times as the statements are
furnished to the depositors, in which, if he examined it carefully he
will find that his account now reflects what he put in it plus the earn-
ings that have been deposited to him.

r. WiiLis. Iam acquainted with this practice; yes, sir.

Senator Kerr. And that the same is true of bmldfng and loan as-
sociations and the commercial banks advertise the advantages of the
saver depositing funds and letting the income be added to the prin-
cipal so that the earnings are compounded, and thereby the account
caused to'grow at a relatively faster or accelerated rate. =~

Mr. WirLis. The Senator states it very accurately, yes, sir.

Senator Kerr. The Senator from Oklahoma was talking to a very
dear friend of his the other day, who is the manhaging officer. of one
of Oklahoma’s fine banking institutions, and the conversation along
this line took place, * , o ‘ ’

He sdid, “You know, I think this witlholding tax is going to pro-
duce an astonishing amount of revehue.” This gentleman is not only
one of the best bankers in Oklaliomd, he is one of the best lawyers in
Oklahoma. . - - T

He said, “Every member of iy family ahd my wife’s family, aiid
our in-laws Kave savings accounts, ''We have ‘ag good ah income tax
consultant as.there is In dur aren.” 'He said, “After this issue was
brought up and was brought dbeiit by the suggestion that a withkold-
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ing tax be legislated, I: went back and checked to see if the earnings
credited to the accounts of the members of my familﬁnhagl been in-
cluded in their tax returns, income tax returns, and,” he said, “to my
amazement I found out they had not been.” - S
He said, “I immediately visited our tax consultant to revise current
and previous tax returns to show those earnings.” G e
He said, “It certainly was an astonishing experience,-butf* he said,
“I understood how easily it happened because of the fact that it was
income we were unaware of, we never saw, and just accumulated to
us and inadvertently had not been included in our returns.”
Would you say that-that was a rare occurrence or would you say it
night be })ossible that' that was an occurrence of some degree: of
A L . :

frequen S : S T
L(}r.“ymms. I think it is an occurrence with some degree of fre-
quency. I think there are a large number of people who have been
credited with interest on their savings accountd:or their savings and
loan accounts which they have not thought of at the time of preparing
their tax return and have not included in their taxable-income.

I mié;ht mention we have talked to quite a few bankers and cor-
responded with bankers and this is a matter that is beginning to
concern them entirely aside from the taxation agpect. - ..

Some banks have estimated- that as to 25 ‘percent of their savings
accounts depositors no longer. have accurate addresses and are not
sure how to communicate with their depositors.. They are becoming
aware of the fact this is' poor public relations and quite & few of them
have indicated they think they are going to get around to the
practice—— i, CEE L

Senator KErr, Get what? ... - - . . . v

Mr. WiLLis. Get around to the practice of sending out an annual
statement to the depositor telling. hith the balance in his account, how
much he was credited with interest. - They will-do this as a matter
of customer relationships, and also keeping their customers’ addresses
up to date. We would hope, with the:automatic ddta. processing, and
the amount required to be reported eventually reduced to a level per-
haps cpmg:mble to the $10 level for dividends, which I thiik some
day will be feasible, there will be a much higher level of reporting:
interest income credited on accounts in banks and’ savings-and loan
institutions, . T

Senator Kerr; ‘A witness appeared-here the other day representing
a certain groap of regulated investment companies, -Inifact he hot
Oﬁ‘]&' represented the groitp but he was the mahaging head of what he
said was one of the very large ones, . R
He said the passage of this withliolding tax would-destroy the
inte?flty of their arrangement ‘with their participants by reason of
the fict that they would then not be able to meet their commitments
to their participants which they can do only by -compounding all
of the revenue received by their participants and adding it to the
pringipal of their asset orestate oraccount. . . . i - o 0 ©

The Senator from Oklahotha was rather astonished at that state-
ment, because it.made it quite plain to him, to me, as(to the sitiation
that exists there, that evidently his\company,:and I'would presume
those that he represented, was:such, that.the success of théir-relation-
ship with their shareholders: &ndfheip ability to do what they:had

£
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assured their shareholders they would do and could do for them, de-
pended upon their shareholders payingl their income tax on their
earnings out of their funds if they paid them at all, out of mone

other than the earnings which that particular investment generated.

I wondered if it wasn’t entirely possible that the millions of people
garticipating in these investment funds, apparently the most of whom

o not get their earnings in the form of actual cash distributions
received, in many instances, and maybe a very high percentage of the
instances, would be unaware of the fact that they had that taxable
income,

Mr. WiLLis. Senator, I think in the case of the participants in the
plan you speak of, they would receive notices from the company at the
end of the year, because they have, as I mentioned, the two classes of
income that must be broken down so they can promptly report them on
their tax returns, - :

Senator Kerr, Well, you know the participants in farm cooperatives
get their notices but they don’t pay any tax on it.

hMr. WiLLis. I am acquainted with the figures which tend to show
that, sir,

Senator Kerr. Don’t you think that if we pass a law whereby a
farm cooperative withholds 20 percent of the amount credited to the
garticipant and transmits it to the Government against the tax lia-

ility of that participating farmer, whether it exists or not, that it
would be equitable to ;wovnde the same treatment for the participant
in an investment fund :

Mr. WiLLis. Senator, I am not well ac«}uainted with cooperatives.
As I understand it, under the proposed bill the same treatment would
be accorded to the participants in the cooperative as the stockholders in
a mutual investment fund. :

There would be the same withholding.

Senator Kerr. Well, don’t you think if we are going to apply that
principle to the farmer who is a member of the co-op, that we ought
to apply it to the town man who is a member of the group in an in-
vestment fund venture? oo

Mr, WrtLis. You mean one of these investment clubs, not the regu-
lated investments? ‘

Senator Kerr. I am talking about the regulated investment com-
panies. .

Mi. WiLuis: I think the same thing is applied, Senator. I think
there is a 20-percent withholding there, too, on their dividend pay-
ments, :

Senator Kerr, There is in this provision.

Mr. WiLiis. Yes, sir. Inthe proposed law.
~ Senator Kerr. But as I understand your position you are opposed
to the withholding feature of this law. ,

Ml'. st. GS, Sil'. ' . '

Senator Kerr. Are you:-opposed to the provision that withholds
20 percent of the amount of the credit certificates issued by farm
co-ops to farmers{ ' . -

r. Wiriis. T think it is just as unnecessary there as it is in the -
case of the withhdlding on the dividends and interest, yes, sir.

Senator Kerr. In other words, you would be just'as much opposed
to that provision of the law as you are to the other? SIS
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Mr. WiLLis. Yes, sir.

Senator Kern., Thank you, very much.

The C'HAIRMAN. Senator Williams? :

Senator WiLLiams, Mr. Thrower, I think most of us ave in agree-
ment that no doubt there are a substantial number of savings accounts
upon which interest is allowed to accumulate and credited back to
the account and which, in turn, is not reported as taxable income by
the depositor.

However, can you imagine many situations existing where bankers
themselves are not aware of the fact that the interest which is cred-
ited back to their own accounts or to that of their families would
not be taxable?

Would not most bankers realize that interest is a taxable part of
their income? .

Mr. Tarower. I would think that most bankers would realize that.

Senator WiLLiams. It would be hard to realize many situations
where there would be lack of knowledge on the part of the depositor
that his interest which was credited back to his account was not prop-
erly supposed to be included in his taxable income ¢

Mr. TaroweR. I would think that would be right, yes. :

Senator WirLiams. Now, in connection with the investment credit,
I don’t want to get involved in a discussion between two very able
lawvyers. I,asalayman,certainly know better than that.

However, I have been reading with interest here comments on a
report which has been submitted, as I understand it, by your group
to the staff of the committee for study. It is .entitled “Comments
on Sections 2 and 14.” And as I understand it these comments rep-
resent the comments of different members of your organization but
which have not been boiled down, you might say, to be included in
- your statement which you presented to our committee today.

Mr. Tarower. That is right. ,

‘Within the limited time we had available we undertook to dis-
tribute the House bill, and the House report as widely as possible,
among the several committees that would be interested ahd con-
cerned and would have a responsibility. .

This would extend to several hundred members of the tax section.

We have compiled their comments, and they are represented in
these reports that are headed “Comments.” Those are not repre-
sentations by the committee as such, but simply an individual member.
They certainly— .

Senator Kerr. You made it very clear they were not the position
of the American B’i'g,r Association, didn’t you? x
- Mr, Tarower, That is right, L . .

Well, T intended to: yes. They are individual comments.

Senator WiLLiayms, That is my um%c:rstandit}g, they are the com-
ments of the individual members of the American Bar Association.

Mr. Trrower, That isri%ht. -

Senator Wittiams, I noticed some of these comments are rather
sighificant. . R

I am reading from comments on section 2. I am quoting this par-
ticular member of your organization: - L
I ompletely opposed to the investment credit provision. It provides

sélgec:t:}'ge cratg redggé'tiggo for a ldiited group ‘of‘ta“xpaygrs and is an outright

subsiay. ’ . Lo BT Lo,
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At least that member of your organization thought this was an out-
right subsidy. - = e

Commenting, he said: ‘ ,

It is extremely unfair to the taxpayer who made an investment in deprecinble
property last year or the year before, and he does not qualify for the credit
this year. :

The Cuamrman. Will the Senator from Delaware yield for just
one moment $ g

Senator WiLrLiams. Yes, ' ‘ ‘

The CrARMAN. AsT remember the representative of the CIO called
it a subsidy. .

Senator Wirriams. It’s been called subsidy, as I understand it, by
several others.

Senator Kerr. Will the Senator yield ¢

Senator WiLL1ams. Oh, yes. :

Senator Kerr. Would the chairman ask the staff to notify both the
man who made that comment and the representative of the CIO of the
chairman’s approval of their comment ¢

The Cuamrman. They indicated the chairman’s approval at .the
time. I mentioned the fact that the U.S. Chamber of Commerce was
opposed to this, I won’t call it a subsidy.

?enator Kerr. I noticed you put them on the bottom of the totem
ole, '

: The CrArrMAN. T used the word “gimmick.” The National Asso-
ciation of Manufacturers is opposed to it. The CIO and AFL is op-
posed to it, and the American Farm Bureau is opposed to it, and the
Farmers Union is opposed to it. ‘

Senator WiLriams. I would like to continue. There were other
members of your organizations who were likewise opposed to it. T
- would like to read the comments of this member of your organization:

The provision for the so-called investment creiit i so basically wrong in
principle that it seems next to useless to attempt -0 achieve any technical im-
provement. I start with an unreserved endorse; ent of the minority report
printed on pages B-5 through B-14 in House Rejport No. 1447 to accompany
H.R. 10850,

Reading again, I find that another member of your organization has
this to say:

The question is whether either approach would have the desired effect so as
to warrant selectivity and subsidy. :

8o we find the word “subsidy” drawn all through these comments of
the various members of your organization. So I don’t think there is
too much of a difference of opinion or too much exception cah be
taken to the point that there are many people who have considered this
investmont credit proposal and have termed it a “subsidy.”

Senator Kerr. You know a lot of people thought the world was
level until Columbus proved otherwise. ' ‘ L

Senator Wirr1ams. That is correct. )

Senator Kerr. The compounding of error never created accuracy.
[Laughter.] c

Senator WiLriams. The Senator from Delaware had one other
statement here: K S B

If one were to advocate that the amount of investment credit would be de-
ducted from basis we merely create another problem. In terms of subsidy it
would mean there was only a question of degree. .
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Senator Kerr. That was not -the statement of the Senator from
Oklahoma. » .
Senator WiLrLiams. No, no; it is a statement of the members of this

profession of attorneys., As a layman—— v

Senator Kerr. Of attorneys. - : f

Senator WirLiams. I understand the members of the American Bar
Association are attorneys. I understand the Senator from Oklahoma
is an attorney. C

Senator Kerr. I am an attorney, I am not a member of the Ameri-
can Bar Association,

Senator WiLLiams. No; but I am (ﬁot.ing from a most res%wd

rofession of men who have told us laymen that this is a subsidy.

nd I understand that the witness before us likewise has agreed that
thisisin effect a subsidy. [Laughter.]

I have no further questions, Mr. Chairman,

Senator Kerr, There is another answer provided for you, Mr. Wit-
ness, but you are not bound by it. You can state your own coficlu-
sions, : Co :

Senator WiLLiams, I will ask the witness this question. In answer
to the question from the chairman of the committee, did you not like-
wise that this was a subsidy A '

Mr. Tuarower. With your leave, Senator, if I may 'at this point I
would like to stand on the record. [Laughter.] .

The CHAIRMAN. That is a good witness. ‘

Senator Douglas?

Senator Douaras. I would like to ask Mr. Thrower this question: It
is %uiw evident that you prefer automatic data processing to with-
holding for the collection of taxes on dividends and interest.

Do you favor the replacement of withholding or automatic data
processing on the collection of wages and salaries?

Mr. Turower. We do not; no. ‘

Senator Dovaras. You do not?

Mr, Turower. Wedo fiot; no. o ‘

Senator Douaras. You favor withholding for wages and salaries.

Well now, if automatic data processing is superior to withholding
for the collection of taxes on dividends and ‘interest, why is it not
superior for the collection of taxes'on wages and salaries.

r. TarowER, May I again ask the chairman of our committee——

Senator Douaras, Yes; I wotld be much interested in the answer
to that question. S ‘

Mr. Turowzr (contitinin gi). To comment on that.

Mr, WiLuis, Senator, I think there are several differences. ~

In the case of withholding on wages for most part you have one
employer.- It is possible to have personal exemptions recognized sa
that] iin'bg_}xie ordindry case the withholding is going to about equal the
tax liability. ' . ‘

In the second place, the wage earner usually has nothing but his
wage with- which to pay taxes. The person receiving dividends or
interest :income has liis stock, bond, or bank accoutit available to the
rax collector, so if he does not report and the service catches up with
him, there is the capital available. The wage earner does not have
this capital available. ‘ - o
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Senator Douar.as. May I answer that?

Mr. WiLLis. Yes, sir. .
Senator Douaras. The record shows that about 25 percent of divi-

dend and interest payments taken together escape taxation, whereas
the percentage of wages and salaries which escape taxation is relatively
small, it is something in the order of 8 percent.

Mr. WiLris. That is correct, sir. The percentage in the case of
dividends where we have adequate information returns filed now is

in the area of 7 or 8 percent.
This is the percentage of dividends escaping taxation that should be

taxed. ,

Senator Doucras, Yes; but I mean if you take dividend and interest
to%;ther it is ap'Froximately 2b percent.

r. WiLLis. This is correct. The big gap is in the interest area.

Senator Douaras. I understand.

Mr. WiLLis. And the withholding would not close all of this because
there will not be withholding on all of the interest that is paid.

Senator Doucras. Now the withholding system was applied to
wages and salaries, as I understand it, in approximately 1942,

Mr. Wirpis, That is correct, sir.

Senator Douaras. Before the electronic computing machines had
come into existence. Now, they are in existence. Why not scrap
withholdin% for wages and salaries and substitute automatic data
processing for them?

Mr. WiLnis. I think that there are reasons why we should not do
that. We then would have to require all wage earners to file declara-
tions of estimated tax, which is done by people who have a substantial
amount of other income now.

The most efficient way in the case of the wage earner is to deduct
his tax from the source, as it is paid. There is a different problem in
the case of the wage earner than the recipient of dividends or interest.
. Senator Doveras. Why is that not the most efficient way of collect-
ing taxes from those receiving dividends and interest.

. Mr. WiLris, Because there is the capital available to insure the

ayment of the tax in the case of the dividend and interest. There
18 not the capital available i the case of the employees. .

Senator Douvgras. The record shows that 25 percent of dividerid
und interest escapes-taxation year after year after year after year.

. Mr. WiLtis. Senator, I am conviticed that with the proper utiliza-
tion of automatic data processing it is going to be possible to close
that gap to a negligible'amount. I think it would be possible to close
it more than the amount indittted in table 10 of Mr. Dillon’s exhibit 2
with the use of withhiolding. s

Senator Dovaras. If you have such cofifidence in automatic data
processing why not apply it to wages and salaries?

. Mr. WiLLis. We have dissimilar situations because we cannot give
reflection reasoniibly in the dividend and interest area to the marital
status and the niimber 6f dependents, for example. ,

In the case of dividetids and irterest, there either has to be a total
exemption or no exemption. Everybody seemg agreed this is the only
practical way of working the exemption system in the case of divi:

denids and ifiterest.
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Senator Douaras, You are aware of the fact, are you not, that there
are some 37 million cases of overwithholding in the case of wages and.
salaries, are you not ¢

Mr. WirLis, The total figure—yes, sir; it is around that.

Senator DovarLas. Approximately 60 percent on those who earn
waf;es and salaries have more taxes withheld from them than they
ultimately owe. :

Mr. WiLuis, Thisis correct, Senator.

Senator Dovaras. Isnot this a severe hardship that they experience ?

Mr. WirLis. I wish we had more complete statistics with respect to
this area., I confess that I was somewhat concerned as I reviewed
the available figures. If we knew not just what the average refund
is, which incidentally amounts to about $125, but what the median
refund was, we would get a much better idea. If the great bulk of
these refunds are in the area of $5 or $10, and then we have a rela-
tively few large refunds to bring the average up to $125, I would feel
it is not a very severe problem., ' ‘

If,in fact, the median refund gets close to $125, then I think a study
should be made to ascertain the reason for this, There may be several
reasons: A person who is employed may lose his employment. He
may have seasonable unemployment. He may have unexpected medi-
cal expenses.

Senator, I am expressing personally my ersonal viewpoint and
not at all the viewpoint of the American Bar Association, but I would
feel if the statistics showed there was much excess withholding on
wages because of these conditions that cannot be reflected in the rates
of withholding, that consideration should be given to intra:annual
refunds in the case of withholding on wages.

I think it is only fair that it should be done in that case where there
are these factors that cannot be considered in the rates of withholding.

Senator Douaras. You propose quarterly refunds then in wages and
salaries comparable to the quarterly reftinds provided in the present

bill ¢
Mr. Wirus. I don’t know whether it would be necessary to have it

quarterly or not, Senator,

Senator Douaras. Woulld you attempt to have it quarterly to at-
te:ﬁ)t to mdke the treatment parallel §

, Wiris, Perhaps it should be quarterly. But certainly the
man who has lost his job or has had unexpected medical expenses
and because of the overwithholding should get his tax more promptly
than at the end of the year., -

Senator Dougras. Aren’t you subjecting yourself to the criticism
that you are giving more favorable treatment to the recipients of
dividends and interest than to recipients of wa:ﬁes and salaries, be-
cause you approve of withholding in the case of those receiving wa
and salaries, but disa%nﬂove of it in the case of those receiving divi-
dends and ihterest? y should you have inequality of treatment
between two classes? I am not sayifig that wages and salaries are
more honorific than dividends and interest. I am not maintaining
that, although at one tifhe the Internal Revenue Code did give them
bellzter? treatment.. I am merely saying, are they not equal, of equal
value

Mr. Wirris, Yes; I thifik they are of equal value.

82160 0—062—pt, 6—8
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Senator Doueras. Why should you give a dollar of dividend and
interest favored treatment as compared to a dollar of wages ard
salaries?

Mr. WiLLis. The recipient of dividends and interest, who is going
to be in a tax bracket is required to file a declaration of estimated
taxes paid at least on a quarterly return, so the tax is paid quarterly
on his declaration of estimated tax liability.

Senator Doucras. But the withholding on wages and salaries is
each week. :

Mr. WiLris. This is true. So there is that loss of time. But I
think that in the case of wages and salaries this is truly a benefit as
the easy way of paying the tax. ‘ '

Senator Doveras. Why would it not be a benefit in the case of
dividend and interest? Let’s assume that people who receive dividends
and interest are law-abiding citizens who want to pay their taxes.
This enables them to pay their taxes as they go along instead of
waiting until the end of the year to pay it. This was the t rea-
son why withholding was imposed in the case of wages and salaries
at the outbreak of World War II.

Mr. WiLLis. Yes, sir.
Senator Doueras. It makes that easier for them instead of throw-

ing this strain upon them. They don’t have to remember as much.
They don’t have to draw down their account as much at the end of
the year, but can use the pay-as-you-go principle which was said to
be a great improvement in the tax system when it was first introduced
20 years ago. Wh{ not have pay as you go for everyone ¢

r. Wirus. I think we do have pay as you go through the declara-
tion of estimated tax.

Senator Douaras, The record shows that the estimated income is
not e«iual to the actual income in the case of dividends and interest
and also not equal to actual income in the case of independent busi-
nesses and professional people who get their income directly from
the public, without going. through the intermediate receiving corpo-
ration,

Mr. WirLis. Senator, as I remember the statistics the refund be-
cause of overpayment on the tax returns about equaled in dollar
amount the additional tax to be collected.

There was about ah offset on the two. There wassubstantial amount
of refunds, too, arising not only from wage withholding but also the
declaration of estimated tax. = o

So quite a—— ‘ ' :

Sendtor Dougras. I don’t wish to pursue the subject much further,
because I'do thifik that you are laying yoitrself open to the criticism
that you are tryifig to protect the recipients of dividends and interest
to a degree that you do not wish to protect the recipients of wages
and salaries. .

May I ask a question about the—— :

Mr, Tiirower. Senator, if I may comment on that particilar state-
ment before weleave it. '

Senator Dovaras, Yes, A L. _

Mr. Turower. Because I would not watit there to be afiy question

about ourposition,
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We don’t feel that because withholding is deemed by us to be effi-
cient jn aiding the collection of one particular type of income that
there is any intent to discriminate if we conclude that it is not efficient
in undertaking to collect another type of income,.and thst is simply
our position—— - N . L o

Senator Dovaeras. You haven’t tried it yet.

Mr. Turower. Ofthebasic facts. : o

Senator Douaras. And the same {medictions were made by less in-
fluential people when the withholding tax was proposed. for wages
and salaries. It was said to be administratively cumbersome and
could not be worked out. ' AP

I believe that after a year or two, the bugs were eliminated and .the
system has gone along very well. The percentage of evasion is rela-
tively slight., The percentage of refunds is extremely high, much
greater, I would think, than would be the case of dividends and inter-
est, because the average income of recipients of dividend and interest
islanpreciably above the average income.of those of wages and
salaries. N .

Are you not exaggerating the administrative difficulties? .

Mr. Tarower. Well, of course, our representations in our report
will have to speak for themselves. But in the one instance you are
dealing with gagments that may for a year total or average two or
three thousand dollars or more, where there is a receipt given to the
payee and there is a report and accounting to the Federal (Jovernment,

n the other hand, you are dealing with many hundreds of millions
of accounts that may be less than, payment. items that may beless than
$10, maybe 40 cents, 60 cen*ts,‘witix no reporting or accounting in either
directioh, and our conclusion is not that the income should not be
collected, but simply that this particular technique, we think, is not
an efficient way to correct the problem of underreporting. -

Senator Dougras. May I ask a question about entertainment ex-
penditures which you touch upon ¢ 5 :

I take it that you believe that the lanfuage, under section 274(d)
and possibly also (b) is too indefinite, and would be subject to a great
7.(‘)n:3mc>)t’fg uncertainty which would hamper its administration, is that
corl . o R T . . .o o

Mr, TurOWER, .We think that istrue; yes. .

Senator Dougras. Wouldn't this be true of any qualitative tests?
These are primarily qualitativetests, .~ =~ o

For instance, it sadys business meals under (d) of & type generally
considered to be conducive to a business discussion. This involves the
comEarative merits of a businessman’s Junch and an elaborate dinner
at the 21 Club or other.glace of entertainment? the degree to whith
attendafice at “My Fair Lady”.or the “Follies,” if the “Follies” are
still going, would be conducive to operation of businesses. R

Mr. Tirower. Well, as to the first, Senator, we would think that
:ﬁe‘ meeting at midday should meet tfm same tests as the meeting in

e evening, ' o

Senator Dovaras.  You mean.that it should; require the evening

entertaifitnent €o be of the same simple characteristic which is ordi-

'

narily attendant \ipon a noon luticheon ¢
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‘Mr. Turower. Well, the test, I intended to refer to was the test that
it be directly related or attributable to the business or the production
of income or whatever the words may be. o

Senator Doveras. You find fault with that because you say it is
subject to a great zone of uncertainty as to how it is to be interpreted.

Mr. Trrower. Well, would it mean, for example, as to the meeting
at midday, that you need not show that it is related, directly related
to the conduct of a business? )

Se;mtor Douaras.. Wouldn't it be simpler if you imposed quantative
tests

Mr. Tarower, Well, I think——
Senator Douaras.. éa,y that a luncheon check was in excess of $5,

that would be—that this would be excessive or an evening dinner in
excess of $10.

Mr. Turower. Well, Senator. I think when vou attempt to take the
complex, varied operations of all different kinds of business, and state
them in an arbitrary formula you are producing more problems than
you are removing. .

Senator Douaras. But you are finding fault with the present defini-
tion because these are qualitative terms. *

Mr. Tarower. I don’t think I intended to do that. I say, the im-
port of my remarks as I intended it, was that there simply are some
ambiguities in here which seem evident to us, and that they can be
clarified and should be clarified.

Whatever the rule may be, is it intended that entertainment for
goodwill be allowed or not allowed? Now that is an important issue.

Senator Douvaras. Remember the expression, “Liberty, liberty, what
crimes are committed in thy namie,”

Can it not be now said, “Goodwill, goodwill, what crimes are com-
mitted in your name” ¢ :

Mr, Trarower, My first statement is thiat it should be clearly stated
one way or the other. ‘ |

“Senator Dover.as. Would you favor a provision that entertainment
for the purposes of goodwill would'not be tax exempt ¢

Mr. TrrowER, It would not be a question of tax exemption. I
would say that if the entertainment is for the benefit of a business
and is a business expense, as a general- proposition we think that busi-
ness expenses that are legitimate, that is,-are.not illegal or immoral
or against public policy, should be deducted. o

_Senator Doveras. What would you say about the case of the morti-
cian who spent $5,000 entertaining people on his yacht in Florida and
justified it on the ground that it was a business expense to attract fu-
ture customers, and was successful in maintainihg his claim,

Mr. TrroweRr. As an internal revenue agent, I would find it hard
to maintain that position. , | '

Senator Dovaras, Well. he was successful in maifitaitiitig his claim.

Mr, Tarower. The regulations have required a showing that the ex-
pense be attributable— e _ !

Senator Dovaras, He-was buildihg ub goodwill on the part of those
who would die in the fiitiire whose heirs might wish to have this

gentleman bury him, S ,
Senator Kerr, What he was doing was in order that they might have

their heirs bury them.
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Senator Dovaras. Idon’t think there was any homicide.

. Senator Kerr. Not at all, not at all, but I would think that his
entertainment of prospective customers might be with reference to the
business they would be paying for rather than the business for which
their heirs would pay.

Senator Douaras. All right. )

Mr. TurowER, Senator, we think there has prevailed very widely
and unfortunately a feeling that any expense in this area if it had a
very remote business relationship could be deductible.

enator Douaras. You think there have been abuses?
Mr. Tarower, There is no question about that.
llOur ({eeling is that they, under the present law should not-have been
allowed. ‘

Senator Dovaras. Would trips to Europe to enhance one’s profes-
sional capabilities? Would that be s proper expense

Mr. Tarower, We will always have judgment questions whatever
the rule may be and that involves—— |

Senator Douoras. T merely ask your judgment. Is an expense to
go to Europe, to go to a meeting of a trade or professional association,
a proper deductible item ¢ :

Mr. Turower. Well, I think that if it involved a meeting with
foreign businessmen very much interested in the problems——

Senator Douceras, No. I mean a professional association.

Mr. Turower. I thought you referred to it as a trade association.

Senator Dovaras. I was trying to be polite. Let us say professional
association, A ' _

Senator Krrr. A lawyer going over there to an international bar
meeting.

Mr. Turower. Well, there would be a judgment question. T think
that it would be the feeling of the American Bar Association that the
meeting in Liondon ditl contribute greatly to the profession, and that
those who went to that meeting to partitipate in that effort were en-
hancing their own position and enhancing the position of the bar
association of both countries. '

Senator Dovaras.” This would inchide not merely the cost of travel
between here and T.ondon, but it would iiiclude supplementary travel
on the Continent? ‘ _

Mr. Turower, Well; it certainly would not. It would not include

menibers of families.

Senator Dovaras. Did this apply to doctors if the AMA held its
meeting in,say, Paris?

Mr. Tarowsr. I donotthink a generalized——

Senator Dovaras. If it applies to lawyers that they would enhance
their professional skill by going to a meeting of the bar association
in London, why wotild it not enhance the professional skill of doctors
by going to a meeting in Paris? .

Mr. Turower. I do not think lawyers could just pick any point on
the globe and say, “We want to ineet thers.”

I think the mheeting—

Seniitst Dovaras. You prefer Loridon to Paris then? Is it proper
to charge up expenses to go to London but not Paris? You mean
there may be temptations in Paris which'dénot exist in London?

Mr. THROWER. .Or vice versa.
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Senator Dovaras. Well, why is it that you say that it is proper to
deduct expenditures for London but not for Paris?

M.. Turower. I am not undertaking to state a flat position. T did
not go on this t.rilp, but. I am saying that there was a purpose for the
selection of the place of London which was closely related to the aims
and purposes of the American Bar Association.

Senator Douvaras. British medicine is of a very high order. Anti-
septic surgery came from London with Joseph Lister. Would you say
it would be proper for the American Medical Association to have its
expenditures at a joint meetiig in London deducted from income and
made nontaxable?

Mr. Turower. Not simply because there is some relationship, but
if it is demonstrable that the purpose of that meeting is to enhance
the value of the services of the American Medical Association, then I
would think that that would be within——

Senator Doveras. Would this apply in the case of accountants?

Mr. Turower. What is that ?

Senator Douvaras. That would apply in the case of accountants?

Mr, Turower. Ifthey meet a test of that sort, yes.

Senator Douveras, Well, if they meet. Don’t you think they would
meet. this test ? ‘

Mr. Turower. I do not know the facts with respect to the medical
association.

Senator Dovaras. Why do you think that the travel of the bar as